AMPLIFA PROCUREMENT GLOSSARY

Commodity Price Volatility: Causes,
Management and Hedging in Procurement

Commodity price volatility refers to fluctuations in the market prices of commodities such as metals,
plastics, electronic components or energy sources over short periods of time. For technical buyers
it is a central cost and planning factor, as it directly influences quotation values, costings and
long-term contracts. Those who systematically measure and analyse volatility and respond to it
contractually and strategically can limit price risks and secure the competitiveness of their own
offering.

Key facts

« Commodity price volatility describes short-term and medium-term fluctuations in procurement prices
for raw and production materials.

« The main drivers are shifts in supply and demand, geopolitics, exchange rates, energy prices and
speculation on forward markets.

* Typical management instruments include index-based pricing clauses, hedging, framework
agreements, safety stocks and a diversified supplier base.

» Key metrics are price volatility (e.g. standard deviation of price changes), material cost share and
price deviation against plan.

« Volatility affects liquidity, contribution margins and the negotiating position towards suppliers.
* A sound data basis and regular market observation are prerequisites for effective countermeasures.

Definition: Commodity Price Volatility

Commodity price volatility is the extent to which the market prices of raw and production materials
change over time. It is frequently measured on the basis of percentage price fluctuations over defined
periods, for example as the standard deviation of price changes. In procurement, the term covers both
spot market prices and price changes in supply contracts and framework arrangements.

Distinction from Price Level and Inflation

Volatility does not describe the price level itself, but rather the range of fluctuation around that level. A
high price can be stable, while a low price fluctuates sharply. Both dimensions are relevant to
procurement: the level determines the cost amount, the volatility the planning and hedging requirement.

Commodity Groups Affected in Industry

In practice, non-ferrous metals such as copper and aluminium, steel and stainless steel, resin and
polymer precursors, rare earths and energy sources as upstream cost drivers are particularly volatile.
Electronic components and semiconductors are also subject to supply-dependent price jumps, for
example in times of scarcity or technology change.
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Causes and Drivers of Commodity Price Volatility

Price formation on commodity markets follows the interplay of supply, demand, expectations and trading
logic. Technical buyers should know the drivers in order to assess price movements early and account
for them in costings.

Supply, Demand and Geopolitics

Demand impulses from economic cycles, extraction volumes, inventory levels and geopolitical events
such as sanctions, export restrictions or strikes can significantly change prices within days. Since many
commodities are traded globally, regional events have an immediate impact on German procurement
costs.

Exchange Rates, Energy and Logistics

Commodities are predominantly traded in US dollars; exchange rate fluctuations amplify or dampen
price movements. Energy costs affect energy-intensive upstream products, while freight rates and port
situations affect the landed cost. These factors overlap and increase the overall range of fluctuation.

Financial Markets and Speculation

Commodities are also traded on futures exchanges as an asset class. Speculative positions and liquidity
can decouple prices from fundamental demand in the short term. For procurement this means:
exchange prices are a reference point, but do not always reflect the real procurement situation at
suppliers.

Impact on Procurement, Costing and Security of Supply

Commodity price volatility hits manufacturing companies twice: through direct material costs and
through pricing towards customers. Without a systematic response, margin losses, miscalculations and
supply failures loom.

Costing and Margin Protection

With long quotation and project lead times, the commodity price can shift significantly between
guotation and order. Without adjustment mechanisms, the supplier or the company itself bears the risk.
Indexation clauses and sliding price clauses are therefore standard instruments for distributing costing
risks fairly.

Availability and Materials Management

Price spikes are frequently accompanied by phases of scarcity: suppliers prioritise customers, delivery
times lengthen. Materials management must then secure supply through safety stocks, alternative
materials and earlier scheduling. A sound ABC analysis helps to focus protective measures on A-parts
and critical B-parts.

