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Editorial
MEX NEPAL YEAR BOOK

I

t seemed like just yesterday when we
had brought out the 2011 edition of
MEX Yearbook. But as time aged on, it
seems the company has turned a full circle and
we are again in front of our dear readers with
an endeavor of the third edition of the year
book. While nothing seems to have changed in
the international front with Europe and the US
still struggling with financial crisis and Asian
economies slowing down, we have tried to bring
some diversity to this edition.
In this edition, we have introduced an exciting
section called “the almanac”. This section will
feature a breakdown of events which have shaken
the financial markets. For easy comprehension,
we have broken down the events according to
months so that our readers are better able to
comprehend which events affect their trading and
be ready for such events in the future.

2012

Desk

We have also introduced the macroeconomic
data section. This section will detail the major
macroeconomic data of Nepal over the last 5
years. The purpose of introducing this section
is that we feel that information about both
international and domestic economic state is
necessary to empower our readers to become true
investors and the investors should be capable
enough to understand why the Nepalese economy
is going through the current financial imbroglio.
Likewise, we have also incorporated financial
quotes which we feel are relevant to the world of
investing.
One thing we would like to point out is that
while the editorial team has changed over time,
the core theme of publishing the year book, which
always was to better empower our readers in the
world of commodity trading, hasn’t changed.

Over time, we have managed to broaden the
scope of the year book, but the central theme
remains the same.
Finally, we would like to thank everyone
involved in making this noble venture a success
that we had never dreamed of. We would like
to thank the experts who have taken the time
and effort in penning their thoughts. A round
of thanks goes to the design and printing team
who has made this issue and the previous issues
a monumental success. Special thanks go to our
MD. Mr. Dipendra Khatiwada and CEO, Mr.
Jitesh Surendran for their constructive ideas
and their warm support without which the MEX
Yearbook would not have been a possibility.
Lastly, as always, we urge our readers to stay
informative and provide us with their valuable
suggestions to make the coming editions even
more fruitful.

The editorial desk can be contacted through: r&d@mexnepal.com

03

Contents

MEX NEPAL

YEAR BOOK
2012

OPINIONS

01
03

05

06

Experts View

Pictorial of Commodities

D R Dogra

09

Dr. Karan Thagunna,
Mr. Pragalv Neupane

11

Chiranjivi BC

15

Editorial Desk

Richard Kapps

21

we have introduced an exciting section called
“the almanac”. This section will feature a
breakdown of events...

Sunera Saba Khan

23

Tula Raj Basyal

25

It is our great pleasure to publish the third limited
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a strong cycle of commodity industry

Dipendra Khatiwada
Managing Director
MEX Nepal

T

his gives us immense pleasure that we are adding one more year of
successful operation by adding another milestone in commodity industry
in Nepal. But at the same time, a long awaited issue still needs to be resolved from
the government side i.e. regulation. Efforts were made for regulatory arrangement
and the task had been initiated but it’s not coming in conclusive shape, which is
still painful for all of us.
Year of 2012 was a time of turbulence for commodity market. That was actually
stress testing phase for all of us, but that was an opportunity to strengthen the
weaknesses which was in the market. These were not mistakes or unlawful, but at
some extent these were weaknesses and time has urged us to rectify it and make a
strong cycle of commodity industry.
Focusing on all these aspects now we are bringing a step ahead solution for this
industry where a trader can decide market pattern on listed commodity and trader’s
behavior will be the sole factor to fluctuate the prices in the market. It’s in a sense
of transformation of industry with local demand-supply pattern.
Time and again we are in the same situation to urge regulatory arrangement,
warehousing facility, grading and supply chain mechanism effectiveness with
government. Supporting policies are essential and these are not yet fulfilled. We
hope these aspects are not to be uttered from next year onwards.
We are pleased with our entire system which we have developed to enhance the
commodity set up. All members, market participants, MEX employee who acted
as pillars of this success are also valuable assets to us. We thank all of them at this
moment.

Dipendra Khatiwada
Managing Director
MEX Nepal
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Message of CEO

“You tell us what Contracts you want to trade;
chances are good that we can deliver”

Jitesh Surendran
CEO
MEX Nepal

MEX has continuously grown while greatly contributing to the
overall advancement of the Nepalese Commodity Market, backed by
advanced financial skills of the consultants on the advisory panel of
the Exchange.
Building on our business capabilities and professionalism, MEX
vows to provide the best financial answers in Nepal and to reward
our customer’s support with the products and services that really meet
their needs and help them fulfill their dreams.
The futures industry is evolving faster and in more ways than
ever possible. Markets continue to grow, new products provide more
hedging and trading opportunities, and the changing regulatory
environment brings new challenges to market participants. At the
same time, technological innovation fuels massive growth and allows
for scalability to meet the ever increasing demand for product and
service.
MEX looks forward to the next 100 years and we will continue
to hold ourselves accountable to the highest standards which have
earned our client’s trust and confidence throughout our history. We
are ever grateful for your business and look forward to serving you
for years to come.
The time has come to take the big leap, in terms of restructuring
the market, with the experience the market participants have in the
commodity market. As stated last year, MEX has been indebted in
providing technology plus prudent business model to our invaluable
market participants. So the time has come to step into this new
revolution of the commodity market industry in Nepal.
The year 2012 has seen many ups and downs in the commodity
industry as a whole. But such market behavior will only give room
for the exchanges to strengthen their systems but also deliver world
class services.
Maintaining the leading position in the industry or in any other
industry for that matter means never being satisfied of the status quo.
We are constantly seeking for ways to bring on our business to the
next level.
We are in the process of building the necessary foundation to
establish ourselves as a key player of the market.
By practicing our vision, we are determined to deliver greater
happiness to customers, shareholders, employees as well as the entire
community.
It is always to be reminded that the current and future success
could not have been possible without our customers’ continuous
loyalty and trust. Both existent and potential customers are the driving
force behind achievement of MEX and they play, without doubt, an
important part in swaying sense of contentment to each and every
member of the community through their generous contributions.
2013 will be a Year of Positioning ourselves in terms of:
2013 Year of Positioning 		
				
				
				

Position for Change
Position for Opportunity
Position to be the best
Position for success

In 2013, we will be looking forward to the launch of the New
Business Model, complemented with the new technology to expand
our exchange into Nepal’s comprehensive commodity marketplace.
Considering the importance of the agricultural industry to the Nepalese
economy, we understand our great responsibility in revitalizing the
futures market. We are prepared to make our best efforts to promote
the healthy growth of the new agricultural sector in the country.
To do this, I have built a roadmap for our future that centers on
enhancing our culture, engaging our employees and the communities
around us, exceeding the expectations of our clients and delivering
value to our shareholders.
With an excellent management team, strong capital position, deep
client relationships and global reach and scale, I believe MEX is well
positioned to the face the future with confidence.
Our vision is to build MEX into a leading multi asset exchange with
world class talent, top notch management, cutting edge technology,
and superior services.
Transparency, integrity and fairness are the core of MEX’s
principles, and it is our common belief that growth and development
can only be sustained by enhancing the economic functions of futures
markets and meeting the demands of both commercial and noncommercial traders.
In today’s highly competitive business environment, only the
best will survive and flourish. Building on our heritage of customer
centricity and cautious safeguarding, we will continue to focus on
four areas of innovations, including product, process, technology and
services in order to transform ourselves into a futures trading center
with significant global influence.
We look forward to your continued support and we pledge our
commitment to sound and reliable management of the exchange to
better help you manage your financial future.
I am certain that your ongoing support for vision of MEX and faith
in its capabilities and credibility will motivate us to overcome any of
the challenges that lie ahead.
We have the people, products, services and processes needed to
help customers manage the changing risks they face in an increasingly
interconnected world, and we look forward to our continued success.
I’m sure the readers will enjoy reading the third edition of MEX
Year Book, in the same way we enjoyed putting it together for you.
I congratulate the editorial board for bringing out all intricate details
of MEX markets in this edition of Year book, especially the MEX
Almanac.
Thankyou

JITESH SURENDRAN
CEO
MEX Nepal
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The Universal
Appeal of Gold
G

old has stood the test of time to
remain one of the most traditional
and preferred forms of investment. If the
price increase witnessed in the yellow metal
in the last few years is anything to go by,
gold is likely to retain its preferred status in
the time to come too.
The precious metal is universally seen
as a wealth protector and finds place in
practically every portfolio. As an asset, it is
unique in more than one way. Unlike other
asset classes, it has a global market-the
size, depth and liquidity of which surpasses
that of equities and bonds. Moreover, gold
is seen to be relatively less impacted by
the fluctuations in business cycles, on the
contrary, the metal is known to flourish in
the environment of economic uncertainty
and low growths. Also, it is the only asset
that does not possess a default risk as it is not
linked to government or company finances.
It differs from other commodities too as it
is not susceptible to weather or geo-political
risks. As such gold has been the virtually
undisputed safe haven investment globally.
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D R Dogra
(The author is the MD and CEO of
CARE Ratings)

Gold features among the most investible
asset as it can be easily obtained by one
and all in various ways ranging from across
the counter to commodity exchanges. This
attribute of the metal adds to its appeal,
in that it facilitates liquidity. Given its
ever increasing appeal, gold is available
in various forms too i.e. in physical forms
such as coins, bars and jewelery as well as
in the paper less form such as gold ETF’s
(exchange traded funds).

How does gold compare with other
assets?
In terms of price increases and returns,
other asset classes such as equities and bonds
pale in comparison to gold. There are not
many assets that can match the record of the
steady rise in gold prices since 1990’s. In the
last decade alone, gold prices have risen from
an average $279/oz in 2000 to over $1750/
oz currently (upto Sept 2012), clocking a
compounded annual growth rate (CAGR)
of 15% during the period. In comparison, in
the corresponding period the US Dow Jones
Industrial Average (DJIA), the benchmark
index of stock market activity, registered a
CAGR of 1.41%. The returns on the other
safe haven asset i.e. government bonds has
been very low. The yield on the 10 year US
treasury bonds, the most preferred “risk-free
asset” is a mere 1.84 %.
Gold counts amongst the world’s best
investment option and has been witnessing
healthy demand. Demand for the precious
metals has been largely undeterred by the
high prices and increased by over 10%
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in 2011 (to 4574 tonnes) from that in the
previous year, despite prices being at record
levels during the year.
Gold has being gaining importance as a
monetary asset as in it is being increasing
used as a collateral in financial transactions,
often even replacing other high quality
assets such as government securities.
What has been driving gold?
In recent times, gold has benefitted from
the global financial turmoil and the associated
economic downswing and uncertainty. The
metal has gained in popularity following the
increases in government debt and thereby
high public debt ratio’s in the post-crisis era,
prompting investors to relook the “risk free
and safest investment” status of government
securities. In addition, the depreciation
in currencies, especially the USD too has
been aiding the attractiveness of gold for
investors.
The waning investor confidence and low
returns in other financial instruments/assets
has resulted in investors crowding into safe

haven investments like gold, which have
been giving highest returns to boot. The
extent of investor confidence in the metal
can be guaged from the shift in the portfolio
of central banks that are being adjusted in
favor of gold over traditional investments
of sovereign bonds and forex. The share of
gold as a percentage of total reserves has
seen a quantum jump from 55% in Q1 2000
to 75% in Q2 2012 for USA, according to
World Gold Council (WGC) data. Likewise,
during the same period the share of gold
in total reserves increased from 33%, 41%
and 46% to 72% each in case of Germany,
France and Italy respectively, to cite a few.
Investor appetite for gold is also being
fuelled by the metal’s attribute of an inflation
hedge. With the depreciating currencies and
high commodity and input prices, that has
been contributing to inflation, lowering
investor returns across asset classes, investor
seek preservation of their wealth for which
they turn to gold based investment which
have been delivering higher real returns.

Gold Trades
Although, physical buying and selling of
gold constitutes a large portion of its trade,
gold registers huge volumes of trade in the
derivates market too world over. Going by
the growth in trading volumes in the futures
and option contracts in gold on the world’s
major exchanges, it can be inferred that there
exists an active market (large participation)
for the metal and that the price discovery
mechanism is robust and effective. The gold
contract traded on Nymex, MCX , TOCOM
have recorded growth of 10%,71% and 32%
respectively in 2011 over 2010 as per FIA
data.
Asia (that includes Shanghai, Tokyo,
Taiwan and Mumbai) dominates the world’s
gold futures trade. The dominance of Asia
in gold futures is due to the volume of
consumer demand in the region for the
metal. The regions imports around 60% of
the world’s gold and exports 40%. The Asian
regions dominance is likely to continue
going by the consumption scenario that is
likely to prevail globally. Given the weak
financial and economic condition prevailing
in Europe and the US, these regions are
likely to see subdued consumption of the
yellow metal.
Given the unlikelihood of dramatic
changes in the global economic and
finance space in the foreseeable future,
the attractiveness of gold for investment
is likely to remain unchallenged. It will
continue to be one of the most widely traded
commodity on the derivatives exchanges
across the world.
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The Credit Risk Derivatives:

Possibilities and
implications in Nepal
Introduction

F

inancial Derivatives has been one of
the essences to mitigate risk arising
from commercial transactions. Exchange
traded markets has formalized the transaction
needs of all hedgers, speculators, and
arbitrageurs, where the core objective lies
in mitigating risk factors. Different modules
of derivatives constructed upon various
assets and indices as interest rates, equity
index, commodity prices, stock price, even
weather index with various other emerging
concepts has revolutionized world economy
to a different dimension.
Credit risk refers to the risk that a
borrower will default on any type of debt
by failing to make payments which it is
obligated to do. Credit derivative concept
was evolved in late 1990s that capitalized
notional principal of about $ 800 billion in
outstanding derivatives contracts by 2000,
and $42 trillion by 2007. This tool allows
company to trade credit risk in order to
manage their portfolio. Banks and financial
institutions has been one of the major buyers
of credit protection to hedge against the risk
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Dr. Karan Thagunna

Mr. Pragalv Neupane

Dr. Karan Thagunna, PhD in quantitative
finance from USA is the Assistant Professor
and MBA program Coordinator at KUSOM

Mr. Pragalv Neupane is currently pursuing
MBA from the Kathmandu University School
of Management (KUSOM)

diluted in their major income i.e. credit.
These companies seek such protection
either from insurance company or derivative
exchange in term of credit default swaps and
total return swaps built on credit indices,
basket credit default swaps, and assetsbacked securities and collateralized debt
obligation. Markets In credit risk, which
can be transferred, have the potential to
contribute to a more efficient allocation of
credit risk in the economy. This helps bank
in reducing concentration of exposure and
diversify risk beyond their consumer base.

One of the basic modules for transacting
credit derivative is the contract that provides
insurance against risk on credit (credit event)
by particular company (reference entity).
The buyer of protection fund pays amount
per year (CDS Spread*) to seller as the risk
premium, whereas seller pays to buyer in
case of default risk.
These CDS spread are paid on annual,
semiannual or quarterly basis with preferable
maturity of five years. The default payment
is made in case of occurrence of credit event.
These credit events may occur because of
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downgrade by a rating agency below a specified minimum level, bankruptcy or insolvency by
the obligator, or default on payment obligation. One of the basic credit derivative conceptual
models is presented as follow:
Conceptual Framework:

Protection Buyer

Premium

(Eg. Banks)

Protection Seller
(Eg. MEX)

Default Payment

# of Credit defaults
Credit

Credit default
Credit Default losses

Fig: Credit Risk Derivative basic framework
Here, bank or some financial institution (hereby referred as protection buyer) once
providing credit to some party seeks protection against default of credit from protection
seller. As an exchange, premium is paid to ensure the default amount if any in regular basis
to protection seller by buyer.
Credit Risk Metric: Poisson Model
Credit risk models allow the derivative and hedge companies for the identification and
quantification of the typical risks inherent in credit portfolio. They enable portfolio managers
to actively manage credit portfolios in an effective way. Credit risks are caused by the default
of one or more than one customer or buyer. It is possible to determine the distribution of a
portfolio’s default losses from the probabilistic distribution of the number of defaults. We
can apply the theory of generating function (GF) to derive the probability distribution of the
credit loss function of a class or the entire sector.
In practice, we divide a credit portfolio into many independent sectors Sk such as banking,
finance companies, Hotels, developmental, etc. with each comprising loans which have about
the same credit risk.
Modeling the number of credit defaults within a sector:
If we know the expected default rate (μ) within the fixed time period, the number of credit
defaults X within a fixed period of time (e.g. one year) can be described by the Poisson
probability distribution.
The probability distribution function for the number of default would be

Here μ is the expected default rate.
Modeling the credit default losses:
The exposure of the default loss within a sector is to be defined according to the size or
group such as 1 million, 2 million…etc. We define all default losses within a class j with
exposure unit L by the upper limit of class L.j.
We denote μj, the expected number of default events in the jth class, Xj , refers to the number
of defaults in the jth class and Vj, the amount of default losses in the jth class in units of L as;

The generating function Gj(z) of the loss probabilities of jth class is

12
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The generating function of the losses of entire sector Sk

The probability function of the default losses of a sector

Such as,
The above recursive relationship can model the distribution of
the credit default loss of the entire sector.
Implications in Nepali Scenario
Credit derivatives have contributed to dramatic changes in the
process of credit intermediation, and the benefits of these changes
seem compelling. In the context of Nepal, the political insurgency
for a decade had ample negativity on national economy. Closure
of several businesses and infrastructure destruction strengthened
the impact to its maximum, having adverse effect on investment
scenario. Banks and financial institutions faced problem of issuing
the number of new loans, whereas the existing one is in greater
exposure of risk. Since then, situation has improved quiet a lot but
still hasn’t stabilized the scenario. Investors still have a big question
mark on the direction, where the economy is tending itself. Lack of
confidence in investors has crumped the credit market on one side,
whereas the agitating risk on the existing one has laid significant
downfall in credit business.
Banks and finance company invested huge money on real estate
business to hedge themselves to this risk exposure, where they
intended to collect huge capital out of small chunks from investors
and invest it in the place. But with crunch in business has questioned
that:
Is the recovery possible???
As most of financial invested till boom of real estate business
cycle, and suffered the fall in market. The risk in credit and loss of
value in collateral with market price has now been one of the major
concerns for all the lending agencies.

Credit risk derivative is implied in China,
still under development in India;
two emerging giants in

world economy
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Credit Risk Derivative can be one of the effective tools in such
scenario. This adds confidence in financial institution to freely
provide loan insuring against their default risk. This will add positive
effect in banking transactions, with increased in their revenue and
profit margin, hedging investment risk on financial tranches. With
the mentioned module of Credit Risk derivatives, the hedging is
possible but has huge question on the feasibility of implication.
Nepalese derivative market has a short history, driven by commodity
futures trading. The industry itself is in growth stage, but it has
shown a high degree of its prospect to grow as an alternative for
investment. Derivative market with commodity futures is isolated
from other sector of investment. In advanced economy, commodity
futures on stock index, credit risk, and other derivatives have linked
derivative market directly with other sector of economy, integrating
the investment effect. Credit risk derivative is implied in China, still
under development in India; two emerging giants in world economy.
In such, the question arises that in such situation is it possible to
launch credit risk derivative in Nepal, despite of its benefits to
national economy. The question arises in the capability of market
makers in derivative market, if they are capable enough to take risk
on such credit transaction, in terms of clearing the contract at its
execution as significant amount of the investments are made in major
real estate business and hydro power projects. Now it’s the role of
government to stabilize derivative market and provide it with new
integrated format with the economic variables, which adds value in
national investment with measures to safeguard investors.
*CDS Spread is the amount to be paid as a risk premium.

Bibliography
Bl, & uhm, C. L. (2002). An introduction to credit Risk modeling.
Chapman & Hall/CRC.
Geithner, T. F. (2006). Implication of Growth in Credit Derivatives
for Financial Stability. New York University Stern School of Business
Third Credit Risk Conference. New York: www.newyorkfed,org.
John C. Hull, S. B. (2010). Options, Futures, and Other
Derivatives. Pearson Education Inc.
Rule, D. (2001). The credit derivatives market: its development
and possible implications for financial stability. Financial Stability
Review, 117-139.

MEX NEPAL YEAR BOOK 2012

Experts View

Common Areas Covered by
Nepalese Bank & Financials Institutions (BFIs)
in Credit Risks Assessment
for Individual Credits
Credit Risks
“Before going to be exposed, BFIs must take into
account and realize that they deal with others’ money
which needs to be returned on demand”

O

ne of the primary business of the
BFIs is to prudently lend money to
their potential borrowers and underwrite to
the counterparty so that business could be
sustained in a long run as well as the expected
return could be given reasonably to their
shareholders /investors. In course of lending
process, lending activities are normally
carried out with the arrangement through
credit risk assessment of credit proposals
individually and the credit exposure must be
backed up by the acceptable and disposable
security back up adequately so that financial
loss could be avoided even in a distress
situation to the possible extent.

Before formulation of policy and
strategy for the proper credit risk
management, hence, it is imperative
to answer that:
●
●

Chiranjivi BC
(The author of this article is in banking
industry of Nepal since 1999 with working
exposure in overall banking operations,
especially in credit / sales and risk
assessment management.)

Credit risk normally refers to the level of
possibility that a borrower /counterparty may
fail to meet its obligations in accordance with
agreed terms. Every BFI, while extending the
loan and underwritings, exposes it towards
the risks. Therefore, BFIs usually terms their
loan & advances as “Risk Assets”. While
extending the credits, BFIs should often
take calculative risks by understanding the
risk and its possible set back, extending risk
assets only if there is sufficient ground to
believe about the counterparties’ repayment
capacity is sufficient and only if there are
mitigating factors in place for the possible
risks.

15

●

●

●

What constitute credit risk?
What are the components of lending
function that are often risk exposed?
What should be credit policy and credit
culture?
What are the available tools and
resources to monitor and manage the
credit risks?
Who should take its direct and ultimate
ownership? etc.

The defined aim of credit risk
management for any BFI, thus, should often
be to enlarge its risk adjusted rate of return
by maintaining credit risk exposure within
acceptable parameters. BFIs require to
manage the credit risk inherent in the entire
portfolio side by side the risk in individual
credits /underwritings and transactions.
It should also more prioritize to consider
the relationships between credit risk and
other risks like liquidity risk, operational
risk, market risk, etc. The effective credit
risk management is a crucial and critical
component of a comprehensive approach to
risk management and equally essential to the
long-term success of any BFI.
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Bankers must admit that loans & advances
are the largest and most obvious sources of
credit risks. However other sources of credit
risks, apart from that also exist throughout
the activities of any BFI, including in the
banking book, in trading books, and both on
and off the balance sheet. BFIs face credit
risk /counterparty risk in various financial
instruments other than loans, also including
acceptances, interbank transactions, trade
financing, foreign exchange transactions,
financial futures, credit repurchase, bonds,
equities, etc., which also must take into
account while assessing the risks, formulating
strategies, policies, focusing on appropriate
mechanism to screen and counter findings
with mitigating tools.

Financial Risks:
Financial risk is a crucial risk that ultimately
determines the capacity of the counterparties
to meet its financial obligation. Basically
below mentioned factors are being assessed
for financial risks:
●

●

●

Industry & Business Risks:
Such type of risks normally implies in the
credits other than personal loans, which
also plays vital role in sustainability of the
counterparties that ultimately determine
whether the entity is bankable or not to some
extent.

●

Basically, followings things are
being taken into under industry and
business risks:

●

●

●

●

Credit Risk Assessment
Before deciding to extend any credits /
underwritings in favor of counterparty,
conducting of a serious and thorough credit
assessment only can ensure the sake of
business to some extent. Such process is
being started from the credit application
origination i.e. Credit Officer or Relationship
Manager, who also must take the ownership
of customer relationship and must be held
responsible to ensure the accuracy of the
entire credit application as they are supposed
to be equally familiar with the Credit Policy
Guideline, Business Strategy & Planning
and Risk Assessment Procedure of their
employer.

●

●

●

●

●

Besides, Credit Officer /Relationship
Manager must have familiarity about the
Know Your Customer (KYC) and Anti
Money Laundering Policy which should
adhere to all times.
In context of Nepalese BFIs, following
key factors, apart from other crucial factors,
have been taken into account while assessing
the individual credit proposal and intended
to be ensured that the credit is bankable only
if there are mitigates in place.

●

●

Industry size, demand & supply gap,
and existing or likely market share
Position of the counterparty in the
industry i.e. market leader or follower
or challenger
Available suppliers, origin of raw
material /goods (i.e. local or imported)
and policy rules related to and
possibility of hassle to procure
Buyers & distributors and their
strength & bargaining power
Inherent and even unforeseen
difficulties in productions / selling,
situation of availability of technical
support / parts and labor, union’s
strength
Space / capacity available for storing
the raw materials / goods
Company’s position vis a vis
competition, government rules and
regulations and possibilities of its
amendment, dependency on any
particular rules / policies / things
Product mix and its substitutes
Entry / exit barriers, implications if
tax rate / customs duty or foreign
government policy changes
Any other risks relating to industry /
business risks, etc.

●

Historical financial analysis and
analysis on projected financials
spreadsheet
Repayment
capacity,
alternative
source for the repayment of interest
and principal, liquidity status
Cash conversation cycle and average
collection period vis a vis industry
average, credit terms and period from
suppliers
Nature and quality of stocks /fixed
assets
Cash flow status and its adequacy, debt
service coverage ratio, debt equity
ratio, capital base, leverage, operating
leverage position and relevant ratios
Capacity of promoters to inject the
capital in case of need, etc.

Management Quality /Risks:
Success of any business largely depends on
the competency level of its entrepreneur and
management. Weaknesses and incompetence
in management affects in repayment of
the credits granted. Therefore, basically
following things are being considered while
assessing the management risks:
●

●

●

●

●

●

●

Background of the promoters /owners
/management team
Competency
level,
experience,
qualification of owners /managers in
managing the firm /business
Commitment level and honesty of
owners /management, track record
in managing the firm /business and
repayment of the loans
Availability of competent second line
management
Operations and management track
record of other firms /companies
managed by them
Focus on issues like whether the
owners fully dependent on staff in
managing the firm / company? If yes,
what is their back up / succession plan
status?
Dynamism and prudent level to manage
and mobilize the human resources,
etc.
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Similarly, type of credit facilities to be
availed of by the customer and subsequent
of required security documents execution
and obtaining is essential. If the security
documents are not properly executed or
security is not obtained adequately, BFIs
may not be able to recover the loans if it
requires to exercise second way out on
problematic loans. Security documents and
security coverage should be made based on
the type of the facilities granted.

●

●

●

●

●

Normally, following aspect is being
covered while assessing the security
risks:
Technical Risks:
Technical risks need to be assessed properly
in order to ensure that there is enough
mitigates are in place to mitigate the
technical risks.
Following things, but not limited
to, need to be considered while
assessing the technical risks:
●

●

●

●

●

●

Viability of project / business
technically, availability of strong
technical back up in terms of
technology, manpower, expertise
In case of in-house human resources
are not available to repair the plant
& machinery in terms of break down,
how far is the nearest location from
where technical people would visit?
Whether it shall affect in their regular
supply and production or not?
Provision of guarantee / warrantee in
purchase agreement of machinery /
equipment & plants
Supplier of spare parts, maintenance
policy and planning, term of JV
agreement or Annual Maintenance
Contract for technical support and its
reasonability and rationale
Possibility of arrival of new machines
/ technology in the market and its
consequences
Quality, brand and condition of
major plants and machinery, capacity
utilization, etc.

Security Risks:
The offered / available security for the
demanded credit facilities can often be
considered as a means of loan recovery
in case of loan default. It is, side by side,
can be taken as to make the counterparty
sincere and responsible towards the credits
granted. Basically, a complete assessment
of the offered / available security requires
before accepting it based on the established
guidelines & parameters.
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●

Property type (residential, commercial,
industrial, etc.), ownership of property
and legal heirs & their consent
Property
location,
commercial
importance, future prospective, access
of road, salability level
Qualitative
value
rather
than
quantitative value, possible drawbacks
/setbacks
Whether it is dispute free or not and is
its cooling off period elapsed?
Personal net worth of the Guarantor
in case of Personal Guarantee
invocation
If the facility is against Bank
Guarantee, what is the status / standard
of the BFI issuing the guarantee etc.

Primary Security:
● Nature
of security (perishable /
nondurable or durable), quality of
stocks, aging of the receivables,
disposable level, pricing trend of goods
(volatile or stable), chances to be
obsolete, verifiable or non-verifiable
● Go-down / store status, record keeping,
insurable or uninsurable
● In case of plant & machinery; nature,
brand, standard life, current age, book
value, disposable value, warrantee
/ guarantee period, repairing &
maintenance service, etc.

Sensitivity Analysis /Other Risks:
While granting the project loans /large loans,
sensitivity analysis should also be carried
out, taking the sensitive factors into account.
For example;
● Increase in cost of raw material
● Decrease in selling price
● Project is delayed by a span of time
than projected
● Less capacity utilization,
● Decrease in production (unit)
● Decrease in sales (unit), etc.

