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Trading Oil, Gold & Other Commodities

The first transaction of assets of any kind must 
have occurred thousands of years ago when one 
prehistoric person relinquished a tool or fur he/
she had produced but didn’t need, food obtained in 
excess of need and so forth in return for something 
else he/she needed but had no other way of 
obtaining. This would probably have occurred if 
that person was not powerful enough to simply 
take what he/she wanted, and it gave rise to what 
we now refer to as cooperative societies. 
 
It also explains the term we use for these traded 
entities - commodities, which is closely related to 
the Latin commodus, meaning beneficial, suitable… 
Thus, the first requirement for an entity to become 
a commodity is that it provides a benefit, is of use. 
However, many entities provide a benefit. Not all of 
them are commodities. The second requirement 
is that they be exchangeable. One’s brain is not 
a commodity, since it cannot be exchanged for 
something else. One’s knowledge can serve as an 
exchangeable commodity. However, unless we 
redefine universities, thinktanks and corporate R&D 
departments as such (which would be stretching 
things) there is no commodities exchange for 
knowledge, which simply means that commodities 
markets have not yet found a need or financial 
benefit for this. 
 
The third requirement is a consequence of 
the second, and that is that the commodity be 
measurable, quantified. Here again, certain aspects 
of human knowledge are quantified, for example, 
in IQ tests and so forth. Still - no commodities 
exchange for knowledge. The fourth requirement 
explains why – fungibility. For an asset to be a 
commodity, it must be entirely interchangeable 
with a similar asset. No two humans are alike in 
experience or thought processing patterns. 

Thus, even if two humans have identical sets of 
knowledge, they are not interchangeable: one 
might take a set of new knowledge and process 
it in an entirely different manner than - say - his 
identical twin quite simply because one of the 
twins slipped on a roller skate the day before. 
Consequently, the basic unit for measuring the 
quantity of assets exchanged must be defined. 
Two flint knives of the same length and sharpness 
are similar enough to be swapped and therefore 
to be considered 2 equal units of the same asset. 
Two lion furs of the same size, quality and age or 
two slabs of lion meat of the same cut from the 
same individual should likewise be interchangeable 
(except, perhaps,  when one of the trading partners 
is an obsessive compulsive). 
 
To ensure that exchanged commodities conform 
to a set of specifications, commodities markets 
have developed over time that regulate the trade 
in specific commodities. An additional function 
of these markets is to price the asset. This is 
obviously done based on supply and demand; 
however, it also enables exchanging an asset for its 
equal value in money or another dissimilar asset, 
also priced in accordance with a universal unit of 
agreed-upon value - money.  

Thus, the exchange of dissimilar commodities 
continues to be a central staple of foreign trade, 
fulfilling - as they do - the exchange of those basic 
substances that societies have come to depend 
upon. These range from food staples to basic 
materials and even pollution quotas.
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Different Commodity Types and Categories

Commodities are classified under four classes - metals, livestock, agriculture and energy. 
Some classification regimes add to this diamonds as a separate class; Some delete 
livestock, combining it with agriculture; and some add a recent commodity type - pollution, 
which is classified based on emission  materials and units but cannot be combined with 
energy, since many other types of activity produce pollution.  

These classifications primarily serve to classify the various markets, enabling commodities 
exchanges to differentiate themselves, not just by products but also by class. 

A second classification exists, which is slightly less obvious, and that is the difference 
between ‘hard’ and ‘soft’ commodities. There seems to be little reason for this nomenclature, 
other than hard commodities make for hard news and soft commodities are less harshly 
defined.  

Hard commodities are the ones that are extracted from the earth - energies (oil, natural 
gas…) and metals. They often impact a country’s economic health to a greater extent than 
soft commodities. In fact, most countries that export their hard commodities often link their 
currencies to them. Thus, the Canadian Dollar and the Saudi Riyadh are interminably tied to 
the nations’ oil production and exports; Chile’s Peso is highly related to its copper industry, 
and so forth (for more on commodity currencies, see below). Because the reserves on these 
commodities is quite fixed, the commodities prices rely primarily on supply and demand.
 
