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Stablecoins

When viewed through the prism 

of relative cryptocurrency price vol-

atility, the appeal of stablecoins is 

easy to understand. This past year 

has seen a rise in their popularity and 

increased discussion around their 

usefulness, especially since the an-

nouncement of the Facebook-backed 

Libra project in July. Some of Eu-

rope’s top institutions have weighed 

in on the topic of stablecoins,5 with 

the European Central Bank issuing a 

report on the subject and the Swiss 

regulator FINMA releasing guide-

lines on their treatment.6 

In general, stablecoins do not 

generally seem to offer a compelling 

investment case since their value is, 

by nature, pegged to some other cur-

rency or asset. They can, however, 

play a role in decentralized finance 

systems, with one of the more pop-

ular stablecoins, DAI, being the re-

sult of one of the most advanced 

DeFi setups developed to date. Sta-

blecoins also have the potential to 

facilitate blockchain-based applica-

tions where a common, stable dig-

ital currency is needed for interac-

tions with the app’s smart contract 

layer.7 This provides reason to be-

lieve that the market for stablecoins 

will continue to increase.

In addition, macroeconomic 

forces point to greater interest in a 

stable crypto-like currency. China 

recently made known its interest 

in developing a nation-wide digital 

currency,8 a fact which some believe 

will spur acceptance of the Libra 

project by US and European reg-

ulators. The Swiss National Bank 

(SNB), in cooperation with the Bank 

of International Settlement (BIS), 

has indicated that it will explore 

the same idea, with a mind to inte-

grate it into DLT infrastructure.9 If 

these two initiatives, among others, 

were to move forward significantly 

over the coming year, it could have 

a strong influence over other crypto 

trends, in particular tokenization 

and decentralized finance.

Tokenization

As one of the most popular buzz-

words associated with blockchain 

technology, the concept of tokeni-

zation is often misunderstood.

Simply defined, tokenization is 

the process of assigning the rights to 

and attributes of an asset to a digital 

token which lives on the blockchain. 

The explosion of Ethereum-based 

tokens issued in initial coin offer-

ings in 2017 drew widespread at-

tention to the concept of tokeniza-

tion in various form; it also inspired 

regulatory efforts to classify tokens 

and make legal sense of them. In 

Switzerland, FINMA has outlined 

three main token types: utility, pay-

ment and asset.10

Over the last year, the excite-

ment over utility tokens – those used 

to confer access or usage rights to 

an application or protocol - has gen-

erally subsided. However, a second 

generation of utility tokens may be-

come more relevant in the future: 

Corporate utility tokens issued by 

companies for such use cases as 

loyalty and referral programs. One 

such token will be issued by Emaar, 

the Middle East’s largest real estate 

and property development com-

pany.11 Tokenizing such loyalty and 

referral programs has the potential 

to reduce friction costs and improve 

accessibility.

Today, interest in tokenization 

is also focused in large part on the 

possibilities of so-called asset to-

kens, which may represent the par-

tial ownership in a real estate prop-

erty, revenue-sharing rights in a 

collective investment scheme or 

any other of a myriad of possibili-

ties. Tokenized equity for the shares 

of small- and medium-sized busi-

nesses and tokenized corporate debt 

is also a hot topic.

Problems, however, arise because 

there is no universally accepted stan-

dard for the legal treatment of the 

many and varied asset token prop-

ositions being explored in different 

countries. There is also limited mar-

ket infrastructure for trading and 

storing them, not to mention service 

providers who may legally deal in 

such tokenized securities.

It is also questionable whether 

the more exotic use cases for as-

set-backed tokens, such as tokenized 

collectibles, wine and art, offer a suf-

ficiently strong value proposition for 

them to be widely accepted.

Nevertheless, the market infra-

structure which may eventually open 

up the possibility of tokenized eq-

uity and debt continues to develop - 

albeit slowly and sometimes by fits 

and starts. Despite having launched 

a prototype of its digital exchange, 

SDX Chairman Thomas Zeeb re-

cently admitted that the develop-

ment may be somewhat too early 

for the banks which are financing 

the project.12 Meanwhile, a proof-of-

concept for the settling of tokenized 

shares coordinated in cooperation 

between Swisscom, Deutsche Börse 

and three Swiss banks was success-

fully completed.13 

These advancements provide 

reason to believe that if tokeniza-

tion is to truly take off, it may well 

get its first boost from Switzerland. 

The only doubt is whether there will 

be enough demand from investors 

and those tokenizing assets to sus-

tain the innovation in the long-term.


