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Committee on Agriculture – U.S. House of Representatives 

Review of Derivatives Legislation: Feb. 3, 2009 

Witness: Michael A. Gooch, CEO of GFI Group Inc. 

 

The Proposed Legislation: 

- GFI supports the Committee’s initiatives for greater transparency, central 

counterparty clearing and effective regulatory oversight. 

- Enhancing transparency and eliminating counterparty risk will be an improvement 

in the CDS market structure that will ensure its role as a credit transfer tool for 

investors. 

- GFI supports the effort to give the CFTC greater regulatory oversight. 

- Central clearing mechanism requires a degree of standardization and price 

transparency not available for all instruments and all credits.  

- Clearing mechanisms are only as good as its members in the event its initial 

clearing funds are exhausted. 

- Seeing as large banks and prime brokers represent the bulk of the clearing capital 

at risk, a clearing solution provided by those banks with a high degree of 

transparency on pricing and mark to market makes the most sense.  

- It is a mistake to presuppose that the market for credit derivatives operates only in 

the US and that a single vertical clearing and execution venue can be designated 

for the entire global market.  

- To successfully achieve OTC clearing, large inter-bank dealer and global co-

operation will be required.  

Issues Raised by the Proposed Legislation – Sections 14 and 16 

- GFI supports the extension of CFTC regulation to the market for carbon offset 

credits and emission allowances under Section 14 of the Bill.  

- GFI sees no reason why the proposed legislation requires all trades to be done on 

a designated Contract Market (DCM) and not also on a CFTC-regulated 

“Derivatives Transaction Execution Facility” (DTEF).  

- This limitation of transactions to DCMs stifles competition leading to greater 

costs. 

- In regards to Section 16, GFI is concerned that limiting participation in the Credit 

Derivatives market to entities with a direct interest in the credit being protected, 

i.e. elimination of naked interest, can potentially kill the CDS market and 

significantly inhibit the liquidity of the credit markets  

- CDS has become so integral to the functioning of credit markets that killing it will 

extend and deepen the current recession.  

- The global market for credit derivatives is not murky or unregulated as some have 

portrayed, but rather is highly liquid and, potentially, quite transparent.  

- The credit derivatives market will play an important role in the recovery of the 

global economy. 

- This role will be jeopardized if we do not sort out the misperceptions surrounding 

credit derivatives and their market structure.  


