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About CPAI

ommodity Participants Association of India was formed and registered as “Commodity
Participants Association of India” i.e. CPAI, on 20th February, 2006 with registered
office at 613, New Delhi House, 27, Barakhamba Road, New Delhi-110001.

Commodity Participants Association of India (CPAI) is the only registered All India Association
of all the National Commodity Exchanges and comprising of Commodities Participants of the
recognized Commodity Exchanges like MCX, NCDEX, NSE, BSE, ICEX etc. operating across the
country. The Association has its Head Office in New Delhi and has four regions viz Western
region, Easternregion, Northern region and Southernregion.

The National Executive and four Regional Executive Committees of CPAI, comprising of the
most sincere and dedicated members from all parts of the country, are working selflessly and
tirelessly for the up liftment, growth and overall development of the commodity business in
India. The unflagging efforts put in for transforming rural economy to global by the office
bearers of CPAl can make any organization proud.

The basic objective of the Association is to work for the cause and concern of its members
(Commodity Participants) so that they could do business smoothly and their problems could be
discussed with the relevant authorities. It provides a platform to its members to voice their
opinion on various policies and operations of doing commodity dealings for its clients. Also it
provides professional assistance, guidance and special services to its members to function
ethically according to the standard principles and practices laid down by the Government,
Regulator and the Commodity Exchanges.

CPAI since its inception in 2006 has been striving hard to achieve its mission through assistance
to Govt. & regulator, co ordination with exchanges, guidance to members and education &
awareness to investors, producers & consumers through seminars, awareness programmes,
workshops, Journals and e-mails etc.

CPAI has earned recognition and appreciation from the Govt. & Regulators so much so that
CPAI members have been given representation in all the committees formed by the Govt.,,
regulators & exchanges.




National Executive Committee 2019-20

Sl. Name & Company Company's Name Designation
No.
1. Mr. Ashok Agarwal Globe capital Ltd Chief Mentor
2. Mr. Narinder Wadhwa SKI Capital Services Itd President
3. Mr. Virender Mansukhani Mansukh Commodity Futures Pvt. Ltd Alternate President
4. Mr. Sanjay Rawal Open Futures & Commodities P. Ltd. Immediate Past President
5. Mr. Shiv Kumar Goel Bonanza Commodities Pvt. Ltd. Past President
6. Mr. B.K. Sabharwal A to Z Comtrade Pvt. Ltd. Past President
7.  Mr.D.K. Agarwal SMC Comtrade Ltd. Past President
8. Mr. Atul Kumar Gupta Adroit Commodities Serv. Pvt Ltd. National Executive Member
9. Mr. Kamal Jain Motisons Commodities Pvt. Ltd. National Executive Member
10. Mr. Sandeep Jain Tradeswift Commodities P. Ltd. National Executive Member
11. Dr. RMCV Prasada Rao R.L.P. Commodity & Derivatives Pvt. Ltd. = National Executive Member
12. Mr. Harjeet Arora Master Capital Services Limited National Executive Member
13. Mr. Khalid Ali Multigain Commodities Services Pvt. Ltd. = National Executive Member
14. Mr. Rajeev Agarwal Wealth Discovery Commodity Pvt. Ltd. National Executive Member
15. Mr. Sunil Nyati Swastika Commodities Pvt. Ltd. National Executive Member
16. Mr. Sunil Bansal Rudra Commodities Pvt. Ltd. National Executive Member
17. Dr. Satish Kumar Arya Steel City Commodities Pvt. Ltd National Executive Member
18. Mr. R. Bhaskaran Goodwill Commodities Pvt. Ltd. National Executive Member
19. Mr. V.P. Gupta R.V. Commodities Pvt. Ltd Chairman- NSEL Matter
20. Mr. V.D. Aggarwal Abhipra Commodities Pvt. Ltd. Permanent Invite
21. Dr. N.C. Maheshwari Five Square Agro Gold P. Ltd. Permanent Invite
22. Mr. Gopal Krishna Agarwal ~ Voguestock Commodities Ltd. Permanent Invite
23. Mr. R.C. Maheshwari Maheshwari Derivatives Brokers Pvt. Ltd. =~ Permanent Invite
NORTHERN REGION
1. Mr. Jayant Manglik Motilal Oswal Financial Services Ltd. Chairman
2. Mr. Gaurav Sharma Dita Comtrade Ltd. Vice Chairman
3. Mr. Kunal Khaneja Integrated Commodity Trades Pvt. Ltd. Vice Chairman
EASTERN REGION

1. Mr. Vivek Bajaj Dhanvee Commodities Pvt. Ltd. Chairman

Mr. Rajeev Periwal Synergy Deal com. Pvt Ltd Vice Chairman

WESTERN REGION
1.  Mr. Naveen Mathur Anand Rathi Commodities Ltd. Chairman
. Mr. Rakesh Bhandari Nirmal Bang Commodities Pvt. Ltd. Vice Chairman
3. Mr. Jigar Pandit Sharekhan Commodities Pvt. Ltd. Vice Chairman
SOUTHERN REGION

1. Mr. Akhilesh Agarwal Acumen Commodities India Ltd. Chairman

Mr. Paresh Shah PCS Commodities Pvt. Ltd. Vice Chairman




Editorial Board

SI. No. Name of Person Company Name Designation
1. Mr. Jayant Manglik Motilal Oswal Financial Services Ltd. Chairman

2. Mr. Sandeep Jain Tradeswift Commodities P. Ltd Member

3. Mr. Naveen Mathur Anand Rathi Commodities Ltd. Member

4. Mr. Anuj Gupta Angel Broking Ltd Member

5. Mr. R Bhaskaran Goodwill Comtrades P Ltd. Member

6. Mr. Vandana Bharti SMC Comtrade Ltd Member

7. Mr. Rahul Agarwal Wealth Discovery Securities Pvt Ltd Member

8. Mr. Sunil Nyati Swastika Investmart Ltd. Member

Execution & Co-ordination

Mr. Rajesh Narula
Mr. Rishant Saini
Ms. Himani Ahuja

Disclaimer :

*  Views expressed in the articles published the document in are the personal opinion of the respective authors and may
not necessarily be the view of the association.

¢ Thearticleshave been edited for the sake of brevity wherever necessary.

Published by Commodity Participants Association of India, New Delhi and printed by Maansee Printers, Delhi




Index

From the President’s Desk

Narinder Wadhwa
President, CPAI

From the Chairman’s Desk

Jayant Manglik
Chairman, CPAI - NR & Chairman, Editorial Board

Involving Commodity Derivative Markets for Farmers' Upliftment

Rishi Nathany
MCX

Commodity <—> Equity

Ajay Kedia
Kedia Stocks & Commodities Research Pvt Ltd.

Agri-Commodity Derivatives Market : Augmenting Holistic
Development of the Agri-Ecosystem

Vijay Kumar
NCDEX

Will Agri Futures have “Achhe Din” ?

Suresh Manchanda
Market Times

a h hh HH



New Frontiers in Commodity Markets :
Opportunities and Challenges

Rajesh K Sinha
NCDEX eMarkets Ltd. (NeML)

The decoupling impact of Indian Agri-business

Subhranil Dey
sSMC

a9 g9 . feaHl & fay grem w94

Rra—< Sureara
THUANT Tollee RIReEnT far.

Graphical Understanding of World Agriculture Market

Launch of NISM-Series-XVI : Commodity Derivatives
Certification Examination




Narinder Wadhwa
President, CPAI

From the President’s Desk

t is a matter of great pleasure for CPAI and its members to
have the third issue of the quarterly journal for the year
2019-20.

In the quarter gone by CPAI has continued to interact with MoF,
our sector regulator SEBI as well as Exchanges to put across our
views and we have been effective in getting our perspectives
getting heard, appreciated and acted upon also. Our delegation
met the Hon'ble Finance Minister who was very receptive to our
representation on key issues like High Cost of Transactions, Ease
of doing business and need of the hour for feel- good measures in
the economy. Penalty on Castor Seed Contracts was a seemingly
intractable issue which our member fraternity had to grapple with
during the festival month and it was a matter of immense
satisfaction for all of us that our intervention helped alleviate the
distress with waiver of penalties of hundreds of millions of rupee.

