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Foreword

Ruslan Yusufov
Managing Partner,
MINDSMITH

Vsevolod Michalevsky
CEO, OnGrid Systems

“In recent years, we have seen a gradual disappearance
of barriers to digital assets adoption. The laws expand the
legal framework and create the foundation for infrastruc-
ture development by innovative market participants, while
the mindset of the end users and customers is tuned to
digital assets and CBDC.

The remaining step is to structure the accumulated knowi-
edge of the expert community and to identify the best
practices for digital assets integration into everyday life.
We believe that this research makes a feasible contribution
and proves that the financial world has long gone beyond
traditional banking services.”

“Decentralized Finance (DeFi) is a major step towards re-
inventing the financial sector as we know it today. There
are extensive examples of innovative business models that
DeFi made possible. For example modern smart contract
based solutions (lending protocols or platforms) gave life
to the new financial instruments like flash loans, which re-
quire literally no collateral. Meanwhile credit withdrawal
and redemption are taking seconds instead of the average
hours or days in traditional payment systems and clearing
centres.

We do anticipate that the DeFi and digital assets sector
will see massive inflow of capital through a couple of com-
ing years with new projects launched both in the frontier
and the well established and regulated markets. Invest-
ments are moving into the sector due to higher returns. But
despite efforts, many obstacles are to be overcome and
multiple questions need to be answered.: legal and com-
pliance, technology and security, product fitting and mar-
ket positioning, and so far expertise on the market remains
pretty scarce with some notable exclusions.”
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MINDSMITH

MINDSMITH is an independent tech
think-tank focused on blockchain
technology. The company studies
the impact of high technologies on
business, government and society,
and is engaged in consulting and
educational projects. MINDSMITH's
analytics is recognized in Russia and
globally. The company is a member of
specialized Russian and international
associations, and working groups
dedicated to blockchain and central
bank digital currencies.

mindsmith.io

Digital Economy & Knowledge and
Information Society (DEKIS) is an
interdisciplinary research group of
the Catholic University of Avila (Spain).
lts main objective is research of the
digital society from a perspective
of comprehensive analysis of the
phenomenon, including new
models of production and economic
activities based on the exploitation
of the potential of information and
communication technologies (ICT), as
well as new challenges and economic
implications. The study of the central
banks digital currencies and the
digitalization of the monetary system
are some of the group’s main lines of
research.

ucavila.es
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OnGrid Systems

OnGCrid Systemsisaleading blockchain
developerofinfrastructuresolutionsfor
CBDCs, Decentralized Finance (DeFi)
and DAO. The company provides cloud
computing services' consulting, audit
and distributed ledger technologies
training.
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TigerTrade is a groundbreaking
platform, designed to help people
trade and analyse financial markets.
Developed to streamline the process,
Tiger.Trade has already been chosen
by 100,000 customers across the
world - and currently has a monthly
trade volume of over 3 billion dollars.
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Introduction

Despite the disruptive potential of
blockchain technology in the financial
sector, a large volume of investments
by leading market players, large-scale
pilot projects and successful cases of
decentralised finance (hereinafter
referred to as “DeFi") and central bank
digital currencies (hereinafter referred
to as “CBDC") projects implemen-
tation, the consumerization of the
investment component of the digital
assets is still at an early stage com-
pared to traditional financial instru-
ments. Different countries are signif-
icantly disunited in the field of the
legal framework for the regulation
of digital assets and adoption by the
investment organizations.

However, Germany is becoming a
leader in the digital assets trend.
In late April and early May 2021, the
Bundestag, the German federal par-
liament, voted on several trend-set-
ting bills that have a potential to sig-
nificantly impact the crypto- and the
investment market. The Law on the
Introduction of Electronic Securities?,
the Law on the Supervision of Secu-
rities Institutions?, and last but not
least, the Fund Location Act® — these

MINDSMITH

three legislative initiatives are the cul-
mination of a two-year phase to mod-
ernize the financial market of Germany.
The new regulation opens a window of
opportunity for a new wave of rapid
development of innovative blockchain
projects in the field of tokenization of
financial instruments, custodian storage
of crypto assets and investments at the
junction of DeFi and CBDC solutions.

