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Anything that you can conceive of as a 
supply chain, blockchain can vastly 

improve its efficiency – it doesn’t 
matter if it’s people, numbers, data or 

money.

John Maynard Keynes postulated that a 
“master-economist must possess a 
rare combination of gifts. He must be 
mathematician, historian, statesman, 
philosopher – to some degree.” If that 
were not challenging enough, being a 
blockchain specialist is even harder. A 
“master blockchain economist” will 
need specialist knowledge about both 
software and hardware as well as 
experience in the broader technology 
sector. That is why traditional 
economists are finding it difficult to get 
a grasp on the blockchain 
phenomenon. 

In the pages that follow, we will shed some light on the blockchain 
phenomena, and offer a straight-forward way of evaluating 
blockchain stocks which are amongst the fastest growing tech 
stocks around.

G. Rometty, CEO IBM
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“We estimate that blockchain could add as much as USD 
300-400bn of economic value globally by 2027.” 
– UBS Research

To understand blockchain in a very simplistic manner, consider 2 scenarios:

This very simplistic model allows to understand the core concept of 
blockchain: a distributed database (ledger) that keeps track of who owns 
what; it is continuously shared and reconciled whereas traditional databases 
are run on a master-replica model. The ledger model reduces reconciliation 
costs and improves security.

Rather than having a 
central administrator 
like a traditional 
database, (think 
banks, governments 
or accountants), a 
distributed ledger has 
a  network of 
replicated databases, 
synchronised via the 
internet and visible to 
anyone within the 
network.

Source: UBS, as of September 2017

      a) Company XYZ requires a group of analysts to work on a report using a 
single master document. In this scenario, only one analyst at a time could 
work on the document. It requires very good coordination amongst analysts 
to get the piece done in the least amount of time.

      b) Company XYZ requires a group of analysts to work on a report, using a 
shared document which would allow the analysts to work at the same time 
and verify updates in real time.

What Is Blockchain?
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There are currently 2 different ways (called protocols) with which a 
blockchain can add blocks:

       Proof of work (PoW)

      Proof of stake (PoS)

As an example, Bitcoin uses Proof of Work. At 
regular intervals (approx- 10 minutes currently), all 
users need to verify the transactions (blocks) 
using hash values (cryptography) and record them 
(add them to the chain) in chronological order.

The validated block of transactions is then timestamped and added to a 
chain in a linear, chronological order. New blocks of validated transactions 
are linked to older blocks, making a chain of blocks that show every 
transaction made in the history of that blockchain. The entire chain is 
continually updated so that every ledger in the network is the same, giving 
each member the ability to prove who owns what at any given time.

Miners (members in the network with high levels of computing power) 
compete to validate the transactions by solving complex coded problems. In 
order to add blocks to the distributed ledger, the data needs to be validated 
by 51% of all the computers within the network. The first miner to solve the 
problems and validate the block receives a reward. (In the Bitcoin Blockchain 
network, for example, a miner would receive Bitcoins).

How the Blockchain adds blocks:
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However, PoW is not the only protocol utilized in the cryptocurrency world. 
For example, Ethereum has introduced the Proof of Stake model (PoS) which 
is still an algorithm with the same objective as PoW but the process is quite 
different.

In this new protocol, the creator of a new block is chosen depending on it’s 
wealth (Stake). There is no block reward, but the miners perceive the 
transaction fees. However, the downside is that a PoS protocol is more prone 
to cyberattacks. 

The benefits, however, reside in a tremendous amount of energy savings 
(due to the fact that there are no complex puzzles to solve) and the network 
would become more difficult to manipulate as it grows (because purchasing 
51% of the total number of coins would become very expensive).

Transaction 
request by a user.

The requested transaction 
is lead into a P2P network 

and is verified by 
algorithms.

The new block is then added 
permanently to the existing 

blockchain.

Source: pwc.de, Deutsche Bank AG
Transaction was 

successful.

Once verified, the transaction is 
combined with other 

transactions and builds a 
block. 

Criticism: Main delays and 
verification errors occured 

when transactions were done.
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The blockchain mechanism allows to validate infinite peer-to-peer 
transactions without the need for a centralised certifying authority (such as a 
bank) which usually takes a small commission to carry out the work. If third 
parties are no longer necessary and organisations or consumers can do 
transactions peer-to-peer, that is a paradigm shift and that’s why the 
Blockchain is so important.

No! 
Blockchain is like the railway, and bitcoin/cryptocurrencies are the vehicles 
transported on the rail. Bitcoin is simply the first and most well-known use of 
blockchain technology but today there are hundreds of applications using 
blockchain outside of cryptocurrency trading.

