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Summary

The Guiding and Establishing National Innovation for U.S. Stablecoins Act (GENIUS Act) was signed into law as P.L. 119-27 on July 18, 2025. The act creates a regulatory structure for payment stablecoins. Stablecoins are cryptocurrencies that aim to maintain a fixed value against some other asset, such as the U.S. dollar. Currently, they are used primarily to facilitate the trading of other cryptocurrencies, but proponents of the act believe that a regulatory framework could spur their adoption for retail payments and other non-crypto applications. However, depending on future rulemaking, various exemptions in the act combined with current market practices could limit how much of the existing market becomes subject to the act.

The GENIUS Act mainly regulates issuers. Under the act, anyone can issue a stablecoin in the United States if they are approved and regulated by a federal regulator or a certified state regulator. Issuers can be divided into three groups—depository institutions, nonbank financial firms, and commercial firms.

During the congressional debate before passage of the bill, its most contentious aspects involved its approach to certain policy issues, including the following:


	Preventing illicit finance. The act subjects issuers to anti-money-laundering laws, such as those mandating the monitoring and reporting of suspicious activity, and requires stablecoins issuers to be capable of complying with lawful orders. Given the pseudonymous nature of crypto, it is unclear how illicit activity can be effectively prevented in the secondary market to which issuers are not party.

	Foreign stablecoins. Foreign issuers are not required to be regulated under the U.S. regime. If they wish to be available to U.S. persons through intermediaries, they must be regulated in a country with a regulatory regime that the Treasury Secretary has certified as comparable to the U.S. regime, register with the Office of the Comptroller of the Currency, and be capable of complying with lawful orders.

	Eligibility of commercial firms. Congress debated whether commercial firms, such as big tech companies, should be permitted to issue stablecoins. The Stablecoin Certification Review Committee (SCRC), led by the Treasury Secretary, may approve commercial firms that meet various criteria.

	Federal versus state regulation. The act requires issuers that are subsidiaries of insured depositories (banks and credit unions that accept deposits) to be federally regulated. The act allows non-depository issuers with under $10 billion in stablecoins outstanding to choose between state and federal regulation. Once such issuers exceed $10 billion, they would transition to joint state-federal supervision, unless the federal supervisor waives its right to supervise. States' regulatory regimes must be approved by the SCRC.

	Conflicts of interest. Controversy over a stablecoin issued by a company sponsored by President Trump led to debate about whether companies with ties to government officials and Members of Congress should be permitted to issue stablecoins. The act references, but does not change, existing government ethics laws.

	Banning yield. Banks fear that if stablecoins pay yield to customers, this will drain deposits from the banking system. The act prohibits issuers from paying yield directly to customers but does not explicitly prohibit exchanges—where many users purchase and hold their stablecoins—from paying yield to their customers.



The current stablecoin market is dominated by two companies—Circle, a U.S. company, and Tether, licensed in El Salvador. Thus, the act's near-term impact will largely be based on how these two issuers are treated under its provisions. This depends, first, on whether rulemaking considers stablecoins that are primarily used for crypto trading, but not retail payments, to be payment stablecoins and thus subjects the companies to the act's licensure requirements (unless they voluntarily choose to seek a license). Second, if Tether is considered to be a payment stablecoin and wishes to continue to be available to U.S. persons on exchanges, its availability depends on whether the Treasury Secretary finds El Salvador to have a regulatory regime comparable to the U.S. regime.











Introduction

Stablecoins—cryptocurrencies that aim to maintain a fixed value against some other asset, such as the U.S. dollar—have grown rapidly from a small base in recent years. Prior to the 119th Congress, there was no overarching regulatory framework specific to stablecoins, cryptocurrencies, digital assets, or the platforms where they are traded (collectively, "the crypto industry"). One of the major goals of the chairs of the House Committee on Financial Services and the Senate Committee on Banking, Housing, and Urban Affairs in the 119th Congress has been to enact such legislation in order to promote the growth of the crypto industry.1 Likewise, the Trump Administration released an executive order in January 2025 entitled "Strengthening American Leadership in Digital Financial Technology," which called for policies "to support the responsible growth and use of digital assets, blockchain technology, and related technologies across all sectors of the economy."2

The committees have taken a two-pronged approach to creating a regulatory framework for crypto—the first was legislation narrowly regulating stablecoins, and the second is broader legislation providing a regulatory structure for the overall crypto market. Congressional efforts for the market structure legislation are ongoing.3 Legislative efforts for the former culminated in the Guiding and Establishing National Innovation for U.S. Stablecoins Act (GENIUS Act; P.L. 119-27), signed into law on July 18, 2025. The GENIUS Act focuses primarily on regulating stablecoin issuers and is thus inherently limited in what it can accomplish because the stablecoin market heavily relies on crypto exchanges and other parts of the crypto industry. (Exchanges are companies that allow retail investors to exchange cash for cryptocurrencies and to exchange one type of cryptocurrency for another.) These other parts have been covered in drafts of the market structure bill and may fall under a future market structure law, if one is ever enacted.

Whereas stablecoins and stablecoin issuers were largely unregulated at the federal level and lightly regulated at the state level prior to the GENIUS Act, they are now regulated at the federal or state level under the act's new framework. The act may provide regulatory clarity that encourages mainstream adoption and could be viewed as regulation intended to foster growth in the industry, not restrain it.4 Such growth could have benefits, and greater adoption could make payments more efficient, for example. Notably, the act was supported by an industry that was at one time hostile to government regulation.5 Yet, like any novel financial activity, stablecoins pose uncertain risks to consumers, financial firms (including incumbents in traditional payments), payment markets, and overall financial stability. Rapid growth without proper regulatory guardrails could result in these risks becoming acute. Since the act has not been implemented yet, it will take time for evidence to accumulate as to whether it effectively achieves its goals.

This report begins with an overview of the stablecoin market.6 It then provides a comprehensive summary and analysis of the GENIUS Act. Agency rulemakings implementing the GENIUS Act are beyond the scope of this report. For a brief summary of the act, see CRS Insight IN12553, Stablecoin Legislation: An Overview of the GENIUS Act of 2025 (P.L. 119-27), by Paul Tierno.



The Stablecoin Market


How Stablecoins Work

Stablecoins are built on and may be traded across programmable cryptocurrency blockchains, such as Ethereum, which has emerged as a key blockchain for hosting crypto businesses and services.7 Stablecoins are operated or controlled by companies that issue (or mint) new stablecoins into circulation in exchange for fiat (or government-backed) currency, such as dollars. Companies remove (or burn) stablecoins when they are redeemed and return dollars to customers. Generally, as shown in Figure 1, stablecoin issuers do not issue stablecoins to retail users but, rather, limit issuance and redemption to large investors such as exchanges or institutional investors (including arbitrageurs). Retail users can obtain stablecoins by buying or trading for them on exchanges, activity that does not occur on the blockchain (which is considered "off-chain"). Individuals may also hold and transfer stablecoins across blockchains (by transferring or off-ramping holdings from exchanges) to blockchain addresses via un-hosted or self-custody wallets.8 (Because that activity occurs on a blockchain, it is sometimes referred to as "on-chain."9) Stablecoins may also be traded on decentralized finance (defi) exchanges, which occurs on-chain. Stablecoins held directly by customers operate across the same public blockchains as decentralized cryptocurrency.







	Figure 1. Stablecoin Market Participants




	



	Source: CRS.

Notes: Defi = decentralized finance. See text for details.






Decentralized cryptocurrencies, by contrast, are not under the control of an individual or a group of individuals. They are not backed by other assets and are generally created only when some blockchain operation (validating or mining blocks of transactions) is performed as part of a rules-based protocol. The quantity of such cryptocurrencies in circulation is a function of the code that established the cryptocurrency and, to some extent, the level of activity. The price of a cryptocurrency fluctuates according to market supply and demand. For a primer on how cryptocurrencies work, see CRS Report R47425, Cryptocurrency: Selected Policy Issues, by Paul Tierno.

Each stablecoin aims to maintain a stable value (the "peg") to some reference asset, such as $1. Before the GENIUS Act, a stablecoin issuer may have chosen to invest fiat currency received from investors in reserve assets (which might be safeguarded by a custodian) or hold currency in bank deposits to build investor confidence that it would maintain the peg (see Figure 1). The value of stablecoins is determined by private supply and demand with a goal of maintaining the stable value. As long as issuers are able and willing to issue and redeem on demand at par, they will maintain their peg.

Arbitrageurs, firms that are authorized to buy and redeem stablecoins directly from issuers ("in the primary market"), play a key structural role in maintaining the peg.10 Should on-exchange demand for stablecoins put pressure on the price of a stablecoin to rise above the $1 peg (say to $1.01), arbitrageurs can buy additional stablecoins directly from the issuer for $1, sell them into the secondary market on exchanges at the elevated price and retain the difference as profit. The additional supply provided by arbitrageurs should ease the pressure of prices on secondary markets. Alternatively, if a lack of demand were to push the price of a stablecoin below $1 on exchanges, those same arbitrageurs could purchase the stablecoins (say at $0.99) from exchange customers and redeem them for $1 at the issuer (again profiting from the difference). The removal of supply via redemptions should push the price back to $1.

Although stablecoins are always supposed to be redeemable for the underlying asset at par (e.g., $1), there have been times when they have traded below a dollar because holders have doubted whether issuers would be able to redeem them at par. For example, the stablecoin USDC broke its peg and traded below $0.90 in February 2023. In that case, Circle, the company that issues USDC, announced that it had halted redemptions because a significant amount of its reserves was held as uninsured deposits at Silicon Valley Bank, which had collapsed, and Circle could not access its funds to pay back customers seeking redemptions over a weekend.11 In such situations, some holders may sell their stablecoins below $1 hoping to cash out as high as possible in case of a run. Tether (USDT), the stablecoin issued by Tether, reportedly fell to $0.95 in 2022 on some exchanges, when an algorithmic stablecoin, Terra's UST—a cryptocurrency that maintains its dollar peg through code—dropped precipitously, and the market feared contagion.12 Even in more normal conditions not marked by turmoil, it is not uncommon for stablecoins to briefly deviate from their peg.13



History of Stablecoins and Future Trends

BitUSD is widely considered the first stablecoin.14 It was collateralized by cryptocurrency to maintain a $1 peg and introduced to the market in July 2014. A few months later, in October 2014, Realcoin, which was later renamed Tether, began operating.15 Unlike BitUSD, which reportedly lost its peg in 2018 and is no longer operational,16 Tether remains in existence. Tether issues the USDT stablecoin and, in fact, has the most stablecoins outstanding among any issuer as of the date of this report. (Tether is the name of the company that issues USDT; "tether" is also sometimes used to refer to the USDT stablecoin.)17 USDC, the stablecoin with the second highest circulation, was started in 2018 by a consortium of Coinbase, a popular exchange, and Circle, a stablecoin issuer.18

There are roughly $293.4 billion worth of fiat-currency-backed stablecoins in circulation.19 U.S.-dollar-backed stablecoins represent more than $291.66 billion, or more than 99% of them.20 Combined, USDT ($189.1 billion) and USDC ($76.4 billion) make up more than 90% of all stablecoins in circulation.21 Introduced in March 2025, USD1—a stablecoin issued by World Liberty Financial—has become the third largest stablecoin with more than $4.5 billion in circulation. World Liberty Financial lists President Trump as a "promoter" in its Securities and Exchange Commission (SEC) filings.22

Various other stablecoins have operated over the past decade, and some of them involved large players in the crypto industry. For example, Paxos, a stablecoin developer, and Binance, the largest international cryptocurrency exchange, partnered to issue the BUSD stablecoin in 2019.23 BUSD's circulation peaked in November 2022 with more than $23 billion in circulation.24 Shortly thereafter, Paxos was ordered by the New York State Department of Financial Services, with which it held a limited purpose trust company charter, to stop issuing new BUSD due to "unresolved issues related to [Paxos's] oversight of its relationship with Binance."25 As a result, the amount in circulation dropped precipitously as the companies facilitated redemptions.

There are also other types of stablecoins, such as algorithmic stablecoins, which use algorithms and an additional cryptocurrency, called a balancer token, to try to maintain a stable value peg. One example is Terra, which operated UST, an algorithmic stablecoin that reached a high of more than $18 billion in circulation in May 2022, just before it imploded.26 The stablecoin was issued with a balancer token, LUNA, and the price relationship between the two was intended to help maintain the peg.27 The peg broke in early May 2022. Prior to the collapse, LUNA had a market capitalization of more than $27 billion, and UST was the third largest stablecoin, with more than $18 billion in circulation.28 The collapse of this algorithmic stablecoin is said to have triggered failures at various other crypto-related firms, including Three Arrows Capital and Celsius.29

The value of stablecoins in circulation has grown rapidly in recent years. For the first two years of their existence, the value of stablecoins in circulation was relatively low—below $5 billion as late as 2020. However, stablecoins grew rapidly between 2020 and early 2022, when the value in circulation peaked at more than $150 billion. The value fell somewhat and then remained mostly flat through much of 2022 and 2023, a period that coincided with various crises affecting the crypto industry, including the failure of UST, the collapse of the crypto exchange FTX, and the failure of banks providing services to the crypto industry, including Silicon Valley Bank. Around 2024, U.S. dollar stablecoin issuance picked up again and reached a high of nearly $290 billion in April 2026. One firm estimates that stablecoins outstanding could reach between $500 billion and $3.7 trillion by 2030, a wide range that is dependent on future trends in adoption and growth.30

The stablecoin market is currently small compared to traditional financial product markets. Current use of stablecoins for payments (about $390 billion31 per year globally) is a small fraction of other payment types, such as card payments, which combined reach more than $388 billion daily.32 Even rapid future growth would leave the market for stablecoins smaller than the markets for traditional products. For example, the high estimate for stablecoins in 2030 ($3.7 trillion) would be half of transaction deposits at banks.

Although the stablecoin market has been dominated to date by crypto-native firms, banks and payment financial technology (fintech) firms have shown interest in entering the market, particularly in developing use cases in payments as opposed to crypto trading. If a large bank or fintech firm were to issue a stablecoin within its payment system, it might be able to achieve scale rapidly, potentially either displacing the current market dominance of Tether and Circle in the crypto industry, opening up the use of stablecoins as a payment option in the real economy, or both.


