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Thank you, Chairman Peterson and Ranking Member Goodlatte for inviting me to testify before the Agriculture Committee today.  I also thank you for holding a series of hearings on the issue of energy market manipulation.

Just a couple weeks ago, the House passed the Energy Markets Emergency Act of 2008, almost unanimously.  It called on the CFTC to exercise emergency powers to “curb the role of excessive speculation in any contract market.”  I supported this bill and I was pleased to work with you, Mr. Chairman on this bill.
While the Energy Markets Emergency Act of 2008 effectively prompts the administration to perform its oversight duties, many in Congress still believe there is room to address the role of speculation in oil prices.  
While some have advocated for doing nothing and others believe that we should simply bar index investors and others from the energy commodity markets altogether, I believe what we really need is a level playing field that is transparent and accountable.  
Our goal should be to make sure that the regulator—the CFTC—has the ability to ensure undue manipulation isn’t taking place in the markets.
This committee has a very difficult problem to consider, with no easy solutions.  The energy commodity markets are complex.  Simply laying blame on traders ignores the aggregate problems we’re seeing, in terms of speculation in these markets.

I used to work in the energy business.  I managed a co-op of natural gas users.  I was involved in arranging supply, transportation, and implementing hedging strategies for members of the co-op.  From my experience, I know that there is value in the presence of a viable, transparent futures market.  These markets allow for greater efficiency in our economy, and provide critical outlets for hedging against price risks. 
Futures markets work because they allow investors to assess risk, to hedge and protect against losses, and to secure gains through speculation.  There is a legitimate role for speculation, particularly in the futures market, that just isn’t well understood.  That’s because the futures markets works best when liquidity exists to stabilize prices.  

By which I mean that if I am an airline CEO or a petroleum refiner, and I’m looking to protect my business against future price increases or decreases, I want to have the option to hedge.  I want to be able to lock in today’s price so that I have some kind of insurance against the future when a higher or lower price might damage my business.  
However, in order for a business owner to hedge his/her exposure to high oil prices, there must be someone in the marketplace who is willing to assume my risk.  The entity that takes that risk is betting that the price will either rise or fall and that they will make money.  They are speculating. For every contract, there is both a buyer and a seller.  You cannot have one without the other.
The problem before us today is not black and white.  It exists in shades of grey.  That’s why we need to be looking for solutions that force all the players to play by the same rules.   That does not happen today.  
That’s because the current law allows people to trade on foreign exchanges, under something called the Foreign Boards of Trade provision under the Commodity Exchange Act.  
Current law allows the CFTC to determine if a Foreign Board of Trade—such as ICE Futures, based in London—is already regulated in its country of residence.  If it is, current law says that the CFTC doesn’t need to regulate it here in the U.S.  
That might work in theory, if every nation had the same financial rules.  The U.K. does have a regulatory system and it does oversee ICE Futures, which is a good start.  
However, the problem is that the CFTC hasn’t been getting all the data about trades occurring on the ICE exchange.  The other problem is that ICE Futures does not have the same position limits on trades as domestic exchanges do, potentially leading to massive, price-affecting holdings that would go undetected by U.S. regulators.
So if I were a trader and I wanted to buy more energy commodities than NYMEX would allow, because it has limits, I could go over to ICE Futures, via its electronic exchange in Atlanta and buy as many futures as I wanted.  
This doesn’t make sense.  Everyone who wants to trade in U.S. energy futures, especially in West Texas crude oil or natural gas, should be subject to the same rules.  
Now, there is good news to report too.  On June 17th, the CFTC announced a new agreement with ICE Futures Europe to require ICE Futures to adopt "equivalent U.S. position limits and accountability levels” on West Texas crude oil.  CFTC has also reached an agreement with the Financial Services Authority, the UK regulatory counterpart, by which it will receive data on large positions.  This data will be incorporated into the CFTC’s weekly Commitments of Traders reports.

Just this past Monday, the CFTC also amended its no-action letter to the Dubai Mercantile Exchange in almost exactly the same way.  This is very encouraging and I think we’re on the right track.  Now, Congress needs to ensure that these positive developments are enshrined in statute to ensure that the CFTC's new policy is consistently applied going forward.

While the idea of creating appropriate regulation to stop excessive market manipulation is appealing, we should approach this issue with caution.  If legislation goes too far, it could drive a significant amount of business that is taking place in the U.S. today offshore.

That is why I would caution against overreaching and why I think that we need to look at reasonable solutions today.  Congressman Charlie Melancon and I have introduced a bill that we think addresses the problem—H.R. 6284, the Close the London Loophole Act.  
The Matheson-Melancon bill requires foreign boards of trades to comply with all U.S. registration and regulatory requirements if they offer contracts that can be settled by physical delivery within the United States.  It provides the CFTC with full enforcement authority over traders within the U.S. who trade on an exchange outside the U.S.  
It also requires the CFTC to set up agreements with foreign exchanges with respect to comparable speculative limits (they exist on NYMEX already) and reporting requirements for any exchange that is trading U.S. energy commodities before the exchange is allowed to establish direct trading terminals in the U.S.  

Our bill would effectively codify the CFTC’s recent action to require such reporting and limits from ICE Futures and it would apply this effort to future agreements.  This is important because the CFTC agreement with ICE Futures does not apply to other markets.  The CFTC has also issued no-action letters granting regulatory waivers to foreign markets, including the Dubai Mercantile Exchange, so it is important that we address this issue as soon as possible.

Unfortunately, Congressman Melancon could not be here today to testify as well and I offer my testimony for both of us.  I’d also like to say that our bill has companion legislation in the Senate, authored by Senator Levin of Michigan.  

Thank you, Mr. Chairman.
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