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If you are complaining about the high fees, you have a much bigger problem
to worry about on the above example. Being on the wrong side of the trade,
the value of the Long contract dropped 55, 520 from 472,000 to 416, 480.
Adding the two transaction fees, you have just lost 78.7% of the initial
investment of 70,800 yuan over a weekend!

For DCE Hog contract, normal trading price band iswithin 8% above or below
prior—-day settlement price, which is called a “LimitUp” or “Limit

Down” . On Launch Day, the Exchange expanded the limit to 16%,
inanticipation of large volatility of a new contract. And they were right.
TheNovember contract dropped 16% to 24,935, while September and January
contractswere down 12.6% and 15.8%, respectively.

On Monday, January 11, the NOV contract triggers a Price Limit expansion to
19% from 16%, and margin for both hedgers and speculators jumps to 21%,
from 8% and 15% respectively. What does it mean? If you traded one NOV
contract Friday and hold the position, the new margin requirement at the
end of trading day would be increased to 78, 523 from 63, 600. These methods
are designed to calm the market.

However, since SEP and JAN contracts did not reach price limit on the first
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day, their price limited were reset at the normal 8% on Monday. The panic
from Friday rippled down, and resulted in both contracts touching the new
Limit Down. Ironically, while the NOV had a bigger decline at 10.3%, it did
not hit the expanded 19% limit.

On Tuesday, January 12, the daily rules reverted. SEP and JAN contracts
have the expanded 19% price limit and 21% margin, while NOV went back down
to normal 8% limit and the 8%/hedger and 15%/speculator margins. Wow, what
a week. I don’ t recall seeing any new contract hitting so many Exchange
rules at the start of its trading.

So, why have China’s live hog futures tumbled in their early trading days?

Firstly, initial list price of a new contract is set by DCE staff. They
survey the industry to come up with an estimate, which is at best an
educated guess. Industry participants tend to anchor their guesses around
the cash market hog price. It is very high due to African Swine Fever
related hog shortage and high meat demand one month ahead of Chinese New
Year.

Secondly, the front month SEP contract LH2109 corresponds to a low demand
season. Inventory build-up by large producers will flood the market by that
time. The list prices apparently underestimated the degree of changes in
supply and demand. Futures market is where price is discovered. It speaks
the truth when long and short traders risk their own money to put in a
trade.

Finally, hog futures initially tumbled from market correction of the list
prices; and when NOV contract LH2111 reached limit—down on Day One, it
fueled market panic and pushed prices lower and resulted in LH2109 and
LH2201 to follow a limit—down on the second day.
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