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Commodities Derivatives Distribution —
Emerging Opportunities

Commodities have always remained closely connected to economic progress. The
energy that powers industries, the metals used to create infrastructure, and the raw
materials consumed by manufacturers form the foundation of the physical economy.
While technology and services continue to transform the world, every economy still
depends on efficient commodity markets for growth and stability.

As India moves towards becoming a larger manufacturing and consumption-
driven economy, managing commodity price volatility is becoming increasingly
important. Businesses today operate in a globally connected environment where
prices are influenced by several factors including demand-supply changes, geopolitical
developments, currency movements, weather conditions, and shifts in global trade
flows.

For companies dealing with commodities, these price movements are not merely
numbers on a screen. They directly influence procurement decisions, production costs,
working capital requirements, profitability, and long-term planning. A manufacturer
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of India Ltd. Commodity derivatives markets provide transparent platforms for price discovery and
enable participants to manage price risks. In the two and half decades of existence of
the electronic modern commodity derivatives markets in India, they have created perceptible impacts in the economic
landscape and resilience of entities connected to commaodities. However, the future growth of these markets depends
not only on product innovation and market infrastructure, but also on strong distribution.

The next opportunity lies in ensuring that solutions provided by the Exchange Traded Commodity Derivatives (ETCD)

reach a wider set of participants across industries, geographies, and business segments.

Moving from Market Access to Market Adoption
Over the years, India has built strong financial market infrastructure. However, the development of any financial market
depends on three important pillars — reliable products, trusted infrastructure, and effective distribution.

A product creates value only when it reaches the participants who can benefit from it.

The growth of some sections in India’s financial markets demonstrates the importance of distribution. Wider
participation is enabled not only by the availability of investment products but also by brokers, intermediaries, technology
platforms, and investor education initiatives that simplified market access.

Commodity derivatives are positioned for a similar journey. The focus is gradually moving from providing access to
increasing adoption.

A retail participant, MSME manufacturer, large corporate, and institutional investor may all participate in commodity
markets, but their objectives are different. A strong distribution ecosystem understands these differences and delivers
suitable solutions.

The Bridge Between Markets and Participants
Brokers have historically played a crucial role in expanding financial markets. They act as the important link between
market infrastructure and end users.

In the early stages, commodity broking was largely relationship driven. Participants depended on brokers not only
for execution but also for market information, price updates, and understanding contract mechanisms. This traditional
broker network helped establish trust and awareness among physical market participants.

Over time, technology transformed the broking landscape. Digital and discount broking platforms simplified market
participation through digital onboarding, transparent pricing, mobile applications, and easy availability of information.
These developments significantly reduced barriers and expanded market reach beyond traditional financial centres.
The recent increase in client participation in commodity derivatives market through digital broking, highlights the power
of efficient distribution.

The next phase for brokers in ETCD market will go beyond providing trading access. It will involve becoming solution
providers. For a manufacturer, the requirement may not be simply buying or selling a futures contract. The requirement
may be understanding exposure, identifying price risks, and implementing suitable hedging strategies. This creates an
opportunity for brokers to develop specialized commodity capabilities. The role of brokers can evolve from transaction
facilitators to risk management partners and involve services such as industry-specific risk solutions, hedging support
for businesses, market research and insights, digital analytical tools and education and awareness initiatives, apart
from other innovative support.
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MSMEs: Expanding Commodity Risk Management

India’s Micro, Small and Medium Enterprises (MSMESs) represent one of the biggest opportunities for adoption of
commodity derivatives. MSMEs contribute significantly to manufacturing, exports, and employment. Many operate in
sectors where raw material prices directly affect business performance. A company using copper, aluminium, zinc,
energy products, or precious metals may have expertise in manufacturing but may not have dedicated resources to
monitor global commodity cycles. An unpredicted and adverse price movement can impact margins and business
planning. For these companies, commodity derivatives can act as business protection tools. For instance, a manufacturer
holding inventory or accepting future orders may already have commodity exposure, and so the risk of adverse price
movements. Hedging using instruments available in the ETCD market helps manage the risk from this exposure.
However, many MSMEs may be unaware about the quantum of risk they face or the mechanism of hedging. Increasing
awareness among MSMEs can help them view commodity derivatives as practical business tools for hedging rather
than only financial market instruments. Here, brokers and advisors can play a major role by taking structured risk
management solutions closer to these small businesses.