Pre-GENIUS Act Regulation

Prior to the enactment of the GENIUS Act, stablecoin issuers, crypto exchanges, and other digital asset service providers (DASPs) were subject to a patchwork of federal and state laws and regulations for various purposes. At the federal level, they were required to register with the Financial Crimes Enforcement Network (FinCEN) and were treated as money transmitters—a type of financial institution—for the purposes of the Bank Secrecy Act (BSA; 31 U.S.C. §§5311 et seq.), the set of laws that establishes the federal framework for anti-money laundering (AML) and countering the financing of terrorism (CFT).33 FinCEN issued guidance in 2013 applying this framework "to persons creating, obtaining, distributing, exchanging, accepting, or transmitting virtual currencies."34 Specifically, the guidance noted that "an administrator or exchanger is an MSB [money services business] under FinCEN's regulations, specifically, a money transmitter, unless a limitation to or exemption from the definition applies to the person."35 Firms may have also been subject to state laws, with some states establishing their own digital asset frameworks.36 For example, a state may have required issuers to register as MSBs and comply with state MSB regulations.37

The SEC and Commodity Futures Trading Commission (CFTC) have attempted at various times to assert jurisdiction under securities and commodities law, respectively, over various types of cryptocurrencies, including stablecoins. The CFTC and federal courts held that certain cryptocurrencies, including stablecoins, met the Commodity Exchange Act's definition of commodity.38 Accordingly, stablecoins were subject to the CFTC's antimanipulation and anti-fraud authority on spot transactions. In one such case, the CFTC used this authority when it found that Tether had misrepresented its status as being fully reserved.39 (See the "Disclosure" section below.) Pre-GENIUS Act regulatory guidance for banks on stablecoin-related activities is discussed in the "Regulating Banks' Crypto Activities" section below.

Under leadership nominated by President Trump, regulators have rescinded various regulations applying requirements applicable to traditional finance to the crypto industry, issued new regulations to enable growth in crypto activity, and terminated various enforcement and legal actions against crypto companies. These actions stand in contrast to the approach taken under leadership nominated by President Biden, which struck a different balance that placed greater emphasis on risk mitigation over promoting industry growth and innovation.40




Function

The creation of stablecoins was closely entwined with the rise of cryptocurrency ownership and trading. Prior to the emergence of stablecoins, once a trade was executed, an investor could hold a cryptocurrency or exchange the value of the cryptocurrency back into fiat currency, such as dollars. Holding market-based cryptocurrencies would leave investors open to volatility. Prior to the creation of stablecoins, there were reportedly various frictions involved in purchasing cryptocurrencies, including concerns of fraud and charge-backs.41 As exchanges became more established, users who wanted to exchange crypto to fiat currency had to deal with limited banking hours and slow transaction times, which posed a constraint to the otherwise continuous nature of crypto availability.42 There was presumably a customer stickiness challenge for exchanges as well. Once in fiat currency, a consumer might be more likely either to not trade again or to use another exchange than if they held stablecoins in their account with the original exchange. Stablecoins made it easier for investors to limit volatility—protecting profits by moving them into a dollar-pegged crypto native asset—and allowed them to move in and out of trades more easily, which allowed them to remain active on exchanges that provided access to the stablecoins. This is likely why early stablecoins were often issued by exchanges. For example, iFinex, which operates Bitfinex, an exchange that offered USDT, and Tether were majority owned by the same parent company.43

Currently, the primary use for stablecoins remains crypto centric. According to an industry data source, more than 80% of trading on all crypto platforms is between stablecoins and other tokens.44 However, there are other potential use cases and benefits to stablecoins. Perhaps the most obvious use is for traditional retail payments. Purchasers might be able to settle payments more quickly with stablecoins than with traditional payments,45 although it remains to be seen whether stablecoins' other advantages and disadvantages outweigh those of traditional payments.46 From a consumer perspective, making U.S. retail payments is arguably inexpensive, convenient, and fast at present. Currently, adoption for stablecoin use in retail payments is relatively low—the $390 billion annually cited earlier is less than 1% of traditional payments. Whether stablecoins will be adopted more broadly for retail payments, as sponsors of the GENIUS Act envision, will depend in part on consumers shifting their preference and businesses making the necessary infrastructure investment.47 Another frequently cited potential use is cross-border payments, which are notorious for being both costly and slow.48 Exchanges in foreign jurisdictions that allow trade of U.S. dollar stablecoins and un-hosted wallets eliminate the need for multiple intermediaries, such as correspondent banks. Somewhat relatedly, individuals in foreign countries can also buy and store value in stablecoins. For example, non-Americans can store wealth in an asset that is pegged to the U.S. dollar if they are able to buy U.S.-dollar-denominated stablecoins in their countries.49 This may be particularly advantageous for citizens in countries with high inflation.




The GENIUS Act

The remainder of this report provides a comprehensive description and analysis of the GENIUS Act, excluding provisions requiring reports and studies.


Legislative History

The GENIUS Act (P.L. 119-27) was passed on a final vote of 68-30 by the Senate on June 17, 2025, and then passed by the House 308-122 without amendment on July 17, 2025. It was signed into law by the President on July 18, 2025.50 The bill was introduced in the Senate on May 1, 2025, as S. 1582 and was not referred to a committee before going to the floor. S. 1582 had two predecessors in the 119th Congress, however. S. 394 was introduced on February 4, 2025, but did not see any action. S. 919 was introduced on March 10, 2025. S. 919 was ordered to be reported with an amendment in the nature of a substitute by the Senate Committee on Banking, Housing, and Urban Affairs on March 13, 2025, and reported by Chairman Tim Scott without a written report on March 18, 2025. Senator Bill Hagerty, who sponsored each of these bills, had also published a discussion draft in October 2024, during the 118th Congress, but it was never formally introduced.51

A House version of stablecoin legislation saw committee action in the 119th Congress, but the Senate bill ultimately became law. The House Committee on Financial Services ordered to be reported an amendment in the nature of a substitute to the Stablecoin Transparency and Accountability for a Better Ledger Economy Act (STABLE Act) of 2025 (H.R. 2392) on April 2, 2025, and issued the report (H.Rept. 119-94) on May 6, 2025.



What Is a Payment Stablecoin?

Section 2 of the GENIUS Act provides definitions for most relevant terms in the bill, including payment stablecoin. The act defines a payment stablecoin as a digital asset "that is, or is designed to be, used as a means of payment or settlement" that the issuer of which


	"is obligated to convert, redeem, or repurchase for a fixed amount of monetary value;52 and

	"represents that such issuer will maintain, or create the reasonable expectation that it will maintain, a stable value."53



The act does not limit the definition of payment stablecoins to dollar-denominated stablecoins, so may include, for example, stablecoins tied to any national currency.54

The act defines a digital asset as "any digital representation of value that is recorded on a cryptographically secured distributed ledger." Further, the act defines a distributed ledger as "technology in which data is shared across a network that creates a public digital ledger of verified transactions or information among network participants." It is unclear whether the requirement that the digital ledger be "public" is strict, whether the law would permit it to be paired with a permissioned blockchain (e.g., a blockchain that only approved participants could modify), and whether such requirements would create any issues for banks, whose traditional business model is based on exclusive control of private ledgers.55

Prior to the enactment of the GENIUS Act, no statutory definition for the term payment stablecoins existed, and it was not a commonly used term in the marketplace. Rather, dollar-pegged cryptocurrencies were referred to simply as stablecoins and were identified in the market by certain features, not by how they were used. They could be fiat-backed, crypto-backed, or algorithmic. The establishment of the legal definition for payment stablecoins and the framework raises certain philosophical questions that may have broader practical market implications. As discussed in the "Function" section above, stablecoins are primarily used in trading, when they are exchanged for or received in exchange for some other cryptocurrency. According to one consulting firm, while transaction volumes in stablecoins are reportedly as high as $35 trillion, they do not represent "true end-user payments" but consist "mainly of trading, internal shuffling of funds, and automated blockchain activity."56 Traditional payments by consumers and businesses using stablecoins are estimated to be $390 billion, or 0.02% of global payments.57

This raises the question of how the term payment should be applied in the context of stablecoin regulation because the act requires all U.S. payment stablecoin issuers to be licensed and regulated. Should these activities that make up the great majority of stablecoin transactions be considered payments or settlement for the purposes of the GENIUS Act and its definition? Since the act does not define these terms, regulators might decide to define payment stablecoin for purposes of the act broadly, to capture most of the existing market, or narrowly (focused on retail payments use), to allow a regulated and unregulated sector to coexist. If regulators were to decide that crypto-related activities do not constitute payments, there still may be an issue of what level of retail payments satisfies the component of the definition that a payment stablecoin "is … used as a means of payment or settlement." If rulemaking does not clarify the definition, an issuer whose stablecoin is mainly used in crypto trading could argue that because it is not used for payment or settlement it is not a payment stablecoin and is not subject to the GENIUS Act's requirements. It might do so to avoid the costs of complying with the act, including the act's regulatory requirements. For example, an issuer not subject to the act's restrictions on reserves (see the "Prudential Requirements" section below) could invest in riskier, higher yielding assets to increase its profits. Consumers might prefer stablecoins not covered by the act if, for example, they received yield from issuers that is prohibited for stablecoins subject to the act.

On the other hand, there may also be certain advantages to registering as a payment stablecoin issuer under the GENIUS Act. Consumers may prefer licensed stablecoins to unlicensed ones, thereby increasing demand for the former if they view them as safer or government approved. In addition, Section 3(g) of the act prohibits payment stablecoins that are not issued by permitted payment stablecoin issuers from being treated as cash or cash equivalents for accounting purposes; being eligible as cash or cash equivalent margin and collateral for certain derivatives' intermediaries; and facilitating wholesale payments between banks.58 If subsequent regulation permits payment stablecoins to be used for these purposes, it will increase the demand for payment stablecoins, particularly if growing "tokenization" (trading on-chain) of traditional financial assets encourages traditional investment firms to settle transactions with stablecoins.

Thus, depending on how regulations define payment stablecoins (especially with regard to facilitating crypto trading) and whether market participants want to be considered payment stablecoins, there are scenarios where the two stablecoins that currently dominate the market could remain outside of the regulatory system created by the GENIUS Act.59 The GENIUS Act does not address how regulators should treat stablecoins that are not deemed payment stablecoins. In the absence of such explicit direction or a law clarifying the overall regulation of the crypto market, existing regulations and guidance applying to other cryptocurrencies will presumably continue to apply to stablecoins not subject to the GENIUS Act. For example, USDT, issued by Tether, currently does not comply with all components of the GENIUS Act. Barring some change, it is unclear whether it would be banned from being offered to U.S. persons or whether it could just continue to trade as a nonpayment stablecoin or just plain crypto. And it is unclear whether not being a licensed permitted payment stablecoin would deter users.

Hereinafter, references to stablecoins mean payment stablecoins subject to the act unless otherwise noted.



Who Can Issue a Stablecoin?

Under Section 3 of the act, anyone can issue a payment stablecoin if they are approved and regulated by a federal regulator (in which case they are federal issuers)60 or a certified state regulator (in which case they are state issuers).61 If issuers do not seek a license, they face monetary penalties and referral to the Attorney General, as do DASPs (see text box entitled "What Is a Digital Asset Service Provider?" below) that offer or sell unlicensed stablecoins beginning three years after enactment. Exceptions to the ban in Section 3 on trading unregistered stablecoins apply to qualifying foreign issuers (see the "Restrictions on Foreign Issuers" section below), stablecoins that are directly transferred without an intermediary between individuals acting on their own behalf for lawful purposes, stablecoins that are transferred between an individual's domestic and foreign accounts at the same company,62 and stablecoins used to facilitate self-custody by means of a software or hardware wallet. These exclusions are relatively broad and appear to permit self-custody transactions in all stablecoins, including those that are noncompliant or foreign, as well as other digital assets, provided transactions are for lawful purposes.63 One researcher estimated that 75% of USDC and 70% of USDT outstanding were held in self-custody wallets and most trading volume occurred outside of exchanges.64 In addition, interactions with defi protocols are excluded from the definition of DASP, so it would appear that direct trading of unregistered or unapproved foreign stablecoins between individuals facilitated by a defi protocol is permitted. The U.S. Treasury Secretary may, at their discretion, also provide limited safe harbors from registration requirements that apply to de minimis transactions under unusual and exigent circumstances.








	What Is a Digital Asset Service Provider?

The GENIUS Act defines a digital asset service provider (DASPs) as "a person that, for compensation or profit, engages in … (i) exchanging digital assets for monetary value; (ii) exchanging digital assets for other digital assets; (iii) transferring digital assets to a third party; (iv) acting as a digital asset custodian; or (v) participating in financial services relating to digital asset issuance." This would include crypto exchanges and payments firms, such as Venmo, that allow users to purchase and hold crypto, as well as other types of crypto firms that provide custody services, for example. The term does not include distributed ledger protocols, self-custodial software, or actions involved in "developing, operating, or engaging in the business of developing distributed ledger protocols or self-custodial software interfaces." The exclusion of distributed ledger protocols in the definition of a DASP seemingly applies to decentralized finance (defi) applications, such as lending and borrowing protocols and decentralized exchanges.65 The definition of DASP also excludes "developing, operating, or engaging in the business of validating transactions" or participating in liquidity pools.








Eligible issuers can be divided into three groups—depository institutions, nonbank financial firms, and approved commercial firms.66 Depository institutions must issue stablecoins through a legal subsidiary. Whether a financial firm is a depository institution or a nonbank financial firm depends on whether it has a bank charter from the Office of the Comptroller of the Currency (OCC) or a state. All three groups can issue stablecoins if approved but will be under the jurisdiction of different regulators (discussed in the "Who Regulates Stablecoin Issuers?" section). States that issue stablecoins are not subject to the act.67


Commercial Issuers

Whether a firm is considered financial or commercial depends on whether it is predominantly engaged in financial activities.68 Under Section 4(a)(12), if a publicly reporting U.S. or foreign firm is commercial, it cannot issue a stablecoin unless the Stablecoin Certification Review Committee (SCRC; see text box entitled "What Is the Stablecoin Certification Review Committee?" below) unanimously finds that the issuer would (1) not pose a safety and soundness threat to the banking system, financial system, or Federal Deposit Insurance Corporation's (FDIC's) deposit insurance fund; (2) comply with data use limitations; and (3) comply with tying prohibitions (see the "Tying Limitations" section below).69 Nonpublic commercial firms do not need an SCRC waiver and may issue stablecoins if they are approved by the OCC or a state regulator. Many large firms, especially tech firms, are not public.








	What Is the Stablecoin Certification Review Committee?

Some decisions in the GENIUS Act are made by the Stablecoin Certification Review Committee (SCRC). The SCRC is headed by the Treasury Secretary and also includes the Federal Reserve (Fed) chair and Federal Deposit Insurance Corporation chair. The Fed chair has the option of delegating his position on the SCRC to the Fed's vice chair for supervision. The SCRC approves commercial issuers and certifies state regimes as substantially similar to the federal one.








The restriction on commercial firms issuing stablecoins unless they are granted an SCRC waiver is unusual: U.S. law does not generally prohibit the mixture of commercial and nonbank financial activities within a firm. The commercial restriction in existing financial law applies to the activities of banks (and bank holding companies). Notably, bank limitations on commercial activities were historically motivated partly by concerns about anticompetitive behavior, but competition is not one of the criteria for commercial stablecoin approval, outside of compliance with the tying prohibition.

