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Highlights

* Stablecoins are shifting from crypto-asset trading tools to a regulated part of the U.S. financial system, laying the
groundwork to reshape the payments system.

* Digital stablecoin technology, with its potential for programmability and transparency, could make payments—es-
pecially cross-border transactions—faster, cheaper, and more reliable, benefiting remittances, business-to-busi-
ness (B2B) payments, trading, and compliance processes.

* The recently passed GENIUS Act requires U.S. payment stablecoins to be fully backed by safe, liquid assets and
strict audits, aiming to anchor trust and prevent past failures that shook confidence in the sector.

* Stablecoin issuers hold large volumes of short-term U.S. Treasuries in order to maintain their one-to-one pegs with
the dollar. As stablecoin supply grows, increased purchases could put modest downward pressure on bill yields,
while redemptions could add volatility to short-term funding markets.

* Widespread foreign adoption could reinforce the reach of the U.S. dollar but risks undermining monetary policy
transmission elsewhere. Domestically, greater use of stablecoins could draw funds away from bank deposits, rais-
ing bank funding costs and altering credit conditions.

* The operational rules written over the next 18 months will be pivotal in determining if the benefits promised by
stablecoins outweigh the financial risks of wider adoption.

The recently enacted U.S. GENIUS Act brings U.S. stablecoins gg:’;f;o’;;“pid Growth of Stablecoin Supply
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Chart 2: Stablecoin Issuers Could Become A New Source
of Demand for Treasuries
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market (Chart 1). Despite rapid growth and expanding
use cases, stablecoins are still used primarily in crypto
trading. Total tokens in circulation currently account
for just 1% of total U.S. money supply.?

Still, with adoption continuing to expand, stablecoins
hold the potential to become credible payment alter-
natives. They offer particular appeal in cross-border
transactions and remittances, which often come
with high fees and take considerable time to clear,
especially in emerging markets. They may also gain
ground in business-to-business (B2B) payments and
as an alternative to retail payments, offering faster
settlement and lower cost. As stablecoin usage po-
tential grows, so does its importance to financial mar-
kets. Issuers’ purchases of short-term U.S. Treasuries
are already a measurable source of demand for U.S.
Treasury bills and look to increase further (Chart 2).

The GENIUS Act aims to raise confidence that payment
stablecoins will be available on demand and maintain
their value against the dollar. By setting clear stan-
dards on reserves, requiring frequent disclosures and
ongoing supervision, the act aims to prevent the kind

Table 1: Stablecoin Uses & Use Cases

Segment

Opportunities & Limits

Use Today Future Potential

Offers faster, cheaper transfers and dollar
Could extend to P

Consumers & Households

Businesses & Merchants

Institutions & Settlement
Infrastructure

Public Sector & NGOs

Sending money abroad,
paying friends and family,
storing value (particularly in

countries with high inflation).

Paying overseas workers,

managing cross-border cash,

enable B2B payments with
enhanced transparency and
smart contracts, facilitate
expansion into regions with
weak banking infrastructure.

Moving money between
exchanges, trading,
simultaneous settlement,
smart contract-based
automation, intra-day
liquidity management,
automatic regulatory checks
and posting collateral.

Pilot projects sending aid in
digital dollars, with cash-out
at local agents.

Stablecoins
represent around 3%
of all money sent
across borders.

About $1.5 trillion in
2024, a sliver of the
$100 trillion global

business payments
market.

Roughly $27.6 trillion
in 2024, making up
over 80% of
stablecoin activity.

Still very small
compared with
global aid and
remittance flows.

everyday purchases,
online shopping, digital
services, and greater
reach for the unbanked.

Broader merchant
acceptance, instant
settlement, loyalty
programs.

Broader use in settling
securities trades,
liquidity management,
payments and greater
integration of "smart"
contracts.

Wider use in
humanitarian settings
and high-cost payment
corridors.

access. Cards are easier, widely used and
trusted. Unbanked will need cash agents
and/or smartphones. Consumers require
on- and off-ramps to facilitate exchange to
and from fiat money.

Could lower costs and speed up settlement
via 24/7/365 service, improve payment
transparency and increase automation
with smart contracts. Offers opportunities
for better liquidity management. Most
customers still prefer cards, merchants
face accounting and compliance hurdles.

Could enable faster, 24/7 settlement,
improve treasury operations, automate
settlement processes via smart contracts,
and serve as a settlement asset in a
tokenized financial ecosystem. However,
legal frameworks are still evolving, and
there are challenges with integrating
legacy financial infrastructure, as well as
cybersecurity and operational risks, and
interoperability issues.

