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Block Chain, is this buzz word turning into a reality? 

 

Behind the concept of the block chain mode lies a technology capable of 

revolutionising the world of banking and payments, and perhaps plenty 

more besides. A threat or an opportunity for corporate treasurers? Will 

another swathe of banking business disappear, a victim of 

"Uberization"? The train is pulling out of the station. Perhaps banks 

should get on it if they do not want to be left standing on the platform. 

What impact will it have on corporates? The disintermediation process 

could go even further and create a breach from current payment 

methods. What will banks be left with if they lose that business? What 

lurks behind such a geekish name? That is what this article seeks to tell 

you 

 

The Trust Machine? 

The Economist magazine in October 2015 had an article entitled: "The Trust 

Machine" talking about the technology that lies behind Bitcoin, emphasising the 

fact that it could well change the face of the world. A load of hype? A provocative 

name? A fanciful notion or a future reality? These are the sorts of questions we 

need to ask ourselves as corporate treasurers. As we all know, Bitcoin has a pretty 

unsavoury reputation. They say it is often misused for illegal transactions. It is 

criticised for being hyper-volatile. However, Bitcoin is in fact quite stable in spite 

of the preconceptions surrounding it (BTC/USD: +/- $440) and perhaps less than 

some currencies these days. For the rest, it is difficult to argue one way or the 

other. Its novelty, although intriguing in the present case, troubles conservative-

minded people. It will end up by gradually gaining traction over the years, we can 

be sure of that. 



 

2 
 

When talking about block chains, we first need to know what these terms mean. 

It is a distributed database which manages a list of entries protected against 

falsification or change by the storage nodes. Properly speaking, a block chain is a 

decentralised record of transactions made since the distributed system first 

started up. We may draw a parallel with the internet, as they are both protocols 

that make it possible to create a decentralised infrastructure. The ledger at the 

heart of Bitcoin gives it matchless security and resilience because of its 

"distributed" design. Simplifying the concept, the transaction record is replicated 

on the many machines making up a crypto-currency mining network. So isolated 

cases of falsification have no effect because the true position is established by a 

majority consensus. A bit complicated, you might say. Let us bear in mind that it is 

public and very reliable. The idea of a block chain is that one person who does not 

particularly trust another person can still do business with that person without 

going through a neutral central authority. In other words, the block chain is a 

machine for creating trust. The Bitcoin ledger obviates the risk of double-spend 

and duplicate entries by keeping a continuous track of the transactions. That is 

what obviates the need to use a central authority. The impossibility of 

duplication, and therefore fraud, make it a remarkable tool. Its attraction today 

lies in what can be built upon block chain technology, rather than in crypto-

currencies themselves. This technology could reduce costs, particularly the costs 

of bank transfers, by several billion.  
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The Byzantine Generals problem 

Block chains are sometimes described as being a solution to the famous 

"Byzantine generals" problem. This metaphor deals with the doubtful reliability of 

the information transmitted and of the integrity of the people transmitting it. The 

challenge is in knowing whether, and to what extent, it is possible to rely on 

information from a suspect source or channel. The solution involves devising an 

appropriate algorithm (a strategy). Some Byzantine army generals were camping 

around an enemy city. They could communicate only by using messengers and 

needed to prepare a joint battle plan, failing which defeat would be inevitable. 

However, some of these generals might turn out to be traitors, who would try to 

sow confusion amongst the others. The problem was therefore finding algorithm 

to ensure that the loyal generals could still manage to reach agreement on the 

battle plan. It has been demonstrated that by using only word-of-mouth 

messages, the Byzantine generals' problem could be resolved only if over two 

thirds of the generals (messengers) were loyal. That means that one single traitor 

could confound two loyal generals. Furthermore, the problem could be resolved 

for any number of renegade generals if the messages were in writing (and could 

not be falsified). By analogy with IT systems, a set of IT components working 

together must, between themselves, be able to deal with any faults that occur. 

The faults or wrong information may be accidental or malicious. It is this problem 

that the block chain aims to solve.  
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Technology diverted to other uses and serendipitous accidents 

Sometimes a technology or an idea is developed by someone for a specific 

purpose, but is then diverted to other uses. Perhaps Bitcoin was just a starting 

point. For instance, XEROX was in existence before the first MAC, as was the 

Internet which, like GPS, was developed for military purposes but is now used for 

absolutely everything. Alexander Fleming discovered penicillin by chance when he 

himself contaminated the bacteria he was studying. There are a great many 

examples of techniques used for something other than their original purpose. 

Napster is no longer here, but it succeeded in inspiring other peer-to-peer 

services. The idea of a P2P service, the illegal pioneer of music sharing, set up in 

1999, attracted many copycats. They succeeded in finding completely legal 

musical and other uses. Block chain may be a sort of Skype in the making, with the 

capacity to revolutionise various industries. What interests us is that this 

technology could well create a break with the past and change the landscape of 

bank payments. It is obviously very hard to say what will happen in the future. But 

these days, the impossible seems to become a little more real and a little more 

tangible with every day that goes by. 
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Block Chain Buster 

But from where will this new block buster that features so much in conversations 

between treasurers come? The block chain was created in 2008 (i.e. Distributed 

Ledger Technology) and is the algorithm underlying the Bitcoin crypto-currency. 

