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INTRODUCTION

Beyond their physical trading and exchange, commodities
constitute viable assets for obtaining finance and raising
capital in the capital market. They can be utilised by
businesses, particularly Micro, Small, and Medium-sized
Enterprises (MSMEs), as a means of securing liquidity,
obtaining credit and expanding business operations. In
modern financing arrangements, commodities can be used as
security or collateral for obtaining credit facilities and may
form the underlying assets backing the issuance of debt
instruments such as commodity-backed bonds. In the capital
market, commodities are traded directly on exchanges as
spot trading or indirectly as derivatives as a means of hedging

against risks or speculating on price movements.

Despite this growing relevance, the use of commodities in
financing arrangements and as a capital-raising tool within
the capital market remains underexplored, particularly in
developing economies. In light of this gap, this Article
examines the role of commodities in modern financing
structures and the capital market. It considers the various
ways by which commodities can be deployed as security,
financing assets, or derivatives and highlights their potential
in deepening financial markets, expanding access to credit,
and fostering economic growth.

CATEGORIES OF COMMODITIES IN FINANCING AND
CAPITAL MARKET TRANSACTIONS

There are different categories of commodities that can be
used as collateral, form the underlying assets for commodity-
backed bonds, or traded on the derivatives and spot market
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on a commodities exchange. These commodities have
attained this status due to their storability and measurability.

They fall broadly into two groups: soft and hard commodities.

Soft commodities: These are mostly agricultural commodities
that are usually grown and harvested which includes corn,
wheat, sugar, soybeans, cocoa, coffee, cotton and sugar.

Livestock also fall within this category such as pork and hogs.

Hard commodities: These are natural resources that are
extracted from the earth. They include metals and minerals
such as gold, silver and platinum; energy commodities such
as oil, gas, crude oil, natural gas and electricity; industrial

products such as chemicals and plastics.
COMMODITIES IN FINANCING ARRANGEMENTS

In many developing and emerging economies, particularly
across Africa, access to financing poses a significant
challenge for several businesses due to the absence of
acceptable collateral or security required for obtaining credit
facilities. This challenge is especially pronounced for MSMEs
in the agricultural sector, which often lack both the collateral
strength and credit rating necessary to secure loans.
Nonetheless, given that these companies are actively
engaged in the production, exploration, and trading of
commodities, this provides them with potential for obtaining

credit facilities under several financing arrangements.
Commodities as Security

Commodities can be used as collateral for securing loan
facilities from banks and other financial institutions. Security
over commodities may be created either by way of a charge

or through a pledge in favour of the lender?.

1. Nick Tostivin and James Clarke, Commodity Finance; The Complete Security Package, 2021.
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The effectiveness of such a charge or pledge is typically
achieved through the deposit of the commodities with a third
party, such as a warehouse operator or collateral manager,
who holds possession of the commodities, acknowledges the
lender’s interest, and issues a warehouse receipt as evidence

of that interest.

In the event of a default under the financing arrangement, the
lender will enforce repayment by taking possession and
control of the commodities and dispose of them to a third-
party purchaser, while applying the sale proceeds towards the

satisfaction of the outstanding debt.
Commodities in Receivables Financing

Receivables are rights to payment arising from the sale of
goods or the provision of services. In receivables financing,
these rights are utilised as a means of obtaining immediate
liquidity, whereby a company receives an amount equivalent
to the discounted value of its receivables.? For businesses
that lack physical commodities to pledge as collateral, but
have commodities which have been sold and are reflected as
book debts and receivables, these receivables can be used as

an effective financing mechanism.

Security can be created over receivables due from the sale of
commodities by assignment or creation of a charge over the
receivables to secure credit advances from lenders. Owing to
their liquidity, receivables are particularly suitable as security
for revolving credit facilities and can extend to both present
and future receivables®. Present receivables consist of cash
flows due from commodities that have been sold or are in the
process of being sold, while future receivables may arise from
commodities such as agricultural produce that are yet to be
harvested. In an enforcement scenario where there has been a
default by the borrower, the lender assumes the borrower’s
rights, assumes ownership of the receivable, and directs the
third-party purchaser to remit payment directly to the lender in

discharge of the debt obligation.
COMMODITIES AND THE CAPITAL MARKET

Commodities represent a distinct asset class, comparable to
stocks and bonds, which can be traded in different forms.
These asset class also provide an avenue for diversification
beyond traditional financing methods. As such, commodity
trading plays a vital role in the capital markets by offering

companies and investors an efficient mechanism to hedge
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risks and manage price volatility. The different ways in which
commodities are utilized within the capital markets are

outlined below.
Commodity-backed bonds

Commodity-backed bonds are debt instruments that are
linked to the price movements of underlying commodities*.
The principal and coupon payments under such bonds
fluctuate based on the price movements of the commodities
they are backed by. Here, the commodities are the underlying
assets which provide security for the bonds in favour of the

bondholders.