Even so, the cornerstone of any
innovation is the willingness of market
participants to implement it. There-
fore, we conducted a survey of experts
and representatives of investment
funds present in the German-speak-
ing region of Europe (Germany, Aus-
tria, Switzerland, jointly referred to as
“DACH"), timed to coincide with the
introduction of the mentioned Fund
Location Act, coming into force on July
1, 2021. While with the entry into force,
domestic special funds will be allowed
to invest up to 20% of the assets under
management into crypto assets such
as Bitcoin, the fate of the digital assets
market significantly depends on the
position of the funds.

1 Federal Ministry of Justice and Consumer Protection, «Law on the Introduction of Electronic Securities», 09.06.2021.
URL: https://www.bmjv.de/SharedDocs/Gesetzgebungsverfahren/DE/Einfuehrung_elektr_Wertpapiere.html

2 Federal Ministry of Finance, «Draft law on the supervision of securities institutions», 16.12.2020.
URL: https://www.bundesfinanzministerium.de/Content/DE/Pressemitteilungen/Finanzpolitik/2020/12/2020-12-16-
gesetzentwurf-zur-beaufsichtigung-von-wertpapierinstituten.html

3 German Bundestag, «Bundestag beschliet Starkung des Fondsstandorts Deutschland», 22.04.2021.
URL: https://www.bundestag.de/dokumente/textarchiv/2021/kw16-de-fondsstandortgesetz-834822
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Executive Summary

1. DACH-focused funds are at an early
stage of interest in digital assets, but
adoption is on the way

Around 88% of DACH-focused funds
who responded to the survey are not
currently investing in digital assets.
Nevertheless, taking into account the
conservative stance of the DACH-
focused funds, the achieved 4% looks
like a notable milestone.

2. 46% of DACH-focused funds are
interested in investing in digital
assets, 7% are planning to invest by
the end of 2021

Almost half (46%) of DACH-focused
funds are interested in one way or
another in digital assets and are ready
to study the issue. The development of
the DACH investment landscape will
largely depend on the results of the
early adopters’ investments.

Talking about early adopters, 7%
of respondents are currently at a
late planning stage and are con-
sidering investing in the digital
assets market in the course of 2021.
New regulations and introduc-
tion of CBDCs and Digital Euro will
accelerate the adoption. However, as
the financial industry is highly regulat-
ed, the degree of freedom will depend
on the compliance requirements.

3. On the horizon of three years, it
is possible to expect an inflow from
$100 to $657 billion into the digital
asset market only by the DACH
region

In order to show the potential of the

numbers, there are currently about 1.2
trillion euros (1.45 trillion US dollars)
invested in Spezialfonds with fixed
investment conditions. Taking into
account that about 46% of respond-
ents are more or less interested in
investing in digital assets, the poten-
tial investment volume in the next
three years could reach approximate-
ly 552 billion euros (657 billion US dol-
lars). Even if analyzed by conservative
estimates, 7% of respondents are at a
late planning stage, which means that
by the end of 2021, investments in dig-
ital assets of up to 84 billion euros (100
billion US dollars) can be expected.

4. Regulatory uncertainty, lack of
understanding and infrastructure
are major barriers to investment

Regulatory uncertainty has become
a key barrier to investment in digital
assets for the majority (86%) of
DACH-focused funds. However, it is at
the current moment that the market
is witnessing significant progress in
this area. Regarding the lack of service
providers and the availability of infra-
structure, which became a barrier for
57% of respondents, we have also seen
significant progress on the part of reg-
ulators recently. The survey showed
that liquidity, volatility, price levels and
lack of traditional products are not
worth the trouble yet for respondents.
Thus, the lack of understanding of dig-
ital assets, which has become a bar-
rier for almost 60% of DACH-focused
funds, will become one of the key
obstacles to market development in
the near future. And as the experience
of popularizing cryptocurrencies has
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shown, this drawback is largely solved
in the process of gaining experience
by the early adopters.

