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BLOCKCHAIN NEWS
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SGSS is pleased to present you with a collection of thoughts and views from various industry consultants, regulators 
and clients participating in the series of discussions organised by SGSS throughout Europe in the months of  
June and July 2016. This collection of insights will provide you with an overview of the industry’s position  
on Blockchain.

European Asset Managers and Asset Servicers  
Should Create a Private Blockchain Dedicated  

to the Investor Registry

It’s high time Asset Managers and Asset Servicers 
worked together in order to create a new market 
infrastructure based on Blockchain Technology to 
facilitate the fund distribution process.

By Raphael Cretinon, 
Director at Périclès Consulting

Since around three years 
now, financial institutions – 
commercial and Investment 
banks most of the time – are 
exploring the potential of 
Blockchain technology in 
order to cut costs, reduce 
operational risks or streamline 
processes. Workgroups or other 
consortiums are focused above 
all on settlement and payment 
business cases because these 
processes are part of the core 
business for commercial banks 
and CIB.

Asset Managers are not 
enough represented in these 
workgroups. So, they cannot 
influence the nature of the 

business cases discussed by 
initiatives groups. It is a pity 
because this sector has one 
particularity other financial 
ones do not care about: the 
investors registry.

Blockchain is a perfect 
technology to create a “trustless” 

and decentralised structure 
to handle registries. For 
instance, Nasdaq is testing a 
shareholder registry for private 
companies and some countries 
like Honduras or Ghana try 
to manage their Land registry 
thanks to this technology.

Let’s imagine that all 
subscriptions/redemptions on 
a mutual fund domiciled in 
Europe are tracked into a unique 
distributed Ledger linked with 
a shared Investor Database. 
Asset Managers could improve 
the accuracy of the order 
marking especially in cross 
border selling. Asset Servicers 
could share their KYC file (no 
need to ask several times the 
same document to investors) 
and disputes with distributors 
regarding the base of rebates 
calculation could be avoided. 
The goal is ambitious but the 
ROI could be significant in 
term of operational excellence 
and investor experience. 
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Blockchain: A Long Way to Go
By Romain Fourdin,

Senior Adviser – Value For Funds,  
KPMG

Blockchain has become by far THE buzzword in 
the financial industry during the last few years. 

The technology has indeed 
many applications in the capital 
market infrastructure that 
might increase efficiency and 
drastically reduce operational 
costs: faster clearing and 
settlement, reduction of cost 
of capital, and higher level of 
process automation. Santander 
estimates these cost savings 
at $20 billion by 2020 for the 
industry.

Still, large challenges need 
to be surmounted to reach an 
ideal blockchain-based capital 
market.

Because the financial sector is a 
highly-regulated environment, 
blockchain has to fit into the 
current legal framework while 
existing regulations need to 
evolve to keep up with the 
innovation. The automation 
of operations due to the use of 
smart contracts (pieces of code 

that execute business logic 
within the blockchain) raises 
questions in terms of liabilities 
for execution error. At this time, 
no jurisprudence exists around 
the use of smart contracts. 

The two greatest hurdles 
to the massive deployment 
of blockchain are industry 
collaboration and costs. In 
order to establish a global 
blockchain network, many 
entities need to collaborate 
while competitive forces are 
at play The deployment of a 
shared infrastructure to make 
clearing and settlement faster 
represents a high development 
cost and users of this system 
need to reach an agreement 
on the amounts to be invested. 

At the same time, financial 
institutions are struggling 
to upgrade current systems 
bearing legacy forms from the 
past. Attracting funding for 
blockchain projects in a context 
of high pressure on profitability 
will not be an easy task.   

Despite all these challenges, 
blockchain is a real change 
of paradigm and the industry 
should seize the opportunities 
that it offers. Financial 
institutions should not wait 
for their competitors to find 
solutions first. Instead industry 
players should be proactive 
and pragmatic, considering 
blockchain in their strategy. 
The global strategy could be 
split into short- and long-term 

actions. In the short term, 
blockchain applications can be 
adopted internally to increase 
the efficiency across large 
groups (e.g. transaction record 
with distributed ledger across 
entities of a same group). In 
the long term, impacts on the 
current business model should 
be assessed. 
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Blockchain: When Banks Interests  
Meet Regulators Expectations

In a context where Regulators tend to limit 
and monitor more and more OTC transactions 
(through MIFIDII, as an  example), seeking for 
more transparency and security, the Blockchain 
technology could very well speed up this trend, by  
reconciling Banks strategic stakes and Regulators 
requirements, thus leading to a more efficient 
financial system for the final client.

