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US regulators say crypto
Is risky but not banned—
behind the scenes,
though, it’s a different
story
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The news: Crypto firms are getting squeezed out as US regulators are allegedly putting
pressure on US banks to cut ties with digital asset firms, per Cointelegraph.

What's happening? Various US regulators are said to be discouraging banks’ involvement in
the crypto markets, with a purported end goal of leaving the crypto space unbanked. Rumors
are swirling that while regulators’ public statements neither encourage nor discourage banks

from engaging in crypto activities, behind the scenes they’re putting pressure on banks to
cease all such activity.

* Founders of new crypto startups claim that they can’t get a bank account anywhere in the
Us.

" Coinbase CEO Brian Armstrong said US regulators are trying to ban crypto staking for US
retail investors. News supporting that claim broke today—the Securities and Exchange
Commission told crypto exchange Kraken to end its crypto staking program for US investors.

* Binance recently announced that it will only facilitate transactions in USD greater than
$100,000 due to a new policy from Signature Bank.

What’s the industry saying? Players in the crypto markets worry that US retail investors will
struggle to exchange their digital assets into USD, and that the increasing pressure from
regulators will cause crypto exchanges to end their US operations. However, there are views
on both ends of the spectrum.

* Supporters think the pressure will force the crypto markets to fall in line with regulatory
frameworks. Those crypto firms that don't comply will ultimately become defunct.

" Critics believe the move will stunt the growth of the crypto markets in the US compared to
the rest of the world. They’re worried that the US will fall behind in financial and technical
innovation as a result. Some also believe the lack of access to major US banks will promote
more risky behaviors in the shadow banking system.

Is your bank safe? The initiative seems geared more toward curbing retail investors’ ability to
access digital asset markets—not so much institutional investors' access. That's good news
for financial institutions that have recently grown their institutional crypto divisions.

" In August 2022, BlackRock partnered with Coinbase to give its institutional clients crypto-
trading_ abilities
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https://cointelegraph.com/news/banks-under-pressure-from-u-s-authorities-to-cut-ties-with-crypto-firms
https://content-na1.emarketer.com/federal-agencies-team-up-joint-statement-on-crypto-risks-banking-industry
https://www.finextra.com/newsarticle/41779/krakens-staking-as-a-service-sunk-by-sec/risk
https://www.cnbc.com/2023/02/06/binance-will-suspend-us-dollar-transfers.html
https://content-na1.emarketer.com/blackrock-coinbase-partner-institutional-crypto-trading

" In May 2022, Goldman Sachs offered its first bitcoin-backed loan, and expanded the ability
shortly after to all of its institutional clients. In June 2022, it began offering institutional clients
an Ether-linked forward derivative.

Our take: US regulators have been slow to regulate the crypto markets, and thus far they’ve
only used enforcement to dictate what’s right and what’s wrong. But banks and crypto firms
are now frustrated by the conflict between regulators’ messaging through reports and their
alleged behaviors.

" Regulators’ attempt to shut down the crypto markets to retail investors seems like the easy
way out. Instead of spending time to understand the appeal of digital assets and create
controls around the industry to facilitate safe and secure banking, they’re trying to wash their
hands of it.

" Evenif US regulators are able to deter investors from activity within the US crypto markets,
digital assets aren’t going to disappear. Not only will the US fall behind in a major tech
advancement within the financial industry, the squeeze also could discourage nondomestic
firms from doing business in the country, especially if much of the rest of the world embraces
crypto.

Reasons US Adults Have Not Purchased
Cryptocurrency, Oct 2022
% of respondents

I don't understand it enough

I don't know how to invest in crypto

I don't know what to do with it

1 don't have extra money to invest
incrypto

It is too risky/volatile for me

Itis too new and I'd like to wait until
there is more mass adoption

Idon't trust crypto trading
platforms/apps

Security concerns/some crypto
wallets can be hacked

13%

High cost of entry/too expensive

Itis not regulated enough

1 don't want to deal with taxes

High transaction fee

Note: n=1,403
Source: Bakkt, "US Crypto Study: Wave 1," Dec 13, 2022
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https://content-na1.emarketer.com/goldman-sach-s-bitcoin-backed-loan-another-sign-that-crypto-s-becoming-institutionalized
https://content-na1.emarketer.com/crypto-market-cleaves-firms-crisis-firms-seizing-moment

This article originally appeared in Insider Intelligence’s Banking Innovation Briefing—a daily
recap of top stories reshaping the banking industry. Subscribe to have more hard-hitting

takeaways delivered to your inbox daily.

" Areyouaclient? Click here to subscribe.

Want to learn more about how you can benefit from our expert analysis? Click here.
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