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Abstract

Recent US stablecoin legislation has introduced a significant shift in American monetary federalism by permitting
state-issued stablecoins under a federal exemption regime. This article examines whether state-level experimentation
in digital currencies enhances financial innovation or risks reintroducing the monetary fragmentation that characterized
the pre—Civil War banking system. Focusing on Wyoming’s state stablecoin initiative and North Dakota’s institutionally
oriented Roughrider coin, the analysis highlights how divergent technological architectures, governance models,
and regulatory frameworks reflect competing policy objectives within the same federal system. Drawing historical
parallels with the Free Banking Era and the National Banking Acts of the nineteenth century, the paper argues that
the absence of mandatory interoperability standards and uniform federal oversight may undermine the efficiency gains
promised by digital payment technologies. From a law-and-economics perspective, the article evaluates the trade-offs
between regulatory competition, market discipline, and systemic risk, emphasizing the potential for regulatory arbitrage
and liquidity fragmentation. While state experimentation may function as a laboratory for innovation, the paper
concludes that sustained coexistence of heterogeneous state stablecoins without coordination mechanisms is likely to
generate inefficiencies and financial stability concerns, ultimately reviving pressures for federal harmonization of the
US digital monetary system.
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1 State Stablecoins and the Re-emergence of Monetary Federalism

The rapid growth of digital assets has reopened foundational questions about the allocation of monetary authority within
federal systems. In the United States, this debate has recently intensified with the emergence of state-issued stablecoins
operating under statutory exemptions from federal oversight. While stablecoins have largely been analyzed as privately
issued instruments situated at the periphery of financial regulation, the entry of US states as issuers of dollar-
denominated digital tokens represents a qualitatively different development. This development is closely linked to recent
federal legislative initiatives, most notably the GENIUS Act, which preserves a regulatory space for state-level
experimentation with digital payment instruments.

Proponents argue that such decentralization promotes innovation, regulatory competition, and financial inclusion.
Critics, however, warn that allowing states to issue or sponsor stablecoins risks fragmenting the monetary system,
undermining uniformity in payments, and generating new channels of systemic risk. These concerns raise a central
research question: does state-level stablecoin issuance revive historical coordination failures associated with
decentralized monetary regimes, or can digital technology reconcile state experimentation with national monetary
stability?

This article addresses that question through a law and economics analysis of contemporary state stablecoin initiatives,
focusing in particular on Wyoming’s FRNT token and North Dakota’s proposed Roughrider coin. These two projects
exemplify sharply divergent institutional designs. Wyoming has embraced a retail-oriented stablecoin operating on
public blockchains, emphasizing openness, transparency, and global accessibility. North Dakota, by contrast, has opted
for a wholesale, institutionally focused token issued on a proprietary platform and designed primarily for interbank
settlement. These contrasting models illustrate how states are not merely experimenting with technology, but are
making fundamentally different choices about governance, risk allocation, and the role of public authority in digital
money.

To assess the broader implications of these initiatives, the article situates contemporary state stablecoin
experimentation within the historical context of US monetary federalism. Drawing parallels with the Free Banking Era of
the nineteenth century, it highlights how decentralized issuance of money, despite fostering innovation, historically
produced fragmentation, transaction costs, and recurrent financial instability. The National Banking Acts of the Civil
War era ultimately imposed federal uniformity to resolve these coordination failures. This historical experience
provides a useful analytical lens for evaluating whether today’s digital stablecoins mitigate or amplify similar dynamics.

The analysis further emphasizes the critical, albeit indirect, role of federal institutions. Even where Congress has
formally exempted state-issued stablecoins from certain federal requirements, agencies such as the Federal Reserve, the
FDIC, and the Office of the Comptroller of the Currency retain substantial influence through their control over
banking access, payment infrastructure, and systemic risk oversight. As a result, state stablecoins operate within a
constrained institutional environment in which federal authorities function as de facto coordinators of last resort.
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The emergence of state-issued stablecoins in the US therefore represents a qualitatively different development in
the allocation of monetary authority. This shift is not just a domestic American concern, but it also has significant
spillover effects that challenge the strategic autonomy of other supranational systems, such as the Eurozone.
European policymakers regard the growth of US dollar-denominated stablecoins as a possible strengthening of the
dollar's dominance in digital payments. Consequently, the digital euro project has transitioned, with acceleration
in recent months, from theoretical exploration to a primary necessary monetary countermeasure intended to
preserve the euro's role as a monetary anchor in the global landscape. This article situates contemporary state-
level experimentation within this broader global competition, arguing that the US "laboratory of the states" and
the EU's "monetary sovereignty" approach represent two ends of a spectrum in the quest for digital financial
stability.

2 The Legal Architecture of State-Issued Stablecoins in the United States

The trajectory of US digital currency policy from 2021 to 2024 has been uneven and marked by sharp shifts. The
confluence of rapid growth in digital asset markets (Then & Hill & Anderson, 2025), partisan disputes (Schonberger,
2023), and substantial fraud-related losses (ICBA, 2024) has given rise to heightened concerns regarding financial
stability in traditional markets (Wells, 2024) and illicit activity within the crypto sector! (Wilmarth, 2025). In 2022, the
US expressed support for both cryptocurrencies and the development of CBDCs (FED, 2022) concurrently (Tran &
Matthews, 2025). However, by 2023, policy emphasis had shifted towards a regulation-by-enforcement strategy?
(Cornerstone Research, 2023), led largely by the Securities and Exchange Commission (hereinafter, “SEC”) (Lom &
Oropeza, 2024). This approach was met with controversy and was repeatedly invalidated by the courts® (Kemnitz et Al.,
2025). In recent years, the Fed has increased its focus on stablecoins, reflecting their growing importance in US
financial markets. Prior to the introduction of the GENIUS Act, Chair Jerome Powell indicated his support for the
introduction of congressional action, thereby underscoring stablecoins as both a potential innovation and a risk to
financial stability. In 2024, Congress assumed a more active role. Several bills were introduced that addressed digital
assets and stablecoins (Cieplak et Al., 2024). Stablecoins are digital assets designed to maintain a stable value relative to
a reference asset, typically a sovereign currency, such as the US dollar (FED, 2024). While the House of Representatives
successfully passed legislation covering stablecoins, the measure encountered a standstill in the Senate, reflecting
ongoing political gridlock over how best to regulate the sector.

