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​As the United States has grown and evolved, it has passed more and more​
​legislation governing the financial services industry. Much of this legislation, to​
​accommodate the new powers vested in the executive branch, created new​
​agencies. Today, a complex web of agencies dominates the financial services​
​regulatory environment. These agencies have transformed the U.S. financial​
​services landscape, making the U.S. one of the best nations for financial​
​institutions to do business and ensuring that the U.S. economy remains robust and​
​relatively safe from financial shocks. However, the numerous agencies can often​
​place a burden on businesses, especially smaller companies, and at times perform​
​duplicative functions. Calls to reform or streamline the functions of U.S. financial​
​regulators are nearly as old as the agencies themselves, and there is always room​
​to improve the U.S. financial services industry by strengthening, combining, or​
​eliminating duplicative processes, or all three. The following list is by no means​
​exhaustive, but covers the major regulators of the financial services industry.​

​Commodities Futures Trading Commission (CFTC)​

​The​​CFTC​​was created in 1974 with the passage of the​​Commodities Futures​
​Trading Commission Act, overhauling the older Commodity Exchange Authority.​
​The CFTC initially had authority only over commodity futures. Over time, the​
​CFTC’s authority has expanded due to additional legislation, like the Dodd–Frank​
​Wall Street Reform and Consumer Protection Act (Dodd-Frank), giving the agency​
​broad jurisdiction over all financial contracts, futures, and derivatives. This​
​includes not only the derivatives and futures markets but the swaps market,​
​foreign exchange (forex) market, and over-the-counter (OTC) market. The main​
​exception to the CFTC’s authority is securities options. The Securities and​
​Exchange Commission has regulatory jurisdiction over any securities options,​
​such as the​​SPX​​, but the CFTC retains authority over​​securities futures, such as the​
​ES​​. The CFTC has broad authority to police commodities​​and derivatives markets​
​through rule-making, requiring the dissemination of certain material information,​
​and punishing market participants who engage in illegal or abusive practices.​
​Lastly, market participants, such as individuals and companies engaging in trading​
​activity under CFTC purview and derivatives and futures exchanges, must register​
​with the CFTC. This registration is often handled through the National Futures​
​Association (NFA), a self-regulatory agency under CFTC supervision.​

​Consumer Financial Protection Bureau (CFPB)​

​The Dodd-Frank Act created the​​CFPB​​, making it one​​of the newest financial​
​regulatory agencies in the U.S. government. The CFPB was created to monitor​
​consumer financial products and protect consumers against any unfair, deceptive,​
​or abusive practices. Additionally, it has the power to take action, when necessary,​
​against companies that violate financial consumer protection laws. Previously, the​
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​Glossary​

​Federal Funds Rate (FFR):​​The​

​rate that is charged between two​

​depository institutions when one​

​lends a portion of its balance held​

​at Federal Reserve Banks to the​

​other. Effectively, it is the overnight​

​interest rate that banks charge​

​each other on highly safe​

​investments. The Fed does not​

​directly control this rate but can​

​affect it through its transactions in​

​the financial marketplace.​

​Future:​​Financial contract that​

​obligates the holder to buy or sell​

​an underlying asset at a set price​
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​job of financial consumer protection was split between multiple agencies.​

​Because the CFPB is relatively new, the agency has, over the preceding decade,​
​often been testing the extent of its executive powers and assessing how it fits into​
​the broader financial services regulatory universe. As a result, this has led to​
​criticism that the agency has overstepped its congressionally mandated powers.​
​As the CFPB evolves over the next few decades, it will likely continue to​
​experience growing pains, with criticisms of jurisdictional overreach and calls for​
​the agency to expand its scope to create a more robust consumer financial market.​

​Lastly, the CFPB maintains a unique financing structure. Congress wanted to​
​shield the CFPB from the normal appropriations process and structured the CFPB​
​to be funded through quarterly transfers from the Federal Reserve upon the​
​CFPB’s request. This has been a point of contention since the agency's creation.​
​Many argue this makes the CFPB too independent of the legislative branch, while​
​others point out that other agencies are also funded outside the regular​
​appropriations process (albeit from fees assessed by the agency). While the​
​Supreme Court case​​CFPB vs. Community Financial Services​​Association of America​
​(CFSA)​​settled the constitutionality of the CFPB’s​​funding structure, questions​
​surrounding the appropriate degree of independence from Congress remain.​

