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We live in an age of accelerating technological disruption, spurred on
by the steady rise in internet adoption, leaps in data capabilities and a global
economy that has never been so interconnected. These advances are bringing
great benefit to business and consumers alike, but are also testing the boundaries
of global markets and regulation. Nowhere is this more the case than China.

Blockchain and distributed ledger technology (DLT) more
widely are perhaps the most disruptive — and promising — emerging
technologies to impact capital markets. Blockchain’s distributed nature,
combined with cryptology and network protocols, make it a powerful
tool to build trusted platforms to facilitate financial transactions.

If used well, blockchain and DLT could dramatically reduce the
number of intermediaries within the capital markets system, which
means increased efficiency and reduced costs. It has the potential to
improve transparency and traceability, increase security and privacy,
and improve access to markets and financing. It is set to fundamentally
change the world’s capital markets for the better.

Understanding the technology and its ramifications will be critical for
industry and governments alike. Blockchain: Capital Market Infrastructure’s
Prudent Path Forward is a valuable resource to this end. It explores the
blockchain’s opportunities and challenges, what the technology can and can’t
do, recent developments in the capital markets space, and considers the
blockchain’s future applications and long-term potential in capital markets.

Blockchain’s full potential — in capital markets and elsewhere — will

only be realized through a collaborative approach between all stakeholders,



from policymakers and regulators, to industry, academics and investors.
This book will assist in bringing together perspectives and informing
discussion and debate.

The case-study of the Australian Securities Exchange (ASX)
blockchain-based clearing and settlement platform contained in these
pages is particularly illustrative. The platform will operate on a secure
permissioned private network and provide more efficient clearing,
settlement and other post-trade services. The initiative was supported
by the Australian Securities and Investments Commission during my
time as its chair. Stakeholder consultation identified 50 new business
requirements, including account structures and information; pre-
settlement; settlement; and corporate action processes. Of course, the
system will need to meet high requirements in availability, resilience,
recoverability, performance, scalability and security before it launches
around 2020. But it is already much stronger and well-positioned to do
so thanks to a wide, collaborative effort.

Blockchain and DLT are not without their own risks and
challenges, particular in the financial context. Blockchain applications in
finance are presenting new issues around market integrity and investor
protection, cybersecurity, privacy, taxation, financial accounting and
anti-money laundering.

As a global policymaker and former regulator, I see it as crucial
that governments take a pro-active and forward looking approach to

new technologies, and work with stakeholders to harness opportunities,



N X

=i
KR SIS HIRRAEZ 18

meet the challenges and address the potential for misuse. We need to
find a balance in our policy settings that appropriately mitigates risk,
while being open to innovation and positive disruption.

We also need to work together internationally. Just as capital
markets are global and interconnected, so too are the issues presented
by blockchain and DLT. Governments, regulators and industry must
coordinate and cooperate to avoid regulatory fragmentation, curb
incentives for regulatory arbitrage, and spread best practice approaches.

The OECD is already considering the impact of blockchain
and DLT on capital markets. We have led the way internationally
in identifying and exploring many of the issues mentioned above,
with particular reference to emerging digital financial assets like
cryptocurrencies and tokens issued for capital raising.

Importantly, the OECD is using its convening power to
help governments work together, bring in the voices of industry,
entrepreneurs and researchers, and bring together other international
standard setting bodies. I have little doubt that blockchain will move
from an emerging to a transformative technology. The OECD is here to

ensure that this process is a collaborative one.

Greg Medcraft
Director for Financial and Enterprise Affairs, OECD
Former Chairman of the Board, IOSCO

Former Chairman of ASIC
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