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1 Introduction 

China is an ever-growing presence in the global markets. Years of American 

dominance has been slowly shed aside due to Chinas growing economy. Recently 

several steps have been taken to be ever more present in the commodities markets, 

and this has potentially had several effects on the worldwide commodity markets. This 

thesis aims to bring forward, what the author believes to be a generally less analysed 

and considered subject, in comparison to the stock markets for example, but yet 

ultimately essential subject in commodities. Through this, the thesis will also bring in 

Chinas background on the subject to light through several aspects, which will then lead 

up to an in-debt analysis on how recent Chinese efforts on expanding their presence in 

the commodity and futures markets, has and will affect the current commodity market. 

 

Firstly, the methodology of the thesis will be discussed, allowing the reader to 

understand the structure and objective of the topics covered by the author. The 

hypothesis proposed by the author is that although not a part of an everyday person's 

daily curriculum, commodities are an essential part of how this world runs. China taking 

significant steps must have an impact, and it is good to have an understanding of 

where they are heading. 

 

Following the methodology will be the literature review, where the first topic is a brief 

analysis of what is the trading of commodities and futures will be presented. This will 

be followed by a brief history of commodities and their evolution to truly understand the 

meaning of commodities to our world, where they originated from and how current 

commodity traders and markets have been formed. This chapter then moves on to the 

Chinese history of commodities which is relevant when looking further into current 

Chinese commodities. Following history, there will be a broad overlook of the Chinese 

commodity system and its current situation in the world market. This will be covered by 

several arrays of pros and cons of how China has affected the world and how it is 

viewed. This leads to the main subject of Chinas opening of both crude oil futures and 

iron ore futures to foreign investors, which have not been open until 2018. Both the 

crude oil futures and iron ore futures will be analysed and the opening of each contract 

effect on related parties. Finally, Results of what had happened and what might happen 

will be brought to the readers through sourced insights, which will lead to the 

conclusion. The conclusion will be partnered with future research opportunities 

covering subjects that could be further researched in the future. 
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2 Methodology 

Based on qualitative research, this thesis aims to answer the research question 

proposed by the author: The background and how will China’s recent efforts to open 

their commodity markets effect related parties? 
 

Consists primarily of secondary data collected from a range of studies, research 

papers, online sources and academic journals to grant a complete outlook on the 

subject. Various relevant resources were found that support the topic and provide an 

unbiased and complete view of the literature review. There is a risk in choosing mainly 

secondary data for conducting the analysis. However, the author has considerably 

reduced it by providing an extensive collection of reference material from different 

sources and backgrounds with highly qualified reports, therefore diminishing any 

possible error. 
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3 Trading of Commodities 

3.1 What is it? 

Commodities as through definition are a raw material or primary agricultural product 

that can be bought and sold, such as copper or coffee. Commodities form one of the 

major asset classes in addition to stocks, bonds and real estate. By the basis, 

commodities are not branded and have no qualitative differentiation across a market. In 

their raw form, commodities are given grades indicating their quality and thus their 

value. For example, if company 1 produces high-quality iron and company 2 produces 

high-quality iron somewhere else, the iron is sold as the same product instead of 

‘’company 1’s high-quality iron’’. As a buyer, it does not matter which company 

produced the high-quality iron, as long as it is high-quality iron. Some definitions count 

products such as toilet paper as commodities, which can and are often branded, but in 

this thesis, we are concentrating on the most basic form of commodities. Historically 

many individuals relied on the trading of commodities, but today mostly companies and 

countries rely on commodity trading to conduct their business. 

3.2 Futures 

Futures or futures contracts are an essential part of commodity trading. A future 

contract is a financial concept made to protect the producers and suppliers of 

commodities from sudden and significant swings in the prices of commodities. These 

contracts consist of a readily agreed price, quantity of the product, its quality and the 

terms of delivery of the commodity in the future thus the name futures. The future 

contracts themselves are also traded between producers, dealers and speculators like 

futures contracts in stocks. They seek a profit based on the price movement of the 

commodity.  

 

As production and productivity grew, producers began storing their excess products. 

While their products were sat waiting to be sold, merchants sought other ways to 

produce a profit. This is how the first forms of futures agreements began. The first 

recorded commodity futures trades occurred in 17th century Japan, though there is 

some evidence that excess stored rice may have been traded as far back as 6,000 

years ago in China.  (Babcock, 2009) 
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4 Historical Perspective 

 

Commodities, although a less widely acknowledged subject by the average person 

than stocks, is a much older concept and arguably a much more important concept. 

The first recognised commodities from agricultural practices such as crop production 

and raising livestock. An agricultural revolution started around 8,500 BC, which led to 

trading commodities between settlements. Commodity trading dates back to ancient 

years when daily trading of spices, gold, wheat etc. was an essential part of every 

person’s life. Most of the commodities traded at the time were for personal use as 

compared to today where commodities are traded for multiple reasons and use such as 

the development of companies, communities and countries or for plain profit and 

diversification of a portfolio for instance. Many empires and kingdoms in the pass could 

partially claim their successes due to their ability to facilitate a well managed and 

complex commodity trading system resulting in substantial income through taxation. 