We are excited by the bright prospects in the market with
impending launch of Index Derivatives in commodities market
possibly by the end of the financial year with expected size of the
contract around Rs 5 lacs as suggested by the Association. We
could see good traction in the Index Derivatives with its potential




in terms of hedging and trading. The slashing of the corporate tax

to 22% from 30% for existing companies, and to 15% from 25% for
new manufacturing companies which is now at par with most
Asian nations would be a great catalyst to the Make in India
programme for attracting foreign investment was the biggest
reform .The pre budget discussions with policy makers will kick
off soon and we are hopeful that reform agenda will pick up pace
and the Association will present its submission on cost of
transaction and review of transaction taxes.

Friends! With such exciting prospects ahead, your beloved
association CPAI requires more support, trust and opinions/
suggestions of vast majority of Commodity Participants. Please
put forth your suggestions as well as views and we will greatly
appreciate your efforts and together we will ensure robust
development of Commodity Derivatives Market.

On behalf of CPAI, I would like to put on record the Associations
sense of gratitude and copious amount of research to the editorial
team chaired by Mr. Jayant Manglik in getting this journal to you.

I'wish you all a Happy Christmas and a rocking 2020 and hope that
year bestows on us a 20/20 vision - absolute clarity and sharpness
to grow this business together in a twenty-twenty format time
horizon.

With Warm Wishes.

Narinder Wadhwa




Jayant Manglik
Chairman, CPAI-NR &
Chairman, Editorial Board

From the Chairman’s Desk

his issue is special. At a time when agri commodities
arein focus and specifically agri-trading on electronic
exchanges is being closely scrutinized, this journal
edition brings the spotlight back on growth and the new
dimensions which will enable agri as a sector and merge it

into a contemporary environment.

As always, we have been able to get very good contributors
who have graciously taken time out to share their thoughts in
the form of articles for the benefit of all.

Our readers too have been very encouraging and your
feedback enables us to identify and address topical issues,

while we try to use our network to get the relevant experts in
thefield.

CPAI as an organisation has gone from strength to strength
over the years and knowledge dissemination in commodities




has always been among its foremost agenda with

international conventions, seminars across the country &
finally via this journal for maximum outreach to all
stakeholders including the public at large, people in the trade,
government, regulators, exchanges, and employees of
trading companies. This journal has become a platform of
choice for those who want to share their views and we take no

sides on the views.

We hope you will like this issue and we solicit your feedback
oncontentand ideas

Jayant Manglik
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Involving Commodity Derivative Markets
for Farmers' Upliftment

rganised futures trading in commodities started in India with the
setting up of the Bombay Cotton Trade Association in 1875, only a
decade after world's first futures exchange, the Chicago Board of
Trade (CBOT) was established in 1865. Subsequently, a number of trade
associations for futures trade came up at regular intervals in various parts of
the country. Key among them included : the Gujarati Vyapari Mandali in
1900 to facilitate futures trade in oilseeds; the association to trade in gold
futures in 1920; and the exchanges for facilitating futures trade in
commodities such asjute, pepper, turmeric, potato, gur (jaggery), sugar, etc.

Commodity derivative markets in India have come along way since 2002-03
Rishi Nathany when commodity trading was permitted after the Kabra Committee
MCX recommended resumption of futures trading. The markets have come
under the regulation of Securities and Exchange Board of India (SEBI),
following merger of FMC with SEBI, with effect from September 28, 2015.

AsIndia is integrating more and more with the global economic system, it is
essential to bring competitiveness in domestic agricultural production,
marketing and value chain processes through institutionally supported
marked based mechanisms. These can ensure remunerative prices to
farmers and create rural employment opportunities in the warehousing and
other infrastructure industries, while minimizing government intervention
thereby reducing the fiscal burden. Existence of a vibrant commodity
derivatives market has to play a crucial part in the success of an agriculture
based economy thereby bringing efficiency in to the domestic market
system.

Some of the key roles played by derivative markets for the same have been
discussed below-

* Fair Price Discovery - The futures exchange is a platform to bring
together, the forces of demand and supply to determine market
equilibrium or 'fair' price or 'real' price of commodities. The participants
on futures exchanges put in their bid and ask prices based on their
assessment of the demand and supply situation at the time, which could
be based on specific market-related issues, expert views and comments,
government policies, international trade, inflation, weather forecasts,
hopes and fears, market dynamics, and so on. The successful execution
of trades between buyers and sellers is an indication of an assessment of




an 'unbiased fair value' of the particular
commodity.

Future prices to farmers' advantage - Prices
discovered on futures exchanges provide an
idea about the price that is likely to prevail at a
future point of time. Equipped with this
knowledge, the farmer/producer can decide
between various competing/alternative
commodities to produce, which best suits their
situation. It can also suggest postponement of
sale to a more opportune time for a more
favourable price. Free and wide dissemination
of futures price information to farmers will
empower them in negotiating and extracting a
'fair' or better price for their produce from
traders/buyers. Assuring the farmers that there
will be a buyer for their produce is a key feature
of the futures market.

Early signal to supply demand mismatch-
Commodity future prices provides an early
clue to any mismatch between the supply and
demand in the physical market, which even
policymakers can observe and take timely
corrective measures on.

Improved infrastructure- Commodity
exchanges have led to improved infrastructure
in the form of certified warehouses and quality
assayers. Moreover, financing companies and
professional information providers have been
seen in almost all commodities with successful
futures contract. The entry of professional,
dedicated service providers help in fast-paced
and sustained development of the market
infrastructure, which becomes beneficial to the
entire commodity ecosystem. Creation of
required infrastructure strengthens the farming
sector and helps the farming community
receive fair prices for their produce.

Stable Markets Benefit Farmers/Agriculture

The futures markets bring in price stability that
is beneficial to farmers and farming (even to

farmers who do not directly participate on
futures exchanges). Price stability is important
to the farm economy since absence of stability in
markets means unpredictability in incomes to
farmers. Income unpredictability would mean
less farm-related investments and poor
planning of agricultural activities. Also, since
there is a time lag between planning and
production, the futures market-discovered
price information will encourage farmers to
make investment decisions based on market
demand.

Credit accessibility

Agriculture in particular and the commodity
sector in general are chronically starved of
institutional capital. A collateral benefit of
warehousing is the ease it provides in making
finance available. Producers can obtain
warehouse receipts after delivering the
products and use the same as collateral for
short-term working capital loans and later sell
the produce when they deem fit. With
commodity exchanges recognizing and
accrediting warehouses which are of high
quality (and recognized by WDRA in case of
warehouses storing agricultural commodities),
the owner of the commodity can take their
produce to any such warehouse/ vault, procure
a warehouse/vault receipt and offer it for
accessing cheap credit.

Improved Product Quality

The futures exchanges assures their
participants of guarantee of quantity, quality,
and prices. The exchange requires use of
modern warehouses for facilitating storage and
delivery. The assured price offered on the
exchanges provides a strong reason for
participants to produce and trade in
standardized or quality commodities. Trading
on exchanges encourages standardization of
commodities. The quality certification system



set up by the futures exchanges has the
potential to become the norm for even the
physical trade.

Hedging for Price Risk Management

Hedging is a popular market-mediated price risk
management mechanism. It is used as a preferred
instrument to manage price risk by a large number
of stakeholders, who have an exposure to the
physical commodity. In fact, the first-ever
organized commodity futures exchange in Chicago
was set up in 1864 as a platform for hedging in
grains by farmers and traders in the US. Hedging is
the strategy of offsetting price risk that is inherent
in the spot market by taking an equal but opposite
position in the futures market. The idea is to offset
the loss in one market with profit in other market.
Producers like farmers, manufacturers, mining
companies, etc. and consumers like processors,
merchandisers, manufacturers, exporters,
importers, etc. benefit from hedging. An effective
commodity derivatives market can therefore
minimize price risk for all stakeholders in an
agricultural value chain.

Example : Hedging by a Wheat Miller

A miller enters into an agreement to sell wheat flour
to a bread manufacturer. He agrees to deliver an
agreed quantity at an agreed price on an agreed
date, say in 4 months. The miller is apprehensive
that the price of wheat may increase in the interim,
the date of signing the agreement to deliver and the
date of delivery.

