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United States: Will the Genius Act have the desired effect on demand for T-bills?
Céline Choulet and Laurent Quignon

THE RISE OF STABLECOINS COULD PROPEL THEIR ISSUERS TO THE TOP SPOT AMONG HOLDERS AND NET BUYERS OF T-BILLS

Major holders of T-bills as at 30 June 2025, USD billion 100 Net purchases of T-bills between 30 June 2024 and 2025, USD billion
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GMMEF: money market funds invested in government debt (government money market funds), USDT (USDC): dollar-denominated stablecoin issued by Tether (Circle)

SOURCE: OFR, TIC, TETHER (USDT), CIRCLE (USDC), FED, BNP PARIBAS

Scott Bessent, US Treasury Secretary, hopes that the Genius Act! will stimulate demand for federal securities to almost match stablecoin? issuance,
but this may not entirely come to fruition.

A law designed to boost demand for T-bills from stablecoin issuers

By encouraging the growth of stablecoin holdings, the Genius Act, signed into law on 18 July by President Donald Trump, could ultimately have a
significant impact on the scope of monetary policy, banking intermediation and financial stability. Here, we focus on the potential effectiveness of
this legislation in terms of its objective of supporting demand for short-term Treasury securities (T-bills) at a time when the Treasury is reducing the
average maturity of its issues.

This objective is reflected in a specific provision. The Genius Act requires issuers to fully back their issues with liquid asset reserves consisting of coins
and banknotes, bank deposits, T-bills, T-bill repurchase agreements, money market fund shares invested in T-bills, or deposits with the Fed. S. Bessent
estimates that this text could increase the outstanding amount of stablecoins to USD 2 trillion in 2028 (compared to USD 250 billion currently) and
stimulate demand for T-bills by the same amount®. Such enthusiasm would propel stablecoin issuers to the top spot among holders (left-hand chart)
and net buyers (right-hand chart) of T-bills.

The net increase in demand for T-bills is likely to be lower than that of dollar-denominated stablecoins.

However, the impact on net demand for T-bills will depend on several factors: the structure of stablecoin issuers’ reserves, the origin of the funds
raised by subscribers, and how the central bank and commercial banks adjust their securities portfolios. Even in the extreme scenario where
stablecoin issuers back their entire issuance with T-bills or money market fund shares invested in T-bills, the net effect on demand for Treasury paper
may not be as high as expected. Individuals' subscription to stablecoins could be at the expense of their holdings of Treasury securities®. Another
possibility would be that the shift towards stablecoins would be at the expense of deposits and cash (including those circulating outside the United
States, which the Fed estimates to be worth USD 1 trillion). In the first case, the sales of T-bills by households would offset the purchases made
by stablecoin issuers. In the second case, the monetary resources of the money-issuing sector (the central bank and commercial banks) would be
mechanically reduced. Banks have recently expressed fears of a run on deposits. Deprived of some of their most stable and least costly resources, the
central bank and commercial banks could decide to hold fewer government securities.

It is also likely that issuers will increase their liquidity reserves in the form of bank deposits in order to cope with potential redemptions. However,
reserves held in this form will result from a simple transfer of bank deposits from subscribing households to stablecoin issuers and will have
no effect on net demand for T-bills.

Following the reallocation of assets triggered by the Genius Act, the net increase in demand for T-bills is therefore likely to be lower than that
for dollar-denominated stablecoins, and the reduction in the cost of financing the US public deficit is likely to be more modest than expected.

1 Guiding and Establishing National Innovation for US Stablecoins Act

2 Stablecoins are digital assets circulating on a blockchain whose issuers seek to stabilise their value relative to a reference asset through backing or algorithmic mechanisms.
The reference asset may be, for example, a stock market index, a commodity, or an official currency against which the stablecoin can be exchanged at any time (however, parity
is not guaranteed).

