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4 March 2022

Verena Ross, Chair
European Securities and Markets Authority (ESMA)
www.esma.europa.eu 
Re: Call for Evidence (CfE) on the DLT Pilot Regime

The Global Digital Asset & Cryptocurrency Association (GDCA)[footnoteRef:2] welcomes the opportunity to respond to ESMA’s CfE on their DLT Pilot Regime. [2:  https://global-dca.org.] 


I.	INTRODUCING GLOBAL DCA

GDCA is a global, voluntary Self-Regulatory Association (SRA) for the digital asset and cryptocurrency industry. It was established to guide the evolution of digital assets, cryptocurrencies, and the underlying blockchain technology within a regulatory framework designed to build public trust, foster market integrity and maximize economic opportunity for all participants. Our broad-based membership includes spot and derivative exchanges, proprietary trading firms, traders, investors, asset managers, brokerage firms, custodians, decentralized technology organizations, banks, legal firms, audit firms, insurance professionals, academics, consultants, and others. GDCA is now made up of 63 entities from around the world, eight of whom are based in Europe.

To fulfill its mission, the GDCA devises standards and consensus-based solutions designed to address the major challenges facing the digital asset and cryptocurrency industry. We collaborate with stakeholders around the world, industry leaders and policymakers to support the growth of the global digital economy. We:

· Advocate for a regulatory environment that facilitates innovation and protects consumers, stakeholders, and the broader public interest;
· Provide education, training, certification, and other resources to build human and technical capacity;
· Provide thought leadership and facilitate industry engagement; and
· Oversee our members through a self-regulatory mechanism that is guided by principles of accountability, integrity, and transparency to promote the highest professional and ethical standards.

GDCA often responds to requests for comment and information on matters of public policy and regulation from authorities around the world. All of GDCA’s prior comments can be found in the “Public Policy” section of its website. 
II.	THE BENEFITS OF DLT IN FINANCIAL MARKETS 
First, GDCA applauds the EU’s efforts to enable and support the application of DLT to financial markets. We believe that DLT has the potential to significantly impact innovation and competition in financial markets. ESMA is absolutely correct in recognizing the potential that DLT has to improve securities settlements. In many ways, settlements illustrate a perfect use case for DLT and highlight the many benefits that may accrue to the European securities markets, financial sector, and economy. 
A.	Overview - DLT in Financial Markets

DLT describes a set of technology solutions that originated to address the “double-spend” problem in distributed systems. The problem is traditionally one where the same transaction or related data can be copied multiple times, without knowledge of prior history. An example of this is the instance of the same $1, if digitally rendered, being spent multiple times as there would be no knowledge of the first transaction when the second one occurs. This results in a need to validate and synchronize data throughout the data lifecycle, across various participants. These traditional distributed systems and processes, which are often duplicative and require manual intervention, are used to transact and store most financial data today, across capital markets.  
 
DLT solutions address this problem by enabling distributed systems to share information through a consensus mechanism, which is cryptographically managed and authenticated. Data in distributed ledgers remain in the ledger and are used by various participants or nodes. Information written to a distributed ledger is immutable and can be trusted through the consensus mechanism in the DLT itself, without significant recourse to systems and processes outside of the DLT.  Thus, data stored in DLTs is often referred to as a single source of truth.[footnoteRef:3]    [3:  It should be noted that DLT continues to be a rapidly evolving field. The term DLT increasingly applies to different approaches to related solutions.] 

 
Implementing DLT solutions be considered within RTS guidelines for each application or function. When assessing the appropriateness and performance of a DLT solution, the following considerations should be analyzed: 

· Reliability and scalability. Systems must meet industry standard guidelines for resilience, including handling transaction volumes during stress events.
· Performance. DLT must be incorporated in a way that meets performance and throughput requirements of existing workflows.
· Data Management and Privacy. Data standards and governance remain critical in ensuring interoperability, high STP (Straight Through Processing) rates and data privacy.
· Governance and network. The various parties or nodes in a DLT application must be defined and managed.
· Security. Information security, including cyber tools, must be implemented to the highest standards of financial applications.   
· Implementation Risks. Implementation also needs to consider transition costs and risks. Migrating from legacy technology and processes to DLT should leverage current technology, including predictive models, to manage data mapping and validation.
 