Can speed up aid and improve
transparency. Will depend on local cash
networks, mobile access, and oversight.

Source: TD Economics.
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of de-pegging episodes that disrupted the industry in
the recent past.®* Most importantly, issuers must main-
tain one-to-one backing in high-quality liquid assets
such as short-term U.S. Treasuries or demand deposits
at insured financial institutions. These reserves must be
reported monthly and examined by an independent ac-
counting firm, and they must be kept legally separate
from the issuer’s own funds.

The GENIUS Act will not go fully into effect until rule
making is finalized (January 2027 at the latest), but
its enactment starts a transition period in which fed-
eral agencies will clarify the rules of the game and
ensure compliance.* The law does not eliminate all
risks. Stablecoins could still face sudden runs if trust
falters, and their heavy use of Treasury bills creates a
new channel for stress to spill into funding markets. Dif-
ferences in stablecoins’ regulatory framework across
jurisdictions could complicate compliance and impede
adoption. Meanwhile, their overseas use could affect
capital flows and complicate monetary policy in other
countries. Fragmentation, security and fraud risks also
remain. Balancing efficiency and stability will depend
in no small part on the details of rulemaking over the
next year and a half and the ongoing vigilance of regu-
lators thereafter.

From Trading Tools to Payment Infrastructure

Stablecoins emerged in the mid-2010s as a means to
maintain digital dollar balances on crypto exchanges.
Rather than cashing out to bank accounts, traders
could use stablecoins to move between more volatile
crypto assets and a stable digital dollar.

Chart 3: Stablecoins Offer Potential to Lower Cost of
Sending Remittances
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Chart 4: Despite Rising Use Cases, Most of Stablecoin
Transactions Continue to Be for Crypto Trading
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*Refers to stablecoin flows bridging wallets and exchanges.

Use cases have since expanded beyond simple cryp-
to trading (Table 1). Stablecoins offer the potential to
make payments quickly 24/7. Cross-border payments
and remittances are the most compelling use cases.
Traditional international payments that rely on chains
of correspondent banks may take days to clear, while
providers offering faster transfers often charge high
fees. Currently, the average cost of sending money
across countries globally is 6.5% of the transaction
(Chart 3). A well-managed, dollar-pegged token on a
regulated platform, by contrast, could settle such pay-
ments in minutes. For exporters paying overseas sup-
pliers, online marketplaces paying global sellers, or
families sending remittances, the appeal is clear.

Industry pilots point to the shift. In 2023, Visa expand-
ed a pilot to settle cross-border obligations in the sta-
blecoin Circle (USDC) on the Solana blockchain, reduc-
ing settlement time from days to under an hour.® In the
retail sector, PayPal introduced PayPal USD enabling
peer-to-peer payments and cross-border merchant
purchases across 160 countries.

Despite these expanded use cases, so far nearly 90%
of all stablecoin transactions continue to be for crypto
trading. Adoption for payments remains relatively low
at present, with payments accounting for just 6% of
all transactions (Chart 4). Cross-border payments are
also relatively small, with stablecoins accounting for
just three percent of the total.® The volume employed in
capital markets (primarily exchanged for Treasury bills
but also settlement in the purchase of bonds, funds,
and other securities) is just under one percent of global
capital markets transactions.”
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Chart 5: Tether and Circle Dominate Stablecoin Supply
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Still, growing demand for practical applications, im-
provements in infrastructure and legislative changes
have led to growth in stablecoin supply. Between 2019
and 2025, the stock of stablecoins in circulation has
increased from under $5 billion to more than $250
billion. And the industry is expected to grow further.
Current projections on stablecoin growth vary greatly
depending on the scale of adoption, with low-end esti-
mates around $500 billion and high-end estimates up
to $2 trillion by 2028, depending on regulatory clarity,
technological advancements, speed of adoption and
market integration.?®

A Relatively Consolidated Industry at Present

The stablecoin market has expanded quickly but re-
mains highly concentrated. Tether (USDT) holds about
$164 billion in circulation—around 63% of total coins—
followed by Circle (USDC) with roughly $65 billion, or
one quarter (Chart 5).

Network effects and user trust favor consolidation,
but fragmentation is likely to persist in the near-term,
especially as systems proliferate across borders and
networks. Consolidation brings scale and ease of ac-
ceptance, but also the possibility of systemic risk. With
broad acceptance, failure at a single large issuer could
disrupt a potentially significant part of the payment eco-
system. Fragmentation, in contrast, may reduce concen-
tration risk but at the cost of interoperability, liquidity
fragmentation, and increased complexity for users.

