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GENEFITS OF BLOCKCHAIN

Ackina Barveen )
Mrs M- LA.College , Periyakulam
Scholar,J.A.
Research

introduction ) . i
Block chains came to promlnencg _m the popular media
recently. Articles ranged from cynicism that block chaing
are nothing more than shared databases hyped up by
venture capitalists, to amazement and wonder about a ney
technology that has the potential to create social, societal,
and economic change.

So far, the focus of the discussion around this
technology has centred on block chains yseq as a tool for
financial services to improve transparency and efﬁciency,
and reduce cost within the industry. In response, block
chain technology providers are being created | over the
world, incubated independently or by innovation labs
sponsored by banks and other entities. The start-ups are
enthusiastically experimenting on applications of thjs
technology to problems within the financial services
domain.

While a lot of the discussion comes from Western
Europe and the US, tinted with region-specific issues and
perspective, we believe that the potential of block chaing
an have the most impact to the Southeast Asian
economic community. The major determinant of success in
unlocking the potential of this technology will be the ability
for entities to collaborate closely, whether the entities are

financial institutions,  or

A block chain is just afi

) le. A block chain by itself is
It a data styctyre, That is,

how data s logically put

data styctyres are databases (rows, columns,
'2bles), text files, comma Separated values (csv), images,

»3d s0 o, Yoy can think of a block chain competing
Most Closely with 4 database.

s:iks ina Chain = Pages in a Book
Enalogy, a book
book Containg
We belieye that
the
have e most

'S a chain of pages. Each page in a

Potential of block chains can
impje, oSt impact where it achieves joint
is 3 c;n *Mation of 5 number of benefitted parties. This

is fa_tive Challenge rather than a technical one
not Unique ¢ block chains

I SIS

Specia| Issue 19 March 2018

Benefits of Block chains
Efficienc

using the *best common technolg Yy

batch files, A block chain will mean that the agreed trade
data is already in-house, rem

oving the need to reconcile
externally, as the block chain has already done that in real
time.

The use of blogk chains
Payments between financial en
store data, they can also in
automate messages and one-d

this-then-that" logic. If parties can agree upfront on the
payofis (usually this is agreed in term sheets written in dry
legal language) and can encode the payoff terms into the
trade details itself, then there can be efficiencies when
trade lifecycle events take place, including error reduction
and speed increases. These code snippets saved onto
block chains are called *smart contracts”.

could also help speed up
lities. As block chains can
Clude code snippets that
ay payments, using the *f-

Transparency
With trade data published to a common platform,
regulators or other interested parties car_\ plgg into this and
get a real time view of the trades. This gives regulz_itprs
oversight into one common source, mmgr than receng
reports in different formats at different times frt_)m ea .
institution. The transparency oﬁgrid by b:)::k chains cou
lators detect systemic risks sogp .
e ;'erg:iﬁonally for trade payoffs, entities hgd toI gzl:aoz
heavy legal documentation, such as Intemahon:1ents p
and Derivatives Association (ISDA) master agree .
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Resilience

Storing data over a large number of nodes benefits the
resilience of the data - the larger the number of block
chain participants, the more robust the data, with longer
life. In this respect, a block chain system is similar to a
massively replicated database.

Governance and Trust

In a block chain system, a majority of participants need to
agree on data being added before it becomes part of the
definitive block chain. This is very different to central, often
secretive ledgers held and controlled centrally. When
multiple parties have a say over what data is written, the
ability to alter data, or remove dubious data, it creates a
more honest system.

An example would be land registry systems. When
held centrally, a database administrator can easily make a
change to records and cover their tracks without others
knowing. If a land registry were held on a block chain
system with multiple participants (for example local
government, regional government, perhaps other
government branches and even NGOs), then the other
parties would need to agree to make a change to a record,
and any questionable changes would immediately be
detected and not added without a majority consensus.

