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ABOUT 

Genie Capital Ltd 

Genie Capital Ltd (Genie Capital) is an IP origination and stewardship company based in Buea, Cameroon. 

Genie Capital Ltd is the originator and Steward of novel mathematical formalisms, including Commitment 

Mathematics, Recursion Mathematics (formerly Loop Theory), Transcendental Mathematics and derivative 

works. While the bulk of the work is available under the CC-BY-NC-SA license, some derivations are kept 

proprietary. 

In addition to IP origination and stewardship, Genie Capital uses its frameworks to diagnose structural 

fragilities in global, national, corporate systems and make them publicly available under the CC-BY-NC-SA 

license to enhance the public's understanding and push informed debates. 

Every report is made by synthesizing only publicly available information through the lens of specific 

frameworks. 

 

This report applies the Nikoka Protocol — Genie Capital’s framework for diagnosing referee-player conflicts in 
coordination stacks — to the United States financial system. 

 



US FINANCIAL SYSTEM — EVOLUTION, STRUCTURE AND FRAGILITIES 

Preface: What This Diagnosis Does 

Value Control Protocol is a structural lens. It does not ask whether players are greedy, stupid, or 

captured. It asks where they sit in the stack, what that position allows them to do, and what 

happens when they occupy multiple layers at once. The answer explains why the US financial 

system is fragile regardless of who occupies the seats. 

The evolution of the US financial system is driven by three forces that are not separate. They are 

one feedback loop: 

●​ Policy — the rules. It defines what is permitted, what is required, what is prohibited. 

●​ Innovation — the technology and product design. It creates new layers, collapses 

distinctions between layers, and arms coordinators with new ways to produce. 

●​ Crashes — the structural failures. They are the moment the integration breaks. They expose 

the fragility. They produce the political demand for the next round of policy. 

 

The loop runs like this: innovation creates integration → integration creates fragility → fragility 

produces a crash → the crash produces regulation → regulation manages the integration rather 

than dismantling it → the next innovation deepens the integration → the next crash is larger. 

This is not a failure of regulation. It is not a failure of innovation. It is a failure of structure. The 

layers are distinct functions. The players occupy many. The integration is the problem. Separation is 

the solution. At the base, separation is impossible. The only remedy is anchoring. The anchor must 

be neutral. It must not be captured by the agency it disciplines. 

This diagnosis has four parts: 

●​ Evolution — the full narrative, with policy, innovation, and crashes integrated as one loop. 

The Fed is one innovation among many. It is the base of the base, but the base of the base 

is one layer in a five-layer stack. 

●​ The Current Structure — the full layer map: who occupies what, and where the conflicts sit. 

●​ Conflicts and Fragilities — the full inventory of referee-player problems and the specific 

fragilities they produce. 

●​ Three Trajectories — stay the course, pragmatic separation, full separation. 
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PART I 

Evolution 

Policy, Innovation, Crash — one feedback loop, six stages, 1863–2026 

STAGE 1 — FOUNDATION   1863–1913 

 

POLICY 

The National Banking Act of 1863. Created a national currency and a national banking system. 

Established the Office of the Comptroller of the Currency. Created a market for federal war bonds. It 

was the first time the federal government asserted control over the money supply and the banking 

system simultaneously. 

Layer effects. The state created the protocol layer (legal tender, contract enforcement) and the 

infrastructure layer (bank clearing). The real economy produced. Finance coordinated. The layers 

were distinct because coordination was expensive and technology was primitive. 

The innovation. It was a protocol innovation: it defined what a national bank was, what a national 

currency was, what a federal bond was. It made the coordination function legible and accountable. 

INNOVATION 

The Dow Jones Industrial Average (1896). The first index of the US stock market. It was a platform 

innovation: it abstracted the value of the entire market into a single number. It made the market 

legible. It made it investable. 

The first mutual funds (1924). The Massachusetts Investors Trust was the first open-end fund. It was 

an infrastructure innovation: a legal container through which many investors could hold assets 

together. It was the first time the fund vehicle was separated from the asset manager. The asset 

manager was the aggregator. The fund was the vehicle. The investor was the producer. The layers 

were distinct. 

The first consumer installment credit. Created a new form of aggregation: it matched the future 

income of households to the present demand for goods. It was a producer function (households 

produced the demand for credit) matched by an aggregator (the lender). 

CRASHES 
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The Panic of 1873. The National Banking System was a decentralized system of nationally chartered 

banks. Each bank issued its own banknotes, backed by federal bonds. The money supply was 

inelastic. It could not expand during planting season or harvest season, when farmers needed 

credit. It could not contract during speculative booms. It was tied to the stock of federal bonds, not 

to the needs of the real economy. The result was a cycle of booms and panics. 

The specific trigger was the failure of Jay Cooke & Company, a major bank that had invested heavily 

in railroad bonds. The railroad bubble burst. The bank failed. The stock market collapsed. The 

economy seized. 

The structural cause. There was no base of the base. There was no protocol layer for money. There 

was no infrastructure layer for liquidity. There was no lender of last resort. The private bankers were 

the only coordinators. They were players. They could not coordinate the system. They could only 

produce. 

The effect on the structure. The panic exposed the structural flaw: the United States had no central 

bank. It had no base of the base. The real economy produced. The banks coordinated. But there was 

no one at the base to anchor the system. The private banker was the anchor. And the private banker 

was a player. 

The Panic of 1893. Triggered by the failure of the Philadelphia and Reading Railroad, the National 

Cordage Company, and the Santa Fe Railroad. The railroad bubble burst. The stock market collapsed. 

The economy seized. 

The structural cause was the same as 1873: the money supply was inelastic. The banking system 

was decentralized. There was no lender of last resort. The private bankers were the only 

coordinators. They were players. 

The effect on the structure. The panic deepened the depression. It led to the creation of the Pujo 

Committee. It led to the investigation of the Money Trust. It showed that a small group of bankers 

— J.P. Morgan, National City Bank, First National Bank, Kuhn Loeb, and others — controlled the 

largest banks, the largest corporations, and the largest insurance companies in the United States. It 

showed that the same men sat on the boards of competing institutions. It showed that the financial 

system was integrated, concentrated, and controlled by a handful of players. 

