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Spot Vs Futures



Aspects Spot Future

Transaction Immediate delivery
Future delivery as per 

contract.

Price Based on current market 
price

Based on future price 
expectations.

Leverage No leverage. Leverage through margin.

Risk Higher risk:  Immediate price 
fluctuations

Lower risk: Price hedging 
and future planning

Market Type Physical/OTC markets
Regulated futures 

exchanges

Hedging No Option Use for hedging

Liquidity Lower liquidity. Higher liquidity.

Contract Size No Standardization
(based on actual sale).

Standardized by 
exchange

Spot vs Futures



Why did Futures Start in India?

Location

Local, physical 
markets for 

immediate trading 
and delivery

Centralized 
trading on 
regulated 

exchanges

Quantity

Varies based on 
individual 

transactions and 
agreements

Standardized 
contract sizes, 

ensuring 
consistency

Quality

Quality varies; 
decided during 

physical delivery

Predefined quality 
standards for 

contracts.

Transferability

Spot transactions 
are not easily 

transferred

Futures contracts 
can be easily 

transferred and 
traded multiple 

times

Market

SPOT

FUTURE



To Hedge Price Risk: Futures allow participants to hedge against price volatility
and protect against unfavourable price movements, especially in commodities.

Case B - HedgeCase A - Not Hedge

4700SpotBought
October4700SpotBoughtOctober

-4800FutureSold

-4600SpotSold
November4600SpotSoldNovember

4700FutureCovered

0Result No impact on P/L-100Result Loss of Rs. 

● No Price Competition / Cost Hardly 1%● Have to face Price Competition in Market

● No impact on Profits & Losses● Either Book Losses or Compromise in Profits

Why Future market required?



NBOT was founded in 
1956 in Indore

Diversified into oilseeds 
trading in 1980

NCDEX and MCX 
launched, challenging 
NBOT in 2003 

NBOT ceased operations 
2014

NBOT’s trading license 
withdrawn (SEBI) 2015

Established

Soybean Trading

Key Market

Closed Operation

Final Closure

Before NCDEX, Soybean was traded on NBOT. Soybean Trading on NCDEX
Start Date: Soybean futures trading on NCDEX
commenced in 2003.
End Date (Temporary Ban): Soybean futures trading
was suspended by the Government of India in 2021
to control inflation.

Edible Oil Complex Futures in India



CME Group 
(Chicago Mercantile 
Exchange) 

BM&F Bovespa
(Brazilian Mercantile 
and Futures Exchange)

MATba-Rofex (Mercado
a Término de Buenos
Aires)

Dalian Commodity 
Exchange (DCE) 

Soybean Oil

U.S.

Brazil

Argentina

China

Malaysia

Global Exchanges



CBOT Volume and OI

BURSA Malaysia Derivatives
Exchange (BMD), the world’s
leading exchange for crude
palm oil futures, launches a
soyoil futures contract on Mar 18
to facilitate arbitrage between
soyoil and palm oil contracts.

Global Exchanges



MATba-Rofex - Argentina

Global Exchanges

Brazil - Soybean



Why Banned in India ?



Trade banned in India?
Reasons Sighted for the Ban

Price Volatility

Futures trading led to excessive price swings, destabilizing 
markets and harming producers and consumers.

Excess Speculation

Heavy speculation inflated prices beyond real demand, 
negatively impacting businesses and farmers.

Inflation

Speculative pushed up commodity prices, contributing to
inflation and economic instability.



Main reasons for the Volatility
● Brazil Drought: 7-10% crop loss due to 

drought.
● High Chinese Demand: 100.33 million MT 

imported by China Post Covid.
● Biofuel Demand: U.S. soybean oil prices 

surged.
● Logistics Issues: Port delays worsened 

supply.
● Rising Costs: Input costs drove prices up.

Low Liquidity after Action Rumours

Price Volatility



Futures 
banned in 

India

Soyabean Movement



Ban  in 2021

Soyabean Movement Pre Ban



Soyabean Movement Post Ban



Futures 
banned in 

India

Import Duty 
News

Soyoil Movement



Volatility in Other Commodities



CFTC Soybeans speculative net positions

Excessive Speculation
● Speculator is an important VCP that provides liquidity in the market.

● If not, the liquidity would be there in the market.

● International markets are actively engaging with Non-Commercial
Participants (speculators).

● The banning of the Futures is not the ideal solution, which can be
reflected in the recent example in the equity market.

