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Summary 

CBDCs, cryptos, DeFi, NFT, all with an overlay of blockchains 
for decentralised record keeping, authentication, and 
transaction tracking, are increasingly ubiquitous.  
 
Main points 
 
There is no denying the size and scope of the digital asset 
universe 
 
At the same time, the asset class is under greater regulatory 
scrutiny than ever before 
 
Attempts are being made to restrict their use or to bring 
them under the formal tax net 
 
The asset class has also been subject to substantial 
volatility  
 
Role of cryptos as safe haven is questioned due to price 
changes’ correlation with risk-on moves 
  
Beijing showcases e-CNY at Winter Olympics 
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Introduction: Deeper roots; high volatility  

CBDCs, cryptos, DeFi, NFT, all with an overlay of blockchains or shared 
databases to ensure decentralized record keeping, authentication, and 
transaction tracking, are increasingly ubiquitous. In this update, we 
showcase figures, initiatives, and use cases to underscore the 
phenomenon. There is no denying the size and scope of the digital asset 
universe; at the same time, the asset class is under greater regulatory 
scrutiny than ever before. From China to India to the US, attempts are 
being made to restrict their use or to bring them under the formal tax 
net.  At the other end of the regulatory spectrum, some countries, in 
their attempt at economic stablisation and liberalisation, have made a 
few cryptos legal tender. There has even been a spike in usage during 
the ongoing conflict in Ukraine as forms of donation.  

The asset class has also been subject to substantial volatility, and the 
role of crypto assets as a safe haven has been challenged as price 
movements have been largely correlated with risk sentiments, i.e. “risk-
on” for equities has been associated with crypto rallies and vice-versa. 
As a hedge against inflation or market volatility, cryptos have not been 
up to the mark.  

Central banks keep moving toward operationalising digital payments 
that are faster, cheaper, and more transparent with cross border 
capabilities. This is at the intersection of regulation and technology, and 
will be influencing the future of trade and commerce profoundly.  

Crypto market update  

Market recap: The total market capitalization of cryptocurrencies 
almost tripled last year, from USD760bn at the end of December 2020 
to USD2.2tn at the end of December 2021. Market cap retreated in the 
first two months of this year, falling to USD1.8tn at end-February, nearly 
20% lower than the end-2021 levels. Still, this was comparable to the 
market cap of some large tech companies and established asset classes, 
such as Google (USD 1.8tn), Amazon (USD 1.6tn), and Silver (USD 1.4tn).  

Bitcoin remains as the largest cryptocurrency by market cap, but its 
dominance has fallen below 50%. Ethereum and the tokens of 
alternative smart contract protocols – Binance Smart Chain, Cardano, 
Solana, and Terra – consolidated their position as the top 10 

Market cap 
retreated; BTC and 
ETH prices both 
corrected 
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cryptocurrencies. Meanwhile, the stablecoins including Tether and USD 
Coin continued to expand their market cap through adding supplies.  

 
Bitcoin price breached its all-time highs twice in 2021 – USD 63,000 in 
April and USD 68,000 in November. Price retreated at the start of this 
year, falling to USD 42,000 at end-Feb and posting a YTD loss of about 
10%. The 1-year return of Bitcoin has begun to underperform that of the 
traditional macro assets like S&P 500 and gold. Ethereum price also fell 
to USD 2,800 at end-Feb, posting a YTD loss of about 20%. The ETH’s 
outperformance over BTC has started to diminish. 

 
The market has shrugged off the impact of China’s earlier crackdowns 
on crypto mining. Bitcoin hashrate has risen above the pre-ban levels of 
around 160 EH/s, reaching a record 200 EH/s at end-Feb. Mining activity 
successfully migrated from China to North American and European 
countries. Chinese mining capacity fell to zero from about 50% in early 

