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ABSTRACT

Derivatives are the inevitable result of the development of com-
modity economy. Nowadays, with the increasing development of deriv-
atives market, the trading of derivatives begin to exert profound and
wide-spread influence on financial deepening, on the common devel-
opment of fictitious economy and real economy, on macroeconomy and
on macroscopic readjustment and control. It is a very significant issue
to research into the relationship between the derivatives market devel-
opment and macroeconemic control. The central academic innovation
of this thesis is taking the lead in China in making an intensive study
of the impact of derivatives market on macroeconomic control on the a-
nalysis of the market function, development condition and path.

1. Derivatives and derivatives market

After introduction (the first chapter) , chapter 2 focus firstly on
the concept of derivatives and derivatives market. A derivative is an a-
greement made by market agents to buy or sell an asset, index or other
underlying variables at a certain future time for a certain price. Deriv-
atives market is the market trading various derivatives with the specific
organization structure and trading platform.

The thesis put forward an opinion here on the guidance of Marx-~
ism that although some original and primary derivatives came into be-
ing in natural economy, massive development of derivatives is insepa-
rable from commodity economy. Derivatives originate from 1) conflict-
ing relationship between use value and value of commodity, 2) fluctu-
ation of the supply and demand, as well as risk loss, and 3) the de-

"velopment of social division.
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Large-scale derivatives trading may exert great influence on the
macroeconomy and macroeconomic control, which comes from the idi-
osyncrasy of derivatives and the function of derivatives market. Some
key idiosyncrasies of a derivative include forward, derivative, ficti-
tious, creditworthy, risky, leveraged and off-balance. Those functions
of derivatives market include microfunction (transferring risk and dis-
covering price ), macro-function ( distributing economic resources ,
reducing social transaction costs , enhancing economic efficiency, re-
ducing national economy risk, conducting investment and financing) ,
reform function (reforming system of production and circulation , re-
forming financial system , reforming macro-control system) and inno-
vation function (innovating financial instrument, innovating market
structure) . We can modify IS—ILM model by considering the function
of derivatives market, and find that IS curve becomes sharply while
LM curve not, which means that derivatives trading impact on mone-
tary policy negatively while fiscal policy positively.

Nevertheless, derivatives market plays a more complex role in re-
al economy than in the case of IS—LM model when influencing macro-
economic policy. Firstly, commodity derivatives market can influence
macroeconomy not only by interest-investment relationship but also
through supply shocks and price fluctuations. Secondly, almost all de-
rivatives trading may influence the conduct of monetary policy.

"2. The condition and path of the development of derivatives mar-
ket

To develop derivatives market and exert effectively market func-
tion, we need to research into the conditions of this market develop-
ment, which are also the micro-structure issues of macroeconomy.
When there are enough conditions, derivatives market will help to op-

timize resources distribution and enhance macro-control efficiency. On
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the contrary, derivatives may risk macroeconomy on a single throw.
Chapter 3 focuses the research on the condition and path of the devel-
opment of derivatives market in following two aspects.

Historical research. Here we contact the research of derivatives
market with the theory of financial deepening. Firstly, this paper
brings forward a new cognition of financial deepening, that is, finan-
cial deepening is not only quantity change but also structure transfor-
mation. Secondly, the development of derivatives market can optimize
financial structure and improve financial function.

Comparative research. By comparing differences and conditions
of the derivatives market in many countries and regions, we can find
some key factors which may influence the market development. 1) Fi-
nancial intermediaries. There exists interstimulating relationship be-
tween institution investor and derivatives innovation. 2) Underlying
market. The more developed of the underlying market, the wider
space and the larger potential of the development of derivatives mar-
ket. 3) Government regulation. It is a very important factor that may
impact negatively or positively on the development of derivatives mar-
ket. 4) Social idea. The idea from all circles is another important
thing influencing the innovation and the use of derivatives. 5) Credit
system. Derivatives trading need a high-level social credit system.

In China, there exists a strong demand for developing derivatives
market. Derivatives market will help to facilitate the growth and devel-
opment of economy, promote economy opening, secure national econ-
omy, propel market-oriented reform, transfer macro-control method,
and safeguard national economic interest. There are still some other
factors that impede the development of derivatives market. They are
mainly social ideas and obsolete regulation. Considering the particu-
larity of China development, that is new-emerging and being-transi-
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ting, as well as the situation that she is competing with and overtaking
other country, it’s time to develop derivatives market. So, what we
should do is to research into derivatives market as soon as possible and
to permit well-timed derivatives to be traded in exchange or OTC mar-
kets, only by which can China realize the well-ordered and harmoni-
ous development of derivatives market and real economy.

3. Market-oriented reform, some major futures and their
" macro effects

Chapter 4 continues to study conditions and path of the develop-
ment of derivatives market in the case of China. The main opinion of
this chapter is that to develop derivatives market it is necessary to con-
sider comprehensively three macro aspects, which include market-ori-
ented reform, economy growth and macroeconomic control. Here in-
vestigate such derivatives as grain futures and oil futures which are all
related to social supply, and interest futures and stock-index futures
which are all related to social demand. The key argument here is that
these four kinds of futures will not only help to promote system reform
but also improve macroeconomic control.

4. The impacts of the derivatives market development on macro-
economy

I study this topic in three aspects in chapter 5.

Firstly, the ever-increasing development of derivatives market has
been influencing economy structure strongly. 1) The market may
change the distribution of national income. 2) The market may propel
the fictitious economy move far away from real économy, and may
challenge the efficiency of economy and macroeconomic control.

Secondly, there exist a tight relationship between the derivatives
market development and macroeconomy. On one hand, derivatives

trading will restrain macroeconomy from fluctuating accidentally and