This can be directly positively correlated to today’s world where countries with a 

healthy market and taxation system, tend to be more successful and influential 

financially and as a result often also politically. (Babcock, 2009) 

 

Successful trading empires included the 

Egyptian empire, who managed to rise to 

power though their effective trading system 

around the fourth century B.C... They 

managed to get hold of resources and items 

that were rarer in ancient Egypt such as ivory 

from central Africa, cedar wood from Lebanon 

and even gold from Nubia (an area around the 

Nile river that is currently part of Egypt and 

Sudan as seen in Figure 1.). Trading was only 

allowed in a marketplace where trading and 

prices were tracked for taxation and 

competition purposes. The growing of these 

commodities trading markets led to the 

evolution of the whole trading system and the introduction to set prices and values as 

well as coins later on brought from the Greeks. The trading of commodities and the 

importance of it roots from ages before, but the Egyptian empire was one of the step 

stones that has brought it to where it is today. 

Figure 1 - Map of Nubia, (Fransigny, 2018) 
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A more recent example is that of Britain’s. During the 18th century, Britain rose to a 

dominant position among European trading empires and became the first western 

nation to industrialise. Britain’s rise to power was not due to trade itself, but 

simultaneously, it was. This is because growth and power went hand in hand with 

trade. This created a homogenous need for one another to strive, and this has 

transferred to today’s world. (Morgan, 2011) 

 

 Today we see money as a direct 

connection to power. As a simple 

example, middle-eastern countries, such 

as Saudi Arabia, Qatar and the United 

Arab Emirates, have risen to prominence 

and importance through their trade of oil 

(a commodity). Previously unimaginable 

financial centre cities have risen from 

deserts within a few decades as a result 

of oil, as shown in figure 2 on the right. 

Not only through the money generated 

from the trade, but the fact of owning and 

producing such amounts have given 

these countries and leaders massive 

influence around the world, due to the 

almost universal dependence of oil in 

today’s world. 

5 Evolution 

Commodities trading has changed vastly over its history. After earlier steps towards 

improving and benefitting of the trade, real evolution of commodity trade started in the 

United States. In the early 1800s, commodities, most notably agricultural grains, were 

brought from several farmlands across the west coast and the centre of the United 

States to Chicago for storage until being shipped to the widely populated east coast. 

This also revolutionised and furthered the use of forwarding contracts since the quality, 

and thus the actual value of the products often perished in storage and by the time of 

arrival. The forward contracts allowed buyers to pay for their commodity in advance for 

a set agreed price. As farming and trading grew, the Chicago base grew as a result. A 

group of brokers created the first American exchange in 1848, called the Chicago 

Figure 2 - Dubai before & after 
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Board of Trade (CBOT).  They managed to succeed due to their more efficient and 

standardised method of exchanging good and payment. ‘’Futures deals’’ became 

futures contracts. They standardised the process of buying and selling the products by 

generating identical contracts regarding the quality of the asset, price and delivery time. 

This resulted in a more efficient, money and time-saving process as compared to the 

previous system where numerous customised contracts had to be processed and 

managed for taxation purposes.   

 

The CBOT continued this process with agricultural products as their primary futures 

trading class for over 100 years. During the period between the 1930s and 1970s, the 

CBOT experienced enormous growth and expansions in their trading offerings, such as 

soybeans, cotton, livestock and precious metals such as silver. In the 70s, global 

currencies were no longer tied to gold prices and as a result currency values fluctuated 

based on supply and demand and thus financial futures were traded as commodities. 

Slowly the actual trading of goods diminished as people started trading more with the 

prices of commodities instead. This started a new era in trading which developed 

during the 80s and 90s. Instead of the delivery of goods, a pure cash settlement was 

accepted. The stock market also grew massively during this time. Stock market index 

benchmarks such as government debt instruments and the S&P 500 were new 

tradable futures. Though Chicago and the CBOT remained the most influential location 

for commodities futures trading, multiple exchanges opened up across the United 

States such as the well known New York exchange, but also in cities such as 

Milwaukee, San Francisco, Kansas City etc. (Babcock, 2009) 

 

The most recent significant evolvement in commodities and futures trading came in the 

early 21st century. Advances in the online trading system led to increased interest in 

commodities and futures. Trading went from “specialists” only in exchanges, to open to 

everybody from their personal computer at home or work. Even so, trading companies 

and banks expanded their activities and offerings to aid customers and traders on their 

personal sites and applications etc. An advance in technology and easier access to 

increasingly detailed information as well as easier access to the markets resulted in a 

significant increase in individuals pursuing careers in futures and commodity trading 

partnered with stock and bond trading. Not only did individuals increase their 

investment in commodities and futures, but also so did companies and corporations. 

Investment companies poured millions in the industry to acquire commodities and add 

them to diversify their portfolios (which usually already consisted of stocks and bonds). 
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Again, the investment in the commodities market was not to necessarily acquire actual 

raw materials but, instead in a speculative sense trying to forecast price changes in 

commodities and thus in futures contracts and by that to make a profit. For the past 

decade, the reputation of the commodity has grown less attractive to many investors 

due to the minor changes and very regulated and set prices over a more extended 

period. The fluctuation of commodities is less attractive to investors looking to make a 

profit, though many still invest in them to diversify and have a more stable asset in their 

portfolio. Anyhow recent advances of Chinese investors looking into the commodity 

futures market has fuelled interest and caused more fluctuation, but a more general 

increase in prices especially during 2017. Prices started rising and creating a broad 

awareness of the Chinese government, due to the fear of creating an asset bubble that 

might fire back later. This resulted in aggressive regulations slowing down Chinese 

actions within the commodity futures market through Chinese investors are still 

pursuing the commodity markets. (Hsu, 2017) 