On the other hand, soft commodities, being primarily agricultural goods and livestock, are 
subject to production limitations, weather and additional forces, which means that their 
prices tend to fluctuate to a greater and more surprising degree. To offset the risk arising 
from this, soft commodities were the first to be subject to futures contracts, a means of 
insuring the producer (farmer) against the unexpected - crops impacted by weather, demand 
by gluts and so forth. A wholesaler could promise the producer a minimal sum in return for 
locking in a price (somewhere between the most pessimistic and optimistic projections) 
ahead of time. 
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Commodities Market

Alongside places of worship, markets 
were quite possible the first places 
humans gathered for a shared activity. 
To begin with, they bartered, as 
described above - a knife for a fur, a fur 
for food, and so forth. Markets existed 
in the Bronze age and even served as 
the first points of departure for trade 
routes. 

To enable the progress from barter to trade, items needed to be ascribed a universal value. At 
first, this was done with commodity currencies. The first coins were issued in various places at 
around the 7th-8th Century BC - most made of a precious metal whose value was inherent (based 
on the constituents and weight of the coin), some of clay or paper that were issued by a ruler and 
represented his wealth. This enabled people to exchange an item in one place and transfer its value 
to another using a means of value conveyance - money.  

By the first millennium BC, European markets had specialized - an area for fish sellers, another for 
perfumes… And in Ancient Rome, we come across the first shopping centre - the Forum, where 
shops occupied 4 stories of multiple buildings with store fronts. And by the 12th Century, English 
nobles granted trading privileges in return for a fixed fee. Throughout this time, commodity markets 
began to emerge - the first stage in the creation of chains of supply - as a result of increasing 
urbanization, improved transport infrastructures and the increasing use of fiat currencies. Large 
enclaves of people required a steady supply of large quantities of goods. Specialized suppliers 
(wholesalers) served as go-betweens between producers and importers, on one hand, and retailers, 
on the other - the former supplying a set of goods, the latter distributing smaller quantities of 
selections of required goods to consumers. 

At this point we separate between local markets and commodities markets, which become evident 
in the 15th and 16 centuries, The world’s first stock exchange, the Amsterdam Bourse, was actually 
created in 1530 as an open-air commodities exchange. 
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The Commodities Exchange

At some point, a market becomes an exchange. The difference is mainly one of semantics: a market is 
where people meet to trade; an exchange is the infrastructure that governs the trade. This definition is by 
no means organic, but it serves to set the tone: a stock exchange is comprised of a primary market, where 
shares are first issued, and a secondary market, where they are then traded. However, secondary markets 
also include over-the-counter trading, which is only governed by an exchange through its own secondary 
market. The result is the creation of financial regulators to oversea them all. 
Likewise with commodities. Markets abound; exchanges are limited; but they do set the tone. As commerce 
developed alongside technological developments in agriculture and transport, but also alongside the 
growing needs of an increasingly consuming society, the 19th Century saw swift developments in the task 
of the exchange - primarily as a facilitator, arbitrator and advocate for the trading parties. Contracts emerged 
that were the offspring of a historic litany that begins in the ancient world. 

The world’s first futures contract was created in Ancient Sumer, where clay tablets have been found sealed 
in vessels specifying a merchant’s obligation to deliver a specific number of goats at a specified time (price 
not included). The Dutch Tulips bubble was a result of the introduction of tulip futures contracts, worth many 
times the possible future supply. Japan’s Dojima Rice Exchange also administered futures contracts, but the 
merchants coming from the Samurai class, these were more threateningly honoured.  

In 1848, the Chicago Board of Trade was created to facilitate the trade of wheat, corn, cattle and pigs 
between the suppliers of the Midwest and the consumers along the eastern seaboard. The perishable nature 
of most agricultural products required paying for a product before its delivery - the first forwards contracts. 
To this end, quality and contract sizes had to be standardized. Less than 100 years later, and consistent 
with developments in the world of stocks, the first commodities price index was published by the US Bureau 
of Labour Statistics - by 1952, a listing of 22 basic commodities that are most influenced by economic 
conditions. 
Meanwhile, other commodities exchanges have developed throughout the US and the world - each 
specializing in that country’s major commodities.  Thus, London’s Metal Exchange deals in industrial metals, 
France’s Euronext in energy, agriculture and environmental issues, Tokyo’s Commodities Exchange in energy, 
metals, rubber and (also) environment, and Koreas KRS in precious metals. The Australian Stock Exchange 
also serves as a commodities exchange, governing the trade in energy products (primarily natural gas), 
agricultural products and the environment. India has 3 competing commodities exchanges - the NCDEX, 
MCX and NMCE. In the US the New York Board of Trade govern s cotton, coffee and sugar, following the 
amalgamation of smaller specialized exchanges, while the Minneapolis Grain Exchange actually began as a 
chamber of commerce. 