From Execution-Based Distribution to Advisory-Based Distribution

Financial market distribution naturally evolves with maturity. In the first stage, the focus is access. Participants need
platforms to enter markets. In the next stage, the focus shifts towards solutions. The same transition has been visible
in equity markets, where the ecosystem evolved from basic buying and selling of shares to research services, advisory
models, portfolio solutions, and wealth management.

Commodity markets have a similar opportunity. Intermediaries in the commodity markets can build specialized
services around market intelligence, corporate hedging strategies, comprehensive exposure analysis, customized risk
management framework and sector-focused solutions, among others. This transition can create a deeper relationship
between commodity markets and the real economy.

Technology and Artificial Intelligence: The Next Evolution of Distribution
Technology has already changed how participants interact with financial markets. The next phase of transformation of
the ETCD market will possibly be driven by data analytics and artificial intelligence.

Commaodity markets generate large amounts of information every day — including global prices, supply-demand
trends, inventory levels, weather developments, currency movements, and geopolitical events. Analysing this
information can be challenging, especially for smaller participants. Artificial intelligence can help convert large amounts
of data into simpler insights. The objective is not replacing human judgement but supporting better decision-making.
For businesses, Al-based tools can help identify potential risks, monitor commodity exposures, and provide relevant
information based on their requirements.

For example, a manufacturing company consuming industrial metals may receive customized insights based on
price movements, consumption patterns, and market developments. For brokers, Al creates an opportunity to serve
customers at greater scale. Instead of providing the same information to every participant, technology can enable more
personalized communication and solutions. Deployment of technology like Al can support greater value addition in
distribution by way of customized market insights, faster information processing, sharper use of risk monitoring tools,
improved customer education and overall better decision support systems.

This, the future of commodity derivatives distribution is likely to be not only about providing access to markets but
also about providing the right information to the right participant at the right time.

Institutional Participation: Building Market Depth

Deep and mature commodity derivatives markets require participation from different categories of participants. Globally,
commodity markets have developed through involvement from producers, consumers, financial institutions, investment
managers, and professional participants. Each category contributes differently. Commercial participants use markets
primarily for managing price risks. Financial participants look for investment opportunities and bring liquidity, research
capabilities, and wider participation. In terms of distribution, financial institutions like mutual funds contribute enormously
in connecting to the ETCD market large swathes of retail investors, who otherwise may not have the wherewithal to
directly participate in this market. A widely participated market is a deeper market that benefits all participants through
better price discovery and efficient execution. As India’s financial markets continue to mature, institutional participation
can become an important driver for commodity market growth.

While India has made significant progress in expanding participation, certain areas provide opportunities for further
development. Take mutual funds, for instance. Currently, mutual funds participating in ETCDs operate within defined
regulatory frameworks. Unlike some global markets where institutional investors actively participate through both long
and short strategies, domestic mutual funds have limitations on taking independent short positions in ETCDs. Expanding
the range of permitted strategies over time can help bring additional institutional liquidity and improve market efficiency.

Another important area is the development of liquidity across longer-duration contracts. Commaodity price risks faced
by businesses are not always short-term. Manufacturers, exporters, and large consumers often plan procurement and
production cycles several months ahead. Financial participants can take a longer-term view of the market and invest
in longer duration contracts.

Globally, deeper institutional participation has supported the development of products such as commodity funds, index
products, structured strategies, and long-term hedging solutions. Similar evolution in India can strengthen commodities
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as an asset class while also supporting the risk management needs of the real economy. A broader institutional
ecosystem consisting of mutual funds, portfolio managers, Foreign Portfolio Managers, Alternative Investment Funds,
Specialised Investment Funds, corporates, and other participants can create help deepen the commodity derivatives
market, improve liquidity, and enhance its overall efficiency.

The Road Ahead

The future of commodity derivatives distribution will possibly be shaped by collaboration across the ecosystem.
Exchanges provide transparent market infrastructure. Brokers and intermediaries expand reach and awareness.
Technology improves accessibility. Institutions and businesses deepen participation. Together, these elements create
stronger and more efficient markets.

As India strengthens its role in global manufacturing and trade, effective commodity risk management and getting the
right price signals will become increasingly important. The next phase of growth will not only be about more participants
entering commodity markets. It will be about ensuring that the right participants use these markets for the right purpose.

A mature commodity ecosystem supported by strong distribution, technology, awareness, and trust can contribute
significantly to building a more resilient and competitive economy.
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