6 Chinese Commodities & Futures 

The history of Chinese commodities is relatively short, yet considerably rapidly 

growing. The first commodity and futures markets were established in 1990 when 

Zhengzhou Grain Wholesale Market was established in Zhengzhou. The amount of 

commodity exchanges rapidly grew to around 50 separate exchanges, which then 

merged in to 14 in 1995 and down to three in 1999 creating Chinas three current 

commodity exchanges (The Shanghai International Energy Exchange, Dalian 

Commodity Exchange and Zhengzhou Commodity Exchange) plus a fourth one when it 

comes to futures exchanging (China Financial Futures Exchange). Chinas rapid 

economic growth since the 90s resulted in an increase in demand for hedging tools 

such as commodity futures thus, primary interests in furthering their commodity 

exchanges. China becoming the largest producer and consumer of a wide range of 

commodities in the world, as shown in figure 3 on the following page, has enforced an 

interest in developing their markets. It has also enforced interests and efforts for China 

to become price-makers instead of price-takers when it comes to commodities and the 

futures markets. China currently has over 30 exchange-traded futures products, and 

over ten different traded commodities including iron ore, corn, copper, palm oil etc.  

(Tan, 2018 & Ro, 2016) 
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Figure 3 - China's share of global commodity consumption 2015 (Ro, 2016)  

 

7 Chinese Investment 

7.1 Positive impact 

Professionals have long realised Chinas presence and upcoming as a world power 

economically and in several markets. This has had a massive effect around the world. 

Parts of Africa and South America have seen benefits collided with some conflicts. 

Chinas investment in Brazil and several countries in Africa has created loads of 

opportunities for economies with lesser financial power. China has not only purely 

invested in Africa but also 

given out very low interest 

or even no interest loans. 

This has resulted in 

important infrastructure 

being built. For instance, a 

railway from Nairobi to 

Mombasa, Kenya seen in 

figure 4 taking only four 

hours has been 

revolutionary for the 

country and its economy.  

Figure 4 - First train from Mombasa to Nairobi 
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People have wondered why China would invest in such low profit and risky projects. 

Although China is likely not to see any substantial profits any time soon, it is gaining 

significant political and strategic economic power. Strategically even though these 

loans are in some instances considered forms of foreign aid, is not only to help these 

countries to develop but in a way to buy allies. China is no longer considered a country 

that is industrialising, but instead a country that is industrialised. Chinas era of yearly 

over 10% GDP growth is slowing down, and thus the same kind of developing 

investment is not needed within the country anymore. Africa meanwhile is one of the 

least developed areas of the world, which makes it easy to create fast growth. If it was 

easy to grow how are they still so undeveloped? Because of the lack of money. This is 

where China comes in. These contracts of low or no interest loans to help the countries 

also have deeper meanings. They create alliances that in other ways aid China back. 

(SWNS, 2018 & Pham, J., Bello, A. and Barry, B., 2018) 

 

7.2 Questionable motives 

Exploitation of natural resources is one of the first steps of economic development for 

undeveloped countries. Most countries have some natural resources available. 

Therefore, there are available commodities. This partnership gives China easy access 

to these resources, some of which are not produced by China. This aids China with its 

current economy and is one of the first reasons for partnership. Secondly, China 

historically being known for the country of cheap labour is on a rapid decline due to the 

rapidly growing middle class of China, which has risen the level of labour cost 

countrywide. This collaborated with Chinas thriving economy creates a need for cheap 

labour, which is on offer in many African countries. There are other more political 

motives behind this partnership — some which have come over some scrutiny around 

the world. China has been using these investments as a so-called cheap way of 

gaining power. How? 

A good example is the United Nations General Assembly. In the UNGA all countries 

have one vote no matter on their size or population, as opposed to the EU for example 

where population defines the number of votes. This means China helping several 

African countries is not only for the financial or infrastructural benefit but indirectly 

buying a considerable amount of votes. For example, if an African country votes along 

with China it receives 1.8 more infrastructure projects per year on average and it has 

been found that if an African country recognises Taiwan as a country, they receive 2.7 

fewer Chinese infrastructure projects. Also, the Chinese no or low-interest loans do not 

include terms on factors such as human rights and democratic elections, unlike 
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organisations such as the IMF (International Monetary Fund) and WBG (World Bank 

Group), who give similar loans, but including terms to also aid the country politically. 

