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Abstract: A fiat-backed stablecoin issuer earns seigniorage by investing par-value liabilities
in short-term Treasury securities that carry a convenience yield. Because the issuer has grown
large relative to the Treasury-bill market, its reserve demand is no longer price-taking:
additional issuance increases bill scarcity, raises the nonpecuniary convenience yield
embedded in bills, and thereby lowers the pecuniary reserve return that funds issuer
seigniorage. | embed a Krishnamurthy and Vissing-Jorgensen convenience-yield schedule
inside a monopolistic private-money issuance problem in the tradition of Klein and of Li and
Mayer, in a two-period, two-maturity setting with money-in-utility households whose
stablecoin holdings substitute for bank deposits. Three results follow. First, the endogenous
convenience yield acts as a stabilizing force: the monopolist internalizes its own price impact,
so the issuance feedback loop converges rather than amplifies, and equilibrium issuance is
strictly below the price-taking benchmark. Second, a reserve-maturity cap of the kind imposed

by the GENIUS Act of 2025 confines the issuer to the short end of the curve, where the
convenience-yield schedule is steepest; the cap therefore raises the marginal convenience cost
of issuance and contracts equilibrium supply, while insulating the long end from further
scarcity. Third, comparative statics deliver signed, testable predictions linking household
money demand, the reserve cap, and the equilibrium Treasury-bill convenience yield. The
model rationalizes the small but non-zero yield effects estimated by Ahmed and Aldasoro and
clarifies when prudential reserve rules trade issuer scale against safe-asset price stability.

Key Words: stablecoins; convenience yield; safe assets; private money; seigniorage;
Treasury demand.

I.LINTRODUCTION

Fiat-backed stablecoins are dollar-denominated liabilities, redeemable at par, whose issuers back each unit with
reserves held predominantly in short-term U.S. Treasury securities and repurchase agreements. The business model is a
seigniorage model: the issuer pays no interest on the stablecoin, invests the proceeds in interest-bearing safe assets, and keeps
the spread. As of early 2026 the largest issuer alone holds on the order of $140 billion in Treasury securities, placing the
stablecoin sector among the larger holders of the instrument and comparable in Treasury exposure to a mid-sized sovereign.

This scale creates a general-equilibrium tension that the price-taking framing of existing work misses. Treasury bills
are not held only for their pecuniary return; they carry a convenience yield arising from their liquidity and safety [1], [2]. The
convenience yield is increasing in the scarcity of Treasuries available to other investors, or equivalently the pecuniary return
falls as bills become scarcer. When a stablecoin issuer absorbs a large and growing share of the bill market, it withdraws
those bills from other convenience-seeking investors, raising the equilibrium convenience yield and lowering the pecuniary
return the issuer earns on its own reserves. But that pecuniary return is what makes issuance profitable. The private incentive
of the issuer to expand thus runs directly into a self-inflicted deterioration of its own margin.

This paper asks three questions.

¢ RQ1 (positive). When a stablecoin issuer with market power earns seigniorage from Treasury holdings whose aggregate
demand endogenously raises the convenience yield, and lowers the pecuniary reserve return, does the issuance feedback
loop converge to a stable equilibrium or amplify?

¢ RQ2 (policy). How does a regulatory reserve-maturity cap, namely the GENIUS Act requirement that reserves be held in
instruments maturing within 93 days, alter that equilibrium, and through what channel?

¢ RQ3 (comparative statics). How do equilibrium issuance, the convenience yield, and issuer seigniorage respond to
household demand for stablecoin services and to the tightness of the reserve cap?

The answers are, in brief: the loop converges (RQ1), because a monopolist internalizes its price impact and
equilibrates where marginal seigniorage net of its own scarcity effect is zero; the maturity cap contracts issuance by forcing
the issuer onto the steepest segment of the convenience-yield curve, while shielding the long end (RQ2); and the comparative
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statics are signed and testable (RQ3).

