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Abstract

This paper examines whether dollar-denominated stablecoins function as a novel channel of interna-
tional capital flows. Exploiting a distinctive institutional setting in South Korea and detailed blockchain-
level transfer data from cryptocurrency exchanges, we construct measures of cross-border stablecoin
outflows and interpret them as shadow dollar capital movements. We document three main findings.
First, stablecoin outflows are quantitatively meaningful, amounting to roughly 28 percent of tradition-
ally recorded capital outflows over our sample period. Second, stablecoin flows respond systematically to
traditional determinants of international capital movements, including domestic political shocks, global
political events, and U.S. monetary policy. Third, stablecoin outflows exert economically meaningful and
persistent depreciation pressure on the Korean won against the U.S. dollar. These results suggest that
stablecoins represent a digitally native but economically consequential shadow channel of international
capital mobility.
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1 Introduction

Stablecoin is a type of cryptocurrency designed to maintain a stable value by pegging its price to a specific

government-issued fiat currency like the U.S. dollar. Unlike cryptocurrencies such as Bitcoin or Ether, whose

prices fluctuate continuously, stablecoins aim to minimize volatility by backing their value with liquid re-

serves like Treasuries. Currently, the vast majority of stablecoins are pegged to the U.S. dollar with Tether

(USDT) and USD Coin (USDC) being the dominant issuers, accounting for approximately 64.6 percent and

26.8 percent of total stablecoin market capitalization as of April 2025. Together, their combined market cap-

italization exceeds 280 billion dollars. When individuals hold stablecoins or other cryptocurrencies, they can

transfer these tokens across borders almost instantaneously using blockchain networks, typically without the

frictions, intermediaries, or regulatory constraints that characterize traditional cross-border capital flows.

Despite their substantial market size and the relative ease with which they can be moved globally through

blockchain technology, little is known about how such digital asset flows interact with international capital

movements, exchange rates, and the broader global financial system. Dollar-denominated stablecoins are

widely held and used across the globe, particularly in emerging market economies where local fiat curren-

cies are volatile or subject to inflationary pressures. Yet, we have limited empirical evidence on whether

their cross-border use merely reflects existing capital flow dynamics or instead constitutes a distinct and

quantitatively meaningful channel of international financial transmission.

This paper leverages a distinctive institutional setting in South Korea to address this gap in the literature.

Using detailed on-chain transfer data from domestic to foreign blockchain wallets, we show that stablecoin

outflows are quantitatively meaningful. More importantly, cross-border stablecoin flows respond systemat-

ically to traditional drivers of international capital movements, including U.S. monetary policy shocks and

shifts in global and local risk conditions. Moreover, we demonstrate that these flows exert economically

meaningful and persistent effects on dollar exchange rates, indicating that stablecoins function as a shadow

cross-border capital flow channel linking domestic financial conditions to global dollar markets.

South Korea provides an ideal environment for studying the international financial implications of dollar-

denominated stablecoins. Unlike cryptocurrency exchanges in other countries that historically operated with

limited or indirect banking relationships, South Korea was among the first countries to formalize a strict

know-your-customer (KYC) regime for cryptocurrency exchanges in 2018. Under this framework, users must

link their exchange accounts to verified domestic bank accounts with real-name verification requirements. As

a result, South Korean investors can purchase cryptocurrencies directly using Korean won, and trading pairs

are predominantly quoted and traded in Korean won. This institutional structure contrasts sharply with

most global crypto exchanges, where volatile cryptocurrencies like Bitcoin are typically priced in stablecoins
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USDT rather than fiat U.S. dollars, and users must first acquire stablecoins before trading other digital

assets.

This setting is advantageous for our analysis because purchasing dollar-denominated stablecoins on South

Korean exchanges and transferring them via blockchain to offshore wallets is economically analogous to con-

verting Korean won into U.S. dollars and remitting funds abroad through the traditional financial system. In

this sense, stablecoin outflows constitute a digital form of cross-border capital outflow, allowing us to interpret

on-chain transfers as economically meaningful movements of dollar-denominated claims across jurisdictions.

Importantly, unlike conventional cross-border transactions intermediated by banks, these blockchain-based

transfers operate largely outside the existing regulatory and reporting framework, highlighting their potential

role as a shadow channel of international capital movement.

Taking advantage of this institutional setting, we utilize detailed on-chain transfer data from two major

South Korean cryptocurrency exchanges, Upbit and Bithumb. These platforms allow customers to transfer

dollar-denominated stablecoins via public blockchains like Ethereum and Tron to wallets and exchanges

abroad. We interpret transfers of USDT or USDC from Upbit or Bithumb wallets to foreign wallets as

shadow dollar outflows, and transfers from foreign wallets back to domestic exchange wallets as shadow

dollar inflows.

Within this framework, we present three findings. First, we document that stablecoin-based capital out-

flows are economically meaningful relative to traditionally recorded capital flows. Comparing outbound on-

chain transfers from domestic exchanges to standard balance-of-payments measures, we find that stablecoin

outflows amount to roughly 28 percent of conventional capital outflows over our sample period. This magni-

tude underscores that stablecoin transactions constitute a quantitatively significant and nontrivial channel

of cross-border capital movement in South Korea rather than a marginal phenomenon confined to the crypto

ecosystem.

Second, we show that stablecoin-based capital flows respond systematically to the same set of determi-

nants that have long been understood to drive traditional cross-border capital movements. To establish this,

we exploit three distinct and economically meaningful sources of variation: a sudden domestic political shock

(the unexpected declaration of martial law), a major global political event (the U.S. presidential election),

and high frequency U.S. monetary policy surprises. Across all three settings, outbound transfers of dollar-

denominated stablecoins from Korean exchanges increase significantly following shocks that have historically

prompted capital reallocation from local fiat currencies toward dollar-denominated assets.

We begin by examining the effect of political uncertainty on cross-border stablecoin flows. Papers like

Alfaro et al. (2008), Julio and Yook (2016), and Arakelyan and Evdokimova (2025) shows that political un-

certainty within a country induces international capital outflows, particularly from emerging economies like
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South Korea. In order to see if this result holds for stablecoin flows, we exploit the sudden and unexpected

declaration of martial law by the South Korean president in December 2024, which constitutes a sharp and

plausibly exogenous deterioration in domestic political stability. The announcement was completely unantic-

ipated by financial markets and the public, creating a discrete political shock well suited for identification.

To quantify its causal impact on cross-border stablecoin flows, we implement a regression discontinuity de-

sign centered on the announcement date, comparing stablecoin transfers before and after the shock within

different time windows.

Immediately following the martial law declaration, we document a large and discrete increase in outbound

transfers of USDT and USDC from Korean exchanges to foreign wallets and exchanges. The magnitude of the

surge is substantial relative to normal daily variation and persists beyond the announcement window. Given

South Korea’s strict real name verification and bank account linkage requirements for domestic exchanges,

these transfers predominantly reflect actions by Korean residents rather than foreign arbitrageurs. The

episode therefore provides direct event-level evidence that stablecoins serve as a vehicle for digital capital

flight in response to sudden domestic political risk.

We next turn to the U.S. presidential election, a major global political event with well-documented

implications for risk premia and international portfolio allocation. To identify its impact on cross-border

stablecoin flows, we examine high-frequency changes in outbound transfers in a narrow window surrounding

the election, effectively implementing an event-study design that isolates the immediate response to the res-

olution of electoral uncertainty. Around the election, stablecoin flows exhibit statistically and economically

significant adjustments consistent with heightened demand for dollar-denominated digital claims. This pat-

tern indicates that Korean investors actively rebalance their exposure to offshore dollar assets in response to

shifts in global political risk and anticipated changes in U.S. economic policy. The response closely resem-

bles traditional emerging market capital flow dynamics, where major global political developments influence

cross-border portfolio decisions through changes in risk sentiment and expected dollar strength.

Finally, we examine high-frequency U.S. monetary policy surprises. Using monetary policy shocks identi-

fied around Federal Open Market Committee announcements, we find that contractionary U.S. policy shocks

lead to significant increases in outbound stablecoin transfers. The direction of the response mirror the well-

established reaction of emerging market capital outflows during periods of dollar appreciation and tighter

global liquidity conditions. When U.S. monetary policy tightens unexpectedly, Korean residents increase

their holdings of offshore dollar-denominated stablecoins, effectively reallocating wealth into digital dollar

claims outside the domestic financial system.

The final empirical result that we present examines the consequences of stablecoin flows by analyzing their

impact on exchange rates. We find that increases in outbound transfers of dollar-denominated stablecoins
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from Korea exert economically meaningful and persistent depreciation pressure on the Korean won against the

U.S. dollar. Using an instrumental variables framework to isolate exogenous variation in stablecoin outflows,

we show that positive shocks to stablecoin outflows lead to cumulative increases in the KRW/USD exchange

rate over subsequent days, consistent with capital outflow–induced currency depreciation. The effects are

statistically significant and build gradually over horizons of up to two weeks, indicating that stablecoin

flows transmit into broader foreign exchange markets rather than remaining confined within cryptocurrency

ecosystems.

Taken together, our findings establish that dollar-denominated stablecoins constitute a quantitatively

meaningful and macro-financially relevant channel of cross-border capital mobility. Stablecoin outflows from

South Korea amount to a nontrivial share of traditionally recorded capital outflows, respond systematically to

domestic political shocks, global political events, and U.S. monetary policy surprises, and exert economically

significant pressure on the exchange rate. In this sense, stablecoins are not merely crypto instruments but

function as a digitally native vehicle for international capital movement.

More broadly, our results have important implications for the measurement of capital flows, the trans-

mission of global financial shocks, and the policy challenges facing emerging market economies. As residents

gain more and more access to dollar-denominated assets through blockchain-based stablecoins, cross-border

capital mobility may expand beyond the perimeter of traditional regulatory frameworks. This development

raises new questions about exchange rate dynamics, monetary autonomy, and the effectiveness of capital

flow management in an era of digital assets. By providing the first systematic evidence linking stablecoin

flows to political shocks, monetary policy, and exchange rate outcomes, this paper contributes to the growing

literature on digital assets in conjunction with mature literature on international finance and highlights the

need to incorporate blockchain-based capital flows into the broader analysis of the global financial system.