To manage his price risk, the wheat miller decides
to take a buy position or go long on the futures
platform. He buys the required wheat quantity
(number of contracts) for delivery in 4 months on
the exchange. When the deadline for supply of
wheat flour nears, he finds that the wheat prices
have gone up in the spot market. He ends up paying
more for wheat. This makes the cost of wheat flour

to go up, squeezing his margins.

However, the loss in the spot market is offset since
the miller has hedged on the futures exchange. By
squaring off his position, i.e., by selling an equal
amount on the exchange, he makes a profit (because
spot and futures prices converge at the time of
expiry of the contract). Thus the miller offsets his
loss in the spot market by making profit in the
futures market. This will enable the miller to
protect his margin.

Need for allowing Banks to participate

Banks' participation could act as a catalyst for the
development of commodity derivative markets.
The vast network of banks and more importantly
their credibility among the rural populace can play
a significant role in taking the benefits of
commodity derivatives markets to the Indian
farming community. At present, banks are not
permitted to trade in commodity derivatives as per
extant provisions of Sec. 8, Banking Regulation Act,
1949, though the central bank has instructed banks
to play an active role in creating awareness of
commodity derivatives among various stake
holders.

Some of the other ways by which these institutions
canenter the marketinclude:

a. Banks (along with dealers) can provide OTC
derivatives to agricultural commercial players
as in the markets abroad and can act as
aggregators. With the development of a
credible warehouse receipt system as
envisaged by the WDRA, banks should also be
encouraged to lend against pledge of
warehouse receipts issued by the commodity
repositories under the regulatory supervision
of WDRA. It will help farmers finance their
produce and the same when hedged for
delivery shall help them have lower haircut
over the exchange assured prices.

b. Banks can operate large brokerages for
exchange traded derivatives crafting
specialized services for agriculture markets.




c. RBIand NABARD can encourage cooperatives,
banks and micro finance institutions to
disseminate the knowledge about functioning
of commodity derivative markets and the
futures prices to the farmers/farmers
associations.

Conclusion

Indian agriculture needs robust institutions and
transparent, price-based signals to the stakeholders
wherein the farmers could have access to
competitive market channels. Along with allowing
banks' participation, there needs to be other
support incentives in order to further build the
rural infrastructure in conjunction with derivatives
markets. The private sector may be offered fiscal
incentives to open warehouses near the growing

areas which would result in reduced logistics costs
and encourage farmers to deposit crops in
exchange accredited warehouses. A market
information system, similar to that of USDA,
covering comprehensive information on crop
acreage progress, output estimates, demand
estimates etc., using latest technology like remote
sensing needs to be developed and disseminated
through various media channels. There have been
calls for closer linkage between agriculture
physical and derivatives markets to benefit
farmers.

The futures markets will enable the farmer to grow
what's sustainable, providing him with assured
buyers, improving credit availability and a host of
other measures, thus boosting India's agricultural
ecosystem and making farming profitable.




Commodity <—> Equity

Importance of Agriculture in India

Agriculture is the primary source of livelihood for about 60 per cent of
India's population. The agricultural and allied sectors in India have grown
at an annual growth rate of nearly 2.9 per cent from 2014-15 to 2018-19.
Indian Agriculture has been the backbone of the economy for several
thousand years. It contributes a significant figure to the overall. economic
growth of the country (GDP). For many years, India is expected to remain an
agricultural society. One cannot underplay the role of agricultural growth
inimproving rural incomes and securing India's food and nutritional needs.
Indian agriculture and grocery market are huge. It is the world's sixth-

Ajay Kedia largest, with retail contributing around 65 to 70% of the sales. The recent
Kedia Stocks & Commodities data revealed that the country's foodgrains production during the rainfed
Research Pvt Ltd. Kharif season is estimated at 140.57 million tonnes - 0.8% down from the

total output estimated in 2018-19 Kharif. However, it is 6.38% more than
average foodgrain production of the previous five years' (2013-14 to 2017-18).

Agriculture asamajorinputinall companies
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low volumes, companies do
not use the exchange trading




Companies use a variety of means to protect their
bottom lines from escalating input costs. But they
forget to enter into forward contracts by booking
the price of a key commodity in advance for the
next few quarters. There are others, which hedge
their commodity exposure by taking a position in
the futures market equivalent to their physical
market requirement. Some other companies ensure
the supply of raw materials at competitive prices
through contracts with farmers or producers. While
all these measures do help in mitigating the risk of
input prices, none of these is enough to ensure
complete insulation. Though companies from
almost all sectors are impacted, some sectors bear
the brunt more so than others. Even within a sector,

some companies end up getting severely
impacted than others due to their distinct product
profiles.

In our research, we observed that many stocks

prices are correlating with Agri prices movement.
Below some facts and figures justifying the above
statement.

To understand this better, we studied the impact of
rising costs commodities on a sample of companies.
We analysed the impact of increasing input costs on
companies, which spend more than 40% of their
revenues to cover raw material costs. We excluded
corporate producers of commodities.

Rubber

Leading tyre companies, MRF and Apollo Tyres,
have reported shrinking operating margins due to
higher rubber prices. To meet the rising cost of
production, these companies have increased prices
of their products by 15-20% last year. But the

Commodity /Script Correlation Commodity /Script
1 Year
Rubber Soybean
NIFTY -0.68 -0.16 NIFTY 0.23 0.10
MRF -0.56 -0.60 MONSANTO 0.12 0.16
MARUTI -0.51 -0.04 KSE 0.33 0.21
APOLLOTYRE -0.50 0.20 EMAMI 0.12 0.13
CEAT -0.68 -0.17  GUJARAT AMBUJA EXP 0.23 0.31
BALKRISHNA -0.56 -0.23  GOREJAGROVAT 0.39 0.45
NIFTY -0.90 0.87 NIFTY 0.20 0.24
PRATAAP SNACKS -0.77 -0.70 BAYER CROP -0.31 -0.42
BRITANNIA -0.67 -0.62 BASF 0.27 0.37
MONSANTO -0.84 -0.88 MONSANTO 0.21 0.32
VENKYS -0.82 -0.80 CENTURY TEXT 0.25 0.24
SKM EGGS -0.75 -0.70 RAYMOND 0.31 0.34
NIFTY -0.26 -0.30 NIFTY 0.14 0.32
BAYER CROP -0.31 -0.42  CCL PRODUCTS -0.39 0.25
BRITANNIA -0.67 -0.67  TATA GLOBAL 0.62 0.33
Ic -0.38 -0.40 BBTC -0.38 -0.35
NESTLE 0.27 0.27  TATA COFFEE -0.31 0.11
FUTURE CONSUMER -0.25 -0.25 GOODRICKE GROUP -0.30 0.25




Correlation PE

| Comdton |

Script

fuber |- |-

NIFTY -0.68 -0.16 3.20%
MRF -0.56 -0.60 -8.19%
MARUTI -0.51 -0.04 -11.41%
APOLLO TYRE -0.50 0.20 -29.79%
CEAT -0.68 -0.17 -28.44%
BALKRISHNA -0.56 -0.23 -20.54%

measure has proved inadequate. Though top lines
may show some buoyancy, these companies are
expected to report a further contraction in
profitability.

Wheat

Wheat is the primary ingredient in many popular
cereals and foods. While cereal and other food
producers may be able to pass along some of these
costs, they may have to absorb some as well. This
can impact their margins and, by extension, their
profits. Of course, makers of such products aren't
the only ones affected. Grocery and convenience
stores must purchase the items to keep shelves
stocked. Also, don't forget about the impact on
distributors and any middlemen. Fluctuating
wheat prices can have a far-reaching impact on a
variety of companies and consumers.

