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Stablecoins in a nutshell

# Stablecoins are a programmable cryptocurrency whose value is
pegged to another asset, often the USD

¢ “Tether” and “USD Coin” currently dominate the market

# Stablecoins are the cash equivalent of digital assets, which can
be used for payments, trading on exchanges, and remittances

What are stablecoins?

A stablecoin is a programmable cryptocurrency whose value is pegged to
another asset, most often the USD or other currencies, but there are also other
real world assets, such as commodities (e.g. gold) and other financial assets (e.qg.
US Treasuries). Issuance of a stablecoin can be either centralised or decentralised
in nature, while the supply of a stablecoin can rely on some form of reserves in either
real world assets or cryptocurrencies to sustain the peg, or can be controlled by an
algorithm or formula. Pure algorithmic stablecoins are relatively rare, with hybrid
models (i.e. a mix of algorithms and some form of reserves) more evident.

Algorithmic stablecoins are effectively banned by European regulators and Hong
Kong regulators (given the reserve asset management requirements). In the US, the
GENIUS Act currently in the legislative process proposes a two-year moratorium on
their issuance.

What are the most popular stablecoins?
Two stablecoins, Tether (USDT) and USD Coin (USDC), currently dominate the
market (see the chart below). Both are tied to the USD, with a ratio of 1 to 1.

Stablecoin market capitalisation (USDbn)

USD bn

161

64

=
[
[
[
[ Ty
[ [
o [
1 [
[ [
[ [
o [
[ T

T I T I T I T . T T T T 1

Tether USD Coin  Ethena Dai usbDS USD1 Paxos Tehter EURC
USDe Gold Gold
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Yellow columns are pegged to gold, all others are pegged to the USD, apart from EURC which is pegged to the euro. The Tether and USD Coin columns are not scaled to the
left-hand scale as they would dwarf all other stablecoins.
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Dollar as a stablecoin
Stablecoins offer a bridge between Around 99% of the market cap of
traditional finance and digital stablecoins are pegged to the US

assets and as a vehicle for moving dollar rather than other fiat
capital in the digital asset space currencies or commodities

without the evident volatility of the

crypto market
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But why not just hold and use actual fiat currency (i.e. USD or other currencies), instead
of stablecoins?

For a fiat currency, like the USD, it is clear and accepted by all that a dollar is a dollar. It can
also be in a bank account which pays interest and can be covered by some regulatory
insurance (e.g. Federal Deposit Insurance Corporation (FDIC) insurance in the US, Deposit
Protection Scheme (DPS) in Hong Kong).

Stablecoins, basically the cash equivalent of digital assets, can provide the means to
engage seamlessly in the digital assets space, or ‘on-chain’. They are the reference or
base currency for nearly every crypto asset. They can also be used for transferring money using
blockchain pay rails, rather than traditional banking methods. They operate 24/7 and settle
quickly. Where a traditional SWIFT transfer can take 2-3 business days, a stablecoin transaction
can settle within minutes. They can also generate yield, for example by lending them onwards
through central exchanges, or deploying them into decentralised finance (DeFi) lending
protocols. Stablecoins can be moved between parties without the need for intermediaries, like
banks or traditional financial institutions. Overall, the growing and dominant share of stablecoins
in on-chain transactions reflects their role as the lowest friction transaction vehicle.

What is the mechanism behind a stablecoin?
The mechanism behind a stablecoin could vary. Let’s take a closer look at the most popular
stablecoin, Tether, as an example.

To buy a Tether stablecoin, one has to send US dollars to Tether’s bank account. Tether would
mint the equivalent number of stablecoins, delivering them to the purchaser’s blockchain
address. The process also works in reverse. For example, a holder of USD Coin stablecoins
could redeem them with the issuer, who would then return the US dollars and ‘burn’ the USD
Coin stablecoins.

This mechanism also means that if a stablecoin’s price drops below parity with the US dollar,
then you would redeem your stablecoin at whatever sub-parity price (say 99 cents), and get a
dollar in return. The supply of stablecoins would be consequently lower, pushing the price back
up towards parity with the US dollar.

Clearly, a key requirement for success is that the issuer has sufficient reserves to back up the
stablecoins in issue. It is also a centralised model, with issuance controlled by a single entity (be
it Tether or Circle, for example).
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What are the advantages, disadvantages, and crime-related issues for stablecoins?

