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Overview

▶ Key findings:

▶ Stablecoin demand led to purchases of CPs/CDs prior to mid-2021
▶ Demand shift is met with elastic supply curve: More CP issuance, no rate

change (no demand substitution)
▶ Asymmetric response: Impact from stablecoin demand expansion (no impact

from shrinkage)

▶ Main comments:
▶ CP supply elasticity and real-economy impact
▶ Stablecoin backing with other short-term funding instruments
▶ Implications on optimal stablecoin design
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Stablecoin issuers held large amount of CP/CDs
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Demand for stablecoin and underlying backing assets

Downward sloping supply Perfectly elastic supply
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Simple model

Market clearing:
D(rCP) + δdMd = S(rCP)

Comparative statics:
∂S

∂Md
= δd

S ′

S ′ − D′ ∈ [0, δd)

∂rCP
∂Md

= δd
1

S ′ − D′ < 0
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Expected coefficient δd <1
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Empirical results find support for shift along supply curve

Also key finding: no impact on rates ⇒ perfectly elastic supply curve
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Comment 1: Why is CP supply elastic?

What are unsecured wholesale funding (CP/CDs) used for?
▶ Pre-2008: Used for credit provision; large negative wholesale funding shocks

have led to fire sales of assets, significant contractions in credit supply, and
elevated financial distres (e.g. Diamond and Rajan, 2009; Shin, 2009;
Schnabl, 2012; Chernenko and Sunderam, 2014; Ivashina, Scharfstein, and
Stein, 2015).

▶ Post-2008: Used for arbitrage; wholesale funding shock leads to less
arbitrage by foreign banks in short-term funding markets, e.g. IOER-Fed
fund, CIP, etc (Aldasoro, Ehlers, and Eren, 2019; Anderson, Du, and
Schlusche, 2021)
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Comment 1: Why is CP supply elastic?
Large shock to CP/CD market from 2016 MMF reform had no impact on loans

Anderson, Du, and Schlusche, 2021

Liao Discussion: Stablecoins and ST funding markets May 2022 8 / 17



Comment 1: Why is CP supply elastic?
Large shock to CP/CD market from 2016 MMF reform had no impact on loans

Anderson, Du, and Schlusche, 2021
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Comment 2: Are stablecoin demand for short-term funding
instruments stabilizing or destablizing?
Asymmetric response from issuance/redemption
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Recent shift into other short-term funding markets
Circle Reserve Fund (2a7 fund of one) composition as of May 24, 2023

Source: https://www.blackrock.com/cash/en-us/products/329365/circle-reserve-fund
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Opportunity to act as a stabilizing force?
Intermediation spreads in short-term funding markets are volatile

Correa, Du, Liao (2022)
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Comment 3: Implications for digital token money design
What types of assets are optimal for backing?
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Comment 3: Implications for digital token money design
Macroprudential considerations
Demand shifts in stablecoins can be large
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Comment 3: Implications for digital token money design
Typical bank LCR requirements are insufficient to accommodate large demand
shifts for tokenised liabilities

Liao (2022)
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Comment 3: Implications for digital token money design
Macroprudential considerations

▶ Optimal asset backing for digital token money needs to be
▶ Liquid
▶ With elastic supply curve
▶ With little consequences to the real economy as demand shifts along supply

curve

▶ Potential candidates for stablecoin backing:
▶ Loans (Tokenised bank deposits): Inelastic supply, illiquid
▶ T-bills: Deep liquidity, possibly need supply adjustments from the Treasury
▶ Reverse repo: Deep liquidity, collateralized, supply curve locally elastic
▶ Central bank reserves: Ultimate safe asset with elastic supply curve
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Summary

▶ Great paper with important findings that can inform both our understanding
of unsecured short-term funding market and stablecoin design

▶ Broader takeaways:
▶ Supply elasticity of asset backing is important for stablecoin design
▶ Stablecoin reserve can be designed to stabilize rather than destabilize funding

markets
▶ Short-term funding market is complicated, details matter for impact on

real-economy versus financial arbitrage
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