The Panic of 1907. The Knickerbocker Trust Company failed. The stock market collapsed. The 

economy seized. There was no central bank to provide liquidity. J.P. Morgan, the private banker, 

organized a rescue. He locked the doors of his library, gathered the leading bankers of New York, 

and forced them to pool their capital to save the system. He was the lender of last resort. He was a 

private citizen. He was a producer. He was a referee and a player. 
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The structural cause. There was no base of the base. There was no protocol layer for money. There 

was no infrastructure layer for liquidity. There was no lender of last resort. The private banker was 

the anchor. And the private banker was a player. 

STRUCTURAL CHANGE 

The Pujo Committee (1912). The House Committee on Banking and Currency, chaired by Arsène 

Pujo, investigated the concentration of financial power. It exposed the "Money Trust." It showed 

that a small group of bankers controlled the largest banks, the largest corporations, and the largest 

insurance companies. It showed that the financial system was integrated, concentrated, and 

controlled by a handful of players. It did not produce a law. But it produced a public record. It made 

the case that the money supply was a public function, not a private one. It made the case that the 

base of the stack should be public, not private. It made the case that the protocol layer should be 

separated from the players. 

The Federal Reserve Act (1913). The response to the panics. It created the Federal Reserve System. 

It was a system of twelve regional Federal Reserve Banks, owned by the member banks, governed 

by a board appointed by the President. It was a compromise between public control and private 

control. It was a compromise between centralization and decentralization. It was a compromise 

between the state and the banks. 

Layer effects. The Fed was given the power to issue currency, hold reserves, lend to member banks, 

and provide payment rails. It was protocol (money), producer (credit allocation), and infrastructure 

(payment rails) from the start. It was the base of the base. It was the first time the United States 

created a central bank that was explicitly designed to be both referee and player. 

The innovation. It was a protocol innovation: it defined money. It was a producer innovation: it 

allocated credit. It was an infrastructure innovation: it ran payment rails. It was the first time the 

state created a base of the base that was neither fully public nor fully private. It was a protocol layer 

that was owned by the players and governed by the state. It was a referee-player from the start. 

The compromise. The compromise was not a separation. It was an integration. It was the integration 

of the state and the banks at the base of the stack. It was the integration of the protocol layer and 

the producer layer and the infrastructure layer. It was the integration that would produce the 

fragilities of the next century. 

STRUCTURAL READING 

The layers were distinct by default. Not by policy, but by friction. Coordination was expensive. 

Information was scarce. Technology was primitive. A bank that gathered deposits and made loans 

was an aggregator. It could not easily also be a platform (there was no API), an infrastructure (there 
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was no electronic rail), or a protocol (there was no standard contract). The layers were separated 

because it was too costly to integrate them. 

But the panics had exposed the structural flaw: there was no base of the base. The Fed was created 

to fill that gap. It was the first integration. It was the first referee-player. It was the first time the 

state and the banks were integrated at the base of the stack. The integration would deepen. 

 

Figure 1 — A century and a half of panics, 1873–2023. 

STAGE 2 — SEPARATION ERA   1913–1970s 

 

POLICY 

Glass-Steagall Act (1933). The most consequential structural separation in US financial history. It 

separated commercial banking (Aggregator: matching deposits to loans) from investment banking 

(Producer: underwriting, trading, risk-bearing). It created the FDIC to insure deposits. It prohibited 

banks from paying interest on demand deposits. It prohibited banks from underwriting or dealing in 

securities. It was a direct response to the failure of the integrated model: banks had used deposits 

to fund speculative securities trading, and when the market crashed, they failed, and depositors lost 

everything. 

Genie Capital Ltd  ·  Nikoka Protocol  ·  8 



US FINANCIAL SYSTEM — EVOLUTION, STRUCTURE AND FRAGILITIES 

Layer effects. It separated the aggregator layer (commercial banking) from the producer layer 

(investment banking). It was the first time the US government attempted to separate the layers by 

law. It was a recognition that integration was the problem. 

Securities Act (1933), Securities Exchange Act (1934). Required disclosure for securities offerings. 

Created the SEC. Required ongoing reporting for public companies. These were platform and 

protocol innovations: they defined what disclosure meant, what reporting meant, what fiduciary 

duty meant. They made the coordination function legible and accountable. 

Investment Company Act (1940), Investment Advisers Act (1940). Regulated mutual funds and 

investment advisers. They defined what a fund was, what an adviser was, what fiduciary duty 

meant. They made the fund vehicle a regulated infrastructure layer. 

Banking Act of 1935. Centralized power in the Federal Reserve Board. Created the Federal Open 

Market Committee (FOMC). Gave the Board the power to set reserve requirements. Gave the FOMC 

the power to set monetary policy. Made the Fed a more unified institution. 

Layer effects. It did not separate the Fed from the state. It did not separate the Fed from the banks. 

It did not separate the protocol layer from the producer layer. It did not separate the referee from 

the player. It centralized the integration. It made the Fed a more effective referee-player. It made 

the base of the base more powerful. It made the base of the base more captured. 

INNOVATION 

The Credit Card (1950–1958). Diners Club (1950), American Express (1958), BankAmericard (1958). 

The credit card was a new kind of aggregator: it matched merchants and consumers. It was also a 

new protocol layer: it defined interchange rules, honor-all-cards rules, and chargeback rules. It was 

also a new infrastructure layer: the card network moved value and knowledge of value. 

Layer effects. It was the first private protocol in finance. Visa and Mastercard began as aggregators. 

They became protocols. They became infrastructure. They were the first players to occupy three 

layers simultaneously. It was the first time a private player created a protocol layer. 

The innovation. It was a protocol innovation: it defined the rules of the payment game. It was an 

infrastructure innovation: it moved value. It was an aggregator innovation: it matched buyers and 

sellers. It was the first time a private player created a new layer that the state did not control. 

The ACH (1972). The Automated Clearing House was an infrastructure innovation: it moved value in 

batches between banks. It was a public-private hybrid: the Fed operated one ACH, and the private 

sector operated another. It was the first electronic payment rail. It was a substrate that platforms 

and aggregators could build on. 
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SWIFT (1973). The Society for Worldwide Interbank Financial Telecommunication was a protocol 

innovation: it defined the messaging standard for cross-border payments. It was not a payment 

system; it was a messaging system. It moved knowledge of value, not value itself. It was a private 

protocol owned by its member banks. It was the first global financial protocol. 

NASDAQ (1971). The National Association of Securities Dealers Automated Quotations was a 

platform innovation: it abstracted the act of trading into a screen. It was the first electronic stock 

market. It did not have a trading floor. It was a network of dealers connected by computers. It was 

an aggregator (it matched buyers and sellers) and a platform (it abstracted execution). It was the 

first electronic exchange. 