Although many countries have managed to aid their selves with these loans, some 

have managed to dig themselves into a hole.  (Pham, J., Bello, A. and Barry, B., 2018 

& Wendover Productions, 2018) 

 

7.3 Negative impact on Zambia 

For instance Zambia. Zambia is not able to pay back their debt to China. Thus new 

terms to pay them back are being negotiated. The state-owned energy company called 

ZESCO is being tipped to be taken over by a Chinese company. ZESCO applies 

electricity to about 80% of households in Zambia. In addition, some reports claim that 

the Lusaka International Airport is to be handed over to China. This is all in addition to 

all the copper, nickel and coal mines that are already run by Chinese companies. Some 

reports shed a positive light on the situation such as, but Chinas presence is seen 

there too. Zambia’s state-owned TV and radio news channel ZNBC is already 60% 

Chinese owned. This has resulted in topics like the ones seen in figure 5 below, which 

try to cover up these facts with ‘’good news’’. These factors have resulted in many 

sources claiming China is not doing this to help the countries it lends to, but 

controversially solely for personal benefit. Zambia is acting like a warning to the 

countries receiving Chinese aid whereas projects like the prior mentioned ones such as 

Kenya’s railroad and such act as an example. (Wendover Productions, 2018) 

 

Figure 5 – Clip of an article from ZNBC (Jere, 2018) 
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7.4 Opportunities and Chinese commodity consumption 

Investors have also been given more opportunities to be a part of the Chinese industry 

with Chinese exchanges opening several tradable derivatives to the world with the 

opening of the Shanghai International Energy Exchange and iron ore futures on the 

Dalian Commodity Exchange for instance. The important fact about this is that it is 

open to the world. Commodities have been allowed to be traded within China for a 

while now, but with their efforts to compete with the crude oil prices and be able to 

have a more extensive influence on its price is of significant importance. It is a first step 

for China to open more of their tradable derivatives to the world later seeing them gain 

massive advantage for their economy since they use substantial amounts of several 

commodities compared to the world, thus a primary reason Chinese global investment 

was covered in previous parts of this thesis. China alone has about 19% of the world’s 

population, yet uses half or more of the worlds cement, nickel, coal, copper and steel 

and 47% of the worlds aluminium and pork as shown in figure 6 below. China has clear 

interests in having more control over these commodities too, and therefore these 

efforts are justified. In addition, Chinas pursue of making the yuan a global currency, by 

further internationalising it through the opening of the markets to the world. (Ro, 2018 & 

Desjardins, 2018) 

 

Figure 6 – Graph representing Chinas share of consumption of provided commodities 2017 (Desjardins 
2018) 

 

7.5 What can be expected? 

Already in the past three years futures brokerage fee income of the five largest H-share 

listed Chinese brokers in aggregate have risen by an average of 28% per year, and 

with the opening of the markets, this trend is expected to continue, possibly in even 

more impressive numbers. In addition, Bloomberg’s Intelligence expert analyst Sharnie 
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Wong stated that “However, overseas exchanges including SGX, CME, ICE and HKEX 

could lose volume market share. Citic Securities operates the largest futures company 

in China, and we expect gross futures fee contribution to revenue to rise to 6.6% by 

2020, up from 2.5% in 2017. SGX earned 10% of revenue from iron-ore derivatives as 

the largest offshore market outside of China. HKEX generated 11% of revenue from 

commodities in 2017. ” This indicates estimations of negative impact on other 

exchanges. These are numbers that can easily be used to compare the effect the 

opening of the markets in China can have on the rest of the world. 

 

The three previously mentioned commodity derivative burses (SFC, DCE and ZCE) 

already rank among the largest in the world. As seen in Figure 7 SFE is the world’s 

leading when it comes to trading volume in a number of contracts and that DCE leads 

in notional value. At this point, it is already safe to conclude that China is not stepping 

into the world commodity markets as a total newcomer trying to build from scratch 

using the aid of massive financial aid. No, Chinese commodity exchanges are already 

part of a dominant group and looking to reassure their dominance and aim even higher. 

(Bloomberg Intelligence, 2018) 

 

Figure 7 - Top five exchanges by volume and category, 2017, (World Federation of Exchanges,  
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8 Crude Oil 

8.1 Estimates 

Crude oil futures tradable by foreigners were launched on the Shanghai International 

Energy Exchange by China on March 26. 2018. Reasons behind this have been 

previously mentioned, but one of the most outstanding reasons is Chinas objective to 

have more influence over the price of commodities it is very dependent on. Becoming a 

price maker instead of a price taker of a commodity it imported about 420 million tons 

of in 2017. In addition, as quoted directly by Daniel Ren from SCMP, "China’s crude 

contract aims to offer companies in the real economy a hedging tool, which can better 

reflect market conditions in the Asia-Pacific region". (Ren, 2018) 

 

China wanting to set a benchmark in their region and ultimately globally is not new. 

Other exchanges have launched new contracts and futures, hoping that they could 

dominate the market and become the benchmark when it comes to a commodity 

pricing. Most often, these exchanges have failed to generate enough liquidity and 

movement and thus have failed in becoming a benchmark. China has carefully 

prepared and believes to have and be able to provide what many believe is required to 

create a well-rounded futures contract. Hilary Till, a research associate at the EDHEC 

business school risk institute, conducted valued research on the topic that is often 

referred to now by experts. It states that “The contract must fulfil a commercial need for 

hedging. It must succeed in attracting a pool of speculators. And public policy must not 

be too adverse” (Till, 2014). These are all subjects that China has taken into 

consideration before opening their commodities. 

 

Hedging is one of the forefront reasons the contracts are put forward. China believes 

that it can attract a massive amount of traders and such, due to the already worldwide 

interest in China and its economy, and interest in investing in it as well as the 

speculations of China becoming an economic world leader. Lastly, China has taken 

multiple steps to avoid adverse situations and to ease transactions and involvement in 

the Chinese economy. Other steps than in their commodity market have been taken. 