Correlation Return

Script

-
--

-0.26 -0.30 3.20%
BAYER CROP -0.31 -042  -21.46%
BRITANNIA -0.67 -0.67  -5.38%
I -0.38 -040  -9.21%
NESTLE 0.27 0.27 22.35%
FUTURE CONSUMER -0.25 -0.25  -48.03%

Coffee

Rising or declining coffee prices can certainly have
an impact on consumers that enjoy drinking it in
the morning. It can also affect companies that do a
brisk breakfast business, such as diners and fast-
food chains.

oo | Comelton ||
cp
---

3.21

0.14 0.32 3.20%

CCL PRODUCTS -0.39 0.25 -13.49%

TATA GLOBAL 0.62 033 21.70%

BBTC -0.38 -0.35 -17.09%

TATA COFFEE -0.31 0.11 -24.56%

GOO DRICKE GROUP 03 0.25 -46.11%
Soybean

Soybean is the world's most important seed
legume, which contributes to 25 % of the global
edible oil, about two-thirds of the world's protein
concentrate for livestock feeding. Soybean meal is a
valuable ingredient in formulated feeds for poultry
and fish. Soybean contributes 40 and 25 % to the
total oilseeds and edible oil production of the

country and earns valuable foreign exchange by
exporting soya meal.

crip

-- 247

0.23 0.10 3.20%
MONSANTO 0.12 0.16 -14.84%
VENKYS 0.05 0.11 -33.14%
EMAMI 0.12 0.13 -28.59%
DABUR -0.06 -0.05 0.19%
GOREJAGROVAT 0.39 0.45 5.16%

Soybean prices gained tracking strong domestic
demand against restricted supplies. The current




Kharif Oilseed acreage stood 178.04 lakh hectares
as against 178.17 lakh hectares last year same
period. Soybean acreage is reported at 113.45 lakh
hectares as compared to 112.62 lakh hectares last
year same period. As per trade sources, around 10
to 15 per cent of the Soybean crop is damaged in
Madhya Pradesh. While in Maharashtra crops are
in very good condition and expecting higher yield
size for this year. According to the Department of
Agriculture Madhya Pradesh, heavy rains and
flooding in parts of Madhya Pradesh have
damaged around 25 per cent of the Soybean crop.

Corn/Maize

Maize in one form or another is used in a variety of
products ranging from cereals, building materials,
alcohols and even tires. It's also worth noting that
the price of maize is impacted by the demand and
production of ethanol, which is an increasingly
popular corn-based fuel. As the demand for
alternative fuels ramps up, maize prices could go
even higher. Food manufacturers,
consumers and, by extension, stock prices can be
affected by fluctuating corn prices. India has
emerged as one of the largest and fastest-growing
compound feed markets in the world. The feed
industry is growing at a CAGR of 8%, with poultry,

retailers,

Segment wise consumption of Maize

Exports & Others
6%
Industrial
product -starch
14%

Poultry feed

Food 47%

Processed —
7% i
o

Food - Direct .~ 4
consumption -
13%

Livestock feed

47%

cattle and aqua feed sectors emerging as major
growth drivers. According to estimates by leading
industry sources, the demand for animal protein
and dairy products in India has increased the
compound feed consumption volumes to 28
million tons by FY 2017-18.

With the delayed arrival of monsoon, the
withdrawal has also been delayed this year. Met
experts believe that the withdrawal is likely to
commence only by the end of September. In June
this year, the delay in the arrival of monsoon and
the subsequent impact of cyclone Vayu resulted in
the worst performance of monsoon in the last five
years. However, bountiful rains in July and August
made up for a substantial deficit of 33 per cent.
Now, the 2019 monsoon figures are the best in the
last five years with over 5 per cent excess rainfall.
India received a total of 931.6 mm rainfall from 1st
June to 30th September as against the normal of
869.4 mm. Heavy rains in August and September
caused floods across Rajasthan, Maharashtra,
Karnataka and Kerala. Maize prices gained sharply
as support seen after the news that Maize crops are
falling prey to the deadly Fall Armyworm (FAW) in
Bihar, India's third-largest corn producer. There are
officials reports of FAW attacks on maize crops
from the districts of Muzaffarpur, Vaishali,
Begusarai, Bhagalpur, Saran and Sheohar. It is an
invasive and polyphagous (feeding on many foods)
pest. It can attack cereals and forage grasses. The
deadly pest has since spread across many states in
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the country. Last year, FAW was detected at a few
places in Bihar, but maize crops were not infected.
This year though, things are different. Thousands
of maize-growing farmers in Muzaffarpur and
neighbouring districts are worried about the latest
attacks of FAW.

Cotton Prices

Cotton is used in a wide variety of products. For
example, many types of clothes contain large
amounts of cotton; therefore, rising prices can hurt
an apparel retailer's cost of goods sold and
declining prices can have a positive impact. Of
course, those in the apparel industry aren't the only
parties that can be impacted by changing cotton
prices. It's also a key component in things like
furniture, coffee filters and a variety of other
materials that we all have come to depend on. As
such, companies that sell these items have only a
couple of choices when dealing with rising cotton
prices. They can raise the price of the product,
and/or eat the rising cost. Again either or both of
these choices can have an effect on income and by
extension stock prices.

Price Outlook : Cotton prices traded firm in spot
markets due to strong demand from mills amid
strong possibilities of large-scale damage to the
standing crop. Fears of damage to crops due to
heavy rains mainly supported prices in Gujarat.
This year Cotton sowing across the country was up

Correlation

5.5% on year at 12.8 mln ha, according to the latest
data released by the farm ministry. While the
acreage in Gujarat was down 1.7% on year at 2.7
mln ha, and that in Madhya Pradesh down 12.6%
on year at 609,000 ha. The fall in sowing area in
Madhya Pradesh was attributed to a shift to
soybean and maize due to higher returns. Cotton
acreage in Maharashtra was at 4.4 mIn ha, up 3.6%
from the previous year. Maharashtra, along with
Gujarat, accounts for 55-60% of the country's cotton
output. Currently, the new crop of cotton has
started arriving in small quantities in north India,
while harvest in other states will begin from mid-
October. According to trade sources, there is a
possibility of damage to the crop due to heavy rains
in the major cotton- producing areas of the State. In
many areas, the ready-for harvest crop has
damaged. It is believed that rains may also affect
quality. In Maharashtra, the availability of fine
quality cotton is less, while new arrivals will take
time. In Madhya Pradesh, prices were also up amid
listless arrivals. According to the Ministry of
Agriculture, 2019-20 Kharif Cotton sowing as on
27th September 2019 was up by 5 per cent at 127.67
lakh hectare as against 121.05 lakh hectare during
the same period last year. As per the 01st Advance
Estimates released by Ministry of Agriculture,
Cotton production for 2019-20is estimated at 322.67
lakh tonnes (of 170 kg each) as against 287.08 lakh
tonnes last year. As per our source, there is a
possibility of delay in harvest due to rain in the
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State. In South India, prices declined in Karnataka
amid higher arrivals. It is worth noting that cotton
is strong in the whole country, whereas there is
pressure in Karnataka. Cotton is more competitive
in Maharashtra than Karnataka, whereas in the
south there has also been a sudden increase in
arrivals. Hence overall the price here is weak.
Lower cotton prices and upcoming demand
recovery are expected to support textile sector
profitability.

The Bottom Line

Commodities are an insurance policy offersa hedge
against inflation and equity portfolios. We have
seen above, that the commodities prices affects the
stock prices more significantly than stocks affect
commodities. Changes in commodities prices
create a trickle-down effect that ultimately
influences prices in the stock market.

Since commodities represent the basic building
blocks of all products in an economy, the prices of
commodities affect the operational costs of
corporations. This can force corporations to change
the prices they charge consumers, and this
ultimately leads to a different financial picture
being presented in quarterly and annual reports.
The annual reports then prompt stock market
investors to make different decisions that affect the
prices of individual stocks and larger trends in
entire industries and stock market segments. The
key takeaways:

Individual

For people who have exposure in equities should
commence looking toward commodities to
diversify their portfolios, as commodities can act as
ahedge for them.

Companies

Fluctuating commodity prices, especially on a
consequential part of the value chain, can cause

cash flow fluctuations in the business. Hence,
forecasting and projecting future cash flows
become vital. Hedging commodity price risk will
benefit their Cash flow, helps them to mitigate the
overall exposure to fluctuating commodity price
with the net exposure being hedged - consequently
shielding that portion of the impact of the exposure
from fluctuating commodity prices. Utilizing
exchange-traded derivative contracts which will
help to lower the cost of hedging as compared to
undertaking an OTC derivative contract for
hedging.

