December 19, 2003

Ms. Jean A. Webb

Secretary to the Commission

Commodity Futures Trading Commission

155 21st Street NW

Washington DC 20581

Re: US Futures Exchange LLC DCM application

Dear Ms. Webb:

We welcome this opportunity to comment on the proposed entry of Eurex into the United States.  We know Eurex to be a vibrant, successful company, and believe that its presence in the US will be a very desirable development.  It will strengthen competition in the US futures markets and, as a consequence, benefit US investors.

In our opinion, inter-market competition is healthy when it is between facilities that have different market structures, as is the case in the current situation.  Competition is the best way to keep costs low for customers, and to overcome the inertia that can keep an established market from innovating as much as it otherwise would.  The existence of competing market centers does, of course, result in order flow being divided between multiple markets, and the fragmentation, in and of itself, is not desirable.  Nevertheless, it is a cost that should be justified by the benefits that competition brings.  We urge that the entrance of a new market not be blocked because of a fragmentation argument.  If, ultimately, one market alone comes to survive, it should be because it was the most successful competitor, not because competition from others was suppressed by a regulatory authority.

We wish also to comment on a letter to you dated December 15, 2003 that was written by Professor Daniel Weaver.  In it, Professor Weaver stated that he is “deeply concerned about the method Eurex appears to be planning to obtain market share from the CBOT.”  He goes on to write that, “According to press reports at the time, DTB held a meeting of its 14 designated market makers and threatened them with removal of their designated bank…status if they did not meet a minimum quota of trade volume.”  At the end of his statement, Professor Weaver cited “Volume Surge Leaves Members Optimistic about Competing with LIFFE,” Securities Week, December 9,1991, page 6.  While we have no direct information about these events, we find the statement highly implausible.  To our knowledge, DTB had no regulatory authority over banking licenses and thus did not have the power either to grant them or to remove them.  We urge that the Commission not deny Eurex entry into the US markets because of shaky conjecture about how the organization may behave as a competitor.  

We have both had considerable experience for many years as researchers and participants in the securities industry.  Market microstructure has been one of Robert Schwartz’s fields for over a quarter of a century, and he has published extensively in academic journals and books on subjects related to market structure.  Avner Wolf’s area of expertise is options and futures.  He had worked at the COMEX as a staff economist and then, after having joined the Baruch faculty, continued at the COMEX as a consultant.  A common principal that we have both adhered to is that competition between healthy, alternative market structures yields desirable results.  In this context, we would welcome a favorable decision by the Commission with regard to Eurex’s application.  We hope that our comments are helpful to you.

Sincerely,

Robert A. Schwartz

Marvin M. Speiser Professor of Finance and University Distinguished Professor

Zicklin School of Business, Baruch College, CUNY

Avner Wolf

Professor of Finance and Chairman of the Department of Economics and Finance, and Director of International Programs

Zicklin School of Business, Baruch College, CUNY