It is our contention that while blockchain as a technology has a brighter 
future than cryptocurrencies. Many cryptocurrency supporters believe that 
the current world monetary system will be overthrown by cryptocurrencies.  
In reality, it’s more likely that there will be side-by-side regimes: the official 
legal tender along with the possibility to pay using cryptocurrency. Here’s 
why:

      They fail as a medium of exchange. 
Currencies only have value when they can 
buy things that are useful. If a company were 
to accept cryptocurrency as payment, it 
would then need to pay corporation tax, 
payroll tax and sales taxes in 
government-backed currency. And the 
company would be taking an exchange rate 
risk and with the current volatility of 
cryptocurrencies, there is a very real 
exchange-rate risk involved.

“[Blockchain] is to Bitcoin, what the internet is to email. A big electronic 
system, on top of which you can build applications. Currency is just one.” 
— Sally Davies, FT Technology Reporter

Are Blockchain and Bitcoin the 
same thing?
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     They fail as a store of value. 
The volatility of cryptocurrencies means 
that today with 1 BTC you may be able to 
buy a computer, but tomorrow you might 
only be able to buy an external hard-disk. 
To highlight this point, note that Bitcoin's 
collapse in value in December 2017 was 
worse than the collapse in the value of 
the German mark at the start of the 
Weimar hyperinflation.

      Processing time/scalability.
The Bitcoin network can process 7 
transactions per second, whereas the 
VISA network (which is looking into 
blockchain technology) currently 
processes around 24,000 transactions 
per second. There is a very big gap to 
close.

Source: Deutsche Bank
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For these reasons, we believe that traders and investors alike should focus 
on companies that are active within the blockchain sector, and avoid the 
more speculative and volatile cryptocurrency trading. 

Blockchain has the potential to generate 
significant change in the business model of 
many companies. Beyond the Bitcoin boom, 
the ideal environment for blockchain is within 
infrastructure technology.  Distributive ledgers, 
smart contracts, tokens or identity 
management have the potential to eliminate 
costly intermediation, bureaucracy and protect 
sensitive data at the same time.

Cryptocurrencies are a new kind of asset class and should be treated like a 
commodity: trade it but remember that its downside volatility is just as 
powerful as its upside volatility. 

“Blockchain is a technological tour de force “ – Bill Gates
Disruptive Innovation
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     a) in the financial industry, 
which relies heavily on intermediation 
fees, the distributed nature of blockchain 
could be seen as a major threat. But it 
also promises significant advantages in 
post-trade services (reducing 
reconciliation and operational risks 
within settlement, custody, stock lending, 
etc), compliance (enhancing the 
know-your-client process via digital 
client identities), trade finance (via smart 
contracts, reducing paper-based 
transactions), FX Transfers, Insurance 
claims (reducing disputes via the 
time-stamping and auditing of insurance 
documents, along with smart contracts);

Now that we understand the principles of blockchain technology, we can 
understand the main strengths and weaknesses of the technology:

There are a few current barriers to it’s widespread adoption: regulation, 
technological failures, cybercrime, political opposition. However, on the 
positive side, blockchain technology has the potential to lower transaction 
costs, enhance business processes and lower IT costs. In this sense it has 
disruptive potential. For example:

decentralisation, strong 
encryption, high transparency, 

versatility;

limited memory capacity, 
access permissions, 

scalability, skepticism (based 
on the fact that the first 

application of the blockchain 
was crypto-currency).
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     b) In the manufacturing industry, 
Within the supply chain (via inventory 
management, product quality management, 
smart contracts) and the internet of things (more 
efficient networks and transparent 
communication between points in the 
manufacturing line);

     c) In the healthcare industry
Enhancing patient’s privacy whilst allowing for 
more in-depth anonymous databases for 
research purposes;

     d) In public services 
Within the supply chain (via inventory 
management, product quality management, 
smart contracts) and the internet of things (more 
efficient networks and transparent 
communication between points in the 
manufacturing line);

     e) In utility services 
(via the adoption of smart grids that use 
decentralised, smaller electricity generation 
sources which would allow households to 
consume based on their needs and sell the 
surplus back to the grid).

However, the most powerful upside of blockchain remains in the C2C 
(consumer-to-consumer) realm. The companies that are first to figure out 
how to use the decentralised nature to empower their individual customers, 
users or audience with the right incentives and infrastructure will be able to 
scale, fast and cheap.
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Investing in the blockchain wave today is like investing in the internet in the 
mid-nineties. Blockchain could lead to significant disruptive technologies in 
the coming decade but it currently faces various issues and it’s unclear 
which specific applications will prove most useful and profitable. 
The key for investors is to have a solid, logical framework from which to 
evaluate and select quality Blockchain inherent stocks. Here is one filter you 
may want to utilise:
a) Stock must be traded on a regulated exchange;
b) Screen for adequate market capitalisation (> USD $250m);
c) Screen current universe for higher volume of transactions;
d) Screen for higher levels of investment in Research and Development;
e) Screen for blockchain relevancy:  look for companies that are either 
developers and/or suppliers of blockchain technology; or look for 
companies that are early adopters. Further screen for the potential economic 
impact of the developments (cost reduction or improved productivity?)

