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ABSTRACT

Over the past few decades, economic policymakers and planners have sought to find new ways
of trading agricultural products that maximize efficiency for market participants. To this end, a
variety of trading contracts, including futures were developed. A futures contract is a contract
under which the seller undertakes to sell a certain quantity of a certain good at a certain price at the
present time, and on the other hand, the buyer of the contract undertakes to sell that good with
Purchase the specified specifications. The purpose of this study is to investigate the efficiency of
Negin saffron futures contracts in Iran Mercantile Exchange by examining the relationship between
cash and future prices of this product. To achieve this goal, the Engle and Granger vector error
correction model approach and the daily settlement prices of Negin saffron futures and cash
contracts have been used. The results of this study indicate a short-term and long-term relationship
between future prices and cash prices. Therefore, the efficiency of Negin saffron futures trading
tools has been confirmed as a guide to cash prices of Negin saffron and also as an influential factor
in discovering cash prices, which is consistent with the results of previous studies.

Keywords: Efficiency, Futures contract, Vector Error Correction Model, Negin saffron, Mercantile
exchange

Extended Abstract
Introduction

Maximizing efficiency in the agricultural business has always been a concern for policymakers
over the last decades. Commodity Exchange Market is one of the tools that is taken into
consideration in improving marketing in the world. Iran Agricultural Commodity Exchange has
started in 2004. During this period, various products have been traded in the form of cash, futures,
certificates of deposit, forward and etc The relationship between prices in different markets of
agricultural products could be defined as the efficiency index of supply and demand factors that
cause to have an impact on the producer's and consumer's welfare. Therefore, the analysis of price
behavior and how prices are transmitted in different saffron markets is very important for policy
makers and also for market participants. Also, the prices that are formed in the derivatives market
and specifically the saffron futures contract can transfer the information of future saffron price
expectations to the cash market, which will also be effective in the decisions of policy makers. In
an efficient market, prices should reflect available information in such a way that price fluctuations
only represent random changes from previous prices.
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Materials and Methods

Assessing the efficiency of the Negin saffron futures contract is the main objective of this study.
To achieve this goal, we have estimated a model that could be useful to show the relationship
between cash and futures prices of Negin saffron in the Iran Agricultural Mercantile Exchange.
whether future prices will be efficient to discover cash prices or not is the main question that the
results of this study will answer. In terms of data and information, the daily settlement prices of
future and cash contracts of Negin saffron from 23 November 2018 to 21 november 2019 has used
to estimate Vector Error Correction Model (VECM).

Results and Discussion

In order to determine the method of examining the relationship between the future and cash
prices of Negin saffron transactions in the Iran Mercantile Exchange, we must first apply unit root
test for each of the variables. For this purpose, in this study, two Augmented Dickey-Fuller and
Philips-Prone tests will be used. The results of the Augmented Dickey-Fuller and Phillips-Prone
unit root tests show that none of the variables are stationary at level. each variable will be
stationary with one degree of differentiation. After this stage, in order to investigate the
cointegration of the two variables of cash price and then Negin saffron, the cointegration test
proposed by Engle and Granger has been used, which the results indicate that the two series are
cointegrated. In order to further examine the relationships between cash and future prices, the
number of cointegration relationships between variables should be extracted through the Johansen
test. For this purpose, it is necessary to first estimate a VAR model in order to determine the
optimal lag intervals. According to Schwartz and Hanan-Quinn statistics, lag number 2 in this
model has been selected as the optimal lag. Due to the existence of a long-run relationship between
cash and future prices of Negin saffron, the vector error correction model will be estimated to
determine the long-run and short-run relationships in the next step. The results of this model show
that the cash price of Negin saffron in the commodity exchange is affected by the first difference of
the cash price of Negin saffron and the first and second difference of future prices of Negin saffron.
The ECT variable is the long-run adjustment coefficient that indicates the rate of adjustment toward
the long-run equilibrium. The results of this model indicate that this coefficient is negative and
significant, which indicates the existence of a long-run causal relationship between future prices
and cash prices. The coefficient of this variable shows that if a shock enters the system, 10.61% of
it is adjusted in one period. Also, in order to determine the short-run causal relationship between
future prices and cash prices, the Wald test has been used. the null hypothesis of this test show that
all coefficient equal zero jointly. The Chi-square statistics is equal to 43/68 with P-value of zero
show that short-run causal relationship from future prices to cash prices has been confirmed. Also,
the results of unit root test of error term of the error correction model show that the error term is
stationary at level and this confirms the long-run relationship between cash and futures prices of
Negin saffron in Iran Mercantile Exchange.

Conclusions

Results shown that future prices have willingness toward cash prices in both long term and short
term. also, the importance of efficiency of future market of Negin saffron as leader of cash prices
and effective factor in figure out cash prices in this study have approved the ex-literature’s results
in this regard. These results would be good start for future research from this point of view that can
use to identify other tradable agricultural production for accessing beneficial contracts.
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