Secondary Security:
Secondary security comprises real – estate
collateral and other fixed assets that could
be considered as a last means in course of
loan recovery process, which is necessary to
be disposable even in a distress situation. In
view of this, every BFI normally establishes
basic parameter and defines minimum criteria
and demarcate the location to standardize it
so that lending exposure could be ensured
with acceptable security back up adequately.
Basic issues to address in assessing security
risks are:

In such cases, analysis should be done
what will be the effect to the counterparty
/ unit’s cost of production if cost of raw
material is increased? Is it sensitive? If the
unit has limited suppliers, what will be the
status of the unit if suppliers do not supply
the raw material? Are there any possibilities
to have other suppliers?
Similarly, possibility to deterioration
of profitability on account of selling price
decrease. If they are supplying to limited
units / buyers, impact may exist in the
sales and the profitability of the unit /
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• Status of existing borrowings with
other BFIs, and market information
• Past track record with other BFIs
• Availability of competent alternative
person to serve the loan in absence of
the borrower
• Nature of requirement and facility
structure etc.
Given the hierarchical flow of the risk
factors, it can be concluded that any BFI
may suffer a heavy loss or precipitate
even failure if above mentioned risks
are not identified and managed properly
giving desired attention as warranted by
the degree of identified / possible risks.

counterparty. It would be meaningful to
understand that whether other buyers shall
buy their productions or not and possibilities
to incorporate new customers in case where
market penetration is required to sustain the
business.
The above mentioned points are examples
only. The factors, which are sensitive for the
counterparty of the BFIs, should be analyzed
and calculative risks only should be taken
into account.
Other risks and mitigates, on case to case
basis, based on the identified risks should
be assessed and need to be ensured that
sufficient mitigates are in place.
Credit Scoring & Grading:
Apart from above qualitative assessment,
BFIs practice to follow internal “Credit
Risk Grading System” in order to know
the degree of risks lied on each credits and
deals, which has been developed based on
different defining parameters. Generally,
credit monitoring and pricing are being
exercised based on credit rating or grading.
Apart from afore mentioned issues, other
areas that are also equally important to agree
as risk factors while extending credits are:

Past Track Record:
While considering the credit proposal, past
track record and background of the customer
should be understood. If the applicant is
existing customer past performance can be
assessed based on internal information and
records. Even if the intended customer is
new one, its track record with other BFIs
must be understood and documented through
the available means.
However, in case of personal loans, risk
factor to the above highlighted horizon
may not be required to assess, but basic
things as jotted down including the security
risk, but not limited to, are being assessed
painstakingly:
• Background, character / integrity and
reputation of the prospective borrower
and his / her undivided family
members
• Adequacy of cash flow / repayment
capacity and its nature. Whether it
supports to repayment module of the
loan or not?
• Reliability
and
sustainability
of repayment source and its
diversification

Based on the above highlighted way
of credit risk assessment, any type of
credits and underwritings may be extended
that ultimately enables to the different
entrepreneurs / business and consumers
including the investors who often look
forward the investment areas and invest
in the available investment opportunities
expecting reasonable returns. If we separate
the business banking / corporate business
and other productive entrepreneurship /
ventures, in context of Nepalese individual
investors, derivative / commodities market
is also evolving as one of the new avenues
to invest, besides the stock market. The
possible investors of commodities market
also may have been facilitated by the
local BFIs with designing / launching
new products in customize way. However,
formulation of policy and rules from the
part of government is necessary to rollout
immediately to streamline, recognize and
monitor this sector so that every stakeholder
and potential finance partners can do
something to boost this sector, as exercised
in other countries of the world.

Purpose of Credit Requests:
Misuse of credits also leads towards
credit default. Therefore, borrowing
purpose should be understood and clearly
documented in the credit appraisal. Credit
proposal should not be processed / approved
without understanding the actual need of the
fund. Also, the officials should be cautious
on fake borrowing requests. For example;
requirement showing for enhancement
of the business but actually using the
fund for personal use or for speculative
purpose (investment in shares / real estate
properties).

20

MEX NEPAL YEAR BOOK 2012

Experts View

Exchange and Regulator:

The Need for a
Partnership

Richard J Kapsch
(The author is currently working in the
capacity of Managing Director of Pride
Holdings, LLC, Chicago. Mr. Kapsch also
served as a member of the Board
of Governors of CME. )
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wo major brokerage firms have
failed in the past two years i.e. MF
Global and PFGBEST, costing investors
and traders millions of dollars. The losses
incurred by MF Global ran to over a billion
dollars, while PFG’s loss was “only” US $
200 million. Both cases are still ongoing,
and investors may yet recover some of
their losses. But, with both firms, all losses
could have been avoided had the ExchangeRegulator Partnership been functioning
properly.
MF Global’s downfall came after the firm
invested heavily in Eurozone bonds, which
declined sharply as a result of the Eurozone
crisis. In the case of PFG, the firm’s founder
and CEO, Russell Wasendorf Sr., embezzled
more than US $200 million from the firm, a
scheme, by the way, which had been going
on for almost twenty years.
In both cases, investors’ losses occurred
because the managements of both firms
dipped into customer funds, which, by law,
were supposed to have been kept in accounts
which were segregated from the firms’
operating funds.
In the United States, the Commodity
Futures Trading Commission (CFTC)
dictates that funds deposited by customers,
intended for trading on a licensed and
regulated futures exchange, must be
maintained in accounts that are not only
segregated but also designated as such by the
financial institutions holding those funds.
Not only are these funds required to be held
in segregated accounts but those accounts are
also required to be audited on a regular basis
by the firm’s designated regulatory body, or
Self-Regulatory Organization (SRO). In the
case of MF Global, the regulator was the
Chicago Mercantile Exchange (CME). For
PFG, it was the National Futures Association
(NFA). Both bodies came under the purview
of the government regulator, the CFTC.

In the MF Global situation, massive
amounts of customer funds were transferred
out of the firm as late as the week before
customer funds were discovered missing.
An audit by the CME supposedly conducted
the week before reportedly missed the
discrepancy.
PFG’s embezzlement was more involved.
As mentioned, the firm’s CEO had been
dipping into customer funds for almost
twenty years. Even though customer funds
were supposedly segregated, Wasendorf had
all statements from the US Bank (the bank
holding the funds) sent to a post office box,
which he alone controlled. He then produced
false statements for the regulators. The
scheme only came to light when Wasendorf
attempted to commit suicide after the CFTC
requested that statements from the bank be
sent to the regulator directly by electronic
means.
In both cases, investors will recover some
of their money. In the case of MF Global,
some funds have already been repaid. With
PFG, distributions to customers started
September 28, 2012. In the PFG case, for
example, customers can expect to receive, at
best, only 50 percent of the funds they had
on deposit.
How could these losses have been
prevented? In both cases, rules were in
place to guard against losses such as these.
But rules are only as good as the efforts to
ensure those rules are being obeyed. What
was needed was a pro-active partnership
between the auditors and the regulators.
Both CME, as MF Global’s SRO, and the
NFA, as PFG’s SRO, should have taken
steps to anticipate the problems that had
occurred. These should have included
direct notification of bank activities to the
auditor (in PFG’s case, the NFA was in the
process of switching to direct electronic
communication from the banks involved –

an action which, as mentioned, precipitated
Wasendorf’s attempted suicide). Secondly,
auditors should be trained to look for
suspicious activities. In many cases, the
auditors working for the CME and the NFA
are relatively raw recruits: experienced
auditors are frequently hired away by
member firms. Thirdly, CME and NFA
should have increased their number of
employees so that auditors could have
conducted more frequent audits of member
firms. Customer protection is no place to
practice austerity.
The regulator should also become
more directly involved. In the two cases
cited, the CFTC should have been auditing
the auditors, ensuring that the auditors
met adequate levels of proficiency. And
punishment for the rule violation should
have been swift and stern.

The most important responsibility of
the exchange-regulator partnership is
protection of the customers. In any country,
a successful exchange can bring numerous
economic benefits to a country. But success
is not marked by trading volume alone.
Satisfied customers are also required. Rules
are developed to ensure both the above goals
are met. The relationship between exchange
and regulator should not be adversarial.
Exchange and regulator must work together
in a partnership to ensure the well-being of
everyone concerned.
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Going Green:
Reducing Air Pollution
in South Asian Trade
S

Sunera Saba Khan
(The author is student in the Department of Economics, University of Dhaka,
Bangladesh and a young social entrepreneur. She is currently working as a
Research Associate for the Bangladesh Youth Environment Initiative (BYEI). The
following article was chosen as the best article in the recently concluded South
Asian Economics Students’ Meet 2012 held in Kathmandu under the theme Green
Trade and Commerce.)
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ustainable Development is the prime
concern in development policy
making all around the world. Environmental
goods and Services (EGS) play a vital role in
sustainable development. The environmental
goods and services industry consists of
activities which produce goods and services to
measure, prevent, limit, minimize or correct
environmental risk and minimize pollution
and resource use (OECD- Organization for
Economic Co-operation and Development).
1
Increasing access to and use of EGS can
help in reducing air and water-pollution,
improving energy and resource-efficiency
and facilitating solid waste disposal. Trade
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liberalization of environmental goods help
promote sustainable economic development
by generating economic growth and
employment and enabling the transfer of
valuable skills, technology and knowhow
embedded in such goods and services.
This paper focuses on the impact of
environmental goods imports on the
environment and on the importance of
liberalizing trade in environmental goods
and services. The Environmental Kuznets
Curve (EKC)2 along with some other factors
as control variables is carried out to find out
the effect on air pollution of the changes in
the share of environmental goods in total
imports. This is examined using panel data
econometric approach for 72 Countries
for the years 1995-2010. Westerlund Error
Correction Model panel Co - integration
tests are also carried out.
Trade liberalization in environmental
goods and services can facilitate a more
efficient use of resources, and promote
the diffusion of environmental goods and
technologies, supporting environmental
policy objectives such as carbon emissions
reductions and thus reduce air pollution
in South Asia. Imports of environmental
goods and services can be used to remedy
environmental problems that locally
produced EGS cannot resolve. South Asian
countries will benefit from EGS liberalization
since their EGS exports are destined to a
number of developing countries where they
face high import duties (Khatun, 2009)
In order to determine the effectiveness of
environmental goods and services imports
on the environment the following structural
model is employed:
P=f(Y,E,Z)

(1)

Where, P is the air pollution indicator, Y
represents the income level (scale effect), E
is imports of environmental goods (technical
effect) and Z is a vector that includes other
control variables (composition effect).
The hypothesis is that the imports of
environmental goods reduce air pollution
The hypothesis is tested using the
panel data model below:
k

(P/N)it = c+β1(Y/N)it + β2 (Y/N)2it + β3
(Y/N)3it + β4 (E/M)it + ΣβiZit+αi+ γt +εit(2)
i=5
Where N is population, E is import of
environmental goods and services; M is
the total imports of goods and services. In
equation (2) c is a constant. αi denotes the
country i fixed effect, γt indicates the time t
fixed effect and εit is the error term. Co2 per

capita is used as the air pollution indicator.
The subscript i denotes the cross section
dimension, while t denotes time periods.
This paper first estimates the air pollution
equation without any control variables apart
from per capita income, per capita income
squared and per capita income cubed.
Population density, manufacturing value
added as a share of GDP, agricultural values
added as a share of GDP are used as control
variables.
Taking into account the relationship
between income and pollution a cubic form
is employed to test the existence of an
Environmental Kuznets Curve (EKC). An
Environmental Kuznets Curve is a reduced
form relationship in which the level of
pollution is estimated as a function of per
capita income. The Hausman specification
test was employed. The result shows
significant chi2 value, so we reject the null
hypothesis of random effect estimates.
Westerlund Error Correction Model panel
Co integration tests was carried out. These
results strongly reject the hypothesis that the
series are not co - integrated. Therefore, there
is a long run relationship between imports of
EGS and a reduction in air pollution.
The dataset consists of 8 variables for 72
countries between the years 1995-2010. Data
is collected from a number of sources. A
Carbon dioxide emission (CO2) per capita is
employed as an air pollution indicator. CO2,
the population data, real per capita income
levels, agriculture and manufacturing value
added as share of GDP series are collected
from World Bank WDI (World Development
Indicators) dataset. Import of environmental
goods and services are the total import value
of the goods and services as appeared in
OECD list. This data was obtained from
Comtrade Trade data, online database WITS
(World Integrated Trade Solution). Import
of Environmental goods and services is used
in our regression as a share of total imports
of goods and services. The data for total
imports is obtained from WDI.
The basic regression results show that the
sign of the coefficient E/M is negative. The
results provide evidence for the existence
of the environmental Kuznets curve. An
N-shaped relationship is indicated by the
coefficients of GDP per capita, its square and
its cube. As per capita income increases air
pollution increases in low levels of income,
the results prove that the relation becomes
negative and pollution levels decline with
a rise in income. After a certain level of
income is reached the relation becomes
positive.
The main objective of this study was to
find out the effects of environmental goods

and services imports on air pollution.The
results of the regression model with additional
control variables show that the N-shaped
environmental Kuznets curve hypothesis is
still valid. The estimated coefficients have
the expected signs. The coefficient of MVA
is positive and statistically significant, this
implies the higher the share of manufacturing
in GDP the higher the level of air pollution.
The coefficient of AVA is negative. The
results show that the sign of E/M is negative
and statistically significant, this indicates
that the import of environmental goods and
services reduce air pollution.
The growing demand for energy and
the use of different fuel types have caused
serious air pollution. Associated with this
increase in energy consumption is the rise in
carbon emissions.
Air pollutants, notably in urban areas,
are a serious problem in the region; South
Asian cities for instance, have the highest
levels of air pollution worldwide, with
very high levels of particulate matters
PM10 (World Bank 2003). Air pollution
has negative impacts on health and human
well-being, including premature death
which is estimated to affect 500,000 people
every year in the region (Ezzatiet. al.2004a;
Ezzatiet. al 2004b; Cohen et. al,2005).
The econometric results presented in this
paper provide evidence for the existence of
an N-shaped EKC for 72 countries during
1995-2010. Moreover, the empirical results
also support the hypothesis that increased
imports of environmental goods and
services are accompanied by decreasing
levels of per capita emissions. Furthermore,
the Westerlund Error Correction Model
panel Co - integration tests confirm a long
run relationship between air pollution and
import of environmental goods.
1

The definition of EGS in the OECD/ Eurostat

Environmental Goods and Services Industry: Manual
for Data Collection and Analysis (OECD/Eurostat,
1999) includes goods derived from biological resources
such as water, wood, biological material, medicinal
plants, artisanal products, edible fruits, non-timber
forest products as well as agricultural products. It
also includes services provided by ecosystems such as
carbon sequestration, as well as human activities, such
as wastewater activities, solid-waste management,
hazardous-waste management, and noise and vibration
abatement. The use of this definition is without
prejudice to the WTO negotiations on environmental
goods and services.
2

The Environmental Kuznets Curve (EKC) aims to

capture the relationship between per capita income and
environmental performance.
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Improving the
Economy through Controlling the
High Inflation and the
Misaligned Exchange Rates
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Background
strong and stable macroeconomy
comprises the necessary foundation
for the sustained growth of competitive
markets in all types of goods and services
including the commodities markets. A
stable macroeconomy reduces unnecessary
fluctuations
concerning
the
future
expectations about the markets. Investments
and operations in the markets would
get fillip in an environment of prudent
regulation under a stable macroeconomic
framework. When such regulatory regime
and framework are lacking, uncertainties
and vulnerabilities would rise and resources
would be repulsed from, rather than being
attracted to, the markets, thereby squeezing
the future prospects of market development.

A

Many problems haunt the growth of
competitive markets, resulting in the
development of an inefficient resource
allocation pattern in Nepal. Nepal’s
unsatisfactory
economic
development
outcomes could be attributed to the lack
of responsible stance and role of the
authorities in power in managing the critical
dimensions of the economic affairs of the
nation including making the process of
macroeconomic management sound and
sustainable. Various problems and challenges

that remain unaddressed for years have
weakened the efficacy and effectiveness of
the policy measures adopted over the years.
The economy of Nepal has been suffering
from the long-term development constraints
and structural rigidities as well as the shortterm macroeconomic imbalances, related
policy uncertainties, and supply-side
shocks. The macroeconomic framework
and its implementation arrangements have
been weak and inadequate and the economic
problems and development challenges have
remained daunting, necessitating massive
efforts and innovative measures for their
mitigation. Risks and vulnerabilities in
the macroeconomy have not only risen but
also become increasingly complicated. As
a result, investment climate has become
unfavorable, economic growth has slowed,
inflation has risen, the external sector has
witnessed unprecedented uncertainties,
actual capital expenditure of the government
has remained far short of the planned
expenditure, absorptive capacity for the
foreign aid has not expanded as envisaged,
and the broad objectives underlying the
development plans and policies have
remained unattained. Building appropriate
policies and sound regulatory regime along
with ensuring their effective implementation
to improve the conditions of the economy

and people in general would thus comprise
the priority agenda of the nation. Improving
the exchange rate management for the
macroeconomic strengthening is one such
agenda.
Indicators
Ensuring the price stability is an
important component for avoiding the
emergence and persistence of misaligned
exchange rates. However, there has been a
prolonged instability in the domestic front of
the macroeconomy, with the inflation rates
computed on the basis of consumer price,
GDP deflator, and salary and wage rate
index all spiralling during the past few years.
Swollen price levels and unwillingness or
incapacity of the authorities to maintain
price stability demonstrate that a stable,
strong, and productive economy does not
comprise their agenda; nor do they have any
inclination to fight the raging inflation. The
economy experienced double-digit or very
high single-digit inflation every month since
the month ending mid-June 2008 through
the second month of 2012/13 (a period of
52 months or 4.33 years) for which the
information is presently available. The
consumer price index in mid-May 2008 was
115.4 (base year 2005/06 = 100) which rose
to 180.1 in the second month of 2012/13,

Tula Raj Basyal

Principal, Nepal College of Management

(Mr. Basyal is the former Executive Director, Nepal Rastra Bank, and former
Senior Economic Advisor, Government of Nepal, Ministry of Finance. He has
obtained an MBA from the Tribhuvan University and an MS in Economics from
the University of Illinois at Urbana, USA, as a Fulbright student. Having an
extensive exposure to the monetary policy and fiscal policy, Mr. Basyal possesses
higher expertise and skills in the subject of macroeconomic management. He
has participated in a number of foreign trainings and seminars on the subject.
He has published around 460 articles on the topics relating to economic growth
and development, financial sector and its reform, monetary policy, fiscal policy,
balance of payments and exchange rate management, public debt management,
inflation, macroeconomic interrelationships, and other relevant areas of the
macroeconomy.)
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during 2000/01-2003/04. Adjusting the
inflation rates of Nepal and the world during
these periods (Nepal’s average consumer
price inflation at 6.3 percent during 20052008 and 10.0 percent during 2009-2012
in comparison to the world inflation at 4.4
percent and 3.7 percent respectively), the
real exchange rate (RER) of the NC vis-a-vis
the dollar appreciated by 10.0 percent during
2005-2008 followed by the depreciation at
2.6 percent during 2009-2012. Even when
the RER depreciated during the latest fouryear period, the merchandise trade deficit
rose by an annual average of 23.7 percent
in comparison to the 14.3 percent annual
rise in the trade deficit during the previous
four years when the NC had appreciated
by 10.0 percent. Increased import capacity
of the economy associated with the higher
remittance inflows could be attributed to
such a phenomenon.

recording an annual inflation of 10.4 percent.
The consumer price index during the four
months of 2012 (mid-June through midSeptember) averaged 11.1 percent, showing
further price escalation in the recent months.
The consumer price index growth during
the preceding four years, 2004/05-2007/08,
had averaged 6.3 percent, with the food
and beverages prices rising by 7.0 percent.
In comparison, the food and beverages
prices during 2008/09-2011/12 soared at an
average of 13.7 percent, indicating sharp
rise in the cost of living of the people in
general in an environment of modest GDP
growth. The GDP deflator, another inflation
measure, recorded an average rise of 12.6
percent during 2008/09-2011/12, far higher
than the average GDP deflator rise of 6.4
percent during 2004/05-2007/08. The salary
and wage rate index (base year 2004/05 =
100) grew by an average rate of 19.4 percent
during 2008/09-2011/12 in comparison to
its average growth of 7.8 percent during
2005/06-2007/08. During 2008/09-2011/12,
the average growth of salary and wage rate
index (19.4 percent) was higher than the
average nominal GDP growth (17.6 percent)
during the period, evidencing the fact that
the unionized labor in the government and
private sectors were highly benefitted from
their collective bargaining process. Even
the unorganized labor received high wage
rates due to labor shortages at home on
account of the exodus of youths in search
of jobs abroad. Accordingly, the remittances
as percent of GDP averaged 20.4 during
2008/09-2011/12, far higher than such an
average at 14.3 during 2004/05-2007/08
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(Recent Macroeconomic Situation, Annual
Data, NRB.) Associated with the high
inflation and reduced competitiveness of the
economy, the merchandise export as percent
of gross domestic product (GDP) fell from
an average of 8.7 during 2004/05-2007/09 to
5.4 during 2008/09-2011/12. With the import
as percent of GDP averaging 26.5 and 29.7
respectively during these two periods, the
merchandise trade deficit as average percent
of GDP rose from 17.8 during 2004/052007/08 to 24.3 during 2008/09-2011/12.
The export/import ratio fell from an average
of 32.8 percent during 2004/05-2007/08 to
an average of 18.1 percent during 2008/092011/12. With such a galloping trade deficit,
the remittance has remained a significant
source for financing it.
Undoubtedly, the exchange rate is an
important factor in relation to the trade
developments. If the exchange rate is
misaligned and gets appreciated, the trade
balance is bound to be unfavorable. Looking
at the four-year periods, the nominal
exchange rate (NER) of the US dollar visa-vis the Nepalese currency (NC) averaged
Rs. 76.1775 during 2008/09-2011/12, with
the corresponding exchange rate of one
NC at US$ 0.0131272. The respective
exchange rates averaged Rs. 69.9725 and
US$ 0.0142913 during 2004/05-2007/08
and Rs. 75.5725 and US$ 0.0132323
during 2000/01-2003/04. In comparison to
the corresponding previous four years, the
NER of NC vis-a-vis the dollar depreciated
by 8.1 percent during 2008/09-2011/12
compared to the 8.0 percent appreciation

The fixed exchange rate with the Indian
currency (IC) at NC 1.6015 (average)
corresponds to the exchange rate at IC
0.6244 for one NC. Because of the fixed
exchange rate, there has been no appreciation
or depreciation of the NC vis-a-vis the IC
in nominal terms. However, adjusting the
inflation rates of Nepal and India during
these periods (Nepal’s average consumer
price inflation at 6.3 percent during 20052008 and 10.0 percent during 2009-2012 in
comparison to India’s inflation at 6.2 percent
and 10.5 percent respectively, computed on
the basis of database available in the World
Economic Outlook, October 2012, IMF), the
RER of the NC vis-a-vis the IC appreciated
by 0.1 percent during 2005-2008 followed
by the depreciation at 0.4 percent during
2009-2012. Even when the RER depreciated
nominally during the latest four-year period,
the merchandise trade deficit rose by an
annual average of 24.5 percent in comparison
to the 21.3 percent annual rise in the trade
deficit during the previous four years when
the NC had appreciated marginally (0.1
percent). Similar to the rise in trade deficit
with other countries, increased import
capacity of the economy associated with the
higher remittance inflows could be attributed
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to such an increment in the trade deficit with
India. Hence, making the RER consistent
with the need for reducing the trade deficit
becomes an essential step toward fostering
the macroeconomic sustainability.
Though the remittances have contributed
to a surplus in the balance of payments (BOP),
there are significant risks and uncertainties
in the external sector, as evidenced by the
aforesaid rising trend of trade deficits as well
as the BOP deficits incurred every month
since the month ending mid-August 2009
through the month ending mid-June 2011
(23 months in a row). No policy initiatives
were contemplated or initiated to mitigate
such a structural weakness of Nepal’s
external sector. In the absence of attractions
for investment in other goods and services,
investment in gold became the safest and
most lucrative alternative, resulting in an
increased level of the gold import, from
Rs. 3.75 billion in 2007/08 to Rs. Rs. 16.57
billion in 2008/09, Rs. 41.64 billion (3.5
percent of GDP) in 2009/10, which fell to
Rs. 11.34 billion in 2010/11, and rose again
to Rs. 25.77 billion in 2011/12. During the
first two months of 2012/13, gold imports
have amounted to Rs. 4.65 billion, The
misaligned exchange rate not only increases
the RER but also encourages unproductive
investment and unnecessary consumption in
the economy.

Avoiding misaligned exchange rates
and improving the competitiveness of the
economy remains the central theme of a
sound macroeconomy. To this end, there is
the need for reviewing the exchange rates
regularly and adopting timely corrective
actions besides making the effective use
of the monetary policy instruments with
a view to stabilizing the prices, as stated
above. For example, the condition of
widening trade deficit even when the RER
has reduced evidences that there could
be significant unseen costs in addition to
those that comprise the formal components
of the price computations that probably
raised the economy’s cost of production
and trade. Accurately reflecting the cost of
production and making the price statistics
reliable and updated would be essential
for arriving at the correct price indicators
with a view to adopting necessary policy
actions. In the context of rising hidden or
unaccounted costs that negatively affect
the efficiency and competitiveness of the
economy, it is high time that such costs be
made transparent, reflected and reported
so that the price statistics would become
reliable. Choosing the right measure of
inflation is equally important for assessing

the relative strength of the economy. So,
the availability of the necessary price
statistics when required becomes extremely
important as the means for diagnosing the
economy appropriately and formulating and
implementing necessary policy framework
and measures aimed at the price stability.
For making the macroeconomy sound, such
missing links should be fixed appropriately
besides strengthening the policy foundations
relating to the broader components of the
macroeconomy. Lapses in the objective
of price stability would create speculative
expectations about the future. The resulting
uncertain and unstable future environment
would
damage
markets
including
encouraging the loss of investments.
The likely scenario of the RER being
appreciated would be avoided when there
emerges comparative price stability as well
as through the exchange rate adjustments as
needed. The external sector would become
sound and the macroeconomy would be
strengthened in an environment of stable
process. Stable prices in comparison to
those in the other economies would not only
reduce the RER but also create favorable
environment for augmenting investments
and fostering activities in the economy.
Avoiding the misaligned exchange rates
and making the RER neutral especially
through attaining the price stability goal
hence becomes essential in the process of
transforming the economy through increased
competitiveness, augmented investments,
improved and strengthened markets,
accelerated economic growth, and bringing
about favorable outcomes in other economic
areas and development outcomes.

Priority Actions
In view of almost a double-digit inflation
increasing uncertainty and reducing
productive long-term investment, the
monetary policy needs to be geared toward
attaining the inflation target as specified
in the government budget. In Nepal, there
have occurred large deviations between the
projected economic aggregates and their
actual outcomes, especially in the GDP and
price front, thereby eroding the credibility
and confidence in such projections. This
demonstrates abundance of ad-hocism and
subjectivity in the projection of the economic
aggregates. Persistence of the large deviations
would indicate deep structural weaknesses
in the task of economic forecasting.
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However, the irregularities in volume
trend continued in the month of January,
2012 as the lots size declined by 46 percent
to reach just 27 lots. This decline in the cocoa
trade was due to mixed news coming out of
the market where downtrend in the price
of cocoa was followed by the dry weather
conditions in the Ivory Coast resulting in
confusion status among the MEX trader. The
month of February, 2012 saw the maximum
number of trade which was at 86 lots. This
increase in the interest among the cocoa
trader was due to the news regarding the end
of boycott and agreement by the Ivory Coast
exporter which resulted in the price decline
and saw traders interested to trade.
The following months of March, April
and May saw decline in the volume at 19,
26 and 16 lots respectively. The reason
being the high volatility in cocoa price as
market received mixed news. The favorable
weather report along with smaller deficit in
supply report makes the price quite volatile.
Similarly, the rise in the USD along with
unsolved European debt crisis affected
the market. In these circumstances, cocoa
traders at MEX terminal opted to stay away
from the trading.
The number of lots kept on remaining
at very low levels in the month of June and
July as the number of trade were only 15 and
14 lots respectively. The price of cocoa in
the international market in this period was
on a bullish ride due to unfavorable weather
conditions in the cocoa producing zone of
North Africa. The weather condition was
unfavorable due to low level of rainfall
in Ivory Coast and Ghana. However, this
bullish ride was not able to gain much
attention among the MEX trader which saw
them missing the opportunities. Similarly,
the month of August and September also
continued to see low volume as 11 and 14
lots were only traded on the MEX terminal as
price didn’t move in any particular direction
during these period.

Cocoa
Introduction

Explanation of Charts

C

ocoa is a highly demanded
agricultural commodity, which is
used to make chocolates and bakery products.
It is grown especially in the warmest regions
on earth within 20 degrees north and south
of the equator. Most of the cocoa comes
from African nations but origin of cocoa
was depicted from the South American
culture. Annually more than 3 million tons
of cocoa is consumed around the world. The
International Cocoa Organization (ICCO)
provides the daily price for cocoa beans.

A Cocoa trade at the MEX terminal
remained very low during the review period
as not even a single time the lot size had
been able to cross the 100 markin a month.
The number of lots stood at 65 lots in the
month of October, 2011 which was also the
second highest in the review period. The
price of cocoa futures was affected by the
macroeconomic factor as European Union
effort to solve the region’s sovereign debt
crisis triggered the positive effect in the
price of most agro commodities including
cocoa. This rise in the price of cocoa was
followed by the lowest level of cocoa price
in the previous months;which generated
interest among the MEX trader to trade
this commodity. However, the following
months saw decline in the number of lots
by 46 percent to reach 35. The month of
November saw downtrend in the price of
cocoa due to unresolved macroeconomic
scenario within Eurozone and ample supply
of cocoa from biggest producer of cocoa
i.e. Ivory Coast and Ghana. However, this
opportunity was not able to en-cashby
the local trader as Eurozone scenario was
confusing for the trader to make decision
out of it. However, the lots size increased
in the month of December, 2011 to reach 50
as cocoa price continued its downtrend due
to news regarding the ample supply from
North African countries.

Fundamental Facts
• World largest producer of cocoa, Ivory
Coast and Ghana are unstable countries.
The political, social and labor issue
regularly threatens to decrease and disrupt
the supply of cocoa. Following news from
these countries would help track the cocoa
market.
• Black pod disease is the main threat to
cocoa. A major outbreak regarding this
disease can move the price of cocoa to
higher level.
• Cocoa is strongly co-related to the British
pound than the Dollar index because
Britain has dominated West African cocoa
industry.
• Global cocoa and confectionery industries
are the key players which drives the price
of cocoa.

Cocoa Lots
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Cocoa is a highly demanded agricultural
commodity, which is used to make
chocolates and bakery products.

“The four most dangerous words in investing are: ‘this time it’s different.’” -Sir John Templeton
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Coffee

The coffee in the world is grown
in the bean belt. The bean belt is
the region between the Tropic of
Cancer and Capricorn

Introduction

C

offee, a soft commodity in current
commodity market, was initially
discovered in the 7th century and is now
being produced by more than 70 countries
globally. Coffee is also regarded as one
of the important commodity and popular
beverage where over 2.25 billion cups of
coffee are consumed in the world every day.
The major types of coffees that can be found
at international markets are Robusta and
Arabica, with the latter one believed to be of
better quality compared to Robusta or any
other coffees. Arabica, having bitter taste
and fewer flavors, accounts for about 80% of
all coffee produced in the world considering
its popularity and demand internationally.
Brazil is the global leader in coffee
production
followed
by
Honduras,
Colombia and Peru and the lead producer
has been producing almost one-third of all
worlds’ coffee. Unprocessed or raw coffee
are primarily supplied to multinational
companies like Procter and Gamble, Kraft,
Nestle, Sara Lee and other major related
industries globally. Similarly, US, Germany
and Italy are the top coffee consuming
countries.
Regarding trading of coffee at
international arena in future markets, New
York and London are regarded as two major
hubs for trading. However, considering the
volume of coffee trading, New York Board
of Trade (NYBOT) stands as a pioneer in
trade facilitator.