Money Market Funds (1971). The money market fund was an infrastructure innovation: a fund 

vehicle that looked like a deposit account but was not. It was the first shadow bank. It aggregated 

capital outside the banking system. It competed with deposits. It was a fund vehicle that was not 

covered by deposit insurance. It was the first time a coordinating layer created a parallel production 

layer outside the regulatory perimeter. 

ERISA (1974) and the 401(k) (1978). ERISA created a fiduciary standard for pension fund managers. 

The 401(k) created a new vehicle for retirement savings. It was an aggregator innovation: it matched 

the savings of employees to the capital markets. It was an infrastructure innovation: it created a 

new fund vehicle. It was a platform innovation: it abstracted the investment decision into a menu of 

options. It was the first time the state used the tax code to channel household savings into the 

capital markets. 

May Day (1975). The SEC deregulated brokerage commissions. It turned execution into a 

commodity. It was a platform innovation: it forced brokers to compete on service, not commission. 

It was the first step toward electronic trading. It was the first time the execution function was 

separated from the advisory function. 

CME Currency Futures (1972), Options (1973). These were platform innovations: they abstracted 

risk into tradable contracts. They turned currency risk into a product. They turned equity risk into a 

product. They were the first modern derivatives. They were instrument design functions. 

CRASHES 

The Great Depression (1929–1933). The 1920s were a period of speculative excess. The stock 

market soared. Real estate soared. Credit expanded. The Fed held interest rates low. It did not use 

its power to restrain speculation. It was the producer function. It was the credit allocator. It was the 

referee and the player. 
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The Fed was also divided. The regional banks wanted to raise interest rates to restrain speculation. 

The Board wanted to keep rates low to support the Treasury. The conflict was structural. The 

regional banks were owned by the private bankers. The Board was appointed by the state. The 

compromise was not a separation. It was an integration. The integration produced inaction. 

The Fed did nothing. The speculative bubble grew. The crash came in 1929. 

The structural cause. The Fed was a decentralized system. The regional banks had the power to 

lend. The Board had the power to regulate. The two did not coordinate. The private bankers who 

ran the regional banks were worried about moral hazard. The state-appointed Board was worried 

about inflation. Neither was worried about the collapse of the system. Neither was worried about 

the real economy. Neither was worried about the base of the base. 

The result was catastrophic. Between 1929 and 1933, the money supply fell by one-third. Nine 

thousand banks failed. Unemployment reached 25%. The real economy collapsed. The coordination 

stack collapsed. The base of the base failed. 

The effect on the structure. The Depression exposed the structural flaw: the Fed was not a unified 

institution. It was a decentralized system. It was owned by the private bankers. It was governed by 

the state. It was a referee-player. It could not coordinate. It could not anchor. It could not provide 

liquidity. It failed. 

STRUCTURAL CHANGE 

The Banking Act of 1935. Centralized power in the Federal Reserve Board. Created the Federal Open 

Market Committee (FOMC). Gave the Board the power to set reserve requirements. Gave the FOMC 

the power to set monetary policy. It made the Fed a more unified institution. 

But it did not separate the Fed from the state. It did not separate the Fed from the banks. It did not 

separate the protocol layer from the producer layer. It did not separate the referee from the player. 

It centralized the integration. It made the Fed a more effective referee-player. It made the base of 

the base more powerful. It made the base of the base more captured. 

Glass-Steagall, the FDIC, the SEC. It also created Glass-Steagall. It separated commercial banking 

from investment banking. It created the FDIC. It created the SEC. It was the first time the US 

government attempted to separate the layers by law. It was a recognition that integration was the 

problem. 

The New Deal. The New Deal created the modern regulatory state. It created the SEC, the FDIC, the 

FHA, the Fannie Mae, the Social Security Administration. It was the first time the state occupied the 

platform layer (disclosure, reporting, fiduciary duty) and the infrastructure layer (deposit insurance, 

mortgage guarantees) at scale. It was the first time the state was a coordinator, not just a referee. 
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STRUCTURAL READING 

Glass-Steagall held at the banking level. But innovation was already creating new layers that were 

not covered by Glass-Steagall. The card networks, the money market funds, the futures exchanges 

— these were not banks. They were new coordinators. The regulation did not see them. The layers 

were separating below the surface. The state occupied protocol and infrastructure. But the private 

sector was creating new protocols and new infrastructures that the state did not control. 

The New Deal had created a separation between commercial banking and investment banking. But 

it had also created new integrations: the state was now a coordinator (Fannie Mae, the FHA), and 

the Fed was now a more effective referee-player. The integration was deepening at the base of the 

stack even as it was being separated in the middle. 

STAGE 3 — INTEGRATION ERA   1980s–1999 

 

POLICY 

Garn-St. Germain (1982). Deregulated savings and loans. Allowed them to offer adjustable-rate 

mortgages and commercial loans. Removed the interest rate caps on deposits. It was the first step 

toward integration. It allowed thrifts to compete with banks. It also set the stage for the S&L crisis: 

thrifts took on risk they did not understand, and when the real estate market collapsed, they failed. 

The state bailed them out. It was the first time the state rescued a coordinating layer that had 

integrated upward into production. 

Gramm-Leach-Bliley Act (1999). Repealed Glass-Steagall. Removed the barriers between 

commercial banking, investment banking, and insurance. Allowed a single player to be Aggregator, 

Platform, Infrastructure, and Producer simultaneously. It was the codification of the integration that 

had already happened in the market. It was a recognition of reality, not a cause of it. But it removed 

the last legal barrier to full integration. 

INNOVATION 

Securitization (1970s–1980s). Mortgage-backed securities, collateralized mortgage obligations 

(1983), collateralized debt obligations (1987). Securitization was the most consequential innovation 

in modern finance. It was an instrument design function (Platform) that turned illiquid loans into 

tradable securities. It was supposed to be coordination: match the risk of the loan to the capital of 

the investor. Instead, it became production: the originator held the risk only briefly, then sold it. The 

bank became a producer of securities, not a coordinator of credit. The risk moved to the investor — 
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but the investor did not have the information to price it. The platform (instrument design) became a 

producer (risk-bearing). The separation collapsed. 

Junk Bonds (1980s). Drexel Burnham, Michael Milken. Junk bonds were an aggregator innovation: 

they matched high-risk borrowers to high-yield investors. But Drexel also underwrote, traded, and 

held the bonds. It was an aggregator that became a producer. It failed. It was the first modern 

example of the referee-player problem at the aggregator layer. 