5. Investors are curious about
the decentralized finance (DeFi)
industry, which opens up a window
of opportunity at the intersection of
blockchain and CBDCs

While up to 14% of respondents are
considering interacting with the DeFi

10
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solutions, one of the most impres-
sive scenarios for the development of
DACH-focused funds' investments in
digital assets is the potential for inves-
tors to interact with the DeFi solutions.
Now the big question is: what stable-
coins will act as a basis for the regu-
lated DeFi ecosystem? Chances are
high that digital in addition to digital
dollars, digital yuan, digital euro and
other CBDCs will do the job.
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Survey Findings

On April 22, Bundestag passed a
new legislation allowing institutional
investment funds (the so-called Spe-
zial-AlF) to allocate 20% of their bal-
ance to crypto assets. Spezialfonds is
considered to be the preferred Ger-
man institutional fund tool for most
liquid asset classes and assets with-
in different structures. The law will
apply to existing and new Spezialfonds
established by institutional investors
such as financial institutions, insur-
ance companies and pension funds.
In other words, as of July, about 4,000
existing investment funds will be eligi-
ble to invest in Bitcoin and other digi-
tal assets. Until now, cryptocurrencies
have not been allowed to be part of
the investment strategy.

However, taking into account the
peculiarities and interconnectedness of
the investment landscape of the DACH
region, within the framework of this
study, investment funds of Germany,
Austria and Switzerland (hereinafter
referred to as “DACH-focused funds”)

Does your organisation currently
invest in or includes digital
assets in your portfolio?

. No
. Not sure

Yes

MINDSMITH

were surveyed (for more detailed
information, see the “Methodology”
section).

1. DACH-focused funds are at an early
stage of interest in digital assets, but
adoption is on the way

Around 88% of DACH-focused funds
are not currently investing in digital
assets. Nevertheless, peer compari-
son of similar studies on the interest of
investment organizations in digital
assets, we find that DACH-focused
funds are not far behind even the
most innovative investors. For exam-
ple, a recent survey of hedge funds
conducted by PwC showed that only
21% currently allocate their portfolio
to digital assets. Taking into account
the conservative stance of the DACH-
focused funds, the detected 4% of
organisations which currently invest
or include digital assets# in their port-
folio looks like a notable milestone.

41%

4 PwWC, «3rd Annual Global Crypto Hedge Fund Report 2021», 24.05.2021. URL: https://www.pwc.com/gx/en/financial-
services/pdf/3rd-annual-pwc-elwood-aima-crypto-hedge-fund-report-(may-2021).pdf
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2. 46% of DACH-focused funds are
interested in investing in digital assets. 7%
are planning to invest by the end of 2021

Almost half (46%) of DACH-focused funds
are interested in one way or another in digi-
tal assets and are ready to explore the issue.
Although 54% are unlikely to invest in the
next three years, considering the acceler-
ating rate of adoption and introduction of
the new regulations, the development of
the DACH investment landscape will largely
depend on the results of the early adopters'
investments.

Talking about early adopters, 7% of
respondentsare currentlyatalate planning
stage and are considering investing in the
digital assets market in the course of 2021.

MINDSMITH

Undoubtedly, the extrapolation of the
survey results to the entire DACH region is
possible only with significant assumptions,
but even conservative estimates shed light
on the significant prospects for market
development.

The gquestion of whether the early adopters
will take a significant share of the market
for themselves or will pave the way for the
rest with their losses remains open. Never-
theless, we can expect a drastic change in
the course of 2023-2024. New regulations
and introduction of CBDCs and Digital Euro
will accelerate the adoption. However, as the
financial industry is highly regulated, the
degree of freedom will depend on the
compliance requirements.

Viacheslav Tsurka
Managing Director,
TigerTrade

What is your current plan with
respect to gaining digital assets
and decentralized finance
exposure?

