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STABLECOINS: LEGAL ISSUES AND LEGAL FRAMEWORK

Abstract

This study is devoted to the legal regulation of one of the types of cryptocurrencies — stablecoins. The article
deals with issues of legal nature, essence, as well as relatively limited judicial practice in relation to stablecoins.
Stablecoins are digital assets that are designed to maintain a stable value relative to some underlying asset or basket of
assets, often through the use of algorithms and market mechanisms. The regulation of stablecoins can vary depending
on the jurisdiction in which they are offered and used, as well as the specific features of the stablecoin in question.
In general, stablecoins that are designed to function as a medium of exchange, store of value, or unit of account may
be subject to financial regulatory requirements, such as anti-money laundering (AML) and know-your-customer
(KYC) requirements, as well as licensing and reporting obligations. In the United States, for example, stablecoins
that are classified as securities may be subject to regulation by the Securities and Exchange Commission (SEC),
while stablecoins that are considered commodities may be subject to regulation by the Commodity Futures Trading
Commission (CFTC). Additionally, some stablecoins may be considered to be a type of "money service business" and
subject to regulation by the Financial Crimes Enforcement Network (FinCEN) [1]. In the European Union, stablecoins
may be subject to regulation under the EU's revised Payment Services Directive (PSD2) and the forthcoming Digital
Finance Strategy [2]. It is important to note that the regulatory landscape for stablecoins is rapidly evolving, and the
specific requirements that apply to a particular stablecoin may depend on a number of factors, including the structure
of the stablecoin, the specific legal jurisdiction(s) in which it is offered, and the manner in which it is used. As such,
the different approach of countries in the regulation of stablecoins has created the need to study this issue from a legal
point of view.
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Introduction

Last time, there has been such a practice that more and more people on the planet are pouring
their money into the purchase of cryptocurrencies and this process can be referred to as "personal
investments". It is worth recognizing that the cryptocurrency market is developing rapidly. And often
people don't care about their high volatility and associated risks. A considerable number of legal
scholars have considered the risks, disadvantages and prospects of both legal and economic regulation.
However, about the legal essence of the type of cryptocurrency — there are no stablecoins yet. For the
most part, this problem is the interest of scientists in the economic sphere. But, it is worth recalling
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that without a competent legal pool, the further development of the cryptocurrency is fraught with
negative consequences.

Materials and methods

The methodology of this study consists mainly of a legal and sociological approach to the study
of foreign legislation and a review of the literature in this study. Scientific articles, opinions, latest
news, blog entries and other materials were also analyzed for better research. The doctrinal aspect was
also considered, using the proposed regulation as a guideline for comparing opinions and expected
consequences. It is worth noting that crypto assets have appeared quite recently and therefore the
available academic literature is relatively limited.

Main provisions

The problem of studying this topic is the insufficient level of the legal framework for optimal
and effective regulation of not only stablecoins but also other related types of cryptocurrencies. As
a proposal, it was proposed to define the classification of the crypto asset market in such a way as to
distinguish stablecoins from digital currencies of central banks. Introduce the concepts of "stablecoin",
"digital currencies of central banks" into the legislation of countries that already directly regulate the
digital asset market so that it does not cause confusion for society.

Literature review

During the analysis of the topic, many works were considered on the types of virtual assets —
stablecoins and the most significant among them are the works of Lyons, Richard K.A., Kun Duan
A, Andrew Urquhart, Kochergin D.A., Ivanov V.V., Nurmukhametov R.K., Yanishin K.R., Gatsenko
1.O., Mast A.I. Most of these works were devoted specifically to the economic and financial essences
of stablecoins. These articles explain exactly why the stablecoin is stable in relation to other types
of cryptocurrencies, what are the risks and also an inalienable and inherent sign of the volatility of
stablecoins. In general, these studies formed the main basis for discussing the stablecoin market from
a legal point of view.

