


New Year Begins With New Zeal

Executive Summary

At the National Multi-Commodity Exchange of India, the year 2006 began with a new
zeal, with some commodities such as Soyabean Oil, Urad, Gold and Kilo Gold marking
a reappearance. And, many more are still making the beeline, trying to make their
presence felt at the NMCE trading screen. The month of January 2006 also found itself
different from others in the past, in terms of turnover and activities. Mr. Lamon Rutten
(Chief of Finance and Energy- Commodities branch of UNCTAD) and Ms. Frida Youssef
(working in the unit on commodity marketing, risk management and finance of
UNCTAD), paid a week-long visit to NMCE during January 2006. The visit of the duo
proved fruitful in a way that NMCE team got a unique opportunity to interact with them
and got fresh ideas on commodity futures, storage, commodity financing and the like.
During the month, NMCE conducted awareness programmes on Coffee futures at
Kalpetta and Kushalnagar.

During the month, NMCE facilitated physical delivery of 776 MT in Pepper, 194 MT in
Rubber, 28 quintals in Cardamom and 7.5 MT in Coffee Robusta. With these positive
notes, NMCE is striving to grow to the stature of ‘a force to reckon with’. Truly, the first
electronic demutualised nation-wide commodity exchange of India is on the way to earn
many more firsts to its credit. The most striking and impressive aspect is that NMCE
never compromises with ethics and the quality of service. For us, Honesty is the Best

policy.



(1) Glance over the performance

During the month under review, total turnover rose to Rs.2,448.22 crore from the
Rs.1,960.39 crore registered in December 2005. During both the months a total of 10
commodities were traded at NMCE.

However, for the six prominent commodities mentioned hereabove, the total turnover
was Rs.2,419.59 crore against the Rs.1,744.14 crore turnover for the same six
commodities in December 2005. The month also witnessed growth in turnover for
commodities such as Rubber, Guar Seed and Chana and a marginal fall in Cardamom
and Castor Seed 10 MT. The fall was conspicuous for Pepper, in which the turnover
was as low as Rs.287.44 crore against the Rs.521.52 crore recorded in December
2005. But NMCE is hopeful to soon overcome this setback and regain its top position in
Pepper. The highest growth was registered in Guar Seed, with the turnover rising by
over five fold. However, Rubber stole the show with clocking the highest turnover-
Rs.768.47 crore- among all the commodities. Chana also performed well with the
turnover registering over two fold rise.



(2) Commodity Details

(2.1) Pepper

Total six series were prevalent in Pepper as of 31 January 2006. During the month, the
nearest month February 2006 series clocked volume of 1,138 lots because it is
approaching maturity, and the most active March 2006 series was much ahead with
33,600 lots. As in normal case Contango was visible in Pepper near month and far
month series. For February series, the prices were above Rs.7,000 and towards the end
of the month they stood at close to Rs.6,600. And, in case of the March series, the
prices were above the Rs.7,200 mark and fell to a little above Rs.6,800 in later part of
the month. The above chart clearly depicts that how pepper prices in NMCE moves in
parity with the spot market.

The domestic pepper market has been put in a fix since Vietnam pegged the prices of
its produce at lower rates, contrary to the expectations of the market.

The image and reputation of the unique strength of NMCE partnering CWC for its
physical delivery system was constantly hurt since August 2005 by crafted rumors in the
market about the quality of Pepper at NMCE. It was claimed by inexpert market sources
of the competitors that Pepper quality of NMCE is sub-standard and that of the
competitor exchange is superior.



The benefit of artificial arbitrage opportunity was given to the market with the support of
such crafted market rumors continuously for 6 long months. Nowhere in the world
commodity futures market, has any normal arbitrage opportunity stayed alive so long?
This question should’'ve raised eyebrows of the market participants.

The real story is that traders simply lifted out NMCE stock of pepper from CWC and
shifted to SWC and other godowns of competitor exchange. If the NMCE’s stock had
gone deteriorated, then how can the same stocks are continuously shifted to other
warehouses and getting 100 rupees premium?

This difference in prices was a bubble and has busted out; it is time for the trade
participants to go for introspection. The competitor exchange’s pepper prices are has
come down from 21% January 2006 not only that, they are getting almost at par with the
NMCE Pepper prices. What does this trend indicate - whether the NMCE pepper quality
has improved or that of the competitor exchange’s pepper quality has deteriorated? The
market has also started accepting that NMCE’s quality saying it is not sub-standard and
is good as it use to be. This fact is supported by the following trend charts.




