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Chilli Spread

Harvesting process has already started in Northern states of Rajasthan, Gujarat and Punjab for this
red hot spice popularly known as Chilli. Harvesting is also slowly gaining pace in the major growing
states of Andhra Pradesh, Karnataka, Tamilnadu and Maharashtra. Significant arrivals will start
coming to the market by the end of December month. The contribution of Andhra Pradesh is 58% in

terms of total domestic production and nearly 26% in terms of total acreage in the country.

[t is a usual trend that prices undergo some dips on account of fresh arrivals. This has been further

corroborated upon analyzing the price trend for previous two years.

Let’s first have a review for 2008 Feb and March futures on NCDEX. Chart 1, shows the spread
difference between Feb’08 and March’08 contracts on NCDEX. The difference between Feb’08 and
March’08 which was prevailing around 150 has narrowed down to the negative territory as Feb’08
futures were trading lower than March’08. The highest negative side difference was -68 by 22

Jan’08 when March was 3695 levels and Feb ended at 3627 levels.

Chart1: Prices charts for February’08 and March’08
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Chart 2 depicts the price trends for February and March chilli futures in 2009. During 2009 Feb and
March futures were moving in tandem. But the difference was 94 around 18 Dec when Feb futures
were trading at 4544 while was March was trading at 4450 levels. The spread difference between
Feb and March has turned to the negative territory around 22 Dec’09 when Feb was trading at 4398
and March ended at 4450 levels.

Chart2: Prices charts for February’09 and March’09
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Astonishing: Why the difference between February and March futures for these two years of

2008 and 2009 have turned negative by end of December month?

The answer to this question is fresh arrivals. On account of fresh arrivals prices have been trading
lower. As the arrival season is usually from December to January so the fall in prices have been

more for Feb contract than March. Arrival season ends by the month of February.

Now, have a look at the current year: as of now Feb 2010 and March 2010 chilli futures are
trading at a difference of 242 levels. As per the previous two year, it is expected the futures prices
for February 2010 and March 2010 futures will converge and will enter into the negative territory

by beginning of Jan 2010 supported by the factor of fresh arrivals.




Chart3: Prices charts for February’10 and March’10
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Outlook

Currently, February is trading around 5700 levels while March 2010 is trading at 5470 levels. We

expect the difference to narrow down by the month of January 2010.

Our stance:

Investors can take the spread position by selling February and buying

March at the difference of 240-260 for a target of 10 with the stop loss
above 360.
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The report contains the opinions of the author that are not to be construed as investment advice. The author, directors and other
employees of Karvy, and its affiliates, cannot be held responsible for the accuracy of the information presented herein or for the results of
the positions taken based on the opinions expressed above. The above-mentioned opinions are based on the information which is
believed to be accurate and no assurance can be given for the accuracy of this information. There is risk of loss in trading in derivatives.
The author, directors and other employees of Karvy and its affiliates cannot be held responsible for any losses in trading.
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their entire original investment. In no event should the content of this research report be construed as an express or an implied promise,
guarantee or implication by, or from, Karvy Comtrade that you will profit or that losses can, or will be, limited in any manner whatsoever.
Past results are no indication of future performance. The information provided in this report is intended solely for informative purposes
and is obtained from sources believed to be reliable. Information is in no way guaranteed. No guarantee of any kind is implied or possible
where projections of future conditions are attempted.
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