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“TOWARDS AN INDEX FOR INVESTABLE SECURITY TOKENS” 

A FEASIBILITY STUDY 

  

Henrik Christian Ohlrogge 

Prof. Dr. Franz Isselstein 

 

Abstract 

Security tokens have the potential to reshape finance through blockchain technology. The Boston 

Consulting Group forecasts a $16 trillion opportunity in tokenizing global illiquid assets by 2030. 

These tokens offer transparency and efficiency in transactions, enabling fast and decentralized capital 

raising. However, several factors hinder rapid adoption by the buy and sell sides. Along with regula-

tory uncertainty, a lack of transparency and liquidity also hampers their progress. To address this, our 

research investigates the feasibility of creating a security token index as a benchmark for tracking 

their development. Our findings suggest that constructing such an index, despite certain limitations, 

is feasible and could provide value to various stakeholders. 

 

KEY WORDS:  Blockchain, Security Token, Security Token Market, Security Token Indexation, Se-

curity Token Market Limitations 
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Introduction 

In recent years, buzzwords like "blockchain," "Bitcoin," and "NFTs" have reshaped finance but face hur-

dles due to fraud and regulatory uncertainties. Amid this, emerging technologies like security tokens 

offer the potential to revolutionize finance by merging blockchain benefits with regulatory protection, 

facilitating cheap capital raising and fractional investments. However, their adoption is hindered by 

limited awareness. This research explores the feasibility of constructing a security token index (STI) to 

provide a benchmark for tracking their development. This investigation, the first of its kind, lays the 

groundwork for further study in this evolving field. 

 

 

Blockchain 

In the past decade, blockchain technology has evolved far beyond its initial association with cryptocur-

rencies like Bitcoin and NFTs. Originating from Satoshi Nakamoto's seminal 2008 paper, blockchain op-

erates on the principle of a decentralized infrastructure, enabling trustless transactions validated 

across a network of nodes (Nakamoto, 2008; Xu, Chen, & Kou, 2019). 

The consensus mechanism, such as Proof of Work (PoW), ensures transaction integrity while incentiv-

izing participants through cryptocurrency rewards. This decentralized nature challenges traditional fi-

nancial intermediaries, offering enhanced transaction efficiency, security, and cost-effectiveness, thus 

heralding a new era of decentralized finance (DeFi) (Kiayias, Koutsoupias, Kyropoulou, & Tselekounis, 

2016). 

Blockchain technology is finding applications in various industries and gaining importance as a trans-

formative tool for data management and transaction processing. As research and innovation continue, 

blockchain's potential remains evident, serving as the technical foundation for further advancements 

in various domains. Additionally, blockchain technology underpins the creation of tokens, facilitating 

innovation in finance and enabling novel financial instruments and platforms. 

 

Token 

 

Blockchain-driven tokens represent a promising technology with the potential to revolutionize finance 

by offering unique characteristics. In addition to security tokens, various other types of tokens exist, 

broadly classified into payment tokens, utility tokens, and security tokens. Payment tokens serve as a 

digital representation of value for exchange, utility tokens provide access to specific products or ser-

vices within decentralized ecosystems, and security tokens represent ownership stakes in assets like 

equity shares or debt instruments on blockchain networks (Guseva, 2020; World Economic Forum, 

2023). 
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Security tokens offer small and medium-sized enterprises (SMEs) decentralized means of raising capi-

tal, bypassing traditional intermediaries (Sigurdsson, Eriksson, & Lindh, 2022). This approach democ-

ratizes access to capital markets, fostering innovation in fundraising. Security token offerings (STOs) 

provide a cost-effective alternative to IPOs, enabling compliance with securities regulations while of-

fering scalability. Additionally, security tokens enhance liquidity in traditionally illiquid markets, im-

proving market efficiency and reducing transaction costs (Smith et al., 2019). Overall, security tokens 

have the potential to democratize access to capital, enhance liquidity, and streamline fundraising pro-

cesses, driving innovation and disruption in traditional financial markets. 

This aligns with increasing recognition in leading financial firms and the market itself. BlackRock's CEO 

Larry Fink and institutions like CITI-bank highlight the transformative power of security tokens. 