Contribution. Relative to the closest work, the contribution is to close the feedback loop between three objects that
prior models hold partly exogenous: household stablecoin demand, the endogenous Treasury convenience yield, and
seigniorage-maximizing issuance under market power. Li and Mayer [3] model the dynamic optimization and fragility of the
issuer but take the return on reserves as given. d’Avernas et al. [4] likewise study a monopolistic issuer that maximizes
seigniorage from money-in-the-utility stablecoin demand, but their convenience-like liquidity benefit attaches to the own
coin supply of the issuer, capturing network effects and peg stability, rather than to the Treasury reserves backing it; their
focus is the commitment problem of the issuer, not the safe-asset price channel. Ahmed and Aldasoro [5] estimate the
reduced-form yield impact empirically but do not embed it in an issuer optimization. Azzimonti and Quadrini [6] study
stablecoins in a macro model with fiscal interactions but not the internalization by the monopolist of its own convenience-
yield impact. The distinct object here is a convenience yield that lives on the reserves and is endogenous to the aggregate
Treasury demand of the issuer, together with a reserve-maturity cap as an equilibrium policy lever, to my knowledge new to
this literature.

Il. RELATED LITERATURE
A. Convenience Yields and Safe-Asset Demand
Krishnamurthy and Vissing-Jorgensen [1] document that the spread between Treasury and comparable non-
Treasury rates falls as Treasury supply rises, and interpret the spread as the price of the liquidity and safety services Treasuries
provide. Nagel [2] links the near-money premium to the short rate. Caballero et al. [7] frame the shortage of safe assets as a
macro phenomenon with monetary consequences. This paper treats the stablecoin issuer as a new, large, and strategic entrant
into this market for safety.

B. Private Money and Seigniorage

Klein [8] analyzes competitive money supply and the seigniorage a money producer earns from the spread between
the return on backing assets and the zero return on money. Gorton [9] and Gorton and Zhang [10] place stablecoins in the
long history of privately produced money that promises par convertibility. Li and Mayer [3] give a modern issuer-
optimization treatment. | adopt the seigniorage objective but make the return on reserves endogenous to issuance.

C. Runs and Narrow Banking

Diamond and Dybvig [11] is the canonical treatment of runs on par-value liabilities; Gorton and Zhang [10] argue
stablecoins are run-prone for the same reasons. The closest institutional analogue is the money-market fund, a par-value
claim backed by short-term assets, whose fragility Kacperczyk and Schnabl [12] document and whose run dynamics resemble
those a stablecoin issuer would face; Gorton and Metrick [13] and Sunderam [14] extend the analysis to short-term debt and
private money creation in the shadow-banking system. Stein [15] formalizes the externality: unregulated private money
creation leads intermediaries to issue too much short-term debt, the market failure a reserve rule targets. Runs are nonetheless
deliberately outside the present model: | isolate the safe-asset price channel and treat the deterministic seigniorage problem,
flagging runs as the natural extension. This is a scoping choice, not an oversight, because the convenience-yield feedback
operates even absent run risk.

D. Stablecoins and Monetary Policy

Azzimonti and Quadrini [6] and a growing central-bank literature study aggregate implications. The empirical
anchor is Ahmed and Aldasoro [5], who estimate that stablecoin flows move Treasury-bill yields by a few basis points. The
model here is designed to be consistent with an effect of exactly that order and to say when it should be larger or smaller.

I11. MODEL
A. Environment
There are two periods, t = 0,1, and a single consumption good. The economy contains a unit mass of identical
households, a single stablecoin issuer with market power, and an exogenous stock of government Treasury debt. Treasuries
come in two maturities: short bills b®, maturing within the period and therefore within the 93-day regulatory window, and
long bills b?, maturing beyond it. Let T* and T* denote the total supplies, taken as fixed.

B. Households
Households derive utility from consumption and from the liquidity services of a portfolio of near-money assets:
stable coins m, bank deposits d, and directly held short Treasuries hs. Following Sidrauski [16], near-money enters utility
directly. The liquidity aggregator is
o—-1 o—-1 g
Lim,d,h%) =[wm s + (1 —w)d e Jo-1+ ¢ v(h¥), Q)
where o > 0 is the elasticity of substitution between stablecoins and deposits, w € (0,1) is the stablecoin weight,

which is the structural demand primitive, and ¢ v () captures the household’s own convenience benefit from directly held
bills, with v’ > 0 and v" < 0. The household problem is
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max _u(c) + fulc,) +yL(m,d, h°) 2

Co,c1,m,d,h
subject to the period budget constraints, where m, d, and h® pay gross returns R™ = 1, since stablecoins bear no
interest, R%, and RS respectively. The key optimality condition equates the marginal liquidity value of stablecoins, net of
forgone interest, across near-money assets. Holding the deposit margin fixed, inverse demand for stablecoin services is

R-1 = Vj—;(m,d,hs), (3)
where the left-hand side is the spread forgone and R is the outside safe return. Equation (3) defines a downward-

sloping inverse demand R(m; w) for stablecoins, with dR/ dw > 0: stronger preference for stablecoin liquidity raises
willingness to hold them at any spread.

