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AN EMPIRICAL STUDY ON THE DYNAMICS OF COMMODITY DERIVATIVE MARKET’S IMPACT ON INDIAN
INVESTMENT

PRASAD R.A
RESEARCH SCHOLAR
DEPARTMENT OF STUDIES & RESEARCH IN COMMERCE
TUMKUR UNIVERSITY
TUMKUR

ABSTRACT
This paper finds that concurrent with the rapid growing world financial market has witnessed a spectacular change in the field of Commodity market in the past
one decade. India also could not become aloof from the world trend and mainly after the liberalization has set in motion. India introduced the different types is
phased manner. A Commodity Market has gained momentum since, its introduction in India and has played a major role in Indian financial markets. Similarly, on
the equity market, many retail investors who are uncomfortable about the equity market would enter if they were given the alternative of buying insurance,
which controls their downside risk. This would enhance the action of the savings of the country, which are routed through the equity market. More importantly,
Commodity Market is one of the important tools of hedging risk. Therefore, the study of current scenario of Commodity Market in India is very importance.

KEYWORDS

Commodity Market, Indian Investment Sector, Dynamics of Commodity Market in India.

1. INTRODUCTION
erivatives as a tool for managing risk first originated in the Commodities markets. They were then found useful as a hedging tool in financial markets as
well. The basic concept of a derivative contract remains the same whether the underlying happens to be a commodity or a financial asset. However
there are some features, which are very peculiar to commodity derivative markets. In the case of financial derivatives, most of these contracts are cash
settled. Even in the case of physical settlement, financial assets are not bulky and do not need special facility for storage. Due to the bulky nature of the
underlying assets, physical settlement in commodity derivatives creates the need for warehousing. Similarly, the concept of varying quality of asset does not
really exist as far as financial underlying are concerned. However in the case of commodities, the quality of the asset underlying a contract can vary largely. This
becomes an important issue to be managed.
A Commodity market broadly is an Agriculture market whose payoff structure is determined by the value of underlying commodities, exchange rate, oil price,
and the like. So a Commodity market comprises of trade instruments which derive their value from some underlying variable assets like food grains such as
wheat, rice pulses etc. All commodity markets are based on some ‘cash’ products. The underlying asset of a commodity market instrument may be any product
of the following types they are Precious metals (Gold, Silver, and Copper) Agriculture Products (grain, coffee, beans, orange juice etc.), Other Metals, and Energy.

2. OBJECTIVES OF THE STUDY
»  To study on Dynamics of Commodity derivative Market Impact On Indian Investment Sectors
»  To analyse the beneficiaries satisfaction level for investors on commodity derivative market.

3. STATEMENT OF THE PROBLEM
Beside the investor are not well aware about the commodity market India, and the investor are showing reluctance in invest on commodity market. The people
have not fully accepted the investment on commodity market, even though it provides much beneficiaries to the investor to hedging their risk.

4. RESEARCH METHODOLOGY
In order to reach the above stated objectives the study has covered both primary and secondary data. The primary data was collected through questionnaires.
Secondary data was collected through published source like magazine, books, journals and websites.

5. LITERATURE REVIEW

Raj Narayana Guptha (April-June 2011) his study entitled as “The Commodity Derivative Market In India: The Past, Present and Future” his study says that
after a long period of suspension of commodity derivative market was re-introduced in India in early 2000s. Since its resumption, however, the market has been
growing at a very high pace

Narender. L. Ahaja (2006) his study entitled as “Commodity Derivatives Market in India: Development, Regulation and Future Prospectus” his study says that
India is one of the top producer of a large numbers of commaodities, and also has a long history of trading in Commodity and related derivatives allowed to play
their role. The management price risks is going to assume even greater importance in future with the promotion of free trade and removal of barriers in the
world.

Janathan Hill, lan Jack (March 2007) his study entitled as “Growth In Commodity Investment: Risk and Challenging For Commodity” his study says that
commodities influence a significant portion of the world economy and can be viewed as the largest ‘non-financial’ market in the world.

6. SCOPE OF THE STUDY

A Convenient random sample was followed to 100 Investors is restricted to Shimoga district (Karnataka).
»  Statistical tools used for data analysis

»  Simple Chi-square test is as used for analysis of data and testing of the hypothesis.

7. HYPOTHESIS

Ho - There is no beneficiary of commodity derivative market on Indian investment sectors
H1 - There is beneficiary of commodity derivative market on Indian investment sectors
Ho - There is no better satisfaction level for investors on commodity derivative market.
H1 - There is better satisfaction level for investors on commodity derivative market.
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8. ANALYSIS

TABLE NO. 1: SHOWING INVESTORS (SELECTED RESPONDENTS) SOCIO-ECONOMIC PROFILE

Sl. | Class Gender (%) | Avg Age (%) | Experience in commodity market | Education (%) | Annual Income Status (%)
No M F M F <2yr >2 yr <UG | >UG | <2lakh >2 Lakh

01 | Businessman 72 28 46 39 20 80 72 28 18 82

02 Agriculturist 80 20 48 40 25 75 89 11 78 12

03 Govt Employees 69 31 42 36 24 76 50 50 00 100

04 | Self Employed 64 36 a4 37 44 66 80 20 90 10

05 Trader 93 07 45 37 33 67 26 74 00 100

06 Private employee | 82 18 36 34 18 82 44 56 4 96

Above table reveals that all the level of people are interested in commodity market, such as business people, agriculture, government employees, traders and
private employees

