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Abstract

With the development of our economy, China has an increasingly demand for
bulk commodities and becomes a net importer of many bulk commodities.
However, China has little control over bulk commodity pricing and has to
passively accept the prices, which damages the interest of our country badly.
Adding the RMB to the SDR is the new start of internationalization of RMB,
and brings the new opportunity for controlling over bulk commodity pricing.
Based on a large number of the existing literature, this paper first takes point
of view in the opportunities and challenges of the join of RMB to the SDR,
then analyzes the mechanism of the bulk commodity and the situation of lack
of bulk commodity pricing. Finally, this paper summarizes the internationali-
zation strategy of RMB under the background of commodity pricing power
and the influence of RMB entry into SDR on the pricing power of commodi-
ties in China.
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1. Introduction

On December 1, Bejing time at 1, the International Monetary Fund (IMF) for-
mally announced RMB into Special Drawing Rights (SDR) basket; the new SDR
basket will take effect on October 1, 2016. In the future, RMB will be the fifth in-
ternational reserve currency in addition to dollar, euro, yen and pound and the
proportion is up to 10.92%. RMB accession to the SDR basket is of strategic sig-
nificance for China’s economy and world economic development. The interna-
tionalization of RMB is making the yuan a world currency and must enlarge for-
eign circulation of RMB. There are three standards: First is the overseas circula-

tion; second is the financial products denominated by RMB that become main
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investment tool of international financial institutions; third is the proportion of
RMB for payment in international trade. At present, the currency in the SDR
currency basket has a relatively greater influence on the international market.
After the RMB is added to the SDR, it will play a very important role in the
whole international market, just like other internal currencies. Joining the SDR
fundamentally represents that the world economy and society are beginning to
recognize the growing economic influence of China and to enhance confidence
in the RMB in the international market. The SDR currency is generally regarded
as a safe haven currency (safe haven currency is also called hedge currencies,
which is not susceptible to political, war, market fluctuations and other factors
that can best avoid these risks. It is a relatively stable currency that is not easily
depreciated.), a status that the private and the public sector within the interna-
tional community are beginning to increase its use of the RMB.

According to relevant statistics from China’s customs, as of 2013, industrial
raw materials, agricultural products, chemicals and many other important
commodities in international trade have become the world’s most important
importer, and the degree of dependence on foreign trade is rising year by year.
Buy low and sell high has become Chinese economic pain; the product profit is
very low, and most of the profits are exploited by foreign manufacturers. By
contrast, prices of raw material and resources fell year after year on the basis of
China’s main export products; low price competition in export trade becomes
more and more fierce. As the representative of rare earth, coke, silk, and Chinese
medicine, while the export scale has increased, the unit price of exports has con-
tinued to decline. In the visible future, China’s demand for commodities, espe-
cially resource products, will continue to increase, while fluctuations in com-
modity prices affect China’s economic development. On the macro level, com-
modities are in the upper position in the entire economic chain, and rising pric-
es will lead to raw material pull inflation, triggering livelihood problems, and
pose a threat to the country’s political and economic security. On the micro lev-
el, high buy and sell low greatly compressed the profit margins of enterprises,
leading to enterprises have to lower R & D costs, delay the pace of industrial up-
grading, and reduce the overall competitiveness of related industries. Not only
endanger the sustainable development of the industry, but also bring adverse ef-
fects to the macro industrial layout of our country. In such a background, re-
search how to strive for the international commodity pricing, is of great signi-
ficance to the development of related industries and survival.

The internationalization of the RMB and fighting for international commodi-
ty pricing has a complementary relationship. For example, on the one hand, our
objective is to hold dollars through our exchange for the commodity. It can be
seen that the pricing of commodities is very important for the dollar to achieve a
world standard currency. We can say that it is the dollar standard now. On the
other hand, we think that the commodity is now the world standard currency,

and the reason why the dollar can become the world standard currency is the
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essential reason for the commodity pricing right behind the US dollar. On the
road of internationalization of the RMB, striving for commodity pricing is a
major project, and how to use the existing RMB internationalization opportuni-
ties, a good platform after the entrance of SDR, strengthen the RMB in the in-
ternational capital market position, seek benefits in international trade, strive for
a certain commodity pricing right is the focus of this paper.

Ahmet E, Kocagil (2004) studied the daily convenience earnings performance
of six commodity markets. Baillie R T, Booth G G, Tse Y, and Zabotina T (2002)
compares Price discovery and common Factor models for the price discovery
function of different markets. Nick Ronalds, Wang Xueqin (2006) pointed that
the preparatory work of stock index futures has been gradually improved, and
the timing of the introduction of the stock market has matured. In the coming
year, this innovative product is expected to become an important label in Chi-
na’s financial market. Ronalds, Wang Xueqin (2007) said, For a long time, China
has been the world s largest commodity producer, consumer and importer, but
the number of the advantage is difficult to translate into a price advantage. How
to fully develop the domestic futures market, form “the Chinese price’ is to en-
hance the China in key global commodities domain influence step. Rentzler joel,
Tandon Kishore, Yu Susana (2006) researched the Short-term market efficiency
In the futuresmarkets and commodity market. The topic of RMB internationali-
zation has been widely studied, But few people have studied the impact of com-
modity prices on the pricing of commodities from the perspective of the interna-
tionalization of the RMB.