C. The Convenience Yield on Treasuries

Let 6/ denote the convenience yield on maturity j € {s, £}: the amount by which the pecuniary return on bill j falls
below a hypothetical no-convenience benchmark R/, so the investor return is R/ = R — 8. Following the reduced form of
Krishnamurthy and Vissing-Jorgensen [1], the convenience yield is decreasing in the quantity of bills left in the hands of
other convenience-seeking investors. Let x/ denote the holding by the issuer of maturity j; the residual float available to
households is T/ — x/. | posit the schedule

PR
o) = o(=E) )

with @; > 0andn; > 0, where Y is a scale variable (nominal GDP), n; is the convenience-yield elasticity, and a; >
a, together with n, > n, encode that the short end is both higher and steeper, bills being the more money-like instrument.
Crucially, 887/ dx/ > 0: issuer absorption of bills raises scarcity and hence the convenience yield borne by the market,
which is a cost to the issuer because it lowers the return R/ = R/ — @7 earned on its own reserves. Figure 1 plots the two
schedules.

Endogenous convenience-yield schedules
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Figure 1. Convenience-yield schedules by maturity. The short-end schedule is both higher and steeper: each additional dollar of issuer

reserves raises the short-end convenience yield more sharply, and lowers the pecuniary return more sharply, which is why a maturity
cap that forces reserves short is costly for the issuer.

D. The Issuer

The issuer sells m stablecoins at par, receiving m dollars, and must back them one-for-one with reserves, x* + x* =
m. The GENIUS Act sets an at-least-one-to-one backing floor; | take it as binding, which is the profit-maximizing choice
since excess reserves earn no additional seigniorage. The issuer earns the reserve return and pays nothing on the coin. Per-
unit seigniorage on maturity j is R/ — 1 = (R — 1) — 6/ (x/). The issuer chooses issuance m and its reserve split (x*, x¢)
to maximize total seigniorage, recognizing first that to place m coins it must offer households the spread implied by inverse
demand (3), and second that its own holdings move the convenience yields through (4). Writing the household-clearing return
as R(m; w) from (3), issuer profit is

m(m,x%,x?) = [RF — 65(x*)]x° + [RF — 0 (x*)|x* = R(m; w)m, (5)
subject to x5 + x* =m, x5,x* = 0, and the reserve-maturity cap developed in Section V. The first term is gross
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return on reserves net of the convenience-yield scarcity effect; the last term is the cost of inducing households to hold the
coin.

A clarification on the term R(m; w) m is in order. The issuer pays no explicit coupon on the stablecoin; R(m; w) is
not a coupon but the household’s shadow required return, the marginal liquidity value households must receive to hold an
additional coin, expressed as a forgone-interest equivalent through (3). Because stablecoins substitute for interest-bearing
deposits, placing more coins requires the issuer to deliver more liquidity services, or to accept slower adoption, and
R(m; w) m is the opportunity cost of doing so. Equivalently, it is the inverse-demand price of coin placement. No
inconsistency arises with the zero-coupon feature: the revenue of the issuer is the reserve return, and R (m; w) measures the
user-inducement cost of expanding the coin base, not an interest payment.

E. Equilibrium (RQ1)
Assumption 1. 67(-) is increasing and convex in x/, guaranteed by n; > 0 in (4), and R(m; w) is increasing in m, that is,
demand slopes down. Marginal seigniorage is decreasing in issuance.
Absent the maturity cap, substitute x! = m — xS into (5). The interior first-order conditions are

05(x%) +x°0%(x%) = 6%(x?) + x? 07 (x*), (6)

Rf — 0¢(x?) — x?0%(x?*) = R(m;w) + mR' (m; w), )

for the reserve split and for issuance respectively. Condition (6) equates the marginal convenience cost of an extra

dollar of reserves across maturities: the issuer pushes into each maturity until the marginal scarcity effect it causes is
equalized. Condition (7) sets marginal reserve return net of its own price impact, on the left, equal to the marginal cost of
placing a coin, on the right.

