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CEQ Brief is a report highlighting key current issues the insurance industry faces.

| Stablecoin Institutionalization: Trends and Implications

ABSTRACT

Major economies are institutionalizing stablecoins. Following Japan and
the EU, the U.S. is promoting the GENIUS Act for a private-led
framework. Korea is debating the second phase of the Digital Asset
Basic Act, including issuance by non-bank entities. While stablecoins
enable low-cost, real-time payments and support Web3 infrastructure,
they carry risks like financial instability and money laundering. A phased,
risk-based approach is needed-starting with pilot projects and tiered
rules based on issuance size and AML capacity.

1. Recent Regulatory Developments on Stablecoins

Major economies are rapidly advancing stablecoin regulation, and Korea is also
engaging in active legislative debate. In June 2025, the U.S. Senate passed the
GENIUS Act, which promotes private—sector—led stablecoin issuance, based on the
view that stablecoins can boost demand for U.S. Treasury securities and sustain the
dollar’s digital hegemony.

Earlier, the EU adopted MICA in 2024, introducing a licensing regime and strict
requirements—such as reserve backing and reporting obligations—for both e—-money
tokens (EMTs) and asset-referenced tokens (ARTs). Japan legalized stablecoins via
the 2023 Payment Services Act, though no commercial use cases have emerged,
prompting regulatory refinement. Singapore(2023) and Hong Kong(2025) have also

enacted stablecoin regulations.
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In Korea, the first phase of the Digital Asset Basic Act(2023) addressed AML,
consumer protection, and market fairness. In the second phase, the focus has
shifted to stablecoin regulation. A recently proposed bill allows issuance by
non-bank entities with a minimum capital of KRW 500 million—1 billion, under the
oversight of a presidential(or FSC-affiliated) Digital Asset Committee. The Bank of
Korea has voiced concerns that non—-bank issuance could pose financial stability
risks. Critics also warn that regulation may create a false perception of government

endorsement, heightening public risk exposure.

2. Overview and Evolution of Stablecoins

Stablecoins are blockchain—based digital assets designed to maintain a stable value
by pegging to fiat currencies or specific assets. Most are fiat—backed—such as USDT
and USDC-though asset-backed (e.g., PAXG for gold) and basket-based models
(e.g., the former Libra, later renamed Diem) also exist.

The first stablecoin, Tether, was launched in 2014 to address the volatility of crypto
assets like Bitcoin, promoting itself with the peg “1 USDT = 1 USD.” In 2019,
Facebook proposed Libra, a basket—-based stablecoin, but withdrew the plan
following strong opposition from global regulators over risks to monetary

sovereignty and financial stability.

In 2020, TerraUSD introduced an algorithmic model without collateral. Although it
saw rapid growth, its collapse in May 2022 due to a loss of market confidence
severely disrupted markets. These episodes prompted regulators to restrict
algorithmic and basket—based models and initiate formal regulatory frameworks for

stablecoins.
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3. Benefits and Risks of Stablecoins

Originally designed as a transactional medium in crypto markets, stablecoins have
expanded into remittances and offline payments. As of May 2025, they account for
84% of volume on major global crypto exchanges. In Korea, however, the 2018
mandate requiring real-name bank accounts at crypto exchanges led to a
KRW-centric trading structure instead(Bank of Korea 2025, “Financial Stability
Report”).

Built on blockchain, stablecoins enable low-cost, real-time payments and
programmable money via smart contracts. According to BIS(BIS 2025, “The
Next-Generation Monetary and Financial System”), tokenized payment instruments
can improve finality, enhance efficiency, and support innovation in asset transfer,

collateral management, and lending.

Stablecoins are also viewed as critical infrastructure for Web3-a decentralized online
ecosystem evolving from Web1 (read-only) and Web2 (read-write) to Web3
(read—write—own). DeFi and DAOs, key components of Web3, rely on smart

contracts and require trusted digital value, making stablecoins essential.

However, risks include potential coin runs with systemic spillovers and reduced
effectiveness of monetary policy and FX controls if usage becomes widespread. The
BIS argues that private stablecoins lack key monetary attributes—singleness,
elasticity, and integrity—due to issuer—specific redemption risks and heterogeneous
backing. It advocates a two-tier system using tokenized central bank and bank

deposits.

Web3 also raises AML and taxation concerns due to pseudonymity and
decentralized governance. Still, some argue that, like fractional-reserve banking,
stablecoin risks can be managed through regulation and institutional safeguards

such as supervision and deposit insurance.
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4. A Gradual and Adaptive Approach to Stablecoin Regulation

Given the potential of stablecoins to drive innovation and their associated risks,
Korea should adopt a gradual and risk—based regulatory strategy, aligned with global
trends.

First, issuance requirements should be established alongside pilot programs or
regulatory sandboxes to monitor risks and iteratively refine standards. For example,
Singapore announced stablecoin principles in 2022, operated a sandbox, and
formalized the regime in 2023.

Second, a tiered framework should apply stricter licensing and oversight to large
issuers. The U.S. GENIUS Act mandates federal oversight for issuers with over USD
10 billion in circulation, while the EU's MiCA designates large EMT issuers as

“significant,” subjecting them to joint supervision by the ECB and ESMA.

Lastly, AML effectiveness should guide differentiated regulation. Regulatory easing
for DeFi integration and cross—border distribution may be considered once sufficient

risk controls are verified.

Seong IL Choi, Research Fellow
choil@kiri.or.kr
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