Stablecoins — (what they are, what’s being
built now, who’s doing it)

what a stablecoin is

A stablecoin is a digital token designed to keep a stable value (usually pegged 1:1) to a reference
asset such as the US dollar, euro, or a commodity. Stablecoins are used as medium of exchange,
unit of account, and settlement rail inside crypto markets and increasingly between crypto and
traditional finance.

Main types (how they’re engineered)

1.

Fiat-collateralized (off-chain reserves): issuer holds dollars, short-term Treasuries, or
cash-equivalents in custody and issues tokens redeemable 1:1 (examples: USDT, USDC,
GUSD, TUSD, PYUSD).

Crypto-collateralized (on-chain reserves): over-collateralized with crypto assets held in
smart contracts; peg maintained by liquidation mechanics (example: DAI).

Fractional / algorithmic / hybrid: uses algorithms, reserves, and token sinks to maintain
the peg (examples: FRAX’s fractional-algorithmic approach). Full algorithmic designs
(like TerraUSD in 2022) have historically failed and triggered major market and
regulatory fallout. (Reuters)

Why they matter (simple economics + uses)

Provide a stable medium for crypto trading, lending, and DeFi.

Enable 24/7 settlement and fast cross-border payments without traditional rails.
Are becoming plumbing for institutional crypto services and payments (banks and
fintechs integrating stablecoins for instant settlement). (Fireblocks)

Current market snapshot & recent
regulatory change (most important facts)

The stablecoin market recently crossed the ~$280-$300 billion range in 2025, with
USDT and USDC continuing to dominate overall supply. (Yahoo Finance)
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Tether (USDT) remains the largest by supply; it has published reserve/attestation
updates showing large holdings across Treasuries, gold and crypto allocations. Circle
(USDC) is the other major player and completed a large public offering in 2025,
underscoring growing institutional interest. (PYMNTS.com)

A major U.S. law (the GENIUS Act, July 2025) established a federal framework for
payment stablecoins — requiring specified backing (cash/T-bills), disclosures, and
licensing for large issuers — a material shift toward on-ramp legitimacy and clearer rules
for issuers and banks. (The White House)

Key risks (why people watch stablecoins
closely)

Reserve & counterparty risk: fiat-backed coins depend on the issuer’s custodial
practices and the assets backing the coin. Transparency (attestations or audits) matters.
(Circle)

Peg failure / run risk: if confidence falls, users try to redeem en masse and a peg can
break (TerraUSD’s 2022 collapse is a textbook example of algorithmic risk and triggered
a regulatory wave). (Reuters)

Regulatory & systemic risk: large stablecoins can interact with banking and payments
in ways that might affect financial stability; regulators and central banks have ramped up
scrutiny (BIS, national authorities). (Reuters)

What work is being done today (technical,
legal, and ecosystem work)

1.

Transparency & proof-of-reserves: monthly attestations, on-chain proofs (via oracle
feeds) and third-party examinations are now standard expectations. Issuers publish
reserve composition and independent attestations to build trust. (Circle)

Stronger regulatory compliance / licensing: after major failures and political pressure,
markets are seeing formal licensing regimes (e.g., GENIUS Act in the U.S.), on-boarding
requirements, and dialogue between issuers and banks. This reduces legal uncertainty and
invites institutional adoption. (The White House)

Collateral quality shift: many issuers are shifting reserve mixes toward highly liquid,
short-dated U.S. Treasuries and cash equivalents rather than illiquid loans or lower-
quality securities to meet regulatory and market demands. (PYMNTS.com)
Interoperability & scaling: stablecoins are being optimized for Layer-2s and multiple
chains to lower fees and increase throughput (large volumes now flow on L1 and L2
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networks). Cross-chain bridges and canonical token standards are important workstreams.
(Messari)

5. Institutional rails & custody: custody providers, payments platforms, and banks (and
fintechs) are building custody, settlement, and compliance tools so regulated financial
actors can use stablecoins (e.g., Fireblocks and similar infrastructure firms). (Fireblocks)

6. Oracles & attestation automation: projects like Chainlink provide decentralized data
feeds and proof-of-reserve integrations so markets and smart contracts can verify
collateral and prices. (data.chain.link)

Major players & what they focus on (quick
guide)

e Tether (USDT) — the largest by supply; focuses on global liquidity and trading utility;
publishes reserve reports/attestations. (tether.to)

e Circle (USDC) — fiat-backed, highly institutionally focused; emphasizes regulatory
alignments, monthly attestations and has made a major public markets push (2025 IPO).
Often promoted as a regulated “digital dollar.” (Circle)

e MakerDAO (DAI) — decentralized, crypto-collateralized stablecoin governed by a
decentralized autonomous organization; important in DeFi and continues evolving
collateral types and governance. (Messari)

o Paxos (USDP / formerly BUSD partner) — issues Pax Dollar and formerly issued
Binance USD (BUSD) before winding down BUSD issuance; Paxos focuses on regulated
trust company operations. (Paxos)

o PayPal (PYUSD) — payment-platform issued fiat-backed stablecoin targeted at
merchant and consumer flows within PayPal’s ecosystem. (PayPal)

e Frax (FRAX /FRXUSD) — fractional-algorithmic model that combines collateral and
algorithmic supply mechanics (hybrid approach). (CoinMarketCap)

e TrustToken / TrueUSD (TUSD), Gemini (GUSD), others — smaller but important
niche players focusing on regulation, attestation, and integrations across exchanges and
custodians. (Messari)

Where stablecoins are likely headed (near
term)

o Tighter, clearer regulation + more bank participation (banks and fintechs will either
issue or custody stablecoins under the new frameworks). (Sidley Austin)

o Higher reserve quality and routine attestations as a market requirement.
(PYMNTS.com)
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e Greater integration with traditional payment systems and tokenized finance (use in
cross-border payroll, securities settlement, money-market overlay products,
programmable payments). (Fireblocks)

Recommended next steps if you want to study
or use stablecoins

o Follow monthly reserve attestations from major issuers (USDC, USDT, Paxos) and
independent analyses. (Circle)

e Track regulatory developments (GENIUS Act and implementation guidance) and central
bank statements (BIS reports). (The White House)

e Ifyou plan to hold or integrate stablecoins, prioritize regulated issuers with frequent
attestations and use audited custody providers.
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