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Abstract 

The oil futures market is a significant part of the energy market around the world, and it 
has a far-reaching influence on the operation of the world energy market. Since 1993, 
Shanghai Futures Exchange has launched Chinese Futures. Moreover, Shanghai 
International Energy Trading Center (INE) of the Shanghai Futures Exchange officially 
listed crude oil futures on March 26, 2018. With the increasing GDP growth rate, the 
demand of oil in China has dramatically increased in recent years. From 2014 to 2019, 
domestic oil consumption in China has increased 22.5%. Nowadays, Chinese oil futures 
market has already become the second largest around the world, therefore, an 
increasing number of people all over the world are eager to enter the market and get 
profits. While the profits in China's oil futures market are substantial, there are also risks. 
Especially under the pressure of the Covid-19, the global economic recession has led to 
a substantial reduction in oil demand. However, the relatively rapid economic recovery 
in China has improved the Chinese oil futures market. 
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1. Introduction 

In the work, we divided our paper into several parts. The first part is the background and the 
development of Chinese oil market. The second part is the categories and players of Chinese oil 
futures. Then is the delivery mechanism of Chinese oil futures, as well properties and risks of 
Chinese oil futures. The last part is the prediction of Chinese oil futures market. 

2. Background of Chinese Oil Futures Market 

Since the beginning of this decade, Chinese investment laws have been changing and providing 
more opportunities for Chinese and foreign investors. Both the Shanghai and Shenzhen stock 
exchanges opened in 1990 and have risen sharply since. Shanghai and Shenzhen, with market 
capitalization of $5.9trillion and $4.4trillion respectively, are among the world's top 10 
exchanges. 

China is the world's second largest economy and is also the important participant in the global 
supply chain. Given the scale and role of China in the world economy, every aspect of the 
financial system is worthy of attention, because the change of the Chinese market may produce 
a chain reaction to the global economy. The importance of China's economy can see from the 
size of GDP. According to the survey in 2016, China's GDP is estimated to be $11.39162 
quadrillion, compared to $18.56193 quadrillion. 
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Since 2000, the rapid economic growth, industrialization and the main exports to other Asian 
markets of refined oil products increased, driven by demand for crude oil in China more than 
doubled. Crude oil demand growth significantly more than the domestic supply, domestic 
supply increased by 23% over the same CEIC data, 2018[1]. In 2016, nearly 70% dependence 
on imports in China, how to fill the gap between supply and demand of crude oil ITC Trade Map, 
2018[1]. In 2017, as the U.S. shale oil production soared, most imports were replaced by the 
United States, China overtook the US as the world's largest crude oil importer, the U.S. energy 
information administration EIA,  2018[1]. 

2.1. The History of China Oil Market 

Although China is still a major oil producer, it has become an oil importer in the 1990 s. In 1993, 
due to demand growth faster than domestic production, China's dependence on imported oil 
for the first time in history. In 2002, the annual output of 1.298 billion barrels of crude oil, the 
annual consumption of 1.67 billion barrels of crude oil. In 2006, the imported crude oil 145 
million tons, accounting for 47% of the total oil consumption. By 2008, most of China's oil 
imports from southeast Asia, but growing demand forced China to import oil from all over the 
world. 

In 2013, China's economic growth rate was higher than the country's oil production, and the 
flood destroyed the country's oil fields in years. As a result, China replaced the United States in 
September 2013, as the world's largest oil importer, to make up for alternative supply 
completely. 

Contact with the oil market. According to the American petroleum institute (API), in 2018 China 
imported crude oil from 45 countries, more than half of them are from Russia, Saudi Arabia, 
Angola, Iraq and Oman. In 2018, China's imports from the United States only 3% of the crude 
oil and 4% of the liquefied natural gas (LNG) 

2.2. Categories of oil futures in China 

Crude Oil (WTI). China had its first crude oil futures on 26 March 2018, which is Yuan 
denominated. Shanghai International Energy Exchange (INE), as the first exchange for trading 
this new future, helps establish a Chinese oil future trade system and also facilitate the 
internationalization of RMB. It was a bright new start for the Chinese crude oil future market 
as Yuan instead of dollar is the trade currency. The criteria for an oil future are success are 
liquidity, depth and open interest. The young Chinese crude oil futures had grown strongly and 
the prices have tracked closely to the three major benchmarks (West Texas Intermediate (WTI), 
Brent Blend, and Dubai Crude)  In January, crude oil futures’ daily trading volume on the INE 
averaged 248.5 million barrels of oil[2]. This made up almost 20 percent of global trading in 
similar future contracts and was comparable to Brent front-month oil contracts trading volume, 
according to The Wall Street Journal. This is a remarkable success as America set their crude oil 
futures market much earlier than China and has a mature system[3]. And the Petrodollar 
system is giving the U.S. the advantage while other countries use dollar reserves until nowadays. 