Remark 1 (interior maturity choice). With independent convex power-function schedules (4), the unconstrained reserve-
split condition (6) generically has a corner solution: the issuer concentrates reserves in whichever maturity is cheaper on the
margin rather than holding an interior mix. Observed issuers hold both maturities because of liquidity-matching and
redemption-matching considerations the deterministic model omits. | therefore treat the maturity split as pinned by the
regulatory cap in Section 1V, which is precisely the object of policy interest, and flag endogenous interior maturity choice,
via a liquidity-matching constraint, as the priority extension. Importantly, this does not affect the issuance result: Proposition
1 concerns total issuance m*, whose comparison with the price-taking benchmark is robust regardless of the split.

Proposition 1 (convergent feedback loop). Under Assumption 1, the problem of the issuer has a unique interior maximum
m*, and m* is strictly below the price-taking benchmark m?T at which the issuer ignores its own convenience-yield impact.
The endogenous convenience yield is stabilizing: the terms x/6/'(x/) act as a self-imposed tax on expansion, so issuance
converges rather than amplifies.
Proof. The proof proceeds in three steps: reduce the problem to a single choice variable m; establish strict concavity, which
gives existence and uniqueness of an interior maximizer; and show the maximizer lies strictly below the price-taking
benchmark.
Step 1 (reduction). Substitute the backing constraint x* = m — x* into (5). For any issuance level m, the optimal reserve
split solves (6). Define

®(x%;m) = [0°(x°) + x°0° (x*)] — [0¢(m — x°) + (m — x%)8* (m — x°)).

Each bracketed term is the derivative of x/ @/ (x/), and under Assumption 1 the map x/ = x/ 0 (»/) is strictly convex,
since its second derivative is 20/ + x/@/"" > 0 for 8,8 > 0. Hence @ is strictly increasing in x*, so whenever an interior
solution exists it is unique; denote it xS(m) with x*(m) =m — x*(m). Write the reduced profit m(m) =
n (m, x5(m), x*? (m)).

Step 2 (concavity, existence, unigueness). Total reserve cost is C(m) = Bs(xs(m))xs(m) +6° (x*’ (m)) x*(m). By the

envelope theorem applied to the inner split problem, C'(m) = 6°* (x*’(m)) +x*(m)e? (xf’(m)), which is increasing in m

because x? (m) is nondecreasing and 8% + x“6*" is increasing in its argument; thus C is convex. Gross reserve return R/ m
2

is linear. Placement cost R (m; w)m is convex because R is increasing under Assumption 1, so # [Rm]=2R"+ mR" =0

under the maintained assumption of nondecreasing marginal placement cost. Therefore m(m) = R'm — C(m) — R(m; w)m
is strictly concave. Since '(0) > 0, because at m = 0 marginal reserve return R — 6¢(0) exceeds marginal placement cost
R(0; w) given a positive convenience spread, and ' (m) turns negative as the scarcity and placement costs mount, a unique
interior maximizer m* exists, characterized by the first-order condition (7).

Step 3 (strict inequality). The price-taking issuer treats 8¢ and R as parametric, solving Rf — 8%(x*) = R(m; w), that is,
(7) without the own-price terms x?6%' (x?) and mR’(m; w). Let g,,(m) and gpy(m) denote the marginal-profit functions
of the monopolist and the price-taker. Then

Ger(m) = guu(m) = x*(m) 6% (x*(m)) + mR'(m; ) > 0

for all m > 0, since both terms are strictly positive under Assumption 1. Thus g, (m) < gpr(m) everywhere.
Because both marginal-profit functions are strictly decreasing, by Step 2, and cross zero once, the zero of the monopolist
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occurs at a strictly smaller issuance: m* < m”T. The wedge x/0% + mR' is exactly the internalized price impact, the self-
imposed tax on expansion, so issuance is bounded and the feedback loop converges rather than amplifies.

