COMMODITY WISDOM

HOW SMART CONTRACTS
ARE CHANGING SUPPLY
CHAIN MANAGEMENT

HOW TRANSPARENT TRANSACTIONS WILL
BENEFIT PRODUCERS AND WHOLESALERS,
LEADING TO MORE ACCURATE PRICE
DISCOVERY.

Markets will always fluctuate, whether the result of supply issues or social unrest.
However, the major industry issue is that the highly-fragmented global commodity
markets are under pressure to overcome limitations. These constraints are arising from
the lack of well-developed global supply chains to meet the demand of commodities. The
pandemic only exacerbated issues in the supply chain and commodities trading.
Conflicts like the war are leading to financial uncertainty, as is the result of supply chain
logjams more broadly. Yes, some of the immediate issues are that less wheat is going
from Ukraine to Europe and Africa, but also futures for wheat (and more notably, crude
oil) are skyrocketing due to the fears of scarcity in the future.
To a certain extent, this is a self fulfilling prophecy since there are no shortages (yet) in
oil; the ramifications of expected shortages is what is causing a scarcity mindset.
Industry participants are making poor pricing decisions and are missing profit due to the
lack of effective price discovery, especially in times of heightened frantic behavior.
Participants—particularly buyers—spend extensive time and effort confirming the
sourcing, quality, quantity, location and logistics in underserved markets. Non-standard
products and uneven quality increase difficulty in managing supply chain performance to
achieve adequate long-term profitability. Despite the challenges in connecting reliable
buyers and sellers to one another, a safety feature to ensure secure and accurate
transactions exists through smart contracts.

WHAT ARE SMART CONTRACTS?

Standardizing and automating work processes helps everyone involved.
In the words of transcendentalist Henry David Thoreau in Walden,
“Simplicity, simplicity, simplicity…keep your accounts on your thumbnail.”
This should be the approach to the commodities market. A smart
contract is a self-executing contract that is stored on a blockchain
network. Smart contracts contain the terms and conditions of an
agreement between buyer and seller, and the codes will automate the
execution of the participants' agreements.
The smart contract performs through a blockchain network, where one
part of the verification process triggers another. As the cycle progresses,
if everything set by the buyer and seller checks out, the transaction will
be completed. The code of the agreement is replicated on multiple
computers, so the information cannot be compromised. The protocol
ensures a transparent, trackable, and secure process and performance
of the contractual agreements or transactions. Smart contracts eliminate
the middleman in the trading process because the code will be verified
by all the participants in the blockchain network.

What’s the Value of
Blockchain for a
Commodities Platform?
Blockchain can be described as a record-keeping
technology that enables transparency and traceability of
records while maintaining data integrity. The technology
addresses one of the struggles in the commodity-trading
industry, such as the inefficiencies and issues of trust and
the complexity of transactions, which typically involve
multiple counterparties. Essentially, the blockchain
technology verifies in and of itself through a consensus
algorithm; if components on both ends don’t match, then
the transaction cannot physically go through on the
platform. As part of this, Global Smart Commodity Group,
as an example, utilizes an in-platform token pegged to the
value of the US Dollar to facilitate instantaneous
transactions and Smart Contracts to assist in the
automation and securing numerous workflows. The token
helps participants cut down banking fees, transfer time,
and potential privacy breaches.
Blockchain takes an inefficient cash market and makes it
an exact market and breeding ground for safe and precise
commodity transactions. Document of ownership on the
chain of custody allows for the maintenance of the
commodity’s providence. And in the process, the farmers
providing legitimate commodities to buyers at grocery
stores and other businesses will be lifted up by this
system.

5 PREDICTIONS FOR
THE FUTURE OF
SMART CONTRACTS
The commodities market is facing modernization and a “technologization”
thanks to the power and ease of the blockchain. As this occurs, physical
infrastructure—which is currently out of date and insufficient to meet the
needs of the current world—will be replaced by secure systems utilizing smart
contracts. Buyers and sellers alike will become accustomed to and expectant
upon a new way of conducting commodities transactions that ensures safety
and satisfaction for both parties.

