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First-instance Ruling in "London Nickel Litigation"
may Erode Centralized Liquidation Contract Rights
LIU Yue
(Law School Peking University)
Abstract In March 2022, the London Metal Exchange (LME) made repeated market interventions, suspending
trading and canceling transactions, thereby causing a major market shock known as the "LME Nickel Incident".
Two hedge funds sued the LME and LME Clear in June 2022, and the UK High Court made a preliminary judgment
in favor of the LME and LME Clear in November of the following year. In the process of demonstrating the
legality and rationality of the cancellation of transactions, the judgment analyzed in detail the clearing process and
effectiveness of contracts in the centralized clearing mechanism. It concluded that any agreement before the central
counterparty completed internal verification and confirmation did not have economic value, and the parties therefore
had no legitimate expectation of an economic benefit. The views expressed in the judgment were considered to be
groundbreaking, departing from the prevailing concept of "trade matching is a commitment to clearing”" in futures
trading. It also was inconsistent with the concept of protecting end-users in carrying out derivatives trading for the
purpose of hedging as embodied in legislation and regulatory policies in a number of countries. In the development
of a comprehensive clearing service in China's futures trading, the London Nickel Incident should be taken as a
reference. It is necessary to determine the time of any central counterparty intervention, study the different forms of
contract effectiveness in the clearing mechanism, and address the legal consequences of clearing failure in the main
agreement framework of over-the-counter transactions, so as to prevent complicated disputes over the establishment
or effectiveness of a contract under extreme market conditions.
Keywords London Nickel Event, Contract Right, Central Counterparty
JEL Classification G15 G32 KIi2
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