It would seem logical that software companies will be the 
primary developers of the technology,  and would benefit from 
blockchain adoption. But don’t pass on semiconductor 
companies (think storage and memory capacity).    Instead, it 
would seem logical to avoid investing in the industries that 
would seem to be highly exposed to disruption (financials).

Given these criteria, some stocks to watch might be:

INTEL CORPORATION: there is an entire part of Intel’s 
website dedicated to the Blockchain project.
Intel is currently undervalued by 23.80% due to a drop in Net 
Income. Here are some key financials:
Cash Flow Ratio is 2.21 (anything over 0.8 is good)

Net Debt/Equity is not 
particularly worrisome 

ROE is healthy ROA is healthy 

How to Systematically Gain Quality 
Blockchain Exposure
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IBM: similarly to Intel, IBM is leading the way with education 
and applications of the Blockchain, including the Hyperledger.
IBM is currently undervalued by 24.50% due to a weak EPS 
growth forecast۔
Here are some key financials:
Cash Flow Ratio is 2.91 (anything over 0.8 is good)

Debt/Equity ROE is healthy ROA is low

183% 52.6% 4.94%
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HITACHI: a Japanese tech conglomerate that is partnering 
with Mizuho Financial to develop a blockchain platform for 
supply chain management. The two companies have 
reportedly agreed to test a system built on technology from 
the open-source Hyperledger blockchain consortium to 
determine whether they can use an immutable ledger to 
record orders, invoices and otherwise collect data about 
company operations.
Here are some key financials:

Net Income is
positive

Debt/Equity ROE ROA is low

27% 8.1% 2.08%



Companies operating in 
the blockchain space are 
at the initial stages of an 
exponential growth curve.  
In this sense, being an 
early investor can be quite 
an advantage when 
considering the typical 
evolution of high-growth 
industries.

For those investor that fears being exposed to single stocks, there are also 
Blockchain ETFs available, although they currently do not offer much 
diversification compared to a standard tech sector ETF. Once again, this is 
due to the very early stage that blockchain technology is in. 

The Early Bird Catches the Worm
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Human nature really never changes and even when 
discussing Blockchain technology, resistance 
towards what is new may be the largest hurdle to 
overcome. Many “old school” investors remain 
sceptical of the new disruptive wave that Blockchain 
is bringing fourth. It is always challenging to change 
the status quo, because human nature naturally is 
resistant to change.

However, the “old school” group is up against something that literally has the 
potential to reset old business models, and the internet. Instead, the younger 
generation of investors is currently all over this decentralised digital asset 
space.

Becoming a blockchain expert will offer you an undisputable advantage in 
the years to come, as this new technology creates a new way of doing 
business.

Resistance to Change is the Only 
Obstacle
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We solve the big problem of exorbitant brokerage rates 
previously charged to Australian investors wanting to trade 
international share markets.

There is little doubt that high brokerage rates have contributed to Australian 
investors being among the least globally diversified in the world. We aim to 
break down the barriers to investing in international shares, making it 
inexpensive and simple for Australian investors to offshore stock markets.

All in the family – Monex, Inc. is the third largest broker in Japan. BOOM was 
the first online broker in Asia and remains a key player in Hong Kong while 
TradeStation is one of the largest brokers in the US. Tapping into the vast 
abilities and synergies of our group of companies allows us to provide you 
with a new and better trading product and overall experience.

About Us

In recent years, we have noticed a serious gap in the services available to 
Australian investors. While Australia is a country of keen investors, the historic 
expensive and difficulty of trading international stock markets has meant that 
they are trading predominantly in Australian shares only are are missing out 
on significant global opportunities.

We believe that investors should not have all their eggs in one basket. It is too 
risky. The Australian market accounts for less than 3% of global market 
capitalisation. Unfortunately, Home Country Bias is a well documented 
problem and Australians suffer this infliction to a greater extent than most 
other nationalities. Diversification is the best free-lunch on offer in the 
markets and we want to help investors take advantage of this phenomenon 
on an international scale so that they have a sustainable future as traders, 
investors, and clients.

We have therefore invested the time and effort to re-invent our business from 
the ground up so that we can deliver a product and service that is not only 
something that traders need, but something that they want – easy access to 
international share trading at a very reasonable cost per trade.

Why Do We Exist

15



If you would like to diversify your portfolio and get access to over 50,000 
international shares from across 12 markets all from the one trading account 

starting as low as US$9.99 per share then get in touch with us 
today:
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services@monexsecurities.com.au

02 9103 9600

www.monexsecurities.com.au


