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Spot and Derivative Contract Prices:
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Abstract: India is known as land of spices and boast of a long
history in spices trading. Cardamom derivative contract is listed
Jor trading on Multi commodity Exchange in India. This paper
endeavors to find out relationship between spot and derivative
contract of cardamom. The relationship is also tested between
derivative price of cardamom and spot price Two period
derivative contracts, near month contract and next contract of
cardamom are used for the study. Long run relationship is
examined through ARDL Bounds test. ECM is applied to find out
short term relationship and speed of adjustment towards long run.
Long run relationship was found between spot and derivative as
well as between derivative and spot. Long run relationship was
established in both period contracts. Short run relationship was
also established and speed of adjustment is higher in near month
contract.

Index Terms: Derivative contract, Spot contract, ARDL, ECM,
Cointegration

1. INTRODUCTION

India is known as land of spices and boast of a long history in
spices trading. India has diverse soil and climate which
provides the opportunity to cultivate a variety of spice crops.
Spices are low volume and high value crops. Spices plays a
unique role in economy of India, as this is labour intensive
industry so provides great opportunities of employment in
rural India. Most of these spices are produced in southern of
parts of India and exported out of India The major spices
produced in India are Cardamom, Chilli, Pepper, Turmeric,
cumin, Ginger, Coriander, Fenugreek, Garlic etc. Cardamom
is one of the valuable spices which is exported out of India. In
year 2016-17, 3850 Tons of cardamom valuing 421.5 crores
was exported from India. In year 2017-18 there is substantial
increase in export of cardamom as 5680 Tons of cardamom
was exported from India valuing Rs.609.08 crores as per
report of Ministry of Commerce and industry. To ensure
transparency and better price for cardamom to the growers
cardamom is listed in derivative market of Multi commaodity
Exchange in India (MCX). Derivatives commodity markets
are primarily used as a tool by farmers and participants to
understand the trend of the market on price front on the basis
of which an informed decision on whether to hold the crop or
to sell the crop. Efficient commodity market, the derivatives
price is considered to be an unbiased predictor of the spot
price at expiry of contract and the current derivatives price
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should be match to the spot price on maturity of derivative
(Kellard et al.,1999; Haigh, 2000). Market efficiency implies
cointegration between spot market and derivative market as
both the markets are dependent on same factors. So spot and
derivative prices should not drift from each other (Beck S
1994). So it is important to find out relationship between spot
and derivative market.

II. REVIEW OF LITERATURE

Wiese and Lake (1978) studied the price discovery between
spot prices and derivative prices. The significance of their
study depends upon the convergence between spot market and
derivative market. Kawaller et al (1987) revealed that
movement in index derivative leads to movement in spot
market and relationship exist between spot and derivative.
Stoll and Whaley (1990) found that S&P500 derivatives price
lead in price discovery of spot price. Schwarz and Szakmary
(1994) studied the inter relationship between the spot and
derivatives market. He used data from NYMEX in the
petroleum sector and concluded that petroleum derivatives
and spot markets are co integrated and the derivatives market
overtakes the spot market. Beck (1994) examined the long
run and short run market efficiency, with the help of
cointegration and ECM, in five US commodity derivatives
markets for 8 and 24 weeks time span. Garbade and Sibler
(1983) and later on Engle and Granger (1987), examined
price discovery process through co integration technique.
Silvapulle and Moosa (1999) examined the relationship
between the spot and crude oil derivative contract prices.
Daily crude oil data was colleected from NYMEX. Linear
causality test results depict that derivative prices lead spot
prices, but nonlinear causality testing shows a bi-directional
casual relationship. Yang and Leatham (1999) examine price
discovery process in derivative contract of wheat through
used forecast error variance decomposition found that future
play a leading role. Moosa (2002) applied Garbade and Silber
(1983) model to find out role of derivative in price discovery
along with risk transfer using data of crude oil. Daily price
data of crude oil was collected and analyzed. The result
indicate that derivative contracts are 60% efficient in Price
discovery. Irwin et al. (2009) examined data from commodity
market and indicated that in the long-run equilibrium between
spot and derivative market. He further concluded that cash
market is strong i price discovery where actual forces of
demand and supply effect price movement.
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Error correction term -0.015271 is negative and significant so

short run relationship between spot and next contract

derivative prices of cardamom. The speed of adjustment

towards long runis 1.52 %.

VI. CONCLUSION

The long term relationship or co-integration exists between
near month derivative price and spot price series of
cardamom. Long term relationship also exists between next
month derivative price series of cardamom and spot price of
cardamom. Co-integrations also exist between spot and near
month derivative price series of cardamom. Long term
relationship is also found between spot and mext contract
derivative series of cardamom. Short term relationship was
found in near month derivative price series of cardamom and

spot price series of cardamom and vice versa also. Short term &%

relationship was found in next contract derivative price series -
of cardamom and spot price series of cardamom and vice
versa also. The speed of adjustment towards | ong term is more
in near month contract than next derivative contract. So the
derivative contract of cardamom is efficient as long term and
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Abstract
Through the annals of history,we tend to find episodes of valour,dedication and sacrifice for
the cause of nation, of men, who chose to strive against forbidding odds and led a life of

difficulties, squalor and misery. They should have been leading a comfortable life but for
in such a

their urge to keep the nation above everything. They were trained and brought up
manner that for them, their nation and people in it were of prime importance, no matter what

happened. However,the fact remains that these unsung heroes died a quiet death and were
to discussing the Indian

left to wither under the burden of anonymity. When it comes

history, the above mentioned facts could readily be cross checked. It is our plight that after
India gained independence in 1947 , the contemporary government undertook the task of
giving impetus to only those periods of Indian history which were a black spot on the piety,
innocence and Rajdharma of kings who held their promise and name above all things . As
we read Indian history and compare it with world histories, this void between the ruler and
the ruled, the fact and overdose of fiction come to our view. India is perhaps the only
country where nationalistic fervor and sacrifice for the sake of the nation were trampled

underfoot thereby giving way to glorification of afghan invaders, conferring titles on
d roads after them in the post -

dynasties of Muslim invaders and naming institutions an
independence era while at the same time, the Indian heroes of struggle with foreign forces
ise of nationalism and a surge in

were forgotten. Over a passage of time and with the r
patriotic fervor coupled with boost to social and electronic media , questions have begun to
be asked and the wrong doings of the dynasties have been questioned repeatedly.
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self. We are the custodians of a rich

Our nation is an old one, probably as old as the earth it
heritage, having an aura and a charm of its own, while, at the same time, guiding the world

about human values, affinity for fellow beings, importance of being earnestly dedicated,
giving the status of God to a guest. For centuries, we have borne the guilt of being very
Jenient towards the invaders, who came to this great nation with mercenary motives, got
involved too much in their selfish and vicious tendencies.(1) Nation and the concept of
being united were never an appealing thought to the Indians. When the self- sustaining
nature of the villages was given a jolt by the business men from these nations, the artisans
and skilled people from these villages were made to shift to cities for working for their
survival as the production from their industries was to rule over the handmade things. The
industry was given much freebies and the raw material was straight sent to these factories
owing to the whims of the princely states satisfied by the costly gifts by these businessmen

from the West.
Far sightedness was genuinely lacking in the people of those times. They were not able to
fathom the troubles they were to confront by providing facilities to the merchants from the
industrial nations. Tackling a state, one at a time was the policy followed by the merchants
who stayed to rule. They knew very well that they would not be able to surmount the
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