Results and discussion

Stablecoin is a special kind of cryptocurrency. In other words, a stablecoin is a stable coin (from
the English word “Stablecoin”). Its stability is determined by its real binding to a fiat currency (for
example, dollar, euro or yuan) or an asset. Some authors believe that stablecoins are a tool to eliminate
the volatility of cryptocurrencies [3, p. 1]. One of the striking examples of stable coins or tokens is the
well-known cryptocurrency USDT (Tether), which has an equivalence in the coefficient of 1:1, thus,
1 USDT is equal to 1 US dollar.

Tether (USDT) is a cryptocurrency that is pegged to the value of the US dollar. Its legal nature is
a complex issue and can vary depending on the jurisdiction in which it is used.

In general, the legal status of USDT is not well-defined, and it operates in a gray area in many
countries. The lack of clear regulation makes it difficult to determine the exact nature of USDT and
how it should be treated under the law. Some countries have taken a more permissive approach to
cryptocurrencies and have allowed USDT to be used freely, while others have placed restrictions on
its use.

It's worth noting that Tether Limited, the company that issues USDT, has claimed that each unit of
USDT is backed by a corresponding US dollar held in reserve. However, there has been controversy
over the lack of audits and transparency of the company's reserves, and some experts have called into
question the company's claims of full dollar-for-dollar backing.

In conclusion, the legal nature of USDT is still uncertain and can vary depending on the jurisdiction.
It's important for individuals and businesses to be aware of the regulations in their own country and the
potential risks involved with using USDT.
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The acquisition of this kind of virtual currencies is explained by the fact that most people believe
that this is a reliable way to save their funds in such a turbulent and unstable economic situation. This is
similar to the procedure of a bank deposit, only without the intention to receive any income in the form
of interest from a bank deposit. However, it is impossible to call stablecoins, as happens with Bitcoin,
an investment tool. As already mentioned, it plays more the role of a reliable repository. Although the
issue of reliability also remains open and debatable, because it is difficult to state whether 1 US dollar
is actually stored on a Tether bank account for one unit of USDT. In order to somehow understand this
issue, it is necessary to plunge into the history of the creation and development of the Tether company
itself.

So it is also necessary to consider the pilot project of the National Bank "Digital Tenge". It is
known that the fiat currency itself has 2 forms of expression: cash and non-cash, the latter include the
so-called "electronic money". Recently, in many countries, the same third form of expression of fiat
currencies has appeared, this is the "digital tenge", "digital ruble", etc. In the case of "digital tenge",
only the National Bank will be the issuer.The Bank and in circulation it will equally be used as a
legal tender. The difference between "digital tenge" and electronic money that are in bank accounts
is that the first ones will be issued in the form of a unique digital sequence (tokens) or electronic
records stored on special electronic wallets, in a word through blockchain technology or DLT, which
is typical for cryptocurrencies. However, it is impossible to attribute "digital tenge" to secured digital
assets, since the definition of a "digital asset" established in paragraph 55-1) of Article 1 of the Law
on Informatization states that a digital asset is not a financial instrument [4]. Based on the above, we
can conclude that the "digital tenge" is not a stablecoin, much less a kind of cryptocurrency. After all,
the latter do not have a centralized single issuer, as happens in the case of digital tenge, the guarantee
of which is provided by the National Bank of the Republic of Kazakhstan.

In general, stablecoins can be classified as either.

Commodity-backed stablecoins: these are stablecoins backed by physical assets, such as precious
metals or commodities, and they may be considered as a type of security or commodity.

Fiat-collateralized stablecoins: these are stablecoins backed by fiat currencies, such as the US
dollar, held in reserve by the issuer, and they may be considered as a type of electronic money or
payment instrument.

Algorithmically-controlled stablecoins: these are stablecoins where the value is maintained
through a combination of smart contracts and algorithms, without being backed by any physical asset.
These stablecoins may be considered as a new type of asset class and their legal classification may
depend on the specific design and features of the stablecoin [5, p. 73].

