Stablecoin FAQ

1. What are stablecoins?

Stablecoins are a type of cryptocurrency designed to minimize price volatility. Unlike Bitcoin and other
cryptocurrencies known for significant price fluctuations, stablecoins aim to maintain a consistent value. This
stability is achieved by pegging their price to a reserve asset, such as a fiat currency (like the US dollar),
commodities (like gold), or even other cryptocurrencies.

2. What are the benefits of stablecoins for businesses?

Stablecoins offer several advantages for businesses:

Predictable Value: Their stable price makes them suitable for everyday transactions and accounting,
reducing uncertainty compared to traditional cryptocurrencies.

Efficient Cross-border Payments: Stablecoins can facilitate faster and cheaper international transfers
compared to traditional banking systems.

Smart Contract Integration: Some stablecoins can be easily integrated with smart contracts, enabling
automated transactions and increasing efficiency.

24/7 Operation: Unlike traditional banking systems, stablecoin transactions can occur anytime,
offering flexibility and convenience.

3. Howdo stablecoins work?

Stablecoins achieve price stability by pegging their value to a reserve asset. There are different types based on
their pegging mechanisms:

Fiat-collateralized: Backed by reserves of traditional currencies (e.g., US dollar) held in bank accounts.
Examples include Tether (USDT) and USD Coin (USDC).

Crypto-collateralized: Backed by other cryptocurrencies held in reserve, maintaining value through
over-collateralization and smart contract mechanisms. An example is Dai.

Algorithmic: Use algorithms to adjust the supply of the stablecoin to maintain its peg, expanding or
contracting based on market demand.

Commodity-backed: Pegged to the value of commodities like gold, with reserves held to guarantee the
peg.

4. Why are stablecoins important?

Stablecoins bridge the gap between traditional finance and cryptocurrencies. They offer the advantages of
cryptocurrencies—such as fast transaction speeds and low fees—while mitigating risks associated with price
volatility. This makes them practical for various use cases:
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Payments: Businesses can accept stablecoins for goods and services, providing customers with a
secure payment method.

Remittances: Streamline cross-border money transfers, especially beneficial for individuals sending
money overseas.

Trading: Provide a stable store of value within cryptocurrency exchanges, allowing traders to avoid
volatility.
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5. What are the risks associated with stablecoins?
Despite their benefits, stablecoins also carry inherent risks:

o Centralization Risks: Some stablecoins rely on centralized entities to maintain their peg, raising
concerns about transparency and potential manipulation.

e Collateral Concerns: Questions have arisen about whether certain issuers hold sufficient reserves to
back their claimed peg.

o Algorithmic Stability: Algorithmic stablecoins may struggle to maintain their peg during extreme
market volatility.

o Regulatory Uncertainty: The regulatory landscape for stablecoins is still evolving, creating uncertainty
for businesses and investors.

6. What is the role of central banks in the development of stablecoins?

Central banks worldwide are exploring Central Bank Digital Currencies (CBDCs), which are digital forms of fiat
currencies issued by central banks. While not technically stablecoins, CBDCs share similarities and could
compete with or complement existing stablecoins. Expected benefits include:

¢ Increased Financial Inclusion: CBDCs could provide access to financial services for unbanked
individuals.

o Enhanced Monetary Policy: CBDCs may allow central banks more precise control over monetary
policy tools.

o Reduced Costs: Potentially lower costs associated with traditional payment systems.
7. How are stablecoins regulated?

The regulatory landscape for stablecoins is rapidly evolving and varies across jurisdictions. In the U.S.,
regulators are working on clearer guidelines focusing on reserve requirements, transparency, and consumer
protection. The European Union is developing the Markets in Crypto-Assets (MiCA) framework to provide
comprehensive regulations for crypto assets, including stablecoins.

Term Benefits

- Facilitates new payment methods that attract customers.
- Reduces transaction costs leading to higher profit margins.
Increasing Revenues - Enables businesses to engage in international trade more efficiently.

- Lowers fees associated with cross-border payments.
- Minimizes reliance on expensive intermediaries.
Reducing Costs - Reduces transaction times, leading to faster cash flow.

- Provides stability against market volatility.
- Enhances transparency in transactions.
Managing Risk Better - Allows businesses to hedge against currency fluctuations.
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Term Benefits

- Streamlines payment processes through automation.
- Improves transaction speed compared to traditional banking.
Increasing Efficiencies - Facilitates easier access to financial services for all users.

8 . What is the future of stablecoins?

The future of stablecoins is closely tied to the broader evolution of the cryptocurrency ecosystem. Key trends to
watch include:

¢ Increased Institutional Adoption: More financial institutions are exploring using stablecoins for
payments and settlements.

o Growth of Decentralized Finance (DeFi): DeFi platforms utilize stablecoins as key componentsin
lending and borrowing applications.

¢ Technological Advancements: Ongoing developments in blockchain technology will address
scalability and security concerns.

o Regulatory Clarity: As regulations become clearer, it could lead to greater confidence in the stablecoin
market.

Overall, stablecoins have the potential to significantly impact finance's future by bridging traditional finance
with the innovative world of cryptocurrencies. Their evolution will depend on technological advancements,
regulatory developments, and market adoption.
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