Literature review: This paper contributes to the literature that looks at cross-border transfer of digital

assets. Auer et al. (2025) provide empirical analyzes of cross-border flows in Bitcoin, Ether, and stablecoins

using on-chain transaction data combined with exchange-level information. They show that crypto-asset flows

are economically significant, geographically widespread, and responsive to global financial conditions, with

stablecoins in particular exhibiting patterns consistent with their use as vehicles for cross-border payments

and dollar exposure rather than purely speculative trading. von Luckner et al. (2023) show that cross-border

flows in Bitcoin, Ether, and especially stablecoins are large, globally connected, and systematically related to

global financial conditions, highlighting the growing macro-financial relevance of crypto-asset transactions.

Copestake et al. (2023) and Reuter (2025) look at international flows of digital assets in a similar way. This

paper contributes to this literature by providing direct causal evidence that dollar-denominated stablecoins

function as a vehicle for cross-border capital flows using detailed on-chain data, showing that they respond
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systematically to political and monetary shocks and exert economically meaningful effects on exchange rates

in an emerging market setting.

This paper is also related to the broader literature that shows how the cryptocurrency market affects

the traditional financial market. Papers such as Barthélemy et al. (2025), Aldasoro and Ahmed (2025), Kim

(2025b), and Kim (2025a) show that the stablecoin market affects traditional money market instruments

such as U.S. Treasuries and commercial paper. This paper contributes to this literature by showing that

dollar-denominated stablecoins function as a shadow channel of cross-border capital flows that also affect

exchange rate dynamics.

In addition, we contribute to the broader literature on the economics of cryptocurrency where papers

such as Budish (2018), Biais et al. (2019), Gans and Gandal (2019), Saleh (2020), Cong et al. (2020b), Cong

et al. (2020a), Abadi and Brunnermeier (2022), Abadi and Brunnermeier (2024), and Han et al. (2025) use

economic reasoning to investigate the optimal organization of blockchain and distributed ledger technology.

This paper contributes to this literature by showing that the optimal design of blockchain technology has

enabled it to become a shadow channel through which capital flows globally.

This paper contributes to the literature on international capital flows and capital flight. The literature

has classified episodes of abrupt reversals in capital inflows into those driven by foreign investors—often

referred to as true sudden stops—and those driven by domestic agents—episodes of capital flight. Early

studies emphasize the importance of distinguishing between gross inflows and outflows, which may offset each

other and thereby obscure underlying shifts in investor behavior (e.g., Broner et al. (2013), Obstfeld (2012),

Forbes and Warnock (2012)). Further, some papers provide evidence on sudden stops in international capital

flows or capital flights especially in emerging markets that are often associated with sharp macroeconomic

adjustments and financial stress (e.g., Calvo et al. (2006), Cowan et al. (2008)). Another strand of the

literature examines the impact of international capital flows on exchange rates (e.g., Combes et al. (2012),

Gabaix and Maggiori (2015)). While this literature has provided important insights into the drivers and

macroeconomic consequences of international capital flows, it has largely focused on flows recorded through

traditional financial intermediaries and balance-of-payments statistics. As a result, new forms of cross-border

financial transactions occurring through decentralized digital asset networks remain largely unexplored.

Against this backdrop, our paper contributes to the literature by examining a new channel of cross-

border capital flows arising from stablecoins and drawing macroeconomic implications for emerging markets.

In particular, we show that stablecoin inbound and outbound transfers tend to offset each other because of

the nature of foreign stablecoins: domestic demand for stablecoins must be met through inbound transfers

from abroad, while the acquired stablecoins are mostly used for outbound transfers given the limited scope

for domestic use. This pattern highlights the importance of analyzing gross stablecoin cross-border transfers,
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rather than net flows. We further show that stablecoin transfers are associated with exchange rate deprecia-

tion, reflecting the fact that U.S. dollars are paid abroad for the domestic acquisition of foreign stablecoins.

The initial shift in the composition of capital from dollars to stablecoins gives rise to stablecoin-based capital

flight, manifested as outbound transfers to global cryptocurrency exchanges, particularly during periods of

macroeconomic or political uncertainty. The stablecoin-based capital flight moves more rapidly than conven-

tional capital flows captured in the balance of payments, while their magnitude is economically comparable.

2 Institutional Detail

2.1 Stablecoin Market Description

Stablecoins are digital tokens designed to maintain a stable value by pegging their price to reference assets

such as fiat currencies (e.g., the U.S. dollar). Unlike highly volatile cryptocurrencies such as Bitcoin, whose

prices can fluctuate sharply even over short intervals, stablecoins seek to minimize price volatility and

are therefore widely used as a store of value and as a medium of exchange within decentralized finance

(DeFi) ecosystems. Accordingly, the stablecoin market has expanded rapidly, growing from approximately

from $4 billion in 2019 to $283 billion by August 2025 (see Figure 1).1 Reflecting their rapid growth and

potential spillovers to traditional financial markets, regulators have introduced or are considering dedicated

frameworks, including the EU’s Markets in Crypto-Assets Regulation (MiCA) and the U.S. GENIUS Act.

The market is dominated by fiat-collateralized stablecoins, primarily issued on the Ethereum and Tron

blockchains. The two leading issuers, Tether (USDT) and USD Coin (USDC), account for 63.6% and 26.8%

of total stablecoin market capitalization as of April 2025, respectively.

2.2 Foreign Exchange Market in Korea

South Korea maintains a regulated foreign exchange system in which cross-border capital transactions by

residents are subject to reporting requirements, transaction limits, and institutional frictions. While the

overall framework has gradually liberalized over time, foreign exchange transactions remain closely monitored

under the Foreign Exchange Transactions Act. In particular, residents face restrictions on the conversion of

Korean won into foreign currency and the remittance of funds abroad through the banking system.

Several features of the current system illustrate these frictions. First, overseas remittances above relatively

modest thresholds require documentation and reporting. For example, transactions exceeding USD 10,000

1The first stablecoin (crypto-collateralized), BitUSD, was launched on July 21, 2014. The first fiat-collateralized stablecoin,
Tether (USDT) was issued on October 6, 2014. According to DefiLlama, there are 290 circulating stablecoins as of September
2025.
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Figure 1: Stablecoin Issuance and Blockchain Platforms

(a) Stablecoin Issuance (b) Blockchains by Supply

Notes: This figure shows (a) stablecoin total issuance and (b) uses of blockchains by supply. Source: coinmarketcap.com,
defillamma, Park(2026).

are reported to tax and supervisory authorities, and larger transfers are subject to additional scrutiny and

documentation requirements. Also, there are limits on documentation-free remittances. While recent regula-

tory reforms have increased this threshold, residents are generally restricted to sending up to approximately

100,000 U.S. dollar per year without supporting documents, beyond which formal verification procedures are

required.

These frictions imply that traditional channels of cross-border capital movement through the banking

system can be relatively costly, time-consuming, and subject to regulatory scrutiny. As a result, alternative

channels that allow investors to access offshore dollar-denominated assets without going through the formal

foreign exchange system may become particularly relevant. This institutional environment provides a natural

setting for studying whether stablecoins can serve as such an alternative channel for cross-border capital

movement.

2.3 Stablecoins in Korea

In Korea, the stablecoin market has developed under a comparatively restrictive regulatory environment.

Korean won–denominated stablecoins are currently not permitted, reflecting policymakers’ concerns about

monetary sovereignty and financial stability. At the same time, the government is preparing a comprehensive

regulatory framework for digital assets, including stablecoins, under the proposed second-phase legislation

(the so-called “Digital Asset Act Phase II”). Despite the absence of domestic currency–pegged stablecoins,

major USD–pegged stablecoins have become increasingly accessible to Korean investors. In particular, Tether
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(USDT) and USD Coin (USDC) were listed on major Korean cryptocurrency exchanges around 2024.2

Following these listings, both inbound and outbound stablecoin transfers involving Korean exchanges have

increased substantially relative to other major cryptocurrencies (see Figure 2).

Figure 2: Major Cryptocurrency and Stablecoin Transfers

(a) Inbound Transfers (b) Outbound Transfers

Notes: This figure shows monthly major cryptocurrency and stablecoin transfers from and to South Korean cryptocurrency
exchanges.

We focus on the Korean market for several institutional and macroeconomic reasons. First, Korea main-

tains one of the strictest know-your-customer (KYC) regimes for cryptocurrency exchanges. To open an

account and conduct trading or transfers on domestic platforms, users must link their accounts to verified

Korean bank accounts under real-name verification requirements. Because access to such bank accounts is

limited for nonresidents, trading activity on Korean exchanges predominantly reflects domestic investors. As

a result, outbound stablecoin transfers associated with these exchanges are more plausibly interpreted as

cross-border capital outflows by Korean residents, rather than transactions initiated by foreign users repatri-

ating funds to offshore platforms. This institutional feature allows us to more cleanly map on-chain transfers

to economically meaningful capital flow measures.

Second, Korea is one of the earliest emerging market economies(EMEs) in which major domestic ex-

changes have listed USD–pegged stablecoins, whereas many other EMEs have not permitted the listing or

widespread use of foreign stablecoins. Although USD–pegged stablecoins are actively traded in Korea, their

use in domestic transactions remains limited. Instead, foreign cryptocurrency exchanges play a predominant

role in providing access to leveraged trading, derivatives, and a broader set of DeFi ecosystems. Conse-

quently, when Korean investors transfer stablecoins to offshore exchanges, these transactions are closely tied

to participation in global cryptocurrency markets and can be interpreted as economically meaningful capital

2USDT was first listed on Bithumb on December 7, 2023, and on Upbit on June 7, 2024. USDC was listed on Bithumb on
December 9, 2023, and on Upbit on August 30, 2024.
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Table 1: Summary Statistics of Stablecoin Flows

Variable Mean Median Std. Dev. Min Max

Stablecoin Inflow 98.91 80.13 78.11 9.35 777.01
Stablecoin Outflow 106.58 89.72 81.00 12.31 745.20
Stablecoin Net flow 7.67 2.15 28.10 -184.99 152.26

Notes: This table reports summary statistics of daily stablecoin flows from South Korean cryptocurrency exchanges. Sta-
blecoin inflow and outflow correspond to transfers of USDT and USDC into and out of domestic exchanges. Net stablecoin
outflow is defined as outflows minus inflows. All values are measured in millions of U.S. dollars.

outflows. At the same time, the absence of won-denominated stablecoins creates a setting in which foreign

stablecoins are adopted without a domestic-currency counterpart. Evaluating the Korean case therefore offers

a useful laboratory for understanding how the introduction of foreign stablecoins may affect capital flows

and the potential macro-financial consequences for EMEs considering similar adoption.