By Romuald Hajeri,
Headlink Partners

Indeed, this “Distributed 
Ledger”, would allow to 
execute OTC transactions, in 
a secured and transparent way, 
thus  suppressing the inherent 
slowness of the current 
centralized model, based on 
Clearing Houses, Custodians 
and other trusted third-parties.

Since every transaction stored 
in the Blockchain Ledger can 
be, by definition, accessed 
by all members, the current  
workload required to produce 
the transaction reporting could 
give way to a simple “access to 
disclosure” for the  Regulators. 
And since the controls are 
inherent to the Blockchain 
structure and managed by 
its own internal code, the  
current tedious reconciliation 
work required for settlement 
and clearing would become 
obsolete. Along with drop in 
the  number of breaks and 
fails, the processing cost of 
transactions, could well, in the 
end, be significantly reduced.

If these ambitions are taking 
shape, the management 
principles of such frameworks 
are still to be defined. Current 
Blockchains are based on a 
concept of full transparency: 
they will have to adapt to the 
Banking industry context, so 
that they can pro-pose both the 
level of confidentiality expected 
by the competing economic 
agents, and the transparency 
required by the Regulators.

Even though viable on a small-
scale, several experimentations 
still need to be led, in order to 

overcome the current  technical 
limits of Blockchain-based 
platforms: as an example, the 
continuously increasing delay 
to book transactions  (45 min 
with peaks of several hours), 
or the execution speed rate, 
limited to 7 per sec, against 
2000 for Finance standards.

However, beyond all these 
technical considerations, 
the main mark to be crossed 
is having Banks to get to a 
consensus  regarding the use 
and boundaries of this new 
technology. Indeed, it is likely 

that there will be different 
Blockchains across the 
Banking industry, depending 
on businesses and products. 
Finally, the governance of 
these future platforms remains 
a  sensitive topic, due the very 
nature of the Blockchain: being 
a shared property across its 
members, all evolutions – for 
instance  regarding  the way 
the transactions are checked 
and processed – will have to be 
approved by all parties. 
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These solutions range from 
client on-boarding activities 
(e.g. KYC, Legal) through to 
post trade activities (including 
margining, collateral & 
settlement.) and activities 
linked to the securities services 
(record keeping, issues for 
non-listed companies), thus 
creating a natural solution for 
all regulatory requirements 
with a reduction of costs for 
organisations. 

 While the technology is actively 
used with crypto currencies, 
the adoption within Financial 
Services is still slow. Specific 
organisation (R3, Ethurum) 
have been funded the industry 
to drive forward standards and 

New technology enabling the creation of a 
consensus led distributed ledger (DL) amongst 
multiple parties, provides a platform to address 
many fundamental challenges currently faced 
within financial services.

The Creation of a Consensus Led Distributed Ledger
By Dominique Herrou,

Partner, Aurexia Consulting

identify a collective appetite 
to adopt, however, there is still 
yet to be a real life applicable 
solution in existence. PoC have 
been created around small 
use cases such as KYC and 
trade finance. For wise-scale 
adoption, consistent buy-in will 
be needed by multiple industry 
participants. 

Success of implementation 
will be dependent upon on 

stringent governance structure 
to be implemented within an 
organisation, including the 
solution being advocated at an 
executive level. For an entire 
adoption, DL has to facing 
many challenges: scalability 
of the technology, private and 
security aspect, regulatory and 
legal framework. 

Regulators and have taken 
a “wait and see” approach 

without giving clear direction. 
A sandbox to test new 
solutions are being provided 
to identify how the solution 
can support regulations. The 
settlement solution available 
is of particular interest to 
regulators as current solutions 
requires central counterparty 
or a clearing house. If the DL 
becomes a payment channel, it 
falls in the scope of regulations 
(FSRA 2000, PSR 2009). For the 
clearing requirement,  MIFID 
and EMIR oblige participants 
to clear transactions. As 
solutions mature regulators 
will have play an active role in 
determining how they will be 
regulated. 
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The Blockchain Revolution  
for Financial Institutions

By Fausto Jori, 
Partner e*finance consulting Reply

Blockchain: a “new” technology being experimented 
with by leading banks, with the potential to radically 
change approach and paradigm in a number of areas, 
from certification of ownership to cash transactions.

