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Dear Readers,
Dear friends of tokenization,

Following our discussions of structuring STOs and their success factors in 
the last two whitepapers, we are now going to delve deeper in the third 
part of the series, "STO 101: Anatomy & Context of Security Token Of-
ferings".

Tokenization offers many advantages on both the investor and issuer side. 
With the help of tokenization, for example, assets, rights and obligations 
can be digitally divided into individual fragments and thus made ac-
cessible to a larger group of investors. An important criteria for the 
subscription of a Security Token for potential investors is the possibility to 
trade this token on a secondary market.

This is the reason why in this part of our whitepaper series, we will deal 
intensively with the topic of secondary markets. The central questions 
to be answered in this whitepaper are as follows:

What is the current status quo of secondary markets for Security 
Token? 
Which market players are involved?
What are the ideal framework conditions for a functioning 
secondary market?
What are the legal frameworks?
And many more questions

In this part, we will discuss the topic together with experts from different 
areas of the blockchain ecosystem with their unique perspectives. 

We have invited banks, tokenization service providers, and other tokeni-
zation experts to contribute. We hope you find exciting insights and 
lessons while reading this whitepaper. As always, we welcome feedback, 
questions, and suggestions. Feel free to write to us at contact@21.finance.

Max Heinzle,
CEO 21.finance AG 

Founded in 2017, 21.finance AG 
offers financial intermediaries the 
possibility to create their own 
marketplace to distribute their 
products with its "Marketplace as 
a Service" (MaaS) software solu-
tion. With their own digital and 
legally compliant online shop for 
financial products, the customers 
of the fintech can optimize their 
sales channels to increase assets 
under management, reduce oper-
ational costs, acquire new custo-
mers and ultimately open up new 
revenue channels. With the white- 
label solution, they gain access to 
software and support services to 
offer their investors a fully digital 
and regulated investment experi-
ence. Learn more about 21finance 
at www.21.finance.

Max J. Heinzle holds an M.Sc. in 
Global Banking & Finance and is a 
long-time crypto/fintech entre-
preneur and investor. Through va-
rious positions with leading com-
panies from the banking and 
venture capital industry, he has 
gained extensive capital market 
experience. In 2015 he co-found-
ed OneCrowd Securities, a pio-
neer in crowdinvesting in Germany 
with a transaction volume of more 
than EUR 100 million and more 
than 90,000 registered users. In 
March 2017, he founded 21.finance 
AG. Max J. Heinzle is advisor and 
board member for the companies 
CLST, REVIX and Dcrypted.
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1 Blockstate: Das globale Ökosystem digitaler Wertpapiere. Access Date: 01.12.2021
2 Cf. Cointelegraph Research: Der Security-Token-Report. Access Date: 01.12.2021
3 Cf. The Tokenist: London Stock Exchange Completes First Test of Security Token Issuance. 
--.Access Date: 01.12.2021 
4 Cf. BTC-ECHO: Das Stuttgarter “Fort Knox für Bitcoin öffnet sich für Großkunden. 

Access Date: 01.12.2021
5 Cf. Deutsche Börse Group/ Commerzbank: Deutsche Börse und Commerzbank investieren 
--gemeinsam in neue digitale Marktplätze der Zukunft. Access Date: 01.12.2021
6 Cf. SIX Group: SIX Digital Exchange erhält aufsichtsrechtliche Genehmigung von FINMA. 
--.Access Date: 01.12.2021 

Introduction & Market Overview

The Börse Stuttgart Digital Exchange, as a 
joint venture of the Stuttgart Stock Exchange, 
Axel Springer, finanzen.net and the SBI Group, 
provides a regulated exchange for digital 
assets in accordance with the German Bank-
ing Act. The aim is to become Europe's leading 
trading center for digital assets such as 

For the tradability and complete adaptation of 
Security Tokens, it is elementary that liquidity, 
as one of the main advantages of Security 
Tokens, can be used in practice. For this pur-
pose, the subscribed token of an investor has to 
be tradable and able to be sold again.

bitcoin and Security Tokens.4

According to a press release from April 2021 
Deutsche Börse, in cooperation with Com-
merzbank and fintech company 360X, a 
marketplace for digital assets is established 
that will offer cryptocurrencies as well as 
tokenized assets for trading.5

The Swiss SIX Group is working with its sub-
sidiary SIX Digital Exchange on a platform for 
digital securities. In September 2021, the 
company received FINMA's regulatory ap-
proval for the launch of a "fully regulated, 
integrated trading, settlement and custody 
infrastructure based on distributed ledger 
technology for digital securities."6

This is done for traditional securities by means of 
a secondary marketplace. Blockstate defines 
the term secondary market as follows: "Secon-
dary markets are platforms that offer investors 
the possibility to buy and sell their tokens on 
trading platforms".1

Internationally, market participants such as 
banks, traditional exchanges, startups and cry-
ptocurrency exchanges are working on secon-
dary markets for Security Tokens.2

If you look at the European market in more 
detail, there are several initiatives to implement 
the tradability of Security Tokens currently under 
development, as the following examples show:

At the London Stock Exchange, a Security 
Token platform is being developed as a tra-
ditional stock exchange. At a test subscrip-
tion in 2020, tokenized shares of the startup 
20/30 were successfully traded on the LSE's 
Turquoise equity trading service.3
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7    Cf. Finextra: Digital securities exchange Archax picks Scila for AML and surrveilance tech. 
---Access Date: 01.12.2021
8    Cf. Sygnum: the world`s first bank to offer end-to-end tokenizazion with launch of 
      Desygnate solution. Access Date: 01.12.2021
9    Cf. Netzwoche: Die erste regulierte Krypto-Börse der Schweiz startet. 
---Access Date: 01.12.2021 
10  Cf. Finnews.ch: BEKB auf dem Sprung mit Digitalbörse. Access Date: 01.12.2021

According to Archax, a London-based com-
pany, Archax built the first digital securities 
exchange where various cryptocurrencies 
and digital securities can be traded world-
wide. Archax is regulated by the FCA in 
London.7

Switzerland-based Sygnum Bank unveiled 
SygnEx, a regulated trading system for dig-
ital assets, in  late  2020.8

The examples make it clear that the infrastructure for the tradability of Security Tokens is deve-
loping and it can be assumed that this development will continue in the future.

Together with experts from the industry, we take a closer look at the secondary market for Security 
Tokens and record which conditions are still missing to further accelerate the development, who the 
relevant participants in secondary markets are or would be, and what characterizes the "ideal" 
secondary market. These experts are briefly introduced below.