3 Data

3.1 Sample Construction

To quantify cross-border stablecoin capital flows, we collect high-frequency on-chain transfer data from the

Ethereum and Tron blockchains spanning January 2024 to October 2025.3 The transaction-level dataset

records block timestamps, sender and receiver wallet addresses, token names, and transfer amounts. We map

wallet addresses to identifiable entities using Arkham address labels, which enables us to classify transfers

to and from Korean cryptocurrency exchanges. We then exclude transfers between domestic exchanges,

including self transactions, to isolate cross-border stablecoin transfers.

Given their dominant market share, we focus on transfers of the two leading stablecoins, USDT and

USDC, involving the two largest Korean exchanges, Upbit and Bithumb, which together account for over

95% of cryptocurrency trading volume in Korea.4

3.2 Summary Statistics

Table 1 reports summary statistics for daily stablecoin flows associated with South Korean cryptocurrency

exchanges. The table presents the mean, median, standard deviation, minimum, and maximum values for

stablecoin inflows, outflows, and net outflows over the sample period. All variables are measured in millions

of U.S. dollars and correspond to transfers of the two dominant dollar-denominated stablecoins, USDT and

USDC, to and from two major Korean exchanges Upbit and Bithumb.

3We start our timeseries in January of 2024 because dollar-donominated stablecoins were listed on Korean crypco exchanges
in December of 2023.

4As of 2025, Upbit accounted for 71.6% and Bithumb held 25.8% of trading volume in Korea.
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These summary statistics demonstrate that stablecoin transfers constitute a large and highly variable

component of cross-border financial activity originating from South Korean cryptocurrency exchanges. In

the following section, we investigate how the magnitude of these stablecoin flows compares with traditional

measures of cross-border capital movements.

4 International Stablecoin Capital Flows

4.1 Stablecoin Transfers and Capital Flows

Figure 3 presents inbound and outbound stablecoin transfers associated with the Korean exchanges. The

majority of transfers occur with respect to foreign cryptocurrency exchanges. A smaller share reflects transfers

across domestic exchanges within Korea. Figure 4 shows that the primary counterparties of cross-border

stablecoin transfers are large global cryptocurrency exchanges, particularly Binance and Bybit, which are

widely used for leveraged cryptocurrency trading.

Figure 3: Stablecoin Transfers by Entity Types

(a) Inbound Transfers (b) Outbound Transfers

Notes: This figure shows monthly stablecoin transfers from and to South Korean cryptocurrency exchanges. Types of
counterparties are non-Korean foreign exchanges (Global CEX), Korean exchanges (Domestic CEX), others (including
gambling and payments), self, stablecoin issuers (Stablecoin), and unknowns.

4.2 Cross-Border Stablecoin-Related Transactions

Cross-border transactions are intrinsic to the functioning of foreign USD-pegged stablecoins in Korea because

such tokens are not natively issued in the domestic market. As illustrated in Figure 5, to satisfy local demand,

stablecoins must first be transferred from global markets to Korean exchanges. In practice, this role is largely

performed by arbitrageurs and market makers. They acquire stablecoins on large global centralized exchanges
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Figure 4: Cross-Border Stablecoin Transfers by Entity

(a) Inbound Transfers (b) Outbound Transfers

Notes: This figure shows monthly cross-border stablecoin transfers from and to South Korean cryptocurrency exchanges.
Transfers with the following counterparties are excluded: Korean domestic exchanges and self.

(CEX), transfer them to domestic exchanges, and sell them to Korean investors. The proceeds from these

sales, denominated in Korean won, are subsequently converted into USD in the foreign exchange (FX) market

and remitted abroad, where market makers repurchase stablecoins and repeat the cycle. This mechanism

links the stablecoin market directly to the FX market and, all else equal, generates upward pressure on

the KRW/USD FX rate. Arbitrage incentives arise from the persistent positive premium of stablecoins in

Korean markets (see Figure 6). For example, on October 31, 2025, the USDT price on a Korean exchange

(Upbit) was KRW 1,498 while the KRW/USD FX rate was KRW 1,428.87. Abstracting from transaction

costs, a market maker purchasing USDT at par (USD 1) abroad and selling it domestically could earn an

arbitrage profit of approximately USD 0.05 per token. On the demand side, domestic investors purchase

stablecoins on Korean exchanges and transfer them to global exchanges to participate in DeFi protocols and

broader cryptocurrency trading opportunities. Consistent with this mechanism, cross-border inbound and

outbound stablecoin transfers are nearly equal in magnitude (see Figure 4), indicating that domestic demand

for offshore deployment of stablecoins is largely met by corresponding inflows from abroad. Moreover, periods

characterized by a higher stablecoin premium tend to coincide with greater volumes of both inbound and

outbound transfers.

4.3 Statistical Issues on Stablecoins

Economically, outbound stablecoin transfers can be interpreted as effective capital outflows, insofar as do-

mestic purchasing power is transferred abroad. From a statistical perspective, however, the initial USD

payments used to acquire foreign stablecoins may already be partially recorded as capital outflows under the
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Figure 5: Stablecoin Transactions

Notes: This figure illustrates stablecoin-related transactions. Domestic investors buy stablecoins in domestic cryptocurrency
exchanges and transfer them to global exchanges such as Binance for DeFi and cryptocurrency leveraged investments. Market
makers transfer stablecoins from global exchanges to domestic exchanges and sell them to meet the domestic stablecoin
demand, which results in arbitrage profits. For instance, the KRW/USD foreign exchange rate was KRW 1,428.87 per
USD, and the USDT price at Upbit (domestic exchange) was KRW 1,498 on 31 October 2025 (15:00). By selling 1 USDT,
arbitraguers can get KRW 1,498, which can be converted to approximately USD 1.05 in the Korean FX market. Given the
1-to-1 USD peg of USDT, the estimated arbitrage profit is approximately 5 cents (before transaction costs).

financial account of the balance of payments (BOP), for example as residents’ acquisition of foreign-currency

deposits abroad by market makers. The recently released pre-edited version of the Integrated Balance of

Payments and International Investment Position Manual (IMF BPM7, 2025) provides updated guidance on

the statistical treatment of crypto assets. Under this framework, stablecoins are classified as “crypto as-

sets with a corresponding liability designed to act as a general medium of exchange” and are statistically

treated in a manner analogous to foreign debt securities. Accordingly, the acquisition of foreign stablecoins

by residents is recorded as an increase in external financial claims under the BOP’s financial accounts and

therefore as capital outflows. However, stablecoin acquisition in the Korean case is typically not the final

economic objective but rather an intermediate step preceding cross-border transfers to participate in DeFi

activities and cryptocurrency trading on global markets. The current BPM7 guidance does not explicitly

clarify how such subsequent cross-border transfers of stablecoins should be recorded when used to settle

financial transactions abroad. If these downstream foreign financial engagements are not properly tracked,
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Figure 6: Stablecoin Premium

Notes: This figure plots the foreign exchange rate (FX) of Korean Won (KRW) per US dollar (USD) and the USDT price
in KRW (at Bithumb Korean cryptocurrency exchange). Stablecoin premium is the deviation of the USDT price from the
FX rate. Source: investing.com.

outbound stablecoin transfers could be mechanically recorded as a reduction in residents’ external financial

claims, potentially understating the effective scale of capital outflows associated with crypto-market partic-

ipation. Conversely, when countries adopt the new BOP guidelines, it is also important to ensure that the

initial USD payments used to acquire foreign stablecoins are appropriately netted out; otherwise, measured

capital outflows could be overstated due to double counting. In light of these measurement challenges, we

focus our empirical analysis on stablecoin capital outflows defined as outbound on-chain transfers from do-

mestic exchanges to foreign institutions, which more directly capture the effective cross-border deployment

of domestic purchasing power.

4.4 Stablecoin versus Traditional Capital Flows

The magnitude of stablecoin-based capital outflows is economically meaningful when compared with tradi-

tionally recorded capital outflows. The Bank of Korea currently compiles balance of payments statistics under

the sixth edition of the Balance of Payments and International Investment Position Manual (IMF BPM6,

2009). To construct a benchmark measure of traditional capital outflows, we aggregate residents’ net foreign

direct investment (FDI) and net acquisitions of foreign portfolio assets, including equity and debt securities,

and cross-border bank deposits net of borrowings, as reported in the financial account. Figure 7 compares
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our measure of stablecoin capital outflows, defined as outbound on-chain transfers from domestic exchanges

to foreign institutions, with these traditionally recorded capital outflows. Over our sample period, stablecoin

capital outflows amount to approximately 28% of the size of conventional capital outflows, underscoring that

stablecoin-related flows represent a quantitatively significant channel of cross-border capital movement in

Korea.

Figure 7: Stablecoin vs. Capital Outflow

Notes: This figure plots monthly stablecoin outflows from Korean cryptocurrency exchanges along with traditional capital
outflows from Korea (Capital (BOP)). 28%

5 Drivers of International Stablecoin Capital Flow

This section exploits detailed blockchain wallet-level data on outflows of two dollar denominated stablecoins

USDT and USDC from two major Korean cryptocurrency exchanges Upbit and Bithumb that we described

in the previous section to examine whether, and through what mechanisms, dollar-denominated stablecoins

operate as a novel and unregulated channel of international capital flows in an emerging market.