Unlikely to invest that tree years

53.9%

. Curious about digital assets but waiting for
further maturity

[ Looking for invest but still researching the
space

B Late-stage planning, will be investing in the
course of 2021

“The significant interest of traditional financial market players in
investing in digital assets should not be associated with the fear
of missing out, which is traditionally attributed to investors in such
situations. A key aspect is the impressive technological capabil-
ities that digital assets promise the financial ecosystem. Never-
theless, the experience of the development of the cryptocurrency
market has shown that the earliest and most discerning market
players often conquer the market. There is a possibility that fast
players will take the lead, especially when compared to conservative
participants. The significant interest of players in the DACH region
inspires optimism regarding the further development of the digital
asset market. Therefore, we as experts in the field of trading and
analytical platforms for the financial and cryptocurrency industries
will be extremely curious to participate in the interaction of new
industry players.”

12
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3. On the horizon of three years, it is
possible to expect an inflow from $100
to $657 billion into the digital asset
market only by the DACH region

Within the framework of public state-
ments by experts and market assess-
ments, it is possible to roughly estimate
the potential inflow of investments into
the digital asset market with a number
of assumptions.

In order to show the potential of the num-
bers, there are currently about 1.2 trillion
euros (1.45 trillion US dollars) invested in
Spezialfonds with fixed investment condi-
tions. Taking into account that about 46%
of respondents are more or less interested
in investing in digital assets, the potential
investment volume in the next three years
could reach approximately 552 billion
euros (657 billion US dollars).

To put things in perspective, cryptocur-
rencies’ current market capitalization
alone is 1.44 trillion US dollars versus 330
billion US dollars just one year ago. Even
if analyzed by conservative estimates,
7% of respondents are at a late planning
stage, which means that by the end of
2021 investments in digital assets can
reach 84 billion euros (100 billion US dol-
lars) can be expected.

4. Regulatory uncertainty, lack of
understanding and infrastructure are
major barriers to investment

Regulatory uncertainty has become a
key barrier to investment in digital assets

MINDSMITH

for the majority (86%) of DACH-focused
funds. This barrier is traditionally the
most difficult to overcome in the context
of such a regulated area as the finan-
cial sector. However, it is at the current
moment that the market is witnessing
significant progress in this area.

The Law on the Introduction of Electron-
ic Securities®, the Law on the Supervi-
sion of Securities Institutions®, and last
but not least, the Fund Location Act?
are opening a window of opportunity
for a new wave of investments in digital
assets. Moreover, considering planned
extension of the Money Transfer Regula-
tion by the German Ministry of Finance®
based on a recommendation by the
Financial Actions Task Force (FATF),
aimed to harmonise the information that
must accompany a funds transfer, we
can expect a significant reduction in the
level of misunderstanding in the digital
asset investment industry.

Regarding the lack of service provid-
ers and the availability of infrastruc-
ture, which became a barrier for 57% of
respondents, we have also seen signif-
icant progress on the part of regulators
recently. The Bundesbank, which part-
nered recently with Deutsche Bérse and
the German government’s debt agency
for blockchain project, successfully test-
ed technology allowing investors to buy
and sell securities on the blockchain in
return for central bank money, bridg-
ing a gap between two worlds that once
seemed irreconcilable®.

5 Federal Ministry of Justice and Consumer Protection, «Law on the Introduction of Electronic Securities», 09.06.2021. URL: https://mww.
bmjv.de/SharedDocs/Gesetzgebungsverfahren/DE/Einfuehrung_elektr_Wertpapiere.html

6 Federal Ministry of Finance, «Draft law on the supervision of securities institutions», 16.12.2020. URL: https:/Avww.
bundesfinanzministerium.de/Content/DE/Pressemitteilungen/Finanzpolitik/2020/12/2020-12-16-gesetzentwurf-zur-beaufsichtigung-von-

wertpapierinstituten.html

7 German Bundestag, «<Bundestag beschlieRt Starkung des Fondsstandorts Deutschland», 22.04.2021. URL: https://www.bundestag.de/

dokumente/textarchiv/2021/kw16-de-fondsstandortgesetz-834822

& Federal Ministry of Finance, «Cryptocurrency Transfer Ordinance», 26.05.2021. URL: https://www.bundesfinanzministerium.de/Content/
DE/Gesetzestexte/Gesetze_Gesetzesvorhaben/Abteilungen/Abteilung_VII/19_Legislaturperiode/2021-05-26-Kryptowertetransfer-

