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1 | INTRODUCTION

| Robert I. Webb®

Abstract

We examine the price discovery performance of China's crude oil futures
traded on the Shanghai International Energy Exchange (INE) for the spot
prices of 19 types of deliverable and nondeliverable Asian crude oil. We find
evidence for the INE crede oil futures price discovery function even at the
early stage for almost all the deliverable crudes amd some nondeliverable
crudes. Both the INE crede oil futures price and the spot price significantly
contribute to the price discovery process, with substantially time-varying
informational roles. While the price discovery performance was severely
damaged around the period of COVID-19 pandemic shock intensification in
China with the temporary cancellation of nighttime trading, it improved to
some extent after China started the recovery from the shock. But such
improvement deteriorated drastically and disappeared since early 2021.
Further analysis reveals that both economic fondamentals (e.g., the warehouse
inventory) and trading-related characteristics of the futures market are
significant determinants of the price discovery performance. The owerall
findings imply that the INE crude oil futures market has evolved into a nseful
and important information source in pricing Asian credes, and is on the path
to emerge as an Asian benchmark_

KEYWORDS

Asian benchmark, COVID-19, crude pil futures, time-varying price discovery.
warnehouse inventory

JEL CLASSIFICATION
Gi3; Gid; C32

Price dizcovery is a fundamental function of futwres markets, as futures markets are widely believed to react more
prompily to new information because of centralized trading with higher liquidity and lower transaction costs (eg.,
Black, 1976; Working, 1949). The price discovery performance of commaodity futures has been extenszively investigated
and empirically confirmed by the voluminous literature for agricultural futures (e.g., Adimmer & Bohl, 2018; Yang
et al, 2021), and particularly relevant to this study, for crude oil futures (eg., Caporale et al., 2014; Coppola, 2008; Ng &
Firrong, 1996; Schwarz & Szakmary, 1994; Shrestha, 2014; Silvério & Szklo, 2012; Switzer & El-Khoury, 2007), among
others.
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We find a cointegration relationship between Saudi
Arabia’ s Medium crude, Kuwait crude, and

Iran’ s Foroozan crude before and after the
COVID-19 pandemic shock.
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INE crude oil futures market has evolved into a
useful and important information source in pricing
Asian crudes, and is on the path to emerge as an
Asian benchmark.
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