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Financial option is a risk management tool, which can effectively reduce the finan-
cial risk of enterprises and improve the competitiveness of enterprises through the
design of reasonable risk management strategies. With the development of the op-
tions market, the scale of China's financial options market is expanding more and
more investors begin to participate in options trading, but due to the lack of profes-
sional knowledge, many investors often fall into misunderstanding the actual oper-
ation, resulting in heavy losses, or even huge losses. Moreover, China's financial
options market is still in its infancy, and there is a large gap between its develop-
ment level and the international advanced level. Therefore, financial option risk
management is a very important task that must be given sufficient attention. This

paper will analyze the current situation of China's financial options risk manage-
ment issues and put forward corresponding countermeasure suggestions to give in-
vestors some reference.
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Financial options are financial instruments traded on the financial derivatives market with insurance properties. Its
emergence enables investors to obtain certain returns by buying and selling financial options, thus reducing financial
risk exposure and improving the efficiency of capital use. Therefore, the development of the financial options market
is of great significance to the healthy development of China's securities market (Gong Meixi, 2022). However, in
China, the options market started late and lagged relatively behind in development, especially since the problem of
financial options risk management has not been effectively solved, and problems such as the unreasonable structure
of market participants, high cost of derivatives trading, and weak risk control ability still exist, which are not condu-
cive to the healthy development of China's capital market. Under such circumstances, it is particularly important to
strengthen the construction of a financial options risk management system, which can not only improve the risk
management ability but also help to promote the healthy development of China's capital market.

1. Characteristics of financial options risk management
1.1 Many market participants and active transactions

Financial options are issued in large volumes, with good liquidity and high volatility, and investors can gain income
by trading financial options. At the same time, the trading method of financial options is flexible and can be traded
in forward contracts, long and short two-way trading, and cross-market arbitrage trading. In China, the development
history of financial options is not long, and there are mainly three types of financial options products in the market,
namely stock options, commodity options, and derivatives options. Among them, stock options have the largest
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trading volume, accounting for more than 80%. However, with the continuous development of China's capital market,
the scale of the derivatives market is gradually expanding and the volume of derivatives trading is also increasing.

1.2 Rich trading varieties and high volatility

In financial options, you can make investments in a variety of species such as stocks, bonds, commodities, foreign
exchange, precious metals, etc. And you can flexibly choose the right species according to different market environ-
ments to operate. Since options have a leverage effect, the options contracts circulating in the market are large in size
and the trading methods are flexible and diverse, which can meet the needs of different investors. Therefore, options
have a broad development prospect. However, as the domestic options market is still immature, the channels and
ways for investors to participate are relatively single, and there is a lack of professional investor education and train-
ing systems, which leads to a large number of investors' losses in actual operation.

2. The problems of financial options risk management in China
2.1 Weak awareness of risk management and lack of systematic risk management concept

From the current situation in China, the options market is immaturely developed, traders' participation is not high,
investors' awareness of options is not deep enough, the risk of options trading is large, and the risk tolerance of
investors participating in the period is low, which are the reasons for the slow development of China's options market.
In addition, investors' risk awareness is weak and speculative mentality is serious (Wang Y, 2021). For a long time,
China's financial institutions and investors generally lack knowledge and understanding of options trading, and gen-
erally have a speculative mentality, believing that options trading is gambling, rather than a risk management tool.
Moreover, there is a lack of systematic understanding of the market, believing that risk management is a "simple"
and "low-tech" task that does not require specialized training and research. At the same time, there is a lack of sys-
tematic understanding of risk management techniques and tools. Financial institutions and investors generally lack
systematic understanding and mastery of market risk management techniques and are not aware of the need to use
specialized risk management tools for effective control and management.

2.2 The lack of supervision of financial options trading, there is a large market risk

At the early stage of the development of China's financial options market, there are large operational risks and
market risks in the market due to the lack of perfection in the design of financial options products and trading rules.
On the one hand, due to the characteristics of the financial options product itself, it requires a high level of profes-
sionalism from the market participants, and some participants lack the corresponding knowledge and experience,
which will have serious consequences in case of investment mistakes or mistakes in trading. On the other hand, as
China's financial options market is still in its infancy, there are no corresponding laws and regulations to regulate and
supervise it. In particular, investors do not have a clear legal status and rights and obligations in the transaction. Since
there are no corresponding laws and regulations to regulate and restrain investors, the possible violations in the trad-
ing of financial options products cannot be effectively regulated, resulting in the accumulation of hidden risks in the
financial options market (Wang Jixiang, 2021). At the same time, due to the lack of effective supervision means, the
risk awareness of financial options market participants is weak, and they lack a basic understanding of the price
fluctuation law and trading mechanism of financial options, which makes some investors use financial options for
hedging, thus causing the accumulation of risks in the financial options market.

