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EVOLUTION OF COMMODITY TRADING MARKETS

Commadity cading hisvory can be maced to the
agricultsrral revoluoon of BS00BC during which
ril.l mers 31'-IJ '|.I|'IIJL'T'S ri.'-LI‘I.IL'.'-I'll'.'d 4 meand D 38cure
prices of commodities: againse price flucnuation
caused by weather, conflice. and supply and demand
gap Trading evolution, excess supply and the quest of
merchants o raise maney while commodity was in
starage formed the bazls for futures h@rucrr:m'lt.-nln
first recorded commadity futures uades occurred
inthe 17" century in Japan, although thereis some
evidence chat rice may have baen traded some 6,000
yearsage in China

The first contract for a future price was created
in the early 1B00s in the US: This forward
contract allowed a buyer to pay for the
commodity in advance of mking delivery af it
The Chicapa Board of Trade (CBOT] was set up
in [B48: trading in contracts that were
standardized in terms of quanticy, qualicy and
delivery. The CBOT added soybeans contract in
1936 and has since merged with the Chicago
Mercantile Exchange toform the CME Group
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Commaodity Trading in Africa

_ HISTORY OF COMMODITIES TRADING IN NIGERIA

Some of the medern day agricultural
marketing challenges such as access to market
and produce funding were also present in the
colonial era and responsible for the setdng up
of the Produce Marketing Boards by the
calonlal administration. The boards ware to
link the peasane farmers to market ac stable
pricas. Tha Marketing Boards wara sat up in
the three axisting regions beoween |947 and
1963 before cheVestarn Region was spilcinco
Westarn and Mid-Western Regions. Cacoa
Markedng Board was established in 1947 in
the Western Region while Corcton and
Groundnut Marketdng Boards wers set up in
the Morcsn Region and Palm Produce
Marketing Board in the Eastern Region in 1949
(weze, 2014).

The Boards were set up not only for price
stabilization but also to serve as a source of
funds for dhe economic development of the
ragions as well as to carry out ressarch and
development principally n cocoa, cotton,
groundnues, palm products and rubber.

The commedity boards wera scrappad
following che liberalizadon of the economy
under dhe Strucmural Adjusoment Progranime
(SAP) in | 986. Ironically.commodity exporoers
to date, still buy cash crops on the basis of the
framework developed by the commodity
boards.

The Central Bank of Migeria notesd the

COMMODITY EXCHANGES IN AFRICA

In 1861, the Egyprian Cotmaon Exchange was
established in Alexandra and became one of the
earliest commadity exchanges in the workd. It played
a key role in global trade, attracting users from the
international community including Africa, Asie and
the Americas.The exchange clozed |00 years later in
1961 with the entry of the government as a playerin
the cotton trade.

Alfrican povernments’ quest to deregulate their
scanomies and open up the Minancial markets i the
19905 triggered their withdrawal from commodicy
trading and bed o the esmablishment of commodicy
exchanges in a number of African countries with
varylng degree of success. Uganda, Zambia,
Zimbabwe, South Africa, Kenya all escablished
commodities exchanpe inthe | 990s.

TheAfrican Union Abiuja Treaty of | 97|, identified
the need for an African Commodity Exchange
and might have provided some awarenass and
push for the set - up of commodity exchanges in
the continent. at the time. The concept of an
African Commodity Exchange became one of the
“instruments of integration” of the African Uinion
{AU}. InWest Africa, there was alse an attempe
to create a regional exchange for food produces
following the adoption of the WEMOA
Agricuitural Policy paper by UEMOA heads of
starein December 2001,
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vacuum creatad by the abolition of
Commadity Boards in 1986, advised the
Federal government to establish a
Commaodities Exchange. There was no
painsaying that the abolition of the commodiey
boards affected the standards and quality of
commodities partiodarly, export produce, as
there was no strong quality control and
grading agency to enswra standards of the
commodites.