The potential for the SCRC to grant waivers to public commercial firms to operate as stablecoin issuers raises concerns around whether large technology providers would issue stablecoins. There may be some advantages to larger tech firms operating as stablecoin issuers. These firms have established networks from the provision of other services, including digital (non-crypto) payments, which could be useful in promoting broader adoption of stablecoins. They possess economies of scale and knowledge of the consumer base that could make it more cost effective for them to provide the services than other providers. However, there may also be drawbacks. One downside is the potential for concentration of market share among one or a few large firms, which could also compound certain firms' dominance and concentration in other integral industries, such as provision of cloud computing for financial services and artificial intelligence. The network effect—useful for adoption purposes—could accelerate a stablecoin run,70 and the firms' size could increase the systemic risk posed by a run. There is also a risk of cross-industry contagion, where a risk in one industry (e.g., cloud services) spills over into stablecoins. Economies of scale, which are useful for containing costs, could also lead to market concentration and anticompetitive behavior if big tech firms were to hinder usage of other stablecoins and stop passing potential cost savings to consumers. In the past, some Members of Congress expressed similar concerns when Facebook (later Meta) announced that it was going to participate in a stablecoin consortium called Libra (later called Diem) in 2019.71 According to some reports, Meta claims to no longer be interested in operating a stablecoin, but some Members of Congress are skeptical.72 Moreover, not all big tech firms are publicly traded so would not be required to seek SCRC approval to issue a stablecoin. For example, TikTok, the social media app, is privately held.




Who Regulates Stablecoin Issuers?

The act creates a dual federal-state regulatory regime. Who regulates an issuer depends on what type of firm the issuer is, the value of total outstanding stablecoins the firm has issued, and whether the firm opts for state (if eligible) or federal licensing. At the federal level, stablecoin issuers are regulated by one of the depository regulators: the OCC, the Federal Reserve (Fed), the FDIC, or the National Credit Union Administration (NCUA). (Hereinafter, these four regulators are referred to as the "federal stablecoin regulators.") Under Section 17 of the GENIUS Act, stablecoins are explicitly defined as not being securities or commodities, and the SEC and CFTC do not have jurisdiction. Unless subsequently addressed in the companion market structure legislation, this removes the CFTC's ability to take enforcement actions against stablecoins based on its anti-manipulation authority, which it has used in the past.

Commercial banks, credit unions, and other institutions are insured depository institutions (IDIs) if they accept federally insured customer deposits. Other banks, such as trust banks or U.S. branches of foreign banks, are typically noninsured banks that do not accept deposits. All types of banks are chartered, either nationally by the OCC or by a state. As illustrated in Figure 2, stablecoin issuers that are subsidiaries of IDIs are regulated by their parent's primary federal regulator under the act—national banks are regulated by the OCC, state-chartered banks that are members of the Federal Reserve are regulated by the Fed, and state-chartered banks that are not members are regulated by the FDIC. Insured credit union issuers are regulated by the NCUA.







	Figure 2. Regulator for Insured Depository Issuers




	



	Source: CRS.

Notes: FDIC = Federal Deposit Insurance Corporation; Fed = Federal Reserve; IDI = insured depository institution; NCUA = National Credit Union Administration; OCC = Office of the Comptroller of the Currency; sub = subsidiary. See text for details.






Many firms offering crypto-related services, including stablecoin issuers, have recently sought or acquired state or national trust bank charters that do not involve federally insured deposit-taking services.73 Under the act, stablecoins issued by noninsured national banks and branches are regulated by the OCC, as shown in Figure 3. Stablecoins issued by noninsured state banks are regulated by the state regulators where they are chartered, subject to the size threshold described in the "Navigating the Dual Federal-State System" section below; the Fed and FDIC are not given any explicit authority over noninsured state banks under the act.







	Figure 3. Regulator for Noninsured Bank Issuers




	



	Source: CRS.

Notes: BHC = bank holding company; OCC = Office of the Comptroller of the Currency; sub = subsidiary. * = The GENIUS Act assigns the "primary Federal payment stablecoin regulator" to be the regulator of a noninsured state bank issuer after the transition to joint state-federal supervision, but a noninsured state bank may not necessarily have a primary federal regulator. See text for details.






Nonbank financial firms and approved commercial firms (i.e., issuers that are not IDI subsidiaries) may opt to be federal issuers or state issuers, subject to the size threshold described in the "Size Threshold for State Regulation" section below. As shown in Figure 4, federal issuers are regulated by the OCC. State issuers are regulated by the state they are approved in. The act limits the regulator's authority to the firm's stablecoin activities.74







	Figure 4. Regulator for Nonbank Issuers




	



	Source: CRS.

Notes: OCC = Office of the Comptroller of the Currency; SCRC = Stablecoin Certification Review Committee. See text for details.







Navigating the Dual Federal-State System

In any dual federal-state regulatory system, Congress faces a choice over whether to give federal or state rules precedence (called "preemption") when the two are in conflict. Under Section 5(h) of the GENIUS Act, federal licensing supersedes state licensing requirements for federal issuers, but states may still supervise state IDIs and their stablecoin subsidiaries. Conversely, the act gives states dominant control over how state issuers are regulated and supervised, but only if they have been approved by the SCRC to maintain consistency with the act. Under Section 4(c), a state may approve issuers only if the SCRC certifies that the state's regulatory regime meets or exceeds the regulatory requirements in Section 4(a) (see the "Prudential Requirements" section below).75 The Treasury Secretary is responsible for promulgating principles through notice and comment rulemaking, according to which the SCRC will judge whether states have a framework substantially similar to the federal one. States were allowed one year from enactment of the GENIUS Act to make their regulatory regimes substantially similar.76

One argument for state regulation is that it would allow a diversity of regulatory approaches that could reveal through experience which approach is superior in practice and potentially foster innovation. An argument against state regulation is that there is an incentive for states to engage in a race to the bottom in terms of crafting lax regulatory standards in the hope of attracting issuers. Requiring SCRC approval of state regimes might ensure that a race to the bottom is avoided. Whether this occurs will depend on how strict the SCRC is in ensuring that state regimes adhere to the minimum requirements of the federal regime and have the supervisory capacity to enforce high standards.77 If a state is denied certification, the SCRC must provide a written reason within 30 days and give the state repeated opportunities to cure their application. If it is denied again, it may appeal to the U.S. Court of Appeals for the D.C. Circuit. The state's regime must be annually recertified, but the recertification may be denied only if the regime has materially changed in a way that affects safety and soundness. This may limit future Treasury Secretaries from using the recertification process to impose new or more stringent regulatory requirements on states, even if requirements have changed in the federal regime.78

Under Section 4(a)(14), states can impose additional requirements on issuers beyond those required by Section 4. As will be discussed below (see the "Supervision and Enforcement" section below), states may elect to involve federal regulators in the supervision of state issuers if they wish.

For state issuers, there is also the question of whether an issuer based in one state can be regulated by other states it is operating in. Under Section 7(f), qualified state issuers cannot be blocked from operating across state lines by another state or required to obtain licenses in multiple states, but out-of-state issuers are subject to that host state's laws to the same extent as federal issuers are.79 The act also specifies that it does not preempt state consumer protection laws. Since a host state cannot require an out-of-state issuer to be licensed in the state and does not have authority to supervise it, the state may be limited in its ability to identify when its regulations are not being followed. Section 16 also allows stablecoin issuers that are subsidiaries of a state-chartered bank to engage in money transmission services and custodial services in any state as long as that bank is subject to "adequate" capital and liquidity requirements in its home state. Some commentators have taken issue with these provisions, which they say will allow state noninsured depository stablecoin issuers to engage in money transmission and custodial activities without being subject to a host state's laws. Claiming that uninsured depositories "present distinct risks," these commentators note that the provisions would override pre-GENIUS Act state requirements.80

A dual federal-state regulatory system is common in financial regulation, but in other cases, federal regulators are more directly involved. For example, state-chartered banks are still regulated by federal regulators (the Fed or the FDIC) if they have deposit insurance. For state-chartered banks, federal regulators write regulations implementing federal requirements, supervise them (jointly with states), and enforce compliance. Securities markets participants must comply with both state and federal regulations. By contrast, the GENIUS Act defers to states to implement, supervise, and enforce compliance with federal requirements for state issuers.81 A dual system sometimes arose historically because financial activities were originally conducted only within a state but later spread across state lines. In this case, there is little expectation that a state stablecoin issuer, operating purely digitally, will limit its activity to one state.



Size Threshold for State Regulation

Under Section 4(d) of the GENIUS Act, non-IDI stablecoin issuers with less than $10 billion in stablecoins outstanding may choose between federal and state regulation. This size limit applies only to stablecoin issuance, not the overall size of the firm.82 For example, some of the largest U.S. nonbank payments firms or tech firms (if approved by the SCRC) with market capitalizations over $1 trillion could initially register and ramp up operations as state issuers. A rationale for a size limit on eligibility for state regulation could be that small issuers have a limited impact on policy issues that affect the overall financial system, such as systemic risk—issues that may be of limited concern to a state regulator. In that case, the overall size of the firm may be a better indicator of its systemic importance than its stablecoins outstanding.

The GENIUS Act is sometimes described as requiring a federal regime for issuers over $10 billion, but that is not strictly the case. The act does not require an issuer over $10 billion to seek a federal license and come under the exclusive jurisdiction of a federal regulator. Rather, when outstanding stablecoin issuance by a previously approved state issuer subsequently exceeds $10 billion, it has 360 days to transition to the federal regulatory framework jointly administered by the state and federal regulators. The act assigns the OCC as the primary federal regulator for nonbanks and the "primary Federal payment stablecoin regulator" to be the regulator for state noninsured banks.83 However, the federal regulator may waive its right to supervise the issuer, based on a consideration of the issuer's capital and operations and the state's regulatory regime, as shown in Figure 3 and Figure 4. (The act does not specify whether the waiver process is initiated by the issuer, state regulator, or federal regulator.) The federal regulator shall "presumptively approve" a waiver unless there is "clear and convincing evidence" that these criteria "are not substantially met."84 So if a very large firm starts as a state issuer with stablecoin issuance under $10 billion and meets the criteria for a waiver, it would remain a state issuer when it exceeded $10 billion unless the primary federal regulator can make the case that it should not receive one.

Currently Circle is the only U.S. issuer above $10 billion stablecoins outstanding. Tether, a foreign issuer, also has over $10 billion in stablecoins outstanding.85



Licensing Requirements and Timing

For a firm to become a federal stablecoin issuer, the act requires that they apply to the relevant federal regulator for a license (or charter or registration). Regulators are required to create a standard licensing process through rulemaking. Under Section 5, regulators are given limited timelines and criteria (related only to the applicant's ability to meet the requirements of the act and the issuer's fitness) for reaching a decision on an application. The applicant has the right to a timely appeal to the regulator if denied. Under Section 5(d)(3), if the regulator does not make a decision on a "substantially complete" application before the deadline, the application would be automatically approved.

Presumably, preexisting stablecoin issuers do not already meet all of the novel requirements of the act. The act, including the licensing requirement, comes into effect the earlier of 18 months after the date of enactment, which was July 18, 2025, or 120 days after final rules are issued. Since the act introduces a novel licensing requirement on an existing market, under Section 5(f), regulators may wait up to 12 months from the effective date before imposing the regulatory requirements on existing federal applicants. Another restriction comes into effect three years after enactment—DASPs can no longer offer or sell unlicensed stablecoins after that date.

Because the comparable process for state approval occurs under state law, the act does not specify parameters for how the state approval process would work.



Supervision and Enforcement

The GENIUS Act grants supervision and enforcement authority to state and federal regulators (as shown in Figure 2, Figure 3, and Figure 4) to ensure that issuers follow the regulatory requirements of the act (described in the "Regulatory Requirements" section below).

The federal bank regulators are experienced supervisors with large staffs of examiners and significant resources (they are self-funded and set their own budgets). By contrast, state regulators have smaller budgets and staff, generally proportionate to the size of the state. The states' ability to regulate stablecoins under the act is untested and may involve expertise and experience that states currently lack. But stablecoin regulation is relatively simple and limited compared to bank regulation, and federal regulators have the option to jointly regulate issuers with over $10 billion in stablecoins outstanding that would presumably involve greater regulatory scrutiny. On the other hand, some states already have several years of experience regulating crypto firms (including at least one stablecoin issuer), and all states have experience with regulating state-chartered banks (jointly with federal regulators when IDIs) and MSBs (which stablecoin issuers may have previously registered as). In the process, they may have developed some expertise that the federal government lacks. However, the regulatory and supervisory requirements under existing state regulation are typically very different from those of the GENIUS Act.


Federal

Under Section 6 of the GENIUS Act, the federal stablecoin regulators may supervise IDI subsidiaries and other federal issuers for compliance with the act.86 States may also supervise state IDI subsidiaries under Section 5(h), similar to how state-chartered banks are supervised by their state and federal regulators. They may request reports from federal issuers when existing reports are inadequate and examine them for safety and soundness.

Section 6 also grants enforcement authority to the federal stablecoin regulators. If an IDI subsidiary or federal issuer is "willfully or recklessly violating" the act or a written condition from the regulator, the regulators may prohibit the company from issuing additional stablecoins, issue cease and desist orders, require issuers to take corrective actions,87 and impose civil monetary penalties for violations. The regulators may also remove an affiliate of the issuer if the affiliate has violated the act. Issuers may appeal enforcement actions to the courts.



State

Under Section 7 of the GENIUS Act, state regulators have supervisory, examination, and enforcement authority over state-qualified issuers.88 But a state regulator, if it desires, may enter into a memorandum of understanding with the Fed that allows the Fed to participate with the state in supervision, examination, and enforcement and allows for information sharing between the two.89 State regulators are permitted to take the same enforcement actions (described in the previous paragraph) as federal regulators.

If state regulators are ineffective, actions by state issuers could have negative nationwide implications for consumer protection, illicit finance, or financial stability. The act provides a limited ability for federal regulators to override state regulators. Under Section 7(e), the Fed or OCC may take an enforcement action against a state issuer for violations of the act only when those agencies find there to be "unusual and exigent circumstances" and an activity of the issuer poses "serious risk to the financial safety, soundness, or stability" of the issuer.90 In such cases where the Fed or OCC restricts a state issuer, the issuer may object to the agency.91 Since federal stablecoin regulators do not monitor state issuers (unless invited to by the state or because they chose to jointly supervise a large issuer), it is unclear how they would be positioned to identify these risks that merited federal intervention. Federal regulators are limited to placing restrictions on state issuers over prudential issues—"financial safety, soundness, or stability"—raising the question of whether other violations, such as of the act's illicit finance provisions, would qualify for the federal emergency enforcement authority.





Regulatory Requirements

Regulating stablecoin markets could help achieve a number of standard policy objectives found in financial regulation—protect consumers (stablecoin holders), ensure the efficiency and integrity of payment markets, foster payment innovation, mitigate systemic risk (so as to maintain financial stability or avoid government bailouts), and prevent illicit activity.92 But these regulations reduce an issuer's profitability by increasing their administrative costs and reducing their potential interest income. If the regulatory burden on issuers became too high, stablecoin issuance could become suboptimally low. As is typical, financial regulations face trade-offs between the benefits of achieving those objectives and the costs of compliance and potentially less economically efficient outcomes.93

Although regulated by bank regulators, stablecoin regulation under the GENIUS Act does not closely resemble bank regulation, which entails a different and broader set of more detailed rules and more intensive supervision. Stablecoin regulation under the GENIUS Act is bespoke, and its prudential requirements are arguably most similar to money market fund regulation by the SEC, with a similar emphasis on maintaining a fixed value and redemptions on demand through requirements for liquid and low-risk reserves.94

Federal and state regulators are responsible for ensuring that federal and state issuers, respectively, comply with the regulatory requirements.95 The following sections discuss these requirements, categorizing them as prudential requirements, disclosure requirements, and limitations.