China’s often criticised very closed economy has taken a turn. Foreign investment has 

been opened up in many other industries and caps such as majority owning caps on 

foreigners have been removed, giving foreign investors the opportunity to gain the 

majority owning status in certain companies. In addition, announcements on caps of 

foreign ownership to be removed in the future have been made. Brokerages and 

insurance companies will be lifted in 2021 and car manufacturers in 2022.  
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One would believe the contract to open Chinese crude oil markets to the world could 

challenge other exchanges. Daniel Ren, author for SCMP and expert in China's 

economic activities, business operations, markets and social development, wrote, “The 

new contract could technically challenge the dominance of the current global 

benchmarks, including the Intercontinental Exchange’s London-based Brent crude oil 

contract and the New York Mercantile Exchange’s West Texas Intermediate.” (Ren, 

2018) Since any form of a rivalry has been set down but, it is only a result of basic 

reasoning that although not created to rival anyone, still through its success can 

naturally have an adverse effect on competitors. (Ren, 2018) 

 

Traditionally the crude oil market has been dominated by the Chicago Mercantile 

Exchange (CME) and the Intercontinental Exchange (ICE), both from the United 

States. Trading volumes will probably be diverted from these two among others. If such 

a trend continues, in the long term China will be challenging current global pricing 

benchmarks. Not only will CME an ICE be affected, but so will the U.S. dollar in the 

global financial system.  As previously mentioned, China's strive to make the yuan a 

global currency will be further boosted with the likeliness of most Chinese crude oil 

traders, for example, refineries, to shift entirely to yuan-based crude oil and its futures. 

Prior analyses estimated the opening to boost local brokers’ revenue, due to the 

increased volume of trading which, in itself would already boost the economy even 

more.  To encourage foreign investors, China has decided to remove income tax for 

the first three years.  

 

In the benefit of the United States, some foreign traders might be put off from entering 

the Chinese crude oil market due to many reasons. Firstly, China has shorter trading 

hours in comparison to the United States. In addition, different trading habits and terms 

might not be suitable for foreign traders — for example, the requirement of settling in 

physical delivery only plus a higher storage rate on delivery. The risk and fear many 

have of Government interference and unpredictability. Lastly, the CME, ICE and the 

United States are expected to take steps to try to handle the situation although it might 

be too big of a task. To make it worse current sanctions on Iran by President Trump is 

creating a sort of boom in the Chinese crude oil market. Already, trade in the Chinese 

yuan-denominated crude oil has jumped since Donald Trump pulled the United States 

out of the Iran nuclear deal. 
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8.2 Results 

As for starters, China’s opening of their oil trading markets and futures to foreigners 

has arguably been a success. Results are only short term, but they have set a strong 

basis for a long-lasting establishment in the global market. Within under half a year 

from launching to foreigners (from March 26th to September 1st) the Shanghai medium 

sour crude futures contracts have taken a 7% market share while the ICE Brent stands 

at 41% and the CME WTI at 51%, pushing crude from the United Arab Emirates to 

under half a percent. This is also a success in comparison to the Dubai crude that was 

launched in 2004 and was set to become a middle-eastern benchmark, yet stands at 

under a per cent of the current market share of crude oil.  On the launch month, the 

Shanghai crude was already pushing over 14% of the market share, but that was 

obviously due to the initial offering, 

excitement and interest of the contracts. 

With less active futures months ahead SIEE 

official stated that they would be looking to 

taking examples and trying to reproduce 

schemes such as the CME and ICE do to 

attract more interest. The figure beside 

shows how Shanghai’s September contract 

performed in comparison to WTI and Brent. 

Shanghai claimed over 20% of the market 

share when it came to September contracts 

solely. It clearly states a definite presence, especially in the future, if they manage to 

produce similar offering in multiple months. They also stated that they are seriously 

listening to demands and advice from investors to better suit and provide them with the 

right service. The sources declined to be identified, as they are not authorised to speak 

to the media. This still shows flexibility within the market and an evident strive to 

continue growing. (Ripple, 2018) 

September 2018 Crude Oil Futures Contracts

Exchange Open Interest Trading Volume

Shanghai 11181 55635

ICE 232841 133692

CME 239502 78704

Total 483524 268031

Shanghai 2,31 % 20,76 %

ICE 48,16 % 49,88 %

CME 49,53 % 29,36 %

Figure 8 - Chart showing the open interest and 
trading volume of SIEE, ICE & CME crude oil 
(Ripple, 2018) 
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Figure 9 - Graph of crude oil future contracts in millions (Gavecal Research, Evans 2018) 

Figure 9 above shows the crude oil futures market share when comparing WTI, Brent 

and Shanghai crude. It shows what kind of an effect the Shanghai crude and its 

September contract had on WTI and Brent when it comes to trading volume. We can 

see a dip for both WTI and Brent, though we can also see it rising quickly after. This is 

probably mostly due to the lack of contracts after the September contract. Shanghai 

does have contracts available that expire in the months between September and 

December, but they are clearly more limited than their “two major offerings”.  

 

In figure 10 above, we can see the open interests and trading volume of Shanghai’s 

initial September contract. The figure indicates that although many believe it to be a 

Figure 10 - Open interest & trading volume of SIEE September Contract (Ripple, 2018) 
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success because of it being the first and the initial interest around it, the contract 

generated an increasing amount of interest and trade volume until August. Even 

proving that many waited for initial results before investing in it after it showed to be a 

success. (Evans, 2018 & Ripple, 2018) 

 

 

Figure 11 - CME 2018 stock price until 8th of November. 