Ultimately, for wide adoption, payment stablecoins will
have to be interoperable across wallets, blockchains and
country borders. We are not there yet, but technologi-

cal advancement alongside a more certain regulatory
framework is likely to move stablecoins in this direction.

From Market Failures To Regulatory Action

The push for regulation stems from hard lessons. De-
spite its promise to maintain a constant value, sta-
blecoins’ early days were marked by a series of dis-
ruptions. In May 2022, the algorithmic stablecoin
TerraUSD collapsed. It was not backed by dollars or
other assets but relied on a linked token, LUNA, and al-
gorithmic changes to supply to maintain its peg. When
confidence fell, the mechanism failed, wiping out tens
of billions in value and causing several large crypto
lenders to fail.

Terra’s collapse was a shock to the crypto ecosystem,
showing the dangers of engineered pegs. Less than
a year later, the de-pegging of Circle’s USDC added
a further warning that even transparent fully backed
stablecoins were exposed to old-fashioned banking
risks. In March 2023, $3.3 billion of Circle’s $40 billion
reserve pool were trapped in the collapse of Silicon
Valley Bank. The momentary loss of liquidity created
uncertainty, leading to a brief de-pegging of USDC.
The episode exposed liquidity and counterparty con-
centration risks even among well-backed tokens. Teth-
er also experienced temporary dislocations during pe-
riods of market stress and heavy redemption demand.

Measured against the U.S. financial system, these
amounts are modest. U.S. commercial banks collec-
tively hold between $23 and $25 trillion in assets, or-
ders of magnitude larger than any single stablecoin
incident. Yet despite the limited systemic risk, these
de-pegs still disrupted markets and drew widespread
attention. As stablecoins grow, the potential impact
of such episodes will grow with them, making formal
guardrails on reserves, redemption, and custodial
protections essential.

GENIUS Act Anchors Trust with Clear Guard-
rails

The enactment of the GENIUS Act provides a clear
policy signal as to how U.S. dollar-backed payment
stablecoins are expected to operate within the Ameri-
can financial system. The legislation outlines a high
bar for reserve quality, disclosure, and governance.
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To address the issues of potential runs due to de-peg-
ging, stablecoins must be backed one-to-one by high-
quality liquid assets, specifically short-term U.S. Trea-
suries, demand deposits at insured banks or credit
unions, overnight repurchase agreements backed by
government securities, or, for banks, balances held at
the Federal Reserve. These assets are chosen to maxi-
mize liquidity and minimize credit risk under a range
of market conditions.'® Meanwhile, transparency is
reinforced through monthly reports audited by inde-
pendent public accounting firms, and customer funds
must be segregated from issuer balance sheets.

Supervision is embedded in the Act through a manda-
tory federal licensing regime. Non-bank issuers must
obtain approval from the Office of the Comptroller of
the Currency (OCC) or, if their outstanding issuance is
below $10 billion, may operate under qualifying state
oversight, while bank issuers remain under their exist-
ing federal regulators - the OCC, Federal Reserve, Fed-
eral Deposit Insurance Corporation (FDIC), or National
Credit Union Administration (NCUA) - depending on
their charter type.

Stablecoin issuers are prohibited from paying interest
to holders. However, as they already are actively doing,
third-party platforms could continue to offer incentives
independent of issuers. PayPal is currently offering 4%
in rewards on users’ PayPal stablecoin (PYUSD) balanc-
es, while Cryptocurrency exchange platform Coinbase

offers rewards to customers on their USDC balances.""?
Last year, Circle spent 60% of the income it earned
on its reserves on distribution and transaction costs,
mainly to platforms such as Coinbase.®

The Rulemaking Phase Kicks off in Earnest

The GENIUS Act sets broad requirements, but many of
the details still need to be worked out in forthcoming
rulemaking. The OCC, the Federal Reserve, and the Fi-
nancial Crimes Enforcement Network (FIinCEN) will all
have a role in specifying operational standards and
supervisory practices. These details matter because
they will decide how stablecoins behave under stress
and how safely they can be integrated into the wider
financial system.

