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1. General

1.1 Overview of Derivatives Markets

General Regulatory Regime

China’s derivatives market operates under a multi-
sector regulatory regime, where both governmental
authorities and self-regulatory organisations play roles
in maintaining market order. Oversight is divided by
factors such as participant type, product category,
underlying asset and policy objectives.

Specifically, the main governmental authorities are the
China Securities Regulatory Commission (CSRC), the
People’s Bank of China (PBoC), the National Financial
Regulatory Administration (NFRA), the State Adminis-
tration of Foreign Exchange (SAFE), the State-owned
Assets Supervision and Administration Commission
(SASAC) and the Ministry of Finance (MOF). Self-reg-
ulatory organisations include the National Association
of Financial Market Institutional Investors (NAFMII),
the Securities Association of China (SAC), the Asset
Management Association of China (AMAC) and the
China Futures Association (CFA). The specific allo-
cation of duties and functions among these govern-
mental authorities and self-regulatory organisations
is discussed in detail in 3.1.1 National Regulators
and 3.3 Self-Regulatory Organisations, Independ-
ent Authorities, and Exchanges. For purposes of this
practice guide only, “China” and “the PRC” refer to
Mainland China, which is exclusive of the Hong Kong
Special Administrative Region, the Macao Special
Administrative Region and Taiwan.

As will be further discussed in 3.3 Self-Regulato-
ry Organisations, Independent Authorities, and
Exchanges, in China, the main onshore derivatives
market infrastructure consists of exchanges (includ-
ing six futures exchanges for most futures and two
securities exchanges for exchange-traded fund (ETF)
options, as discussed in detail in 2.1 Futures and
Options, and the Shanghai Gold Exchange (SGE) for
certain over-the counter (OTC) products), OTC-cen-
tralised trading venues (ie, China Foreign Exchange
Trade System (CFETS) and China Securities Internet
System Co., Ltd. (CSIS)) and an OTC central counter-
party (ie, Shanghai Clearing House (SHCH)). Where
derivatives transactions involve any market infrastruc-
ture, such transactions are also subject to the relevant
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rules and regulations issued by that infrastructure,
including those governing trading, settlement and
clearing.

The PRC Futures and Derivatives Law (FDL) provides
a foundational and comprehensive legal framework
for the regulation of the futures and OTC derivatives
markets in China. This is discussed in detail in 1.2
Historical Trends and Looking Forwards. In Chi-
na, establishing a futures exchange requires CSRC
approval, and any standardised futures or options
contracts must be registered with CSRC before listing
and trading. As a result, on top of the FDL, futures and
standardised options trading is primarily regulated by
CSRC together with the relevant futures exchanges
or two securities exchanges, while OTC derivatives
are subject to regulation by multiple governmental
authorities and self-regulatory organisations, depend-
ing on the specific product types, underlying assets
and other elements.

Available Investment Channels for International
Investors

Notably, due to restrictions on foreign equity participa-
tion in China’s financial markets and foreign exchange
control policies, international investors are subject to
restrictions on participation in derivatives trading in
China or with Chinese counterparties. Nevertheless,
China is committed to promoting the high-level open-
ing up of the financial market and, currently, interna-
tional investors may access China’s derivatives mar-
ket through the following channels.

Foreign direct investment

International investors can establish foreign-invested
enterprises in China and open institutional futures
accounts to invest in onshore futures and options
products by their renminbi (RMB) revenue. Since there
is generally no licensing requirement for ordinary mar-
ket participants to engage in OTC derivatives trading
in China, international investors are also able to do so
through their PRC foreign-invested enterprises, sub-
ject to certain investor suitability requirements.

Qualified Foreign Investor (QFI) regime

Under the QFI regime, eligible foreign institutional
investors recognised by CSRC are allowed to trade
specific derivatives products designated by the
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exchanges with the permission of CSRC. This will be
discussed further in 2.1 Futures and Options.

CIBM Direct

After pre-filing with PBoC, eligible foreign institution-
al investors and the products they issued may have
direct access to the China Interbank Bond Market
(“CIBM Direct”), while bond forwards, forward rate
agreements and interest rate swaps are available to
these international investors only for hedging their
bond holding from CIBM Direct. International inves-
tors may open an account directly with onshore set-
tlement agents or adopt a custodian model.

In addition, foreign institutional investors are permit-
ted to trade onshore FX derivatives to manage FX risk
exposure arising from their CIBM Direct investments.
FX risk exposure consists of the principal, interest
and market value fluctuations of bond investments,
etc. Foreign institutional investors with actual CIBM
Direct bond holdings can trade onshore FX forwards
for hedging purposes.

Internationalised futures products

For specific futures contracts designated by CSRC
(“Internationalised Futures Products”), internation-
al investors may trade through domestic or foreign
brokerages as intermediaries, or trade directly on
the exchanges, subject to certain criteria. To date,
China has introduced 15 futures contracts and nine
options contracts for trading by foreign investors, with
general eligibility criteria set by the domestic futures
exchanges.

Northbound Swap Connect

The eligibility for the Northbound Swap Connect is
the same as that for CIBM Direct. Under the Swap
Connect regime, international investors can leverage
their familiar offshore trading platforms to trade inter-
est rate swaps in the China interbank market without
the need to open accounts or adopt complex custody
arrangements onshore. This will be discussed further
in 2.2 Swaps and Security-Based Swaps.

1.2 Historical Trends and Looking Forwards
Introduction of the FDL

The FDL came into effect on 1 August 2022 and is an
important milestone in the construction of the rule of
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law in China’s capital markets. As the “basic law” for
China’s futures and derivatives markets, the FDL pro-
vides a legal basis for the high-quality development
of the futures and derivatives markets.

