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Agenda
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● The concept

● Stablecoin taxonomy

● Custodial Stablecoins

● Automated/algorithmic/autonomous stablecoins

● The Terra-Luna episode: Black Wednesday

● Systemic risk in DeFi
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The Concept 

3

● The name “Stablecoin” is a marketing term

● Value is pegged to a Price Index

● Store of Value, Medium of Exchange, Unit of Account 

● The Price Index must be stable

● Stable is a relative term

● The peg mechanism is difficult to hold
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Broadmarket for crypto 
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(all charts from coinmarketcap around 
6:00 am EDT on 06/15/2022)



Stablecoins 
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(all charts from coinmarketcap around 
6:00 am EDT on 06/15/2022)



USTC Marketcap
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(all charts from coinmarketcap around 
6:00 am EDT on 06/15/2022)



USTC Price
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(all charts from coinmarketcap around 
6:00 am EDT on 06/15/2022)



Stablecoin Taxonomy 

8©㊢ 2022

MechanismPeg

Fiat
Commodity

None
Automated

Reserve

Peg <=100%
Liquid <=100%
Onchain >=100%
None



Terra
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MechanismPeg

Fiat
Commodity

None
Automated

Reserve

Peg 100%
Liquid 100%
Crypto >100%
None



Death Spiral 
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Value of reserve assets diminish rapidly due to a run



Death Spiral 
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Terra-Luna Complex 

12©㊢ 2022

Terra = Stablecoin
Luna = Volcoin

● If the price of Terra exceeds 1 USD, the system auctions off new Terra (and uses the 
revenue to burn Luna) until the price returns to the target

● If the price of Terra drops below 1 USD, the system buys back and burns Terra (issuing 
new Luna to fund the burn) until the price returns to the target



Black Wednesday 
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Black Wednesday occurred on 16 September 1992 when the UK Government was 
forced to withdraw the pound sterling from the European Exchange Rate 
Mechanism (ERM), after a failed attempt to keep the pound above the lower 
currency exchange limit mandated by the ERM. i.e 6% band with DM.
Profit by: Selling GBP and Buying DM.



Breaking the Peg of Terra  
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1. Long $100M of $LUNA PnL impact: $0 Net PnL: $0
2. Purchase $100k of $LUNA and immediately withdraw from exchange and swap to $UST using the Terra seigniorage 

mechanism. Fee is 0.5%. Repeat 10,000 times (use a bot) so you accumulate 500M UST for ~$502.5M. PnL impact: 
-$2.5M Net PnL: -$2.5M

3. Sell your initial $100M $LUNA from step 1. Since there has been $500M of $LUNA market bought in step 2 looking at 
the current order books/PA I think a reasonable estimate here is +30% or $30M profit. PnL impact: +$30M Net PnL: 
+$27.5M

4. Deposit $200M worth of bETH on @Anchor_Protocol and take a loan out for 100M $UST PnL impact: $0 Net PnL: 
+$27.5M

5. Short $100M of $LUNA PnL impact: $0 Net PnL: +$27.5M
6. In $100k chunks use seignorage again to convert 500M $UST (step 2) and 100M $UST (step 4) to $LUNA. After each 

conversion dump the $LUNA. Conversion fee 0.5% and the rate limit means this step will take a week. 600M UST sold 
for ~$597M. PnL impact: -$3M Net PnL: +$24.5M

7. Close the $LUNA short from step 5. Since there has been $600M of $LUNA market sold in step 6 I think a reasonable 
estimate here is -30% for $LUNA price or $30M profit. PnL: $30M Net PnL: +$54.5M

8. Payback loan from step 4 and reclaim your bETH. PnL: $0M Net PnL: +$54.5M
9. Repeat. After a few iterations the protocol will collapse at step 6. Many #Lunatics assume that $LUNA can never have 

a value of 0. This is only true if the future circulating supply of $LUNA isn’t ∞ but above process leads to ∞ $LUNA 
being minted…



Emergent Effects 
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● Interoperability with the fiat world

● Value is pegged to a Price Index

● The Price Index must be stable

● Stable is a relative term

● The peg mechanism has elasticity (breaking the buck)
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Systemic risk  
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● Interoperability with the fiat world

● Interoperability implies contagion

● Contagion brings systemic risk

● Effects can cross system boundaries
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Proposed Stress Tests  
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● Can there be an orderly shutdown (i.e. 100% 

withdrawal)

● Price moves on the Peg by 20% up or down.
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