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Discussion on natural gas’s pricing and hedging using Shanghai crude
oil futures

CHENG Mingui, DIAO Xianan, GU Yuanmei, TAO Bingxing
(Shanghai International Energy Exchange)

Abstract: China’s foreign dependence of natural gas has maintained a high level and the wholesale, sales, and
management mode of natural gas has been continuously innovated and developed. Due to the influence of the continuation of
history, trade habits, and the sharp fluctuation of natural gas price benchmark in the past two years, the trade form of importing
natural gas linked to oil price will exist for a long time. Under the background of the construction of a unified national market
and the healthy development of the futures market, Shanghai crude oil futures multi-level derivatives market system has begun
to take shape with strong liquidity, high correlation with Brent and JCC, and convenient use by domestic enterprises. In natural
gas trade, Shanghai crude oil futures have the foundation to jointly use Brent and JCC as the pricing benchmark and hedging tool.
The scheme of Shanghai crude oil futures hedging for natural gas is designed and verified by historical data. The results show that
Shanghai crude oil futures hedging can effectively reduce the volatility of natural gas prices linked to Brent and JCC. However,
there are still many problems to be solved since the specific pricing and hedging operations are complex and diverse.

Key words: natural gas trade; valuation; hedging; linkage of oil price; price fluctuations
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