The United States Generating Essential National Infrastructure Using Stablecoins Act of 2025 (hereinafter, “GENIUS
Act”) signifies a pivotal moment in the evolution of US digital finance policy®. For the first time, a regulatory
framework has been established that permits federally regulated banks® to issue fiat-backed stablecoins® under
prudential supervision. Moreover, stablecoin issuers are required to maintain reserves at a minimum 1:1 ratio against
all issued tokens and to comply with the Bank Secrecy Act’” which mandates robust AML and CFT measures while
strengthening consumer protection. Proponents of the Act posit that it will accelerate institutional adoption (Anus et
Al., 2025), strengthen the international role of the US dollar® and firmly bring stablecoin activity within the
perimeter of bank oversight.

Fed Governor Christopher Waller has been particularly vocal in his assertions, characterising payments as
undergoing a technology-driven revolution. In speeches delivered throughout 2025, he emphasised stablecoins as a
private-sector innovation that has now expanded beyond its original use in crypto trading. The attributes of these
currencies, namely their 24/7 transferability, stability, and accessibility, have rendered them appealing as
alternatives to the US dollar, particularly in countries with restricted banking access or high inflation® (Makridis, 2025;
Goko, 2026). Waller’s position on the matter is that stablecoins have the potential to enhance the international role
of the dollar, facilitate cross-border payments, and reduce remittance costs. While acknowledging the concerns that
stablecoins might undermine trust in money, he contends that regulatory frameworks such as the GENIUS Act, which
mandate one-to-one backing with safe and liquid assets, mitigate these risks. In his words, stablecoins represent a mere

! Empirical evidence demonstrates that stablecoins are not inherently stable. Over 20 stablecoins collapsed between 2016 and 2022, and
even major ones repeatedly lost their peg to the USD or other reference values between 2019 and 2023.

2The SEC brought a record-high 46 cryptocurrency-related enforcement actions in 2023.

3 AJuly 2023 ruling held that programmatic XRP sales on exchanges were not investment contract securities, curbing the SEC’'s Howey theory
for secondary markets, though institutional sales were securities; the impact was underscored in March 2025 when the SEC dismissed its
Ripple case entirely.

4 A bill introduced in the Senate on 4 February 2025 passed with bipartisan support, clearing the Senate on 17 June (68—30) and the House
on 17 July (308-122).

> Stablecoin issuance is limited to insured depository institutions, including banks, credit unions, bank subsidiaries, and approved nonbank
financial institutions able to comply with applicable law.

6 Fiat-backed stablecoins such as USDT and USDC comprise the largest segment of the stablecoin market and are backed by reserves of
short-term fiat assets, including Treasury bills, commercial paper, repos, and bank deposits.

7 The Currency and Foreign Transactions Reporting Act of 1970 and related amendments, collectively known as the Bank Secrecy Act,
authorize the US Treasury to impose reporting and recordkeeping requirements on financial institutions to combat money laundering and
related crimes, including cash transaction reporting over $10,000 and suspicious activity filings.

8 Projections suggest the GENIUS framework could achieve 50% stablecoin adoption in six years.

9 Africa's biggest economies Nigeria and South Africa have seen the strongest growth in demand for stablecoins.
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alternative for consumers and businesses, provided they remain secure and inexpensive (Waller, 2025). Critics have
countered this by suggesting that S. 1582 (the Genius Act) may potentially compromise financial stability (Venkatesh,
2025) even though it restricts the issuance of stablecoins to regulated entities. As noted by several commentators
(Warren, 2025), the bill would allow nonbank institutions'® to offer uninsured stablecoins to the public without the
protections of federal deposit insurance®! or equivalent prudential safeguards (Wilmarth, 2025). This framework could
undermine the traditional deposit base'?, heighten liquidity risks (Wilmarth, 2025), and increase the likelihood of digital
bank runs (Basil, 2025), while also enabling big tech firms and commercial enterprises to enter the banking domain, thus
eroding the long-standing US*3.

In his July 2025 semi-annual testimony before Congress, Powell observed a notable shift in attitude among banking
institutions and financial entities, characterising this transformation as a significant development in the integration of
cryptocurrency within the domain of mainstream finance. In July, Federal Open Market Committee participants
underscored that the GENIUS Act could accelerate stablecoin adoption, enhance payment efficiency, and increase
demand for Treasury securities, while cautioning that it may also pose risks to the banking system and the transmission
of monetary policy. The Trump administration has reinforced this legislative shift with an executive order that charts
a pro-blockchain, anti-CBDC path and delineates stablecoins as instruments that contribute to the dollar’s preeminence*
(Azzimonti & Quadrini, 2025). The formation of policy in relation to digital assets has been elevated to the level of the
White House through the President’s Working Group on Digital Asset Markets, while Congress and regulators have
launched parallel initiatives®®. The Senate Banking Committee has identified the enactment of legislation pertaining to
stablecoin. Meanwhile, the House Financial Services Committee has committed to the establishment of a framework that
aims to balance the promotion of innovation with the safeguarding of investor interests. At the regulatory level, the
Commodity Futures Trading Commission (hereinafter, “CFTC”) has expanded reliance on DLT for collateral
management, while the SEC has established a crypto task force. The Federal Reserve’s regional banks have also
provided their perspective on the matter. Although the current issuance of stablecoins remains negligible, projections
indicate the potential for rapid growth, which could result in a shift of funds from bank deposits to stablecoins. Such
a redistribution would raise Treasury demand, as issuers are legally required to hold Treasuries and other safe assets,
but could also constrain banks’ lending capacity. Unlike deposits, partly backed by loans that support the real
economy, stablecoin reserves are unavailable for direct lending. A significant shift in this balance could therefore pose
broader questions for credit supply and financial intermediation in the US (Jacewitz, 2025).

The GENIUS Act signifies the inaugural significant US legislation concerning stablecoins, whereas Europe’s MiCA
establishes a more extensive regulatory framework for crypto assets. Despite the common objective of balancing
innovation and stability, these two legislative approaches exhibit notable distinctions in their design. The GENIUS Act is
a narrowly tailored legislation focused on payment stablecoins issued by federally approved entities and backed one-
to-one by safe assets!®, treating them almost like bank deposits. In the context of the GENIUS Act other forms of
stablecoins are not subject to the same regulatory framework as payment stablecoins, a digital asset issued on a public
blockchain” with the purpose of facilitating payment and settlement. However, in the final part of the legislative text,
the GENIUS Act expressly mandates a study on non payment stablecoins (including endogenously collateralized
payment stablecoins) to be conducted within 365 days from its entry into force. Consequently, the legislation does not
automatically extend to other categories of stablecoins, despite the legislator’s acknowledgement of their existence. At
present, such stablecoins are not prohibited, but they operate within a regulatory environment that has not yet been
defined at the federal level under the GENIUS Act. MiCA, by contrast, provides a comprehensive regulatory framework
for digital assets not previously addressed by financial legislation.

