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Abstract  

The history of commodity derivative 

market in India dates back to the ancient times, but 

the first organized market was established in 1875. 

However, by mid 1960s government took a drastic 

step by banning derivatives trade altogether. The 

commodity derivative market remained virtually 

absent in next four decades and it made the restart 

only in early 2000s. Since its reintroduction is 

thriving and the current trend shows strong growth 

potential of the market, although, the actual growth 

trajectory will depend upon the attitude of the 

policy makers and the efficiency of the regulatory 

mechanism. The development of the crude oil 

refining industry and the internal combustion 

engine has influenced each other during the 20th 

century. This study focused on the performance of 

crude oil commodity futures market in MCX in 

India.  India, like many other developing countries, 

is a net importer of energy; more than 76 percent 

of crude oil is being met through imports. But the 

Total value of crude oil trade in 2017 was 

106550844.32 
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I. INTRODUCTION  

Commodities and futures: Commodities 

include goods used in the initial phase of the 

manufacturing process and are real assets such as 

energy, industrial and precious metals, agriculture, 

and livestock. Meanwhile, futures are contracts of  

 

Commodities that are traded at a futures 

exchange. However, futures contracts have 

expanded beyond just commodities and 

transactions now include futures contracts on 

financial markets, currencies and many others. 

Commodities futures contract: This is a 

standardized contract set by a particular futures 

exchange that includes the size in barrels, bushels 

or tonnes, the place for deliveries, the type and 

quality of the commodity to be delivered as well as 

the transaction price. The futures contract is 

negotiated on a regulated futures exchange where 

all buy and sell orders are routed to a single 

location on the exchange. 

Commodities trading: Brokers who are 

members of that exchange engage in transactions 

on whatever commodity is being traded on. Both 

seller and buyer have their respective brokers for 

transacting an order for a purchase and sale. 

Further, both buyer and seller enter into 

obligations. 

The former is obliged to take delivery and 

pay for the commodity in cash within a specific 

timeframe, while the seller is obliged to deliver the 

commodity for the price that had been ascertained 

when the contract was signed. The buyer and seller 

can also absolve themselves of the obligation by 

offsetting their trade before the contract expires. 

Commodities trading in India: A capital as 

low as Rs 5,000 is enough to begin trading. The 

money goes to margins payable upfront to 
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exchanges through brokers. The margins range 

from 5-10% of the value of the commodity 

contract. The exchanges are regulated by the 

Forward Markets Commission and unlike the 

equity markets, brokers need not register with the 

regulator. 

Commodity exchanges 

A commodities exchange is an exchange 

where various commodities and derivatives 

products are traded. Commodity trading is not 

limited to a particular exchange. Investors are free 

to trade on various exchanges if they desire to do 

so. An example of a commodity exchange where 

commodities are traded is the New York 

Mercantile Exchange (NYMEX), which is the 

world’s largest futures commodity exchange. There 

are 24 commodity exchanges in India. There are 

three national level commodity exchanges to trade 

in all permitted commodities. They are: Multi 

Commodity Exchange of India Ltd, National 

Commodity and Derivative Exchange, and 

National Multi Commodity Exchange of India. 

Advantages of online commodity trading 

Convenient trading: Online commodity 

trading platform offers easy and convenient trading 

experience to investors. It provides high-end 

integrated trading applications for fast, efficient 

and reliable execution of trades. We virtually have 

everything we need when we log in to our trading 

account. Investors get access to a multitude of 

resources like live quotes, charts, futures news, 

research and even online assistances. As a new 

trader, you will have access to all the research and 

trading facilities that are needed to help you 

execute your trades. You can decide what to buy or 

sell when to buy or sell etc. either based on our 

own research or by referring to the research reports 

of our online commodity broker. 

Flexibility: Online trading is nearly 

instantaneous, providing the freedom to trade at our 

leisure from anywhere, anytime. This flexibility 

will provide the freedom of watching the market 

and making quick trades if needed. We don’t have 

to wait on anyone other than ourselves.  

Lower commissions: You can expect 

much quicker execution of your trades through an 

online broker as well as lower commissions. It is a 

lot cheaper to buy/sell one futures contract than to 

buy/sell the underlying instrument. 

Liquidity: Another major benefit of online 

commodity trading is liquidity. Liquidity is 

characterized by a high level of trading activity. 

Assets that can be easily bought or sold are known 

as liquid assets. The involvement of speculators 

also means that futures contracts are reasonably 

liquid. 

Leverage: Commodity trading also offers 

the benefit of leverage. Leverage means use of 

borrowed capital or margin to increase the potential 

return of investment.  Only a small percentage of 

the total value of a position is needed to be paid 

upfront to get full benefit and to enhance profits. 

