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Financial Institutions: 

How Safety and Soundness is Ensured in the System

Handout for Exercise 1.3
The U.S. financial system is complex. There are many kinds of financial institutions—national banks, state banks, federal credit unions, state credit unions, and thrifts or savings banks. In addition to these commonly known financial institutions, there are bank holding companies—companies that own banks and possibly insurance companies and/or securities companies.

A network of agencies provides supervision, issues regulations, and insures deposits. These agencies exist to ensure that the financial system in the U.S is both safe and sound. The agencies also work to ensure that consumers’ rights are protected.

The purpose of this article is to provide an overview of how banks, credit unions, and thrifts are supervised and regulated.

There is another set of agencies that regulates businesses that sell and hold securities (stocks, bonds, mutual funds), insurance, and other financial products (e.g., pay day lenders and finance companies). These types of businesses are not covered in this document.

Supervision and Regulation

Often, the terms supervision and regulation are used interchangeably, but they are actually two different functions. The supervision of banks, credit unions, and thrifts involves monitoring, inspecting, and examining them to assess their condition and their compliance with laws and regulations. Site visits and off-site reviews of documents are used to examine and monitor financial institutions. If problems are found within a financial institution, regulators have the authority to take action to ensure the problems are fixed. By contrast, regulation involves issuing specific guidelines or rules that govern the operations and activities of financial institutions.  

Many aspects of a financial institution’s business are monitored and examined as part of the supervisory process. One common approach is called CAMELS. CAMELS stands for the following:

· Capital adequacy

· Asset quality

· Management and administration

· Earnings

· Liquidity

· Sensitivity to market risk

CAMELS ratings are held confidential between the regulator and the financial institution, but are used in both banks and credit unions. The purpose of CAMELS ratings is to provide systematic way to evaluate the many aspects of a financial institution:

· Are there enough funds to operate the business (capital adequacy)?

· Are the loans (assets in a bank) and other assets of good quality?

· How effective is the management of the bank or credit union?

· Are earnings where they should be?

· Does the bank or credit union have enough available funding to cover all of its current obligations (liquidity)?

· Should market conditions change, will the financial institution still be fine (sensitivity to market risk)?

Who Supervises and Regulates Financial Institutions?

Which agency supervises and regulates a bank, thrift or credit union depends in part on where the financial institution filed its papers and got “the go ahead” to operate. This is often called the charter. There are nationally or federally chartered financial institutions and state chartered financial institutions. (There are also domestic branches of banks chartered internationally. These financial institutions must also comply with all U.S. laws).  For banks that file their papers with the state rather than the federal government, who supervises them also depends on whether they are members of the Federal Reserve Board.

Most financial institutions have more than one agency providing supervision. In general, however:

· Banks are supervised and regulated by one or more of the following:

· The Federal Reserve

· The Office of the Comptroller of the Currency

· The Federal Deposit Insurance Corporation

· State Banking Authorities

· Savings associations such as thrifts or savings and loans are supervised and regulated by:

· The Office of Thrift Supervision

· Some savings associations may instead be regulated by the state banking authority and the FDIC.

· Credit Unions are regulated by one or more of the following:

· National Credit Union Administration

· State banking authorities

Insure Deposits

After the bank failures of the Great Depression, the U.S. Government put in place a system of deposit insurance. This system insures that individual consumer deposits up to specific limits in financial institutions are insured.  

Banks are insured by the Federal Deposit Insurance Corporation (FDIC). Look for the FDIC logo posted in the bank you use and on official documents from the bank.

The FDIC insures all deposit accounts up to $100,000 per customer in a financial institution against bank failure. Retirement accounts held on deposit in banks are insured up to $250,000 per customer.

If you have accounts in different banks, you have insurance protection at each bank. Accounts held in different types of ownership accounts (e.g., individual vs. joint) are also treated separately. For example, if you individually have a savings account and checking account totaling $50,000 and you have a savings account and checking account held jointly with your spouse totaling $80,000, you have not exceeded your insurance limit of $100,000 in either category.

Deposits in credit unions are insured by the National Credit Union Administration. The same insurance limits as banks apply to credit unions that are insured.

Conclusion

After reading this fact sheet, you know more about the supervision, regulation, and insurance of the U.S. Financial System than most people. Congratulations! You may still have questions, though. What are they? Write them below and be sure to ask your instructor.

Notes and questions:

	

	

	

	

	


The key point to take away from this article is that there are many checks and balances in the system to keep the financial system safe. For more information, visit any of the following websites:

· www.fdic.gov– Federal Deposit Insurance Corporation
· www.federalreserve.gov – Federal Reserve System; there are 12 member banks that each have their own websites, too.
· www.ncua.gov – National Credit Union Administration
· www.ots.gov – Office of Thrift Supervision
· www.occ.gov – Office of the Comptroller of the Currency
· www.ftc.gov – Federal Trade Commission













Banks, Credit Unions, and Thrifts





A bank is a for-profit business designed to provide financial services to its customers and earn a profit of its owners. Banks can be privately held or publicly traded.





A credit union is a not-for-profit business owned and operated by individual credit union members. The credit union provides financial services only to its members.





A thrift or savings and loan is primarily focused on accepting savings and making residential mortgages. Traditionally, thrifts were mutual organizations in that depositors and borrowers were members with voting rights. Today, thrifts can be mutual or publicly traded.  








� Sources:  The FDIC website, � HYPERLINK "http://www.fdic.gov" ��www.fdic.gov�; the NCUA website, � HYPERLINK "http://www.ncua.gov" ��www.ncua.gov�; The Federal Reserve System: Purposes and Function, a publication of the Board of Governors of the Federal Reserve System; and the Federal Reserve System website, www.federalreserve.gov.
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