2.3 The options market is not mature enough and the pricing mechanism of derivatives is not perfect

The variety of option products in China's financial market is small, and investors' awareness of option products is
relatively low. This leads to the fact that China does not yet have a regulated, reasonable, and stable options trading
market, and its derivatives market is difficult to develop effectively. In China's financial market, stock options and
stock index futures trading have been running for more than a decade, but investors' awareness of and participation
in them is still low, and many people just use them as a hedging tool. In stock index futures and stock options trading,
many investors still treat it as a speculative tool, which is also the main problem facing stock options and stock index
futures trading in China's financial market at present. In addition, the prices of securities in China's financial markets
are not yet fully marketized, which affects the pricing of China's financial option products and is not conducive to
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risk management by market participants.
2.4 Lack of risk hedging tools and over-reliance on a single product and a single trading strategy

Currently, there is a lack of derivative products in China's financial markets that can provide investors with hedging
tools. There are only a few relatively mature products in our securities market, such as interest rate swaps, stock index
options, and stock index options in the interbank bond market, and these products are one-way in that investors can
only sell or buy the underlying securities on the maturity date, and there is no risk hedging function. In addition, no
cross-market hedging mechanism has been introduced in China's options market. Due to the lack of corresponding
hedging tools, domestic investors cannot hedge cross-market risks by buying or selling the underlying securities and
can only manage risks on the floor. Internationally, there are many different types of options, but they are all based
on different trading strategies, and these trading strategies can be converted and used in combination with each other.
This perspective comes to see the complexity of the options market.

2.5 Small-scale of the derivatives market and low participation of financial institutions

Although China's financial derivatives market has made some progress, there is still a big gap compared with
mature markets and developed countries. With the improvement of China's economic development level, the scale of
the financial derivatives market is expanding, however, due to the special nature of the financial derivatives market,
there are many uncertainties in its counterparties, product types, trading methods, and transaction structures, and its
risk management is difficult. At the same time, because the financial derivatives market is volatile, it is often difficult
for investors to accurately grasp the rules in actual operation, which may easily cause losses. On the one hand, the
scale of China's financial derivatives market is small, with fewer participating entities and a serious shortage of de-
rivatives transactions. On the other hand, financial institutions have insufficient incentive to participate in the deriv-
atives market. On the one hand, financial institutions need stable assets for support in terms of risk prevention and
guaranteed returns, while the stock and bond markets are not active enough to provide financial institutions with
stable returns, and they also need to face various risks, including credit risk, operational risk, liquidity risk, etc.

3. Effective measures for risk management of financial options in China
3.1 Increase the number of contracts and enrich financial option products

Increasing the number of contracts refers to the purpose of increasing the activity of option contracts, enhancing
risk management functions, and improving market efficiency by increasing the number of financial option products
available for trading in futures trading. With the continuous development of China's financial market, investors' de-
mand for risk management has become stronger and stronger. In order to meet the market demand and improve the
service quality and risk management function of China's financial option products, it is necessary to continuously
improve the varieties of options contracts on the basis of existing products, expand the underlying scope of options
contracts and enrich the types of options products. In addition, there are only SSE 50 ETF options in China's financial
market, which can be seen as a very active category of financial options in the market. For other types of financial
options whose underlying is SSE 50 ETF, the trading market is relatively single and cannot meet the needs of different
types of investors for different types of financial options products.

