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The New And Improved Dollar

Standard?

Stablecoins And The Onboarding Of The World To
The U.S. Dollar System

t's been more than half a century since U.S.

President Richard Nixon shocked the world,
de-linking the U.S. dollar from gold and slapping
10% across-the-board tariffs on the whole world,
in a hastily prepared Sunday night televised
address on August 15, 1971.!

Did the announcement mark the end of the U.S.

dollar as the global reserve currency?

Far from it. Instead, the dollar became more

popular in the ensuing decades.

THE BEST-LAID PLANS
OF PRESIDENTS AND

THE FACE OF GLOBAL
CONOMIC FORCES. »

of Presidents and

The

policymakers often amount to little in the face

best-laid  plans

of global economic forces.

A similar story may be playing out today.
Stablecoins are cryptocurrencies that aim to

maintain a fixed par value (usually 1 USD), but

fs1. NO LONGER A SIDESHOW:
AVERAGE SUPPLY OF STABLECOIN IN CIRCULATION,
BY STABLECOIN*
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*Tether (USDT) and USD Coin (USDC) are the most traded two stablecoins, both are fiat-backed custodial coins. USDT is mainly backed by
dollars, and USDC is mainly backed by dollars, Treasuries, and repo. Dai, is a cryptocurrency-backed stablecoin

with the same innovative features as Bitcoin and
other cryptocurrencies, operating 24 hours a day,
seven days a week, and using decentralized, real-

time settlement.

fg2. OFFSHORE, OFF SCRIPT:
EURODOLLAR MARKET SIZE DEFINED BY CROSS-BORDER
U.S. DOLLAR CLAIMS IN NON-U.S. COUNTRIES™
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Sideshow, you say? The stablecoin market
value is rapidly approaching $250 billion (see
Figure 1). Further, daily trading volumes of
major stablecoins total $24 billion, approaching
Bitcoin's $34 billion and already more than
Ether’s $17 billion.

What should investors think about these new-
fangled coins? To answer, we evaluate stablecoins
by examining an interesting historical precedent:
eurodollars. Eurodollars enable people to hold
dollars outside the U.S. While eurodollars are
predominantly the province of a wealthy elite
who can maintain accounts at Midland Bank in
London or have a numbered account in Zurich,
this time around, it’s different. Stablecoins are
already onboarding the entire world to the U.S.

dollar system.

Let’s take a brief tour through financial history to

put stablecoins into context.

«AEURODOLLARISA
U.S. DOLLAR DEPOSIT IN

FOREIGN) BRANCH.»
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figs. ON-CHAIN CONCENTRATION:
AVERAGE STABLECOIN SUPPLY BY BLOCKCHAIN
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EURODOLLARS: A BRIEF HISTORY

A eurodollar is a U.S. dollar deposit in a non-U.S.

bank or a U.S. bank's overseas (foreign) branch.

Thereare two key differences between a eurodollar

and a dollar deposited in the U.S.: first, foreign
banks holding the deposits aren’t subject to the
same banking regulations as U.S. banks; and
second, the FDIC does not insure the offshore
dollar deposits.

After World War 11, several factors fueled the
rise of the eurodollar market. Initially, U.S.
Regulation Q, or Reg Q, capped the maximum
interest paid on domestically held deposits, which
sent deposits overseas in search of yield. Later,
as the Cold War raged on, the Soviets needed
U.S. dollars to purchase global commodities,
but keeping a bank account in the U.S. did not
seem like the best option. Consequently, they
deposited dollars in the Soviet-owned Banque
Commerciale pour 'Europe du Nord in Paris.
The bank was known as BCEN-Eurobank, hence
its dollar deposits became known as “Eurobank

dollars” and later just “eurodollars.”

Further, UK. banks also began taking dollar
deposits in the 1950s to make money. One
example was the Midland Bank in London, which
took in dollar deposits and invested the proceeds
in UK money markets, as UK. interest rates were
above comparable U.S. interest rates throughout
the 1950s. At one point, the U.K. bank deposit

rate was almost 200 basis points higher than the
fed funds rate.?

A widening U.S. trade deficit also funneled
dollars into global circulation. At the same time,
post-war rebuilding programs, like the Marshall

Plan, meantadditional dollars flowed into Europe.

