
THE FEDERAL RESERVE’S 
EXPANDING REGULATORY AUTHORITY 

INITIATED BY DODD-FRANK

BY HESTER PEIRCE AND ROBERT GREENE

November 2013

www.mercatus.org



2   THE FEDERAL RESERVE’S EXPANDING REGULATORY AUTHORITY INITIATED BY DODD-FRANK

P
O

TE
N

T
IA

L 
E

X
P

A
N

S
IO

N
 O

F
 R

E
G

U
LA

TO
R

Y
 A

U
TH

O
RIT

Y:  T
RIP

ARTY R
EPO AND OTHER SHORT-TERM FINANCING MARKETS •  SYSTEMIC CLASSES O

F N
O

N
B

A
N

K
 F

IN
A

N
C

IA
L

 F
IR

M
S

 •  M
O

N
E

Y
 M

A
R

K
E

T
 M

U
TU

A
L FU

N
D

S 

MARKETS (IN ADDITION TO FIRMS) •  BROKER-DEALERS •

N
EW

 D
IS

CRETIO
NARY AUTHORITY TO SUPERVISE FINANCIAL STABILITY AND CONTROL SYSTEM

IC
 R

ISK
U

N
C

H
A

N
G

E
D

 

ENHANCED

BACK-UP REGULATORY 
AUTHORITY

PRIMARY REGULATORY 
AUTHORITY

NONEXCLUSIVE REGULATORY 
AUTHORITY

Produced by Hester Peirce and Robert Greene. Sources: Dodd-Frank Wall 
Street Reform and Consumer Protection Act; Hester Peirce and Robert Greene, 

“The Federal Reserve’s Expanding Regulatory Umbrella,”  Mercatus on Policy, 
 Mercatus Center at George Mason University,  April 3, 2013. 

REMOVED
Mortgages, Car Loans,  

Credit/Debit Cards, Other 
Consumer Credit Products

THE FEDERAL RESERVE’S EXPANDING  
REGULATORY AUTHORITY  
INITIATED BY DODD-FRANK

N
E

W

State-Chartered 
Member Banks

Foreign  
Operations  

of US Banking  
Organizations

Edge Act &  
Agreement  

Corporations

Payment,  
Clearing,  

& Settlement  
Institutions

Savings & Loan 
(Thrift) Holding  

Companies

Section 117  
Successors to  
TARP BHCs

Domestic  
Nonbank SIFIs 

Financial  
Market  
Utilities

 Foreign  
Nonbank SIFIs

 Supervised  
Securities  
Holding  

Companies

Depository  
Subsidiaries

Functionally  
Regulated  

Subsidiaries

Functionally  
Regulated  

Subsidiaries

US Functionally  
Regulated  

Subsidiaries

Functionally  
Regulated  

Subsidiaries

Functionally  
Regulated  

Subsidiaries

Other 
Subsidiaries

Other 
Subsidiaries

Other US
Subsidiaries

Other
Subsidiaries

Intermediate  
Holding Company 
for US Operations

Other
Subsidiaries

Bank Holding  
Companies
>$50BN in  

Assets  Foreign Banks  
Operating in  

the US

Bank Holding  
Companies
<$50BN in  

Assets

Depository  
Subsidiaries

US Depository  
Subsidiaries

Depository  
Subsidiaries

Functionally  
Regulated  

Subsidiaries

US Functionally  
Regulated  

Subsidiaries

Functionally  
Regulated  

Subsidiaries

Other 
Subsidiaries

Other US
Subsidiaries

Other 
Subsidiaries



MERCATUS CENTER AT GEORGE MASON UNIVERSITY   3

INFOGRAPHIC EXPLAINED

The Dodd-Frank Wall Street Reform and Consumer 
Protection Act (Dodd-Frank) significantly expanded 
the regulatory authority of the Federal Reserve Board of 
Governors (the Board) over banking institutions, finan-
cial firms, and their subsidiaries.

Dodd-Frank enhanced the Board’s authority over bank 
holding companies (BHCs), foreign banks, and subsid-
iaries of these entities. 

Dodd-Frank gave the Board new authority over sev-
eral types of institutions. The Board now has direct or 
back-up authority over certain financial market utilities 
(FMUs) and payment, clearing, and settlement insti-
tutions designated as systemically important by the 
Financial Stability Oversight Council (FSOC), an entity 
created by Dodd-Frank. It also now has authority over 
nonbank firms “predominantly engaged in financial 
activities” that are designated as systemically impor-
tant financial institutions (SIFIs) by the FSOC, including 
subsidiaries of these firms. Authority to regulate thrift 
holding companies, supervised securities holding com-
panies, and the subsidiaries of these entities was also 
transferred to the Board.