HERE ARE FIVE PREDICTIONS ABOUT WHAT THE FUTURE OF SMART
CONTRACTS MAY HAVE ON THE COMMODITIES MARKET:

Prediction One
MAINSTREAM USE OF SMART CONTRACTS IN
COMMODITIES TRADING WILL PROVIDE GREATER
TRANSPARENCY
Industry transparency is much needed. As with any industry, if there are aspects or
components hidden behind a velvet curtain, it’s going to erode away the the trust of that
institution. There’s a phrase “sellers can’t be rulers, and buyers can’t be liars.” This phase
rings true with track and tracing technologies, which monitors each step of the way. This
transparency in the platform will also limit capital inefficiencies, and isolate outbreaks—i.e.
salmonella outbreaks—since there is an electronic paper trail to be followed in such
instances. Additionally, there is no escrow, meaning the contract is frozen at the moment of
transaction and cannot be altered or tampered with. This essentially cuts out the
“middleman” and avoids the potential of scalping to occur on a platform using smart
contracts.

Smart contracts, in their very nature, are a form of pre-trade verification. Fraud and
manipulation takes place without them. However, with the inclusion of smart contracts, it
directly leads to greater industry transparency. There is no central pricing mechanism to
understand value in the current marketplace, and no anti-money laundering regulations
set up by and large. The introduction of smart contracts not only simplifies the process, it
cracks down on any “funny business” taking place in the marketplace that would otherwise
go undetected.
Platforms that can specify products through the chain of custody are increasingly
important in markets like the CBD industry that are often unregulated in the U.S., but all
commodities markets that need to uphold quality standards.

Prediction Two

PRODUCERS WILL HAVE MORE
FLEXIBILITY WHEN SELLING
Broadly speaking, producers want to show verification of the
goods they are producing to their buyers, want to properly
manage their own farm, and be broadcast as a source so buyers
know to come to them. A commodities trading platform that
incorporates smart contracts allows for the congruence of all
three components. The acronym to remember this by is SMORES,
where the system allows for more safety (S), money (M),
opportunity (O), reach (R), elasticity (E), and simplicity (S).
Because of the verification processes within the smart contract,
any outbreak issues or mishaps will be identified immediately,
providing a safety net for both the buyer and seller. As a result,
the buyer knows exactly what they are getting without concern
that some of the batch or supply is unusable. This in turn means
the farmer can earn the maximum amount of money in their
transactions as the buyer knows exactly what they are paying for,
and ensures the producer receives a fair amount for the
commodities. Sellers have direct relationships with buyers,
allowing them to capitalize on new opportunities in a matter of
moments. Because the platform is easy to use and contained all
in one place, both parties have more elasticity. This is especially
true for farmers who desire more flexibility when selling their
crops or goods. Simplicity will be paramount on a platform that
encompasses SMORES, making the transaction much easier for all
parties.

Vertical operations between a buyer (such
as a grocery store chain) and a seller (a
local farmer) allows for greater flexibility
for the seller in the transaction process.
This direct relationship through the
commodity platform allows both parties to
build trust and continue doing business
with each other in the future. As an
example, Global Smart Commodity Group
comes with photos and videos embedded
into the blockchain in order for the buyer to
look at exactly what they are buying. Even
though the buyer will not see the product
until it is delivered to them or they pick it
up post-transaction, they can rest assured
that what they have anticipated to buy is
what they actually want.

Prediction Three

REGIONALIZATION WILL BE EASIER TO TRACK
AND THUS GAIN MOMENTUM IN THE
COMMODITIES MARKET
Smaller, more localized sellers will begin to reign supreme with
customers looking to cut down on long-distance shipping costs
and support local sellers. So long as they are upholding the
requirements of the buyer, this relationship dynamic will be
beneficial for all who are involved. By empowering local sellers,
smart contracts and commodity trading platforms utilizing them
will lead to a level of regionalization in the distribution of goods
and commodities. In many ways, this will help lessen the
negative impact of worldly events, such as wheat coming from
Ukraine amid the Russia-Ukrainian War, a shortage of rare
earth metals coming from the Democratic Republic of the
Congo which are used in computers, a dry crop season in Brazil
leading to a smaller harvest of soybeans, etc. As a result of
localized farmers and their connectivity to wholesalers, this
regionalization will connect those who have the supply of goods
being desired to those who are demanding their shipments be
fulfilled in a timely fashion before either a). the goods expire, or
b). the demand shrinks in view of end users finding alternatives
or forgoing their desired quantity.