The FDL applies to futures transactions, derivatives
transactions and related activities conducted within
China, and those conducted outside China that dis-
rupt the domestic market order or damage the lawful
interests of domestic traders. In terms of scope of
application, the FDL focuses on regulating the futures
market, while also considering the OTC derivatives
market, and leaves room for future reform and inno-
vation.

Notably, the FDL for the first time recognises in law the
enforceability and effectiveness of a close-out netting
regime and the single agreement concept, paving the
way for China to become a clean close-out netting
jurisdiction. The FDL effectively eliminates the con-
cerns over bankruptcy administrator powers in deriva-
tives transactions with respect to cherry-picking and
clawback rights.

Meanwhile, it is worth noting that the FDL has extra-
territorial effect on offshore entities under certain
circumstances, in addition to purely offshore futures
and derivatives transactions and related activities that
disrupt the onshore markets. For example, offshore
futures trading venues will generally need to register
with CSRC and accept its supervision if they provide
onshore entities or individuals with direct access to
their trading system for trading services. Also, off-
shore futures, options or derivatives contracts listed
in offshore futures trading venues that reference the
prices of contracts listed onshore must comply with
the relevant CSRC rules. In addition, marketing, pro-
motion and solicitation activities in China conducted
by offshore entities require CSRC approval and are
subject to the relevant provisions of the FDL; onshore
entities will also need to obtain CSRC’s approval if
they intend to engage in such activities for the benefit
of offshore entities. This echoes the increasingly tight-
ened regulatory position over marketing activities by
offshore entities in China.
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The Forthcoming Measures for Supervision and
Administration of Derivatives Trading (“Draft
Derivatives Trading Measures™)

In 2023, CSRC conducted two rounds of consultation
on the Draft Derivatives Trading Measures. The pro-
posed rules will govern OTC derivatives transactions,
with the exception of those conducted in the China
interbank derivatives market or on platforms organ-
ised by banking and insurance financial institutions.

The Draft Derivatives Trading Measures propose
the preliminary establishment of a trade repository
framework in China and prohibit market participants
from using OTC derivatives to circumvent regulatory
requirements.

Notably, the Draft Derivatives Trading Measures are
intended to apply extraterritorially, extending to deriv-
atives transactions conducted overseas that relate to
underlying assets within China and/or involve hedging
transactions taking place within China. This proposal
has generated considerable debate among market
participants, and CSRC has yet to clarify both the
scope of extraterritorial application and the possible
methods of enforcement.

New Variation Margin and Initial Margin Rules
NFRA issued margin rules for non-centrally cleared
derivatives transactions of financial institutions in
December 2024 (“NFRA Margin Rules”). The NFRA
Margin Rules are highly aligned with the framework
published by the Basel Committee on Banking Super-
vision and the International Organization of Securi-
ties Commissions. This is discussed further in 4.1.2
Margins.

Stringent Regulatory Requirements on Program
Trading in the Futures Markets

In June 2025, CSRC issued the Administrative Pro-
visions on Program Trading in the Futures Markets
(for Trial Implementation) (“Futures Program Trading
Provisions”), stipulating the reporting obligations for
program traders. Meanwhile, participants in high-fre-
quency trading (HFT) of futures via program trading
are now subject to additional and stricter require-
ments under the Futures Program Trading Provisions,
and the futures exchanges may adopt a differentiated
transaction fee structure for HFT. In addition, with
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respect to technology system access and server co-
location, CSRC in principle requires program traders
to comply with the rules set by the exchanges. The
exchanges are expected to impose more stringent
requirements in these areas.

Prospect of Using RMB-Denominated Chinese
Government Bonds as Margin

Permitting the use of RMB-denominated bonds as
collateral in derivatives transactions can significant-
ly enhance the utility and flexibility of RMB assets
held by international investors. The widespread use
of onshore RMB-denominated Chinese government
bonds in international derivatives trading still faces
obstacles, primarily due to foreign exchange controls
and an underdeveloped cross-border custody sys-
tem. However, significant progress has been made
with offshore RMB bonds. In January and March 2025,
Hong Kong Exchanges and Clearing Limited (HKEX)
announced that it would accept Chinese government
bonds and policy bank bonds held by international
investors through Bond Connect as margin collateral
for Swap Connect and all derivatives transactions
cleared by OTC Clearing Hong Kong Limited (“OTC
Clear”). This marks a major step forward in the use of
RMB bonds as collateral.

2. Types of Derivatives

2.1 Futures and Options

Overview of Futures and Options in China

In China, exchange-traded futures and options pri-
marily consist of commodity futures and options
(covering energy, agricultural products and metals),
financial futures and options, as well as one contain-
erised-freight-index-linked future.

Commodity futures and options are listed and trad-
ed on five commodity futures exchanges, namely
the Shanghai Futures Exchange (SHFE), the Shang-
hai International Energy Exchange (INE), the Dalian
Commodity Exchange (DCE), the Zhengzhou Com-
modity Exchange (ZCE) and the Guangzhou Futures
Exchange (GFE).

Financial futures are listed and traded on the China
Financial Futures Exchange (CFFEX), which is the only
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financial futures exchange in China. Products traded
on CFFEX include China government bond futures,
stock index futures and options. In addition, two
securities exchanges, the Shenzhen Stock Exchange
(SZSE) and the Shanghai Stock Exchange (SSE) list
ETF options, such as the CSI 50 ETF option and CSI
300 ETF option.

At present, more than 145 futures and options prod-
ucts have been listed in China’s futures markets,
among them, more than 125 referencing commodi-
ties, over 20 referencing financial instruments and one
containerised-freight-index-linked future. Commodi-
ty-related futures and options account for the major-
ity of exchange-traded futures and options in China,
representing approximately 70% of the total notional
trading volume, according to data from CFA.

