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WASHINGTON -(Dow Jones)- Acting Chairman Walter Lukken of the U.S. Commodity Futures
Trading Commission acknowledged on Wednesday that more regulatory oversight is needed
for over-the-counter derivatives products.

Lukken's statements come at a time
when unregulated derivatives are
coming under greater scrutiny as
lawmakers struggle to understand
what role they played in helping to
topple some of the most powerful
firms on Wall Street.

Lukken, a Republican, helped craft
the legislation that barred the CFTC
from regulating most swap products
during his days as a congressional
staffer in 2000.

But times have changed, and in his
testimony before the House
Agriculture Committee, he said that
federal regulators, including the CFTC and the Securities and Exchange Commission, need
the authority to police these opaque markets for fraud and manipulation.

"I think it's very clear that the over-the-counter markets have developed significantly over
the eight-year period of time," Lukken said later when asked if it was a mistake to exclude
swaps from CFTC regulation. "It will require us to take a fresh view on how we should
regulate this."

Of particular interest to lawmakers and regulators are credit derivatives like the credit-
default swap, a private insurance-like contract that lenders use to protect against borrowers
who can't pay their debts.

Both the House and Senate agriculture committees held hearings on these types of
derivatives this week, and the chairmen of those committees put the industry on notice that
new regulations will soon be under way.

"Your folks need to get real if they don't think they are going to be regulated," House
Agriculture Committee Chairman Collin Peterson, D-Minn., warned the International Swaps
and Derivatives Association Wednesday.

Lukken's call for regulatory reform is just one of many voices, but as a new president
prepares to take office soon, it is possible that congressional leaders may develop even more
sweeping reforms than the ones Lukken proposed Wednesday.

On Tuesday, for instance, Senate Agriculture Committee Chairman Tom Harkin, D- Iowa,
said he plans to introduce legislation to force OTC derivatives onto exchanges and possibly
even ban certain kinds of credit default swaps.

Questions also remain over which agency should regulate these derivatives. SEC Chairman
Christopher Cox has asked for new regulatory powers, and Erik Sirri, the director of trading
and markets, testified Wednesday that the SEC would like to see mandatory recordkeeping
and reporting for all credit default swaps.

Lukken, meanwhile, called on federal agencies to work in tandem. Still, some of his
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But those proposals could take some time to launch, and they would be regulated by different
federal agencies, depending on how they are structured.

Rep. Peterson said he fears that a turf battle between the SEC, the CFTC and the Federal
Reserve is starting to brew, and he worries that industry groups hoping to keep regulations
to a minimum will try to exploit it.

"I'm afraid the industry may try to divide and conquer here by trying to get this thing split up
between three, four different groups and then avoid regulation," he said.

-By Sarah N. Lynch, Dow Jones Newswires; 202-862-6634; sarah.lynch@ dowjones.com

Click here to go to Dow Jones NewsPlus, a web front page of today's most important business
and market news, analysis and commentary: http://
www.djnewsplus.com/al?rnd=QrtSllHcvSwqAE2cjOAk%2Bw%3D%3D. You can use this link
on the day this article is published and the following day.
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