Fundamental Facts

Explanation of Charts

• Weather is the prime factor that affects
the prices of coffee. Unfavorable weather
conditions in major coffee producing
regions/countries affects production,
which eventually affects the prices.
• Supply/Demand
fundamentals
significantly determines coffee prices.
Similarly, any major changes in cropping
patterns as it is closely integrated with
demand of coffee, drastically impacts the
prices.
• All the coffee in the world is grown
in the bean belt. The bean belt is the
region between the Tropic of Cancer and
Capricorn.
• Brazil and USA, being the major producer
and consumer of coffee respectively,
any major fundamental changes in these
countries significantly affects the prices
of this soft commodity.

The lots of coffee traded in the month of
October, 2011, numbered 187 i.e. exactly
174% more than the lots traded in the
month of September, 2011. Unfavorable
weather conditions in the major coffee
producing nation, Brazil and hoarding of
coffee by traders in the US in the month of
October resulted in trending coffee prices
and subsequently significant increase in
the trading lots. The percentage of lots of
coffee traded out of total trading lots stood
at 1.70% in the month of October. Around
the mid of November, with the continued
European warehousing problem and with
the news of increasing demand for Brazilian
and Vietnamese coffee, both the lots and
percentage of total lots of coffee for the
month declined before gaining momentum
in the month of December, 2011 with total
lots of 211.
With the news of reduced output of coffee
in Brazil and Vietnam by 10.3 and 5 percent
respectively and forecasted output of coffee
to fall by 4 percent for the year in the very
beginning of the month of December, the
speculators provided the momentum to the
market and due to bullish market, buying
pressure significantly rose the lots of coffee
traded for the month and with continued
thrust, the level touched the highest point of
212 lots in the month of January.

Coffee Lots as a percentage of Total Lots
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In the month of January, the market
forecasted a record harvest for the year
2012/13 with harvest to begin from May,
2012. 49 to 52.3 million bags of coffee are
expected to be produced this year, beating
the highest ever production of 48.5 million
of bags in the year 2002/03. Considering
international market, the Nepalese market
in the month of February traded the total
coffee lots of 192, i.e. 20 lots down from
previous month’s figure. Similarly, March
and April also showed declined trading
volume with only 113 and 112 lots of
coffee respectively. With the mixed market
fundamentals like Arabica’s biggest 3 days
loss in almost a month time, rise in export
of Cameroon Arabic coffee by 50 percent
in the month of April and other production
related news, the market remained volatile,

reducing the volume of coffee traded in
these months.
With changing market fundamentals in
the month of May like rise in Columbian
coffee production and significant increase in
demand of coffees by emerging nations or
economies, the Nepalese commodity traders
instantly reacted to these fundamental and
traded bullish for the month of May, taking
the lots traded to 137 for the month, higher
than that of previous two months, making it
1.03 percent of total volume traded for the
month. With a large portion of crop looming
from Brazil and over worries on Euro zone
debt crisis the Arabica futures dropped
to a two year low point in the month of
June, hitting the Nepalese traders, which
ultimately dragged the trade lots to a meager
volume of 94 for the month.

The polarized market fundamentals
coming from European economy, Brazilian
production data and international demand
conditions for coffee left the coffee prices
fluctuating in the month of July and August
with trade lots of 132 and 76 respectively,
before gaining volume in the month of
September to a level of 277 lots, highest
for the review period, representing 2.67
percent of total trade volume.

“The safe way to double your money is to fold it over once and put it in your pocket.” -Frank Hubbard
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Go Green with MEX

Being a responsible citizen of the planet earth, thinking of the days to come is paramount given
the perpetual environmental degradation. Resources are getting scarcer with each passing days.
The smallest acts of people will indeed hold our planet in good stead and eradicate the negative
impacts thereby improving the eco-system of the planet.

Stop Polluting Water

The evidence of life i.e. water, is being contaminated with dangerous ingredients including
batteries and harsh cleaners, are harming the very existence of the proof of life on our planet earth.
Likewise, these ingredients also contaminate the soil where all our food grows. The poisonous
chemical components cannot be removed from the water we eat or the food we eat and also
cannot be removed from the systems of the animals that eat the crops.

Utilize Go Green Products

We cannot change the inevitable but we can responsibly recycle these harmful components and
use products that are green and kind to the environment thereby sufficing our immediate needs.
Simply go green!

Reduce - Reuse - Recycle

Go

with MEX

www.mexnepal.com/gogreen/index.html

Environmental Awareness Program
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Nepal International Financial
Center Pvt. Ltd.
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Corn
Introduction

Corn is most
important plant
grown in US
due to its high
nutrition value
and wide variety
of uses.
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C

orn, also called as maize, is one of the most important agricultural
crops in the world. It is believed that it was first cultivated in
highlands of Mexico thousands years ago. Christopher Columbus and his
team took it to Europe and then it was introduced all over the world. There
are various varieties of corn like – yellow, black kernels, red, pink and
blue which are often spotted, stripped or banded. Corn is most important
plant grown in US due to its high nutrition value and wide usage options.
It is mainly used to prepare variety of foods (breads, muffins, cereal,
popcorn, meal, corn oil, etc.). The usage of corn also expands to its use as
sweeteners, alcoholic beverages, ethanol, etc.
Fundamental Facts
• Weather is an important factor for production of corn. Any fluctuation
in weather condition like rainfall, temperature, soil moisture, etc.
affects the corn supply. Likewise, natural calamities like floods,
drought, earthquake, etc. affects its production which ultimately affects
the corn prices.
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• Any main event in major corn producing,
consuming, importing, and exporting
countries affects the prices of corn.
• Price fluctuation of substitute’s products
increases the demand volatility of corn
which ultimately affects its price.
• Any major technological change or
fungus & diseases during production,
harvesting or distribution may increase
or decrease corn productivity and supply
which reduces prices of corn.
• The seasonal cycle of crop also affects
its prices. For example, the price of corn
tends to be lower during its harvesting
seasons and higher at the time of sowing
due to its tight supply.
• Corn is extensively used for the ethanol
production; therefore demand of corn for
the ethanol production also influences
the price of corn. Ethanol has expanded
its use as an alternative fossil fuel due to
the hike in the energy prices; this has led
to the increase in demand for the ethanol.
Thus, ups and downs of the fuel prices
also affect the corn prices.
Explanation of Charts
Corn was in a bearish trend during

September 2011 and the trend remained very
similar in the month of October too. A little
bit of hope was seen during the month. The
trading of corn started with 6 lots in the month
of October in the MEX terminal. European
banks came up with a recapitalization plan
to stabilize the weaker financial chain like
Greece and Italy. This showed a glimpse
of hope to the investors but really could not
hold long. The trade lots increased to 7 lots
to November, not a significant improvement
as the dollar got strong and therefore the
dollar denominated assets, commodities,
came down. The US dollar Index rallied for
most of the time in the year which brought
the commodity prices down for the term.
The trade lots further increased to 13 in the
month of December. The positive job growth
in USA and other encouraging economic
data helped the price boost. Besides that,
5 central banks had added liquidity to the
European market hinting some stability
which also encouraged the investment.
Influx of capital from the hedge funds and
other large speculators into the commodity
markets decreased the trade lots to only 2
lots in the opening month of the year 2012.
Drought effects got higher coming to the
month of February and European Union also

Corn Lots as a percentage of Total Lots
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It is an unfortunate human failing that a full pocketbook often groans more loudly than an empty stomach.
-Franklin Delano Roosevelt
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showed scope of its crisis resolution bringing
the trade lots to 12 in the month of February.
March and June were the two months when
there was no trade of the corn commodity in
the MEX terminal.
April and May were the months with only
2 lots traded. The prices were low during
this period as the USA and Europe were both
slow and the US jobs data and the European
Union drove money out of the commodity
market. The month of July came up with the
highest trade lots of the review period, 44.
Quantitative Easing III and the coordinated
interest rate easing in Europe and Asia
helped the price of the commodity rise and
encourage the investors for the investment.
Trade lots again decreased to 20 lots in
August owing to the USDA report which
actually showed the corn yield to the lowest
level which demotivated the investment in
the commodity. The decrease in the trade
lots continued in the month of September
with 18 lots traded as the announcement of
ECB also going for QE hinted the overall
weak economic condition and moreover, the
Nepalese financial market also went through
turmoil.

Total Lots
Corn Lots
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Cotton
Introduction

C

otton is one of such commodities
where more than 100 countries have
cotton plantation but the production and the
trade both are influenced by only few of the
countries. Cotton is a perennial tree which
is cultivated as the annual crop. It is a shrub
usually found in the tropical and subtropical
climatic zones of the earth. Cotton happens
to be the world’s most unique agricultural
commodity traded as its uses are not only
limited to the fibers but can also be used as
food. Cotton, sun-lover and water-averter,
is highly used as important textile fibers
in clothing and household furnishing.
Moreover, the byproducts which are derived
from the cotton seed and stalks give us edible
oil that is used for human consumption and
also used to prepare a high-protein animal
feed supplement. It would be interesting to
know that the edible oil given by the cotton
plant remains among top 5 most consumed
oils in the world.
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Fundamental Facts
• Used to produce many different textile
products: towels, denim for blue jeans,
socks, T-shirts, bed sheet, etc. their blend
with other fibers give other qualities of
clothes like polyester.
• Also used to make fishing nets, coffee
filters, tents, explosives, paper, cottonseed
oil, etc.
• Largest producers of cotton are China
and India and most of their production is
consumed by themselves in their textile
industries.
• Largest exporters of raw cotton are United
States of America ($4.9 billion) and Africa
($2.1 billion). The total trade of cotton in
the world is around $12 billion in 2011
according to Wikipedia.
• USA encourages its cotton growers in a
highly subsidized rate of $ 2 billion per
year which is itself creating trade disputes
among the producer nations.

The cotton seed and
stalks give us edible
oil that is used for
human consumption
and also used to
prepare a highprotein animal feed
supplement.

• United States-Brazil is a famous trade
dispute under the Dispute Settlement
Mechanism of the WTO for the unfair
subsidies in cotton. USA was alleged
of not abiding by its commitments
in the Uruguay Round Agreement on
Agriculture and the Agreement on
Subsidies and Countervailing Measures.
And surprisingly, the Dispute Settlement
Panel in WTO ruled against the United
States on several key issues of the case on
September 8th, 2004.
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January did not show much fluctuation,
with a slight fall of trade lots to 67, which
indicated that the market was relatively
stable. The supply and demand dynamics
showed gradual shift in the positive
direction. Cotton plantings reduced in
China by approximately 10% reflecting
higher production cost and similar condition
prevailed in USA where plantings dipped by
5% to 10%. February showed a dip in the
trade lots reaching 45 lots and the trend on
the whole remained unclear still. The drop
in the month was basically the wait for the
new supply and demand outlook report.
The slowdown in the cotton plantings also
continued which resulted in the decrease
in the hope. The trading lots decreased to
25 in the next month. In March, the prices
still failed to break out from the trading
range. The spinners were very cautious
and reluctant to any rise in the merchant’s
offering prices making the overall market
stiff.
April came up with some gain in the trade
lots, just doubling and reaching 50, resulted
by the limited movement that was seen in
the new supply and demand fundamentals.
The expectations of announcement of
additional import quota also hiked the price
supported by the uncertain Indian export
policy. May showed up with more than five
times increment in the trade lots in the MEX

Explanation of Charts
The decreasing trend that was observed
in the later months in 2011 up to September
continued in October also and the trading lots
further decreased to 26 lots in October. The
most probable reasons that drove the prices
downwards were market uncertainty, price
intervention by the Chinese government and
spinner shifting. As the cotton commodity is
very volatile, the investors were uncertain
about the strength of demand in the cotton
textile industry as the China Cotton Index
had unexpectedly lowered down. Moreover,
many spinners were turning to polyesters
which also deteriorated the demand forecasts.
Not a meaningful improvement as such was
seen in November as the lots increased to
51 but the signals were good on the whole.
There was emergence of aggressive offers of
cotton in India which raised the expectations
thus mildly increasing the trade lots. And the
uptrend was supported by the increased pace
of procurement for the storage in China. The
trading lots further increased in December
and reached 74 lots, most of it being in the
short position as there were estimates of fall
in the world production forecast. Coming to
the end of the month, Trading Corporation
of Pakistan well supported the market prices
in Pakistan giving a glimpse of some bullish
hope.
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“The real measure of your wealth is how much you’d be worth if you lost all your money. ’’ -Author Unknown
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terminal reaching 259 lots. The intentions
of the Chinese government kept threatening
the market with its upcoming policies and
that resulted many anticipation in the market
regarding the price volatility. There were
forecasts of increased Chinese imports and
the production status of Pakistan supported
the bullish movement. June consisted of
highest traded lots in the MEX terminal,
667 lots; the volatility of the cotton market
supported that. The dryness in the North US
pressurized the cotton production increasing
its price and encouraging the long position
sentiments of the investors. Cotlook Index
for the month was very encouraging.
The trading lots came down again to
70 lots in July. Australia emerged into the
cotton market as a new player affecting both
production and consumption thus decreasing
the trade lots again. August showed some
considerable growth supported by the strong
performance of New York Futures market
again increasing lots more than double to
152. The strong grain and oilseeds market
influenced the rise in the prices. Weather
impact and the production forecast reports
influenced more to the price hike. The market
again slowed down in September and lots
decreased to 73, one of the reasons being the
current turbulence in the Nepalese financial
market which was also supported by the
export and import facilitations declared in
the global conventions.

Total Lots
Cotton Lots
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Explanation of Charts

Mini Cotton
• Largest producers of cotton are China
and India and most of their production is
consumed by themselves in their textile
industries.
• Largest exporters of raw cotton are United
States of America ($4.9 billion) and Africa
($2.1 billion). The total trade of cotton in
the world is around $12 billion in 2011
according to Wikipedia.
• USA encourages its cotton growers in a
highly subsidized rate of $ 2 billion per
year which is itself creating trade disputes
among the producer nations.
•

Introduction

C

otton is one of such commodities
where more than 100 countries have
cotton plantation but the production and the
trade both are influenced by only few of the
countries. Cotton is a perennial tree which
is cultivated as the annual crop. It is a shrub
usually found in the tropical and subtropical
climatic zones of the earth. Cotton happens
to be the world’s most unique agricultural
commodity traded as its uses are not only
limited to the fibers but can also be used as
food. Cotton, sun-lover and water-averter,
is highly used as important textile fibers
in clothing and household furnishing.
Moreover, the byproducts which are derived
from the cotton seed and stalks give us edible
oil that is used for human consumption and
also used to prepare a high-protein animal
feed supplement. It would be interesting to
know that the edible oil given by the cotton
plant remains among top 5 most consumed
oils in the world.

Largest exporters of raw cotton
are United States of America ($4.9
billion) and Africa ($2.1 billion).

United States-Brazil is a famous trade
dispute under the Dispute Settlement
Mechanism of the WTO for the unfair
subsidies in cotton. USA was alleged
of not abiding by its commitments
in the Uruguay Round Agreement on
Agriculture and the Agreement on
Subsidies and Countervailing Measures.
And surprisingly, the Dispute Settlement
Panel in WTO ruled against the United
States on several key issues of the case on
September 8th, 2004.

Fundamental Facts
• Used to produce many different textile
products: towels, denim for blue jeans,
socks, T-shirts, bed sheet, etc. their blend
with other fibers give other qualities of
clothes like polyester.
• Also used to make fishing nets, coffee
filters, tents, explosives, paper, cottonseed
oil, etc.
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significantly as a result of the stable market.
Some cautious optimism persisted in the
market taking into consideration the trend in
the previous months, all showing a positive
direction of trading. Further increment in
the trade lots were seen in February as the
lots traded were 43 which mostly came in
response to the awaited new demand and
supply outlook report. The slowdown in
the cotton plantings continued which also
provoked the supply deficit thus increasing
the price and the trade lots. A small increment

Mini Cotton Lots as a percentage of Total Lots

Mini Cotton Lots

L
O
T
S

No trade is seen from the graph below
in the Mini Cotton up to November as the
contract was launched on the MEX terminal
only in December 2011. A total of 12 lots
only got traded in this month as this was a
newly introduced commodity in the market.
Moreover, the month already had the
projections of fall in the production forecast.
The production forecast in India was also
lower. Above that, the seasonal selling price
did not emerge as an influencing factor like
in previous periods.
The trading lots more than doubled in
the month of January and reached 25. The
cotton market was relatively stable in the
month which increased the price modestly
and ultimately the trade lots. Though it was
high time for the harvest-time pressure,
the pressure could not pull down the price

Total Lots
Mini Cotton
Lots
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was seen in March as the trade lots reached
46. This, in no way signifies that the trend
attracted any further investment from any
investor. The sideways movement in the price
trend resulted in the small movement in the
price and the trade lots. India had suspended
its exports during this period. New foreign
investors introduced in the market who
also took the cautious long positions which
brought small price movement.
The increasing trend continued and
the trading lots reached 62 in April which
signified the decent increment in the interest
of the investors in the cotton investment.
Coming to this month, the substantial
proportion of the world supply and
imports remained in the hands of Chinese
government who was in the position to
announce additional import quotas which
could hike the price and the trade lots. The

uncertain nature of the Indian export policy
also played into the market sentiments of
the investors in this month. May came up
with the increment of more than twice in
the trading lots and reached 165. The price
intervention plan of the Chinese government
and the forecast of the increased Chinese
imports played a significant role for the
increment. The trading lots in June also
increased by more than twice and reached
454. For this increment, the encouraging
Cotlook index played a significant role. The
dryness in the North US stimulated the price
rise and subsequently the rise in the trading
lots.
July and August remained with higher but
equal trade lots of 467. This increment was
a result of decreased production due to the
civil war in Ivory Coast and the market was
also supported by the strong performance of

the New York futures market. The weather
impact and the production forecast also
stimulated the price rise in the market.
Though the business confidence among the
investors remained fragile, the trading lots
did not make it appear. A slight trade lot
decrement to 308 in September was due to
the provoked domestic news scandals in
the country though the import and export
facilitations were declared in the conventions
globally.

“Only when the last tree has died and the last river been poisoned and the last fish been caught will we realise we
cannot eat money.” -Cree Indian Proverb
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Refer www.mexnepal.com
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Contract Months
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Soybean
Oil
Introduction

S

oybean oil is widely used oil and is commonly called
‘vegetable oil’. Soybean oil is a very healthy food
ingredient despite the bad publicity regarding fats and oils in
general. Soybean oil is very popular because it is cheap, healthy
and has a high smoke point. Soybean oil does not contain much
saturated fat. Like all other oils from vegetable origin, soybean
oil contains no cholesterol. Saturated fat and cholesterol cause
heart diseases and are mainly found in products from animal
origin such as milk, cheese and meat products.

China is the world’s largest and
the Indians are the second largest
importer of Soybean oil
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soybean oil. Moreover, decline in the US
dollar also saw the demand from the world’s
second largest economy i.e. China would
increase and have positive impact in the
number of lots. However, the trading was
nil from November, 2011 to January 2012
as investors were mostly confused about the
international soybean oil market.
The month of February, 2012 saw the
highest number of lots at 28. This increase
in the interest among the soybean oil trader
in MEX platform was due to the rise in the
international price of soybean oil. The price
of soybean had rose due to rising demand
for US exports and lowered estimation of
crop in South America. Hence, this had
created interest among the MEX trader to
go long on soybean oil. However, the later
months saw no trading at MEX terminal
for soybean oil as the month from March,
2012 to September, 2012 saw no trading at
all. Lack of trading for soybean oil was due
to lesser news and report being published
regarding the soybean oil and also complex
fundamental news which the traders
were not able to comprehend. Moreover,
opportunities in more volatile commodities
were also the main reason for the lack of
interest in soybean.

Fundamental Facts
• Soybeans, in comparison to other beans,
grains and cereals, contain a huge amount
of fat.
• Soybean oil has normally a shelf life of 1
year but it’s better to store soybean oil for
only a few months at room temperature.
• According to the University of
Stellenbosch Business School (USB)’s
2011 Consumer Attitudes about Nutrition
Survey, soybean oil was among the
top three oils ranked ‘very healthy’ by
consumers.
• Argentina and Brazil are the leading
players in the international soybean oil
market.
• In the past 10 years, the increased global
bio-diesel production capacity has
increased the consumption of soybean oil
in Europe.
• China is the world’s largest and the
Indians are the second largest importer of
Soybean oil.
Explanation of Charts
Soybean oil is one of the least traded
commodities in the MEX platform as over
the review period only 36 lots were being
traded. The trading was done only in the
month of October, 2011 and February, 2012
when the total lots being traded was 8 lots and
28 lots respectively. The month of October
saw price of soybean oil rise on a weak US
dollar. Moreover, the price of mineral oil
was also rising in the international market
which increased the demand for the soybean
oil in the international market. These also
have direct effect in the price of soybean oil
which makes the trading very predictable.
This news saw rise in the interest among
the trader in the MEX platform for trading

Soybean Oil Lots as a percentage of Total Lots

Soybean Oil Lots
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Fundamental Facts

Soybean

• The soybean, also known as the soy bean,
is a legume native to East Asia.
• An ancient Chinese legend says that the
wild soybean’s nutritious properties were
first discovered by a band of traveling
merchants about 5,000 years ago.
• Around 2838 BC, it was recorded that
the soybean was valued in China for its
medicinal properties.
• Soybeans were first cultivated in northern
China and from there it spread into Japan,
Korea and the rest of SE Asia and were
first brought to America in the early 19th
century.
• Some of the better known soybean
products include soy meal, soy flour,
soy milk, tofu, meat substitutes, tempeh,
soy sauce, soy cheese, soy cream cheese,
infant formula, bio-diesel fuel, animal
feed, etc.
• World soybean production has increased
by over 500 percent in the last 40 years,
and will continue to grow on strong
demand for animal feed (especially in
China).

Introduction

S

oybeans are an important global crop, providing oil and protein. Soybeans are legumes,
native to East Asia; those are grown for oil and protein around the world. They are
cultivated primarily in warm and hot climates. They were originally used as nitrogen fixers
in early systems of crop rotation-ancient farmers would plant a field of soybeans on an
exhausted or depleted field and then plow the crop under to replenish the soil.
The US has been the largest producer of soybeans, followed by Brazil. However, soybean
production has been falling in the US recently, a trend which may continue in spite of the
increasing demand for arable lands as pressure on food crops increases. Futures on soybeans
have been traded on the Chicago Board of Trade (CBOT) since 1936. Soybeans can be broken
down into soy oil and soy meal.

Explanation of Charts
Soybean is one of the lowly traded
commodities in the MEX Platform which can
be well understood from the lots charts. The
volumes of soybean had remained below 50
lots in the entire review period. The number
of trade in the month of October, 2011 was
10 lots which were followed by 8 lots, 4
lots and 2 lots for the month of November,
December and January respectively. This
decline in the number of lots or decline in
the interest for trading for soybean in MEX
platform was due to the volatility in the
price of soybean at the international market.
The price of soybean was on strong bearish
trend starting from October, 2011 to late
November, 2011. After this strong bearish
trend, soybeans trend reversed and increased
till the end of December, 2011.
Soybean Lots as a percentage of Total Lots
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Similarly, price remained volatile in the
month of January, 2012 as well. This change
in the price of soybean was due to the
reason such as strong US dollar, slowdown
in the demand for soybean, decline in the
production of corn from one of the largest
producer of corn i.e. Argentina etc. In these
circumstances; the local traders were less
reluctant to take position as they have little
experience about such scenarios whose
effect could be seen in the number of trade at
the MEX platform. Similarly, in these four
months starting October, 2011 and ending
January, 2012 the total lots of soybean as
compared to the total lots of MEX have
remained below 0.10 percent which was
extremely low. However, the month of
February, 2012 saw strong rise in the number
of lots as the volume increased four times
compared to previous month and reached a
total of 8 lots. This rise in the number of lots
was due to the rise in the price of soybean
in the international market. The price of
soybean had rallied to reach 5-month high
in the month of February, 2012 due to

rising demand for US export and estimation
of lowered crop in South America. This
fundamental factor was well understood
by the trader and they take position in the
soybean. However, percentage of soybean
lots as compared to the total lots still
remained very weak at 0.05%.
Moving into the month of March, 2012
there was no trading in the soybean as the
price decline due to profit taking activities
in the international market and local
trader who had position on soybean had
already settled the position so they weren’t
interested to trade. Moreover, the number of
lots had increased in the month of April to
reach 12 after which it declined in the month
of May and June when the total lots stands
at 2 lots and 4 lots respectively. The rise in
the number of lots in the month of April
was due to US Department of Agriculture
report which reported decline in the stock
of soybean and also forecasted lower output
from South America which caused the prices
to rise and also generate fair interest in the
MEX platform.

However, the number of lots declined in
the month of May and June as the price of
soybean was on bearish trend to reach two
months low due to pressure of liquidation of
the previously held long contract and also
the expectation of better production output in
the US. The month of July, 2012 saw major
increase in the number of trade at MEX as
lots reached 46. This increase in the interest
in the soybean trade was due to the rise in
the price of soybean as there was the worst
drought in the US in nearly 50 years. This
encouraged traders to go long at the MEX
platform. However, the month of August and
September again saw drop in the number of
trades due to profit booking activities and
total lots in these months’ stood at 16.

Around 2838
BC, it was
recorded that
the soybean was
valued in China
for its medicinal
properties

“A bank is a place that will lend you money if you can prove that you don’t need it.” -Bob Hope
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Sugar
Introduction
Sugar is the generalized name for a class of
sweet-flavored substances used as food. They
are carbohydrates and as this name imply, are
composed of carbon, hydrogen and oxygen.
The world produced about 168 million tonnes
of sugar in 2011. The average person consumes
about 24 kilograms of sugar each year (33.1 kg
in industrialized countries), equivalent to over
260 food calories per person, per day. The five
largest producers of sugar in 2011 were Brazil,
India, the European Union, China and Thailand.
In the same year, the largest exporter of sugar
was Brazil, distantly followed by Thailand,
Australia and India. The largest importers
were the European Union, United States and
Indonesia. Currently, Brazil has the highest
per capita consumption of sugar, followed by
Australia, Thailand and the European Union.
Fundamental Facts
• The world supply and demand, production
and consumption are the major factors that
influence the world sugar prices.
• Increasing population and growing income
have a major impact on the consumption
and price trends.
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The trading of sugar at MEX terminal
declined over the review period as compared
to the previous year. Last year, 10 out of 12
months saw sugar volume crossing 400 lots
whereas in this year the volume have come
down and not a single month saw the trade
around 400 lots. The first four months i.e.
October, November, December and January
saw the lot size at higher numbers when in
all occasion the lot sizes were more than
100. However, in the following months the
number of trade declined and in all occasion
lots size remains below 100 lots. The number
of lots for the month of October, November
and December 2011 were 120 lots, 140 lots
and 135 lots respectively. The price trend in
the initial days of October, 2012 was bullish
for sugar as flood in one of the major sugar

Sugar Lots as a percentage of Total Lots
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• Increase in international crude oil prices has
resulted in an increase in the demand for
ethanol as an alternate source of energy.
• Any news coming out of the largest
producing and consuming countries have an
effect on the price of the sugar.
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exporting counties i.e. Thailand generated
interest among the local trader to trade the
commodity. Similarly, news from Brazil,
world’s largest sugar producer and exporter,
regarding cut in sugar production due to bad
weather saw price to rise and generated fair
amount of volume in the month of November
and December.
Likewise, the lot size in the month of
January, 2012 was highest in the review
period at 165 lots as harvesting news
from Brazil was very encouraging which
saw prices soften. This news helped local
traders to go short in the MEX platform and
saw highest lots in the 12 months period.
However, the following months saw drastic
decline in the trading of Sugar as lots size for
the month of February and March stands at
76 lots and 29 lots respectively. This decline
in the interest on sugar was due to mixed
news in the international market regarding
sugar. The previous month report from
Brazil regarding the encouraging harvesting
was offset by the delayed in the harvest
which spread confusion in the international
sugar market. Similarly, international sugar
analyst predicated rise in the global sugar
stock due to higher output forecast from the
EU and Russia which created confusion for
the trader in the local market and saw the
volume to decline, also the lowest levels in
the year.

The world supply and demand, production
and consumption are the major factors
that influence the world sugar prices.

The following months of April, May, June
and July continued to have low volumes at
52, 29, 47 and 34 lots respectively. The report
released showed that the production of sugar
in major sugar producing countries like India
and Brazil had increased substantially which
added certainty in the sugar supply and move
the price downwards in the international
market. Similarly, sluggish global demand
for the sugar complemented quite well to
the rise in the sugar production globally
ensuring lower price volatility in the sugar
price at the international market. This also
discouraged the local traders to take position
in sugar and saw volumes at lower side. In
these 10 months sugar lots as a percentage
of total lots remained extremely low where
only at one occasion the percentage was
above 1 percent.

Moving onto the last couple of months
the lots increased considerably as the total
lots had increased to 97 lots and 64 lots
in the month of August and September
respectively. This rise in the number of sugar
lots in the month of August was mainly
driven by the unfavorable weather condition
in the US. The US experienced the worst
drought in many decades which impacted
the price of agro commodities including
sugar. Similarly, India which is also one of
the major producers of sugar experienced
worse monsoon which also helped prices
to move higher. This saw MEX traders take
long positions to take advantage of bullish
trend in the sugar market. Likewise, glut of
supply from Brazil also played an important
role for traders to take position in sugar on
the month of September, 2012 as 64 lots
were traded in that month.