Proposition 1 answers RQ1: the loop converges. Market power, often a concern, is here stabilizing for safe-asset prices,
because the monopolist restrains issuance to protect its own margin. This stabilizing result is narrow, and should not be read
as a welfare defense of issuer market power: it concerns only safe-asset price feedback in a deterministic seigniorage model,
and abstracts from the welfare losses, market concentration, run risk, and payment-system fragility that monopoly provision
may entail. Those channels, some of which point the other way, are outside the present model and are noted as extensions in
Section VII. Figure 2 illustrates: the marginal-benefit schedule of the monopolist lies below that of the price-taker by the
internalized own-price-impact term, so it crosses marginal cost at strictly lower issuance.

Solved issuance equilibrium: m* < m?’

800 -
=y
=
g 600 -
[}
>
=
g 400
jo)]
—
©
g
200 - i
m* mPT
0 200 400 600 800 1000 1200 1400 1600

stablecoin issuance m ($bn)
- = = marginal benefit, price-taker marginal cost, monopolist

marginal benefit, monopolist marginal cost, price-taker

Figure 2. Solved issuance equilibrium. Marginal-benefit and marginal-cost schedules are computed from the first-order conditions (7) at
the baseline calibration (Table 2). The monopolist internalizes the convenience-yield scarcity effect its own reserve demand causes,
shifting marginal benefit down relative to the price-taking benchmark, so equilibrium issuance is strictly below the price-taking level.
The direction is robust across the plausible parameter range; the specific gap is calibration-dependent and is not itself a structural
prediction.

IV. THE RESERVE -MATURITY CAP
The GENIUS Act [17] requires reserves to be held in high-quality liquid assets maturing within 93 days (Table 4).
| take this provision as the policy object; the results depend only on the qualitative feature that the rule caps reserve maturity,
not on the precise statutory threshold, so they are robust to subsequent amendment or reinterpretation of the enacted text. In
the model this is the constraint x¢ < xm, where x € [0,1] parameterizes the permitted long-maturity share; the statutory cap
corresponds to a small k, and in the limit k = 0 reserves are entirely short.

Proposition 2 (effect of a binding maturity cap under a steeper short-end schedule). Let the marginal convenience-cost
schedules satisfy W5 (z) > W*(z) over the relevant range of reserve holdings, where ¥/ (z) = 6/ (z) + z67'(z); a sufficient
condition is ag > a, and ny = n,. Then tightening a binding cap, that is, lowering x below the unconstrained optimum
x** /m*, first forces reserves toward the short end, raising the reserve-weighted marginal convenience cost of issuance;
second strictly reduces equilibrium issuance, dm*/ dx > 0; and third raises the short-end convenience yield 6 and lowers
the long-end convenience yield 8¢ relative to the unconstrained equilibrium, provided the direct reallocation effect dominates
the indirect scale effect from the induced fall in m*, a condition that holds for caps tight enough that x is small.

Proof. Suppose the cap binds, so xf = km and x° = (1 — k)m, this holds whenever k is below the unconstrained ratio
x** /m*, since the issuer would otherwise hold more long-maturity reserves. Substituting into (5), reduced profit is
n(m; k) = Fm — 6°((1 — k)m)(1 — k)m — 6*(kxm) km — R(n; w) m.

The issuance first-order condition 7,,,(m; k) = 0 is
Fimk) =R — (1 — )¥5((1 — k)m) — k¥*(xm) — [R(m; @) + mR'(m; w)] = 0, 8)
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where W/ (z) = 6/(z) +z87'(z) is the marginal convenience cost on maturity j, strictly increasing in z by
Assumption 1.
Part 1 (mechanism). The reserve-weighted marginal convenience cost in (8) is (1 — k)% + kW?. As k falls, weight shifts
from w? to the larger ¥#, by hypothesis, so for any fixed m the total marginal convenience cost rises.
Part 2 (issuance falls as the cap tightens). By strict concavity, which carries over from Step 2 of Proposition 1 since (8) only

reweights the same convex cost components, F,, < 0 at the optimum. By the implicit function theorem, sign (a;':) =

sign(F,). Differentiating (8) with respect to k, and writing z° = (1 — k)m and z¥ = km,
F = [#5(z%) - ¥(2)] + (1 — )m Ps' (2°) — km ¥¥ (2%).
The first bracket is positive by hypothesis. The remaining two terms sum to a positive quantity whenever the short
end is at least as steep as the long end, implied by n, = 7,, and the short-end reserve weight is the larger, that is ¥ < 1/2,
which any binding statutory cap satisfies. Hence F, > 0 and dm*/ dx > 0: atighter cap strictly reduces equilibrium issuance.