Name Market cap Dominance Circulating supply Price YTD return
USD bn % mn USD %

1 Bitcoin (BTC) 838.6 43.4 19 44213 -7.3
2 Ethereum (ETH) 352.3 18.2 119.8 2942 -22
3 Tether (USDT) 79.5 4.1 79442 1 0
4 Binance Coin (BNB) 67.5 3.5 165.1 408.9 -22.4
5 USD Coin (USDC) 53.5 2.8 53542 1 0
6 XRP 37.1 1.9 47949 0.78 -8.9
7 Terra (LUNA) 34.2 1.8 375.1 91.2 -0.3
8 Cardano (ADA) 32.3 1.7 33661 0.96 -30.4
9 Solana (SOL) 31.7 1.6 320.5 99 -44.6

10 Avalanche (AVAX) 21.1 1.1 246.3 85.8 -25
Source: CoinMarketCap, DBS, as of March 1

Top 10 cryptocurrencies
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2021. The US emerged as the largest Bitcoin mining location with a share 
of 35%, followed by Kazakhstan, Russia, and Canada.  

Macroeconomic factors play an increasing role in driving Bitcoin’s 
performance. The 12-month correlation between the daily returns of 
Bitcoin and S&P 500 increased to 0.3 in February, compared to 0.2 in 
most months of 2021. In contrast, BTC-gold correlation has fallen into 
the negative territory. Investors appear to trade Bitcoin and equities 
together as risky assets. Intensifying concerns about Fed tightening and 
Ukraine-Russia conflicts may have weighed on investor appetite on 
Bitcoin in recent weeks. Meanwhile, ETH is still highly correlated with 
BTC, which suggests that BTC’s price movement remains an important 
influence factor for the broader crypto asset class. 

Rising crypto adoption: From a longer-term perspective, Bitcoin’s 
institutional holder base has continued to broaden, thanks to the launch 
of more regulated products and the investment in Bitcoin by more 
companies as part of their reserves. For instance, the U.S. Securities and 
Exchange Commission greenlighted Bitcoin futures ETFs in the US in 
October 2021. ETF products, public and private companies, and 
countries/governments currently hold more than 7% of Bitcoin’s total 
21mn supply. Grayscale’s Bitcoin Trust remains as the largest Bitcoin 
institutional holder, owning approximately 3% of the total supply. 

 

 
DeFi, NFTs, Metaverse and Web 3.0 have brought a new wave of crypto 
adoption. Both DeFi and NFT experienced explosive growth last year. 
The total value locked on DeFi increased from USD 18bn at the end of 
December 2020 to USD 238bn at the end of December 2021, by 1,200%. 
Total NFT sales ballooned from USD 160mn to USD 16bn during the 

Entity Category Country # of BTC % of 21mn
1 Grayscale Bitcoin Trust ETFs US 643572 3.1%
2 CoinShares/XBT Provider ETFs Switzerland 48466 0.2%
3 Purpose Bitcoin ETF ETFs Canada 30966 0.2%
4 3iQ CoinShares Bitcoin ETF ETFs Canada 21237 0.1%
5 ETC Group Bitcoin ETP ETFs Germany 17976 0.1%

Top 5 ETFs that own Bitcoin

Entity Category Country # of BTC % of 21mn
1 Block.one Private companies Cayman Islands 140000 0.7%
2 MicroStrategy Public companies US 125051 0.6%
3 Tesla Public companies US 42902 0.2%
4 The Tezos Foundation Private companies Switzerland 17500 0.1%
5 Galaxy Digital Holdings Public companies US 16400 0.1%

Source: Buy Bitcoin Worldwide, DBS

Top 5 companies that own Bitcoin

DeFi, NFTs, 
Metaverse and Web 
3.0 bring a new 
wave of adoption 

Bitcoin’s 
institutional holder 
base continues to 
broaden  
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same period.  About 60% of DeFi’s value is locked on the Ethereum 
network, while more than 90% of NFT sales are also built on Ethereum. 

Furthermore, the concepts of Metaverse and Web 3.0 have emerged 
since late last year. Large tech companies like Facebook, Microsoft and 
ByteDance have announced their plans to embark on the Metaverse. 
Facebook, for instance, has rebranded to Meta and revealed that it 
would allow users to create and trade NFTs on its platform. According to 
Grayscale, the total market cap of Web 3.0 Metaverse crypto networks 
stands at USD 27.5bn currently. This compares to the USD 2tn market 
cap of the gaming sector and the USD 14.8tn market cap of Web 2.0 
companies that could shift to the Metaverse. The future growth 
potential of the Metaverse is regarded as considerable.  