Verordnung/0-Gesetz.html

° German Bundestag, «<DLT-based securities settlement in central bank money successfully tested», 24.03.2021. URL: https:/Avww.
bundesbank.de/en/press/press-releases/dlt-based-securities-settlement-in-central-bank-money-successfully-tested-861444
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Considering the rapid developments
regarding the Digital Euro project, it is
difficult to underestimate the potential
for interoperability and merger between
distributed ledger solutions and CBDCs
universe. Moreover, while lack of custo-
dial infrastructure traditionally is a stum-
bling block when it comes to investing in
digital assets, on 28 June 2021 Germany'’s
Federal Financial Supervisory Authori-
ty (BaFin) granted the cryptocurrency
exchange Coinbase permission to pro-
vide crypto custody services and proprie-
tary trading, the first licence it has issued
for such business in Germany?©. It is note-
worthy that such regulatory indulgenc-
es occur against the background of the

MINDSMITH

prohibition of the world’s largest crypto-
currency exchange Binance activities by
Britain's Financial Conduct Authority!®.

Thus, the lack of understanding of dig-
ital assets, which has become a barrier
for almost 60% of DACH-focused funds,
will become one of the key obstacles to
market development in the near future.
And as the experience of popularizing
cryptocurrencies has shown, this draw-
back is largely solved in the process of
gaining experience by the early adopters.
On the other hand, the survey showed
that liquidity, volatility, price levels and
lack of traditional financial products are
not worth the trouble yet for respondents.

What are the main obstacles to getting involved in the digital assets industry?

86.1%

59.7%
56.9%

48.6%

41.7%

40.3%

un
o
o)

30.6%
15:3%

Regulatory uncertainty

. Do not have enought knowlege
of digital assets

. Current service provider availability / lack of
infrastructure

. Client reaction / reputation rick

. Size and liquidity of the spot digital
asset market

4.2%

. Volatility

. Do not belive digital assets have value

. Outside the scope of current investment
mandate

Current price lavel unattractive

. Lack of traditional synthetic products

10 Reuters, «Germany grants Coinbase licence for crypto custody services», 28.06.2021. URL: https://www.reuters.com/technology/
germany-grants-coinbase-licence-crypto-custody-services-2021-06-28/

11 FCA, «Consumer warning on Binance Markets Limited and the Binance Group», 26.06.2021. URL: https://www.fca.org.uk/news/news-
stories/consumer-warning-binance-markets-limited-and-binance-group
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Prof. PhD. Miguel Angel
Echarte Fernandez
DEKIS Research
Group, Department of
Economics, Catholic
University of Avila

Daria Nosova
Partner, Head of
FinTech Practice, O2
Consulting

“In September 2020, the European Commission made pub-
lic a proposal for the regulation of the crypto-assets mar-
ket, known as MICA (Markets in Crypto-Assets). The devel-
opment of a crypto-asset regulation seems necessary to
ensure the confidence of crypto-asset investors.

However, the slowness of the EU in this aspect and the need
of some states to transmit confidence to the investor has led
to the approval in Germany of a pioneering regulation that
will undoubtedly favor the expansion of this market. The se-
curity implied by a regulatory framework will attract inves-
tors seeking profitability in these markets, but with guaran-
tees. The results of this study conducted with more than 70
financial institutions in Germany, Austria and Switzerland
corroborate this.”

“The caution about investing in cryptoassets is easy to
understand. Currently, the regulatory environment is still
in the process of formation; adoption is rather uneven in
different countries. At the same time, there are quite differ-
ent approaches, methods and even conceptual apparatus.

