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Ms. JeanA. Webb
Secretary
U.S. CommodityFuturesTradingCommission
ThreeLafayetteCentre
1155 21st Street,N.W.
Washington,D.C. 20581

DearMs. Webb:

Pursuantto section2(a)(9)(B)(ii)oftheCommodityExchangeAct, 7 U.S.C.
§ 2(a)(9)(B)(ii), theCommodityFuturesTradingCommissionhassolicitedtheBoard’s
commentson theapplicationfor contractmarketdesignationby U.S.FuturesExchange,L.L.C.
TheAct requirestheCommissionto deliverto theBoardof GovernorsandtheDepartmentofthe
Treasuryfor theircommentacopyofany applicationby aboardof tradefor designationor
registrationasa contractmarketor derivativestransactionexecutionfacility involving
transactionsfor futuredeliveryofanysecurityissuedor guaranteedby theUnitedStatesor any
agencythereof.U.S.FuturesExchangehasindicatedthat it intendsto tradeproductsinvolving
suchsecurities. TheCommissiondeliveredacopyoftheapplicationto theBoardby letterdated
November5, 2003, andsolicitedtheBoard’scommentson theapplication.

TheBoardbelievesthat tradingofderivativeinstrumentsoncontractmarketsand
overthe counterareimportantcomplementsto thecash-markettradingof Treasurysecurities.
Derivativeand cashmarketsarelinked throughthetradingandhedgingofmarketparticipants.
Expandedvenuesfor thetradingofderivativescouldoffer opportunitiesfor tradersandinvestors
morereadilyto assumeandhedgetheirpositionsin Treasuries,therebycontributingto market
liquidity. TheBoard is supportiveof stepsthat havethepotential to improveliquidity in
Treasurymarkets. Treasurysecuritiesalsoserveasimportanthedgingvehiclesin corporate
bondandmortgagemarkets,andincrementalimprovementsin the liquidity ofTreasury
securitiescouldhavebenefitsin thesemarkets,too.

As describedin theapplication,U.S.FuturesExchangeis an indirectsubsidiaryof a
non-U.S.firm, EurexFrankfurtA.G. Questionshavebeenraisedasto theappropriatenessofthe
ownershipofU.S. FuturesExchangefor acontractmarketoperatingin theUnitedStates.The
Boardbelievesthatcompetition,includingcompetitionfrom non-U.S.firms, servesouroverall
economyandour financialmarketswell. Competitionenhancesefficiencyandfosters
innovation.
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TheCommissionhasindicatedin congressionaltestimonythat it is committedto
providingalevel regulatoryplaying field andthat U.S. FuturesExchange’sapplicationwill be
evaluatedagainstthesamecoreprinciplesfor designationas areappliedto othercontract
markets. ConcernsaboutpotentialadverseeffectsofU.S. FuturesExchange’sforeignownership
canbe addressedin termsof any implicationsfor theexchange’scompliancewith thosecore
principles.

TheBoardbelievesthat theprocesstheCommissionhasdescribedis appropriate.
In manysegmentsof oureconomyandfinancialmarkets,competitionhasbeenenhancedby
non-U.S.firms establishingadirectpresencein theUnitedStates.Theprocessfor contract
marketdesignationlaid out in the CommodityExchangeAct andimplementedby the
Commissionprovidesamechanismto addressany concernsregardingforeignownership;such
concernsdo not requireerectingbarriersto foreignentry. In this way,U.S. financialmarketscan
benefit from the competitionaffordedby entryof newcontractmarkets,includingentryby
marketsownedby non-U.S.firms.

Very truly yours,

JenniferJ.Johnson
SecretaryoftheBoard