Diversification: Commodity returns have 

historically had low or negative correlations with 

the returns of other major asset classes, and may be 

used to diversify a portfolio. Commodities may 

react differently from stocks and bonds in various 

economic and geo-political situations, enhancing 

risk-adjusted returns and reducing the overall 

volatility of a portfolio. 

Geo-political events like wars and supply 

disruptions due to natural disasters like hurricanes, 

droughts and floods may impact the supply of, and 

increase the demand for, certain commodities. 

Including commodities in a portfolio may act as a 

potential hedge against certain types of event risks. 

The Three National Commodity Exchanges 

 Multi Commodity Exchange of India Limited 

(MCX)was incorporated on the November 10, 
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2003. MCX is the India’s No. 1 commodity 

exchange. Based in Mumbai, 

 National Commodity & Derivatives Exchange 

Limited (NCDEX) Mumbai,NCDEX was 

incorporated as public limited company under 

the company Act 1956 on April 23, 2003. 

NCDEX started its operations on 

15
th

December 2003. 

 National Multi- Commodity Exchange of India 

Limited (NMCEIL) AhmedabadNMCE is the 

India’s 3
rd

largest commodity exchange. 

Itcommenced futures trading in 24 

commodities on November26, 2002. 

There are other regional commodity 

exchanges situated in different parts of India. 

Players in the market 

 Hedgers 

 Speculators 

 Arbitragers 

II. SCOPE  

There are 24 Commodity Exchanges in 

India, of which, 6 are National Exchanges and 

Regional Exchanges. Multi Commodity Exchange 

of India Limited (MCX), Mumbai, a 

NationalCommodity Exchange occupies 86.2% 

share in the domestic Commodity Derivative 

Market,leading the Indian Commodity Derivative 

Exchanges in terms of turnover. Hence MCX is 

taken up for the purpose of the study 

Methodology 

Period of the Study Sources of Data 

The data collected is for a period of 13 

years from 2005 to 2017. The data are based on 

Secondary sources which include the various 

Journals, News papers. 

Limitation of the Study 

This study was mainly focused on only 

Energy Commodity in that only Crude Oil not 

focused on other sector or other commodity.  

 

Growth and Performance of Energy Crude Oil 

An oil futures contract is an agreement to 

buy or sell a certain number of barrels set amount 

of oil at a predetermined price, on a predetermined 

date. When futures are purchased, a contract is 

signed between buyer and seller, and secured with 

a margin payment that covers a percentage of the 

total value of the contract. End users of oil 

purchase on the futures market to lock in a price; 

investors buy futures to essentially gamble on what 

the price will actually be down the road, and profit 

by guessing correctly. Typically, they will liquidate 

or roll over their futures holdings before they 

would have to take delivery. 

There are two major oil contracts in which 

oil market participants are most interested. In North 

America, the benchmark for oil futures is West 

Texas Intermediate (WTI) crude, which trades on 

the New York Mercantile Exchange (NYMEX). In 

Europe, Africa and the Middle East, the benchmark 

is North Sea Brent Crude, which trades on the 

Intercontinental Exchange (ICE). While the two 

contracts move somewhat in unison, WTI is more 

sensitive to American economic developments, and 

Brent responds more to those overseas. 

While there are multiple futures contracts 

open at once, most trading revolves around the 

front-month contract (the nearest futures contract); 

for this reason, it's is  known as the most active 

contract. 

India meets nearly 35 per cent of its total 

energy requirements through imports. With the 

increase in share of hydrocarbons in the energy 

supply/use, this share of imported energy is 

expected to increase. The challenge, therefore, is to 

secure adequate energy supplies at the least 

possible cost. Although growth of the energy sector 

is moderate and has, to some extent, served the 

country’s social needs, it has put tremendous 

pressure on the Government’s budget. Energy is 

https://www.investopedia.com/terms/s/seller.asp
https://www.investopedia.com/terms/m/margin.asp
https://www.investopedia.com/terms/p/profit.asp
https://www.investopedia.com/terms/p/profit.asp
https://www.investopedia.com/terms/p/profit.asp
https://www.investopedia.com/terms/w/wti.asp
https://www.investopedia.com/terms/w/wti.asp
https://www.investopedia.com/terms/w/wti.asp
https://www.investopedia.com/terms/n/nymex.asp
https://www.investopedia.com/terms/n/northseabrentcrude.asp
https://www.investopedia.com/terms/i/intercontinentalexchange.asp
https://www.investopedia.com/terms/f/front-month-contract.asp
https://www.investopedia.com/terms/m/mostactive.asp
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essential for living and vital for development. 

Affordable energy directly contributes to reducing 

poverty, increasing productivity and improving 

quality of life. In UK, households that spend less 

than 10% of their income on heating their homes 

are officially stated to suffer from fuel poverty. In 

case of India, there is no such identification; as a 

result, some poor do not have access to minimum 

energy resources and its utilization for the quality 

life. Likewise lack of access to reliable energy is a 

severe impediment to sustainable social 

development and economic growth. 