Evolving regulations: The rapid growth of crypto assets has drawn 
greater attention from global regulators. In the October 2021 Global 
Financial Stability Report, the IMF said that the channels for crypto 
assets to pose risks to global financial stability have increased, because 
1) market cap of crypto assets has grown and is now comparable to 
some established asset classes, 2) trading volumes of crypto assets have 
increased and, in some countries, are comparable to the volumes of 
their domestic stock exchanges, 3) the exposures of financial institutions 
to crypto assets have grown, especially among the nonbank institutions 
like hedge funds. Several IMF studies reports further pointed out that 
the interconnectedness between crypto assets and equity markets has 
increased significantly during the post-pandemic period. The spillovers 
from crypto assets to equity markets (and vice versa) tend to increase 
during the episodes of market volatility.  

Meanwhile, the IMF also highlighted the new sources of risks stemming 
from stablecoins and DeFi. Some stablecoins are not fully backed by cash 
or liquid and safe assets. They can be subject to runs, with repercussions 
on the financial system. As also pointed out by the BIS in its latest 
quarterly review in December 2021, DeFi is characterised by the high 
leverage that can be sourced from lending and trading platforms. This 
exacerbates procyclicality and poses financial stability risks. 

For emerging markets, there are growing concerns among regulators 
about the so-called “cryptoization”. According to Chainalysis, the EMs 
including Vietnam, India, Pakistan, Ukraine, and Kenya ranked the 
highest in the 2021 global cryptocurrency adoption index. Residents in 
EMs tend to use cryptocurrencies to hedge the risks of inflation and 

Growing concerns 
about crypto assets 
posing financial 
stability risks 



 
 
 
 
    Digital Assets Update, March 2022: Deepening roots                                                                  March 2022 

  

    

 

   Page 6 
 

currency devaluation, as well as bypass the inefficient traditional 
banking system and restrictions on capital flows. Cryptoization could 
impede central banks’ monetary policy implementation, facilitate 
capital outflows, and pose pressure on the banking sector. 

 

Given the difficulty of implementing an adequate regulatory framework 
on crypto assets, some countries have taken strong actions, such as 
directly imposing bans. In China, following the prohibition on crypto 
mining early last year, the main regulators including the central bank, 
financial, securities and foreign exchange regulators issued a joint 
statement in September 2021 to ban all crypto-related activities.  

South Korea and India also tightened controls on crypto assets but 
avoided outright bans. By tightening the requirements on certification, 
South Korea shut down more than half of the crypto exchanges 
operating in the country in September 2021. The authorities also plan to 
introduce a 20% tax on the cryptocurrency capital gains exceeding 
KRW2.5mn, effective from January 2023. India’s finance minister also 
announced recently to introduce a 30% tax on the incomes from all 
virtual digital assets, starting from April.   

In Asia’s developed markets, the Monetary Authority of Singapore 
issued a guideline in January to discourage cryptocurrency trading by the 
public. The guideline clarified that digital payment token providers 
should not engage in marketing their services in public areas in 
Singapore. Meanwhile, the Hong Kong Monetary Authority published a 
discussion paper regarding crypto assets and stablecoins in January. 
HKMA laid out eight major directions on stablecoin regulations, 
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proposing to regulate activities like issuing stablecoins, managing 
reserve assets, and facilitating the redemption of stablecoins.  

In the US, the infrastructure bill signed into law in November 2021 
includes tax reporting provisions for crypto assets. The bill requires 
cryptocurrency brokers to issue Form 1099-Bs to customers and report 
cryptocurrency gains starting in January 2023. Meanwhile, the 
President’s Working Group on Financial Markets published its long-
anticipated stablecoin report in November 2021. The document calls on 
Congress to enact legislation that requires stablecoin issuers to be 
insured depository institutions, which are subject to supervisions similar 
as traditional financial institutions.  

