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In questioning how they could have 
missed such a large failure in our national 
financial system, legislators and regulators 
alike have asked, “How do we connect 
the dots?” The answer is apparent: “In 
order to connect the dots, we must 
first be prepared to see the dots.” This 
requires new business processes that 
look at information in greater detail. In 
fully connecting financial transactions 
to their risk-describing elements, we 
stand at an historic nexus of national 
strengths: financial market creation and 
information technology. We can improve 
our systems to overcome the errors we 
have made in the past. Then, we all can 
go back to work.

How Can We Step Away 
from the Brink and Begin 
Restoring Our Financial 
System?
It is incumbent upon us all to create a 
viable and constructive solution that 
preserves the health of our economy. To 
that end, we must implement tools with 
which to properly identify, manage and 
value investment risk.

Marketcore proposes just such a solution. 
The solution rests on improving the 
quality and timeliness of disclosures in 
order to:

•  Empower regulators to more effectively 
oversee financial institutions and 
detect emerging systemic risk, without 
overly burdensome regulations.

•  Empower investors’ decision-making.

•  Stabilize markets through improved 
price discovery, enhanced risk 
identification and facilitated  
market liquidity.

•  Expand business opportunities. 

•  Improve the functioning of both 
insurance and capital markets.

A Single, See-Through 
Solution
We propose a continuous framework for 
understanding risk in which all market 
participants are directly rewarded for 
being transparent and for updating their 
disclosures. The process would occur in 
a linkage of financial market functions 
that result in an effective unified data 
processing system encompassing the 
entire financial sector. It would be marked 
by a viral growth of increasingly granular 
market data that would reduce the 
abusive impact of information arbitrage.

In this patent-protected business process, 
each set of disclosures is matched with 
an incentive of a direct financial or 
strategic benefit that lowers costs of 
either subsequent transaction fees or 
access to critical market information, 
with anonymity given to the data to 
address privacy concerns. The benefit, 
a “Transaction CreditTM”, is granted 
for a specific term for conversion to 
specific services, whether the market 
participant is either creating a product, 
intermediating a product, shedding or 
taking on risk. Financial performance 
would be tracked in near- or real-time 
by the benefit of “Transaction Credits” 
which offer a direct non-inflationary 
stimulus to business volumes, from first 
inquiry to final placement of each and 
every financial contract with an investor.

The result is clarity of purpose and risk 
reduction. The incidence of fraud would 
decline with the disclosures, as would 
the cost of each related risk transfer. 
With an eventual end to the twin issues 
of informational asymmetry and its 
accompanying adverse selection, markets 
could actually afford to gradually replace 
risk-related business inefficiencies with 
growing business volumes, as market 
functions are restored. Data analytics 
could present electronic information that 
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could fully span the most micro- to the 
most macro-market views for improved 
risk management.

In a nutshell, what is being proposed is 
an electronic communication system that 
links those with risks they wish to transfer 
to those wishing to profit from accepting 
risk transfers. The difference between 
what exists today and the proposal is 
that all parties will have access to the same 
information in the electronic communication 
system that captures the important 
descriptors of the risks being transferred. 

The transparency embedded in the 
system will work to restore the sanctity 
of the contract — a feature that has 
been lost in our current environment. 
The risk shedder will know the cost of 
the risk transfer and will have to, in 
good faith, disclose all the important 
risk characteristics so that the risk 
acceptor understands exactly what 
is being transferred. This will allow 
the marketplace and its regulators 
to confidently evaluate the risk and 
appropriately account for it, restoring 
faith in our free market system.

Leveling the Playing Field
Insurance regulators focus on an 
insurance carrier’s market activity 
(which defines business practices in risk 
terms) and solvency (which protects the 
financial integrity of the company). This 
dual regulatory focus arises from the fact 
that an insurance carrier’s core product 
(the contractually-promised protection of 
a defined risk for a defined term) is largely 
supported in each insurance carrier’s asset 
base by investments in an aggregate of 
secured assets with determined cash flows 
(mostly bonds). As a result, insurance 
companies are among the most significant 
participants in related financial markets 
and among the largest investors in 
specific types of financial instruments — 

e.g. securitized instruments backed by 
mortgages being one type with current 
valuation and liquidity problems.