Negotiating Position and Supplier Relationships

Volatility shifts the balance of power: in times of scarcity suppliers gain the upper hand, in times of
overcapacity the buyer does. Those with market transparency can argue convincingly in negotiation
management — using stock exchange indices, cost documentation and comparative quotations.
Strategic partnerships with key suppliers, by contrast, facilitate fair risk-sharing across the cycle.
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Methods and Approach for Managing Price Volatility

Volatility cannot be eliminated, but it can be measured, planned and hedged. A combined approach of
contract design, procurement strategy and financial instruments has proven effective.

Contractual Instruments

Index-based pricing clauses link the purchase price to published reference indices (e.g. metal
exchanges) with defined adjustment intervals and threshold values. Price adjustment reservations
should be designed bilaterally, transparently and with limitations. Fixed-price agreements with limited
terms, price stability windows and option volumes provide planning certainty. Legal requirements must
be observed, such as formal and transparency obligations and any prohibitions on assignment in
security arrangements — details should be legally reviewed on a case-by-case basis.

Financial Hedging

Forward markets exist for exchange-traded commodities; companies can limit price risks for defined
quantities and periods through forwards, futures or options. The prerequisite is a clear hedging policy:
hedged volume framework, approval pathways, limits on speculation and treasury competences. In
practice, many SMEs hedge only partial volumes or use their suppliers' price commitment assurances.

Strategic Procurement Responses

Timing of procurement (forward buying at low prices, demand bundling), diversification of the supplier
base across regions and alternative materials reduce dependency. Agile procurement with short
reaction cycles, rolling price rounds and modular sourcing (splitting into standard and customer-specific
shares) increases flexibility. In addition, safeguards in payment transactions such as letter of credit
business in uncertain markets or early-payment discount calculations to exploit price discounts can
contribute.

Key KPIs for Managing Price Volatility

No management without measurement: procurement organisations monitor commaodity prices, price
deviations and their impact on costs and margins using defined metrics. These data also feed into
supplier rating and quotation evaluation.

Price-Related Metrics

Central are the plan/actual price deviation per material, the material cost share of manufacturing costs
and the volatility indicator itself, for example as the standard deviation of monthly price changes in
percent. Index-based metrics show whether supplier price adjustments are market-appropriate.

Metrics on Hedging and Availability

Relevant are the hedged volume share (hedge ratio), the price stability period in contracts, inventory
cover and safety stocks in materials management, and supplier delivery reliability (on-time delivery,
OTD) during phases of scarcity. Combined with supplier evaluation, this yields an early warning system.

Risks and Controls Relating to Commodity Price Volatility

Hedging instruments carry risks of their own: poorly placed hedges, oversized inventories or unfair
contract clauses can cause damage. Controls, clear responsibilities and documentation are therefore
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indispensable.

Financial and Operational Risks

Hedging can lead to countervalue losses if the underlying demand fails to materialise or volumes were
estimated incorrectly. High safety stocks tie up capital and generate warehousing costs as well as
obsolescence risk. Fixed-price contracts with long terms can become disadvantageous when prices fall.

Compliance and Documentation Obligations

For critical commodities such as conflict minerals, due diligence checks apply along the supply chain; in
addition, the Corporate Sustainability Reporting Directive (CSRD) increasingly demands reliable
disclosures on risks and risk management in the supply chain. Product-related requirements such as
RoHS also affect material decisions when alternative materials are being assessed. An established
supplier audit programme and documented proof of origin are mandatory here.

Current Developments and Digital Support

Commodity markets remain under pressure, not least due to decarbonisation, trade conflicts and
demand surges in electronics and energy technology. At the same time, digital tools are improving the
possibilities for observation and control.

Market Dynamics and Sustainability Pressure

Demand for copper, lithium, rare earths and semiconductor precursors is growing with electrification and
renewable energies; at the same time, export controls and local extraction conditions complicate
procurement. Recycling shares and secondary materials are gaining importance as a price buffer and
compliance topic.

Digitalisation of the Procurement Process

E-procurement in purchasing delivers real-time data on prices, volumes and suppliers, allowing market
signals to feed into costing and inventory policy more quickly. Price data feeds, exchange indices and
analysis tools support scenario and simulation calculations. The prerequisite is data quality: roles such
as the data steward ensure consistent master data and material designations across systems and sites.