The intervertion by the CBIMN was an acternpt
to addrass the consequant effece of scrapping
the boards. The reason was that a
commodities exchange would provide
standards and grading and assume dhat
function of the commodites board and
invariably promote produce quality,
particularly of exports. Obviously, while chis
was a major concern for the CEN, it ako
recognized the wider benefits of having a
thriving commeodity exchange in the country.

An Intar-Ministarial Technical Committae was
consequently set-up in 1989 to examine the
possibility of setting up a commodities
exchange in the country which SEC was a part.
The committee submitted its report a year
later supporting the establishment of a
commodity exchange. However, there was no
concrate action was taken by government to
do so.

MNonetheless, an unsuccessful attempe was
made by FALCOMEX, a private sector
initiatve, to establish a commodity exchange.
Other than these efforts, no other attempt

was made either by government or the private
secror until August 8, 2001 when the Federal

Govarnment directed the comvarsion of thea
then Abuja Stock Exchange to a Commodities
Exxchomge vesting the Mimistry of Finance with
the responsibilicy of midwifing the conversion
process.

Following the comversion of Abuja Stock
Euchange to a commadities exchange, tha SEC
developed regulatory framework for
supervision of the commeodities exchange and
engaged both the Bureau of Public Enterprises
(BPE) and the Exchange to kick-start trading.

In 2014, SEC developed a I10-year capital
market master plan to transform the Migerian
capital market. Mindful of the need to have an
organized commoditdes market, one of the
recommendatons of the master plan is to
develop a thriving commodities trading
acosystanm.

To achieve this mandate, the SEC set up a
committes consisting of major stakeholders
to review and come up with
recommendations and read map for

implernentation. Thasa efforts are key to the
development of the commoditles markat.

Q3. 1019



Commaodity: Trading and it's importance

COMMODITY TRADING AND ITS IMPORTANCE

Commeodity trading ecosystem can be defined
as the environment within which commodides
rading takes place and directly or indirecdy,
affects activides and development of the
commeodities market and the exchanges. The
ecosystem is comprised of various elernents,
which are intagral to the architecture of the
market and vital to the smooth and efficient
functioning of a commodity market or

exchanges.

The acosystem ancompasses all spheres of tha
commodity trading environmant such as s
operations, products traded, infrasoructure,
logistics, traders/brokers, commaodity

S
S

merchants, farmers, miners, end users and
other stakeholders. I also covers the legal and
regulatory framework. If these elernents are
absent, inefficient or underdeveloped, the
commodities trading ecosystemn would not be
functional and therefore maximum value will
niot be derived from its existence.

A commodities market is simply a platform for
connecting buyers and sellers of commodities.
It may be formal {organised) or informal
{unorganised), have physical location with
central trading places or virtual without a
specific trading location, in which case trading

! "‘.i
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Commodities Trading
Ecosystem Roundtable

Theme: Building a Strong Commodities
Trading Ecosystem for Inclusive
Economic Development

Date: Thursday, Octobar 3, 2013 Time: 08:00am
Venue: Eko Hotel and Suites
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GEO-POLITICAL
EDUCATION/ENLIGHTENMENT
PROGRAM ON COMMODITIES
TRADING ECOSYSTEM FOR
UNIVERSITIES AND COLLEGES
OF EDUCATION

INTERNATIONAL
CONFERENCE

ON THE
NiceriAN ComMoDITIES MARKET

The internaticnal conference will provide a platform
for high-level regulators and industry experce from
Bath cumrrlcl-:!l".;.l um;h:mg_u:. sall-siede and hLl}'-5|r|u to
further discuss take-away from the Lip Roundtable on
The pregram is hl‘gﬂﬂﬁ at the states with the Cammaodities Tr .1rJ|r||_._|| Ecu'\.:f:il,ﬁlrl scheduled far °
prezence of Universities and Collages of Agrivulture Octaber 2019, &

and the growth of a specific commoadity, which ) )
provides income and employment for a vast The Conference |s expected to_bring with it
propartian of the populaton. international exposure for the Migeria n Commodices