In case of the oil futures there is a significant link between the trade relations between the 
United States and China, thereby leading to a demand uncertainty in the countries. However, as 
stated by Saefong and De Cambre (2020), the primary reason for the decline of the oil prices is 
the statement issued by the US government regarding their trade dealings with China and a 
considerable increase in the COVID 19 cases[3], which is one of the primary reasons for the 
uncertain demands. Since China is a large importer of oil, there is a considerable seismic impact 
on the asset prices across the globe due to the such Sino-American relations. The reducing 
import of crude oil may directly impact the oil future price. 

In the case of the United States, one of the key indicators was the decline in the United States 
strategic reserve, by 25% as a result of the multiple changes made by the management of the 

https://en.wikipedia.org/wiki/West_Texas_Intermediate
https://en.wikipedia.org/wiki/Brent_Blend
https://en.wikipedia.org/wiki/Brent_Blend
https://en.wikipedia.org/wiki/Brent_Blend
https://en.wikipedia.org/wiki/Dubai_Crude
https://en.wikipedia.org/wiki/Dubai_Crude
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company on the structure of the fund. Additionally, as stated by Stevens and Melloy (2020), the 
changes in the terms would result in the investment in the oil futures contracts[4]. 

2.3. Participants of Chinese oil futures market 

The main participants in the Chinese crude oil futures market are commodities producers, 
consumers, speculators, hedgers and commercial banks. The commercial banks mainly 
participate in crude oil futures trading in the role of domestic and overseas business margin 
depository banks, providing energy, companies and investors with three basic functions of 
account management, fund transfer, foreign exchange settlement and sale. In addition, the bank 
also provides derivative supporting services for futures trading participants through its own 
advantages in integrated operation. For the speculators, these are the people who are willing 
to take the risks for the price fluctuation and use strategy with the hope that the future will be 
more valuable. Unlike investors, speculators gain their profits in the short-term. Hedging 
involves protecting against price changes and reducing risks. For the crude oil futures, domestic 
players are the main power in the Chinese market rather than foreign players. Around 92 
percent of the trading volume was accounted to Chinese traders. For the Chinese futures market 
to become a truly international benchmark, China still needs a more diverse group of 
participants, like producers, end users and international shippers. 

3. How Chinese Oil Futures Market Works 

In China, the procedure for entering the futures market is roughly the same as the stock market. 
As far as clients are decided, they usually handle their future trading business through 
brokerage companies. Future investors must open a future trading account through a 
brokerage company by signing a standard "futures trading agreement", filling in customer 
registration and paying a deposit [5]. 

According to the regulations on future trading, the brokerage company will require investors 
(customers) to provide accurate and detailed financial information, so that the brokerage 
company can understand the investor’s financial situation and investment objectives. In this 
method, the brokerage company can determine appropriate futures for the investor. Moreover, 
the Exchange requires member brokerage companies to supervise the normal operation of 
their client funds. When a brokerage company accepts an investor to open an account, the 
investor can start futures trading as a client[6]. 

3.1. The General Process for Customers to Participate in Futures Trading. 

1. The future trader opens an account with the brokerage company by signing the authorization 
letter and authorizing the brokerage company to buy and sell contracts and pay the handling 
fee. After that, the brokerage company can process futures transactions in accordance with the 
contract. 

2. After receiving the customer's order, the broker immediately informs the representative of 
the brokerage company by telephone, telex or other methods. 

3. The trade representative of the brokerage company stamps the order received on the 
timestamp, and then sends it to the market representative on the trading floor. 

4. The representative enters the customer's instruction into the computer to conduct the 
transaction. 

5. After completing each transaction, the representative must notify the off-site broker and the 
client of the transaction record. 

6. When the client requests to close the futures contract, the broker should notify the trading 
representative stationed on the exchange by phone, and during the computer liquidation, the 
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broker will send the hedged net profit and loss statement to the client by hedging the futures 
contract through the on-site market representative. . 

7. If the client does not close the position within a short period of time, it is usually settled at 
the exchange settlement price of that day every day or every week. If there is a loss in the 
account, the client needs to make up for the loss temporarily; if there is a surplus in the account, 
the brokerage company will make up the difference in the client's profit. Before the client closes 
the position, the actual profit and loss will be settled. 