● In order to curb excessive speculative trade in the equity market,
SEBI has introduced the following steps:

○ Triples contract size to 15 lakhs
○ Rise in Margin Limits
○ Minimum Income ITR file
○ Monitoring of Positions

The same measures could have been followed by the Commodity Exchanges instead of
banning the trade (Increase of Margin, Reduction of lot size, & others)



Why prices rose
● Adverse Weather in Brazil: Drought reduced Brazil's soybean yield, impacting global supply.
● U.S. Production Challenges: Extreme weather led to delays in planting, with yields down by 5-7% in some regions.
● Strong Chinese Demand: China imported soybeans in 2021, creating strong demand pressure
● Global Supply Chain Disruptions: Shipping delays, especially in South America, increased transportation costs by over 50%.
● Rising Input Costs: Fertilizer and fuel prices surged, increasing overall soybean production costs.
● Low Global Inventories: Global soybean stocks dropped to 47 million metric tons, their lowest level in five years.
● Biofuel Demand: U.S. soybean oil prices surged due to increased demand for biofuels.
● Currency Fluctuations: A 5% depreciation in the Brazilian real against the U.S. dollar contributed to price volatility.
● Trade Policy Uncertainty: Ongoing U.S.-China trade tensions created uncertainty, affecting global price stability.

Inflation and Price Rise: Inflation escalates as prices increase, affecting the cost of
goods and services.

Supply Disruptions: Price rises are often triggered by disruptions in supply, limiting
the availability of commodities.

Demand-Supply Imbalance: When demand exceeds supply, increased demand
pushes prices higher, further fueling inflation.

Inflation



What Have We Achieved by 
the Ban on Futures?



● Chana prices dipped 8.6% post-ban: Initial
decline in response to policy.

● Prices rallied over 67% afterward: Strong upward
movement in the market.

● Lower production reports supported prices: Supply
constraints pushed prices up.

● Unfavourable weather conditions impacted
supply: Adverse climate reduced output.

● Strong demand and low global stocks sustained
rally: Fundamental factors drove price growth.

● Ongoing Volatility: Market volatility persists
regardless of price fluctuations, both rising and
falling.

● Fundamental Factors: Prices are influenced by
domestic and international fundamentals that
shape the market post-ban.

● Comparison with Other Commodities: Volatility
can be observed in other commodities like
Chana and wheat, highlighting broader market
trends.

Volatility



● Speculator: Speculators aim to profit by taking risks in
the market, facing potential gains or losses.

● Impact of Ban, on Speculators: With the ban,
speculators moved to equity markets, reducing
liquidity in the commodity market.

● Hedgers' Role: Hedgers seek to safeguard against
price risks, using futures or options to stabilize their
positions.

● Industry Losses: Without speculators, the market lost
liquidity, which compounded the inability of businesses
to hedge price risks effectively.

● Hedging Platform Absence: The lack of a proper
hedging platform left businesses exposed to price
volatility, increasing losses and uncertainty in the
market.

Speculators



● Inflation Trigger: Inflation increases as prices rise, directly
impacting the commodity.

● Supply Disruptions: Price hikes are often caused by supply
disruptions,

● Demand-Supply Imbalance: When demand exceeds
supply, prices surge as increased demand puts upward
pressure on costs.

Inflation



Stakeholders Concerns
StakeHolder

Farmers
Lack of hedging tools increases uncertainty, exposes them to price risks, and limits
their ability to plan and manage production effectively.

Impact of Absence of Futures

Processors (Crushers)
Higher price volatility disrupts cost management, affecting their ability to plan
purchases, manage input costs, and ensure stable production operations.

Large Importers
Absence of domestic futures pushed them to hedge internationally, raising costs and
negatively impacting the "Make in India" mission by reducing competitive advantage.

Small Importers
Lack of hedging tools increases risk, reduces participation, and impacts liquidity,
leaving them vulnerable to price fluctuations.



Key Takeaway



Key Takeaway
Aspects

Volatility
(Soyabean Chana, Wheat)

Domestic International

# Volatility Persists Pre and Post-Ban
# Driven by Supply and Demand
# Post-COVID Disruptions

# Markets Showed Maturity
# Managed Volatility with Stability
# Handled S&D Responsibly

Observation: Volatility persists both pre-ban and post-ban, affecting both banned and non-banned commodities. Primarily driven by
supply-demand imbalances and disruptions. International markets managed inflation with proper hedging, proving that banning
futures was not a viable solution for controlling inflation.

Speculator
(Part of VCP)

# Speculation Shifted
# Moved to Equity
# Commodity Liquidity Loss
# Sebi action

# Persisting Growth
# Continuing as Before
# Expanding Further

Observation: Speculators, key to market liquidity and growth, shifted to equity after India's ban, causing domestic losses. International
markets, however, continued benefiting from speculator participation.



Key Takeaway
Aspects Domestic International

Inflation
(Soyabean Chana, Wheat)

# Driven by Supply & Demand
# Importers' Non-Participation
# Big Players Moved Internationally
# Small Players Left at Risk

# Managed Inflation with Stability
# Adjusted to Global S&D Shifts
# Active Participation of Importers/Exporters
# Big Players Maintained Market Presence
# Hedging Mechanisms in Place

Observation: The ban was ineffective in India. International markets managed volatility with hedging, while domestic markets faced
risks and limited participation. Hedging would have been a better solution.

Hedging is like Medicine
Just as we take medicine with a doctor's prescription,

Hedging should be done carefully and with proper guidance. 

Without the right strategy and direction, 
it can lead to adverse outcomes, 

so it's essential to approach it with proper expertise.
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