As a financing mechanism, commodity-backed bonds enable
companies to raise capital by issuing debt instruments
secured against existing or future commodities, or the
receivables generated from their sale. Where the bonds are
secured by future commodities, the monies raised from the
bonds issued are typically applied towards the production or
acquisition of such commodities, with the principal and
coupon payment made from the proceeds of the sale of the
commodities. A practical illustration is an agro-company
issuing bonds to finance the cultivation of agricultural
produce, with the bonds secured by the underlying produce
upon harvest. Sovereign bodies are also not precluded from
adopting this mode of financing, as government and its
agencies may also issue bonds backed by the revenues
generated from the extraction and sale of natural resources,

such as oil, gas, minerals, or agricultural products.
Commodities as tradable instruments

Commodities may also take the form of tradable instruments.
They can be traded on an exchange for delivery of the
commodities to the buyer, known as spot commaodity trading,
or traded as financial products such as Exchange Traded
Funds (ETFs). In a commodity spot market, commodities are
bought and sold on an exchange with the intention of
effecting physical delivery to the purchaser, this physical
delivery will be made by depositing documents evidencing
ownership of the commodities such documents include
warehouse receipts. Such transactions typically involve the
transfer of the physical commodities between parties, with
prices determined by the prevailing forces of supply and

demand in the market.5

2. Olukayode Aguda, The Legal Regulations of Receivables Financing: Uk and International Perspectives, 2018
https://www.researchgate.net/publication/359416169_THE_ L EGAL_REGULATIONS OF RECEIVABLES_FINANCING

3. Fidelis Oditah, Legal Aspects of Receivables Financing, 1991, ISBN 0-421-43860-6

4. Alessandra Nicole, Commodity-Backed Bonds: Definition, Mechanics, and Investment Considerations, 2024, https://www.supermoney.com/encyclopedia/commodity-

bonds

5. Shibata, T., & Kosaka, H. (2019). Commodity Spot Market. In T. Shibata (Ed.), Developing and Applications of an Economic Model for World Crude Oil/Natural Gas Market -

Interim Report. Institute of Developing Economies


https://www.researchgate.net/publication/359416169_THE_LEGAL_REGULATIONS_OF_RECEIVABLES_FINANCING
https://www.supermoney.com/encyclopedia/commodity-bonds
https://www.supermoney.com/encyclopedia/commodity-bonds
https://www.supermoney.com/encyclopedia/commodity-bonds

OLANIWUN
AJAYI

ETFs, on the other hand, are investment funds that trade on an
exchange and aim to replicate the performance of a specific
commodity or a basket of commodities. By investing in ETFs,
traders can gain exposure to commodity prices without
directly owning the physical assets. ETFs enhance liquidity
and provide a convenient option for investors seeking access
to the commodities market without taking physical delivery of

commodities.

Commodities in the derivatives market

Derivatives are financial instruments whose value is derived
from the performance of an underlying asset, which may
include stocks, bonds, currencies, or commodities. It's a
financial instrument that derives its value from an underlying
asset. Businesses may enter into derivative contracts where
commodities form the underlying assets, thereby allowing
them to gain access to immediate liquidity, secure a market
for the commodities they deal in and hedge against
fluctuating market prices. The types of commodity derivatives

are futures, options, swaps and forwards.

Commodities futures are standardized contracts to buy or sell
a specified quantity of a commodity at a predetermined price
on a future date®. At inception, the contract holds no cash
value, but it enables parties to lock in trade terms and hedge
against price volatility. The futures price will compare both
the prevailing spot price and expected spot price of the
commodity at maturity to determine a fair price. These
contracts are standardized and traded on commodities
exchanges. Future contracts are usually executed by cash

settlement thereby allowing parties to benefit or lose from the
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fluctuating market price of the underlying commodities as it

trades on the exchange.

Commodities forwards are identical to futures but differ in
that they are not traded on commodities exchange and are
privately negotiated contracts which can be exchanged on
over-the-counters (OTCs). With forwards, there is more
flexibility in terms of the contract size, delivery date, and
settlement terms, but also exposes parties to a higher risk of
default. Forwards are commonly used by investors seeking
flexible contract terms and tailored hedging arrangements.
Forwards are settled on an agreed date, by cash payment or

physical delivery of the commodities.

