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WHITE PAPER / THE SOLUTION

Introduction
A key feature throughout the history of financial markets has been the 
ongoing reduction in the time required to complete a transaction from trading 
through to settlement.  Technology improvements have led the way with the 
most significant change being the conversion of document records from their 
original paper format to digital format.  The natural limit for this progression is 
real time trading and settlement, where a transaction’s terms are agreed and 
then settled immediately thereafter.

WHITEPAPER HIGHLIGHTS 
• Liquidity is a major factor in Foreign Exchange Markets
• Solving the payments liquidity issue in FX is the key to same day 

settlement
• The Gearinghouse has profound implications for the FX marketplace 

including on-demand liquidity, decreased capital requirements, a new 
lending product and lower costs

While the concept of the joint stock company (predecessor to today’s 
corporation) may date back as far as the Song Dynasty in China (960-1279), 
the first such entity recognized in the West was the Company of Merchant 
Adventurers to New Lands chartered in 1553 with 250 Shareholders, created 
to discover a northern route to China and the Spice Islands.1 However, it 
wasn’t until 1602 that the first stock exchange was formed in Amsterdam. 

It was here, where shares of the Dutch East India Company began trading 
that the concept of a stock market was born2.  Certificates were traded and 
trades recorded in a central ledger known as the “capital book”.  
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1 https://www.investopedia.com/terms/l/liquidity.asp

https://www.investopedia.com/terms/l/liquidity.asp
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Liquidity’s Impact on Foreign 
Exchange Markets
a) Definition of Liquidity
Investopedia has a very fine definition of the term liquidity with respect 
to markets: “Liquidity describes the degree to which an asset or security 
can be quickly bought or sold in the market without affecting the asset’s 
price.1” This concept is most often described by the width of the bid-ask 
spread for any given market.
The bid-ask spread is the price differential between the rate that the 
best seller is willing to offer the asset in comparison to the rate that 
the best buyer is willing to pay for the same asset.
As an example, the SPDR S&P 500 ETF (Ticker symbol SPY) is one of the 
most liquid equity contracts in the world and trades with a typical bid-ask 
spread of just 1 cent, which when viewed in percentage terms (its price is 
~$278.00) comes out to just 0.0035% of the price.  This price means 
that, for anyone interested in trading the contract, the transaction cost is 
minimal and parties are generally able to transact on either side with 
minimal difficulty in fairly large amounts.
b) Liquidity in the Current Market 
In the Foreign Exchange (FX) markets, the euro vs. US dollar contract 
(EURUSD) is by far the most liquid.  Given the vast size of the global FX 
market, with ~$5.1 trillion transacting each day according to the BIS2, 
EURUSD is clearly the most liquid contract of any type in the world.  As a 
comparison, a typical market price for EURUSD is spread at the fifth 
decimal place, and even there, is frequently just 0.00001 or 0.00002 
wide.  Taking the latter, that equates to a bid-ask spread of just 0.0017%, 
actually half the width of the SPY.

2 https://www.bis.org/statistics/d11_1.pdf



While there are certainly other types of contracts that exist with significantly 
less liquidity, these few serve as a marker for what counts as liquidity in the 
eyes of most market participants.

However, there is another type of liquidity that has a significant impact on FX 
markets and how they function: payments liquidity. 

Payments liquidity can be defined as the amount of funding available to 
complete transactions. 

c) The Current Time Gap Problem

Remember, every FX trade results in delivery of two currencies, and the 
delivering banks must have those funds available to successfully complete the 
trade.