Dodd-Frank removed some of the Board’s regulatory 
authority, primarily its supervisory authority over con-
sumer credit products such as mortgages, car loans, 
credit/debit cards, etc. This authority was transferred 
to the newly created Bureau of Consumer Financial Pro-
tection (CFPB).

Dodd-Frank left unchanged the Board’s regulatory 
authority over state-chartered member banks, foreign 
operations of US banking organizations, and Edge Act 
and agreement corporations. 

The Board’s mandates are overlaid with a new responsi-
bility for the stability of the US financial system.

The chart above depicts the growth of the Board’s regu-
latory powers. Below is an overview of the main ways 
in which Dodd-Frank augments the Board’s regulatory 
authority.

ENHANCED AUTHORITY

Bank Holding Companies (BHCs)
• Expands the Board’s examination capacities 

over, and requires that BHCs serve as a source of 
strength for, depository subsidiaries.1

• Broadens the Board’s ability to write rules for, 
impose reporting obligations on, examine the 
activities and financial health of, and bring 
enforcement actions against subsidiaries, includ-
ing functionally regulated subsidiaries (those 
already regulated by the SEC or the Commodity 
Futures Trading Commission (CFTC) and state-
regulated entities).2

• Requires the Board to examine certain activities 
of subsidiaries that do not have another financial 
regulator.3

• Subjects BHCs with $50 billion or more in 
assets to “more stringent” prudential standards 
including liquidity and risk-based capital require-
ments, leverage limits, risk-management require-
ments, resolution plan and credit exposure report 
requirements, and limits on credit exposure; 
grants Board authority to impose other height-
ened prudential standards, including contingent 
capital requirements, enhanced public disclosures, 
and short-term debt limits.4

Foreign Banks Operating in the US
• Broadens the Board’s authority to impose pruden-

tial regulations, such as liquidity and risk-based 
capital requirements, leverage limits, and risk-
management requirements on large foreign banks 
operating in the US.5 As part of implementing this 
authority, the Board proposed to require large for-
eign banks with a significant US presence to form 
intermediate holding companies to consolidate US 
operations for easier Board oversight.6
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NEW AUTHORITY

Discretionary Authority to Supervise Financial  
Stability and Control Systemic Risks
• Expands the Board’s discretionary authority with 

a nebulous mandate to consider risk to the finan-
cial system in different contexts, such as exami-
nations, merger and acquisition approvals, and 
divestitures.7

Supervised Securities Holding Companies
• Provides the Board consolidated supervision 

authority over companies that own or control 
one or more SEC-registered brokers or dealers.8 
Authority reaches subsidiaries, including func-
tionally regulated subsidiaries.9

• Ensures, as implemented by the Board, that a 
supervised holding company will “be supervised 
and regulated as if it were a bank holding com-
pany.”10

Section 117 Successors to Troubled Asset Relief 
 Program (TARP) BHCs
• Ensures the Board retains regulatory authority 

over BHCs with more than $50 billion in assets as 
of January 1, 2010, that participated in the Capi-
tal Purchase Program under TARP. Section 117 of 
Dodd-Frank directs the Board to treat these firms 
like designated nonbank SIFIs if they cease to be 
BHCs.11

Savings and Loan (Thrift) Holding Companies
• Shifts regulatory authority over these companies 

from now defunct Office of Thrift Supervision to 
the Board.12

• Requires that thrift holding companies serve as a 
source of strength for depository subsidiaries.13

• Grants the Board ability to write rules for, impose 
reporting obligations on, examine the activities 
and financial health of, and bring enforcement 
actions against thrift holding company subsidiar-
ies, including functionally regulated subsidiaries.14

• Requires the Board to examine certain activities of 
otherwise unregulated subsidiaries.15

Foreign/Domestic Nonbank SIFIs
• Subjects nonbank companies “predominantly 

engaged in financial activities” and designated 
as SIFIs by the FSOC because they could pose 
“a threat to the financial stability of the United 
States” to prudential standards, including liquid-
ity and risk-based capital requirements, leverage 
limits, risk-management requirements, resolution 
plan and credit exposure report requirements, and 
limits on credit exposure.16

