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Commodities 101 
 
Commodities trading is one of the oldest forms of organized trading. However, unlike 
other areas of the trading floor – like rates, equities, credit, or FX – there is no unifying 
financial structure underpinning all commodity products.  
 
What commodities have in common is merely that they are some physical product or 
pertain to some physical product; whether that be an agricultural product, fuel-based 
product, or mineral.  
 
What this results in are multiple different silos within commodities S&T that will often 
have just a few people dedicated to actively trading them. Further, not all commodities 
desks stick around for the long-term. For example, power trading (literally the trading of 
electricity) was done by a number of banks, but now is more concentrated among a few. 
 
For this reason, it’s impossible to create forty or fifty questions that cover the basics of 
all of commodities trading. It’s simply too diverse of a field and not all banks will trade 
the same products. 
 
The impossibility of really understanding any given commodity product before beginning 
is understood by everyone within commodities S&T. No one expects you to have any kind 
of significant background knowledge when you join a specific commodity desk. As a 
result, I’ve attached two very general primers that you can take a look at prior to beginning.  
 
They’ll provide a good lay of the land of commodities trading without getting bogged 
down in the specific technical details of every desk. If commodities sales or trading is an 
area you’re thinking about, the best way to prepare is to go through these primers to get 
a general understanding of the product types. Then you should try to network with folks 
on various desks to learn more. 
 

Future of Desks 
 
Over the past decade commodities desks have reduced their headcount quite 
significantly. Indeed, many large banks with robust trading floors have gotten rid of their 
commodities trading operations almost all together.  
 
This is partly due to how balance sheet intensive certain areas of commodities trading 
can be and the kind of risk traders assume in commodities trading (which allows for some 
significant losses to potentially occur). 
 
With that being said, commodities trading in 2020 is looking like it’ll have its best year in 
a decade, which is great news: https://www.bloomberg.com/news/articles/2020-09-
22/wall-street-commodity-traders-head-for-best-year-in-a-decade  
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Everything in S&T goes in cycles. Some years rates trading is hot, then equities trading, 
then credit trading, then FX trading, etc. 
 
Commodities S&T – in practice – is much more specialized than other areas of the 
trading floor. You will not be trading multiple distinct products, but rather narrow in on 
one product in an either sales, trading, or salestrading role (depending on how large the 
desk is). 
 
This specialization can lead to outsized pay (as there’s no one around to replace you!) 
but can also lead to the possibility of being fired or having your desk shut down entirely 
if the markets aren’t favorable. 
 
Commodities S&T does allow for interesting exit opportunities. For example, an oil trader 
will have multiple “corporate” opportunities by going to a client such as large oil refiners 
who are actively dealing with banks.   
 
However, there’s no getting around the fact that once you start in a certain product your 
specialization is extremely narrow and your exit opportunities will involve dealing with 
that product in much the same way as you did on the sell-side (within the bank).  
 
This is not good or bad per se. It’s a bit like becoming a cardiac surgeon. You can move 
around to different locations and take on roles where you’ll work more or less, but you 
won’t be able to start performing a fundamentally different type of surgery.  
 
An interesting area of commodities trading that has grown in popularity at certain banks 
is structuring. This involves either creating bespoke derivatives (very technical) for 
hedging or speculation purposes for singular clients or doing forms of collateralized 
lending based off of the commodities held by a client. If being in a less traditional trading 
environment – where you’re putting together deals that could take weeks or month to 
finalize – this a fascinating and lucrative area to be.  
 

Primers 
 
There are two primers that I recommend going through.  
 
The first, Fundamentals of Commodities, gives a brief and broad overview of the types of 
products that are traded. As mentioned, not every bank will trade all these products. 
However, if a bank does have commodities desks, they’ll almost certainly have metals 
(gold, silver), oil, and natural gas desks.  You can find it here: 
https://www.commoditiesdemystified.info/pdf/CommoditiesDemystified-section-a-
en.pdf  
 
The second primer is on energy trading specifically – which is the largest area of 
commodities trading within S&T historically – and gets a bit more involved: 
https://www.ferc.gov/sites/default/files/2020-05/energy-primer.pdf   