Currently, the time gap between the agreement of trade details and the 
delivery of currencies is generally two days.  Historically, banks use that time to 
insure they have the appropriate funds available in order to make payments.  
This 2 day gap is the source of delivery risk, where one party may fail to obtain 
the necessary funding in order to complete any transaction—think of the clock 
and global time zones.  However, most of the large international banks, which 
are the key players in the FX market, are comfortable with taking significant 
delivery risk amongst themselves.  Their risk appetite for their clients depends 
specifically on each client’s individual circumstances.
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d) Efforts to Compress Trading/Settlement Timeline
Recent efforts to compress that typical trading/settlement timeline, from 
T+2 to T0, or same day delivery, have faltered because it turns out that the 
payments process, and more specifically, payments liquidity, is the key 
bottleneck in almost every instance.  While it is easy to transact 
electronically, with details determined and confirmed in seconds, the 
process of actually funding a trade and moving those funds appropriately 
still takes time.  And while there is currently a very small portion of the 
business that does settle in one day, or even on the same day as a 
transaction, those contracts are restricted by time zones and by the 
availability of funding that is not already otherwise engaged.  Thus in order 
to make a wholesale adjustment in the FX market to same day trading and 
settlement, more than just a new technology is required.  Arguably the 
more critical requirement is the new source of payments liquidity.   
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Technology and Financial 
MarketsTechnology continues to drive change in financial markets.  One of the 
most exciting new prospects is the advent of blockchain technology and 
its potential uses to help make financial markets both safer and more 
efficient.  Safety is enhanced by the immutability of the blockchain, which 
insures that once parties to the network agree a transaction has occurred, 
it is unable to be altered.  The consensus mechanism that defines 
agreement also contains the history of transactions, and thus network 
members will reject     any discrepancy with previous information.  The 
efficiency comes from the fact that given the much higher degree of 
confidence that information on the blockchain is absolute, payments 
problems and mistakes should trend toward zero, reducing the resources 
necessary for financial institutions to be able to insure each account is 
maintained according to its activity. 6
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a) Risk in the Current Market
But financial markets, especially principal markets where 
trading is on a bilateral basis and not cleared through a 
central exchange, continue to exhibit significant risks.  These 
systemic risks can be thought of as two broad types: delivery 
risk and credit risk.  The former, as mentioned above, is the 
risk that one party to a contract fails to deliver the promised 
asset on a timely basis, even though the other party has done 
so.  In this case, the risk is on the entire notional amount of 
the trade.  The latter is the risk that a counter-party declares 
bankruptcy while financial contracts remain outstanding, and 
so cannot perform on those contracts when they mature.  This 
second risk is often measured as the potential future loss that 
might arise and is typically calculated based on underlying 
assumptions about market volatility and the time remaining 
on the contract.
b) Technology and FX
Over the past several years, there has been a significant 
amount of effort expended on utilizing blockchain in the FX 
markets to help ameliorate both credit and delivery risks, 
although to date, no solution has gained widespread 
acceptance within the financial community.  (contd.)

Technology and Financial 
Markets (Cont.)
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Technology and Financial 
Markets (Cont.)
c) Technology and FX (contd.)
One of the key reasons for this lack of acceptance is the continuing effort by 
most of the new players to utilize some form of a cryptocurrency exchange 
within the FX transaction in order to effect the transaction.  In principle, the 
idea has been to convert one fiat currency into a cryptocurrency and then 
convert that cryptocurrency back into a different fiat currency.  The primary 
flaw in this system has been that by transacting through a third currency, in 
this case the cryptocurrency, increased volatility is added to the transaction, 
thus reducing the certainty of achieving a desired price, or worse, finding 
out there is insufficient liquidity available in the cryptocurrency to complete 
the transaction.  To keep things in perspective, average daily turnover in the 
FX market, as mentioned above according to the BIS, is $5.1 trillion.  At the 
same time, the entire cryptocurrency sphere, at its peak in December 2017, 
was valued at under $600 billion, with daily turnover a modest $30 billion3.  
Clearly, these volumes are insufficient to manage transactions in a market 
the size of global FX.
The second generation of attempts has opted for stable coins, 
cryptocurrencies that are theoretically supposed to maintain their price 
relationship to a fiat currency (typically the US dollar) based on their design 
and construction.  Either they claim to be backed on a one-to-one basis with 
dollars (e.g., Tether), or they have a different collateralized construction that 
is designed to offset any fluctuations of the underlying cryptocurrency by 
automatically adjusting the required collateral haircuts (e.g., Dai).  
But in either case, the problem remains that the financial markets, as they 
currently exist, are seeking efficiency and opportunity, not symbolic 
products spawned by an extension of economic theory, without a history of 
successful implementation.  Remember, financial markets are generally 
comprised of large institutions with strong histories, legacy procedures and 
fiduciary responsibilities to their clients.  As a group, they are unlikely to 
willingly expose themselves to the risks associated with entirely new 
technologies and economic concepts.  Decentralized currencies, while 
potentially the future, seem unlikely to offer solutions in the present.
3 https://coinmarketcap.com/historical/20171217