• Gives the Board the ability to write rules for, 
impose reporting obligations on, examine the 
activities and financial health of, and bring 
enforcement actions against subsidiaries, includ-
ing functionally regulated subsidiaries.17

FMUs and Entities Engaged in Payment, Clearing, 
and Settlement Activities 
• Subjects designated FMUs and financial institu-

tions engaging in payment, clearing, and settle-
ment activities determined by the FSOC to be 
or likely to become “systemically important” to 
enhanced regulatory standards—for example, 
rules that govern risk-management policies, mar-
gin and collateral requirements, and counterparty 
default policies and procedures.18 The Board has 
direct authority or—in the case of FMUs and finan-
cial institutions regulated by the SEC or CFTC—
back-up authority.19

REMOVED AUTHORITY

Mortgages, Car Loans, Credit/Debit Cards, and 
Other Consumer Credit Products 
• Transfers authority to regulate these products to 

the CFPB. 20 The Bureau is officially independent 
from the Board, but it is technically housed within 
and funded by the Federal Reserve System.21

UNCHANGED AUTHORITY

• The Board continues to supervise and regulate 
state-chartered member banks of the Federal 
Reserve System. 
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• Dodd-Frank did not alter the Board’s supervisory 
authority over Edge Act and agreement corpora-
tions, which are chartered by the Board and states 
respectively to engage in international banking 
transactions. 

• Dodd-Frank also did not affect the Board’s over-
sight of domestic banks’ foreign operations.

POTENTIAL EXPANSION OF REGULATORY 
AUTHORITY

The Federal Reserve’s performance as a regulator in the 
years leading up to the 2007–08 crisis earned it wide-
spread criticism. Dodd-Frank, instead of responding to 
these criticisms, greatly enhanced the Fed’s regulatory 
authority. Recent comments by Federal Reserve offi-
cials indicate an institutional eagerness to expand this 
authority further into all corners of the financial mar-
kets, even those already overseen by other regulators. 

Triparty Repo Markets
Federal Reserve System officials have highlighted the 
Federal Reserve’s efforts with respect to the triparty 
repurchase agreement (“repo”) markets and have 
expressed a desire for additional authority over these 
markets. One potential idea includes creating a liquid-
ity facility with a government backstop and attendant 
prudential regulation by the Board.

A second phase of triparty reform is now underway, 
with the Federal Reserve using its supervisory author-
ity to press for further action not only by the clearing 
banks, who of course manage the settlement process, 
but also by the dealer affiliates of bank holding compa-
nies, who are the clearing banks’ largest customers for 
triparty transactions. But this approach alone will not 
suffice. All regulators and supervisors with responsibility 
for overseeing the various entities active in the triparty 
market will need to work together to ensure that critical 
enhancements to risk management and settlement pro-
cesses are implemented uniformly and robustly across 
the entire market, and to encourage the development of 
mechanisms for orderly liquidation of collateral, so as to 
prevent a fire sale of assets in the event that any major 
triparty market participant faces distress.22 

—Daniel Tarullo, Governor, Federal Reserve Board. Speech 
at the Conference on Challenges in Global Finance, June 
12, 2012

One could imagine a mechanism that was funded by tri-party 
repo market participants and potentially backstopped by the 
central bank. . . . Because no single market participant has 

a strong incentive to develop such a mechanism, however, 
sustained regulatory pressure may be required to reach such 
a solution.23 

—William Dudley, President, Federal Reserve Bank of New 
York. Speech at New York Bankers Association’s  2013 
Annual Meeting and Economic Forum, Feb. 1, 2013

Other Short-term Securities Financing
Other short-term securities financing transactions, 
besides triparty repo transactions, have been targeted 
by Federal Reserve officials for further regulation. 

A major source of unaddressed risk emanates from the 
large volume of short-term securities financing transac-
tions (SFTs)—repos, reverse repos,  securities borrowing 
and lending transactions, and margin loans--engaged in 
by broker-dealers, money  market funds, hedge funds, 
and other shadow banks. . . . SFTs, particularly large 
matched books of SFTs, create sizable macroprudential 
risks, including large negative externalities from dealer 
defaults and from asset fire sales. The existing bank 
and broker-dealer regulatory regimes have not been 
designed to materially mitigate these systemic risks.24 

—Janet Yellen, Vice-Chairman, Federal Reserve Board. 
Speech at the International Monetary Conference, June 
2, 2013

Systemic Classes of Nonbank Financial Firms
Governor Daniel Tarullo views “systemic classes” of 
nonbank financial firms as a source of potential threats 
to financial stability and has expressed the belief that 
additional regulatory oversight is needed.