Fink predicts that financial securities' future lies in tokenization (Fintech News, 2023), while CITI-bank 

forecasts an 80x growth in tokenization, reaching nearly $4 trillion by 2030 (The Tokenizer, 2023). 

Furthermore, anticipation for the technology extends globally. South Korean Asset Manager "Asset Se-

curities," managing over USD 500 billion, partnered with Polygon Labs to launch an exchange, facilitat-

ing real-world asset tokenization (Godbole, 2023). An outlook report by ADDX and the Boston Consult-

ing Group forecasts a $16 trillion opportunity in tokenizing global illiquid assets by 2030, around 10% 

of global GDP (ADDX & Boston Consulting Group, 2022). These developments highlight the widespread 

significance and potential impact of tokenization on financial markets. 

 

Security Token Index 

Currently, there is no security token index available in the market to monitor the performance of exist-

ing token offerings. Indexation serves as a critical tool in finance, primarily as an overview, benchmark, 

and assessment tool. It provides investors with a standard measure to evaluate the performance of spe-

cific markets, sectors, or asset classes. By tracking the movements of an index, investors can assess 

market trends, monitor the overall health of an investment, and make informed decisions about their 

portfolios (Parasuraman & Ramudu, 2014). Additionally, indexes serve as benchmarks against which 

investment managers can compare their performance, providing a standardized yardstick for assessing 

investment strategies. Overall, indexation promotes transparency, standardization, and efficiency in fi-

nancial markets, helping investors navigate complex investment landscapes and make sound invest-

ment decisions. 

 

Methodology 

We applied an inductive research approach, allowing data to generate theories regarding the feasibility 

of constructing a Security Token Index (STI). This methodology involved a double-phase design, to in-

corporate both quantitative data collection methods from market analysis and qualitative data collec-
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tion methods such as semi-structured interviews with industry experts. Stephan Flagel (Senior Manage-

ment Director Advisory Company “Findexa”; Benchmark & Indexation Expert; fmr. Global Head of 

Benchmarks (Thomson Reuters), CEO STOXX Ltd); Dr. Eric Falk (Tech-Entrepreneur (ENT: Moniflo, 

Filedgr, Alpha Persei), Adjunct Professor (HEC-Liège), Advisor.) and an anonymous participant (Crypto-

currencies specialist & employee of a crypto-trading company). These interviews aimed to validate find-

ings from market analysis regarding available security tokens suitable for inclusion in an index.  

 

Research Objectives 

• Investigate and analyze the characteristics of security tokens in the current state of the security 

token market. 

• Design and evaluate various methods for constructing an STI, including the study of index 

weighting procedures and other relevant factors. 

• Evaluate the potential benefits and opportunities of an STI for investors and the overall market. 

• Identify, analyze, and discuss the challenges and barriers to the development of the market, 

including the role of financial intermediaries. 

• The ensuing sections present the research objectives and their corresponding resolutions. Ref-

erence to the quantitative market analysis findings can be found in the appendix. 

 

Addressing Research Objective 1: 

• Market Capitalization and Developmental Stage: The total market capitalization of security to-

kens is approximately USD 18 billion, indicating that the market is still in a developmental stage 

compared to the broader cryptocurrency market, valued at USD 1380 billion. Expert assess-

ment suggests that the market is underdeveloped, with limited liquidity posing a significant 

challenge. 

• Benefits and Potential of Security Token Technology: Security tokens offer numerous benefits, 

including automation of transactions through blockchain and smart contracts. Experts believe 

in the technology's potential to open up private and illiquid markets to the public, streamlining 

processes, reducing costs, and enhancing efficiency. The technology's ability to cut out inter-

mediaries and simplify asset ownership is particularly emphasized. 

• Value and Utility of Security Tokens: The value of security tokens is closely tied to their under-

lying assets and intrinsic worth. The technology holds promise, especially in areas were assets 

face liquidity challenges or regulatory barriers. Experts highlight the potential for increased li-

quidity and efficiency in tokenizing valuable assets. 
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• Applications for SME Funding and Market Fragmentation: Security tokens have the potential 

to revolutionize SME funding by making it more accessible and cost-effective for retail inves-

tors. However, the fragmented landscape of European exchanges presents challenges for 

broader adoption. Experts express surprise at the slow uptake of the technology, indicating a 

need for clarity on limitations and barriers to adoption. 

