™

Check for
updates

The Development Path and Potential Challenges of
Stablecoins Based on Risk Return Approach

Jingwu Sun!, Qianyu Zhang?*

! Farlington School, Horsham, United Kingdom
2 Shandong Experimental High School, Jinan, China
*kanmiao@asu.edu.pl

Abstract. In the context of the booming digital economy, stablecoins have
attracted attention for maintaining relatively stable prices and playing a key role
in the digital financial ecology. This paper focuses on the research of stablecoins.
The background is that stablecoins are rising due to their stability and payment
convenience, but they are subject to regulatory attention due to their impact on
the financial system and monetary policy. The research topics cover the risks and
advantages of stablecoins, as well as the comparison with central bank digital
currencies. In terms of research methods, the risks (such as sovereignty,
regulatory risks, etc.) and advantages (high stability, promoting financial
inclusion, etc.) of stablecoins were analyzed through literature review, and cases
(such as the choice of stablecoins and digital currencies in the United States) were
analyzed, and the comparison between stablecoins and central bank digital
currencies was made. The conclusion shows that stablecoins have significant
value in digital asset trading and other fields, and have the advantages of financial
inclusion. However, they face risks such as sovereignty and regulation, and there
are challenges in technological innovation and application. Therefore, it is
necessary to tap the advantages and build an appropriate regulatory framework
and technical system to balance innovation and risk, so as to achieve stable
development and promote the advancement of digital finance. Policy
suggestions, such as building a multi-level regulatory system, are also put
forward to refine differentiated regulatory measures.

Keywords: Stablecoins, Risk Regulation, Digital Finance, Cross-border
Payment, Central Bank Digital Currency.

1 Introduction

Stablecoins are a class of cryptocurrencies that are designed to maintain a relatively
stable price, often achieving value anchoring by pegging to real-world assets such as
the U.S. dollar, euro, and gold. With the rapid development of the digital economy,
stablecoins have risen rapidly due to their remarkable stability and payment conven-
ience, and have played an important role in the digital financial ecology, which may
play an important role in the next generation of financial infrastructure [1]. Compared
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with bitcoin, Ethereum, and other crypto assets with volatile prices, stablecoins are de-
signed to pay more attention to price stability and predictability. Therefore, they are
widely used in daily transactions, store of value, cross-border payments, and mortgage
and settlement in decentralized finance (DeFi) systems. It effectively acts as an im-
portant bridge between traditional fiat currencies and volatile crypto assets. Because it
is an important bridge between the traditional financial system and the blockchain econ-
omy, providing a more robust value carrier for the development of the digital economy,
most people believe that stablecoins have great potential in cross-border payment, dig-
ital asset transactions, and other fields. However, with the continuous expansion of its
application scope and increasing market influence, stablecoins have begun to have a
potentially far-reaching impact on the global financial system and national monetary
sovereignty and policies. According to their different stability mechanisms, stablecoins
are mainly divided into four categories: fiat currency collateralized, crypto asset collat-
eralized, algorithmic stablecoins, and commodity collateralized. Among them, fiat sta-
blecoins account for the largest proportion in the current market. They are issued by
centralized institutions and reserve fiat currencies in a 1:1 ratio. Taking Tether (USDT)
as an example, as one of the earliest stablecoins to enter the market, its market value
has exceeded $150 billion in 2025. It is enough to reflect the legal stable currency in
the core position in the digital asset trading and financial services, so in this paper,
through three aspects, analyze the stable currency's existing advantages and potential
Risks [2]. The first part will describe the background of the rise of stablecoins and the
core role of stablecoins in digital finance, and focus on the significance of this study
for understanding the potential macroeconomic impact of stablecoins and the necessity
of regulatory response. The second part will systematically summarize the core ad-
vantages of stablecoins based on the review and analysis of existing literature. Through
the existing research shows that the core of a stable currency advantage concentrated
on price stability strong financial pratt &whitney value payment efficiency, lower sig-
nificantly increased, and the transaction cost of these features, in the cross-border pay-
ment digital asset transactions and promote cross-border electricity showed broad pro-
spects and global trade development, This part will also be stable currency faces poten-
tial challenges in the references and risk to lay the foundation for subsequent analysis.
Is the third part is the core of this article, this part will be a stable currency and central
bank digital currency comparison and analysis, to explore both itself, as well as to the
monetary policy transmission stability of the financial aspects of the similarities and
differences, more important is the depth profiling, the significance of the recent U.S. to
through the genius act and far-reaching influence, and interpret the law at the core of
the terms and conditions, Regulatory purpose as well as to the potential role of global
currency stable structure, stable currency would be able to become a global currency

[3].

