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Blockchain is an encrypted, distributed ledger maintained
by vali who record trar i through consensus.

It first gained popularity as the backbone of Bitcoin, designed as ]

e [ an alternative to money but largely becoming a speculative asset.
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Over time, blockchain evolved into Decentralised Finance (DeFi) and later into
stablecoins, which are digital tokens pegged to fiat currencies (like USD or Euro).

RBI stance: Skeptical of private cryptocurrencies,
citing risks to financial stability and sovereignty.

While proponents highlight efficiency, speed, and inclusion, critics raise
concerns about financial stability, regulatory loopholes, and sovereignty.

CBDC (Digital Rupee): India launched a pilot in [ Indian
2022 as a safer alternative to private stablecoins. Context

Regulatory clarity: Especially in the US (e.g., Genius Act). ]

Policy challenge: Balancing innovation with regulation;
preventing capital flight while enabling fintech growth.

Drivers of

Growth Dollar demand: Stablecoins invest in short-term US Treasury bills, indirectly funding the US deﬂcit.J

Market size: ~$200 billion invested in Treasury bills, expected to grow rapidly. ]

[ US: Encourages stablecoins under ]

regulation to preserve dollar dominance. -
[Borderless transactions: Cheaper than cross-border bank transfers. ]

[EU: MiCA (Markets in Crypto Assets) framework

introduces strict reserve requirements. ] l Global [Speed: Settlement is near-instant compared to 3—5 days in traditional systems,]

Claimed
S

Perspectives [Cost-efﬁciency: Lower fees than SWIFT or bank intermediaries.)

il M

China: Banned stablecoins while
pushing its own CBDC (digital yuan).

[Financiai inclusion: Access for the unbanked in regions without strong financial infrastructure. ]

Stablecoins and (24/7 operation: Works outside banking hours, unlike legacy systems.]

IMF & BIS: Warn against systemic risks
and stress international cooperation.

Blockchain-Based

Payments Existing systems handle $5-7 trillion daily; stablecoins manage only $20-30 billion.
Scale and
Strong regulation: Require verified reserves, Efficiency Scali = s oficia = lisati K z
frequent audits, and clear redemption rules. caling requires compromises: off-chain processing, centralisation, weaker security.
[ Interoperability: Integrate with banking ] Recarias Stablecoins must hold cash or government securities as reserves.
systems under,centralbank oversight; and Verification is difficult due to offshore issuers and weak audits.
CBDCs over private stablecoins: Provide Way ST History of de-pegging crises (example: TerraUSD collapse in 2022).
safer, sovereign-backed digital alternatives. Forward
[ International cooperation: Common ] Security Traditional systems: backed by central banks, manual checks, reversibility.
standards for taxation, and monitoring. Risks Stablecoins: Risk of wallet/custody theft and private key loss. Losses can be catastrophic.
Risk awareness: Policymakers must account for spillover - —— -
effects on bond markets, banking, and monetary policy. Key Macroeconomic Monetary policy: Supply limited by collateral, not central bank policy.
Concerns Impact Sovereignty risk: Easy capital flight undermines control of domestic currency.
Stablecoins promise faster, cheaper, borderless transactions — . = = -
[ but also pose systemic, legal, and sovereignty risks. Bank runs could accelerate as depositors shift to stablecoins.
- stability: 3 i it i i
At its core, money is bulft on frust in central banks and [Conclusloni Large-scale absorption of government securities may distort bond yields.

state backing. Stablecoins attempt to privatise this

e i 2 i No | | entitl it t derlyi ts.
trust, raising questions of accountability and stability. plEgakenFmatonce g asoeis

Legal and

Institutional Holders are unsecured creditors in case of issuer bankruptcy.
Gaps

Many issuers operate from tax havens with weak oversight.

Borderless nature facilitates money laundering, terror financing, and tax evasion.

Weak KYC norms make monitoring difficult.