As a result, the eurodollar market size increased
fivefold from 1960 to 1970, with about $50 billion
in eurodollars sloshing overseas by the end of
the decade (see Figure 2 on page 1).* Interestingly,
adjusted for inflation in today’s dollars, the
eurodollar market would have stood at $264
billion in 1969, roughly the size of the stablecoin
market today?®

Policymakers and presidents have always been
uneasy with the offshore arrangement, fearing
that the pool of “offshore” dollars posed the
risk of a run on the U.S. dollar and threatened
its peg with gold.® In fact, it was partially the
threat of “offshore dollars” that drove President
Nixon's decision to de-link the dollar from gold
on August 15, 1971.

While Nixon’s sudden move shocked the world
and sent the dollar tumbling, it didn't end the
dollar’s reign. If anything, Nixon's closing of the
gold window pushed more dollars offshore! By the
late 1980s, dollar balances overseas grew to $1.7
trillion. Today, the eurodollar market stands at
$16 trillion, which is three times as many dollars
held offshore as in U.S. bank deposit accounts
(see Figure 2 on page 1 again)!’

As a natural consequence, as dollars abroad
grew, offshore banks found creative ways to earn
returns on these dollars, such as makingloansand

conducting repos, buying corporate commercial

paper, and asset-backed commercial paper, which
later became ground zero for the 2008 global
financial crisis. The abundance of eurodollars
also led to the rise of the “eurobond” market.
The first “eurobond” issue was $15 million of
USD “bearer bonds” yielding 5.5% for 15 years
to finance a roadway in Italy.® Today, “eurobonds”

are a ~$13 trillion market.’

THE STABLECOIN LANDSCAPE

Interestingly, stablecoins mirror many aspects of

the eurodollar evolution in the 20th century.

First, financial innovation often occurs due to
market needs rather than careful design. Like
eurodollars, which were born from the need of
foreign countries to hold U.S. dollars, stablecoins
were born from the need to move value (or
your “money”) across crypto exchanges quickly
and cheaply, as major cryptocurrencies like
Bitcoin were too volatile or too valuable to sell.
Stablecoins were born as a “stable” form of crypto
that can be efliciently transferred across various
exchanges without converting digital currency

back to government-backed currency.

Second, the principal definition of a eurodollar is

a dollar deposit held “offshore.” A stablecoin is a

dollar held (custodied) on a blockchain. So, while

eurodollars are “offshore private dollar deposits,”
stablecoins are “on-chain private dollar deposits”
(see Figure 3).1°

But are stablecoins really “dollars,” you ask?

Well, 95% of stablecoins are “fiat-backed.”
Examples include Tether (USDT) and USD
Coin (USDC), both of which promise to back
deposits one-for-one with high-quality reserves
(e.g., cash, T-bills, money market assets, etc.).! In
turn, stablecoin issuers are already major buyers
of U.S. debt. Today, stablecoin issuers hold over
$120 billion in T-bills, making them the 17th
largest holders of U.S. Treasuries."

fg+ PROFIT DRIVING:
STABLECOIN MARKET SIZE VERSUS SPREAD OF
USDC LENDING RATE OVER SOFR
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fg5. GOING INTERNATIONAL, BUT IN USD!
STABLECOIN TRANSACTION BY LOCATION AND CURRENCY
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Third, just as with the eurobond market born
out of the eurodollars, on-chain and off-chain
worlds have collided, as stablecoin investors take
advantage oflending rates offered in decentralized
finance (DeFi; the blockchain borrowing and
lending market), often earning a spread above

traditional overnight rates.

For example, throughout the eatly stage of the
post-Covid-19 era, the DeFi-SOFR spread,
indicating that yields generated from “on-chain
lending” (lending in crypto) were higher than
“real world” lending in the money markets, and
the growth of the stablecoin market cap took off
(see Figure 4 on page 2).

COMPARATIVE ADVANTAGE

similar to eurodollars in their

While
functionalities, stablecoins have many uses and
advantages compared to eurodollars, which may
enable them to become an even larger “offshore”
market than eurodollars. Think of the move from
coins to cash to electronic payments. Stablecoins

appear to be the next step in the evolution.

First, there’s speed. Stablecoins already offer
near-instant settlement 24 hours a day, 7 days a
week. Your author recently moved money across
the globe instantly on a Sunday afternoon, just
as easily as he sent a WhatsApp message to a

friend in London.

Second, stablecoins are cheap. The average global
remittance fee for all payment channels is 6.35%
of the transfer amount. However, the maximum
remittance cost for stablecoins is 3%, with the

lowest at only 0.5% of the transfer amount."”

Third, stablecoins are transparent. Any payment
made on a public blockchain can be tracked by
the sender, recipient, and any relevant regulatory
body. Consequently, stablecoins are easier to
regulate than their predecessor, eurodollars. And,
as we head into the age of Al “agents,” machine-

will take off and

likely dwarf the quantity of human-to-human

to-machine transactions

transactions. So, the need for a stable currency
to process payments quickly and cheaply will be
higher than ever.

