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Eight Things About Agriculture Commodity 
Futures You May Want to Know

1. Commodity is a product having commercial value, 
which can be produced, bought, sold and 
consumed. A commodity exchange is a formal 
place, whether physical or virtual, where trading of 
commodi�es and its deriva�ve products happens.

2. Broadly, the commodi�es market exists in two 
dis�nct forms—the Over-The-Counter (OTC) 
market and the Exchange based deriva�ves 
market. Spot markets are essen�ally OTC markets 
and par�cipa�on is restricted to those who are 
involved with that commodity.

3. Commodity trading in various commodi�es like 
agricultural products, metals and energy products 
has existed from the start of human civiliza�on. 
With �mes, it has progressed from barter system 
to spot market to futures market.

4. Bombay Co�on Trade Associa�on, India's first 
commodity exchange, was established in 1875. 
Presently, there are six na�onal level electronic 
mul�-commodity exchanges, viz., NMCE, MCX, 
NCDEX, ICEX, ACE and UCX, besides 16 smaller 
commodity exchanges.

5. Commodity Futures contract is a standardized 
agreement between two par�es to buy or sell a 
commodity of a specified quan�ty and quality for 
a price agreed upon on a par�cular day with 
se�lement occurring at a specified �me in future. 

6. The players in the Agricultural Commodity Futures 
markets are Hedgers, Farmers and Hedgers, 
Farmers and Producers, Intermediaries, Importers, 
Exporters or Speculators and Arbitrageurs.

Building Capacity for Inclusive Finance

CAB Training Cards



The card is for informa�on purposes only. Readers may refer to 
the relevant Laws/ Circulars/Guidelines in this regard.   

July 2018

Compiled by 
Shri Pankaj Se�ya,

 DGM & MOF

7. The major agricultural commodi�es traded at the 
exchanges are soya oil, mentha oil, guar seed, guar 
gum, gram, rubber, potato, chillies, cumin seed, 
cardamom, pepper, turmeric, wheat, maize, 
co�on, etc.

8. The primary objec�ve of exchange-traded agriculture 
commodity futures is establishment of efficient and 
transparent agricultural markets through:

a. Price Discovery: Regular trading  which happens at 
futures exchanges based on various inputs like 
market informa�on, demand and supply, weather 
forecasts, expert opinions, infla�on rates, 
government policies, market dynamics, etc. 
translates into con�nuous price discovery 
mechanism, leading to assessment of fair value of a 
par�cular commodity;

b. Risk Mi�ga�on: Hedging is the most common 
method of price risk management wherein, for 
the price risk inherent in spot market, an equal but 
opposite posi�on is taken in the futures market. 
Hedging through futures protects various agri-
value chain players from adverse price change; 

c. Benefits for farmers: Trading in futures can 
provide reliable price signals to farmers about the 
likely prices of their crops in the months ahead and 
poten�ally lower the vola�lity along with 
increased market stability; 

d. Credit accessibility: Lending to commodity traders 
is risky because of price vola�lity and banks, 
therefore, charge higher interest rate along with 
stringent terms and condi�ons. Hedging, through 
futures markets, can cut down the interest rate in 
commodity lending and improve product quality. 
The warehouses with grading facili�es for 
facilita�ng delivery provide a reason to upgrade 
and enhance the quality of the commodity. 