In some jurisdictions, stablecoins may also fall under the scope of securities or investment
regulations, depending on the structure of the stablecoin and how it is marketed and sold to investors.

Let's analyze, also a relatively new abbreviation in the field of digital assets is CBDC. Central
bank digital currencies (CBDCs) are a relatively new concept, and there is no globally accepted legal
framework for their regulation. However, several countries have started exploring the potential for
CBDCs and are in the process of developing their own regulatory frameworks.

In general, CBDC:s fall under the jurisdiction of central banks, which are responsible for ensuring
the stability of the monetary and financial systems. However, the specific legal framework for CBDCs
can vary from country to country, depending on the government's goals and priorities.

About relatively judicial practice, for example, the People's Court of the Chaoyang District of
Beijing ruled that stable coins such as USDT cannot be used to pay wages, the local Beijing Daily
news agency reported on Wednesday. (Beijing’s Chaoyang District People’s Court has ruled that
stablecoins like USDT cannot be used for salary payments, the local news agency Beijing Daily
reported on Wednesday.) [6].

A Chinese court has stated that virtual currencies such as USDT cannot circulate in the market as
a currency, requiring all employers to pay their employees only in the official currency, yuan (RMB).

The decision was made as part of a court case in which an employee of a local blockchain firm
sued the employer for not agreeing to pay him a salary in yuan. The plaintiff claimed that instead of
paying him in yuan, the firm paid him salary and bonuses in regular USDT coin.
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Referring to China's total ban on cryptocurrency, which came into force in September 2021, the
court pointed out that digital currencies such as USDT do not have the same legal status as a legitimate
payment instrument. The court noted that the plaintift's petition for payment of wages and bonuses in
yuan fully complies with local legislation and is supported by the court.

Within the framework of the European Union, there is no harmonized approach to the regulation
of crypto assets in general and stablecoins in particular. A number of researchers believe that the
legal basis that can be applied to a certain type of stablecoins, namely, stablecoins backed by fiat
currencies, is the regulation regime of electronic money [6]. The legal regime regarding electronic
money was established by the European Parliament and the Council in the Second Electronic Money
Directive (Second Electronic Money Directive — EMD 2). The Directive defines electronic money as
“an electronically (including magnetically) stored monetary value represented by a claim against the
issuer, which is issued upon receipt of funds by the issuer for making payments and is accepted as a
means of payment by institutions other than the issuer of electronic money” [7, p. 10].

In particular, electronic money is widely regarded as a digital alternative to cash, which is why
the key purpose of their issuance and use is to make current payments. It is for this purpose that they
are issued as interest-free obligations of the issuer. Electronic money does not represent any tangible
asset, but is the electronic equivalent of a fiat currency of the corresponding value. On the contrary,
most stablecoins are provided with underlying assets, so their primary function is the function of a
means of saving, while the functions of a means of exchange and/or payment are already derivative
functions [8, p. 150].

We would also like to consider another so-called stablecoin, which, so to speak, does exist outside
of any legal field.

Libra is a proposed digital currency and financial infrastructure created by Facebook, which was
announced in June 2019. The project is governed by the Geneva-based Libra Association, which
includes a consortium of companies, organizations, and academic institutions from around the world.

The legal framework for Libra is still being developed and is subject to change. However, the Libra
Association has stated that it intends to comply with all applicable laws and regulations, including
those related to anti-money laundering, counterterrorism financing, data protection, and consumer
protection. The Association has also said that it will work with regulators to ensure that the project is
in line with their expectations and to secure any necessary licenses and approvals.

It's worth noting that the development and launch of Libra have been met with significant
regulatory scrutiny and pushback from governments and central banks around the world, who have
raised concerns about its potential impact on financial stability, privacy, and the global monetary
system. As a result, the timeline for the launch of Libra remains uncertain, and its future will depend
on the outcome of ongoing discussions with regulators and other stakeholders.