Dr. Thomas Nägele, law firm NÄGELE Rechtsanwälte LLC

The law firm NÄGELE Rechtsanwälte LLC has profound experience in the analysis of token-based 
business models and has assisted numerous clients in the preparation of an STO, in particular with 
regard to the legal structuring or the preparation of an offering memorandum or securities pros-
pectus in accordance with the European Securities Prospectus Regulation (Regulation (EU) 
2017/1129). Founding partner Dr. Thomas Nägele has been dealing with cryptocurrencies, bitcoin, 
tokens and all legal issues related to blockchain technology since 2011 and has also been providing 
related legal advice since the firm was founded in 2015. In 2016, Dr. Thomas Nägele was appointed 
to the government's working group on the TVTG (Token and VT Service Provider Act). In a detailed 
article, he describes the status quo and outlook from a legal perspective.

In early 2021, Geneva-based startup Taurus 
received a license from the Swiss financial 
market regulator for Taurus Digital Exchange 
(TDX), a trading platform for cryptocurrencies 
and other crypto assets.9

Berner Kantonalbank (BEK) opened its trading 
platform for digital assets in 2021. For this 
purpose, the bank is working with Hypothekar-
bank Lenzburg and the Swiss company 
Daura.10

https://www.finextra.com/pressarticle/90441/digital-securities-exchange-archax-picks-scila-for-aml-and-surveillance-tech
https://www.insights.sygnum.com/post/sygnum-first-bank-to-offer-end-to-end-tokenization-with-desygnate-platform
https://www.netzwoche.ch/news/2018-06-14/die-erste-regulierte-kryptoboerse-der-schweiz-startet
https://www.finews.ch/news/banken/47490-bekb-smex-token-daura-hypi-krypto
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Maximilian Portenlänger, Bankhaus von der Heydt
Bankhaus von der Heydt is considered one of the oldest private banks in Europe and also a pioneer 
in blockchain. As Head of Securitization, Maximilian Portenlänger has been committed to the 
application of disruptive technologies in finance for years, with a particular focus on blockchain 
technology. In this whitepaper, he describes potentials for the tradability of Security Tokens with a 
focus on the legal classification.

Tim Stockschläger, Fintech and Token expert
Tim Stockschläger has been working on blockchain technology and its implications for many years. 
He has already published several papers on this topic, including the book "Security Token 
Crowdfunding". In a detailed article, he describes various aspects regarding the establishment of 
Security Token secondary markets with a special focus on the developments in Liechtenstein.

Nicolas Weber, Amazing Blocks
Amazing Blocks offers solutions for tokenization projects of all kinds, e.g. cars and real estate. 
Nicolas Weber, podcast author and speaker, has already managed various projects from the 
beginning as Head of Business Development, invests in blockchain projects himself and regularly 
talks to experts in his podcast. In the article, he gives an outlook on the potential of a Security 
Token secondary market, describes possible hurdles and potential market participants.



account is the biggest obstacle to the development of a secondary market for 
Security Tokens."

Dr. Thomas Nägele
"The posting requirement in the central securities depository's securities 

Rohstoffe, Fonds und Derivate im Überblick. inkl. virtuelle Währungssysteme (Blockchain, ICO, 
Bitcoin, Ethereum und andere Kryptowährungen), 2019, S 7.

13 Cf. RL 2014/65/EU des Europäischen Parlaments und des Rates vom 15. Mai 2014 über Märkte für 
Finanzinstrumente sowie zur Änderung der Richtlinien 2002/92/EG und 2011/61/EU Text von 
Bedeutung für den EWR, ABl. EG 2014/173, 349.

14 Therefore, for example, in the case of public offerings of such tokens, esp. the prospectus 
- -.requirements are to be examined. Cf. Langer/Nägele, Blockchain- und tokenbasierte  ---
---Unternehmen in Liechtenstein, IWB 2018, 1 (4).
15 Cf. Kumpan in Schwark/Zimmer, Kapitalmarktrechts-Kommentar. Börsengesetz mit 

Börsenzulassungsverordnung, Wertpapierprospektgesetz, Wertpapierhandelsgesetz, 

important that the technical innovations are 
not hindered by the regulatory circumstances. 
The attractiveness of Security Tokens as a 
financing instrument (primary market) also de-
pends on whether they can be exchanged for 
conventional or virtual currencies on a regu-
lated secondary market.

Secondary markets are all stock exchange and 
over-the-counter markets that are used for the 
circulation of securities already issued - on the 
primary market - through repeated securities 
issued on the primary market sales trans-
actions. The most relevant markets are still the 
stock exchanges.11 They fulfill important eco-
nomic functions by providing liquidity, raising 
capital, valuing the securities traded and act-
ing as a barometer for economic activity and  
industry.12

The secondary market for Security Tokens is 
currently in the process of formation. How it is 
organized depends to a large extent on the 
supervisory law. The trading, clearing and 
settlement of Security Tokens through the use 
of DLT systems raises many new questions 
from a regulatory perspective. For example, it is 

Since Security Tokens are classified as secu-
rities, and thus as financial instruments accor-
ding to Annex I, Section C of MiFID-II13 they are 
subject to the same rules as traditional financial 
instruments.14 The regulatory framework sur-
rounding securities issuance and trading, how-
ever, was established long before the deve-
lopment of DLT systems for the traditional 
financial market. For Security Token service 
providers, these hurdles are usually (too) high 
and not appropriate given their business model, 
as there are regularly other or fewer risks to be 
addressed by regulation. In the following, it is 
therefore necessary to describe the process of 
a financial market transaction on the basis of 
three phases: 

Conclusion of the transaction ("trading") 

Clearing of the transaction ("clearing") 

Settlement of the transaction ("settlement")15

Today, securities are usually no longer physi-
cally handed over for the transfer of ownership, 
but the transfer is completed by electronic 
account postings.16

1

2

3

11 Cf. Buck-Heeb, Kapitalmarktrecht, 2019, Rn. 74.
12 Cf. G. Leser/G. Leser/Habsburg-Lothringen, Finanzinstrumente - Aktien, Anleihen, 

Wertpapiererwerbs und Übernahmegesetz (KMRK),2019 § 21 BörsG, Rn. 3.

16 Schwarz Globaler Effektenhandel. Eine rechtstatsächliche und rechtsvergleichende Studie zu
Risiken, Dogmatik und Einzelfragen desTrading, Clearing und Settlement bei nationalen und
internationalen Wertpapiertransaktionen, 2016,29f.
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17 Cf. Patz, BKR 2019,441.