CME Globex (1987). Electronic futures trading. It was a platform innovation: it abstracted execution 

into a screen. It was the first global electronic futures exchange. It was an aggregator (matched 

buyers and sellers) and a platform (abstracted execution). It was the beginning of the end of the 

open outcry trading floor. 

ECNs (1990s). Electronic Communication Networks. The first alternative trading systems. They were 

platform innovations: they abstracted execution from the exchange floor. They matched buyers and 

sellers electronically. They were aggregators. But they also sold order flow, traded proprietary, and 

eventually became exchanges themselves. They were the first example of the platform layer 

becoming an aggregator layer. 

Decimalization (2001). The SEC required all markets to quote prices in decimals instead of fractions. 

It eliminated the fractional spread. It was a platform innovation: it made prices more granular, more 

transparent, more competitive. It reduced the monopoly rent of the specialist. It was the final step 

in commoditizing execution. 

DTCC (1999). The Depository Trust & Clearing Corporation merged the clearing and settlement 

infrastructure into a single entity. It was an infrastructure innovation: it consolidated the substrate 

of the entire securities market. It cleared and settled almost all US securities. It was a private utility. 

It was a natural monopoly. It was the most concentrated infrastructure layer in finance. 

CRASHES 

The S&L Crisis (1980s–1990s). Garn-St. Germain (1982) deregulated savings and loans. It allowed 

them to offer adjustable-rate mortgages and commercial loans. It removed the interest rate caps on 

deposits. It allowed thrifts to compete with banks. But it did not give them the capital to absorb the 

risk. It did not give them the expertise to manage the risk. It did not give them the supervision to 

prevent the risk. 

The thrifts took on risk they did not understand. They invested in commercial real estate. They 

invested in junk bonds. They invested in speculative ventures. When the real estate market 

collapsed, they failed. The state bailed them out. It was the first time the state rescued a 

coordinating layer that had integrated upward into production. 
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The structural cause. The thrifts were aggregators (they matched savers and borrowers) that 

became producers (they held risk on their own balance sheets). They were not covered by 

Glass-Steagall. They were not covered by the SEC. They were not covered by the Fed. They were a 

parallel production layer outside the regulatory perimeter. They were dependent on deposit 

insurance. They were dependent on the state. 

The effect on the structure. The crisis cost taxpayers $132 billion. It led to the creation of the 

Resolution Trust Corporation (RTC) to liquidate the failed thrifts. It led to the creation of the Office 

of Thrift Supervision (OTS) to regulate the remaining thrifts. It led to the tightening of capital 

requirements. It led to the closing of the regulatory gap. 

But it did not separate the layers. It did not separate the aggregator layer from the producer layer. It 

did not separate the coordination function from the production function. It managed the 

integration. It codified the exception. It made the next crisis larger. 

The 1987 Crash (Black Monday). The stock market had been rising for years. It was driven by 

leveraged buyouts, junk bonds, and speculative excess. The market was overvalued. On October 19, 

1987, the Dow Jones Industrial Average fell 508 points, or 22.6%, in a single day. It was the largest 

one-day percentage decline in US stock market history. 

The structural cause was portfolio insurance. Portfolio insurance was a platform innovation: it was a 

hedging strategy that used futures contracts to protect against market declines. It was supposed to 

be coordination: it matched the risk of the investor to the capital of the futures market. Instead, it 

became production: the portfolio insurers had to sell futures as the market fell, which drove the 

market down further, which triggered more selling. The platform (instrument design) became a 

producer (risk-bearing). The separation collapsed. 

The effect on the structure. The crash exposed the structural flaw: the market was fragmented. It 

was not a single market. It was a collection of exchanges, ECNs, and dark pools. There was no circuit 

breaker. There was no coordinated response. The market seized. 

The LTCM Crisis (1998). Long-Term Capital Management was a hedge fund. It was founded by John 

Meriwether, a former Salomon Brothers trader, and Myron Scholes and Robert Merton, two Nobel 

Prize-winning economists. It used complex mathematical models to identify arbitrage opportunities. 

It leveraged its capital 25-to-1. It had $4.7 billion in capital and $125 billion in assets. It had $1.25 

trillion in notional derivatives exposure. 

The fund's models failed. The Russian financial crisis of 1998 caused a flight to quality. The fund's 

positions moved against it. It lost $4.6 billion in four months. It was on the verge of collapse. 

The structural cause. LTCM was an aggregator (it pooled capital) that became a producer (it took 

positions). It was a platform (it used models to abstract risk) that became a producer (it bore risk). It 
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was a referee-player. It was a coordination layer that had become a production layer. When it failed, 

it threatened the entire financial system. 

The effect on the structure. The Fed organized a rescue. It gathered the leading banks of Wall Street 

and forced them to pool their capital to save the fund. It was the first time the Fed intervened in a 

hedge fund failure. It was the first time the Fed acted as lender of last resort to a non-bank. It was 

the first time the Fed recognized that the shadow banking system was a source of systemic risk. 

STRUCTURAL CHANGE 

The RTC, the OTS, tighter capital requirements. The S&L crisis led to the creation of the Resolution 

Trust Corporation (RTC) to liquidate the failed thrifts. It led to the creation of the Office of Thrift 

Supervision (OTS) to regulate the remaining thrifts. It led to the tightening of capital requirements. 

It led to the closing of the regulatory gap. 

Circuit breakers, the Intermarket Trading System. The 1987 crash led to the creation of circuit 

breakers. It led to the creation of the Intermarket Trading System. It led to the Consolidated Tape. It 

was the first time the state recognized that the market was fragmented. It was the first time the 

state attempted to coordinate the market. 

The President's Working Group, tighter hedge fund disclosure. The LTCM crisis led to the creation of 

the President's Working Group on Financial Markets. It led to the tightening of disclosure 

requirements for hedge funds. It led to the creation of the Financial Stability Forum. It was the first 

time the state recognized that the shadow banking system was a source of systemic risk. 

Gramm-Leach-Bliley. The repeal of Glass-Steagall. It was the codification of the integration that had 

already happened in the market. It removed the last legal barrier to full integration. It was a 

recognition that the layers had already collapsed. It was a recognition that the coordination stack 

was no longer thin. It was thick, integrated, and opaque. 

STRUCTURAL READING 

Glass-Steagall was repealed in 1999, but the integration had already happened in the market. 

