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David Castle’s Treasury Notes

Treasury Tech Part 2. 
Blockchain, Benefit or Headache?

Welcome to Part 2 of our Treasury Notes series focused on Financial Services Technology (FinTech). Last time out 
we discussed how data science and analytics are becoming much more important for Treasury – in this note we 
take a look at Blockchain.

Blockchain 

Blockchain, or Distributed Ledger Technology (DLT), creates a shared view of transactions in a secured, 
permissioned environment. The potential use cases for this advanced technology in financial services are many 
– in fact vast – in number but it is still somewhat early days in the proof of concept. If 2014-2016 were the years of 
Blockchain “hype” 2017 is being seen by many as the year when it takes hold and adoption increases.

But will DLT benefit Treasury, or will the implications of faster trade cycles and near real time settlements simply 
make things even more complicated? Let’s try and explore…… 

Adi Ben-Ari, co-founder of Applied Blockchain and one of London’s leading distributed ledger developers, 
says “there has been real progress in the use of blockchain across asset classes and industries over the last 
year, London is very much a hub, especially for financial services applications. As a Treasury looks at blockchain 
use cases consideration should be given to the scalability required to store and transact very large volumes 
of transaction data. Additionally in an increasingly open data, but highly data secure, world in which markets 
will operate ensuring that private ledgers may interconnect to provide maximum efficiency and balance sheet 
management gain will be important.” 

Adi expands, “the pace of development now that a number of proof of concepts have been run is picking up, we 
expect to see many new solutions in capital markets and regulatory compliance coming to the fore over the next 
few years”.
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As can be seen in Exhibit 1 the potential use cases and benefits for DLT span every part of our industry. While 
banking is grappling cost, efficiency, regulatory, transparency and security issues solutions that reduce intervention, 
streamline process and improve security are very appealing.

Most progress has been made to date in the payments space. Banks, consortiums and new market entrants 
have all put resources against improving this process to the benefit of clients from a cost, timeliness and security 
perspective. R3, Visa/BTL, SETL, Deloitte, Ripple have all announced the completion of payments “tests” involving 
participants such as banks, funds and clients. These tests have encompassed cross border payments, netting, 
instant settlement and other attributes that enable more cost effective liquidity management in particular by 
reducing nostro costs for bank treasury managers.

It is widely expected that several of these concepts will progress to use in live transactions during 2017.

In the Capital Markets much of the focus has been on improving market access and efficiency and, as a result, 
liquidity. Loans, Securities Lending and Repo are areas of particular interest to Treasury as the application of DLT 
could both enhance liquidity and reduce balance sheet management cost. 

Nicholas Bone, Founder & CEO of Equichain, a global infrastructure platform for capital markets supported by 
distributed ledger technology focused on emerging markets, explains that “DLT not only offers improved cost 
and efficiency benefits for banks and other market participants but also enables an improved standardisation 
of the end-to-end practices across the industry and markets. This will help improve access and liquidity. For 
Treasury managers, in both developed and emerging markets, this will bring transparency to liquidity positions 
and enable effective management of cross-border or local market position requirements.”  Nick adds that “to be 
able to benefit here market participants must ensure that they are able to embrace and adapt to the new culture/
technology”

USE CASE PERCEIVED BENEFIT EXAMPLE DLT 
COS

LIQUIDITY

KYC Reduced Cost, Duplication and errors. Near instant 
updates to all participants

KYC-CHAIN, 
KYCK!, 

O

Payments Cost, speed, conversion, netting, reduced nostro 
requirments, improved liquidity

Ripple, Visa, Chain +

Loans Much shorter settlement, secondary market, digitial assets, 
reduced capital need

R3, Credits Suisse, 
Symbiont

+

Repo Optimised clearing, peer-to-peer trading, real-time liquid 
asset management

Digital Asset +

Settlement Reduces intermediate steps, cost and efficiency benefits, 
near instance settement if desired

Clearmatics, SETL, 
Equichain

+

ID Validation Cryptographic Idenfitication, potentially. Data security and 
compliance benefits.