18 Cf. Kumpan in KMRK § 21 BörsG, 4.

19 Cf. Kumpan in KMRK5 § 21 BörsG, Rn. 7.

20 Cf. Zur Entwicklung eines buchungsgestützten Effektensystems Schwarz Globaler 

---Effektenhandel. Eine rechtstatsächliche und rechtsvergleichende Studie zu Risiken, 

---Dogmatik und Einzelfragen des Trading, Clearing und Settlement bei nationalen ---- 

---und internationalen Wertpapiertransaktionen 2016, 27ff.  --  

21 Cf. Kumpan in KMRK5 § 21 BörsG, Rn. 6.
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Customer A gives his Bank A (custodian bank) an order to purchase a security. Bank A, as commission 
agent, forwards the order to an exchange in its own name. The trading venue looks for a suitable 
counterparty or a suitable order and brings them together (trading). The transaction successfully 
completed on the trading venue is settled (cleared) and reported to the central securities depository. 
Since the seller has his securities account at Bank B and the security in question therefore changes 
hands from the CSD's point of view, the CSD posts the security in the account posting system from 
Bank B's account to Bank A's account (settlement). Bank A issues a securities account credit to the 
buyer corresponding to his securities holdings, and Bank B issues a securities account debit to the 
seller. If the buyer and seller are customers of the same depository bank, the bank can execute the 
securities transaction without the intervention of the central securities depository.17

Sequence of a classic securities transaction

Clearing is understood by Art 2 No. 3 EMIR as the process of creating positions, including calculating net 
liabilities, and ensuring that financial instruments, cash or both are available to hedge the risk arising 
from these positions.18 Clearing includes all technical processes for settlement: the transmission and 
reconciliation of trade data, the netting of offsetting delivery obligations and delivery entitlements, 
and the determination of collateral obligations. To minimize counterparty risk (especially insolvency 
risk), central counterparties often take over the clearing process in securities trading (phase 2).19

Settlement by means of central counterparties (clearing)

Phase 3, called settlement, plays a major role in the secondary market for Security Tokens. In this 
process, the trades concluded in phase 1 and settled in phase 2 are fulfilled. The actual delivery20 of 
the trades takes place in the classic secondary market by means of the corresponding custody 
account transfers. The custodian banks involved receive data from the central counterparty in the 
form of electronic lists of the trades to be settled, check the customer custody accounts, and release 
the transaction for settlement. The central securities depository makes the necessary transfers and 
prepares an actual delivery report or settlement list.21

The settlement phase of the transaction (settlement)
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22 Cf. ErwG 1 CSDR.
23 Cf. Patz, BKR 2019, 435 (440).
24 Cf. Art 3 Abs 1 iZm Art 76 Abs 2 CSDR.
25 Cf. Art 3 Abs 1 CSDR.
26 Cf. Buck-Heeb Kapitalmarktrecht, 2019, 7 ff.
27 Cf. Patz, BKR 2019, 435 (441).
28 Cf. SET 20.12.2019 – Digital Asset Programme, 13.
29 Cf. Nägele, Der Sekundärmarkt für Security Token, 2020, 48. 
30 Cf. SET 20.12.2019 –Digital Asset Programme, 16f.
31 Cf. Nägele, Sekundärmarkt für Security Token, 51.
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In any case, the roles in settlement and custody 
will change.30 However, FIAT currencies in tokeni-
zed form would be a prerequisite for exploiting 
the potential for efficiency gains or minimizing 
risks through the use of DLT systems:31 Only in 
this way would trading pairs with FIAT currencies 
be possible without the involvement of interme-
diaries. Whether these FIAT tokens are issued by 
central banks or e-money institutions is of se-
condary importance. This necessary function is 
already possible in the legal framework.

In addition, new roles would be needed in a 
secondary market for Security Tokens, in parti-
cular for the "custody of tokens" and the assign-
ment of the identity of users of the DLT system. 

Role-based  regulatory  approach 

The systems of regulated intermediaries are 
shaped by the regulatory objectives of capital 
market law: functional protection, investor pro-
tection and financial market stability.26 Since 
each of the centrally organized intermediaries 
maintains its own data pool and operates mainly 
bilaterally, attempts are being made at the 
European level to improve efficiency in (cross-
border) settlement.27 DLT technologies, on the 
other hand, are based in particular on the fact 
that users can directly access the DLT system 
(the same database) using the same stan-
dards.28 If all participants use the same system, 
matching in the true sense of the word is no 
longer necessary.29

In the post-trading phase, therefore, CSDs - in addition to central counterparties - play an essential 
role. This should be seen against the background that, according to the considerations of the Central 
Securities Depository Regulation (CSDR), central securities depositories (CSDs) and central coun-
terparties are supposed to safeguard the financial markets and give market participants confidence 
that securities transactions will be executed in an orderly and timely manner.22

For the trading of transferable securities - thus also Security Tokens - the CSDR23  standardizes 
the obligation that these securities are booked in the securities giro. As of 01.01.2023, this obligation 
applies to transferable securities issued after 01.01.2023. From 01.01.2025 it will apply to all 
transferable securities.24 The entry has to be made - also for Security Tokens - by immobilizing the 
securities or from the outset by issuance in dematerialized form.25

This obligation to book-entry securities in book-entry form is arguably the biggest challenge facing 
the secondary market of Security Tokens. Currently, there are no central securities depositories in the 
EEA that offer their services for Security Tokens. The question is whether this will be the case in the 
future, or, whether this central depository function will be provided by the DLT system itself, especially 
since the posting obligation, in contrast to the classical world, would not bring any increase in 
efficiency, but - on the contrary - would rather destroy the potential for efficiency gains.



1

2

3

Security Token Offerings: Anatomy & Context

32 Cf. Kumpan in KMRK5 § 21 BörsG, Rn. 6.
33 Cf. ErwG 1 CSDR.
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Transferable securities traded on DLT-based 
multilateral trading facilities would not need 
to be recorded at a central securities depo-
sitory ("CSD"), i.e., booked into the securities 
account.

Investors can be admitted to DLT market 
infrastructures without intermediaries. 

Transactions can be made using DLT-based 
payment systems such as e-money tokens. 
The transfer of money and securities at the 
same time (delivery vs. payment).

The goal of this regulation is precisely to remove 
barriers to the implementation of blockchain and 
distributed ledger technology (DLT) in financial 
market infrastructures. The pilot regulation is a 
"sandbox" (or controlled environment) approach 
that allows for deviations from the rules gover-
ning the trading and settlement of MiFID finan-
cial instruments. Among other things, the follow-
ing exceptions are possible:

DLT systems are mostly pseudo-anonymous, so 
with regard to combatting money laundering 
and terrorist financing, the identity of the natural 
or legal person acting on the DLT system must 
be traceable. So, what needs to be ensured by 
an additional function is the connection of the 
legal entities to the rights assignment system of 
the DLT system. Each party must identify itself in 
advance. This could also take the form of an 
electronic proof of identity in accordance with 
the eIDAS  Regulation.32

In addition, it is conceivable that central secu-
rities depositories for the secondary market will 
now take on special token custody tasks. Each 
regulated CSD would, for example, be respon-
sible for Security Tokens registered with it and 
could thus also book these Security Tokens for 
other CSDs (CSD links).

Against the backdrop of the obligation to book 
Security Tokens in the securities clearing and 
deposit system as of 2023, the question arises as 
to how the secondary market for Security Tokens 
will be organized and what role central securities 
depositories will play.

EU Pilot Regime for DLT-based 
Market Infrastructures

The problem just described of the obligation to 
book in the securities giro at the central se-
curities depository has also been recognized by 
the European Commission and has been solved 
by a proposal within its Digital Finance Package, 
even if only as a pilot regime.