Part 3 (redistribution of scarcity). For given m, tightening the cap raises x° = (1 — k)m and lowers x* = km. Through (4),
s isincreasing in x* and 7 increasing in x¥, so the direct effect raises 8 and lowers 8¢. The fall in m* from Part 2 works
against the short-end increase, through a smaller base, but reinforces the long-end decrease. The net short-end effect is
positive when the direct reallocation term dominates the indirect scale term; since the reallocation term scales with (1 — k)
and the scale term with the equilibrium response |dm*/ dk]|, this holds for small k, that is, for caps tight enough to bind
materially.

Proposition 2 answers RQ2 and delivers the central policy statement of the paper: the maturity cap is not merely a run-
safety device. It has a first-order effect on safe-asset prices, contracting issuance and concentrating the convenience-yield
footprint of the issuer at the short end. A prudential rule aimed at liquidity thus trades issuer scale against short-end price
stability, a trade-off invisible in price-taking models. Table 4 summarizes the statutory provisions used as the policy lever.

Content
At least 1:1 reserves against outstanding coins
Cash and demand deposits, short Treasuries, overnight repo and reverse repo,
government money market funds, and other approved federal assets
Reserve instruments maturing within 93 days
Backing constraint plus a cap on the long-maturity share of reserves
Table 4. GENIUS Act (2025) reserve provisions used as the policy lever.

Provision
Backing
Permitted assets

Maturity cap
Modeled as

V. COMPARATIVE STATICS AND CALIBRATION
A. Signed Comparative Statics (RQ3)

Differentiating the equilibrium system yields the signs in Table 1. Stronger household preference for stablecoins, w
rising, raises issuance and raises convenience yields, lowering pecuniary returns; a tighter cap, x falling, contracts issuance
and reallocates scarcity to the short end; and a steeper short-end schedule, i, rising, makes the cap more costly and further
restrains issuance.

Shock Issuance m* Short-end yield Long-end yield Seigniorage
Stablecoin preference rises + + + +
Tighter maturity cap - + - -
Steeper short end - + approx. 0 -
Larger short-bill supply + - approx. 0 +

Table 1. Signed comparative statics of the equilibrium.

B. Calibration

The calibration is illustrative, chosen to place the model at empirically plausible magnitudes rather than to identify
parameters. Table 2 lists the baseline values. Convenience-yield elasticities are set in the range implied by Krishnamurthy
and Vissing-Jorgensen [1] and successors; issuer scale and Treasury holdings match early-2026 sector figures (Table 3).
Solving the first-order conditions of the issuer at these values yields an equilibrium convenience yield on the order of 40
basis points and monopolist issuance roughly half the price-taking benchmark. The former is consistent in order of magnitude
with the small yield responses estimated by Ahmed and Aldasoro [5]; the latter illustrates the direction of Proposition 1 but,
as noted, its precise size is calibration-dependent rather than structural.

Parameter Value Source or target
Elasticity of substitution, stablecoin and deposit 2.0 near-money substitution
Stablecoin weight in the liquidity aggregator 0.15 sector size versus deposits
Short-end convenience elasticity 0.30 Krishnamurthy and Vissing-Jorgensen [1] range
Long-end convenience elasticity 0.15 flatter long end
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Parameter Value Source or target
Level ratio, short to long 1.8 bills more money-like
Permitted long-maturity share 0.05 GENIUS 93-day cap
Benchmark spread 4.5% short rate, 2025 to 2026
Table 2. Baseline calibration (illustrative).
Fact Magnitude Source
Stablecoin market capitalization approx. $317bn Federal Reserve FEDS Note (2026)
Largest issuer Treasury exposure approx. $141bn BDO attestation, Q1 2026
Sector rank among Treasury holders sovereign-scale 1 industry analyses
Yield impact of flows, on impact approx. 0.71 bp Ahmed and Aldasoro [5] f
Yield impact within 10 days up to approx. 4 bp Ahmed and Aldasoro [5] T

Table 3. Motivating empirical facts (early 2026).

Note. Figures marked { are from the revised (2026) version of BIS Working Paper 1270; the original (May 2025) version
reported a larger on-impact effect of roughly 2 to 2.5 basis points. The sovereign-scale characterization reflects industry
analyses, for example by Apollo, Bernstein, CoinShares, and Tether, comparing aggregate issuer Treasury holdings to
sovereign holders, rather than an official government ranking.