The Good. Stablecoins have less volatility than unpegged cryptocurrencies (such as bitcoin).
This makes them more attractive as a means of payment and for remittances. These payments
and remittances may also be faster and cheaper than traditional finance pay rails. Stablecoins
are available to anyone with an internet connection, democratising access to US dollars (and
other pegged assets), which can be an especially attractive prospect in high inflation
economies, or those with stringent capital controls. Stablecoins also offer a low-friction means of
transacting in digital assets, including in DeFi.

The Bad. Stablecoins face credit risk, as the peg relies on there being sufficient quality reserves
to sustain the peg. Transparency failures around reserves, and questions over the quality of
those reserves could cause the peg to be pressured. Stablecoins also face the risk of a ‘run’,
not necessarily triggered by the stablecoin, but by contagion from other events (e.g. a bank
failure where reserves are held). Regulatory credibility for stablecoins remains a work in
progress globally, with different approaches, and sometimes uncertain requirements.
Stablecoins could also undermine monetary policy functioning if the bulk of transactions move
to a non-native digital currency.

The ugly. In 2020, stablecoins accounted for 20% of illicit activity on the web, with bitcoin
accounting for close to 75%. In 2024, this had nearly flipped the other way around. Stablecoins
accounted for 63% of all illicit transactions, whereas bitcoin was closer to 20%, according to
Chainalysis!. Stablecoins have also become the digital vehicle of choice for evading sanctions.

1 The 2025 Crypto Crime Report, Chainalysis, February 2025
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Disclosure appendix

Important disclosures

This document is for information purposes only and it should not be regarded as an offer to sell or as a solicitation of an offer to
buy the securities or other investment products mentioned in it and/or to participate in any trading strategy. Information in this
document is general and should not be construed as personal advice, given it has been prepared without taking account of the
objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on it, consider the
appropriateness of the information, having regard to their objectives, financial situation and needs. If necessary, seek professional
investment and tax advice.

Certain investment products mentioned in this document may not be eligible for sale in some states or countries, and they may
not be suitable for all types of investors. Investors should consult with their HSBC representative regarding the suitability of the
investment products mentioned in this document and take into account their specific investment objectives, financial situation or
particular needs before making a commitment to purchase investment products.

The value of and the income produced by the investment products mentioned in this document may fluctuate, so that an investor
may get back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value
that could equal or exceed the amount invested. Value and income from investment products may be adversely affected by
exchange rates, interest rates, or other factors. Past performance of a particular investment product is not indicative of future
results.

HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments (including derivatives) of
companies covered in HSBC Research on a principal or agency basis.

Whether, or in what time frame, an update of this analysis will be published is not determined in advance.

Additional disclosures
1  This reportis dated as at 21 July 2025.

2 All market data included in this report are dated as at close 18 July 2025, unless a different date and/or a specific time of
day is indicated in the report.

3  HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its
Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of
Research operate and have a management reporting line independent of HSBC's Investment Banking business.
Information Barrier procedures are in place between the Investment Banking, Principal Trading, and Research businesses
to ensure that any confidential and/or price sensitive information is handled in an appropriate manner.

4 You are not permitted to use, for reference, any data in this document for the purpose of (i) determining the interest
payable, or other sums due, under loan agreements or under other financial contracts or instruments, (ii) determining the
price at which a financial instrument may be bought or sold or traded or redeemed, or the value of a financial instrument,
and/or (iii) measuring the performance of a financial instrument or of an investment fund.
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Disclaimer

This document is prepared by The Hongkong and Shanghai Banking Corporation Limited (‘HBAP’), 1 Queen’s Road Central, Hong Kong. HBAP is incorporated in Hong Kong and is part of the HSBC Group.
This document is for general circulation and information purposes only. This document is not prepared with any particular customers or purposes in mind and does not take into account any investment
objectives, financial situation or personal circumstances or needs of any particular customer. HBAP has prepared this document based on publicly available information at the time of preparation from sources
it believes to be reliable but it has not independently verified such information. The contents of this document are subject to change without notice.

HBAP is not responsible for any loss, damage or other consequences of any kind that you may incur or suffer as a result of, arising from or relating to your use of or reliance on this document. HBAP gives no
guarantee, representation or warranty as to the accuracy, timeliness or completeness of this document.