3.2 Appropriate introduction of foreign investors to diversify market risks

Currently, foreign investors account for a relatively high percentage of the mature international derivatives market.
For example, in the U.S. CBOE, NASDAQ, and other index options markets, the proportion of foreign investors
exceeds 50%. China is currently dominated by domestic institutional investors, and the proportion of foreign investors
is not high. If China's financial options market introduces a large number of foreign investors, it can further diversify
market risk and give domestic investors more choices. In addition, the introduction of Chinese financial options can
further improve the investor structure and further attract foreign investors in the international financial market, which
will facilitate the internationalization of China's financial market and thus enhance the competitiveness of China's
financial institutions. The establishment of an options exchange in the market allows foreign investors to participate
in China's financial options market and to trade through the options exchange. In this way, it can meet the needs of
domestic investors and attract foreign investors to participate in China's financial options market, thus promoting the
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development of China's financial derivatives market. At the same time, in terms of market access, it is also possible
to promote the entry of foreign investors into China's financial market through the establishment of an options ex-
change and to improve the degree of openness of China's financial market. In addition, the development of the options
market can also be used to provide risk management tools for Chinese enterprises to carry out overseas mergers and
acquisitions.

3.3 Improve the regulatory system, improve regulatory efficiency

Since China's options trading is still in its initial stage the pilot stage, its trading mechanism, regulatory system,
and related supporting facilities are not mature enough, therefore, in the process of establishing a sound financial
options risk management system, it is necessary to continuously sum up the experience, learn from the advanced
experience abroad and actively improve the regulatory system of China's options market. For the options market, a
perfect risk management system must be established (Cheng, Pan-Hong & Xu, Zhi-Hong, 2022). Only through a
scientific and reasonable risk management system can the safety of financial options trading be ensured. At present,
the laws and regulations and supporting measures concerning financial options trading in China are not sound enough,
the relevant laws and regulations are not perfect, the regulatory system is not sound enough, and there are many
defects and loopholes in the financial market. Therefore, China must take risk prevention as the core when formulat-
ing laws and regulations and supporting measures related to financial options.

3.4 Optimize market structure and increase market liquidity

At present, there are only two kinds of financial options products in China, namely SSE 50 ETF options and CSI
300 ETF options, which are relatively few in terms of the number of products. From the perspective of contract
duration, it is difficult to meet the risk management needs of different investors (Song Chao & Feng Jin, 2021). In
addition, the listing of financial options in China is the inevitable result of the market in the process of continuous
development and improvement. As China's financial options market is in the early stage of development at this stage,
it has high requirements for market liquidity. In order to ensure the sound development of the financial options market,
the optimization of the market structure is the key, which requires that the operation mechanism of China's financial
options market must be adjusted accordingly, in order to further meet the diversified needs of investors, meet the risk
management needs of different types of investors, and improve the liquidity of China's financial options market, it is
necessary to continuously optimize the market structure and introduce the t+0 trading mechanism in terms of the
trading system. enrich the choices of market participants, and in terms of trading rules, strengthen the management
of investor suitability protect the legitimate rights and interests of investors continuously improve the structure of
financial options products, and increase the richness of varieties. In addition, options trading will be incorporated into
the asset and liability management system of securities companies' clients, and insurance institutions will be intro-
duced to participate in options trading.

3.5 Sound market rules to enhance investment risk awareness

Starting from the market mechanism, by formulating the trading rules of financial options, clarifying the rights and
obligations of buyers and sellers of options, guiding investors to establish a correct investment concept, and estab-
lishing a reasonable risk control system, it is conducive to improving market liquidity and promoting the healthy
development of the capital market. At the same time, the launch of financial options will further enrich the types of
products in China's financial derivatives market, build a financial derivatives market with options as a link, guide the
flow of capital to the real economy, promote economic restructuring, and meet the diversified risk management needs
of different investors. Starting from investor education, it is necessary to strengthen the legal construction of the
financial options market, enhance the investor protection mechanism, improve the regulatory system of financial
options exchanges, continuously strengthen the sharing of information on authority regulation, and improve regula-
tory efficiency, so as to improve the transparency of the financial options market.

4. Conclusion

In general, risk management of financial options in China is a complex system project involving multiple aspects,
including market structure, counterparties, trading strategies, risk management mechanisms, etc. In this system engi-
neering, we need to consider the characteristics of financial derivatives and pay attention to the relevant regulations
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of other derivatives, while taking into account the advantages and shortcomings of each, so as to form a comprehen-
sive system. Therefore, in practice, to establish a sound financial options risk management system, we must conduct
a comprehensive and systematic exploration in theoretical research, practical application, and system construction,
incorporate it into the scope of supervision of the entire financial options market, and carry out effective risk man-
agement on this basis, classify and manage different types of financial derivatives, and adopt different risk manage-
ment measures according to the characteristics of different products to continuously improve the operational effi-
ciency of China's financial options market.
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