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@ Why distributed ledger technology needs to scale back its ambition

Despite its promise, distributed
ledger technology (DLT) has yet
to prove itself in real-world
applications.

The problem is not with the
technology itself, but with the
ambition for distributed networks
to replace existing systems.

The industry needs to scale back
its ambition and focus on adding
value to financial markets.

Distributed ledger technology (DLT) has been hailed
as a solution to many different problems, from
economic risks present in financial services to
mitigating insurance fraud. But over a decade since its
creation and despite enormous effort from large
organizations, DLT has yet to prove itself in real-world
applications.

Recently, the

scrapped its blockchain project after the better part
of a decade in testing. A lack of global collaboration
also saw IBM and Maersk

While many pilot projects, especially those
spearheaded by the

(BIS), have been completed with
promising results, many questions remain on
replacing current infrastructure with a digital
tokenized format. The European Central Bank's (ECB)
Director for Market Infrastructure and Payments,
Ulrich Bindseil, recently noted that “these
technologies have so far created limited value for
society — no matter how great the expectations for
the future.”
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There is nonetheless an expectation that DLT can
prove to be a net good for financial markets. Foreign
exchange markets have an estimated

every day due to the final settlement of
transactions between two parties taking days. This is
why the Financial Stability Board and the Committee
on Payments and Market Infrastructures have focused
their efforts on enhancing cross-border payments
with a . Part of this
roadmap includes exploring the use of DLT and
Central Bank Digital Currencies.

The problem may not be the technology itself, but the
aim of replacing current technology systems with
distributed networks. DLT networks are being
designed to completely overhaul and replace legacy
technology that financial markets depend on today.
Many pilot projects, such as and ,rely on
a single blockchain developed by a single vendor. This
introduces a single point of trust, and removes many
of the benefits of disintermediation. Although the
completed projects have shown great promise, the
ability for one blockchain to communicate and
transact with another blockchain remains a key
stumbling block.
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https://www.bis.org/publ/qtrpdf/r_qt1912x.htm
https://www.bis.org/publ/qtrpdf/r_qt1912x.htm
https://www.bis.org/cpmi/publ/d193.pdf
https://www.bis.org/about/bisih/topics/cbdc/mcbdc_bridge.htm
https://www.bis.org/about/bisih/topics/cbdc/jura.htm
https://www.forbes.com/sites/michaeldelcastillo/2022/11/16/seminal-blockchain-project--goes-down-the-drain-chairman-apologizes/
https://www.maersk.com/news/articles/2022/11/29/maersk-and-ibm-to-discontinue-tradelens
https://www.maersk.com/news/articles/2022/11/29/maersk-and-ibm-to-discontinue-tradelens
https://www.bis.org/
https://www.bis.org/
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@ Why distributed ledger technology needs to scale back its ambition

Integration first

Integration between DLT and existing systems
requires interoperability between the two, and this is
extremely complex. The cross-custodial settlement of
digital assets is likely to be the most powerful tool
that can be used to improve the development and
integration of financial markets without having to wait
for breakthrough technology that addresses
interoperability. Digital asset custody providers are
the only market participants who are tech neutral and
economically incentivized to support as many
blockchains and DLT networks as possible.

With regard to issuance, transactions, custody and
settlement of digital assets, we already have the
appropriate tools for financial markets. We should
take advantage of these, first and foremost.

Integration between DLT and existing systems
requires interoperability between the two, and this
is extremely complex
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A new starting point

The industry needs to scale back its ambition and
begin to showcase the benefits of digital assets and
distributed networks. The technology and
development behind blockchains is extremely
complex. But the basic principles upon which it relies
— issuance of tokens, settlement and custody - have
the potential to add a great deal of value to financial
markets today, alleviating bottlenecks and
counterparty risks.

The basic shared and validated ledger is one of the
largest benefits of using a blockchain, as it increases
transparency. It also dispenses of the need for many
institutions that slow down the settlement and
ownership process. While financial markets still rely
on transactions being completed within two days,
digital assets are settled almost immediately. This
removes a great deal of counterparty risk on the
structural level.

The problem, however, is that DLT industry
participants are aiming to establish systems without
the need for such institutions from the very start.
Expecting to do it in one fell swoops is unrealistic —
this kind of change will take years if not decades to
establish on a global scale.
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Disclaimer

THE INFORMATION CONTAINED WITHIN THIS COMMUNICATION IS FOR INSTITUTIONAL CLIENTS, PROFESSIONAL AND SOPHISTICATED
MARKET PARTICIPANT ONLY THE VALUE OF DIGITAL ASSETS MAY GO DOWN AND YOUR CAPITAL AND ASSETS MAY BE AT RISK

Copper Technologies (Switzerland) AG (“Copper”) provides various digital assets services ("Crypto Asset Service") to professional and
institutional clients in accordance with the Swiss Federal Act on Financial Services (FinSa) of 15 June 2018 as amended and restated from
time to time.

This material has been prepared for informational purposes only without regard to any individual investment objectives, financial situation,
or means, and Copper is not soliciting any action based upon it. This material is not to be construed as a recommendation; or an offer to
buy or sell; or the solicitation of an offer to buy or sell any security, financial product, or instrument; or to participate in any particular
trading strategy in any jurisdiction in which such an offer or solicitation, or trading strategy would be illegal. Certain transactions, including
those in digital assets, give rise to substantial risk and are not suitable for all investors. Although this material is based upon information
that Copper considers reliable, Copper does not represent that this material is accurate, current, or complete and it should not be relied
upon as such. Copper expressly disclaims any implied warranty for the use or the results of the use of the services with respect to their
correctness, quality, accuracy, completeness, reliability, performance, timeliness, or continued availability.

The fact that Copper has made the data and services available to you constitutes neither a recommendation that you enter into a
particular transaction nor a representation that any product described herein is suitable or appropriate for you. Many of the products
described involve significant risks, and you should not enter into any transactions unless you have fully understood all such risks and have
independently determined that such transactions are appropriate for you. Any discussion of the risks contained herein with respect to
any product should not be considered to be a disclosure of all risks or complete discussion of the risks which are mentioned. You should
neither construe any of the material contained herein as business, financial, investment, hedging, trading, legal, regulatory, tax, or
accounting advice nor make this service the primary basis for any investment decisions made by or on behalf of you, your accountants, or
your managed or fiduciary accounts, and you may want to consult your business advisor, attorney, and tax and accounting advisors
concerning any contemplated transactions.

Digital assets are considered very high risk, speculative investments and the value of digital assets can be extremely volatile. A
sophisticated, technical knowledge may be needed to fully understand the characteristics of, and the risk associated with, particular
digital assets.

While Copper is a member of the Financial Services Standard Association (VQF), a self-regulatory organization for anti-money laundering
purposes (SRO) pursuant to the Swiss Federal Act on Combating Money Laundering and Terrorist Financing (AMLA) of 10 October 1997 as
amended and restated from time to time. Business conducted by us in connection with the Crypto Asset Service is not covered by the
Swiss depositor protection scheme (Einlagensicherung) or the Financial Services Compensation Scheme and you will not be eligible to
refer any complaint relating to the Crypto Asset Service to the Swiss Banking Ombudsman.

It is your responsibility to comply with any rules and regulations applicable to you in your country of residence, incorporation, or
registered office and/or country from which you access the Crypto Asset Service, as applicable.
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