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The risk control of the futures
market of China

Abstract

The emergence of the futures market as an advanced organiza-
tional form for the market economy, was an objective demand for
the basic market risk control. The futures market has the functions
of preventing, avoiding, converting risk, at the sometime it's a
market with high risk. The significance of the existence and devel-
opment of the futures market to reduce the general risk of the social
economy, in other words, the risk control is the core of the theory
and practice system of the futures market.

The 150 year history of the futures market of the world has also
been one of risk control of the futures market. According to the e-
volvement of the globes economics, with the swift development of
the dummy economics and the increase up of the economic risk,
there has been an increasing demand from the governments of all
countries and main body of the market acting to control the market
risk by the way of utilizing the financial derivatives market including
the futures market. To be the instruments of the risk control, the

financial derivatives has been infiltrating through more and more e-
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conomical fields. At the present daily trading volume of the finan-
cial ramification has reached the level of over US dollar 1000 bil-
lions. Under the impact of the global economical integrative and
new technology innovation, the world futures market is undergoing
an unprecedented innovation and re-organization. The international-
ization has become an inevitable history tendency. the futures mar-
ket of China has 10 years history. Within ten years it has walked
through a road that had taken the western developed countries more
than fifty years to go through. the futures market of Chinz has
achieved amazing progress. However, the growing process for any
new developing business will not certainly be smooth. the futures
market of China was established at a time when the economical mod-
el was transferring from the traditional planned economy to the mar-
ket economy, so that it certainly has the characteristics typical of a
transitional economy. Under the condition of the Chinese in-com-
plete market system and a legal system that is lagged behind, the
blind expansion of the futures marker will trigger extensive risk acci-
dents. The government and main body of the market with insuffi-
cient practical experience and direction of the theory would increase
the risk of the futures market inevitably. The eventful period of the
global financial derivatives market with the various risky accidents
made most of the Chinese fearful of the futures market. The futures
market became the target of public criticism on one occasion. The
criticism came in a continuous stream. The futures market changed
from the most exciting market to the most misunderstood market.
It had also be the most controversial market of the Chinese economic

frame. It had endured a long and strict regulation period. At the
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beginning of the new century, with the accelerated development
market economy in China and China’s pending membership, the
market acting main body of China increased the consciousness of the
market risk continuously. The popular understanding and knowl-
edge of the futures markets has been regressing from the blindness
and metaphysical to the reasons and logic. The process of the regu-
lating of the futures market from the government has reached its
normal level. It has become a common wish of the Chinese govern-
ment and most of the enterprises that the futures market should be
developed steadily and smoothly. The 10 years history and experi-
ence of the futures market of China have proved thar the risk control
was the vital base for the development and survival of the futures
market. Objectively evaluating the achievement and shortcomings
the futures market of China, extracting the experience and lessons
of the risk control from domestic and international futures market,
exposing the rules of The Risk Control of the futures market of Chi-
na, establishing the risk control model of the futures market with
Chinese character and ensuring the smooth development of the fu-
tures market of China all of these should be main topics with the im-
portant economic theoretical and pragmatic significance.

The risk control of the futures market of China is a systematic
process involving all aspects of the social economy. It is the main
link of the chain of risk control of all social system. The way to in-
crease the level of the risk control of the futures market should be
enhancing the self — adjusting function of the futures market as well
as depending on the adjusting of the macro — market and improve-

ment of the economical environment. Developing the futures market
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of China is the basic theory, and what we want is smwooth and
steady development and not to return to the old route of blind devel-
opment. Establishing the scientific model is the basic condition for
the smooth and stead development. Enhancing the risk control in
the developing and ensuring the market developing is the tenet of the
book.

This book 1s expanded on the basis of the doctorate dissertation

of the author, which consists of two parts the text and the ap-

pendices.

The research route of the text of this book is as follows:

Chapter 1: Researching the risk and the theory of risk of the
futures market, the author puts forward his own opinion based on
established results in combination with the recent development of the
futures market.

Chapter 2: Researching the theory of the risk control of the fu-
tures market, the author expatiates the modern risk control of fu-
tures market with the way of reducing the theory into two general
outlines as well as trying to discover the basic route of establishing
the theory frame of the risk control of the futures market of China
on the basis of the research result of modern theory.

Chapter 3: Referring o the history, through the contrast
analysis between the models of the risk control of the futures market
of Chinese and overseas, scientifically estimating the current model
of the risk Control of the futures market of China, discovering the
general rules of the risk control of the futures market, the author.
makes the preparation ready for the following analysis.

Chapter 4: Analyzing deeply some advanced topics of the risk
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control of the futures market of China, discovering the special rules
of the risk control of the futures market of China, the author sup-
plies the clue for the research of the following chapters.

Chapter 5 & Chapter 6: Submitting the projection for the re-
form and re-building of the risk control of futures market of China.
The author designs model of the risk control of The futures market,
then he expatiates the issues such as the reforming and re-building of
the legal environment of the futures market of China, supervision
by the government, self-disciplining model of the business and en-
hancing the establishing the market separately. He also tries to es-
tablish a scientific system for the risk control in compliance with the
practice of the futures market of China.

Chapter 7: Researching the issue of information technology
revolution for the futures market of China and the issue of the inno-
vation of the risk control, the author expatiates the basic principles
of online futures trading and the risk control and designs two in ad-
vance risk alarm system which could be applied to the futures ex-
change and the futures broker company. He tries convert the center
of gravity of the risk control to pre-control and quantified control
and to handle the management of the risk control of the futures mar-
ket in advance at main peint and to get the efficient results.

In the appendices of this book, the author puts in three of his
academic achievements, including a new theory on futures
market — the theory of futures as currency. Written after the com-
pletion of the doctorate dissertation, this theory represents the
author’s latest ideas and thoughts regarding the futures marker field

based on his ten years’ theoretical research and practical experience.
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It is the author’s sincere wish to put this theory under the criticism
of experts and academics in this field as well as verification in prac-
tice to find out if reflects truth or mere heresy.

The book tries to make some innovation in the following
points:

1. It submits an independent concept of the risk, on the basis
of which, it presents these opinions that the risk of the futures mar-
ket as some kind of the trade object has been the same character of
element abstracted from the perceptual, the trade of the futures is
the trade of the risk, and the risk of the futures market is borne by
the entire social economy. The opinion above has supplied the bases
for the correct evaluation of the obvious risk and hidden risk of the
futures market, obvious contribution and hidden contribution of the
futures market. And based on those ideas, the author submits the
theory that the trade of the futures is the unification of the risk trade
process and risk control process and the futures market is the risk
transferring systems.

2. It concentrates and abstracts the representative theory of
the risk control of The futures market from tremendous amount of
the modern economic theory while putting forward his own com-
ments and reference of propriety about it.

3. On the basis of the opinions of the dialectic materialism and
historical materialism, with the reference to the modern western
theory and the practice of China, discovering the theory of the risk
Control of the futures market of China, it submits opinions of gen-
eralized risk control, control the risk with “two hands” integrated,

risks marketing and standardization of the risk control.



