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Today – I note that for the third time in a little more than a year – the Committee considers major derivatives reform legislation.  The bill before us reflects more than two years of public hearings examining derivatives markets, both regulated and unregulated, covering physically deliverable commodities and financial products.  As the Committee with primary jurisdiction over derivatives markets, we have been diligent and transparent in our efforts to consider responsible changes to the Commodities Exchange Act, the legislation that governs the regulatory structure of derivatives markets.    

It began with the price volatility we saw in energy futures markets, first with natural gas, then for crude oil.  Our examination of what was occurring on regulated markets led us to the even larger unregulated market of over-the-counter trading.  It more aptly should have been called “under-the-counter trading” because trillions of dollars in transactions were being conducted out of sight and out of reach of the market regulators.

I was proud when last year this Committee, on a bipartisan basis, approved legislation to give the CFTC greater authority over these “dark markets” in order to restore the price discovery and hedging utility of regulated markets.  Unfortunately, it was shortly after we passed this legislation in the House of Representatives that we learned the real consequences of what can happen in unregulated markets with the near total collapse of our financial system.  

Now derivatives, in and of themselves, did not cause the financial meltdown of last year, but they played a role.  Had the provisions of the bill we consider today been in place last year, irresponsible financial institutions would never have gotten themselves in a position where they needed billions of dollars in taxpayer money to keep them from failing.

Less than six weeks into this session of Congress, after extensive hearings, the Committee again passed derivatives legislation on a bipartisan basis.  The new bill, H.R. 977, not only included the legislation passed by the House the previous Fall, but also included provisions designed to bring greater transparency and accountability to derivatives markets.

A key part of that legislation was a requirement that swap contracts be cleared.  Before the concept was embraced by the Administration, by the Financial Services Committee or anyone else, this Committee on a bipartisan basis said that clearing should be required.  
And equally important, this Committee said that exemptions to the clearing requirement should be available because not every swap is appropriate for clearing and not every market participant should have to bear the burdens of clearing.  These two key principles of required clearing and exemptions are carried over from H.R. 977 and expanded upon in the legislation before us now.  

The legislation we have developed for the Committee’s consideration, as reflected in both the Amendment in the Nature of a Substitute and the Manager’s Amendment, protects the ability for end users to use swaps to hedge risk while holding swap dealers and major swap participants to new standards for capital, margin, business conduct and other requirements to reduce their ability to again place our financial system in such dire straits.  In crafting this bill, our target for greater regulation and oversight is not the end user but their swap dealer or major swap participant counterparty.  End users did not get a bailout of billions of dollars.  End users are not responsible for what happened in markets last year.  

Finding the right legislative language that excludes who we want excluded and captures who we want captured has been a challenge.  If someone can come up with a better approach, I am certainly willing to listen and work on it with them as this bill moves to the floor.  

If it were up to me, a bill to regulate these markets would have been signed into law a long time ago.  However, large banks have a long history of using their financial and political advantage to try to gum up and slow down reform efforts by sowing discord between members and Committees.  But the time has come for this Committee to act, and working with Mr. Lucas and his staff, I believe we have come up with an approach that can let the Committee move this bill forward.

I want to thank Mr. Lucas and Committee staff, on both sides of the aisle, who have put in many hours of work on this bill.  I also want to thank members of this Committee for the specific contributions they have made to our efforts, which have been very helpful to the process.

I believe that solving this mess regarding unregulated swaps and derivatives is an effort that must pass Congress and be signed into law this year.  If this bill gets delayed too long, it risks becoming bogged down by the politics that often accompanies an election year.  If that happens, the big banks win, because they got their bailout but didn’t get any new regulation or oversight.  To me, that is an unacceptable outcome.

This legislation brings real accountability and oversight to derivatives markets.  I urge the Committee to approve it and I now yield to my good friend and Ranking Member, Mr. Lucas, for any opening statement he would like to make.
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