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ABSTRACT
This paper focuses on the impact of exchange rate fluctuations on the trading behavior in the black metal derivatives market. By 
employing theoretical and policy analysis methods, it delves into how exchange rate volatility affects trading volumes, trading 
strategies, and the behavior of market participants in the black metal derivatives market. The research findings indicate that 
under conditions of high market uncertainty, exchange rate fluctuations significantly influence trading behavior in the black 
metal derivatives market, prompting traders to actively adjust their strategies to cope with exchange rate risks. Based on these 
findings, this paper proposes targeted policy recommendations aimed at providing strategic guidance for market participants 
and offering references for regulatory authorities to refine relevant policies. This is intended to optimize market efficiency and 
enhance risk management capabilities.
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1　Introduction

1.1　Research Background

In recent years, with the acceleration of global economic integration and the advancement of the market-oriented 
reform of the RMB exchange rate, the frequency and magnitude of exchange rate fluctuations have significantly 
increased. These fluctuations have had a profound impact on various asset markets, particularly the black metal 
derivatives market. The black metal derivatives market, which includes futures and options on commodities such as iron 
ore and rebar, serves as an essential risk management tool and is widely used in the steel industry value chain. However, 
exchange rate volatility not only affects the prices of black metal derivatives but also has the potential to alter the trading 
behavior of market participants.

1.2　Research Significance

The study of the impact of exchange rate fluctuations on trading behavior in the black metal derivatives market holds 
significant theoretical and practical importance. From a theoretical perspective, this research contributes to the 
refinement of the theoretical framework that elucidates the interplay between exchange rates and derivatives markets. It 
offers deeper insights into how external financial variables influence the dynamics of specialized commodity markets, 
enriching the existing body of knowledge in financial economics.

From a practical standpoint, this study provides actionable strategic recommendations for market participants to 
effectively manage and mitigate exchange rate risks. By understanding how exchange rate volatility affects trading 
behavior, investors, traders, and corporate risk managers can develop more robust and adaptive strategies to navigate the 
complexities of the black metal derivatives market. Additionally, the findings offer valuable references for regulatory 
authorities in formulating and refining policies. This ensures that the regulatory environment remains conducive to 
market stability, efficiency, and the overall enhancement of risk management practices within the industry.

1.3　Literature Review

Existing studies have demonstrated that exchange rate fluctuations significantly influence the trading decisions and 
behaviors of market participants. For instance, Zhou and Wu (2023) pointed out that under the backdrop of the market-
oriented two-way fluctuation of the RMB exchange rate, the demand for foreign exchange derivatives business as a hedge 
is continuously rising. Moreover, the use of foreign exchange derivatives can effectively reduce the foreign exchange risk 
exposure of enterprises. These studies provide a theoretical basis for understanding the impact of exchange rate 
fluctuations on trading behavior in the black metal derivatives market.

In the black metal derivatives market, exchange rate fluctuations affect the prices and trading behaviors of black metal 
derivatives by influencing import costs and export revenues. When facing exchange rate volatility, market participants 
often adjust their trading strategies, such as increasing the proportion of hedging or adjusting their investment portfolios. 
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However, the specific mechanisms and effects of such adjustments still require further research. For example, Ye (2020) 
found that commercial banks play a dominant role in the foreign exchange derivatives market, and the use of foreign 
exchange derivatives can effectively reduce exchange rate risks. In addition, Guo and Xian (2018) also pointed out that 
foreign exchange derivatives can significantly reduce the foreign exchange risk exposure of enterprises.

1.4　Research Objectives and Methods

This paper primarily focuses on theoretical research, aiming to thoroughly investigate the mechanisms through which 
exchange rate fluctuations impact trading behavior in the black metal derivatives market and to propose corresponding 
policy recommendations. Specifically, the study will systematically analyze how exchange rate volatility affects trading 
behavior in the black metal derivatives market through mechanisms such as price transmission, market expectations, and 
risk preferences. This includes examining trading volumes, trading strategies, and the behavior of market participants.

By employing theoretical derivation and literature review, this research will construct a theoretical framework that links 
exchange rate fluctuations to trading behavior in the black metal derivatives market, revealing the underlying logical 
relationships. Based on this framework, the study will analyze real-world cases to validate the conclusions drawn from the 
theoretical analysis. Furthermore, targeted policy recommendations will be proposed to assist market participants in 
better managing exchange rate risks and to provide regulatory authorities with policy references for optimizing market 
efficiency and risk management.