Citizen, ShoCard, 
SolidX

O

FX Instant trade clearing, price transparency, more effective 
risk management

FXCH, ICAP, Axoni +

Trade Finance Data security, LOC processesing, Invoice finance, access 
to credit, potenitally LOC liqudity

Tallysticks, R3, 
Consortia

+

Exhibit 1. Select examples Blockchain applications in banking.
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Digitised Loans

Syndicated Loans typically have a settlement period of over 20 days with a complex processing cycle that involves 
many parties which, in most cases, remains very manual. Applying a central repository approach and digitising 
the loans market offers the prospect of reducing operating cost, lower capital buffer requirements and improved 
secondary market liquidity. The transparency and security provided by an easily accessible ledger could broaden 
market participation, ease the borrower consent process, and a substantially compress the trade/price/allocate/
confirm/settle steps to more of a fixed income market norm.

This reduced settlement cycle would free up liquidity in the system, enable more effective true sale management 
and assist both banks and investment managers to meet regulatory liquidity and capital requirements. Borrowers 
may also see improved access to funding and the prospect of a more efficient securitisation market driven by 
reduced servicing costs.

Credit Suisse, R3 and Symbiont are working with a group of banks on a soon to be launched initiative in the 
syndicated loans space. More detail is expected to be public during late February. 

The loan market does remain somewhat antiquated and the prospect of meaningful improvements in capital 
management from advances in digital processes is a tremendous opportunity.

Treasury could benefit in a number of ways from improvements in the loans market including pipeline management, 
capital buffer management, liquidity provision and the ability to consider once “illiquid” assets differently. A space 
to be watched closely.  

Securities Lending & Repo

There has been a lot of expectation and hype about the potential benefits of DLT to the repo and collateral 
markets. There are several new technologies, funds and exchanges being launched each focused on addressing 
certain challenging areas. While not all, yet, applying DLT the key focus of these approaches is market function in 
the new regulatory landscape.

In these large markets that are operationally intensive with a broad set of participants, agents, custody platforms 
and geographies DLT offers potential to simplify the settlements process both reducing cost and improving both 
efficiency and transparency.

Exhibit 2. A digital loan market could settle in less than 7 days.
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Exhibit 3. Select repo platforms and exchanges

Excess, non-operational, cash and increasing bid for immediate access to collateral for HQLA portfolio management 
and variation margin needs present the opportunity for deposit alternative funds, exchange-like approaches, and 
others to gather pace.

Buy-side market participants face a capacity and efficiency challenge that could be addressed by a combination 
of the themes that exchanges and peer to peer approaches are seeking to address. In-particular as balance sheet 
costs for traditional providers of financing increase seeking alternative sources of secured funding possibly from 
those depositors that are less attractive to banks could be a solution.

T+0 settlements and changes in the market model around clearing has implications for netting and collateral 
management. Variation margin rules add further complexity to this as does the increasingly complex intra-day 
liquidity rules. 

Treasury will need access to instant settlement for both sourcing High Quality Liquid Assets and managing cash 
positions in real-time during the business day to most effectively manage liquidity and collateral cost. 

Blockchain – Benefit or Headache?

So Blockchain offers the opportunity for dramatic change in business models for financial services, especially 
where multiple parties engage in data or transactions, time sensitivity is high and current model costs are 
burdensome. The implications for intra-day liquidity management, collateral and margin management, and 
therefore liquidity and capital efficiency of a Treasury operation pose questions around technology readiness 
and, in some respects, disintermediation in parts of some products.

While some are on the fence about the immediacy of DLT’s new paradigm there is no doubt that it will come and 
Treasury needs to be ready. In short, speed, transparency, regulation, and cost mean that the ability to participate 
or at least engage with an increasingly “Blockchained” world is a must.

To achieve the connectivity and analytics at pace that are required may exceed the existing in-house technology 
capacity of a Treasury operation. A good place to look for solutions to this is the highly innovative FinTech Start-
Up hubs, which will be the subject of our next Treasury Notes.

Blockchain cannot be seen in isolation, it will be part of a broad strategy to meet market, cost and regulatory 
changes that are occurring. Treasury needs to be agile enough to adapt as these emerging trends take hold.
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PLATFORM TARGET MARKET / MAIN BENEFIT KEY SPONSORS

Digital Asset Streamline Clearing and settlement of U.S. Treasury, Agency and 
Agency MBS Repo. (DLT)

Digital Asset / DTCC

Collex Multi product marketplace promoting collateral mobility across asset 
class, reduce latency

BGC

Pirum Optimised clearing, peer-to-peer trading, real-time liquid asset 
management

Pirum

Elixium Peer-toPeer collateral trading platform (ie buyside to buyside) adding 
liquidity capacity

Tradition

DBV-X Marketplace for Banks, Corporates, Funds raising or placing  cash vs 
standarised baskets. 

BNY Mellon 


