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Tokenization presents structured finance with an innovative infrastructure that enables
faster settlement, broader distribution, and programmable transparency, all while

maintaining regulatory alignment and risk tolerances.
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I. Introduction

Financial institutions worldwide are rethinking the structure and delivery of
securitized products, with tokenization emerging as a credible path to
modernization for a fragmented and often opaque asset class. Tokenization
introduces a fundamentally new mechanism by which asset-backed
securities can be originated, transacted, and managed across their lifecycle.
This approach offers an opportunity to simplify workflows, reduce friction,
and expand access without altering the underlying economics of
securitization. Realizing these benefits in today’s markets requires
implementing tokenization in a manner that complements rather than
wholly disrupts the existing financial architecture. This anchors innovation in
the trust and legal frameworks that make traditional markets viable, laying a
runway for increased adoption.

This paper explores securitization as a natural and timely use case for
tokenization, examining how institutions are beginning to apply distributed
ledger platforms, smart contracts, and tokenized forms of money to
structured finance. It considers not only the technology itself, but also the
practical benefits materializing from these efforts — from faster settlement
to new distribution models and improved investor visibility. Alongside these
gains, we highlight emerging trends that illustrate an incremental,
collaborative evolution in the market, as well as how regulators are adapting
to support compliant innovation. The result is a forward-looking view into
how tokenization is reshaping securitization, both in theory and in practice.

AT A GLANCE

KEY TAKEAWAYS

o Tokenization is becoming a strategic
lever for modernizing securitization,
enabling financial institutions to simplify
workflows, enhance transparency, and
expand investor access without
fundamentally changing securitization’s
role in capital markets.

e Operational efficiency, real-time atomic
settlement, improved data visibility, and
flexible distribution are practical and
material benefits already emerging from
the implementation of tokenization
technologies.

e The convergence of distributed ledger
infrastructure, tokenized cash
instruments (such as CBDCs), and
programmable smart contracts is
reshaping structured finance by
facilitating real-time compliance, instant
settlement, and automated lifecycle
management of asset-backed securities.

e Regulators globally, including in the
U.S., Europe, and Singapore, are actively
adjusting legal and compliance
frameworks to support innovation at
scale, underscoring a clear trajectory
toward institutional adoption of
tokenized securitization solutions.
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Il. Definitions

Securitization: The financial process of pooling illiquid assets (such as loans or receivables) and issuing tradable securities
backed by those assets’ cash flows.

Tokenization: The process of recording or representing real or financial assets (public or private) as digital tokens on a
programmable distributed ledger platform. This process enables more efficient issuance, transfer, and settlement
through automation.

Atomic Settlement: A delivery-versus-payment mechanism in which all legs of a trade (for example, the transfer of
securities and the corresponding payment) execute simultaneously and irrevocably. This instantaneous exchange
eliminates settlement risk and ensures finality once a transaction is initiated.

Programmable Smart Contracts: Self-executing code deployed on a blockchain or distributed ledger that automates
financial logic (such as interest payments, waterfall distributions, or compliance checks) based on predefined conditions.

Security Tokens: Digital representations of traditional financial instruments (equity, debt, or asset-backed securities)
issued and transferred on a blockchain or DLT network in compliance with securities laws. These tokens confer the same
legal and economic rights (e.g., to cash flows or collateral) as their paper-based or electronic counterparts.

Central Bank Digital Currencies (CBDCs): Digital forms of central bank—issued money designed to function as legal tender
on modern digital infrastructures. CBDCs can be wholesale (for use by banks and financial institutions) or retail (for the
general public), and they enable central bank money to be used for on-chain transactions with the safety and finality of
traditional central bank settlements.

lll. Securitization as a Use Case for Tokenization

Securitization presents a natural use case for tokenization technologies, which leverage distributed ledgers to represent
and transfer asset value in the form of digital tokens. In this context, tokenization may be applied to the underlying asset
pool or, more commonly, to the securities issued against it — for example, issuing asset-backed notes or tranche
certificates as security tokens on a shared ledger. These tokens carry the same legal and economic rights as their
traditional counterparts (including entitlements to cash flows and collateral), but ownership and transactions are
recorded on a single, cryptographically secured ledger rather than across fragmented databases or physical certificates. In
effect, tokenization creates a digital “twin” of the financial instrument, providing a foundation for more streamlined
issuance, servicing, and secondary trading.