This document is not investment advice or recommendation nor is it intended to sell investments or services or solicit purchases or subscriptions for them. You SHOULD NOT use or rely on this document in
making any investment decision or decision to buy or sell currency. You SHOULD consult your professional advisor in your jurisdiction if you have any questions regarding the contents of this document.

You SHOULD NOT reproduce or further distribute the contents of this document to any person or entity, whether in whole or in part, for any purpose. This document may not be distributed to the US, or any
other jurisdiction where its distribution is unlawful.

Greece

In Greece, this document is distributed by HSBC Continental Europe, Greece to its customers for general reference only.

Jersey, Guernsey and Isle of Man

In Jersey, Guernsey and the Isle of Man, this document is distributed to its customers for general reference only by HSBC Bank plc Jersey branch, HSBC Bank plc Guernsey branch and HSBC Bank plc in the
Isle of Man.

Mainland China

In mainland China, this document is distributed by HSBC Bank (China) Company Limited (‘HBCN”) to its customers for general reference only. This document is not, and is not intended to be, for the purpose
of providing securities and futures investment advisory services or financial information services, or promoting or selling any wealth management product. This document provides all content and information
solely on an "as-is/as-available" basis. You SHOULD consult your own professional adviser if you have any questions regarding this document.

Hong Kong

In Hong Kong, this document is distributed by HBAP to its customers for general reference only. HBAP is not responsible for any loss, damage or other consequences of any kind that you may incur or suffer
as a result of, arising from or relating to your use or reliance of this document. HBAP gives no guarantee, representation or warranty as to the accuracy, timeliness or completeness of this document.

Malaysia

In Malaysia, this document has been prepared by HBAP is issued and distributed by HSBC Bank Malaysia Berhad (127776-V) / HSBC Amanah Malaysia Berhad (807705-X) (the "Bank"). The Bank is not
responsible for any loss, damage or other consequences of any kind that you may incur or suffer as a result, of arising from or relating to your use of or reliance on this document.

Singapore

In Singapore, this document is distributed by HSBC Bank (Singapore) Limited (‘HBSP”) pursuant to Regulation 32C of the Financial Advisers Regulations, to its customers for general reference only. HBSP
accepts legal responsibility for the contents of this document, and may be contacted in respect of any matters arising from, or in connection with, this document. Please refer to HBSP's website at
www.hsbc.com.sg for its contact details.

Taiwan

In Taiwan, this document is distributed by HSBC Bank (Taiwan) Limited, [13F/14F No 333, section 1 Keelong Rd, Taipei] to its customers for general reference only. HSBC Bank (Taiwan) Limited is not
responsible for any loss, damage or other consequences of any kind that you may incur or suffer as a result of, arising from or relating to your use or reliance of this document. Clients of HSBC Bank (Taiwan)
Limited should contact their relationship manager in respect of any matters arising from or in connection with this document.

United Arab Emirates

In the UAE, this document is distributed by HSBC Bank Middle East Limited (‘HBME”) U.A.E Branch, P.O.Box 66, Dubai, U.A.E, which is regulated by the Central Bank of the U.A.E and lead regulated by the
Dubai Financial Services Authority. In respect of certain financial services and activities offered by HBME, it is regulated by the Securities and Commodities Authority in the UAE under license number 602004.
HBME is not responsible for any loss, damage or other consequences of any kind that you may incur or suffer as a result of, arising from or relating to your use of or reliance on this document.

India

In India, this document is distributed for general reference by The Hongkong and Shanghai Banking Corporation Limited, India (HSBC India), having its India corporate office at 52/60, Mahatma Gandhi Road,
Fort, Mumbai 400 001. HSBC India is not responsible for any loss, damage or other consequences of any kind that you may incur or suffer as a result of, arising from or relating to your use of or reliance on this
document. HSBC India gives no guarantee, representation or warranty as to the accuracy, timeliness or completeness of this document and clients should contact their relationship manager in respect of any
clarifications arising from or in connection with this document.