These differences are of strategic significance. The US model provides legal certainty for dollar-backed stablecoins,
thereby reinforcing US monetary influence whilst concentrating benefits among large, well-capitalised institutions (Borg

10 A nonbank financial institution lacks a full banking licence and cannot accept public deposits but provides financial services such as
investment management, brokerage, money transmission, and credit.

11 A federally insured lender is a financial institution covered by federal deposit insurance, under which the US government protects
customer deposits up to the insured limit in the event of failure.

12 Banking associations have warned that, despite the GENIUS Act’s ban on stablecoin issuers and banks paying interest, crypto exchanges
may be able to indirectly offer yield on third-party stablecoins, creating a regulatory loophole. They argue this asymmetry could distort
competition and accelerate deposit flight from banks; a US Treasury report (April 2025) estimated yield-bearing stablecoins could drain up
to $6.6 trillion in bank deposits.

13 Prominent policymakers and scholars have criticised the GENIUS and STABLE Acts, warning that they could enable Big Tech firms to issue
stablecoins and expand their control over the payments system.

14 Empirical evidence indicates that, over the long run, the reserve demand effect dominates the substitution effect, lowering US interest
rates while increasing foreign borrowing.

15> Congress has launched investigations and hearings into “Choke Point 2.0,” alleged regulatory measures restricting crypto firms’ access to
banking and liquidity.

16 The GENIUS Act requires US payment stablecoins to be fully backed by reserves held in safe assets, such as US dollars and Treasuries, to
prevent risk-taking, reuse, or leverage.

17 A public (permissionless) blockchain is a decentralized, open-access ledger not controlled by any single entity, where transactions are
validated by consensus and recorded immutably, enabling transparency, P2P interaction, and censorship resistance.
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& Scerri & Camilleri, 2025). While both frameworks enhance regulatory maturity in the sector!®, they embody distinct
philosophies: the GENIUS Act favours a narrow, dollar-centric approach, while MiCA builds a wide transnational
framework®®. Ultimately, this divergence reflects deeper institutional differences between the two monetary systems.
The US has a regulatory framework that allows for significant competition between federal and state authorities. In
contrast, the euro area operates under a supranational monetary authority, which limits the scope for experimentation
at the subnational level. Consequently, digital currencies are being integrated into these systems via governance logics
that are fundamentally different.

3 The IPO Surge of Stablecoin-Related Firms Following Regulatory Reform

The recent regulatory shift in the US has created a new environment for stablecoin issuers to access public equity
markets through initial public offerings (hereinafter, “IPOs”). This pro stablecoin development in Washington has
resulted in a significant increase in listings, acquisitions, and new product launches. On 5 June 2025, Circle, the world’s
second-largest stablecoin issuer, made an official public debut on the New York Stock Exchange?®. Later that month, the
company formally submitted a bank charter application to the Office of the Comptroller of the Currency to establish the
First National Digital Currency Bank, seeking to capitalize on the resurgence of interest in digital currencies that has
been precipitated by the administration’s pro-blockchain shift and the enactment of landmark stablecoin legislation.

Furthermore, Ripple has sought to consolidate its position by announcing a $200 million acquisition of Rail, a stablecoin
infrastructure provider. In parallel, Ripple has raised approximately $500 million from investors valuing the company at
around $40 billion. This fundraising round highlights the increasing interest of traditional financial institutions in
stablecoin-focused enterprises, which are now widely perceived as an emerging pillar of the global payments ecosystem.
Bullish, a global digital asset platform that offers institutional trading infrastructure and information services, has
announced that it has secured $1.15 billion in stablecoin proceeds from its recent IPO. This development signifies
a landmark occasion in the realm of stablecoin utilisation for funding purposes in a US IPO, thereby underscoring
the growing integration of digital assets within mainstream capital markets. The stablecoin issuer, Figure Technologies,
has also attracted the attention of investors, resulting in an increase in the size and price range of its impending
IPO. This development follows a surge in demand from retail investors, which has led to a notable rise in crypto-related
equities.

Further evidence of this trend can be found in the public market debut of Gemini Space Station, a global cryptocurrency
platform, which was listed on the Nasdaq Global Select Market on 12 September. Gemini concluded its inaugural
trading session with a 14% increase in share price, reaching $32 per share following its IPO price of $28 per share,
above the proposed initial range of $22-26. The offering, conducted entirely through a capital increase, involved
approximately 15.2 million ordinary shares, raising a total of $425 million and implying an initial market capitalisation of
$3.3 billion, which increased to approximately $3.5 billion by the close of trading. A noteworthy development occurred
in August of the year preceding the initial public offering. In this period, Gemini formally announced that it had
successfully acquired authorisation from the Malta Financial Services Authority (MFSA), as stipulated under the
MiCA Regulation of the European Union. This regulatory approval was pivotal in granting Gemini the authority to operate
its activities within the jurisdiction of all 27 EU Member States. Within this evolving regulatory landscape, Tether, the
operator of the world’s most traded cryptocurrency, announced plans to launch a fully regulated US dollar-backed
stablecoin for the domestic market by the end of 2025. The company, which has already achieved significant profitability
on an international level, is seeking to leverage the recently introduced US regulatory framework to facilitate its
expansion into the world’s largest capital market.

The trend of public listings has persisted into 2026. On 13 January 2026, BitGo Holdings, a preeminent entity in the
domain of cryptocurrency custody, formally initiated its IPO through a submission to the US SEC. As stated in the Form
S-1, the offering consists of 11 million Class A ordinary shares issued by the company, in addition to 821.595 shares
offered by existing shareholders. It is anticipated that the price per share will fall within the range of $15 to $17. This
would result in an approximate total capital raise of $201 million, with the number of shares offered estimated at 11.8
million. In the initial phase of the company’s incorporation, BitGo filed confidentially in September 2025, thereby
indicating its intention to list on the New York Stock Exchange under the ticker symbol "BTGO”. The company, which has
accumulated over $90 billion in assets under custody since its launch in 2013, is reportedly targeting a valuation of up
to $1.96 billion through the offering.