 

Addressing Research Objective 2: 

• Analysis revealed that a capitalization-weighted index would be distorted by an outlier com-

pany, leading to an inaccurate representation of the market. 

• Similarly, a price-weighted index would overemphasize certain tokens, resulting in a skewed 

representation. 

• Equal-weighted index methodology emerged as the most suitable approach to accurately 

measure the overall market progression. 

• Discussions with indexation expert Mr. Stephan Flagel emphasized the importance of bench-

mark indices for novel markets like security tokens. 

• Segmentation and Indexation Strategies: 

• Segmenting the market based on market capitalization and industry sectors was proposed to 

provide a clear picture of the market and add value to stakeholders. 

• Excluding outlier companies like "Enegra Group" was advised to prevent index distortion (refer 

to appendix). 

• Quarterly rebalancing of the index was suggested to incorporate new token projects and accu-

rately track market performance. 

 

Addressing Research Objective 3: 

Benefits and Opportunities of STI: 

• STI provides an instrumental overview of the nascent security token market, aiding in financial 

decisions, investment strategies, and further research. 

• Mr. Flagel emphasized the value of being first to market and the boost an STI would provide to 

the security token market. 

• Stakeholders, including investors, researchers, and financial intermediaries, see an STI as a 

necessary and interesting tool for industry stakeholders. 

• STI serves as a benchmarking tool, enabling investors to quickly measure and assess the mar-

ket's progression, potentially enhancing market trust and awareness. 
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Enhanced Trust and Market Awareness: 

• STI can enhance trust in the market by adding a layer of trust through the methodology of index 

providers, thereby contributing to market development. 

• The transparent methodology and branding of the index provider can establish trustworthiness 

and enhance market awareness, potentially accelerating technology adoption. 

Challenges and Limitations: 

• The need for a separate token index is questioned due to the similarities between security to-

kens and traditional shares, leading to potential reluctance from index providers. 

• The limited availability of publicly tradable security tokens poses a challenge for constructing 

an index that accurately represents the entire market. 

• Dr. Falk predicts a shift towards publicly accessible security token offerings over time, correlat-

ing positively with the value of an STI. 

• The STI's value lies in its ability to adapt to market dynamics through periodical rebalancing, 

providing historical development insights for researchers and stakeholders. 

 

Addressing Research Objective 4: 

Lack of Regulatory Framework: 

• The fragmented regulatory environment surrounding security tokens across different jurisdic-

tions creates uncertainty among investors. 

• Disputes regarding security token projects are settled in the jurisdiction where the issuer is 

based, highlighting the need for international standards. 

• Dr. Falk highlighted regulatory hurdles related to sanctions, investor messaging, and dividend 

payments, underscoring the complexity of regulatory compliance. 

• Brokers offering security tokens must comply with jurisdictional security laws, implementing 

KYC and AML controls to identify investors. 

Restricted Access for Investors: 

• Many brokers offer security tokens through private placements limited to accredited investors, 

simplifying onboarding processes and adhering to specific investor profile standards. 

Incoherent Terminology and Complexity: 

• Inconsistent terminology and complex concepts related to security tokens, wallets, and trans-

action fees hinder understanding and adoption, especially for retail investors. 
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Reputational Limitations: 

• Fraudulent practices and market manipulations, exemplified by events such as the FTX col-

lapse, have damaged the reputation of the technology and slowed its adoption. 

• Financial intermediaries, particularly in Germany, are concerned about reputational risks asso-

ciated with adopting security token technology. 

• Adjusting terminology and using different phrasings could potentially improve adoption and 

enhance market reputation, as suggested by Mr. Flagel and Dr. Falk. 

• Hesitancy Among SMEs: 

• SMEs may be hesitant to adopt security token technology due to concerns about liquidity and 

potential manipulation risks. 

