Tether CEO warns EU stablecoin rules may trigger wave of bank failures
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Tether CEO Paolo Ardoino has raised significant concerns regarding the stability of Europe's financial system, forecasting a potential wave of bank failures due to a combination of risky lending practices and new cryptocurrency regulations. In an interview with the "Less Noise More Signal" podcast, Ardoino critiqued the European Union's regulatory framework for stablecoins, suggesting it compels companies like Tether to allocate a substantial portion of their reserves—up to 60%—into uninsured bank deposits.
Ardoino presented a hypothetical scenario in which Tether, with a stablecoin pegged to 10 billion euros, could be vulnerable by holding as much as 6 billion euros in small banks that offer minimal protection. He pointed out that the insurance scheme in Europe guarantees only up to 100,000 euros per depositor, which he described as insufficient. “If you have 1 billion euros, that’s like spitting on a fire,” he remarked, emphasising the inadequate cover against potential insolvency.
As observed by Ardoino, European banks operate under a fractional reserve system, allowing them to lend out a significant proportion of their deposits. “They can lend out 90% of it to people that want to buy a house, start a business, and all of that,” he explained. In his scenario, the potential for banks to lend out 5.4 billion euros could exacerbate vulnerabilities within the banking sector.
Drawing parallels to the collapse of Silicon Valley Bank in 2023, Ardoino warned that European institutions might be at risk of similar failures. He noted that a significant event, such as a 20% redemption, could leave banks short by billions, thus risking not only their own stability but also that of stablecoin issuers dependent on these banks for liquidity.
“As a stablecoin issuer, you go bankrupt—not because of you, but because of the bank,” he stated. He added that a bank's failure could incorrectly tarnish the reputation of stablecoins, prompting government narratives to label them as “very dangerous.” 
Regulatory measures intended to bolster banks' liquidity within the European Union may inadvertently create “huge systemic risk,” Ardoino posited. He particularly pointed out that major European banks, such as UBS, would not handle stablecoins, compelling issuers to bank with smaller institutions, which increases overall risk.
These comments come as Tether prepares to launch a new stablecoin product in the United States and continues to diversify its investments, including a recent increase in its stake in the Latin American agricultural producer Adecoagro. As regulatory landscapes shift, the implications of Ardoino’s warnings will be closely monitored by financial analysts and stakeholders in the cryptocurrency market.
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