In recent months, major financial institutions, including leading banks in both the US and Europe, have begun exploring
the potential applications of stablecoins. A consortium of European banks has announced plans to introduce a euro-
denominated stablecoin in the second half of 2026 (Leask, 2025). This suggests that the development of stablecoin

18 Both laws reflect a maturing approach to crypto regulation, balancing innovation and investor protection: the GENIUS Act offers legal
certainty for dollar-backed stablecoins and may reinforce the USD’s digital role but favors well-capitalized firms, while MiCA adopts a
broader, conduct-based framework for all crypto-assets.

19 The GENIUS Act bars unauthorized payment stablecoin issuance in the US, requiring foreign issuers to obtain a US license or partner with
an approved entity, while MiCA similarly requires non-EU issuers to establish an EU presence and comply with EU rules.

20 The US group raised $1.1 bn in a NYSE IPO priced at $31 after upsizing on strong demand; Circle became one of the year’s largest US
listings, signaling an IPO market rebound after Trump’s April tariff shock, with shares jumping 168%.
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innovations is no longer confined to the US and is increasingly influencing the strategic responses of European financial
institutions. The emergence of privately issued euro-denominated stablecoins may also intensify policy discussions
within the euro area regarding the role of public digital money, potentially accelerating institutional momentum behind
the digital euro project.

4 Divergent State Models: Wyoming’s FRNT and North Dakota’s Roughrider Coin

On 29 August 2025, Wyoming made history as the first US state to issue its own stablecoin, the Frontier token
(hereinafter, “FRNT”), thus marking a groundbreaking moment in the realm of state-level cryptocurrency adoption. This
development stems from the Wyoming Stable Token Act, enacted on 17 March 2023, which authorised the creation of
a commission to issue and manage a US dollar-redeemable virtual currency fully collateralised by US Treasury bills
held in a dedicated trust account. The objective of the FRNT initiative is to establish a pioneering role for the state
of Wyoming within the domain of public sector innovation in digital finance, thereby consolidating its established
position as a leader in the field of blockchain regulation?! (Apollo, 2024). FRNT exhibits the core economic attributes of
a permissionless digital asset, namely that it may be transferred to any lawful person with an internet connection
worldwide at negligible transaction costs on a continuous 24/7/365 basis, with near-instant settlement. Transactions are
conducted on a peer-to-peer basis, eschewing the involvement of intermediaries. These transactions are meticulously
recorded on an immutable ledger, a system that ensures immediate auditability and verifiability.

FRNT has been developed with the intention of differentiating itself from private stablecoins through the
implementation of transparency and oversight mechanisms. The commission mandates quarterly audits by independent
accounting firms and enforces a 102% reserve requirement?? (Krause, 2025). The token is also intended to streamline
payments in commodity markets and will be accepted for tax payments and licence fees within the state. The multi-chain
architecture will initially support several blockchains, with the objective of achieving broad interoperability (Wright,
2025).

The GENIUS Act of 2025 establishes a regulatory framework that has the potential to implicitly support the rollout
of FRNT (Krause, 2025). Specifically, the Act introduces a dual-track framework that allows smaller issuers (those
with less than $10 billion in consolidated outstanding issuance) to operate under a certified state-level regulatory
regime, provided that it is deemed substantially similar to the federal framework. This certification, overseen by the new
Stablecoin Certification Review Committee effectively legitimizes state initiatives such as Wyoming’s by enabling
coordination with federal oversight rather than outright preemption (Daniel et Al., 2025).

Other states, such as Nebraska, which established LB64987 (the Financial Innovation Act) in 2021 to authorize Digital
Asset Depository Institutions??, are already positioning themselves to leverage this alignment to issue their own
stablecoins (Schutz, 2025). However, it is important to note that the demographic and economic profile of certain
states, such as Wyoming, does present certain limitations?* (Krause, 2025). Absent any significant advantages in terms
of cost, speed, or utility, there is a risk that FRNT may be perceived as a regulatory pilot project rather than a financial
instrument that has gained widespread adoption. Of greater concern is the potential for the initiative to accelerate
regulatory fragmentation. Should other states pursue analogous projects under differing regulations, businesses may
encounter heightened compliance obligations, the possibility of federal preemption disputes, and a patchwork of non-
uniform digital asset standards.

In October 2025, the Bank of North Dakota, announced a partnership with Fiserv to launch the "Roughrider Coin”, North
Dakota’s first US dollar-backed stablecoin, scheduled for release in 2026%°. The Roughrider Coin has been designed
primarily as a wholesale instrument for bank-to-bank settlement. It will be available to community banks?® and credit
unions?’ within the state. The intention is that it will enhance payment efficiency, accelerate settlement times, and
support broader merchant adoption of stablecoin-based transactions. In contradistinction to permissionless
cryptoassets, the Roughrider Coin is to be operated on Fiserv’s proprietary digital asset platform as opposed to on a

21 Several US states have pursued stablecoin initiatives: Wyoming has led in digital asset regulation; Texas has promoted a gold-backed
model; New York issued guidance on dollar-backed stablecoins (July 2022); and California enacted the Digital Financial Assets Law, effective
July 2025.

22 Wyoming's initiative requires reserves of cash and short-term US Treasuries held at FDIC-insured institutions, exceeding typical private
stablecoin standards, with reserve interest directed to the state’s School Foundation Fund and projected to generate $10-20 million annually
for education.

23 The Nebraska Financial Innovation Act creates two paths for a Digital Asset Depository: a new Nebraska Digital Asset Depository Institution
charter or authorization for an existing state-chartered institution to operate a Digital Asset Depository Department.

24 Because of Wyoming’s small population, even universal in-state adoption would represent only a marginal share of the stablecoin market,
a constraint reinforced by the fact that only 17% of local businesses accept crypto payments.

25 The Bank of North Dakota has announced its plan to launch the state's first stablecoin next September.

26 Community banks are institutions with assets under $10 billion that follow a relationship-banking model, serving local businesses and
consumers with loans funded by local deposits and income driven mainly by net interest. Typically locally owned and managed, they support
small businesses, agriculture, and local development, and have historically provided relatively stable credit during economic stress.