Securitization, derivatives, and electronic trading had created a shadow system that was not 

covered by the old separation. The repeal was a recognition of reality, not a cause of it. The layers 

were now porous. The same player could be an aggregator, a platform, an infrastructure, and a 

producer. The coordination stack was no longer thin. It was thick, integrated, and opaque. 
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STAGE 4 — FINANCIALIZATION ERA   2000–2008 

 

POLICY 

Reg NMS (2005). The Regulation National Market System. It required order protection: orders must 

be routed to the market with the best price. It created the national market system. It was a platform 

innovation: it abstracted the market into a single order book. It was supposed to protect investors. 

Instead, it fragmented the market into dozens of venues, each with its own order book, each 

connected by a complex web of routers. It created the conditions for high-frequency trading. 

Basel II. The international capital standard. It allowed banks to use internal models to calculate 

risk-weighted assets. It was a platform innovation: it abstracted risk into a model. It allowed banks 

to hold less capital against "safe" assets. It was the first time the protocol layer (regulation) 

delegated the measurement of risk to the players it regulated. It was the first time the referee let 

the player write the rulebook. 

INNOVATION 

CDS (1990s–2000s). Credit Default Swaps. The ISDA Master Agreement. The CDS was a protocol 

innovation: it defined a standard contract for credit risk transfer. It was a platform innovation: it 

abstracted credit risk into a tradable instrument. It was a producer innovation: it allowed a player to 

bear credit risk without holding the underlying loan. AIG sold CDS protection without holding capital 

against it. It was a producer that thought it was a protocol. It was the largest insurance company in 

the world, and it was a referee-player at the platform layer. When the underlying credit risk 

materialized, AIG could not pay. The state bailed it out. It was the first time the state rescued a 

protocol layer that had become a producer. 

CDO Squared, Synthetic CDOs (2000s). Instrument design gone exponential. These were platform 

innovations: they abstracted the risk of a portfolio of CDOs into a new instrument. They were 

supposed to be diversification. They were actually leverage. They amplified the risk instead of 

spreading it. They were the purest form of instrument design: they created a product that no one 

understood, that was priced by a model that no one validated, and that was sold to investors who 

could not assess the underlying risk. It was the platform layer becoming a producer layer, with no 

coordination function left. 

Repo (1990s–2000s). Repurchase agreements. The shadow banking funding market. Repo was an 

infrastructure innovation: it moved value between institutions overnight, backed by collateral. It 

was the plumbing of the shadow banking system. But it was also a producer function: the collateral 

was the risk. When the collateral lost value, the repo market seized. The infrastructure became the 
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producer. The pipe became the reservoir. It was the first time the plumbing of the financial system 

became the source of systemic risk. 

HFT (2000s). High-frequency trading. Co-location. Latency arbitrage. HFT was a platform innovation: 

it abstracted execution into a race for speed. It was an aggregator innovation: it matched buyers and 

sellers faster than anyone else. But it was also a producer innovation: HFT firms took positions, bore 

risk, and traded proprietary. They were platforms that produced. They were the first players to 

occupy the platform and producer layers simultaneously at scale. 

Dark Pools (2000s). Private execution venues. Dark pools were an aggregator innovation: they 

matched buyers and sellers away from the public market. They were supposed to reduce market 

impact. They were actually a way for institutional investors to trade without revealing their 

intentions. But they were also a way for the dark pool operator to trade against its own customers. 

They were the first example of the aggregator layer becoming a producer layer in the execution 

function. 

ETF (1993–2000s). SPY (1993), QQQ (1999). The exchange-traded fund. The fund vehicle that trades 

like a stock. ETFs were an infrastructure innovation: a fund vehicle that holds assets and trades like a 

stock. They were supposed to be passive. They became the largest aggregators in the market. 

BlackRock, Vanguard, and State Street used ETFs to accumulate voting power across corporate 

America. The fund vehicle (Infrastructure) became an aggregator (Asset Management) that became 

a producer (corporate control). The layers collapsed. 

Index Funds (1990s–2000s). Vanguard, BlackRock, State Street. Index funds were an aggregator 

innovation: they pooled capital and allocated it passively. They were supposed to be neutral. But 

they also voted the shares they held. The Big Three became the largest shareholders in corporate 

America. They were aggregators that became producers. They were the first players to control the 

companies they allocated to. 

CRASHES 

The Dot-Com Crash (2000–2002). The dot-com bubble was a period of speculative excess. The stock 

market soared. Tech companies with no earnings went public at astronomical valuations. The Fed 

held interest rates low. It did not use its power to restrain speculation. It was the producer function. 

It was the credit allocator. It was the referee and the player. 

The bubble burst in 2000. The NASDAQ fell 78% from its peak. The economy entered a recession. 

The dot-com companies failed. The investors lost everything. 

The structural cause. The dot-com bubble was a platform innovation gone exponential. The internet 

was a protocol innovation: it defined the rules of the digital game. It was a platform innovation: it 
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abstracted the coordination function. It was an aggregator innovation: it matched buyers and 

sellers. It was a producer innovation: it created new products and services. The internet collapsed 

the layers. Every company was a platform. Every company was an aggregator. Every company was a 

producer. The layers collapsed. The separation collapsed. 

The effect on the structure. The crash exposed the structural flaw: the market was not a market. It 

was a casino. The companies had no earnings. The valuations were not based on fundamentals. The 

analysts were not analysts. They were promoters. The investment banks were not coordinators. 

They were producers. They underwrote the IPOs. They sold the stocks. They produced the bubble. 

The Global Financial Crisis (2007–2009). The 2000s were a period of speculative excess. The housing 

market soared. Credit expanded. The Fed held interest rates low. It did not use its power to restrain 

speculation. It was the producer function. It was the credit allocator. It was the referee and the 

player. 

The specific trigger was the collapse of the subprime mortgage market. The banks had originated 

mortgages they did not hold. They securitized them into instruments they did not understand. They 

sold them to investors who could not price them. When the underlying mortgages defaulted, the 

securities became worthless, and the system seized. 

The structural cause. Securitization collapsed the platform/producer distinction. The originator 

(bank) was supposed to be a platform: it designed the instrument and sold it. The investor was 

supposed to be a producer: it held the risk and bore the downside. But the originator held the risk 

only briefly, then sold it. The bank became a producer of securities, not a coordinator of credit. The 

risk moved to the investor — but the investor did not have the information to price it. The platform 

(instrument design) became a producer (risk-bearing). The separation collapsed. 

