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The Task Force on Financial Technology will hold a hearing entitled “Overseeing the Fintech
Revolution: Domestic and International Perspectives on Fintech Regulation” at 2:00 p.m. on Tuesday,
June 25, 2019, in room 2128 of the Rayburn House Office Building. This single-panel hearing will have
the following witnesses:
•
•
•
•
•

Paul Watkins, Assistant Director, Office of Innovation, Consumer Financial Protection Bureau
(CFPB)
Beth Knickerbocker, Chief Innovation Officer, Office of the Comptroller of the Currency (OCC)
Valerie Szczepanik, Associate Director of the Division of Corporation Finance and Senior
Advisor for Digital Assets and Innovation, Securities and Exchange Commission (SEC)
Charles E. Clark, Director, Department of Financial Institutions, State of Washington, on behalf
of the Conference of State Bank Supervisors (CSBS)
Christopher Woolard, Board Member and Director of Strategy and Competition, Financial
Conduct Authority (FCA), United Kingdom

Overview
While there is no consensus definition of which technologies qualify as new or innovative enough
to be “fintech,” it is generally understood that the term refers to innovations to the way a financial activity
is performed that are made possible by recent rapid advances in digital information technology. 1
Underlying, cross-cutting technological advancements that enable fintech include: increased capability in
data collection, storage, and processing; development of algorithmic decision-making (and the related
technological evolutions towards machine learning and artificial intelligence); and increasingly
widespread, easy access to the internet and mobile technology. The complementary use of these
technologies in the delivery of financial services could potentially create efficiencies, 2 possibly leading to
reduced prices for and increased access to financial services, including for consumers and small
businesses. 3
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New technologies can also generate risks. It may be difficult to predict how an innovation with
little track record will perform, so there could be instances, for example, where certain technologies
involving payments ultimately may not distribute funds as intended. In addition, fintech startups may be
inexperienced in complying with applicable laws and regulations. Some studies 4 suggest that the use of
fintech can result in disparate impact on protected groups, 5 and that the increasing use of high-speed
internet and mobile devices in finance may be leaving behind groups that cannot afford those services and
devices. 6 Given that most of the federal financial regulatory framework was created prior to the
development and deployment of many recent technologies, regulators are grappling with how to regulate
in a way that appropriately mitigates the risks these technologies may present while fostering the adoption
of potentially beneficial technologies.
The remainder of this memo focuses on selected issues facing certain U.S. and international
regulatory agencies and the approaches these agencies have adopted or considered to resolve those issues. 7
Federal and State Bank Regulators
The federal bank 8 regulators—the Office of the Comptroller of the Currency, the Federal Reserve
(Fed), and the Federal Deposit Insurance Corporation (FDIC)—face a number of issues presented by
fintech and its deployment in the banking industry. While the Fed does not have an innovation office and
the FDIC is in the process of standing up one, the OCC established an Office of Innovation in 2016 as
part of a series of actions designed to promote responsible financial innovation. 9
Certain fintech innovations, particularly in lending and payment processing, may make it possible
for technology-focused, nonbank companies to efficiently perform certain activities that have traditionally
been the core business of banks. This raises questions over whether certain fintechs should be regulated
as banks. Currently, fintech firms are generally regulated by the states and the laws to which they are
subject may vary in each state. 10 Furthermore, state banking regulators, organized through the Conference
of State Bank Supervisors, are implementing “Vision 2020,” an initiative to modernize state regulation of
non-bank and fintech companies through several steps, including harmonizing multi-state supervision and
improving third-party supervision. 11
4
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In contrast, the OCC announced in July 2018, that it would consider “applications for special
purpose bank charters from [fintech] companies that are engaged in the business of banking but do not
take deposits.” 12 The OCC and proponents of the fintech charter argue that it would free a set of innovative
companies from an ill-suited state-by-state regulatory regime and allow them to safely and efficiently
provide beneficial financial services. Opponents generally assert both that the OCC does not have the
authority to charter these types of companies and that doing so would inappropriately allow fintech
companies that held the charter to circumvent important state-level consumer protections. 13 Subsequent
to the OCC’s July 2018 announcement, state regulators filed lawsuits challenging the OCC’s assertion
that it has the authority to grant such charters. 14 To date, the OCC has not granted a fintech charter. In
addition, some commentators have speculated about whether the Fed should grant holders of these charters
direct access to its payment systems as it generally does with traditional banks. 15
Another possible option for fintech companies to operate a bank is to establish an industrial loan
company (ILC). An ILC charter is a state-level charter that allows the holder to perform certain banking
activities. The commercial parent holding company of the ILC is generally not subject to Fed supervision
as a financial holding company would be. Opponents of ILCs argue that creating an avenue for a
commercial firm (such as a large technology company) to own a depository would blur the line between
commerce and banking and expose the U.S. economy to these types of risks. 16 Proponents of ILCs
generally view these concerns as overstated, citing the potential benefits of a mixed arrangement (e.g.,