 

Figure 12 - ICE 2018 stock price until 8th of November 

When comparing the stock price of both CME and ICE, we can only speculate if 

China’s opening in the crude markets had any effect on them. In the figures above, we 

see both CME and ICE stock prices from the beginning of 2018 until November. Both 

stock prices take a dip during May, which is the month when the Shanghai International 

Energy Exchange opened their crude oil contracts to international traders. Otherwise, 

both stocks have been on the rise since the beginning of the year although, the ICE 

stock has been clearly more volatile. 
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Although China will be continuing their efforts on gaining more market share and 

become a true global benchmark in the crude oil future markets, there is a slight 

downfall ahead. Most of their market share activity is surrounded by their initial 

September contracts that were established to kick-start the foreign opening, and the 

upcoming December contracts have less friction, thus the efforts to take examples from 

the other benchmarks. As we see in figure 13, where the red line represents the 

interest in the 

September contract, the 

orange line represents 

the interest in the 

December contract over 

and the blue columns 

representing the total 

interest. It is easy to see 

how influential the 

September contracts 

are and how much 

China and the SIEE 

have to learn and work 

to continue to produce challenging futures contracts to cement their place as an Asian 

benchmark. In addition, Chinese investors tend to choose a certain month when they 

trade, and this causes fluctuation in the monthly activity and as a result in short-term 

market share statistics. In the short term, Shanghai is expected to aim to generate 

more liquidity across the front months to set a basis for less active months. CME and 

ICE both practice this and it is commonly claimed that this helps lure hedge funds and 

other major financial players and investors who enjoy trading month by month.  

(Meng and Mason, 2018) 

9 Iron Ore 

9.1 Second commodity opening 

Iron ore derivatives are a very new tradable future in comparison to the other metal 

commodities. Iron ore futures only came into existence in 2009. This is considered new 

compared to gold futures, which have been traded for over 35 years, and copper 

futures that have been traded for about 140 years. Iron ore is one of the main 

components when making steel. Linking this to China is once again China’s massive 

and still growing economy and infrastructure. China is the largest importer of iron ore at 

Figure 13 - Interest in SIEE September & December contracts (Meng & 
Mason, 2018) 
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about 21% of the world’s imported share. China also consumes close to 50% of the 

world’s iron ore supply, once again in similar ways as crude oil proving to be a valuable 

asset for the country. Iron ore futures tradable by foreigners were launched on the 

Dalian Commodity Exchange (DCE) by China on the 4th of May 2018. After analysing 

the importance of crude oil and reasons why China decided to open their markets up to 

foreigners in crude oil, it becomes easier to understand why China has done so with 

iron ore also. 

 

Iron ore clearly being a massive part of China’s growing economy, it is increasingly 

important for China to gain more control over the pricing and availability of the 

commodity. Unlike crude oil, Chinese iron ore’s global pricing is set in China, not New 

York or London. The approach is thus different, although the primary driver is to have 

more control. Iron ore is also considered to be a commodity with huge potential trading 

wise since the derivative market of iron ore is only at about 28 times the physical 

market. This sounds huge, but in comparison to gold and copper, there is potential 

growth to be found. Both gold and copper have an about 80 times bigger derivative 

market to their physical market. The derivative market for iron ore will likely grow due to 

hedging needs and the rise in speculative participants and traders in the market. 

 

These speculative participants and traders will be driven towards iron ore derivatives 

due to its increasing involvement in the development of countries such as China, and 

thus more data and information based on the use, offering, demand and usage of the 

commodity will be available. Some professionals in the iron ore industry have criticised 

the increasing involvement of speculative traders, indicating that iron ore producers 

and consumers should have the major share of involvement in trading iron ore. Already 

before the opening to foreigners directly, speculative traders and the derivative market 

has produced price swings, that might be of interest to the speculative traders, but 

have caused particular problems for physical traders. China is looking to create a 

positive snowball effect. Having more global players on the DCE will most likely result 

in increased liquidity and more efficient pricing, which then should also help physical 

traders. On the other side, it will most likely be easier for foreign traders to be involved 

in arbitrage and take advantage of price movements between Singapore and DCE.  
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Figure 14 - Iron ore traded volumes on DCE vs Singapore Exchanges ( Xu & Serapio 2018) 

As CME and ICE will likely feel the presence in China’s open commodity markets when 

it comes to crude oil, Singapore will feel it directly when it comes to iron ore. The city-

state of Singapore is commonly known as the trading hub for when it comes to iron ore. 

This might come as a surprise since China has a massive market compared to 

Singapore, and as previously stated China sets the benchmark for iron ore trading. 

Singapore is still considered a hub due to its easy foreign availability compared to 

China previously. This is set to change now. For Singapore, it is an about 100 billion 

dollar yearly industry and thus a hugely important industry for Singapore. Furthering 

Singapore’s woes the Dalian Commodity Exchange also have the largest liquidity pool 

being the most active iron ore derivatives market in 2017 (before the opening of the 

market to foreigners). In 2017, around 330 million tonnes of iron ore was traded on the 

DCE. This is approximately 26 times more than the 13 million tonnes traded on the 

Singapore Exchange the same year. Unlike China’s crude oil trying to set a 

benchmark, China’s iron ore has been and will be one for a long time due to its sheer 

volume of it. As previously mentioned, there is still a lot of potential growth in the iron 

ore derivatives markets. Thus while China will be probably reaping off SGX’s current 

customers, there is still a sizeable untouched pool that can be activated. In a worst 

case scenario for China’s competition, the untouched pool will only enter China’s 

markets, though smaller markets such as the SGX might be able to offer quicker 

transactions, deliveries or better prices, much like in the corporate world when it comes 

to small and large businesses in the same industry. 