2　 The Impact Mechanism of Exchange Rate Fluctuations on Trading Behavior in the Ferrous 
Derivatives Market

The mechanisms through which exchange rate fluctuations impact trading behavior in the black metal derivatives 
market are multifaceted, primarily operating via the mechanisms of price transmission, market expectations, and risk 
preferences. These mechanisms interact with each other and collectively influence the decision-making of market 
participants and trading behavior in the market.

2.1　The Price Transmission Mechanism

Firstly, the price transmission mechanism is a crucial pathway through which exchange rate fluctuations influence 
trading behavior in the black metal derivatives market. The volatility of the RMB exchange rate directly affects the import 
costs and export revenues of black metal derivatives. For instance, when the RMB depreciates, the cost of importing raw 
materials (such as iron ore) increases. This can lead to a rise in the prices of black metal derivatives, thereby affecting 
trading volumes and strategies in the market. Moreover, exchange rate volatility also impacts companies' hedging 
decisions, prompting them to use foreign exchange derivatives to lock in costs and revenues in order to mitigate the 
uncertainties brought about by exchange rate fluctuations.

2.2　The Market Expectation Mechanism

Secondly, the market expectation mechanism also plays a key role in the impact of exchange rate fluctuations on 
trading behavior in the black metal derivatives market. Market participants' expectations of exchange rate movements 
can influence their expectations of future prices of black metal derivatives, thereby leading to adjustments in trading 
strategies. For example, if the market expects the RMB to continue depreciating, companies may increase the import of 
raw materials in advance to hedge against the risk of rising future costs. This kind of expectation adjustment not only 
affects corporate procurement and production decisions but can also lead to changes in market trading volumes and 
trading frequency.

2.3　The Risk Preference Mechanism

Finally, the risk preference mechanism also plays a significant role in the impact of exchange rate fluctuations on 
trading behavior in the black metal derivatives market. Exchange rate volatility increases market uncertainty, which may 
alter the risk preferences of market participants. For example, risk-averse investors may reduce their exposure to black 
metal derivatives and increase the proportion of hedging to mitigate exchange rate risks. This change in risk preference 
not only affects corporate hedging strategies but can also lead to adjustments in market trading behavior, such as a 
decrease in speculative trading and an increase in hedging transactions.

In conclusion , exchange rate fluctuations impact trading behavior in the black metal derivatives market through the 
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combined effects of the price transmission mechanism, market expectation mechanism, and risk preference mechanism. 
These mechanisms are interwoven, leading market participants to adjust their trading strategies in response to exchange 
rate volatility. This, in turn, affects the overall market efficiency and risk management effectiveness.

3　Policy Analysis of the Impact Mechanism of Exchange Rate Fluctuations on Trading Behavior in the 
Ferrous Derivatives Market

Exchange rate fluctuations exert a multifarious impact on trading behavior within the black metal derivatives market. 
Adjustments and enhancements at the policy level are of paramount significance in addressing the uncertainties induced 
by exchange rate volatility, augmenting market operational efficiency, and bolstering risk management capabilities. The 
following section provides a detailed policy analysis.

3.1　Strengthening the Development and Regulation of the Foreign Exchange Derivatives Market

Firstly, strengthening the construction and regulation of the foreign exchange derivatives market is an important 
policy direction for addressing exchange rate fluctuations. As the market-oriented reform of the RMB exchange rate 
progresses, the demand for exchange rate risk management continues to grow. The foreign exchange derivatives market, 
as a crucial risk management tool, plays a significant supportive role in the development of the ferrous derivatives market. 
Policy recommendations include timely reducing the foreign exchange risk reserve ratio, appropriately lowering the 
threshold for foreign exchange derivatives business for small and medium-sized banks, and further relaxing the 
restrictions on the actual need for foreign exchange derivatives. 

3.2　Promoting the Establishment of Risk-Neutral Awareness among Market Participants

Secondly, promoting the establishment of a risk-neutral mindset among market participants is an important aspect of 
policy guidance. Enterprises should incorporate exchange rate fluctuations into their daily financial decision-making 
processes, focus on their core business, and strive to minimize the negative impact of exchange rate volatility on their 
core operations and financial performance. At the policy level, efforts can be made to enhance training, publicity, and 
guidance to help enterprises develop sound risk management concepts and improve their capabilities and standards in 
using foreign exchange derivatives for hedging purposes.