6

Exchanges Going Online - ICE

Copious Contracts

In 1996, a power plant developer named Jeffrey Sprecher began developing an 
internet-based platform for hosting energy commodity trading. Backed by Goldman 
Sachs, Morgan Stanley, BP, Total, Shell, Deutsche Bank and Société Générale, 
Sprecher founded the Intercontinental Exchange - ICE, which provided increased 
efficiency, transparency and liquidity for a considerably lower fee to energy product 
traders.  

Over time, the company’s focus has widened to include soft commodities, forex 
and stock index futures. And in 2018, ICE’s acquisition of the Chicago Stock 
Exchange marked the peak of a 2-decade long shopping spree that has includes 
the NY Board of Trade, Euronext and a host of other commodities exchanges - 
among others, making it the largest administrator of commodities and over-the-
counter futures contracts in the world, competing with the CME group’s futures 
market.

With the growth of emerging economies, such as the BRICS, mutual and pension 
funds are allocating more and more of their investment portfolios to commodities, 
and new forms of contracts are entering the fray. Call options, for example, were 
introduced to enable a buyer to pay a premium for an option (but not an obligation) 
to buy a commodity for its predetermined strike price. Swaps were introduced in 
the 1970s to enable the exchange of cashflows. Digital or options were introduced 
to simplify the terms of hitherto complex vanilla options. And contracts-for-
difference have crossed over from the equities field as hedging devices.  

Throughout the 1990s ETFs were introduced to track the performance of specific 
market sectors - commodities futures included. And in 2003, the first Exchange-
Traded Commodities funds were introduced - tradeable contracts that track the 
performance of specific commodity indexes. 



Because of the relatively fixed price of production, commodity prices fluctuate primarily on 
supply and demand. Their inherent minimal value is a given; their perceived pricing tends 
to change. As such, inflation will impact commodities quite heavily. They will move higher 
on high inflation, settle lower on lower inflation, making them an excellent hedge against 
inflation. On the other hand, commodity prices rarely fall below their production prices, also 
because this forces producers out of the market, curtailing the supply and returning prices 
to the upswing on heightened demand. 

Thanks to this, commodity ETFs have become quite popular in recent years as a long-term 
investment instrument, especially those that combine assets that are at the height of their 
multi-year cycle and those that are at the bottom. 

Clearly, for retail traders, the minimal contract sizes make trading physical commodities 
quite prohibitive. In oil this is 1,000 barrels at anywhere between 20 and $120 per barrel, in 
grain - 5,000 bushels (90-100 metric tons), and in gold - 10 troy ounces at about $1,500 per 
ounce. Thus, most will find themselves speculating on commodity futures, mostly using 
CFDs. However, it is important to keep an eye on the terms of the underlying contract, since 
its expiration date will entail the expiration of the deriving CFD. 

Trading Commodities
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Analysing Commodities

A major obstacle to analysing commodities is that the markets are not , nor do they aspire 
to be, rational. This is due to the fact that not all information is shared by all participants. 
Commodities markets do not have the same problem with insider trading as do stock 
markets; indeed, they are ultimately based  upon insider trading. Additionally, the analysis 
of a futures contract entails analysing an instrument created to hedge risk in the underlying 
asset. Thus, the value of the final CFD may have little to do with the spot price of the 
asset itself - more the fluctuating values of contracts that themselves rarely get exercised 
(otherwise, we’d always be in the midst of calamities requiring the exercising of risk-
hedging instruments to cover the impacted supply of food and other universally required 
commodities). 

Most investors in the overlying market are institutional investors and hedge funds; 
outsmarting the market is near to impossible, and one would be well advised to follow the 
trend. Indeed, it is this that makes commodity-following instruments popular for long-term 
investing rather than for scalping.  

The fundamental analysis of commodities is quite simple, given that the only economic 
indicators found in economic calendars refer to energy reserves and usage and PPIs that 
incidentally imply the consumption of commodities by manufacturers alongside their other 
inputs. Otherwise, technical analysis provides the means to gauge when a commodity’s 
demand will rise (when prices are low enough for hoarding) and fall (when prices are so high 
that alternatives are found).  