HYPOTHESIS

Ho - There is no beneficiary of commodity derivative market on Indian investment sectors

H1 - There is a beneficiary of commodity derivative market on Indian investment sectors

TABLE NO. 2: ADVANTAGES OF COMMODITY DERIVATIVE MARKET ON INDIAN INVESTMENT SECTORS

SLNo | Advantages of Commodity market [0} E O-E | (0O-E)2 | (O-E)2/E
01 Hedging the risk on investment 11 15 | 04 16 1.06
02 Generating more income 18 15 | 03 09 0.60
03 Zero Capital investment (Commodity forwads) 23 15 | 08 64 4.26
04 Variety of instrument 12 15 | -03 | 09 0.60
05 More investment opportunities with less capital 19 15 | 04 16 1.06
06 Opportunities created for sustainability 09 15 | -06 | 36 2.40
07 Using commodity derivative instrument instead of insurance for achieving to transfer the risk | og 15 | -07 | 49 3.26
Total 100 13.24

Source: Primary
E=100/7=14.28 or 15
[0-E] 2/E=13.24
d.f=(7-1) =6
From the above chi-square table it is reveals that 11 investors share their opinion about commodity market useful to hedge the risk on investment because it is
risk hedging security and 18 investors investing their money on commodity market because they assume in this market they can generate the more income
when compare to capital market only when they knows everything about commodity market. Out of 100 respondents 23 investors given the reason beyond
their investment in commodity market is they attracted by zero capital instrument (i.e., forward contract), and only 12 investors are like to variety of investing
instrument in commodity market, such as forwads, futures,options,swaps,leaps. etc.
Out of 100 respondents 19 investors are invest money for more investment opportunities with less capital possible in commodity market. Explain with one
hypothetical example. In Future Market, one needs to keep prescribed margin at MCX through your broker. It's not necessary to keep full amount in account
E.g. Consider Mr. “Yashwanth Rao” purchased 5 Kg Silver in Physical market and Mr. “Prasaad Arya” purchased it in commodity Future Market.
As Mr. “Yashwanth Rao” have purchased in physical market he have to pay Rs.60, 000 x 5 = 3Lakh to the jeweler , also now he have a headache of safekeeping of
the same.
Mr.” Prasaad Arya” has purchased 5 Kg of silver in future Market. MCX will ask to keep a margin of around 6% in his account .i.e. MCX want to keep balance of
Rs. 18,000 at a time. Here there is no tension for keeping the jewellery. Just enough 3 lakh we can enter more than 16 contract instead of one physical buying.
8 members are like to invest in this market because they using this market instead of insurance for transferring there securities to another person.
From the above information it state that, most of the investors are attracted towards Commodity Market because of their risk hedging nature.
For 6 degrees of freedom table value for 7% and 1% significance level, and the table value 12.592 and calculated table value is 13.24 which is greater than table
value. Therefore the null hypothesis rejected and alternative hypothesis is accepted.

HYPOTHESIS
Ho - There is no better satisfaction level for investors on commodity derivative market.
H1- There is better satisfaction level for investors on commodity derivative market.

TABLE NO. 3: INVESTOR’S SATISFACTION TOWARDS COMMODITY DERIVATIVE MARKET IN INDIA

SINo | Satisfaction Level [0} E O-E | (O-E)2 | (OE)2/E
01 Risk Management 32 20 | 12 144 7.2

02 Predictable pricing 26 20 | 16 36 1.8

03 Presence of Counter party risk | 30 20 | 10 100 05

04 Liquidity 04 20 | -16 | 256 12.8

05 Transparent in investment 08 20 | -12 | 144 7.2
Total 100 34.00

From the above chi-square table it is reveals that 32 investors satisfied with commodity market because of diversification of risk on investment, it is one of the
tool of transfer the risk from one person to another. And hedging is the most common method of price risk management. It is strategy of offering price risk that
is inherent in spot market by taking an equal but opposite position in the futures market. And 26 respondents are satisfied with commodity market because of
discovery of new price on the product in the market, and some respondents believe that commodity market maintain the extreme transparent than capital
market (insider trading, window dressing, creative accounting). More respondents satisfied with presents of counter party risk in commodity market because of
SEBI and OTC's strong guidelines.

Useful to the Producer, Useful for the consumer, Benefits to corporate entity, Useful to Exporter, Improved product quality.

For 4 degrees of freedom table value for 5% and 1% significance level, and the table value 9.49 and calculated table value is 34 which is greater than the table
value. Therefore the null hypothesis rejected and alternative hypothesis is accepted.

9. CONCLUSION
Many people have become rich in the Commodity Markets, It is one of a few investment areas where individuals with limited capital can make extra-ordinary
profits in a relatively short period of time and most of the people lose money, Commodity Market has a bad reputation as being too risky for the average
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individuals. The truth is that Commodity trading is only as you want to make it. Investors are consider the Commodity derivative market as only a risk hedging
instrument, and also it is only a optional for investment escape from capital market losses , by this reason Commodity derivative market are not developed as
compare to Capital market. Investor point of view it is alternative for minimizing the losses instead buy the insurance scheme. Investors are not understood
about Commodity market, it is also one of the obstacles for development of Commodity Derivative market in India
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