Mutual Funds

So far mutual funds were not allowed to invest in

commodities. But that is set to change with SEBI
issuing final guidelines on May 21, 2019,
sanctioning MFs to invest in exchange-traded
commodity derivatives, to deepen the nascent
commodity market.




Agri-Commodity Derivatives Market : Augmenting
Holistic Development of the Agri-Ecosystem

Vijay Kumar
NCDEX

griculture, despite having a smaller share (around 15%) of its

contribution to Gross Domestic Product (GDP), has always been

the primary source of livelihood for more than half of the
country's population. Agricultural commodities, apart from production,
often encompass a range of activities such as post-harvest storage and
warehousing, trading, mandi operations, financing etc. augmenting rural
household livelihoods. Government has envisioned to double farmer
incomes by 2022 and taking numerous initiatives to achieve the same.
During the recent budget, the government has also envisioned to make
India a $5 trillion-sized economy. Growth of agriculture sector including
agricultural commodity derivatives would play a pivotal role in achieving
these objectives.

The Indian commodity market has evolved significantly since the
commencement of commodity derivatives exchanges in 2003. The
development in the commodity markets coupled with the enactment of
Warehousing Development and Regulatory Authority (WDRA) Act for
ease of borrowing funds against electronic negotiable receipts (eNWRs) and
reforms in the regulatory system have paved the way for next level of
reforms in Indian commodity markets that aim not only at deepening and
widening of the market but also make it safer for every stakeholder
including farmers to transact efficiently. Not only the standardized
derivatives contracts enabled market participants including producers of
commodities to offload their price risk to other financial market
participants, commodities have also evolved as a new asset class over the
years.

Commodity derivatives market have found a new vigour from several
reforms initiated by the Securities and Control board of India (SEBI) since
2015. Not only the focus from the government and the regulators have
helped in its strengthening and bringing a degree of stability to this market,
but also opened newer windows for untapped sources of jobs, growth and
developmentin the commodity derivatives ecosystem.
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Augmenting Farmers' Economy through
Reducing Information Asymmetry

Farmers have become increasingly exposed to high
price volatility which risks their realisations.
Uncertainty about the price level that will be
ultimately received by them deters investment and
dampens growth and thus creates and sustains
rural poverty. Commodity exchanges leverage
technology to broaden market access to farmers
and provide price signals. Local price discovery on
domestic exchanges provides better price guidance
to farmers as it reflects the domestic demand and
supply rather than foreign fundamentals. An
efficient and developed commodity market enable
farmers to become more informed about market
and pricing information. This is visible through
increasing participation of farmers on commodity
derivatives platform. Since January 2016, NCDEX
alone has been able to connect to over 4.6 lakhs
farmers through 246+ FPOs across 13 states.
Around 100 FPOs representing over 2.3 lakh
farmers have already participated on the Exchange
platform to hedge their price risk. Also, around
60,000 farmers are already registered for free of cost

price dissemination services through SMS. This
further led to a better price realisation of their
produce as compared to the prices of respective
commodities during arrival season.

Realizing the importance of accurate and timely
information on prices, demand, supply, weather
and other market related inputs for farmers, the
government is also trying to enrich farmers with
knowledge and information on various aspects
related to post-harvest scenario such as current and
future prices, risk management, alternative
markets, demand and supply of different
commodities. Various state governments viz.,
Odisha, Andhra Pradesh and Maharashtra have
already initiated their production and price
forecasting cells /market intelligence units within
state function. They will focus mainly on raising
farmers' income, provide easy access to markets for
farmers and revamp agricultural value chains to
promote farming in the state through production
and price forecasting models; create decision
matrix tools for farmers; trade and government.
These will necessitate the requirement of skilled
manpower with domain knowledge thus
augmenting the employment generation in the
rural hinterland.

Accelerated Reforms in Primary Markets

Development in commodity derivatives ecosystem
has further necessitated the reforms in the primary
agricultural markets also. While Unified Market
Platform (UMP) model of Karnataka gained
accolades and recognition for setting up a
benchmark and for being an inspiration for other
state governments, a new market architecture -
National Agriculture Market (eNAM) - is the gift
from the central government to the farming
community of the country. NITI Aayog has already
recognized the impact of new market architecture
on the average realization by farmers which has
increased by 38% in nominal terms and 13% in real
terms (after deflating with WPI of the respective




commodity) in 2015-16 over 2013-14. Apart from
increased transparency in price discovery,
operational efficiency, and increased realizations
for the entire ecosystem of farmers, traders, mandis
and government agencies, these reforms have also
been able to create newer opportunities in various
fields such as of assaying, warehousing and
warehouse based financing.

Developmentin Warehousing Sector

A developed commodity derivatives market
necessitates the efficient and adequate storage and
logistics infrastructure to cater to the need for
deliveries through the Exchange ecosystem. This,
on one hand, reduces the need for distress sales by
farmers, it also enables them to access more distant

markets through logistics. Additionally, it
encourages better or more 'scientific' storage
practices and avoids wastages. The upgraded
quality standards increase crop's suitability to end-
user requirements thus improving quality of
production by rewarding better quality and
consistency of crop. Over the years, increasing
adoption of commodity derivatives by the
ecosystem has led market participants as well as
farmers to recognize the value of meeting the
Exchange quality standards and adopted grading
and assaying practices. Hence, the increasing
interest and participation in commodity
derivatives induce the development of new
warehousing infrastructures which further opens a
range of opportunities in related industries.




Improving Ecosystem through Increased
Institutional Participation

Recognizing that the institutional participation
could play a pivotal role in development
commodity derivatives market, the regulators
tried to promote the same by permitting them
to participate in Exchange Traded Commodity
Derivatives (ETCDs).

In line with the same, SEBI allowed Mutual
Funds to participate in Exchange Traded
Commodity Derivatives except in derivatives
of sensitive commodities. Custodians are
allowed to add commodities as an asset class and
provide physical delivery of both the securities and
commodities. The foreign entities (as defined in
Foreign Exchange Management Act, 1999) having
actual exposure to Indian commodity markets, also
known as "Eligible Foreign Entities" (EFEs), are
permitted to participate in the commodity
derivatives for hedging their exposure. On the
other hand, The other regulator RBI allowed bank
subsidiaries of banks to provide broking services in
commodities derivatives opening the newer
opportunity for banks.

To ensure a smooth transition and adoption by the
market, certain restrictions are put for these
institutions viz., mutual fund schemes cannot
invest in physical goods except in 'gold' through
Exchange Traded Funds (ETFs) and barring them
from having a net short position in any commodity
and onboarding Foreign Portfolio Investors (FPIs)
in commodities until they are permitted to
participate in ETCDs. Despite these restrictions,
institutional participation is poised to bring the
efficiencies by providing an opportunity to
diversify the product portfolio and provide a new
avenue for retail investors.

Way Forward

Numerous initiatives taken by the government and
the regulator towards the development of

commodity markets and agriculture sector as
whole are paving the way towards a deeper and
inclusive commodity physical as well as
derivatives market and benefitting the farmers,
intermediaries and other participants of the
ecosystem to diversify their risks, offer new asset
class to their existing clients and stay lucrative.
Besides, slowly and steadily, commodity markets
are evolving with the vast potential to generate
newer employment opportunities in a range of
emerging subsectors. However, awareness and
education of the stakeholders are required to enable
them to understand the commodities market in a
better way and encourage them to participate in the
market to benefit the entire commodity ecosystem.

Additionally, the increased participation of the
government on various fronts such as using
electronic markets, both spot and derivatives, to
procure the stocks; using commodity Options as an
alternative to provide minimum support price for
farmers; and procuring the required commodity
stocks at prevailing market prices instead of
minimum support prices and paying the
differentials to farmers as direct benefit transfer
would provide the required thrust to the market
and infuse the greater efficiencies in the ecosystem.
This, in turn, would not only improve the
confidence of the participants but also augment to
the holistic development of entire Agri-ecosystem.




Suresh Manchanda
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n an agriculture-dominated economy like India, producers of

agricultural products permanently face the risk of price and

production. Production risks arise from factors such as weather
conditions, genetics, insect damage and diseases which impact yields, while
price risks come from fluctuations in price caused by factors of demand and
supply. At the same time, the rise of the global free market and variations in
agricultural policies within countries serve to increase these risks.