2. The Opportunity and Challenge of RMB'’s Entry into SDR
2.1. Opportunities

The RMB was included in the “basket of currencies” (Basket of currencies refers
to a combination of exchange rate of foreign currency as the set of reference, a
foreign currency account for the proportion of the portfolio benchmark for the
importance of foreign currency is usually in the country in international trade, is
a set of currency currencies according to certain proportion of.) is an important
milepost of RMB internationalization, reflects China globalization efforts and
irreversible, is of great significance to the promotion of the international mone-
tary system reform, Adding the RMB to SDR will make the realization of inter-
national development, and constantly improve the international status of RMB,
ensure its transformation into a true international currency; and the renminbi is
added to the SDR for the present stage of cross-border trade settlement, invest-
ment has irreplaceable function. China’s iron ore, oil and a series of internation-
al commodity pricing above has more sufficient right to speak. It can reduce the
cost of borrowing abroad in our country, to ensure the Chinese company
achieved overseas expansion, rising global demand for real Renminbi. Finally,
the currency basket will form a mechanism of force, force a reform of finance,

Chinese financial system will be able to get more and more open.
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2.2. Challenges

RMB is added to the SDR also brings certain risks and challenges, therefore we
must toanalysis rationally and think seriously. From the perspective of economic
development, Chinese financial system is not mature enough, did not reach the
United States and other developed countries with more advanced level, lack of
regulatory capacity and channels to avoid the risk, and the two-way capital vola-
tility will make liquidity management of central bank has more challenges.
Moreover, the RMB accession to the SDR also indicates that the RMB needs to
bear more external pressure, and we should be able to maintain the relative sta-
bility of the ratio, the continued appreciation of the space. From a political point
of view, the RMB was incorporated into the SDR, marking the beginning of
sharpening relations between China and the United states. SDR is a super sove-
reign currency, marks the dollar will lose its unique position in the world’s main

reserve currency.

3. Strategy under the Commodity Pricing Power
3.1. Pricing Mechanisms for Commodities

The international pricing power of commodities means that in the international
trade of commodities, whether a country has the ability to influence the price of
the trading target and how much can affect the final transaction price of the
subject of the transaction. Broadly speaking, the ability of international pricing
refers to the impact of commodity prices in the international market, includes
three aspects: one is the ability to influence the contract price of specific interna-
tional trade contract negotiations; two is the ability to influence international
benchmark prices in the international pricing under the framework of the exist-
ing rules; the three is to develop the ability to modify the current international
pricing rules. In reality, the United States has mastered the pricing power of
most commodities, because the American commodity futures market developed
earlier, and now has formed a complete international futures market. The pric-
ing mechanism of commodities is to determine the price patterns of commodity
import and export trade, including the generally accepted pricing rules and ref-
erence benchmark prices by both buyers.

Through the international commodities futures market pricing has gradually
formed different types of commodities and futures market based pricing. The
basic metals such as copper, aluminum, lead, zinc, tin, nickel prices mainly by
the London Metal Exchange (LME). The soybean, corn, wheat and other agri-
cultural products prices in Chicago commodity exchange (CBOT) as the
benchmark price. Crude oil and other energy prices depends mainly on the New
York Mercantile Exchange (NYMEX) and so on. Futures trading helps to find
commodity prices, but it also exacerbates commodity price volatility. The futures
market is active and has the function of price discovery, which is beneficial to
increase market transparency, improve the efficiency of resource allocation and

transaction efficiency. However, due to the increasing financial nature of futures
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trading, the speculative factors of international commodity prices are becoming
more active, which has aggravated the fluctuation of international commodity

prices.

3.2. The Absence of Pricing Power of Bulk Commodities in China

“China’s pricing system in the international trading system has almost col-
lapsed,” commerce ministry spokesman Yao Jian said bluntly in 2010. “A major
problem facing China today is the absence of pricing power for commodities.”
Our country is an important participant in the global market, and even become
the world’s first buyers in some commodities. We have a lot of goods is a rigid
demand, rather than the influence of demand is much smaller. Because of the ri-
gid demand, we can only in a small range of the price on the price, and do not
have pricing power. Not only we lack of commercial strength, but also the lack

of financial development. Our enterprises can only fight alone.