The threats to financial stability from the shadow bank-
ing system do not reside solely in a few individual non-
bank financial firms with large systemic footprints. 
 Significant threats to financial stability emanate from 
systemic classes of nonbank financial firms and from 
 vulnerabilities intrinsic to short-term wholesale funding 
markets. . . . we need to increase the transparency of 
shadow banking markets so that authorities can moni-
tor for signs of excessive leverage and unstable maturity 
transformation outside regulated banks. Since the finan-
cial crisis, the ability of the Federal Reserve and other 
regulators to track the types of transactions that are core 
to shadow banking activities has improved markedly. But 
there remain several areas, notably involving transactions 
organized around an exchange of cash and securities, 
where gaps still exist.25 

—Daniel Tarullo, Governor, Federal Reserve Board. Testi-
mony before the Senate Committee on Banking, Housing, 
and Urban Affairs, July 11, 2013



6   THE FEDERAL RESERVE’S EXPANDING REGULATORY AUTHORITY INITIATED BY DODD-FRANK

Money Market Mutual Funds (MMMFs)
Many Federal Reserve officials have called for further 
reform of money market funds.26 Eric Rosengren, presi-
dent of the Federal Reserve Bank of Boston, has been 
one of the most outspoken. By emphasizing financial 
stability—now part of the Board’s mandate—Rosengren 
suggests that money market funds ought to be within 
the Board’s regulatory sphere.

Prime MMMFs remain a very important source of financ-
ing for short-term debt instruments—and thus any dis-
ruption in the MMMF sector could again impede the 
provision of stable funding to financial intermediaries. 
Many of the tools used to offset the 2008 run by MMMF 
investors have been ruled out by legislation. And once 
again, some MMMFs are beginning to take riskier posi-
tions. Thus, the financial stability concerns surrounding 
MMMFs remain real, five years after the financial crisis.27 

—Eric S. Rosengren, President & CEO, Federal Reserve 
Bank of Boston. Speech at the Conference on Stable 
Funding, Sept. 27, 2013 

Broker-Dealers 
Federal Reserve Bank of New York President William 
Dudley raised the possibility of extending the Federal 
Reserve’s lender of last resort function to nonbanks 
with attendant prudential regulation.

We have banking activity—maturity transformation—tak-
ing place today outside commercial banks.   If we believe 
these activities provide essential credit intermediation 
services to the real economy that could not be easily 
replaced by other forms of intermediation, then the same 
logic that leads us to backstop commercial banking with 
a lender of last resort might lead us to backstop the 
banking activity taking place in the markets in a similar 
way. . . . However, any expansion of access to a lender 
of last resort would require legislation and it would be 
essential to have the right quid pro quo—the commen-
surate expansion in the scope of prudential oversight.  
Substantial prudential regulation of entities—such as 
broker-dealers—that might gain access to an expanded 
lender of last resort would be required to mitigate moral 
hazard problems. . . . Extension of discount window-type 
access to a set of nonbank institutions would therefore 
have to go hand-in-hand with prudential regulation of 
these institutions.28 

—William Dudley, President, Federal Reserve Bank of New 
York. Speech at New York Bankers Association’s 2013 
Annual Meeting and Economic Forum, Feb. 1, 2013

Markets (in Addition to Firms) 
Governor Daniel Tarullo has hinted at a new regula-
tory paradigm in which markets, in addition to firms, 
are regulated by the Board. 

As we make more progress in reorienting the regulation 
of large financial firms toward more macroprudential 
objectives, we will need to watch carefully for such leak-
age of financial transactions. This concern returns us to 
the larger project of macroprudential regulation, which 
implicates a more complicated set of issues around legal 
authorities and institutional capacities for prudential reg-
ulation of markets, as well as firms.29

—Daniel Tarullo, Governor, Federal Reserve Board. Speech 
at the Yale School Conference on Challenges in Global 
Financial Services, Sept. 20, 2013

The pursuit of new regulatory power is a troubling man-
ifestation of the Board’s embrace of macroprudential 
regulation in which every aspect of the financial sys-
tem is monitored and controlled by regulators. This 
approach not only displaces market discipline, it also 
displaces other regulators. In the process, it may under-
mine financial stability by ensuring that regulatory mis-
takes by the Board reverberate through the entire finan-
cial system. 
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