Commodity futures and derivatives have a vital role to play in the price risk
management process, especially in agriculture and India has a long history
of Futures Trading in Commodities. Trading in Commodity Futures has
been in existence in India from the 19th century with organized trading in
cotton, through the establishment of Bombay Cotton Association Ltd. in
1875. In 1952, futures' trading in most commodities was banned due to
shortages of essential commodities, which resulted from wars and natural
calamities. The ban was lifted in 2002 and several national level electronic
exchanges and regional exchanges for trading commodity derivatives
sprung up, including the BSE, NSE, MCX, NCDEX, ICEX in addition to
numerous regional exchanges.

Over a period of time, various other commodities were allowed to be traded
in futures Exchanges. India is a commodity based economy where two-third
of the total population depend on agricultural commodities.

Despite its potential, commodity futures trading has remained
controversial in India for long, especially for major agricultural
commodities. This is substantially because of the sensitivity regarding food
commodity prices, and concerns regarding their price volatility and price
rise, especially in the context of poverty and underdevelopment.

Improving agricultural marketing and reducing price risk for India's small
and marginal farmers has been a significant policy agenda for several
decades, The major problems include small quantities of produce/
marketed surplus, large numbers, and low financial capacity and literacy of
small and marginal farmers. Other than a few efforts and activities, farmer
participation in commodity terminal markets in India has remained
minimal and the aggregator model has often failed to sustain. The history
continues to be chequered with many policy reversals. Several challenges
including liquidity and participation have poised problems. The effects of
CTT (Commodity Transaction Taxes), NSEL (National Spot Exchange Ltd.)




scam, pepper delivery case, sudden urad dal
contract changes, ban on pulses trading, ban on
various other commodities, turmeric scam, Castor
Seed Scam, potato delivery, cotton seed oil cake
crisis have sapped the investor confidence and
affected the overall market rating and trust.

Moreover, In India commodity market is still not
recognized by spot market traders and farmers. Itis
still seen as speculation.

Not only this, there is a scarcity of statistics related
to agriculture in the country. Today, where India is
moving towards Digitalisation, lot of important
data is either not available (like state or districtlevel
data) oritis released with delay. Very often, itis not
consistent with other data sets. ie. When advance
estimates of crop production are announced by the
DAC (Department of Agriculture, Cooperation)
state-wise estimates are not released. So, it is not
possible to assess the damage caused by drought or
flood or disease in terms of the production of a
particular crop in a state. For example, the

production of food grains and other crops in Bihar,
Maharashtra, Madhya Pradesh, Punjab and
Gujarat, which have been reeling under flood
August-September 2019-20, is not known from first
advance estimates of production of major Kharif
Crops for released on September 23 this year.

Someone has rightly said that “In the Agriculture
Business, data is the new oil and new wealth.
India's Agriculture data must be controlled and
owned by Indian Farmers and not by corporates,
traders, especially global corporations.”

For good data, there are 3 conditions : Agriculture
related data should be available without much
delay (it must be real-time), should be consistent
over time and must be comparable with other data
sources.

Despite being over a century old, the agri-futures
market lacks depth and liquidity in India. There is
limited association of farmers with futures
market.” Lack of awareness and trust among
farmers belie any understanding inits working.




Learning from China

Majority of farmers do not understand its
functioning and view it with suspicion. And India
can learn lessons from China to boost farmers'
participation in the country's commodities futures
market. Having started in 1993, China has exhibited
an outstanding performance in terms of its
contribution to the global agricultural futures
trade.

An interesting feature of the Chinese agri-futures
market which might have aided in its development
is participation of State Trading Enterprises for
example China National Cereals, Oils and
Foodstuffs Corporation (COFCO) Futures Group
in China. It has two shareholders, COFCO which
owns 65 percent of total shares and China Life
which has 35 percent share. COFCO, founded in
1952 is state owned food processing holding
company and is the largest food processor,
manufacturer and trader in China. It is directly
administered by China's state council and is the
sole agricultural products importer and exporter

operating under direct control of the central
Government. COFCO Futures was formed in 1996
and has full membership of all domestic futures
exchanges. Their services include futures
brokerage, investment consulting, overseas futures
business among many others.

COFCO's volume traded has increased over the
years and they trade in agricultural commodities
like soybean oil and meal, palm oil, cotton, sugar,
etc in the last ten years2 . Participation of state
enterprises like COFCO in futures market instills
positive sentiments and reliability among other
players in the market.

Another interesting aspect of the Chinese futures
markets is that contracts are compulsory delivery
based contracts. All agri-commodities traded in the
Dalian Commodity exchange, viz. soybean
complex, corn, corn starch, eggs, palm oil are
compulsory delivery based. This helps the control
the level of speculation in the market and makes
policymakers and the regulator comfortable with
the functioning of the market. Both state




participation and the assurance of delivery are
features which we believe makes the state
comfortable by controlling speculation and
encourage hedgers in the market.

While not only the trust of traders and farmers on
agri commodities in India has come to an end, there
has been a tremendous decline in volumes. At the
same time, China's agri commodity market saw a
jump of more than 13 times in volume.

At the other end in India, today only a few
corporate houses are benefiting from commodity
futures. One of the most serious problems is that 2-3
big business houses together have the power to
shift the attitude to change the direction of any
agriculture commodity where the actual
fundamentals of the business also fail.

Despite that there is immense potential in the
agricultural sector in the country, but along with
this till the participation of the farmers will not be
included in the futures market, the market of agri
commodities will keep writing new scripts of
scams.

Everyone knows the problem, now commodity
exchanges should come forward and make some
improvements and set some examples ie.

First, Bring FPOs with exchanges and ensure
participation of farmers involved in FPOs

Second, for government to have high level of
comfort that speculators are not rigging markets, it
may be useful if the regulator allows only delivery
based contracts, atleast till markets deepen.

Third, Government of India can encourage its
Agriculture based PSUs to trade on agri-futures
platform. This will boost Government's confidence
in agri-futures as it will have ample information
fromits Agri PSUs.

The monopoly of the Commodity Exchange is
believed to have ended after the country's large
stock market exchanges (NSE and BSE) were
allowed to trade in the commodity market.

As far as concern with the job creation in the
Commodity Future Markets, until the confidence
and participation of common man will not come,
till then itis simply something to aspire for.

In the last 16 years, the possibilities of creating
employment opportunities in the commodity
market have been delayed due to the immaturity of
the commodity futures market.

The need of the hour is to make market sentiments
favourable so that genuine players find it attractive
to trade in the market and a lot of opportunities
stand up to welcome you.

Ultimately, “ Acche din” will then come to agri
futures.




New Frontiers in Commodity Markets :
Opportunities and Challenges

Rajesh K Sinha
NCDEX eMarkets Ltd. (NeML)

Synopsis

Information Communication and Technology (ICT) innovations in past decade
and policy support towards the trinity of Jandhan, Adhar and Mobile (JAM) has
made “Digital” a commonplace. Coupled with social media and telecom
revolution in India, information is now more easily accessible and available
than ever before. This calls for an introspection amongst the commodity market
participants in India to retain their competitive edge as valued service providers
to the investors in India and abroad.

Not very long ago, adopting “digital mechanism” in commodity trading
was looked as a progressive step in the commodity markets. Be it the
primary agricultural markets/ mandis /APMC markets or the forward
markets. This is not true any longer, being digital is the least that is required
to remain relevant in the market. It is no longer a competitive edge as
thought before. Instead, it has brought new challenges to the service
providers. This has happened because of easy availability and higher
penetration of smart-phones, and popularity of social media networks.

One of the major ramification of the above trend is the redefinition of the
“securities trading ecosystem” including the exchanges, financial
intermediaries in general and financial broker in particular. While the
financial exchanges consolidate or become obsolete as they no longer add
sustained value to the customers, the implications on the financial
intermediaries calls or

Success of “zero brokerage internet based financial intermediaries” has
forced a redefinition of not only roles of the financial brokers but also their
revenue model. As time passes by, service providers offering enhanced and
sustain value beyond broking services are likely to fare better in a
competitive market.

New service offerings to the customers without charging for the same may
further reduce the margin of the traditional financial intermediaries.
Providing customized analyzed reports is one such example. To ensure easy
availability of analyzed data in a simplified way would be a necessary
requirement. To develop such an expertise or seek access to relevant reports
would entail additional costs without adding to the revenues.