As explained above, unlike in most countries, Korean cryptocurrency exchanges quote cryptocurrency

prices in Korean won and allow cryptocurrencies to be purchased directly using domestic fiat currency. This

institutional feature makes the purchase of stablecoins on Korean exchanges a close analogue to converting
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Korean won into U.S. dollars, and the subsequent transfer of those stablecoins to foreign wallets a close

analogue to sending dollars abroad outside the conventional foreign exchange system.

We analyze stablecoin capital flows using two complementary empirical approaches. First, we exploit two

plausibly exogenous political events, 1) the surprise declaration of martial law in South Korea on December

3, 2024, and 2) the U.S. presidential election outcome on November 5, 2024, to study how abrupt changes in

the political and policy environment affect stablecoin outflows. These events are analyzed using a regression

discontinuity design, which allows us to identify the causal impact of sudden political shocks on international

stablecoin flows. Second, we employ the local projection method to examine whether U.S. monetary policy

shocks affect stablecoin capital flows from South Korea.

We apply this empirical framework to international securities flow data introduced in the previous section

in order to compare the behavior of stablecoin flows with that of traditional international capital flows. In the

previous section, we relied on monthly balance of payments data, which provides a comprehensive measure

of capital flows across different components of the financial account. However, in this section, our empirical

analysis is conducted at a daily frequency.

Because balance of payments data are not available at such high frequency, we focus on international

securities flows, which capture cross-border portfolio investment in both equity and debt instruments and

are available at a higher frequency. We therefore construct a measure of Security Outflow that includes both

stock and bond investment flows and use it as a proxy for traditional portfolio capital movements. While this

measure does not capture all components of the financial account, it represents one of the most responsive

and market-driven categories of cross-border capital flows, making it a suitable benchmark for comparison

with stablecoin flows in a high-frequency setting.

The sample period for the analysis spans from January 1, 2024 to October 31, 2025. This window

reflects the fact that dollar-denominated stablecoins were not widely accessible for purchase by South Korean

residents prior to December 2023. As we are interested in how individuals transfer purchasing power across

borders using dollar-denominated stablecoins, the main outcome variable for this section is the daily gross

outflow of USDT and USDC from the two largest cryptocurrency exchanges in South Korea, Upbit and

Bithumb.

5.1 Effect of Political Uncertainty on International Stablecoin Flows

In this subsection, we examine the effect of political uncertainty on international stablecoin flows. A well-

established literature in international finance shows that political uncertainty within a country induces

international capital outflows, particularly from emerging economies, as documented in papers such as Alfaro
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et al. (2008), Julio and Yook (2016), and Arakelyan and Evdokimova (2025). We apply this framework to

the stablecoin setting to examine whether dollar-denominated stablecoins, enabled by blockchain technology

that allows peer-to-peer transfers between digital wallets, have emerged as a new channel of capital flight

from politically unstable countries.

In order to test this hypothesis, we exploit a plausibly exogenous political uncertainty shock, the surprise

declaration of martial law by the South Korean president on December 3, 2024, to examine whether this event

triggered stablecoin movements from wallets associated with South Korean exchanges to foreign wallets. Such

movements can be interpreted as capital outflows from South Korea conducted through dollar-denominated

stablecoins.

South Korea has experienced sustained political stability since its transition to democratic rule in the

late 1980s. Since that time, political power has transferred through regular elections, and the use of emer-

gency measures such as martial law has been absent from the country’s political landscape. As a result, the

declaration of martial law on December 3, 2024, represented a sharp and unexpected break from established

democratic norms. The announcement was made abruptly through a late-night news broadcast and was not

anticipated by financial markets, the general public, or political observers. Contemporary accounts indicate

that knowledge of the decision was confined to the president and a small circle of close aides prior to the

announcement.

This combination of long-standing democratic stability and the sudden, unanticipated nature of the dec-

laration makes the event a particularly clean source of exogenous political uncertainty. From an identification

perspective, the timing and content of the announcement are unlikely to be correlated with contemporaneous

movements in stablecoin flows or other financial variables, except through their effect on perceived political

stability risk.

Before turning to a more formal regression discontinuity analysis, we first present descriptive event study

evidence to illustrate how stablecoin outflow behavior evolved around the declaration of martial law and the

subsequent impeachment of the president. This preliminary analysis provides an illustration of the behavior

of stablecoin flows and serves to motivate the identification strategy adopted in the regression discontinuity

analysis that follows.

Figure 8 plots daily stablecoin outflows from South Korean cryptocurrency exchanges together with

international securities outflows over the period surrounding this political event. The vertical dashed line

marks the announcement of martial law on December 3, 2024, while the shaded region highlights the interval

of elevated political uncertainty prior to the president’s impeachment on April 4, 2025. Separate quadratic

trends are fitted before and after the martial law announcement, with shaded areas indicating 95% confidence

intervals.
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Figure 8: Event Study: Effect of Political Uncertainty

Notes: This figure shows daily stablecoin outflows from South Korean cryptocurrency exchanges and international securities
outflows around the declaration of martial law on December 3, 2024, and the president’s impeachment on April 4, 2025.
The dashed line marks the martial law announcement, and the shaded region indicates the period of elevated political
uncertainty. Dots represent daily outflows in millions of U.S. dollars, and separate quadratic trends are fitted before and
after the martial law announcement, with shaded areas indicating 95% confidence intervals.

The figure reveals a pronounced increase in stablecoin outflows immediately following the declaration of

martial law. In contrast, traditional securities outflows display a more gradual and less concentrated response.

Following the impeachment and the partial restoration of political stability, stablecoin outflows decline but

remain elevated relative to the pre–martial law period. These patterns suggest that stablecoin flows respond

sharply to sudden political uncertainty and adjust more quickly than conventional capital flows. This event

study evidence motivates the more rigorous regression discontinuity analysis that formally tests whether the

observed changes can be causally attributed to the political shock.

To more robustly identify the causal effect of the martial law declaration on stablecoin flows, we compare

USDT and USDC outflows from major Korean cryptocurrency exchanges, Upbit and Bithumb, immediately

before and after the event using a regression discontinuity design. Specifically, we estimate the following
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Table 2: Regression Discontinuity Robustness

Martial Law Date ± 32 days Stablecoin outflow Security outflow
Linear Quadratic Linear Quadratic

RD estimate 113.452*** 140.699** -241.853** -264.423*
(39.244) (66.671) (107.716) (149.492)

Notes: This table reports regression discontinuity estimates of the effect of the December 3, 2024 martial law declaration
on stablecoin and international securities outflows from South Korea. Estimates are reported using the CCT MSE-optimal
bandwidth (Calonico et al. (2014)) of ±32 days. Standard errors are reported in parentheses. *** p<0.01, ** p<0.05, *
p<0.1.

regression model:

Stablecoin Outflowt = α+ β1{Datet ≥ 0}+ f(Datet) + 1{Datet ≥ 0} · g(Datet) + εt, (1)

where Stablecoin Outflowt denotes the gross outflow of USDT and USDC from the two largest Korean

cryptocurrency exchanges, Upbit and Bithumb, measured in millions of U.S. dollars. The running variable

Datet is centered so that it equals zero on December 3, 2024, the date of the martial law declaration, and

Dt = 1Datet ≥ 0 is an indicator for observations on or after the event. To allow for different time trends on

either side of the cutoff, we interact the treatment indicator with the running variable and its polynomial

terms. Specifically, the functions f(Datet) and g(Datet) are specified as either linear or quadratic polynomials

in the running variable to examine sensitivity to functional form assumptions.

To select the bandwidth in a data-driven manner, we follow the literature and employ the MSE-optimal

bandwidth procedure of Calonico et al. (2014). This approach allows the data to determine the optimal

window around the cutoff, thereby reducing concerns that the results are driven by ad hoc bandwidth

choices.5 We report estimates based on this optimal bandwidth as our baseline specification and demonstrate

that the results are robust to alternative bandwidth choices for robustness later in the section.

Table 2 reports regression discontinuity estimates of the effect of the December 3, 2024 martial law

declaration on stablecoin and international securities outflows from South Korea using the MSE-optimal

bandwidth following Calonico et al. (2014) of ±32 days. Consistent with the patterns observed in the event

study figure, the estimated discontinuity in stablecoin outflows is positive and economically meaningful

across specifications. Under the baseline linear specification, the estimated effect is approximately 113 million

dollars, while the quadratic specification yields a slightly larger estimate of about 141 million dollars. These

results indicate that immediately following the declaration of martial law, daily stablecoin outflows from

South Korean cryptocurrency exchanges increased discretely by over 100 million dollars relative to the

5We use the MSE-optimal bandwidth selection procedure of Calonico, Cattaneo, and Titiunik (2014), which selects the
bandwidth by minimizing the mean squared error of the local polynomial estimator, providing a data-driven alternative to ad
hoc bandwidth choices.
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counterfactual path implied by pre-event trends.

In contrast, the estimated effects on international securities outflows are negative, suggesting that tra-

ditional financial asset flows did not respond in the same direction as stablecoin flows. This divergence is

consistent with the notion that stablecoins provide a faster and less constrained channel for cross-border cap-

ital reallocation in response to sudden political shocks. Importantly, these findings are robust to alternative

bandwidth choices.

This result formalizes the descriptive evidence from the event study by showing that the sharp increase in

stablecoin outflows observed immediately after the martial law announcement reflects a discrete and statisti-

cally significant shift at the cutoff. The consistency between the two approaches reinforces the interpretation

that stablecoins served as a rapid and flexible channel for capital outflows in response to the sudden in-

crease in political uncertainty. Furthermore, these findings show that stablecoins constitute a technologically

novel, blockchain-based manifestation of international capital flight in response to political unrest that is

documented in the existing literature.

5.2 Resolution of U.S. Policy Regime Uncertainty and International Stablecoin

Flows

This subsection examines how the resolution of U.S. policy regime uncertainty affected international sta-

blecoin flows by exploiting the 2024 U.S. presidential election. In contrast to the country-specific political

shock analyzed in the previous subsection, the U.S. election represents a global policy event that resolved

uncertainty about the future regulatory and institutional environment relevant for dollar-denominated finan-

cial activity. Papers like Julio and Yook (2016) and Arakelyan and Evdokimova (2025) show that elections

and the resolution of political uncertainty play an important role in shaping international capital flows,

with capital movements often responding sharply once uncertainty about future policy regimes is resolved.