VI.DISCUSSION

A. Implications

Three implications follow. First, for monetary transmission: because stablecoins substitute for deposits and their
issuer is a marginal buyer of bills, stablecoin growth tightens the convenience-yield channel and interacts with the short rate
in a way a central bank setting that rate must anticipate. Second, for financial stability: the maturity cap that reduces run risk
simultaneously concentrates the price footprint of the issuer at the short end, so the two prudential objectives are not
automatically aligned. The disintermediation logic parallels the central-bank digital currency literature, in which a public
digital liability draws funding away from bank deposits [18]; here a private digital liability does so while simultaneously
bidding for the safe assets that back it. The result also connects to the government-debt-maturity literature: Greenwood et
al. [19] show that the maturity structure of safe public debt has first-order effects on convenience yields, which is precisely
the margin a reserve-maturity cap manipulates from the demand side. Third, the model identifies what would break the
stabilizing loop, namely competition among issuers, which erodes internalization of price impact, and run risk, which the
deterministic model excludes. Both raise issuance toward the price-taking benchmark and are the natural next steps.

B. Toward Identification

Although the model is theoretical, its comparative statics (Table 1) map into a testable empirical design. The model
predicts that stablecoin reserve growth should have larger effects on short-bill specialness when bill float is low, when reserve
rules bind more tightly, and when issuer concentration is high. A natural design would interact stablecoin supply shocks with
Treasury-bill supply, issuer reserve composition, and regulatory maturity constraints, using the staggered implementation of
reserve rules as identifying variation. The signed predictions, in particular the differential short-versus-long-end response to
a binding maturity cap, distinguish this mechanism from a pure flow-of-funds story in which stablecoin demand moves yields
uniformly across the curve.

VII.CONCLUSION AND FUTURE WORK

Stable coins have made a private-money issuer into a sovereign-scale holder of Treasury bills. This paper shows
that when such an issuer has market power, the convenience yield it earns is endogenous to its own issuance, and this
endogeneity is stabilizing: the loop converges and issuance stays below the price-taking level. A reserve-maturity cap
contracts issuance and shifts the convenience-yield footprint of the issuer to the short end, revealing a trade-off between run
safety and short-end price stability that price-taking models cannot see.

The central-bank relevance is direct. Stablecoin growth alters the demand curve for short safe assets, so reserve
regulation becomes part of the monetary-transmission environment rather than merely a consumer-protection or run-risk
tool: a maturity cap set for prudential reasons has first-order effects on short-end Treasury specialness and hence on the price
of the very assets through which policy operates.

A. Limitations

The results should be read within the scope of the model. First, the setting is deterministic and two-period, so run
risk, rollover risk, and peg breaks are excluded by construction; the stabilizing conclusion is a statement about safe-asset
price feedback, not a claim about the overall stability of stablecoin arrangements. Second, the model has a single issuer, and
the internalization that produces the stabilizing result weakens as issuers compete, so the analysis should not be read as a
welfare endorsement of concentration. Third, as noted in Remark 1, the unconstrained reserve split is generically a corner
solution; the interior split observed in practice is pinned here by the regulatory cap rather than by an endogenous liquidity-
matching motive. Fourth, the convenience-yield schedule is a reduced form, so the mapping from issuer holdings to yields
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inherits the identification limits of that literature. Fifth, the calibration is illustrative rather than estimated: the direction of
the results is robust across the plausible parameter range, but the magnitudes, including the gap between monopolist and
price-taking issuance, are calibration-dependent and are not themselves structural predictions.

B. Future Scope

Four extensions follow directly. Extending the model to issuer competition would show how far the stabilizing
internalization survives as market power erodes, and may reverse the sign of the welfare calculus. Adding run risk to the
deterministic problem would let the maturity cap be evaluated against both of the objectives it serves, rather than only the
price channel. Endogenizing the interior maturity split through a liquidity-matching or redemption-matching constraint
would remove the reliance on the regulatory cap to pin the reserve composition. Finally, the empirical design sketched in
Section VI.B would take the signed comparative statics to data, using the staggered implementation of reserve rules as
identifying variation and testing the differential short-versus-long-end response that distinguishes this mechanism from a
uniform flow-of-funds story.
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