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Amend the CLARITY Act to Preserve Community Bank Lending
 
The CLARITY Act (H.R. 3633), legislation crafting a regulatory framework for digital assets, passed the Senate Banking Committee on May 14 by a vote of 15 to 9.

ICBA continues to press for technical changes to Section 404 of the Act, “Prohibiting Interest and Yield on Payment Stablecoins,” to ensure that it works as intended, addresses emerging risks, and does not jeopardize America’s local economies by compromising community banks’ ability to supply credit. (See attached redline of proposed changes to Section 404.)  
 
Background

Stablecoins are a type of digital asset designed to maintain a stable value by being pegged to a reference asset such the U.S. dollar. This peg is maintained by holding reserves like cash, U.S. Treasuries, or bank deposits on a 1-to-1 basis. The value of stablecoins in circulation currently exceeds $323 billion. Stablecoins are primarily used to facilitate crypto asset trading. They may also be used for retail and commercial payments.  
 
In July 2025, Congress enacted the GENIUS Act (S. 1582), which creates a federal regulatory framework for payment stablecoin issuance. The GENIUS Act took an important step in prohibiting payment stablecoin issuers from paying yield, interest or other consideration directly to stablecoin holders. This was intended to distinguish and separate the use of payment stablecoins from a “store of value” and alternative to bank deposits used for lending.

However, this prohibition can be evaded by paying yield equivalents to stablecoin holders through crypto exchanges, affiliates, and other market participants. Congress must complete the yield prohibition policy of the GENIUS Act by including in the CLARITY Act an explicit and robust prohibition on payment of yield by crypto exchanges, affiliates, and other intermediaries. 
 
Payment of Yield or Yield-Equivalents Jeopardizes Deposits That Support Lending

This prohibition on payment of interest, yield, or rewards is critical to maintaining Americans’ access to credit. A strong prohibition will maintain stablecoins’ intended purpose as a payment mechanism for transactions. Critically, it will help avoid a flight of FDIC-insured domestic deposits in pursuit of yield to global crypto conglomerates and other non-bank entities. These entities do not have the same regulatory oversight or local commitment as community banks. The loss of local deposits to crypto exchanges would impact community bank lending capacity, resulting in a credit vacuum. Only community banks have a vested interest in and demonstrated commitment to Main Street economies.
The research clearly shows that payment of yield, interest or rewards on payment stablecoin holdings will reduce community bank lending capacity. Based on new macroeconomic modeling, ICBA estimates that the growth of the stablecoin market resulting from payment of yield or interest on stablecoins will significantly reduce community banks’ ability to support local lending needs. The projected $1.3 trillion reduction of the $4.8 trillion in total deposits held by community banks could result in an $850 billion decline in lending activity.[footnoteRef:1] These findings are also validated by independent research conducted by the Federal Reserve, which estimates that a high-adoption scenario could see $1 trillion in deposits leaving the banking system and a plunge in lending of $1.26 trillion.[footnoteRef:2] Treasury Secretary Bessent predicted that the total payment stablecoin market will reach $3 trillion by 2030.[footnoteRef:3] [1:  Detailed analysis is available in ICBA’s recent letter to the Office of the Comptroller of the Currency on the implementation of the GENIUS Act. ]  [2:  Jessie Jiaxu Wang, “Banks in the Age of Stablecoins: Some Possible Implications for Deposits, Credit, and Financial Intermediation,” FEDS Notes, Board of Governors of the Federal Reserve System (Dec. 17, 2025), https://doi.org/10.17016/2380-7172.3970. ]  [3:  Sec. of the Treasury Scott Bessent, Remarks before the Treasury Market Conference (Nov. 12, 2025), https://home.treasury.gov/news/press-releases/sb0314. ] 


America’s small businesses, farmers, ranchers, and rural communities stand to lose access to credit if this deposit flight occurs, stifling innovation and small business expansion, reducing job creation, and hindering economic growth in communities across the country.

Congress must balance financial innovation with the foundational role that bank deposits play in supporting lending, economic growth, and community development.

Congress Must Amend Section 404 of the CLARITY Act

ICBA appreciates the work of the Banking Committee in considering complex issues related to digital assets. However, we believe the prohibition on payments of interest or yield (Section 404) is narrow and ineffective. The prohibition contains broad exceptions and open-ended rulemaking authority that would further undermine or contradict the general prohibition. The enforcement framework is inadequate to deter violations. 

Attachment: Recommended technical changes to Section 404 of the CLARITY Act to more effectively prohibit yield-like payments on stablecoin balances. These changes are endorsed by ICBA, the American Bankers Association, the Bank Policy Institute, The Consumer Bankers Association, the Financial Services Forum, and the National Bankers Association.


Recommended Revisions to Create Strong and Effective Section 404 Prohibition

ICBA, ABA, BPI, CBA, the Financial Services Forum, and NBA recommend the following revisions to Section 404(c)(1) to clarify the scope and meaning of the prohibition on interest and yield: 
· We urge that “solely” be removed from (1)(A) and that “on a payment stablecoin balance” and “on an interest-bearing bank deposit” be removed from (1)(B). 
· In addition, we recommend replacing the functional and economic equivalence standard with one evaluating substantial similarity in (1)(B). 
The prohibition in amended Section 404 would thus read as follows: 
(1) IN GENERAL. --No covered party shall, directly or indirectly, pay any form of interest or yield (whether in cash, tokens, or other consideration) to a restricted recipient—
(A) solely in connection with the holding of such recipient’s payment stablecoins; or 
(B) on a payment stablecoin balance in a manner that is economically or functionally equivalent substantially similar to the manner in which banking organizations payment of interest or yield on an interest bearing bank deposit. 
For consistency, the “substantially similar” test would replace the “functional and economic equivalent” test where it appears elsewhere in Section 404. 
Avoid Introducing Ambiguity that Contradicts the Objective of the Prohibition 
Section 404 requires joint agency regulations that allow digital asset service providers and their affiliates to pay consideration, rewards, or benefits calculated by reference to duration, balance and tenure. Given that interest payments are often calculated by reference to duration, balance and tenure, this subsection appears contradictory to the initial prohibition. Removing this provision aligns with our shared objective to not incentivize the idle holding of payment stablecoins for extended periods of time. Retaining this section would negate the goals of the upfront prohibition (to deter deposit flight) while tying rewards directly to how much and for how long customers hold payment stablecoins in wallets or exchanges. 
Recommendation: We urge that the subsection (3)(B) be removed in its entirety. 
(B) For the avoidance of doubt, payments to restricted recipients of consideration, rewards, or benefits that are permissible pursuant to paragraph (2) and subparagraph (A) may be calculated by reference to a balance, duration, tenure, or any combination of the foregoing.
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