Trading Ecozytrem as well az showecase the
The pilot phase will commence n Q1 2020 in appertunitics abound in our market
callaboranon with the States Ministries of Agriculiure The Conference is coming up w*‘-'d"ﬂdﬂi 4th to
and Rural Development to: sensitiza, anligheen all Thursday, 5th March 2020 ic the Transcorp
relevant smkeholders In the Commodities Trading Hifton I'_Iotul ‘“AIH_IIH-
Ecosystem with a view to bridging the knowledge gap The theme is"Commaodities Trading Ecosystem:
and revamping cthis Yery mMporant ecosystem oo Key to Diversifying the Migerian Econormy™

achieve jts full potential



Commeodity Trading and it’s Imporcance Comsin

can ba conducted remocsly by participants.
Our focus is howsvar, primarily on promaoting
the formal or organized market such as
commaodity exchangas, which provide a farmal
and mers structured mechanismn for trading in
designated commodities.

Such markets provide significant value
addition to economies;a reason why countries
make concertad effores co develop them, This
view is buttressed by Chuck Kowalski who
observed dhat“ids unlikely chat the US would
have experienced as much economic growth
in the last 100 years as it has without chem
(commeodity exchanges).”

This observation by Chuck Kowalski is
perhaps also wue of many other countries.
This importance has seen commodity
exichanges sprang up all over the world, in
developed and developing countrias, trading
all kinds of commodities from agriculturs, o
metals and precious stones,

While commodities exchanges have sadsted
for mora than a century In some developad
countries, they are a more recent
phenomencn in developing couneries. InAfrica,
most exchangss, with the excaption of the
defunct Egyptian Commodides Exchanga,
which was established in the |9th Century,are
reladvely vary recentinitatives.

BENEFITS OF

COMMODITY
EXCHANGES

There are soveral reasons' why commodity
exchanges are imporant to the economy. Many of
thase reasons have baen well documented, some of
which arg listed below:

I They promote oconomic growth by
fostering the development of both soft and hard
commadities by efficiently linking commodities to
industry, which could  improve Industrial cutpur
and proficability. A thriving commodities trading
gcosystem, can therefors, facilitate indussrialization
of the economy and improve tax revenus:

F S Thay create employment and raise the
living standard of the farming community as
opportunities are provided for better access to
markil oret'u . marketing, access to market price
and other important information, which could lead
to Improved produce prices for farmers, among
other benefits, Since: small holder farmers are
usually the rurzl poor, improvemant in their living
standards can have positive impact on rural
developmentand mitigate rural - urban migrazion:

3 They can serve as a platform for small
holder farmers to be brought into the financial
sector a3 they get exposed to financial services such
a5 bank deposic and credit facilities, theraby
fostering the much needed fimancial inclusian;

4. They engender econamic diversification
Thiz is mare sofor an economy like Migeria, which is
heavily depondent on a single product for its foreign
exchange earnings, namely crude oll. For an
essentially agrarian sconomy llke ours, with goad
salid mineral deposits, devaloping the commoedities
market remains a potent way to diversify the
gconomy away from crude off, a5 well G widen the
national tax base. A diversified economy will
potentially diversify the export base dnd improve
EOVErMIMEnt revenue;
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Benefics of Commodic

5 They improve the atractiveness of
agribusiness and foster agricultural production as
farmers and end usecs benefit from the use of the
exchange. As value |5 seen and derived from the
exchange, mare people are likely to be drawn to
agribusiness, Increased production would mduce
Import dependence and encourage mora privace
investmaent in the agricultural secoor;

& As a pltdform and transparent pricing
mechanism is provided for trading solid minerals,
activities In this sector could go up and more
imvestment attracted with multiplier effect on the
BCONOMY;

7. Through the pravision of price and other
information transparency as well as becter access 1o
markat, they reduce the exploitation of smallholder
farmers by Intermediaries, This  enhances value to
farmars. improves their well-being and encourages
farming activities;

B They provide rules and regulacions,
which bring order to the market. This in tirn forces
and encourages producers, including farmars, and
traders to mest the ethical and quality standards of
tha market