3 "Bessent says stablecoin bill will boost demand for Treasuries, dollar assets", Reuters, 11 June 2025

4 Households directly hold 10% of federal debt (all maturities combined) and 24% of T-bills via money market funds.
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The information and opinions contained in this document have been obtained from, or are based
on, public sources believed to be reliable, but there is no guarantee of the accuracy, comple-
teness or fitness for any particular purpose of such information and such information may not
have been independently verified by BNPP or by any person. None of BNPP any of its subsidiary
undertakings or affiliates or its members, directors, officers, agents or employees accepts any
responsibility or Liability whatsoever or makes any representation or warranty, express or im-
plied, as to the accuracy and completeness of the information or any opinions based thereon
and contained in this document and it should not be relied upon as such. This document does
not constitute research, as defined under MIFID Il, or form any part of any offer to sell or issue
and is not a solicitation of any offer to purchase any financial instrument, nor shall it or any
part of it nor the fact of its distribution form the basis of, or be relied on, in connection with
any contract or investment decision. Information and opinions contained in this document are
published for the information of recipients, but are not to be relied upon as authoritative or
taken in substitution for the exercise of judgment by any recipient, are subject to change without
notice. In providing this document, BNPP does not offer investment, financial, legal, tax or any
other type of advice to, nor has any fiduciary duties towards, recipients. Any reference to past
performance is not indicative of future performance, which may be better or worse than prior
results. Any hypothetical, past performance simulations are the result of estimates made by
BNPP, as of a given moment, on the basis of parameters, market conditions, and historical data
selected by BNPP, and should not be used as guidance, in any way, of future performance. To
the fullest extent permitted by law, no BNPP group company accepts any liability whatsoever
(including in negligence) for any direct or consequential loss arising from any use of or reliance
on material contained in this document even when advised of the possibility of such losses. All
estimates and opinions included in this document are made as of the date of this document. Un-
less otherwise indicated in this document there is no intention to update this document. BNPP
may make a market in, or may, as principal or agent, buy or sell securities of any issuer or person
mentioned in this document or derivatives thereon. Prices, yields and other similar information
included in this document are included for information purposes however numerous factors will
affect market pricing at any particular time, such information may be subject to rapid change
and there is no certainty that transactions could be executed at any specified price. BNPP may
have a financial interest in any issuer or person mentioned in this document, including a long
or short position in their securities and/or options, futures or other derivative instruments based
thereon, or vice versa. BNPP, including its officers and employees may serve or have served as
an officer, director or in an advisory capacity for any person mentioned in this document. BNPP
may, from time to time, solicit, perform or have performed investment banking, underwriting
or other services (including acting as adviser, manager, underwriter or lender) within the last
12 months for any person referred to in this document. BNPP may be a party to an agreement
with any person relating to the production of this document. BNPP may to the extent permitted
by law, have acted upon or used the information contained herein or in the document, or the
analysis on which it was based, before the document was published. BNPP may receive or
intend to seek compensation for investment banking services in the next three months from or
in relation to any person mentioned in this document. Any person mentioned in this document
may have been provided with relevant sections of this document prior to its publication in order
to verify its factual accuracy.
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BNP Paribas is a société anonyme incorporated in France, licensed and supervised as a credit
institution by the European Central Bank (ECB) and as an investment services provider by the
Autorité de controle prudentiel et de résolution (ACPR) and Autorité des marches financiers
(AMF), and having its registered office at 16, boulevard des Italiens, 75009 Paris, France.

Some or all of the information contained in this document may already have been published on
https:/globalmarkets.bnpparibas.com.

For country-specific disclaimers (United States, Canada, United Kingdom, Germany, Belgium,
Ireland, Italy, Netherlands, Portugal, Spain, Switzerland, Brazil, Turkey, Israel, Bahrain, South
Africa, Australia, China, Hong Kong, India, Indonesia, Japan, Malaysia, Singapore, South Korea,
Taiwan, Thailand, Vietnam) please type the following URL to access the applicable legal notices:
https:/globalmarkets.bnpparibas.com/gm/home/Markets_360_Country_Specific_Natices.pd.
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