3.3. Reasons for the Lack of Pricing Power of Bulk Commodity

Lack of consideration of commodity pricing. For example, China is the world’s
largest reserves of rare earth, the largest export country, rare earth industrial re-
serves of 36% of the world, production accounted for 97% of the world. Rare
earth products are important strategic resources in high technology and interna-
tional competition. Their reserves are relatively concentrated, and have the ad-
vantages of natural monopoly. However, the tendency of China’s policies to earn
foreign exchange and attract foreign investment, the management of export qu-
otas is very loose, leading to the excessive exploitation of rare earth resources,
excessive export of rare earth, disorderly competition, and lower prices.

Monopoly control. In the case of soybean, the current soybean international
trade mainly for four grain ABCD (ABCD, the A A (Archer Daniels Midl) B
Bangee (Bunge), C (Cargill) D, Cargill, Louis Dreyfus (Louis Dreyfus) control).
For the sake of pricing control strategy and the pursuit of excess profits, several
dealers strategic implementation of the whole industry chain covering upstream
to downstream to soybean production and enterprise. Through mergers and ac-
quisitions, equity participation, allocation of funds, providing agricultural loans
and other means to cover upstream production links, buyout sales rights to the
downstream, now the 90% South American soybean grain control in these big
hands. Because of the large dependence on the foreign trade of soybean, the en-
terprises in our country lose seriously if they don’t buy the corresponding soy-
bean.

Immature financial derivatives. Compared with the developed countries in
Europe and America, China began to open the financial derivatives market from
1990. It was marked by the establishment of the Zhengzhou grain wholesale
market. At the beginning of China’s opening of the financial derivatives market,
the futures contracts based on floor trading were the main ones, while our coun-
try lacked a healthy and transparent market environment, Not only did not play
arole in price discovery and risk avoidance, but exacerbated by financial risks.

DOI: 10.4236/jfrm.2018.71009

143 Journal of Financial Risk Management


https://doi.org/10.4236/jfrm.2018.71009

T. Wang

Speculation by international hedge funds. The international fund-Red kites,
Goldman Sachs and JP Morgan investment bank conspiracy to purchase a large
number of LME warehouse inventory, spot market caused by the scarcity of re-
sources, and carried high premium, the price of LME cash in July and March
showed back structure. After selling up the spot, the fund buys the futures con-
tract in the long term, and then when the contract expires, the futures will be
converted into stock. Such repeated operations, and constantly raise savings by
raising the profits, our enterprises in the import of copper concentrate and ca-

thode copper had to pay higher costs.

4. The Influence of RMB’s Entry into SDR on the Pricing
Power of Bulk Commodities

Over the past ten years, the internationalization of the RMB development
process is the primary feature of policy driven, are external pressure forced re-
sults. For example, the reform of exchange rate formation mechanism was in-
itiated in 2005. From the yuan intends to join the SDR, China government began
to foster the offshore renminbi market. Mainland financial institutions started
RMB bond market in Hongkong in 2009; The central government implemented
Renminbi qualified foreign institutional investors (RQFII); Recently, The Belt
and Road will continue to expand the use of the renminbi in cross-border lend-

ing and cross-border securities trading.

4.1. The Exchange Rate Risk

With the internationalization of RMB, it will reduce the risk of exchange rate
and promote the development of China’s international trade and investment. In
particular, the cross-border flow of RMB cash in the real economy, such as bor-
der trade, has eased the shortage of means of settlement in bilateral exchanges to
some extent, and promoted and expanded bilateral economic and trade ex-
changes. In this process, “the introduction of transitional link” to “go out” to let
the market transaction mode is gradually recognition at home and abroad, a
large number of foreign customers through cross-border settlement can be di-

rectly involved in the domestic commodity trading market.

4.2. Transactional Model

At this stage, the unique domestic resources of the commodity trading market
are traded in the market. The international trade mode, risk control, transaction
settlement and other aspects will be more standardized, more international rec-
ognition. The unique products China through market circulation directly to for-
eign countries, not only conducive to the rapid consumption of excess capacity

Chinese, there is conducive to the formation of Chinese special resources right.

4.3. Assets Valuation

In the early expansion of the rectification, the domestic commodity trading
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market gradually on the right track. In the trend of internationalization of the
RMB, the domestic commodity trading market can not only be based on the
domestic, but also international development vision. In the settlement of funds,
after the internationalization of the RMB, foreign trade and investment can be
denominated and settled in domestic currency, which greatly reduces the ex-
change rate risk and promotes international trade. Commodity trading market
should be clear direction of development, in compliance with the premise of de-
velopment, with the internationalization of the RMB, and gradually toward the

international.