Prudential Requirements

Ensuring that a stablecoin is able to maintain its peg is one of the primary goals of the GENIUS Act. This supports consumer protection, the efficiency and integrity of stablecoin markets, and financial stability. Up to a point, regulation is also in the issuer's interest—if users have confidence that stablecoins will maintain their peg, there will be more demand for stablecoins. Section 4 of the act attempts to ensure that a stablecoin is able to maintain its peg through a number of new prudential (safety and soundness) regulatory requirements, as shown in Figure 5.96 (At the same time, regulation reduces market discipline by reducing the incentives of holders to know or care about the riskiness of specific stablecoins—removing a curb on issuers taking excessive risks.) These prudential requirements are as follows:


	1 to 1 backing. Section 4(a) requires issuers to hold assets (called reserves) on a 1 to 1 basis equal in value to all of the stablecoins it has issued.97

	Permissible reserves. Section 4(a) limits the types of assets that reserves can be invested in. Deciding which assets are permissible involves a trade-off between safety and soundness, on the one hand, and profitability for the issuer, on the other. A stablecoin backed entirely by cash balances would face no risk of losing its peg but would earn the issuer no interest income. Alternatively, the issuer could maximize profits by investing reserves in illiquid, risky assets that have a high expected rate of return. But an issuer employing that strategy might be unable to meet redemption requests on demand, and losses on the reserves could cause the market value of reserves to fall below the par value of outstanding stablecoins.98 Under Section 4(a), stablecoins must be backed by a narrow range of permitted assets (or similar assets approved by the regulator) that are relatively liquid and face limited default risk.99 Tokenized versions of eligible assets are allowed, which, because of their novelty, may pose additional risks, such as operational risks. The act allows issuers to hold both repurchase agreements (repos) and reverse repos,100 meaning that issuers may borrow and lend in the repo market—both of which pose risks.101 Rehypothecation of reserves (use of reserves as collateral in other transactions) is prohibited, with exceptions for repo market activities and others.

	Capital requirements. Section 4(a)(4) requires regulators to implement tailored capital requirements, which the act does not define. Generally, capital requirements require issuers to hold a minimum amount of capital, which might take the form of owner's equity, to be available to absorb losses, potentially preventing insolvency or the value of the stablecoins from falling below its peg.102 Although regulators are mandated to implement capital requirements, those requirements are not to exceed what is sufficient and must be tailored, so regulators might decide that capital requirements set at zero are sufficient for some or all issuers.103 However, since only reserve assets must be limited to relatively safe assets, it might be desirable to mandate capital requirements to reduce the risk that the issuer becomes insolvent because of losses on its non-reserve assets, which face no limitations on the types of assets and what credit or liquidity risk they entail.104 Alternatively, regulators might require capital be held to safeguard against operational risk (e.g., the risk of losses due to hacking).

	Liquidity requirements. Section 4(a)(4)(A)(ii) calls for the regulators to implement the liquidity standard in Section 4(a)(1)(A). There is no explicit liquidity standard in that section. Generally, liquidity requirements mandate that issuers keep a minimum level of cash or liquid assets that can be readily converted to cash to meet customer redemption requests.

	Diversification requirements. Section 4(a) requires regulators to implement tailored diversification requirements, which are to include deposit concentration limits and interest rate risk management. Diversification requirements reduce the risk that reserves are concentrated in one particular asset in case that asset loses value or becomes illiquid.105

	Risk management requirements. Section 4(a) requires regulators to subject issuers to "appropriate," "principles-based," and "tailored" risk management requirements, addressing operational, compliance, information technology, BSA, and sanctions compliance risks.









	Figure 5. GENIUS Act Prudential Requirements and the Issuer Balance Sheet




	



	Source: CRS.

Notes: See text for details.








Avoiding Government Guarantees

Arguably, prudential regulation of stablecoins is primarily to address run risk  (see text box entitled "Analysis: Addressing Run Risk" below)—a scenario where issuers face sudden, simultaneous, and overwhelming redemption demands by holders. For other products that face run risk, such as bank deposits and money market funds, policymakers have found that temporary or permanent government guarantees have been necessary to end and avoid runs. Section 4(e)(1) of the GENIUS Act states that stablecoins are not backed or guaranteed by the federal government or eligible for federal deposit insurance, so there is no prearranged or prefunded federal mechanism to prevent a run. However, policymakers might be tempted to provide ad hoc government bailouts—as they did to prevent money market fund runs in 2008 and 2020106—to end a stablecoin run if they thought financial stability was threatened. Whereas a prearranged insurance mechanism could be funded by the issuer (similar to how federal deposit insurance is funded by premiums paid by banks), historically, ad hoc financial bailouts have imposed at least some of the risk of losses directly on taxpayers. A belief that stablecoins will be bailed out would pose moral hazard—if issuers and holders believe that ad hoc bailouts would be provided, they would have incentives to take greater risks in pursuit of higher profits.

The act includes restrictions that prohibit issuers from falsely marketing stablecoins as issued, backed, guaranteed, or insured by the government or the FDIC under penalty of law. To limit the possibility that consumers would incorrectly believe that to be the case, the act also prohibits stablecoins from including "United States," "United States Government," or "USG" in their names. However, the act explicitly permits use of "USD" in the name of a stablecoin, which might be construed as signifying that the stablecoin is a digital representation of a U.S. dollar. USD is used in the name of the stablecoins USDT, issued by Tether; USDC, issued by Circle; USDS, issued by Sky Dollar; and USD1, issued by World Liberty Financial, among others.








	Analysis: Addressing Run Risk

In many parts of finance, financial regulation is relatively indifferent to whether a service provider fails—based on the belief that the market is more effective than the government at weeding out poorly run firms—and so prudential regulations are limited. For example, stablecoin issuers could previously seek to be state licensed as money services businesses (MSBs), which faced limited prudential requirements and supervision.107 When prudential requirements are applied, it is often to prevent losses to the government or financial instability. For example, banks face prudential requirements for both reasons. Prudential requirements can also be rationalized when the costs of monitoring the health of the provider are unrealistically high for the individual customer, such as a bank depositor or an insurance policy holder.

Stablecoins are inherently prone to run risk because of the fixed value of their liability relative to the value of their reserves—if holders believe that they will receive less than parity on redemption because stablecoin reserves fall in value or become illiquid, they have an incentive to redeem them as quickly as possible (before reserves are depleted). When many holders do this simultaneously, a run results. Given the first-mover advantage in a run, in a panic, runs could undermine even stablecoins whose reserves have not lost value.

Runs could cause financial instability in a scenario where stablecoins have become critical for completing payments and a loss of confidence disrupted the functioning of the payment system—if the peg were broken or at risk of being broken, stablecoins would likely become unacceptable to businesses and consumers to make payments or to hold as a cash equivalent. The amount of systemic risk that stablecoins pose would presumably increase as their adoption rate for payments increases. A run could also cause financial instability if the issuer were too big to fail.108 Financial instability could also result from the liquidation of reserves destabilizing banks where reserves are held through a sudden withdrawal in deposits or destabilizing the Treasury or repurchase agreement (repo) markets when redemptions cause a fire sale of those reserves.109 Conversely, a run could be caused by instability in the products that their reserves are held in. For example, revelations that Circle held $3.3 billion of stablecoin reserves as uninsured deposits at Silicon Valley Bank at the time of its failure caused USDC to temporarily de-peg from the U.S. dollar and drop to less than $0.88 before regaining the peg when it became clear that all Silicon Valley Bank deposits would be guaranteed by the Federal Deposit Insurance Corporation (FDIC).110

Prudential requirements reduce the risk of a run but do not eliminate it. Although the reserves backing stablecoins are limited to relatively safe assets, these assets can nevertheless decline in value because of movements in interest rates or a liquidity crunch, for example. A few other provisions of the GENIUS Act are also relevant to run risk. The requirement that the issuer must have procedures ensuring timely redemptions, which can be  limited only  by the issuer's regulator, provides a way for regulators to block redemptions in a run until calm is restored (although it creates incentives for holders to withdraw before a pause has been implemented). Similarly, once initiated, the bankruptcy provisions (discussed in the "Stablecoin Issuer Insolvency Proceedings" section below) create an orderly process that could neutralize a run.










Disclosure

Public disclosure and reporting requirements promote consumer protection by allowing consumers to make informed choices about whether to hold a specific stablecoin. Greater public confidence through disclosures might increase demand for stablecoins and make them less prone to runs. However, the compliance costs that disclosure imposes give issuers a reason to prefer that disclosures be limited.


Redemption

Section 4 of the GENIUS Act requires issuers to publicly disclose their redemption policies and fees. It requires those policies to establish "clear and conspicuous procedures for timely redemption," potentially protecting consumers and reducing run risk. However, under current market practice, issuers do not redeem stablecoins for retail investors—they redeem them only for exchanges and institutional investors.111 Retail investors redeem through DASPs, and the act does not place any redemption requirements on DASPs, nor does it offer a definition of holders to clarify whether requirements protecting holders apply to retail investors or primary market institutional investors.112



Periodic Reporting Requirements

Section 4 of the GENIUS Act also requires monthly disclosure of an issuer's reserves, which must be examined by a public accounting firm and certified by the issuer's chief executive officer and chief financial officer on criminal penalty for knowingly false disclosures.113 Disclosure requirements in the act are tailored. Issuers with over $50 billion in stablecoins outstanding must also produce publicly available annual reports under generally accepted accounting principles (GAAP) that are audited by a registered public accounting firm under Public Company Accounting Oversight Board standards. Currently, the only stablecoin issued by a U.S.-based company with greater than $50 billion in circulation is USDC, issued by Circle. An official audit is a higher, more intensive, and costlier standard to confirm the accuracy and reliability of an issuer's financial statements than the requirement for smaller issuers that an accounting firm examine its monthly reserve disclosures. Outside of stablecoins, official annual audits of financial reports are required for publicly traded companies.114 While businesses use examinations instead of official audits in certain contexts for business purposes, an official audit is a more common requirement in financial regulation.115

Disclosure issues surrounding stablecoins have arisen in the past. Tether was previously fined by the CFTC "for making untrue or misleading statements and omissions of material fact."116 While Tether had claimed that its stablecoin was always "100% backed by corresponding fiat assets," the CFTC found that Tether "misrepresented to customers and the market" that the company maintained sufficient dollar reserves between June 1, 2016, and February 25, 2019.117




Limitations on Issuers

This section discusses the various limitations that the GENIUS Act puts on issuers.118


Activities Limitations

Under Section 4(a)(7), issuers are limited to activities related to stablecoins—issuing and redeeming stablecoins; managing reserves; providing custody and safekeeping for stablecoins, reserves, and keys; conducting any other activities that directly support these activities or are specified by the act; and providing incidental activities approved by regulators. The concept of incidental activities comes from banking law, where the same regulators have approved a fairly broad range of activities as being incidental to banking. Depending on how regulators define incidental activities, DASPs, for example, could be eligible to issue stablecoins and be in compliance with these restrictions.

On its face, the narrow limitation on permissible activities would seem at odds with the fact that the act allows any type of company to issue stablecoins (if approved by the SCRC, in the case of a commercial company), regardless of its business lines. This seeming conflict between provisions might be resolved by a company issuing stablecoins through a legal subsidiary, which would be limited to those activities, although the act does not explicitly require it unless the issuer is owned by a bank IDI. The act also does not include requirements surrounding company control, as are found in banking law. So the limitations-on-activities requirement might also be met by a company that does not comply with the activities limitations if that company has a controlling stake in an issuer that does.



Tying Limitations

To prevent anticompetitive behavior, Section 4(a)(8) of the act prohibits "tying," which is when issuers make the sale of stablecoins contingent on the purchase of other services or prevent holders from purchasing a competitor's services. Anti-tying requirements are also found in banking regulation.



Felony Limitations

Section 4(f) prevents issuers from hiring high-level executives (officers or directors) who were convicted of a felony involving offenses such as insider trading, embezzlement, money laundering, or financial fraud.119 President Trump has pardoned several crypto executives convicted of crimes like these, such as Changpeng Zhao, the founder of Binance, the largest cryptocurrency exchange.120 Zhao pleaded guilty in November 2023 for, among other things, failing to implement an effective money-laundering program and violating the BSA and sanctions programs.121 For a legal analysis of whether this type of prohibition would apply to a pardoned individual, see CRS Report R46179, Presidential Pardons: Overview and Selected Legal Issues, by Michael A. Foster.




Yield Restrictions

Section 4(a)(11) of the GENIUS Act states that

no permitted payment stablecoin issuer or foreign payment stablecoin issuer shall pay the holder of any payment stablecoin any form of interest or yield (whether in cash, tokens, or other consideration) solely in connection with the holding, use, or retention of such payment stablecoin.

While this provision appears to create a blanket prohibition on interest, the restriction may not apply to the current market practice for issuing and holding stablecoins involving exchanges (the "three-party model" shown in Figure 6), where much retail use of stablecoins currently occurs. The exchange holds the stablecoin in custody—on the blockchain—on behalf of the retail investor; the issuer passes interest on reserves to the exchange, which it uses to pay the investor yield. The GENIUS Act does not explicitly prevent exchanges from paying rewards on stablecoins held on their exchange (which can be structured to be effectively equivalent to yield)—and many do pay such rewards.122 Also, some issuers reportedly pay exchanges a marketing budget to use at their discretion, which can presumably be passed on to holders of specific stablecoins.123 Therefore, while the issuer may not be paying the holder (the investor) directly, they are supplying the funding that is simply passed through the exchange.

The GENIUS Act did not define the term holder, so it remains to be seen whether the yield ban will be applied to the intermediary that bought and custodies the coin (e.g., the exchange) or the investor that owns the coin in the three-party model. Should rulemaking or a future court case define the term holder to include an exchange (as some have argued)124 or find the status quo otherwise in violation of the yield ban, this could limit issuers' ability to pay yield. If the prohibition is deemed not to apply to the three-party model, Congress could consider a blanket ban on yield to close this perceived loophole. However, exchanges also pay investors yield to lend out their holdings, for example. This type of yield could be caught up in a blanket ban. Although this arrangement also raises policy issues surrounding consumer protection and conflicts of interest, it has not been the focus of legislative proposals.125




	Figure 6. Two- and Three-Party Models Through Which Stablecoin Yield Can Be Paid




	



	Source: CRS.