. By efficiently linking buyérs and sellérs in
sufficlent number, commodicy exchanges create
liquidity and facilitate price discovery, which further
bolsters commodity trading. Market information
such as price, quantity and quality are regularly made
avallable o the public which aids decisions and
tradues;

il They pravide a ready market far the sale
of commaodities and incontivise the use of storage
facilicies (warehouses) which can help minimize
post-harvest losses:

1. Through grading and standardization of
commaodities, commodity exchanges promote high
sundards of quality thereby boosting export as
confidence i3 strengthened in the quality of
commadities exported through the exchange;

e & Commodity exchanges provide risk
management tools; enabling entties: hedge against

possible adverse development in the future prices of
cammaditles, Such facilities help induseries plan by
providing price and supply certainties, Farmers can
also' use the market to hedge their commodities
apainst pdverse price fuctuation;

13 They promorte agricultural produce
firancing and development of warchouse receipts
which can enables farmers including small holder
farmers borraw against the commodites in the
warshouse;

14, Commodicy exchanges provide rellable
price benchmarks for non-exchange traded markecs
such as the Over —The — Counter {OTC) market;

15, Through the use of warehousing, they
help o ensure continuous supply of commodities
regardiess of the season. This guarantess raw
materials for the industry at zll dmes, reducing risk
of production disroption as well as storage and
production cost

|6, Commodicy exchanges can also assist In
maoderating consumer price boecawse of cheir ability
to drive up agricultural production;

it They provide opportunicy for
iecuritization of commedities through the
warehouse receipt  system, which can also be used
a5 collaterai to wnlock finance from fnancial
Institutions,

18, They provide opportunities for
irrestmant in the commodities value chain such as
warshousing, assaying services, hrokerage and

logistics;

9 They promote the development of
derivative markets az decivative instruments with
commaodities as the underlying instruments are
developed with the awendant benefies such as
permitting. farmers and others to hedze their
Investments;and finally

0 A thriving commedity exchange can
contribute to rnoderating and reducing illegal rmining
of salid mineral products as the exchange tracks and
records the orgm {source) of all commodities
traded on its platform,
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Lagos Commodities & Futures Exchange

LAGOS COMMODITIES
& FUTURES EXCHAMGE

LAGOS COMMODITIES AND
FUTURES EXCHANGE:

Our Evolution as a Catalyst in the
Nigerian Commodities Eco-system

In a modest effort to contribute to the
development of the Migerian econamy, the
Association of Securities Dealing Houses of
Migeria (ASHOM), conceived and promoted
the establishment of the Lagos Commodities
and Futures Exchange which was licensed by
SEC via their letter dated | 7th June. 2019 with
effect from [4th June. 2019 to trade on four
asset classes namely Agricultural
Commodities, Solid Minerals, Oil & Gas and
Currencies.

Lagos Commeodities and Futures Exchange
(LCFE) is a platform where commadity-linked
contracts are traded on the basis of rules and
procedures which we determine subject to
SEC rules and Investmeants and Securities Act
(154),2007.

As we are poised to develop the Migerian
Commodities eco-system by helping farmers

to enhance their access to markets and
expand their risk management capacity by
reducing their exposure to price fluctuation;
production risks and also strengthen their
bargaining power.

OPERATIONS

We have established a befitting and world
standard trading floor which will serve as a
platform for trading by brokers and other
market players,

The trading floor is an c:l:lagpnﬂ area where
the trades will take place. The Dealing member
firms will also be able to trade from remote
locations hence our FIX protocol, Operating
during regular business hours, LCFE will open
its platform for registered floor traders who
are licensed to trade in particular asset classes
to trade on different commodity contraces.

betinn . s Q3. 01%



Lagos Commodities & Futures Exchange Contipnied.

Trades are mada on the trading platform using

the wading engine by bidding or affering a
pricae and quantity of contraces. depanding on
tha intention o buy (bid) or sall (offer).

Through owr zero default policy, fast and
efficient Clearing and Sectlement will be
achleved dhrough the parmership betowean
our CSD and setdement except in cases of
illegal acdivicies. |t establishes the net
obligations of each member, informs che
members of their daily net obligations and
transfers cash funds and commedicy
ownarship ameng Invastors trading through
Dealing member firms. Curvencly, LCFE is

working with select banks who will act as
settdement banlks.