For this reason, the so-called DLT-MTF pilot 
regime33 is very welcome. Particularly with re-
gard to the development of a secondary market 
and to promote the dissemination of DLT in the 
trading and post-trading sectors, the pilot re-
gime is intended to enable regulated institutions 
to establish a DLT-based infrastructure for tra-
ding, custody and settlement of securities. 

Conclusion

The hurdles of the regulatory framework created 
for the classical regulatory framework are not ap-
propriate for the token economy. The obligation 
to book in the securities giro of the central secu-
rities depository is the biggest obstacle to the de-
velopment of a secondary market for Security To-
kens. A solution to this challenge has already 
been envisaged by the European Commission. 
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Dr. Thomas Nägele

Dr. Thomas Nägele, founding partner of NÄGELE Rechtsanwälte GmbH, holds a Master of Laws and 
Financial Markets and a PhD from the University of Liechtenstein, as well as law degrees from the 
Universities of Vienna and Sankt Gallen. He has been involved with cryptocurrencies, bitcoin, tokens 
and all legal issues related to blockchain technology and has also been providing related legal 
advice since founding the firm in 2015. The wide scope of application of this technology raises 
numerous new legal issues. As president of the CRYPTO COUNTRY ASSOCIATION, he supports 
crypto and blockchain projects in the country of Liechtenstein. In 2016, Dr. Thomas Nägele was 
appointed to the government's working group on the TVTG (Token and VT Service Provider Act). 
Since 2017, he has also been a lecturer in IT law at the University of Liechtenstein. Dr. Thomas 
Nägele has published various papers, including the book "Blockchain rules" in collaboration with 
Piska and Völkel, "Secondary Market for Security Token" and "The Legal Nature of Tokens under the 
Liechtenstein TVTG with Special Consideration of the Token Container Model (TCM)".

The law firm NÄGELE Rechtsanwälte GmbH, Vaduz specializes in business law issues in private and 
public law, in particular blockchain/DLT, IT, internet, telecommunication, corporate, capital mar-
kets, labor, contract and property law. NÄGELE Rechtsanwälte's clients include international com-
panies, banks, SMEs and family businesses from the region, as well as private individuals and public 
institutions. NÄGELE Rechtsanwälte GmbH has extensive experience in the analysis of token-based 
business models and has assisted numerous clients in the preparation of an STO, in particular with 
regard to the legal structuring or the preparation of an Offering Memorandum or securities 
prospectus in accordance with the European Securities Prospectus Regulation (Regulation (EU) 
2017/1129).



Security Tokens are transferable and funda-
mentally tradable assets that are digitally 
mapped via a blockchain and embody debt 
claims/rights against the issuer that are com-
parable to shares or bonds. Fixed or variable 
interest claims are often linked to Security To-
kens. They offer the possibility to invest in a 
wide range of assets or participate in their 
performance.

This is currently still a very young market, which 
is still in the early stages of its development. For 
further growth, the tradability of the Security 
Tokens and additional legal framework condi-
tions are desirable.

The tradability of Security Tokens is ensured via 
a liquid secondary market. This is an essential 
step to make the assets attractive for a broad 
range of investors. The ability to trade Security 
Tokens in a liquid trading setup is of particular 
importance for their acceptance. Already to-
day, Security Tokens can be traded on peer-
to-peer platforms.

In addition, there is the possibility of trading 
Security Tokens via centralized providers. Here 
licensed proprietary traders provide the corres-
ponding liquidity.

In this case, Security Tokens can be traded in 
exchange with the liquidity provider. Genuinely 
regulated marketplaces in the form of multi-
lateral trading facilities (MTFs) for Security To-
kens do not yet exist in Germany.

Security Tokens are securities in the legal re-
gime, but not in the sense of German civil law. 

Security Tokens are not recognized as pro-
perty and are therefore not subject, for exam-
ple, to the good faith protection when acqui-
red from a non-entitled party.

For this reason, the protection afforded to 
investors under civil law in the transfer is 
therefore reduced in comparison with a 
traditional security. For the classification of 
Security Tokens as securities under civil law, the 
issuance of a physical security certificate is 
required. According to the Federal Ministry of 
Justice and Consumer Protection, this paper 
document is "the connecting factor for the 
transfer" and it serves, among other things, to 
the protection of potential purchasers in the 
market".3 4

In the "dematerialization" of securities, an ade-
quate replacement must therefore be found for 
the previous securities certificate. Due to the 
high relevance of the "dematerialization" of 
assets, the Electronic Securities Act (eWpG) has 
also been passed. This law regulates the 
issuance of bearer bonds and unit certificates 
in investment funds without a certificate and 
ensures legally secure acquisition of the security 
through entry in a digital register. To ensure the 
protection of investors, the maintenance of a 
securities register is subject to financial market 
supervision. 

According to the eWpG, an electronic security 
is equivalent to a traditional security and inves-
tors benefit from the same transfer protection. 
Depending on whether the electronic security 
will be registered in a central register or a cryp-
to securities register, the corresponding security 
will be referred to as a central register security 
or crypto security.

Wertpapieren. December 2020 

Maximilian Portenlänger
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"For higher institutional adoption of Security Tokens, 
tradability is key."

https://www.bmjv.de/SharedDocs/Gesetzgebungsverfahren/DE/Einfuehrung_elektr_Wertpapiere.html


From the structuring of these assets, custody 
according to the highest security standards to 
efficient payment processing, investors can 
benefit from a one-stop-shop solution. In addi-
tion, Bankhaus von der Heydt together with its 
partners also acts as a liquidity provider and 
thus already offers a form of a secondary mar-
ket for Security Tokens today.

Since crypto securities are also securities in the 
civil law sense and enjoy good faith protection 
under property law, the Electronic Securities Act 
may allow crypto securities to be traded ef-
ficiently in the future. This will support the broad 
acceptance of crypto securities. 

Bankhaus von der Heydt is one of the leading 
banks in Germany that already offer compre-
hensive solutions for Security Tokens and will 
also offer solutions for crypto securities in the 
future. 

DISCLAIMER

Bankhaus von der Heydt GmbH & Co.KG (VDH) is not responsible for the accuracy of the information. The presentation does 
not contain any recommendations to buy or sell crypto stocks and is also not to be understood as a market or product anal-
ysis, but only reflects the subjective perception of VDH.
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Bankhaus von der Heydt was founded in 1754 and is one of the oldest private banks in Europe. In addi-
tion to the headquarters in Munich, there are further locations in Frankfurt and Luxembourg. The fully 
regulated bank specializes in asset structuring and servicing, with a particular focus on blockchain 
technology and digital assets. As a tech bank, Bankhaus von der Heydt occupies a leading position 
in Germany.