In addition, the Commodity Futures Trading Commission (CFTC) publishes a weekly 
“commitments of traders” (COT) report that summarizes the commitments by major 
investors, retail investors and professional hedgers vis-à-vis specific asset futures. The 
CFTC was appointed in 1975 to regulate the commodities markets in the US, while in 
Europe, ESMA (the European Securities and Markets Authority) undertakes a similar task 
in conjunction with national authorities, such as Germany’s Federal Ministry of Economic 
Affairs.  

Otherwise, a commodities trader is left to peruse the various fundamental reports of the 
different exchanges individually, seeking trends in production and consumption per asset 
per country. 
Much information can be gleaned from the news, such as the geo-political situation 
surrounding most oil-producing nations, climatic conditions impacting agriculture and trade 
deals that are as used for political purposes but influence pricing nevertheless.
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Commodities Reserves & Resources

With most hard commodities, a major pricing component is that asset’s limited supply - there is only a 
certain amount of oil that can be extracted from the earth, only so much aluminium. This is not so for most 
soft commodities, especially agricultural ones. More rice can be grown in specialized greenhouses; sheep 
can be engineered to produce more wool or mutton.  

With both, supply and demand is the major contributor to pricing. However, with soft commodities, supply 
only refers to the asset’s volume as supplied to the market by producers. This of course is influenced by 
surrounded facts, such as climate. But with hard commodities, supply is to a large degree also dictated by 
considerations of a finite supply and its extraction. How can the producer stretch out the shelf-life of his 
product? How to charge a premium on its rarity? 

Here, we need to differentiate between a commodity’s ‘reserves’ and its ‘resources’, the former being a 
subset of the latter. To put it simply, resources refers to the total amount of an asset that exists; reserves are 
the total amount a producer can access. Thus, if, for example, you receive a slice of cake from someone who 
then hides the rest of the cake, the cake represents a resource, your slice represents your reserves, which get 
smaller each time you take a bite.  

‘Identified resources’ are those we know about; ‘unidentified’ are those that have not yet been discovered. 
For example, there may be another cake hidden in another cupboard. If you spill ketchup on half of your 
cake, your cake is then divided into a ‘proven reserve’ - that which you are more likely to eat - and a ‘probable 
reserve’ - one you will probably not eat unless you are starving. 
In 2013, the British Geological Society reported that a huge resource of shale under the grounds of Northern 
England. The report could not translate this into a reserves’ estimate, since there was little indication if the 
resource could be extracted in a feasible manner. 
 
We will now take a quick and cursory look at the two most traded commodities amongst online retail traders 
- oil and gold - both of which are limited but much-sought-after.
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Trading Oil

Crude oil is a result of decay. Organic material (dead plants and animals) under tectonic 
pressure transform over millions of years into sedimentary rock and then oil. Because the 
final product is located deep under ground or sea, extraction can be quite expensive – that 
expense factored into the price of the final product. Due to gradual depletion, wells must be 
progressively dub deeper, making extraction even more  expensive.  

Further exacerbating prices is the limited locations of oil reserves - primarily the 14 
OPEC countries (Algeria, Angola, Congo, , Ecuador, Equatorial Guinea , Gabon, Indonesia 
(suspended 2016), Iran , Iraq, Kuwait, Libya, Nigeria, Qatar (suspended in 2019), Saudi 
Arabia, the United Arab Emirates, and Venezuela) plus Mexico, Russia Kazakhtan, Azerbaijan, 
Bahrain, Oman, Malaysia, Brunei and Sudan – in politically challenging areas. 
 
These nations’ economies are almost entirely dependant upon their oil output, and it is 
therefore in their interest to maintain high prices, a feat they have accomplished in the past 
through political means, such as the 1973 creation of a false shortage that drove prices 
up by nearly 300%. In 2005, however, the US revived the shale oil industry, drilling for deep 
deposits using technologies that more than double the extraction price. However, the 
addition of these huge deposits has served to check the OPEC+ cuts instituted by Saudi 
Arabia and Russia following the 2015 glut instigated by the former to ensure its market 
share.  