Innovative Futures and Options Products

On 18 August 2023, the SCFIS (Europe) futures con-
tract was officially listed for trading on the INE. The
underlying index is the Shanghai (export) Container-
ized Freight Index based on Settled Rates (SCFIS)
(Europe service), which is compiled and published by
the Shanghai Shipping Exchange. This is the world’s
first shipping futures contract developed based on
a Chinese containerised freight index. Given that
China’s port cargo and container throughput remains
the world’s highest, the launch of the SCFIS (Europe)
futures meets the hedging and risk management
needs of shipping companies and foreign trade enter-
prises.

In addition, GFE is positioned to list products related
to green development and new energy industries. It
has already listed three futures and options products
linked to major new energy-related products - silicon
metal, lithium carbonate and polysilicon. Meanwhile,
CSRC is guiding GFE to develop other green prod-
ucts including futures referencing carbon emissions,
climate-related factors and electricity.

Separately, in China, pursuant to the Notice on Fur-
ther Preventing and Dealing with Speculation Risks in
Virtual Currency Trading issued by PBoC, the Office
of the Central Cyberspace Affairs Commission, the
Supreme People’s Court, the Supreme People’s Proc-
uratorate, the Ministry of Industry and Information
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Technology, the Ministry of Public Security, the State
Administration for Market Regulation, the China Bank-
ing and Insurance Regulatory Commission (replaced
by NAFR in May 2023), CSRC and SAFE on 15 Sep-
tember 2021, business activities related to virtual cur-
rencies, including derivatives trading, are considered
illegal financial activities and are strictly prohibited. As
such, there are currently no listed futures contracts
linked to virtual currencies in China.

Foreign Institutional Investors

As mentioned in 1.1 Overview of Derivatives Mar-
kets, foreign institutional investors may participate in
the trading of CSRC-approved futures and options
contracts by obtaining a QFl licence, or directly trade
designated futures contracts and options without a
licence.

Notably, the scope of futures and options available
to QFls has expanded this year. On 20 June 2025, 16
additional commodity derivatives were added to the
QFI investment scope. Starting from 9 October 2025,
QFls will be permitted to participate in ETF options,
including four ETF options listed on SZSE and five ETF
options listed on SSE, totalling nine products. At time
of writing, the number of futures and options available
to QFls has increased to 91, and on 9 October 2025,
with the expansion to include additional ETF options,
the total number will reach exactly 100.

It is noteworthy that under CSRC'’s rules, QFIls may
trade financial futures or options for hedging purposes
only.

2.2 Swaps and Security-Based Swaps
Regulatory Regimes for Swaps in China

All swap transactions in China are conducted OTC,
and there are no exchange-traded swap products.
The main types of swaps traded in China are, among
others, interest rate swaps, FX swaps, credit default
swaps (CDSs), commodity swaps and equity swaps.

In terms of regulation, as explained in more detail in
3.1.1 National Regulators, China’s financial system
follows a sector-based regulatory mode. Therefore,
the regulation of China’s derivatives market is carried
out by different authorities, mainly based on the type
of market participants, the nature of the trading venue
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and the type of products involved. Building on the FDL
as the overarching statutory foundation for derivatives
regulation, swap transactions are subject to regulatory
rules that apply to both market participants and prod-
ucts (including their trading platforms), which may be
issued by one or more regulatory bodies.

Product-Specific Regulation for Swaps

From a product-based regulatory perspective, differ-
ent types of swaps fall under the regulation of different
authorities.

Interest rate swaps (IRSs) mainly consist of RMB
IRSs and standardised IRSs. IRSs dominate China’s
interest-rate-linked derivatives market. IRSs on the
seven-day fixed repo rate (FR007) are the products
most traded by commercial banks, accounting for up
to 70% of the total interest rate derivatives turnover,
based on the data from PBoC. IRSs are primarily trad-
ed in the interbank market and generally regulated by
PBoC, NFRA and NAFMII, depending on the specific
product and counterparties involved.

Swaps linked to foreign exchange (FX) in China mainly
include FX swaps, currency swaps and standardised
currency swaps. These products are generally traded
on the CFETS and regulated by SAFE and CFETS.
Within the FX derivatives category, FX swaps (includ-
ing currency swaps) are the most widely traded prod-
ucts, with USD/CNY swaps accounting for up to 99%
of the notional number traded of all FX swaps, based
on the data from CFETS.

Credit-linked swaps traded in China primarily include
OTC CDS, which are regulated by PBoC and NAFMIL.
It is worth noting that in 2010, NAFMII launched two
types of credit risk mitigation (CRM) tools: credit risk
mitigation agreements (CRMAs) and credit risk mitiga-
tion warrants (CRMWSs). While CRM instruments are
regarded as China’s domestic version of CDSs, they
differ significantly from international CDS products.
For instance, CDSs typically reference a series of
bonds issued by the same issuer with common char-
acteristics (eg, governing law, currency, seniority),
whereas CRM products only reference one specific
bond. A CRMA is a bilateral OTC contract and cannot
be transferred in the market. A CRMW, by contrast, is
a standardised instrument issued by qualified third-
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party institutions such as banks and may be traded
in the secondary market.

Equity-linked swaps traded in China mainly include
total return swaps (TRSs), which are traded OTC
under the lead of securities firms or through China
Securities Index Company. These are primarily regu-
lated by CSRC.

Commodity-linked swaps traded in China may be
traded through OTC platforms affiliated with exchang-
es such as DCE and SGE, or through other OTC
arrangements. Depending on the underlying com-
modity, these swaps are regulated by CSRC, PBoC
and/or the relevant trading platforms.