General Studies-3; Topic: Indian Economy and issues relating to planning, mobilization
of resources, growth, development and employment.

Stablecoins and Blockchain-Based Payments

Introduction

e Blockchain is an encrypted, distributed ledger maintained by validators who record transactions through
consensus.

e Itfirst gained popularity as the backbone of Bitcoin, designed as an alternative to money but largely
becoming a speculative asset.

e Over time, blockchain evolved into Decentralised Finance (DeFi) and later into stablecoins, which are
digital tokens pegged to fiat currencies (like USD or Euro).

e While proponents highlight efficiency, speed, and inclusion, critics raise concerns about financial
stability, regulatory loopholes, and sovereignty.

Drivers of Growth
e Regulatory clarity: Especially in the US (e.g., Genius Act).
e Dollar demand: Stablecoins invest in short-term US Treasury bills, indirectly funding the US deficit.
e  Market size: ~$200 billion invested in Treasury bills, expected to grow rapidly.

Claimed Advantages
e Borderless transactions: Cheaper than cross-border bank transfers.
e Speed: Settlement is near-instant compared to 3-5 days in traditional systems.
e Cost-efficiency: Lower fees than SWIFT or bank intermediaries.
e Financial inclusion: Access for the unbanked in regions without strong financial infrastructure.
e 24/7 operation: Works outside banking hours, unlike legacy systems.
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Key Concerns
e Scale and Efficiency
o Existing systems handle $5-7 trillion daily; stablecoins manage only $20-30 billion.
o Scaling requires compromises: off-chain processing, centralisation, weaker security.
e Reserves and Stability
o Stablecoins must hold cash or government securities as reserves.
o Verification is difficult due to offshore issuers and weak audits.
o History of de-pegging crises (example: TerraUSD collapse in 2022).
e Security Risks
o Traditional systems: backed by central banks, manual checks, reversibility.
o Stablecoins: Risk of wallet/custody theft and private key loss. Losses can be catastrophic.
e Macroeconomic Impact
o Monetary policy: Supply limited by collateral, not central bank policy.
o Sovereignty risk: Easy capital flight undermines control of domestic currency.
e  Financial stability:
o Bank runs could accelerate as depositors shift to stablecoins.
o Large-scale absorption of government securities may distort bond yields.
e Legal and Institutional Gaps
o No legal entitlement to underlying assets.
o Holders are unsecured creditors in case of issuer bankruptcy.
o Many issuers operate from tax havens with weak oversight.
o lllicit Finance Risks
o Borderless nature facilitates money laundering, terror financing, and tax evasion.
o Weak KYC norms make monitoring difficult.

Indian Context
e RBI stance: Skeptical of private cryptocurrencies, citing risks to financial stability and sovereignty.
e CBDC (Digital Rupee): India launched a pilot in 2022 as a safer alternative to private stablecoins.
¢ Policy challenge: Balancing innovation with regulation; preventing capital flight while enabling
fintech growth.

Global Perspectives
e US: Encourages stablecoins under regulation to preserve dollar dominance.
EU: MiCA (Markets in Crypto Assets) framework introduces strict reserve requirements.
China: Banned stablecoins while pushing its own CBDC (digital yuan).
IMF & BIS: Warn against systemic risks and stress international cooperation.

Way Forward
e Strong regulation: Require verified reserves, frequent audits, and clear redemption rules.

e Interoperability: Integrate with banking systems under central bank oversight.

e CBDCs over private stablecoins: Provide safer, sovereign-backed digital alternatives.

e International cooperation: Common standards for taxation, and monitoring.

e Risk awareness: Policymakers must account for spillover effects on bond markets, banking, and
monetary policy.

Conclusion
e Stablecoins promise faster, cheaper, borderless transactions but also pose systemic, legal, and
sovereignty risks.
e Atits core, money is built on trust in central banks and state backing. Stablecoins attempt to privatise
this trust, raising questions of accountability and stability.
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