





opening up to the outside world in 2006. Chinese finance
would also be involved in international financial market
competition. Then how to grasp favorable status in
international competition becomes vital. Foreign countries
started study on weather derivatives market very early, and
have accumulated rich practice experience, which make
them standing at the favorable status of competition. Though
for us, weather derivatives in financial field is still a new
substance, in order to grasp favorable status in international
financial market competition, we shall grasp opportunity,
positively develop weather derivatives products, accelerate
and optimize domestic financial market system, try to
enhance international competitiveness of domestic finance,
and take full use of late-developing advantages.

VI.  APPLICATION PROSPECT OF WEATHER DERIVATIVES
IN CHINA

The Chinese financial market has four conditions: one is
that an optimizing supervisory system and law and relative
regulation system have been established; two is that the
market has got a batch of mature futures types, such as com,
bean pulp, and natural rubber, etc; three is that the personnel
team engaging in futures market has been standardized day
by day; four is that the futures market is developed stably
and its trading volume rises again stably. For the
development of Chinese weather derivatives, certain
technical conditions are also mature: one is that we have late-
development advantages; two is the meteorological data
guarantee; three is the infrastructural facility guarantee; four
is the professional talents guarantee, etc. Therefore, viewing
from technical data, preliminary conditions for us to
establish derivatives market have been formed.

On the choosing of weather derivatives development
route, we shall promote stage by stage to gradually establish
optimized weather derivatives category system according to
the principle of “from simple to complicated, from low level
to high level, from low risk to high risk”. On the choosing of
weather derivatives types, we may start from the most
fundamental futures, and then promote to trading of option
and swap; on the designing of types, we shall take the most
mature foreign temperature index product as the guide; and
on the market orientation, we shall firstly consider providing
service to certain industries. China is a big manufacture and
agriculture country. Especially, agricultural population
occupies 70% of the total. So the agriculture has huge
demand potential for weather derivatives.

For the development of weather derivatives market, on
one hand, the development of weather derivatives is the
effective way to promote the enhancement of Chinese
productivity and farmer’s income; on the other hand, the
development of weather derivatives could promote the
industries having relation with weather.

REFERENCES

[1] Brockett P.L, M. Wang, and C. Yang, Credit Risk, Basis Risk, and
Weather Hedging [EB/OL], Working Paper, 2003b, University of
Texas at Austin

336

(2

(31

(4]

(5]

(6]

Cao, M., and Wei, J..Weather Derivatives Valuation and Market Price
of Weather [J].The Journal of Future Markets, 2004,24(11):1065 -
1089

Sveca J., and Stevens M., on Modeling and forecasting temperature
based weather derivatives [J], Global Finance Journal, 2007, 18
(2):185-204

Banks Weather Risk Management: Markets, Products and
Applications [M]. Translated by Li Guohua Beijing: Economic
Management Press, 2004

Qi Shaozhou and Ling Ling (Leng) American Weather Derivatives
Financial Instrument Model and Application [J] Securities Market
Herald, 2003 (11), 25-29

Chen Jing Development and Application of Weather Futures in China
[J] Shanghai Finance, 2004, (12):10-13