Given the borderless nature of crypto asset market, global standards 
and international collaboration are required to enhance the 
effectiveness of policy actions and reduce regulatory arbitrage. 
Substantial progress remains to be seen in this regard.  
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Central Bank Digital Currencies update 

 

Over the past months, central banks continued with their explorations 
in CBDC and regulating the crypto-assets. Amongst all, China imposed 
the most stringent regulations which banned all crypto trading while 
pushing forward the e-CNY during the Winter Olympics. Meanwhile, 
Singapore and US are building on their existing regime to regulate the 
digital assets. On a contrary, EU and the UK plans to develop new 
regimes. In the following section, we will discuss the latest development 
of e-CNY and research papers published by the US Federal Reserve, UK 
House of Lords, and HKMA. 

China: e-CNY 

2022 kicked off with a major leap forward for the e-CNY as Beijing trialed 
the digital currency at the Winter Olympics. This marked a historic 
moment for China, which has become the first nation where a CBDC was 
adopted in an international event. Athletes and spectators, even 
without domestic bank accounts, were able to use bankcard-like virtual 
currency wallets at venues such as convenience stores and cafes inside 
the Olympic Village. Innovative application scenarios from unmanned 
vending vehicles to self-service supermarkets have been deployed. 
Being one of the three forms of payment available, alongside Visa and 
cash, about RMB2mn worth of digital yuan was transacted per day at 
the Olympics.  

US: 
Under discussion with growing regulatory 

concern

Covering all types of crypto-assets

Regulating a confined range of stablecoins (especially asset-linked)

SG:
Amended Payment Services Act (PAS) 

in 2020

UK:
Consulted the market 
(ended in March 2021)

EU:
Announced a bespoke regime 

in September 2020

Banned:
China

Source: HKMA, DBS
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In addition to Beijing, the digital yuan has been piloted in designated 
cities, including Shenzhen, Suzhou, Xiongan, Chengdu, Shanghai, 
Hainan, Changsha, Xian, Qingdao, and Dalian. Its user base nearly 
doubled from 140mn in October to 261mn in December, with 
accumulated transactions surpassing RMB87bn. Several cities have 
given away the electronic cash through lotteries. Ahead of the Lunar 
New Year Festival, for instance, Xinjin district in Chengdu, Sichuan 
province, held a lottery giving residents a chance to win RMB66-RMB88 
worth of digital red packets, which were allowed for consumption at 
nearly 1,000 designated merchants. We expect the trial to expand after 
the Olympics. Among others, the governments of Henan, Zhejiang, 
Chongqing have actively strived for the pilot of digital yuan. 

Private companies are playing an active role, too. Meituan, the giant 
food vendor, has expanded the scope of e-CNY payments of late to more 
than 200 offline consumption scenarios from fresh-food retailing to ride-
hailing and entertainment. JD.com now supports e-CNY payments for 
purchases made in online stores operated by the company. Broadening 
its use in various aspects of daily lives would improve the efficacy of the 
digital yuan as a payment option. 

Beyond retail, e-CNY is becoming increasingly applicable for tax 
payments. Late last year the Beijing Municipal Taxation Bureau handled 
the commissioned tax collection through digital yuan payment, while 
Xiong'an New Area successfully implemented tax payment service via 
digital yuan in January. Ensuring authenticity and security aside, the 
digital yuan's controllable anonymity feature can effectively prevent tax 
evasion. 

Notwithstanding market share of the e-CNY is still tiny compared with 
incumbent giants, its momentum is set to accelerate. The digital yuan 
app topped the download charts once it was officially launched for iOS 
and Android on Chinese app stores in January. Meanwhile Tencent-
owned WeChat begins accepting the e-CNY on its platform, potentially 
expanding the digital yuan to over 1.2bn users. Authorities also vowed 
to strengthen its cross-border payment system through setting up 
infrastructure standards for the digital fiat currency during the 2021-
2025 period, entrenching its use in B2B transactions, trade finance as 
well as cross-border commercial payments. China has hitherto 
positioned e-CNY as M0, or cash in circulation, to minimize the negative 
implications of the digital yuan. Longer term, we reckon the proliferation 
of digital yuan could erode the dominance of existing payment systems. 

