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This report examines how recent
changes to the U.S. financial regulatory
system, particularly those affecting the
independence of the Federal Reserve, could
influence Canadian financial institutions
and global financial stability. During the
first eighteen months of the second Trump
administration, significant organizational,
staffing, and policy changes were introduced
across key U.S. financial regulatory agencies,
and the Federal Reserve. These changes may
weaken institutional independence, reduce
supervisory capacity, and increase long-term
systemic risk.

Historically, central bank independence has
insulated monetary policy from short-term
political pressures and supported economic
stability. Recent disputes between the White
House and Federal Reserve officials, criminal
investigations involving senior Fed leaders,
and the appointment of Kevin Warsh as Chair
have intensified debate over the institution’s
future. Although Warsh has reaffirmed
support for monetary policy independence,
he has argued that financial supervision and
international coordination should be more
closely directed by Congress and the Treasury
department, potentially opening the door to
political influence.

Staffing reductions and shifting priorities
within U.S. regulatory agencies may create
uncertainty for firms operating across
borders. Canadian institutions could face
changing supervisory expectations, increased

compliance complexity, regulatory competition,
and greater exposure to U.S. financial volatility
if geopolitical or trade disputes begin
influencing financial regulation. If U.S. banks
benefit from lighter regulation, lower capital
requirements, and reduced compliance costs,
Canadian banks operating in the United States
could face competitive disadvantages. This
may affect profitability, lending capacity, and
capital allocation, while encouraging Canadian
institutions to expand U.S. operations to
remain competitive.

Canadian firms may also face pressure
around the growing role of U.S. dollar-
backed stablecoins and other digital assets.
Regulatory reforms intended to accelerate
their adoption could potentially increase
Canadian firms’ reliance on U.S. financial
infrastructure. Canadian institutions may
need to expand into digital asset markets to
remain competitive, while wider use of U.S.
dollar stablecoins could reduce demand for
Canadian dollar deposits.

The report also examines implications for
international financial cooperation and stability.
The Federal Reserve plays a critical role in
institutions such as the Bank for International
Settlements and the Basel Committee on
Banking Supervision. If foreign regulators
perceive greater political influence over U.S.
institutions, trust and coordination during
future crises could weaken. Federal Reserve
swap lines were essential during both the 2008
financial crisis and the COVID-19 pandemic;
future access could be made conditional, or
could fail to materialize at all.
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Finally, the report outlines four scenarios ranging from limited institutional change

to severe global financial fragmentation. The most likely outcome involves gradually
increasing political involvement in regulation and supervision, resulting in greater market
volatility and policy uncertainty. More severe scenarios include delayed crisis responses,
reduced access to U.S. dollar liquidity, weaker international cooperation, and credit-rating
pressures. The report concludes that Canadian financial institutions should strengthen
liquidity stress testing, monitor U.S. institutional credibility, reassess capital allocation
strategies, develop digital asset strategies, and enhance contingency planning to prepare
for a potentially more fragmented and less cooperative global financial system.
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