A critical distinction is that tokenization, as discussed here, is not about creating new speculative crypto-assets. It employs
blockchain-based infrastructure not to invent new asset classes, but to enhance the administration of existing financial
assets within established legal and regulatory frameworks. In practice, tokenized securitization typically operates on
permissioned or consortium ledger networks where participants are known and vetted. This helps to ensuring that
governance and compliance rules are built into the platform. This architecture often incorporates programmable smart
contracts to execute complex, rules-based functions (e.g., automatically distributing interest payments or enforcing
tranche waterfall provisions). At the same time, the shared ledger serves as a single source of truth, accessible to
authorized market participants in real-time. In a model like this, intermediaries such as trustees, custodians, or paying
agents are not removed from the process; instead, their roles are likely to evolve. Intermediaries may ultimately oversee
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the platform’s operation and ensure that the tokenization market system adheres to the agreed-upon rulebook and
developing regulatory requirements.

Equally important is the anchoring of digital tokens to real-world assets and legal rights. Each tokenized security is
explicitly linked to an underlying pool of assets or cash flows that are held and safeguarded (often by a custodian or trust)
so that traditional contracts or ownership claims firmly back the token’s value and legal standing. This anchoring
mechanism preserves investor confidence: a token is not just a digital entry, but an executable claim on real assets under
the law. Whether the system is built on a public blockchain or a private distributed ledger, tokenized securitization
platforms emphasize data integrity, operational visibility, and trust among market participants. Within these platform
ecosystems, market participants can interact with greater transparency and efficiency, without fundamentally changing
the purpose or cash flow structure of securitization.

IV. The Benefits of Tokenized Securitization

Tokenization introduces several tangible improvements across the structuring, execution, and lifecycle management of
asset-backed securities. These benefits are not theoretical; they reflect an emerging industry consensus around efficiency
gains, risk mitigation, and enhanced user experience enabled by digital infrastructure. While implementation models may
vary across jurisdictions and asset classes, a core set of advantages is increasingly recognized by both incumbent financial
institutions and new entrants.

Operational Efficiency and Cost Containment:

Tokenization streamlines the operational workflows of securitization. Traditional deals involve multiple intermediaries
(trustees, paying agents, custodians), each maintaining separate records and requiring manual reconciliation and
reporting. By contrast, a tokenized structure consolidates key functions on a shared ledger and automates routine events
through smart contracts. For example, interest payments, principal amortizations, or covenant monitoring can be
processed automatically according to the programmed rules. In this new world, market participants are no longer waiting
on batched paperwork or human intervention. This shortens processing timelines, reduces errors, and reduces
administrative overhead. Over time, straight-through processing and the reduction of duplicative record-keeping can
translate into lower structuring and servicing costs, improving deal economics for both issuers and investors.

Faster and Final Settlement:

Securitized products often face extended settlement cycles, especially in private markets or bespoke transactions that
lack efficient clearing mechanisms. By enabling near-instant delivery-versus-payment (DvP) on a ledger, tokenization can
compress settlement cycles from days to seconds. When paired with tokenized forms of cash —such as a digital deposit
token or a wholesale CBDC — both sides of a trade (the transfer of the security token and the corresponding payment)
can settle atomically on the same platform. This atomic settlement means the exchange is simultaneous and final. Once
the transaction is executed, the seller has irrevocably received cash, and the buyer has the security, with no counterparty
risk remaining. Faster, final settlement reduces the need for temporary financing (like credit lines or repo arrangements)
to bridge settlement gaps, frees up collateral that would otherwise be tied down for risk mitigation, and even enables
participants to optimize liquidity on an intraday basis. In short, transactions in tokenized securitization can be completed
with speed and certainty that are difficult to achieve in a traditional T+2 settlement environment.
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Improved Transparency and Real-time Reporting:

Structured finance markets are often criticized for their opacity —investors may have limited visibility into the
performance of the underlying asset pool or the status of cash flow distributions between periodic reports. Tokenization
can transform transparency by providing a real-time, immutable record of asset and liability data on the ledger.
Participants can be granted permissioned access to a rich dataset that may include loan-level performance updates, the
occurrence of trigger events (such as threshold breaches that redirect cash flows), and up-to-date ownership registers of
the securities. This continuous visibility enables more responsive risk management and oversight. Investors, for instance,
can monitor the health of the collateral pool and react more quickly to emerging trends, rather than relying solely on
trustee reports. Likewise, regulators or auditors (where appropriate) can gain insight into the securitization’s operations
without intrusive data calls, since the necessary information is readily available on the ledger. Over time, such
transparency and auditability can enhance trust in securitized products, potentially leading to stronger secondary market
pricing and lower illiquidity premiums.

