
Andrew Fately | Chief Strategist
Kathy Maher | SVP of Operations
©2019 | 9th Gear Technologies, Inc.
Privileged and Confidential

A New Marketplace for Lending

1

The Gearinghouse™

WHITE PAPER



Table of Contents
WHITE PAPER: THE GEARINGHOUSE™

2

• Introduction & Highlights

• Current Market Constraints

• The Gearinghouse™

• Groundbreaking Implications

! Increased Transaction Liquidity & Case Study

! Decreased Capital Requirements

! New Lending Product

! Lower Costs

• Summary

3

4

5-6

7-9

10

11

12

13-14

15



3

Introduction
The challenge was issued: How can you convert spot Foreign Exchange 
(FX) settlement into a same day operation from its current T+2 
timeline? The inherent problem is the fact that a very high percentage 
of FX trades today; perhaps 70%-90%, are naked short sales.  This 
means that the party transacting doesn’t actually have the currency they 
need to deliver in their account when they trade.  The primary function 
of the two-day time lag between trade date and settlement date was to 
fund the required currency payment, with the secondary function being 
the confirmation of trade details between parties.

The Challenge
So the question was, how do you ensure that both parties can make a 
payment immediately when historically they don’t have the funds 
available to do so?
This led to a follow up question, where do those parties currently get 
the funds?  Right now, they typically borrow them from other banks in 
the tom/next FX swap market (this is a market place where banks 
borrow one currency from tomorrow to the next business day while 
simultaneously lending a different currency for the same period.)  This 
implies that there are banks with excess funds and others that need 
funding.  They meet in the market and a financing transaction is 
concluded so that the funds are made available for delivery two days 
after a transaction.
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Introduction (Cont.)
The natural solution, albeit not immediately obvious, is to create 
the funding before the transaction takes place.  Converting spot 
FX from: ‘Trade then Fund’ to ‘Fund then Trade’ is the only way to 
insure that both parties can verify the ability to deliver the 
requisite currency when a transaction is agreed.  Once the funding 
is in place, there is no reason to wait any additional time, let alone 
two full days.

Thus was born the GearinghouseTM, a platform specifically 
designed to bring together parties with funds to lend, including 
parties previously excluded from the FX market like asset 
managers and family offices, and parties that need funding to 
execute and settle FX trades in real time. 

• FX trades currently take two days to settle, time is used to fund 
the required currency payment

• Same day trading requires funding be available BEFORE the 
trade is agreed

• Funding in the GearinghouseTM is delivered through a 
marketplace lending capability

• The Gearing house has profound implications for the FX 
marketplace including increased liquidity, decreased capital 
requirements, a new lending product and lower costs

WHITEPAPER HIGHLIGHTS
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9th Gear Technologies has 
developed this entirely new 
marketplace within the financial 
universe.  Before the creation of 
9th Gear’s Gearinghouse™, 
principal financial transactions 
were constrained by the need for 
both parties to any deal to

Current Market 
Constraints

Quote or 
Image goes 
here

accept the other’s credit prior to execution.  The price taker, the party 
seeking to initiate a deal, had to request that price from a counterparty 
who was trusted to perform on the contract, meaning deliver the 
security, currency or commodity in question, on a timely basis. At the 
same time, the market maker, the party making the price, needed to 
have allocated credit to the price taker prior to displaying a price.  In 
sum, both parties to any transaction would have to be certain that they 
were comfortable with their counterpart’s credit for the entire term of 
the transaction. 

Historically, it has required a minimum of several days for a transaction 
to settle.  As a result, each party was exposed to the other’s solvency 
during that period.  But of even greater importance is the fact that the 
credit decision preceded, and was inherently part of, the trading 
decision.  There was no ability to trade on a principal basis without the 
willingness to extend credit to one’s prospective counterparty.  These 
two aspects of a principal transaction could not be effectively 
separated…until now.
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Enter 9th Gear, who by utilizing a private, permissioned 
blockchain, created on the Ethereum network, has created the 
Gearinghouse™ and has completely changed the landscape for 
principal transactions.  9th Gear has disaggregated the two 
functions, trading and credit, allowing non-trading entities to lend 
money, therefore accepting the credit risk, in lieu of one or both 
of the trading counterparties.
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Groundbreaking Implications
Increased Transaction Liquidity
By segregating the two decisions, Gearinghouse™ significantly 
increases principal transaction liquidity.  As just one example, in 
2017 US corporate cash balances grew to more than $2 trillion 
according to S&P Global Ratings1.  Each of these companies has a 
cash management program with lending priorities that range from 
overnight to multiple years.  By accessing the Gearinghouse™, they 
will be able to widen their investment opportunities significantly.  
For many of these companies, targeted lending within their 
industry, as compared to the current pooled lending, may help 
mitigate some of their risks given their expertise and familiarity 
with those names

