B of E Stablecoin Consultation: Backing Assets, DLT and International Regulations – your turn
Bank of England (Bank) Stablecoin November 10 Consultancy Paper includes industry views on the 2023 and areas of unease. FCA, 26 November, presentation Crypto and Stablecoin assets notes 90% UK heard of Crypto and 7 million had transacted £13 billion in them. The 2023 proposals revealed fundamental friction between regulatory caution and commercial viability. Stablecoin Issuers need revenue models that work, and overly restrictive backing asset requirements would make UK stablecoins uncompetitive globally.
Seigniorage Opportunity
Seigniorage is the difference between the face value of money and the cost to produce it. Over the past ten years surplus cash has fallen 75% leading a surplus of notes. In October 2022 new notes were introduced in the UK and old currency recalled. After 3 years £6.6 billion, about 10% of the total are still outstanding. The last time US updated its currency was for advanced security. More money was spent in Russia then the US explaining older notes are just as valuable as ever.
Physical currency shows significant unredeemed notes.  Stablecoins can be held somewhere in the 4.3 billion worldwide digital wallets and may never be redeemed. Bitcoin, for example, 15 -20% of the total supply is believed to be permanently lost due to forgotten private keys, destroyed devices, abandon wallets and the pc being instructed to send to waste.
Redemption patterns for Stablecoin should quickly reveal how these instruments behave. The Issuer tracks amounts issued and redeemed through custodian looking after the Backing Assets. When FCA/PSR, October 2024, mandating banks to reimburse scam victims quickly. After 6 months the results were clear, there was a 70% improvement with a further £150 million being returned to the victims by the banks.
Backing Assets should allow "stablecoins in transit" reserves (similar to float accounting in traditional payments). Backing assets should be flexible, reflecting the changing risk profile of stablecoins as the custodians measure the flows under new regulations.
Permissionless Technology and Interoperability Opportunities
DLT, in the form of Blockchain Technology, is over twenty years old and new improved variants are appearing. The concern for the Bank is the existing traditional financial market infrastructures rely on centralised systems. Payments and securities transactions are processed and settled using centralised data bases. Permissionless DLTs are increasingly becoming a part of the supply chain and must be accommodated
The key for various evolving DLTs is working with existing infrastructures. An underlying second DLT chain can now enable the movement for Transaction A on one system can be reconfigured automatically on another system.  Smart Contracts can provide and check for compliance to the country rules governing possession and movement.
Concern around crypto is the high amount of electricity (Appendix) being used to mine and deliver coins. The cost for usage, called gas fees, vary by volume and can be unpredictable and expensive. A movement is underway to find a better solution. The EU, for example, awarded a grant to a UK Cambridge company using Lattice Technology.  Performs like DLT but with electrical consumption below Ethereum and Mastercard. (Appendix).
 Holding Limits – source of unease
· Bank proposes temporary holding limits of £20,000 per coin for individuals and £10 million for businesses, with exemptions for the largest businesses. These limits would be removed once financial stability risks are mitigated.
· Complicates the Issuer business and makes it more expensive to be compliant. One of the nearest activities resembling this type of checking is anti-money laundering rules. Cost of AML compliance to lenders is £34bn annually (twice UK's policing budget)
No other major jurisdiction has implemented such caps. Post issuance tracking is impractical as peer-to-peer transfers, privacy-preserving wallets, cross-chain bridges are part of the ongoing movement of digital money movement. This is beyond the Issuers control.
Clearly agitated someone as a white van with graphics of ‘Don’t cap Stablecoins’ with QR code to petition the Government has been cruising The City of London.
Global Currency
Sterling is the 4th most-held public currency in other countries. Sterling stablecoins could build on this to achieve significant international circulation. Aided by Digital wallets in which the coin holders can manage their own transfers. Stablecoins could well become the ‘money in the digital sofa’. Exchanges linking wallets via permissionless technology can create a ‘multi-money’ mix ecosystem.
 2026 Framework
The shift from 2023 recognises the need to balance safety with competitiveness. Allowing "stablecoins in transit" reserves would be a pragmatic middle ground. The use of permissionless DLT is growing internationally along with several in-country regulations being placed into law. The industry expects a degree of harmonisation in rules of engagement. This allows the ability to follow regulations that allow cross border payments with efficiencies within cost effective regulatory frameworks.
Summary
Bank and FCA approaches appears more pragmatic than in 2023. Stablecoins, Tokens and permissionless technology with close real time data monitoring with regulation and custodians is the core of Digital Finance. The Bank’s consultation should be responded to positively and with improvement suggestions. This feedback, with international cooperation amongst regulators which traditionally has been strong, UK can play a vital part in this new and growing stablecoin, token and crypto movement.
To this end, The Worshipful Company of IT (Part of the City of London) Financial Services Panel will be responding, with their expertise, to all the questions being asked.
Lord Kitchener:
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