Without disclosing the economic essence of stablecoins, it seems impossible to understand and
disclose the legal nature. Therefore, most economists have devoted their research to the question:
What makes stable coins stable?

For example, Kuan Duan and Andrew Urquhart investigated the stability of stablecoins by testing
the stationarity of the differentiated series of the target stablecoin price and the $1 mark using fractional
time series analysis. But they still believe that even those most popular coins do not always hold a
1:1 ratio, and most often show clear deviations from their pegged value of 1 dollar. According to the
results of their research, the authors of the most stable coins designated the DAI stablecoin, explaining
that DAI maintains its value not by providing US dollars stored by the company, but by using secured
debt denominated in ether (ETH), the Ethereum cryptocurrency. DAI is decentralized, which means
that no centralized organization controls the supply of new DAI in circulation. The Maker protocol,
using smart contracts powered by Ethereum, allows borrowers to block ETH and other crypto assets,
providing them in such a way as to generate new DAI tokens in the form of loans [9, p. 3].

Lyons, Richard K. A. believe that the issuance of stablecoins, the closest analogue of central bank
intervention, plays only a limited role in stabilization, pointing instead to stabilizing forces on the
demand side [10, p. 131].
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Conclusion

Studying the practice of foreign countries, we can safely say that the legal framework governing
the stablecoin is diverse. China's position is unclear in this regard, since the country issues its CBCD
“digital yuan”, but categorically prohibits other types of stablecoins, so the judicial practice studied in
this article proved this. Although is it possible to say that CBCD and other stablecoins are identical.
Rather not, because the interests of the CBCD are lobbied directly by the state itself in the behalf of
Central Banks. And stablecoins like USDT are put forward by individuals, as for example the company
Tether does. The state is responsible for the volatility, issue, issue and liquidation of CBCD. Many
people believe that CBDC is the same electronic money, or its kind. However, this concept is considered
erroneous, it is rather a kind of symbiosis between digitized fiat currency and cryptocurrencies, since
the latter is formed on the basis of blockchain technology, CBDC development is similar to the latter.
And another convenience of CBDC is that they can be used as a legitimate means of payment and will
be stored on the wallet, and most importantly, it will be possible to pay offline, without a connection
to the global network.
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CTEUBJIKOUHBI: TIPABOBBIE BOITPOCHI Y ITIPABOBASI FA3A