CDS collapsed the protocol/platform/producer distinction. The CDS was a protocol innovation: it 

defined a standard contract. It was a platform innovation: it abstracted credit risk into a tradable 

instrument. It was a producer innovation: it allowed a player to bear credit risk without holding the 

underlying loan. AIG sold CDS protection without holding capital against it. It was a producer that 

thought it was a protocol. It was the largest insurance company in the world, and it was a 

referee-player at the platform layer. When the underlying credit risk materialized, AIG could not pay. 

The state bailed it out. 

Repo collapsed the infrastructure/producer distinction. Repo was an infrastructure innovation: it 

moved value between institutions overnight, backed by collateral. It was the plumbing of the 

shadow banking system. But it was also a producer function: the collateral was the risk. When the 

collateral lost value, the repo market seized. The infrastructure became the producer. The pipe 

became the reservoir. 
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The effect on the structure. The crisis exposed the structural flaw: the system was integrated. The 

players occupied multiple layers. The referee-player problem was everywhere. The base of the stack 

— the Fed and the state — was captured by the players it was supposed to regulate. The system 

was fragile because the coordination function had been replaced by production. 

The crisis cost the US economy $22 trillion. It led to the failure of Lehman Brothers, Bear Stearns, 

Washington Mutual, and Wachovia. It led to the bailout of AIG, Fannie Mae, Freddie Mac, and the 

entire banking system. It led to the creation of the Troubled Asset Relief Program (TARP). It led to 

the Fed's balance sheet expansion to $2 trillion. It led to the deepest recession since the Great 

Depression. 

STRUCTURAL CHANGE 

Sarbanes-Oxley (2002). Created the Public Company Accounting Oversight Board (PCAOB). Required 

CEOs and CFOs to certify financial statements. Required auditors to be independent. Required 

companies to disclose off-balance-sheet liabilities. It was the first time the state recognized that the 

platform layer (accounting, auditing, reporting) was captured by the producers. It was the first time 

the state attempted to separate the platform layer from the producer layer. 

Dodd-Frank (2010). The most comprehensive financial regulation since the Great Depression. It 

created the Financial Stability Oversight Council (FSOC) to coordinate regulators. It created the 

Consumer Financial Protection Bureau (CFPB). It created the Volcker Rule to limit proprietary 

trading. It created stress tests (DFAST, CCAR) to assess bank resilience. It created the Orderly 

Liquidation Authority to wind down failing institutions. It designated systemically important 

financial institutions (SIFIs) and subjected them to heightened supervision. 

But Dodd-Frank did not separate. It codified too-big-to-fail. It designated the largest banks as 

systemically important, which meant they were too big to fail, which meant the state would rescue 

them. It created a 2,300-page rulebook that gave regulators discretion to manage the integration 

rather than dismantle it. The Volcker Rule tried to limit proprietary trading, but it was riddled with 

exceptions and never enforced as separation. The FSOC was created to coordinate regulators, not to 

separate functions. The base of the stack remained captured. 

Basel III. The international capital standard. It increased capital requirements, introduced liquidity 

requirements, and created a leverage ratio. It was a protocol innovation: it defined what capital 

meant, what liquidity meant, what leverage meant. But it also entrenched the incumbents: the 

largest banks could afford the compliance costs, the smallest could not. It was the protocol layer 

writing rules that favored the players it was supposed to regulate. 
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STRUCTURAL READING 

The system was fully integrated. Banks, insurers, asset managers, and shadow banks were all 

producing while coordinating. The crisis of 2008 was the correction. It was not a failure of 

regulation. It was a failure of structure. The layers had collapsed. The players occupied multiple 

layers. The referee-player problem was everywhere. The base of the stack — the Fed and the state 

— was captured by the players it was supposed to regulate. The system was fragile because the 

coordination function had been replaced by production. 

Dodd-Frank codified too-big-to-fail. It did not separate. It managed the integration. The shadow 

banking system grew outside the perimeter. The Big Three grew inside it. The Fed's balance sheet 

grew to $4.5 trillion by 2015. The base of the stack was more captured than ever. The layers were 

more integrated than ever. The system was more fragile than ever. 

STAGE 5 — POST-CRISIS   2010–2020 

 

POLICY 

Dodd-Frank (2010). The most comprehensive financial regulation since the Great Depression. It 

created the Financial Stability Oversight Council (FSOC) to coordinate regulators. It created the 

Consumer Financial Protection Bureau (CFPB). It created the Volcker Rule to limit proprietary 

trading. It created stress tests (DFAST, CCAR) to assess bank resilience. It created the Orderly 

Liquidation Authority to wind down failing institutions. It designated systemically important 

financial institutions (SIFIs) and subjected them to heightened supervision. 

But Dodd-Frank did not separate. It codified too-big-to-fail. It designated the largest banks as 

systemically important, which meant they were too big to fail, which meant the state would rescue 

them. It created a 2,300-page rulebook that gave regulators discretion to manage the integration 

rather than dismantle it. The Volcker Rule tried to limit proprietary trading, but it was riddled with 

exceptions and never enforced as separation. The FSOC was created to coordinate regulators, not to 

separate functions. The base of the stack remained captured. 

Basel III. The international capital standard. It increased capital requirements, introduced liquidity 

requirements, and created a leverage ratio. It was a protocol innovation: it defined what capital 

meant, what liquidity meant, what leverage meant. But it also entrenched the incumbents: the 

largest banks could afford the compliance costs, the smallest could not. It was the protocol layer 

writing rules that favored the players it was supposed to regulate. 
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INNOVATION 

Fintech (2010s). Stripe (2010), Plaid (2013), Square (2009), Venmo (2009), Zelle (2017). Fintech was 

a platform innovation: it abstracted payments, lending, and investing into APIs. Stripe made it 

simple to accept payments. Plaid made it simple to connect bank accounts. These were platform 

functions. But they were built on top of the infrastructure layer (bank accounts, payment rails) 

without owning it. They were platforms that depended on the infrastructure below them. They 

were vulnerable to the infrastructure owners. 

Robo-Advisors (2008–2010s). Betterment (2008), Wealthfront (2008). Robo-advisors were a 

platform innovation: they abstracted investment management into an algorithm. They made it 

simple to invest. They were aggregators (pooled capital) and platforms (abstracted allocation). But 

they were also producers: they allocated capital, which is a producer function. They were the first 

example of the platform layer becoming an aggregator layer in asset management. 