The new government policies encourages
compliant, transparent, auditable and verifiable
transaction mechanisms. This entails employment
of qualified work force and engagement of
professional entities to ensure timely compliance of
theregulations. This again adds to the costand does
notincrease revenues.

While relationship and efficient service provisions
remain the core components of retaining and
growing an account, new technology tools are fast
catching up. Emergence of Uber, Ola and similar
other entities has taken away significant market
share from traditional business models by
providing “reliable, better services at more
competitive costs”. The value propositions remain
the same while its delivery mechanism have
changed i.e. it has become digital/ electronic with

least human interface. There are lessons to learn
from the experience for the financial markets.

There are change underway in the way information
is exchanged between spot markets and forward
markets. There are innovations on the financial side
aswell as delivery side. There are electronic faceless
models based on efficiency, convenience,
transparency and above all “ value for money”. As
the interface and the mechanism of the
communication between the financial eco-system
with markets is changing rapidly, there are no easy
answers to the future of financial markets.

However, if the experience from other parts of the
world are to be considered, there is no looking back
i.,e. We must embrace the new changes
wholeheartedly.
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fter the 2008 global economic crisis, there has been attention

on decoupling conditions between emerging and advanced

economies. To understand whether India is de-coupled
with international markets, three factors should be analyzed i.e
economic growth, market trends and foreign flows.

Gauging the economic growth, India's GDP growth rate slipped to 5
per cent in the first quarter of 2019-20, the lowest in over six years,
according to latest official data.

Regarding market trends, Indian stock markets have not performed
so well as compared to international markets. This year till date Nifty
has given nearly 9% return, in contrast globally this figure is 27% for
NASDAQ, 23% in CAC & S&P and many more like these. While, the
foreign flows India's FDI inflows in 2018-19 remained strong at USD
64.375 billion marking a 6% growth over the previous year. Also, FDI
equity inflows in India in 2019-20 (till June) stood at US$ 16.33 billion

According to the results of our analysis, the Indian markets are
decoupling with international markets. This phenomenon has
impacted to commodity producers and the related stakeholders of the
business community.

Slowdown Deepens
India's economic growth has cooled for a fifth straight quarter

Source: Ministry of Statistics and Programme Implamentation




In recent times, the dwindling China-U.S.

relations are creating turmoil in financial
markets, and endanger global trade and
economic growth. The market participants
were hoping that these two super powers
would take a "constructive attitude" toward
resolving differences. But, the prolonged
indifference over changes in structural changes
is giving an indication that US-China Trade
War will never end & remain locked in an
escalating trade war for over a year. When this
commotion is still going on in the international
market, India has still not able to encash much
of the opportunity with regards to agro based
commodities export deal with China even
though in geographically advantage the
position. The India's exports of agricultural
produce after hitting a record of $43.2 billion in
2013-14, began declining gradually which is a
sign of decoupling.

MSP FOR AGRI PRODUCE

*iqgtl 1314 19-20 %chg
Jowar 1,500 2,550 70.0 N
Bajra 1,250 2,000 60.0 N
Gram 3,100 4,875 57.31N
Moong 4,500 7,050 56.7
Soyabean 2,500 3,710 48.4
Barley 1,100 1,525 38.61M
Paddy 1,310 1,815 38.5IH
Wheat 1,400 1,925 37.5I
Tur 4,300 5,800 34918
Maize 1,310 1,760 34.418

Source Ministryof Agri - Compiled by 8SResearch Bureau

India is an agrarian economy and according to
the figure provided by the FAO, 70% of its rural
households still depend primarily on
agriculture for their livelihood, with 82% of
farmers being small and marginal.
Combination of rich knowledge of farmers of
technology should act as a catalyst for growth
of exports.

Dwindling exports

However, unfortunately the scenario is
completely different from the expectations.
The latest statistics from the Economic Survey
2018-19 that the growth of agriculture sector
has been fluctuating: it increased from -0.2% in

2014-15t06.3% in 2016-17, and then declined to
2.9% in 2018-19. Gross fixed capital formation
in agriculture has decreased from 17.7% in
2013-14t015.2% in 2017-18.

INDIA EXPORTS OF AGRI &

ALLIED PRODUCTS
FY $Imn

Y1t 32,954 I
FY15 30,147 GG
FY16 24,522 I
Y17 24,549 I
Y18 27,778 I
Y19 28,616 I
H1FY19 13,798 I

H1FY20 12,857

Source: Mirstry of Gemmerce
tompiled by BSResearch Bureau
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The reasons are lack of innovation and

competitiveness in the international market
and the sustained increase in minimum
support prices (MSP). Between FY13 and FY19,
the government of India raised MSP of various
agricultural commodities by 40-70 per cent.
Hence, the over-priced the country's
agricultural commodities in the world market,
reducing India's competitiveness in farm
exports. In the present scenario, the bulk
consumers of commodities have started
importing to meet their demand as sourcing
from local farmers has become costly.
Consistently falling prices, changing
preferences and domestic policies have also
contributed to fall in major items such as
buffalo meat, guar gum and oil meal. Hence,
the government should project the prices of the
international commodities and then include
them while pricing the MSP's.

There is a huge demand for India's agricultural
produce in but there is red flag on India's
competitiveness in the global agricultural
produce market. Indian commodities would be
able to find space in the international market
only if they are quality- and price-competitive.
Apart from this, the major factor is the quality
of the produce, which our Indian farmers are
not able to grow, due to lack of knowledge of
crop choices, higher input costs, and the
dismantled supply chain. Farming is indeed a
hard-hitting job with remunerations not
matching to the sweat involved. In fact, annual
earnings of a 3-acre farmer are much lower
thananIT sector or corporate newbie.

Opting out of RCEP

Inorder to address all these issues, the
Government is continuously making efforts to

fight these challenges. In recent step, Prime
Minister Narendra Modi has done the wise
thing in keeping India out of the ambitious
Regional Comprehensive Economic
Partnership (RCEP), the planned ASEAN-plus
free trade area with ten members of the
Association of South East Nations (ASEAN)
joining Japan, Oceania, South Korea and
China.

For knowledge, RCEP is a trade agreement
where associating countries agree upon
reducing or completely eliminating tariff and
non-tariff barriers on imports and exports.
India's trade deficit with the ASEAN bloc -
Brunei, Cambodia, Indonesia, Laos, Malaysia,
Myanmar, the Philippines, Singapore,
Thailand, Vietham and the five others in the
RCEP pact - China, Japan, South Korea,
Australia, and New Zealand is already
massive, and only increasing every year. Trade
deficit with the above countries which stood at
$54 billion in 2013-14 had increased to $105
billion in 2018-19. While India currently sends
20 per cent of all its exports to the above
countries, 35 per cent of all imports are from
this bloc of countries. Strikingly, China, which
is in the forefront pushing RCEP after breaking
ties with the US, is the largest exporter into
India.

Higher imports from the above mentioned
countries could have threaten farm sector
competitiveness while rising farm prices
threaten consumer price stability for the
industry and service sectors. Hence, India
refraining from signing up for the Regional
Comprehensive Economic Partnership (RCEP)
step was taken in the direction towards
achieving doubling of farmers income, and



protecting interests of the farmers in the
nation.

Fear factor - Monsoon

Inflation is a problem for India as surging oil
prices and monsoon fears take hold. Monsoon
has always been playing a major role in
deciding the fate of the farmers wealth. This
year, rain gods have been kind to India's
farmers, showering normal and well-
distributed rainfall during the supposed
"monsoon period" of June to September.
However, the unseasonal rainfall continuing
until almost the first week of November is
delaying the sowing of Rabi crop such as
mustard, chickpea, dhaniya & jeera. The
harvesting as well as arrivals of Kharif crops
are also getting slowed down for Kharif crops
majorly soybean & cotton. During the week (24

to 30 October), rainfall was above Long Period
Average (LPA) by 200% over the country as a
whole, whereas as a whole, cumulative rainfall
during this year's post- monsoon season (1st-30
October, 2019) is above LPA by 42%. Due to
these kind of unwanted factors prices of the
agriculture produces increases and raises the
inflation bar.