A commodities option is a derivative that grants the holder
the right, but not the obligation, to buy or sell a specified
quantity of a commodity at a pre-agreed strike price on or
before the contract's expiry date. A commodity option
contract can either be a call contract or a put contract. Call
options confer the right to buy and are typically used when
prices are expected to rise, while put options confer the right
to sell and are used when a price decline is anticipated. To
acquire this right, the buyer will usually pay a premium.
Settlement of options may occur through physical delivery or
cash payment based on the difference between the strike
price and the market price. When a holder exercises an option,

the contract becomes a future contract.

A commodities swap is a derivative contract in which two
parties exchange cash flows linked to the price of an
underlying commodity, without any transfer of the physical
commodity itself. Typically, one party pays a fixed price while
the other pays a floating price tied to market movements,
thereby shielding one party from price volatility. Swaps are
not traded on exchanges and are usually customized OTC
deals between parties. There are fixed-floating commodity
swaps where a party dictates a fixed price for a commodity
with the other party settling any difference in the price of the
commodity owing to market fluctuations. On the other hand,
there is the commodity-for-interest swap where a where there
is an exchange of payment of a fixed interest rate and the

prevailing market price of the commodity.

6. Sawant, Manthan. (2025). Commodity Markets and Futures Trading: Basics and Operational Mechanisms.
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Other Commodity-based finance instruments

The following instruments are used in commodity-based

financing:

ETFs are similar to mutual
funds and are traded on stock exchanges like individual
stocks. They track the performance of a particular commodity
or commodity index, and their value fluctuates based on the

price of the underlying commodity.

ETNs are similar to ETFs in
that they track the performance of a specific index or
benchmark. However, unlike ETFs, ETNs are not funds that
hold a portfolio of assets, rather they are unsecured debt

securities issued by financial institutions.

These are investment vehicles that
pool money from multiple investors to invest in commodities.
These monies raised by these funds are used to invest in a

variety of commodities.

This is an
agreement between a trader and a CFD provider where the
broker has to pay the price difference of a position if the
trader accurately predicts the direction of the price. If the
trader correctly predicts the price movement, the broker pays
the difference; if the market moves against the trader, the loss

is deducted from the trader’s balance.

HARNESSING COMMODITIES TO DEEPEN FINANCIAL
MARKETS IN NIGERIA

Commodities when used as financing tools and tradeable
instruments, play a pivotal role in deepening financial markets
and overall market efficiency. Their integration into financing
arrangements and capital market instruments promotes
liquidity, improves access to capital, and expands the range of

investment opportunities available to market participants’.

By enabling risk transfer through derivatives and facilitating
alternative financing channels outside traditional bank
lending, commodity-linked instruments broaden the spectrum
of financial products available to market participants and
attract a more diverse investor base, including institutional
investors such as pension funds, asset managers, and

insurance companies.

In financial markets across the world, commodity derivatives
and structured products have evolved into sophisticated

instruments for hedging, speculation, and portfolio
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diversification. By enabling market participants to manage
exposure to price volatility and sustain continuous trading
activity, these instruments contribute meaningfully to market

stability and liquidity.

In Nigeria, commodity-linked instruments, particularly in
respect of crude oil, cocoa, and other solid minerals, have
played a role in managing price volatility, enhancing liquidity,
and supporting economic activity, either through physical
trading or derivative structures. However, compared to more
developed jurisdictions, commodity derivatives activity in

Nigeria remains relatively limited.

More broadly, many developing and emerging economies,
including Nigeria, continue to exhibit relatively shallow
financial markets, characterised by limited depth in
commodity trading and derivatives activity. This constraint is
largely due to structural, legal, and regulatory limitations that
impede the effective transformation of commodities into

bankable and tradable financial assets.
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In Nigeria, notwithstanding notable efforts to develop the
commodities ecosystem, such as the establishment of
commodities exchanges like the Nigerian Commodity
Exchange, Lagos Commodity and Futures Exchange and AFEX
Commodities Exchange, and the expanding regulatory
oversight by the Securities and Exchange Commission
through the inclusion of a framework for commodities
exchanges and warehouse receipts under the Investment and
Securities Act 2025 and SEC Consolidated Rules and
Regulations, 2013, as amended, and enactment of the Rule on
Warehousing and Collateral Management, 2021, significant
challenges persist. Such challenges include the absence of a
comprehensive and enforceable legal framework for
derivatives trading, underdeveloped market infrastructure and
efficient clearing and settlement systems; and a weak
framework, which undermines the

warehouse receipt

credibility and bankability of commodities as collateral.