Looking beyond just the US corporate space, globally, according to 
the Bank for International Settlements (BIS), as of June 2018 there 
is in excess of $128 trillion of credit outstanding to the non-financial 
sector including governments and corporates.2 This implies there is 
$128 trillion of investible funds across all currencies.  The 
Gearinghouse™ represents a completely new investment venue for 
these asset managers, offering access to investment opportunities 
previously captured entirely by the bank sector.  As lenders 
compete to invest those funds, transacting institutions should be 
the beneficiary of the tightest spreads available. 
From the perspective of non-investment grade companies currently 
active in the FX markets, many find themselves at the mercy of
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Groundbreaking Implications (Cont.)
their banks when it comes to managing their FX risks. Often times, banks 
have utilized the bulk of their credit appetite as part of the underlying 
revolving credit facility and leave only small derivative trading lines 
available.  This situation can result in insufficient liquidity for these non-
investment grade names, or liquidity that is priced extremely expensively 
given the trading party’s reliance on a small group of banks (See Case 
Study - Brixton Bricks).  Through Gearinghouse™, the universe of lenders 
open to those names greatly expands, which translates into greater FX 
liquidity.

Case Study – Brixton Bricks
Brixton Bricks is the 2nd largest brick manufacturer in the world.  It 
had recently grown through aggressive acquisitions in effort to 
consolidate a fragmented market.  During the recent period of 
synchronous global growth, Brixton bought brick manufacturing 
and marketing companies throughout Europe and Asia. .  At the 
time, its banks were happy to fund these acquisitions because 
prospects seemed solid and cash flow was steady.  However, in 
recent months, as the global economy began to slow, Brixton’s 
financial situation became a bit more precarious.  Consider that 
they are now sporting a debt/equity ratio of 450%, which in a 
business with modest 14% margins and a slowing global 
economy, has earned them several ratings downgrades to BB-.  
At that rating, they have been paying interest rate spreads on the 
order of 200-250bps over LIBOR and EURIBOR where the bulk of 
their business and financing is domiciled. 
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450%, which in a business with modest 14% margins and a slowing 
global economy, has earned them several ratings downgrades to 
BB-.  At that rating, they have been paying interest rate spreads on 
the order of 200-250bps over LIBOR and EURIBOR where the bulk 
of their business and financing is domiciled.  

Their bigger problem comes from the debt covenants to which they 
agreed, which include the requirement to hedge at least 75% of 
their foreign exchange risk.  And this has become a problem 
because their banking syndicate is no longer interested in 
extending them additional credit in the derivatives market.  When 
they do get banks to show them prices, they find themselves faced 
with effective borrowing costs of EURIBOR + 450, as the banks seek 
to both protect themselves and expand their profit at the expense 
of a client forced to deal.  (For those keeping score, in a six-month 
EURUSD forward, that difference translates into more than 150 
pips!)  This situation is becoming untenable for Brixton, and 
management is frantically seeking a solution.

Enter 9th Gear and its Gearinghouse™ platform.  When Brixton 
utilizes the Gearinghouse™, they are no longer restricted to getting 
credit from their bank counterparties.  The Gearinghouse’s™ 
lending community includes numerous parties that are active in the 
non-investment grade space.

Groundbreaking Implications (Cont.)
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For Brixton, this is a lifeline as these funds offer spreads much closer to 
the norm, EURIBOR + 250, and Brixton is able to manage their FX 
exposure, as required by their debt covenants, while maintaining a 
better handle on their profitability.  Simultaneously, Brixton’s banks are 
happy to transact in the spot FX market, where the exposure to Brixton 
can be measured in minutes, and at the same time feel the comfort of 
knowing that Brixton is upholding its debt covenants.
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Decreased Capital Requirements
Banks will be able to manage their capital in a far more judicious and 
efficient manner.  While banks will still have the flexibility to 
accommodate their clients’ FX needs, by transacting through 
Gearinghouse™, they will no longer be required to carry those forward 
transactions on their books.  Given that capital charges for major 
currency exposures run to 21% of the notional outstanding, 
Gearinghouse™ transactions will enable banks to more finely tune 
exactly how they choose to utilize scarce capital, actively pursuing the 
most valuable business while allowing hypercompetitive, ‘commodity’ 
FX to be handled by third parties.  In the latter case, investors with 
mandates to seek out specific credit exposures will be able to absorb 
that risk.  Of course, if the banks choose to maintain those exposures, 
they are free to do so.