5. Strategic Suggestions for China’s International
Commodity Pricing Rights in the New Era

5.1. Accelerating the Pace of Internationalization of RMB

Throughout history, why the developed countries’ futures exchange can become
the pricing center of some commodities in the world, there are many reasons,
but it is undeniable that the futures settlement currency plays a very important
role. For example, CME, CBOT, and LME all use the US dollar, the world cur-
rency as the settlement currency. Our country wants to obtain the international
pricing rights of commodities, whether the RMB is stable, whether it has been
accepted and approved by other countries and whether it is convenient to use in
international settlement plays a crucial role. Because of the country’s control
over the exchange rate, the RMB can not be freely convertible, which greatly
hinders the internationalization of RMB. President Xi took office, and accele-
rated the process of internationalization of the RMB, the internationalization of
the RMB positioning national strategy, and adopted corresponding measures.

Such as expanding the fluctuation of RMB, from 1% to 2%, and plans to liberal-
ize exchange rate control gradually, at the same time, signed currency swap

agreements with Russia and ASEAN countries.

5.2. Working with Foreign Commodity Enterprises to Complete
the Technology and Capital Output

China is a global industrial country, although it is still in the stage of industriali-
zation, and still have considerable technological advantages relative to many raw
materials supply countries. After thirty years of economic development, our
country has a certain amount of economic reserves. Although it has not yet
completed its transformation from an industrialized country into a capital coun-
try, the accumulation of capital in the early stage is of considerable help to the
present stage, These early accumulation of capital can not just let it idle, but for
our country’s next step of strategic deployment, with the accumulation of capital
into an international physical assets. Exporting our technology and capital to
countries and regions in need, and the areas currently in line with our output
conditions are the targets we should focus on. These areas must have a stable po-

litical system, rich resources, and the lack of adequate funds and technology.
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5.3. Improving China’s Financial System and Establishing Mature
Financial Markets

The commodity market is mainly for pricing of futures contracts, such as the
CBOT soybean futures contracts, LME futures contract. Futures markets are be-
coming more and more widespread, and brokerage firms around the world are
helping to promote futures business. In such a background, the pricing function
of futures market has attracted more and more attention, the domestic futures
market from the domestic pricing center become the international pricing center

has become the inevitable choice of production and consumption of power.

5.4. Bidding for Overseas Resources to Break the Oligopoly

International oligarchs control resources and information, and consider the im-
pact of maximizing the profits of an enterprise through its monopolistic advan-
tage. In order to get the right to speak in the international commercial unit
pricing, China must resolutely carry out the “going out” strategy, obtain overseas
resources and break the pattern of Oligopoly. Japan is a good example of this. In
twentieth Century 50s and 60s, Japan related enterprises began to layout up-
stream resources, and actively participate in investment and development of iron
ore. After 2002-2008 of the economic cycle, China is also aware of the impor-
tance of controlling overseas commodity resources and began a series of mergers

and acquisitions overseas.

5.5. Eliminate Backward Production Capacity and Increase
Industry Concentration

In order to improve the bargaining power of our country, industry integration
must be carried out to improve industry concentration and eliminate backward
production capacity. On the one hand, we should formulate corresponding
backward production capacity elimination plans and environmental protection
plans through administrative means, and eliminate the enterprises with low effi-
ciency, high pollution and high energy consumption gradually. On the other
hand, we should speed up the domestic market reform, encourage mergers and
acquisitions, and integrate upstream and downstream industrial chain. Through
the elimination of backward production capacity, improve industry concentra-
tion, and avoid long outside, is conducive to our centralized control of resources
in the negotiations with foreign countries. At the same time, after mergers and
acquisitions, enterprises can scale into effect, effectively reduce the cost of en-

terprises, and improve the competitiveness of enterprises.

5.6. Setting up a Perfect Commodity Information Service System

On the one hand, the government departments should co-ordinate the planning,
the preparation of various information index for domestic enterprises and in-
vestors as a reference, such as the United States’ non farm employment index,
consumer confidence index, durable goods orders index. The government

should give full play to the advantages of data statistics and thoroughly under-
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stand the real data of various industries and publish them in a timely manner,
such as domestic cotton planting area, weather conditions, the national blast
furnace operation rate, the utilization capacity of electrolytic aluminum and so
on. On the other hand, we should improve our commodity price warning me-
chanism as soon as possible. As the leading trade association, with the support of
the government and enterprise cooperation, in-depth analysis of relevant factors
affecting commodity prices, timely publication of the corresponding data and

information to the community, to avoid playing the business risk and crisis.

6. Conclusion

The commodity trading market will experience “introduction” and “go out”
changes, including trading patterns, market participants, market dealers, varie-
ties, commodity pricing rights and other aspects of qualitative changes. The
trading model of commodity trading market is also in the stage of exploration
and innovation, and it also needs to draw on the successful experience of inter-
national commodity trading market. In fact, the process of internationalization

of RMB and the pricing power of commodities affect each other.
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