• Companies issuing security tokens may still prefer traditional banking infrastructure for under-

writing STOs, as banks lack the technology to underwrite tokenized securities. 

Limitations Faced by Financial Intermediaries 

Technological Advancements: 

• Financial intermediaries, including banks, face challenges due to the lack of technological ad-

vancements in blockchain and Web3 applications. 

• Dr. Falk highlighted the need for comprehensive IT applications and raised questions about ac-

cess management, thresholds, and authorization control within blockchain systems. 

• Implementing complex authorization systems directly into smart contracts may not be feasible 

due to the intricate processes involved, as smart contracts should primarily ensure the correct 

execution of financial transactions. 

• Compatibility Issues and Trading Systems: 

• Financial intermediaries have specific trading systems tailored to their jurisdiction, leading to 

compatibility issues on a global scale. 

• A global trading system is required for technologies like security tokens, but the lack of infra-

structure in banks for trading tokens and managing risk impedes adoption. 

• Mr. Flagel suggested that until banks have the necessary infrastructure for trading tokens, wide-

spread adoption by financial intermediaries is unlikely. 

Slow Adoption Timeline: 

• Dr. Falk predicted a lengthy adoption timeline of 20 to 30 years for financial institutions to im-

plement necessary systems and adapt to security token technology. 

• Despite the literature suggesting decentralization of tokens, financial intermediaries remain 

crucial in the security token realm, providing custody services and interacting with investors. 

• Role of Financial Intermediaries: 
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• Financial intermediaries play a vital role in facilitating the adoption of security tokens by 

providing custody services, interacting with investors, and serving as trustworthy entities. 

• While banks are key drivers of security token development, they are hesitant to adopt the tech-

nology due to issues like insufficient issuance and liquidity. 

• The technology could benefit financial intermediaries by enabling instant settlement between 

parties and reducing costs associated with settlement and clearing processes. 

 

 

Conclusion:  

 

This research concludes that constructing a Security Token Index (STI) is feasible and valuable for track-

ing and assessing the security token market. It identifies suitable tokens for inclusion and proposes a 

methodology for index construction. The study highlights key obstacles to market development, in-

cluding regulatory uncertainties and hesitancy among financial intermediaries. Despite challenges, the 

STI is anticipated to facilitate market progress, offering a comprehensive overview, and informing de-

cision-making. 

 

 

 

 

 

 

 

 

 

 

 



IU Discussion Papers – Business & Management, No. 9 (JUL 2024) 
 

Page 12 out of 13 

Sources 

ADDX & Boston Consulting Group. (2022, September 22). On-Chain Asset Tokenization. [Online]. Re-

trieved from https://web-assets.bcg.com/1e/a2/5b5f2b7e42dfad2cb3113a291222/on-chain-
asset-tokenization.pdf 

Fintech News. (2023, April). Tokenization of securities will be the next evolution in markets – BlackRock 

CEO. Retrieved October 30, 2023, from https://www.fintechnews.org/tokenization-of-securi-

ties-will-be-the-next-evolution-in-markets-blackrock-ceo/ 

Godbole, O. (2023, September). $500B Korean Asset Manager Mirae Taps Polygon Labs in Securities To-

kenization Drive. CoinDesk. [Online].  Retrieved October 5th, 2023, from: 

https://www.coindesk.com/business/2023/09/07/500b-korean-asset-manager-taps-poly-

gon-labs-to-develop-tokenized-securities-network/ 

The Tokenizer. (2023). Citi Expects $4 Trillion in Value of Tokenized Assets by 2030. Retrieved October 
30, 2023, from https://thetokenizer.io/2023/03/31/citi-expects-4-trillion-in-value-of-to-

kenized-assets-by-2030/ 

World Economic Forum. (2023, May). Pathways to the Regulation of Crypto-Assets: A Global Approach. 