​Federal Deposit Insurance Corporation (FDIC)​

​Founded in 1933 as a result of the Great Depression, the primary function of the​
​FDIC​​is to insure bank deposits. Currently, the FDIC​​insures bank accounts up to​
​$250,000. The exact amount of deposit insurance has changed over the years and​
​is covered by the Deposit Insurance Fund (DIF). The DIF, which is funded through​
​fees imposed on banks, is measured by its designated reserve ratio (DRR), which​
​is the amount of money in the DIF as a percentage of the estimated insured​
​deposits in the U.S. banking system. Dodd-Frank sets the minimum DRR at 1.35%,​
​but the FDIC target DRR is 2.00%. Currently, the fund is still below the 1.35%​
​minimum.​

​Additionally, the FDIC supervises banks, maintains their solvency, and acts as a​
​receiver. All of these functions are part of the FDIC’s overarching role to ensure​
​the safety and soundness of the U.S. banking system. If a bank fails, the FDIC is​
​appointed as the receiver to oversee the failed bank. This is done by placing the​
​bank's assets into a “bridge bank” and then liquidating the remaining assets to​
​pay creditors, balancing the constraints of time and asset valuations (the faster​
​assets are sold, the more likely their valuations are to crash).​

​Recently, there have been calls to raise deposit insurance limits, especially for​
​business checking accounts used for payroll, accounts payable, and other​
​short-term business operations. While this increase in deposit insurance could​
​lead to further stability, it must be balanced with concerns of moral hazard, where​
​increased deposit insurance could incentivize a bank to undertake more risky​
​lending practices knowing that its customers are insured, and the economic toll of​
​raising the fees charged to banks to insure those accounts, since any increase in​
​deposit insurance would be funded by the fees charged to banks. The FDIC’s role​
​as a banking supervisor has long been the subject of criticism. This is generally​

​on a set date.​

​Government-Sponsored Entity​

​(GSE):​​Institutions created by​

​congress but held privately. They​

​receive government support and​

​act as a quasi-governmental​

​agency. Examples include Fannie​

​Mae and Freddie Mac.​

​Mortgage Backed Securities​

​(MBS):​​An investment that pools​

​together mortgages and similar​

​real estate backed debt. MBSs trade​

​on the open market and are​

​debt-like financial instruments.​

​Option:​​Financial contracts that​

​give the holder the right, but not​

​the obligation, to buy or sell an​

​underlying asset before a set time​

​at a set price.​

​Primary Market:​​The “original”​

​sale of a security where the seller is​

​also the entity issuing the security​

​(i.e. an initial public offering).​

​Secondary Market:​​Market for the​

​resale of securities or other​

​financial instruments where the​

​seller is not the issuing entity (i.e.​

​purchases on the New York Stock​

​Exchange).​

​Swap:​​Financial contract that​

​allows two parties to swap cash​

​flows on two underlying assets, a​

​different asset held by each party,​

​that are similar in nature.​
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​due to two factors. First, the supervision of unsafe and unsound practices is often derided as being opaque, with little due​
​process. Bank supervision often takes place in secrecy and occurs as a mediated process between supervisors and bank​
​managers. This opacity reduces public scrutiny of supervision and, its critics contend, violates due process since there is little​
​recourse for banks outside the supervisory framework. Second, the definition of unsafe and unsound practices has changed over​
​the years, with supervisors being asked to supervise more than just a bank’s solvency. The expansion is largely due to​
​supervisors being asked to enforce legal compliance with newer banking laws. Balancing safety and soundness with legal​
​compliance regarding anti-discriminatory practices can be tricky, and opponents of the FDIC’s expanding role claim it shifts the​
​focus of bank supervisors away from safety and soundness supervision, distracting from their main purpose. Opponents argue​
​that legal compliance should be the purview of separate government agencies and not the FDIC, which should focus on bank​
​solvency. Yet proponents point to the increased compliance with banking regulations resulting from this expanded supervisory​
​role as a net benefit to society.​

​Federal Housing Finance Agency (FHFA)​

​The Housing and Economic Recovery Act of 2008 created the​​FHFA​​, which supervises and regulates the various​​components of​
​the U.S. housing apparatus that provide financing and liquidity to the U.S. housing market. This includes oversight of the Federal​
​National Mortgage Association (Fannie Mae), the Federal Home Loan Mortgage Corporation (Freddie Mac), and the Federal​
​Home Loan Bank System.​