HSBC India is a branch of The Hongkong and Shanghai Banking Corporation Limited. Incorporated in Hong Kong SAR with limited liability. HSBC India is an AMFI-registered Mutual Fund Distributor of select
mutual funds and a referrer of other 3rd party investment products. HSBC India does not distribute or refer investment products to those persons who are either the citizens or residents of United States of
America (USA), Canada or any other jurisdiction where such distribution or referral would be contrary to law or regulation.

HSBC India will receive commission from HSBC Asset Management (India) Private Limited, in its capacity as a AMFI registered mutual fund distributor of HSBC Mutual Fund. The Sponsor of HSBC Mutual
Fund is HSBC Securities and Capital Markets (India) Private Limited (HSCI), a member of the HSBC Group. Please note that HSBC India and the Sponsor being part of the HSBC Group, may give rise to real,
perceived, or potential conflicts of interest. HSBC India has a policy in place to identify, prevent and manage such conflict of interest

For more information related to investments in the securities market, please visit the SEBI Investor Website: https://investor.sebi.gov.in/ and the SEBI SaaZthi Mobile App. Mutual Fund investments are subject
to market risks, read all scheme related documents carefully. Issued by The Hongkong and Shanghai Banking Corporation Limited, India. Incorporated in Hong Kong SAR with limited liability. HSBC Bank ARN
- 0022 with validity from 19-Feb-2024 to 18-Feb-2027. Date of initial registration: 19-Feb-2002.

United Kingdom

In the United Kingdom, this document is distributed by HSBC UK Bank Plc (‘HSBC”), 1 Centenary Square, Birmingham BI IHQ United Kingdom which is owned by HSBC Holdings pic. HSBC is incorporated
under the laws of England and Wales with company registration number 9928412 and is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential
Regulation Authority. Our firm reference number is 765112. HSBC gives no guarantee, representation or warranty as to the accuracy, timeliness or completeness of this video or the information contained
within it.

Australia

This document is distributed by HSBC Bank Australia Limited ABN 48 006 434 162, AFSL/ACL 232595 (HBAU). HBAP has a Sydney Branch ARBN 117 925 970 AFSL 301737.The statements contained in
this document are general in nature and do not constitute investment research or a recommendation, or a statement of opinion (financial product advice) to buy or sell investments. This document has not taken
into account your personal objectives, financial situation and needs. Because of that, before acting on the document you should consider its appropriateness to you, with regard to your objectives, financial
situation, and needs.

Miscellaneous

Notwithstanding this document is not investment advice, please be aware of the following for the sake of completeness. Past performance is not an indication of future performance. The value of any investment
orincome may go down as well as up and you may not get back the full amount invested. When an investment is denominated in a currency other than the local currency of an investor, changes in the exchange
rates may have an adverse effect on the value, price or income of that investment. Where there is no recognised market for an investment, it may be difficult for an investor to sell the investment or to obtain
reliable information about its value or the extent of the risk associated with it.

This document contains forward-looking statements which are, by their nature, subject to significant risks and uncertainties. Such statements are projections, do not represent any one investment and are used
for illustration purpose only. Customers are reminded that there can be no assurance that economic conditions described herein will remain in the future. Actual results may differ materially from the
forecasts/estimates. No assurance is given that those expectations reflected in those forward-looking statements will prove to have been correct or come to fruition, and you are cautioned not to place undue
reliance on such statements. No obligation is undertaken to publicly update or revise any forward-looking statements contained in this document or any other related document whether as a result of new
information, future events or otherwise.

The Hongkong and Shanghai Banking Corporation Limited, its affiliates and associates and their respective officers and/or employees, may have interests in any products referred to in this document by acting
in various roles including as distributor, holder of principal positions, adviser or lender. The Hongkong and Shanghai Banking Corporation Limited, its affiliates and associates, and their respective officers and
employees, may receive fees, brokerage or commissions for acting in those capacities. In addition, The Hongkong and Shanghai Banking Corporation Limited, its affiliates and associates, and their respective
officers and/or employees, may buy or sell products as principal or agent and may effect transactions which are not consistent with the information set out in this document.

© Copyright 2025. The Hongkong and Shanghai Banking Corporation Limited, ALL RIGHTS RESERVED. No part of this document may be reproduced, stored in a retrieval system, or transmitted, on any form
or by any means, electronic, mechanical, photocopying, recording or otherwise, without the prior written permission of The Hongkong and Shanghai Banking Corporation Limited.
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