An issuer could also provide stablecoins directly to retail customers, who would be the "holders" in the "two-party model."126 This two-party model, shown in Figure 6, may be more likely in situations where issuers, such as banks, already have an infrastructure for retail users. In this situation, the issuer is prohibited from paying interest, placing them at a competitive disadvantage, as discussed in the next section, if yield is allowed under the three-party model.127








	Analysis: Stablecoins and Deposits

Restrictions on yield were omitted, added, and then weakened as the GENIUS Act moved through the legislative process.128 Following bank opposition to the perceived loophole in the version of the GENIUS Act that became law,129 there was reportedly significant disagreement between the banking industry and crypto industry about whether changes to that provision should be included in the Senate Committee on Banking, Housing, and Urban Affairs' crypto market structure draft. On January 14, 2026, Coinbase pulled support for an earlier draft of the market structure bill.130 The bill, with a new yield provision, was ordered to be reported in May 2026. The provision would prohibit digital asset service providers (DASPs) from paying yield on a user's holdings in a way that is "economically or functionally equivalent to the payment of interest or yield on an interest-bearing bank deposit."131 This amended provision received support from Coinbase but was opposed by banking groups.132 

Payment stablecoins are intended to facilitate retail payments, but they can also be held as relatively liquid and nonvolatile assets to store wealth. That makes them a potential substitute for bank deposits that could reduce banks' deposit base as the stablecoin market grows. According to one model, demand for stablecoins would rise significantly with yield, increasing their appeal as a store of value.133 Since overall deposit rates are lower than short-term Treasury or repurchase agreement (repo) rates, prevailing interest rates will affect the relevance of yield and the growth of the stablecoin market as a substitute to bank deposits.

The banking industry claims that the ability to pay interest on stablecoins could result in a significant drain of bank deposits, as customers substitute deposits for stablecoins to earn higher interest. Currently, stablecoins are small compared to bank deposits—a Treasury Department advisory council identified U.S. transactional deposits (a $6.6 trillion market) as potentially substitutable with stablecoins. At current market size—the value of stablecoins outstanding was around $293 billion in May 2026—stablecoins are too small to displace a significant share of deposits, but the former are growing quickly and face no functional upper bounds.134 Therefore, banks favor the strict prohibition on paying interest on stablecoins and have argued to close the third-party loophole in the GENIUS Act.135 The crypto industry views bank opposition to yield as anticompetitive behavior by an entrenched incumbent—bank deposits could pay depositors higher interest to discourage substitution136—to thwart entry by a potential competitor.137 Banks argue that stablecoins do not compete on a level playing field and could benefit from regulatory arbitrage, since issuers are subject to less complex, costly, and far-reaching regulatory requirements than banks. However, issuers are permitted to engage in far more limited activities than banks and play a more circumscribed role in the financial system.

Deposits and stablecoins are not perfect substitutes, however.138 Some uses of stablecoins, such as crypto trading, illicit activity, foreign remittances, and a store of wealth for foreigners, are less likely to cause substitution with U.S. deposits. To the extent that digital assets supplant traditional bank deposits, tokenized deposits and tokenized money market funds may serve as better blockchain substitutes than stablecoins.139 For example, the Federal Deposit Insurance Corporation (FDIC) chair has suggested that tokenized deposits would receive federal deposit insurance.140

From a macroeconomics perspective, were consumers to substitute stablecoins for deposits on a large scale, it might have negative implications for the cost and supply of credit to U.S. businesses and consumers since banks rely on deposits as a stable and inexpensive way to fund their loans and other activities. Banks could raise the interest rates that they pay to depositors to make substitution less attractive or replace lost deposits with more expensive forms of funding, with negative implications for the cost of bank credit.141 By contrast, GENIUS Act limitations on permissible reserves prohibit stablecoin issuers from financing private credit to businesses and households.142 Various studies have estimated a wide range of outcomes for the effects of stablecoins on bank deposits and lending, depending on factors such as what assumptions are made about the growth in stablecoins, their substitutability for deposits, what share of stablecoin reserves are held as deposits, the relative rate of interest paid on deposits and stablecoins, and how lending responds to a decline in deposits.143 

The effect of stablecoin adoption on bank funding (and therefore the provision of bank credit) is not clear cut, however. Even if stablecoins do not directly provide credit, funds are fungible across financial markets. For example, stablecoin issuers are allowed to hold reserves in the form of bank deposits. If issuers held 100% of their reserves in deposits, there would be no decrease in the overall deposit base when consumers shifted from deposits to stablecoins, just a shift in who held deposits—although the share that is insured and the distribution of deposits across banks would likely change.144 Even some other permissible types of stablecoin reserves, such as repo funding, can be a substitute source of funding for banks (although it would be a less attractive source of funding than deposits).

Overall, there are costs and benefits to prohibiting stablecoin yield. In a static comparison, it would make stablecoin investors worse off, as the money that would be paid out to them is instead retained (likely as profit) by the issuer. However, if depositors shift to stablecoins, their savings are no longer federally insured up to the insurance limit—a risk exposure that some consumers may not be aware they are bearing. Instead of competing on how much yield a customer is offered, issuers would compete on other grounds, with uncertain implications for the market.

In addition, because of their run risk, stablecoins also potentially pose systemic risk (see the text box entitled "Analysis: Addressing Run Risk" above), which would presumably increase as their use in payments increases. If holders believe that stablecoins will be bailed out by the government to end a run because of their systemic importance, this would create more demand for stablecoins, which may lead to a greater migration from bank deposits to stablecoins. By banning yield, the stablecoin market will grow more slowly, and bank funding will be more stable, potentially limiting improvements to retail payments as well as reducing systemic risk.

The disagreement over yield may prove to be a bellwether for the ongoing policy debate about the relationship between traditional finance and crypto. Disagreements between new and emerging industries are a timeless theme in financial regulation—for example, the yield debate has parallels to bank opposition to the emergence of money market funds as a substitute for deposits in the 1970s.145










Summary of Regulatory Requirements

Table 1 summarizes the GENIUS Act's regulatory requirements, excluding requirements related to illicit activity, which are discussed in the "Illicit Finance" section below.



Table 1. GENIUS Act Regulatory Requirements on U.S. Stablecoin Issuers

Excluding Illicit Finance Provisions






	Section

	Requirement

	Description




	4(a)(1)(A)

	Reserves

	1 to 1 eligible reserves backing stablecoins.




	4(a)(1)(A)

	Eligible reserves

	Cash, deposits at Federal Reserve, demand deposits or insured shares at insured depositories, Treasuries with remaining maturity < 93 days, repurchase agreements (repos) collateralized by Treasuries, tri-party or centrally cleared reverse repos collateralized by Treasuries, government money market fund balances, other "similarly liquid" federal-issued assets approved by federal regulators.




	4(a)(1)(B)

	Redemption/fees

	Public disclosure of redemption policy and fees, including timely redemptions.




	4(a)(1)(C)

	Disclosure

	Monthly public disclosure of reserves.




	4(a)(2)

	Rehypothecation

	Prohibition on rehypothecating reserves, with exceptions.




	4(a)(3)

	Certification

	Monthly examination by registered public accounting firm of reserves disclosure, CEO and CFO certification of report, criminal penalty for knowingly false certification.




	4(a)(4)(A) and (C)

	Capital requirements

	Capital requirements should be tailored and should not exceed sufficient levels; federal regulator may include a capital buffer (not defined); bank issuer reserves exempt from "Collins amendment" requirements.




	4(a)(4)(A)

	Liquidity requirements

	Implement liquidity standard (undefined).




	4(a)(4)(A)

	Reserve diversification

	Diversification requirements, including deposit concentration limits and interest rate risk management. Must be tailored and not exceed what is sufficient.




	4(a)(4)(A)

	Risk management

	Appropriate and tailored operational, compliance, and IT risk management principles.




	4(a)(7)

	Limitation on activities

	Issuers are limited to issuing and redeeming stablecoins, managing reserves, providing custody and safekeeping for stablecoins, reserves, and keys; any other activities that directly support these activities or are specified by the act; incidental activities approved by regulators.




	4(a)(8)

	Tying prohibition

	Issuers may not provide services contingent on customer obtaining additional paid service or agreeing not to obtain a competitor's service.




	4(a)(9), 4(e)

	Deceptive naming/marketing

	Issuers may not use "United States," "United States Government," or "USG" in the name; issuer may use "USD" if stablecoin pegged to U.S. dollar; issuers may not market stablecoin as legal tender or as issued, guaranteed, or approved by U.S. government or backed by U.S. government or FDIC insurance. Issuers may not market stablecoins as payment stablecoins in the United States unless they are in compliance with the act.




	4(a)(10)

	Reporting

	If > $50 billion stablecoins outstanding, issuers should prepare audited annual financial statement according to GAAP and PCAOB requirements.




	4(a)(11)

	Prohibition on interest

	Issuers shall not pay holder interest or yield solely in connection with holding stablecoin. No prohibition on third-party yield.




	4(a)(12)

	Limitation on commercial issuers

	Commercial firms must be approved by SCRC on the basis of statutory criteria.




	4(f)

	Limitation on executives

	Individuals convicted of various white-collar felonies may not serve as officers or directors.




	6(a)(2)

	Reporting

	On request, federal issuers shall provide their regulator reports on their financial condition, risk management systems, regulatory compliance, and BSA compliance.







Source: CRS analysis of P.L. 119-27.

Notes: BSA = Bank Secrecy Act; CEO = chief executive officer; CFO = chief financial officer; FDIC = Federal Deposit Insurance Corporation; GAAP = generally accepted accounting principles; IT = information technology; PCAOB = Public Company Accounting Oversight Board; SCRC = Stablecoin Certification Review Committee. See text for more details. The table does not include illicit finance or foreign issuer requirements, which are discussed in the "Illicit Finance" section below.








Foreign Stablecoins

Stablecoins are solely digital—they have no physical location when issued or held and can be traded anywhere by anyone with an internet connection. From a technical perspective, transactions with foreigners and foreign stablecoins are as seamless as transactions with people in the United States or U.S. stablecoins, regardless of where the transaction takes place. This complicates effective regulation, supervision, and enforcement, even given that Section 3(e) of the GENIUS Act states that it is "intended to have extraterritorial effect" for transactions involving U.S. persons. The four possible relationships between issuers and holders are shown in Table 2.



Table 2. Four Possible Relationships Between Issuers and Holders






	
	Issuer




	Holder

	U.S.

	Foreign




	U.S.

	A

	C




	Foreign

	B

	D







Source: CRS.

Notes: See text for discussion.





Of the four relationships shown in Table 2, A is easiest to regulate because both participants are under U.S. jurisdiction. Relationship D, in general, may not involve U.S. regulators and may be beyond U.S. jurisdiction (with possible exceptions for certain illicit finance, such as sanctions evasion and terrorism financing).146 But Relationships B and C pose challenges because of the effective reach of regulators. The most draconian solution to ensuring policy goals are achieved would be to ban U.S. citizens from holding foreign-issued stablecoins and ban U.S. issuers from selling stablecoins to foreigners. But even this may be difficult to enforce because stablecoins are purely digital.

The GENIUS Act focuses primarily on U.S. issuers and holders. The GENIUS Act addresses Relationships A and B by requiring a U.S. issuer of payment stablecoins to register as a state or federal permitted issuer and comply with the act's requirements, with monetary penalties and referrals to the Department of Justice to ensure compliance. The act does not address Relationship D, but other U.S. laws may. The GENIUS Act addresses Relationship C through a number of restrictions discussed below.

In attempting to address Relationship C, the act is largely silent on the two-party model, referenced in Figure 6, focusing mainly on the three-party model, where an intermediary is between the two parties. Although the GENIUS Act largely does not involve intermediaries (i.e., DASPs) for domestically issued stablecoins, it does for foreign-issued stablecoins. Some of these restrictions apply to foreign issuers that wish to have their coins offered on DASPs with U.S. customers, and some apply to DASPs that wish to transact with U.S. customers outside or in the United States.


Restrictions on Foreign Issuers

Under Section 18 of the GENIUS Act, foreign issuers (including issuers located in U.S. territories) face the following restrictions if they do not register in the United States and want their stablecoins made available by DASPs to persons in the United States (see Figure 7):147


	the Treasury Secretary (on the recommendation of the other SCRC members) must determine that issuers are subject to regulation and supervision in their home country that is comparable to GENIUS Act requirements;

	issuers must register with the OCC148 and be subject to OCC reporting requirements, supervision, and examination (issuers are not subject to the OCC regulatory requirements applied to U.S. issuers) and consent to U.S. enforcement of the act;

	issuers must hold sufficient reserves in a U.S. financial institution to meet U.S. holders' liquidity needs149 (this requirement may be superseded by a reciprocal agreement, discussed in the "Reciprocal Agreements" section below); and

	issuers may not be domiciled in a jurisdiction subject to comprehensive U.S. economic sanctions or determined by the Treasury Secretary to be a primary money-laundering concern.150









	Figure 7. Foreign Issuer Requirements in the GENIUS Act




	



	Source: CRS.

Notes: AML = anti-money laundering; DASP = digital asset service provider; OCC = Office of the Comptroller of the Currency. See text for details.








Restrictions on DASPs

DASPs with U.S. customers or operations face the following restrictions (see Figure 8):


	After July 2028, DASPs may not offer or sell to a person in the United States a stablecoin issued by an issuer unlicensed in the United States151 unless it is issued by a foreign issuer complying with the restrictions listed in the preceding section; and

	DASPs may not offer, sell, or make available in the United States a stablecoin issued by a foreign issuer unless the issuer has the technological capability to comply and will comply with lawful orders and any reciprocal arrangements between the U.S. Treasury and its home country government.152









	Figure 8. Digital Asset Service Provider (DASP) Requirements Included in the GENIUS Act




	



	Source: CRS.

Notes: See text for details.








Exclusions

The act does not include a prohibition on foreign issuers offering or selling stablecoins directly to U.S. persons,153 which could render the intended restrictions unenforceable in such a case. All restrictions regarding foreign issuers involve their sale by a DASP and do not explicitly apply to foreign transactions not administered through a DASP. However, the prohibitions could be maintained if regulators conclude that issuers meet the definition of a DASP.154 None of these restrictions apply in the case of (1) direct transfers between two individuals acting on their own behalf (e.g., not involving a DASP) for their own lawful purposes, (2) transactions between the same individual's U.S. and foreign account when the accounts are offered by the same company, or (3) transactions using software or hardware that facilitates self-custody.155 Since defi protocols (such as liquidity pools) are explicitly exempted from the act's definition of DASP, unapproved foreign stablecoins could continue to be purchased and traded on defi protocols by U.S. persons acting on their own behalf using self-custody wallets. According to one estimate, most stablecoins are held and traded outside of exchanges.156 In addition, these restrictions apply only to stablecoins that meet the act's definition of payment stablecoin, so they do not include stablecoins that are not used for payments (as determined by regulation, discussed in the "What Is a Payment Stablecoin?" section above).