Maximilian Portenlänger

Maximilian Portenlänger is Head of Securitization at the von der Heydt Group and Chairman of the 
Securitisation Task Force of the LuxCMA. He is committed to the application of disruptive technolo-
gies in the financial sector, focusing on blockchain technology and asset tokenization. Maximilian 
Portenlänger holds a Master of Science (M.Sc.) in Management & Technology from the Technical 
University of Munich.
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While some of these trading venues carried a 
brief valuation of the companies/tokens, in 
principle, almost any token could be listed - 
there wereno legal specifications, requirements 
or supervision. Anyone could buy and sell these 
tokens at low transaction costs, with virtually no 
minimum investment and from anywhere in the 
world. How can these technical advantages be 
transferred into a regulated environment, and 
what challenges arise in the process? Com-
panies can issue tokens for financing and then 
sell these tokens on a (decentralized) trading 
venue for secondary trading. 

Liquidity

Anyone who has ever wanted to acquire a 
share knows how strongly prices can be mani-
pulated with a buy or sell order. Supply and 
demand are not always constant, and trading 
volumes can quickly come to a standstill during 
crises. We have looked at the volume of Se-
curity Tokens in Europe. Here we have con-
sidered all Security Tokens which, according to 
their own statements, classify themselves in this 
way, without going too deeply into the subject, 
what are objectively security vs. utility tokens in 
the sense of regulation (e.g., Howey Test). The 
volume of self-declared Security Tokens, es-
pecially in Europe, is often in the single-digit 
million range. In comparison, the market ca-
pitalization of small caps in regular stock ex-
change trading is many times higher. From this, 
it is easy to see the challenge for liquid trading 
when regular second-line stocks already show 
too little liquidity in some cases. 

Tim Stockschläger
“Regulation remains the greatest challenge.”

Anyone who hears about blockchain and finan-
ce today primarily thinks of cryptocurrencies. 
The field of digital securities is still in its infancy. 
The advantages are obvious:

However, the supply of corresponding digital 
trading venues for such securities or Security 
Tokens is still very limited or de facto non-exis-
tent.

Why is that? This is the question we will look at.

After the hype surrounding ICOs (Initial Coin 
Offerings) in 2017 and 2018, disillusionment ini-
tially set in, as many token holders lost their 
funds or the companies simply disappeared. 
ICOs were also never intended as investments 
but were used by many people for that pur-
pose. The technical possibilities of ICO have 
shown that there is a lot of interest in trading 
digital assets. So how about using these tech-
nical innovations for legally compliant securities 
and other digital assets? While the trading of 
normal tokens is very simple and not very so-
phisticated due to a lack of regulation, a 
comparable trading of Security Tokens or digi-
tal assets has not yet been established. What 
has made ICOs so successful - at least for a 
short time - is precisely the following idea:
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Fewer intermediaries mean fewer fees for 
all market participants

More efficient transactions

Round-the-clock tradability and much more



Fig. 3: Legal compliance leads to low profitability for 
Security Token secondary markets

The costs would therefore have to be recovered 
through a listing or trading fees. In addition, 
there are the general costs for marketing, 
operation, technical development, etc. For this 
reason, the operation of a trading platform, 
which complies with the usual regulation is 
often only interesting for larger volumes. The 
much-cited idea that Security Tokens are a 
lucrative alternative for startups and smaller 
SMEs cannot be supported from the perspec-
tive of tradability. In fact, a regulated trading 
exchange for genuine Security Tokens would 
have to comply with the same regulations as a 
traditional securities exchange. If this was the 
case, many of the reasons for using a Security 
Token would fall aside.

Profitability
In addition to liquidity, profitability is also a 
critical factor for success. Centralized trading 
venues that want to trade Security Tokens (or 
digital assets) fully in the legal sense would pro-
bably also have to fully comply with the regu-
latory requirements at present (i.e. MiFID II, etc.). 
These requirements imply a very high bureau-
cratic effort. A high level of bureaucracy in turn 
means high administrative costs, which would 
have to be passed on to the individual tokens.

Customer verification (KYC)
As a rule, regulators (i.e. supervisory authorities) 
require identification from each investor by 
means of picture or video identification. A po-
tential investor must identify himself by video. 
This is done at most traditional banks and mar-
ketplaces via external service providers who 
take over the digital identification, e.g. via vi-
deo. Once identified, an investor can only invest 
on the platform or with the provider. The iden-
tification is important for compliance with regu-
lations to combat money laundering and terro-
rist financing.

Depending on the country, the platforms must 
meet different requirements for identification. 
This is one of the major differences between re-
gulated Security Tokens and traditional ICOs, 
where the token holder is not known. This also 
results in a technical challenge of why Security 
Tokens are not so easily tradable. There is a 
lack of uniform standards to sell a Security To-
ken on a trading venue and at the same time to 
ensure that the potential buyer has also under-
gone authentication. Furthermore, it is often not 
sufficient if the buyer is only identified, but, 
depending on the jurisdiction, the personal da-
ta must also be communicated to the company 
issuing the token. There is currently a lack of 
technical protocols in this case.

One way to decentralize the service would be 
that ID providers are listed for one platform and 
pay for each identification would receive a fee 
for each transaction. However, this would mean 
that an investor would have to pay for this 
identification. The provider would then issue a 
kind of "verifiable credential", which is used for 
identification purposes. Such a "verifiable cre-
dential" could be in a JSON data format and 
would thus be relatively easy to transfer 
between different platforms and could be 
interpreted platform-independently. The de-
velopments in the area of "verifiable creden-
tials" is an exciting topic that will facilitate 
decentralized trading in the future.
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Provided MiCa is adopted, it will apply directly  
to all EU member states and companies wishing 
to offer services in the EU. MiCa is therefore 
intended to provide secure access to crypto-
currencies and tokens and enable innovative 
technologies in a legal framework.

Germany has also taken an important step in 
regulating digital securities with the Electronic 
Securities Act (eWpG) that has been introduced. 
Tokenized bearer bonds, for example, can be 
entered into an electronic securities register and 
thus "dematerialized." Issuers are thus given an 
alternative to the physical securities certificate, 
which greatly facilitates the trading of digital 
securities. 

The Principality of Liechtenstein independently 
promoted technology-neutral legislation at an 
early stage, making it a favored location in 
Europe for blockchain startups. With the much-
cited Token Law (TVTG), Liechtenstein has intro-
duced legal certainty for tokenized assets: civil 
law for tokens, creation of digital securities (sha-
res, bonds, fund units etc.), and also the seg-
regation of tokens in the event of bankruptcy. 
The treatment in case of bankruptcy is still 
pending in many countries and is crucial for 
many investors, as token issuers can not simply 
disappear, as has unfortunately happened in 
the past.

