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The Ledge That Isn’t There
The Structural Risk of Asset-Only Ledgers

TradFi prefers credit over Defi prefunding. This piece maps the failure modes that define the TradFi-Defi
divide to a unified DLT accounting structure that closes the gap.

On February 3rd Ondo announced a breakthrough: they “finally removed the need to prefund blockchain
transactions” — a real unlock. It's great progress. Why is it a big deal? Because blockchains still can’t
verify liquidity or verify liabilities, and until they can we need a workaround.

To eliminate prefunding in the DeFi model, you need synthetic solvency at a minimum — a structure that
simulates solvency by leaning on off-chain accounts, off-chain credit checks, and off-chain enforceability.
It works, as long as the real accounting happens somewhere off-chain.

How long can we keep inventing workarounds because the one thing we actually need isn't there? That
one thing is a way for the protocol to express who owes what to whom.

Double Down

If we don’t have on-chain obligations, then we double down on execution. If we don’t have unified
accounting, then we double down on liquidity routing. If we don’t have lifecycle truth, then we double
down on synthetic solvency.

The doubled down tools this time are:

e off-chain brokerage accounts
oracle-verified balances

margin logic inside a lending engine
off-chain credit checks

off-chain enforceability

Put those together and you can eliminate prefunding — which is a real breakthrough — but the structure
is still synthetic. The loop only closes if the off-chain accounts, credit checks, and reserve attestations
resolve with perfect accuracy. Clients must trust that the off-chain truth matches the on-chain
representation, because the ledger itself cannot verify it. Objectively, that’s an unstable circuit.

Synthetic funding is enough to power perpetual futures on-chain. They’re the derivative that works best in
a world without lifecycle truth:

No expiries.

No settlements.

No corporate actions.

No coupons.

No dividends.

No NAV.

No encumbrance tracking.



Everything else — options, swaps, structured products, credit lines, repo, securities lending — requires
the one thing blockchains still can’t do: track obligations.

Forced Behaviors

An orderbook needs real liquidity. An alternative is an RFQ model. RFQ is the minimum viable market
structure for a system that can’t see liabilities.

That's because:

e RFQ doesn’t require pre-trade credit.

e RFQ doesn’t require unified risk.

¢ RFQ doesn’t require continuous solvency.

e RFQ doesn’t require lifecycle truth.

e RFQ doesn’t require enforceable obligations.

Consider the NYSE’s proposed Pillar venue: an off-chain RFQ matching environment paired with
on-chain, prefunded settlement against USD stablecoins. The chain records asset movement only — it
cannot express liabilities, credit, margin, or lifecycle truth — so broker-dealers must still extinguish the
liability leg off-chain and reconcile those obligations back to their books. The result is a prefunded
on-chain circuit whose positive charge flows only through the asset branch circuits, each energized by a
prefunded negative charge. The obligation loads remain off-chain, outside the circuit entirely, where
broker-dealers must pre-wire and terminate the duplicates required to complete proper settlement after a
prefunded atomic transfer. In effect, the system runs two circuits in parallel — one on-chain for the
shareholder’s tokenized assets, one off-chain for the same shareholder’s obligations on the
broker-dealer’s books — and the loop closes only if the off-chain circuit resolves with perfect accuracy.
That burden does not sit with the Pillar venue; it sits entirely with the broker-dealer.

Consider the Bank for International Settlements’ Project Agora: their “unified ledger” experiment ran into
the same wall. The project introduced “tokenized liabilities” to offset tokenized assets, with both held
together at the smart-contract layer. That’s a workaround, and it turned out to be a fragile construct. A
cross-border CBDC network between central banks collapses back into synthetic solvency if this
construct fails. That’s not tenable for central banks.

Addressing Modes of Failure

Every workaround we’ve talked about simply cannot expose its own risks as long as it can’t see its own
obligations.

Consider now the familiar modes of failure. The risks these modes create are the result of the structural
deviation separating TradFi from DeFi. They’re architectural consequences.



Liguidity lllusions Shallow liquidity amplifies Real-time liquidity verification
shocks

Unpriced Optionality |Market moves in one direction |Deterministic lifecycle truth +
all at once liquidity verification

Unsound Collateral |Collateral shortfalls magnify |Encumbrance-aware asset state +
losses observable solvency

Missing Obligations |Hidden liabilities spread loss |Pre-trade credit + enforceable
across participants obligations

The only way out is to address the architectural change DeFi has avoided for as long as there has been a
Defi: double-entry accounting at the protocol level.

Once a chain can verify liquidity and verify liabilities, everything else becomes possible.

If you think of U.S. market infrastructure as a DC circuit — a solvency system with real polarity, where
assets and liabilities are always expressed together like positive and negative charges — then today’s
asset-only ledgers operate like AC circuits. Assets remain positively charged, but they can only be
matched with other assets when a synthetic negative charge is present. Prefunding is that synthetic
negative charge, because the ledger’s fundamental architecture cannot supply one. !

It follows that all permissionless blockchain settlement is delivery-versus-delivery (DvD), not
delivery-versus-payment (DvP) as industry literature often claims. Permissionless chains settle only the
asset side of a transaction, collapsing enough of the settlement requirement to qualify as a T+0 DvD event
— but not true atomic settlement. Until that changes, permissionless blockchains will never settle both
assets and liabilities, leaving them unable to balance accounts without redundant off-chain systems. An
asset-only design cannot express obligations, and therefore cannot supply the credit that powers
traditional markets globally.

Solutions at Hand

The path forward isn’t more clever ways to simulate solvency or wrap off-chain credit in on-chain
workflows. It isn’t another round of RFQ venues or synthetic derivatives. It’s about protocol-native
GAAP standard accounting.

With it:

e Markets can run orderbooks instead of RFQs.

e Derivatives can have real lifecycle events instead of synthetic ones.
e Credit can be native instead of off-chain.

e Solvency can be observed instead of prefunded.

e Risk can be unified instead of fragmented.

e Settlement can be deterministic instead of probabilistic.

1 See this “Solvency Circuit” diagram for a visual walk-thru of the problem and its resolution:
http://jar5.2.vu/Solvency Circuit



http://jqr5.2.vu/Solvency_Circuit
http://jqr5.2.vu/Solvency_Circuit

One way to think about this is through a model pattern we’ll call the Genesis Token. A Genesis Token is
the canonical representation of an asset, anchored in double-entry accounting, with every obligation,
encumbrance, and lifecycle event tied back to a single source of truth. It is the DLT equivalent of the
“golden record” institutions maintain today — shared as a single source of accounting truth and
enforceable through the obligation layer. It is the object that would sit inside a DLT-based omnibus or
clearinghouse account as the authoritative position. In an environment that can support such a token, true
atomic DvP settlement becomes possible.

This model enables fully coherent markets with the liquidity, capital efficiency, and lifecycle integrity of
traditional capital markets — operating at T+0, 24/7/365. It can also feed DeFi with assets that can be
safely abstracted and used as collateral, so long as a prime broker ensures the chain of custody is never
broken.

Pair the Genesis Token with a Network Accounting Layer, where every participant’s accounting
perimeter aligns, where regulated books-and-records are maintained, where obligations reconcile,
encumbrances are tracked, and solvency is observable in real time. The NAL becomes the authoritative
source for proper proof-of-reserve, because it carries the unified accounting truth for all entities
responsible for regulated positions. When the NAL hosts the Genesis Token, it becomes the connective
tissue that lets multiple chains, venues, and execution environments operate independently while still
sharing a unified accounting substrate.

Together, these concepts point toward a future where structural diversity becomes a strength — and
where true on-chain DvP becomes the foundation of a unified market structure.



