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THE RELATIONSHIP BETWEEN
SPOT PRICE AND FUTURES PRICE

Contango

Prices

Backwardation

Contract Month

CONTANGO BACKWARDATION

The futures price of an The futures price of an
asset is higher than its asset is lower than its
spot price (current spot price (current
market price). market price).

Sources: Investopedia, CFI
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DIFFERENCE BETWEEN
SPOT PRICE AND FUTURES PRICE

SPOT PRICE FUTURES PRICE
. . . At a specified future
Delivery Immediate delivery date
Transaction Price of immediate Predetermined price for
Time transaction future transaction
Timeframe Reflect on the current Reflect on futures
market value expectations

More stable due to
long-term expectations
of supply and demand in

the future

More volatile due to
Volatility short-term supply and
demand factors

Sources: Investopedia, Faster Capital
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ILLUSTRATION THE DIFFERENCES

The spot price of Crude Palm Oil reflects the current market value of a ton of oil
that can be delivered immediately. The futures price of crude palm oil, on the
other hand, reflects the price of a ton of oil that will be delivered at a specified

future date.

The differences between the spot price and the futures price of crude palm oil
could be due to several uncertainties, such as:

SPOT PRICE FUTURES PRICE
: Risk assessment and effect of
Weather Curre_nt Wegther Impact on future weather patterns on
immediate yields .
upcoming supply months
Demand Reacts immediately to current Forecasted long-term changes
and balance of supply and on-the- in domestic inventory and
Supply spot demand external consumption trends
iy Long-term demand shift
Seas.onal Short-term volapllty du.e. to pre- impacting future inventory
Festivals festival buying activity planning

Sources: Investopedia, Science Direct
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Disclaimer:
The information contained herein is subject to change from time to time. You are advised to read and understand the applicable

terms and conditions. The information contained herein is intended for your general information only and should not be relied on for
investment purposes or taken as advice. You are advised to make your own independent evaluation of the information provided and
obtain independent financial, legal or other advice before making any investment decision. Nothing in this document or the
information provided constitutes or forms any part of any advice, offer, inducement, solicitation or invitation to buy or subscribe for
any services or securities on Hong Leong Investment Bank Berhad's part. This content has not been reviewed by the Securities

Commission Malaysia.