2 Risk Analysis

Some scholars believe that stablecoins may bring a certain amount of harm to the fi-
nancial transaction market. After comparing the market performance of United States
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Dollar Coin (USDC) and USDT during the collapse of Silicon Valley Bank, it is found
that even stablecoins with higher transparency may still experience panic outflow under
high pressure [4]. Because stablecoins are privately issued cryptocurrencies, leading to
the degree of transparency is insufficient, also there is a certain risk. Secondly, stable-
coins are issued by private enterprises and rely on centralized custodian institutions.
However, the centralized custodian model may bring operational risks such as appro-
priation, default and audit difficulty. If the trustee defaults or a credit event, it will di-
rectly threaten the stability of the stable currency anchor mechanism [5]. Therefore, it
is also difficult to regulate stablecoins. At the same time, since stablecoin users directly
complete payment, lending and asset management on the chain, and no longer carry out
credit activities through commercial banks, they cannot be effectively affected by tools
such as policy interest rate and reserve ratio. This shows that if stablecoins are widely
circulated, it may weaken the effectiveness of the The government's monetary policy
and monetary sovereignty.

Among them, sovereign risks include, first of all, the decentralization of currency
issuance rights. If stabcoins are widely used, they may form a payment scenario in
which "private money" replaces part of legal tender (such as cross-border transactions
and daily consumption), weakening the central bank's monopoly on currency issuance.
Second, monetary policy transmission when larger stable currency circulation, the user
may be a stable currency in economic fluctuations, lead to fiat money demand is not
stable, affect the central bank through interest rates and deposit reserve tools to adjust
the economic effect. The third point is to bypass the foreign exchange control, stable
currency (such as USDT) can achieve rapid cross-border transfer, if the user uses in
great quantities, can avoid the country's foreign quota restrictions, affecting the flow of
capital controls, especially for capital project controls relatively heavy impact is bigger.
Finally, exchange rate fluctuation pressure: changes in the supply and demand of sta-
bilizers may indirectly affect the exchange rate of fiat currencies through cross-border
transactions. For example, a large amount of capital outflow through stabilizers may
aggravate the depreciation pressure of local currencies.

There are also regulatory risks. The first point is that the difficulty of supervision
increases. If the Issuers of stablecoins are not subject to the constraints of the legal
currency regulatory system (such as decentralized stablecoins). They may form regula-
tory arbitrage, and the capital flow is difficult to track, increasing the difficulty of anti-
money laundering and anti-terrorist financing. If The second point is systemic risk con-
duction, stable currency payment crisis (e.g., anchor the insufficient assets), could trig-
ger a market panic, users selling stable currency in exchange for legal tender, lead to
legal tender in the short-term liquidity squeeze, even spread to traditional financial mar-
kets.
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3 Advantage Analysis

3.1 Payment Efficiency

The main advantage of the stable currency encryption monetary asset price fluctuations,
stable legal currency anchor, and makes the stable currency in cross-border trade in
DeFi served for the value of the stable and reliable media [4]. Second is to impel the
transformation of financial pratt & Whitney and cross-border payments, the potential
of a stable currency will likely fill the traditional financial as the coverage area of the
pay gap [5]. Therefore, it believe that stablecoins have great potential in cross-border
payment or digital asset trading, and can play a huge role in cross-border e-commerce
to promote the development of trade among countries, which will also lead to faster
currency circulation between countries and further promote the development of the
global economy [6]. The second is promoted. Scholars pointed out that a stable cur-
rency will also have passed the round-the-clock availability, features, without borders
Segmentalized and non-financial service integration is a new type of online transaction
possible so together currency provides a stable value, makes its role to further
strengthen medium of exchange, at the same time also to improve the efficiency of
deals.

3.2 Financial Inclusion

Stablecoins are based on blockchain technology. How to improve the stability, security
and scalability of stablecoins through technological innovation? For example, decen-
tralized stablecoins can study how to optimize smart contracts and oracle mechanisms
to reduce risks caused by technical vulnerabilities. It can also study the application po-
tential of emerging technologies such as zero-knowledge proof and multi-party com-
puting in the field of stable-currency.

The first is the study of application scenarios, the application mode and potential of
stablecoins in cross-border payment, supply chain finance, digital asset trading and
other fields. For example, research on how stablecoins can solve the problem of low
efficiency and high cost in cross-border payment (this problem may become an ad-
vantage after solving, because stablecoins enable currency circulation between coun-
tries and promote economic development) and how to play a better role in cross-border
e-commerce to promote trade development.

At the same time, it forces the development of central bank digital currency (CBDC).
The rise of stable-currency makes countries realize the importance of digital payment
and accelerate the research and development and implementation of CBDC (such as
China's digital RMB), so as to consolidate the status of legal tender in digital finance.
Countries usually balance innovation and risk by strengthening regulation (such as re-
quiring the transparency of stable-coin anchor assets and integrating them into the fi-
nancial regulatory framework), so as to maintain the core position of legal tender.
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4 Analyze the Potential Risks and Countermeasures of
Stablecoins Based on Case Studies

The first is about the differences between stablecoins and central bank digital curren-
cies, and an in-depth analysis of why the United States should promote stablecoins in-
stead of digital currencies