On the other hand, digital assets, and especially cryptocur-
rencies, are quite clearly identified as entailing high risks
and increased attention from the regulators and partici-
pants of the financial system at the national and suprana-
tional level.

The latest revision of the FATF Guidelines and Guidelines
for Digital Assets clearly confirms this. The report on the
application of FATF standards in this area in various coun-
tries, released on July 5, 2021, notes some progress, but
still insufficient in the national regulation of different ju-
risdictions. It also notes that the growth of "regulatory
confidence" will stimulate both business development and
investment in the virtual asset market. We can only agree
with this.”

15
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5. Investors are curious about
the decentralized finance (DeFi)
industry, which opens up a window
of opportunity at the intersection of
blockchain and CBDCs

Blockchain per seis just the basement,
the lower layer of the system. What
comes next is an impressive set of
blockchain-fueled technologies. They
include decentralized apps, tokeniza-
tions and, most importantly, decen-
tralized finance solutions, and DAO
organizations. DeFi projects aim to
render peer-to-peer financial services,
which allow cryptocurrency trading,
loans, interest accounts without the
use of traditional banks and tradition-
al financial intermediaries, expanding
the possibilities of using cryptocurren-
cies for clients.

While up to 14% of respondents are
considering interacting with the DeFi
solutions, one of the most impres-
sive scenarios for the development of

MINDSMITH

DACH-focused funds' investments in
digital assets is the potential for inves-
tors to interact with the DeFi solutions.

And the beauty of DeFi is in its
autonomy. The technology resembles
many traditional services with one
serious difference: there's no human
factor involved and hence there are no
associated risks. Some existing ser-
vices can serve as an example: Maker
has effectively become a banking, or
credit facility, and Uniswap’s function-
ality is similar to a traditional money
exchange. Taking into account that
investment funds will prefer not only
to store digital assets in custody ser-
vices, but also to provide clients with
additional interest income, the pros-
pect of a rapid development of the
DeFi sector is on the horizon.

Would you consider using DeFi solutions in case

of investing of digital assets?

52.1%

33.8%

14.1%

Not sure Yes
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Vsevolod Michalevsky
CEO, OnGrid Systems

“Our team is on the frontier of the process and it is obvi-
ous that a lot of specific education is needed to cover the
gap in understanding these new technologies. While many
DeFi solutions on the market are acknowledged to be
advanced, most UX/Uls lack clarity and require users to
deal with quite complicated blockchain matters.

Despite that, DeFi has quickly gained popularity in the
crypto-community. Retail holders of tokens are inspired
by an opportunity to actively manage their assets while
remaining in the crypto field and not stepping out to the
fiat nominated territory. Projects like Aave, Compound
or Liquity protocols are providing users with transparent
audited instruments to earn interest almost without
risking their digital assets.”

17
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Disruptive Aftermath

De facto, DeFi is a major step toward
reinventing the financial sector as we
know it. There are illustrative exam-
ples of innovative business models
that DeFi made possible: like, smart
contracts can perform flash loans that
require no collateral, and all steps of
the transaction are packed in one
block while credit withdrawal and
redemption take seconds instead of
hours or days in traditional payment
systems and clearing centres.

Retail crypto users liked new opportu-
nities to empower their digital hold-
ings: this led to a massive ramp up of
the DeFi sector: through the course
of 2020 and 1Q2021 total deposits in
DeFi solutions grew from less than
$1 to $60 billion. The inflow was com-
bined with more than quadrupled
prices for crypto assets, and this led to
astonishing $100 billion of current DeFi
market capitalization.

Now the big question is: what stable-
coins will act as a basis for the regu-
lated DeFi ecosystem? Chances are
high that digital in addition to digital
dollars, digital yuan, digital euro and
other CBDCs will do the job.

For example, China was fast to notice
the big trend. The country which
until recently held as much as 75% of
the total mining capacity for Bitcoin
and Ethereum was one of the first to
impose restrictive regulation on the
sector, quickly followed by initial steps

18

to introduce its digital currency, Digi-
tal Yuan.