3.2. Delivery Mechanism of Chinese Oil Futures.  

The delivery mechanism of Chinese oil futures is relatively complicated. It can be divided into 
six steps, including warehouse declaration, transportation, parking and unloading, warehouse 
receipt generation, standard delivery and warehouse receipts written off. In China, the sellers 
are responsible for the transportation of oil. Because the main category of oil in the Chinese oil 
future market is Middle Eastern oil, the seller needs to contact   transportation companies to 
transport oil from the Middle Eastern to ports in China by oil tankers before the delivery date. 

For the first step, warehouse declaration, the shipper should submit the warehouse receipt to 
the energy center 30 days before applying for the standard warehouse receipt. The declaration 
content includes variety, quantity, consignor name, planned storage date and planned delivery 
warehouse name. Warehouse capacity and consignor's willingness will be approved within 
three trading days. After approval, the cargo owner needs to pay a customs deposit of 1.5 yuan 
per barrel to the energy center. The actual storage date should be controlled within five days 
before and after the planned storage date. Standard warehouse receipts cannot be generated 
for crude oil that has not been stored within the effective date. 

For the second step, transportation, the transportation oil announced by the Energy Center is 
mainly Middle Eastern oil and requires direct sources. Therefore, it is necessary to purchase 
and deliver the oil at the place of origin and transport it to the Chinese terminal. The cargo 
owner needs to purchase crude oil from the origin of the crude oil, charter a boat to go to China, 
and purchase cargo insurance. In the transportation process, the main costs involve the 
transportation cost and insurance cost of the ship. The freight rate is related to the size of the 
ship. Insurance premiums vary based on the value of the commodity, insurance company, 
owner, etc. 

For the third step, parking and unloading, before arriving at the destination terminal, the cargo 
owner needs to discuss the parking and loading and unloading plan with the terminal and 
warehouse, apply for bonded goods to the warehouse, and uniformly declare centralized 
inspection. Then, the cargo owner needs to pay the oil pollution fee to the Marine Safety Bureau 
and pay the leader Port fees. After berthing, the customs will inspect the ship. After receiving 
the customs consent to unload the goods, the inspection agency will inspect the goods. Then the 
cargo owner will go through customs clearance procedures to complete the inspection. 

For the fourth step, warehouse receipt generation, after the crude oil is put into the warehouse, 
the quantity of crude oil is subject to the net volume of crude oil barrels issued by the inspection 
agency for measuring the oil tanks on the shore of the oil tank. According to exchange 
regulations, the net volume of crude oil = (total measured volume of crude oil-volume of clean 
water) × (1% of water impurities). Moreover, the Exchange stipulates that during the crude oil 
storage process, the cargo owner and the pick-up warehouse needs to complete short-term 
settlement and loss compensation within three working days. After entering the warehouse, 
the consignor needs to pay a storage fee to the delivery warehouse. However, if the 
warehousing quantity does not match the declared quantity, the declared margin deposit will 
be compensated to the delivery warehouse. 

For the fifth step, standard delivery, after expiration, the futures contract will enter the physical 
delivery link. The Energy Center stipulates that the physical delivery of expired futures 
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contracts should be completed within the delivery period, which is five continuous trading days 
after the last trading day. 

The first delivery date: The buyer submits a letter of intent to the energy center, and the seller 
submits the standard warehouse receipt with the paid storage fee to the energy center. 

Second delivery day: Energy centers are paired according to the principle of “time priority, 
rounding up, matching nearby, and overall arrangement”. In the case of insufficient standard 
warehouse receipts, the energy center allocates standard warehouse receipts to buyers based 
on the principle that each buyer’s delivery volume accounts for the proportion of the total 
monthly delivery volume. 

The third delivery day: The buyer delivers the payment to the energy center and obtains the 
standard warehouse receipt before 14:00. The energy center needs to pay the payment to the 
seller before 16:00. 

Fourth and fifth delivery days: The seller provides the invoice to the energy center, and the 
energy center provides the invoice to the buyer member. 

In the event of a delivery default, the defaulting party should pay the defaulting party 20% of 
the default value of the defaulted value, and the Energy Center will refund the defaulting party's 
payment or standard warehouse receipt to terminate the transaction. If both parties breach the 
contract, the energy center will charge a penalty of 5% for the breach of contract value for the 
buyer and seller. 

For the sixth step, warehouse out and cancellation of warehouse receipt, after delivery on the 
fifth day, the ownership and risk of the goods are transferred from the owner to the buyer. After 
obtaining the standard warehouse receipt, the buyer can choose to re-export, customs import, 
or hold the standard warehouse receipt to wait for the next delivery. If the buyer chooses to re-
export, the goods will remain in the bonded state and enter the international market; if the 
buyer chooses to import customs, the goods will change from the bonded state to the taxable 
state, the buyer needs to pay import duties and VAT; if the buyer chooses to hold the standard 
Warehouse receipts need to continue to pay for warehouse storage costs. 