Nevertheless, even in Liechtenstein, automatic 
trading is not (yet) quite so easily possible. One 
reason for this is explained by Thomas Dünser 
(Head of the Staff Office for Financial Center 
Innovation in Liechtenstein) as follows: 
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Regulation remains the 
greatest challenge
There are already many countries that have set 
themselves the task to find a regulation for 
blockchain applications, and are already in the 
process of implementing it, or have already 
established certain regulations. Unfortunately, it 
does not currently look as if there will be much 
change for smaller SMEs in the short term. In 
short, the rules in Europe will remain as they are 
known from regulated share trading. But let's 
look at the regulatory challenges in detail. 

The reason for this is simple: the digital secu-
rities (or Security Tokens) fall under the regu-
lation of the corresponding classic securities or 
financial instruments under MiFID II (Directive on 
Markets in Financial Instruments) in many coun-
tries. This is understandable, as the Security To-
kens are meant to represent securities. This was 
just a differentiating feature between Security 
Tokens and Utility Tokens. The latter did not 
claim to convey legal certainty. For this reason, 
financial market laws for trading venues are 
generally applicable to the transfer of Security 
Tokens.

MiFID II also requires a legal entity to be the 
manager for the trade, so a decentralization for 
a digital securities marketplace seems un-
realistic at present. These legal entities (firms) 
must be authorized to trade within the frame-
work of MiFID II. The regulation in turn has the 
consequence that certain reporting guidelines 
(e.g. insider trading) must be adhered to, and 
continuous audits take place. This is likely to be 
the case with a fully decentralized system. For 
issuers of a Security Token sales on a regulated 
market are often subject to publication requi-
rements, so that (analogous to the stock ex-
change) quarterly figures, ad-hoc news, etc. 
must be published accordingly. This can affect 
"smaller" companies without a dedicated in-
vestor relations department that can quickly 
become overwhelmed.

The European Commission's proposal to Regu-
lation of Crypto Asset Markets (MiCA) is a regu-
latory framework that has been developed to 
help regulate the currently uncovered crypto 
assets and their service providers in the EU and 
to establish, by 2024, a uniform licensing system 
across all Member States. 

"In Europe, a central securities depository is 
necessary. Depending on the implementation 
of the token trading venue a central securities 
depository is not necessary from a technical 
point of view, i.e., its core functions are per-
formed by the blockchain fulfilled directly. An 
existing central securities depository would 
have to introduce a completely new system 
for Security Tokens, which is associated with 
high costs and regulatory uncertainties. The 
requirements for a new central securities de-
pository on a blockchain basis are very high 
and not worthwhile for most projects." 



At the end of the day, if the same rules apply to 
smaller SMEs for digital securities on the block-
chain as they do for publicly traded corpora-
tions, where are the benefits of digital tokens? 
The answer is, as of today, unfortunately, still 
sobering. Thomas Dünser explains: 
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Bulletin board platforms are platforms which 
technically enable the trading of Security To-
kens. The difference to automated trading is 
that the participants have to find a concrete 
trading partner - like at a flea market. A seller 
shows his available goods (tokens) and a buyer 
can see them and buy them if he wants. This 
allows, at least in a certain framework, the 
trading of Security Tokens, but automation is a 
critical component for the further development 
of the industry.

A fully automated stock exchange 
with legal exemptions

It is understandable that legally the same rules 
apply if investors are to receive the same securi-
ties (as on the stock market). So basically, as 
Thomas Dünser says, "same business, same ru-
les" applies. 

However, to ensure that smaller companies also 
benefit from automation, countries could create 
exceptions. Here, the technical possibilities and 
investor protection must always be weighed 
against each other. A recent amendment in the 
European Union, for example, considerably ea-
sed the documentation requirements for crowd-
funding projects below EUR 5 million (depen-
ding on the country). Under certain conditions, 
companies can be partially exempted from the 
comprehensive (and thus also expensive) docu-
mentation obligation.

A corresponding exemption for a trade of Secu-
rity Tokens up to certain thresholds would be a 
conceivable option.

One reason that speaks against this is still 
investor protection. Many projects have collec-
ted money from investors, but then relatively 
quickly disappeared from the market, much to 
the annoyance of (private) investors. For this, un-
derstandable, reason, it makes sense not to in-
terpret the exceptions too generously. After all, 
the focus of such an exemption would be pri-
marily on small companies with a low turnover.

So here we are talking about very young com-
panies or even startups. In the case of startups, 
the situation is aggravated by the fact that 
statistically speaking, many go out of business 
within five years, which means a high risk of loss 
for investors. This is unfortunately experienced 
with (too) many projects with the acceptance of 
blockchain technology for such processes.

In many cases, startups were able to raise funds 
too easily. So it always remains a balancing of 
technical possibilities and legal framework con-
ditions. Alternatively, digital securities would be 
conceiveable for smaller (established) SMEs that 
are perhaps "only" planning a capital increase or 
would like to raise borrowing. This would be a 
possible first step to establish trading platforms 
in a secure framework and to expand it ac-
cording to the experience gained.

“In active secondary trading (according to 
MiFID), there are actually few advantages at 
present. The cost advantages are offset a-
gain by the requirements for intermediaries. In 
the case of bulletin board platforms, the ad-
vantages are definitely available, but with a 
limited trading functionality. ” 



Tim Stockschläger

Tim Stockschläger has been involved with blockchain technology and its applications for many 
years. After holding various positions at leading banks in Germany, he moved to the fintech in-
dustry, where he gained experience in fintech communication as Head of Marketing & Commu-
nication at io-Market and as Chief Marketing Manager at edeXa. Since 2018, Stockschläger has 
been advising companies from various industries at Finbiz in the area of Crowdfunding/ Token 
Sales, Investor Relations and Marketing. Together with Dino Heinert, he has published the book 
"Security Token Crowdfunding".
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Outlook

There are already the first providers who want to implement shareholder meetings, voting and 
documentation on the basis of DLT. The move is intended to increase both transparency and efficiency. 
This would also have advantages for listed companies. In a final step, it would then be easier to link 
trading with various services, for example, and shareholders would be able to participate directly in 
votes and clearly identify their entitlements. This shows that the digitization of companies not only 
benefits small firms, but can make the entire process more transparent and efficient.

In addition, there are already companies operating in the market - such as SIX, BSDEX or Archax, which 
are already working on regulated secondary markets in Europe. Many of these secondary markets are 
already live. However, it still takes some time until the adapted regulations are established in business 
practices and standards allow interoperability.



Nicolas Weber
“One - at least transitional - solution could be OTC trading 
boards connected to decentralized exchanges like Uniswap.”