A new potentially revolutionary 
technology is now the subject of 
increasing interest in the world 
of start-ups, demonstrated by 
the exponential rise in allocated 
funds and studies from world 
leading financial institutions. 
Are we on the cusp of a new 
wave of technological innovation 
like the internet at the end of the 
90’s? Scott Rosenberg, in his 
article of January 13, 2015 wrote: 
"How could a hopelessly geeky 
technology, difficult to understand 
and use, ever succeed in the mass 
market? And yet the developers 
are excited, investors are plunging 
in and industry players are taking 
notes. Maybe something really 
big is going on." This sentence 
does not refer to Bitcoins and the 
blockchain, but rather to how the 
web appeared back in 1994, before 
its big bang. As Rosenberg writes, 
blockchain – the technological 
infrastructure behind Bitcoins – 
conjures up similar thoughts, full 
of question marks but with the sole 
certainty that no one can remain 
indifferent. 

Blockchain can be viewed as a 
new technological revolution, the 
characteristics of which promise to 
profoundly change our traditional 
value transfer systems. It is a 
multifunctional technology of 
wide applicability, from monetary 
transactions, to intelligent device 
management, certification 
of ownership, and enterprise 
IT infrastructure efficiency 
optimisation. The innovation of 
blockchain technology is directly 
related to the possible impact 
on existing systems: from the 
economic system, to governance 
and business systems. It has in 
fact changed the very concept of 
transaction, ownership and trust. 
In particular, it has introduced 
a substantial novelty in the 
functioning of existing exchange 
systems, eliminating the need for 
a "third party institution” settling 
a transaction. The other revolution 
brought about by blockchain 
regards security, which is no longer 
guaranteed solely by the secrecy 
with which information is kept, 
but by the fact that the information 
is disseminated throughout the 
network making impractical any 
attempted change or violation 
(you would have to alter the data 
on most nodes, which potentially 
could run into the thousands). 

The first and most important 
example of the use of 
blockchain technology is Bitcoin 
cryptocurrency, introduced in 2008 
when Satoshi Nakamoto issued 
a white paper that described a 
digital currency system capable of 
functioning without the need for 
intermediaries, or trusted-third-
parties (TTP). Since then many 
attempts have been made to thwart 
the spread of cryptocurrency, but 
in a strongly regulated context 
such as that of payments, Bitcoin 
has demonstrated an extraordinary 
resilience and steady growth, 
now reaching 200,000 daily 
transactions. The system includes 
three main players: users who 
send and receive payments, miners 
(nodes responsible for verifying the 
correctness of the transactions and 
confirming them) and finally the 
blockchain itself, i.e. the register 
of information shared between the 
nodes, which contain the history of 
the exchanges in the network. 

If we stopped at the Bitcoin concept, 
it would seem that the innovation 
brought in relates particularly to 
the world of payments, focused on 
replacing traditional intermediaries 
with a distributed open source 
system. In fact, the main interest 
goes far beyond Bitcoin seen as 
a virtual currency, focusing on 
the technological proposition that 
within seven years has established 
itself as a true source of value. The 
Bitcoin characteristics have been 
explored by alternative projects, 
such as MultiChain, Ethereum 
and Ripple, systems all inspired 
by the original protocol, defining 
new rules and functionalities with 
the aid of dedicated blockchains. 
Among the most noteworthy 
features in the FinTech world are: 

• Automation of rules, or 
smart contracts that contain 
statements in the register. These 
are potentially accessible and 
viewable by anyone, cannot be 
changed, and can be served by 

trusted information provided 
by outside sources;

• Operational efficiency, given 
by the ability to use the 
blockchain as a digital notary 
tool, to record deeds of sale, 
certificates of ownership of 
property, intellectual property, 
formal communications for 
customers. Other applications 
may relate to tracking and 
ticketing features; 

• Low-cost interoperability: the 
blockchain is a standard shared 
among multiple players on the 
basis of the security offered 
and a permanently guaranteed 
information layer. 