LCFE will through its technalogy partners and
certification agents make available services
such as sampling, grading, weighing and
certifying of the Commadities coming to each
wirehouse or storage unit using international
standard equipment to determined
established standards.

‘Wa understand that making optinval dacizsions
in rrading requires promptly seeing and acting
on the interplay between markec demand,
capacity availability and the buyer/sellar's
existng commitments. By understanding the
trade-offs across a full portfolie of contracts,

we have engaged efficient logistic companies

o deal with the demand and supply aspect of

trades carried out using our platfiorm.

OUR TECHNOLOGY

The activities of the Exchange are primarily
driven by top notch technology. Ve have set
the bar to meet up with international
standards. Hence, we have installed a world
class trade matching engine that trades and
matches multi-asset classes, Successful
demonstrations of trades have been
conducted from initation to settlement of
trade by the Settlement bank and we are
preparing for the official inauguration of our
Exchange. LCFE has also commenced with
engagement of the Fintech ecosystem for
financial inclusion.
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ytic Impacts of Commodity Exchanga

Commedities market can be broadly classified
into the Cash or Spot Market and the
Derivatives Market (see figure 1). In the cash
market, transactions are conducted for
immediate delivery of physical commodities
or securities while in the derivative market
delivery is at a future date,

The derivative market can be broadly
categorized into the forward and futures
markets. The forward market trades in
contracts of commaodities and financial
instruments which are for future delivery but
customized to the specifications of the
transaction parties. They are traded over-the-
counter and not on an exchange.

| COMMODITIES EXCHANGE

CASH MARKET

DERIVATIVES

__sor |

[I?m’_ ] FUTURES

oPTIONS | | FORWARDS

In other words, a derivatives commaodities
market deals in financial contract between
parties, which is derived from ascertaining the
value of an underlying commeodity. Because the
derivative market relies on the price of the
underlying market. it is essential that a strong
cash (spot) market exists prior to the
introduction of derivatives.

In the futures market, buyers and sellers agree
on the quality and quantity of a specified
commaodity to be delivered at an agreed price

and date in future. In the options segment,
parties enter into contract that confers the
right, not the obligation, of a buyer to buy or
sell a given commeadity at a particular price for
delivery on or before a given period.

A major distinction between the cash and
derivatives commaodities market is that
transactions in the cash market are usually
carried out by buyers who have immediate use
for the commodity purchased while
transacrions in the derivatives market do not
often result in physical delivery as they can be
offset before the delivery date,
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AFEX AFEX COMMOIITIES MARKET UPDATE

A, Morket Semmany

In the neoaith of Auvgust, commodities iraded in & similar
farshion on e AFEX comneodities sxchange and spot
mearkol. Prices of soybeans aad paddy o witnessed
deolines o both markets whils makzs gained 808% on
e exchanga.

HAs expecied, a wind down of iraling activiles by
msior baryess and eary arvest in regions wilh eary
raring friggessd o decling in the prices of conmmadities in
MESROF BoUNCE nesThels BoroEs e couniny.

Fumtiranors, prioe voladiity has inpeosd sonih-on-
meanh o &l three comimoditiaa in the physlcal mardets

while inaesising on the sxchange.

Exchange execaled prices. for the moalh under neview
e gendeally loweer uan the physienl marksts,
regardiess ol the higher volilty which grantad e
physical markets comrparatively more expersive bl
stable wading prlces 1o commodily buyers.

The avesage nalional nikel survey pice fof Waize
il Soybannes sustined o T-monh dacing fnom
Febraary clossly follewad byr Paddy fioa which eaw a
e month prive decline,

Market [rice unlaliy declined scoes al thees
oommodily prioes with Soybeans cogpersncing a 5-
iscsrlly Ecansishent dacin in paioe volatiity, This has
copaciedy msullad in Soy prices baing tha mosl stabls
commodily comparatively this geason

The change In price volaily was most notable for

Paddy al 8% (VEE%) by awide masgin. The smvey pic
volallly for Malze exparienced @ decling 1o 8% (7 1%
mm‘mwmnmnm] .

