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mwoanet ewlntte.  IANited States Senate
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4 RORETT BT, DR COMMITTEE ON
AGAICULTURE, HUTRITION, AND FORESTRY

WASHINGTON, DC 206 10-8000

Junpe 19, 1992

The Honcrable Wendy Gramm

Chairman

Commedity Futures Trading Commisseion
2033 K Strﬂﬂtp Hth

Washington, D.C. 20881

Dear Chalirman Gramm:

ha you Knew, the Chicago Mercantile Ewxchange and Chicago
Board of Trade hoards have daclded to raduoe "parformance bond"
or Pmargin" recquirements for their. raapactive futures contracte
on the Standard & Poor 500 index and Major Market Indax,
effactiva Monday, June 22, 1992. Last month, the Hew York
Futures Exchange raeduced margin requiramante for its futures
contract on tha NYSE composite index.,

Margin levels for stock-index futures have been the subjact
of subgtantial debate and controveray fellowing the ateck prica
craghes of 1987 and 1569. To assura purlic confidenca in the
adequacy of these margin laevals €a protect financial integrity
and avoid financial rigk, the Senate paeped legimlaticn (Title
ITI of 5.207, the Futures Trading Practices Act) whiceh requires
that. these lavals be revieved and overseen by & Federal aganoy.
Ultimate authority would rest with the Faderal Reserve Board,
though it may delaeagate authority under this provision to the
CFTC.

This legislation remains pending in a House-Senate
conferente committee where it has been since last Novembar, We
remain optimistic that a final packege will reach the President's .. ==
degk thig year -~- wlth the margin provision included.

The decisicns by the CME, the CBT, and HYFE with respect to
margin levels on the E&P 500, MMI, and NYSE composite contracts
would fall squarely under the tiltle IYXY provision were it law,

Wa are concerned about the tiwing of these decisions and the
aignals they may send. This <oncern is magnified by the fact
that they will not be subject to Federal review under title IIT.
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Stock markets both domastico and abread have withessed
incrassing volatility in recent days and weeks. Just this weaek,
the U.53. markKet absorbed 2 single-day drop of 41 points in the
Dow Jonag Induetrial Aversgs and a 6 peinte in the Btandard and
Poor 50Q, Over the last two days, the Tokyo Nikkel Average hae
fallan aver 900 points. Similar losses have been seean in other
narkets worid-wide,

Day-to-day veolatility in stock prices over the paet year or
80 may be below prior levaels, but 1t takes only a singla day of
gerious, disproportionate losses == particularly if palred with
lowared margins —— to damage public confidence and to reignite
publia aaentroversles similar to thome of 1987 and 15B9.

We cannot expect the CME, the CBT, NYFE, or other exchangas
te put off making day-to-day decisionhs on such market-sansitive
issues as margln levels until Congress completes actlcon on tha
pending CFTC Bill -- particularly glven the many delaye in that
proceasa. PBut the public concern that gave rise to the
legiglation remaine desp and cannot be ignored.

A an slternative until Congress has flnalized 1lts work con
the Bill, we requast that the CFIC conduct a review of the
proposed changes In stock-ilndex futures margin levels under the
title ITI standard: that is, wa ask that you exemlne whether the
levels are "approprlate to preserve the financial integrity of
ths contract market or lte clearing syatem and to pravent
eystenic risk." In assessing the potential impact on syatemic
risk, wa urge you to sask input from interestad officials at the
Dapartment. of the Treasury, the Fedsaral Reserve Board, and the
Sacurities and Exchangs Commission, as appropriate.

While currant law does not authorize the CPTS to approvae or
disapprove, or to alter or supplement exchange rules setting
levels or margin, therae is nho bar in tha Commodity Bxchange Act
againat the CFTC conducting a review or analyesils of margin levels
to satiefy liteelf as to their adeguacy in light of the public
interast and reporting ites findings to Congress. We have
separatcly asked the exchanges to cooparata fully in this process
and to reconsider thelr margin decilsions should the CFTC
determine, as a result of its review, that it has coricarns about
thae adaquacy of the proposed levels. - e =

Pleane report to the Committee on your findinge within ten
days.

In asking you to conduct this review, we emphamize that this
interim procedure is no substitute for the legal review power for
stock=index futures contracts granted to the Faderal Reserva
Beard under title IXIT of the legislatian. Rather, the nsed to
turn to this eseentially-voluntary procedure gpeaks eloguently to
the need for Congressional actleén on CPTC reform legislation this
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year. The finanaial world will not simply stop turning while
waiting for Capitol Hill to act.

We appraciate your assistance on this metter of significant
public interasat,

Sincerely,

T8y Toky Fioe)

RICHARD &. LUG
Chairman Ranking Membhar