World primary energy consumption is 

12274.6 Mtoe (Million tonnes of oil equivalent) in 

2011, the primary energy consumption varies with 

availability and specific utilities of different types 

of fuels with the various pie, oil: 33.06%; natural 

gas: 23.67%; coal: 30.34 %: nuclear energy: 

4.88%; hydroelectricity: 6.45%; renewable: 1.59%. 

China leads the order of absolute primary energy 

consumption with 21.29%, followed by US 

18.49%, Russian Federation comes third with 

5.59%, then comes India in Fourth with 4.55%. 

India ranks fourth in the world in total 

energy consumption and needs to accelerate the 

development of the sector to meet its growth 

aspirations. The country, though rich in coal and 

abundantly endowed with renewable energy in the 

form of solar, wind, hydro and bio-energy has very 

small hydrocarbon reserves (1.0% of the world’s 

reserve). India, like many other developing 

countries, is a net importer of energy; more than 76 

percent of crude oil is being met through imports. 

The rising oil import bill (i.e.140 billion US dollar 

in 2011- 12) has been the focus of serious concerns 

due to the pressure it has placed on scarce foreign 

exchange resources and is also largely responsible 

for energy supply shortages. The sub-optimal 

consumption of commercial energy adversely 

affects the productive sectors, which in turn 

hampers economic growth. 

Currently India import around 76% to 

80% of its oil demand, with this percentage 

showing little sign of cooling. It is predicted that 

the nation’s oil needs would rise 40% by 2020 and 

the need has only become more acute in recent 

years. It is vital for the nation’s energy security that 

India needs to increase domestic production and 

also increase energy efficiency. Increased domestic 

oil production would not only make the country 

more energy secure, it would also offer significant 

macroeconomic benefits too. 

Table-1 Trade Contract, Total Value (Lacs), Average Daily 

Turnover (Lacs) of Crude Oil from 2005 to 2017 

Year 

Traded 

Contract 

(Lots) 

Total Value 

(Lacs) 

Avg Daily 

Turnover 

(Lacs) 

2005 5157811 13770885.61 44856.30 

2006 4466538 13032562.32 42451.34 

2007 13938813 42113266.31 138076.28 

2008 20507001 85947248.64 279958.46 

2009 41092821 121020964.66 396790.05 

2010 41537053 150743390.24 491020.82 

2011 54753658 242044737.34 783316.30 

2012 57790229 289229240.48 942114.79 

2013 39558169 220009452.77 714316.41 

2014 20731880 111401090.11 415675.71 

2015 47788400 148829932.48 576860.20 

2016 53256420 150073409.46 579434.01 

2017 32757616 106550844.32 457299.76 
Trade Contract of Crude Oil in from 2005 to 2017 
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Total Value (Lacs) of Crude Oil in from 2005 to 2017 

 

Average Daily Turnover (Lacs) of Crude Oil in  

from 2005 to 2017 

 

The above table shows that the Trade 

Contracts, Total Value, Average Daily Turnover of 

Crude Oil Commodity in Multi commodity 

Exchange. In this totally I have taken 13 years 

performance of oil commodity from 2013 to 2017. 

In that nine years of the trade contracts, total value, 

and average turnover was increased. But four years 

that is 2006, 2013, 2014 and 2017 was decreased. 

III. CONCLUSION 

There has been tremendous growth in 

commodity futures market in terms of volume of 

trade, number of products on offer participants and 

technology. The commodities trading are occupied 

an important place in the economy and depends on 

the international trade Commodity futures market 

is instruments to achieve price discovery and price 

risk management. Futures markets provide liquidity 

and facilitated to hedge against future price risk. 

Commodity trading also offers a change for 

financial leverage to hedgers, speculators and other 

traders. A structural system has been created for 

commodity trades. It is creating awareness and the 

more opportunity to the investors and public. Crude 

oil is the most important ingredient which controls 

the prices of other fuels in the energy mix. Crude 

oil prices remain an important economic variable 

inflicting inflation and cause substantial damage to 

GDP growth of the economy of oil importing 

country like India. These 13 years performance of 

oil commodity from 2013 to 2017 in MCX nine 

years of the trade contracts, total value, and 

average turnover was increased. But four years that 

is 2006, 2013, 2014 and 2017 was decreased. India 

meets nearly 35 per cent of its total energy 

requirements through imports. Currently India 

import around 76% to 80% of its oil demand, with 

this percentage showing little sign of cooling. It is 

predicted that the nation’s oil needs would rise 

40% by 2020 and the need has only become more 

acute in recent years. It is vital for the nation’s 

energy security that India needs to increase 

domestic production and also increase energy 

efficiency. Increased domestic oil production 

would not only make the country more energy 

secure, it would also offer significant 

macroeconomic benefits too. 
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