Expanded Access and Distribution Flexibility:

Tokenized securitization supports fractional ownership and more flexible distribution of securities, enabling deals to
reach a broader investor base. Because digital tokens are easily divisible and transferable on electronic platforms,
structured products can be issued in smaller denominations without adding operational complexity. This creates
opportunities for non-traditional or previously excluded investors —such as retail-facing fintech platforms, regional banks,
or digital wealth managers —to participate in asset classes like mortgage-backed securities or collateralized loan
obligations, which have historically been accessible mostly to large institutions. Distribution can also occur via new
channels: for example, tokens could be offered through online marketplaces or integrated into embedded finance
contexts (like a lending platform that automatically offers investment tokens to its users). All of this is achieved while
maintaining regulatory compliance by embedding know-your-customer (KYC), accreditation checks, and transfer
restrictions into the tokens or platform. The net effect is a broader, more inclusive market for securitized assets, where
issuers can tap into new pockets of capital and investors can customize their portfolios with exposure to fractions of
structured deals — all without compromising on investor protections or regulatory oversight.

Interoperability within Digital Financial Ecosystems:

As digital asset ecosystems mature, tokenized securities need not exist in isolation —they can potentially interconnect
with other tokenized markets and financial infrastructures. The standardized, software-based nature of tokens allows
them to be integrated into larger workflows or combined with other financial products through programming. For
instance, a tokenized securitization tranche could be pledged as collateral in an on-chain lending arrangement, or
multiple tokenized assets might be automatically pooled to create a new structured product, with smart contracts
handling the assembly and distribution of risk. This kind of composability — the ability to bundle and program interactions
between assets — opens the door to novel financial arrangements and greater liquidity. In the future, separate
tokenization platforms (for example, different industry consortia or geographic implementations) could be linked via APIs
or cross-network bridges to form a “network of networks,” allowing assets and payments to move seamlessly across
systems. It’s essential to note that these interoperability models are still in development, and achieving them will
necessitate the establishment of common technical standards and robust governance. Nonetheless, the potential to
eventually operate securitized assets within a unified digital ecosystem, where value can move as easily as information, is
seen as a key long-term advantage of tokenization. It points to a financial system that is more connected, automated, and
capable of supporting innovative use cases well beyond what is possible today.
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V. Trends

As tokenization progresses from pilot projects to operational reality in structured finance, several clear trends will
emerge. These trends reflect the strategic priorities of financial institutions, technology providers, and regulators who are
actively engaged in bringing digital infrastructure to capital markets. Notably, the evolution of tokenized securitization is
being driven not just by technology for its own sake, but by commercial pragmatism—the pursuit of faster settlement,
automated compliance, broader distribution, and lower costs. At the same time, the rise of tokenized forms of money
(from commercial bank deposit tokens to wholesale CBDCs) is catalyzing new transaction models that reduce friction at
each step of a security’s lifecycle. Below are four foundational trends that are reconfiguring the securitization value chain
and setting the stage for a more digitally integrated market.

Trend 1: Integration of Tokenized Cash for On-Chain Delivery vs. Payment (DvP)

A longstanding impasse for digital securities has been the absence of a reliable digital cash counterpart. Early tokenization
trials often relied on traditional payment rails or intermediated settlement, limiting their efficiency gains. This is changing
with the emergence of tokenized commercial bank deposits and central bank digital currencies, which enable true on-
ledger payment. By bringing a form of cash onto the same ledger as the securities, transactions achieve on-chain delivery-
versus-payment —the security token and the payment token exchange simultaneously within one unified environment.
This integration significantly reduces counterparty and settlement risk, compressing settlement cycles to T+0. In practical
terms, an investor can deliver funds via a tokenized deposit or CBDC at the exact moment they receive the tokenized
security, with the platform instantly validating both legs of the trade. Beyond eliminating heretofore unavoidable delays
and risks, on-chain DvP improves liquidity management (participants can re-use funds or securities immediately after a
trade) and simplifies cross-border deals by avoiding mismatches between different payment systems. As central banks
and banks embrace tokenized money, the combined use of tokenized cash and securities is becoming a cornerstone of
efficient digital markets.

Trend 2: Programmable Securitization Structures

The use of smart contracts in structured finance is advancing beyond simple token issuance to encompass the core
mechanics of securitization deals. Increasingly, transaction logic that was once embodied in lengthy legal documents and
enforced by trustees is being codified into software. Tranche waterfall rules, asset eligibility criteria, triggers for
reallocating cash flows, and even performance covenants can be embedded directly into the digital token or associated
smart contracts. This shift means that compliance and asset servicing become programmatic: the instant a predefined
condition is met (for example, a coverage test falls below a threshold or a deal maturity date arrives), the smart contract
can execute the corresponding action — reallocating funds, halting distributions, notifying participants, etc. — without the
need for manual intervention. The result is real-time, event-driven deal management. Investors can even inspect and
audit the underlying code governing their investments, gaining confidence that the rules will be applied consistently and
transparently. By making structured products behave more like software applications, this trend reduces operational risk
and dependency on intermediaries for day-to-day administration. It also enables a new level of flexibility — deals could be
updated or restructured via code (subject to legal provisions), and new features can be introduced that would be
impractical in static paper-based deals. Overall, the programmability of tokenized securitization enhances transparency
and trust, since all parties are literally on the same page (or ledger) regarding how the structure operates.
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Trend 3: Fractionalization and Embedded Distribution