AHHOTALUA

JlanHOE nccenoBanne MOCBSIIEHO IPAaBOBOMY PETYIHPOBAHUIO OJHOTO U3 BUJOB KPUIITOBAIIOTHI — CTEHOIKOH-
HOB. B crarbe paccMOTpeHbI BONPOCH IPaBOBOM MPHUPO/IBL, CYITHOCTH, TAKKE OTHOCHUTEIBHO OIPaHUYEHHOH Cy/1e0-
HOM NPAaKTUKHU B OTHOIIEHUU CTEHONKOMHOB. CTEHOIKOMHBI — 3TO 1M (POBBIE AKTHBBI, KOTOPBIE MPEJHA3HAYCHBI IS
MOAJICPIKAHHsT CTAOMIIBHONW CTOMMOCTH OTHOCHTEIILHO HEKOTOPOTro 0Aa30BOI0 aKTHBa WIJIM KOP3WHBI aKTHBOB, 4acTO
C ITOMOUIBIO AJITOPUTMOB M PHIHOYHBIX MEXaHU3MOB. PerynmpoBaHue cTaOMIBHBIX MOHET MOXKET BapbUPOBATHCS B
3aBUCHMOCTH OT IOPHCAMKIINH, B KOTOPOW OHM TPEUIATraloTcs W MCIIONb3YIOTCS, a TakKe OT CIENU(UISCKUX OCO-
OeHHOCTEH paccMaTpUBaeMOM CTaOMIFHONW MOHETHL. B 11emoM, cTaOMibHBIE MOHETHI, PeTHA3HAYCHHBIC T (PyHK-
LIMOHUPOBAHUS B KaUECTBE CPEACTBA OOMEHA, XPAaHWININA CTOMMOCTH MJIM PACUCTHON €AMHMIBI, MOTYT TOANaJaTh
moj TpeOoBaHus (PUHAHCOBOTO PETYIMPOBAHMUsI, TaAKHE Kak TpeOoBaHuUs 1Mo 0opbbe ¢ oTMbiBaHueM aeHer (AML) u
"3naii ceoero kiuenrta" (KYC), a Takxke o0s13aTebCTBa 10 JTUIICH3UPOBaHKO U oTueTHOCTH. B Coenuuennbix [1lTa-
Tax, HapuUMep, CTa0MIbHbIE MOHETHI, KOTOPbIE KIACCU(PHUIUPYIOTCS KaK ILEHHbIe OyMaru, MOTYT PErylInpoBaThCs
Kommuccueit mo iennsv 6ymaram u 6upsxam (SEC), B To BpeMst Kak cTaOMIIbHBIE MOHETHI, KOTOPBIE CUUTAIOTCS TOBA-
pammu, MOTyT perynupoBarbess Komuceneit mo Toprosie toBapabiMu (erogepcamu (CFTC). Kpome Toro, HekoTOpBbIe
CTEHOIKOMHBI MOTYT PacCMaTpUBAaThCS KAK Pa3HOBUIHOCTh «OM3HECA 1O OOCITY)KMBAHUIO JACHEKHBIX CPEICTB» U
noanaaark nox perynuposanue Ceru o 6oprde ¢ punancobivu npectymienusymu (FinCEN)[1]. B EBponeiickom
COI03€ CTaOMIIbHBIE MOHETBI MOTYT ITOJIIAAaTh TI0J] PETYJIMPOBAHHUE B COOTBETCTBHH C IIEPECMOTPEHHON [IMpeKTHBOI
EC o mnarexusix yciayrax (PSD2) u npencrosimueii crparerueii nudposoro ¢punancuposanus [2]. BaxxHo orMeTHrs,
YTO HOPMATHBHO-TIPABOBast 6a3a JUIs CTAOMIBHBIX MOHET OBICTPO pa3BUBACTCS, M KOHKPETHBIC TPEOOBAHMS, KOTOPBIE
MIPUMEHSIOTCS K KOHKPETHOH cTaOMIBHON MOHETE, MOTYT 3aBHCETh OT psiia (paKTOPOB, BKIOUAsl CTPYKTYpy CTa-
OWJIBHON MOHETBI, KOHKPETHYIO MPABOBYIO IOPUCAUKINIO (FOPUCIUKINN). TakuM 00pa3oM, pa3HbIM MOAXOI CTpaH
B PEryJIMPOBaHUM CTEHOIKOWHOB IIOPOAMIO HEOOXOAMMOCTh 3yUEHHUS ATOTO BOIIPOCA C MPABOBOM TOUKHU 3PEHHSI.

KoioueBble ciioBa: cTEHONKOMHBL, BUPTYaIbHBIN aKTHB, IIM(POBOI TEHTe, IIPaBOBast CYIIHOCTb.
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CTENBJKOMHIAP: KYKBIKTBIK MOCEJIEJEP )KOHE KYKBIKTBIK BA3A