27 A federal credit union is a member-owned, not-for-profit cooperative chartered under the Federal Credit Union Act to provide affordable
financial services to members linked by a common bond. Funded by member share deposits and governed on a one-member, one-vote basis
with an elected volunteer board.
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public blockchain. This positioning of North Dakota as a testing ground for tokenized deposits within a regulated, closed
financial ecosystem is, once again, indicative of a significant move towards the integration of blockchain technology into
the financial sector.

5 Historical Analogies: From the Free Banking Era to Digital State Currencies

The state exemption embedded in the GENIUS Act gives rise to fundamental questions regarding the future of American
monetary federalism. It is a well-documented fact that legal and economic scholarships have long emphasised the
historically significant efficiency costs imposed by monetary fragmentation. These costs have frequently necessitated
federal intervention in order to restore uniformity.

Contemporary state-level experimentation with stablecoins evokes notable parallels with earlier periods of monetary
issuance, particularly the Free Banking Era (1837-1864)%%, which followed the expiration of the Second Bank of the
United States’ federal charter. The War of 1812% exposed significant structural weaknesses in the US financial system.
The disruption of trade engendered by British blockades resulted in a significant diminution of tariff revenues,
consequently engendering considerable indebtedness on the part of the federal government® and the absence of a
national bank consequent to the expiration of the charter of the First Bank in 18113, In the absence of a central
institution, state-chartered banks suspended specie payments and issued heterogeneous banknotes, contributing to
monetary instability. In response to this crisis, Congress established the Second Bank of the United States in 1816
with the aim of restoring fiscal and monetary order. The Second Bank functioned in a dual capacity as both a fiscal
agent for the federal government and a commercial bank. In this capacity, the Second Bank played a coordinating
role by disciplining state bank note issuance through specie redemption and by facilitating nationwide payments
through an extensive branch network. Despite its absence of contemporary monetary policy instruments, its magnitude
enabled it to exert influence over credit conditions and to promote a more uniform currency. Nevertheless, the Bank’s
role in stabilising the financial system has been accompanied by significant political controversy. The concentration of
financial power, coupled with the perception of insulation from democratic control, served as a catalyst for opposition,
which was grounded in states’ rights and anti-elite sentiment. This culminated in President Andrew Jackson’s veto of its
recharter and the subsequent removal of federal deposits. The closure of the Bank in 1836 signalled a return to monetary
decentralisation, which was subsequently followed by recurrent financial crises that ultimately led to renewed federal
intervention, as evidenced by the establishment of the Federal Reserve in 1913.

This episode demonstrates a recurring dynamic in American monetary federalism: decentralised financial arrangements
persist until the economic costs of fragmentation outweigh resistance to centralisation. Furthermore, during the period
known as the Free Banking Era, a significant number of states adopted regulatory frameworks that permitted the
establishment of banks without the necessity of obtaining discretionary legislative approval, provided that the
institutions in question met the stipulated capital and collateral requirements3? (Sanches, 2016). State-chartered banks
issued their own banknotes, which were backed by government bonds or mortgages deposited with state authorities.
This resulted in thousands of distinct banknotes circulating simultaneously. Although redemption at par in specie was
legally mandated, practical constraints including geographic distance, information asymmetries, and varying perceptions
of issuer solvency, led banknotes to trade at discounts that differed by issuer and location. Market participants relied on
newspapers and “note detectors” to assess relative values and identify counterfeits, while interstate commerce faced
significant transaction costs. The absence of a standardised national currency gave rise to inefficiencies, which ultimately
motivated the enactment of the National Banking Acts of 1863 and 186433, These acts imposed federal uniformity
through nationally chartered banks and a single currency framework.

The observed divergence between contemporary state-issued stablecoin initiatives reflects analogous dynamics in digital
form. A comparison of the two cryptocurrencies reveals a marked contrast between the North Dakota Roughrider

28 The spread of free-banking statutes was closely linked to the Jacksonian Democratic movement’s effort to diffuse financial power and
limit the influence of large, centralized banks.

29 Escalating Anglo-French trade restrictions between 1806 and 1807 sharply curtailed US commerce, prompting Congress to enact the costly
and largely ineffective Embargo Act of 1807 and related Non-Intercourse Acts. Despite limited trade reopening in 1810, continued British
blockades and impressment of American sailors combined with broader geopolitical ambitions to lead Congress to declare war in June 1812;
the conflict ended with the 1814 Treaty of Ghent, restoring prewar boundaries while leaving underlying disputes unresolved.

30 The War of 1812 was financed largely through public borrowing, expanding federal debt from $45.2 million in January 1812 to $119.2
million by September 1815.

31 After independence, the United States faced severe fiscal and monetary instability, prompting Treasury Secretary Alexander Hamilton to
propose a national bank to stabilize public finance and commerce. Chartered in 1791, the First Bank of the United States served as the
government’s fiscal agent, issued widely accepted notes, and exerted limited monetary control through lending and specie redemption, but
constitutional and political opposition led Congress to let its charter expire in 1811.

32 During the 1830s, states including Michigan, Georgia, and New York adopted free-banking regimes allowing banks to operate without
special charters; by 1860, fifteen more states had followed, making free banking the dominant state-level system on the eve of the Civil War.
33 The National Banking Acts of 1863 and 1864 marked a turning point in US banking, creating a system of federally chartered banks to
finance Civil War expenditures and establish a uniform national currency. The Acts imposed federal supervision, capital and reserve
requirements, authorized Treasury-backed banknotes, and effectively eliminated state banknotes through taxation, but failed to prevent
recurring banking panics, contributing to the creation of the Federal Reserve in 1913.
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coin and the Wyoming FRNT. The former is designed as a wholesale, institution-facing token operating on a proprietary
platform, whereas the latter is structured as a retail-facing asset deployed on public blockchain networks. This divergence
mirrors the heterogeneity of nineteenth-century state banknotes, albeit within a technologically advanced environment in
which digital assets circulate instantaneously across jurisdictional boundaries. Absent federal interoperability mandates,
state stablecoin programs risk recreating fragmentation through incompatible technical architectures and
regulatory frameworks. A business seeking to transact across state lines may encounter frictions if stablecoins issued
under different state regimes are unable to interoperate seamlessly. To illustrate this point, consider a Wyoming-
based entity that is utilising FRNT on a public blockchain. Such an entity may encounter conversion or settlement
barriers when engaging with a North Dakota counterparty that is operating within a closed, proprietary system.

