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a SEEKING CLARITY ON THE CLARITY ACT
~  With BGR Principal Matt Hoffmann

Washington is finally moving to bring order to the crypto market. Following a bipartisan
breakthrough in the Senate Banking Committee, the Clarity Act aims to give the digital
asset industry a predictable rulebook. BGR Principal and Financial Services Practice
Head Matt Hoffmann clears up the bill's major goals: ending the regulatory turf war
between the SEC and CFTC, clearing the path for bank-led digital asset activities, and
setting rules for decentralized finance (DeFi). A complex committee merger and a packed
legislative calendar lie ahead, but the momentum for comprehensive crypto policy is real.
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What is the Clarity Act and why is it needed?

The Digital Asset Market Clarity Act (Clarity) provides a regulatory
framework for the classification of digital assets and

a compliance regime for companies and developers that are
building out the future of this industry. The primary goal of this
legislation is to define when - and how - a digital asset should be
subject to regulation by the Securities and Exchange Commission
(SEC) and when the Community Futures Trading Commission
(CFTC) is the more appropriate regulator. Currently, crypto
companies often do not know which regulator is in charge or what
rules apply to their transactions. Under the Clarity Act, the SEC
will regulate securities-like crypto assets, the Commodity Futures
Trading Commission (CFTC) will handle commodity-like crypto
assets, and the Department of Treasury/FinCEN will handle anti-
money laundering and sanctions issues related to crypto.
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What are the potential impacts of the Clarity Act?

If enacted, companies and developers will finally have clear
rules of the road for building and developing products in a
legally compliant manner. They will know who their regulator
is, what disclosures to make, and how they can operate in the
U.S. Consumer protections will be created for trading
platforms, custody, disclosures, fraud, and market
manipulation. Some may still argue the protections do not go
far enough and will seek additional changes to the bill text
before it is considered on the Senate floor. Ultimately,
passage of Clarity will cement the U.S. as the center of the
digital asset industry, provide consumers with a regulated
environment to access these novel financial products, and
support the continued growth of the industry.
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What is DeFi and how does it relate to the Clarity Act?

DeFi stands for decentralized finance - financial activity run
through software instead of a traditional bank or broker. For
example, people might trade, lend, or borrow a code from a
blockchain. Clarity attempts to separate neutral software
from entities that control financial activity. In other words,
writing code should not automatically require financial
regulation, but entities or companies that control a trading
system would still have obligations that must be met.
Supporters say DeFi is open-source software and should
not be regulated like Wall Street. Critics say bad actors can
use DeFi to avoid rules on fraud, sanctions, and money
laundering. Clarity tries to navigate these two concerns.
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Now that the Senate Banking Committee has approved the bill,
what are the next steps in the Senate?

The bill approved by the Senate Banking Committee now needs
to be merged with a related bill that was approved by the Senate
Agriculture Committee earlier this year. Banking has jurisdiction

over the SEC, banking, stablecoins, and related financial regulation,
while Agriculture has jurisdiction over the CFTC. Once those pieces
are combined, the next step would be Senate floor consideration.

A tight floor schedule and competing legislative priorities like
reconciliation could complicate passage. The bill passed out of the
Ag Committee had no Democratic votes while the Banking Bill did
receive a bipartisan vote with two of the committee’s Democrats
voting yes. Given the chamber’s 60-vote threshold to advance
legislation to the floor, more discussion and negotiation will be
required before Clarity is ready for vote on the Senate floor.
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What is the long-term outlook for crypto legislation this year?

Congress already passed the Stablecoins Act, known
as GENUIS. Passage of the Clarity Act would be the
next step: a broader attempt to create rules of the road
for crypto markets. The biggest questions now are
whether the Senate can move quickly, whether it can
earn the necessary Democratic support to advance,
and how negotiations around important issues like
developer protections and ethics are resolved. At this
point, the outlook is complicated, but promising.
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