The act does not impose enforceable restrictions on U.S. stablecoin holders, however, which will make it more difficult to prevent U.S. holders transacting in foreign stablecoins (Relationship C in Table 2) from evading restrictions. The act states that these restrictions are intended to have an extraterritorial effect when a U.S. holder is involved. However, it may be difficult for the U.S. government to prevent a foreign DASP or issuer with no U.S. presence from offering unapproved foreign stablecoins to U.S. citizens who evade the prohibition (e.g., by obscuring their destination of origin using a VPN). For example, a Department of Justice investigation found that the cryptocurrency exchange Binance, which had claimed that it did not operate in the United States, nevertheless allowed U.S. customers to access and make transactions on its platform, including through the use of virtual private networks.157 U.S. customers can access foreign-issued stablecoins from foreign DASPs in a similar manner or may hold them in self-custody wallets. U.S. authorities can attempt to enforce legal requirements against unapproved foreign issuers or DASPs through any U.S. subsidiaries they may have or through international financial sanctions (which prevent sanctioned individuals from accessing international payment networks that use U.S. dollars).158



Reciprocal Agreements

One common approach to cross-border financial regulation is to recognize foreign regulatory regimes as similar enough to the U.S. regime to allow firms located in a particular territory, or activity taking place in that territory, to be regulated by the foreign regulator instead of the United States. Often, this will take the form of mutual recognition, where Country A and Country B extend the same deference to each other's regulatory regimes.159 The GENIUS Act envisions this and allows the Treasury Secretary to enter into reciprocal or bilateral agreements with foreign jurisdictions with stablecoin regulatory regimes comparable to those of the United States. Although not a prerequisite, entering into such agreements could facilitate Treasury approval of foreign-issued stablecoins to be made available in the United States, giving foreign governments one incentive to model their stablecoin regulations on those of the GENIUS Act. The identities of countries with reciprocity agreements or regulatory regimes approved by the Treasury Secretary as comparable to the U.S. regime and foreign issuers approved by the OCC are to be publicly disclosed.

Tether, one of the two largest stablecoins at present, is licensed in El Salvador. Assuming it met the GENIUS Act's definition of payment stablecoin issuer, whether the Treasury Secretary recognizes El Salvador's regime as comparable to the U.S. regime will have significant implications for the future of the stablecoin market. Tether's current business model is not compliant with all requirements found in Section 4(a) of the act, which is highlighted in Section 18's comparability requirement. For example, some portion of Tether's USDT coin's reserves are in assets that are not permitted by Section 4(a).160 If the Secretary does not find El Salvador's regulatory regime to be comparable to the U.S. regime (or that Tether does not meet the other requirements for foreign issuers), then Tether would no longer be eligible to U.S. persons. Alternatively, Tether has reportedly issued a new stablecoin for the U.S. market (called USAT) and may focus on getting that stablecoin approved under the GENIUS Act.161 To date, the amount of USAT in circulation is about $144 million, compared to the $189 billion in USDT in circulation. 




Illicit Finance

The government is concerned with preventing the use of the financial system to facilitate illicit financial activity, including money laundering and terrorism financing. Crypto is an inherently appealing medium for facilitating illegal activity because it is relatively difficult to identify the identities of parties to transactions that are digital, borderless, pseudonymous, and encrypted. As with legal users, stablecoins are also appealing to criminals who do not want to bear the volatility risk inherent in other cryptocurrencies. Firms that follow trends among such users have previously identified a shift among certain terrorist organizations from cryptocurrencies that can fluctuate in value, such as bitcoin, to stablecoins.162 According to one private estimate, stablecoins now account for 84% of illicit activity using crypto.163

The Bank Secrecy Act (BSA; 31 U.S.C. §§5311 et seq.) refers to the set of laws that establishes the federal framework for AML/CFT.164 These laws and rules require financial institutions to establish "know your customer" (KYC) identification programs, flag suspicious activities, and comply with certain reporting and recordkeeping requirements. These statutes have not been updated to explicitly address the treatment of crypto issuers or exchanges, but the U.S. Treasury's FinCEN has applied this framework to stablecoin issuers through various guidance since 2013.165

Since criminals and terrorists do not typically self-identify, government officials are reliant on financial firms to help them identify suspicious activity. This is a resource-intensive process and requires the financial institution to act in good faith to prevent or uncover suspicious activity and the federal government to have an effective system for identifying and remediating institutions that are not acting in good faith. Indeed, cryptocurrency firms have on occasion been found to be deficient regarding some of these requirements. As mentioned in the "History of Stablecoins and Future Trends" section above, the New York State Department of Financial Services required that Paxos stop minting BUSD, a Binance-branded stablecoin after an investigation found that "Paxos did not have appropriate controls in place to effectively monitor for significant illicit activity occurring at or through Binance."166 In addition, media reports have documented the use of USDT in illicit activity.167


Requirements for U.S. Issuers

The GENIUS Act has two main requirements for preventing illicit activity—(1) treating issuers as financial institutions subject to the BSA and other relevant laws and (2) requiring issuers to comply with lawful orders issued by the government or the courts.


	Issuers subject to the BSA. Section 4(a)(5) establishes that issuers are treated as financial institutions for the purposes of the BSA, effectively codifying FinCEN guidance that had applied since 2013. As a result, issuers are subject to all federal laws related to the enforcement of sanctions, the prevention of money laundering, and due diligence. However, issuers (previously registered as money transmitters) were not required to have a customer identification program but were required to verify an individual's identity for certain activities.168 Under the act, they are now required to have a customer identification program. The provision applies to both federal and state issuers. The provision also enumerates various BSA requirements, including maintenance of effective AML, customer identification, and sanctions compliance programs; retention of records; and monitoring and reporting of suspicious activities. The act requires that the Treasury Secretary adopt rules implementing this requirement that are tailored to the size and complexity of the issuer.169 Prior to the GENIUS Act, issuers were registered with FinCEN and were state licensed, and states oversaw BSA/AML issuer compliance. The new regime established under the GENIUS Act shifts jurisdiction to federal regulators for federal qualified payment stablecoin issuers—who presumably will no longer be regulated for BSA/AML compliance at the state level.

	Issuers must comply with lawful orders. Section 4(a)(5) also requires that issuers have the "technical capabilities, policies, and procedures to block, freeze, and reject specific or impermissible transactions that violate Federal or State laws, rules, or regulations." The act does not specify whether issuers are expected to block, freeze, and reject impermissible transactions on their own volition or only subject to a lawful order.170 Relatedly, Section 4(a)(6)(B) also requires that issuers have the "technological capability to comply, and will comply, with the terms of any lawful order" issued by a federal agency or court. Stablecoins thus must be designed with the appropriate technical functionalities so that if the federal government or courts were to issue lawful orders to freeze funds and stop transactions, issuers would be able to comply with them.



The first requirement is reinforced by reporting requirements, and the second requirement is tempered by a requirement that Treasury must coordinate with issuers on lawful orders.


	Reporting requirements/certification. Section 6(a), which describes the federal regulatory regime that applies to federally qualified payment stablecoin issuers, establishes certain reporting requirements. With regard to the BSA, it requires that federal nonbank issuers submit reports regarding compliance with BSA and U.S. sanctions laws to the OCC on request. In addition, Section 5(i) requires issuers to certify to the federal or state regulator that they have implemented AML and economic sanctions compliance programs within 180 days of an application's approval and annually thereafter. Section 7, which details the state regime, does not include this reporting requirement, including with respect to BSA compliance.

	Coordination. Section 4(a)(6)(A)(ii) requires that the Treasury Secretary "shall, to the best of the Secretary's ability, coordinate with a permitted payment stablecoin issuer before taking any action to block and prohibit transactions ... of a foreign person to ensure that the permitted payment stablecoin issuer is able to effectively block a payment." This provision does not mention U.S.-based customers. It is also unclear why Treasury would need to "ensure" that an issuer is able to block a payment since having the technical capacity to do this is a stand-alone requirement of issuers. The act also stipulates that the Treasury Secretary "is not required to notify any permitted payment stablecoin issuer" of its intentions prior to taking action. These two requirements—both to coordinate with an issuer but not be required to notify an issuer before taking actions—creates some ambiguity about Treasury's competing requirements.




Who Is Responsible for Secondary Market Transactions?

Application of BSA/AML laws and regulations in the context of stablecoins, or crypto more broadly, includes certain complexities that may not arise with other financial institutions, raising questions that the GENIUS Act does not explicitly answer about where issuers' AML monitoring and reporting responsibilities end and others' begin. This can be illustrated through the relationships portrayed in Figure 9, which captures the way in which the current stablecoin market interacts with the crypto industry.171 Under current market practice, issuers issue stablecoins directly to large institutional investors and exchanges only—they do not issue stablecoins to retail customers (a much larger group), and retail customers do not redeem stablecoins with issuers. The large institutions and exchanges are the issuer's direct customers and are not the ones that are likely to pose direct illicit finance concerns. There are no technical challenges associated with the issuers gathering relevant personal information to screen for suspicious activity from a relatively limited number of identified centralized platforms and institutional investors during the initial sale. However, they have no way to collect KYC information from the individuals who the stablecoins are subsequently sold to on the secondary market because they never have a business relationship with retail users. (An exchange could do this for sales on its exchange, but this would not cover on-chain sales/transactions.)







	Figure 9. Anti-Money-Laundering (AML) Requirements and Participants in the Crypto Industry




	



	Source: CRS.

Notes: DASP = digital asset service provider; defi = decentralized finance. See text for details.






Centralized cryptocurrency platforms, such as exchanges, function as the dealers and act as the primary retail operation for these stablecoins, distributing them to their customers, who may then exchange them with other customers on the exchange off-chain. At that point, the stablecoin could exchange hands several subsequent times on the blockchain. Issuers do not have the technical capacity to monitor an exchange's customers off-chain. The act does not address DASPs' BSA requirements except for their sales of foreign coins (discussed in the "Foreign Issuers and DASPs" section below). However, DASPs are already required to comply with BSA/AML laws and regulations applicable to money transmitters under current FinCEN guidance.172 Practices of certain foreign-based DASPs may create particular challenges. Recently, various media outlets have reported on accounts at internationally headquartered DASPs being used to send funds to Iran, for example.173

Alternatively, institutional investors may exchange stablecoins with retail investors on-chain, without involving a centralized exchange, through a defi protocol, for example. Under current FinCEN guidance, defi exchanges are subject to AML requirements, but a report issued by Treasury in 2023 found that many defi services do not comply with AML obligations.174

These systems and interrelationships among the market participants raise a number of questions about where AML responsibilities begin and end. Does the stablecoin holder cease to be the issuer's customer when the stablecoin is sold to a customer by a DASP or through a defi exchange, and do the issuer's AML responsibilities therefore end? Or when an end user (the customer of a DASP) transfers their stablecoin from a DASP to self-custody in a noncustodial wallet, held on the blockchain, does the DASP still have AML monitoring responsibilities, or does it become the direct customer of the issuer, with AML responsibilities shifting back to the issuer? Or do neither have AML responsibilities?

The GENIUS Act is not explicit about whether the issuers' BSA responsibilities end after the initial sale to institutional investors or exchanges or whether they continue through each additional "hop," or transaction. But if issuers do not have AML responsibilities for these subsequent on-chain transactions, the act does not task anyone else with them. In other words, effectively monitoring and selectively preventing suspicious transactions on the blockchain would essentially require issuers to monitor all blockchain-based transactions of their stablecoins. An issuer has the technical capacity to track transactions, but their ability to effectively identify suspicious activity would be hindered by the fact that traditional KYC regimes are impossible when users are known solely by pseudonyms (and have not been and perhaps cannot be identified), have the ability to create multiple wallets, and have access to obfuscating blockchain-based applications such as mixers.175

Unlike the challenges with identifying suspicious activity, an issuer would always have the ability to freeze or burn specific stablecoins that have been identified in a lawful order, even when they are being held by an exchange or in an un-hosted wallet. That is because the issuer must already demonstrate it has the technical capability to freeze or burn any stablecoin it issues, and the stablecoin is always visible on the blockchain (even if its owner is pseudonymous).

The combination of statutory requirements, what some firms see as their limited legal obligations (to block funds only when required to by regulators or law enforcement officials), and the limited information available in certain transactions creates coordination, timing, and workload challenges for issuers and regulators. While an issuer may be able to track suspicious activity, waiting to seize funds until it receives a lawful order may be too late to be effective if FinCEN or the regulators do not respond immediately. Moreover, it is unclear whether FinCEN or other regulatory agencies—notably, all of the state regulators—have the resources to appropriately review the number of suspicious activity reports (SARs) and the type of information generated by monitoring all blockchain-based stablecoin transactions.




Foreign Issuers and DASPs

The GENIUS Act is primarily a law to regulate issuers.176 However, it also acknowledges the relationship between issuers and stablecoin distributions through DASPs and establishes responsibilities for DASPs for foreign stablecoins only.177


	Eligibility for trading on DASPs. As referenced in the "Foreign Stablecoins" section above, Sections 3 and 8 of the act require that a stablecoin issued by a foreign issuer "not be publicly offered, sold, or otherwise made available for trading in the United States by a digital asset service provider" unless the foreign issuer has the technical capacity to comply with and will comply with a lawful order (similar to the requirement for domestic issuers, described in the "Requirements for U.S. Issuers" section above).178 The act allows Treasury to coordinate with federal agencies to designate any foreign issuer that does not comply with a lawful order as noncompliant, subject to judicial review.179 In addition, Treasury must notify DASPs—also through publication in the Federal Register—that they are prohibited from permitting the secondary trade of the foreign stablecoin, subject to certain exceptions. The act does not grant Treasury a similar authority to prohibit DASPs from facilitating trading of U.S. stablecoins that do not comply with a lawful order.180 Defi protocols are excluded from the definition of DASP under the act, so DASPs do not have these responsibilities for stablecoin transactions involving U.S. persons.

	OCC registration. As referenced in the "Foreign Stablecoins" section above, Section 18 requires foreign issuers to register with the OCC if they wish to offer or sell their stablecoin through a DASP in the United States, subject to certain requirements. Section 18(c)(1)(C) provides various "Standards for Rejection," one of which is if "the foreign payment stablecoin issuer presents illicit finance risks to the United States." The GENIUS Act also includes provisions that permit the OCC and the Secretary of the Treasury to revoke or rescind registration if they determine that the foreign issuer poses illicit finance risks.181 The act also permits Treasury to impose civil monetary penalties.182

	Waivers. The act includes certain waivers from the prohibition against secondary trading of foreign stablecoins that are not approved by the Treasury Secretary. Treasury would be permitted to offer to a DASP a "waiver, general license, or specific license ... on a case-by-case basis" if it were to determine that such a prohibition would "adversely affect" the U.S. financial system, if the issuer were "taking tangible steps to remedy" noncompliance with the lawful order.183 The act also permits Treasury to waive the requirements if doing so is in the national security interests of the United States or permits other agencies to issue a waiver if necessary to carry out intelligence or law enforcement activities.184 The GENIUS Act requires that Treasury provide a report and briefing to committees of jurisdiction regarding any waiver and the facts and circumstances justifying such waivers.





Summary of Illicit Finance Requirements

Table 3 summarizes the illicit finance provisions of the act.