The liveliness of this ecosystem, 
besides having caught the attention 
of large companies such as 
Microsoft, IBM and Intel, keen to 
explore possible usage scenarios, 
has stimulated a reflection shared 
by the leading financial institutions, 
aware of the revolutionary scope 
of the paradigm in the FinTech 
universe. In particular, take the 
R3 initiative, a consortium that 
brings together more than 40 
financial companies in research 
and development on the use of 
collaborative blockchain systems. 
Among the participants: JP 
Morgan, UBS, Bank of America, 
Morgan Stanley, Intesa Sanpaolo 
and UniCredit. The assessment 
of opportunities for integration is 
accompanied by a sense of caution 
given by the constant change 
that characterizes the blockchain 
world, fuelled both by the constant 
evolution and improvement of 
protocols and by the progressive 
changes in legislation. 

How do we grasp the 
opportunities? Analysis of the 
moves of the players shows how 
experimentation and study of the 
Bitcoin world, the first application 
of blockchain in existence for seven 
years now, is essential to acquire 

the know-how needed to develop 
a blockchain-enabled strategy. 
Together with the development 
of pilot projects tailored to the 
company’s distinctive capabilities, 
this approach means that the 
distinctive points of the blockchain 
in the context of each financial 
institution can be discerned and 
a thorough assessment made of 
use cases containing the main 
risk components and "scaling" 
the implementation in a phased 
manner. 

In Reply was started in 2014, 
initially a practice on the 
blockchain, aimed at the design 
of a dedicated services offer. In 
addition, the establishment of 
an International Competence 
Center has led to the organisation 
of blockchain themed events, 
including a hackathon and one 
Student Tech Clash. 700 students 
from 3 universities (two Italian 
and one German) participated at 
the latter event, designing more 
than 150 potential use cases 
with decentralized systems. At 
the moment, Reply has seven 
functioning accelerator software 
packages based on different 
applications of the blockchain 
template, including smart 
property transfer (That's Mine), 
certification of information flows 
in the Internet of Things context 
(Blockom), decentralised voting 
and ticketing systems (Ballotchain 
and Cloudchain), SDN Security 
solutions (Securechain) and an 
interoperable authentication 
layer for applications and devices 
(Authentichain). A Mobile 
Payments platform Hi Credits will 
also be activated, enabling the 
management of cryptocurrencies 
and the development of 
a Blockchain Layer, for 
cryptocurrency-like blockchain 
app development.
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The Blockchain Technology can be a great opportunity 
for your business especially because there is no trusted 
third-party need to transfer ownership.

Public, Private and Hybrid Blockchains
By Laurent Kratz, CEO,  

Scorechain

When it comes to implement 
Blockchain you can choose 
different type of architecture 
according to your needs. You 
can consider Public, Private or 
Hybrid Blockchain, all of them 
have a list of advantages and 
drawbacks. This distinction 
refers to multiple of access to 
the Blockchain, authorisation 
for reading, transaction 
processing and nodes creation.

Public Blockchain such 
as Bitcoin is permission-
less meaning everyone 
can contribute. There is no 
access need to create and 
validate transaction which 
are irreversible. The network 
is fully decentralised so not 
controlled by a central point 
or single organisation. Anyone 
can read, participate to the 
consensus (mining process) 
and send transactions, users 
are also anonymous and 

transaction are secured by the 
crypto currency (the coin).

The most important blockchains 
are public:  Bitcoin and 
Ethereum and they are the best 
playground for open innovation

Unlike public blockchains in 
private (or hybrid for semi-
private) blockchains permissions 
are centralised (private) or 
partially centralised (hybrid). It 
implies the access permissions 
are controlled and defined by 
a group of entities in order 
to write, validate and revert 
transaction. Validators are this 
time known and transactions 

processing is faster than 
public blockchains. In private 
blockchains, there is no express 
need for crypto currencies. 

The main characteristic of 
hybrid blockchain is the idea 
of a consensus introduction. 
In this case, processes are 
controlled by a pre-selected 
group of nodes. For instance 
the pool members agreed on the 
needed conditions to operate 
and validate nodes. 

