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Tethering Cryptocurrencies to Fiat Currencies without 
Transparency:  A Case Study 
This purpose of this paper is to examine the risks of tethering cryptocurrencies to fiat 

currencies without transparency using a case study of the Tether cryptocurrency, a 

Hong Kong / Switzerland based crypto-instrument that fails to divulge its underlying 

business case through audit or transparency, and yet ranks in the top 20 

cryptocurrencies by value. The paper thereby raises questions about the need for greater 

transparency in the cryptocurrency realm, particularly in their relation to fiat 

currencies, which is yet mired in ambiguity. 

A growing public interest in cryptocurrencies (see also discussions in Decourt et al., 

2017; Chohan 2016a, 2016b, 2016c, 2017a, 2017b, 2017c, 2017d, 2017e, 2017f, 2017g, 

2017h, 2017i, 2017j, 2017k, 2017l, 2017m, 2017n, 2017o, 2017p, 2017q, 2017r, 2017s, 

2017t, 2017u, 2017v, 2017w) has led to a burst of research into the possibilities for 

deploying blockchain solutions including cryptocurrencies in a variety of contexts.  

One such context has involved the tethering of cryptocurrencies to tradition (‘fiat’) 

currencies, or more broadly about the relationship of cryptocurrencies vis-a-vis existing 

monetary structures. This relationship is mired in ambiguity (see Chohan 2017d, 

2017e, 2017f, 2017g, 2017h, 2017i), as major monetary institutions have yet to provide 

a comprehensive, coordinated response to the lingering question. In the meantime, 

different agents have begun to try to seek solutions to the problem at it rests. 

An example of this is provided by Tether, but this project is mired in issues of 

transparency, which raise further worries that the private initiatives to tie or peg 



  2 

 

cryptocurrencies to ‘regular’ currencies are rife with accountability and transparency 

problems . This discussion paper raises this worries.  

 Tether is a cryptocurrency token claimed by its creators to supposedly be backed by 

one dollar for each token issued. However, this claim is widely doubted and Tether 

Limited has not issued an audit (which it had promised) to back its claim. Tether, along 

with its seemingly related firm Bitfinex lack two important transparency disclosures: (1) 

their locations, and (2) their executives’ names. Tether was founded in November, 

2015, and its website states that it is incorporated in Hong Kong with offices in 

Switzerland, although sufficient disclosure on these operations has not been 

forthcoming. Tether is closely connected with Bitfinex which, as of this writing, is the 

largest Bitcoin exchange (by transaction volume) in the world. 

Tether was issued on the Bitcoin blockchain through the Omni Layer Protocol (OLP). 

According to Tether, each unit of Tether is backed by one United States dollar held in 

reserve by Tether Limited, and may be redeemed through the Tether Platform. In other 

words, there is a direct peg backed by reserves of fiat currency. Tether states that its 

primary objective is to facilitate transactions between cryptocurrency exchanges with a 

rate fixed to the United States dollar, so as to allow traders to seize arbitrage 

opportunities without resorting to the slower, conventional bank wire transfer systems.  

As of this writing (February, 2018), Tether ranks approximately as 15th largest 

cryptocurrency in the world in terms of market capitalizations, with nearly $2 billion 

USD. 

 The reserve-based model of Tether requires holdings of USD so as to meet customer 

withdrawal requests, and while Tether purports to make reserve account holdings 

transparent via external audit, as of this time, no external audits are forthcoming, which 
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raises a transparency issue at a critical juncture when private initiatives to bind 

cryptocurrencies and traditional currencies are in an incipient phase and without a 

general international frameworks. To this point, in January 2018 Tether announced 

that they no longer had a relationship with their auditor.  

This is compounded by a security and oversight problem that has plagued other 

cryptocurrencies as well: crypto theft. In November, 2017, it was announced that nearly 

$31 million of USDT tokens were stolen from Tether, and in response, Tether 

suspended trading. It stated it would deploy new software protocols to create an 

emergency "hard fork" in order to render void all of the tokens that Tether identified as 

stolen in the theft. As of December, Tether had re-enabled limited wallet services and 

has begun processing the backlog of pending trades. 

There is another transparency and accountability problem in the relationship between 

Tether and Bitfinex, akin to a Central Bank also serving as a Stock Market, with Bitfinex 

as clearinghouse also acting to create Tethers out of thin air. In September 2017, Tether 

published a memorandum from a public accounting firm that they then claimed 

showed that tethers were fully backed by US dollars. Yet according to the New York 

Times, independent attorney Lewis Cohen stated the document, because of the careful 

way it was phrased, “does not prove that the Tether coins are backed by dollars.” The 

documents also fail to ascertain whether the balances in question “are otherwise 

encumbered." In the accounting firm’s own words: “this information is intended solely 

to assist the management of Tether Limited [... and] is not intended to be, and should 

not be, used or relied upon by any other party.” 

 The legal status of Tether is not validated externally, and in the proper sense, Tether is 

neither a legal tender currency nor a financial instrument, which means that the 
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ownership of Tether has no contractual rights, other legal claims, or guarantees against 

losses. As an institution, Tether Limited is not a bank and is not required to, and does 

not, hold its reserves at the Federal Reserve. To this point, Tether tokens are not legal 

tender currency and are not covered by deposit insurance. 

Tether is thus an important case study in noting the lack of transparency and 

accountability that currently pervades the policy and regulatory debates on the 

relationship between traditional ‘fiat’ currencies and cryptocurrencies. While it is an 

important question that must be addressed both by old and new institutions, the 

current state of private initiatives in this space present a cause for concern, and one that 

academics and practitioners must urgently attend to. 
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