3.3. Related ports, delivery depots and fees.  

There are currently 8 INE crude oil futures delivery warehouses, located in Liaoning (1), 
Shandong (2), Shanghai (1), Zhejiang (3), and Guangdong (1). The total storage capacity is 595 
cubic meters, and the storage capacity is 315 cubic meters [7]. In addition, the Energy Center 
has set up three spare delivery warehouses. There is no premium or discount between delivery 
warehouses. 

More than 90% of my country's crude oil is imported by sea, therefore the cost of crude oil 
delivery will be impacted by the geographical location of different ports, differences in loading 
and unloading conditions, etc[8]. Until now, the ports that are close to the delivery warehouse 
are Zhanjiang Port, Dalian Port, Qingdao Port, Rizhao Port, and Ningbo Port[9]. 

Moreover, completion of physical delivery of crude oil futures contracts will incur a variety of 
fees, mainly including three categories: port-related fees, related service fees, and exchange 
delivery fees, of which port-related fees are charged according to the conditions of each port. 

3.4. Differences between the Chinese Oil Futures Market and the U.S. Oil Future 
Market. 

Based on research, there are several differences between Chinese oil future market and the U.S. 
oil future market, including trading time, supervision deposit, and delivery details.  

3.4.1. Trading Time 

Chinese Oil futures market opens every Monday to Friday, 09:00 to 10:15, 10:30 to 11:30 and 
13:30 to 15:00. However, the opening time of oil futures trading markets in the United States 
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are continuous and only take about an hour rest throughout the day. The time arrangement of 
Chinese oil future market is aimed to protect the benefit of consumers and the whole market 
by low risk of currency. 

3.4.2. Supervision of Deposit. 

China has an independent third-party supervision of customer deposits. The money invested 
by the client is not credited to the account of future companies, but it is supervised by the bank 
where the futures company opened the account, which means that the futures company cannot 
use the client's money under any circumstances. However, the United States does not have a 
third department to monitor customer deposits. A futures company opens a client account in a 
bank, and all client funds are credited to the client account. In fact, there are some cases abroad. 
For example, futures companies secretly use customer funds. During the 2008 financial tsunami, 
some overseas futures companies went bankrupt, resulting in the freezing of customer deposits 
and deposits with agent futures companies. 

3.4.3. Delivery Details 

Shanghai Crude Oil Futures is the world's first crude oil futures contract traded at CIF prices, 
so as table 1 showed, the delivery rules are different from the crude oil futures delivery rules 
in other regions. CIF (Cost, Insurance, Freight) means that the seller is accountable for costs 
until the buyer receives goods. However, the United States uses FOB (Free on Board or Freight 
on Board), which means the buyer is accountable for costs when goods are shipped. Therefore, 
in the delivery of WTI crude oil, the seller only needs to transport the oil to the valve of the 
Cushing storage depot, and after that, the buyer takes all the risks, including finding storage and 
transportation of oil tanks. 

 

Table1: This is comparison of delivery details of WTI and INE. 
 WTI INE 

Contract Subject Light sweet oil Sulphur Oil 

Currency of Settlement US Dollar RMB Yuan 

Price Category FOB CIF 

Last Trading Day 
Termination on the third trading day 
before the 25th of the month before 

the delivery month 

The last trading day of the month 
preceding the delivery month 

Settlement price 
Weighted average price at 14:00-14:30 

EST on the last alternate day 

The arithmetic mean of the settlement 
price of the last five trading days of the 

delivery contract 

Main delivery methods Physical Delivery Physical Delivery 

Delivery period 
From the first day to the last day of the 

delivery month 
Five consecutive business days after the 

last trading day 

Delivery location 
Pipes and storage tanks in the Cushing, 

USA 
Poster Tax Depot in Southeast China 

 

4. Systems 

Futures trading system is a set of complete trading rules system based on interrelated trading 
rules. More important market judgment subsystem should include more than two trading rules, 
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these rules should have organic relations between each other, and can complete a complete 
trading cycle at least. 

Futures trading system to go through the actual combat phase of the test. Because the system 
operator is itself a part of the trading system. However, in general, the futures trading system, 
as a 100% objective decision-making model, can effectively eliminate the interference of human 
subjective will and individual emotions on the process of signal occurrence, so that the system 
trading has a higher operational stability and the ability to resist catastrophic failure.   