Angarna

By 3eprrey KpunTOBaNIOTaHBIH Oip TYPiH-CTEHONKOMHIEP/I KYKBIKTBIK peTTeyre apHasraH. Makanana Ky-
KBIKTBIK TaOWFaT, MOHI, COHJAIl-aK CTaOJIKOMHIEPre KaThICTB CAIBICTBIPMAIIBI TYPIAC IICKTEYIi COT INPaKTHKACHI
KapacTeIpeiiansl. CrefibnkonHmap — Oy1 mU(PIBIK aKTUBTEP, ONap KeOiHece aNropuTMIep MEH HapBIKTHIK MeXa-
HHM3MJICp apKbUIBI KeHOIp Heri3ri akTHBTEpre HeMece aKTHBTEP KOPIKBIHBIHA KATHICTBI TYPaKThl KYHIBI CakTayra
apHasiFadH. TypakTel MOHETalapIbl PeTTey OJap YCHIHBLIATHIH JKOHE KOJJIAHBUIATHIH FOPUCIUKIIMSFA, COHIAN-aK
KapacThIPBUIBIN OTBIPFaH TYPAaKThl MOHETAHBIH EpeKIIeNiKTepiHe OalnaHbICThl e3repyl MyMKiH. JKanmsl anranja,
aiipIpbacTay Kypasbl, KYHJIBUIBIK CaKTayIIbIChl HEMECE eCell abIpbICy OIpiiri peTiHjae *KyMbIC icTeyre apHajFaH
TYPaKThl MOHETAJap aKIIaHbl JKbUIbICTaTyFa Kapchl Tamantap (AML) xone «e3 kmmeHTiHI3Al Oiminiz» (KYC)
CHUSIKTHI KapKBUTBIK PETTEy TaJlanTapblHA, COHIAN-aK JINICH3ISIIAY KOHE ecen Oepy MiHIeTTeMeNepiHe ColKec Kelyi
MYMKiH. MpIicanel, Amepuka Kypama IlItarrapeiaga Garansl Kara3gap peTiHIAC KIKTENTEH TYPaKThl MOHETATap/Ibl
Oarayibl Karasmap koHe Oupikanap skeHinmeri komuccust (SEC) pertei anamsl, an Tayapriap OOJBINT CaHAIAThIH
TYpaKThl MOHeTajapiabl Tayap ¢blouepcrepinin cayna komuccusichl (CFTC) perreit ananpl. CoHbIMEH Karap,
KeOip cTabiIKOMHAEP «aKmajgaid KpI3MET KepceTy OM3HECiHiH» Oip Typi peTiHJe KapacThIPbLIYbl MYMKIH JKoHE
KapkbUTBIK KbUIMBIC skenmiciHiH (FinCEN) perreyine xaransr [1]. Eyponansik Omakra Typaktel MoHetamap EO-
HBIH KaifTa KapajraH TeJeM KbI3METTepi Typaibl qupekTuBackiHa (PSD2) sxoHe ammarsl MUK KapKBUTaHIABIPY
CTpaTeTHsChIHA COlKec peTTenyi MyMKiH [2]. TypaKTsl MOHETaIapA6IH HOPMATHBTIK-KYKBIKTHIK 0a3achl Te3 JaMbITT
KeJle YKAaTKaHbIH JKoHe Oenriii Oip TypakThl MOHETara KOWbLIATHIH HAKTHI TajanTap Olpkarap (paxkropiapra, COHbIH
iIIiHAE TYPaKThl MOHETAHBIH KYPBUIBIMBIHA, OJ1 YCHIHBUIATBIH HAKThl KYKBIKTHIK FOPUCIUKINSFA (FOPUCIUKINSFA)
JKOHE OHBIH 9JlicCiHe OalIaHBICTHI 00YbI MYMKIH €KEHIH ecKepy MaHbI3bl. Ochltaiilia, CTeHOIKONHACPAl peTTey/eri
SNIEPIIH dPTYPIIL TOCLIIEpl OYIT MOCENIeHI KYKBIKTHIK TYPFBIIAH 3ePTTCY KaXKCTTUTITIH TYIBIPABL.

Tyiiin ce3aep: creifdnkonHAEp, BUPTYaAbl aKTUB, HUQPIIBIK TEHI'e, KYKBIKTHIK MOH.
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