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Metals prices,news and
money rates on one terminal

The niew Reuter Monitor Commodities
Service provides traders, on a single desk-top
unit, with an extended range of market
moving data.

In addition to fast, up-to-the-minute
prices on metals, futures, physicals and
contributed pre-market data, the new
terminal can simultancously display the
Reuter Moniter Commodities News or the
Reuter Motator Money Rates Service.

This new multi-function terminal gives
the dealer access to information from
Reuters’ links with the futures markets; from

Reuters’ own worldwide network of
correspondents reporting news and price
movements as they oceur; and from market
makers, brokers and other professionals
contributing price and market information
directly into the system.

The divisions between different markets
arc breaking'down. The interchange of
constantly updated information is therefore
more important than ever

The new Reuter Monitor terminal,
with its flexible displays, supplies this
interchange.

Reuter Economics Services. 85 Fleet Street, London EC4P 4A]. Tel: 11-353 6060),
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Foreword

With the increasing interest being shown.in commodities by
governments, trade circles and investors, 1 welcome this second
edition of ‘Guide to World Commodity Markets’. '

Its up-dated information should provide a sound background to
all who wish to increase their knowledge or involvement in
commodities and lead to a better understanding of the vital part
played by the commodity markets in international trade.

P G Smith CBE
Chairman of the Federation of Commodity Associations
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The Commodity Market:
its Development and Function

John Edwards, Commodities
Editor Financial Times

Interest in the commodity markets, dealing in raw .materials, has grown
trcmcndously in recent years. There are several reasons for this. One is the
growing dependence of tne world, which is becoming more industrialized, on
raw materials and basic foodstuffs to provide the improved standard of living
required for a rapidly increasing population. Another is the oil crisis. In 1973,
the Organization of Petroleum Exporting Countries (OPEC) cut back supplics
and raised prices thus highlighting this dependence and raising doubts about
future supplies of other vital raw materials.

The OPEC example also inspired developing countries, providing primary
products, to seek a new economic order for the world in which they would
receive a larger, and fairer, share of the available wealth. That battle continues.
Meanwhile the world at large — ranging from politicians and economists to the
man in the street — has sought to strip off some of the mystique surrounding
commodity trading and to discover the forces affecting the prices of their daily
food and the raw materials which keep industry functioning. Some entirely new
concepts have been introduced into commodity trading as a result, reflecting the
changing conditions in the world., Further major changes can be expected with
the shifts in political and financial power to different areas, and the growth in
demand from the developing world and from the Communist bloc countries.

Fundamentally, commodity trading is simply the transfer of raw materials
from the point of production to the eventual consumer. This could be a short
distance, as in the case of the farmer supplying eggs to the local village shop, or
a long complicated journey during which the products pass through several
hands before reaching a final destination. Producers can either sell direct to
consumers, or via merchants and dealers. But the price of the commodity is not
easy to decide, especially if the transaction involves transporting it across the
world. This is where commodity markets play a vital role.

There are two basic types of commodity markets. One is concerned with the
actual physical trading of the commodity on the spot, or even for delivery at
some future date. The other is the commodity futures market, which is con-
cerned mainly with ‘paper’ transactions ind which plays an entirely different
role.

The actual physical market is a meeting place for buyers and sellers to do
business, often by auctioning the commodity for sale. Some commodities, such
as tea and fui,, are sold almost entirely by auction, either in the producing
country or in the consuming area, In other cases, only a small proportion of the
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Guide to World Commodity Markets

commodity is actually sold at physical market places, but the prices paid provide
a guideline for transactions outside the market between producers, merchants
and consumers. Some commodity sales are transacted directly by negotiations
between buyers and sellers, often on a government to government basis. All
these physical commodity transactions are essentially an extension of trading
between tribes that started in the early days of civilization,

Futures markets are a comparatively modern development, especially in their
present form. There is some confusion about the role of these markets, since
they are confined to a relatively few commodities and often seem to have
developed more by accident than design. The fundamental purpose of futures
markets, often forgotten these days, is to provide commodity buyers and sellers
with insurance against unpredictable price fluctuations. This is known as hedging.
The basic idea is to offset a physical forward commitment to buy or sell a
commodity by an opposite transaction in futures. Thus if the physical price
move in one direction brings the buyer or seller a loss, the futures transaction
will offset this by providing a matching profit. But if the physical price move-
ment gives the buyer or seller a profit, this is equally cancelled out by a loss in
the futures market.

Although the buyer or seller may be lucky enough to guess the price move-
ment accurately and make an extra profit on the market moving in his favour,
norinally he cannot afford to take the risk, since if the price moves in the wrong
direction his business could be wiped out. Traders are not in business to gamble
on price movements, By hedging on the futures market the buyer or seller is able
to fix a known price in advance for forward transactions and to conduct his
business accordingly. It is more of a gamble not to hedge in this way, when the
opportunity is available, Merchants involved in both selling and buying
commodities find futures markets an extremely useful tool enabling them to
undertake trading that they might otherwise find too risky.

The same applies, though to a lesser extent, for producers and consumers, If
they have a guaranteed price there is no need to hedge the risk. Futures markets,
therefore, are concentrated on commodities which are internationally traded and
the prices of which are not controlled but subject to fluctuation according to the
law of supply and demand. Even then it is difficult to establish a useful futures
market if it is impossible to confirm a standard quality on which to base prices.

However, assuming there is standard quality of the commodity that can be
tendered onto the market together with relatively free pricing to encourage
trading, cither internationally or domestically, then the futures market can play
a vital role, not only for hedging but also in establishing a true price for the
commodity, taking into account all the influences at hand. It is often thought
that the price of a commodity is the cost of production, possibly plus a profit
margin for the producer. But. this is not the case. For a start, production costs
can vary widely between producers, and between countries. The real price of a
commodity is what the buyer is prepared to pay. It would be useless, for
example, to go on producing expensive bars of chocolate if no one wanted to
buy them. )

Obviously in the long-term costs of output have to be taken into account if
the producer is to continue supplying the commodity. But in the short-term, the
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