Futures trading system, namely, rely mainly on those who have been verified in the history 
analysis methods, parameters, and other technical indicators, forms, strengthening the role of 
the signal, is used to choose the timing and level, as a result of these methods have been 
validated in history, so when use basic need not too much, don't stress about the future 
direction of judgment, just according to certain program execution, to judge the stand or fall of 
the trading system, the key is to see in the historical chance of winning. Here is a summary of 
the different systems. 

4.1. Futures market 

Futures market is a highly organized and standardized market form developed on the basis of 
the spot market in accordance with the principles of openness, fairness and justice. It is not only 
an extension of the spot market, but also an advanced stage of market development. In terms 
of organizational structure, the broad futures market includes futures exchanges, clearing 
houses or clearing companies, brokerage firms and futures dealers. The narrow sense futures 
market only refers to the futures exchange. 

4.2. Margin system in futures trading 

Traders must pay a percentage of the futures contract's value, usually 5-10%, as a financial 
guarantee against its performance before they can buy or sell the futures contract and raise 
additional funds based on price changes. The system is the margin system, and the money paid 
is the margin. Margin system not only reflects the unique leverage effect of futures trading, but 
also becomes an important means for exchanges to control futures trading risks. 

4.3. Daily settlement system 

The settlement of futures transactions is organized by exchanges. Futures exchange 
implementation debt-free settlement system every day, also known as mark-to-market, this 
means that after the daily trading, exchanges settles on increase and decrease, margin trading, 
fees, taxes and other fees of all contract settlement price, transfer accounts receivable and 
payable amount at the same time, and accordingly increase or decrease the member settlement 
reserves. 

4.4. Limit the system daily 

The daily limit system is also known as the daily maximum price fluctuation limit, that is, the 
fluctuation of the trading price of the futures contract shall not be higher or lower than the 
prescribed fluctuation range in a trading day, and the quotation exceeding the fluctuation range 
shall be regarded as invalid and cannot be traded. 

4.5. Large reporting system 

The big reporting system refers to when members or clients of various speculative positions 
are vacant and the limit of exchange positions reached by contract exceeds 80%, members or 
clients shall report their fund trading situation and position situation through brokerage 
members and clients shall report. The large family reporting system is closely related to the 
position restriction system, which prevents the large family from manipulating the market 
price and controlling the market risk. 
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4.6. Physical delivery system 

Physical delivery system refers to the system in which the buyers and sellers transfer the 
ownership of the commodities contained in the futures contract and settle the open interest 
contract at the expiration of the futures contract. 

4.7. Position control system 

Position limitation system refers to the system that futures exchanges limit the number of 
positions held by members and customers to prevent market price manipulation and excessive 
concentration of futures market risks on a small number of investors. If this limit is exceeded, 
the exchange can force a liquidation or increase margin ratios. 

The difference between warehouse receipt delivery and paired delivery abroad the physical 
delivery system used in China crude oil futures contract. The expiring crude oil futures contract 
is delivered according to the standard delivery process, while the unexpired crude oil futures 
contract is delivered according to the forward delivery process. The open delivery of crude oil 
futures is bonded delivery, that is, the crude oil under bonded supervision is delivered in the 
designated delivery warehouse of crude oil as the delivery target for futures delivery. 

4.8. Standard Delivery Process 

Standard delivery process means that after the contract Expires. The seller and the buyer 
perform physical delivery in accordance with the form of bonded procedures in the form of 
warehouse receipt (the format of which is governed by the (Energy Center).This means that the 
seller must complete the goods before the contract expires, forming a warehouse receipt. 
Within 5 days after the contract expires, the seller shall submit the warehouse receipt for 
payment. The buyer submits the payment and receives the warehouse receipt. The energy 
Center distributes the bonded warehouse receipt for crude oil of the delivery process in 
accordance with the principle of "time priority, quantity consolidation, Nearby Matching and 
Overall Arrangement." 

4.9. Delivery Mechanism 

The physical delivery system is adopted in China 's crude oil futures contract. The delivery of 
maturing crude oil futures contract is carried out in accordance with the standard delivery 
process, While the delivery of unmatured oil futures contract can be put out in accordance with 
the forward delivery process. Bonded supervision state in the designated delivery warehouse 
of crude oil as the Standard delivery subject for futures Expires. The seller and the buyer 
perform physical delivery in accordance with the form of bonded procedures in the form of 
warehouse receipt (the format of which is governed by the Energy Center). 

Simply put, the seller must complete the warehousing of the goods before the contract expires, 
forming a warehouse receipt. Within 5 days after the contract expires, the seller shall submit 
the warehouse receipt for payment. The buyer submits the payment and receives the 
warehouse receipt. The energy Center distributes the bonded warehouse receipt for crude oil 
of the delivery process in accordance with the principle of "time priority, quantity consolidation, 
Nearby Matching and Overall Arrangement." 