How block chains can benefit financial services

Take for example a centrally cleared, over the counter

trade like an interest rate swap. For the entire lifecycle of a

trade, which could last many years, the two parties to the

trade and the clearing house keep track of events,

including:

» Initial booking of the trade

»  Calculation of the premium paid

e Payment of the premium

o Calculations of accrued interest for the fixed and
floating legs of the trade on each coupon date

»  Payment of interest on each coupon date

» Foreign exchange revaluation entries during the
course of the trade

e Termination of the trade

*  Each of these events are calculated multiple times in
multiple systems and recorded in multiple ledgers.
The current methods of reconciling separate ledgers
are prone to breaks, missing information, and
calculation differences. This leads to different
versions of the events in different bank systems,
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increasing  risk 4y assocj
investigati Yol
stigating the Source of thq " s

Sﬁdismpaw g
Transaction Ledgers "
Bit coin is a digital token whoge 0
from user to yser. This token

representation, and as sych js referreg | al-ffg gy,
0 ES an’

assel. That means, it exists on i n
' nit L ONh
the token reflects nolhing S block ggiy 3 hay

EISe e ' Own;
token. The role of on-chain ace. ™t 1et yoy o 10

I N assets in faq. oM
Services Is currently uncertain, gng ref;’;:lhonalﬁ b
S 5o

untl on-chain assels can legall rppre... Mss
currencies, shares, or other dematerialisz: Sent Vereigy
'Off-chain’ assets, by contrast, are rs:ISe!s.

(such as gold, shares, currency) thay -wwt:.'.

represented on a ledger by a token or tokens ?sm Ol
issuer. The issuer will safe-keep the reaLwo”:um

issue tokens on a ledger against them Thrlem N
represents a fitle deed for that assef and ce;n b: -
from user to user. Ultimately a user wil retum Lhep?ed
token to the issuer and make a claim on the reaia;?éi
asset. One current idea for block chains-as-asseHedgm

is to facilitate faster and more efficient settlement of of.
chain assets.

Event Recording

Moving away from the term ‘ledger, with its fnanc
connotations, events can also be recorded. An event cou
take the form of any sort of data and can be recorded
plain view or encrypted. Events in financial services coud
be anything from messages between enities b
documents, meeting minutes to shareholder voles,
counterparty data (e.g. mapping of legal enties fo nosto
accounts) to industry-agreed FX settiement holidays. T
protection gained from using a block chain is hat the data
can not be edited once written, and has a ustd
timestamp, without relying on an independent busid

party.

Public Versus Private Block chains 2y
One of the breakthroughs of bit coin Was the st
maintain a consensus view of transacuonssalﬂcg‘on&
where anyone can create and sgnd Uanthe et
anyone can write blocks of transactions fo iy, T B
without needing the permission of higher @ o e
coin block chain is the grandfather of pubhc.ta o by
less' block chains — anyoné can'wnt?iSigning .
running some free software, and withou
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" l!Suj cb;mmon understanding
ave always used third
4 W Services, which then
‘nxaof risk, Of avoid the situation

rate Governance

o Corpo X
- Wi:gdmve - fot more potential between
o "'f;ge enies need to work with other entities
2 onmon goal This is due to governance:
Lo a,,v bosses and the raditional hierarchy can

g flict
and resolve coniiic
5 qoen Source of truth

:;:'Ere eatiies interact, there needs to be another

Special Issus 10 March 2018

method for conflict resolution. The potential for block
chains to add value is higher if used collaboratively across
an industry or a workflow.

Conclusion

Much of the thought leadership regarding block chains in
financial services has focused on the context of Westemn
Europe and the US but ittle has been explored within Asia.
This is ironic given in the US, trust across state lines is
high and uniform; in Europe, the market is more closely
aligned by regulation. But Asia is still behind in terms of
levels of trust enabling greater economic activity. Asia’s
geopolitical context is unique globally - the region consists
of loosely coupled countries who want to trade with each
other, yet levels of trust between countries are disparate,
preventing the region from realising its potential.

We believe that the most transformative block chains
will be those that can work across geopolitical boundaries.
Southeast Asia has the most potential that can be
unlocked with this technology, but we acknowledge that it
may also be the hardest block chains to implement.
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