Due to the nature of secure smart contracts, it is
also easier to prove the regionalization of goods to
buyers who desire it—as many often do. For
example, if there is a salmonella outbreak for
romaine lettuce in the Coachella Valley of Southern
California, it may make sense for a buyer in Arizona
to buy the vegetable from Yuma, Arizona. It is not
only closer, but verified through third-party testing
to be safe for consumption. Platforms like GSCG use
QR codes in order to simplify this process, which
especially come in handy when there are outbreaks.

Prediction Four

THERE WILL BE A SHIFT TOWARDS A “VERIFY
THEN TRUST” MENTALITY IN THE COMMODITIES
MARKET
The system of yesterday was trust, then verify. But as the financial markets have modernized
and transactions processes have been updated and simplified thanks to lightning fast
technology, the paradigm has shifted. The system of today now rests on the principle of it being
a “verify then trust” model. Because of the benefits of smart contracts, this new realignment
becomes not only possible, but better suited to the financial climate of increasing efficiency
and transparency in commodities trading. Essentially, it is putting more standardization in
place. Less micromanaging means less downtime in the process because there is an assurance
the buyer/seller relationship is going to be satisfied on both ends. And when this can be
assured, it leads to better relationships between buyers and sellers, who both benefit
substantially from the goods and quantity being verified and verifiable.
The Uniform Electronic Transactions Act (UETA) has defined security procedures as follows: [A]
procedure employed for the purpose of verifying that an electronic signature, record, or
performance is…in an electronic record. The term includes a procedure that requires the use of
algorithms or other codes, identifying words or numbers, encryption, or callback or other
acknowledgment procedures,” (UETA, supra note 109 at § 2(14)). This procedure is in effect two
fold: the blockchain is able to identify and categorize transactions based on the verifiable
identity of any party involved in the transaction, and the flip side, wherein which it is built to
detect errors, falsifications, or other aspects that do not line up properly in the backend part of
the transaction.

Prediction Five

BLOCKCHAIN TECHNOLOGY WILL
BECOME THE BACKBONE AND
GOLD STANDARD FOR ANY
COMMODITIES PLATFORM
Blockchain technology makes the overall user experience simpler and
straightforward. The bandwidth for storage capacity is incredible: it’s similar
from going from a flash drive to uploading content onto the cloud. It’s more
secure, holds more documents, and has become the go-to location for business
people and individuals to store electronic photos, documents, videos, etc. with
relative ease, and accessible anywhere where there’s an internet connection.
Like with the cloud, blockchain’s security is incredibly hard to hack into due to
the functionality of its encryption. The longevity of the return on investment is
better for a seller and a buyer than if they were using older methods to store
this data. It also comes with the benefit of traceability of data and
recordkeeping so that all the valuable information is safely secured in one spot
and can be viewed at once in any location.
The Chamber of Digital Commerce noted in their 2018 whitepaper posing the
question of whether or not the law was prepared to handle smart contracts,
explained that, “Self-regulatory frameworks may decide that the identities of
participants in transactions on public or private blockchains (which are typically
verified by a central party) could be verified off-chain,” (Smart Contracts: Is the
Law Ready?). While in some countries a smart contract is binding in the eyes of
the law, in the United States it is seen as a mechanism for validation, essentially
assuring the requirements needed to be made by both parties.

The advancements that can be made to commodities trading will pave the way for a
simplified process of getting goods from the producers’ hands into the arms of buyers.
This system will be enriched through the encouragement of transparency, namely as a
result of smart contracts playing a greater role in the process. Producers will have more
flexibility when selling their goods, and also lead to improvements and increases in 6
aspects: safety, money, opportunity, reach, elasticity, and simplicity. Regionalization will
gain momentum through the ability to track and trace commodities in each step along
the way, and this will shift the producer and buyers’ mindsets to a “verify then trust”
approach. The way that verification can become trusted is through a nondiscriminatory
system such as performing commodity transactions as being backed on the blockchain.
Trading platforms that incorporate virtuous values into their long term planning will
propel commodities trading to the next level. And, in turn, this will leave producers and
buyers better informed, better connected, and better off reaching their own individual
goals.