API Banking (2010s). Open banking, Plaid, Yodlee. API banking was a platform innovation: it 

abstracted the bank account into an API. It allowed third-party developers to build on top of the 

bank's infrastructure. It was supposed to be open. It was actually a way for the bank to control 

access to its data. It was the first example of the infrastructure layer becoming a platform layer. 

Mobile Payments (2014–2010s). Apple Pay (2014), Google Pay, Samsung Pay. Mobile payments were 

a platform innovation: they abstracted the payment into a tap. They were also an aggregator 

innovation: they matched consumers and merchants. But they were built on top of the card 

networks (Visa, Mastercard) and the banks (issuers, acquirers). They were platforms that depended 

on the infrastructure below them. They were vulnerable to the infrastructure owners. 

Private Credit (2010s). Direct lending, shadow banking 2.0. Private credit was a producer innovation: 

it moved lending out of banks and into funds. It was an aggregator (private credit funds) that 

became a producer (direct lending). It was not covered by Dodd-Frank. It grew from $56 billion in 

2010 to $1.47 trillion by 2026. It was a parallel production layer outside the regulatory perimeter. It 

was dependent on bank funding. It was the shadow banking system 2.0. 

Index Fund Acceleration (2010s). Passive investing surpassed active in 2019. The Big Three 

(BlackRock, Vanguard, State Street) became the largest shareholders in corporate America. They 

were aggregators that became producers. They controlled the companies they allocated to. They 

were a voting cartel. They were the most concentrated aggregator layer in the history of finance. 
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Figure 2 — Private credit: bank lending to shadow banks, 2010–2026. 

CRASHES 

The COVID Crash (2020). The COVID-19 pandemic caused a global economic shutdown. The stock 

market crashed. The economy seized. The Fed intervened at a scale never seen before. It cut 

interest rates to zero. It bought $4 trillion in Treasuries and mortgage-backed securities. It created 

emergency lending facilities for corporations, municipalities, and small businesses. It was the 

producer function. It was the credit allocator. It was the referee and the player. 

The structural cause. The Fed was the only player with the balance sheet to absorb the shock. It was 

the largest player in the market it governed. It was the ultimate referee-player. It was the base of 

the base. It had no choice but to intervene. 

The effect on the structure. The Fed's balance sheet expanded to $9 trillion. It held $4.4 trillion in 

Treasuries and $2 trillion in MBS. It was the largest player in the market it governed. It was the 

largest producer in the market it coordinated. It was the largest referee-player in the history of 

finance. It was the anchor that was not holding. 

The crisis accelerated the integration. The Fed became the buyer of last resort for the entire 

financial system. It became the lender of last resort for the entire economy. It became the producer 

of last resort for the entire market. It was the base of the base, and it was captured. 

STRUCTURAL CHANGE 

The Fed's balance sheet expansion. The largest monetary intervention in history. It was a producer 

function: the Fed allocated credit at scale. It bought Treasuries and mortgage-backed securities. It 
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held $4.4 trillion in Treasuries and $2 trillion in MBS. It was the largest player in the market it 

governed. It was the ultimate referee-player. It was the base of the stack rescuing the layers above 

it. It was the anchor that was not holding. 

The CARES Act. The $2.2 trillion stimulus package. It provided direct payments to households, 

expanded unemployment insurance, and created the Paycheck Protection Program. It was a 

producer function: the state allocated credit at scale. It was the state rescuing the real economy. It 

was the base of the stack rescuing the layers above it. 

The Main Street Lending Program. The Fed created a facility to lend to small and medium-sized 

businesses. It was a producer function: the Fed allocated credit at scale. It was the Fed rescuing the 

real economy. It was the base of the stack rescuing the layers above it. 

STRUCTURAL READING 

Dodd-Frank codified too-big-to-fail. It did not separate. It managed the integration. The shadow 

banking system grew outside the perimeter. The Big Three grew inside it. The Fed's balance sheet 

grew to $4.5 trillion by 2015. The base of the stack was more captured than ever. The layers were 

more integrated than ever. The system was more fragile than ever. 

STAGE 6 — CURRENT   2020–2026 

 

POLICY 

Fed balance sheet expansion to $9 trillion (2022), then reduction to $6.7 trillion (2026). The Fed's 

balance sheet expansion was the largest monetary intervention in history. It was a producer 

function: the Fed allocated credit at scale. It bought Treasuries and mortgage-backed securities. It 

held $4.4 trillion in Treasuries and $2 trillion in MBS. It was the largest player in the market it 

governed. It was the ultimate referee-player. 

Inflation, rate hikes, regional bank crisis (2023). The regional bank crisis of 2023 was a stress test of 

the post-crisis structure. Silicon Valley Bank, Signature Bank, and First Republic failed. The Fed 

created the Bank Term Funding Program to provide liquidity against collateral at par. It was a 

producer function: the Fed allocated credit to the banks it regulated. It was the referee bailing out 

the players. It was the base of the stack rescuing the layers above it. 

Basel III Endgame. The final implementation of the Basel III standards. It increased capital 

requirements for the largest banks. It was a protocol innovation: it defined what capital meant. But 

it also entrenched the incumbents: the largest banks could afford the compliance costs, the smallest 

could not. 

Genie Capital Ltd  ·  Nikoka Protocol  ·  23 



US FINANCIAL SYSTEM — EVOLUTION, STRUCTURE AND FRAGILITIES 

Stablecoin Regulation Debates. The debates over stablecoin regulation were a protocol debate: who 

defines money? The state or the private issuer? It was the first time the protocol layer was 

contested by a private player at scale. 

INNOVATION 

FedNow (2023). Real-time payments. FedNow was an infrastructure innovation: it moved value in 

real time. It was a public rail. It competed with private rails (Fedwire, CHIPS, RTP). It was a 

protocol-adjacent infrastructure. It was owned by the Fed, which also set monetary policy. The 

infrastructure and the protocol were the same player. It was the central bank integrating downward 

into infrastructure. It was the base of the stack extending its reach. 

Stablecoins (2020s). USDC, USDT, tokenized deposits. Stablecoins were a protocol innovation: they 

defined value (a dollar peg), obligation (a redemption promise), and settlement (on-chain). They 

were private money. They were a protocol layer that competed with the state's protocol layer. They 

were the privatization of the base. They were the first private money that could scale globally 

without a central bank. They were the most direct challenge to the state's monopoly on money. 