Interest Rate Swaps in China

IRSs, as the most widely-used OTC interest-rate
derivatives, play a significant role in China’s deriva-
tives market. IRSs were first introduced in 2006 on a
pilot basis in the interbank bond market and were fully
launched in 2008. Currently, swaps in China may be
subject to either bilateral or central clearing. Only cer-
tain standardised products are subject to mandatory
central clearing. According to the PBoC’s rule issued
in 2014, SHCH provides a central clearing mechanism
for IRS transactions, and certain types of IRS traded
between financial institutions are required to be cen-
trally cleared in SHCH. This will be discussed further
in 3.1.2 Clearing.

Swap Connect

The mutual access scheme of the Mainland China
and Hong Kong interest rate swap markets (Swap
Connect) was launched on 15 May 2023. It enables
cross-border participation in Hong Kong and Main-
land China’s interest rate derivatives markets via a
mutual access scheme between the financial market
infrastructures in respect of trading, clearing and set-
tlement in both places. Specifically, Swap Connect is
run in partnership by onshore trading platform CFETS,
central counterparty SHCH, and HKEX through its
clearing subsidiary OTC Clear.

Swap Connect is divided into the Northbound and
Southbound Swap Connects. The Northbound Swap
Connect allows offshore investors in Hong Kong and
other countries and regions to access IRSs in the
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Mainland interbank market via Hong Kong infrastruc-
ture providers. The Southbound Swap Connect, in the
opposite direction, will allow Mainland China investors
to access the Hong Kong financial derivatives market
through mutual access between infrastructure institu-
tions in both places. Swap Connect started initially
with the Northbound Swap Connect, while currently
the Southbound Swap Connect is not yet available
and will be explored in the future.

With regard to the Northbound Swap Connect, off-
shore investors that meet the requirements of PBoC,
have completed filing for participation in CIBM Direct
and have been granted permission by CFETS can par-
ticipate in the Northbound Swap Connect. Swap Con-
nect shares the same operational model with existing
OTC Clear products. Even though the ultimate trad-
ing and clearing requests are confirmed and executed
onshore via CFETS and SHCH, the offshore investors
only face offshore electronic trading platforms (such
as Bloomberg and Tradeweb) and OTC Clear without
altering their existing trading and settlement practices.

As of the end of April 2025, a total of 20 onshore mar-
ket makers and 79 offshore investors executed more
than 12,000 IRS transactions through the Northbound
Swap Connect, with total notional principal exceeding
CNY®6.5 trillion, according to a PBoC announcement.

Regulatory Considerations for Offshore TRSs on
Chinese Securities and Futures

For many years, given that China’s capital markets
have not been fully accessible to foreign investors,
overseas institutions need to utilise regimes like QFI,
Stock Connect, Bond Connect, Internationalised
Futures Products or CIBM Direct to access A shares,
domestic futures and domestic bonds. As a result,
many foreign investors engage in TRSs offshore to
obtain economic exposure to Chinese securities and/
or futures.

From a derivatives regulatory perspective, these off-
shore TRS transactions generally fall outside of the
PRC regulators’ jurisdiction. From a securities law and
futures law standpoint, the total return receiver is not
deemed to be the legal owner of the underlying securi-
ties or futures and thus is exempt from foreign own-
ership limits, duties of disclosure of interest, futures
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position limits and short-swing profit rules. However,
for TRSs on Chinese securities, where the equity
amount receiver in a TRS in fact controls voting rights
or governance over the underlying securities during
the swap’s term, Chinese regulators may treat it as an
indirect shareholder subject to applicable ownership
and disclosure restrictions. Additionally, regardless of
contractual structuring, both the TRS equity amount
receiver and payer remain potentially subject to PRC
insider trading and market manipulation laws.

Meanwhile, as mentioned in 1.2 Historical Trends
and Looking Forwards, the Draft Derivatives Trading
Measures are intended to have extraterritorial scope,
applying to derivatives transactions conducted over-
seas that concern underlying assets in China and/or
hedging transactions executed within China. In this
regard, where an offshore TRS with hedging transac-
tion takes place with China, the onshore securities
and futures exchanges may require the derivatives
operating institutions (ie, brokers) to provide informa-
tion related to such offshore TRS transaction, such as
the details of the counterparty and the TRS transac-
tion elements, based on the exchanges’ monitoring
needs. Besides this, where an offshore TRS transac-
tion is in connection with domestic underlying assets,
it remains subject to the futures position limit and large
position reporting requirements, securities disclosures
of interest rules, and the prohibitions on fraudulent,
manipulative, insider-trading, short-swing and other
unlawful activities. Considering such potential impacts
of the Draft Derivatives Trading Measures when effec-
tive, it is worth keeping an eye on the finalisation of
these measures.

2.3 Forwards

In China, forwards are regulated based on the type
of underlying assets and the type of market partici-
pants involved. The principal forward products traded
in China include interest rate forwards, FX forwards,
bond forwards and commodity forwards.

FX forwards include currency forwards and standard-
ised currency forwards. They are primarily traded on
CFETS and are regulated by SAFE.

Interest rate forwards include bond forwards, forward
rate agreements and standardised bond forwards,



CHINA [ AW AND PRACTICE

Contributed by: TieCheng Yang, Yin Ge, Lin (Avery) Huang and Weijun (Elliot) Yi, Han Kun Law Offices

which are also traded on CFETS and are primarily
regulated by PBoC and NFRA.

Commodity forwards include products linked to met-
als, agricultural products and energy. Depending on
the types of products, commodity forwards may be
traded OTC through OTC platforms affiliated with
exchanges such as DCE, ZCE or SGE. The regulatory
authorities typically are CSRC, PBoC and the relevant
trading platforms.

2.4 Listed v Over-the-Counter

In China, exchange-traded derivatives include the
futures and options described in 2.1 Futures and
Options and certain credit-related derivatives such
as credit protection contracts and credit protection
certificates, which are traded on SSE and SZSE. OTC
derivatives, by contrast, involve a wide variety of prod-
ucts and markets.