24 

 

 

9.2 Results 

First signs of major effect of the opening of the DCE to foreigners are already to be 

seen at a reasonably large extent. A report gathered by Bloomberg and written by the 

unnamed “Bloomberg Intelligence” states that  “Average daily volume of Singapore 

Exchange’s (SGX) iron-ore futures contract has plummeted from year-ago levels since 

China’s market opened to overseas players on May 4. Average daily trading volume of 

SGX’s”… “Iron Ore Futures fell to 33,404 contracts in June, down 35% from an 

average of 51,324 through April. This compares with DCE’s 37% surge in iron-ore 

trading volume over the same period.” (Bloomberg Intelligence, 2018) The report 

shows how in only a matter of months China and the DCE have managed to entirely 

turn the market to their favour. This also shows the promise and interest shown 

towards the Chinese economy as increasing amounts of investors are looking into 

ways of investing in China as well as benefiting off its currently healthy markets. On the 

more negative side, this is a very worrying factor to Singapore. 

 

 The city-state of Singapore, although filled with multiple business opportunities, is in a 

state of unknown. Singapore has become the hub when it came to iron ore trading. It 

started as a fuelling station for the iron ore carrying cargo ships but quickly started to 

modernise the pricing system of the iron ore market. This all started in 2008 and has 

been a significant success seeing how in only ten years it has managed to build a 100 

billion dollar a year industry to really thrive. With this quick elevation to success, 

Singapore has invited numerous amounts of job opportunities to provide services with 

the customer base at this hub entirely. These services included multiple trading firms, 

brokerages and consultancies. Many have moved after job opportunities to Singapore. 

In addition, a large population of people in Singapore rely on these jobs. Seeing an 

approximate 35% drop in iron ore contracts in such a short period of time will put 

Singapore in great unrest. Although direct major job loss effects are yet to happen, if 

and when they will it will cause several problems for Singapore’s government. 

Unemployment, protests, possible poverty since although some offices that might lay 

off people might not all be of high professional qualification, but cleaners etc. will be out 

of jobs and quickly on the streets or such without the financial backing many of the 

other workers in this domain have. Even so, this might result in mass emigration and 
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loss of tax revenues to Singapore, so the threat is large, and it will be in the interest of 

Singapore to handle this situation well. 

 

Global commodity traders such as Glencore, Trafigura and Cargill have already been 

trading Chinese iron ore before the launch of it to foreigners through China registered 

units and interior collaborating companies. Reasons behind this are usually private 

(Glencore and Trafigura having previously refused to comment), but managing director 

of Cargill, Lee Kirk has previously stated that “it is used as a price reference to manage 

their own inventory risk”. Iron ore, especially the Dalian contract has been and is such 

a significant market segment that it makes sense for large corporations wanting to be a 

part of it. Already in 2016, the Dalian iron ore contract was the third biggest in the world 

after, Chinese SHFE, Rebar and NYMEX American, WTI crude oil as shown in figure 

15 below. (Durden, 2016 & Desjardins, 2018) 

 

Figure 15 - Top 20 global commodity contracts 2016 (Durden, 2016) 

China has vowed that in the future more commodities are going to be opened to 

foreigners, such as their soybean contract. Current friction with the United States and 

the Trump administration has imposed its own risks and probably slowed down specific 

processes concerning the currently opened contracts and future ones. It is still an 

ultimate goal for China to take more control on several of its commodity prices, 

especially the major ones. Ultimately, China hopes that opening further contracts and 

keeping crude oil and iron ore open will encourage more investors both physical and 

speculative, but especially speculative ones, to feel more comfortable switching most of 

their trading to China as opposed to the United States. This will produce substantial 

financial and political power over the years if China manages to dethrone the United 

States and others as a trading capital. 
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10 Conclusion 

The goal of this thesis was to further understand the commodity market, and especially 

that of China and it’s current actions effect on other parties involved. Also, a goal was 

to answer the question provided: The background and how will China’s recent efforts to 

open their commodity markets effect related parties? These actions focused mainly on 

Chinas recent announcements of opening both crude oil and iron ore futures contracts 

to foreign traders. The author in his hypothesis chose to focus on the background and 

on what effect both Chinese crude oil and iron ore futures contracts opening to foreign 

traders will have.  

 

The literature review revealed the fact that China had opened crude oil and iron ore 

commodity futures contracts to foreign traders. It also revealed that it most likely will 

have a significant effect on related parties. To get a full understanding of commodities 

and the situation history of commodities were covered along with Chinese commodity 

history separately. This showcased the longevity and importance of commodities and 

its trading to the world's history. History also showed how current major players in 

relevance to the thesis’s topic area were born and what took them to where they are 

now such as the CBOT and the New York Exchange. The history was incorporated 

with the evolution of modern commodity trading and how it touches us in today’s world. 