This subsection shows that dollar-denominated stablecoin a novel channel through which the adjustment of

international capital flows documented in the existing literature can occur.

Prior to the 2024 U.S. presidential election, the two major candidates maintained sharply different policy

stances toward cryptocurrencies and stablecoins. Donald Trump and the Republican Party publicly adopted

pro-stablecoin positions, while Kamala Harris and the Democratic Party, together with the incumbent Biden

administration in which Harris served as vice president, advocated for tighter regulatory oversight of sta-

blecoins and related financial activities. Following the election, these policy differences were reflected in

subsequent legislative developments such as the push by the Trump administration for the enactment of the

GENIUS Act, which formalized and legitimized the role of stablecoins within the U.S. financial system.
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Figure 9: Event Study: Effect of U.S. Presidential Election

Notes: This figure shows daily stablecoin outflows from South Korean cryptocurrency exchanges and international securities
outflows around the 2024 U.S. presidential election on November 5, 2024. The dashed line marks the election date. Dots
represent daily outflows measured in millions of U.S. dollars. Solid lines show quadratic trends fitted separately before and
after the election outcome, with shaded areas indicating 95% confidence intervals.

Because the election was widely viewed as historically close contest with no clear favorite up until the

election day, expectations about the future policy environment governing stablecoin markets remained unre-

solved until the election outcome was announced. This extreme uncertainty regarding the election outcome

provides a plausibly exogenous setting for identifying the effects of policy regime resolution on international

stablecoin flows.

As we did with the Korean martial law declaration, we first present descriptive event study evidence

to illustrate how stablecoin outflow behavior evolved around the U.S. presidential election. Figure 9 plots

daily stablecoin and international securities outflows from South Korean cryptocurrency exchanges around

the election date, together with separate quadratic fits estimated before and after the announcement of the

election outcome. This approach provides a clear view of the dynamics in stablecoin flows and helps motivate

the regression discontinuity analysis that follows.

Figure 9 reveals a pronounced increase in stablecoin outflows immediately following the resolution of un-

certainty regarding stablecoin policy, when it was announced that Donald Trump had won the election. We
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Table 3: Regression Discontinuity Around the U.S. Election Date

U.S. Election Date ± 47 days Stablecoin outflow Security outflow
Linear Quadratic Linear Quadratic

RD estimate 59.937*** 48.400* 105.540 30.000
(20.026) (28.034) (118.516) (178.960)

Notes: This table reports regression discontinuity estimates of the effect of the November 5, 2024 U.S. election on stablecoin
and international securities outflows from South Korea. Estimates are reported using the CCT MSE-optimal bandwidth
(Calonico et al. (2014)). Standard errors are reported in parentheses. *** p<0.01, ** p<0.05, * p<0.1.

can interpret this pattern to mean that the resolution of U.S. policy regime uncertainty and the prospect of

a more favorable regulatory environment for stablecoins increased incentives for capital reallocation through

dollar-denominated stablecoins. Dollar-denominated stablecoins became as a channel through which inter-

national capital reallocates when policy regime uncertainty is resolved.

In contrast, traditional securities outflows display a more muted response around the election date. This

corroborates the finding presented earlier that dollar-denominated stablecoins such as USDT and USDC

function as a fast-moving channel for international capital reallocation in response to changes in policy

expectations.

We formalize this event study analysis around the U.S. presidential election by applying a regression

discontinuity framework to examine whether the resolution of U.S. policy regime uncertainty led to a discrete

change in international stablecoin flows. We estimate Equation (1), with the running variable centered at

November 5, 2024, the date on which the election outcome was announced.

Table 3 reports regression discontinuity estimates of the effect of the 2024 U.S. presidential election

on stablecoin and international securities outflows from South Korea using the MSE-optimal bandwidth

following Calonico et al. (2014) of ±47 days. Consistent with the patterns observed in the event study

figure, the estimated discontinuity in stablecoin outflows is positive and economically meaningful across

specifications. Under the baseline linear specification, the estimated effect is approximately 60 million dollars.

This indicates that following the resolution of election uncertainty, daily stablecoin outflows from South

Korean cryptocurrency exchanges increased discretely by roughly 50 to 60 million dollars relative to the

counterfactual path implied by pre-event trends.

In contrast, the estimated effects on international securities outflows are statistically insignificant across

specifications, suggesting that traditional financial asset flows did not exhibit a comparable immediate re-

sponse. This pattern is consistent with the notion that stablecoins provide a more responsive channel for

cross-border capital reallocation in response to global political events. As we will show later, these findings

are robust to alternative bandwidth choices.

The result in this subsection is consistent with interpretations in papers in the related literature like
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Julio and Yook (2016) and Arakelyan and Evdokimova (2025), which show that the resolution of uncertainty

about future U.S. policy regimes governing dollar-denominated financial activity prompts a reallocation of

international capital. The contribution of this paper is to show that stablecoins represent a novel channel

through which this reallocation occurs. Furthermore, because stablecoins combine dollar denomination with

low transaction frictions and peer-to-peer transferability, they provide a particularly responsive channel for

cross-border capital adjustment when policy expectations shift.

5.3 Stablecoin Flows in Response to U.S. Monetary Policy Shock

This subsection examines how international stablecoin flows respond to U.S. monetary policy shocks. While

the previous subsections focused on political and policy events, U.S. monetary policy represents a central

operating driver of global capital flows. A large literature in international finance such as Bruno and Shin

(2015); Julio and Yook (2016); Miranda-Agrippino and Rey (2020) shows that unexpected changes in U.S.

monetary policy have substantial effects on capital flows to and from emerging and open economies through

interest rate differentials, global risk appetite, and dollar liquidity conditions.

Following the literature on the effects of U.S. monetary policy on international capital flows, we examine

whether stablecoin flows originating outside the United States respond to U.S. monetary policy shocks in

a manner similar to traditional capital flows, and whether their response differs in magnitude or timing.

To do so, we employ a local projection framework using high-frequency identified U.S. monetary policy

shocks and compare the dynamic response of stablecoin outflows with that of conventional securities flows.

This approach allows me to assess whether stablecoins function as a shadow channel of international capital

adjustment to global monetary conditions.

To measure exogenous U.S. monetary policy shocks, we use the high-frequency identified monetary policy

surprise series constructed by Brennan et al. (2025) that is based on Bu et al. (2021). The BRW series is

constructed using a Fama–MacBeth regression framework that extracts the common component of daily

changes in one to thirty-year zero-coupon U.S. Treasury yields, scaled by the daily change in the two-year

constant maturity Treasury yield. The series has been widely used in the literature to study the domestic

and international transmission of U.S. monetary policy and is well suited for analyzing capital flow responses

at daily frequency.

We merge the monetary policy shock series with daily data on stablecoin and securities outflows and use

it as the shock variable in a local projection framework to trace the dynamic response of cross-border flows

to exogenous U.S. monetary policy innovations.

To investigate the effect of U.S. monetary policy on international stablecoin flows, we employ a local
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Table 4: Local projection IRFs

(1) (2)
Stablecoin outflow Security outflow

h = 0 12.062** -5.187
(6.049) (47.486)

h = 1 78.424** 215.446***
(39.508) (51.898)

h = 2 93.249* 195.013***
(49.217) (50.310)

h = 3 5.541 135.491***
(11.872) (42.996)

h = 4 -14.768** 133.541**
(7.493) (52.933)

h = 5 -49.995 60.852
(32.651) (37.664)

h = 6 -23.784** -35.871

Notes: This table reports local projection estimates of the response of stablecoin and international securities outflows to
a one standard deviation contractionary U.S. monetary policy shock. The shock is measured using the Bu et al. (2021)
monetary policy surprise series that is extended in Brennan et al. (2025). Entries show estimated impulse responses at
horizons h = 0 to h = 3 days, with Newey–West heteroskedasticity and autocorrelation consistent standard errors reported
in parentheses. *** p<0.01, ** p<0.05, * p<0.1.

projection framework à la Jordà (2005) that traces the dynamic response of capital outflows to exogenous

U.S. monetary policy shocks identified at the daily frequency. Specifically, for each horizon h = 0, 1, 2, 3, we

estimate the following local projection regression:

∆Stablecoin Outflowt+h = αh + βh MPShockt + Γ′
hXt−1 + εt+h, (2)

where ∆Stablecoin Outflowt+h = Stablecoin Outflowt+h − Stablecoin Outflowt−1 denotes the change in

stablecoin or securities outflows at horizon h, MPShockt is the standardized BRW U.S. monetary policy

shock, and Xt−1 is a vector of lagged control variables capturing global and domestic financial conditions

including S&P 500 return, KOSPI return6, Korean Won-U.S. dollar exchange rate, VIX, and NASDAQ

crypto index return, which follows specifications in papers like Auer et al. (2025). The coefficient βh traces

out the impulse response of international capital outflows to a one-standard-deviation U.S. monetary policy

shock. Standard errors are computed using Newey–West heteroskedasticity and autocorrelation consistent

estimators with a lag length of three days.

Table 4 reports local projection impulse response estimates of stablecoin and international securities

outflows following a one standard deviation contractionary U.S. monetary policy shock, identified using Bu

et al. (2021) and Brennan et al. (2025). The estimates trace the dynamic response of capital flows over

horizons of zero to one week after the shock.

6S&P500 equivalent in South Korea
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Stablecoin outflows respond immediately and strongly to U.S. monetary policy shocks. At impact, sta-

blecoin outflows increase by approximately 12 million dollars, with the response rising sharply at horizons

one and two to peak effects of around 80 to 90 million dollars. The response then dissipates and reverses

at longer horizons, with estimates turning negative by days four through six. This pattern indicates that

stablecoin-based capital flows adjust rapidly to global monetary conditions but are short-lived and partially

reversed overtime. The pattern is consistent with stablecoins serving as a fast-moving channel of adjustment

that facilitates immediate cross-border reallocation.