AFEX Commodifies Exchange

Thie Eschange iraded price: offersd tee besl possible
avarage price for Matze, Boybaeans and Paddy In
addilion to mone siable prices for Paddy rice in Augusl,
K5, The average exsculed prives on e Exchangs
e | cwer Ihan MSP Maize and Soybeans by-7.1% and
28% vespaciively .

Frioe voliatiity (FV) inoreased lor haize ko 5% (4 3%)
wihile Soybeans and Paddy rioe prios volatliy
Increased irom 095, the lones S R0 volsilily o2 0%
(A and 2 % (A2

Markel Survey Pices
ox B AvEmge ol i
Nickee a8 M s Hos) &
Soybeon 28300 Be o0 135 217 L}
Foddy ice  TELTI ST 104D @ram *
Exchange Execubed Pices
Pelent Retin Averoge Mo
Waire BEO0 G000 LSS BEE  §
Seybeon 1Wh0 1R e BE B
Paddysics 13500 (2000 IS0 [R5
Infernalional Prices
(2% M AVEIIg e (FEHTR 1Y
Maiize A3 Ba.82 113 mnay ¥
Saybean 167.21 148.43 1838 1,60 *
Faddyrics 28800 HEST 18154 LR
Infmencriicncd Moy

Warld supply for Malee Increased as & direct resull af
Imrvests in the LSS which is e langest peochuoes,
Hiresved, Hiere was a decline in the FAD comal index
i ko Sangon al SialhdnesS nam 1he norean
bemisphera. O e other hand, expor avaliabliity was
wat sufficlent o cause a price dedlive for Soybeans and
Pelcly rice aa Asinn demand fior Soybean mamine Hgh
i weadver cogoems ane a ounrent Bsue in coumlnies
which produce paddy rice in Asia

C. Composile Fiice Index Monilor
Comvpceibe ok

The AFEX, Commodiies Index Composile opened al &
waltle f 15t ok aned lad & monih aeerage valis
of 157 Bpoknts, TEOpoints -T.6%) be low July 1o close al
‘ISR Apoinis ol e end of th inonih, The s -4o-
date * parfonmance of the AC1 Comgpusile at the lest
teading dary of tha macrh weas poaiitug, closing & Gpolnds
mbove fve Index apening wt the: beginning of the
BEASON .

ACH Compoille Index

R
Dsc-10 Fr-15 Apeil St Biig-TE

T yesar -on -year (seasonslity) performance
mperiencad 11.0poinks (+7.5%)difference agalnst
Aargut, 2015, Th AFEX Comaposi b porioaniants

Moty “Feasoas starts s Dacossbar of ech oo all prices I Kilogram. Indbea weeight; Mads-S5%, Paddy rice-365, Soyboan-65%, Pisz points
Al eecibed prices mdutive of lagisfics coat, sl prices e quoted in Naira per kilogran
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AFEX AFEX COMMODITIES MAREET UPDATE

s drhven by e parformancg of fv positive Maize
gisheinds x which had a + 0.1%-poinks rise meonihe-on -
maith while other sub-indices wees nogative.

sz Sul Erachen

The: Matze Sub -Index opened ol 155 4points, and had a
moilh Searans pedoninance of 159 2poinks, +0 2poinls
(IL1%)abeve My asd closed al value of 165 8poinks.
The sub-indlex recorded a posithe season-io -daie
peerToaminamon on U |st rading den of Fue monif
cloaing +3.1points (+21.1%) above the December
index opening whibs the vear-on-year pesfonmance
experienced an 18.9% - point increase apainsd August,
2irid.