Currently, at least in terms of information 
within the insurance markets, investment 
decisions and transactions occur 
on a very uneven playing field. The 
revelations of the past two years confirm 
that a dramatic asymmetry exists in both 
the flows of information and critical risk 
data disclosures surrounding the precise 
risk elements of various instruments (as 
described by George Akerlof, Michael 
Spence and Joseph E Stiglitz, and 
acknowledged in 2001 with a Nobel Prize 
in Economics).1

As predicted, this asymmetry has worked 
to the distinct advantage of a very few, and 
the gross disadvantage of the many, and 
can be seen to have undermined the entire 
chain of investment decision-making. 
Asymmetrical flows of information 
contribute to, and in turn are greatly 
facilitated by, opaque markets. Some might 
add that they have actually combined with 

the reality of uncertain per asset cash flows 
to exacerbate the financial crisis. However, 
market participants are able to identify, 
and properly manage or hedge risks in 
those cases where there is disclosure of 
timely and relevant information about 
each risk element.

Each contract’s risk is defined by its 
underwriting standards, representations 
and warranties, price, terms and 
conditions. It is precisely here that 
we first run into problems with both 
disclosures and “transparency.” Market 
transparency is simply defined as full 
access to information. However, in a 
marketplace with asymmetric information 
flows and limited synchronicity of data, 
opacity can often favor only one of 
the contractual counterparties. The 
result: fraud is rampant and the market 
can often be characterized by a wish to 
shun, or delay, honoring contractual 
obligations. For finance, relying as it 
does on the sanctity of a contract and of 
full disclosure, this has resulted in a near 
death experience — at least for parts of 
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the market where the specific financial 
performance can no longer be reliably 
predicted for individual assets. 

However, in an information age, 
disclosures and transparent data flows are 
capable of being joined. The ability to 
view risk data electronically in near- or 
real-time from both macro and micro 
views is particularly useful when it is 
necessary to value complex, rarely traded 
and unique aggregations of contracts, 
such as those that commonly occur in 
both the property-casualty sectors of 
insurance and the structured finance 
sector of capital markets. What could be 
more useful and restorative for asset and 
risk valuation purposes than an effective, 
electronic “ticker tape” on both the 
insurance and lending markets? 

Once established through product 
differentiation in the spot markets, we 
could even grow future and options 
markets to hedge risk in the newly 
differentiated asset classes. As has been 
proven in other markets, this can best be 
accomplished through a near- or real-
time electronic exchange and tracking 
of both descriptive data and price/term 
information. This is easily combined 
with on-going performance or cash flow 
reviews, even down to a granular, per 
contract basis.

Market Application
An illustration of the following example 
of an application of the Marketcore 
data processing system is provided in a 
demo on our website, www.marketcore.
com. Marketcore’s system has direct 
application in the credit and credit 
derivatives markets. Our system is 
designed to encompass any portion of, or 
the full spectrum of, a loan origination, 
from the first inquiry by a consumer to 
the final maturity or end disposition of 
the loan. The information that describes 
the origination of a loan and all related 
risk and valuation data is entered into the 
system, where it becomes transparent and 

trackable. These defining risk parameters 
of each loan can be provided or displayed 
anonymously, in real time or near real 
time. It is always accessible to all market 
participants, including regulators, rating 
agencies, investors and market makers. 

The data can be accessed to take as 
macro or micro a view of overall market 
or product-specific or transaction-specific 
information and activity as the user 
desires. A lender’s underwriting standards 
describe the risk that he is willing to take. 
It is those risks that can be shifted to 
others downstream. The loan documents 
further specify the obligations of each 
counterparty to the financial contract. 
This data will always be accessible no 
matter what happens to the loan — even 
if it gets sliced and diced into derivative 
products that use only a portion of the 
original loan instrument. 