“Inflation is when you pay fifteen dollars for the ten-dollar haircut you used to get for five dollars when you had hair.”
-Sam Ewing
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Wheat
Introduction

The level of
worlds ending
inventory to be
exported and
imported

51

C

ultivated in many regions of the world, wheat is the most
important cereal crops grown. It is one of the highly consumed
food staple. Wheat covers more of the earth’s surface than any other
cereal crop for cultivation. Although it takes more land space than other
cereals, it is only the third-largest cereal crop, behind maize and rice.
Due to its importance, the investment in it has become a compulsion. In
order to safeguard themselves from the risk of adverse price movement,
the producers and the merchandisers involve in hedging activities.
Fundamental Facts
• Unfavorable weather conditions like heavy rainfall, drought, hot dry
weather conditions etc. affect the production and price of wheat.
• Review of key supply and demand factors affecting wheat market is
necessary for analyzing the wheat market.
• The level of worlds ending inventory to be exported and imported.
• Impact of U.S dollar depreciation on wheat prices.
• Current events impacting the wheat prices.
• Transportation cost also affects the price of wheat
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Wheat Lots as a percentage of Total Lots
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Explanation of Charts
The trading of wheat on MEX platform
kicked off with 9 lots for the month of
October, 2011, representing .08 percent of
total traded volume. With Japan showing
positive signs on joining Trans-Pacific
Partnership (TPP) trade negotiations, rising
hopes for US wheat producers, trading in
the month of November increased to 18 lots,
an increment of 50 percent from previous
month, i.e., October. Amidst fluctuating
prices of wheat at international market, the
trading lots for the months of December
2011 and January 2012 remained at a
constant level of 5 each, representing 0.12
percent and 0.03 percent respectively of
total trading lots.

The lots traded in the month of February
reached to 44 lots, highest for the review
period. Agro report from United States
Department of Agriculture (USDA)
highlighting optimistic projection for
wheat can be attributed towards surge in
trading volume for the month of February.
The trading lots for March, April and May
remained at lower levels with 15, 2 and 8
lots respectively, which became null for the
month of June. With drought significantly
affecting wheat harvesting in US and fall in
wheat production in other major producers
like India and China, as the price of wheat
surged amidst reduced supply, significant
increase in long wheat position took the

trading lots for the month of July to 42 lots
representing 0.36 percent of total traded
volume in the trading platform.
Amidst financial turmoil in Nepalese
financial sector concerning regulation
on commodity market and related issues
combined with negative publicity on
commodity market, despite surge in wheat
prices in international market in line with
declined wheat supply and reduced inventory
levels, the trading volume for the month of
August and September remained at 29 lots
and 23 lots respectively. The main reason for
fall in trading volume during ending months
of the review period can be attributed
towards chaos in Nepalese financial market,
especially commodity market.

“Business is the art of extracting money from another man’s pocket without resorting to violence.” -Max Amsterdam
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Copper

Introduction

C

opper is derived from the Greek
word “Chalkos”. It possesses
a wide range of properties that make it
invaluable for many applications. Copper
is a good electrical and thermal conductor,
thus is used in many electronics and related
devices. Similarly, copper is used to create
alloys in combination with other metals like
zinc, bronze, aluminum etc. Copper metal
have been in use for thousands of years.
The early decades of the 19th century saw
the foundation of the Electrical Age and
thereafter the demand for copper increased
tremendously. Britain was a major producer
for much of the 19th century but new mines
were opened up in the U.S.A., Chile, and
later in Africa. In 1911, the world’s output
of copper for the first time exceeded million
tons per annum. With the increase in
industrialization, new important uses were
found for copper. Chile is the top producer
of copper followed by China, Peru and the
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United States. Likewise, according to the
International Copper Study Group (ICSG),
the top importers of copper are China, Japan,
India and the Korean Republic

Hence, data relating to these industries
from major consuming countries affects
copper prices.
Explanation of Charts

Fundamental Facts
• The major copper consuming countries
include China, US and Europe. Any major
news regarding copper demand from these
countries affects copper prices.
• The other key factor affecting copper
prices is related to the supply side. Any
major news related to the production of
copper from major producers also affects
the price of copper.
• Weather conditions also contribute to price
changes with floods affecting production
and transport of copper.
• Copper is a commercial metal which
is extensively used by the housing,
automotive and electrical industries.

Copper prices had a volatile last quarter
in 2011 being pressured mainly by the
continuing euro zone crisis on one hand,
while being supported by upbeat import
data from China on the other hand. A total
of 76 lots were traded in October and the
figure remained similar during the month
of November. Investors were seen taking
their money off the markets as a result of the
uncertainty in the global arena. However,
copper prices got a real boost in prices
following import data from China, the
largest consumer which showed that copper
imports in China rose to a 16 month high in
October. As a result, copper prices increased
in the international market, attracting bargain
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hunters to take positions
in the copper. This interest
in copper got further boost
with the rate cut by ECB
(European Central Bank)
resulting in a 26% increase
in copper lots in December
to 96 lots. This constituted
about 0.61% of the total lots
traded during the month of
December.
January saw the total lots
traded to 115 lots, which
constituted about 0.63% of the total traded
lots in the MEX terminal. The continuing
increase in copper prices saw investors
flocking to the copper market, supporting
the copper lots. But with copper prices at 5
month highs, in February, doubt regarding
the sustainability of the prices saw many
traders stay off the market, resulting in on 79
lots, a 0.53% of total lots traded at the MEX
terminal. March posted the third lowest lot
for the review period, with only 40 lots being
traded. The slowing of the Chinese economy
coupled with persisting euro zone debt woes
saw copper prices fall in the international
market. The next month saw copper lots
increase, albeit marginally.
In the month of April, a total of 58
copper lots were traded, which was 0.58%
of the total lots traded. The continuous fall
in copper prices saw buying opportunities,
resulting in an increase in copper lots. The
fall in copper imports in China was the
contributing factor for falling copper prices.
Likewise, lingering worries from the euro
zone, especially after yields on Spanish
bonds inched higher also saw a broad decline
in the commodity prices, driving copper
prices lower too. The following month saw
marginal decline in the copper lots, hinting
that investors were still unsure about the
outcome from the euro zone crisis. Concerns
that the U.S. economy is struggling to sustain

July saw a turnaround
in the total lots with a
133% increase in lots
from 18 in June to 42 in
July. The decline in copper
prices fuelled mainly by
disappointing import data
from China and EU worries
saw bargain hunters step
into the market to take
advantage of month low
prices. August however
saw prices reverse and
start increasing supported by positive data
coming out of the U.S. and a stronger euro.
Likewise, hopes of another round of stimulus
in the world’s largest economy also drove
investors to the copper market, pushing
prices as well as total lots higher. September
saw total lots decline although the prices hit
a 4 month high following another round of
quantitative easing announced by the Federal
Reserve. Investors were seen profit taking
following the high prices which decreased
total lots to 31 making up 0.30% of total lots
traded at the MEX terminal.

Copper is a commercial metal which
is extensively used by the housing,
automotive and electrical industries.

its positive momentum and that Greece
may exit the euro drove copper prices to a
5 month low. As a result, only 53 lots were
traded in the month of May. June recorded
the lowest volume in copper for the review
period with only 18 lots being traded, which
made up a meager .13% of total lots traded.
While speculation was rife about the third
round of quantitative easing in the U.S.,
which boosted copper prices, however the
persisting problems in the euro zone as well
as rate cuts in China kept investors away
from the copper market.

Copper Lots

Copper Lots as a percentage of Total Lots
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Mini
Copper
Introduction
Fundamental Facts

C

opper is derived from the Greek
word “Chalkos”. It possesses
a wide range of properties that make it
invaluable for many applications. Copper
is a good electrical and thermal conductor,
thus is used in many electronics and related
devices. Similarly, copper is used to create
alloys in combination with other metals like
zinc, bronze, aluminum etc. Copper metal
have been in use for thousands of years.
The early decades of the 19th century saw
the foundation of the Electrical Age and
thereafter the demand for copper increased

tremendously. Britain was a major producer
for much of the 19th century but new mines
were opened up in the U.S.A., Chile, and
later in Africa. In 1911, the world’s output
of copper for the first time exceeded million
tons per annum. With the increase in
industrialization, new important uses were
found for copper. Chile is the top producer
of copper followed by China, Peru and the
United States. Likewise, according to the
International Copper Study Group (ICSG),
the top importers of copper are China, Japan,
India and the Korean Republic.

Mini Copper Lots

Mini Copper Lots as a percentage of Total Lots
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• The major copper consuming countries
include China, the US and Europe. Any
major news regarding copper demand
from these countries affects copper
prices.
• The other key factor affecting copper
prices is related to the supply side. Any
major news related to the production of
copper from major producers also affects
the price of copper.
• Weather conditions also contribute to price
changes with floods affecting production
and transport of copper.

Total Lots
Mini Copper
Lots
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• Copper is a commercial metal which
is extensively used by the housing,
automotive and electrical industries.
Hence, data relating to these industries
from major consuming countries affects
copper prices.
Explanation of Charts
Mini copper lots traded more than the
regular sized lots during the review period,
mainly owing to the lesser margin and less
risk. A total of 281 and 172 lots were traded
in the month of October and November
respectively. Copper prices got a real boost
in the prices following import data from
China, the largest consumer which showed
that copper imports in China rose to a 16month high in October. As a result, copper
prices increased in the international market,
attracting bargain hunters to take positions
in the copper. This interest in copper was
dented abnormally with the rate cut by
ECB (European Central Bank) resulting in
a decrease in copper lots in December to
144 lots. This constituted about 0.92% of
the total lots traded during the month of
December.
January saw the total lots traded to 111
lots, which constituted about 0.61% of the
total traded lots in the MEX terminal. The
continuing increase in copper prices saw
investors flocking to the copper market,
supporting the copper lots. With copper
prices at 5 month high, in February, investors
were attracted towards the base metals
resulting in a 172.97% increase in the lot size
to reach 303 for the month. March posted
a decrease for the review period, with only
133 lots being traded. The slowing of the
Chinese economy coupled with persisting
euro zone debt woes saw copper prices fall
in the international market. The next month
saw copper lots decrease further, albeit
marginally. In the month of April, a total
of 117 copper lots were traded, which was
1.17% of the total lots traded. The investors
could not grab the flowing opportunities

which resulted from the continuous fall in
copper prices. The fall in copper imports in
China was the contributing factor for falling
copper prices. Likewise, lingering worries
from the euro zone, especially after yields
on Spanish bonds inched higher also saw
a broad decline in the commodity prices,
driving copper prices lower too.
The following month saw a decline in the
copper lots, hinting that investors were still
unsure about the outcome from the euro zone
crisis. Concerns that the U.S. economy is
struggling to sustain its positive momentum
and that Greece may exit the euro drove
copper prices to a 5 month low. As a result,
only 55 lots were traded in the month of
May-the lowest for the review period. June
recorded the second lowest volume in copper
for the review period with only 66 lots being
traded, which made up a meager 0.49% of
total lots traded. While speculation was rife
about the third round of quantitative easing
in the U.S., which boosted copper prices,
however the persisting problems in the
euro zone as well as rate cuts in China kept
investors away from the copper market.
July saw a mild increase in the total
lots with a 6% increase in lots from 66 in
June to 70 in July. The decline in copper
prices fuelled mainly by disappointing
import data from China and EU worries
saw bargain hunters step into the market
to take advantage of month low prices.
August however saw prices reverse and
start increasing supported by positive data
coming out of the U.S. and a stronger euro.
Likewise, hopes of another round of stimulus
in the world’s largest economy also drove
investors to the copper market, pushing
prices as well as total lots higher to reach
154 during the month. September saw total
lots decline although the prices hit a 4 month
high following another round of quantitative
easing announced by the Federal Reserve.
Investors were seen profit taking following
the high prices which decreased total lots to
71 making up 0.68% of total lots traded at
the MEX terminal.

Copper is a good electrical and thermal conductor, thus is used
in many electronics and related devices. Similarly, copper is
used to create alloys in combination with other metals like zinc,
bronze, aluminum etc.
Copper metal have been in use for thousands of years.
“Every once in a while, the market does something so stupid it takes your breath away.” -Jim Cramer
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Brent
Crude Oil

Brent is ideal for
production of
gasoline and middle
distillates

Introduction

B

rent Crude is a light crude oil
containing approximately 0.37% of
sulfur. It is suitable for the production of
petrol and is refined in Northwest Europe,
primarily consumed in the U.K., Norway,
Denmark, Netherlands and Germany. The
API gravity of Brent Crude is 38.03 and
specific gravity of 0.8333. Saudi Arabia,
Russia, U.S. and Iran are the major producers
of this commodity. Being the second
largest traded oil in the energy market, it
is used to price two-thirds of the world’s
internationally traded crude oil supplies.
Intercontinental Exchange (ICE) is the major
trading platform for this commodity.
Fundamental Facts
• Brent accounts for less than 1 percent of
the world crude oil production. However,
it determines the price of more than 60
percent of internationally-traded crude
oil.
• Brent is ideal for production of gasoline
and middle distillates.
• Oil production from Europe, Africa and
the Middle East flowing west tends to be
priced relative to Brent Crude.

• There is generally negative correlation
between Brent Crude Oil and the American
Dollar. This means that when the USD
declines, all other factors remaining
constant, the price of Brent Crude Oil
generally increases.
• It has positive correlation with WTI crude
oil with both WTI and Brent increasing
and decreasing at the same time. The
degree of volatility however does differ.
Explanation of Charts
Brent crude is seen as one of the
commodities whose trading volume/lots are
observed at lower level compared to other
related items in the trading platform during
ending months of 2011 and initial months
of 2012. With the ongoing euro crisis and
issues related to Greek-bail out, the contract
lots traded for the month of October,
2012 remained at a meager level of 8 lots,
representing only 0.07% of total volume of
lots. By the end of October as Euro gained
over USD upon comments made by French
and German leaders regarding a rescue
fund-European Financial Stability Facility
(EFSF), the trader went bullish over Brent

Brent Crude Lots
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Crude considering the comments of euro
giant leaders and expected positive economic
outcome in Euro zone, taking trading lots to
65 for the month of November.
By the end of November, though the
economic outlook of euro zone was sought to
gain some momentum, the comments made
by IEA director Maria Van Der Hoeven by
the end of November over ongoing higher
oil prices and its impact on growth prospects
left the market unpredictable, eventually
taking back the lots to a minimal level of
9 for the month of December, 2011. Amid
weak European demand of Brent Crude, fall
in output of North Sea crude to 1.0 million
barrels per day in the month of February
from 1.05 million barrels per day in January
and euro hitting around a month high by
the end of January upon Fed’s statement
on maintaining interest rates at lower level
at the other end, as the market remained
unstable, the lots of Brent crude traded from
the month of February to April remained at
an average of 6 lots for three months.
With the news of US economic recovery
in the beginning of the month of June and
fall in jobless rate in the US by mid of
the month, the investors went bullish over

Total Lots
Brent Crude
Lots
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Brent Crude on the expectation of further
economic growth in the US. As a result,
the Brent Crude lots for the month of June
touched the highest point of 204 lots, largest
lots for the year representing 1.52 percent of
total lots, the highest percent of total lot for
the year. By the mid of the month of July, as
the import of Brent Crude by China lowered
upon Chinese economic slowdown and
Norwegian oil strike (production related)
came to an end, the price of Brent Crude fell
below $ 100 a barrel at international market.
Considering these fundamentals as the
market went bearish, the lots traded in the
month of July (as selling pressure was not as
higher as buying) remained to a lower level
of 122 lots compared to the month of June.
At the beginning of the month of August,
with weaker-than-expected Chinese export
growth and other unhelpful economic
indicators, the market went sideways
for Brent in line with pledged Chinese
monetary stimulus on the other end. The
Brent Crude in the month of August traded
155 lots, representing 1.21 percent of total
trade volume, before plunging to a lower
level of 97 lots in the month of September.
Adverse external environment in the
Nepalese commodity market due to delay
in promulgation of regulation of commodity
market and adverse publications by media
houses regarding commodity market and
practices being prevailed in Nepalese
derivative market could be jointly attributed
towards fall in trade volume during the
month of September.

“In investing, what is comfortable is rarely profitable.” - Robert Arnott
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Crude Oil
Crude oil is traded in almost all the exchanges all around the world.
However, the major crude oil trading exchanges are New York
Mercantile Exchange (NYMEX), International Petroleum Exchange
of London (IPE), Tokyo Commodity Exchange (TOCOM) and
Mercantile Exchange Nepal Ltd. in Nepal.

Introduction

C

rude oil is the unprocessed oil that is found beneath the earth’s surface in the form of liquid or solid.
It is the made up of hydrocarbon compounds which consists of Alicyclics, Aliphatics, and Polycyclic
Aromatic Hydrocarbons (PAH). It is also known as “Mother of all Commodities” due to its various usages like
gasoline, aviation, kerosene, lubricants, fuel, petroleum gas, asphalt, plastics, waxing sulfuric acid, petroleum
coke, cosmetics and perfumes, etc. More than 40% of the energy demand is fulfilled by crude oil which is
followed by coal (25%) and natural gas (21%). OPEC countries hold around 75% of total oil reserves.

Crude Oil Lots
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Additional Facts of Crude Oil
• The biggest reserve of crude oil is in Saudi Arabia followed by
Venezuela, Canada, Iran and Iraq.
• The major oil producing countries are Saudi Arabia, Russia, United
States, Iran and China.
• USA is the world’s largest consumer of crude oil followed by China,
Japan, India and Saudi Arabia.
• OPEC countries control 40% supply of crude oil globally.
• The prices of crude oil are usually very volatile as there are lots of
factors other than demand and supply which impact the price of oil.
For example political instability in the Middle East usually impacts
the crude oil prices.
The Energy Intelligence Group has
classified 161 different types of crude oil
on the basis of their characteristics, quality
and market penetration. Normally two
types of crude oil are traded in the market
and the prices of other types of crude oil
are determined by these two i.e. West Texas
Intermediate (WTI) crude oil (very high
quality) and Brent Crude Oil (standard
benchmark of crude oil for Europe).
Almost
all
industries,
including
agriculture, are directly or indirectly related
to crude oil. The price of crude oil is very
volatile and is important to the economy;
the increase in crude oil prices might even
lead to global inflation. Crude oil is traded
in almost all the exchanges all around
the world. However, the major crude oil
trading exchanges are New York Mercantile
Exchange
(NYMEX),
International
Petroleum Exchange of London (IPE),
Tokyo Commodity Exchange (TOCOM) and
Mercantile Exchange Nepal Ltd. in Nepal.
Fundamental Facts
• OPEC decisions regarding the production
and supply of crude oil.
• Price forecast (Global speculations &
market sentiments).
• Anticipated oil market (Growth in newly
industrialized countries is a key factor
driving physical oil prices)
• Demand of crude oil from major oil
consuming countries like China, Brazil
and India.
• Value of crude oil: it becomes more
expensive as the dollar loses value and
vice versa
• Domestic taxation policies in major oil
producing countries

• Fluctuation in supply due to climatic or
political tensions like weather/storms, war,
terrorism, or any geopolitical factors.
• Identification of new sources of crude
oil.
Explanation of Charts
Crude Oil is the third most traded major
futures contract in the MEX platform with
an aggregate of 7117 traded lots during
the review period. Only 369 lots of crude
oil were traded in October. Due to the
worsening condition of European debt
crisis and the possibility of Greece default
during the beginning of the month defined
the bearish trend. However, after the release
of news to provide liquidity to Greece
by European Central Bank and Bank of
England to Greece, it raised the investors’
confidence. As a result, the traded lots of
crude oil increased by more than double
and reached 779 lots during November.
The crude oil price reached the three month
high on 4th November after the release of
US unemployment rate to 9%. This created
an interest among local investors to trade in
crude oil. Similarly, in December, traded lots
for crude oil reached 848 lots and in terms of
percentage it showed upward trend i.e. from
5.05% in November to 5.41% in December.
The price of crude oil showed bearish trend
on 4th week of December due to threat of
mass downgrade in France along with other
European nations.
There was a short term correction in crude
oil prices but investor’s hesitancy to invest
in it, resulted in the traded lots for January
to decrease to 741. Even through the price of
crude oil surged up after mid-February, the
investing pattern in crude oil did not change
much as a result there was 431 lots traded. The

crude oil prices remained volatile throughout
the month of March. With worries of supply
disturbances from Iran and fall in US dollar
due to weaker than expected US consumer
inflation report, speculators drove up the
prices of crude oil during March whereas the
price raised slightly after the release of IEA
monthly report stating that global demand
for crude oil is up by 0.9% in 2012. Due to
this volatile situation only 294 lots of crude
oil were traded from MEX platform which
is the lowest traded lots per months for the
review period.
Likewise, the prices of crude oil continued
to dwindle in an unclear trend during April
as well. The pressure between Iran & West
and increase in OPEC’s oil production due
to growth in Libya’s oil production were
the major factors behind it. However in
MEX platform the traded lots increased and
reached 382. The sharp fall in crude oil prices
during May, hitting the seven months low
resulted in the decline in the lots of crude oil
for the month. The larger fear of recession
in Europe due to economic troubles in Spain,
Greece, Portugal and Italy has resulted to
euro plundering further to a two-year low
which had acted as jackhammer on crude
oil prices. The lower economic growth rate
in USA, Europe & China had also resulted
in the decrease in demand and subsequently
in the prices of crude oil. But after the
decision of EU leaders to bail out EU
banks (including Spain) by the EU rescue,
the prices of crude oil enhanced. Due to
these reasons, the traded lots for June had
increased to 684, following the same pattern
in July and resulted to 840 lots.
The crude oil price started to rally up
during July due to the increase in OPEC oil
production and the disappointing China’s
GDP growth during Q2 which had raised
the speculation that China will stimulate
its economy. The number of traded lots had
increased drastically during the months of
August i.e. to 1010 lots which is the highest
traded lots throughout the review period.
During mid of August, crude oil prices
reached its highest level since due to the ECB
announcement of unlimited bond purchase
program, Chinese government infrastructure
development plans and US federal reserve
decision to buy $40 billion mortgage
backed securities each month. However,
after release of increased production report
of Saudi Arabia, slower economic growth
in china and concern over European debt
crisis, the crude oil prices pulled back.
The volatile price of crude oil declined the
interest among local investors due to which
only 409 lots were traded during the month
of September.

“The stock market is filled with individuals who know the price of everything, but the value of nothing.” - Phillip Fisher
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Heating Oil
Introduction

H

eating Oil (HO), a less viscous liquid petroleum
product, is generally used in furnaces and to defend
winter through the pipes in the buildings. Like diesel, HO
is also a distillate of the crude oil, so it is also known as
No. 2 fuel oil. People usually happen to take heating oil
not as an independent commodity due to obvious reasons as
mentioned above. Generally, the global trend shows that the
contracts of the heating oil are used for hedging against the
price deviation of other oil products like jet fuel, diesel, etc.
but it is very essential for us to understand that heating oil is a
different product and have their own quality specifications. Coal
served as a source of heat for so long but as the heating oil burners
were invented in 1920s, the pattern of people started shifting.
Burning heating oil in the homes is efficient, health-friendly
and eco-friendly too. The trend of the use has increased a lot1.5 million people in Great Britain use heating for the purpose
currently. Taking into account the cost of the heating oil, the
cost of the crude oil, the cost of distillation, the cost of delivery
and storages are also added up. Thus, we conclude that the cost
of heating oil is derived from the cost of crude oil and the factors
affecting the crude oil prices affect the prices of heating oil.
Fundamental Facts
• Weather in the Northeast area of US seems to
affect the price of heating oil. In severe winter
conditions, the demand will be higher thus
leading to price increase whereas if the winter
is mild, due to the surplus heating oil, price may
decrease.

Heating Oil Lots
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• In the last 25 years, no new refineries
have been established so the production of
heating oil is influenced by the refineries
also. The satisfactory production by the
refineries will not be an issue but since
they have to produce other oil products
like gasoline, etc. lower production of
heating oil can hike the price.
• Currency fluctuations affect the price of
heating oil as the imports are to be done
from OPEC. Higher exchange rate will
increase the price of heating oil.
• Vulnerability of the Gulf Coast region in
the US, where 47% of the refineries are
located, also affects the price of heating
oil. Any news of hurricane or storm in the
region can alter the price of heating oil.
• Increase in the crude oil price increases
the price of heating oil. Though, people
have been trying on alternatives like wood
furnaces, corn pellets and biodiesel from
vegetable oil, etc.
Explanation of Charts
The chart of the heating oil below shows
the optimum disinterest of the traders
regarding the trade of the commodity in
Nepal. No trade in any months except January
evidently confirms the above mentioned fact.
As this commodity falls under the category
of energy, it usually follows the price trend
of the crude oil. In January, the trading may
have been undertaken due to some reasons
like: winter was extremely harsh that time,
crude oil prices rose due to the strikes in

Burning
heating oil in the
homes is efficient,
health-friendly
and eco-friendly
too.
the production companies in Europe and
uneven distribution of money, shutdown
of the crucial refineries in the Northeast
and Europe due to highly decreasing profit
margins, political instability in the Middle
East and rising demand of crude from the
developing and emerging countries drove the
crude prices higher thus hiking the heating
oil prices, the projection done by the US

government talking about the crisis of the
heating oil and the government providing
incentives to switch from the heating oil to
the natural gas.
Other times of the year clearly show the
backlash of the heating oil. Several factors
affect the interest lapse of the public from the
heating oil. It must have been clear from the
above discussion that most of the population
in the world now is trying to switch from the
heating oil to other alternative energy sources.
Many people also fell in the expenditure
trap. Expenditure trap can be defined as
the state when previous expenditure does
not provide positive effect rather attract
more expenditure. The situation of the
client gets pathetic as previous expenditure
is not providing the return and they are
not in a position to add up the expenditure
due to which they are compelled to bear
loss furthermore. To look into the data,
in USA, the number of households using
heating oil dropped from 20% to 7% in the
current scenario which ultimately created
the surplus supply state in the market thus
decreasing the price and disinterest for the
investment in the public. The incentives
given by the government for installation
of the insulation also cut the consumption
of the heating oil. Oil, though the part of
the portfolio is found expensive, less costeffective and unsustainable in comparison to
natural gas. Moreover, switching to natural
gas was felt beneficial for the public as the
cost of an individual fell by up to 93.33%
which is very much encouraging.

“Bottoms in the investment world don’t end with four-year lows; they end with 10- or 15-year lows.” -Jim Rogers
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MARCH

The
h winner
i
off
“Rewards Galore 2012”
for March is

Simrik Investment Pvt. Ltd.

MEX CSR
MEX CSR Activities: Year in Review
As a part of corporate social responsibility (CSR), MEX have donated to the following organization in the period
between October, 2011 to September, 2012.

October 2011
Rejoice and Salvation in Trinity Services
This charity included the payment of due bills of
the basic requirement.
November, 2011
Rasuwa Langtang Liring Orphan’s Society
The charity included the purchase of various grocery items.
House for Rescue of the Afflicted (HORAC)
The charity included the purchase of various grocery items.
January, 2012
Social Welfare Center Old Age Home in Pashupati
Donated 230 bed sheets on the occasion of MEX’s
third anniversary
March, 2012
Rasuwa Langtang Liring Anath sanstha
The charity included the purchase of various daily essential items
May, 2012
Set up a shelter at the premises of Pashupatinath Temple
during the celebrations of Teej
Helped thousands of devoted worshippers with
water and shelter.
www.mexnepal.com/webpages/corporate_social_responsibility_mex.html

MEX NEPAL YEAR BOOK 2012

Commodity Insights

Mini
Crude Oil

prices of other types of crude oil are determined by
these two i.e. West Texas Intermediate (WTI) crude
oil (very high quality) and Brent Crude Oil (standard
benchmark of crude oil for Europe).
Almost all industries, including agriculture, are
directly or indirectly related to crude oil. The price of
crude oil is very volatile and is important to the economy;
the increase in crude oil prices might even lead to global
inflation. Crude oil is traded in almost all the exchanges
all around the world. However, the major crude oil
trading exchanges are New York Mercantile Exchange
(NYMEX), International Petroleum Exchange of
London (IPE), Tokyo Commodity Exchange (TOCOM)
and Mercantile Exchange Nepal Ltd. in Nepal.