4.10. Location and Storage Capacity Setting of the Delivery Warehouse 

The Energy Center plans to set up designated delivery warehouses for crude oil futures in The 
locations of major crude oil import ports in China, to The as The Liaodong Peninsula, Jiaodong 
Peninsula, The Yangtze River Delta and the Pearl River Delta, Including The wholly state-owned 
oil terminals and joint-stock oil such as sino-foreign joint ventures. The location of the delivery 
warehouse is chosen to take into full consideration Convenience of coastal shipping, the 
proximity to large refineries and crude oil distribution centers, As well as the south and the 
north. The list of designated delivery warehouses will be published before the listing, And the 
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Energy Center will gradually become delivery warehouses "according to the delivery business 
of futures feeds. 

4.11. Delivery Speed 

Delivery method mainly includes pipeline delivery and shipment delivery. These two methods 
are different due to different equipment and facilities of the delivery warehouse. Under normal 
circumstances, pipeline transport can reach 3500 m3 / h, equivalent to about 530,000 B /d; 
The loading speed is 3,000 cubic meters per hour, which is equivalent to about 450,000 barrels 
per day. 

4.12. Delivery Costs 

The buyer and the seller for physical delivery shall pay the Energy Center a delivery fee of RMB 
0.05 per barrel, and other costs of crude oil futures delivery include storage charges, specific 
standards to be published before listing, port charges, handling charges, port construction fees, 
Inspection fees, etc. These fees shall be charged by the delivery warehouse and relevant 
organizations from the owners of the oil products when they enter and leave the warehouse 
according to the current charging standards. 

4.13. Comparison of U.S. and Chinese crude oil futures contracts.  

After the outbreak, crude oil prices fell by more than 60% and volatility increased as 
consumption fell rapidly. However, not all crude futures have fallen to negative prices as WTI 
has. For example, the risk of Chinese crude oil futures is relatively small compared with WTI, 
which basically guarantees the hedging demand of the real economy. This is also related to the 
different trading systems of different crude oil futures. 

China's crude oil futures have daily limits that limit intraday ranges, easing risks and giving 
investors a chance to think calmly. Foreign oil futures do not have such a system. On April 21, 
the WTI 06 contract fell from $22 to $6.50 a barrel, but in a few days,  it has rebounded to $17. 
The daily limit is a good way to avoid this phenomenon. After April 21, Chinese crude oil futures 
fell by 10% and then again, recovering strongly in over-the-counter trading two days later 

The reasonable delivery system of China's crude oil futures guarantees that the futures price 
will return to the spot price before maturity and will not fluctuate greatly due to the unique 
delivery system. Domestic distribution system is physical warehouse distribution. That is, after 
the contract expires, the seller provides the warehouse receipt to the buyer, and the buyer takes 
it to the warehouse to pick up the goods. The buyer does not need to prepare its own storage 
capacity, the delivery of goods does not lack storage capacity, and can effectively avoid this 
situation. Meanwhile, the Shanghai Energy Trading Center has increased delivery storage 
capacity five times in a row. Since April 2, the Shanghai International Energy Exchange has 
expanded its storage capacity to 4.15 million cubic meters, or 13,345 barrels of dry oil. Effective 
relief of storage capacity pressure. 

Individual investors who are not eligible for delivery are not allowed to enter the last trading 
day of Chinese crude oil futures. Article 242 provides for delivery to THE Shanghai International 
Energy Exchange: prior to the eighth trading day after the closing of the market, on the last 
trading day of the crude oil futures contract, the natural person customer who is unable to 
provide or receive the energy exchange specified in the invoice shall hold the zero position of 
the futures contract. Starting on the seventh trading day before the last trading day, the energy 
center directly closes the position of natural person customers in the delivery month. This 
reduces the risk that individual investors who cannot deliver will be forced to take up positions 
at the last minute. 

Margins on Chinese crude futures are relatively low. Chinese crude futures currently trade at 
margins of 11 per cent, with futures companies charging a certain percentage but usually no 
more than 20 percent margin to protect against big swings in client funds. However, WTI has 
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adjusted to $10,000 per hand after a series of large declines and gains. At the current price of 
$17 for WTIO6 and G, the proof rate is 58%. Investor use of capital has fallen sharply. 

5. Overview of the risks of Chinese Oil Futures Market 

At present, there are four trading venues in China's futures market, and the types of 
commodities traded are various. Futures is a high-risk trading activity, so there are a variety of 
risks in the futures market. 

