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Stablecoins and

regulato

at stake for Singapores

The race to become a leading hub of digital assets will increasingly involve cities strengthening their
regulatory frameworks to favour stability over fast profits. By Wo0 JUN JIE

STABLECOINS are moving into the finan-
cial mainstream, as signalled by the grow-
ing attention from regulators across the
world.

On May 21, Hong Kong’s Legislative
Council passed a Stablecoins Bill, which
aims to establish a licensing and regulato-
ry regime for fiat-referenced stablecoins.
A month later, the US Senate passed the
Genius Act, a Bill that creates a regulatory
framework for stablecoins.

Yet, governments are not the only ones
interested in stablecoins, which are cryp-
tocurrency tokens that have their values
pegged to the US dollar.

Major private players are also taking
notice. For instance, US banking giant JP
Morgan has announced plans to launch a
digital token thatis backed by its commer-
cial bank deposits. Global payment pro-
viders Visaand Mastercard have also intro-
duced measures to support the use of sta-
blecoins on their payments systems.

What is driving this recent boom in
crypto adoption, and how will this impact
global financial centres such as Singa-
pore?

But first, are stablecoins really money?

Stablecoins belong to an emerging class of
assets known as digital assets, which in-
cludes cryptocurrencies and non-fungible
tokens (NFTs).

Unlike other cryptocurrencies, howev-
er, the value of a stablecoin is not deter-
mined by market forces. Rather, it is
pegged to another asset such as a fiat cur-
rency or commodity. For instance, USDC is
pegged to the US dollar while Tether Gold
is pegged to gold.

It is this feature of having its value
pegged to a stable asset that has allowed
stablecoins to become increasingly recog-
nised as a form of financial asset. This has
significant policy implications.

Forinstance, the US Federal Housing Fi-
nance Agency, which oversees federal
housing agencies Fannie Mae and Freddie
Mac, announced on Jun 25 that the two
agencies are now required to consider
cryptocurrency as an asset for single-fam-
ily mortgage loan risk assessments.

The implications of this can be wide-
ranging. Specifically, borrowers could po-
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tentially use their crypto assets to apply
and qualify for home loans.

Japan's Financial Agency is also review-
ing its regulatory framework for crypto as-
sets, with the goal of reclassifying crypto-
currencies as financial products. This
means that investors can potentially gain
greater access to crypto assets while pol-
icymakers could align capital gains taxes
on crypto assets with those of stocks and
other traditional financial instruments.

However, there remain significant risks
associated with cryptocurrencies, even
stablecoins. For example, TerraUSD (UST)
collapsed in 2022 when the stablecoin lost
its peg to the US dollar due to a flaw in its
underlying algorithm.

This resulted in a loss of US$50 billion
in market valuation and sparked off calls
for greater regulatory oversight of the
cryptocurrency space.

In any case, the growing mainstream
acceptance of stablecoins as a form of fi-
nancial asset has captured the attention of
both investors and policymakers across
the world. This has led to efforts to boost
digital asset developmentamong financial
centres.

Race for the (digital) money

Hong Kong's Stablecoins Bill is part of its
broader Policy Statement 2.0 on the Devel-
opment of Digital Assets, a policy frame-
work that aims to establish the city as a
leading global hub for innovation in digital
assets.

Taken together, Hong Kong's Stable-
coins Bill can be seen as a means through
which the city can establish itself in the
burgeoning digital assets industry
through greater regulatory clarity.

Efforts by the US and Japan to increase
mainstream recognition of digital assets
through greater regulatory reforms simi-
larly aim to expand their respective digital
asset markets and establish their financial
hubs within this emerging space.

This differs markedly from the tradi-
tional policy playbook of establishing po-
sitions of dominance in global financial
centre rankings. Previously, efforts have
focused on attracting global banks and fi-
nancial institutions through financial in-
centives or market liberalisation, the latter
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of which often involves relaxing regula-
tions.

In contrast, recent efforts to capture
and grow the digital assets space have in-
volved enhancing — rather than relaxing -
regulatory rules and guidelines. This is lar-
gely due to the high levels of volatility and
uncertainty that continue to plague the
digital assets space, particularly crypto-
currencies.

As regulation becomes the critical de-
terminant of financial centre competitive-
ness in the digital asset space, financial
centres across the world will seek to en-
hance or strengthen regulatory oversight
in a bid to attract and assure investors.

The impact on Singapore

Singapore is no exception, as seen from
the country's recent moves to tighten reg-
ulatory oversight of crypto exchanges to
ensure the digital asset sector grows in a
safe and sustainable manner.

The Monetary Authority of Singapore
(MAS) recently announced that exchanges
serving only overseas customers will now
need to obtain a licence to continue pro-
viding such services. It also stated that it
will issue few such licences, if at all.

This builds on the MAS' signalled inten-
tions to build up Singapore’s digital assets
space, yet minimise cryptocurrency spec-
ulation at the same time.

While the MAS' recent moves have led
observers to predict an exodus of unli-
censed crypto players to other financial
hubs such as Hong Kong or Dubai, the con-
verse is likely to be true.

Faced with uncertainty and risk, the
digital asset investor is more likely to wel-
come closer regulatory oversight rather
than less.

The race to become a leading hub of
digital assets will increasingly involve ci-
ties strengthening their regulatory frame-
works, with the focus shifting from fast
profits to stability. For investors and pol-
icymakers, this is good news indeed.

The writer is senior lecturer at the Lee
Kuan Yew School of Public Policy, National
University of Singapore. He is the author of
three books on Singapore’s development
as a global financial centre.
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