Table 3. Illicit Finance Provisions in the GENIUS Act






	Section

	Requirement

	Description




	U.S. Issuers




	4(a)(4)(iv)

	Risk management

	Appropriate and tailored BSA risk management principles.




	4(a)(5)

	Anti-money laundering (AML)

	Issuer is considered a financial institution for purpose of BSA and economic sanctions. Issuer must maintain effective AML, customer ID, and sanctions programs; have record retention policy; monitor and report suspicious activity; and possess technical capabilities to block, freeze, and reject transactions.




	4(a)(6)(B)

	Compliance with lawful orders

	Issuer must have the ability to comply with and must comply with all lawful orders.




	5(i)

	Certifications

	Issuer must certify it has implemented AML and economic sanctions compliance programs under criminal penalty for knowingly false certifications; regulator may revoke issuer's license if certification is not submitted.




	6(a)(2)(D)

	Submission of reports

	Nonbank federal issuer shall, on request, submit to the OCC a report on its compliance with BSA requirements and sanctions laws.




	Digital Asset Service Providers (DASPs)




	3(b)(2), 8(a)(1)

	Prohibition on offers or sales

	It shall be unlawful for any DASP to offer, sell, or otherwise make available in the United States a stablecoin issued by a foreign issuer unless the issuer has the technological capability to comply, and will comply, with the terms of any lawful order and any reciprocal arrangement pursuant to Section 18.




	8(b)(2)

	Prohibition on secondary trading

	DASPs are prohibited from facilitating secondary trading of stablecoins issued by the foreign issuer in the United States that fail to comply with a lawful order (after written notice and 30 days).




	8(b)(4)(A)

	Civil monetary penalty

	Any DASP that knowingly violates a prohibition against permitting the secondary trading of foreign stablecoins (whose issuers have been found to be noncompliant) shall be subject to a civil monetary penalty of not more than $100,000 per violation per day.




	18(a)(4)

	Prohibition

	DASPs may not offer or sell stablecoins from issuers that are domiciled in countries that are a primary money-laundering concern.




	Foreign issuers




	3(b)(2)

	Compliance with lawful orders

	Deduced from various provisions above, foreign issuers must have the ability to comply with and must comply with all lawful orders to be offered, sold, or otherwise made available by DASPs (including secondary trading) and comply with reciprocal agreements that are comparable to the act's requirements.




	8(b)(4)(B)

	Civil monetary penalty

	Any foreign payment stablecoin issuer that knowingly continues to publicly offer a payment stablecoin in the United States after publication of the determination of noncompliance with a lawful order shall be subject to a civil monetary penalty of not more than $1,000,000 per violation per day, and the Treasury Secretary may seek an injunction to bar the foreign issuer from engaging in financial transactions in the United States or with United States persons.




	18(c)(1), 18(c)(3)

	OCC registration

	In order for their stablecoins to be sold by a DASP, a foreign issuer must register with the OCC. The OCC may reject its application on five grounds, including illicit finance risks. Registration can be rescinded if the issuer is not in compliance with the requirements of the act, including if it poses illicit finance risk.







Source: CRS analysis of P.L. 119-27.

Notes: BSA = Bank Secrecy Act; OCC = Office of the Comptroller of the Currency. Sections 3(b)(2) and 8(a)(1) are substantially similar.







AML Innovation

The technological features of blockchains on which stablecoins are built pose novel advantages and disadvantages for identifying illicit activity. Disadvantages stem from the fact that the infrastructure is permissionless and pseudonymous—meaning there are not any restrictions against who can participate and users are not known by names or other government ID but by a unique alphanumeric string. However, unlike transactions at financial institutions or in cash, blockchain transaction details are public, which makes tracing transactions and recording details feasible. In an April 2023 report on illicit finance, Treasury addressed certain risks associated with aspects of the crypto industry. According to the report, while new technological solutions—such as blockchain analytics and zero-knowledge proofs—could mitigate such risks, such tools may still require "further technical development and adjustments to meet" requirements.185 Treasury also addressed the need to "assess necessary changes in regulation or guidance to support these developments."186 In short, it is not just a matter of industry proposing solutions but also of adapting the regulatory framework to permit these solutions.

Section 9 of the GENIUS Act requires that Treasury take various steps to consider and promote "innovation" in AML strategies and frameworks. The act requires (1) Treasury to seek public comment and publish research and risk assessments, (2) a rulemaking and guidance from FinCEN, and (3) a report and recommendation to Congress.187 Treasury subsequently published its report to Congress in March 2026.188

Section 9's requirements highlight the intersection of seemingly irreconcilable realities: the focus of the crypto industry, and defi in particular, on privacy and the BSA/AML requirements that prioritize transparency, identification, and reporting. This contrast manifests in various ways, including the BSA/AML requirement that financial institutions, including stablecoin issuers, maintain customer identification (i.e., KYC) programs and record sender and recipient details for certain transactions, which contrasts with the fact that owners of pseudonymous wallets or blockchain addresses may never be identifiable. It also acknowledges that industry has introduced certain solutions, such as blockchain analytics, that while aiming to provide greater transparency or certainty around transactions, may not fully comply with existing requirements. Section 9 attempts to mitigate these challenges; however, success will rest in part on the industry's willingness to accept any proposed revised terms.




Potential Conflicts of Interest

A major point of contention in the legislative debate about the GENIUS Act surrounded ownership in crypto businesses and conflicts of interest for public officials.189 Arguments for addressing conflicts of interest in the bill intensified after World Liberty Financial, which lists President Trump as a "promoter" in its SEC filings, issued a stablecoin called USD1.190 Some Members of Congress argued that such provisions were not necessary because they were already covered by existing ethics law.191 Rather than include new statutory restrictions, the act included a "Rule of Construction" in Section 4(i)(2) stating that nothing shall be construed

to limit or prevent the continued application of applicable ethics statutes and regulations administered by the Office of Government Ethics, or the ethics rules of the Senate and the House of Representatives, including section 208 of title 18, United States Code, and sections 2635.702 and 2635.802 of title 5, Code of Federal Regulations. For the avoidance of doubt, existing Office of Government Ethics laws and the ethics rules of the Senate and the House of Representatives prohibit any member of Congress or senior executive branch official from issuing a payment stablecoin during their time in public service. For the purposes of this paragraph, an employee described in section 202 of title 18, United States Code, shall be deemed an executive branch employee for purposes of complying with section 208 of that title.

Federal ethics policy utilizes public disclosure to identify real and perceived conflicts of interest.192 The act references only issuance of a stablecoin, whereas current ethics policy requires the disclosure of any financial relationship that poses conflicts of interest and typically revolves around ownership of assets, such as stablecoins, by government officials.193 Common interpretations of the applicable ethics statutes referenced in the GENIUS Act do not include blanket limitations on ownership of any asset or activity, including an implicit ban on issuing a stablecoin, particularly if no conflict of interest is present.194 Under the criminal conflict-of-interest law (18 U.S.C. §208), referenced in the GENIUS Act, most government employees and officers may not participate personally and substantially in government activities if they involve an entity in which they have a financial interest. In contrast to a ban, examples of remedies for a conflict of interest include recusal, divestiture, or blind trust.195 Current ethics laws do not generally prevent federal employees from obtaining or retaining a substantial interest in any entity.196

Because the criminal conflict-of-interest law and the GENIUS Act do not explicitly ban such activities, it is not clear whether the act's specific language—"for the avoidance of doubt"—creates any new binding restrictions. Nor is it clear how courts might rule if the language were to be challenged. Statutory conflict-of-interest requirements apply to virtually all federal employees,197 including Members of Congress, but not to the President.198 Therefore, even if Section 208 could be interpreted as precluding issuance of a stablecoin, the statute does not apply to the President.

Since the provision did not change existing law, it did not contain any implementation process, such as deadlines for compliance. CRS has been unable to locate any guidance or opinions from the relevant ethics officials implementing a ban on issuance since the GENIUS Act became law (although guidance is not required). Nor has there been any reported change in the President's relationship to World Liberty Financial since the GENIUS Act became law.

In addition to the rule of construction in Section 4, Section 19 also requires that the President, Vice President, Members of Congress, and other federal employees report stablecoin holdings larger than $5,000 in existing mandatory reports.



Custody

In financial markets, custodying (i.e., safekeeping of) assets is a distinct task that is often performed by a specialty institution, such as a custody bank. Before computers, custodying assets meant safekeeping physical documents that proved ownership and, when assets were sold, facilitating the physical transfer of those documents from seller to buyer. Now that financial markets are digital, custody refers to maintaining electronic book-entry securities accounts with central securities depositories and facilitating transfers through those accounts.199 In the case of crypto, assets such as stablecoins exist only as an entry on a public decentralized blockchain, so custody involves safeguarding private keys that provide a holder access to their coins.200


Self-Custody and Third-Party Custody Permitted

The GENIUS Act covers custody services surrounding private keys associated with stablecoins, reserve assets backing stablecoins (see Figure 1), and the stablecoins themselves when they are used as collateral. These custody services may be provided by an issuer (under §4(a)(7))201 or a third party (under §10). By contrast, in traditional securities markets, firms generally do not self-custody their assets; custody services are provided by third-party qualified custodians to increase the likelihood that assets will not be lost or destroyed.202



Eligible Custodians

Under Section 10 of the GENIUS Act, custody services are limited to firms under the jurisdiction of the federal depository regulators, the SEC, the CFTC, or a state bank or credit union regulator, and custodians must provide information to their primary regulator. Prior to enactment of the GENIUS Act, the views of federal bank regulators on whether and under what circumstances regulated banks were permitted to custody digital assets has repeatedly changed across recent Administrations.203 For example, the OCC issued guidance in 2025 confirming that national banks may custody digital assets, taking a more permissive position than had previously been in place. Currently, crypto exchanges sometimes provide custody services for stablecoin keys and collateral, and they could be eligible to act as custodians under the act if they had a trust bank charter or were regulated as a securities or futures exchange,204 but they would otherwise be ineligible. Many firms that have specialized in custodying crypto assets have sought (and some have recently received) federal or state trust bank charters. That might change if the companion market structure bill became law.



Custody Requirements

Similar to custody rules surrounding traditional assets, firms custodying stablecoins on behalf of customers are required to treat stablecoins, keys, and cash as the property of the customer under Section 10. Custodians are not allowed to commingle the stablecoins, stablecoin reserves, cash, or other property being custodied with their own assets.205 However, specific reserves do not belong to specific stablecoin holders (which is why run risk exists), so all reserves of an issuer can be held jointly in an omnibus account controlled by the issuer.206 Further, the act allows a custodian who is a bank or trust to keep more than one issuers' assets in a single omnibus account.207 Regardless of whether the stablecoins or reserves backing it are segregated, Section 10 gives the holder priority, unless waived, over other claimants of the custodian. Providers of self-custody hardware and software are excluded from the custody requirements. In recent history, certain crypto firms, including the failed firms FTX (an exchange) and BlockFi (an investment firm) have been found to have commingled their customers' funds.208




Stablecoin Issuer Insolvency Proceedings

Insolvency proceedings, such as bankruptcy proceedings, provide an orderly process for creditors to receive (typically partial) compensation from the proceeds of the assets of the failed entity. Section 11 of the GENIUS Act deals with stablecoin holders' claims when issuers are in insolvency proceedings. An insolvent issuer (with the exception of depository institutions) would go through the standard bankruptcy process, with some special rules added by the GENIUS Act. Bankruptcy is a judicial process that moves slowly compared to the bank receivership process, where depositors typically regain access to some or all of their funds quickly.209


Priority for Holders

Under standard bankruptcy law prior to enactment of the GENIUS Act, stablecoin holders might have been considered unsecured creditors, which would have placed them behind secured creditors and others in the line of priority for recovering the value of their stablecoins.210 Instead, Section 11 of the GENIUS Act generally establishes that stablecoin holders211 must "have priority, on a ratable basis with the claims of other persons holding such payment stablecoins," over the claims of the issuer and anyone else that holds claims against the issuer "with respect to required payment stablecoin reserves."212 The act adds other provisions that specifically address whether a failed stablecoin issuer had not been in compliance with the GENIUS Act's reserves requirement.213 Section 11(d) stipulates that the amount owed to stablecoin holders that cannot be paid out from an issuer's reserves becomes a claim "against the estate" that has "first priority over any other claim," including expenses and claims laid out in Section 507(a), "to the extent compliance with section 4 of the GENIUS Act would have required additional reserves to be maintained by the permitted payment stablecoin issuer for payment stablecoin holders." The distinction between these two provisions implies that, in cases when a stablecoin issuer is in compliance with GENIUS Act reserve requirements but enters insolvency, stablecoin holders have priority over reserves but do not have priority over the estate (the issuer's assets excluding reserves and other property). When a stablecoin issuer is not in compliance with the act's reserve requirements, the law provides holders priority over the remaining estate to the extent reserves were insufficient. Section 11(e)(3) amends statute to explicitly state that the estate does not include the stablecoin reserves.214

Collectively, these provisions should boost stablecoin holders' confidence in stablecoins maintaining their value, making them more likely to be accepted as a means of payment. However, by reducing the expected recovery of secured creditors in bankruptcy, secured creditors may be somewhat more reluctant to lend to issuers. Similarly, it might dissuade creditors from initiating involuntary proceedings.



Automatic Stay

Once a bankruptcy proceeding triggers an automatic stay, which  prohibits individual creditors from depleting assets outside of the bankruptcy process, Section 11 of the GENIUS Act prevents the issuer from redeeming stablecoins from its reserves. This would reduce run risk (see the text box entitled "Analysis: Addressing Run Risk" above) after an issuer failed by removing the incentive for individual holders to redeem their stablecoins before other holders, thereby depleting reserves.215 If a court finds—based on an issuer's "motion and attestation"—that there are reserves available for distribution "on a ratable basis to similarly situated payment stablecoin holders," the court may lift the stay by entering a final order for the issuer to distribute those reserves on a ratable basis to stablecoin holders.216



Role of Bank Regulators

The GENIUS Act provides a role for the OCC and state stablecoin regulators in insolvencies. Section 11(f) requires that the OCC or state regulator "raise, and shall appear and be heard on, any issue, including the protection of customers," in any bankruptcy cases when the debtor is a stablecoin issuer. Section 11(g) establishes that, according to "otherwise applicable law," the FDIC, NCUA, or a state banking regulator is responsible for resolving insolvencies of depository institutions, as applicable,217 while permitted payment stablecoin issuer subsidiaries of such depository institutions are subject to Title 11 of the U.S. Code. This clarifies that the specific resolution procedures that depository institutions are subject to do not apply to the failure of a stablecoin issuer that is a subsidiary of a bank.