The GDCA believes that if properly designed and implemented, DLT has the ability to outperform traditional securities settlements on all of these metrics. DLT would allow more streamlined data operations and transaction processing and reporting across the various participants involved in accessing, using or analyzing financial data. Currently, a financial transaction (e.g. equity trade) or other financial processes (e.g. end of day NAVs or Net Asset Values)), must be held independently by applications across the transaction lifecycle. In an equity trade, for example, the same data record may be held in trading or execution management systems, in clearing and settlement systems, in compliance and risk systems, and order management and accounting systems. Each of these systems requires access to reference data and static data, as well as pricing and market data, to properly describe the transaction. The data largely reflects the same underlying transaction, but must be repeated by numerous systems and teams.  
 
This data is furthermore replicated and enriched at the buyer, seller, exchange, brokers, clearinghouses and other participants such as CSDs (Central Securities Depositories). The transfer and replication of this data also requires operation staff to manage errors, changes and reconciliation at each of the participants and between the participants, necessitating complex workflows.   
A DLT approach would simplify access to data for all participants. The ledger could maintain a single trusted repository of data for all participants. Furthermore, reference data that is currently sourced and stored by each participant in the network could be shared from a single point.  
 
This would dramatically reduce the overall cost for participants within financial networks, including:  

· Reducing costs for data management, including master data management programs and data governance programs;
· Reducing systems costs for copies of the same underlying data; and
· Improving operational efficiency by automating transfer of data, since data will leverage a trusted source.
 
Participants would be able to focus on their applications, refining trading strategies, validating risk models, or settling trades, for example, with less of a focus on managing and normalizing data. The use of DLT would also enable better management of common taxonomies of financial data, allowing more efficient sharing of data. This could support more consistent data lineage and ability to reconstruct transaction history. Such capabilities could be beneficial across a number of needs including managing best execution, and regulatory reporting.  
B.	Benefits of DLT in Improvement Settlements 
 
DLT systems also provide the potential to significantly improve clearing and settlement processes. As such, GDCA supports ESMA’s exploration of this new technology, which if adopted broadly could lead to lower costs and better, more transparent and more stable markets.

For example, DLT would support more transparent and efficient operational processes through more efficient use of ledgers and data management. DLT can improve the efficiency of reconciliation as well as replacing file-based or API-based data transfers such as custodial or sub-custodial notifications.  
 
Also, since data is stored using a consensus mechanism, all participants can receive notification of financial transactions in real-time. For settlement, this effectively supports real-time settlement, since the transaction is committed to the DLT immediately after the transaction is agreed between participants, a process sometimes called “atomic settlement.” The transaction can be validated with compliance and market rules, and seamlessly initiate collateral and payments systems. All participants can view the transaction record, including exchanges, CSDs and other market participants.
 
Real-time settlement or near real-time settlement would benefit liquidity and support more efficient credit and collateral terms, as well as better reporting, reducing overall risk in the system.  