Introduction

Fundamental Facts

C

rude oil is the unprocessed oil that is found
beneath the earth’s surface in the form of liquid or
solid. It is the made up of hydrocarbon compounds which
consists of Alicyclics, Aliphatics, and Polycyclic Aromatic
Hydrocarbons (PAH). It is also known as “Mother of all
Commodities” due to its various usages like gasoline,
aviation, kerosene, lubricants, fuel, petroleum gas, asphalt,
plastics, waxing sulfuric acid, petroleum coke, cosmetics
and perfumes, etc. More than 40% of the energy demand
is fulfilled by crude oil which is followed by coal (25%)
and natural gas (21%). OPEC countries hold around 75%
of total oil reserves.
The Energy Intelligence Group has classified
161 different types of crude oil on the basis of their
characteristics, quality and market penetration. Normally
two types of crude oil are traded in the market and the
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• OPEC decisions regarding the production and supply
of crude oil.
• Price forecast (Global speculations & market
sentiments).
• Anticipated oil market (Growth in newly
industrialized countries is a key factor driving
physical oil prices)
• Demand of crude oil from major oil consuming
countries like China, Brazil and India.
• Value of crude oil: it becomes more expensive as the
dollar loses value and vice versa
• Domestic taxation policies in major oil producing
countries
• Fluctuation in supply due to climatic or political
tensions like weather/storms, war, terrorism, or any
geopolitical factors.
• Identification of new sources of crude oil.
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Additional Facts of Crude Oil
• The biggest reserve of crude oil is in Saudi
Arabia followed by Venezuela, Canada,
Iran and Iraq.
• The major oil producing countries are
Saudi Arabia, Russia, United States, Iran
and China.
• USA is the world’s largest consumer of
crude oil followed by China, Japan, India
and Saudi Arabia.
• OPEC countries control 40% supply of
crude oil globally.
• The prices of crude oil are usually very
volatile as there are lots of factors other
than demand and supply which impact
the price of oil. For example, political
instability in the Middle East usually
impacts the crude oil prices.
Explanation of Charts
Mini crude oil contract is also one of
the highly traded futures contract in MEX
platform which occupied about 7.77% of the
total traded lots during the review period i.e.
from 1st October, 2011 to 30th September,
2012. During October, 1140 lots of mini
crude oil were traded through its platform.
The European Sovereign debt crisis and an
unexpected drop in U.S. inventories were the
major reasons for increase in price of crude
oil. The continuous rise in prices of crude
oil increased the interest of local investors
which was also shown in their trading
lots that had increased to 1384 lots during
November. The price rise in international
market was based upon the increased in
U.S. consumer sentiment to the highest
level in November, decrease in U.S. jobless
claims, increase in import of China by
29.6% in October as compared to last year
and the probability of disruptions in Iranian
crude oil supply. After few weeks of bullish

Mini Crude Oil Lots

Mini Crude Oil Lots as a percentage of Total Lots

2000

“An investment in knowledge pays the best interest.” - Benjamin Franklin

6000

4.79%

7.43%

7.98%

6.07%

6.66%

10000

10.00%
8.00%
6.00%

3.57%

7.87%

9.55%

9.01%

12000

11.01%

8.96%

8000

14000

10.38%

L
O
T
S

16000

4.00%

4000

2.00%

2000

P
E
R
C
E
N
T
A
G
E

August

September

July

May

June

April

March

January

0.00%
February

0
December

Months (October 2011 - September 2012)

18000

November

770
September

August

July

June

May

April

March

February

January

December

November

October

0

T
O
T
A
L

October

1409

500

644

473

790

1000

938

1109

1348

1100

1384
1044

L
O
T
S

12.00%

20000

1140

1500

the market trend. Following the same trend,
May also showed downfall in the traded lots
and reached 473 which was the lowest in
the review period, contributing only 3.57%
of total lots traded through MEX platform.
During this period, the prices of crude oil
showed bearish trend due to the reports of
the highest reserves in the US since 1990,
weak economic data from US and European
countries and huge speculative sell off and
higher supply of crude oil. The month of
June was full of positive sentiments for crude
oil markets and the volume increased and
reached 644 lots but the gloomy economic
data from China, US and Europe caused the
bearish trend in the market.
With the increasing price trend of crude
oil in July, the number of traded lots of
mini crude oil had drastically increased
and reached 938 lots due to the possibility
of geopolitical tensions, problem in
production at North Sea and with the
hope that the worlds’ major economies
will ease their monetary policy to support
their economies. The upward movement
with bullish sentiment in global crude oil
market for the consecutive second month
increased the confidence of local investors
with 1409 number of traded lots, the highest
throughout the review period. Crude oil
prices reached its highest level since May
during mid-September due to the decision
of European Central Bank of Unlimited
bond buying programme and the US Federal
Reserve decision to implement another
round of quantitative easing. However, it’s
prices declined and were lower at the end of
month which was caused by the increasing
concerns about global economy and growth
in the oil demand. Due to volatility in the
crude oil, only 770 lots of crude oil were
traded through MEX platform for the month
of September.

trend in crude oil prices, it finally declined
during the second week of December due to
the OPEC members’ decisions to keep the
same production level in 2012 and release
of EIA crude oil petroleum stockpiles report.
However, the threats of mass downgrade in
France including other European nations,
improvement in US housing market and rise
in core durable goods supported the recovery
of the price during the third and fourth week.
This volatility in crude oil prices reduced
volume of mini crude oil to 1044 lots during
December.
With the beginning of the New Year,
crude oil showed sideways pattern during
the month of January with 1100 lots of trade
in this period. The revived geopolitical
tensions in Middle East and better than
expected US economic data enhanced the
risk premium on crude oil prices. Weakening
of dollar against the Euro had provided
some level of support for it, yet the fears of
Europe’s economy & its credit downgrades
and weakening demand could not decrease
its prices. Crude oil showed upward trend
after mid-February by which many investors
increased their investment in it thereby
reaching a total of 1348 lots during the
month. The upward trend of its prices was
supported by increasing geopolitical tension
with fears of supply interruption inflated by
upwelling speculative activities, positive
sign of Greek financial bailout and bullish
US economic data. The volatility in the price
of crude oil was the major reason behind the
disinterest of local investors due to which
there had been only 1109 lots of trade during
March.
In the month of April there was the drastic
change in number of lots as it had declined
by around 40% and reached 790 lots. This
extreme change in interest among investors
was due to the bearish trend in its prices
and investors perception to wait and watch

Total Lots
Mini Crude Oil
Lots
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Mini
Natural Gas

Introduction

Natural Gas is a naturally
occurring mixture
of hydrocarbon gas
consisting methane in the
highest proportion along
with other hydrocarbons,
carbon dioxide, nitrogen
and hydrogen sulfide.
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N

atural Gas is a naturally occurring mixture of
hydrocarbon gas consisting methane in the highest
proportion along with other hydrocarbons, carbon dioxide,
nitrogen and hydrogen sulfide. It is very similar to the
oil; most of the times both with the properties and the
functions but natural gas have been successful to prove
itself more efficient- per unit energy as its combustion
produce 30% less carbon dioxide than oil and 45% less
than coal. Much of the processing is needed to be done
before it is developed as final product. In the purest form,
it is almost 100% methane. As it is an odorless gas, using
it as a fuel in the houses can get risky sometimes; therefore
mercaptan is added to natural gas before its supplies as the
leaks could be known and rectified.
Fundamental Facts
• The changing demand dynamics affects the price of the
natural gas to the most. In the current scenario, when
people have understood that it is the safest form of fuel,
most of the countries like USA, Britain are shifting
from heating oil to the natural gas. This shift to the
substitute product definitely shifts the demand curve
and ultimately the prices alter.
• Earlier, the production pattern of the natural gas used
to be conventional and in small quantities but now the
domain has grown wider.
• Overall production has increased less than the demand,
thus leading to the price and demand in-equilibrium.
• Politics and the environmental policies of the major
producing and consuming countries also alter the price
significantly.
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Explanation of Charts
Mini Natural Gas is only differed by
the contract size and the volume of money
involved or else the product is same as the
Natural Gas. After the fall the commodity
had in September 2011, the trading of the
commodity started with 26 lots in the MEX
terminal. The trend seemed declining as it
seemed following the trend of Crude Oil,
which is not a substitute though but is a
complement sometimes. Fed’s chairman
announcement of a limited stimulus plan but
it came less than the expectation so could
only help trade a 26 lots. A slight increased
trend was seen in November when the
trade lots increased to 79 lots. The major
reason why the prices rose in November
was the decrease in temperature throughout
the American belt. This increase in price
increased the demand of the product and the
trade lots of the commodity. In December,
trade lots further increased to 105 lots, the
major incident being the high demand from
the US East Coast and of course the seasonal
change.
The demand kept on rising, prices kept
on hiking in January too. The trade lots in
January reached 246. The cold increased
along with the crude oil, coincidentally, thus
increasing the trade lots. Winter increased to
its peak and trade lots in February recorded
its highest of 287 lots. The speculative
positions increased for the commodity and
thus achieved the highest trade lots of the
review period. Lots decreased to 253 in
March. Storage was almost full and there
was no space for additional supply. This led
to an oversupply situation thus bringing the
prices down along with the trade lots.
The decreasing trend continued and the
trade lots further decreased to 220 in April.

The reverse trend was seen as the production
was entering a long term irreversible decline
and the production of natural gas kept on
increasing. A sharp decrease in the trade
lots was seen coming to May when the
trade lots decreased from 220 to 62. This
occurred due to the market controversies
that arose about the production process. In
the meantime, there were high imports from
the Middle East which also demotivated
the regular small investors. In June, the lots
slightly increased to 82 but the confidence
of the investors’ was yet not met. New rules
were introduced which made the producers
skeptic about the earlier productions, thus
decreasing the price and ultimately the trade
lots.
Coming to July, the reasons still persisted
and there were only slight changes seen in
the trade lots. There were news of failure
of the Carbon based economy whereas the
deliveries were not executed timely which
made investors’ lose their confidence and
thus the trade lots slightly decreased to 66.
August came up with small hope as the
lots showed a slight increment reaching
136 lots. The environmental relationships
were positive about the production process
and the political viability was also seen for
the production efficiency and sufficiency.
Russian government was also seen
encouraging the investors as its policy
came strongly for the benefit of the market
of the Natural Gas. In September, the trade
lots again decreased and reached 67 lots.
The market turmoil seen in the Nepalese
financial market was supported by the news
of higher supplies made the US government
keeping into consideration their higher stock
stimulated the decrease in the trade lots in
MEX terminal.

Mini Natural Gas Lots
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-Warren Buffett
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Natural Gas
Natural gas have been
successful to prove itself more
efficient- per unit energy as its
combustion produce 30% less
carbon dioxide than oil and
45% less than coal.
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N

atural Gas is a naturally occurring
mixture of hydrocarbon gas
consisting methane in the highest proportion
along with other hydrocarbons, carbon
dioxide, nitrogen and hydrogen sulfide. It
is very similar to the oil; most of the times
both with the properties and the functions
but natural gas have been successful to
prove itself more efficient- per unit energy
as its combustion produce 30% less carbon
dioxide than oil and 45% less than coal.
Much of the processing is needed to be done
before it is developed as final product. In the
purest form, it is almost 100% methane. As
it is an odorless gas, using it as a fuel in the
houses can get risky sometimes; therefore
mercaptan is added to natural gas before its
supplies as the leaks could be known and
rectified.
Fundamental Facts
• The changing demand dynamics affects
the price of the natural gas to the most.
In the current scenario, when people
have understood that it is the safest form
of fuel, most of the countries like USA,
Britain are shifting from heating oil to
the natural gas. This shift to the substitute
product definitely shifts the demand curve
and ultimately the prices alter.
• Earlier, the production pattern of the
natural gas used to be conventional and in
small quantities but now the domain has
grown wider.
• Overall production has increased less than
the demand, thus leading to the price and
demand in-equilibrium.
• Politics and the environmental policies
of the major producing and consuming
countries also alter the price significantly
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Explanation of Charts
The price trend for the Natural Gas did
not follow the usual trend it actually used to
follow earlier. In earlier days, the emerging
winter used to be more significant reason
for the trade lots of natural gas but this
time, the same impact during those months
were not seen. To start up with the trade,
the trade kicked off with the trade of 18 lots
in October 2011 in the MEX terminal. The
trend continued to fall corresponding to the
fall from September 2011. Moreover, the
production and consumption of natural gas
remained declining but robust for the month
of October. Coming to the November, the
trend did not show a clear path with very
quick shifts from falls to rises with the
traded lots of just 22. This small change was
only the result of the volatile ups and downs.
In December, the traded lots increased to 39.
Though the expectation was a very high rise
in the price due to the seasonal effect but it
did not go as per the expectation.
The trade lots finally jumped to 254 in
January 2012. The major reasons for this
price rise were the seasonal effect, i.e. the
winter coming up and the production not
going equivalent to the rising demand.
Higher crude oil prices also drove the

natural gas prices. In February, the trade
lots went down to 190 but the overall trade
scenario remained positive. Buyers started
stepping up in the product, the volatility of
the product increased leading to profitable
positions. The speculative positions had also
begun to pare. Trading lots further decreased
to 138 in the month of March. Storage was
too full and there was very little space for
the additional supply which discouraged the
investors. New demands also did not come
up as expected.
In April, the trend continued and the trade
lots decreased to 96 lots. The production was
entering a long-term irreversible decline
due to which many investors developed a
negative impression about investing in this
energy commodity. Besides that, all major
natural gas producing areas were peaking
their rate of production which also made
investors anticipate of higher supplies
compared to demand. May, June, July and
August did not go well in the MEX terminal
with the decreased trade lots of 18, 20, 7
and 4 respectively. The major news that
frustrated the investors in these months was
mostly related to the USA and Russia. The
controversies about the production process

and the demand of the technical report by
the authorities heated the market in May.
This really did not show a good sign to the
overall market of natural gas. China came
up strongly in the market of natural gas by
June. There were new rules brought up in
China to encourage the private investment
to the energy industry but people remained
skeptic about the strategy of the strongest
communist country of the world.
July and August did not go good in the
MEX terminal with only 7 and 4 lots. The
reason for the decreased lots was the incompetitive price war between China and
USA. China was an emerging market with
its amended policies whereas USA already
was a country with a significant demand but
alternates for natural gas became cheaper
during that time. A slight increment in the
trade lots was seen in September when it
increased to 16 lots. There were news on
environment-friendliness and the political
viability of the product which gradually
increased some confidence among the
investors and thus small increment in
confidence was seen as small hike in the
trade lots.

“It’s not what you know about economics it’s who you know in economics that counts.” -Martin S Eichenbaum
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Gold

Introduction

G

old, recognized as ‘Yellow Metal’, is an element which is quite resistant to corrosion.
Also known as precious metal, it is one of the most expensive elements of this
form. Gold is mainly used for jewelry and is also regarded as an inflationary tool. China
and Australia are major gold producers in the world, whereas India and China are the top
consumers of this metal. Generally gold has negative correlation with USD, the American
dollar is considered as the most influencing factor for gold’s price.
Fundamental Facts
• Gold is primarily used for making jewelry and trading purpose, followed by industrial,
electronics and dentistry use.
• Out of total consumption, jewelry and investment stands around 50% and 40% respectively
with remaining 10% in other sectors.
• World’s largest gold producing countries are China, Australia, United States, Russia and
South Africa. Also, it is estimated that about 50% of all the gold ever produced has come
from South Africa.
• The major receptacles of physical gold are Euro zone, US and IMF, holding 10,792.6 tons,
8133.5 tons and 2846.7 tons of gold respectively.
• Traditionally, investors and traders would preserve their assets during hard economic times
by investing in precious metal such as gold. Thus, gold can be also recognized as a hedging
tool during inflation.

77

MEX NEPAL YEAR BOOK 2012

Commodity Insights
Gold Lots

25.22%

24.33%

30.00%
25.00%
20.00%

8.72%

15.00%

4000

12.17%

9.20%

14.73%
7.25%

6000

6.97%

10000

13.59%

12000

23.07%

8000

14000

21.09%

L
O
T
S

16000

19.71%

18000

10.00%
5.00%

2000
0

P
E
R
C
E
N
T
A
G
E

August

July

June

May

April

March

February

January

September

Months (October 2011 - September 2012)

December

0.00%
November

September

August

July

T
O
T
A
L

October

2523

2698

2713

2652
June

May

1222
April

1013
March

February

1377

2465
January

December

1120
November

766

2310

3345

20000

October

5000
4500
4000
3500
L 3000
O 2500
T
2000
S
1500
1000
500
0

Gold Lots as a percentage of Total Lots

Total Lots
Gold Lots

Explanation of Charts
Amidst ongoing Euro zone debt crisis and
with the rise in prices of gold at international
market, the trading of ‘yellow metal’ in the
month of October 2011 at Nepalese market
increased to 766 lots, a rise of more than 90
percent from the month of September 2011.
With the continuing pressure as of Euro debt
crisis on gold and market expectation on
gold to cross $2,000 mark at international
market considering the riskiness of euro debt
crisis, the lots of gold traded in the month
of November continued the momentum and
traded 1,120 lots, complementing trending
prices of gold.
During the month of December 2011,
while the gold market turned from bullish
to bearish in line with stabilization of Euro,
European stocks and positive U.S economic
outlook, the selling pressure significantly
surged the trade lots to a whopping 2,310
lots for the month, representing 14.73
percent of total lots. With the dissemination
of positive U.S factory data, the prices of
gold in the month of January surged as much
as 2 percent by the first quarter of the month.
Further, the rise in Indian jewelry demand
by 15 percent created a bullish pressure in
the market. As a result, the trading lots for
the month were observed to be 2,465 lots.
Along with the rise in the value of the
green back and easing of equity market from
the beginning of February amidst positive
U.S data including increasing worries over
China and Greece, the prices of gold for the
month saw a bearish run and the market over
growing concerns and fluctuating scenario
significantly reduced the lots for the month,
taking the total trade volume to a meager
level of 1,377 lots which continued to the
month of March as well with the total lots of
1,013 lots, a further decline. Benefiting from
weaker dollar after China manufacturing
data eased fears of a hard landing and U.S.
consumer data adding to the hopes of a solid

Gold is primarily
used for making
jewelry and
trading purpose,
followed by
industrial,
electronics and
dentistry use.

With the enduring stimulus hopes in the U.S,
as the gold rally gained momentum in the
month of August, amid weak performing
U.S stock market, the trade volume of
gold for the month remained at 2,698 lots.
Despite gold prices rallied for the month
of September and bullish pressure was
observed at international futures market,
due to adverse Nepalese commodity market
scenario in terms of negative print media
publications about commodity market and
delay in regulation, trading volume for the
month of September remained only at 2,523
lots, a lower than expected level in line with
international trade trend.

recovery, the prices of gold edged higher
in the very first trading day of the second
quarter. Considering the ups and downs
for the month, as the traders went on wait
and watch mode, the total trading lots for
the month remained at only 1,222 levels.
The international market for gold in the
month of May remained bearish. This took
a significant effect in Nepalese commodity
market and took trading to 3,345 lots for
the May, the highest for the year with the
proportion of 25.22 percent of total lots.
With U.S equities market adding losses,
the gold price surged by 4 percent from the
very beginning of the month of June. With
increasing speculation on gold accompanied
by high conjecture of new round of U.S
monetary stimulus on disappointing job
data, the price of gold boosted and resulted
in increased aggregate long position. The
volume for the month of June remained 2,652
lots and the similar pattern with continued
market sentiments was seen in the month
of July as well with contract lots of 2,713.

“We live by the Golden Rule. Those who have the gold make the rules.” -Buzzie Bavasi
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Mini Silver
Silver is often considered as the “poor
man’s gold” as it has been quietly climbing
the investment and demand charts since its
discovery thousands of years ago.
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Introduction

S

ilver is a white, soft, lustrous transition metal, which has
the highest electrical conductivity of any element and
the highest thermal conductivity of any metal. Mostly, silver is
produced as a by-product of copper, gold, lead and zinc refining.
Silver has long been valued as a precious metal, and it is used
to make ornaments, jewelry, high value tableware, utensils and
currency coins. Silver is often considered as the “poor man’s
gold” as it has been quietly climbing the investment and demand
charts since its discovery thousands of years ago. Its unique
properties make it ideal for thousands of applications used in
everyday life. The top three producers in the year 2009 were
Peru, India and China. While looking at the consumption side,
the largest consumer of silver is the United States followed by
India, Japan, and Italy. 75% of silver’s production comes from
gold, copper, lead, and zinc mining which is why changes in these
other industries have a large impact on the price of silver. On
the demand side, silver (like most commodities) benefits from
strong world growth, a weaker U.S. dollar, and increasing use
in electronic applications. With so much of news available for
precious metal, investors are highly interested to trade in this
commodity.
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Silver, like other precious metals, may be
used as an investment. For more than four
thousand years, silver has been regarded as a
form of money and store of value. However,
since the end of the silver standard, silver
has lost its role as a popular legal tender
in many developed countries such as the
United States. In 2009, the main demand for
silver was for industrial applications (40%),
jewelery, bullion coins and exchange-traded
products. Millions of Canadian Silver Maple
Leaf coins and American Silver Eagle are
purchased as investments each year. The
silver maple leaf is legal tender, at $5 per
ounce, and there are many other silver coins
with higher legal tender values. There are
some Canadian silver $20 dollar coins.
Silver is legal tender in Utah, and can be
used to pay all debts.

markets revolving around the progress of
the US economy and the Greek debt crisis
pushed the mini-silver prices up. In spite of
the festive session enveloping the investors,
the clients undertook 2356 lots during
the month. Further dampening of the US
economy paid rich dividends for silver as
investors turned to the metal for inflation
hedge purposes in November. As a result,
the volume of silver increased to reach 2441
lots. As a result of the disappointment of
many investors not issuing a stimulus plan
coupled with the ongoing uncertainty in
the EU regarding the European debt crisis,
the prices of mini-silver were pressured
downwards in December. Due to the
uncertainty enveloping the global economy,
the investors’ perplexity was reflected in the
volume as it dropped to 2286 lots.
The New Year marked an upsurge in the
prices of mini-silver as the pledge of the
FOMC to keep the rates low until late 2014
and the “January effect” provided a much
needed impetus to the prices. The result was
a 26.55% increase in the volume, thereby
touching the review high volume of 2893
lots. February marked a further hike in the
prices of silver due to the decision of the
EU leaders to approve the bailout package
for Greece. Subsequently, the volume
attained during the month was 2499. After
a continuous rise in the prices, silver had
a free fall during the month of March due
to the FOMC decisions to keep the policy
unchanged and the non-implementation of
QE3 for the time being. Consequently, the
volume for the month of March declined to
reach 1899.
The month of April further dented hopes
to the rising silver prices as the investors took
a cue from the Fed as it did not introduce
additional monetary steps to improve the
depleting economy and the situation in the
Euro zone did not improve. As a result,
the month of April further dampened the
silver lots to reach 1670. The speculation
surrounding the Greece exit from the EU was

Fundamental Facts
• The major producers of silver are Peru,
Mexico, China, Australia and Chile. Any
news regarding the production patterns
from these countries affects the prices of
silver. So an investor should trace such
developments to determine the trading
strategies.
• United States, India, Japan and Italy are
the most silver consuming nations in the
world. The demand patterns from these
countries are likely to affect the prices of
silver.
• US Dollar and Euro are the major
currencies affecting the prices of silver.
• Industry, decorative uses, photography
and jewelry accounts for 95% of annual
silver consumptions.
Explanation of Charts
Mini-Silver was amongst the highly traded
commodities at the MEX during the review
period i.e., October 2011 to September 2012
as reflected in the percentage chart below.
In October, the uncertainty in the financial
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“If you think nobody cares if you’re alive, try missing a couple of car payments.” -Earl Wilson
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one of the factors bringing the silver prices
down in May. The investors took a cue from
the preceding sentence and consequently the
volumes decreased to reach 1028 during the
month of May. In June, the FOMC decision
to extend operation twist on the one hand
and the EU Summit decision to bailout EU
banks and to tighten the supervision on them
on the other, changed the course of minisilver prices upwards. The rally of Euro/
USD has also played a role in the recovery
as investors booked 780 lots by the end of
June.
Mini-silver continued to present an
unclear trend during the month of July, as
the fall and rise in the Euro/USD coincided
with the movement of silver. As a result, the
volume for the month declined dramatically
to reach 543 at the end. Although, the minisilver prices rallied during the month of
August as renewed expectations of another
stimulus plan by the Fed reignited the prices,
the investors could only book 370 lots during
the month of August. Mini-silver prices
resumed their upward trend mainly during
the first couple of weeks of the September
in anticipation of many bullion traders for
another intervention of the FOMC. This
bet paid off because on September 13th the
FOMC announced it will commence QE3
with no time limit. As a result, the volume
for mini-silver reached 363 in the month of
September.

Total Lots
Mini Silver
Lots
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Mini Gold
World’s largest gold producing
countries are China, Australia,
United States, Russia and
South Africa. Also, it is
estimated that about 50% of
all the gold ever produced has
come from South Africa

Introduction

G

old, recognized as ‘Yellow Metal’,
is an element which is quite resistant
to corrosion. Also known as precious metal,
it is one of the most expensive elements of
this form. Gold is mainly used for jewelry
and is also regarded as an inflationary tool.
China and Australia are major gold producers
in the world, whereas India and China are
the top consumers of this metal. Generally
gold has negative correlation with USD, the
American dollar is considered as the most
influencing factor for gold’s price.
Fundamental Facts
• Gold is primarily used for making
jewelry and trading purpose, followed by
industrial, electronics and dentistry use.
• Out of total consumption, jewelry and
investment stands around 50% and 40%
respectively with remaining 10% in other
sectors.
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• World’s largest gold producing countries
are China, Australia, United States, Russia
and South Africa. Also, it is estimated that
about 50% of all the gold ever produced
has come from South Africa.
• The major receptacles of physical gold are
Euro zone, US and IMF, holding 10,792.6
tons, 8133.5 tons and 2846.7 tons of gold
respectively.
• Traditionally, investors and traders would
preserve their assets during hard economic
times by investing in precious metal such
as gold. Thus, gold can be also recognized
as a hedging tool during inflation.
Explanation of Charts
After increase in trading lots for four
consecutive months from October 2011 to
January 2012, the traded lots saw a declining
trend from the month of February and the
pattern continued till the month of September,

ending month of the review period. With the
buoyant market in the month of October,
the market traded 1,240 lots for the month,
representing 11.29 percent of total lots
traded. Amidst ongoing euro debt issues and
concerns over Euro economic outlook, the
gold rallied for the month of November with
trade lots of 1,461. In line with the bullish
gold market or significant buying pressure
in the market and surged speculations, the
gold had rallied in the month of November.
With bearish gold market for the month
of December amid stabilization of Euro,
European stocks and positive U.S economic
outlook, the selling pressure gushed the
trading lots for the month to a higher level
of 2,026 lots.
Rise in international jewelry demand,
particularly in India and improving U.S
economic indicators, especially U.S factory
data and output, the gold rallied in the month
of January in double digit. Considering the
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fundamentals, the market exhibited bullish
pattern for the month, reversed from the
month of December which showed bearish
pattern, the market with mixed sentiments
presented the trading volume of 2,064 lots,
highest level during the review period.
Along with the rise in the value of the green
back and easing of equity market from the
beginning of February amid positive U.S
data including increasing worries over
China and Greece, the prices of gold for the
month saw a bearish run and the market over
growing concerns and fluctuating scenario
significantly reducing the lots for the month,
taking the total trade volume to a lower level
of 1,778 lots.
As price of the yellow metal for the
month of April remained almost unchanged,
stabilized after bearish run of the month of

March, though some gains in the first quarter
of the month, the market having mixed
sentiments went on a wait and watch mode,
which led to fall in transaction volume to
1,319 lots, 13.14 percent of total lots traded,
highest percent of total traded lots for the
review period. With bearish market for the
month, the trading remained at 1,357 lots
for the month of May, a slight rise in trading
volume from the previous month, i.e., April.
With U.S equities market adding losses, the
gold price surged by around 4 percent from
the very beginning of the month of June. With
increasing speculation on gold accompanied
by high conjecture of new round of U.S
monetary stimulus on disappointing job
data, the price of gold enhanced and resulted
in increased aggregate long position.
Despite rise in prices of gold, the volume for

Mini Gold Lots
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the month of June declined to reach a level
of 1,139 lots, which significantly fell to 585
lots in the month of July.
During the ending months of the review
period, i.e., August and September, despite
bullish gold market, the trade volume for
the months were observed 433 lots and 445
lots respectively. Regardless of favorable
gold market at the international market,
adverse commodity market circumstances
in Nepal and unaccommodating local media
publications against commodity market
combined with impediment in promulgation
of regulation played a significant part in
lowering the trading volume in Nepalese
market in the ending months of the review
period.

Total Lots
Mini Gold Lots
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Palladium
palladium is mostly responsive to economic
supply and demand as other precious metals

Introduction

D

iscovered by William Hyde
Wollastan in 1803, Palladium is
a rare and lustrous silvery-white metal.
Palladium is one of the constituents of the
platinum group metal (PGMs) along with
platinum, rhodium, ruthenium, iridium
and osmium. These have similar chemical
properties but palladium has the lowest
melting point and is the least dense in
the group. Palladium is used as an auto
catalyst in the automotive sectors, industrial
applications, jewelry purposes and as an
investment tool. The main reference price
for palladium is the London Fix which is
considered as the international benchmark.
The quotation is done twice a day and it
is used for most of the deals. The fixing is
transmitted by international agencies and
it is widely followed by producers and
industrialists all around the world.
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Fundamental Facts

Explanation of Charts

• The price of palladium is mostly responsive
to economic supply and demand as other
precious metals.
• Since the supply of palladium is very
limited, the prices are more volatile than
the other industrial metals.
• The exporting policies of the major
producing nations including Russia and
South Africa affect the prices.
• The size and availability of the Russian
palladium stockpiles as well as the
economic situation of the main consuming
countries including USA, Japan and
Europe also affects the prices.
• Prices of the other precious metals may
also play an important role since there are
some substitution effects among them.