In contrast, international securities outflows exhibit a delayed and hump-shaped response. While the

contemporaneous effect is small and statistically insignificant, securities outflows increase substantially at

horizons one through three, reaching economically large and statistically significant levels before gradually

dissipating. This delayed adjustment is consistent with the presence of higher transaction costs, institutional

frictions, and regulatory constraints in traditional financial channels.

Taken together, these results highlight clear differences in the timing of adjustment across capital flow

channels. Stablecoin flows react immediately to monetary policy shocks and unwind relatively quickly,

whereas traditional securities flows adjust with a delay and peak at later horizons. Consistent with ear-

lier results on political shocks, these findings suggest that stablecoins increase the speed of international

capital reallocation without fundamentally altering the underlying economic drivers of capital flows.

5.4 Robustness

As a robustness check, we assess the sensitivity of our regression discontinuity estimates to alternative

bandwidth choices by varying the estimation window around each cutoff. Rather than relying solely on the

data-driven optimal bandwidth, we re-estimate the RD specification using symmetric windows of ±30, ±40,

and ±50 days around the event dates. Table 5 reports the corresponding estimates for both the December

3, 2024 martial law declaration and the November 5, 2024 U.S. presidential election under both linear and

quadratic polynomial specifications.

Across these alternative bandwidth choices, the results remain broadly consistent with our baseline find-

ings. In particular, stablecoin outflows exhibit a positive and economically meaningful discontinuity at both

cutoffs across most specifications, while the magnitude of the estimates remains comparable to those obtained

under the optimal bandwidth. In contrast, international securities outflows do not display a comparable pos-

itive response and, in the case of the martial law event, often show a negative discontinuity. Overall, these

findings confirm that our results are not driven by a particular choice of bandwidth and are robust to

reasonable variations in the estimation window.
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Table 5: Regression Discontinuity Bandwidth Robustness

Martial Law (Dec 3, 2024)

± 30 days Stablecoin outflow Security outflow
Linear Quadratic Linear Quadratic

RD estimate 117.092*** 140.368** -227.455* -273.448
Standard error (41.461) (62.976) (129.964) (202.533)

± 25 days Stablecoin outflow Security outflow
Linear Quadratic Linear Quadratic

RD estimate 126.823** 121.552 -324.961** -74.155
Standard error (48.080) (74.355) (148.450) (208.472)

± 20 days Stablecoin outflow Security outflow
Linear Quadratic Linear Quadratic

RD estimate 120.918** 111.115 -212.418 -250.280
Standard error (56.789) (87.012) (130.268) (207.089)

US Election (Nov 5, 2024)

± 30 days Stablecoin outflow Security outflow
Linear Quadratic Linear Quadratic

RD estimate 47.028* 96.972** -6.107 -277.254
Standard error (27.389) (39.321) (131.266) (182.821)

± 25 days Stablecoin outflow Security outflow
Linear Quadratic Linear Quadratic

RD estimate 82.420*** 62.603* -77.840 -381.355*
Standard error (21.633) (32.215) (152.980) (222.128)

± 20 days Stablecoin outflow Security outflow
Linear Quadratic Linear Quadratic

RD estimate 67.318** 70.796* -71.161 -529.850**
Standard error (24.807) (38.579) (175.668) (230.725)

Notes: This table reports regression discontinuity estimates of the effect of the December 3, 2024 martial law declaration and
the November 5, 2024 US presidential election on stablecoin and international securities outflows from South Korea. The
running variable is calendar time, centered at the date of each event. Estimates are reported using symmetric bandwidths
of ±30, ±25, and ±20 days around the cutoff. Both linear and quadratic polynomial specifications in the running variable
are shown. Standard errors are reported in parentheses. *** p<0.01, ** p<0.05, * p<0.1.

As a further robustness check, we implement a placebo cutoff test to assess whether the regression

discontinuity estimates at the actual event dates are distinguishable from spurious jumps at arbitrary dates.

For each event, we run the same sharp RD regression at every possible placebo date in the sample that lies

at least 15 days away from both actual cutoffs, using the CCT-optimal bandwidth and a linear polynomial

specification with triangular kernel weights. This yields 485 placebo estimates for the martial law cutoff and

425 for the U.S. election cutoff. Figure 10 plots the empirical distribution of placebo t-statistics alongside

the actual estimate.

In both cases, the actual t-statistic falls well into the tail of the placebo distribution, with only 4.1 percent

of placebo dates producing a t-statistic of equal or greater absolute magnitude for the martial law event and
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Figure 10: Event Date Placebo Test

Notes: Each panel plots the empirical distribution of t-statistics from running the same sharp RD regression at all placebo
dates in the sample, using the CCT-optimal bandwidth.

2.8 percent for the U.S. election, confirming that the estimated discontinuities at the actual event dates are

unlikely to reflect chance variation in the data.7

5.5 Summary

This section examined the drivers of international stablecoin capital flows using blockchain-level data from

major South Korean cryptocurrency exchanges. Exploiting unexpected political shocks, global policy regime

resolution, and U.S. monetary policy shocks, the results showed that stablecoin flows responded to some

of the same fundamental drivers that governed traditional international capital movements. At the same

time, stablecoin flows adjusted more rapidly than conventional securities-based flows. The evidence indi-

cated that dollar-denominated stablecoins USDT and USDC constituted a technologically novel and highly

responsive channel of international capital flows, transmitting political and monetary shocks more quickly

than traditional financial instruments while preserving familiar economic mechanisms.

6 Stablecoin Flows and Exchange Rates

In the previous section, we examined the drivers of dollar-denominated stablecoin flows. In this section, we

study how these flows affect the exchange rate between a country’s currency and the U.S. dollar. We continue

7The placebo dates exceeding the actual t-statistic for the martial law event include April 13, 2024, July 30–August 1, 2024,
August 27–28, 2024, February 25, 2025, March 25–27, 2025, April 1, 2025, May 6–8, 2025, and July 8–11, 2025; the 12 dates
for the U.S. election event include February 19–21, 2024, February 27, 2024, June 7, 2024, May 6–8, 2025, and July 8–11,
2025. These dates correspond to events such as the Iran–Israel military escalation, the global yen carry-trade unwind, the Bybit
exchange hack, and the Trump tariff announcements.
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to use South Korea as the empirical setting and rely on the same blockchain wallet-level data tracking

transfers of dollar-denominated stablecoins, USDT and USDC, associated with the two major domestic

cryptocurrency exchanges, Upbit and Bithumb.

The analysis in this section differs from that in the preceding section in two respects. First, we focus on

stablecoin inflows (inbound transfer) as our primary explanatory variable when examining stablecoin’s effect

on exchange rate dynamics. This choice is motivated by the institutional mechanism described in Section 4,

particularly Figure 5. Dollar-denominated stablecoins transferred into Korean exchanges are typically sup-

plied by arbitrageurs who sell them to Korean retail investors for Korean won. The Korean won–denominated

proceeds are then converted into U.S. dollars in the foreign exchange market and remitted abroad to acquire

additional dollar-denominated stablecoins on global cryptocurrency exchanges, thereby continuing the cycle.

As a result, stablecoin inflows are closely linked to contemporaneous demand for U.S. dollars in the FX

market and therefore provide a more direct measure of exchange rate pressure. While Section 5 documented

that demand-side shocks such as political crises drive stablecoin outflows, the two are two legs of the same

cycle: inflows generate the foreign exchange demand that simultaneously produces outflows as arbitrageurs

remit proceeds abroad.

Second, the sample is restricted to the period following Upbit’s listing of dollar-denominated in June of

2024. Upbit accounts for approximately 70 percent of South Korean cryptocurrency trading volume, making

it by far the dominant domestic exchange, which means including the pre-listing period would capture a

market in which the stablecoin channel was only partially operational. The estimation sample therefore

spans June 2024 to October 2025.

The goal of this analysis is to build on the international finance literature on capital flows and exchange

rates and examine whether stablecoins have become a novel channel through which cross-border capital

movements affect exchange rate dynamics. As previously described, Korean cryptocurrency exchanges quote

cryptocurrency prices in Korean won and allow cryptocurrencies to be purchased directly using domestic fiat

currency. While outbound stablecoin transfers capture the cross-border deployment of digital dollar claims,

inbound transfers reflect the arbitrage-driven mechanism that generates effective demand for U.S. dollars.

Consistent with this interpretation, we find that our main results are robust to using stablecoin outflows as

an alternative measure, yielding qualitatively similar effects on the exchange rate.8

8A key institutional feature supporting this interpretation is that Korean exchanges provide limited on-platform uses for
stablecoins. In particular, investors holding stablecoins on domestic exchanges cannot meaningfully deploy them in yield-
generating activities such as decentralized finance (DeFi), derivatives trading, or broader crypto-financial services that are
predominantly offered on offshore platforms. Consequently, we assume that Korean investors who acquire stablecoins have strong
incentives to transfer them abroad shortly after purchase. This implies that stablecoin transactions on domestic exchanges are
closely tied to cross-border movements, reinforcing the link between observed stablecoin flows and effective demand for offshore
dollar-denominated assets.
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6.1 Effect of Stablecoin Flows on Exchange Rates

Identifying the effect of stablecoin inflows on the exchange rate is challenging because many factors can

simultaneously affect both capital flows and exchange rate movements. Global risk sentiment, U.S. mone-

tary policy, domestic macroeconomic conditions, and geopolitical developments may all influence investors’

demand for dollar-denominated assets while also exerting direct pressure on the exchange rate.

To address these identification challenges, we adopt an instrumental variables strategy based on a

shift–share design. The key idea is to isolate plausibly exogenous variation in stablecoin flows driven by

global cryptocurrency market conditions that are orthogonal to contemporaneous exchange rate movements

in South Korea. Specifically, we exploit variation in BTC–USDT perpetual futures funding rates on major

global cryptocurrency exchanges, Binance and Bybit. As shown in Section 4, these two global exchanges are

the primary destinations for stablecoin transfers from Korean platforms, accounting for approximately 60%

and 20% of outflows, respectively.