economies of scale, risk diversification, information efficiencies, customer convenience/savings). 17
In addition, banks that lack the in-house expertise to set up and maintain fintech are increasingly
relying upon third-party vendors, specifically technology service providers (TSPs), to provide software
and technical support. In recent years, the bank regulators have issued new or updated guidance documents
aimed at least in part at clarifying bankers’ understanding of their responsibilities in managing their TSP
and fintech company relationships. 18
Consumer Financial Protection Bureau (CFPB)
In 2012, the Consumer Financial Protection Bureau established “Project Catalyst,” which was later
modified and renamed the Office of Innovation in 2018. 19 The office’s mission is to promote innovation,
competition, and consumer access within financial services through regulatory relief, engagement with
12
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the fintech community, and collaboration with other regulators. CFPB recently proposed three policies to
reduce regulatory requirements for new financial technologies. First, the CFPB proposed revisions to a
2016 No Action letter policy, relaxing the criteria for companies to apply for a enforcement relief. Second,
the CFPB proposed a new policy, called a product sandbox, to grant statutory and regulatory safe harbors
and exemptions to certain companies, for limited periods of time, generally 1 or 2 years. 20 Lastly, the
CFPB proposed revisions to its trial disclosure program, which allows companies to waive requirements
to test and improve consumer disclosures for financial products. 21 These proposals have garnered support
from industry and opposition from consumer groups and some state attorneys general. 22
Securities and Exchange Commission (SEC)
Recently, financial innovation in capital markets has created new forms of fundraising for firms,
such as crowdfunding and initial coin offerings (ICOs). 23 Innovation has also led to the emergence of a
new asset class, referred to as digital assets. 24 In addition, fintech has been applied in investment
management, most notably in robo-advising (essentially, an automated digital investment advisory
program offering asset management services to clients through online algorithmic-based platforms). 25
The SEC oversees the capital markets, and it faces a number of issues related to how to apply regulation
when new technologies are used. 26
Specific policy issues raised include whether applying federal securities regulations to certain
innovative activities based on the current definition of a “security” results in adequate investor protections
while at the same time not hindering potentially beneficial innovation. In addition, aspects of general SEC
regulations related to asset valuation, trading, and safekeeping present challenges when applied to digital
assets. The SEC has generally applied the existing regulatory framework to fintech, without tailored
rulemaking. One rationale for this approach is that many industry experts believe that, given the speed at
which innovations evolve, more prescriptive fintech rules may quickly become obsolete. 27 However, some
fintech advocates have advocated for more tailored regulation. 28
Apart from rulemaking, the SEC has broadly increased enforcement activities and allocated
resources towards building fintech-related capacities, including by establishing a new Cyber Unit to
increase monitoring of and enforcement against illicit digital asset transactions. 29 In October 2018, the
SEC launched a program called the Strategic Hub for Innovation and Financial Technology—or
“FinHub”—to engage with the fintech industry, consolidate and clarify communications, and inform
20
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policy. 30 SEC staff also have issued No Action letters to individual fintech businesses and to signal its
regulatory intentions. They recently issued a No Action letter to TurnKey Jet, which advised the businesstravel startup that the SEC would not take an enforcement action against the company if it offered and
sold tokens without registration based on certain representations by its counsel. 31
In addition, the SEC has invited industry representatives to provide information prior to potential
rulemaking. For example, it sent a letter in March 2019 to an investment management association for input
regarding the custody of the digital assets of their clients. 32 The SEC’s Custody Rule requires asset
managers to use custodians to “have possession and control of assets.” 33 This rule is intended to protect
investors and mitigate operational risks. However, it was developed for the traditional asset management
industry that dealt in equity and debt instruments, and so could pose unique challenges when assets are
digital and have no tangible representation.
International Perspective: The Financial Conduct Authority (FCA)
The FCA regulates the conduct of financial services in the United Kingdom by protecting
consumers, safeguarding financial market integrity, and promoting competition. In 2014, the FCA started
an initiative called “Project Innovate,” to encourage financial innovation in the interest of consumers. 34
The initiative engages with fintech firms to learn about new technology developments, provide
consultative advice, and facilitate conversations around improving regulation for such firms. The FCA
also launched a “regulatory sandbox” program in 2016, in which companies apply for tailored regulatory
support as they test new products. The FCA’s regulatory sandbox program stands out internationally due
to its success with firms participating (over 100 so far) and its focus on testing innovative technologies
with a limited number of consumers, over a short period (often less than a year), in order to learn and later
develop an evidence-based regulatory structure. 35 In addition, FCA has helped organized the Global
Financial Innovation Network (GFIN), which the CFPB is a member of, which is an international group
of 35 financial regulators and related organizations exploring ways to promote cross-border coordination
on various financial technology innovations. 36
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