But underneath this very virtual and much disparaged currency lies a phenomenal 

technology with an infinite number of applications. Let us not focus only on 

payments, but just think of all the ledgers that it could keep securely – land 

registry data, registers of works of arts, patents, etc. Some banks have 

understood this and are getting on board to avoid being swept away (for example 

R3 consortium). The banks are teaming up with other banks or with "FinTech" 

companies, so as not to be left stranded. They want to be in on the technologies 

of tomorrow and not to be just fresh victims of "Uberization", since nobody 

seems safe from that. They seem to have decided not to go like lambs to the 

slaughter. This technology enables one counterparty not known to another 

counterparty to conduct their business and record their transactions in a register 

or ledger. The key idea would therefore be, as with Bitcoin, to do business 

electronically and then record the transactions securely in the public internet 

domain without using trusted intermediaries such as banks and bank 

correspondents, SWIFT, or clearing houses. Magic, isn’t it! 
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The payments revolution? 

Two differentiating features are emerging: the absence of any third party and the 

public storage of data. The block chain is a gigantic encrypted database of 

transactions that are all unique. This means huge savings, greater speed, 

efficiency and, most of all, greater security. The settlement cycle will be 

shortened drastically, perhaps even to a few minutes. Even though these changes 

will not happen overnight, it is our bet that they are inevitable and that 

intermediaries who are not proactive, or not proactive enough, have much to 

fear. The traditional intermediary structures that have been there since the year 

dot will need to change to demonstrate value added. With the increasing 

digitalisation of the economy, it is a matter of adapt or disappear! 
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A heist or a farce in the making? 

The major institutions will need to react. But while they may be seizing upon 

block chains, it is only to preserve their livelihood. Their old demons and their 

determination to defend their own turf could kill off any initiative. The banks, 

subject to constant cyber-attacks, are shelling out fortunes to protect themselves. 

They are therefore not unaware of this key security argument. Conversely, the 

idea of giving up absolute control over the data that they manage runs against 

their DNA and will cause most of them to throw out the concept in its entirety. If 

we take the example of the SWIFT (a joint venture owned by the banks) network, 

it could create its own block chain to replace its proprietary network. We may 

wonder how much change there would be if SWIFT wanted to remain in sole 

charge of the new infrastructure. A distributed ledger makes no sense unless its 

code is shared. Proprietary algorithms are obviously not enough for trust in 

systems of this type, even private systems. The belief that what the banks will do 

it better in the future should perhaps be ditched once and for all. Privatising block 

chains requires permission mechanisms that do not exist in the basic foundations 

of Bitcoin. Permissions require a central authority and all the risks that go with it. 

It would be paradoxical to limit the benefits of a technology to protect the 

interests of a small number of companies. We may understand the wish to avoid 

disruption but not at any price and to the detriment of the very idea of the block 

chain. What the banks are doing is just the same as what the taxi drivers are 

seeking to do in trying to stop their business being swallowed up by Uber. 

Whether they manage to protect themselves or not is another matter. I rather 

doubt it. 

Even though several scenarios may emerge (such as Bank2Bank or 

Corporate2Bank or even Corporate2Corporate), at this stage we cannot tell which 

one will come to the fore. In the medium term, the market will be turned right 

upside down whatever happens.  

New kids on the block 

The 'New chains on the block' may perhaps be the disruptor of everything to do 

with clearing houses. Today even governments, such as Greece's, and the banks 
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are exploring solutions of this type to substitute them for existing structures, with 

the dual aim of bolstering security while at the same time reducing costs or 

bringing greater transparency and allowing detailed examination at the same 

time. This technology may have the power profoundly to transform the way in 

which certain businesses operate, allowing them to clear and settle deals 

themselves. It threatens to change the rules of the game completely. Anonymity, 

efficiency, P2P communication and independence from the existing networks give 

it the special characteristics that make it both so valuable and exciting at the 

same time. The big losers could be the banks, the clearing houses and SWIFT, in 

particular. Money will move more freely and at a lower cost, especially for exotic 

countries from which it is sometimes expensive to repatriate it.  

One of the main problems is in regulation, which with IT developments often lags 

well behind the tools that it is supposed to regulate. The use of pseudonyms will 

also be a critical point to avoid anonymity and potential fraud, at a time of KYC 

and the absolute transparency imposed by the G20. The block chain will be one 

more factor driving bank disintermediation forward. This technology will have a 

considerable impact on the future of banking as we know it. Theodore Levitt said: 

“The future belongs to those who see opportunities before they become 

obvious.” Even though treasurers may only be users, they can envisage these 

future possibilities and ensure that they are not just left on the side-lines as 

spectators. The President of EACT, Jean-Marc Servat, has made this into a key 

subject for the European Association. So this is not the last time you will hear it 

mentioned, for good or for ill. 

 

François Masquelier, Chairman ATEL 