​Fannie Mae was created during the Great Depression to increase funding for housing and mortgages, thereby making home​
​buying more affordable. Freddie Mac, created under the Emergency Home Finance Act, also helps make housing more affordable​
​by providing greater liquidity to the secondary mortgage market. Both of these agencies act similarly by buying mortgages from​
​banks and/ or other mortgage lenders and then packaging those mortgages into an MBS, which is sold to investors. By buying​
​mortgages and selling them to investors, both Fannie Mae and Freddie Mac increase mortgage liquidity, which lowers the​
​interest rates charged to consumers. While there are certain differences between the mortgages accepted by each institution,​
​the most significant difference stems from the corporations each institution buys mortgages from. Fannie Mae generally​
​purchases mortgages from larger, commercial banks, while Freddie Mac purchases mortgages from smaller regional and​
​community banks and credit unions. Both Fannie Mae and Freddie Mac are GSEs, and the MBSs that they sell are not backed by​
​the full faith and credit of the U.S. government (in contrast, for example, to bonds sold by the Department of the Treasury).​
​Although each MBS sold by Fannie Mae and Freddie Mac often has a lower interest rate than would otherwise be expected. This​
​is because of a perception that the federal government implicitly guarantees mortgages purchased and packaged into an MBS by​
​these two GSEs. This guarantee, often referred to as an implied federal guarantee, further improves housing affordability.​

​The Federal Home Loan Bank System comprises 11 regional Federal Home Loan Banks (FHLBs) and the Office of Finance. Each​
​FHLB is a private cooperative made up of member banks that work to provide financing and liquidity to mortgage lenders.​
​FHLBs also benefit from an implied guarantee and certain exemptions from regulatory and tax requirements.​

​A longstanding debate surrounding Fannie Mae and Freddie Mac has been their conservatorship. Critics have called for both​
​agencies to be released from conservatorship and privatized. Privatization may reduce some risks to taxpayers of their mortgage​
​exposure and force the two entities to streamline and strengthen their management; investors and mortgage lenders have​
​pushed back, arguing privatization comes with risks to housing affordability. Most notably, privatization could threaten the​
​implied guarantee of Fannie Mae and Freddie Mac, which could increase mortgage costs and potentially decrease mortgage​
​supply and exacerbate housing costs further.​

​Federal Reserve​

​The​​Federal Reserve​​(Fed) has five main functions:​​conducting monetary policy, promoting U.S. financial system stability,​
​supervising and regulating the U.S. financial system, fostering safe and efficient payment and settlement systems, and promoting​
​consumer protection and community development. The Fed operates various financial facilities and other institutions to​
​implement these objectives. However, the Fed comprises three key components: the Federal Reserve Board of Governors, the 12​
​Federal Reserve Banks, and the Federal Open Market Committee (FOMC). The FOMC is the main component of the Fed that​
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​affects monetary policy by setting a target for the Federal Funds Rate. It is composed of the seven members of the Board of​
​Governors, the president of the New York Federal Reserve Bank, and 4 of the remaining 11 Federal Reserve Bank presidents,​
​who serve on a rotating basis. While the FOMC sets a targeted Federal Funds Rate, it is up to the New York Federal Reserve to​
​execute “open market” transactions, i.e., trades in the financial marketplace, to push the Federal Funds Rate toward its target.​
​Over the years, the Fed has added further capacity to influence U.S. monetary policy, but the Fed Funds Rate remains its primary​
​tool.​

​Additionally, the Federal Reserve works to promote financial stability at the national and community levels. It also ensures the​
​smooth operation of the U.S. payment infrastructure, the financial consumers' rights of Americans, and the reinvestment and​
​development of local U.S. economies.​

​The Fed also supervises and regulates member banks of the Federal Reserve System. While this can include banks of various​
​sizes, the majority of the banks overseen by the Fed tend to be larger. The Fed uses its CAMELS rating system to assess a bank's​
​safety and soundness. CAMELS is an acronym for the six major categories that the Fed has deemed determinative of a bank’s​
​safety and soundness. Those categories are Capital adequacy, Asset quality, Management, Earnings, Liquidity, and Sensitivity​
​(further information about those categories can be found​​here​​).​