The GENIUS Act also requires that the primary federal payment stablecoin regulators conduct a study of potential insolvency proceedings among stablecoin issuers.218








	Analysis: Questions Raised About Insolvency

Some commentators have suggested that the insolvency section of the GENIUS Act is not quite as clear as it appears. One argument is that while Section 11 of the act requires stablecoin holders to have "priority" in insolvency hearings by amending Title 11, Section 507, of the U.S. Code, the "internal structure" of the code puts secured claims ahead of unsecured claims, such as those of stablecoin holders.219 The argument also suggests that by carving out stablecoin reserves from the definition of estate, "priority"—which is defined as relative to the estate—is moot. Commentators also suggest that by putting stablecoin holders at the front of the line of claimants (in some scenarios), the act risks leaving the issuer's employees and administrators of its bankruptcy case unpaid, reducing the issuer's incentive to file for bankruptcy or to ensure that bankruptcy proceedings go smoothly. Since Section 11 will not be implemented through the rulemaking process, some of these disagreements will be definitively settled only through future court cases.220

Unlike with most other sections of the act, there will not be future rulemakings that elaborate on the bankruptcy provisions. Therefore, absent future legislation, some questions will remain unresolved until case law is established in future bankruptcy filings.











Regulating Banks' Crypto Activities

Banks, their subsidiaries, and their parent holding companies may engage only in activities that regulators have deemed permissible according to banking law. In the past few years, as leadership has changed, bank regulators have altered their views on which crypto-related activities are legally permissible and safe for banks to engage in. From 2020 to 2021, the OCC issued guidance allowing banks to accept deposits from stablecoin issuers221 and participate in stablecoin-related payment activities.222 In 2023, regulators warned of the liquidity risks associated with crypto-related deposits, such as stablecoin reserves, and called for banks to actively monitor those risks.223 Guidance issued under leadership appointed by President Biden required banks to seek supervisory non-objection before undertaking crypto-related activities.224 This guidance was rescinded in 2025.225


Bank Permissible Activities

Section 16 states that nothing in the GENIUS Act shall be construed to limit the ability of banks, trust banks, and credit unions to issue tokenized deposits, use a distributed ledger for bookkeeping and transfers, or provide custodial services for stablecoins. As discussed in the "Who Can Issue a Stablecoin?" section above, banks, trust banks, and credit unions are also permitted to issue stablecoins through subsidiaries under the act. Section 16 affirms that banks are allowed to engage in all of the activities that issuers are allowed to engage in (see the "Limitations on Issuers" section above).



Balance Sheet Treatment

Section 16 of the GENIUS Act also prevents depository regulators and the SEC from requiring banks to recognize all digital assets (not limited to stablecoins) that they are holding in custody on behalf of customers as assets on their balance sheets. Custody assets in general are not recognized on the custody bank's balance sheet, so this requirement is consistent with how non-crypto assets are treated. However, in 2022, the SEC released Staff Accounting Bulletin (SAB) No. 121, which stated that, "as long as [the firm] is responsible for safeguarding the crypto-assets held for its platform users, including maintaining the cryptographic key information necessary to access the crypto-assets, the staff believes that [the firm] should present a liability on its balance sheet to reflect its obligation to safeguard the crypto-assets held for its platform users" and that "it would be appropriate for [the firm] to recognize an asset at the same time that it recognizes the safeguarding liability, measured at initial recognition and each reporting date at the fair value of the crypto-assets held for its platform users."226 SAB 121 applied to publicly listed firms, not banks specifically. SAB 121 had particular regulatory implications for banks, however: When banks recognize assets on the balance sheet, it triggers capital and other regulatory requirements. The SEC issued SAB 122, rescinding SAB 121, on January 30, 2025.227 Nevertheless, this provision of the GENIUS Act prevents any return to SAB 121 or a similar policy initiated by regulators in the future.




Interoperability

Interoperability generally refers to the ability of systems, technologies, and/or their components to work seamlessly with different technologies. Interoperability of technology is essential in payments because it allows firms/retailers to maximize methods of payment and settlement while minimizing the financial and operational costs associated with them. Interoperability is particularly relevant in the stablecoin discussion because adoption of and interoperability between stablecoins and blockchains has been limited, and minimizing friction could spur greater adoption. This is true for integration of stablecoins with traditional payment systems and potential integration between blockchains and stablecoins.

Section 12 of the GENIUS Act addresses interoperability. It requires federal payment stablecoin regulators to consult with the National Institute of Standards and Technology, other standard-setting bodies, and state bank and credit regulators to determine whether they should promote interoperability and compatibility among payment stablecoin issuers and broader digital finance, such as communications protocols and other blockchains.

While there may be benefits to interoperability, Section 12 does not include a description of Congress's intentions or goals, and interoperability could mean different things. Nor does it consider whether there may be unintended consequences. It seems reasonable to assume, however, that one of Congress's intentions is to encourage the integration of stablecoins with traditional payment systems to make payment options seamless from merchant and customer perspectives. The following paragraphs address just a few of the assumptions and issues that regulators might consider when making recommendations to promote interoperability.

Generally, recommendations will need to consider the level of interoperability to be expected between older and newer infrastructures and/or among stablecoin issuers. The potential integration of old and new raises the question of whether stablecoins can be interchangeable with bank reserves that are the form of settlement in traditional models. Also, are stablecoin operators expected to replace existing intermediaries or technologies, or can their addition to the payment system matrix still reflect simpler or cheaper processes?

While stablecoins operated by various companies are issued across multiple blockchains, such as Ethereum and Solana, stablecoins operating on one of those blockchains are not inherently interoperable with the same or a different company's stablecoins on a different blockchain. Bridges, applications that permit transactions across different blockchains, can exhibit price discrepancies and are prone to hacks.228 Similarly, stablecoins can be redeemed only with the company that issues them (e.g., USDT can be redeemed only with Tether, and USDC can be redeemed only with Circle). It is unclear whether interoperability would aim to change this and whether competitors (who vary significantly in market size and other business practices) would be willing to redeem each other's coins.

Interoperability recommendations will also need to satisfy the issue of "gas," a blockchain fee settled in a blockchain's native currency. Currently, on-chain transactions require users to hold both the stablecoin and some quantity of a blockchain's native currency to pay for the fees. The involvement of two cryptocurrencies for any payment arguably complicates retail payments.

In addition, while it is possible for standard-setting bodies to make interoperability recommendations, it is unclear how competing stablecoin issuers would respond to any proposed shared standards. Also, it is even less certain that regulators could influence behavior of public blockchains—as opposed to issuers, which may be required to implement interoperability.229



Federal Reserve Authority

Section 4 of the GENIUS Act specifies that it does not change the Fed's authority in two areas: master accounts and services to the public.230


Master Accounts

Section 4(a)(13) states that the act does not expand or contract legal eligibility to "make deposits with a Federal Reserve bank" or to access Fed services.231 The ability to make deposits refers to firms' eligibility to hold master accounts at the Fed. Master accounts provide banks with direct access to the U.S. wholesale payment system and are potentially desirable to nonbank stablecoin issuers for that reason. The Fed has recently shown openness to granting master accounts to more nontraditional firms, but eligibility is limited by statute.232 Issuers (or their parent companies) with federal or state bank charters—regardless of whether they are IDIs—may be legally eligible for a master account under current law, but the Fed has discretion to grant or deny one.233



Services to the Public

Section 4(i)(1) states that the act does not expand the Fed's authority to provide services directly to the public. Generally, the Fed cannot and does not provide services to the public. This provision may allude to proposals for the Fed to issue central bank digital currencies (CBDCs) for retail use, which has been a controversial topic in the 119th Congress.234 CBDCs could compete directly with private payment stablecoins. Although the Fed has stated that it has no current plans to issue a CBDC, there is debate about whether the Fed currently has the authority to unilaterally do so if it wished or whether it would need to receive new statutory authority. The Fed is an independent agency operating under authority granted by Congress.




Role of Treasury Secretary

As is common in financial regulation, the GENIUS Act sets the basic statutory parameters of regulatory policy and grants regulators authority to subsequently fill in the details through rulemaking, supervision, and enforcement. But the act is somewhat unusual in also granting the Treasury Secretary discretionary authority over several key decisions. Financial regulators operate with varying degrees of independence from the President, unlike the Treasury Secretary. As discussed in the "History of Stablecoins and Future Trends" section above, President Trump has a direct financial interest in a company that issues stablecoins that will presumably be subject to the act. When given discretion, the Treasury Secretary may weigh the Administration's other policy priorities against the act's objectives. As a hypothetical example, instead of basing decisions in the foreign regulatory approval process strictly on comparability of regulatory regimes, the Secretary might weigh the benefits of rewarding the Administration's foreign allies and punishing foreign rivals.

The GENIUS Act assigns the powers covered in this section to the Treasury Secretary or to the SCRC (led by the Secretary). The Secretary's (and SCRC's) authority falls within four main areas, summarized in Table 4—state regulation, illicit finance, foreign issuers, and nonfinancial issuers.


Approving State Regulatory Regimes

The GENIUS Act requires states to have regulatory regimes for state issuers that are substantially similar to the federal regime and requires the SCRC to certify that each state has regulations in place that comply with the requirements in Section 4(a) of the GENIUS Act. The Treasury Secretary is responsible for establishing broad-based principles for determining whether state-level regimes are substantially similar. Thus, whether states will be able to offer laxer regulatory standards and supervision than the federal government or other states in order to attract issuers will depend on the Treasury Secretary and the SCRC.



Approving Foreign Issuers

To prevent illicit finance, the GENIUS Act makes the Treasury Secretary responsible for ensuring that foreign stablecoin issuers are compliant and capable of complying with lawful orders (see the "Illicit Finance" section above). To ensure compliance, the Secretary may issue enforcement actions and ban DASPs from offering coins issued by noncompliant foreign issuers. The Secretary may also grant waivers to allow trading of stablecoins of noncompliant issuers on various grounds. The act also assigns the Secretary responsibility for fostering AML innovation. The act's AML provisions arguably parallel existing AML statute, which assigns many responsibilities and decisions to the Treasury Secretary.235

The Treasury Secretary is also responsible for issuing rules surrounding requirements that domestic issuers are in compliance with the act's registration requirements and that DASPs are selling only stablecoins that are in compliance with those requirements. Stablecoins issued by foreign issuers may be sold in the United States or to U.S. persons only if the Secretary determines that the issuer meets certain criteria. For example, the Secretary must determine that the issuer is subject to foreign regulations in its home country that are comparable to the requirements in the act. To that end, the act also allows the Secretary to create reciprocal agreements on regulatory equivalence with foreign countries.236 Given that foreign regulatory regimes are likely to differ from those in the act in significant ways, this grants the Secretary significant discretion to keep out or let in foreign stablecoins. The Secretary may also issue limited safe harbors on broad grounds to issuers that are not in compliance with the domestic or foreign issuer requirements.



Approving Commercial Issuers

The SCRC is also responsible for determining whether nonfinancial businesses may issue stablecoins. It makes that determination on the basis of inherently subjective criteria, such as whether the issuer poses a material risk to the safety and soundness of the banking system or financial stability.



Table 4. Role of Treasury Secretary and Stablecoin Certification Review Committee (SCRC) as Set Forth in the GENIUS Act






	Section

	Requirement

	Description




	Treasury Secretary




	3(c)

	Safe harbor

	Secretary may issue limited safe harbors from requirement that issuers are registered in unusual and exigent circumstances.




	3(d)

	Prohibition

	Secretary shall issue regulations implementing Section 3 limitations on issuance and prohibitions on offers and sales.




	3(h)(2), 8(d)

	Rules of construction

	The act does not alter Secretary's existing authority to block, restrict, or limit transactions in U.S. stablecoins.




	4(a)(5)(B-C)

	Bank Secrecy Act

	Secretary shall adopt tailored rules to subject issuers to the Bank Secrecy Act; act does not restrict Secretary's existing authority to administer the Bank Secrecy Act.




	4(a)(6)

	Coordination on lawful orders

	Secretary may block or prohibit transactions and shall coordinate with issuers before taking actions.




	4(c)(2)

	Substantially similar state regimes

	Secretary shall issue rules establishing broad-based principles for determining whether state-level regimes are substantially similar.




	4(e)(3)

	Misleading marketing

	Treasury shall fine individuals who misrepresent that stablecoins are insured or guaranteed by the government; federal regulators shall refer violations to the Secretary.




	5(i)(2)

	Anti-money-laundering (AML) certifications

	Secretary may request federal and state regulators provide it with issuer certifications that it is in compliance with AML requirements.




	8(a)(2)

	Noncompliant foreign issuers

	Secretary may designate a foreign issuer as noncompliant if the issuer does not comply with lawful orders or does not have the technological capability to comply with them.




	8(b)(1)

	Noncompliance notification

	If an issuer does not become compliant, Secretary shall issue a notification prohibiting digital asset service providers from facilitating secondary trading of its stablecoins.




	8(b)(3)

	Expiration of prohibition

	Secretary shall lift prohibition when issuer is no longer noncompliant.




	8(b)(4)

	Civil monetary penalties

	Secretary may impose penalties and seek injunctions on digital asset service providers and foreign issuers that violate the prohibition.




	8(c)

	Waivers for noncompliant stablecoins

	On a case-by-case basis, Secretary may issue a waiver or license permitting noncompliant stablecoins to be traded if a prohibition would adversely affect the U.S. financial system, the issuer is taking steps to remedy the failure to comply with the lawful order, a waiver is in the United States' national security interest, or any agency head (including Treasury) issues a waiver for intelligence or law enforcement activities.




	9(a-c)

	AML innovation

	Secretary shall seek public comment and conduct research to identify innovative techniques to detect illicit activity and consider various factors involving illicit activity and digital assets as part of the national strategy for combatting terrorism and illicit financing.




	9(f)

	Rules of construction

	The act does not limit Secretary's existing authority to encourage novel methods to detect illicit activity through exemptions, rules, and no-action letters.




	18(a)

	Foreign issuers

	Foreign payment stablecoin issuer is not required to be registered in United States based on four factors, including that the Secretary has made a comparability determination under Section 18(b) and the issuer is not domiciled in a jurisdiction of primary money-laundering concern.




	18(b)

	Treasury determination for foreign regimes

	Secretary (on recommendation of each member of the SCRC) may determine that a foreign country has a regulatory regime comparable to the requirements in the act; Secretary may subsequently rescind such a determination; Secretary shall issue rules to carry out requirements of this section and make publicly available a list of comparable countries.




	18(c)(3)

	Revocation of registration

	Secretary may revoke a foreign issuer's registration if the issuer presents illicit finance risks.




	18(d)

	Reciprocity agreements

	Secretary may enter into reciprocal or bilateral agreements with other jurisdictions with comparable regulatory regimes.




	SCRC




	4(a)(12)(B)

	Approval of commercial issuers

	A U.S. public company or foreign company that is not predominantly engaged in financial activities may not issue stablecoins unless the SCRC finds that it will not pose certain risks and the company will comply with personal data requirements and tying prohibitions.




	4(c)(4)

	State regime certification

	A state regulatory regime must be certified by the SCRC as meeting the criteria in Section 4(a) in order for state issuers to operate. State regimes must be annually recertified by the SCRC, with limited grounds for denial.







Source: CRS analysis of P.L. 119-27.

Notes: Table does not include reporting and publishing requirements. SCRC decisions are made unanimously unless otherwise noted.
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