When people talk about tokenization, the word 
liquidity is not far away. Particularly illiquid assets 
such as art, real estate, and classic cars are 
prime examples of this. However, if one takes a 
closer look at the status quo of the industry, it is 
clear that there is still comparatively little liquidi-
ty that exists in the secondary markets of tokeni-
zation. At least for the time being, the primary 
market, in particular, can be described as the 
"low-hanging fruit", because the equity token-
ization in Switzerland and Liechtenstein is pick-
ing up immensely. In comparison to other finan-
cing methods, tokenization is still quite uncom-
mon at the moment and accounted for only 
0.6% of global GDP in 2020. However, it is ex-
pected to grow to a share of 10% of total GDP 
that will then be represented on the block-
chain.35

With approximately 1 billion in market capitali-
zation according to STO-Market36, it quickly 
becomes apparent that the secondary market is 
still in its early stages. With 24-hour trading 
volumes between 0 and 15,000 dollars for the 
top 20 projects in this category, it still looks very 
meager compared to traditional stock trading. It 
then becomes clear how much growth potential 
the tokenization market still has here. After all, it 
is not only possible to tokenize shares, but any 
other investment asset such as real estate as 
well - a 200 trillion dollar market.

Recent developments reflect this view. For ex-
ample, the tokenization market capitalization 
increased by more than 21% from February to 
March 2021 according to an analysis by STO-
Market.36 If this trend continues to develop as 
expected, "universal trading venues" may soon 
emerge, so that assets will be be "traded" with 
each other – provided legal compliance, of 
course. This will open a fungible marketplace to 
fewer liquid assets.

The developments can be divided into two 
categories: technical and legal innovation. While 
technical innovation, such as in data interfaces 
and tokenization infrastructures, is advancing 
rapidly, legal innovation varies between indi-
vidual jurisdictions. While some countries, such 
as Liechtenstein, Gibraltar, Germany or Switzer-
land have embraced tokenization and DLT (dis-
tributed ledger technology) and are generally 
open to it, it is not given that other countries are 
laying the legal groundwork to provide their 
citizens with easy access to Security Tokens.

Tokenization will account for 
10% of global GDP in the future

Fig. 1 Forecast future share of tokenization in global 
GDP.35

10%
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Reasons for the lack of liquidity 
in the secondary market

If we look at the reasons for this lack of liquidity, 
the following points stand out.

Often there are not enough data interfaces or a 
lack of technical infrastructure, which in turn is 
associated with a lack of security. However, 
these points are not really the core problem, 
because there are already APIs for decen-
tralized exchanges such as Uniswap (see 
RealT), the technical infrastructure for tokeni-
zation is widely available, and the blockchain 
itself is significantly more secure than con-
ventional technologies. Primarily, the legal un-
certainty and discrepancies between individual 
countries are some of the main reasons. Liech-
tenstein, for example, offers a solution to this 
problem, TVTG, which represents a progressive 
framework for the "token economy". Other 
countries, such as Switzerland with the entry 
into force of the Financial Services Act (FIDLEG) 
in 2020 or Germany with the Electronic Secu-
rities Act (eWpG) passed by the German Bun-
destag, have also taken a step in the right di-
rection with their legislative amendments and 
are thus taking a pioneering role with regard to 
the regulation of digital securities.    

Therefore, a migration of companies to STO-
friendly legislations is to be expected and can 
already be observed on a small scale. The 
cross-border mobility of money is likely to 
increase regulatory competition in this area and 
drive the introduction of Security Tokens in the 
future. Moreover, the advantages of Security 
Tokens compared to other forms of financing, 
such as efficiency, disintermediation, and the 
costs saved as a result, will not remain un-
noticed by the public. Coupled with legal cer-
tainty in a growing number of jurisdictions, 
Security Token have the potential to become a 
popular financing method in the future.

A secondary market for 
Security Tokens as a game changer

Tokenization has the advantages of lowering 
the barriers to entry for investors to invest in 
illiquid assets, enabling fractional ownership of 
assets and transfering of ownership rights to 
these assets.

While these benefits are already playing a role, 
the full potential of tokenization comes to frui-
tion in secondary markets. Here more retail in-
vestors can benefit from lower transaction 
costs. Thus, an opening secondary market 
would signal confidence in Security Tokens and 
signal their long-term success. This would en-
courage the issuance of Security Tokens and 
enable STOs as a valid method for financing 
projects.
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Fig. 2 Germany, Liechtenstein and Switzerland are taking a pioneering role in creating legal certainty for 
Security Tokens.

TVTGeWpG FIDLEG

Germany Liechtenstein Switzerland
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A prime example of this is the countries of the 
European Union, where one part of the regula-
tion comes from the EU level and the other part 
comes from national governments. From this 
situation arises the issue in which agile jurisdic-
tions in countries, such as Liechtenstein and 
Switzerland, are laying the groundwork for 
tokenization, while larger countries are falling 
behind.

Another issue complicating the secondary mar-
ket for Security Tokens is the need for licensed 
market participants such as custodians, which 
need to be connected. For startups, this is 
usually expensive, while traditional custodians 
often are not yet sufficiently experienced with 
this topic, which in turn leads to a delay. One - 
at least transitional - solution could be OTC 
trading boards with links to decentralized 
exchanges such as Uniswap.

Potential Participants

With increasing awareness among the public 
and legislators in jurisdictions around the world, 
it can be expected that both institutional and 
retail investors who are not yet active in the 
Security Token space, will become active in this 
new type of financing.

Institutional investors and companies appre-
ciate the better transferability of tokens com-
pared to equities and bonds, but the current 
legal uncertainty in most jurisdictions, especially 
in their home countries, is a deterrent.

The same applies to retail investors. In addition, 
they suffer from a lack of awareness of Security 
Tokens, as the public discourse is dominated by 
other asset classes such as traditional stocks, 
bonds or even cryptocurrencies.

In general, market participants can be divided 
into the following groups: issuer, investor, cus-
todian, market maker, KYC/AML/ID verification 
provider, regulators, and institutions.

Transferability

Standardization

Tradability on capital markets, where 
tradability is a subcategory of transferability

With their classification as securities, they are 
subject to a large number of regulations that 
have been designed for traditional assets such 
as shares and bonds. This could undermine the 
efficiency gains initially achieved through to-
kenization. One example of this is the anti-
money-laundering and know-your-customer 
regulations. They include the requirements for 
the issuance and custody of tokens. While this 
increases costs for investors both on the 
primary and secondary market, there are a 
variety of companies that offer solutions to this 
problem. One example is Amazing Blocks, a 
Liechtenstein-based company that offers KYC 
and AML compliant solutions for companies 
seeking Security Token Offerings.

Other regulations related to the custody and 
recording of ownership of securities include the 
custody of Security Tokens and the requirement 
to consult a notary prior to the issuance of 
tokens.

While some jurisdictions, such as Liechtenstein, 
have developed sophisticated legislation that 
regulates the market for Security Tokens, most 
major jurisdictions are slow to establish a re-
gulatory framework that governs the Security 
Token market.

There are many areas in which the regulations 
differ from country to country. This leads to 
confusion for investors and Security Token 
issuers alike.