Commodity derivatives dominate the exchange-trad-
ed market, while FX derivatives dominate the OTC
market. Exchange-traded markets such as SSE,
SZSE and the futures exchanges apply mature risk
management mechanisms, including margining, daily
mark-to-market and large position reporting require-
ments. The regulation of exchange-traded markets is
discussed more fully in 3. Regulation of Derivatives.
New product listings require CSRC approval and are
generally standardised in structure.

By contrast, OTC derivatives are mostly non-standard-
ised and primarily trade under three master agreement
frameworks: (1) the NAFMII framework for the inter-
bank market; (2) the SAC framework for the securities
and futures OTC market; and (3) the ISDA framework
for the bilateral market used by foreign institutions.

Each framework features its own trading venues, pri-
mary products and market participants. The NAFMII
market primarily covers interbank FX and interest rate
derivatives and is generally traded on CFETS, SHCH
and SGE for trading and/or clearing. The SAC frame-
work governs the OTC derivatives markets for securi-
ties companies and futures companies, and includes
both bilateral and quote-driven platforms. The ISDA
framework generally governs bilateral trading between
domestic financial institutions and foreign institutions.
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In China’s OTC derivatives market, trading venues and
clearing and settlement infrastructures vary by under-
lying assets. All interbank derivatives transactions that
reference interest rates, FX and credit are executed
through CFETS. Most interest rate swaps are centrally
cleared and settled at SHCH. Equity derivatives are
executed via CSIS and are cleared and settled on a
bilateral basis. Commodity derivatives are executed
on various electronic platforms operated by exchang-
es such as DCE and SGE.

Notably, Chinese regulators generally discourage
and restrict overly complex product structures in the
domestic OTC markets.

2.5 Asset Classes

The primary underlying asset classes for derivatives in
China are commodities for exchange-traded products
and FX for OTC products.

Emerging asset classes include carbon-related prod-
ucts. Pilot markets in Shanghai, Hubei and Guangzhou
have introduced carbon forward contracts, which are
bilaterally cleared, with Shanghai utilising SHCH for
clearing.

As mentioned in 2.1 Futures and Options, derivatives
linked to virtual currencies remain strictly prohibited in
China as their trading is considered an illegal financial
activity. Meanwhile, to prevent insider dealing and oth-
er illegal actions, controlling shareholders, directors
and senior management personnel of listed compa-
nies are prohibited from trading derivatives linked to
their own company’s stock. In addition, listed compa-
nies and investors may not use derivatives to circum-
vent regulatory requirements.

2.6 Exemptions, Non-Derivative Products and
Spot Transactions

Current Chinese regulations do not provide exemp-
tions for specific derivatives products.

Spot commodities trading is regulated by the Min-
istry of Commerce, PBoC and CSRC. The Ministry
of Commerce oversees national planning, informa-
tion and statistical management for commodity spot
markets to ensure healthy market development. PBoC
supervises financial aspects and non-bank payment
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activities related to spot commodity trading. CSRC
is responsible for rectifying any spot trading venues
that conduct activities resembling illegal commodity
futures trading. Local governments, under the guid-
ance of the State Council, manage approximately 145
commodity spot trading centres, formulating local
rules and exercising supervision. Spot commodities
trading does not fall under the derivatives regulatory
framework but is tightly supervised to prevent dis-
guised illegal futures activity.

Foreign exchange in China is strictly regulated, and
PBoC and SAFE oversee FX transactions. Individu-
als may conduct FX spot transactions primarily for
legitimate current-account purposes, such as cur-
rency conversion and cross-border transfers. Cap-
ital-account FX transactions for individuals remain
restricted and are permitted only under specific cir-
cumstances, such as cross-border equity incentives.
Securities firms are prohibited from offering deriva-
tives services to individual clients, and banks rarely
offer FX derivatives to individuals, reflecting a highly
cautious regulatory approach.

Leveraged spot commodity transactions, including
products that may be categorised as contracts for
difference, remain in a regulatory grey area. In prac-
tice, regulatory and judicial authorities may deem the
trading and operation of such products to be illegal
operations or unlicensed derivatives trading depend-
ing on their specific structure.

3. Regulation of Derivatives

3.1 National

3.1.1 National Regulators

China’s financial system follows a sector-based reg-
ulatory model, resulting in a fragmented oversight
structure for derivatives. Depending on the type of
market participants, derivatives, underlying asset
classes and policy objectives, regulatory responsibili-
ties are distributed across multiple authorities, with
potential overlaps in certain areas.

People’s Bank of China (PBoC)

PBoC, as China’s central bank, oversees monetary
policy, macroprudential regulation, payment and
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clearing systems, and the interbank market. It regu-
lates interbank OTC derivatives, including interest rate
swaps, forward rate agreements, bond forwards and
bullion OTC products on SGE, and is responsible for
the oversight and development of key market infra-
structures such as CFETS and SHCH.

China Securities Regulatory Commission (CSRC)
CSRC regulates exchange-traded derivatives such as
futures and standardised options, as well as deriva-
tives business conducted by CSRC-licensed entities,
including securities and futures firms. It also super-
vises futures exchanges and is responsible for moni-
toring and addressing risks in the futures market.

National Financial Regulatory Administration
(NFRA)

NFRA is China’s regulator for the banking and insur-
ance industries. It oversees derivatives activities con-
ducted by its regulated institutions, with a focus on
risk management and the prudential impact of deriva-
tives trading on financial institutions.

State Administration of Foreign Exchange (SAFE)
SAFE is China’s foreign exchange authority responsi-
ble for managing cross-border capital flows and for-
eign exchange transactions. It regulates the use of
foreign exchange derivatives.

State-owned Assets Supervision and
Administration Commission (SASAC)

SASAC, in its capacity as the capital contributor to
central state-owned enterprises (SOEs), regulates the
use of derivatives by such central SOEs under its own-
ership and imposes regulatory and risk management
requirements on such activities.