5.1. Market Risk 

Market dynamics, especially price fluctuations, can alter the risks taken by oil companies and 
futures traders[10].  

5.2. Basis Risk 

Differences in the prices of the same commodity in different markets will affect the risks taken 
by oil companies and oil futures traders, because different markets will have different delivery 
locations and time[10]  

5.3. Credit Risk  

If futures traders fail to deliver the agreed commodities on the specified date or exchange them 
at the specified price, each party risks the other's failure to perform its obligations under the 
contract[10].   

5.4. Operational Risk 

Different management and trading mechanisms used in different trading markets will have 
different disadvantages (such as the imperfect trading process), which will lead to the risk of 
losses taken by both parties in the trading process[10].  

5.5. Liquidity Risk 

The risk of not having a counterparty quickly identified accepting a hedged position causes the 
trader to take on additional risk[10].  

5.6. Price Fluctuation 

After an account is opened in commodity futures, under market economic conditions, the price 
of oil futures fluctuates up and down under the influence of supply and demand factors. For the 
producers and operators of oil futures, the unpredictability of price fluctuations increases the 
instability of production and operation, while the special operation mechanism of the futures 
market may lead to frequent or even abnormal price fluctuations, thus causing high risks. The 
changes in oil prices and modes of transport also interact through three factors: 1) the 
comparison of oil prices with the energy costs used in each mode of transport b) the degree of 
conversion between oil prices and transport fuel prices c) the relative weight of each energy 
cost in total operating costs[11].  

5.7. Leverage Effect 

The margin system enables investors to make greater use of their funds in the open account of 
crude oil futures. The margin system is implemented in futures trading, traders only need to 
pay a small part of the margin of futures contracts to trade, and the margin serves as the 
performance guarantee of contracts. The leverage effect of futures trading is different from 
other investment tools and is also the main reason for the high risk of the futures market[11].  

5.8. Irrational Speculation 

Speculation futures must be rational; speculators are the bearers of price risk and also the 
participants in the price discovery. They not only promote reasonable formation of prices, but 
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also  improve market liquidity. However, the risk management system and the implementation 
are not sound and strict. In this situation, speculators will drive by interests, and become more 
easily able to use their own strength, position and other advantages to market manipulation 
and other illegal activities. 

5.9. Imperfect Market Mechanism 

In the early stage of the operation of the futures market, liquidity risk, settlement risk, delivery 
risk and other risks may occur due to the imperfect management regulations and mechanism. 

5.10. The characteristics of China's oil futures 

International platform: internationalization of transactions, delivery and settlement 

Net delivery: the valuation is net price without customs duty and VAT 

Bonded delivery: Physical delivery relying on bonded oil depot 

Pricing in RMB: RMB shall be used for pricing and settlement 

6. Case Study 

Background of the case: coronavirus. A historic drop of the price of oil occurred when the price 
of West Texas Intermediate dropped by almost 300%. The price of a unit of barrel was traded 
around negative $37[12].  

Although in May, the price has increased, the industry of crude oil was still influenced by the 
coronavirus. Companies such as Chevron have become the first major company to file for 
bankruptcy protection. 

Such an emergency situation over the world has influenced the price, demand and supply, and 
the futures market of oil. A price war immersed between the oil Giants Saudi Arabia and Russia. 
Because they failed to reach an agreement on supply, the demand has shrunk to an astonishing 
degree. Therefore, the industry quickly began to run out of room to store oil and this will 
become a catastrophic blow for investors when the futures contracts they bought expire[12].  

Physical oil and oil futures cannot be discussed separately, because they are closely linked and 
affect each other. Because the price of the physical oil has decreased, the investors became 
optimistic about the futures market of oil. Thus, investors began selling oil futures contracts on 
a large scale, leading to a severe drop in the price of oil in the market. This clearly shows how 
the price fluctuation can truly affect the whole oil futures and increase the risks that investors 
take. 

7. Prediction 

China is at a critical moment. China as the world's second-largest oil market, opportunities and 
challenges. China's domestic oil production is much lower than refining requirements and oil 
product demand. China is also rapidly building up its own stockpiles, including its strategic 
petroleum reserve. Therefore, the import of crude oil and refined oil is increasing. At the same 
time, China has a large oil refining industry, diesel oil, gasoline and jet fuel and other key exports 
of refined products are growing. As China's business in oil fields opens to the outside world, 
China also has more and more interaction with the world[13]. 

Coronavirus has had a negative impact on the development of the oil market. By 2020, global 
oil demand will appear for the first time since the global recession of 2009. The situation 
remains precarious. 