3.3　Refining the Regulatory Framework for the Foreign Exchange Derivatives Market

Moreover, improving the regulatory system to ensure the orderly development of the foreign exchange derivatives 
market is another crucial policy direction for addressing exchange rate fluctuations. In the process of advancing 
innovation and development in the foreign exchange derivatives market, it is essential to enhance the risk control and 
regulatory capabilities of the existing system, strictly enforce market entry reviews and professional conduct standards, 
and promptly establish a comprehensive credit assessment system and a robust regulatory framework. These measures 
will not only help to reduce risks in the foreign exchange market but also ensure the healthy development of the foreign 
exchange derivatives market, thereby providing a more stable external environment for the ferrous derivatives market.

3.4　Strengthening Cross-Border Regulatory Cooperation

Lastly, enhancing cross-border regulatory cooperation is another crucial policy direction for addressing exchange rate 
fluctuations. With the continuous advancement of the internationalization of the RMB, cross-border regulatory 
cooperation plays a significant role in preventing systemic risks brought about by exchange rate volatility. Policy 
recommendations include establishing a more comprehensive regulatory framework that integrates offshore and 
onshore business operations, thereby using institutional frameworks to promote development.

4　Conclusion and Recommendations

This paper, through its analysis of the impact mechanisms of exchange rate fluctuations on the trading behavior in the 
ferrous derivatives market, reveals that exchange rate volatility significantly affects the trading behavior in the ferrous 
derivatives market through the mechanisms of price transmission, market expectations, and risk preferences. The study 
finds that under the backdrop of exchange rate fluctuations, the behavioral patterns of market participants have changed 
significantly, characterized by adjustments in trading volumes, changes in trading strategies, and shifts in the risk 
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preferences of market participants. These changes not only impact the operational efficiency of the ferrous derivatives 
market but also pose new challenges for market risk management.

Based on the above research findings, this paper proposes the following policy recommendations to optimize market 
operational efficiency and risk management capabilities.

4.1　Enhancing the Development and Regulation of the Foreign Exchange Derivatives Market

With the ongoing market-oriented reform of the RMB exchange rate, the demand for exchange rate risk management 
in the market is continuously increasing. It is recommended to further improve the foreign exchange derivatives market, 
reduce the costs for enterprises to use foreign exchange derivatives, and enhance the market's liquidity and efficiency. 
Specific measures include appropriately lowering the foreign exchange risk reserve ratio, moderately reducing the 
barriers to entry for foreign exchange derivatives business for small and medium-sized banks, and further relaxing the 
restrictions on the actual need for foreign exchange derivatives.

4.2　Promoting Risk-Neutral Awareness among Market Participants

Enterprises should incorporate exchange rate fluctuations into their routine financial decision-making processes, focus 
on their core business activities, and strive to minimize the adverse impact of exchange rate volatility on their primary 
operations and overall financial condition. At the policy level, efforts can be made to enhance training, publicity, and 
guidance to help enterprises establish a sound risk management philosophy and improve their capabilities and 
proficiency in utilizing foreign exchange derivatives for hedging purposes.

4.3　 Improving Regulatory Systems to Ensure the Orderly Development of the Foreign Exchange 
Derivatives Market

In the process of promoting innovation and development in the foreign exchange derivatives market, it is essential to 
enhance the risk control and regulatory capabilities of the existing system. Strict scrutiny of market entry conditions and 
standardization of professional conduct are necessary. Timely establishment of a comprehensive credit assessment 
system and a robust regulatory framework is also crucial.

4.4　Strengthening Cross-Border Regulatory Cooperation

In summary, the impact of exchange rate fluctuations on trading behavior in the ferrous derivatives market is 
multifaceted. Adjustments and optimizations at the policy level are of significant importance for addressing the 
uncertainties brought about by exchange rate fluctuations, enhancing market efficiency, and improving risk management 
capabilities. By strengthening the development and regulation of the foreign exchange derivatives market, promoting 
risk-neutral awareness among market participants, improving regulatory systems, and enhancing cross-border regulatory 
cooperation, we can better meet the challenges posed by exchange rate fluctuations and promote the stable 
development of the ferrous derivatives market.
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