Piloted in April 2020, Digital Yuan
currently has, according to publicly
available data, a total circulation of ap-
proximately $25 million — a somewhat
playground mode that nevertheless
allows for testing the technology and
slowly introduces the system to corpo-
rations and retail users.

The system has already been tested in
at least four of the country’s regions,
and just recently six China's largest
retail banks allowed their customers
to open digital yuan wallets. This was
followed by an introduction of the
CBDC system which the Chinese gov-
ernment calls DCEP, or Digital Curren-
cy / Electronic Payment.

Separately, the country's national
blockchain system, BSN, is being built.
BSN is designed to support over 100
public blockchains including Ethere-
um, EOS, Tezos, NEO, Nervos n IRISnet.
Effectively, this construction will act as
an ‘internet of blockchains' opening
ways to cross-platform dApps.

Both systems are moving their own
ways. Should Chinese regulators
decide to connect the two so that BSN
could be a technological basis for the
Digital Yuan circulation, the merger
could lead to impressive synergies.
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Prof. PhD. Gonzalo
Wandosell Fernandez
de Bobadilla
Research and teaching
Dean of the Faculty
of Business and Law,
Universidad Catélica de
Murcia (UCAM)
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“Talking about CBDCs at a global level, we find China as
the most advanced country in the study of its issuance —not
forgetting that The Bahamas has already issued its CBDC-
and Western economies are trying to keep up with the Asian
Giant. For the Euro Zone, the European Central Bank (ECB)
will make a decision in the coming months on whether to ad-
vance or stop the Digital Euro Project.

Regarding the benefits of the issuance of this CBDC, the ECB
seeks to mitigate the risk of currency substitution —stemming
from private currencies such as Facebook's Diem or sover-
eigns such as China CBDC- and the risk of the disappearance
of cash. The latter implies that citizens do not have access to
completely credit-risk-free money and causes digital money
(today bank deposits) to be concentrated in very few payment
networks with low competition and high financial exclusion.

On the contrary, there is a risk in the issuance of the Digital
Euro: Bank disintermediation. Because CBDC is a credit-risk-
free money (bank deposits are not) it is likely that citizens will
exchange bank deposits for CBDC, which reduces the balance
of banks and their stable funding of deposits. In addition, the
fact that non-bank operators (Fintechs & Bigtechs) participate
in the Digital Euro Payment System and, therefore, could offer
deposits at the central bank, implies that banks may lose cus-
tomers and business activity in their main markets: payment
services, lending market, investment funds etc.”

As we see, institutional and corporate
players are actively eyeing the market as
well. Several segments are blossoming
these days, namely, DeFi-based stak-
ing projects, decentralized exchanges
aka DEXes, NFT platforms and synthetic
assets. We are facing massive requests
both on general consulting, techno-
logical audit, coding and development,
market positioning and marketing per
se from those.

Wall Street and other financial moguls
are entering the sector as well. In the last

19

month only companies like JPMorgan,
Deutsche Telekom, Kasikornbank and
Shopify either launched their DeFisubsid-
iaries or started searching for dedicated
teams to kick off internal developments.
Despite their efforts, many obstacles are
to be overcome and multiple questions
need to be answered: legal and com-
pliance, technology and security, prod-
uct fitting and market positioning, and
so far expertise on the market remains
pretty scarce with some notable exclu-
sions like us.



DACH Digital Investments Survey 2021

We anticipate that the DeFi sec-
tor will see massive inflow of capital
through coming years with new pro-
jects launched both in frontier and well
established and regulated markets.
Investments are moving into the sec-
tor due to higher returns. Compared
to traditional banking, DeFi offers less
friction, lower transaction costs, it
requires no operational desks, offices
and receptionists.

OnGrid Systems and MINDSMITH have
been swimming these waters for sev-
eral years authoring the CBDC Naviga-
tor, the biggest public library on CBDC
publications covering hundreds of
sources on the subject starting from
2014. This is an international collabora-
tion that, among others, includes our
colleagues and friends from DEKIS, an
interdisciplinary research group of the
Catholic University of Avila.

