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Mr. John E. Tull, Jr.

Acting Chairman .
Commodity Putures Trading Comrission
Three Lafayette Centre -

1155 21st Street, NW--Room 9034
Washington, DC 20581

Dear Chairman Tull:

I am writing to seck your assistance on & matter that has recently come 0 my
attention. '

As you know, Section 3 of the Commodity- Bxchange Act, as amended (the "Act"),
sets forth the “national public interest® in futures trading that requires federal oversight and
justifies the need for the Commodity Futures Trading Commission (the *Commission®).
Specifically, Section 3 of the Act acknowledges that futares and options transactions are
wtilized for pricing and risk-shifting in the United States and foreign countries. The Actand
the regulatory structure under the Act exist to protect the prices of thase commodities an
baardsofmdefmminﬁmper influences in order to bemefit interstate commerce in

_ conimodities and benefit the national economy as a whole. I am concerned that the Act
may no longer properly provide for the intended pratection of the public interest, for the
reagons set forth below. : : -

Drastic changes in the international financial markets seem to have created an issue
as 1o how well that public interest can be protected under this regulatory regime. AS an
example, I attach two recent articles from the Financial Times reporting on & squeeze in
the copper market operated by the Loadon Metal Exchange. As you kuow, T is
permitted to be delivered an the LMR copper contract in warehouses lacated in the United
States. Thus, the price of capper in U.S. commercs is directly at risk to a squeeze on the
London Metal Exchange. This situation concerns me. o

Section 4(b) of the Act limits the ability of the Commission to exercise oversight
over forcign boards of trade, ever if the activities on the foreign board of trade could affect
inferstats commerce in & particular commodity and in the United States economy in general.
I refer to the limitations in Section 4(b) providing that: . ' '

No rule or regulation may be adopted by the Commission under this subsection that
(1) requires Commission approval of any contact, rule, regulation, or action of any
foreign board of trade, exchange, of market: or (2) governs in any way any rule of
contract term or action of any foreign board of trade, exchange, or market, Or N
clearinghouse for such board of trade, exchange, or market. =

My understanding is that the only means by which the Commission can protect the
public against the risk to the economny from improper practices on foreign boards of trade
adversely affecting the prices of commodities in U.S. commerce are: (1) by regulating the
conduct of professionals marketing foreign futures in the United States; or (2) by prohibiting
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the offer and sale of foreign options in the United States or by conditioning an exemption
under Part 30 of the Commission’s regulations permitting the offer and sale of foreign
options in the United States. Is this a correct interpretation?

I would also tike to request, at your earliest convenience, responses to the following .

related questions:

(1) What analysis goes into the decision to permit professionals to engage in the
offer and sale of a forcign future in the United States, without registration or further
disclosure or other requiremenis? For what public input and review does the process
provide?

(2) What analysis goes into the decision to grant a Part 30 exemption? For what
public imput and review does that related process provide? '

(3) How frequently are the permissions, exemptions and/or conditions referred to
in questions (1) and (2) reviewed, following the initial grant of permission, exemption or
imposition of a condition? '

@) What analysis, review and approval tprocess: exists to address a decision by a
foreign board of trade to list a contract calling for future delivery of a commodity within
the United States? ' X _

(5) What information does the CFTC have the right to obtain with respect to recent
activities in copper traded on the LME and with respect © actions of the LME Board to
respond to those activities? Have the Commission’s efforts to exercise those rights of
access, if any, been successful, or have they been impeded or limited in any respect, either
. because of limitations in their scope or otherwise?

(6) What authority does the CFTC have to prevent, respond {o, or sanction conduct
with respect to a squeeze on a foreign market where the contract calls for dealing in US
commerce? - In what respects is that authority not co-extensive with the CFTC's authority
with respeet to conduct related to activities on a U.S.-desigrated contract market?

(7 Is this legislative/regulatory framework sufficient, in your view, to protect the
national public interest in commodities prices from ymproper conduct on a foreign board of
trade? Would your answer be the same if the futures or options contract called for delivery
of a commeodity within the United States?

Thank you very much for your consideration, and I look forward fo your response.
Please do not hesitate to call if you have any questions or would like further clarification
of my concerns.

Sincerely,

(Ut &8 icnn

Charles E. Schumer
Member of Congress
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of copper market squeeze

" By Kennoth Goading,
- Mining Gorrespandent

.The Londou Metal Exchange

- board took action yesterday to
*limpit the of & techaical
1 squeeze develaping in

its copper market, Traders
. suggestad that OS hedge and
‘cmmoﬁﬁmdswmmth:
. Wroog of the squ=eze and
.wemwmsuﬂer-uzlmu
:after holng short ~ selllng

price was $2,833 a tonne.
Before the LME's action it was
costing abgut §2 2 tonne {o
carry forward 2 ghart position
for a day but this ineveasad to
$3 shortly afterwards.
Anniysts were surprised by
the  intervention. One
suggested: “We 'can only

_agsume that Mr King [Mr

David Xing, the LME chief
execttivel saw something In
the confidential dally reports
from brokarz which alarmed
him and the action wag ta
pre-empt a disorderly sitoa-
tion". .

They pointed our the board
had not taken action at thuoes
when the copper squseze had
seemed ta be more severs ~ for
example in December when the
backwardation (premium for
copper for immediate delivery
compared with three-month

metal) had risen to $320 a |°
tonne.

Last pight the backwarda.
tion was $147.76 = twone after

cash copper closed up $53 at

$2.845.95 while three-menth
metal was $2.697.50, up $34.50.
Mr King refused to ba drawn
ghout the reasons the board
acted after its scheduled
meeting, He did refute
that the exchange
had “baled aut the shorts.” Ha
gald: “We have never baled
enybody out and we will not
whils I am chief execttive™.
Analysts said & sirfke at
Chuquicamats in Chile, the
world’s blgzest copper mine,
biems at RTZCRA's new
Canyon smelter in
the US and low stack levels
were comhining to make con-
romers narvous about copper
defiveries in June,

com
i

;Ll\/[E acts to limit impact
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LME copper hit -
by fresh turmoﬂ

By Kenneth Goodmg,
Mining Correspondent

Fresh turmoil and volatility
swept the London Metal
Exchange’s’ copper markat yas-
terday as the “Jongn™ and the
“sharts” baftled for the npper
hand. The conflict saw the
price for delivery in three
months drop by $100 a tonna i m
martirg trading only to

all tha last ground bythc close,

whick it could ‘consolidate.
“This wolatility could go on for

had sold capper they did not
own in the expectafion that
they could buy later at & lower
price — strugrled to cover, the
price reboundad to « day's high
of $2,446. Threeanonth copper
cloged . at $2.480, virtually
unichanged. from Tuesday.
Meanwhile,. the feroclouns
technical squeeze that has
gripped the market for some
months continued to make

itself felf.- The premium for
immediate

copper for:
compared with threeqnonth
metsl widaned during the day

" from $60 = tonne to $110. - -

© Analyets said this fndicated
that LME stocks were tiphfly
held. .“It is very dangerous {a
go short at & tme Hke thiz”
s2id one analyst, *“The shorts
will win eventusily becanse 0
moch extra copper will ba pro-
dueedthxsyear.bmitwﬂlbea
bloody battle”
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