Such frictions have the potential to compromise the efficiency gains that distributed ledger technology is otherwise
capable of delivering. The issue is further complicated by regulatory divergence. Despite the adoption of dollar
backing requirements in early state initiatives, the absence of uniform federal standards creates the possibility that
future entrants may experiment with weaker reserve compositions, governance structures, or redemption mechanisms.
The GENIUS Act’s state exemption implicitly relies on market discipline and reputational constraints to deter excessive
risk-taking. However, from a law and economics perspective, interjurisdictional competition may instead incentivise a
regulatory “race to the bottom” as states seek to attract digital-asset firms and investment by offering more permissive
regimes. These concerns are exacerbated by the fungibility and mobility of digital assets. In contrast to nineteenth-
century banknotes, which were constrained by physical circulation and geographic limitations, digital stablecoins can
move instantaneously across state lines and into federally regulated financial institutions. Consequently, risks originating
within a single state’s stablecoin ecosystem, such as a de-pegging event or reserve shortfall, may propagate rapidly
through interconnected payment systems, potentially amplifying systemic effects rather than containing them. At the
same time, state-level experimentation may generate valuable informational benefits. Regulatory competition can
function as a laboratory for innovation, enabling states to test alternative approaches to stablecoin design, governance,
and use cases. Wyoming’s emphasis on transparency and full reserve backing, for example, may establish de facto
standards that influence both federal policymakers and other states. Federal regulators retain indirect leverage through
their authority over banks and payment systems that interact with state-issued stablecoins, as well as through systemic
risk designation powers.

Ultimately, the success of the GENIUS Act’s state exemption will depend on whether coordination mechanisms, whether
market-driven, voluntary, or federally imposed, emerge to harmonize these parallel experiments. American monetary
history suggests that periods of decentralization often persist only until the costs of fragmentation become sufficiently
salient to justify uniform federal intervention. The central challenge, therefore, lies in capturing the innovative potential
of state experimentation while avoiding the inefficiencies and systemic vulnerabilities that historically necessitated
national monetary unification.

In his remarks from October 2025, former Vice Chair for Supervision Michael S. Barr further warned that, despite their
potential benefits in areas such as remittances trade finance, and corporate liquidity management3*, stablecoins pose
financial stability risks reminiscent of the 19th-century Free Banking Era®® (Rockhoff, 1974; Hasan & Dwyer, 1994). He
cautioned that unregulated issuers could face sudden redemption runs if reserves are not sufficiently safe and liquid, as
stablecoins lack the protections provided to traditional banks, such as deposit insurance3®. Barr also criticised the GENIUS
Act for leaving gaps in oversight, notably allowing reserve assets that are notimmune to stress, such as uninsured
deposits or foreign assets authorised as means of payment. Moreover, he highlighted the danger of regulatory
fragmentation, as four federal agencies and multiple state authorities can exert overlapping supervisory powers. In Barr’s
view, the US framework should introduce clearer capital requirements for issuing banks and stronger consumer
protection tools®’. As an alternative, he pointed to tokenised deposits, already integrated into existing prudential
frameworks, as a safer model within the regulated banking perimeter. Wyoming’s stablecoin therefore embodies a duality
of innovation and uncertainty. Its emphasis on transparency and public benefit has the potential to provide a credible
alternative to private issuers. Nevertheless, the question of whether a state-backed token can achieve meaningful scale
in competition with established market leaders remains unresolved.

34 Stablecoins can reduce remittance costs, especially where payment infrastructure is weak, while emerging acceptance networks improve
speed and affordability. They may also enhance trade and trade finance through smart contracts and enable near real-time cross-border
payments and liquidity management for firms, lowering costs and improving efficiency.

35 During the Free Banking Era, privately issued banknotes circulated at varying values based on issuer creditworthiness and location, often
trading below par and triggering frequent runs and panics despite asset backing. Although later reforms requiring full backing by US
government securities improved stability, systemic fragility persisted, culminating in the Panic of 1907 and the subsequent creation of the
Federal Reserve.

36 Stablecoins’ long-term stability depends on the quality, liquidity, and transparency of their reserves, as they lack deposit insurance and
central bank liquidity access. Issuers’ incentives to seek higher yields by increasing portfolio risk can boost profits in calm periods but heighten
vulnerability to confidence shocks, making reliable par redemption critical even during market stress or issuer-specific distress.

37 Stablecoin issuers are subject only to the Act’s capital requirements, which may be insufficient as activities expand, making coordinated
federal—state capital standards essential. The GENIUS Act supports this by allowing state requirements to be deemed substantially similar
to federal ones.
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In contrast to the US, the Euro area does not face the same internal fragmentation risks because monetary authority is
centralized within the Eurosystem. However, the emergence of private global stablecoins introduces a different coordination
challenge: preserving monetary sovereignty in a digital payments environment increasingly influenced by non-European
issuers. Indeed, the fragmentation of the US free banking era, characterised by thousands of heterogeneous banknotes,
provides a critical analytical lens for the ECB's current stance. The inefficiencies and "note detectors" of the nineteenth century
are analogous to the technical and regulatory frictions that the ECB seeks to avoid by introducing a unified digital euro
platform.

6 The European Response to US Stablecoin Regulation: The Digital Euro as a Monetary countermeasure

While recent US legislation has accelerated the integration of dollar-denominated stablecoins into domestic and
global payment systems, it has also generated significant spillover effects beyond US borders. In particular, European
policymakers have expressed growing concern that the expansion of regulated US stablecoins could reinforce the
international dominance of the dollar in digital payments, prompting renewed institutional momentum behind the digital
euro project. This development has led to a notable acceleration in the pace of discourse surrounding the concept of a
digital euro which should therefore be understood not merely as a technological innovation, but as an institutional response
to the changing structure of monetary authority in the digital age. The digital euro, actually, is perceived by many as a
necessary measure to ensure the continued dominance of the euro within the single market (Gramegna, 2025). However,
while the present political momentum has intensified only recently, the digital euro project has a more long-standing
history and has followed a staged approach. In October 2020, the ECB published a report examining the potential
issuance of a retail CBDC3® (Briihl, 2025) in the form of a digital euro. One year later, in October 2021, the Eurosystem
launched an investigation phase into its possible introduction. On 28 June 2023, the European Commission published
three legislative proposals (COM/2023/369 final, COM/2023/368 final and COM/2023/364 final) that establish the legal
framework for the digital euro. These proposals regulate its essential elements and grant the ECB the option, but not
the obligation, to issue it3. On 18 October 2023, the ECB decided to advance to the preparation phase®. Subsequent to
the culmination of the two-year preparatory phase, the ECB’s Governing Council has decided to move to the next phase
of the digital euro project in October 2025%'. The final issuance decision will be made only upon the conclusion of the
EU legislative process, which is expected by officials to occur by mid-2026, with mid-2029 cited as a realistic target for
potential implementation.