@




(2.2) Rubber

Total four series were prevalent in Rubber as of 31 January 2006. During the month, the
nearest February series clocked volume of 32,966 lots and the most active March series
39,302 lots.

The Rubber prices have been showing a continuous upward movement since the
beginning of the month. The February series prices rose to Rs.8,200 from the Rs.7,400
in the initial stage. Same way, the March series prices have been going up incessantly
from the Rs.7,500 mark to over Rs.8,400 towards the end of the month. During the
month, Rubber performance was excellent with the Rubber turnover touching new
pinnacles with each passing day. The major reason behind continuous upward
movement in Rubber prices are partly because of continued rising world demand
(mainly from Japan) facing limited supply mainly from Thailand, the world’s largest
natural rubber producer and exporter. Moreover, political instability in major rubber
growing areas of Thailand had a negative effect in its rubber production also. Thai
exporters already sold rubber forward expecting plenty of rubber supply, so they have
had to come in the market to buy, which has driven RSS prices even high.

The prices are still expected to stay above the average level; however the sudden rise
in prices can be expected further because during the 1% week of February’06 Thailand
RSS 3 market remained volatile enough, but a little bit correction will obviously come.



(2.3)Cardamom

Three series were prevalent in Cardamom as of 31 January 2006. During the month,
the nearest February series clocked volume of 7,788 lots and the most active March
series 7,574 lots.

Cardamom February series prices were at Rs.288.10 in the beginning at towards the
close of the month, they stood at Rs.263.95. The fall was around Rs.24. The March
series started at Rs.298.40 and by the end of the month they came down to Rs.271.85,
with a fall of around Rs.26. Hence, both series showed almost similar performance in
terms of volume and prices. During the cropping season of cardamom, i.e. from August
to March approximately 6 picking is done in each 45 days interval; and in the initial and
end season of cardamom less bold size crop arrives in the market. So it is expected
during the month to come, the prices are expected to be range-bound.



(2.4)Castor Seed 10 MT

Three series were prevalent in Castor Seed 10 MT as of 31 January 2006. During the
month, the nearest February series clocked volume of 1,166 lots and the most active
March series 1,164 lots.

The February series prices began at Rs.1,497 and stood at Rs.1,449.3 towards the end
of the month. The March series, showing almost similar trend, began at Rs.1,487 and
stood at Rs.1,464 towards the end of the month. The prices gradually kept on falling
after a rise in the early January 2006. In February, the futures prices are expected not to
move upward more than Rs 25 -Rs 30 further. The low export orders and high carry
forward stock has led to less or no movement in the prices of castor seed in Gujarat
market. Apart from low export orders, a bumper crop this year could keep the prices
further subdued.



(2.5) Guar Seed

Total three series were prevalent in Guar Seed as of 31 January 2006. During the
month, the nearest February series clocked volume of 1,77,958 lots and the most active
March series 1,47,488 lots.

The February series prices came down to Rs.1,737 from Rs.1,776, showing a
cumulative loss of Rs.39. Whereas in case of March series, the prices improved from
Rs.1,775 to Rs.1,782, showing a rise of Rs.7 towards the end of the month. On 23"
January, the March series prices went up as high as Rs.1,835, and, on the same day,
the February series prices too touch the peak at Rs.1,784. The prices are still expected
to go up with fall in arrivals.

Since December — February is the main arrival season of the crop, the February series
remain in backwardation relative to the spot market. It is expected that bears will
continue their dominance over the bulls.
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(2.6) Chana

Tthree series were prevalent in Chana as of 31 January 2006. During the month, the
nearest February series clocked volume of 18,226 lots and the most active March series
13,538 lots.

In case of Chana, a clear backwardation is observed in futures prices during January
month since it is the lean period. March to June is the main arrival season of Chana.
Therefore expecting a drop in futures prices the market run in backwardation.
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Conclusion

During the month under review, NMCE gave a boost to futures trading in Castor Seed,
Guar and Chana as per decided in December 2005. And, the results were as per
expectations, with the performance in these commodities improving steadily.

Castor Seed new arrivals have started hitting the market and cotton arrival still
continues. Same way, fresh crop of Guar Seed, Moong, Urad, Soyabean etc. is also
arriving in the market. Shedding among Rubber trees in the major Rubber growing
areas of South India will start around mid-February. During the month NAFED declared
to purchase 30 lakh tones of Rape Seed.
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For more details, contact:

Jogen Tripathi (Research & Development)
079-26578743/53 (NMCE-Ahmedabad)

Or write to: comex@icenet.net

NMCE
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