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INTRODUCTION 

The market for cryptocurrencies keeps on growing both in 

number of users and in market size, at a pace that seems 

just as unpredictable as their value.  

 

The volatility of cryptocurrencies is still the main factor that 

prevents new users and customers from entering a market 

where they could lose most (if not all) of their investment in 

a few weeks, even days. 

 

Fiat currencies, which is the technical name of the day-to-

day currencies we know, just as USD, UKP, EUR and so on, 

started as representations of little amounts of tangible 

assets (like gold and silver), thus anchoring their value to 

the price of the asset, which is less volatile than a currency 

with no basis, like cryptocurrencies work today. 

 

But is this a path some cryptocurrencies can take to reduce 

their volatility?  



Retracing History 

 
As with many different issues in a plethora of fields, sometimes 

solutions to problems that seem out of control can be 

found on analyzing the past. Previous solutions may 

offer great insight into the behavior of the issue at 

hand, or even work on those past ideas to 

develop newer ones that adapt to the 

current situation. 

In the context of cryptocurrency, the 

first and most important issue is their 

volatility. Not being sure if an 

investment will pay off, or even stay 

the same, in short periods of time, 

thus reducing their confidence in 

the system for the long term. And 

the fact that cashing out might 

take days, even weeks, only adds 

up to the risk of entering the 

cryptocurrency market. 

And history might have the 

answer: the early iterations of 

currencies as we know them were 

associated to small weights of a 

certain precious metal, normally silver 

or gold. This gave the concept of 

currency the feature of “tangibility”, 

where the currency can be traded in any 

moment for its equivalent in the asset, and 

this equivalent is always ensured to exist. 

Stablecoins take this concept and adapt it to today’s 

standards by tethering their value to fiat currencies, 

tradable assets, and even mixes of other cryptocurrencies. All 

of these options grant stablecoins an edge in terms of reduced 



What are Stablecoins? 
A ‘stablecoin’ is the name given to a cryptocurrency that, unlike the vast majority 

of the currencies that are circulating today, does not derive it’s value from demand 

and offer. Instead, stable coins are directly associated to an external, tangible and 

tradable asset, much like fiat currencies did in their beginnings. 

Stablecoins are tethered to these assets (e.g. USD and gold) in fixed ratios, offer 

great stability due to their value being linked to a factor that’s completely external 

to the blockchain environment, and most of them ensure that the equivalent in the 

real asset exists and is ready to be liquidated by the customer. 

Value linked to external 

asset: Protects from 

extremely high volatilities 

and allows global trading 

of said asset. 

Ease for liquidation 

in case of the user 

wanting out of the 

environment 

Diversity of tethered 

assets grants enough 

independence 

among stablecoins 



VALUE COMES FROM 

TRADABLE, EXTERNAL 

ASSETS 

As said, stablecoins get their value from assets like 

gold, the USD, the Euro, and many others. These are 

completely disconnected from the blockchain 

environment, and thus are unaffected by its market 

volume, spikes, falls and overall volatility. 

FIXED RATIOS The currencies are tethered to the assets at nearly 

fixed ratios, meaning that their equivalency depends 

on the value of the asset itself is not altered by the 

trading of the currency. 

SAFER AND FASTER 

LIQUIDATION 

Given that the value of the coin is expected not to 

change, the user can rely on stablecoins to ‘store’ 

their funds out of traditional cryptocurrencies but 

not worry about cashing out. 

Even more, when they want to cash out, doing it via 

stablecoins may prove useful as the fixed value will 

be maintained during the days of the process, so no 

money will be lost. 

GLOBAL COMPATIBILITY Because of the tethering to known tradable assets, 

stablecoins can enable a new layer for worldwide 

investments and safekeeping capital. For example, in 

countries with devaluated currencies, users may 

keep their savings in stablecoins tethered to the 

USD. 

Features 



Categories 
Stablecoins are often classified according to the type of asset their value 

is tethered to: 

Fiat Currency-Based 
The most common and easy to understand 

of all the stablecoins. These are linked to 

national currencies like the dollar or the 

euro. 

These are always fixed to a 1:1 ratio, 

meaning that their value is regulated 

just like the fiat currencies are: via a 

centralized organization, who are also 

in charge of ensuring that every coin is 

properly backed by its equivalent in fiat 

currency in a bank. 