Some applications of DLT today enable the use of “wallets” as a way to more dynamically manage account balances. Similar to the broader use of shared data, wallets can be portable, and used across different applications. This concept is also tied to the application of digital identity, which can be leveraged with distributed ledgers to better validate users and entities. Wallets can also be used to support more flexible account structures, such as client omnibus accounts as well as firm accounts and client segregated accounts.  
C.	The Importance of Interoperability 
Interoperability standards play a key role in encouraging such innovation by promoting the development of new services across different technologies and jurisdictions. Accordingly, GDCA urges ESMA to take steps to promote both cross-jurisdictional and technical interoperability.  
1. Cross-jurisdiction interoperability: DLT platforms and services are global in nature and tokenized financial instruments can be traded globally. Furthermore tokenized securities may not be linked to any individual jurisdiction given innovations such as Decentralized Autonomous Organizations. Therefore GDCA strongly encourages ESMA to consider consistency with international developments when developing the EU’s regulatory framework.
2. Technical interoperability: As noted in ESMA’s call for evidence, technical interoperability is currently limited but multiple initiatives are attempting to address this restriction. Interoperability enables competition between DLT Market Infrastructures and across DLTs themselves. It also facilitates the elimination of settlement risk. Therefore it is vital that ESMA’s regulatory framework does not assume that interoperability stays limited and instead should anticipate what an ideal market structure would look like that supports interoperability and innovation.
Based on these considerations, GDCA supports the use of international technical standards for achieving technical interoperability across jurisdictions. For example, as noted in ESMA’s call for evidence, ISO’s Digital Token Identifier provides an international and cross-jurisdictional technical standard to identify digital tokens across multiple DLT chains and across multiple DLT Market Infrastructures. GDCA supports the use of such standards where appropriate in order to increase interoperability and to remove any assumptions in the proposed regulations that may limit interoperability in the future.
III. CONSIDERATIONS FOR A SUCCESSFUL DLT PILOT
In addition to the above, GDCA offers these specific comments to help ESMA place the DLT Pilot in its proper context.
As leadership on DLT is crucial to European competitiveness, ESMA should signal its strong commitment to the success of the pilot.
Today, we live in an environment where technological innovation, domestic industry development and leadership in the global financial sector carries much more weight than it did even a few months ago. In a world of evolving threats - both economic and security oriented, those countries which embrace blockchain technology and a digital financial future will not only be fortifying their financial sector leadership, but will be ensuring economic strength at home and reinforcing their ability to lead globally from a point of strength abroad. The GDCA believes that the DLT pilot will not only lead to improved securities markets, but will represent a European commitment to leadership and competitiveness. 
Although today blockchain and digital assets are advanced technologies in their own right, these technologies will continue to advance and evolve. In this vein, it is necessary to welcome the blockchain and digital asset technology we know today, in order to ensure European leadership in the next wave of technological sophistication, evolution and advancement. Those countries which welcome today’s technology and support its ongoing evolution will have the unique ability to shape it in the image of their social values (i.e., economic freedoms, privacy, access, inclusion) and steward its development in a way which most constructively benefits Europeans and global citizens alike.
ESMA should be aware that other jurisdictions have announced similar efforts to explore the utilization of blockchain technologies in securities settlements.[footnoteRef:4] If the EU is to remain competitive with these jurisdictions, it must dedicate the necessary resources and attention to the DLT pilot to ensure its success.  [4:  For example, the Singapore Stock Exchange recently completed its 5-year partnership with the Monetary Authority of Singapore (MAS), the city-state’s de facto central bank, to explore utilization of blockchain for improving the speed and efficiency of the securities settlement process. See https://www.mas.gov.sg/schemes-and-initiatives/project-ubin. The Asian Development bank recently announced a project to trial blockchain for settling cross-border securities transactions. The pilot would include the central banks and securities depositories for the ASEAN region plus China, Japan and Korea. See https://www.ledgerinsights.com/asian-development-bank-to-trial-blockchain-for-securities-settlement/. Other efforts have been explored in Europe previously, including BIS’s “Project Helvetica.” See https://www.bis.org/publ/othp35.pdf. The New York Stock Exchange parent company recently announced a significant minority stake in the blockchain-based trading platform tZERO, marking a significant milestone in the adoption of blockchain-based trading solutions in the capital markets. See https://www.foxbusiness.com/markets/new-york-nyse-parent-company-cryptocurrency-blockchain-digital-trading
] 

ESMA should ensure that any rules regarding the deployment of DLT in securities markets work equitably for all EU members. 
Given the diversity of country contexts (i.e., size, level of development, capacity) throughout the EU, it will be important for any forthcoming requirements and regulations around DLT / Blockchain and digital assets to take into consideration the level of development of the jurisdiction. As opposed to advancing an equal application of requirements across all jurisdictions, there should be reflection and consideration of how and in what manner equitable application of requirements may be achieved. This should be balanced in regards to risk and the need for effective consumer protection, but at the same time should be tailored to recognize the varying needs for economic growth, domestic industry development, and job creation. 
In particular, legal and regulatory requirements should be balanced to ensure recent accession countries, candidate countries as well as aspirational EU Member countries should not be overly burdened as they seek to both accede to the EU as well as to grow and develop their economies. For such countries - especially those in Eastern Europe - strong economic growth, domestic industry development and job creation will not only have implications for national stability and progress but for broader European prosperity. 
The DLT Pilot should nurture the role held by SMEs in European Economy and Society. 
As noted  by the European Commission’s “Unleashing the Full Potential of European SMEs,” Small and Medium-sized Enterprises (SMEs) are deeply woven into the fabric of Europe. They are essential to Europe’s competitiveness and prosperity, as well as economic and technological sovereignty. Today, SMEs contribute roughly 50% of Europe’s GDP and provide roughly two-thirds of all jobs. With the SMEs Strategy for a Sustainable and Digital Europe, the European Commission wants to support and empower SMEs of all sizes and sectors - including innovative technologies. In-line with this approach, the Global DCA recommends approaching any pilot or future regulation around DLT in a manner which seeks to nurture SME development in these sectors. Regulation and legislation should be right-sized to ensure SMEs are not overly burdened and can develop and contribute to job creation and economic growth.
*	*	*
Respectfully submitted,

Michael D Frisch

Michael Frisch, Chair of the Global DCA Public Policy and Regulation Committee
Partner, Croke Fairchild Morgan & Beres LLC

Sassan Danesh, Etrading Software Ltd.
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