In the first quarter of this year, China's demand for oil was the biggest, falling 1.8 million barrels 
a day. Global demand for crude oil fells by 2.5 million barrels a day. In the second quarter, the 
improvement of the Chinese economy to offset the effects of demand deterioration in other 
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regions. Gradual recovery will continue until the second half of 2020. Overall, compared with 
2019, in the first half of this year's fall would reduce global demand for oil, about 90000 barrels 
of oil. The arrival of the coronavirus is already challenging the global oil market. On the demand 
side, growth in 2019 is clearly weaker than expected. 

On the supply side, geopolitics is still an open question. Since early 2018, Iran, Libya and 
Venezuela have lost a total of 3.5 million barrels of oil a day. Even before the outbreak of 
coronavirus, a glut on the market already, and led to Opec and oil producers to cut production. 
In the short term, the supply of goods before the oil market in 2025. 

After a contraction in 2020 and 2021 is expected to rebound sharply, as transportation fuel 
consumption growth, global oil demand growth will slow. Global oil demand is expected to 
grow at an average annual rate of just under 1m b/d from 2019 to 2025. Petrochemical 
products are an increasingly important driving factor, naphtha and liquefied petroleum gas 
(LPG) and ethane accounts for half of all growth. Improve plastics industry sustainability efforts 
will be made by developing countries to meet the increasing consumer demand. Banning the 
use of disposable plastic and recycled, even if fully implemented, a small part can only reduce 
demand for oil. By 2025, global oil demand will grow by 5.7 million barrels a day, including 
China and India will account for about half. 

At the same time, global oil production is expected to increase to 590000 barrels. Non-opec 
countries will increase the supply of 4.5 million barrels per day, while Opec will be increased 
by 1.4 million barrels per day of crude oil and liquefied natural gas liquefaction capacity. This 
means that the sanctions against Iran and Venezuela will not change. The United States as the 
biggest new source of supply. Given China's huge resource potential, if the price is higher than 
the report finally, China's production could be higher. Brazil, Guyana, Iraq and the United Arab 
Emirates have made significant progress.[14] 

During the period of 2019-25 years, the global demand for oil will average annual growth of 
570000 barrels per day. In the past 10 years, compared to the average level of 1.5 million 
barrels a day this is a great fall. After the coronavirus infection caused by the difficulties in 2020 
after 90000 barrels per day (reduced), due to transportation fuel demand growth, growth 
rebounded to 21000 barrels per day in 2021, and slowed down to 80000 barrels per day in 
2025. 

Along with new standards of energy efficiency of internal combustion engine cars and electric 
cars, diesel and gasoline demand leveled off, a slowdown in demand for oil. Liquefied petroleum 
gas (LPG) of petrochemical materials/ethane and naphtha will drive about half of the oil 
product demand growth, thanks to the North American demand for plastic and cheap natural 
gas liquids. 

8. Conclusion 

Domestic futures companies have small profit scale and low ROE, one of the reasons is simple 
business structure: 1) transaction fee income; 2) Margin interest income; 3) Income from other 
businesses (mainly income from futures asset management and risk subsidiaries in the past 
two years). Among them, futures companies are the most dependent on brokerage business. 
Taking the revenue of the futures industry in 2014 as an example, the total revenue of domestic 
futures companies in 2014 was 18.81 billion yuan, including 10.24 billion yuan of fee income, 
6.88 billion yuan of interest income and 1.69 billion yuan of other business income. 

In the U.S. Futures Commission Merchant is the most important Futures brokerage 
intermediary, which is similar to the Futures company in China. FCM's business involves 
brokerage, self-management, settlement, client financing, fund management, investment 
adviser and financing, etc., with many profit channels. For example, Interactive Broker in the 
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United States only accounts for 32% of the revenue, and its dependence on brokerage business 
is much lower than that of domestic futures companies. 

Domestic futures companies can only engage in futures contracts related to domestic futures 
trading for a long time. After 2012, it was allowed to engage in some new businesses, which had 
to be done through subsidiaries, mainly divided into two categories: 1) spot business; 2) Asset 
management business, but from the current perspective, the revenue accounts for less than 
10%. 

The trading volume and trading volume of domestic futures industry have increased rapidly in 
recent years, but the profit and asset scale of domestic futures industry are still small compared 
with other financial industries, mainly due to the single profit model and fierce competition of 
commission rate. In the future, with the upsurge of investment in commodities, the introduction 
of new varieties of crude oil futures and the acceleration of the innovation of futures companies, 
the future development and profit space of the futures industry will be huge.to better 
understand the futures market in China and the futures market in foreign countries, to make a 
series of comparisons between them, and to look for similarities, to know what is good for 
future futures 
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