Further on, China’s commodity history was covered to better link the main subject with 

the history of commodities and to round up the subject to the current setting. This 

chapter showed how although historically commodity trading has been around for 

hundreds of years, actual Chinese commodity trading is relatively new, only starting in 

1990 when the Zhengzhou Grain Wholesale Market was established in Zhengzhou. 

Significant steps in the Chinese economy ever since have led its commodity markets to 

where they are today.  

 

A current setting of where China stands globally was analysed, trying to show where 

China stands economically, financially and politically and why recent news outlets 

describe China in certain ways to the public. A general image has been drawn out 

about China, some more drastic than others, but this chapter was made to from an 

unbiased perspective show what actions China has done in the recent history to create 

a particular image for itself. These actions were circled around recent Chinese 

involvement in Africa and Brazil as well as how it has internally changed and had to re-

establish workforce and financial players interiorly. Investment and projects such as the 

railroad in Kenya from Nairobi the capital to Mombasa, the biggest Kenyan port city, 
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have been revolutionary for Kenya and shed a lot of positivity around China. On the 

other hand, Chinese involvement with Zambia has mainly been criticised. China 

handing out interests that Zambia has not been able to repay and thus China taking 

control over multiple Zambian economic assets such as their largest power supplier 

and main media platform, which has put Zambia in challenging circumstances in 

regards to their future has been a focal point. 

 

Current Chinese commodity involvement was thoroughly analysed. How much China 

uses, produces and imports commodities was a broad topic. Interesting facts about 

Chinese commodity use were filtered out, such as the fact that China, with 19% of the 

world's population, uses 47% or more of the worlds cement, copper, pork, steel, 

aluminium, nickel and coal. Also estimates of about 420 million tonnes of crude oil 

being imported to China in 2017, further show Chinas massive involvement in the 

global commodity markets. While analysing these facts along several others, it 

becomes increasingly clear first of all why China wants to be more involved with the 

global pricing and activities surrounding commodities, and secondly how giving that 

they are already such a force when it comes to commodities. 

 

China opening their crude oil and iron ore commodity markets and their futures 

contracts to foreign investors and how it is and could effect involved parties is a central 

point in this text. Chapters covering both in depth were provided. The Chinese crude oil 

markets opened up on the Shanghai International Energy Exchange (SIEE) to foreign 

investors on the 26th of March 2018. Immediate effects were to be seen in the increase 

of activity in Shanghai’s markets, as well as slight decreases in ICE Brent and CME 

WTI crude, although the following months were less visual due to the lack of contracts 

available at the SIEE since shanghai currently only had September and December 

contracts, whereas ICE and CME have monthly contracts. Reasons why and future 

ambitions, as well as speculative presumptions based on research on how China will 

proceed in the future,  were made. The same analysis process was made for Chinese 

iron ore. China opened their iron ore commodity market and its futures on the Dalian 

Commodity Exchange DCE to foreign traders on the 4t of May 2018. Although, certain 

corporations such as Glencore etc. have been able to be involved through partnering 

Chinese companies. China opening their iron ore commodity and futures to foreign 

traders has already had a considerable effect on Singapore. Singapore previously 

being the hub of foreign trade in the iron ore commodity industry, yet occupying only a 

fraction of it in volume compared to China provides a major factor in what might be a 
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catastrophic situation for Singapore. Within the first month while the DCE iron ore 

activity went up by over 35%, it also went down by around 35% on the Singapore 

exchange, and for a city-state that relies a lot on their iron ore involvement these are 

considerable numbers.  

 

Concluding, China, although already proven, still has a lot to prove to reach where it 

looks like it wants to be going. Currently, in the commodity market, they are heading in 

the right direction. Interiorly they have managed to mould their country away from being 

a developing country but instead are slowly considered a well-developed country with 

the aim and powers to become a global leader as the United States is currently often 

tagged as. Anything China does financially will have considerable effect, and this is 

well seen in their commodity opening process, which is not over, with future plans of 

opening further commodity markets and their futures contracts to foreigners. The effect 

it already has managed to have with only two commodities within less than nine 

months is impressive. Throughout this report, many aspects were analysed, but many 

factors were also presumed and speculated through professional opinion. This is 

largely because this is probably only the beginning of what is to come for Chinese 

commodities and is a largely ongoing subject. In conclusion, the author was correct on 

the sheer fact that there is a significant effect on surrounding parties on Chinas current 

commodity activities and the opening of their crude oil and iron ore commodity markets 

and their futures contracts to foreigners.  

11 Future research opportunities 

This transfers easily to what can or should be researched later on the basis of this 

report. As previously mentioned China is looking in to opening more of its commodity 

markets to foreigners and giving the power China has already proven by both crude oil 

and iron ore these are surely subjects worth looking at. In addition, a continuing of this 

report in such is a subject for the future since the author of this report has been 

hindered from certain information, due to the pure fact of how young of a subject 

certain parts of this report is. Thus, what might happen in the coming years might be of 

a lot of interest for future authors and individuals looking in to further investigating 

related subjects. Finally, a different point of view on the subject would potentially 

provide a good topic. For example, Singapore and how it is handling Chinas ever 

bigger presence and how it planes to deal with it, or to compare China trying to be a 

crude oil price benchmark with those efforts of the Dubai crude and how it didn’t work 

out. 
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