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Professional Certificate in Agro-Commodity Trading

Fundamentals of Agricultural Market Analysis

Agricultural Market Analysis: the process of evaluating and understanding the supply and demand factors,
price trends, and other market conditions that affect the trading of agricultural commodities.

Agro-Commodity Trading: the buying and selling of agricultural commodities such as grains, oilseeds, sugar,
coffee, and cocoa.

Basis: the difference between the cash price of a commodity and the price of a futures contract for the same
commodity. The basis can be positive or negative, and it reflects the cost of storage, interest, and other
factors.

Carrying Charge: the cost of storing and financing a commodity from one period to the next. The carrying
charge is reflected in the difference between the price of a nearby futures contract and a more distant
futures contract for the same commodity.

Cash Market: the physical market where agricultural commodities are bought and sold for immediate
delivery.

Commodity Exchange: an organized market where agricultural commodities and other goods are traded
through futures and options contracts.

Convergence: the tendency of the price of a futures contract to converge with the cash price of the
underlying commodity as the contract approaches expiration.

Cotton: a soft, fluffy staple fiber that is widely used in the textile industry.

Cocoa: the dried and fermented bean of the cacao tree, used to make chocolate and cocoa powder.

Coffee: the seeds of the coffee plant, used to make coffee drinks.

Crush Spread: a trading strategy that involves buying a futures contract for soybeans and selling futures
contracts for soybean oil and soybean meal.

Demand: the quantity of a commodity that consumers are willing and able to buy at a given price.

Futures Contract: a standardized contract that obligates the buyer to purchase, and the seller to sell, a
specified quantity and quality of a commodity at a predetermined price and time.

Grains: crops such as wheat, corn, and soybeans that are grown for their seeds.
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Hedging: the use of futures contracts to manage price risk in the cash market.

Market Order: an order to buy or sell a commodity at the best available price in the market.

Options Contract: a contract that gives the buyer the right, but not the obligation, to buy or sell a specified
quantity and quality of a commodity at a predetermined price and time.

Price Discovery: the process of determining the price of a commodity through the interaction of buyers and
sellers in the market.

Price Risk: the risk of loss due to changes in the price of a commodity.

Soybeans: a legume that is widely used as a source of protein and oil.

Spread: the difference between the price of two futures contracts for the same commodity with different
delivery months.

Supply: the quantity of a commodity that producers are willing and able to sell at a given price.

Sugar: a sweet crystalline substance obtained primarily from sugarcane and sugar beet.

Tick Size: the smallest increment of price movement for a futures contract.

Trading Range: the range of prices at which a commodity is actively traded in the market.

Wheat: a cereal grass that is widely used as a food grain.

In the Professional Certificate in Agro-Commodity Trading, students will learn the fundamentals of
agricultural market analysis and how to use this knowledge to make informed trading decisions. This
includes understanding the factors that affect the supply and demand of agricultural commodities, the role
of futures and options markets in managing price risk, and the importance of market analysis in identifying
trading opportunities.

One of the key concepts in agricultural market analysis is the basis, which is the difference between the cash
price of a commodity and the price of a futures contract for the same commodity. The basis can be positive
or negative, and it reflects the cost of storage, interest, and other factors. For example, if the cash price of
corn is $3.50 per bushel and the price of a December corn futures contract is $3.60 per bushel, the basis is -
$0.10 per bushel. This means that the seller of the corn would receive $0.10 less per bushel if they sold their
corn on the cash market rather than delivering it against the futures contract.

Another important concept is the carrying charge, which is the cost of storing and financing a commodity
from one period to the next. The carrying charge is reflected in the difference between the price of a nearby
futures contract and a more distant futures contract for the same commodity. For example, if the price of a
July soybean futures contract is $9.50 per bushel and the price of a November soybean futures contract is
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$9.60 per bushel, the carrying charge is $0.10 per bushel. This reflects the cost of storing and financing the
soybeans for four months.

The cash market and the futures market are closely linked, and changes in one can affect the other. For
example, if there is a drought in the Midwest and the supply of corn is expected to be lower than demand,
the cash price of corn is likely to increase. This will also cause the price of nearby corn futures contracts to
increase, as traders anticipate the higher cash price. As the delivery date of the futures contract approaches,
the price of the futures contract and the cash price of corn are likely to converge, as the futures contract
becomes a more reliable indicator of the cash price.

Hedging is the use of futures contracts to manage price risk in the cash market. For example, a farmer who
has grown a crop of corn can sell a futures contract for the corn at the current price, locking in a price for
their crop. If the price of corn increases before the farmer sells their crop on the cash market, they will still
receive the lower price from the futures contract, but they have protected themselves from a price decrease.

Market analysis is an essential tool for identifying trading opportunities in the agricultural commodity
markets. This includes analyzing supply and demand factors, such as crop yields, weather patterns, and
government policies, as well as price trends and market sentiment. For example, if there is a strong demand
for soybeans from China, this is likely to drive up the price of soybeans and create a trading opportunity for
traders who are long on soybeans.

There are several types of orders that can be used in the agricultural commodity markets, including market
orders, limit orders, and stop orders. A market order is an order to buy or sell a commodity at the best
available price in the market. A limit order is an order to buy or sell a commodity at a specific price or
better. A stop order is an order to buy or sell a commodity when the price reaches a certain level, known as
the stop price.

Options contracts are another tool that can be used in the agricultural commodity markets. An options
contract gives the buyer the right, but not the obligation, to buy or sell a specified quantity and quality of a
commodity at a predetermined price and time. This can be useful for protecting against price risk or for
speculating on price movements.

In conclusion, the Fundamentals of Agricultural Market Analysis is a key course in the Professional
Certificate in Agro-Commodity Trading, providing students with the knowledge and skills they need to
understand the agricultural commodity markets and make informed trading decisions. This includes
understanding the factors that affect the supply and demand of agricultural commodities, the role of
futures and options markets in managing price risk, and the importance of market analysis in identifying
trading opportunities. By mastering these concepts, students will be well-equipped to succeed in the
dynamic and challenging world of agro-commodity trading.
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