Additionally, there is limited participation by institutional
investors, often driven by regulatory constraints and risk
considerations which continues to restrict market liquidity

and overall growth.

13.  Michael Chui, ‘Derivatives Markets, Products and Participants: An Overview’ in Proceedings of the Workshop “Data Requirements for Monitoring Derivative Transactions”
(IFC Bulletin No 35, Bank for International Settlements 2012) 3 https://www.bis.org/ifc/publ/ifcb35a.pdf
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EXPANDING THE COMMODITIES IN FINANCING
STRUCTURES IN NIGERIA: THE WAY FORWARD

Having identified underdeveloped regulatory framework for
commodities and inadequate market infrastructure to support
their full deployment in financing structures and the capital
markets, as key impediments to the growth of commodity-
based transactions, it becomes necessary to consider the way
forward. Addressing these challenges will require a deliberate
and coordinated regulatory strategy focused on strengthening
market confidence and encouraging broader participation

across the ecosystem.

First, there is a need to further enhance and consolidate the
legal and regulatory framework governing commodities and
related financial transactions, particularly with respect to the
clarity, certainty, and enforceability of rights and obligations.
This  should

safeguards around risk allocation, settlement processes, and

include the development of appropriate
investor protection. In addition, regulatory efforts should
support the strengthening of key market institutions, including
those responsible for clearing and settlement functions, in
order to promote greater transparency, efficiency, and overall

market stability.

Second, improving the integrity and efficiency of the
This

strengthening warehouse receipt systems through proper

commodities value chain is essential. includes
accreditation and supervision of warehouse operators and
collateral managers, as well as leveraging technology to
ensure transparency, traceability, and real-time verification of
commodity holdings. A reliable collateral management
framework will enhance lender confidence and unlock greater
access to financing for commodity-based businesses,

particularly MSMEs.

Third, policy measures aimed at incentivising participation in
commodity markets should be considered. These may include
tax incentives, reduced transaction costs, and regulatory
reforms that enable greater investments by pension funds and
other institutional investors in commodity-linked instruments.
Expanding investor participation will not only increase liquidity
but also support the development of a more resilient and

diversified financial system.

Ultimately, the effective integration of commodities into
financing structures and capital market instruments presents

a significant opportunity for Nigeria and other emerging
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markets to deepen their financial systems. By aligning
regulatory frameworks with global best practices while
addressing local market realities, these economies can
unlock the full potential of their commodity sectors, enhance
access to finance, and drive sustainable economic growth. In
this regard, the development and adoption of commodity-
linked financial instruments and derivatives beyond base line
level, can play a critical role in helping economies with diverse
commodity resources in mitigating price volatility, lowering

financing costs and fostering the development of more liquid

and sophisticated capital markets®.

CONCLUSION

Commodities hold significant potential in mobilising liquidity,
expanding financing solutions, and facilitating capital raising
through the capital markets. Yet, their role in modern
financing structures remains underutilised. In Nigeria,
important progress has been made through the recognition of
warehouse receipts and collateral management companies
under the ISA. However, practical uptake, particularly among
MSMEs, remains limited. Bridging this gap requires deliberate
efforts to scale the adoption of commodity-backed
instruments and foster innovative structures that channel
value from commodities into finance. AFEX Commodities
Exchange Limited’s issuance of Africa’s first warehouse
receipt—backed commercial paper illustrates this potential,
providing agri-SMEs with rapid access to liquidity within 24
hours®. Therefore, there is a need to replicate and expand
such instruments to deepen market liquidity, improve access
to finance and strengthen investor confidence in commodities

as credible financial assets.

8. Yingiu Lu and Salih N Neftci, ‘Financial Instruments to Hedge Commodity Price Risk for Developing Countries’ (IMF Working Paper No WP/08/06, International Monetary
Fund January 2008) https://www.imf.org/external/pubs/ft/wp/2008/wp0806.pdf
9. AFEX announces First Warehouse Receipt Backed Commercial Paper in Africa, https://africa.com/afex-announces-

firstwarehousereceiptbackedcommercialpaperinafrica/#:~:text=Nigeria%E2%80%99s %20leading%20private %20commodities % 20exchange %20 company%2C%20has %20ann

ounced,and%20a%2024hour%20fast%20cash%20turnaround%20for%20borrowers
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