Classification of Security Tokens as 
financial instruments creates hurdles

In most legislative areas, Security Tokens are 
classified and categorized as a security. In order 
to be classified as a security, a token must meet 
the following requirements:
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In principle, the path to a successful STO would look roughly as follows:

Formation of the SPV

First financing round in the primary market (recommended for sustainable growth) through 
tokenization and non-custodial wallets

Simultaneous preparation of the public STO from the legal side (prospectus, passporting) and 
technical side (intuitive, holistic software for the issuer, custodian, investor with the connection 
of 3rd party providers like custodians, KYC, AML, ID verification, FIAT On- and Off-Ramp, 
Market-Maker, etc.)

Provided that permission has been obtained from the financial regulator: Start marketing on 
multiple channels

Start of STO

Liquid secondary market trading

1

2

3

4

5

6

Security Token Offerings: Anatomy & Context |24

Amazing Blocks AG was founded in Liechtenstein with ETHER as a capital contribution. The goal is to 
offer the perfect solution for tokenization projects (e.g. real estate, cars, machines). Specifically, this 
means flexible tokens (e.g. equity or debt or participation rights) according to the Liechtenstein Token 
Act, which from a German perspective then represent a normal security. A holistic software (Soft-
ware-as-a-Service) and consulting support the lifecycle of the tokenization projects. A company can 
then be established remotely and is easy to manage. It is based on tokenized digital shares. It can be 
used for blockchain startups and as a legal shell (special purpose vehicle, SPV) for any tokenized 
asset.

Nicolas Weber

Nicolas Weber is a long-time blockchain enthusiast, crypto investor, author, philanthropist, podcast 
host, and entrepreneur who currently serves as Head of Business Development at Amazing Blocks 
Inc. He joined the tokenization startup before its official launch and his responsibilities include 
business development, sales, marketing and operations. Previously, he worked for established 
companies such as Daimler AG, Dieffenbacher GmbH and Allianz Global Investors GmbH.



Summary

Even if the potential of tokenization and Security Tokens in particular has not been fully exploited to 
date, the numerous advantages speak in favor of Security Tokens establishing themselves as an 
alternative to traditional securities. With regard to the traditional securities market, a large market 
potential is opening up. Forecasts indicate that 10% of global GDP will be covered by tokenization 
in the future. So there is much to suggest that we will hear more about the topic of Security Tokens 
in the future. In order to create a real incentive for investors, issuers and other market participants 
such as service providers, tradability is a key factor. The possibility to trade Security Tokens in a 
liquid way is of particular importance for their acceptance.

Some key underlying conditions still stand in the way of this secondary market today, as evidenced 
by the experts quoted in this whitepaper. We have summarized the key findings.

Regulation is the key

In many countries, there is no uniform regulation regarding the Security Token construct at this point 
in time. This would create confidence among investors and encourage the development of secon-
dary markets for Security Tokens.

A major hurdle is created by the fact that Security Tokens are classified as classic security in most 
countries. This classification as security in turn brings with it further regulations that issuers wishing 
to conduct an STO must comply with. One example is anti-money-laundering and know-your-
customer regulations. On the one hand, this classification is legitimate from the standpoint that a 
Security Token is intended as a digital type of security. Such a classification also makes sense in 
terms of investor protection. On the other hand, it creates partly insurmountable hurdles for issuers, 
especially in the case of small companies and startups, making the implementation of a Security 
Tokens uneconomical, because compliance with the legal requirements is in turn associated with a 
high level of bureaucracy and thus high administrative costs. The legal basis also affects tokeni-
zation service providers.

But a look at the current legal movements shows that many jurisdictions have recognized this prob-
lem and have either already introduced corresponding laws, such as Switzerland and Liechtenstein, 
or are working on corresponding regulations.

Even across the EU, the European Commission is currently drafting a proposal for the regulation of 
crypto assets (MiCA), which will apply to all EU member states in the future. There are also 
alternatives to active regulated secondary trading, for example in the form of bulletin platforms. 
These already make Security Tokens tradable today and map the cost advantages arising from 
tokenization in practice. However, these infrastructures only enable limited tradability, as parti-
cipants must find a specific trading partner. The ideal scenario would be a fully automated 
exchange, which in turn requires regulation that must encourage this through exemptions. A 
compromise must therefore be found for the promotion of new technologies, such as Security 
Tokens in this case, and the protection of investors.
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A particular milestone in this regard is the eWpG, which was passed by the German Bundestag last 
year. It regulates the issuance of bearer bonds and unit certificates in investment funds without a 
certificate and enables legally secure acquisition of the security through registration in a digital 
register. The maintenance of this register is subject to financial market supervision, which ensures 
investor protection.  

Market participants

Both institutional investors, such as family offices, investment banks and broker dealers, as well as 
retail investors will participate in secondary markets for Security Tokens in the future, as there are 
advantages for both investor categories. Other market participants, in the view of the authors of 
this whitepaper, are issuers, and service providers in areas such as custody, verification, 
infrastructure and technology, and regulators.

For a functioning secondary market, however, new roles are needed from a legal perspective, es-
pecially with regard to token custody. Again, there is already a proposal from the EU, the DLT-MTF 
Pilot Regime. It is designed to enable a DLT-based infrastructure for trading, custody and 
settlement of securities.

Nevertheless, there are already promising initiatives, including from exchanges such as the London, 
Stuttgart, and German, which are working on secondary markets for Security Tokens. Some of 
these markets are already active. So a look into the future suggests that trading Security Tokens on 
secondary markets will soon be common practice.
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Final Thoughts

Only if an infrastructure for trading Security Tokens is in place the liquidity of this type of financial 
product can be fully exploited. It can be observed that the market is changing. But only in case of 
complete and above all uniform cross-border regulation, more market participants will consider 
building the technical infrastructure.

The experts we interviewed in this whitepaper agree that the regulation aspect will give a boost to 
the secondary market for Security Tokens, although there are also more market participants 
working on projects with alternatives to regulated exchanges every month.

In the long term, there is no way around a secondary market for the adaptation of Security Tokens, 
the only question is when the obstacles to this will be completely removed. Would you like to learn 
more about this topic? 

We would be happy to discuss it with you. Contact us at contact@21.finance. 

Soon, the fourth part of the whitepaper series on the anatomy and context of Security Token Offer-
ings will be released. In this part, we will look at institutional investors in the context of Security 
Tokens. Sign up for our newsletter and get your copy automatically delivered to your inbox as soon 
as it is available.

https://21.finance/security-token-whitepaper-series/
mailto:contact@21.finance


Disclaimer

This publication is for information purposes only and does not constitute investment advice, 
investment analysis or an invitation to buy or sell financial instruments. In particular, the docu-
ment is not intended to replace individual investment or other advice. The information con-
tained in this publication is based on the state of knowledge at the time of preparation and 
may be changed at any time without further notice. The authors have taken all reasonable 
care in selecting the sources of information used and accept no liability for the accuracy, 
completeness or up-to-dateness of the information or sources of information made available 
or any liability or damage of any kind whatsoever resulting therefrom (including consequential 
or indirect damage, loss of profit or the occurrence of forecasts made).
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