Their simplicity and stability does come at 

the cost of centralization and regulations, 

while it also strays away form the ‘trustless’ model 

for cryptocurrencies, as users need to trust these 

organizations in order to keep the tokens properly tethered. 

Tether (USDT) 

The most popular stablecoin. Issued for users to 

keep their investments safe in case of possible bad 

news.  

TrueUSD (TUSD) 

Offered as a more transparent alternative to Tether. 

Users may exchange USD via eScrow, so the TUSD 

team is never in contact with the transaction. 



Maker DAO 

Given that the value of the DAI (Maker DAO’s 

stablecoin) is linked to different to many 

cryptocurrencies, it remains a decentralized 

alternative due to achieving stability via a 

system of smart contracts that reacts to 

market dynamics and movements.  

Commodity-Based 
These are tethered to fungible assets like gold and other 

precious metals. They represent a small amount of 

the asset, and require a centralized authority to 

ensure the equivalent exists in real life. 

Digix Gold Tokens 

Backed by physical gold, properly 

audited and secured in what they 

call ‘The Safe House’, located in 

Singapore.  

The value is solely dependent of 

the market value of gold. 

Cryptocurrency-Based 
A more groundbreaking approach to stablecoins is to base 

them on cryptocurrencies themselves. And since basing 

the value of a coin in just another coin defeats the point 

of stabilizing the price, this coins derive their value 

form a mix of different coins, which alleviates the 

fluctuation of each separate coin.   



Seignorage-Like Models 
Taking the concept beyond tethering to other 

assets to maintain price stability, some projects 

have taken the risk of developing algorithms 

to make their coins match the behavior of 

government-issued currencies. 

To simplify, they emit new tokens when the 

value rises due to demand, and once it 

bounces below the expected value, they 

destroy a certain amount to reduce the 

offer. 

It’s a little less intuitive to picture how this 

model works when you compare it to the other 

kinds of stablecoins, but it’s certainly a promising 

view that can spawn great things in the future. 

Basis 

Probably the most prominent example for this category 

of stablecoins. Basis aims to always stay as close as 

possible to $1 USD.  

If the price rises, more coins are created and distributed, 

thus reducing the value of each one back to $1. And if the 

price is lower, another token (Base Bonds) are put to auction 

for Basis coins, and these are taken out of circulation. 



Disadvantages 
Given that stablecoins are taking the concept of cryptocurrency but 

adapting it to compensate for its main drawback: the volatility. 

But, as it would be expected, this implementation makes way for other 

disadvantages to arise. The main concerns about these are generally 

related to the centralization of the tokens. 

CENTRALIZATION Because of the fact that these coins are linked to real-

life, tangible assets that are already monitored by 

national and international institutions, this translate 

into the centralization of the token’s value and 

distribution into a small amount of organizations, which 

goes against the main idea of cryptocurrency.  

REGULATIONS AND 

AUDITS 

These institutions are in charge of regulating the assets 

so their actual value is maintained, which translates into 

regulations for the emission and destruction of 

stablecoin tokens. 

Also, stablecoins based on commodities need to follow 

a rigorous process of audit to ensure that the asset 

they’re meant to represent does exist and is valid 

according to international standards. 

COMPLEXITY Mainly for stablecoins based on other cryptocurrencies 

or follow a seignorage model, most of the algorithms 

that determine the value of this coins are much more 

complex than those of traditional cryptocurrencies. 

This can discourage users to invest in them because 

tracking methods might become even more 

complicated for these kinds of stablecoins. 



 

Current State 
Stablecoins are currently gaining ground within the cryptocurrency 

market, and are expected to keep growing as the concept becomes more 

popular and useful for crypto users to hedge their investments. 

Right now, the best stablecoins in terms of popularity are tethered to the 

following assets: 

US Dollar 

The most popular asset for stablecoins to link their value, with 

11 out of the top 15 stablecoins tethered to it.  

Some of the most popular ones are: TrueUSD, USDC, Dai, 

Tether and StableUSD. 

 
Gold 

Internationally known and regulated. One of the few physical 

assets traded via stablecoins, and a safe way to convert digital 

earnings into real-life commodities. 

The most popular one is the Digix Gold Token. 

 
Euro 

The Euro is benefitting from the popularity of USD 

stablecoins, as projects tethering their value to the EU’s 

currency, and it presents an opportunity for easier global 

trading. 

The most popular Euro-based coin is the EURS. 