The legal basis for the digital euro is derived from the EU’s exclusive competence in the field of monetary policy for
Member States whose currency is the euro, asoutlined in Art. 3 of the Document 12012E/TXT (the Treaty on
the Functioning of the European Union, hereinafter, “TFEU”). The definition and implementation of monetary
policy are the responsibility of the European System of Central Banks. Based on Art. 133 TFEU, digital euro could
be introduced as a new form of central bank money alongside cash, with its legal tender status representing a key
consideration (Capdevila Penalva, 2024). The Court of Justice of the EU has defined legal tender as implying
mandatory acceptance, acceptance at full face value, and the power to discharge payment obligations (Dietrich and
Haring v Hessischer Rundfunk, 2021). The primary objectives of the digital euro can be distilled into four points.
Firstly, it seeks to ensure that the euro remains a monetary anchor and to protect financial stability. Confidence in
private money is founded on the capacity to convert it at par value into central bank money (Panetta, 2022). The decline
in the utilisation of central bank money has the potential to erode public trust and compromise the efficacy of monetary
policy transmission. The digital euro is therefore intended to offset the declining use of cash and to preserve the euro’s
role as a monetary anchor in the future monetary system. Secondly, the digital euro is intended to promote innovation
and competition in the field of payments. The introduction of universal access*?, price caps, and the capacity for users to
switch providers is expected to generate competitive pressures on existing services. Digital euro will be a common
platform compatible with private services, and it is intended to support the development of new services and allow
smaller firms to offer advanced solutions at competitive prices®.

Thirdly, the digital euro is presented as a tool to promote financial inclusion. Access to fundamental digital payment
functionality will be universally available and free of charge. Users will have the capability to establish accounts with any
payment service provider (hereinafter, “PSP”), and public entities may distribute the digital euro to those who are averse

38 A CBDC can be retail, serving as a digital alternative to cash for households and firms, or wholesale, representing central bank reserves
used by financial institutions to settle payments and securities in real time.

39 The proposed Digital Euro Regulation establishes an enabling framework that defines the digital euro’s core features without mandating
issuance, leaving the decision to the ECB. It sets rules on legal tender status, privacy, AML safeguards, distribution, holding limits, cross-
border use, and key technical functions, including online, offline, and conditional payments.

40 Following its investigation phase, the ECB designed a digital euro distributed by supervised intermediaries, free for basic use, usable online
and offline, and offering high privacy with instant settlement in central bank money, supporting P2P, retail, e-commerce, and government
payments.

41 The next phase will ensure the Eurosystem’s technical readiness for a potential digital euro issuance; if the Regulation is adopted in 2026,
a pilot and initial transactions could begin by mid-2027, enabling readiness for a first issuance by 2029.

42 The digital euro would be available to all euro-area citizens and businesses.

43 The proposed structure would ease cross-border deployment for PSPs, allowing more efficient service provision and greater operational
scale across Europe.
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to onboarding with a PSP. The design is focused on meeting the needs of individuals with disabilities, older individuals,
and those with limited digital skills. It is noteworthy that users will not be required to hold a non-digital euro payment
account** (Lambert et Al., 2024), a factor that may appeal to those who wish to maintain unbanked status. Fourthly, the
digital euro is intended to bolster the EU’s strategic autonomy and monetary sovereignty. It could provide a payment
infrastructure that is resilient to external disruptions and reduce dependence on foreign providers*. The digital euro
could also serve as a backup during network outages, as its offline functionality would allow payment transactions to
continue even when connectivity is disrupted. Issuing digital euro could also strengthen monetary sovereignty by
enhancing the euro’s international standing in competition with foreign CBDCs and privately issued stablecoins from
non-EU actors.

A critical design feature relates to the holding limit. The concept of holding limits involves the establishment of maximum
balances that users are permitted to maintain within digital euro wallets. It is vital to note that these factors serve to
limit the capacity for deposits to be transferred from commercial banks to the central bank balance sheet. Despite the
ECB’s lack of a proposed limit, a minimum of eighteen months will be necessary to ascertain one following the issuance
announcement®. The implementation of lower limits has the potential to mitigate financial stability risks; however, it
may also result in the suppression of adoption, consequently weakening the monetary anchor function. The imposition
of higher limits has been demonstrated to engender an escalation in competitive pressures, whilst concomitantly giving
rise to the phenomenon of deposit flight and the necessity of reliance on wholesale funding. The actual rate of uptake
remains uncertain and is contingent upon factors such as remuneration, convenience, prevailing financial conditions,
and user preferences®” (Demertzis & Mejino-Lopez, 2024).

However, the introduction of a digital euro is expected to cause an outflow of deposits from commercial banks, as households
rebalance their assets. To mitigate these challenges, financial institutions may implement a range of strategies, including the
utilisation of reserves, the reduction of assets, or the augmentation of wholesale funding. The utilisation of reserves has the
potential to contravene regulatory stipulations pertaining to liquidity requirements. The reduction of assets will result in a
tightening of credit availability and a weakening of banks’ capacity to absorb shocks. An increase in wholesale funding may
necessitate an elevated level of long-term debt issuance, which inturn could result in an augmentation of encumbrance
ratios. In periods of financial stress, the liquidity needs of financial institutions may exceed the reserves available to
them, particularly for smaller banks in countries with a high reliance on household deposits?®.

7 Innovation without Fragmentation?

The exploration of stablecoin development is not limited to the domains of stablecoin issuers and state governments;
small businesses and consumers are also drawn to the potential of stablecoins. A notable example of this is Open
Issuance, a new platform that enables any business to launch and manage its own stablecoin® (Mamujee, 2025). For
small and medium-sized enterprises in the US, technology is especially attractive as a means to reduce one of their most
significant expenses: payment processing fees*® (Nunley, 2025). The impact of stablecoins is also being felt in the travel
and tourism industry, where payment methods are evolving rapidly alongside the growth of the digital economy>!
(Manahov & Li, 2024). Beyond tourism, other sectors are adopting stablecoins to mitigate currency risk. In real estate,
firms already use them for property transactions, easing international dealings®?, while in retail, clothing brands employ
stablecoins to purchase gift cards and reduce revenue volatility from exchange rate fluctuations®3. Collectively, these
examples show how stablecoins have evolved beyond crypto-native institutions and are progressively integrating into
the broader economy.