[ [FSEE

Maoles Sub-indes Performnance
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Sopbedn Sub-index

The Stybean Sub -Intkx opened al 14,1 points, and
head & month svesage parformance of 184 Gpoinis,

- (FFEFE
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o
-
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-
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41.3point 5(18.3%) below July. & closed with 3 valus of

196 2points. §recorded & posilive Seasogi-io - divke
paitoarnance on tha laal inading dey of the month
closing 16.3%- poinis above e Decembar cpening of
e index. This year =on=yeat perdotmsince experienced
an 1138 -poini. incresse against Auguet | 3018

Soybeons Jub-index Fetomnance FITERTLY

b
¥
S
-,

-

Puldy it Sul-inelay
The Paddyrice Sub-index opened o 125 Dpoists and

hiad & mcnih average value of 125.0points, - 2 Bpoins (-

1559 bakow Jelly ko close sl 126 Opoinis ai the end of
the monil, The sub - Index recorded a posiive season -
to-chake perionmeanos on the | badinm b of the

meonih closing 4 2% - poiis above the sub - Indax cpaning

al the start of he seascen while e year-on -year

o

Py Nica Jub-Indus Perfeemance
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EdEK - AFEX Commodiies Enchasge Market Capacity
Development Malforn

AFEX Infrodisced a markel aducailon platform, EdEin
address ihe deari of knowladge in Migerns's
onrimtdiles narkel. In ordr for AFEX o reach vatious
audienos groups and satisfy heir wnigue educstion
nasads, the plaffum |s designed to accommodals

i W e iy distribaitid Bening oakenaly
and in -class physical workshogs.

EdEX provides market plyess with an understanding ol
s rmbership procedures, market access and rading
shrabigies; norease aapital nmarkest participertion and
uriciersta ndfing of Comnodites exchange and i
producis and senvices.

Training programs are iergeled af Inslkllonsl and
Foelail invesions, Bsokers/! Dealers and small-holder
farmers.

AFEX 2019/2020 Wel Season Input Finoncing Frogrom

AFEX successiully parimered with caplial mearkel
ofslrikons incliding Sankons ARSI and Letsheno
Microfinance Bank to siruchsre bilateral shor -lenn debt
sacuriles. - Input Financing Moles W help finance
simahelder lammers: the Inpul Finanding Mobs aims io
suppoit Lhe sqriculune ecosyalam in Migeria by
proscing sccess fo Snandng lor small-holder Eanmens
i obiain quality npuis for producilon,

The mates aes low- sk iieaiments, with ihe issuance of
ihesa mies, thees ks an Incseased diversification of
imvesshrmeend: portfolios apd arealan of additional
sacurisies o fha copital manet.
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1. What are commodities?
Commodides are basic goods or services dut
can ba bought and sold. Examples of
commadities are maize, cocoa, rubber,
bitumen, kaoclin, gas, elecwicity, currency,
interese race, equity, stock indices et

1. What is a commodity market?
A commodicy marker iz a place where
commodites are bought and sold The market

may or may not be organised.

3. What is a commodity exchange?

A commeodity exchange is an organized
trading platform that fosters transparent and
efficient rades in physical and non=physical
commodities such as agricultural
commedities, financial inserumenes and their
derivatives. Trading on an &xchangea can afcher
be by call over system, pie orading or by
automation. Prices are matchad on the
commedity exchange dhe same way prices are
matched on a stock axchanga,

4. What is trading in physicals?

Trading in physicals means rading in che real
commodities a.g. sugar, coffes, cocoa,
soybeans, arc in exchange for immediate cash
paymenc in the spor marker. However,
paymant and delivery in the forward markst
take placeaca futurs dazs.

5. What is Spot Market!
Spot market is a market for spot contrrcts
where payment and delivery on transactions

take place immediataly, or within a shert
period of time. lc is a market drat does not
prowvide any opporaunity for risk comtainrment
as it relates wo quality and price dispurce. This
market exists for commodities such as
agriculoural and solid mineral products, stocks,
enargy and currencies

&. Whatis Forward Market?

A forward market k= an oventhe-countar
market for contracts that mests the buyer's
requirements and sets the price of the
instrument or asset for fuure dalivery. It is
used for trading foreign exchange, securities,
interest rates and commedities.