Ministry of Finance (MOF)

MOF is responsible for taxation and formulating finan-
cial accounting standards related to derivatives and
setting requirements for the use of derivatives by
treasury-funded entities.

3.1.2 Clearing

Currently, exchange-traded derivatives are cleared
and settled through the relevant futures exchanges
via their internal clearing departments.
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For OTC derivatives, SHCH provides central clearing
services for a range of products, including interest
rate, foreign exchange, certain credit and commodity
derivatives. Currently, SHCH clearing is mandatory for
IRS transactions traded between financial institutions
referencing FR0O07, Shibor Overnight_O/N or Shibor
3M with a tenor of five years or less, where the coun-
terparties and contract terms meet SHCH'’s eligibility
criteria. Other standardised OTC derivatives are not
yet subject to mandatory clearing.

3.1.3 Mandatory Trading

Under PRC law, futures and standardised options
must be traded on futures exchanges established in
accordance with the law, or on other trading venues
for futures transactions approved by CSRC. Futures/
standardised options trading outside of such author-
ised venues is strictly prohibited.

Certain interbank OTC derivatives are subject to man-
datory execution venue requirements: all interbank
RMB/FX transactions must be executed via CFETS.
RMB IRS and bond forwards must also be executed
via CFETS.

3.1.4 Position Limits

Position limits apply to exchange-traded derivatives.
Under CSRC rules, futures exchanges are required
to establish position limit regimes in accordance with
regulatory requirements. Accordingly, each exchange
has set differentiated position limits based on factors
such as the type of contract, the type of participant
and the nature of the position (eg, hedging, specula-
tion or market-making). By contrast, there is currently
no unified position limit framework applicable to OTC
derivatives.

3.1.5 Reporting

For exchange-traded derivatives, the FDL and futures
regulations require futures exchanges to establish
reporting regimes covering actual control relation-
ships, transactions, positions and margin usage. In
accordance with these requirements, each futures
exchange has developed its own reporting rules,
which are binding on market participants.

Specifically, program trading is subject to additional
disclosure obligations. Where a program trading par-
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ticipant on a stock exchange engages in return swaps
or similar structured transactions with its clients and
executes the related trades through its own account,
it must report relevant client information in accord-
ance with the rules of the stock exchange. Futures
exchanges are likewise required to establish program
trading reporting systems that specify the scope of
reporting, reporting methods and verification proce-
dures. Participants must submit the required informa-
tion to the relevant futures exchange.

For OTC derivatives, regulated entities, such as bank-
ing and insurance institutions, securities firms and
risk management subsidiaries of futures companies,
are required to report OTC transaction information to
their respective regulators or to designated reporting
platforms, in accordance with applicable regulatory
requirements. For instance, when conducting OTC
gold derivatives transactions with onshore counter-
parties, banking financial institutions are required to
report each transaction to SGE within the prescribed
time, unless the transaction is executed through
SGE’s designated system.

3.1.6 Business Conduct

General Requirements

Under PRC law, the business conduct requirements
applicable to futures and derivatives transactions are
primarily aimed at maintaining market integrity, pro-
tecting investors and safeguarding systemic stability.
The FDL establishes a high-level regulatory framework
that prohibits manipulative, abusive or deceptive con-
duct in the derivatives market. Market participants —
whether institutions or individuals — are required to
act fairly, refrain from market manipulation and avoid
trading based on undisclosed material non-public
information. They are also prohibited from dissemi-
nating false or misleading information that may disrupt
the orderly functioning of the futures or derivatives
markets.

In addition to these core prohibitions, the FDL imposes
conduct-based obligations relating to transparency,
risk control and accountability. Exchange transactions
are conducted on a real-name basis, where desig-
nated accounts cannot be used by others. Program
trading must be carried out in a manner that does
not compromise the security or stability of trading
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platforms. Furthermore, the misuse of credit or fiscal
funds for trading in futures or derivatives is strictly
prohibited.

Requirements for Financial Institutions

Specifically, financial institutions conducting deriva-
tives business are subject to a dedicated set of busi-
ness conduct requirements that emphasise regula-
tory approval, client protection and compliance with
supervisory rules. Financial institutions must obtain
prior approval or registration before engaging in deriv-
atives activities and are obligated to implement suit-
able management procedures, including know-your-
customer, verification of transaction authenticity and
client risk assessment.

Furthermore, financial institutions are required to com-
ply with conduct standards specific to their industry.
For example, banks must not engage in misleading
marketing or promise return guarantees when offering
derivatives products. Securities firms are prohibited
from improper solicitation, facilitating regulatory arbi-
trage or acting as a conduit to circumvent eligibility
rules.

3.1.7 Commercial End Users

Under the FDL and the trading rules of PRC futures
exchanges, there are generally no specific exemptions
or reliefs for commercial end users. The core trading
conduct rules apply uniformly to all market partici-
pants, such as those relating to market manipulation,
insider trading and information disclosure.

However, due to the functionally segmented regu-
latory structure in China, most derivatives regula-
tory requirements are directed at regulated financial
institutions such as banks, insurers, securities firms
and futures companies, rather than commercial end
users themselves. As a result, commercial end users
are often indirectly regulated through the compliance
obligations imposed on their financial counterparties.

3.2 Local

The local bureaus of China’s national financial regula-
tors are responsible for certain on-the-ground super-
visory functions in relation to derivatives activities,
handling both administrative approvals and regulatory
enforcement within their respective jurisdictions.
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* Provincial-level NFRA bureaus are responsible for
approving derivatives business applications by city
commercial banks, rural small and medium-sized
banks, and certain foreign banks. NFRA’s pro-
vincial and municipal bureaus are responsible for
the ongoing supervision, inspection and discipli-
nary measures related to these banks’ derivatives
operations at the local level.