As a result, prices that topped $107 at the height of the 2008 financial crisis, have been 
kept in the $4-60 range, required to maintain a viable US (the world’s major oil consumer) 
economy. A growing competitor for that title is China, whose economy is gradually shifting 
from export-based to services-based. However, a slowing Chinese economy and the 
continuing threat of US trade sanctions poses a shadow over the global economy and - in 
consequence - upon the demand for the oil that feeds transport, the consumer supply chain 
and other amenities, such as household heating. 
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Oil as a Commodity 
 
Though extremely volatile, oil as a commodity is 
not uniform. Several types exist, differentiated by 
weight, gravity and constituents. The two major 
blends traded on global markets are West Texas 
Intermediate (produced primarily in the US oilfields 
of Texas, the Mexican Gulf, North Dakota and 
elsewhere) and Brent (from the North Sea, with 
the first well found in the Brent Oil Field between 
Scotland and Norway). The latter is slightly more 
expensive to extract, and has a higher sulphur 
content, making it more expensive to process. 
However, being extracted at sea means that Brent 
is cheaper to transport, compared to the mostly 
land-locked WTI wells. It accounts for 2/3 of global 
crude oil contracts, as opposed to WTI, which until 
2007 was not exported. That changed with the glut 
created by shale production. 

Oil from the Persian Gulf is both more sulphurous 
(less “sweet”) and of a generally lower grade than 
both major benchmarks. Still, Abu Dhabi recently 
launched an initiative alongside the ICE futures 
market to classify Middle Eastern oil independently 
and set up an independent benchmark. This could 
represent a dramatic development, as Middle 
Eastern oil costs about half as much as other 
benchmarks to extract. 

Pricing Oil 

For all the shale hype, oil continues to be a finite 
resource, evidence the growing development of 
alternative energy sources. However, demand for 
it will continue long after most electricity becomes 
solar and cars drive themselves. Until then, the two 
major reports retail traders depend upon for their 
weekly fundamentals are the US Department of 
Energy’s Information Administration’s (EIA) report 
on inventories stored at the national oil repository 
in Cushing Oklahoma, and the independent 
American Petroleum Institute’s report on refinery 
operations and production.
The API usually serves as a prelude to the 
EIA, which carries more weight and does not 
necessarily conform to expectations. In general, an 
increase in inventories pressures oil prices down 
(oversupply) while a reduction pushes prices up 
(undersupply).
Recently, cut production quotas by the OPEC+ 
nations has somewhat offset the US reports, 
but shale production continues to be a major 
constituent in pricing. There is, however, a double-
edged sword present: because shale is expensive 
to produce, when prices fall below the cost of 
production, oil wells are closed down. On the other 
hand, the US economy thrives on cheap oil.  

Thus, two additional reports one should take into 
account are OPEC’s regularly published quotas and 
the Baker Hughes oil rig count, which reports on 
the number of active oil wells in the US. 
One last factor to consider when pricing oil is 
seasonal – winter, when heating demands require 
additional oil consumption, and summer months, 
when vacationing families drive up petrol and 
airline fuel consumption. 
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Trading Gold

Ever since its ornamental use by Ancient Egyptians over 7,000 years ago, gold has had a 
turbulent history. Gold mines in Africa have been behind the prosperity of that land and 
its neighbours, but also behind some of the worst atrocities committed by European 
colonialists throughout that continent and South America. Wars have been fought for it, 
prospectors murdered clutching it, and temples destroyed over it. 

As jewellery, it is almost universal, industry employs its malleability, conductivity and stability 
for wiring, and most electronic devices contain some element of gold in them. It has also 
been used in glassmaking, medicine and dentistry. Yet none of these explain its value as a 
safehaven asset - one that investors continue to rush towards when seeking stability and 
maintaining the worth of their assets.  

Gold as a Commodity 
 
Gold is rare. The main countries producing it - China and Australia, as well as Russia, South 
Africa, Canada, the US and some others - maintain a steady production rate to ensure 
that rarity. India is the country most thirsty for the substance, as it continues to serve an 
important function in religious ceremonies. 
Of all the gold produced, about 10% is used in industry, 40% for investment purposes and 
50% in jewellery. 

Minted gold coins were the first commodity currency and have been found in excavations 
in Asia Minor from about 600 BC. Until WW-II, most world currencies were pegged to 
respective national gold reserves; then following the war, the Bretton Woods system pegged 
those currencies to the US dollar, which in turn became the world’s major reserve currency - 
pegged to US gold reserves at Fort Knox. In 1`971, this arrangement was abandoned by the 
US, as well, and Switzerland, the last country to peg its franc to gold, abandoned the gold 
standard in 1999 - the last country to do so - when it joined the World Monetary Fund.
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The gold benchmark was first determined in London in 1919, setting the price for one troy 
ounce of 24-carat gold at today’s equivalent of $20.67. Some explanations here are due: a 
troy ounce is about 10% more than a ‘regular’ ounce, the former being a weight unit created 
by the ancient Romans, while the latter – the Avoirdupois ounce - originated in either France 
or Florence in the 13th Century. The standard gold bar (brick) weighs 400 troy ounces - 
about 12.4 KG.
A Carat, meanwhile, is a measure of purity in which a whole is divided into 24 parts. Thus 
18-carat gold is 75% pure while 24-carat is at least 99.6% pure. 