Fourth, unlike eurodollars, which can be held
only by those who have access to elite European
banks, stablecoins are accessible to anyone who
has internet access. In 2021, 90% of stablecoin
transactions happened in the U.S. By April 2025,
Europe, Asia, and Southeast Asia have become
rising locations of stablecoin use. Interestingly,
99.5% of all global stablecoin transactions
are conducted with, you guessed it: a USD-

denominated stablecoin (see Figure 5)!

The above combination of traits will likely
unleash uses weve yet to consider. Today,
corporate treasury departments are already
using stablecoins to move money internationally.
SpaceX, for example, is collecting payments for

Starlink using stablecoins.'

Stablecoins’ average transaction volume increased
from $10 billion a month to over $100 billion per
month within the last year, and recently surpassed
the average transaction volume of payments on

Visa’s platform (see Figure 6)!

INTO THE UNKNOWN

Will stablecoins become a macro issue? Inevitably
(see Did You Know? Digital Bank Run on page 4).
Just as the eurodollar market became central to

the global financial crisis.

In the meantime, the rise of stablecoins will
continue to popularize the U.S. dollar, the already
popular and long-standing global currency leader.

As ever, the future is unknown. However, a brief
tour of recent monetary history suggests we have
seen this movie before. And, despite the efforts of
various U.S. Presidents to shrug off the “burden” of

fig6. PAYMENT TRANSITION?
STABLECOIN 30-DAY ROLLING TRANSACTION VOLUME™
VERSUS OTHER FINANCIAL SYSTEMS
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DID YOU KNOW?

DIGITAL BANK RUN

Central bankers may have been surprised that Silicon Valley Bank (SVB) held reserves for Circle, the creator of the US Dollar Coin (USDC). The day after
SVB collapsed, the USDC traded down to 90 cents for every dollar, instead of the supposed 1-for-1 peg (see Figure 7). Why? Recall that Circle, the issuer
of USDC, promised to back the USDC with the dollar. As the SVB's collapse threatened dollar and Treasury deposits of Circle, crypto investors worried
that Circle wouldn't have enough dollars for them to redeem, leading to a fire sale of USDC, pushing down its price. However, investor panic eased

after a week, and the USDC returned to trading at par ($1).

g7 BREAKING THE BUCK:
UsDC PRICE BY MINUTE FROM 8PM MARCH 10 TO 12AM MARCH 11, 2023
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the dollar system, eurodollars cemented the dollar’s

global status and sucked the rest of the world even
more deeply into a positive feedback loop: using the
dollar, borrowing in dollars, and settling trade in
dollars, further entrenched the dollar.

A similar phenomenon is now underway with
stablecoins—the vast majority of which are
linked to USD—which could give the U.S. dollar
system an unprecedented edge and opportunity

in the 21st century.

Will policymakers embrace it? More importantly,
will it even matter if they don't? P
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ABOUT PAYDEN & RYGEL

With $165 billion under management, Payden & Rygel is one of the largest privately-owned global investment advisers focused on the active
management of fixed income and equity portfolios. Payden & Rygel provides a full range of investment strategies and solutions to investors around
the global including Central Banks, Pension Funds, Insurance Companies, Private Banks, and Foundations. Independent and privately-owned, Payden
is headquartered in Los Angeles and has offices in Boston, London, and Milan.

This material reflects the firm's current opinion and is subject to change without notice. Sources for the material contained herein are deemed reliable but
cannot be quaranteed. This material is for illustrative purposes only and does not constitute investment advice or an offer to sell or buy any security. Past
performance is no guarantee of future results. Point of View articles may not be reprinted without permission. We welcome your comments and feedback at
editor@payden.com.

* For more information and to obtain a prospectus or summary prospectus, visit payden.com or call 800 572-9336. Before investing, investors should carefully
read and consider investment objectives, risks, charges, expenses and other important information about the Fund, which is contained in these documents.

**An investment in the money market Fund is not insured or quaranteed by the Federal Deposit Insurance Corporation or any other government agency.
Although the Fund seeks to preserve the value of your investment at $1.00 per share, it is possible to lose money by investing in the Fund. The Fund’s
sponsor has no legal obligation to provide financial support to the Fund, and you should not expect that the sponsor will provide financial support to the
Fund at any time. The Paydenfunds are distributed through Payden & Rygel Distributors, member FINRA.