Increases in global demand to deploy capital on offshore exchanges generate not only outbound transfers

from Korea but also corresponding inbound flows of stablecoins. When incentives to trade or invest in global

cryptocurrency markets rise, domestic investors seek to move funds abroad through purchasing of dollar-

denominated stablecoins, which raises demand for stablecoins on Korean exchanges. This demand is met by

arbitrageurs who supply stablecoins by transferring them into domestic exchanges, leading to an increase in

stablecoin inflows and corresponding outflow of actual U.S. dollars.

In this sense, BTC–USDT perpetual futures funding rates reflect imbalances between long and short

positions in global cryptocurrency derivative markets and capture shifts in speculative demand for USDT.

While these rates are influenced by broad global cryptocurrency market conditions, they are also shaped by

exchange-specific market microstructure, including contract design, margin requirements, liquidation rules,

and fee and incentive policies that differ across trading venues. An important source of this variation arises

from institutional differences between domestic and global exchanges: South Korean cryptocurrency ex-

changes operate almost exclusively in spot markets and do not offer leveraged derivative products, whereas

global exchanges such as Binance and Bybit provide a wide range of leveraged futures and perpetual con-

tracts. As a result, stablecoin outflows from South Korean exchanges are partly driven by the relative

attractiveness of leverage and funding conditions across global trading venues. These microstructure-driven

funding rate fluctuations are largely unrelated to global capital flows and, more specifically, to movements

in the KRW–USD exchange rate, supporting their use as a source of plausibly exogenous variation in the

identification strategy.9

9In the following section, we take advantage of the pre-listing period when stablecoin trading was not yet available on Korean
exchanges to test this exclusion restriction by examining whether funding rate fluctuations predict exchange rate movements
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We construct a shift-share style instrument by interacting these funding rate shocks with the pre-

determined exposure of South Korean cryptocurrency exchanges to USDT-based trading activity that it

calculated in Section 4 as follow:

Zt =
∑

e∈{Binance, Bybit}

ωe · Funding Ratee,t, (3)

where ωe denotes the exposure share of South Korean stablecoin outflows routed to exchange e. Intuitively,

global increases in the demand for USDT in cryptocurrency derivative markets generate larger stablecoin

outflows from South Korean exchanges that are more exposed to USDT-based trading, while having no direct

effect on the Korean won-U.S. dollar exchange rate except through their impact on stablecoin flows. Consis-

tent with this interpretation, the results in this section are robust to alternative instrument constructions.

A potential concern is that stablecoins were not widely accessible to South Korean residents prior to

December 2023, which limits the use of pre-sample destination shares in constructing the shift-share instru-

ment. However, the destination shares used in the analysis are highly stable over the sample period, with

Binance and Bybit consistently accounting for the vast majority of outflows. As a result, using exposure

shares computed over the sample period does not materially affect the identification strategy or the inter-

pretation of the estimates. As a robustness check, we use the BTC–USDT perpetual futures funding rate on

Binance alone as an instrument, rather than the full shift–share measure based on multiple global exchanges,

and the estimated effects are quantitatively and qualitatively similar.

In addition to the instrumental variables strategy, we include a rich set of control variables that capture

key global and domestic factors known to influence international capital flows and exchange rate movements.

These controls account for changes in global risk sentiment, financial market conditions, and macroeconomic

fundamentals, helping to ensure that the estimated effects are not driven by omitted variables correlated

with both stablecoin flows and exchange rate dynamics.

To estimate the effect of stablecoin inflows on the exchange rate, we employ a two-stage least squares

(2SLS) framework. The first-stage regression relates stablecoin inflows to the instrument constructed from

global cryptocurrency funding rates:

Stablecoin Inflowt = γ + πZt + Γ′
hXt + ut, (4)

where Stablecoin Inflowt denotes the daily inflow of USDT and USDC to South Korean cryptocurrency

exchanges, measured in millions of U.S. dollars. Zt is the instrument based on BTC-USDT perpetual futures

in the absence of a stablecoin transmission channel.
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funding rates on global exchanges. Xt is a vector of control variables capturing global risk and financial

conditions that includes daily effective federal funds rate, Korea call rate (Korean benchmark interest rate),

S&P 500 returns, NASDAQ cryptocurrency index return, and VIX.

In the second stage, we estimate the effect of stablecoin inflows on the exchange rate at multiple horizon

days. For each day h = 0, . . . , 20 the second-stage regression is10

∆ log(KRW/USD)t+h = αh + βh
̂Stablecoin Inflowt +Θ′

hXt + εt+h, h = 0, . . . , 20, (5)

where ∆ log(KRW/USD)t+h = log(KRW/USD)t+h − log(KRW/USD)t−1 denotes the log change in the

Korean won-U.S. dollar exchange rate over horizon h.11 ̂Stablecoin Inflowt is the fitted value from the first

stage in Equation (4) and Xt is a vector of control variables capturing global risk and financial conditions

that includes daily effective federal funds rate, Korea call rate (Korean benchmark interest rate), S&P 500

returns, NASDAQ cryptocurrency index return, and VIX. Standard errors are computed using Newey-West

heteroskedasticity and autocorrelation consistent estimators.

Estimating Equation (5) separately for each horizon gives us the dynamics of exchange rate responses

to an instrumented change in stablecoin inflows. βh is the coefficient of interest and denotes the effect of a

one-million dollar increase in instrumented stablecoin inflows at day t on the cumulative percentage change

in the Korean Won-U.S. Dollar exchange rate over horizon h.

Figure 11 plots the estimated effect of stablecoin inflows on the KRW–USD exchange rate across different

horizons. Each point corresponds to a separate two-stage least squares estimate shown in Equation (4) and

(5) in which the dependent variable is the cumulative change in the exchange rate between day t−1 and day

t + h where h = 0, . . . , 20, and stablecoin inflows at time t are instrumented using the shift-share funding

rate instrument shown in (3). The figure therefore traces how the estimated exchange rate effect evolves as

the days over which exchange rate changes are measured increases.

The estimates show a positive and economically meaningful relationship between stablecoin inflows and

subsequent movements in the KRW–USD exchange rate. Immediately after the stablecoin inflow, the esti-

mated coefficients are positive and statistically significant, indicating that stablecoin-based capital move-

ments translate into measurable exchange rate effects.

The estimated effect continues to grow over subsequent horizons but begins to level off after roughly two

weeks. At its peak, the cumulative effect of stabilizes at around a 0.024 percent increase in the KRW–USD

10Throughout the paper, the exchange rate is expressed as Korean won per U.S. dollar (KRW/USD). Under this convention,
an increase in the KRW/USD exchange rate corresponds to a depreciation of the Korean won against the U.S. dollar.

11Because stablecoin transactions occur continuously on a 24/7 basis whereas foreign exchange markets operate only on
business days, the exchange rate observation at t+ h corresponds to the next available trading day when weekends or holidays
intervene. As a result, the estimated exchange rate responses should be interpreted as reflecting the adjustment of the KRW–USD
exchange rate on the first trading day following stablecoin inflows that may have occurred during non-trading periods.
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Figure 11: Effect of Stablecoin Inflows on KRW/USD Exchange Rates

Notes: This figure plots instrumental variables estimates of the cumulative response of the KRW–USD exchange rate to
stablecoin inflows from South Korean cryptocurrency exchanges at horizons of 1 to 20 days in percentage term. For each
horizon, the coefficient is obtained from a two-stage least squares regression shown in Equation (4) and (5) in which
stablecoin inflows are instrumented using a shift–share measure based on BTC–USDT perpetual futures funding rates on
global cryptocurrency exchanges. The solid line shows the estimated coefficient, while the shaded regions indicate 90 and
95 percent confidence intervals. An increase in the KRW–USD exchange rate corresponds to a depreciation of the Korean
won against the U.S. dollar. First stage F-statistics are over 10 for all the horizons.

exchange rate per one million dollar increase in stablecoin inflows. Beyond this horizon, marginal increases

in the estimated coefficients are small, suggesting that the exchange rate impact of stablecoin inflows do not

continue to accumulate indefinitely.

The findings in this subsection show that these movements are economically meaningful for the broader

financial system: increases in dollar-denominated stablecoin inflows from a country outside South Korea that

causes a correspond outflow of actual U.S. dollars from South Korea generate sustained depreciation pressure

on the Korean domestic currency against U.S. dollar. In this sense, stablecoins represent a technologically

novel but economically familiar medium through which cross-border capital reallocation in digital markets

feeds into traditional foreign exchange markets.
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Figure 12: Pre-listing vs Post-listing

Notes: Each point corresponds to a separate OLS regression of the cumulative log change in KRW/USD from t− 1 to t+h
on the shift-share funding rate instrument Zt, scaled to reflect the effect of a 1 basis point shock. The top panel covers
the pre-listing period (January 2022 to November 2023), before USDT and USDC were listed on major South Korean
exchanges. The bottom panel covers the post-listing period (January 2024 to October 2025). Shaded regions indicate 90
and 95 percent confidence intervals based on Newey-West standard errors.
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6.2 Testing if BTC-USDT Funding Rate is Exogenous

We assess the exogeneity of the instrument Zt =
∑

e∈{Binance, Bybit} ωe ·Funding Ratee,t. In order to do this,

we implement a pre-listing placebo test that exploits a sharp institutional discontinuity in the availability

of dollar-denominated stablecoins on South Korean cryptocurrency exchanges. As mentioned before, USDT

and USDC were not listed on major domestic exchanges until December 2023 (Bithumb) and June and

August 2024 (Upbit), meaning that the stablecoin channel through which funding rate shocks could affect

the Korean won-dollar exchange rate was effectively absent prior to this period. If the BTC-USDT perpetual

futures funding rate on Binance and Bybit satisfies the exclusion restriction, it should affect the KRW/USD

exchange rate only through its impact on stablecoin flows from Korean exchanges. This means BTC-USDT

funding rate should have no predictive power for the exchange rate during the pre-listing period when no

such flows were possible.

To implement this test, we construct the shift-share instrument Zt = ωBinance · rBinance,t +ωBybit · rBybit,t

using the same destination exposure shares as in the baseline analysis, and estimate the reduced-form regres-

sion of the cumulative log change in KRW/USD at horizons h = 0, . . . , 20 on Zt with Newey-West standard

errors as follows:

∆ log(KRW/USD)t+h = αh + βhBTC-USDT Funding Ratet + εt+h, h = 0, . . . , 20, (6)

We estimate this regression separately for the pre-listing period (January 2022 to November 2023) and the

post-listing period (January 2024 to October 2025).