It’s generally accepted that 
private and hybrid blockchain 
suit to private companies 
especially for commercial 

application since management 
control can be applied to all 
or selected nodes but also 
because privacy is controlled. 
Common criticism is that 
this implementation of the 
Blockchain technology is 
just another way to design 
distributed database but it 
doesn’t benefit of its main 
advantages.
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Blockchain: Towards a Progressive 
Revolution in the Securities Industry

By Thibaut de Lajudie,  
Partner at Ailancy

The sea change caused by 
the arrival of Blockchain 
or DLT (Distributed 
Ledger Technology) is 
often rightly compared 
with the transformation 
caused by the arrival of 
the Internet.

In the securities industry, the 
significant disintermediation 
and decentralization power 
of Blockchain brings real 
benefit to players at either 
end of the chain: the issuers at 
one end and institutional and 
private investors at the other. 
All intermediary roles, such 
as clearing and settlement 
infrastructures, investment 
firms and depositaries, 
however, face significant risks 
to the sustainability of their 
business models. All activities 
related to transaction 
controls, position keeping 
and reconciliation will likely 
disappear.

It is difficult to anticipate the 
extent of the revolution at 
this stage, as many questions 
remain unanswered and the 

benefits, particularly financial, 
are complex to model.

The technology has already 
been proven in relation to 
payments: Bitcoin, a public 
Blockchain, has demonstrated 
its reliability and safety. 
Although concerns have 
arisen following the failure of 
certain intermediaries (MtGox 
bankruptcy), the robustness of 
the technology has never been 

questioned. The control and 
reliability of the players in the 
ecosystem should be included 
in considerations.

The maturity to model other 
asset classes is currently low 
and a number of prerequisites 
need to be met, such as 
legislative framework, 
confidentiality, volume 
management, processing costs 
associated with consensus 
methods and the modelling of 
complex events.

Some of these prerequisites 
are already being addressed 
through the technological 
advances included in new 
generations of Blockchain 
and thanks to the ecosystem of 
solutions that are developed 
around it. However, due to 

certain constraints of public 
Blockchains, “private” or 
“federated” Blockchain 
initiatives are starting to 
emerge. In particular, they 
allow users to define different 
access rights depending on 
the type of participant (read, 
write, control, audit).

We believe two types of use 
cases will be developed in the 
short term:

• “Reference” use cases, 
(KYC, contracts, products, 
financial instruments) 
that have relatively low 
constraints. These use 
cases have already been 
tested and implemented in a 
number of establishments. 
The next step in the medium 
term will be to establish a 
common protocol across 
multiple establishments.

• “Transaction” use cases, 
whose modelling complexity 
varies according to the 
asset class considered. 
Thus, working from the 
simplest to the most complex 
transactions, development 
should gradually include 
mini bonds, bonds, private 
equity, unlisted securities, 
auction-only securities, and 
finally, continuously traded 
securities.

In preparation for this change, 
we need to have a critical 
understanding of the processes 
throughout the entire value 
chain and anticipate the tasks 
that could disappear among 
all stakeholders, both internal 
and external. Training 
efforts, in order to identify 
the potential practical cases, 
as well as experimentation 
through internal or inter-
establishment POC, should 
increase competence levels 
and allow the impact to be 
tested on tools, organisations 
and service offerings.
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“Rules are made to be broken”. This quote 
epitomizes the current hype surrounding the 
emerging Blockchain technology. According to 
Google Trends, the number of articles and white 
papers on this subject tops the table each month. 

Blockchain: From Hype to Adoption
By Laurent Marochini,  

Head of Innovation & Quality,  
SGSS

Is the financial industry still in 
a ‘learning & hype’ cycle or 
have we moved on to the Proof 
of Concept (POC) stage? What 
are the key elements for large-
scale adoption?  

According to a study of 
Deloitte*, Financial institutions 
are at the beginning of the 
journey, mainly focusing on 
building awareness (43%) and 
the creation of new business 
and the improvement of 
cost/efficiency ratios are the  
main drivers.

Considering the challenges 
(data privacy, speed of 
transactions ...), the financial 
industry will probably be 
more focused on the private 
/ hybrid blockchain than the 
permission-less one. Many 
initiatives have been created 

since the beginning of 2015 
with the most well-known 
consortium being R3 CEV, 
other examples are the Post 
Trade Distributed Ledger 
Working Group and the French 
imitative with the Caisse de 
Dépôts et Consignation. They 
mainly produce collaborative 
POCs around the payment 
process and post trade 
settlement.