​Additionally, the largest banks are subject to the Fed’s annual stress test, in which they calculate how they would perform under​
​a hypothetical economic shock. The CAMELS rating system and the Fed’s stress test have been the subject of criticism in recent​
​years. Critics argue that both processes are opaque and leave little room for proper recourse. Additionally, critics allege that the​
​CAMELS system ratings can be vague, have little statutory or regulatory origin, and that certain categories, such as the​
​management category, could be overweighted relative to their impact on a bank’s solvency. However, proponents have stated​
​that stress tests are deliberately opaque, as allowing participants to view them would give banks too much preliminary​
​information, reducing their effectiveness. In addition, proponents of the CAMELS system maintain that it gives supervisors the​
​flexibility to use their best judgment and adapt their ratings to prevailing economic or financial conditions.​

​Federal Trade Commission (FTC)​

​The​​FTC​​is primarily responsible for enforcing antitrust​​provisions and other consumer protection laws across the broader​
​economy. However, the FTC still plays a role in policing consumer protection laws in the financial services industry, despite its​
​reduced role following the creation of the CFPB. The FTC protects against all unfair or deceptive acts or practices, and this still​
​applies to financial services. The FTC does not have authority to regulate banks, but it does share jurisdiction with many of the​
​other agencies listed in this Basic. The FTC often regulates the “other” or “leftover” category of financial institutions not under​
​the jurisdiction of a specific agency.​

​Financial Crimes Enforcement Network (FinCen)​

​FinCen​​, which is housed under the Treasury Department,​​operates as the primary financial services “cop” or “law enforcement”​
​agency, working to stop illicit financing. FinCen bolsters the U.S.’s financial services industry by combating money laundering​
​and terrorist financing while also promoting U.S. national security through financial means. FinCen will work alongside and​
​support law enforcement agencies across all levels of government.​

​Government National Mortgage Association (Ginnie Mae)​

​Ginnie Mae​​, like Fannie Mae and Freddie Mac, works​​to bolster the U.S. mortgage market and make home financing more​
​affordable. Unlike Fannie Mae and Freddie Mac, Ginnie Mae does not buy or sell loans, nor does the corporation issue MBSs.​
​Instead, Ginnie Mae only guarantees investments in MBSs that are backed by qualifying mortgages like those issued by the​
​Veterans Affairs’ Home Loan Program for Veterans. The guarantee of Ginnie Mae MBSs, unlike the MBSs sold by Fannie Mae and​
​Freddie Mac, is backed explicitly by the full faith and credit of the United States. By guaranteeing these loans, it reduces the​
​interest that needs to be charged on home loans to make them attractive to investors. Ginnie Mae is currently a fully federally​
​owned corporation under the Department of Housing and Urban Development.​
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​National Credit Union Administration (NCUA)​

​The​​NCUA​​effectively operates as the Office of the​​Comptroller of the Currency and the FDIC for credit unions. The NCUA​
​charters federal credit unions and offers deposit insurance, up to $250,000, for credit union accounts. In addition, the NCUA​
​oversees the safety and soundness of federal and state-insured credit unions. Despite being separate from banks, credit unions​
​receive the same robust oversight and protections as banks do, but they are administered separately by the NCUA.​

​Office of the Comptroller of the Currency (OCC)​

​The​​OCC​​was created in 1863 to charter national banks​​and supervise their operations, making it one of the oldest financial​
​regulatory institutions in the U.S. The OCC, like the FDIC and the Fed, works to ensure that national banks operate safely and​
​soundly. The agency also has the power to issue cease-and-desist orders and revoke federal bank charters should it see fit. Its​
​supervisory authority is subject to the same broad critiques and defenses as that of the FDIC and the Fed.​

​Securities and Exchange Commission (SEC)​

​The​​SEC​​is one of the largest securities regulators​​with broad, overarching authority over the securities industry. The SEC has​
​three main components to its mission: protecting investors, maintaining fair, orderly, and efficient markets, and facilitating​
​capital formation. Additionally, the SEC often enforces the major securities laws: the Securities Act of 1933, the Securities​
​Exchange Act of 1934, the Investment Company Act of 1940, the Investment Advisers Act of 1940, the Sarbanes–Oxley Act, and​
​the Dodd-Frank Act. To carry out their mission, the SEC has six divisions: the Corporation Finance Division, the Enforcement​
​Division, the Examinations Division, the Investment Management Division, the Trading and Markets Division, and the Economic​
​and Risk Analysis Division. Any corporation offering securities, either stocks or bonds, must register those securities with the​
​SEC and is then subsequently subject to the ongoing disclosure requirements of its financials.​