In particular, while the statute specifies reserves must
be held in high quality liquid assets, regulators must
still define the operational details. Treasury holdings are
capped at maturities of 93 days, but rules could require
even shorter terms. Regulators may also set limits on
how much must be kept in cash or bank deposits, and
establish diversification requirements so reserves are
not concentrated with a single custodian or counterpar-
ty, similar to the approach taken under EU regulations.

Redemption procedures will have to clarify cut-off
times and how they match up with bank operating
hours. While a stablecoin token can change hands in-

parable” will be defined has yet to be determined.

Text Box: Compliance with the GENIUS Act—What Tether and Circle Must Do Now

With the GENIUS Act now law, issuers have an (up to) three-year phase in period to become fully compliant.
U.S. intermediaries may not offer stablecoins unless issued by a licensed (or recognized foreign) issuer.

Practical implications differ by firm. Circle already discloses reserves frequently and relies on cash and short
dated Treasuries, positioning it closer to compliance. It went public in June 2025, spotlighting governance
and reporting. New rules will bring more frequent reserve disclosures and supervisory audits, but this is
largely in line with their strategy of embedding USDC within regulated financial markets.

Tether, by contrast, reports significant bitcoin and gold alongside large Treasury bill and repo holdings. These
assets are outside GENIUS’s permitted reserve list for U.S. issuance, so a U.S. compliant product (or use of the
“foreign issuer” pathway) would require adjustments.

Foreign issuer access is possible but conditional. Treasury must deem a jurisdiction’s regime “comparable,”
foreign issuers must register, and U.S. trading can be halted if an issuer is found non-compliant. How “com-
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stantly on a blockchain, the dollars behind it must still
settle through bank payment systems, which do not
operate 24/7. Without alignment, redemptions could
be delayed or bunch up in ways that strain liquidity.
Technical interoperability requirements will also deter-
mine how easily payment stablecoins integrate with
existing payment systems.

Licensing rules for non-bank issuers will need to set out
governance standards, capital requirements, and contin-
gency plans for outages or cyberattacks. Cybersecurity
standards will have to reflect the fact that billions of dol-
lars can be moved in minutes. Finally, anti-money laun-
dering and counter-terrorist financing requirements will
need to apply across all intermediaries, including digital
wallet providers, to make sure the protections currently
existing for bank payments also apply to token payments.

These decisions will help determine whether stablecoins
serve as resilient payment tools, or become fragmented,
risky payment silos.

Stablecoins in Global Payments

Cross-border payments are central to stablecoins’
use case as well as macro significance. In countries
with high inflation or limited access to U.S. banking,
dollar-pegged tokens offer a practical alternative to lo-
cal cash or banking systems. Stablecoins offer protec-
tion against local inflation as well as devaluations and
capital controls. By lowering the barrier to dollar ac-
cess, stablecoins could expand the dollar’s use in the
everyday transactions of households and businesses
beyond American borders.

For the United States, this reinforces dollar dominance
and may help to sustain global demand for U.S. safe
assets. For other countries, increased usage of U.S. de-
nominated stablecoins could weaken the hand of do-
mestic policymakers. The European Central Bank (ECB)
has expressed concern that if dollar-based stablecoins
become a parallel medium of exchange, domestic
monetary policy will lose traction in steering financial
conditions.” It has hastened its own digital currency ini-
tiatives in response.” The International Monetary Fund
(IMF) has also cautioned that reliance on dollar-backed
digital currency could speed up capital outflows and
weaken local banking systems.”® In short, stablecoins
may provide security and convenience to individuals

and businesses outside of the United States but compli-
cate stability for foreign policymakers.

A New Buyer at the Short End

If digital dollarization projects U.S. money abroad, sta-
blecoin reserves can shape U.S. financial markets at
home. Stablecoin reserves are mostly held in short-term
U.S. government debt, making them a significant source
of demand for Treasury bills. As of the second quarter
of 2025, Tether and Circle had combined holdings of
about $132 billion of U.S. Treasuries (see Chart 2 above)
- more than South Korea’s holdings of U.S. Treasuries."”®
Right now this is about 2% of the size of the Treasury
bills market, but this share will increase should stable-
coin supply expand briskly.'®2°

The growth of the stablecoins market and legislation
come at a time when U.S. government debt is projected
to rise considerably, increasing borrowing needs. How-
ever, as noted in our recent report, foreign demand for
Treasuries has been declining. Simultaneously, the U.S.
government has been issuing more short-term bonds to
lower its borrowing costs. In this context, stablecoin is-
suers represent a fresh and potentially durable investor
base. Their demand could help absorb the growing bill
supply and keep short-term rates modestly lower than
they would otherwise be.