The blockchain requires not 
only banks to redefine their 
strategy but also financial 

centres However there is 
currently more competition 
between financial centres than 
the banks themselves. Banks 
and different technology 
providers must collaborate 
together to make the blockchain 
happen and most importantly to 
make it efficient. 

“Think big, start small” is a 
good moto to describe how the 
different stakeholders should 
approach this challenge.

Luxembourg, the second largest 
worldwide fund centre, 
should play an active role in 
this context promoting new 
technology and trying to be an 
early adopter.

The collaboration between 
competing banks, the vibrant 
ecosystem and regulation 
will be drivers for the future 
of the Luxembourg industry. 
But “Rome wasn’t built in a 
day” and we consider that the 
adoption of new standards 
could take at least 5 years. 

* Report Deloitte EFMA – May 2016 “Out of the blocks: from hype to prototype”
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If Blockchain’s potential gains are clearly identified: 
execution speed, improved operational efficiency, 

higher security and reliability, the Revolution is not 
coming yet, as challenges remain.

Blockchain: A Solution But Still Not a Revolution!

By Pierre Porta,
Principal consultant

Julien Ravisé,
Principal consultant

“It’s analogous to e-mail for 
money“. These words were 
pronounced by Blythes Master 
last year at a Sandler O’Neill & 
Partners investor conference. 
The former senior executive 
at JP Morgan Chase attempted 
to convince the financial 
community the revolution 
is coming. If Blockchain’s 
potential gains are clearly 
identified: execution speed, 
improved operational efficiency, 
higher security and reliability, 
the Revolution is not coming yet, 
as challenges remain.

Private pilot initiatives are being 
launched by pools of banks (like 
R3 group) that are betting on 
the gains reserved to the early 
adopters of this technology. But 
it would be an error to adopt 
Blockchain from scratch. Like 
any transformation process, 
first you identify the issues then 
figure the solutions out.

In addition, Banks are relatively 
protective when dealing with 
disintermediation movements. 
What participant is willing to bite 
the hand that feeds?

From an operational perspective, 
even the second generation of 
distributed ledgers which is ready 
to handle financial assets (equity, 
bonds, derivatives…) should not 
be considered as a fully integrated 
solution, processing the end-to-
end transaction lifecycle from 
trading to settlement. What about 
quotation, clearing, liquidity 
and collateral management… 
and other services going beyond 
booking in a general ledger? IT 
performance is also a challenge 

for Blockchain as bitcoin 
transactions blocks contain an 
average of 6-7 transactions and 
are validated every 10 minutes 
while currently, the financial 
industry  executes millions of 
operations every second of a 
normal day.

In such a transformation process, 
everything starts and ends with a 
reliable business case and ROI 
estimation. At this stage, there is 
no evidence that potential savings 
(11-12 Bn USD as per Goldman 
Sachs estimation) will pay back 
the huge IT implementation 
investments.

Our conviction is that 
Blockchain will not dramatically 
jeopardize participant’s positions 
and roles in the short run. 
Instead, the technology adoption 
will be supported by grouped 
initiatives focused on simple 
processes (KYC, non-listed 
securities settlement, regulatory 
reporting…) 

The global revolution 
itself leading to waves of 
disintermediation and the 
establishment of new “peer to 
peer” model for finance will come 
up only in long run perspective 
and only if the community 
succeeds in designing a global 
solution capable of providing 
“utilities” services to support 
vanilla processes while 
avoiding interference in areas of 
competitive advantages.

CAPCO
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Multiple blockchains are battling in a fast-moving 
environment to become the new value enhancers to 
Financial Services. 

Blockchain 1.0 is Dead,  
a Quick Life to Blockchain 2.0, 3.0, X.0! 

By Frank Roessig, Country Manager,
Akeance Consulting Luxembourg,

Advisor & Evangelist for Digital Finance Solutions

Multiple blockchains are 
battling in a fast-moving 
environment to become the new 
value enhancers to Financial 
Services. In this context 
they are often confused with 
regards to their architecture 
and their capabilities that 
range from being a Crypto 
Currency used for simple P2P 
Payments to a Smart Contract 
used to secure a complex 
Trade Finance transaction.   
However, one should be 
aware that there are significant 
differences between blockchain 
technologies, in terms of 
penetration, security, speed, 
costs, flexibility, transparency 
plus governance and that this 
technology evolves fast.  