A forward market is a physical market to the
extent drat most transactions conducted in
the market &nd up in physical delivery. ke s also
a derivadve market bacause it Iz only the
contracts derived frem the future valus of the
underlying assers that are traded and not the
physical cormodides,

T. Whatisa spot contract?

A spot contract s a transaction involving two
or mora parties for the sale and purchase of a
given asset at a given price for immediate
payment and delivery. Even though. payment
and dalivery in spot transactions are
immediate, it may take up to thres days w
finalize the transaction in an organized markec,
It s pertinent to note that while spot
contracts may be traded on an exchange,
almostninety five percent of spot transactions
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take place outside the exchange or over the
counter.

8. What is a forward contract?

A forward contract is a tailor-made derivative
contract involving two or more parties
agreeing te purchase and sell a given
underlying asset at a given price for delivery at
an agreed date in the future. The contract is
always designed to suit the taste of the buyer.
Most forward contracts are over the counter
contracts.

9. Whatis aderivative!

A derivative is a financial contract between
twio or more parties, which is derived from the
future value of an underlying asset, The
underlying assets of derivatives can be
commodities, debt instruments, interest races,
stock indices, money market instruments,
currencies, etc.

10. What are the main types of
derivatives that are available the world
over!

There are basically four main types of
derivatives traded today which may either be
exchange traded or traded over the counter:
(i) forward contracts

(i) futures contraces

(i) options contracts

(iv) swap contracts

Practically, all these derivatives are exchange
traded particularly in the emerging markets.
However, Forward and Swap contracts are
traded mostly cutside the exchange in
advanced economies.

I I. Why trade in derivatives?

Trading in derivatives help to hedge traders’
positions against adverse price movement, for
risks mitigation, effective planning and income

forecast.

I12. ¥What is futures contract?

A futures contract is a firm contractual
agreement between a buyer and seller for a
specified asset to be delivered at a given date
in the future. The contract has a standard
specification so both parties know exactly
what is being traded. Futures contracts are
exchange traded and they are not available
outside the exchange. Futures contracts are
speculative contracts, which hardly end up in
delivery.

13. What is options contract?

An Options contract is a derivative contract
that confers the right but not the obligation to
buy (call options) or to sell (put options) a
given asset ata specified price (strike price) for
delivery on or before a given date in the future.
Buying a call option means buying the right to
buy and buying a put option means buying the
right to sell.As you can buy the right 1o buy so
you can sell the right to buy (i.e. sell a call) or
sell the right to sell (i.e.sell a put).

I4. Who can trade on a commodity
exchange?

Individuals are not allowed to trade directly on
a Commodity Exchange except through
accredited commedity brokers who are
registered members of the exchange.
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15. How do | become a trading
member!

Trading members are corporate citizens,
which must be registered by the Corporate
Affairs Commission (CAC) and the Securities
and Exchange Commission. The company
MEMART must permit it to engage in
commaodity trading among others, and the
Chief Operating Officers of the company must
be sufficiently proficient in commaodity
business. The company must have at least one
qualified commaodity broker who must have
passed qualifying examinations of a relevant
examination body.

1 6. Who can make use of the exchange?
Anybody that is engaged in commaodity
business can make use of the exchange. This
includes farmers, commodity merchants,
commodity exporters and agro processing
companies

17. Why must major consumers of
agricultural produce make use of a
commodity exchange in sourcing their
raw materials?

Commodity exchange promotes realistic
pricing and price discovery, enhances low cost
of transaction, guaranteed quality, regular
supply of the required raw materials,
reduction or total elimination of contract
failures as trading members or brokers
operate strictly according to the rules and

regulations.

18, Is there any minimum quantity that
one can trade on the exchange?

Yes, the minimum quantity that one can traded
i5 one contract size

19. What determines the contract size?
The supply and demand eenditions for each
commadity will determine its contract size

20. Is trade default possible on an
exchange!
Defaults rarely occur on an exchange

21. Can a trade on an exchange be in
dispute?

Yes, but it will be resolved amicably through
arbitration
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