Pricing Gold 

Despite its limited demand in the worlds of industry, gold is the best example of an asset 
whose value is primarily perceived. It has very little intrinsic value, but its use as a safehaven 
due to its perceived stability has created a vicious circle of value. The global total of all 
excavated gold equals 187,200 tons - enclosable in a cube of 21 x 21 x 21 meters. It is 
estimated that the only intrinsic cost of gold is its mining - about $320 per troy ounce. 

Two economic factors affect gold the most - again, its attraction as a safehaven asset and 
its inverse relationship to the US dollar, the currency in which gold is priced.  

When trading gold, the standard contract is the Chicago Mercantile Exchange’s (CME) 
COMEX contract - 100 troy ounces of 24-carat gold. COMEX, which is the CME’s 
clearinghouse for metals’ futures and options, also administers miNY contracts of 50 troy 
ounces and E-micro contracts of 10 troy ounces. 
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When credit disappears

One of the most far-reaching effects of the 2008 
financial crisis, besides an almost global loss 
of faith in the current monetary system, was the 
collapse in demand for industrial commodities - this 
at the tail end of a surge in prices unparalleled since 
the Industrial Revolution. Prices rose in double digits 
per-annum before - as stock returns began faltering 
- and plunged in double digits after. However, this 
estimate is erroneous. As Jeffrey M. Christian of 
the CPM Group told the world bank soon thereafter, 
most of the investments in commodities was not 
in physical assets but in futures contracts; most of 
this was highly leveraged; and - as in 17th Century 
Holland - the ratio between an asset and the number 
of derivatives upon it can be quite astounding: in 
2015 it was estimated that COMEX had issued 
$207- worth of contracts on every $1 of gold it could 
access. The situation in other quarters is not much 
different.  

Ruslan Kharlamov and Heiner Flassbeck in the 
Financial Times (2019) ascribe the quagmire to the 
privatization of exchanges and their function as 
market makers. The early 2000s, they explain, saw 
a wave of mergers and acquisitions that placed 
major exchanges in the hands of institutional 
investors. New instruments began emerging to 
enable increased market activities, from which 
the exchanges took their spreads. Suddenly, the 
producer’s ability to price his product is impinged 
upon by an exchange trading in its derivatives.
At this point, the regulator is eagerly awaited, but 
rarely arrives – especially if he/she has a vested 
interest in maintaining the status quo.  

One of the first steps taken to help curtail the 
2008 contagion was the freezing of credit in the 
investment banking and hedge fund industry.

Suddenly, leverage was drastically reduced 
and commodity futures prices dropped to their 
level 6 years prior. Financing for producers 
collapsed, demand fell on a staggering recession, 
investments dried up. As a result, supply recovered 
slower than demand, pushing prices back up and 
re-installing a growing ratio between physical 
assets and their contracts. The oil-dependant 
Russian economy, for example, collapsed in 2009 
as financing dried up; Saudi Arabia on the verge of 
bankruptcy has been forced to sell a stake in its 
ARAMCO oil company – a stake nobody wants in a 
company overtly ruled by royal court intrigue.  

It would seem that this cycle is self-perpetuating 
were it not for the emergence of the blockchain - a 
disruptive technology. At its heart, the blockchain 
was created by people with a severe distrust of 
the monetary order. One of Satoshi Nakamoto’s 
principals behind Bitcoin, for example, stipulates an 
end to credit: on his system (though not on others) 
one cannot spend more than one has earned. 
The blockchain goes back in history to examine 
a buyer’s total income before it allows him/her to 
make a purchase. The blockchain does not even 
have a system for processing credit. Wealth is not 
stored but assessed each time a transaction takes 
place. 

Whether these ideals will eventually rule financial 
markets is a judgement the jury is still out on. 
Will a blockchain structure disable the trading 
of uncovered derivatives? Will the commodities 
market be able to develop and survive based on 
its own income and divorced from the pricing of 
its derivatives? These and more are questions no 
less significant than the ability of governments to 
survive when their ability to issue more wealth than 
they own is curtailed by a computer.