Tokenization lowers barriers to entry for investment in securitized assets by allowing fractional ownership and digital
distribution channels. A single loan portfolio that would traditionally be securitized and sold in increments of $100,000 or
more can, via tokenization, be broken into much smaller pieces — even hundreds or thousands of dollars —without
introducing additional operational overhead. This fractionalization is enabling new segments of investors to access asset
classes, such as real estate-backed securities, auto loan pools, or small business loan ABS, that were once the domain of
large institutions only. Coupled with the rise of embedded finance and digital investment platforms, this trend means
securitized tranches might be offered to investors through mobile apps or fintech services alongside more familiar
products. For originators and issuers, reaching a broader base of investors can lower the cost of capital and increase
liquidity for their deals (as a more diverse investor base can mean more active trading). However, this democratization is
unfolding hand in hand with built-in compliance controls. The tokenization platforms can enforce investor eligibility rules
(such as accreditation status or geographic restrictions) and ensure that transfers of tokens obey securities law
constraints. Thus, broader access does not come at the expense of regulatory rigor. Over time, this trend could reshape
how primary issuance and secondary trading occur.

Trend 4: Convergence with Traditional Market Infrastructures

Tokenization securitization is more and more a focus of integration with traditional financial market infrastructure.
Established entities, such as central securities depositories (CSDs), clearinghouses, and large custodians, are actively
exploring or deploying distributed ledger solutions that interoperate with their existing systems. In many cases, a hybrid
model is emerging, for example, a CSD might maintain an official record of security ownership while also operating a
blockchain platform that mirrors those records for faster transaction processing among participants. Similarly, a major
bank might custody digital security tokens for clients and provide interfaces between the DLT and conventional account
systems. This convergence brings the best of both worlds — the innovation and efficiency of blockchain technology with
the legal certainty and oversight of traditional systems. It also underscores a prevailing philosophy in the market:
tokenization is not about disintermediation for its own sake, but about upgrading financial plumbing. In practical terms,
this means existing laws and protections (such as those covering securities settlement finality, investor rights, and dispute
resolution) are being preserved, even as the technology under the hood evolves. Financial regulators, for their part, often
encourage this kind of approach: sandbox programs and pilot regimes in the EU, UK, and other regions explicitly allow
firms to run DLT-based market infrastructure in parallel with traditional systems to validate their safety and efficacy.

VI. Conclusion

Tokenization is proving to be a meaningful path to modernization for securitization markets, offering concrete
improvements in efficiency, transparency, and market access. Over the past few years, leading financial institutions and
fintech innovators have demonstrated through live transactions that digital ledger infrastructure can simplify complex
processes and expedite value transfer in structured finance. The case for tokenized securitization has grown even
stronger with the advent of tokenized deposits and central bank digital currencies, which effectively place cash on the
ledger alongside securities. With digital cash and assets co-existing on compatible platforms, atomic settlement of
securitized transactions is no longer just theoretical but achievable in practice — enabling more efficient collateral
management, reduced counterparty exposures, and on-demand settlement flexibility that were out of reach in legacy
systems.
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Equally important, these technological advancements are unfolding together with new market paradigms for distribution
and participation. Embedded finance and digital platforms are creating complementary channels through which
investors can find securitized assets, while smart contracts are enhancing the governance and performance of these
deals in real-time. Crucially, all this progress is occurring within an emergent regulatory landscape that is broadly
supportive of innovation. Regulators worldwide are engaging with the industry to ensure that tokenization initiatives
remain safe and compliant.

The direction of travel for securitization is toward greater digitization built atop a stable foundation of trust. Early
adopters of tokenized securitization are positioning themselves to capture operational efficiencies, broaden their investor
reach, and meet growing expectations for speed and transparency in capital markets. As technology, market practice,
and regulation converge, tokenization is poised to become an integral component of the securitization ecosystem rather
than a mere experiment on its fringes. By taking a balanced approach — one that blends innovation with safeguards —the
industry is ensuring that the next chapter of structured finance evolution benefits from the best of new technology and
proven financial principles.
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