https://coinmarketcap.com/historical/20171217
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With this as background, it becomes clear that in order for FX markets to 
make the leap from the current T+2 trading timeline to the desired T0, same 
day trading/settlement, the most important feature of any process is that it 
provides sufficient payments liquidity in order to insure that all payments 
can be made on a timely basis.  The GearinghouseTM, 9th Gear Technologies 
new lending marketplace, sets it apart on the global FX stage.  The 
GearinghouseTM is a new marketplace where non-transacting third parties 
can offer their spare liquidity to the FX market for use in settling 
transactions on a real-time basis. We call this on-demand liquidity.  Cash-rich 
corporate treasuries, insurance companies, asset managers and generally all 
types of investors will be able to earn money by lending funds to FX trading 
counterparts that have not set aside the funding for a particular transaction.  
While banks certainly have significant funding capabilities, they also have 
significant funding obligations.  It is the latter half of this equation that 
becomes the sticking point with regard to payments liquidity.  Throughout a 
typical day, banks utilize their funds for numerous transactions, whether 
capital markets based or simple lending activities.  As such, they are 
unwilling to set aside any significant part of their available funding on the 
off-chance that they may need it to fund FX transactions.  However, the 
ability for banks to borrow the funds necessary to complete payments on an 
as-needed basis, repaying them on an extremely short time line, will open 
the door for those same banks to move to T0 trade/settlement. 
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The GearinghouseTM

In the wake of the numerous large Quantitative Easing programs that have 
been implemented by central banks around the world during the past 
decade, there is ample spare liquidity available in the market.  Consider the 
fact that the balance sheets of the Federal Reserve Bank, the European 
Central Bank and the Bank of Japan expanded from approximately $3.4 
trillion in January 2007, prior to the financial crisis, to approximately $14.3 
trillion as of October 2018.4 All that liquidity is seeking the best possible 
returns at all times.  The GearinghouseTM marketplace represents an entirely 
new venue for those funds to be put to work, thus solving two problems 
simultaneously.

§ Banks no longer need to set aside funding to make FX transactional 
payments, but can still trade and settle same day.

§ At the same time, lenders are able to earn excess marginal returns on 
their funds that would otherwise be sitting idle in most cases.

4 https://www.yardeni.com/pub/peacockfedecbassets.pdf

https://www.yardeni.com/pub/peacockfedecbassets.pdf
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Summarizing, the main impediment to the movement of the FX 
market from T+2 settlement to T0 trade/settlement is the lack of 
available funding by banks to effect all the transactions necessary.  
Currently, more than $5 trillion settles across all currencies each day 
(CLS Bank, the major settlement venue completes that much by 
itself).5 However, total available investable assets in fixed income 
products, as per the BIS, are measured at more than $100 trillion.6  By 
bringing this massive source of liquidity to the FX market, allowing 
use of funds with no FX exchange rate risk, 9th Gear has effectively 
removed the bottleneck preventing same day trading and 
settlement.

5 https://www.cls-group.com/products/settlement/clssettlement/

6 https://www.bis.org/statistics/totcredit.htm?m=6%7C380%7C669
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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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