UK sets high reserve standards amid evolving stablecoin regulations and tokenised deposits
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The United Kingdom is preparing to introduce comprehensive regulations targeting stablecoins, with a consultation set to begin on November 10 and full implementation expected by late 2026. This regulatory initiative aligns the UK’s approach closely with developments seen in the United States and aims to foster a secure and innovative environment for digital asset use. The move comes amid a striking 204% growth in the UK’s crypto user base over the past four years, expanding from 2.3 million to 7 million, thereby creating a substantial market for regulated stablecoin services.
According to the UK government and officials familiar with the matter, the forthcoming rules will require stablecoin issuers to back their tokens with reserves held in high-quality assets such as government bonds or short-term securities, a measure intended to ensure stability and consumer protection. The Bank of England, working alongside the Financial Conduct Authority (FCA), will oversee the framework, which incorporates a phased rollout through to 2026. The consultation will seek detailed industry feedback on reserve standards, audit processes, and transparency obligations, aiming to balance safeguarding investors with nurturing innovation. This approach reflects a broader ambition to maintain London's stature as a global financial hub in the digital asset era.
Major stablecoin issuers are already positioning themselves ahead of the new regulatory landscape. Circle, which has secured licences for its EURC and USDC tokens under the EU’s MiCA regulation, is primed for expansion in the UK and across Europe. Tether’s USDT remains dominant globally, despite ongoing scrutiny into its reserve transparency and auditing procedures. Meanwhile, PayPal’s PYUSD stablecoin, with a market capitalisation of approximately $2.8 billion, has expanded via the Stellar network into over 170 countries. PayPal’s integration facilitates instant stablecoin-to-fiat transactions at more than 200,000 merchants worldwide. Traditional payment giants like Western Union are also exploring stablecoin offerings, further highlighting the growing institutional interest and market potential in the UK as regulatory clarity improves.
The Bank of England’s mandate that stablecoin reserves be held in government bonds or short-term securities sets a high-quality standard that aligns with proposals in the US GENIUS Act, promoting potential regulatory harmonisation across jurisdictions. This reserve requirement creates new opportunities for asset managers to serve as custodians of these high-quality reserves, bridging traditional finance and emerging digital asset markets. However, challenges persist in implementing real-time verification and audit mechanisms for these reserves, which are crucial to ensuring stablecoins do not pose systemic risks.
The UK’s regulatory framework is expected to impose certain ownership caps to limit exposure, proposals have suggested limits ranging from £10,000 to £20,000 for individual investors, with significantly higher thresholds for businesses. These caps have drawn criticism for being more stringent than the regulatory stances of the US and the EU. The Bank of England, led by Governor Andrew Bailey, has maintained a cautious but constructive stance on stablecoins, highlighting their potential benefits while underscoring the need for robust regulation. Bailey has publicly stated that stablecoins widely used as payment mechanisms in the UK should be treated like traditional banks, including depositing protections and access to BoE reserve facilities, to reinforce their monetary credibility.
In parallel, the Bank of England has signalled support for tokenised deposits, a blockchain-based digital representation of traditional bank deposits, which some major UK banks, including HSBC, NatWest, Lloyds, Barclays, Nationwide, and Santander, are preparing to launch in 2026. This initiative is seen as complementary to stablecoin regulation and reflects an emphasis on fostering innovation within the regulated banking ecosystem. The Bank and FCA encourage experimentation with tokenised deposits ahead of the final stablecoin rules, highlighting the broader regulatory drive to modernise payment systems while ensuring financial stability.
The FCA has also bolstered its leadership in the crypto and stablecoin space by appointing Sarah Pritchard as its deputy chief executive. Pritchard’s role reflects the regulator’s expanding remit over stablecoins and crypto firms, underscoring the UK’s commitment to maintaining rigorous oversight as these markets evolve.
The timeline to finalise and implement stablecoin regulations by 2026 provides the industry with a preparatory window while ensuring the UK remains competitively aligned with global peers. As the consultation period begins, financial institutions and market participants are expected to engage robustly with regulators to shape a framework that balances innovation, consumer protection, and systemic integrity. The UK’s evolving stablecoin regime may well influence global regulatory standards, given London’s influential role as an international financial centre.
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