The most famous blockchain 
is Bitcoin that leads the pack 
in terms of penetration with a 
market capitalization equivalent 

to USD 7 billion, as the two next 
ones stand at USD 1 billion and 
USD 206 million. But while 
penetration is important, these 
numbers are small in absolute 
terms and change very fast.   
When one looks at other 
criteria like for example speed 
and cost, Bitcoin’s capacity 
is limited to approximately 8 
transactions per second (Visa 
does 20,000+) and costs are 
huge, especially in energy.   
Security has also been an issue 
with some blockchains showing 
bugs in Smart Contracts 
reaching 100 for 1000 lines 
of code (industry average 15-
50/1000).  

Newer blockchains like Stellar 
and Corda attempt to address 
the above issues in view to 
ensure scalability and quality. 
Among other features, they 
allow users to define their 
discretionary approval system 
and thereby speed-up and 
secure transitions at reduced 
costs. Further, those newcomers 
open the door to a larger field 
of realistic and precise financial 
applications. Firstly, through 
their ability to work with 
enhanced data, for example 
compliance information. 
Secondly, thanks to the 
integration of pre-programmed 
contractual frameworks like for 

example the pre-set drawing 
rights on Private Equity funds. 
The potential is huge for the 
efficient manufacturing and 
delivery of services that add 
value for users. This is the 
case for a broad set of assets, 
including Fund parts, Loans or 
Trade Goods.  

Clearly, the differences between 
blockchains have significant 
impacts on the tangible value 
they provide to the Financial 
Sector and Users.  And while 
the providers of Financial 
Services must imperatively 
start to integrate the blockchain 
technology, they would be well 
advised to select a blockchain 
that is viable and suits their 
business needs. 
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Blockchain and the Buy-Side
By Olivia Vinden,

Principal at Alpha Financial Markets Consulting

Blockchain is not going to be adopted wholescale 
in an overnight “Big Bang”, but it does have 
varied and exciting applications. The key is going 
to be finding the right combination of industry 
participants and a problem that they want to solve. 
Early examples of blockchain success will pave 
the way for wider adoption by the industry.

One of the reasons that 
“blockchain” has become such 
a ubiquitous term in 2016 is the 
shear breadth of applications 
that it could have. Advocates of 
blockchain see it as a solution to 
almost every problem that has 
ever impacted the investment 
management industry, some of 
which include:

Digital assets: by moving to 
digital assets, underpinned by 
blockchain technology, the 
need for traditional clearing, 
settlement and safekeeping is 
eliminated. This could reduce 
cost significantly and cause 
a headache for the custodian 
banks. A wholescale migration 
of all asset classes is unlikely to 
happen soon, but we do expect 
to see some uptake especially 
in bi-lateral contracts and 
alternatives.

Self-executing contracts:  digital 
assets also have the benefit 
of allowing self-execution, 
this could mean instantaneous 
application of corporate actions 
or margin payments, reducing 
a lot of the cost and effort 
associated with data management 
and position keeping.

Client Transparency: a client 
register supported by 
blockchain that could allow 
individuals and organisations 
to be easily identified and 
their status verified could 
reduce the burden of KYC/
AML and allow much more 
transparency of intermediated 
client relationships.

Tax and Regulation: In the 
UK the government has 
been particularly active in 
encouraging FinTech and 
innovation. One application of 
blockchain in this area could 
allow regulators access to the 
full distributed ledger, reducing 
the need for burdensome 
regulatory reporting. It could 
also allow the taxman more 
visibility of tax liabilities and 
to simplify collection.

Blockchain is not going to 
be adopted wholescale in 
an overnight “Big Bang”, 
but it does have varied and 
exciting applications. The 
key is going to be finding the 
right combination of industry 
participants and a problem 
that they want to solve. Early 
examples of blockchain success 
will pave the way for wider 
adoption by the industry.
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Our insight is that blockchain represents the 
next evolutionary jump in business process 
optimisation technology.