Typical metrics

Plan/Actual Price Deviation: < 3%
Common control corridor per material per period; an elevated value signals the need for corrective action

Price Volatility (Std. Dev. of Price Changes): typically 5-15% p. a.
Varies by material; metal markets are often more volatile than plastics

Hedged Volume Share (Hedge Ratio): commonly 30-70% of baseline demand
The remainder remains available for spot purchasing; 100% hedging carries countervalue and volume risks

Contractual Price Stability Period: typically 3—12 months
Longer windows only with an index clause or risk premium

Material Cost Share of Manufacturing Costs: commonly 40-70%
The higher the share, the greater the margin sensitivity to price volatility
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Practical Example

A medium-sized mechanical engineering company with a high share of stainless steel and copper
recorded price movements in the double-digit percentage range within individual quarters during one
economic cycle. Margin planning was thrown into disarray because long-running framework orders
contained fixed prices, while procurement purchased at spot prices. The company responded with a
bundle of measures:

 Introduction of index-based pricing clauses with quarterly adjustment and defined threshold values
for copper and stainless steel in all framework agreements

« Establishment of a rolling market observation process using stock exchange indices and a monthly
price deviation analysis within negotiation management

- Partial hedging of baseline demand via fixed-price agreements with two strategic suppliers,
supplemented by spot purchases when prices corrected

» Review of safety stocks for A-parts based on ABC analysis and establishment of a second source for
critical semi-finished products

Conclusion

Commodity price volatility is not a fringe phenomenon but a permanent planning parameter for technical
procurement. Successful companies address it systemically: with clean market and master data, clear
contractual adjustment mechanisms, measured financial hedging and a diversified supplier base. What
matters is alignment between procurement, sales, finance and the legal department, so that risks are
not shifted unilaterally but shared fairly. Continuous monitoring via defined metrics turns volatility from a
surprise into a manageable variable. Those who lay these foundations secure margin and security of
supply even in turbulent market phases.

Frequently asked questions

What does commodity price volatility mean?

Price volatility describes the extent to which commodity prices change within a period of time, typically
measured as the fluctuation or standard deviation of price changes. It arises from supply and demand,
geopolitical events, exchange rates and financial market activity. For procurement, it is a central risk to
costing, margin and security of supply.

How can buyers protect themselves against fluctuating commodity prices?

Proven instruments include index-based pricing clauses in contracts, fixed-price windows, partial
hedging of volumes via forward markets, and safety stocks for critical materials. These are
complemented by supplier diversification, alternative materials and structured negotiation management.
The right combination depends on the material, volume share and the company's risk-bearing capacity.

Which commodities are particularly prone to price fluctuations?

In practice, copper, aluminium, nickel, steel alloy surcharges, resin precursors, lithium and rare earths in
particular show high fluctuations. Semiconductors and electronic components are also subject to
supply-driven price jumps. Energy costs act as an overarching cost driver for many upstream products.

What is an index-based pricing clause in procurement?
An index-based pricing clause ties the agreed price to a published reference figure, such as a stock
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exchange index for copper or aluminium, with fixed adjustment intervals and often threshold values. It
distributes price risks transparently between buyer and supplier. Clear wording on the choice of index,
reference dates, calculation and documentary evidence is essential.

Which KPIs help manage commodity price volatility?

Core metrics are the plan/actual price deviation per material, the volatility indicator (e.g. standard
deviation of price changes), the share of material costs in total manufacturing costs, and the hedged
volume share (hedge ratio). In addition, inventory cover, safety stocks and on-time delivery provide
indications of supply risks during phases of scarcity.

How does commodity price volatility affect contracts with customers?

Without adjustment mechanisms, the contractor bears the risk of material costs changing between
quotation and delivery. In practice, sliding price or material price adjustment clauses are therefore
agreed, linking price changes to objective criteria such as indices or cost documentation. The specific
design should be legally reviewed on a case-by-case basis.
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