* Provincial-level CSRC bureaus are tasked with
approving derivatives business qualifications for
securities firms, as well as monitoring the conduct
of securities and futures companies through on-
site inspections and enforcement actions within
their local jurisdictions.

« For foreign exchange derivatives, banks other
than policy banks and nationwide commercial
banks need to apply to their local SAFE branch for
approval to conduct RMB/FX derivatives business.
These local SAFE branches also perform compli-
ance oversight and carry out regulatory enforce-
ment concerning such foreign exchange deriva-
tives activities.

3.3 Self-Regulatory Organisations,
Independent Authorities, and Exchanges
Self-Regulatory Organisations

a) Securities Association of China (SAC)

SAC is a self-regulatory organisation established
under the PRC Securities Law and operates under
the guidance of CSRC, with all securities firms reg-
istered as its members. SAC is responsible for the
self-regulation of the OTC markets and OTC deriva-
tives business conducted by securities companies,
fund management companies and their subsidiaries,
as well as their associated personnel.

In this capacity, SAC formulates industry conduct
standards, publishes standardised derivatives trad-
ing agreements for the securities and futures markets,
and oversees risk management practices related to
derivatives trading. It also conducts self-regulatory
inspections of OTC activities and administers the fil-
ing and data reporting processes for in-scope OTC
derivatives transactions.

b) China Futures Association (CFA)
CFA is the national self-regulatory organisation for the
futures industry established under the FDL and oper-
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ates under the guidance of CSRC. CFA is responsible
for the self-regulation of derivatives activities carried
out by futures companies and their risk management
subsidiaries.

CFA formulates and implements industry rules relat-
ed to futures business. It conducts supervision and
inspections of futures companies and their subsidiar-
ies, organises self-regulatory reviews, and promotes
investor education and protection to support the
sound and compliant development of the derivatives
market.

c) Asset Management Association of China
(AMAC)

AMAC, governed by laws under CSRC, serves as the
self-regulatory organisation specifically for the fund
industry. Its members are primarily publicly offered
and private fund managers, as well as custodian
banks for funds. AMAC regulates the use of deriva-
tives by private investment funds.

d) National Association of Financial Market
Institutional Investors (NAFMII)

NAFMII is the self-regulatory organisation for China’s
interbank market, operating under the supervision of
PBoC. Its mandate covers a wide range of interbank
markets, including the bond market, interbank lend-
ing market, foreign exchange market, bill market, gold
market and derivatives market.

NAFMII is responsible for formulating standard docu-
mentation for financial derivatives transactions in the
interbank market, overseeing the filing of executed
master agreements, and administering the filing of
internal operational procedures and risk management
frameworks related to derivatives activities.

Independent Authorities

a) China Central Depository & Clearing Co., Ltd.
(CCDC)

CCDC functions under MOF as the central securities
depository for China’s interbank bond market. CCDC
plays a foundational role by registering, supervising
and settling fixed income securities — such as govern-
ment and corporate bonds. In the interbank market,
certain bond trades executed via CFETS are settled
through CCDC’s systems.
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b) Shanghai Clearing House (SHCH)

SHCH, established in 2009 under PBoC leadership,
serves as the designated central clearing counter-
party (CCP) and clearing house for a broad array of
interbank derivatives - including interest rate, for-
eign exchange, bond forward, credit and commaodity
products. SHCH develops and enforces standardised
clearing rules, margin methodologies, and default and
risk management procedures, and it interfaces with
both domestic and cross-border markets.

c) China Securities Depository & Clearing
Corporation (CSDC)

For exchange-based bond and equity derivatives,
CSDC acts as the central counterparty. CSDC is
responsible for centralised registration, custody,
clearing, settlement and netting of all exchange-based
securities and derivatives.

Exchanges

CFFEX is China’s dedicated venue for trading finan-
cial futures and options. Other commodity exchanges,
including DCE, ZCE, SHF, INE and GFEX, provide cen-
tralised trading and clearing for futures and options
linked to metals, energy, and agricultural and industrial
products. SSE and SZSE are China’s primary equity
markets and also support the trading of listed ETF
options. All futures and stock exchanges are regulated
by CSRC.

Additionally, SGE, established with State Council
approval and overseen by PBoC, serves as a spe-
cialised financial market for trading gold and other
precious metals as well as the OTC trading platform
for derivatives relating to them.

4. Documentation Issues

4.1 Trading Documentation

4.1.1 Industry Standards and Master Agreements
In China, the documentation for derivatives transac-
tions generally follows three primary master agree-
ment frameworks: those developed by NAFMII, SAC
and ISDA.

As mandated by PBoC, participants in the interbank
market are required to use the China Interbank Market
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Financial Derivatives Transaction Master Agreement
formulated by NAFMII to document their transactions
of interest rate, foreign exchange, bond, credit and
gold derivatives, as well as combinations thereof.
NAFMII has also introduced an updated version of
the master agreement to accommodate cross-border
transactions.

For derivatives transactions conducted by securities
firms, futures companies and fund management com-
panies in the OTC market, the latest Master Agree-
ment for Derivatives Transactions in the China Securi-
ties and Futures Markets jointly issued by SAC, CFA
and AMAC is commonly adopted. However, the SAC
master agreement is not mandatory, and counterpar-
ties may alternatively choose to adopt the ISDA Mas-
ter Agreement depending on the nature of the transac-
tion and the parties involved.

It is not uncommon for financial institutions to develop
their own master confirmations in derivatives transac-
tions.

4.1.2 Margins

To document margin arrangements, parties using the
NAFMII Master Agreement typically adopt the Perfor-
mance Assurance Documents formulated by NAFMII,
which include both pledge and title transfer structures.
For transactions documented under the ISDA Master
Agreement, it is common to use the ISDA CSA. By
contrast, the SAC Master Agreement currently does
not have a set of standardised margin documentation.