Palladium is one of the less traded
commodities in the MEX terminal. In the
review period only two months saw the
number of lots in double figure whereas
four months saw no trade at all. The news
regarding palladium is very rarely published
at the international media which limits
the trader to trade for the commodity. The
month of October, 2011 saw only 2 lots
being traded as reports from Russia showed
that last 9 tones from the state stockpiles of
palladium will be shipped in 2012 and 2013.
However, there was lesser volatility in the
price which saw trader less interested in the
trading. On the other hand, the month of
November, 2012 saw an eight fold increase
in the number of lots to reach 16 which
is also the highest lots being traded in the
review period. The price of palladium was
very volatile in the month of November due
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to eurozone turmoil. This volatility saw trading at the highest level
in the year.
However, the month of December, January and February saw
total lots at 2, 5 and 1 respectively. The palladium market saw some
positive news in these periods. The auto sales in the world’s largest
auto market i.e. US was in positive territory which supported the
palladium price. However, the local traders could not encash on this
opportunity due to lack of news and analysis about palladium. In all
these period, palladium lots as a percentage of total lots remained
below 0.10 percentages.
Similarly, the number of trade continued to remain at very low
levels during March, 2012 to July, 2012 as total lots in combined
was only 4 lots. Moreover, the month of March, April and June saw
no trade at all. The improvement in the manufacturing sector in the
US didn’t affect the volume at MEX terminal as traders seem to be
unaware about the news and report regarding this. The month of
August saw trade at double figures when lots traded reached 14.This
rise in the interest among the palladium trader was due to the news
regarding the violence in the South African mines. The strikes and
violence clash between police and mining worker forced the South
African mine to be closed, subsequently spreading the fear of low
supply in the international market and price consequently inclined.
However, there was not a single trade in the month of September,
2012. This was because the local trader could not find the major
international news regarding the commodity.
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Platinum

• As a precious metal, the price movement
of gold also affects the platinum prices as
it will determine the market psychology
for the product.
• Periods of sustained economic growth
and stability can drive the platinum
prices up to double of gold prices but in
the recession periods like current time;
platinum prices come distinctly below the
gold prices.
Explanation of Charts

Introduction

P

latinum (Pt) is one of the scantest pure metals on earth with an average abundance
of approximately 5µg/kg. It is usually found in limited quantity in some nickel and
copper ores. On earth, 80% of the platinum is found in South Africa, 11% in Russia and 6%
in North America. It is 30 times rarer than the yellow precious metal i.e. gold and is a least
reactive metal. It is one of the members of a group of six chemical elements that are referred
to Platinum Group Elements, commonly called as Platinum Group Metals. Other members
of the group are: Palladium, Iridium, Osmium, Rhodium and Ruthenium. It is silvery-white,
lustrous, malleable and ductile. Its ductility is more than gold, silver and copper, thus making
itself the most ductile pure metal whereas the malleability of gold is higher than that of
platinum. It is also one of the densest metals known as it is significantly denser than gold.
Because it is highly heat-resistant and corrosion-resistant, it is preferred as a tradable metal
commodity. The trends up to now show that generally the price of platinum rises during the
times of political or economic instability of the major economies in the world.
Fundamental Facts
• Because it is one of the rarest metals on Earth, there are evidences of wild fluctuations in
demand and supply of the commodity thus increasing its price volatility and risks for the
investors.
• Platinum prices show high correlation with the international prices, especially the global
currency dollar, so the strengthening or weakening of the dollar highly affects the price of
the platinum.
• As the major uses of the platinum are in the automobile industries and jewelry making, the
economic situation of USA, Europe, Japan, China, India, etc. affect the prices of platinum
as the demand will be differently placed.
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The decreasing trend of September
continued this month too as the trading lots
decreased to just 2 lots. The platinum prices
saw a slump early due to the decreasing
price trend of the overall group of precious
metals, especially gold. The investors’
sentiment was not overall positive as both
the industrial demand and the physical
demand were low. Coming to the end of the
month, EU’s debt crisis management and the
rallying gold prices brought it up showing
some hope of profit. Likewise, the trading
lots increased in the month and reached 18
lots. Both buying and selling positions was
beneficial during the month. There were
weeks which brought down prices following
the turmoil in the Eurozone and there were
weeks where changes in the governments
in Italy and strong demand in the auto
and industrial sectors drove the prices up.
Similarly, world’s largest central banks
announced the coordinated plans to tackle
European crisis and China’s decision to ease
bank’s reserve requirements also increased
the platinum prices and consequently the
lots increased. The trading lots plunged back
to 2 lots again in December. In December,
the prices of platinum dropped back again
replicating the retreating gold prices. The

MEX NEPAL YEAR BOOK 2012

Commodity Insights
The big drop in the trading lots to 2 lots in April
was a result of budget deficit and unemployment
in Europe supported by no further quantitative
easing by US Federal Reserve. Both gold and
platinum plunged in this month. No trades were
observed in March, May and June anticipating
big losses as gold prices were dipping down.
Lots increased to 22 lots in July which remained
encouraging. July again showed the increased
trade lots due to speculative interest in platinum.
The moves by the central banks to increase the
liquidity lifted the platinum prices and it was
further triggered by the increased purchasing of
platinum in Shanghai Gold Exchange. August
came up with the highest trade lots of 40 as the
geo-political tensions in the Middle East gave
support to the gold prices, thus enhancing the
platinum prices and increasing the lots. The
decrease in the trade lots to 12 in September was
not influenced by any international news but the
internal news scams of the daily newspapers
in the country which significantly brought it
down.

recovery of Eurozone debt crisis seemed
doubtful this month also losing investors’
confidence and the prices plunged to a 26year low compared to gold.
The trading lots increased to 24 lots and
showed necessary good signs in the month
of January. The reports of the rise in the
number of registrations of German new cars
by 6.1% worked as much needed catalyst
for the platinum price. The speculative and
technical buying also encouraged the hike
in the prices. There was an unexpected
announcement by the US Federal Reserve to
hold the interest rates which actually shrunk
the dollar and the commodities gained.
Then came February, the month with the
second highest trade lots, 30. South African
government announced a 50% capital gains
tax and 50% tax on mining profits which
made speculators believe of the decreased
output thus increasing the platinum prices.
Moreover, loosening Chinese monetary
policy, a 130 billion Euro bailout for the
Greece and weak dollar helped platinum
break the resistance level of $1700 on 22nd
February.

Platinum prices show
high correlation with
the international
prices, especially the global
currency dollar.
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Introduction
Silver is a white, soft, lustrous transition metal, which has the highest electrical conductivity of any element and the highest
thermal conductivity of any metal. Mostly, silver is produced as a by-product of copper, gold, lead and zinc refining. Silver has
long been valued as a precious metal, and it is used to make ornaments, jewelry, high value tableware, utensils and currency
coins. Silver is often considered as the “poor man’s gold” as it has been quietly climbing the investment and demand charts since
its discovery thousands of years ago. Its unique properties make it ideal for thousands of applications used in everyday life. The
top three producers in the year 2009 were Peru, India and China. While looking at the consumption side, the largest consumer of
silver is the United States followed by India, Japan, and Italy. 75% of silver’s production comes from gold, copper, lead, and zinc
mining which is why changes in these other industries have a large impact on the price of silver. On the demand side, silver (like
most commodities) benefits from strong world growth, a weaker U.S. dollar, and increasing use in electronic applications. With so
much of news available for precious metal, investors are highly interested to trade in this commodity.

US Dollar and Euro are the major currencies
affecting the prices of silver.
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Silver, like other precious metals, may be
used as an investment. For more than four
thousand years, silver has been regarded as a
form of money and store of value. However,
since the end of the silver standard, silver
has lost its role as a popular legal tender
in many developed countries such as the
United States. In 2009, the main demand for
silver was for industrial applications (40%),
jewelery, bullion coins and exchange-traded
products. Millions of Canadian Silver Maple
Leaf coins and American Silver Eagle are
purchased as investments each year. The
silver maple leaf is legal tender, at $5 per
ounce, and there are many other silver coins
with higher legal tender values. There are
some Canadian silver $20 dollar coins.
Silver is legal tender in Utah, and can be
used to pay all debts.

Fundamental Facts
• The major producers of silver are Peru,
Mexico, China, Australia and Chile. Any
news regarding the production patterns
from these countries affects the prices of
silver. So an investor should trace such
developments to determine the trading
strategies.
• United States, India, Japan and Italy are
the most silver consuming nations in the
world. The demand patterns from these
countries are likely to affect the prices of
silver.
• US Dollar and Euro are the major
currencies affecting the prices of silver.
• Industry, decorative uses, photography
and jewelry accounts for 95% of annual
silver consumptions.

Explanation of Charts
Silver garnered immense attraction
during the review period i.e. October
2011 to September 2012, from investors.
The volumes grew substantially from the
previous years as investors flocked to
silver to enhance profit levels. In October,
the uncertainty in the financial markets
revolving around the progress of the US
economy and the Greek debt crisis pushed
the silver prices up. But due to the festive
session enveloping the investors, the clients
could not muster many lots as it reached
1406 during the month. Further dampening
of the US economy paid rich dividends for
silver as investors turned to the metal for
inflation hedge purposes in November. As
a result, the volume of silver increased by
98.58% to reach 2778 lots. As a result of
the disappointment of many investors not
issuing a stimulus plan coupled with the
ongoing uncertainty in the EU regarding
the European debt crisis, the prices of silver
were pressured downwards in December.
Due to the uncertainty enveloping the global
economy, the investors’ perplexity was
reflected in the volume as it dropped to 1562
lots.

“Never spend your money before you have earned it.” -Thomas Jefferson

The New Year marked an upsurge in the
prices of silver as the pledge of the FOMC
to keep the rates low until late 2014 and the
“January effect” provided a much needed
impetus to the prices. The result was a
141.36% increase in the volume, thereby
touching the review high volume of 3770
lots. February marked a further hike in the
prices of silver due to the decision of the
EU leaders to approve the bailout package
for Greece. Subsequently, the volume
attained during the month was 2798. After
a continuous rise in the prices, silver had
a free fall during the month of March due
to the FOMC decisions to keep the policy
unchanged and the non-implementation of
QE3 for the time being. Consequently, the
volume for the month of March declined to
reach 1485.
The month of April further dented
hopes to the rising silver prices as the
investors took a cue from the Fed as it did
not introduce additional monetary steps
to improve the depleting economy and the
situation in the Euro zone did not improve.
As a result, the month of April further
dampened the silver lots to reach 1018. The
speculation surrounding the Greece exit
from the EU was one of the factors bringing
the silver prices down in May. The investors
took a cue from the preceding sentence and
consequently the volumes increased by
162.38% to reach 2671 during the month of
May. In June, the FOMC decision to extend
operation twist on the one hand and the EU
Summit decision to bailout EU banks and to
tighten the supervision on them on the other,
changed the course of silver prices upwards.
The rally of Euro/USD has also played a
role in the recovery as investors booked
2573 lots by the end of June.
Silver continued to present an unclear
trend during the month of July, as the fall
and rise in the Euro/USD coincided with the
movement of silver. As a result, the volume
for the month declined dramatically to reach
1098 at the end. Silver prices rallied during
the month of August as renewed expectations
of another stimulus plan by the Fed reignited
the prices. The result was an upsurge in the
volume of silver to reach 2171 during the
month of August. Silver prices resumed their
upward trend mainly during the first couple
of weeks of the September in anticipation of
many bullion traders for another intervention
of the FOMC. This bet paid off because on
September 13th the FOMC announced it
will commence QE3 with no time limit. As a
result, the volume for silver reached 1603 in
the month of September.
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Mini Cotton Contract Specification
Name

Mini Cotton

Symbol

MCOT

Contract Size

2,500

Unit

Kilogram

Price Quoted

NPR / Kilogram

I.Margin

Refer www.mexnepal.com

Minimum Tick

0.02

Tick Value
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Trading Hours

07:45 – 01:15

Contract Months

H,K,N,V,Z
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Invest - Trade - Earn
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E-Mail: info@mexnepal.com | Web: www.mexnepal.com
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Small Gold
Introduction

G

old, recognized as ‘Yellow Metal’,
is an element which is quite resistant
to corrosion. Also known as precious metal,
it is one of the most expensive elements of
this form. Gold is mainly used for jewelry
and is also regarded as an inflationary tool.
China and Australia are major gold producers
in the world, whereas India and China are
the top consumers of this metal. Generally
gold has negative correlation with USD, the
American dollar is considered as the most
influencing factor for gold’s price.
Fundamental Facts
• Gold is primarily used for making
jewelry and trading purpose, followed by
industrial, electronics and dentistry use.
• Out of total consumption, jewelry and
investment stands around 50% and 40%
respectively with remaining 10% in other
sectors.
• World’s largest gold producing countries
are China, Australia, United States, Russia
and South Africa. Also, it is estimated that
about 50% of all the gold ever produced
has come from South Africa.
• The major receptacles of physical gold are
Euro zone, US and IMF, holding 10,792.6
tons, 8133.5 tons and 2846.7 tons of gold
respectively.

• Traditionally, investors and traders would
preserve their assets during hard economic
times by investing in precious metal such
as gold. Thus, gold can be also recognized
as a hedging tool during inflation.
Explanation of Charts
The trade lots from October 2011 to
September 2012 remained volatile and
fluctuating month after month. With the
bullish market in the month of October,
the market traded 1,697 for the month,
representing 15.45 percent of total lots
traded. In line with ongoing euro debt issues
and concerns over Euro economic outlook,
the gold rallied for the month of November
with trade lots of 2,052 amidst bullish
market or buying pressure in the market
and speculations. With bearish market for
the month of December amid stabilization
of Euro, European stocks and positive U.S
economic outlook, the selling pressure
surged the trading lots for the month to a
peak level of 2,307 lots, highest for the
accounted period, i.e., October 2011 to
September 2012.
Rise in international jewelry demand,
particularly in India and improving U.S
economic indicators, especially U.S factory
data and output, the gold rallied in the month

Small Gold Lots
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of January in double digit. Considering the
fundamentals, the market exhibited bullish
pattern for the month, reversed from the
month of December which showed bearish
pattern, the market with mixed sentiments
presented the trading volume of 1,962 lots.
Along with rise in the value of the green
back and easing of equity market from the
beginning of February amid positive U.S
data including increasing worries over
China and Greece, the prices of gold for the
month saw a bearish run and the market over
growing concerns and fluctuating scenario
significantly reduced the lots for the month,
taking the total trade volume to a meager
level of 1,288 lots, lowest for the accounted
period. With the continued bearish run in the
gold market, the increase in selling pressure
gave an increase of around 50 percent lots in
the month of March with total lots of 1,970.
As price of the yellow metal for the
month of April remained almost unchanged,
though some gains in the first quarter for the
month, the market having mixed sentiments
went on to wait and watch mode, which
led to fall in transaction volume to 1,422
lots. With bearish market for the month,
the trading remained at 1,837 lots for the
month of May. With U.S equities market
adding losses, the gold price surged by

4 percent from the very beginning of the
month of June. With increasing speculation
on gold accompanied by high conjecture
of new round of U.S monetary stimulus on
disappointing job data, the price of gold
boosted and resulted in increased aggregate
long position. The volume for the month of
June remained 2,086 lots and the similar
pattern with continued market sentiments
was seen in the month of July as well with
contract lots of 2,287.

World’s largest gold
producing countries are
China, Australia, United
States, Russia and
South Africa. Also, it is
estimated that about
50% of all the gold ever
produced has come
from South Africa

“No nation was ever ruined by trade.” -Benjamin Franklin

During the ending months of the review
period, i.e., August and September, with
bullish gold market, the trade volume for
the months were observed 1,992 lots and
1,974 lots respectively. The major reason
for confident gold futures was stimulus
packages (buy back of mortgaged backed
securities worth $40 billion a month until
the situation improves in U.S, to improve
employment situation and overall economic
indicators), which encouraged investors to
go for gold as a safe investment alternative
and eventually prevent themselves from
declining green back. Further, downfall of
major blue chip companies in U.S can be also
deemed responsible for increase in demand
for the yellow metal internationally. Despite
favorable gold market at international
market, adverse commodity market
circumstances in Nepal and unsupportive
local media publications against commodity
market combined with delay in promulgation
of regulation played a significant part in
lowering the trading volume in Nepalese
market, combined with lowered market
confidence.

94

MEX NEPAL YEAR BOOK 2012

Commodity Insights

Small Silver

Introduction

S

ilver is a white, soft, lustrous
transition metal, which has the highest
electrical conductivity of any element and the
highest thermal conductivity of any metal.
Mostly, silver is produced as a by-product of
copper, gold, lead and zinc refining. Silver
has long been valued as a precious metal,
and it is used to make ornaments, jewelry,
high value tableware, utensils and currency
coins. Silver is often considered as the “poor
man’s gold” as it has been quietly climbing
the investment and demand charts since its
discovery thousands of years ago. Its unique
properties make it ideal for thousands of
applications used in everyday life. The
top three producers in the year 2009 were
Peru, India and China. While looking at the
consumption side, the largest consumer of
silver is the United States followed by India,

Japan, and Italy. 75% of silver’s production
comes from gold, copper, lead, and zinc
mining which is why changes in these other
industries have a large impact on the price of
silver. On the demand side, silver (like most
commodities) benefits from strong world
growth, a weaker U.S. dollar, and increasing
use in electronic applications. With so
much of news available for precious metal,
investors are highly interested to trade in
this commodity.
Silver, like other precious metals, may be
used as an investment. For more than four
thousand years, silver has been regarded as a
form of money and store of value. However,
since the end of the silver standard, silver
has lost its role as a popular legal tender
in many developed countries such as the
United States. In 2009, the main demand for
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silver was for industrial applications (40%),
jewelery, bullion coins and exchange-traded
products. Millions of Canadian Silver Maple
Leaf coins and American Silver Eagle are
purchased as investments each year. The
silver maple leaf is legal tender, at $5 per
ounce, and there are many other silver coins
with higher legal tender values. There are
some Canadian silver $20 coins. Silver is
legal tender in Utah, and can be used to pay
all debts.
Fundamental Facts
• The major producers of silver are Peru,
Mexico, China, Australia and Chile. Any
news regarding the production patterns
from these countries affects the prices of
silver. So an investor should trace such
developments to determine the trading
strategies.
• United States, India, Japan and Italy are
the most silver consuming nations in the
world. The demand patterns from these
countries are likely to affect the prices of
silver.
• US Dollar and Euro are the major
currencies affecting the prices of silver.
• Industry, decorative uses, photography
and jewelry accounts for 95% of annual
silver consumptions.
Explanation of Charts
Small silver was amongst the highly traded
commodities at the MEX during the review
period i.e. October 2011 to September 2012
as reflected in the percentage chart below.
In October, the uncertainty in the financial
markets revolving around the progress of
the US economy and the Greek debt crisis
pushed the small silver prices up. In spite of
the festive session enveloping the investors,
the clients undertook 1166 lots during
the month. Further dampening of the US
economy paid rich dividends for small silver
as investors turned to the metal for inflation
hedge purposes in November. As a result, the
volume of small silver increased by 119.30%
to reach 2557 lots, the highest for the review
period. As a result of the disappointment of
many investors not issuing a stimulus plan
coupled with the ongoing uncertainty in
the EU regarding the European debt crisis,
the prices of small silver were pressured
downwards in December. Due to the
uncertainty enveloping the global economy,
the investors’ perplexity was reflected in the
volume as it dropped to 2401 lots.
The New Year marked an upsurge in the
prices of small silver as the pledge of the
FOMC to keep the rates low until late 2014

and the “January effect” provided a much
needed impetus to the prices. The result was
an attainment of 1833 lots during the month
of January. February marked a further hike
in the prices of small silver due to the
decision of the EU leaders to approve the
bailout package for Greece. Subsequently,
the volume attained during the month was
2013. After a continuous rise in the prices,
small silver had a free fall during the month
of March due to the FOMC decisions to
keep the policy unchanged and the nonimplementation of QE3 for the time being.
Consequently, the volume for the month of
March declined to reach 1666.
The month of April further dented hopes
to the rising silver prices as the investors took
a cue from the Fed as it did not introduce

Small silver was
amongst the
highly traded
commodities at
the MEX during the
review period i.e.
Oct. 2011 to
Sep. 2012

“The rate of interest acts as a link between income-value and capital-value” -Irving Fisher

additional monetary steps to improve the
depleting economy and the situation in the
Euro zone did not improve. As a result,
the month of April further dampened the
silver lots to reach 1401. The speculation
surrounding the Greece exit from the EU
was one of the factors bringing the small
silver prices down in May. The investors
took a cue from the preceding sentence and
consequently the volumes decreased to reach
1391 during the month of May. In June, the
FOMC decision to extend operation twist on
the one hand and the EU Summit decision
to bailout EU banks and to tighten the
supervision on them on the other, changed
the course of small silver prices upwards.
The rally of Euro/USD has also played a
role in the recovery as investors booked
1224 lots by the end of June.
Small silver continued to present an
unclear trend during the month of July, as
the fall and rise in the Euro/USD coincided
with the movement of silver. As a result, the
volume for the month inclined dramatically
to reach 1574 at the end. Although, the
small silver prices rallied during the month
of August as renewed expectations of
another stimulus plan by the Fed reignited
the prices, the investors could only book
1293 lots during the month of August. Small
silver prices resumed their upward trend
mainly during the first couple of weeks
of the September in anticipation of many
bullion traders for another intervention of
the FOMC. This bet paid off because on
September 13th the FOMC announced it
will commence QE3 with no time limit. As
a result, the volume for mini-silver reached
1202 in the month of September.
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Palladium Contract Specification
Name

Palladium

Symbol

PAL

Contract Size

1000
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Grams

Price Quoted

NPR / 10 Grams

I.Margin

Refer www.mexnepal.com

Minimum Tick

1

Tick Value

100

Trading Hours

04:45 – 03:45

Contract Months

H, M, U, Z

Mercantile Exchange Nepal Limited
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An ISO 9001:2008 Certified Exchange
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Macroeconomic
Indicators
- Nepal

F

or the macroeconomic stability, we
need a coordinated effort of both
the fiscal policy and the monetary policy.
Currently, the policies have not been
functioning well due to one basic reason:
Political Instability. The investment climate
is worsening and the growth is pretty slow;
discouragingly slow. Per Capita GDP is only
expected to rise to $735 from $712 which
signifies the dampness in the economy.
Inflation is at its peak; Consumer Price
Index (CPI) and GDP deflators are the basic
indicators reflecting the inflation in the
country and both of them show the pathetic
situation of the country on the grounds of
inflation measurement. The contribution of
agriculture sector in the GDP has increased
very little which signifies that it is high
time we start thinking taking commercial
measures for the farming. The contribution
of Service sector is satisfactory, yet with
enough with room for improvement. Total
Outstanding Debt is still increasing which
can be a big headache for the country very
soon. In the present scenario, every new

99

born baby in the country carries a loan of Rs.
18,866.80 which itself is higher and it keeps
on increasing with his number of years; this
situation really demotivates people.
The Remittance Income of the country
has shown a remarkable increment but
our policy makers must understand that in
the long run, remittance is only adding up
economic burden to the country and nothing
else because that is actually demotivating
people to start up productive economic
activities in the country. Imports are highly
increasing and exports are discouragingly
decreasing; the country administration is
tired of looking into quality or the non-tariff
barriers in trade but is unable to take it even
to the Dispute Settlement of the WTO and
also discourage the Dumping strategies of
the developed nations. The good news we
have is that we have recently revived from
the negative Balance of Payments (BOP)
and now the target of the policymakers
should be about taking it higher for which
the exports needs to improve as we have
sufficient stability of the Foreign Reserves.
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Fiscal Year		
Per Capita GDP

US Dollar

02/03

03/04

04/05

05/06

06/07

07/08

08/09

09/10

10/11

11/12*

261

293

328

350

410

491

497

610

712

735

Real GDP (in basic price)

Rs in billion

429.7

448.7

463.2

480.4

493.7

522.3

542.7

565.8

587.3

614.1

Agriculture

Rs in billion

165.8

173.7

179.8

185.4

187.2

198.1

204.0

208.1

217.4

228.1

Industry

Rs in billion

76.5

77.6

79.9

81.2

84.4

85.8

85.3

88.7

91.3

92.7

Service

Rs in billion

199.9

213.5

220.6

233.0

243.5

261.4

277.1

293.3

303.7

319.1

Rs.

20337

21689

23292

25279

28905

31946

38172

45469

51444

57726

4.7

4.0

4.5

8.0

5.9

6.7

12.6

9.6

9.6

7.7

Per Capita GDP (in current price)
Consumer Price Index#

Annual % Change

GDP Deflator^

Annual % Change

3.1

4.0

5.9

6.9

7.3

5.6

16.1

14.4

11.2

9.7

Revenue /GDP

in %

11.4

11.6

11.9

11.1

12.1

13.2

14.5

15.1

14.6

15.5

Tax Revenue/GDP

in %

8.3

9.0

9.2

8.8

9.8

10.4

11.8

13.1

12.6

13.2

Non-Tax Revenue/GDP

in %

2.8

2.6

2.7

2.3

2.3

2.8

2.7

2.0

2.0

2.3

Total Government Expenditure /GDP

in %

17.1

16.7

17.4

17.0

18.4

19.8

22.2

21.8

21.6

23.5

Recurrent Expenditure/GDP

in %

10.6

10.3

10.5

10.2

10.6

11.2

12.9

12.7

12.4

16.5

Capital Expenditure/GDP

in %

4.5

4.3

4.6

4.5

5.5

6.6

7.4

7.6

7.9

4.0

Principal Payment/GDP

in %

1.9

2.0

2.3

2.2

2.3

2.0

1.9

1.5

1.3

1.3

Foreign Grants/GDP

in %

2.3

2.1

2.4

2.1

2.2

2.5

2.7

3.2

3.4

3.8

Budget Deficit/GDP

in %

3.3

2.9

3.1

3.8

4.1

4.1

5.0

3.5

3.6

4.2

Foreign Loan/GDP

in %

0.9

1.4

1.6

1.3

1.4

1.1

1.0

0.9

0.9

1.5

Domestic Loan/GDP

in %

1.8

1.0

1.5

1.8

2.5

2.5

1.9

2.5

3.1

2.4

Grants and Loans Received/GDP
Total Outstanding Debt

in %
Rs. in billion

3.2

3.5

4.0

3.4

3.6

3.6

3.7

4.2

4.2

5.4

308.1

318.9

314.4

337.7

332.7

375.6

425.1

440.4

414.7

509.5

Outstanding Domestic Debt

Rs. in billion

60.0

84.6

86.1

94.7

103.8

116.0

125.7

148.1

184.2

201.5

Outstanding Foreign Debt

Rs. in billion

223.4

232.8

219.6

234.0

216.6

250.0

277.0

256.2

259.6

308.1

12939.7

13208.5

12838.6

13602.2

13211.5

14710.7

16416.2

16772.5

15576.4

18866.8

54.2

58.6

65.5

97.7

100.1

142.7

209.7

231.7

253.6

330.9

Per capita Outstanding Debt

Rs

Remittance Income

Rs. in billion

Current Accounts Balance

Rs. In billion

11.6

14.6

11.5

14.2

-0.9

23.7

41.4

-28.1

-12.9

31.4

Percent

10.1

10.0

10.0

9.2

8.2

7.3

6.9

5.1

4.7

4.7

Export/GDP
Import/GDP

Percent

25.3

25.4

25.4

26.6

26.8

27.2

28.8

31.4

28.9

29.2

Total Trade/GDP

Percent

35.4

35.4

35.3

35.8

34.9

34.5

35.6

36.5

33.6

34.0

Trade Deficit/GDP

Percent

-15.1

-15.3

-15.4

-17.4

-18.6

-19.9

-21.9

-26.3

-24.2

-24.5

Income from Tourism/GDP

Percent

2.4

3.4

1.8

1.5

1.4

2.3

2.8

2.4

1.8

2.0

Expenditure on Tourism/GDP

Percent

1.3

1.9

1.6

1.8

2.2

2.6

3.2

2.7

2.0

1.4

Remittance Income/GDP

Percent

11.0

10.9

11.1

14.9

13.8

17.5

21.2

19.4

18.5

21.2

Percent

2.4

2.7

2.0

2.2

-0.1

2.9

4.2

-2.4

-0.9

2.0

Balance of Payments

Current Accounts Balance/GDP

Rs in billion

4.4

16.0

5.7

25.6

5.9

29.7

44.8

-3.3

2.2

80.0

Foreign Exchange Reserves

Rs in billion

108.2

130.2

129.9

165.0

165.1

212.6

286.5

268.9

272.2

386.96

Capacity of Reserves to cover
Import of Goods

Months

10.7

11.8

10.7

11.5

10.6

11.7

12.2

8.7

8.4

9.2

Capacity of Reserves to Cover
Import of Goods and Services

Months

9.2

9.9

9.0

9.7

8.7

9.4

10.0

7.4

7.3

8.3

* Annual Preliminary Estimates (Based on 8 month data)
# Base Year 2005/06
^Base Year 2001/02 = 100
This reclassification allocates capital grants into current expenditure and share and loan investment on public enterprises under financial
management. Note: Ratio of GDP is calculated at the current producers’ Price. Some figures are updated accordingly as they are updated by
the sources themselves.
Source: Economic Survey 2011/12, Ministry of Finance, Nepal
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their demat account over a period of time and
as soon as the investor target is achieved, the
corresponding investor take physical delivery
through exchange. The biggest advantage to
the small investor is that they need do not
have to worry for holding commodities
and they can take the delivery as per their
convenient requirements. Similarly, if the
investors are investing for the investment
purpose only, it is not compulsory for them
to take physical delivery instead they can
settle it by cash as well. The popularity of
e-commodities is growing immensely in
India as huge numbers of small investors are
trading through this mechanism.

How to trade e commodities
Requirement:

Amit Pyakurel

C

ommodity market is only getting
better with each passing day and
large numbers of investor are incited towards
the market regardless of the investment size.
So, there arises the need to cater to all the
spectrum of investors whether big, medium
or small investors. Although, the market
was always an attractive alternative for
the big investors but for the medium and
mostly small investor it was difficult for
investment. However, with the introduction
of e-commodities it has been made relatively
easy for the small investors to invest trade,
hold and earn commodities with systematic
and much safer approach of investment.
E commodities allow the investors to
buy the different commodities electronically
which allows them to buy process and
store the commodities in electronic form.
Moreover, the user of e-commodities can
make immediate transfer of ownership
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(The author is the manager of Research &
Development Department at Mercantile
Exchange Nepal Limited.)
between
themselves. Although,
the
denomination in the e-commodities is small,
yet the delivery is possible through this
format.

Case study of e commodities in
international Exchange
In the international commodities
market, National Spot Exchange Limited
(NSEL) of India have introduced the e –
commodities where trading is conducted
on the commodities like gold and silver.
The trading of e-commodities is conducted
like share trading. For example one unit
of e-gold is equal to 1 gram of gold. Here,
investors buy small quantities of e-gold in

• The first and foremost requirement for
trading e-commodities, investor need to
open a trading account with the exchange’s
member and a demat account with a
depository institution.
• The investor can place buy and sell
orders for e-commodities with the brokers
through phone or through internet (in the
trading software).
• While placing the order i.e. Buy or
Sell, investor has to pay certain percentage
(normally 10 % in international practice) for
delivery units in demat form.
• Similarly, the remaining amount needs
to be paid within the second working
day after the purchase i.e. in case of spot
contract.
• At the same time, nominal amount for
brokerage cost and exchange cost would be
deducted from the demat account.
• In case of sell order, additional charge
for depository transaction is charged which
also comes at nominal amount.
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• At the same time, investors’ can take
the physical delivery within the exchange
specified date normally T+2 days, else they
can hold the commodities on demat form
and can trade for more commodities.

Example of trade dynamic for
trading e-commodities

Sample Contract Specification for e- commodities
(in case of Gold)
Commodity Details
Commodity

E-Gold

Code of contract

E-Gold
Specification

Suppose, e-gold is trading at Rs 5000
per gram on 27th November, 2012 and rises
15% to reach Rs 5750 per gram. This is how
the trade would look like:
The trader has to pay 10% for taking the
position on 27th November, 2012 which is Rs
500 (10% of Rs 5000 per gram) for delivery
in demat account. Similarly, remaining 90%
amount has to be paid within 2 working days
after the purchase.
Similarly, at the time of purchase of
commodities, brokerage fee has to be
paid. Moreover, there other cost including
exchange cost and local tax (if applicable)
are also involved.
In case of seller, s/he is required to
pay the same brokerage fee and exchange
charge. However, in this case traders have
to pay additional charge for depository
transaction.