According to Money and Payments: The U.S. System in the Age of Digital Trans-
formation." Although the existing U.S. payment system is generally effective and effi-
cient, there are still some challenges. In particular, a significant number of U.S. citizens
currently lack access to digital banking services, as well as payment services." CBDC
adoption in the United States would take time and cost, and the report notes that there
are still many challenges to cross-border payments, "including slow settlement and high
fees, as well as how currencies work, differences in legal systems and technological
infrastructure in different countries, time factors, coordination issues between interme-
diaries, including correspondent banks, The United States cannot solve the problem of
implementing CBDC in a short period of time. However, due to the development of the
international situation, the United States has chosen to support the US dollar stable-
currency through legislation. Its purpose should be to maintain the hegemony of the US
dollar, fight against the digital RMB and make it easier to control cross-border pay-
ments.

In fact, the United States chooses stablecoins because they have a certain scale and
considerable usage, so it is easier to use stablecoins to maintain the US dollar hegem-
ony, and their inspection of overseas transactions will not be limited by cultural differ-
ences in different regions [7].

The reason is that CBDC still needs to carry out research and development related
to stablecoins, while the US has completed the research and development of stable-
coins.

Secondly, based on the current situation, it is necessary to clarify the regulatory
methods and specific implementation methods of stablecoins.

The regulatory path of stablecoin can be roughly divided into four parts: the first is
the basic principle of supervision, covering risk-based, penetrating supervision, collab-
orative supervision and based on national conditions; The second is the core supervi-
sion direction, including issuer supervision, circulation and trading supervision, tech-
nology and security supervision, and consumer and investor protection; The third is the
specific implementation path, which involves improving laws and regulations, estab-
lishing a classified regulatory framework, carrying out pilot projects and dynamic ad-
justment, and promoting international cooperation and standard docking [8].

Finally, this paper focuses on the current situation of high fees and long settlement
cycle of traditional cross-border payment system, and discusses how to improve the
technology.

The optimization scheme of cross-border payment technology starts with the opti-
mization of the underlying technology architecture (high-performance blockchain net-
work selection, cross-chaininteraction and protocol unification) [9]. Secondly, the op-
timization of payment process and clearing mechanism (disintermediation and process
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simplification, real-time reconciliation and linkage of reserve assets, and third, embed-
ding of security and compliance technology (balance between privacy protection and
traceability, anti-risk technology mechanism). Fourth, personalized optimization suita-
ble for cross-border scenarios (small high-frequency scenarios: lightweight processing,
large low-frequency scenarios: high security priority). Finally, technical standards and
ecological collaboration (formulating industrial technical standards and building multi-
party collaborative ecology) [10].

5 Conclusion

In the wave of digital economy, stablecoins have the advantages of price stability and
adaptation to digital financial ecology to play a role in financial inclusion, cross-border
payment and other scenarios, but they are also associated with multiple risks such as
sovereignty and regulation. In order to promote their healthy development, it is neces-
sary to build an adapted regulatory framework, synergization of regulations, technology
and international cooperation, deepen the application of scenarios, promote coordina-
tion with fiat currencies and central bank digital currency, and release the potential of
cross-border payment and digital financial ecology. In the future, it should pay attention
to technological innovation (such as blockchain optimization) and regulatory coordina-
tion (global rule adaptation), explore the path of deeper integration with the digital fi-
nancial ecology, help the steady operation of the global digital economy and financial
system, and enable digital financial innovation.

It is suggested to build a multi-level and differentiated regulatory system. According
to the issuance mode, strict licensing, custody and disclosure of fiat stablecoins; Algo-
rithmic stablecoins focus on contract and algorithm supervision; Decentralized stable-
coins strengthen on-chain monitoring and coordination. According to the application
scenario, the retail scenario limits the transaction quota and connects the anti-money
laundering system; Institutional large-amount settlement scenarios require issuers to set
aside capital quality and emergency reserves. In the future, it expect stablecoins to make
breakthroughs in technology and regulation. In terms of technology, zero-knowledge
proof may improve its security and efficiency; In terms of regulation, it can accelerate
the adaptation of global rules and reduce cross-border frictions. At the same time, it
will explore collaboration and integration with fiat currencies, explore more application
scenarios, become a bridge connecting traditional and blockchain finance, help the dig-
italization of the global financial system, and provide a more stable and efficient value
carrier for the digital economy.
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Open Access This chapter is licensed under the terms of the Creative Commons Attribution-
NonCommercial 4.0 International License (http://creativecommons.org/licenses/by-nc/4.0/),
which permits any noncommercial use, sharing, adaptation, distribution and reproduction in any
medium or format, as long as you give appropriate credit to the original author(s) and the
source, provide a link to the Creative Commons license and indicate if changes were made.

The images or other third party material in this chapter are included in the chapter's
Creative Commons license, unless indicated otherwise in a credit line to the material. If material
is not included in the chapter's Creative Commons license and your intended use is not
permitted by statutory regulation or exceeds the permitted use, you will need to obtain
permission directly from the copyright holder.
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