Groundbreaking Implications (Cont.)
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New Lending Product
A third very unique outcome is a result of the 9th Gear process that 
drives same day trading and settlement.  In order for both parties to 
validate they can make payment upon completion of a transaction, 
there will be numerous times when at least one, if not both, parties will 
need to borrow the funds for a very short period of time.  These ultra 
short-term loans, for as little as one minute, will be critical to insuring 
both parties are able to deliver. While earning interest by the minute 
may not seem very attractive, given the volume of transactions that 
occur in the FX market, in excess of $5 trillion per day, interest income 
can add up quickly.  For investors who are managing cash in an 
overnight account, the ability to have that cash ‘work’ during the day, 
earning by the minute, and then relax overnight in a money market 
account, earning the o/n rate, can result in a significant improvement 
in their overall returns.  In the rate environment extant in Q2 2018, 
lending on Gearinghouse™ for just two hours during the day is 
sufficient to increase the effective overnight yield by 10bps.  

Groundbreaking Implications (Cont.)
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Groundbreaking Implications (Cont.)
Gearinghouse™ can be seen as a very effective way to improve 
cash management outcomes.  And remember, this exposure is 
literally measured in minutes, not days, and so correspondingly 
significantly less risky. 

Lowered Costs
The 9th Gear lending platform is a direct peer-to-peer market 
place without the overhead of underwriting fees or expense 
ratios.  To better understand the benefits, we will consider 
expense ratios as an example Mutual funds are the most common 
investment vehicles used to realize overnight returns on excess 
cash.  Treasury managers and investors often use short-term fixed 
income funds for tenors between overnight and six months.  

WHITE PAPER: THE GEARINGHOUSE™



Sweeping into a money market comes at a cost though, as the 
advisory, legal, accounting, audit, etc. fees are all charged to the 
fund and rolled up into the expense ratio.  These expenses reduce 
the return from the mutual fund assets, sometimes by a substantial 
amount.  

By utilizing the Gearinghouse™, investors will be able to capture a 
greater proportion of the interest available by cutting out the 
mutual fund middle-man. Below is a look at the spectrum of 
expense ratios as reported by the ICI (Investment Company 
Institute) for 2017:

MONEY MARKET FUND EXPENSE RATIOS
(Stated as percentages)

Groundbreaking Implications (Cont.)
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Funds in the short-term space present higher expense ratios as 
shown by Morningstar expense ratio category averages as of 
April 2018:
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Summary
In summary, 9th Gear’s Gearinghouse™ is a truly revolutionary 
marketplace for borrowers and lenders to meet. Access to 
previously unavailable exposures for lenders, enhanced 
liquidity for borrowers and the opportunity to boost cash 
management yields are three of the ways that 9th Gear 
improves how financial markets behave as the technological 
revolution in finance continues apace.
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Disclosure
This presentation is the property of 9th Gear Technologies, Inc. (the “Company”) and is strictly 
confidential. It contains information intended only for the person to whom it is transmitted. With 
receipt of this information, recipient acknowledges and agrees that: (I) this document is not 
intended to be distributed, and if distributed inadvertently, will be returned to the Company as 
soon as possible; (II) the recipient will not copy, fax, reproduce, divulge, or distribute this 
confidential information, in whole or in part, without the express written consent of the Company; 
(III) all of the information herein will be treated as confidential material with no less care than that 
afforded to its own confidential material. This presentation is for informational purposes.

The material in this presentation has been prepared by the Company and is general background 
information about the Company’s activities and customer offerings and is current as at the date of 
this presentation. This information is given in summary form and does not purport to be complete. 
Information in this presentation, including any forecast financial information, should not be 
considered as advice or a recommendation to investors, potential investors, customers or potential 
customers and does not take into account your particular investment objectives, financial situation 
or needs. Before acting on any information you should consider the appropriateness of the 
information. All transactions involve risk. This presentation may contain forward looking 
statements including statements regarding our intent, belief or current expectations with respect 
to 9th Gear’s businesses and operations, market conditions, results of operation and financial 
condition, specific provisions and risk management practices. Readers are cautioned not to place 
undue reliance on these forward looking statements. 9th Gear does not undertake any obligation 
to publicly release the result of any revisions to these forward looking statements to reflect events 
or circumstances after the date hereof to reflect the occurrence of unanticipated events. While due 
care has been used in the preparation of any forecast information, actual results may vary in a 
materially positive or negative manner. Forecasts and hypothetical examples are subject to 
uncertainty and contingencies outside 9th Gear’s control.
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