Initial margin

10%

Special margin

In case of high market volatility, special margin, as deemed

Trading period

Monday to Friday (except exchange specified holidays)

Key features of e – commodities

Trading unit

1 unit of E- Gold, which is equivalent to 1 gram of gold

Price quote/base value

Per 1 gram gold of 995 purity

Tick size

10 paisa per unit

Daily price range

5%

• Systematic investment and saving plans
for small investors
• No storage or holding cost
• Cost effective ways of investment
• Option for cash settlement and physical
delivery
• Investor can buy commodities in small
denomination making market accessible
to all kinds of investors
• Easy liquidity as investor can sell their
Demat holding whenever necessary

Type of contract

Physical delivery and cash settlement

Quality

Refined Gold, .995 fineness

Trading system

Demat Account

Contract Size

1 gram

Commission

Applicable (nominal cost)
Margin Details

fit, will be imposed immediately on buy and sell side in
respect to all outstanding positions, which will be applied
from the same trading day.
Delivery margin

90% (within two working days of purchase)
Trading

Delivery Related parameter
Delivery Unit

1 unit and multiple of thereof.

Tender and delivery day

T+2 (working day from the date of transaction)

Delivery Logic

Physical delivery or cash settlement
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Difference between physical Gold and e-gold
Particulars	Physical gold 	E-Gold
Possession

Gold is owned by buyer.

Investors directly own gold
units in demat form.

Timing

As per the jewelry shop
timing.

As per the exchange specified
timing.

Storage

At the risk of buyer.

Gold is stored electronically
so no need to worry about the
security.

Transaction charge

High due to marking and
wastage charges.

The charges are low as only
nominal charges are paid to
exchange.

Physical delivery

Physical delivery in small
denomination can result
increase in cost.

Physical delivery is possible
in
small
denomination
without much wastage.

Liquidity

Selling
involve
burden
of wastage charge which
normally wipe out 10% to
15% of gold value.

E-gold can be sold in market
value without any wastage.

Purity

In physical gold buying, the
buyer cannot be 100% sure
about the quality.

With e-gold there is no
problem with purity.

103

Conclusion
The e-series commodity contract would be
the first of its kind in Nepal which would help
to address the requirement of thousands of
small investor who are interested to invest in
commodity market. The margin requirement
and procedure to trade the e-series contract
are easy to follow and investor can develop
the habit of systematic investment plan and
saving through investment in e-commodities
as well. Investor who required bulk
commodities in some time in future can
keep on investing in small denomination
and can opt for the physical delivery when
their target is achieved. It is also important
to bear in mind that this research paper is
based upon the spot contracts and with
proper adjustment futures contract can also
be introduced to give even greater degree
of flexibility for the numerous investors
and traders. The reason for making the spot
contract for the e-series contract is to allow
the investor to have longer time frame to
plan their investment. It may be the next
major development in the futures market in
the ensuing days.
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Warehouses:
An Integral Part
of the Exchanges!
O

xford
Advanced
Learner’s
Dictionary defines “warehouse”
as “a building where large quantities of
goods are stored, especially before they are
sent to shops/stores to be sold”. Usually,
warehouses can be referred to as those
commercial buildings which are used for the
storage of the goods. And the stored goods
may range from any raw materials, packing
materials, and spare parts, components to
finished goods associated with agriculture,
manufacturing, or commerce. For the trading
of the agro commodities, warehouses play
a significant role but trade value and trade
volume reaches a satiable state when the
warehouse receipts are used. Investopedia
defines the “warehouse receipt” as “a
receipt used in futures markets to guarantee
the quantity and quality of a particular
commodity being stored within an approved
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facility”. Such warehouse receipts can be
used to settle the expiring futures contracts
and the delivery of the actual commodity
does not remain that essential. Like a share
certificate carries all the share value with
itself, a warehouse receipt carries the value
and essentials of the commodity stored in
the warehouse. They do not have a limited
use; instead they can also be referred to as
the vault receipts that can be used to settle
futures contracts having the precious metals
as their underlying commodities.

(The author is the Assistant Manager of
Research & Development Department at
Mercantile Exchange Nepal Limited.)

As per the Secured Transaction Act 2063,
“document” is defined “as a document of
a title or a receipt such as a bill of lading
or warehouse receipt issued by a person
carrying on the business of transporting
or storing goods”. The current problem
with the warehouse receipt is that the term

is just mentioned in the act but does not
carry much meaning as there is no room for
the execution. The same weakness of our
lawmakers repeats again: they only identify
things but do not give sufficient scope for
the implementation. Mentioning about

Chittaranjan Pandey
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“warehouse receipt” in the act has taken
through the forthcoming obligations: on one
hand, general people are going through the
mere expectation that they are going to be
facilitated by the act which basically tends
to facilitate the rural level farmers and on
the other hand, the lawyers claim that
though the act has mentioned about
the receipt, it cannot be brought to
the execution as there is no method
to quantify the receipt. The act
does not say anything about what
to mention in the warehouse
receipt and what are the basic
requirements for the making of
warehouse receipt.
Warehouse
receipts
basically intend to function as
the certificates verifying the
quality, quantity and standard
of the commodity they have in
the warehouse. The figures later
in the article reflect an ideal
functioning of the warehouse
receipt financing and the prerequisites that are essential for the
establishment of such mechanism.
Many sectors of the financial system
need to make coordinated efforts for
the development and success of the
warehouse receipt financing mechanism.
For the making of a warehouse receipt, an
independent agency is required which will
inspect the details of the products stored in
the warehouse. And the agency that does
the inspection should be nationally and
internationally recognized for the job, only
then can the general public actually trust its
inspection. Other very important institution
necessary for the system is an insurance
company.
An insurance company is required that can
evaluate the actual value of the commodities
stored in the warehouse, and similarly give
the rate the depreciation and other financial
mechanisms. It’s just that the farmers should
be convinced that their product is insured.
A reserve fund should be established which
can bear the unwanted loss in the supply
chain. Here we talk about the indemnity fund
which should be established to safeguard the
losses of farmer and warehouse level. Then
the role of the commercial bank is essential
that should identify the warehouse receipt as
a legal document either for the deposit or the
lending. In the current scenario, the major
issue that comes up with the commercial
bank is the hypothecation which should
actually be addressed by the central bank of
the country. And one more thing we should
be careful about is that we are talking about
the rural level farmers, so this service should

Fig: An Ideal Functioning of Warehouse Receipt Financing Mechanism

be very much accessible to that group of
people.
When we talk about the possibilities
of warehouse receipt and their financing
in Nepal, I see immense opportunity. The
figure attached later will give sufficient
evidence for the argument above.
We can see in the figure that the warehouse
capacity of the government owned Nepal
Food Corporation is 95,520 metric tons
of the products. Similarly the government
owned Agriculture Inputs Company Limited
(AICL) has a warehouse capacity of around
66,200 metric tons of the products. Many
private sector business houses like Nimbus
Group, Dugar Group, Golchha Group also
have their warehouses for the storage of the
commodities. Therefore, we can have a good
idea that we do not lack the warehouses but
just lack the initiation which is to be made
by the government only. Regarding the
costs, when we already have warehouses, the
investment is only about the standardization
and maintenance of the warehouses.
South Africa is a country which does

not have a separate act for the warehouses
but still the warehouse, warehouse receipt
and the financial system has been running
successfully by keeping them under the
contract law for now. This reflects the
genuine motive of the country towards
development and nothing else. Once the
government comes up with a good motive
and supports it with legal framework, we are
in a position that we can give a good market
to our production and we can bring back
our reputation. We used to be the exporters
of many agro commodities few years back
but our carelessness have brought us to
that situation where we need to import the
agro products. Lets work together to get the
reputation back!

106

MEX NEPAL YEAR BOOK 2012

Research Paper & Articles

Global Economy:

An Introspection!

T

he global market of 21st century has
become the most challenging since
the inception of internationalization of world
economies. With world super powers like the
U.S., China and some European countries
namely, Russia, Germany etc. almost
controlling the global economy, it is indeed
extremely ambiguous to distinctly recognize
one nation as most successful nation in
terms of innovation/technology, trade and
most importantly growth perspective. At
this point of time, it is essential to assess that
in years ahead which of these super powers
will control or lead the global economy and
find answer to questions like, who will be
the global leader hereafter?, will it be one
among afore mentioned nations or any other
emerging nations?
Economic Perspective
Despite having Gross Domestic Product
(GDP) of $ 15,076 billion (2011), the
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Sandip Nepal
(The author is the Assistant Manager of
Research & Development Department at
Mercantile Exchange Nepal Limited.)

U.S, with the aftermath of financial crisis2008, has not been able to recover itself
significantly. With GDP growth rate of only
around 2.6 percent on year-on-year basis for
fiscal year 2012, the country’s prospect for
year 2013 is also expected not to be much
optimistic. Having unemployment rate of
around 8 percent for the year 2012, with
inflation rate of above 2 percent, analysts
and economists from around the world are
forecasting a gloomy economy for U.S in the
year 2013 as well. Moving on to Euro zone
with GDP of $ 13,114 billion for year 2011,
with GDP growth rate of negative 0.6 percent
on year-on-year basis, the economic bloc is
struggling to recover itself from the plunging
economy. Despite desperate struggle of
finance ministers and governments of
key countries from the single bloc via
restructuring economic integration and
policies-reforms, the economy is showing
no sign of recovery. Euro zone, facing
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severe debt crisis, is having unemployment
rate of above 11.5 percent by ending months
of 2012. The future of Euro zone for the year
2013 and thereafter is looking pessimistic,
opine economists from Euro zone.
How China, emerging super economy
with a marvelous GDP growth rate of
around 7.4 percent on year-on-year basis
for the year 2012 (above 7 percent, quarteron-quarter annualized), is actually roping
the world economy? The question may be
quite confusing to many. Despite Chinese
GDP growth rate being at lower level
compared to previous years, the growth rate
of 7.4 percent in ‘the year in turmoil,’ i.e.,
2012, considering entire global plunging
economy could be attributed ‘outstanding’
in itself. With GDP of above $ 7,000 billion
for the year 2011, China has successfully
controlled its inflation rate below 2 percent,
showing the entire world that how well they
are exercising their monetary and fiscal
policies in a combined manner. It can be
clearly observed, with unemployment rate
of only around 4 percent for year 2012 and
inflation rate of above 1.5 percent, China
has efficiently managed trade-off between
employment and rate of inflation. Similarly,
India, an emerging nation from South-east
Asia, with GDP growth rate of 5.3 percent,
is also extending its wings to reach higher
economic heights, eventually integrating
with global economy.
Despite the growth rate of the U.S. not
very attractive, if scrutinized from long
run perspective, as exhibited in chart, the
growth rate, however, looks encouraging for
the economy. Similarly, having improved
GDP growth rates for the year 2010 and
2011, due to prolonged recession at its peak,
the growth rate for the year 2012 turned
negative for Eurozone. Considering the
trend of GDP growth rate and prevailing
economic scenario in Eurozone, economists

have projected the economy to be under
pressure in the year 2013 as well. The chart
itself is indicating on which way the global
economic powers are heading in the years
ahead.
Factor Endowments
The economic perspective for any nation
is scrutinized in terms of its growth rate,
economic activities and most importantly
factor endowments that each country
possesses and how well it exaggerates
available endowments. Different economies
in different part of the world are blessed with
natural factor endowments or resources,
obviously at different scale. A country could
be efficient, if only it is capable of taking
advantages of available factor resources,
whether it is natural resources (mines, water
sources, and cultivable land), availability of
labor or capital.
In the world economy, some countries are
blessed with natural resources while others
with factor of production like labor and
capital. It is up to the policies and reforms
that how well a country optimizes its
resources to actually empower its economy.
Economic blocs like America and Africa
have abundant reservoirs of metals like
Platinum, Palladium, Copper, Gold, Silver
etc., where as Middle-east economic bloc,
combined with some European countries
(OPEC) are rich in energy resources (oil
and gas). Asia, on contrary, with cultivable
land and favorable climate for agricultural
products is endowed with agricultural
resources both in terms of fertile land and
labor. In addition, countries like the U.S,
China, India, Japan and Australia are also the
major players at international commodities
market.
At present, while countries blessed
with energy reserves are controlling world
market with the available energy resources,

Yearly GDP Growth Rate
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countries having metal mines (the U.S.,
China, Australia, South Africa, Chile etc.)
are significantly manipulating the world
market via precious metals like Gold and
Silver. As precious metals are directly
correlated with powerful currencies like
USD, Euro and Pound, with the available
factor endowments, these nations are actually
controlling the entire world economy.
Asia giants, India, China and Australia
combined with the U.S., in fact, on the other
hand, being major components in world
agro-regime, are eventually controlling
the world food prices. No matter be it
with natural causes like drought, adverse
rainfall or any form of agro-diseases or be
it causes related at policy level (tariffs, duty,
inventory policy etc.), the truth is, and these
countries are in reality controlling the world
food regime.
Global Leaders
Considering economic growth indicators
coming from world largest economies and
their growth rates, it is indeed very difficult
to identify a world super power, i.e., from
economic perspective. Despite it is tough to
select one economy as a potential economic
super power, analysts and economists
perceive, any economy, no matter from
Asia, Europe or America, if optimize
their factor endowments in line with their
economic reforms/policies could be a world
economic leader. Now, it can be predicted
that China with its outstanding economic
growth rate combined with its abundant
factor endowments can be the next economic
super power or the U.S. would continue its
supremacy via revised economic reforms
and policies encouraging overall economic
prosperity, eventually creating pull effect
to entire global economy or Euro zone
emerging with economy-friendly policies
reforms to revive itself and support global
economic arena. Only time will tell which
economy would be the next world supreme
economic bloc and how they might impact
the global economy.
Finally, we could be hopeful and keep
utmost faith over supremely powered and
informed political leaders, diplomats and
finance ministers of Eurozone and their
policies/reforms to support and grow the
economy in the coming years, eventually
supporting the entire global economy.
After considering all myths and facts and
economic indicators coming out at the end
of the year 2012, it seems that for the year
2013, China, followed by U.S would lead the
global economy and be a global economic
leader for the year, at least.

Sources: World Bank, IMF, Governments, December 2012
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Is the bull run in
gold over?
Saurabh K.C.
(The author is the Senior Manager of
Research & Development Department at
Mercantile Exchange Nepal Limited.)
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G

old has been bullish for the last
several years, precisely 12 years.
The bull run which had started in 2002 is
now looking like its run out of steam, hitting
the $1900 per ounce in 2011 before making
its way south. So for all the gold bugs, is the
pleasant journey to the north finally coming
to an end? Is there no more money to be
made in gold?
While most banks still forecasts for
gold to hit record highs some factors state
otherwise. The most notable being that 2012
is the only year in the last 12 years that gold
hasn’t broken its previous yearly high. The
status of gold as a safe haven instrument
seems to be disappearing which becomes
even more apparent if we analyze the recent
events in the global financial market.
The latest monetary stimulus program
by the Fed saw a spike in gold prices, but
it was brief and was quickly met by selling
pressure. Even the fright over the U.S.
budget failed to revive much interest in the
commodity unlike previous times. In fact
gold has recently touched a 6 month low at
the start of the New Year. So the prospect for
gold going higher has never been as weak
as now.
The factors that had been driving gold
prices higher over the last couple of years
were the Federal Reserve and its record
low interest rates, Quantitative Easing (QE)
and struggling economies on both sides of
the Atlantic. But with troubles in Europe
waning and the effect of QE3 having little
or no impact, the upward movement in gold
seems to be limited.
So where does the precious metal go
from here? The answer it seems is never as
quite easy.
If the factors that were propelling gold to
new highs were to happen again, the precious
metal could well get back on its track to
newer highs. These factors include a weaker
American economy, trouble in Europe and
unrest in the Middle East. More specifically,
anything that weakens the dollar such as a
weaker interest rate or quantitative easing
is beneficial to gold. Likewise, the factors,
that creates panic among the general masses
also contributes to gold prices. These factors
might be unrest in the Middle East or Europe
resulting from conflicts, austerity measures
etc.
Ongoing QE3 regime in the U.S.-$85
billion of asset purchase a month, which
is expected to continue ‘until the situation
improves,’ is believed to be the catalyst
for bull run in gold. ‘Easy-money policy’
of Euro zone to deal with the ongoing
prolonged recession and shrinking investors
confidence in dollar and Euro index could

be other driving factors for hawkish gold
market.
If none of these things were to happen in
the future and we appear to live in a picture
perfect world, gold doesn’t seem to be the
best investment option. A better alternative
to investment in a picture perfect world
would be its sibling, silver. Copper or any
other precious metals would also fare well.
This is because, if the economy recuperates
and there is expansion in manufacturing
and expansion activities, use of precious
metals such as silver and platinum as well
as industrial metals such as copper would
increasing, thereby raising its demand and
eventually prices.
Amidst improving Chinese Purchasing
Managers’ Index (PMI), it is clear that
the second largest economy of the world
is eventually heading towards economic
prosperity in coming years. With improving

industrial and manufacturing indicators, the
demand for industrial metals like copper,
silver, platinum and palladium are indeed
expected to gain thrust ahead, favoring the
hawkish investors or traders.
But for an average investor, especially
in a country like Nepal, access to such
information would be limited and untimely.
This could result in loss of potential profits.
All hope is not lost however. Investors in our
part of the world can still access financial
news and can get up to date information on
the happenings in the financial world. One
just needs to click on Bloomberg or CNBC
to get updated information. They just need
to study the long term trend of the major
economies are heading. This could give
rise to a potential for investment. Last but
not the least, investment like any other, is a
science. Take it with a pinch of salt and do
your homework correctly.
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Business of Olympics:

The Facts
Within!
T

he Olympics- an unparallel sporting event in the history
of mankind- is an event which accounts the spirit of the
sportsperson resilience against the face of competition. The event, held
once in every four years, is a spectacle in itself given the buzz around
the opening and closing ceremonies coupled with groundbreaking
stories of immense endurance and grit during the games. The impact
of such stories is reverberated worldwide as nations churn out the
available resources to stand abreast in the final medal tally. However,
given the limited scope of discussion narrowed to me, I am not here
to write about the enduring individual stories of success or the rise
of sportspersons from the slums to stand at the helm of a particular
sport. But, yours truly will try to articulate the importance of the
Olympics in the overall economic aspects of a nations’ well-being
amongst others.
The business of
Olympics has slowly
but surely started
to gain importance
as years aged on.
Innumerable factors
help to pre-determine
the
economic
Vivek Risal
parameters of hosting
an Olympic game. The (The author is the Senior Assistant Manager
management team- of Research & Development Department at
Mercantile Exchange Nepal Limited.)
the sole authority on
which the success of
an Olympic games
hinges upon- is basically the lifeblood to the games providing
everything from the basic amenities to scheduling the various games.
In terms of the economic impact of hosting an Olympic, there are
short term benefits that are derived from the humongous expenditure
in and around the Games and the long term benefits include the
enhanced interest with the tourism of the corresponding country and
a potential investment sector. Olympic aficionado will argue that a
narrow focus on the economic aspects and benefits of hosting one
will certainly miss the point. For those, the most important bottom
line is this-over the past 10 Olympic games, the host nation has won
54% more medals on average than it has won in Olympics it did not
host. If medals are your preference, the preceding sentence exhibits a
high return on investment.
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Impact on Currency Markets
A person of equal intelligence measure
could question this topic saying that the
games will not affect the currency markets
given the magnitude of the games vis-àvis the global currency markets, which has
a mindboggling seven billion dollar as its
daily turnover. However, irrespective of
the magnitude, from an economic scenario,
this does make some sense. In a standard
open economy model, government spending
such as constructing the various sites and
improving the given infrastructure typically
leads to real appreciation of the concerned
currency with due respect to the market
forces of demand and supply in play. Also,
the host nation is likely to experience an
influx of visitors from all corners of the
world. This would, in economic terms, be
recorded as a services export in the balance
of payments and consequently would
enhance the demand for the local currency.
The results suggest that a corresponding
Olympic currency would obviously
outperform over time. Even though the
investment within the Olympic game is a
small percentage of the GDP (for example,
around 0.8% for the UK 2012 games),
one potential explanation is that there is a
positive selection bias in picking the host
country. Countries with stronger growth
in the years before a decision bid would
be able to invest more in their Olympics
bid, increasing the chances of winning the
games. This is even more so if the potential
growth is supported by a structural story that
lasts longer than just the perceived business
cycle. The Beijing Olympics are an obvious
case in mind.
Overall, the initial question still hingeswhether the games do affect the global
currency markets directly or not? However,
given the limited scope, the Olympics may
be a rather simple tool to pick long-term
winners in the competitive currency markets
with good long-term appreciation potential.

had invested an additional $10.2 billion
in transport and infrastructure projects,
constituting around 0.8% of UK GDP. This
investment offers potential and immediate
benefits for local businesses, in particular
for sectors including construction and
engineering.
How might the perceived benefits
be reflected in monetary values in the
stock markets? If markets were forwardlooking, we would expect the benefits of
the Olympics to be priced into local equity
markets at the time of the announcement,
since the approximate magnitude of required
investment would be known in advance.
Various studies have examined the impact
of the Olympic host announcement on stock
prices, with mixed inferences. While there
is a slight variation among the host nation’s
stock markets, all but China and the UK had
positive returns in the three days following
the announcement. The Greek stock
market stands out as the top performer: it
outperformed the benchmark by almost 8%
after the 1997 announcement of the 2004
Games. For the successful London bid for
2008, the day following the announcement
was the unfortunate bombings in the heart
of the capital, causing the FTSE to fall by
1.3%, before rebounding into the bullish
area. China’s winning bid announcement
coincided with the turbulent markets amidst
the global downturn in July 2001, while the
actual games in the summer of 2008 took
place against the backdrop of the financial
crisis. The equity markets in China, Korea,
the US and Greece outperformed leading
up to the Games, whereas those in Spain,
Australia and the UK underperformed. The
latter three equity markets each suffered
from the troughs in the global cycle leading
up to 1992, 2000 and 2012 games. Given the
below-average performance of the Brazilian
stock markets, the investors will be hoping
for greener days when the countdown for the
games commences.

Impact on Stock Markets
A country hosting an Olympic game has
numerous impacts on the stock market of
the corresponding country as well. From
the benefit of enhancing the country’s
reputation on the global map as a tourism
and investment channel, the announcement
of a winning Olympic bid means major
enhanced investment in infrastructure,
including stadiums, accommodation and
transport to prepare for the actual games.
For example, as part of the 2012 Games,
the London Olympic Delivery Authority
had awarded $9.4 billion in contracts to the
surrounding businesses, and the government

Rio de Janeiro in 2016: What to expect?
Brazil, specifically Rio de Janeiro, will
host the Olympic Summer Games in 2016.
Two years before the sporting spectacle,
it will also have the honor of hosting the
Football World Cup-arguably the second
most watched sporting event after the
Olympics. While both events presents
significant organizational and logistics
challenges, the events will also offer a
unique opportune platform to showcase
Brazil as an increasingly cosmopolitan and
globally integrated economic powerhouse.
Brazil is currently the seventh-largest
economy in the world in US Dollar-

denominated GDP terms (PPP-adjusted),
and the fifth largest in terms of land mass
and population, but finished a meager 17th
in the final medals tally in Beijing 2004.
Furthermore, amongst the emerging BRICs
nations, Brazil has been perpetually below
the perceived economic weight in the
Olympics, so does our immediate neighbor,
India. As has been the experience in previous
editions of the Olympics, Brazil will hope
to benefit from being the host nation and
collect a number of awards that is more in
line with its perceived economic weight in
the world and within BRICs group.
In recent history, Brazil has embraced a
set of conventional macroeconomic policies
that have allowed the economy to overcome
a number of structural imbalances and
attract record high levels of capital floating
in from abroad. The perceived benefits of
growth and overall macro-financial stability
have weighed on the income scale of general
people. However, the opportunities presented
by the inclusion of the Games should not
be neglected, as there are as many middleclass and high-income earners in Brazil in
comparison to the combined population of
France and Britain. The days of large fiscal
deficits, high inflation and debt levels,
external imbalances have slowly but surely
given way to smoother business cycles.
Despite the glorified potentials, potential
growth, i.e., GDP of 4% per year, is still
low in absolute terms in comparison to
its immediate counterparts in the BRICs
category.
This is a reflection of structural
obstacles to growth that have not yet been
addressed. Some of which are as follows:
• Large infrastructure deficits after
many years of low investment;
• Low domestic savings;
• High tax burdens;
• High levels of labor informality;
• Comparatively low levels of human
capital; and
• Low degree of openness to trade.
In this regards, playing host to two of the
world’s largest sporting events will definitely
present an opportune moment to boost
investment in infrastructure amongst others.
The official Brazilian data suggests that
the country will spend a whopping US$ 50
billion in the next seven years in preparation
for the games. Hopefully, this will provide
the necessary impetus to generate a longterm multiplier effects in the economy and
boost the stagnating GDP growth in the years
to come. So, for all the sports enthusiasts out
there, Rio is the destination to be when the
torch is lit signaling the beginning of the
Olympic Games in 2016!
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22,000
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Kilogram
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NPR / Kilogram
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Refer www.mexnepal.com

Minimum Tick

0.02

Tick Value

440

Trading Hours

04:45 – 01:45

Contract Months
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Regulation:
Must for Investment

W

e are discussing to celebrate
an investment year, which was
already officially announced, Likewise
ministry of industry has moved to amend
various acts and policies to provide the
various incentives to the foreign investors’
to increase the FDI (Foreign Direct
Investment) in the country, which is the part
of capital formation in the nation. But the
major question which must be answered is by
providing the penny incentives through tax
rebate, will it attract the foreign investors.
In the context of our financial indicators
such as share market index and commodity
market index are in pathetic situation, in fact
regulation for commodity market is yet not
to start. In this current context how can we
expect the outsiders to invest in this country,
how can we expect investors will invest
without knowing proper information about
our financial/ capital market indicators?
If we are really serious on this matter
then government must provide facilities
to improve both the stock and commodity
market instrument. Despite the fact that
we are having massive opportunity in agro
industry, we don’t even are able to produce
enough agro products to fulfill even our own
demand. So to build the sophisticated market
mechanism to get rid of the hurdles of agro
economy we can welcome FDI through it,
but for that we must build the proper agro
commodity exchange mechanism. The
current issue in our capital market regarding
the regulation of commodity derivative
act seems less concern; don’t know why
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this ignorance? But it is for sure that the
wealthy commodity market will definitely
attract the foreign investors to invest in this
country. But it doesn’t mean that only proper
exchange mechanism will solve all the issue
at the same time regulators must facilitate
the warehousing system which certainly
amenities farmers, it helps them to market
their products, which definitely encourages
the farmers to work resourcefully in agro
industry. Warehousing system will help
farmers to professionalize their products
through warehouse receipts which can be
used as collateral for credit obtained from
banks, which definitely helps to increase
the banking habits in the grassroots’ level
and helps economy to formulate a capital
providing high liquidity.
The upcoming Nepalese commodity
market regulation must answer clearly

whether banks, foreign traders, retail
individuals and institutes likes pension
funds, mutual funds etc be allowed to
participates in commodity derivative market.
The market that opens platform allowing
sales and purchase of commodity listed
on the exchange, it provides investment
tools to build the capital. In this true sense,
exchange regulators must further define the
price discovery made in the futures market
and they must define the role and function of
speculation in this market, they should also
find out the benefits of different types of
speculation. To eliminate the current rumor
between speculation and manipulation and
to control it they must find out the group of
traders causing manipulation so that they
can fix the maximum number of lots size for
the speculation.
Capital formation can be done through
this mechanism that is for sure, so the
upcoming regulation must facilitate the
market practices of trading on the price
differences between two market prices of
our existing price difference of various agro
commodities. This trading practice through
arbitrage mechanism helps to commercialize
the agro commodities which eventually help
to ease the farmers as well as definitely
attract the foreign agro investors to invest in
our soil. Serious efforts on the development
on market will surely result to attract the
FDI in the country. So the suggestion to the
regulators is to pay a serious attention to
build the vigorous and progressive capital
market in the country.
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“Gold 2013:
An Investment or Bubble?”
B

y the end of the year 2012, the gold
price had increased on an annual
basis since a decade. What is the forecast for
the gold price? Everyone have questions in
their mind. What is the forecast for the gold
price in 2013 and beyond? Will the 10 year
uptrend continue in 2013 as well?
What will be the Trend of the Gold Price
in 2013 and Beyond?
A majority of gold investors view gold
more as an insurance or store of value than
a means of speculation. These investors,
therefore, regularly take a longer-term view
on gold as an investment. What trend of the
gold price can everyone expect in 2013 and
the following years? Gold price forecast
shall never be completely accurate. How the
key drivers shall influence the gold price and
what the analysts are forecasting for 2013?
Review of Gold in 2012
The gold price, in the beginning of 2012,
had started at around US dollar 1531 per
ounce. Over the full year 2011, the price of
gold had increased nearly by 9% despite the
dips in the months of September, November
and December. This had made 2011, the tenth
consecutive year in which the gold price had
increased. By December 31st, 2012, the
gold price had further increased amidst high
volatility to roughly reach a higher level of
US dollar 1657 i.e., more than 8% from the
beginning of 2012.
Drivers of the Gold Price
Commodity prices are mainly driven
by the basic laws of supply and demand.
The demand of any commodity comes to
existence by its properties. Likewise, gold
price is as the price of any other commodities,
hardly driven by the basic principle of law
of supply and demand. The demand for
gold falls into four sectors, Central Bank,
Jewelery, technology i.e. industrial and
dental sectors and private investment.
If we look at 2010, the central banks
had developed from net short to net long
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for the gold, driven by a decrease of sales
from developed countries and an increase in
buying activity from developing countries.
Given the low percentage of central bank’s
asset allocation into gold in emerging
countries like China (2% versus about 70%
in region like US & Europe), there may be
a solid chance that the official sector will
continue to be a net long of gold in 2013 and
even beyond 2013.
Over the last decade, jewelery demand
for gold had decreased in relation to demand
from other sectors, mainly the investment
sector. High gold prices and economic
uncertainties will likely keep gold demand
from jewelery in 2013. India consumes
mainly 28% of total gold demand. The
demand has also been affected badly in
India due to INR devaluation against USD.
Indian rupee’s deep devaluation and increase
in import duty by Indian Government,
eventually, has badly impacted on bullions
demand. Gold touched all time record high
in MCX in 2012 in terms of Indian currency.
As for jewelry demand, high prices and
potentially low/volatile growth is likely to
dampen demand for gold for industrial uses
in 2013.
Besides jewelry, the demand from the
investment sector accounts for more than
40% of total demand. Amidst the money
and debt creation by major economies
and following the financial crisis, which

started in 2007, the demand for gold as an
investment reached record highs in 2011.
While during the previous gold price peak in
the second quarter of 2010, the demand came
nearly in equal parts from gold securities
like Gold ETF and physical gold in the form
of bards and coins, this changed during the
latest peak in the third quarter in 2011, when
nearly 80% of investment demand flowed
into physical gold, for example, in the form
of professionally vaulted gold. This indicate
that safety is a major concern for gold
investors, who generally view physical gold
or vaulted gold as more safe than so called
‘Paper gold’.
The second important driver of gold to the
demand factors is the supply side. The supply
of gold is composed of mine supply i.e. gold
extraction, production and recycling. Mine
production reached a new high in 2010 and
is expected to increase 10% in 2013. Gold
recycling, i.e., gold scrap is also on a record
level. The gold price and economic hurdles
is likely to result a high level of risk.
Scenarios for 2013 and the Gold Price
Trend
The overarching driver of the gold price
for the year 2013 and beyond shall be the
development of global financial crisis.
The levels of debt piled up by Western
governments and often also corporate/
private sectors are still not sustainable.
There is basically one scenario to get rid of
this burden: disciplined deleveraging, i.e.
reduction of debts. The alternative, which
was pursued over the past years, is to create
more debt. This could eventually lead to
inflation levels significantly above the
inflation rates we saw during the last decade
in western currencies.
Either way, whether deleveraging, which
will probably be long and painful (‘the lost
decade’), or a reduction of the real debt
pressures by means of higher inflation will
potentially preserve gold as an attractive
insurance asset or store of value for many
conservative investors in 2013 and beyond.
Geopolitical risks, e.g. in relation to Iran,
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will support this position of gold as a ‘safe
haven’ further.
Gold Price Forecasts 2013
For the fourth quarter of 2013, analysts
surveyed by Bloomberg in November 2012
forecasted a level of US dollars 1,925- per
ounce of gold.
The bullion bank Scotia Mocatta forecasts
a rising gold price in 2013 and would not
be surprised to see a gold price above US$
2,200- per troy ounce of gold.
The French Bank BNP Paribas estimated
in November 2012 gold to reach US dollars
1,675 per ounce in 2012 and US dollars
1,865 per ounce in 2013.