​The SEC, unlike many of the other financial regulatory agencies, does not police the conduct of public corporations per se. The​
​SEC’s primary purpose is to carry out its mission by ensuring fair reporting of material information, not to force a company to​
​act in any way that the agency believes is prudential. Additionally, many other market participants must register directly with​
​the SEC, including, but not limited to: stock exchanges, securities brokerages, mutual funds, auditors, and investment advisers.​
​While the SEC has broad authority to regulate the securities industry and its participants, there are notable exceptions. The​
​major exempted markets and their participants include the treasury securities market and the municipal securities market. The​
​SEC also has jurisdictional authority over the Public Company Accounting Oversight Board (PCAOB), which monitors the audits​
​of public corporations. Lastly, many private industry organizations can set rules and standards for their participants, including​
​securities exchanges like the New York Stock Exchange and NASDAQ. These so-called “self-regulatory organizations” (SROs) are​
​delegated authority, either through statute or the SEC, to create regulations but are themselves subject to SEC oversight.​

​Since the SEC is such a large agency and one of the main securities regulators, its actions can have outsized effects on the​
​securities industry. As a result, how the SEC interprets and enforces securities laws can significantly impact the cost to​
​companies of going public through debt and equity offerings. The cost of compliance with SEC regulations can also negatively​
​affect business operations. Overregulation could lead to fewer companies listing their securities or hamper business operations.​
​However, underregulating the industry could lead to misleading or fraudulent financial disclosures, and a lack of oversight could​
​create a financial bubble. Additionally, as digital assets continue to evolve and integrate into the financial structure of the United​
​States, the SEC will have to work with the Commodities Futures Trading Commission to properly regulate this new financial​
​product, balancing concerns for proper regulatory guardrails with a need to foster a competitive and innovative environment.​

​Financial regulations and their corresponding regulatory agencies span a much larger spectrum than has been discussed in​
​these past few basics. However, this financial regulation series has covered the basics of banking and payments laws, securities​
​legislation, the differences between state and federal legal jurisdiction, and the main financial services regulatory agencies.​
​Combined, these legal forces have transformed the U.S. into the premier country for the financial industry. However, as the U.S.​
​continues to evolve, so must its laws and agencies. As a result, legislators must work to adapt legislative institutions to balance​
​the needs of financial stability and economic growth.​
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​Links to Other Resources​

​●​ ​Bank Policy Institute –​​Bank Regulation 101​

​●​ ​Bank Policy Institute –​​Bank Supervision is Broken.​​Here’s How to Fix It.​

​●​ ​Bank Policy Institute –​​A Better M for CAMELS​

​●​ ​Bank Policy Institute –​​FDIC Proposal Would Help Restore​​Due Process to Supervisory Appeals System​

​●​ ​Bank Policy Institute –​​Stress Testing 101​

​●​ ​Bipartisan Policy Center –​​Ginnie Mae: How Does it​​Work and What Does it Do?​

​●​ ​Brookings –​​How does deposit insurance work?​

​●​ ​CNBC –​​What’s the difference between Fannie Mae and​​Freddie Mac?​

​●​ ​Congressional Budget Office –​​The Role of Federal​​Home Loan Banks in the Financial System​

​●​ ​Congressional Research Service –​​The Consumer Financial​​Protection Bureau Budget​

​●​ ​Congressional Research Service –​​Introduction to Derivatives​​and the Commodity Futures Trading Commission​

​●​ ​Congressional Research Service –​​Introduction to Financial​​Services: The Securities and Exchange Commission (SEC)​

​●​ ​Congressional Research Service –​​Who Regulates Whom?​​An Overview of the U.S. Financial Regulatory Framework​

​●​ ​Conversable Economist –​​A Primer on Federal Home Loan​​Bank System​

​●​ ​Federal Reserve Bank of St. Louis –​​History and Purpose​​of the Federal Reserve​

​●​ ​Federal Reserve History –​​Overview: The History of​​the Federal Reserve​

​●​ ​Investopedia –​​Key U.S. Agencies Regulating Financial​​Institutions and Markets​

​●​ ​Jones Day CFPB's –​​Expansion Efforts Draw Criticism​​From Lawmakers​

​●​ ​USA.Gov –​​Consumer Financial​​Protection Bureau (CFPB)​
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