As the loan ages, its performance is 
tracked. The performance and other 
related risk data is stored in the database 
where it can be tracked for the life of 
the loan. Each descriptive element 
and any changes are embedded and 
stored in a Transaction CreditTM. The 
Transaction Credit, in turn, has direct 
financial benefit to the participant. 
Thus, all market participants have the 
optional ability to “trade” transparency in 
exchange for lower costs. A Transaction 
Credit is a unique, anonymous identifier 
that can be applied to reduce the cost 
of future transactions, or of strategically 
important market information. It is also 
a tracking device. Transaction credits 
continuously add information and 
value, even as the loan ages, enhancing 
liquidity and powering business volumes. 
This unique tool provides incentive 
for participation and tracking risk 
characteristics of each instrument.

At each point along the way: 

•  Data is collected, linked and tracked.

•  Data is viewed in real time.

•  Transaction Credits are earned — 
reducing costs.

As a loan is held in an investment pool, 
the details of the individual loans and 
pricing characteristics must be fully 
and accurately known and described. 
Today, this information is difficult, if 
not impossible to obtain. But in the 
Marketcore system, any loan within the 
portfolio can be made fully transparent 
down to the key data elements. The 
precise original underwriting standard 
can be accessed and compared against 
other risks. And those data points can 
be used to create new informational 
or investment products. Wherever it 
goes, no matter how many times it is 
repackaged and resold, the data associated 
with that loan remains in the data 
processing system, fully transparent for all 
market participants.

Participants can view in the system, the 
data of the specific loan, lending activity 
in the retail market, and transactional 
activity in the secondary market and all 
related risks. Participants can compare 
performance of the loan, and of all related 
products based off of it. Thus, regulators 
can detect disturbing market trends as 
they emerge. 

Over time, a rich repository of market 
data is formed. The display of data in 
real time creates a “ticker tape” on the 
markets for loans and lines of credit, 
which has never existed before. This will 
enable price discovery, the tracking and 
establishment of asset values. It provides 
a methodology of ascribing reliable asset 
values and credit ratings to securitized 
and structured products. This in turn 
creates more efficient markets by exposing 
differences in market pricing, which both 
provides arbitrage opportunities, but at 
the same time limits excessive arbitrage, 
leading to more robust financial markets. 
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Stabilizing Markets, 
Expanding Business 
Opportunity
The only way to grow such 
a complex marketplace is to 
enhance the product-creation 
process and to assure that the 
risks are both appropriately 
measured and “costed” to the 
intended investment result. In 
this way, it is possible for the 
product origination process 
and the anticipated financial 
performance of each contract to 
secure the marketplace.

A frank and transparent 
identification and grading of 
all contractual and associated 
risks in product creation will 
enable us all to grow financial 
markets — massively. Once 
that identification and grading 
(i.e., standardization) is 
complete, we can begin to price 
the risks openly, out of a more complete 
understanding of the likely incidence of 
each defined peril. The full disclosure 
across a product’s life cycle, induced by 
incentives that reduce costs or increase 
market advantage, provides the financial 
system with a stronger foundation.

Moving Forward, 
Mitigating Risk
In hindsight, it is now clear that we 
have built our entire financial system on 
services related to the intermediation of 
credit risk. We now have no choice but 
to recognize that the ultimate costs of 
all credit risk transfers, without regard to 
whether or not they occur in consumer 
or corporate or government debt, is 
actually a single risk that aligned to 
create a financially cataclysmic event 
that has cost the nation many trillions of 
dollars of value. The common “egg” in 
all baskets is credit. But the Marketcore 
system not only differentiates credit, it 

also works for risks that do not presently 
correlate to credit.

Most appropriately, the proposed 
solution facilitates risk management and 
increases operating efficiencies; thereby 
reducing costs, which typically builds 
business volumes. Today, we know that 
single elements of risk can combine in 
complex ways that can overwhelm the 
marketplace. This requires us to look 
at each of the risk elements and the 
full variety of combinations in order to 
detect and, at least in some cases, predict 
risk. Only then is risk limitation and 
mitigation possible.