As for regulatory requirements, initial margin (IM) and
variation margin (VM) obligations for non-centrally
cleared derivatives were not enforced in China until
early 2025, when NFRA released the NFRA Mar-
gin Rules. The NFRA Margin Rules apply solely to
non-centrally cleared derivatives where at least one
counterparty is one of the following NFRA-regulated
financial institutions or products: banking financial
institutions (including foreign bank branches and
subsidiary banks in China), insurance financial institu-
tions, financial holding companies approved by PBoC,
and asset management products issued by any of
the foregoing institutions. The NFRA Margin Rules do
not extend to non-centrally cleared derivatives trans-
acted solely between non-NFRA-regulated financial
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institutions, such as those regulated by CSRC (includ-
ing securities firms, futures companies, mutual fund
managers and their asset management products),
or between such entities and non-financial institu-
tions. These rules introduce a phased implementation
timeline for NFRA-regulated financial institutions: VM
requirements will take effect from 1 September 2026,
while IM requirements will be phased in over three
stages from 1 September 2027 to 1 September 2029.

At present, there is no standardised set of contrac-
tual documents addressing the newly introduced
PRC regulatory margin requirements. In-scope finan-
cial institutions are expected to revise or supplement
their existing documentation frameworks to reflect
and comply with the new margin regime.

4.1.3 Other Agreements

For bond repurchase transactions in the interbank
market, PBoC requires market participants to adopt
the Master Agreement for Bond Repurchase Transac-
tions in the China Interbank Market, formulated by
NAFMII. This agreement covers both pledged bond
repurchase transactions and outright bond repur-
chase transactions. For bond lending activities in the
interbank bond market, NAFMII has also developed a
Master Agreement for Bond Lending Transactions in
the China Interbank Market; however, the use of this
agreement is not mandatory.

In cross-border transactions, depending on the spe-
cific transaction structure and counterparties involved,
it is also common to adopt international documenta-
tion standards such as GMRA, MRA, MSFTA, GMSLA
or MSLA.

4.2 Clearing Documentation

In China, clearing brokers (typically financial institu-
tions acting as clearing members under SHCH) docu-
ment clearing relationships using the CCP Clearing
Agreement formulated by SHCH. This agreement
defines the legal frameworks between clearing bro-
kers and the CCP. General Clearing Members (GCMs)
should also enter into a CCP Service Agreement for
Client Clearing with Non-Clearing Members (NCMs)
for NCMs to participate in one or more CCP clearing
services. These documents do not directly depend
on the derivative product class — be it interest rate,
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FX, bond forward or commodity swap — since clearing
brokers operate under SHCH’s unified central clearing
framework.

To facilitate the central clearing of the Northbound
Swap Connect transactions, NAFMIl formulated
the Swap Connect Cleared Derivatives Agreement,
under which both parties agree to take reasonable
steps to clear eligible Swap Connect transactions. The
onshore parties to this agreement are market makers
in the interbank derivatives market who are also clear-
ing participants of SHCH.

In negotiating clearing documentation, the key issues
typically concern account, margin arrangements, fees,
effectiveness and termination of agreement, as well as
default-related liabilities.

4.3 Opinions and Other Documentation
Issues

Currently, there is no regulatory requirement in China
that requires a legal opinion for conducting derivatives
transactions.

5. Enforcement Trends

5.1 Regulator Priorities and Enforcement
Trends

CSRC: Prevent Regulatory Evasion Through
Derivatives to Strengthen Capital Market
Governance

Over the past year, China’s capital markets have expe-
rienced rapid growth. In 2024, China’s major stock
indices had seen significant gains, for example, the
benchmark Shanghai Composite Index rising by
12.67%, and this growth momentum has continued
into 2025. In line with this favourable trend and to
maintain it, the central government, at its meeting on
30 July 2025, placed special emphasis on “consoli-
dating the positive trend of stabilisation and recovery
of capital markets” and “consolidating the positive
trend of stabilisation and recovery of capital markets”.

Against this backdrop, one of the major focuses of
CSRC has been strict law enforcement to promote
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the development of the capital markets, particularly
in preventing market participants from disrupting the
financial order through derivatives. CSRC specifically
disclosed two enforcement cases in 2024 involving
derivatives: one concerning controlling sharehold-
ers circumventing restrictions on share reductions
through securities lending and derivatives, and the
other involving insider trading conducted via OTC
options.

CSRC is expected to continue to strengthen the super-
vision of the derivatives market in 2025, as the Deriva-
tives Trading Measures have already been included as
a priority project targeted for release within the year.

PBoC: Foster the Regulation and Development of
Financial Infrastructure

In August 2025, PBoC issued regulatory measures on
financial infrastructures, which include provisions on,
among other things, the registration and depository
system, the clearing and settlement system, the pay-
ment system and trade repositories. The measures
also allow overseas financial infrastructures to con-
duct business within China on the condition that their
regulatory authorities have signed a memorandum of
understanding with the relevant Chinese regulators. It
is anticipated that PBoC will continue its focus on the
compliance and development of financial infrastruc-
ture based on public comments made by PBoC offi-
cials, who have indicated PBoC'’s intent to establish
trade repositories for the interbank market.

PBoC stated that, going forward, it will work with
CSRC to continue strengthening the development and
co-ordinated oversight of financial market infrastruc-
tures, with the aim of establishing an advanced and
reliable financial infrastructure system.

Advancing the comprehensive development of finan-
cial market infrastructures will also mean that Chinese
regulators will have greater authority and stronger
enforcement capabilities over the operation of the
financial and derivatives market. In this regard, we
may expect that in the future, the PRC financial and
derivatives market will operate in a more orderly man-
ner and under closer regulatory supervision.
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