Meanwhile, the US Congress is advancing the Digital Asset Market Clarity Act, intended to establish a coordinated
framework for digital and crypto assets. Although stablecoins fall outside their immediate scope, the legislation
could still provide the legal certainty necessary to foster responsible innovation. The EU, through MIiCA, has

44 Some functions require linking a non-digital account to the digital euro wallet, notably “waterfall” mechanisms that route excess amounts
to or from the linked account when payments exceed holding limits, allowing digital euro payments even without a prior wallet balance.

4 To strengthen European payment sovereignty and reduce reliance on non-European providers, the EU has backed cross-border
interoperability initiatives, including Wero, a pan-European account-to-account wallet developed by EPI using SEPA Instant rails.

46 On 19 September 2025, EU finance ministers agreed on a governance process to set and adjust caps on individual digital euro holdings,
involving ECB analysis, consultation with national central banks, a Eurogroup recommendation, and national implementation.

47 The ECB has proposed digital euro holding limits of €3,000—€4,000, though some studies suggest €1,000 as a lower feasible level. Research
indicates that holdings below €3,000 per household would not threaten financial stability, but limits between €1,000 and €3,000 could still
affect banks’ profitability and funding stability.

48 A digital euro could pose financial stability risks, with estimated bank deposit outflows of up to €739 billion, particularly affecting banks in
countries such as Slovenia, Latvia, and Greece where household deposits are a key funding source.

49 |ssuing proprietary tokens allows businesses to control the customer experience, mint and burn tokens without excessive fees or limits,
and capture returns on reserves.

50 With US merchant processing fees reaching $187.2 billion in 2024, small businesses such as Prevail Coffee are using stablecoin payment
apps to cut costs and support local innovation.

51 Firms including Travala.com and Destinia accept cryptocurrencies.

52 Burnert Title, Lodgis, and Cypress Title accept stablecoins for transactions.

53 Adidas, H&M and Allbirds use stablecoins.
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already taken a lead in this field, offering valuable lessons on the importance of coherent implementation and
proportional requirements®. Compared to the Fed’s approach, characterised by openness to private-sector innovation
under prudential guardrails, the ECB maintains a more sovereignty-oriented perspective. The ECB’s primary
concern lies in the potential erosion of monetary control and the risk that non-euro denominated stablecoins could
weaken the transmission of monetary policy. While both central banks identify similar vulnerabilities, such as
liquidity mismatches and redemption risks, their underlying priorities diverge: the Fed emphasises market functioning
and financial stability, whereas the ECB focuses on protecting monetary autonomy and the integrity of the euro.

Finally, the comparison between the US and the Euro area shows that there are two possible ways to integrate digital
currencies into advanced monetary systems. In the US, innovation is primarily driven by decentralised experimentation
by states and private actors, with federal authorities playing a coordinating role when necessary. In contrast, the
eurozone has seen a more centralised approach designed to preserve the role of central bank money in an increasingly
digital payments landscape.

8 Conclusion

In conclusion, the Fed’s approach has undergone a notable shift, progressing from a stance of circumspect observation
to a more proactive engagement. Following the enactment of the GENIUS Act, the central bank is confronted with the
dual challenge of monitoring risks while integrating stablecoins into the broader financial system. This represents a
delicate balancing act with the potential to significantly impact both domestic credit markets and the dollar’s global role.
State-issued stablecoins represent one of the most consequential monetary innovations to emerge from the digital asset
ecosystem.

By entering the stablecoin market, US states have moved beyond regulating private issuers and have assumed an
active role in shaping the future of digital money. This article has argued that such experimentation, while innovative,
revives enduring tensions at the heart of American monetary federalism. The comparative analysis of Wyoming’s
FRNT token and North Dakota’s Roughrider coin demonstrates that state stablecoins are not a uniform phenomenon.
Instead, they reflect distinct institutional objectives and governance models, ranging from open, retail-facing instruments
on public blockchains to closed, wholesale settlement assets operating on proprietary platforms. These design choices
carry significant economic and legal consequences, particularly with respect to interoperability, risk management, and
market adoption. Historical experience offers a cautionary perspective. During the Free Banking Era, decentralized
issuance of money fostered experimentation but also produced fragmentation, uneven acceptance, and recurrent
instability. Federal intervention through the National Banking Acts ultimately restored uniformity, albeit at the cost
of state autonomy. While digital technologies reduce some frictions associated with nineteenth-century banknotes, they
do not eliminate the fundamental coordination problemsinherent in a decentralized monetary system. On the contrary,
the speed and fungibility of digital assets may amplify the transmission of localized failures across jurisdictions. The
analysis further underscores that state-level autonomy is constrained by the institutional reality of federal oversight.
Even in the presence of statutory exemptions, the Federal Reserve and other federal agencies retain decisive influence
over payment rails, banking relationships, and systemic risk designation. As a result, state-issued stablecoins exist
within an implicit federal backstop that both enables experimentation and limits its scope. This hybrid arrangement
reflects a deliberate policy choice to balance innovation against stability, but it also creates uncertainty about the
long-term viability of fragmented digital monetary regimes. From a law and economics perspective, the state
exemption embodied in the GENIUS Act can be understood as a regulatory experiment rather than a settled
equilibrium. Market discipline, reputational constraints, and voluntary coordination may mitigate some risks, but they
are unlikely to fully resolve interoperability challenges or prevent regulatory arbitrage. Absent minimum federal standards
or coordination mechanisms, competitive pressures among states could erode reserve quality or oversight rigor,
undermining confidence in state-backed digital money.

Ultimately, the future of state-issued stablecoins will depend on whether decentralized innovation can be reconciled
with the functional requirements of a national payments system. The United States has repeatedly oscillated between
decentralization and uniformity in its monetary history, often in response to crises that exposed the costs of
fragmentation. Digital stablecoins may follow a similar trajectory. Whether they evolve into a durable component of the
monetary system or prompt renewed federal consolidation will shape the next chapter of American monetary
federalism.
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