Tech giants expand 
e-CNY experiment 

WeChat accepts 
digital yuan 
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Elsewhere, a series of blockchain trial has been kicked off recently in 
Beijing, Shanghai, Guangzhou and other major cities. The 164 entities 
involved in the program, ranging from law enforcement and education 
to equity markets and cross-border financing, are encouraged to use 
blockchain technology (i.e., cross-chain data exchange support 
capability) to optimize business model and improve synergy. Meantime, 
public interest in the non-fungible tokens is growing. Tech giants such as 
Tencent and Alibaba have already issued their own NFTs. Contrary to 
most other countries where NFTs are part of the Ethereum blockchain, 
Chinese NFTs rely on permission-based blockchains that operate under 
government oversight. The platform, operated by the stat-backed 
Blockchain-based Service Network, requires all transactions to be 
denominated in yuan and made via non-crypto means such as bank 
cards, Alipay, and WeChat Pay. 

The US: Federal Reserve 

The Federal Reserve is exploring the options for issuing a CBDC given the 
potential benefits could solve existing challenges to the US payment 
system. In fact, a significant number of Americans currently lack access 
to digital banking and payment services. 7 million, or 5% of US 
households remain unbanked, and almost 20% of banked Americans rely 
on costly financial services such as money orders and check-cashing 
services. Additionally, cross-border payments remain slow and costly. To 
the Fed, a US CBDC could bring the following benefits.  

1. Safely Meet Future Needs and Demands for Payment Services 

CBDC would offer the public broad access to risk-free digital money, 
compared to cryptocurrencies. Also, the Fed noted that CBDC could 
allow further innovation in private sector such as micropayments.  

2. Improvements to Cross-Border Payments 

CBDC has the potential to streamline cross-border payments by using 
new technologies, simplified distribution channels, common standards 
and infrastructures to reduce transaction costs.  

3. Support the Dollar’s International Role 

More importantly, the international status of USD could be challenged 
by other currencies given other central banks are also exploring CBDCs 

US CBDC could 
enhance financial 
inclusion and 
improve payment 
services, while 
supporting USD’s 
international role. 
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that allow more efficient transactions. A US CBDC might help preserve 
the international role of the dollar.  

4. Financial Inclusion 

CBDC could reduce common barriers to financial inclusion and could 
lower transaction costs. This is particularly benefitial to lower-income 
households. 

5. Extend Public Access to Safe Central Bank Money 

Cash remains an important and popular means of payment. Cash use in 
the US fell from 40% of transactions in 2012 to 19% in 2020. Yet, this 
compares to less than 10% in Sweden and 13% in China. US CBDC could 
boost the trend of dollar digitalization in the safest manner.  

However, CBDC also comes with potential risks that warrant policy 
considerations, on top of the privacy, AML, and cybersecurity 
implications.  

1. Changes to Financial-Sector Market Structure 

The major concern is that the CBDC will alter the roles of Central Bank 
and Commercial Banks. An interest bearing CBDC could be a “near-
perfect” substitute for commercial bank money. Such substitution effect 
could reduce the balance sheet of commercial banks (deposits) and 
thereby increase commerical bank’s funding costs. Also, an interest-
bearing CBDC will affect asset allocations in low-risk assets, such as 
shares in money market mutual funds, US Treasury bills, and other 
short-term instruments.  

2. Safety and Stability of the Financial System 

In the event of financial panic, CBDC, as the safest form of money, would 
be particularly attractive to risk-averse users. This will make runs on 
financial firms more likely or more severe. To mitigate these risks, a non-
interest bearing CBDC is more preferrable.  

3. Efficacy of Monetary Policy Implementation 

The introduction of non-interest bearing CBDC could affect monetary 
policy by altering the supply of reserves. For instance, drop in CBDC that 
resulted in increase in reserves would only make reserves more ample. 
This would translate into little effect on the federal funds rate, and vice 

Watch out risks 
associated with 
CBDC such as 
impact on monetary 
policy and financial 
system 
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versa. In the event of rising CBDC, the Fed have to increase the size of 
its balance sheet to accommodate CBDC growth over the longer term. 
Moreover, the Fed will have to increase the level of reserves on average, 
to serve as an buffer. This will add upward pressure on the interest rates. 
Potential foreign demand on CBDC is also a wild card.  