Blockchain: An Untapped 
Technology is Rewriting  

the Fs Rulebook
By Gregory Weber,

FinTech Leader and Research Director, PwC 

Just as Enterprise Resource 
Planning (ERP) software 
allowed functions and entities 
within a business to optimise 
business processes by sharing 
data and logic within the 
enterprise, blockchain will 
allow entire industries to 
optimise business processes 
further by sharing data  between 
businesses that have different or 
competing economic objectives. 

However, a lack of understanding 
of the blockchain technology 
may lead market participants 
to underestimate its potential 
impact on their activities. 
While a majority (56%) of 
respondents to our Global 
FinTech Survey  recognise 
the importance of blockchain, 
57% say they are unsure or 
unlikely to respond to this 
trend. This may be explained 

by the low level of familiarity 
with this new technology: 
83% of respondents are at best 
“moderately” familiar with it 
and only very few consider 
themselves to be experts (see 
graph below). 

In our view, blockchain 
technology may result in a 
radically different competitive 
future in the FS industry, 
where current profit pools are 
disrupted and redistributed 
toward the owners of new, 
highly efficient blockchain 
platforms.  Not only could 
there be huge cost savings 
through its use in back-office 
operations but also large gains 
in transparency that could be 
very positive from an audit and 
regulatory point of view. 

We believe that lack of 
understanding of the 
technology and its potential 
for disruption poses significant 
risks to the existing profit 
pools and business models. 
Therefore, we recommend a 
pro-active approach to identify 
and respond to the various 
threats and opportunities that 
this transformative technology 
presents. The ability to 
collaborate on both the strategic 
and business levels with a few 
key partners, in our view, could 
become a key competitive 
advantage in the coming years.

Source: PwC Global FinTech Survey 2016

1PwC, Global FinTech Report, Blurred lines: How FinTech is shaping Financial Services, 2016
2PwC, What’s next for blockchain in 2016?

Extremely familiar: I feel as if I am expert on blockchain technology and how it works.
Very familiar: I feel as if I have fairly complete knowledge of blockchain technology and how it works.
Moderately familiar: I have read or heard about blockchain technology in the news and have researched it to some degree.
Slightly familiar: I have read or heard about blockchain technology in the news.
Not at all familiar: I do not know about blockchain technology at all.

Please describe the extent to which you are familiar with blockchain technology
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Not many in the finance industry doubt that 
Blockchain will ultimately revolutionise business. 

However, implementation and impact of Blockchain 
still needs significant thought and planning. 

Blockchain: Securities Settlement and Clearing
By Nasir Zubairi,

Business Mentor, Start up bootcamp FinTech & Level39 (UK)

Up to 10% of securities trades 
are subject to various errors, 
leading to manual intervention 
and extension of the time and 
cost to settle trades. Standard 
settlement cycles at T+2 and 
beyond, are, in today’s high-
tech world of self-driving cars 
and autonomous drones, quite 
frankly, bizarre. 

By applying Blockchain to 
the clearing and settlement 
of securities such as equities, 
repo and leveraged loans the 
financial services industry 
could save $11 - $12 billion 
in fees, OpEx, and capital 
charges by moving to a shorter, 
more secure and reliable  
settlement window. 

A clearing system based on 
Blockchain technology would 
fundamentally eradicate the 
duplicative, often still manual 
affirmation and reconciliation 
of trades across all participants 
in the process. Settlement 
instructions would become a 
pre-trade requirement (data 
shared amongst all) included 
in a smart contract, rather then 
confirmed by multiple parties 
in a post-trade process. 

However, Blockchain replacing 
today’s clearing and settlement 
operations is not without 
challenge and obstacles. 

Most obviously, having a 
quorum of institutions agree 
to Blockchain implementation 
could be nearly as difficult as 
splitting the atom and reaching 
consensus could take as long 
as building the Great Wall  
of China. 

There are other issues that 
are the root of much head 
scratching. The potential 
impact of information leakage 
and associated transaction cost 
repercussions in trading and, 
in particular, short selling and 
securities lending, need deep 
thought in light of near real-
time settlement and the smart 
contract model. Likewise, the 
nature of Blockchain and the 
irrevocable transaction records 
in the shared ledger signifies 
gross settlement – which is at 
odds with current net settlement 
practices. 
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