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Digital Bonds | More Than An Efficiency Play 

Digital bonds may be a force for change that not only reduces costs, but could also 
promote financial inclusion, once regulatory, compliance, and technology hurdles are 
removed. 

Digital Bonds Can Offer Lower Intermediation And Greater Efficiency 

Source: S&P Global Ratings. 

What are digital bonds? 

Digital bonds are financial instruments that are created and managed on decentralized systems. They help 

issuers raise disintermediated funding more efficiently than through traditional bonds, thanks to the lower 

number of intermediaries involved. Digital bonds can also provide access to a wider pool of investors and 

improved pricing with instantaneous settlement.  

Digital bonds must fulfill certain characteristics. The legal documents underpinning the digital bonds must 

be verifiable and executable. In most cases, these documents are standardized as part of the offering of the 

issuance platforms. The management of the instrument should also be secured, which is typically achieved 

using blockchain technology. 

Digital bonds aim to be leaner and more accessible. A primary objective of digital issuance is to simplify the 

issuance process, compared with that of physical bonds. For issuers, the benefits could include cost 

reduction, stronger security, better traceability, and higher efficiency of the transaction. Digital bonds could 

also help financial inclusion by allowing existing and new issuers to raise financing at a lower cost than 

intermediated and over-the-counter instruments. 
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Digital And Physical Bonds Compared 

Physical bonds Digital bonds 

Time to market Few weeks Few hours to less than one week assuming the use 
of dedicated platforms 

Diversification of investors' base Global Access to new class of investors 

Credit risk Similar; the risk taken by investors is related to the 
default of the issuer/sponsor of the bond 

Similar; the risk taken by investors is related to the 
default of the issuer/sponsor of the bond 

Trading Electronic and over-the-counter, which could 
create some inefficiencies 

Electronic and more efficient 

Recourse mechanisms Can be lengthy and inefficient Efficient if based on smart contract 

The current landscape 

The bond market is ripe for disruption. Despite an acceleration over the past few years, electronic trading still 

represented only about 38% of the bond market for investment-grade and 26% of speculative-grade at year-

end 2020, according to Greenwich Market Review. A lot of trading is still over the counter, and most orders are 

still placed telephonically. These factors, alongside the fragmentation of the overall market, underpin some 

inefficiencies.   

Volumes of issuance remain low but are growing. Since the beginning of 2021, issuers have raised €160 

million through the issuance of three digital bonds, compared with the same number of transactions for the 

whole of 2020. So far, issuances have typically been arranged by one bank or a small syndicate, with a limited 

number of investors and limited secondary market trading. We expect to see more transactions as 

intermediaries streamline their platform offerings. 

The necessary infrastructure for digital bonds is slowly being developed. A few companies have been 

created to facilitate the issuance of digital bonds or sukuk (an Islamic finance product similar to bonds) and 

manage other parts of the bond lifecycle. They may allow over time a greater standardization of processes. 

Some of these platforms are affiliated with existing banks or financial intermediaries, which have seen an 

opportunity to disrupt themselves before being disrupted by external parties.  

Digital bonds face some hurdles. The main challenges are related to regulation and the status of digital 

bonds, the mechanism of recourse in case of need, and the legal force of smart contract protocols. Some of 

these issues have been resolved in countries such as France, where an ordinance was published in December 

2017 establishing the regime governing the registration of securities on distributed ledgers. We expect other 

regulators to follow. Another difficulty relates to the readiness of the existing technology and its immunity to 

cyberattacks. Finally, the rules related to custody of the assets and the collateralization of the exchange or 

platforms for issuance and trading of digital bonds will need to be clarified.  

The credit implications 

Digital bonds could both complement and disrupt corporate and government financing in the coming years. 
Banks' corporate funding franchises have been built on a foundation of trusting relationships and their ability 

to bridge the issuing and investing communities. However, an emerging capability that offers a seamless way 

to source funding via technology platforms could disrupt the established role of the financial intermediary.  As 

a result, the digitalization of primary and secondary markets creates new opportunities for, and a risk of 

disruption to, established market participants.  

Some financial intermediation activities will be affected more than others. Digital bonds could remove the 

need for a central securities depositary and custodian. They could also largely circumvent the need for the 

structuring or distribution activities typically performed by investment banks. Investors could also transact on 

a peer-to-peer basis in the secondary market without intermediation. 

Multiple catalysts will fuel digitalization. For example, the confluence of regulatory, technological, and client 

adoption of digitalized assets will affect the pace and scale of digitalization. The degree to which these 

developments are complementary or disruptive will in part be dictated by conventional finance players' ability 

to develop capabilities and frameworks to position themselves within the new ecosystem.  

Digital bonds can 
disrupt corporate 
financing and give 
access to a new 
class of investor 

Digitalization Of Markets 
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Digitalization Of Markets 

Digital bonds may enable a new class of issuer to access to a new class of investor. For example, they could 

appeal to an increased number of tech-savvy individuals or reach a wider pool of potential investors via a lower 

minimum ticket size. This could support activity volume for the companies managing or interplaying with these 

new platforms. However, it is hard to gauge the potential size of this untapped market and the related 

potential for additional economic growth. Meanwhile, investor protection is another potential hurdle. 

Some incompressible costs will remain, many stemming from regulatory obligations. Digital bonds aim to 

eliminate the need for financial intermediaries, but many of the tasks these intermediaries perform will still be 

required, such as anti-money-laundering checks and compliance with antiterrorism financing regulations. 

While technology may allow new ways to carry out these tasks (such as digital signatures) over time, it is also 

not without risks. For example, smart contract risk is potentially significant for digital bond issuers and 

investors, because the written code could contain bugs or be attacked by third parties. 

Recent Digital Bonds Issuances 

2018 2019 2020 2021

Telefonica Deutschland €75 mil.

World Bank A$110 mil.

MAPFRE €35 mil.

Société Générale €100 mil.

Vedanta Limited INR100 Crores

World Bank A$50 mil.

Banco Santander US$ 20 mil.

Vonovia €20 mil.

Société Générale €40 mil.

European Investment Bank €100 mil.

Société Générale €40 mil.

Government of Thailand N.M.

Union Bank of Philippines PHP9 bil.