For now, the Federal Reserve does not intend to proceed with issuance 
of a CBDC without clear support from the government and Congress. 

The UK: House of Lords 

The Bank of England (BOE) has consulted on seven CBDC models and 
proposed the potential use case for CBDC in 2022. However, the House 
of Lord, part of the legislative arm of the UK, stated that they are “yet to 
hear a convincing case for why the UK needs a retail CBDC”.  

1. Households and businesses 

The House of Lords acknowledged that CBDC has potential to spur 
innovation in payments services. Increase in competition will lower the 
transaction costs. Currently, credit card fees for merchants are typically 
priced at 2-3% per transaction. The UK has an effective payments system 
which makes the potential benefits of CBDC marginal. Fee of using debit 
card, one of the major payment methods in the UK that is somewhat 
comparable to CBDC (non-interest bearing), is much lower than credit 
card. Also, cash continues to be widely accepted in the UK. The 
development of CBDC will also affect the unbanked residences.  

2. Monetary policies and role of central bank 

The Bank of England has not decided whether the CBDC will be interest 
bearing or not. The House of Lords argued that a non-interest bearing 
CBDC will affect the BOE’s ability to implement monetary policy in a 
deflationary economic environment as it will put a floor on interest 
rates. The enlarged role of BOE under CBDC regime will also be a 
concern. Arguably, CBDC will cause disintermediation of the banking 
sector and lead to more expensive credit. As BOE had modelled, 20% of 
bank deposits will be shifted to CBDC wallets as commercial banks would 
have to rasie the desposit rates of CBDC to keep the depositors. 

 

 

In contrast to 
regulators, the 
legislators of the UK 
are more sceptical 
against CBDC 
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3. International implications 

the House of Lords stated that the international use of CBDCs could 
erode the USD’s sanctions leverage. With a diluted international use of 
USD, countries will be more likely to evade economic sanctions to such 
as the ban of using SWIFT. 

Moving forward, the legislators prompted the BOE to address the 
mentioned questions in the next consultation.  

Hong Kong SAR: HKMA  

Moving forward from Wholesale CBDC cooperation with Bank of 
Thailand on Project Inthanon-LionRock, HKMA is now developing the 
retail CBDC (rCBDC), the e-HKD.  

On the core infrastructure, the guiding principles are safety, efficiency, 
and openness to change, innovation and competition. HKMA 
acknowledged that one-tier direct rCBDC model could possibly resulted 
in various issues for central banks including high KYC costs (which used 
to be bear by the private sector) and privacy concerns. Therefore, the 
HKMA proposed a two-tier rCBDC model, with an appropriate division 
of labour between the central bank and private sector intermediaries. 
This involves two separated yet connected layers – (i) the wholesale 
interbank system between Central Bank and intermediaries; and (ii) the 
retail user wallet system between intermediaries and end-users.  

 

On wholesales layer, the central bank can focus on guaranteeing the 
stability of CBDC value while the operations will be delegated to banks. 
The de facto central bank of Hong Kong also discussed the three 
potential types of CBDC under two-tier model, namely hybrid (private 
sector handle transactions but central bank would keep the record), 
intermediate (central bank keeps wholesale balance of intermediates 

Direct CBDC Hybrid Intermediated CBDC-backed e-money

Low

Low

High

High
Central bank operational burden and 

Responsibility to safeguard data 

Central bank supervisory burden and Decoupling 
between wholesale and retail layer

Source: HKMA, DBS
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e-HKD that is 
compatible with the 
current note 
issuing-bank system 



 
 
 
 
    Digital Assets Update, March 2022: Deepening roots                                                                  March 2022 

  

    

 

   Page 14 
 

only), and CBDC-backed e-money. Currently, the HKMA is in search for a 
design that could potentially address over-issuance of CBDC and privacy-
preserving transaction/asset traceability. And the architecture should 
be flexible enough to support different distribution models and 
arrangement (e.g. token vs. account).  