On the other hand, Thomson Reuters
GFMS expects the peak of the gold price
for end of 2012 or beginning of 2013 and
a following decrease in the price of gold
from 2013 on. In November 2012, members
of the London Bullion Market Association
forecast a gold price of US dollars 1,843 by
September 2013. The global bank HSBC
predicts a very similar gold price of 1,850
US dollars per ounce of gold in 2013.
The CEO of the largest US gold mining
company Newmont Mining estimates that
the price of gold in 2013 may increase to US
dollars 2,550.
In November 2012, Deutsche Bank had
updated its forecast on the gold price to US$
2,000 by next year, i.e. 2013. Credit Suisse
expects a gold price of US$ 1,840 in 2013,
while in October 2012 private bank Coutts
predicted gold prices to reach US$ 2,000.- in
the coming months.

Outlook on Gold for 2013 and Beyond
The diversity of the analyst’s predictions
with regard to the gold price in 2013 and the
following years mirrors the uncertainties in
the global markets.
An interesting fact about gold is that
it often performs well in scenarios of
deflation (for instance driven by global
debt reductions) but also in scenarios with
higher than usual inflation rates (which
could potentially occur as public debt level
increases further).
Gold, therefore, tends to perform
positively in times of economic uncertainties
as well as in acute crises. Unfortunately, the
global financial problems are not yet sorted
out. Some credible commentators expect
several more years of uncertainty and
painful deleveraging, which could end only
when we are approaching the next decade.
Thus, in the foreseeable future, a
moderate allocation to gold will remain the
imperative for many investors and could
result in a positive trend of the gold price in
2013 and beyond.
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Precious Metals
With equities market falling across the globe, investors sought to
alternative investments like gold and silver, to garner profits for the
month. A string of negative data’s from the world’s largest economy,
weakened the USD as against the gold prices. With the focus solely
on the EU Summit, gold and silver were making steady gains across
the globe.
Gold
Silver
Platinum
Palladium

Open
39111.89
720.48
36812.75
14671.2

Close
41377.29
826.44
38629.89
15601.2

% Change
5.79%
14.71%
4.94%
6.34%

Base Metal
The base metal came under heavy selling pressure over the month
as all participants headed for the exit at once. Better than expected
US ISM data gave copper prices some impetus to the prices, but
the rally quickly subsided to head southwards. Copper prices were
expected to drift lower following Italy’s downgrade and concerns
over the health of some European banks.
Copper

Open
595.68

Close
549.52

% Change
-7.75%

Agro
Farmers from Vietnam to Brazil were expected to supply a record
high production in the marketing year, which extended a slump in
coffee futures. Sugar futures went bullish since the start of the week
as there was fall in the production of sugar in South Africa. The
overall agro market was filled with sentiments of optimism this
week as most of the commodities progressed towards north.
Cocoa
Coffee
Corn
Cotton
Soybean Oil
Soybean
Sugar
Wheat

Open
194.25
377.68
17.4
165.26
82.74
32.42
41.76
16.78

Close
201.675
376.16
19.14
170.44
84.62
33.18
42.7
17.36

Energy
The crude oil prices extended its rally throughout the month
reaching high levels due to optimism from Europe that EU leaders
would finally come up with a comprehensive plan for the Euro area
to contain its crisis.
Brent Crude
Crude Oil
Heating Oil
Natural Gas

Open
7635
5889.75
54.93
273.225

Close
8190
6937.5
60.32
294.225

% Change
7.27%
17.79%
9.81%
7.69%

The figures above are the percentage change in the prices of corresponding commodity over the corresponding month. % change is calculated as ((Close-Open)/Open*100)
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% Change
3.82%
-0.40%
10.00%
3.13%
2.27%
2.34%
2.25%
3.46%
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Precious Metals
Precious Metals fell due to the news that Italian Prime Minister
Berlusconi would resign in exchange for parliament’s approval of
structural reforms intended to improve the country’s fiscal situation.
Precious metals also declined by the losses seen across the European
main indexes, which drove investors to close their gold positions in
order to recover widely spread losses.
Open
Close
% Change
Gold
41372.47
41109.78
-0.63%
Silver
825.96
758.64
-8.15%
Platinum
38487.7
37612.87
-2.27%
Palladium
15465.6
14772
-4.48%
Base Metal
The base metals tracked the ups and downs in Italian politics
and the euro. Chinese CPI for October came in at 5.1%, down from
6.1% in the month of September which saw considerable selling
pressure.
Copper

Open
693.68

Close
514.32

% Change
-25.86%

Energy
The rally in the price of black gold was possible as there was
optimism in the market especially after the upbeat earning report
from European firms which saw equities rally in the European
market. The bullish trend was also due to the news regarding the
Enbridge Inc. reserving the direction of the seaway pipeline. This
news saw price of crude oil reach the four month high.
Brent Crude
Crude Oil
Heating Oil
Natural Gas

Open
8205
6944.25
60.32
294.525

Close
8277
7530
59.5
267.825

% Change
0.88%
8.44%
-1.36%
-9.07%

Agro
Coffee futures had risen amid signs that Europe was expected
to take more aggressive steps to stem its debt crisis. Corn futures
saw bearish trend as production was anticipated to be increased. The
demand for ethanol production also remained constant. The wheat
market was influenced much by the European wheat which plunged
to its one year low price.

Cocoa
Coffee
Corn
Cotton
Soybean Oil
Soybean
Sugar
Wheat

Open
199.05
374.24
19.08
169.3
84.42
33.49
42.52
17.33

Close
173.025
390.72
17.43
151.04
80.3
31.23
39.18
16.26

% Change
-13.07%
4.40%
-8.65%
-10.79%
-4.88%
-6.75%
-7.86%
-6.17%

The figures above are the percentage change in the prices of corresponding commodity over the
corresponding month. % change is calculated as ((Close-Open)/Open*100)
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January 2012

Precious Metals
Gold dropped to nearly to a two-month low amid tensions in the
markets after EU’s summit saw less fruitful conclusions. The metals
group also fell sharply after the Fed kept interest rates at the level of
0.25% and mentioned that the US will continue its expansion. Gold
also tumbled after concerns were raised over the sustainability of
demand out of China and India.
Open
Close
% Change
Gold
42244.89
37728.55
-10.69%
Silver
792.12
667.2
-15.77%
Platinum
37605.64
33262.82
-11.55%
Palladium
14772
15780
6.82%

Precious Metals
Positive global economic data along with a weaker US Dollar
seemed to propel the precious metals to the higher side. Escalating
tensions between Iran and the west also provided further upside
momentum to the precious metals due to safe haven demand. The
US economic indicators including worsening labor situation and sales
outlook had initially accelerated the demand for alternative assets.
Open
Close
% Change
Gold
37861.1
42047.27
11.06%
Silver
674.64
798.84
18.41%
Platinum
33935.21
38321.41
12.93%
Palladium
15818.4
16510.8
4.38%

Base Metal
With no change to policy or hint of QE3, the markets had resigned
themselves to the fact that the Euro zone crisis is as bad, the real
global economy is slowing and the cavalry, be it the Chinese or the
Fed, are still preoccupied with their own problems.

Base Metal
With Chinese PMI data coming short of expectation, the base
metal prices went bearish for the month amidst weak Chinese
manufacturing data.

Copper

Open
595.68

Close
549.52

% Change
-7.75%

Energy
The world’s major central banks were considering serious
measures to tackle the debt crisis which saw investor cautious while
investing, resulting in declined prices of energy commodities. The
weather was forecasted for warmer than normal winter for the US
East coast which was expected to decline the demand for the Natural
Gas.

Brent Crude
Crude Oil
Heating Oil
Natural Gas

Open
8281.5
7538.25
59.96
267.75

Close
8064.75
7423.5
57.85
222.525

% Change
-2.62%
-1.52%
-3.52%
-16.89%

Agro
The bailout drafts prepared by the European leaders to stem the
regions debt crisis increased the demand for corn along with the
expectation that the U.S. retails sales is going to increase before the
holiday season. Positive sentiments was seen in the soybean market
and prices started to move in upward direction. The political distress
in the largest cocoa producing country, Ivory Coast, dissipated,
which eased the supply side.

Cocoa
Coffee
Corn
Cotton
Soybean Oil
Soybean
Sugar
Wheat

Open
170
389.12
17.96
150.5
82.08
31.23
39.22
16.93

Close
158.025
370.72
19.07
150.14
85.22
32.85
38.56
17.96

% Change
-7.04%
-4.73%
6.18%
-0.24%
3.83%
5.19%
-1.68%
6.08%

Copper

Open
572

Close
526.64

Energy
The price of most of the energy commodities rose over the news
regarding positive economic data and worries over the Iran. This rise
in the price of heating oil was the result of higher level of oil price
in the international market and also the shutdown of the refineries in
the Northeast US and Europe.
Brent Crude
Crude Oil
Heating Oil
Natural Gas

Open
8126.25
7479
58
222.825

Close
8325
7372.5
61.02
184.2

% Change
2.45%
-1.42%
5.21%
-17.33%

Agro
Cocoa futures experienced an increasing trend on a note of decrease
in supply from Ivory Coast; the major production region, from the
month of February due to dry wind hitting this region. The price further
increased as a labor stoppage threatened to disrupt supplies from
Nigeria. The increasing trend continued as there was sharp slowdown
in the production of cocoa in Ivory Coast. Coffee futures showed a
falling trend as wet weather improved the crop conditions in Brazil, the
world’s largest grower. Corn and Soybean futures showed a declining
trend on a note improved weather condition in Argentina. Later on the
session the price continued to decline as the threat of crop damage from
dry weather in South America eased following rain in Argentina.
Cocoa
Coffee
Corn
Cotton
Soybean Oil
Soybean
Sugar
Wheat

Open
158.325
374.88
19.48
152.52
87.84
33.94
38.74
18.32

Close
173.025
354.72
18.86
154.44
83.74
33.03
39.3
18.34

The figures above are the percentage change in the prices of corresponding commodity over the corresponding month. % change is calculated as ((Close-Open)/Open*100)
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% Change
-7.93%

% Change
9.28%
-5.38%
-3.18%
1.26%
-4.67%
-2.68%
1.45%
0.11%

MEX NEPAL YEAR BOOK 2012

Mex Almanac
February 2012
Precious Metals
Bernanke’s testimony to the Congress in regards to the weak
economic outlook coupled with the situation in Greece weakened
the greenback and sent the precious metals sky-rocketing. The
developments across the Eurozone including the highly influenced
second Greek bailout package saw the investors shift their focus
towards acquiring more of precious metals in the form of alternative
investments.
Open
Close
% Change
Gold
41958.1
40938.67
-2.43%
Silver
798.24
895.2
12.15%
Platinum
38304.54
40521.74
5.79%
Palladium
16498.8
17360.4
5.22%
Base Metal
The base metals rallied strongly over the week due to a number
of different factors including comments about Chinese bank support
for affordable housing, salary increases and recycled headlines about
the focus on job creation in the next 5-years. The base metals rallied
strongly as the developments across Greece regarding the second
bailout package provided further impetus to the enhancement of the
metals prices.
Open
Close
% Change
Copper
626.64
639.36
2.03%
Energy
Price of black gold advanced as Greek official said that government
is in final stage of agreement on 130 billion euro bailout. The Iranian
government TV said that they have stopped exporting oil to six
European nations i.e. Netherland, Greece, France, Portugal, Spain
and Italy. This saw price of crude oil hitting six month high.Gas.
Brent Crude
Crude Oil
Heating Oil
Natural Gas

Open
8340.75
7378.5
60.52
185.025

Close
9214.5
8014.5
64.44
194.25

% Change
10.48%
8.62%
6.48%
4.99%

Agro
The adverse condition reduced the output of Corn in South
America. Soybean futures showed an inclining trend amid forecasts
for rain in the next two weeks in South America and speculation
that China will increase purchases next week. Sugar saw incline in
its price as the largest producer Brazil showed a decline in its sugar
production.
Cocoa
Coffee
Corn
Cotton
Soybean Oil
Soybean
Sugar
Wheat

Open
172.5
354.64
18.86
154.62
84.04
33.13
39.26
18.37

Close
175.725
335.52
19.31
149.26
80.91
35.98
42.82
18.33

% Change
1.87%
-5.39%
2.39%
-3.47%
-3.72%
8.60%
9.07%
-0.22%

The figures above are the percentage change in the prices of corresponding commodity over the
corresponding month. % change is calculated as ((Close-Open)/Open*100)
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Best Service
Bhairab Investment Company Pvt. Ltd

Best Compliance
Money Plus and Securities Pvt. Ltd

Best Business Development

Best Emerging NCM
Farwest Futures Pvt. Ltd

Jambhala Investment Pvt. Ltd.

Most Promising NCM
Vista Investment Pvt. Ltd.

MEX Legend of the Year 2011
Jambhala Investment Pvt. Ltd.

Best A/E
Mr.Umeswor Shrestha A/E Code: 1001AE03
(Jambhala Investment Pvt. Ltd)
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Precious Metals
Already stumped down by lowered expectations of global
liquidity, after disappointing Chinese trade data, gold came under
strong selling pressure after the FOMC announcement. The US
bank stress test also enhanced the US Dollar which consequently
diminished the demand for precious metals.
Gold
Silver
Platinum
Palladium

Open
40873.6
835.32
40468.72
16911.6

Close
40039.74
778.32
39564.97
15759.6

% Change
-2.04%
-6.82%
-2.23%
-6.81%

Base Metal
A poor set of Chinese and European economic data have seen the
base metals come under further selling pressure this week. A weak
euro and renewed concerns over Spain’s sovereign debt situation
have also helped weigh on base metal prices.
Copper

Open
638.64

Close
632.64

% Change
-0.94%

Energy
The price of Brent crude declined as there was some disappointing
data in form of US durable goods order. China’s downgrade of its
economic growth also affected the oil price which pulled prices
down. The decline in heating oil was due to a weak global market
sentiment created by the news regarding the hard landing of Chinese
economy which saw 5th consecutive month of decreased PMI.
Brent Crude
Crude Oil
Heating Oil
Natural Gas

Open
9202.5
8010.75
63.64
193.95

Close
9222.75
7729.5
62.92
158.925

% Change
0.22%
-3.51%
-1.13%
-18.06%

Agro
Corn futures showed a decline in its price as US government
reported an increase in its production which is expected to double
the reserves before the start of the harvest in 2013. Wheat showed
a decline in its price after the USDA forecasted a larger domestic
crop and rising world supplies boosting stockpiles.. Coffee showed a
decrease in its price as there was increase in the production of coffee
in Brazil as expected. Later on, the price started edging up due to
increase in export by 40.3% from Vietnam.
Cocoa
Coffee
Corn
Cotton
Soybean Oil
Soybean
Sugar
Wheat

Open
175.125
335.28
19.34
149.96
89.94
36.25
41.32
18.36

Close
166.5
301.36
18.98
153.96
90.7
38.64
40.82
18.14

% Change
-4.93%
-10.12%
-1.86%
2.67%
0.85%
6.59%
-1.21%
-1.20%

The figures above are the percentage change in the prices of corresponding commodity over the
corresponding month. % change is calculated as ((Close-Open)/Open*100)
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Precious Metals
The better-than expected Unemployment Claims report, which
declined from 364000 to 359000 declined the prices of precious
metals. Other US and international indicators including the rise
in the ISM Manufacturing PMI from 52.4 to 53.4 strengthened
the US Dollar thereby weakening the demand for the alternative
investments.
Open
Close
% Change
Gold
40300.2
40157.83
-0.35%
Silver
781.8
745.44
-4.65%
Platinum
39651.73
37812.9
-4.64%
Palladium
15709.2
16460.4
4.78%

Precious Metals
The decline in the USA’s Unemployment Rate report, from 8.2%
to 8.1%, weakened the demand for gold and other precious metals.
Precious metals continued to receive a beating over the month end,
weighed down by the dollar strength and negative sentiment.
Open
Close
% Change
Gold
40174.7
37641.79
-6.30%
Silver
747
666.96
-10.71%
Platinum
37798.44
34128.01
-9.71%
Palladium
16344
14724
-9.91%

Base Metal
Worse-than-expected US Durable Goods Orders weighed on
base metals prices, while further doom and gloom from the UK and
Europe this week had seen the base metals come under further heavy
selling pressure amid a weaker euro and struggling equity markets.

Copper

Open
636.24

Close
633.68

% Change
-0.40%

Energy
News regarding the increase in the output of crude oil by Saudi
Arabia also dragged the oil price lower. Decline in the price of Brent
crude was due to the fact that the Spanish bad debt rose to the highest
level since October 1994 striking fear amongst investors to remain
away from the Brent crude market.

Brent Crude
Crude Oil
Heating Oil
Natural Gas

Open
9252
7746.75
62.83
159.3

Close
8940.75
7863
63.08
173.475

% Change
-3.36%
1.50%
0.40%
8.90%

Agro
Wheat futures showed a declining trend on speculation that
supplies will be ample as exports from U.S. increased due to increase
in its production. Corn fell to a 3 1/2 month low as traders liquidated
positions aggressively ahead of USDA reports. U.S. soybean futures
fell last week, as market participants took profits amid dampened
optimism that a month-long rally can further extend its course.

Cocoa
Coffee
Corn
Cotton
Soybean Oil
Soybean
Sugar
Wheat

Open
166.725
301.04
19.16
153.98
91.18
38.76
40.78
18.28

Close
165.675
296.48
19.46
147.74
90.5
41.39
35.06
17.8

% Change
-0.63%
-1.51%
1.57%
-4.05%
-0.75%
6.79%
-14.03%
-2.63%

Base Metal
With the euro under pressure, and a physical market that remains
lackluster, base metals remained under pressure over the week. With
equity markets under pressure in Asia, base metals found it difficult
to sustain a rally.
Copper

Open
634.48

Close
555.28

% Change
-12.48%

Energy
The bearish movement in the price of brent crude was mainly
due to negative economic report from euro zone. Likewise, decline
in manufacturing activity in the eurozone as well as increase in
unemployment in countries like Germany and France also pressured
brent prices. Iran agreed to allow western nuclear inspectors into the
country which reduced the supply risk in the oil market. At the same
time, worries over Greece exiting the eurozone also pressurized the
oil market to decline.

Brent Crude
Crude Oil
Heating Oil
Natural Gas

Open
8955.75
7866
62.93
173.1

Close
7634.25
6488.25
53.65
181.05

% Change
-14.76%
-17.52%
-14.75%
4.59%

Agro
Lack of positive fundamentals prevented cotton from going any
higher. The recent announcement by India to lift cotton export ban
however saw cotton futures free fall.. The pressure in sugar prices
was mostly a result of ample supplies which outpaced demand
by 6 million metric tons, according to the International Sugar
Organization.

Cocoa
Coffee
Corn
Cotton
Soybean Oil
Soybean
Sugar
Wheat

Open
165.525
296.56
18.64
147.82
91.16
41.44
34.74
18.01

Close
155.775
265.44
16.44
118.26
81.24
36.91
32.16
17.74

% Change
-5.89%
-10.49%
-11.80%
-20.00%
-10.88%
-10.93%
-7.43%
-1.50%

The figures above are the percentage change in the prices of corresponding commodity over the corresponding month. % change is calculated as ((Close-Open)/Open*100)
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Precious Metals
Precious metals continued to enjoy the respite given by the
disappointing US non-farm payroll numbers. Gold managed to tread
higher, as Euro zone fears (further encouraged by Fitch’s downgrade
of 18 Spanish banks) saw a renewed appetite for the metal from a
safe-haven point of view.

Precious Metals
The news, to allow European Financial Stability Funds, had
cheered markets, with buying across assets, and precious metals
are also benefitting from the renewed strength in the euro. Precious
metals received renewed buying interest off the back of a surprise
downturn in US ISM manufacturing which has reignited hopes of
further Fed monetary accommodation. Chinese stimulus response
(owing to the weak Chinese data flow) had seen precious metals
respond in a positive manner.

Gold
Silver
Platinum
Palladium

Open
37651.43
666.84
34048.48
14709.6

Close
38545.64
662.52
34778.71
14038

% Change
2.37%
-0.65%
2.14%
-4.57%

Base Metal
A bounce in the euro, combined with grounds for optimistic
Chinese PMI, has helped the base metals complex to stabilize during
the end of the month.
Copper

Open
555.04

Close
578.48

% Change
4.22%

Energy
The bearish trend in the price of black gold was mainly due
to worries over Spain and China. Spain is going deeper into the
recession as the bond yields rose to the highest level since November
last year, nearer to 7 percent. Similarly, the retail sales in the world
largest economy decline for the second consecutive months in May
which again supported the bearish trend in the oil market. The oil
market suffered another round of sell-off in the initial phase as US
oil inventory grew more than expected and the Fed failed to deliver
another round of quantitative easing.
Brent Crude
Crude Oil
Heating Oil
Natural Gas

Open
7626
6483.75
53.62
180.675

Close
7319.25
6364.5
53.28
211.725

% Change
-4.02%
-1.84%
-0.63%
17.19%

Agro
The European turmoil which shows no signs of being resolved
remained the prime culprit for the lackluster performance in cotton.
Weather concerns in key production areas like India as well as
speculation that the USDA may lower its 2012/13 wheat production
forecast next month pushed the market higher for agro commodities.
Sugar futures initially rose on sighs that rains will hamper crops in
Brazil, the world’s top producer of sugar.
Cocoa
Coffee
Corn
Cotton
Soybean Oil
Soybean
Sugar
Wheat

Open
155.325
265.36
16.53
118.76
81.6
37.04
32.18
17.8

Close
172.425
282.4
19.87
116.34
85.72
41.65
36.12
20.27

% Change
11.01%
6.42%
20.21%
-2.04%
5.05%
12.45%
12.24%
13.88%

Gold
Silver
Platinum
Palladium

Open
38547.95
661.44
35024.53
14076

Close
38940.78
673.44
34125.6
14202

Base Metal
Speculation regarding further Chinese easing has perhaps also
deterred participants from selling too aggressively, though overall,
the euro and the evolution of the Euro zone crisis still remain in
charge of price direction.
Copper

Open
577.84

Close
564.8

% Change
-2.26%

Energy
The incline in the price of Brent crude was due to cut down in
the interest rate by the major economies around the globe i.e. China
and European Union which are struggling with weaker economic
performance. US federal chairman’s testimony, who showed his
readiness to act if required for the economy forced energy prices
to rally.
Open
Close
% Change
Brent Crude
7299
7855.5
7.62%
Crude Oil
6353.25
6606
3.98%
Heating Oil
53.69
56.32
4.90%
Natural Gas
209.4
241.95
15.54%
Agro
The positive sentiments of cotton were mainly due to anticipation
of a weak result for the USDA’s annual acreage estimate. The main
catalyst for wheat prices this review period seemed to be the weather
concerns in the US and Latin America. Coffee prices hit a twomonth high amid concerns regarding the impact of unseasonably
wet weather.
Cocoa
Coffee
Corn
Cotton
Soybean Oil
Soybean
Sugar
Wheat

Open
171.075
282.56
18.98
117.64
87.26
41.14
34.86
21.08

Close
177.6
288.8
23.81
118.06
87.28
47.52
37.44
24.54

The figures above are the percentage change in the prices of corresponding commodity over the corresponding month. % change is calculated as ((Close-Open)/Open*100)
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% Change
1.02%
1.81%
-2.57%
0.90%

% Change
3.81%
2.21%
25.45%
0.36%
0.02%
15.51%
7.40%
16.41%
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Precious Metals
The Fed’s August minutes were dovish, indicating further
monetary easing highly likely. As the minutes indicated that many
members believed that more monetary easing measures should
be implemented soon unless upcoming economic data showed “a
substantial and sustainable strengthening” in economic recovery,
which eventually rallied precious metals.
Gold
Silver
Platinum
Palladium

Open
38707.01
669.6
33826.76
13897.2

Close
40779.61
758.4
37089.9
15111.6

% Change
5.35%
13.26%
9.65%
8.74%

Base Metal
The euro strength had come in spite of generally disappointing
European economic data including weaker than expected German
Factory Orders, and the fact that the data probably leans towards
further easing from the ECB. The biggest Chinese reverse repo
action seen to date helped the base metal to rally.
Copper

Open
564.48

Close
570.16

% Change
1.01%

Energy
The increase in the price of Brent crude was due to the possibility
of major steps to be taken by US and European central bank on their
upcoming meetings. The bullish trend in the price of black gold was
due to speculation regarding the European Central Bank’s possible
action to curb the ongoing debt crisis.

Brent Crude
Crude Oil
Heating Oil
Natural Gas

Open
7824
6600
56.26
241.35

Close
8610.75
7231.5
62.75
210.075

% Change
10.06%
9.57%
11.54%
-12.96%

Agro
The continuing unfavorable weather conditions across most
of the sugar producing countries had lifted the prices up. With
the possibility of improved output from Brazil owing mainly to
improved harvest conditions, coffee prices declined. Wheat futures
edged lower, pressured mainly by the improved weather conditions
in the American Midwest.
Cocoa
Coffee
Corn
Cotton
Soybean Oil
Soybean
Sugar
Wheat

Open
178.2
288.56
23.82
117.9
87.22
45.66
37.34
24.51

Close
195.75
271.76
23.65
127.52
93.8
48.56
32.68
23.99

% Change
9.85%
-5.82%
-0.71%
8.16%
7.54%
6.35%
-12.48%
-2.12%

The figures above are the percentage change in the prices of corresponding commodity over the
corresponding month. % change is calculated as ((Close-Open)/Open*100)
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Precious Metals
In the month of September, as soon as the announcement came
through from the Fed regarding execution of quantitative easing,
precious metals, and indeed most other markets, rallied. The increase
in the prices of the yellow metal and silver was due to increase of
stimulus by Bank of Japan. BOJ had again come up with a stimulus
package worth 10 trillion Yen to boost growth which pushed gold
prices to reach the weekly highs.
Gold
Silver
Platinum
Palladium

Open
40174.7
747
37798.44
16344

Close
37641.79
666.96
34128.01
14724

% Change
-6.30%
-10.71%
-9.71%
-9.91%

Base Metal
The rally in prices of base metal was due to then ongoing port
strike at Antofagasta (port not the eponymous company), or in
anticipation of stronger demand in China as we head into Q4. Base
metals continued to find support from indications of (1) renewed
fiscal stimulus aid from China and (2) further monetary stimulus
from the US Fed.
Open
Close
% Change
Copper
634.48
555.28
-12.48%
Energy
The fall in price of crude and Brent Crude for the month was
attributed towards the deepening economic slowdown in one of
the world’s biggest energy consumer, China. The decline in energy
prices was as a result of Europe’s debt crisis which has continued to
affect the demand growth from the region.
Open
Close
% Change
Brent Crude
8955.75
7634.25
-14.76%
Crude Oil
7866
6488.25
-17.52%
Heating Oil
62.93
53.65
-14.75%
Natural Gas
173.1
181.05
4.59%
Agro
Doubts over Spain’s willingness to seek international aid also
refocused investor’s attention on the euro zone debt crisis, hurting
the entire commodity complex. Cotton futures were mainly
pressured by news that the Northern Hemisphere was getting ready
for harvest, a sign that there would be ample supply of cotton in the
near future.
Cocoa
Coffee
Corn
Cotton
Soybean Oil
Soybean
Sugar
Wheat

Open
165.525
296.56
18.64
147.82
91.16
41.44
34.74
18.01

Close
155.775
265.44
16.44
118.26
81.24
36.91
32.16
17.74

% Change
-5.89%
-10.49%
-11.80%
-20.00%
-10.88%
-10.93%
-7.43%
-1.50%

The figures above are the percentage change in the prices of corresponding commodity over the
corresponding month. % change is calculated as ((Close-Open)/Open*100)
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