The Marketcore solution is focused on 
eliminating the pitfalls in the market 
structure and methodologies that 
contributed to this debacle. It replaces 
them with a structure that generates 
a more productive, fully functioning 
financial marketplace. Such a result is 

Timely access to loan data, compared 
across transaction platforms, can be used 
to identify particular bellwether events 
such as systemic risks and concentrated 
counterparty risks, shifts in borrowing 
activity, loan repayments, refinancing 
activity, or resale of derivative risks and 
much more. Participants can track and 
model these data points to assess the actual 
performance and risk profile of assets. 

The Marketcore system facilitates 
identification of impending toxic trends, 
excessive inventory by loan type and 
other warning signs, thereby “connecting 
the dots” to form a comprehensive view 
of systemic risk. With this information in 
hand, the owner, investor, evaluator or 
regulator can take the appropriate steps to 
manage the risk.

Marketcore’s system is neutral, low-cost, 
and assures enhanced market liquidity, 
growth and function. The solution 
defines transparency as it clarifies risk. 
And this system has application across all 
financial markets.

Are Such Concepts Actually 
Feasible for Use Today?
Yes. The intellectual property that 
surrounds this work has recently been 
licensed for use in the commercial 
marketplace for insurance and 
reinsurance. This initial use, a single 
policy submission to multiple carriers, is 
only one efficiency-creating application 
of this unique business process. It 
focuses simply on the origination side 
of insurance, without links to capital 
markets. Still, it is being used to address 
critical operating inefficiencies and 
market standardization issues and will 
lead to transparency for financial market 
intermediaries as well as to better risk 
management and pricing.
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entirely achievable with a modicum 
of adjustment in how we do business, 
combined with prompt action on the part 
of industry leaders.

Conclusion
In our work, investment and disclosure 
functions have been united to assure 
a standard of risk prediction and 
management that can re-invent the 
marketplace. Using it, we can start to 
dispel forever the devil in the details 
that currently has overwhelmed market 
and informational efficiency. In this new 
business process, we can differentiate risks 
to create new markets and new products.

The time to restore confidence in market 
functions is immediate. All that is required 
is a logical business process that clearly 
links investment and disclosure and the 
common will to execute the process. 
Its implementation has the possibility 
of being a paradigm shift, but properly 
managed it is simply the adoption of more 
rigorous business process and methodology 
using available technology.

We can work together to rebuild 
finance. At a time of great crisis, when 
cynicism and resignation are rampant, 
self-regulating industry groups and 
government oversight need to be greater 
than any “special interest.” We can 
join together to re-tool our business 
process and rebuild confidence using 
the transformational benefits of hybrid 
products that address and fund the very 
largest of policy issues facing the planet. 
The choice is clear. It is up to you. n

Reference
 1.  Wikipedia describes information 

asymmetry models as follows: 
“Information asymmetry models 
assume that at least one party to a 
transaction has relevant information 
whereas the other(s) do not. Some 
asymmetric information models 
can also be used in situations where 
at least one party can enforce, or 
effectively retaliate for breaches of, 
certain parts of an agreement whereas 
the other(s) cannot ... In adverse 
selection models, the ignorant party 
lacks information while negotiating an 

agreed understanding of or contract 
to the transaction, whereas in moral 
hazard the ignorant party lacks 
information about performance of the 
agreed-upon transaction or lacks the 
ability to retaliate for a breach of the 
agreement. An example of adverse 
selection is when people who are high 
risk are more likely to buy insurance, 
because the insurance company cannot 
effectively discriminate against them, 
usually due to lack of information 
about the particular individual’s risk 
but also sometimes by force of law 
or other constraints. An example 
of moral hazard is when people are 
more likely to behave recklessly after 
becoming insured, either because the 
insurer cannot observe this behavior 
or cannot effectively retaliate against 
it, for example by failing to renew the 
insurance.” <http://en.wikipedia.org/
wiki/Information_asymmetry>
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•  To be a trusted source of information about the various United States insurance markets.

•  To provide a forum for discussion on pertinent regulatory or legislative issues.