That said, stablecoin demand is concentrated in very
short-dated Treasury bills, typically those maturing in
under 90 days, and buying pressure is most likely to
lower yields in that corner of the market. However, while
increased demand for Treasuries may lower short-term
borrowing costs, it could also increase volatility. Should
stablecoin owners redeem balances at a rapid pace,
yields could move higher quickly. Recent research by
the Bank of International Settlements (BIS) found that
large inflows and outflows into the stablecoin mar-
ket have had an asymmetric impact on Treasury bill
yields.?" Stablecoin inflows that were roughly twice the
size of the typical daily change were found to reduce
three-month US Treasury vyields by 2-2.5 basis points
within 10 days, while outflows of the same magnitude
had a larger impact, raising yields by 6-8 basis points.
In other words, stablecoin outflows raise yields by two to
three times as much as inflows lower them.
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Beyond the Treasury market, large stablecoin flows
could disrupt repo, money market funds, or foreign
exchange markets during stress. A major redemption
event could spill into these broader short-funding and
currency markets if not mitigated through liquidity
buffers or central bank facilities.

Impact on Banks and Credit Intermediation

Because most reserves sit in cash like assets rather than
bank deposits, growth in stablecoin balances may dis-
place traditional deposits and gradually raise banks’
funding costs. The GENIUS Act’s prohibition on paying
interest to token holders is meant to limit direct compe-
tition with deposit accounts, but it does not remove the
appeal of a highly liquid, programmable dollar instru-
ment. Nor does it bar third parties from offering rewards
or yields outside the issuer’s control, which could still
divert balances from banks.?

The effect on deposits and financial conditions will
depend on adoption patterns (wholesale versus retail,
domestic versus offshore) and on rulemaking choices.
Some jurisdictions require a minimum deposit share
for reserves. Under the European Union’s Markets in
Crypto Assets (MiCA) regime and related European
Banking Authority standards, at least 30% of reserves
must be held as deposits with depository institutions,
rising to 60% for significant issuers. Both Tether and
Circle currently hold only a small fraction of their re-
serves at financial institutions: 13.4% for Circle and less
than 1% for Tether. However, if U.S. rules took a similar
approach to the one in the E.U., some reserve balances
would flow back into the banking system as corpo-
rate deposits, though those funds may still prove more
flight prone than traditional core deposits.

In large enough volumes, a migration of balances to
stablecoins could alter banks’ liability structures, raise
funding costs, and reduce flexibility in extending credit.
According to estimates by the American Bankers Associ-
ation, if banks lose 10% of their core deposit base, fund-
ing costs could rise by 20 to 30 basis points.?® House-
holds and small businesses that rely most on bank credit
would feel this impact more directly through higher bor-
rowing costs and tighter access. Wealthier clients and
larger firms, with more diversified funding options, would

likely be less affected. Community banks, which depend
on retail deposits to support much of their small busi-
ness and farm lending, could also face greater strain.

The extent of the impact will depend on how quickly
adoption grows, how liquid issuer reserves end up, es-
pecially in stress, and how banks adapt with innova-
tions like tokenized deposits and faster payment op-
tions. Clear regulatory communication on redemption
rules, emergency lending and backstop facilities will be
critical to limiting instability.

Bottom Line

The GENIUS Act represents a meaningful step in bring-
ing payment stablecoins under federal regulation, set-
ting clear rules on reserves, audits, legal protections,
and supervisory oversight. The aim is to build trust in
these instruments and reduce the uncertainty that has
surrounded them.

Handled well, stablecoins could make payments
faster, cheaper, and more transparent, particularly
across borders where traditional systems remain slow
and costly. They also hold a promise to modernize the
existing payment system in other ways, allowing for
instant settlement, programmable smart contacts
and automated regulatory checks for businesses and
financial markets. However, handled poorly, stable-
coins could transmit shocks, heighten funding-market
volatility, or open the door to cyber and operational
risks. Even with one-to-one reserves in Treasuries and
deposits, sudden redemptions or failures at key plat-
forms could create stress.

Much will depend on the details still to come in rule-
making, including how redemption rights are en-
forced, how reserves are balanced between deposits
and Treasuries, and what safeguards apply to third
parties that distribute or offer yields on stablecoins.
These choices will shape how the system functions in
practice, not just in principle.

The broader challenge is that the technology will not
stand still. As adoption widens, policymakers will need
to remain forward-looking and adaptable, adjusting
guardrails as use cases evolve.
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