Figure 12 show the estimated coefficients, and they provide clean support for instrument exogeneity. In

the pre-listing sample, the estimated coefficients are statistically insignificant at every horizon, which means

there is no evidence that global cryptocurrency funding conditions had no predictive power for the Korean

won-U.S. dollar exchange rate during this period. In contrast, in the post-listing sample the estimates are near

zero at short horizons but grow steadily and become statistically significant beginning around h = 10. The

stark contrast between the two periods is consistent with the interpretation that the funding rate instrument

operates exclusively through the stablecoin channel, lending credibility to the exclusion restriction underlying

our IV strategy.
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6.3 Stronger U.S. Dollar or Weaker Korean Won in Response to Stablecoin

Inflows?

The analysis so far has shown that increases in dollar-denominated stablecoin inflows from South Korea

generate depreciation pressure on the Korean won against the U.S. dollar. This subsection further investigates

the source of this exchange rate dynamics by asking whether the observed movements in response to stablecoin

inflows primarily reflect a strengthening of the U.S. dollar, a weakening of the Korean won, or a combination

of both.

To disentangle these mechanisms, we examine the response of multiple bilateral exchange rates to stable-

coin inflows, including the dollar index, the euro–Korean won exchange rate, and the Japanese yen–Korean

won exchange rate. If stablecoin inflows primarily operate through a global dollar channel, one would expect

to observe a broad-based appreciation of the U.S. dollar relative to other major currencies. In contrast, if

the effects are driven mainly by capital outflows from South Korea, the Korean won should depreciate more

broadly against multiple foreign currencies. We use the euro–won and yen–won exchange rates because,

unlike the U.S. dollar, there is no globally recognized broad-based index for the Korean won. The euro

and the Japanese yen are the two largest reserve currencies after the U.S. dollar, together accounting for

roughly 40 percent of global foreign exchange reserves, and both serve as key benchmarks in international

capital markets. A simultaneous depreciation of the won against these currencies would therefore provide

strong evidence that the exchange rate pressure originates from Korean capital outflows rather than from

dollar-specific dynamics. Operationally, we estimate Equation (5) using different log-differenced dependent

variables. First-stage F-statistics exceed 10 at all horizons.

Figure 13 presents the estimated exchange rate responses for the U.S. dollar index and the euro–won

and yen–won exchange rates. Although the estimates are statistically significant primarily at the 90 percent

confidence level and reach the 95 percent threshold only around day 18, the economic magnitude of the

effect on the dollar index shown in the top panel indicates that stablecoin inflows are associated with a

pronounced and persistent increase in the value of the U.S. dollar. In contrast, there is little evidence of a

systematic effect of stablecoin inflows on the euro–won or yen–won exchange rates. This pattern suggests

that stablecoin inflows primarily operate through a global dollar channel, reflecting increased demand for

U.S. dollar–denominated assets, rather than through a broad-based depreciation of the Korean won against

multiple foreign currencies.

This evidence further reinforces the broader conclusion of the paper that stablecoins serve as a meaningful

shadow channel of international capital flows. By facilitating rapid and low-friction conversion of domestic

currency into dollar-denominated digital assets, stablecoins transmit shifts in domestic financial conditions
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Figure 13: Effect of Stablecoin Inflows on Dollar Index, KRW/Euro, and KRW/Yen

Notes: This figure plots instrumental variables estimates of the cumulative exchange rate response to an increase in dollar-
denominated stablecoin inflows from South Korean cryptocurrency exchanges. Panels show the responses of the dollar index,
the euro–Korean won exchange rate, and the Japanese yen–Korean won exchange rate over horizons of 1 to 20 days. First
stage F-statistics are over 10 for all the horizons.
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into global currency markets. At the same time, stablecoin inflows interact with global dollar demand,

linking country-specific capital movements to broader exchange rate dynamics. In this way, stablecoins

bridge digital asset markets and traditional foreign exchange markets, allowing capital reallocation in the

blockchain ecosystem to manifest in both domestic and global exchange rate adjustments.

6.4 Differential Exchange Rate Effects by Destination

We have shown in Section 4 that global cryptocurrency exchanges account for the majority of stablecoin

inflows from major South Korean cryptocurrency exchanges. In particular, Binance accounts for approxi-

mately 60 percent of total inflows, while Bybit accounts for roughly 20 percent. In this subsection, we exploit

this concentration to examine whether the exchange rate effects of stablecoin inflows differ depending on the

destination exchange. By separately analyzing inflows directed to Binance and Bybit, we assess whether het-

erogeneity in the structure and trading activity of destination exchanges translates into differential exchange

rate impacts.

In order to do this, we estimate the first stage separately for EX ∈ {Binance,Bybit}

Stablecoin inflow from Exchange EX t = γ + πZt + ut, (7)

and then in the second stage, estimate the predicted outfflow to each exchange separately again:

∆ log(KRW/USD)t+h = αh + βh
̂Stablecoin Inflow from EX t +Θ′

hXt−1 + εt+h, h = 0, . . . , 20, (8)

Figure 14 presents the estimated exchange rate responses to a one standard deviation increase in stablecoin

inflows directed to Binance and Bybit. We normalize inflows from each exchange by their own standard

deviation so that we can more directly compare each inflow destination’s impact on the KRW/USD exchange

rate.

The results show that stablecoin inflows from both Binance and Bybit are associated with statistically

significant depreciation pressure on the Korean won over two weeks. In both panels, the estimated coefficients

become positive within a few days and increase steadily over the first two weeks, indicating that increases in

stablecoin inflows translate into cumulative increases in the KRW-USD exchange rate. This dynamic pattern

closely mirrors the aggregate exchange rate response documented in Figure 11, suggesting that the overall

effect of stablecoin inflows on the exchange rate is not driven by a single destination exchange but reflects a

broader and robust transmission mechanism across major global cryptocurrency trading venues.

Furthermore, we can also see that inflows directed to Bybit generate substantially larger exchange rate
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Figure 14: Exchange Rate Effects of Stablecoin Inflows by Destination Exchange

Notes: This figure plots instrumental variables estimates of the cumulative exchange rate response to an increase in dollar-
denominated stablecoin inflows from South Korean cryptocurrency exchanges to Binance and Bybit, respectively, over
horizons of 1 to 20 days. First stage F-statistics are over 10 for all the horizons.
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responses than those directed to Binance. A one standard deviation increase in Bybit outflows leads to a

cumulative depreciation of the Korean won of approximately 2.4 to 2.5 percent after two weeks, compared

to roughly 1.6 to 1.7 percent for an equivalent relative increase in Binance outflows. While the analysis

does not directly identify the mechanism underlying this heterogeneity, one plausible explanation relates to

differences in the geographic orientation and regulatory environments of the destination exchanges. Binance

is often perceived as being more closely connected to East Asian cryptocurrency markets, whereas Bybit has

a more significant presence among European and Middle Eastern traders, reflecting its base in Dubai. From

this perspective, stablecoin transfers across exchanges may reflect not only portfolio reallocation within the

cryptocurrency ecosystem but also an underlying motive to move dollar liquidity across borders.

The result in this subsection reinforces the broader conclusions of the paper that stablecoins operate

as a differentiated channel of international capital flows, linking digital asset markets to traditional for-

eign exchange markets in ways that mirror familiar mechanisms from the traditional international financial

market.

6.5 Summary

This section showed that international stablecoin outflows exert a economically meaningful effect on exchange

rates. Using an instrumental variables strategy and blockchain-level data from South Korea, the analysis

demonstrated that dollar-denominated stablecoin outflows generate persistent depreciation pressure on the

Korean won against the U.S. dollar. The exchange rate response operates primarily through a global dollar

channel, as evidenced by a statistically significant increase in the U.S. dollar index and muted effects on

the euro–won and yen–won exchange rates. Taken together, these results indicate that dollar-denominated

stablecoins like USDT and USDC constitute a novel but economically consequential channel of international

capital flows, linking digital asset markets to traditional foreign exchange dynamics in ways that closely

mirror mechanisms emphasized in the existing international finance literature.

7 Conclusion

This paper provides causal evidence that dollar-denominated stablecoins function as a shadow channel of

international capital flows. Leveraging a unique institutional setting in South Korea and detailed blockchain

wallet-level transfer data, we show that stablecoin outflows are quantitatively meaningful, amounting to

roughly 28 percent of traditionally recorded capital outflows over our sample period. More importantly,

stablecoin flows respond systematically to the same political and macro-financial determinants that drive

conventional cross-border capital movements. Using regression discontinuity designs around the unexpected
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declaration of martial law and the U.S. presidential election, as well as high-frequency U.S. monetary policy

shocks, we document that outbound transfers of USDT and USDC increase significantly following shocks

that historically trigger reallocations toward dollar-denominated assets.

Beyond documenting their determinants, we demonstrate that stablecoin flows have real macro-financial

consequences. Instrumental variables estimates show that increases in outbound stablecoin transfers generate

economically meaningful and persistent depreciation pressure on the Korean won against the U.S. dollar.

The exchange rate response unfolds over roughly two weeks and operates primarily through a global dollar

channel, as evidenced by the strengthening of the U.S. dollar index and limited effects on other bilateral ex-

change rates. These findings indicate that blockchain-based capital movements are not confined to the digital

asset ecosystem but transmit into traditional foreign exchange markets in ways consistent with established

international finance mechanisms.

Taken together, our results suggest that stablecoins represent a technologically novel but economi-

cally familiar form of capital mobility. By enabling rapid and low-friction cross-border transfers of dollar-

denominated claims outside the traditional banking system, stablecoins expand the set of instruments through

which residents of emerging markets can reallocate wealth internationally. This development raises important

questions for the measurement of capital flows, the transmission of global financial shocks, and the effective-

ness of capital flow management and monetary policy in an era of digital assets. As stablecoins continue to

grow in scale and adoption, incorporating blockchain-based capital movements into the broader framework

of international macro-finance will become increasingly important.
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