Inflationary effect

Retail inflation which make up almost half of
the inflation basket, inched closer to the
Reserve Bank of India's medium-term target of
4% in September for the first time in 14 months
on higher food prices. Increasing inflation is
blessing in disguise for the farmers and
according to our point of view this pain should
be taken by the end consumers, as it gives
financial benefit to farmers.
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Let us take a look onto the worldwide inflation
rate, average consumer prices (Annual percent
change):

Ripplesin global market

Crude prices have also kept the agriculture
producers on toes since past one year. The
volatility in the oil due to various global
tensions directly affects agricultural prices
through higher input and transportation costs.
A rise in the price of crude oil hurts the
economy because crude accounts for a
significant portion of India's overall imports.
When crude rises, it only impacts the stability
of the rupee, but also produces an inflationary
effect. The ripple direct and immediate impact
effect is seen on the exports and imports of a
country, especially agrocommodities.

One of the emerging recent issues that the
Indian exporters of agro commodities are
facing is the increasingly erratic payments
from Iran owing to the banking sanctions
imposed by the United States. This is leading to
dis-balance in the all the agri community

stakeholders business model. Soybean meal
exports to Iran, which accounts for more than
25 per cent of the 1.5-2 million tonnes of the
commodity exported from India, have come to
a standstill. Indian basmati rice exporters are
facing issues in getting payments of over Rs
1,500 crore for rice exported to Iran. There is a
huge demand in Iran for Indian sugar. If the
payment issue is resolved then we can see an
exponential increase in exports.

To conclude, various long term strategic
options should be considered which are the
need of the hour. Some of them include
increasing supplier power, producer -
consumer linkages, advanced technology
adoption by making farmers aware about the e-
commerce business and last, but not the least, a
roadmap approach for different crop groups.
Hence, for a safe and food secure future, the
agriculture landscape has to undergo
tremendous transformation and shift from the
philosophy of 'green revolution' to 'techie
methods' to sustain growth in agriculture.
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Graphical Understanding of World Agriculture Market

Agriculture Trade - Key Dynamics and Trends

WORLD MERCHANDISE TRADE VALUE AND WORLD GDP: ANNUAL GROWTH RATES, 20002016
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Price Indices

AGRICULTURAL PRICE INDICES, 19902018 (2002-2004=100)
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Price Volatility
FOOD PRICE INDEX VOLATILITY, JANUARY 1991-—-DECEMBER 2017 (PERCENT)

; |
g 8

5

i

3

1

i

[

EEEEFEEEERE g

EEE E
S55555555555555

SOURCE: FAD, masthly food price indices (2007-2004=100), computed every 12 meaths

EETQEE%EE‘TEEE.!,?.EE?QE§EEEééE§§§§§§§§§§§§§§éEEEEEEEEEEEEEEEEEEEEEEEE

iHII1ﬁ|1M|1ﬂ|IH§|IH‘i 1997 | 1998 |m|m|m1|m'mlm|ms|m]mlu|m]nulnnlnlz|m:]nu|mslmn|m.’r

Climate Change Scenario - The Linkage between Agriculture Trade,

Food Security and Climate Change.

CLIMATE CHANGE AND FOOD SECURITY®

to decrease 3-10 percent per degree of warming
b Impacts on livestack 'ﬂ'lrough reduced feed quunlii}'fqu-u“hﬂ

milk yield and quality decrease

5-10 percen! decrease in potential fish calch in tropical
marine scosystems

-

¢ Global mean crop yields of rice, maize and wheat projected

Availability pest and disease prevalence, physical stress; meat, egg and

Time horizen

Slow onsel, long term

b Increasing food prices

and food occess

Access » Relocation of production with impacts on prices, trade flows

Slow anset, long term

increased temperatures

and grain nitrogen, protein and macro- and micronutrient
concentrations associated with increased carben dioxide
concentrations and more variable and warmer climate

Usilization b Reduced nutritional quality of crops due to decreases in leal

¢ Reduced food safety due to higher rates of microbial growth at

Slow onsel, long term

¢ Damage to crops and livelihoods from extreme events
[heatwaves, droughts, floods, storms, etc )

¥ Short-term disruptions of trade through effects on transport
syshems

Stability

Extreme svenls, short term

SOURCE: Bosed on FAD (2016); Compbell et of (2016); ond Schmidhuber cnd Tubiello (2007).




Change in Agriculture Production in 2050
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Change in Agriculture Net Trade in 2050 : (In billion US Dollar)
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Change in Food Price in 2050.
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Launch of NISM-Series-XVI : Commodity
Derivatives Certification Examination

ISM initiated a Certification Examination
of Commodity Derivatives and invited
CPAlinlaunch programme.

NISM-Series-XVI: Commodity Derivatives
Certification Examination" was launched by Shri S
K Mohanty, Whole Time Member, SEBI, Shri
Nagendraa Parakh, Executive Director, CDMRD,
SEBI, Sunil Jayawant Kadam, Registrar,

National Institute of Securities Markets (NISM),
Mr. Narinder Wadhwa, National President, CPAI
and other senior officials of SEBI on 11th October
2019 at SEBI Bhavan II, Bandra Kurla Complex,
Bandra(E), Mumbai-400051

The examination aims to enable a better
understanding of various derivatives products
available in commodity derivatives markets,
regulations and risks associated with the products
and the exchange mechanisms of trading, clearing
and settlement.

Examination Objectives:

On successful completion of the examination the
candidate should:

* Know the basics of the Indian commodity
derivatives markets.

* Understand various trading strategies that can
be built using commodity derivatives.

* Understand the clearing, settlement and risk
management as well as the operational
mechanism related to commodity derivatives
markets

* Know theregulatory environment in which the
commodity derivatives markets operate in
India.

For more details candidate can go to the NISM
Website via below link http:/ /www.nism.ac.in/
certification/index.php/nism-series-xvi-
commodity-derivatives-certification-examination.
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Fillip to farm sector: Government green-lights |
options trading on spot commodity prices
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berswhose contracts have been
selected for tearup

The compensarion shall be
pakd at @ per cent on the Dally
Settlement Price of respective
Castor Seed contracdts & on
september 30.

The partial tearup trades
will beexecutad atthe Daily see-
tlement Price of the respective
contracts of Castor Seed as on
September 30. Com
wlllbesemedmmughmdlm
the settlement account on Oc
tober 3, e said.

Special auction

The exchangz also conducted a
special auction for sale of
23 670 tonnes of castor, for an
hour, to close aut the buy posk
tions of members whe had
falled to mest their margin ot
ligations.

On Seprember 16, the &
change  advanced  the
staggered deliery from Octo-
beer 01 o 3 bor rolled it back on

Septermmber 30, Similark, It
rodled back the S per cent addl-
tional rargin on bath the buy
and sell side within two days of
irs announcement late last
manth.

Amall sentby Businesd ine o
both NCDEX an NCCLremained
unanswered.

Narinderwadhwa, President
of the Commedity Participants
Association of India, sad the
clearing corporation i clugless
on how to tackle the souaticn
and |s making frequent adhec
decislons  impacting  the
market.

Ina mesting along with SEB
and theexchange, the CPAThad
suggested i l&y of 50 per cent
additlonal margin on the ssll
side but the exchangs had pur
only 20 per cent, which the
traders sitting on 16 per cent
profit easdly absorbed, sald
wadhwa, who & also the Man
aging Directorof SKI Group,

Unforounately, he sald, the

FFresh crisis brewing in NCDEX castor contract

crisis In the NCDBX castor conr
tract is pulling down spot mar
ket prices when farmers are
abaut o bring thelr kharif har-
vest forsale

Big dedine

The castor seed contract has
fallen from a high of 18,900 a
quintal sarly In September to
thecument level of 14,638 after
hitting the lower clreuit las
week.

Wadlwa sald as castor is a
narfow commaditywith amar-
ket valus of 11,600 crore, a faw
traders can come mgether and
jack up prices easly In the fu-
tures market Exchanges lew
faw restrictions when agricul
tural commodity prices move
up unilaterally

In fact, Wadbwa sald the as-
sociation had wid the ax-
change t low a clientwise
margin rather than putting it
on a trading and ckaring
membsr.
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