Retrieved October 4th, 2023, from: https://www3.weforum.org/docs/WEF_Path-
ways_to_the_Regulation_of_Crypto_Assets_2023.pdf 

Guseva, Y. (2020). A conceptual framework for digital-asset securities: Tokens and coins as debt and 

equity. Md. L. Rev., 80, 166. Retrieved from: https://digitalcommons.law.umary-
land.edu/mlr/vol80/iss1/7  

Sigurdsson, C., Eriksson, L., & Lindh, I. (2022). The Entrepreneurial Incentives of IEOs and STOs: A com-

parative study of the incentives for entrepreneurs in capital markets to use Initial Exchange 
Offerings and Securitized Token Offerings as fundraising methods. Retrieved December 1st, 

2023, from: https://www.diva-portal.org/smash/get/diva2:1664940/FULLTEXT01.pdf  

Smith, J., Vora, M., Benedetti, H., Yoshida, K., & Vogel, Z. (2019). Tokenized securities and commercial 
real estate. Available at SSRN 3438286. 

Nakamoto, S. (2008). Bitcoin: A peer-to-peer electronic cash system. Decentralized Business Review. 
Retrieved from https://assets.pubpub.org/d8wct41f/31611263538139.pdf  

Xu, M., Chen, X., & Kou, G. (2019). A systematic review of blockchain. Financial Innovation, 5(1), 1-14. 
Retrieved from https://link.springer.com/article/10.1186/s40854-019-0147-z  

Kiayias, A., Koutsoupias, E., Kyropoulou, M., & Tselekounis, Y. (2016, July). Blockchain Mining Games. In 
Proceedings of the 2016 ACM Conference on Economics and Computation (pp. 365-382). Re-

trieved from: https://arxiv.org/pdf/1607.02420.pdf  

Parasuraman, N. R., & Ramudu, P. J. (2014). Price weighted Vs. Value weighted index: A comparative 
analysis and impact on index-based portfolio performance. Working Paper. Alliance Univer-

sity, Bangalore, India. Retrieved from (DOI): 10.1016/j.jfs.2015.04.006 

Wienert, J. & Bethge, M. (2019). Medizinisch-beruflich orientierte Rehabilitation für onkologische Reha-
bilitanden – kurzfristige Ergebnisse einer clusterrandomisierten Multicenterstudie. Rehabili-
tation, 58(03), 181–190. https://doi.org/10.1055/a-0604-0157 

 

 

https://web-assets.bcg.com/1e/a2/5b5f2b7e42dfad2cb3113a291222/on-chain-asset-tokenization.pdf
https://web-assets.bcg.com/1e/a2/5b5f2b7e42dfad2cb3113a291222/on-chain-asset-tokenization.pdf
https://www.fintechnews.org/tokenization-of-securities-will-be-the-next-evolution-in-markets-blackrock-ceo/
https://www.fintechnews.org/tokenization-of-securities-will-be-the-next-evolution-in-markets-blackrock-ceo/
https://www.coindesk.com/business/2023/09/07/500b-korean-asset-manager-taps-polygon-labs-to-develop-tokenized-securities-network/
https://www.coindesk.com/business/2023/09/07/500b-korean-asset-manager-taps-polygon-labs-to-develop-tokenized-securities-network/
https://thetokenizer.io/2023/03/31/citi-expects-4-trillion-in-value-of-tokenized-assets-by-2030/
https://thetokenizer.io/2023/03/31/citi-expects-4-trillion-in-value-of-tokenized-assets-by-2030/
https://www3.weforum.org/docs/WEF_Pathways_to_the_Regulation_of_Crypto_Assets_2023.pdf
https://www3.weforum.org/docs/WEF_Pathways_to_the_Regulation_of_Crypto_Assets_2023.pdf
https://digitalcommons.law.umaryland.edu/mlr/vol80/iss1/7
https://digitalcommons.law.umaryland.edu/mlr/vol80/iss1/7
https://www.diva-portal.org/smash/get/diva2:1664940/FULLTEXT01.pdf
https://assets.pubpub.org/d8wct41f/31611263538139.pdf
https://link.springer.com/article/10.1186/s40854-019-0147-z
https://arxiv.org/pdf/1607.02420.pdf
http://dx.doi.org/10.1016/j.jfs.2015.04.006
https://doi.org/10.1055/a-0604-0157


 

   
 

Appendix 
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