Currently, DeFi market is in desperate
need of structuring. First, a landscape

20

MINDSMITH

of existing projects needs to be stud-
ied and monitored. This includes proper
and reliable sector statistics and projects
data. Other items that require clarifica-
tion are legal issues, research on legal
frameworks of different jurisdictions,
GDPR and other compliance and dis-
closure. In some cases, regulatory sand-
boxes might provide significant support
allowing for the amazing opportunities
we have mentioned earlier.

The very first essential point is knowl-
edge. To succeed in these new waters,
you need to understand its winds, cur-
rents and hidden stones. Understanding
of technology and innovative financial
infrastructures, screening and studying
the best market practices is the pivotal
knowledge to success in shifting reality
of modern finance. If you feel ready to
Mmake the move, we at MINDSMITH and
OnCrid Systems have the knowledge
and infrastructure to help you on your
way into the future of digital finance!
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Methodology

MINDSMITH, independent tech think-
tank focused on blockchain technol-
ogy, and OnGrid Systems, leading
blockchain developer of infrastructure
solutions for CBDCs, DeFi and DAOQO,
supported by DEKIS, an interdiscipli-
naryresearch group ofthe CatholicUni-
versity of Avila (Spain), have conducted
a to examine the current status and
plans of investment funds in the DACH
regionforworkingwithdigitalassetsand
decentralized finance solutions.

The study was timed to coincide with
the introduction of the new German
Fund Location Act, coming into force
onJuly1,2021. With the entry into force,
domestic special funds will be allowed
to invest up to 20 percent of the funds
they manage in crypto assets such as
Bitcoin.

Ourdeskresearchrevealedtheabsence
of relevant data for the German-speak-
ing region. As part of the study, we
conducted a survey of experts and rep-
resentatives of investment funds pres-
ent in the German-speaking region of
Europe (Germany, Austria, Switzer-
land) (hereinafter — the “Survey”).

The Sample

In order to build the sample, we pre-
pared a list of funds based on the follow-
ing sources and criteria:
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1. BaFin Investment Funds Database;
and

2.Listofnon-monetaryinvestmentfunds
in Germany, Austria and Switzerland
issued by ECB on a quarterly basis.
Investment funds are collective invest-
ment undertakings, set up under EU
or national law, that invest in financial
and non-financial assets, within the
meaning of the Regulation on the Eu-
ropean system of national and regional
accounts in the European Union (ESA
2010), to the extent that the objective is
to invest capital raised from the public.
Included within the definition of invest-
ment funds are: 1) undertakings whose
units or shares are, at the request of the
holders, repurchased or redeemed di-
rectly or indirectly out of the undertak-
ing’s assets; and 2) undertakings which
have afixed number ofissued sharesand
whose shareholders have to buy or sell
existing shares when entering or leav-
ing the fund. Not included in the defini-
tion of investment funds are: 1) pension
funds; and 2) money market funds.

We overlapped the lists from these
sources in order to avoid duplicates,
and prepared a list of the correspond-
ing Mmanagement companies. We also
added private banking, wealth manage-
ment and asset management institu-
tions, including those of global corpo-
rations, that have presence in Germany,
Austria or Switzerland.
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The Survey

We collected publicly available emails
of the relevant managers (institutional,
region heads, PR- and media) and
reached out to them with an invitation
to take part in the Survey. We also filled
in the generic contact forms on the fi-
nancial institutions’ websites. The survey
URL was provided to those who agreed
to participate.

5 39 3.9% 2.6%
. (o]
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The Survey was anonymous. The Survey
started on 7 June 2021 and ended on 25
June 2021. The Survey participants were
not paid for their participation. Partic-
ipation in the Survey did not involve a
payment either. The Survey participants
were informed the Survey results would
be available for the general public.

Let's get acquainted! What
sphere do you work in?

Assets managment

Wealth management

Private banking

Famile office

Professional service provider (legal,
consulting, ect.)

Investor

Others
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