The HKMA specifically highlighted potential of the CBDC-backed e-
money. This is a model compatible with the note-issuing bank system of 
Hong Kong, where note issuing banks have to pay the HKMA USD in 
return for Certificate of Indebtedness. In the world of CBDC, commercial 
banks will deposit the corresponding amount to omnibus account when 
they issue e-HKD. As for the technology to be employed, the HKMA 
prefers the UXTO (Unspent Transaction Outputs) compared to account-
based CBDC issuance.  

 

On regulating crypto assets, the HKMA issued another discussion paper 
on stablecoins. At this stage, the HKMA is looking at (i) regulating 
Authorized Institutions on providing of intermediary services to 
customers related to cryptos; and (ii) whether the existing regulatory 
framework could response to challenges arising from the use of 
stablecoins and other cryptos. Amongst all, the HKMA recommended 
to first regulate the asset-linked stablecoins like USDT and USDC as 
stablecoins are mostly asset-linked and pegged to USD. Also, asset-
linked stablecoins appear to be more prevalent in the market as they 
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Central bank 
Holds CBDC as 
backing assets

CBDC-backed e-money

CBDC
Bank A,B,C

Source: HKMA, DBS
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are more likely to be developed into a widely used and acceptable 
means of payment, thus having a higher potential for being 
incorporated into the investment products such as funds in the 
mainstream financial system. Given the aforementioned nature of 
stablecoins, the HKMA sought to address the following risks with new 
regulatory regime – (i) Financial stability risks , (ii) Monetary stability 
risks, (iii) Settlement risks, (iv) User protection, (v) Financial crime and 
cyber risks, and International compliance, and, (vi) Regulatory arbitrage.  

The HKMA identified 5 policies options to regulate the stablecoins. Of 
which, the HKMA recommend a risk-based approach as this will 
translate into tighter regulations comparing to opt-in regime while it is 
more efficient comparing to a catch-call regime. HKMA propose that the 
following activities will need to be licensed (but not necessarily a 
traditional “Authorities Institutions” (or banking) license as HKMA 
regards stablecoins as Stored Value Facilities (SVF)): (i) issuing, creating 
or destroying stablecoins, (ii) managing reserve assets to ensure 
stabilisation of the stablecoin value, (iii) validating transactions and 
records, (iv) storing the private keys providing access to stablecoins, (v) 
facilitating the redemption of stablecoins, (vi) transmission of funds, and 
(vii) executing transactions in stablecoins.  

HKMA decided to 
first regulate 
stablecoins and set 
out 7 activities that 
require licensing in 
the future 

Policy options Characteristics Possible Downside

No action • Market driven • Key risks remain and may grow 
to negatively impact on the 
financial system

• Unable to meet international 
standards

Opt-in / pilot regime • Relatively easy to administer
• Could test market demand

• Key risks remain and may grow 
to negatively impact on the 
financial system

• Possibly unable to meet 
international standards

Risk-based regime
(e.g. focus on regulation of
payment-related stablecoin)

• Wider regulatory coverage to 
address risks in a more 
targeted manner

• Regulatory and supervisory 
costs

• Pockets of risks may still exist 
manner

Catch-all regime
(cover all crypto-assets & crypto-
related activities)

• Wider regulatory coverage to 
address risks in a broader 
manner

• Higher regulatory and 
supervisory costs

• Potential regulatory overlaps
• May take longer time to 

implement

Blanket ban • Eliminate new risks to the 
maximum extent possible

• Possible challenges to financial 
innovation

Policy options

Source: HKMA, DBS
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but not limited to citizens or residents of the United States of America) where such distribution, publication, availability or use would be contrary to law or regulation.  The 
information is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction (including but not limited to the United States of America) where such 
an offer or solicitation would be contrary to law or regulation. 
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law. Singapore recipients should contact DBS Bank Ltd at groupresc@dbs.com for matters arising from, or in connection with the report. 
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DBS Bank Ltd., Hong Kong Branch, a company incorporated in Singapore with limited liability.  18th Floor, The Center, 99 Queen’s Road Central, Central, Hong Kong SAR. 
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