Tokenization (2020s). BlackRock BUIDL, JPM Coin, on-chain treasuries. Tokenization was an 

infrastructure innovation: it recorded state on a blockchain. It was a registry. It was a fund vehicle. It 

was an account. It was all three at once. It collapsed the infrastructure layer into a single substrate. 

It was the flattening of the infrastructure layer. It was the first time the entire infrastructure layer 

could be replaced by a single protocol. 

AI Trading (2020s). Machine learning, LLMs in execution and risk. AI trading was a platform 

innovation: it abstracted execution, risk, and underwriting into models. It was a black box. It was 

opaque. It was a new form of instrument design. It was a platform that produced. It was the first 

time the platform layer could produce without a human in the loop. It was the first time the 

platform layer could self-prefer without anyone knowing. 

Private Credit Boom (2020s). $1.47 trillion in bank lending to shadow banks. Private credit was a 

producer innovation: it moved lending out of banks and into funds. It was an aggregator (private 

credit funds) that became a producer (direct lending). It was not covered by Dodd-Frank. It was a 

parallel production layer outside the regulatory perimeter. It was dependent on bank funding. It was 

the shadow banking system 2.0. It was the largest unregulated credit market in the world. 

ETF Expansion (2020s). Active ETFs, buffer ETFs, crypto ETFs. ETFs were an infrastructure innovation: 

a fund vehicle that holds assets and trades like a stock. They were supposed to be passive. They 

became the largest aggregators in the market. The Big Three used ETFs to accumulate voting power 

across corporate America. The fund vehicle (Infrastructure) became an aggregator (Asset 
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Management) that became a producer (corporate control). The layers collapsed. It was the most 

consequential layer collapse in modern finance. 

Direct Indexing (2020s). Custom portfolios, tax-loss harvesting. Direct indexing was a platform 

innovation: it abstracted the index into a customizable portfolio. It was supposed to be 

personalization. It was actually a way for the asset manager to own the individual securities directly. 

It was the platform layer becoming a producer layer. It was the first time the platform layer could 

own the underlying assets. 

CRASHES 

The Regional Bank Crisis (2023). Silicon Valley Bank, Signature Bank, and First Republic failed. They 

had invested in long-duration Treasuries and mortgage-backed securities when interest rates were 

low. When the Fed raised rates to fight inflation, the value of those securities fell. The banks were 

underwater. When depositors realized the banks were underwater, they ran. The banks failed. 

The structural cause. The banks were aggregators (they matched savers and borrowers) that 

became producers (they held risk on their own balance sheets). They were not covered by the 

Volcker Rule. They were not covered by the stress tests. They were not covered by the Fed's 

supervision. They were a parallel production layer outside the regulatory perimeter. They were 

dependent on deposit insurance. They were dependent on the state. 

The effect on the structure. The Fed created the Bank Term Funding Program to provide liquidity 

against collateral at par. It was a producer function: the Fed allocated credit to the banks it 

regulated. It was the referee bailing out the players. It was the base of the stack rescuing the layers 

above it. 

The change that followed. The crisis led to the tightening of supervision for regional banks. It led to 

the creation of new liquidity requirements. It led to the reconsideration of deposit insurance limits. 

It was the first time the state recognized that the regional banks were a source of systemic risk. But 

it did not separate the layers. It did not separate the aggregator layer from the producer layer. It 

managed the integration. It codified the exception. It made the next crisis larger. 

STRUCTURAL CHANGE 

The Bank Term Funding Program. The Fed created a facility to provide liquidity against collateral at 

par. It was a producer function: the Fed allocated credit to the banks it regulated. It was the referee 

bailing out the players. It was the base of the stack rescuing the layers above it. 

Tighter supervision for regional banks. The crisis led to the tightening of supervision for regional 

banks. It led to the creation of new liquidity requirements. It led to the reconsideration of deposit 

insurance limits. 
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The stablecoin debates. The debates over stablecoin regulation were a protocol debate: who 

defines money? The state or the private issuer? It was the first time the protocol layer was 

contested by a private player at scale. 

STRUCTURAL READING 

The system is more integrated, more concentrated, and more fragile than at any point in US history. 

The base of the stack — the Fed and the state — is captured. The shadow banking system is a 

parallel production layer. The Big Three are a voting cartel. The payment networks are protocols that 

compete with their members. The exchanges are aggregators that trade against their customers. 

The fintech platforms are platforms that depend on the infrastructure they do not own. The 

stablecoin issuers are private money that competes with the state's protocol. The tokenization 

platforms are collapsing the infrastructure layer. The AI platforms are producing without a human in 

the loop. The system is on Trajectory 1. 

THE LOOP 
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Figure 3 — The loop: how innovation, integration, fragility and regulation feed each other. 

The pattern is a loop. It runs like this: 

●​ Innovation creates integration. A new technology or product design collapses a distinction 

between layers. Securitization collapsed the platform/producer distinction. CDS collapsed 

the protocol/platform/producer distinction. Repo collapsed the infrastructure/producer 

distinction. ETFs collapsed the infrastructure/aggregator distinction. Stablecoins collapsed 

the protocol/state distinction. 

●​ Integration creates fragility. The player that occupies multiple layers uses one layer to 

advantage another. The referee-player problem is everywhere. The coordination function 

fails. The system becomes fragile. 

●​ Fragility produces a crash. The crash is the moment the integration breaks. It exposes the 

structural flaw. It is not a random shock. It is the inevitable consequence of spent 

legitimacy. 

●​ The crash produces regulation. The state intervenes. It manages the integration. It codifies 

the exception. It does not separate. It makes the next crash larger. 

●​ Regulation manages the integration rather than dismantling it. Dodd-Frank codified 

too-big-to-fail. It did not separate. It managed. It made the next crisis larger. 

●​ The next innovation deepens the integration. Fintech, stablecoins, tokenization, AI trading, 

private credit, ETFs, direct indexing. Each one collapses another distinction. Each one 

deepens the integration. Each one makes the next crash larger. 

●​ The next crash is larger. The cycle repeats. The names change. The structure is identical. 

 

The loop is not a failure of regulation. It is not a failure of 

innovation. It is a failure of structure. The layers are distinct 

functions. The players occupy many. The integration is the problem. 

Separation is the solution. At the base, separation is impossible. The 

only remedy is anchoring. The anchor must be neutral. It must not 

be captured by the agency it disciplines. 

 

 

Genie Capital Ltd  ·  Nikoka Protocol  ·  27 



US FINANCIAL SYSTEM — EVOLUTION, STRUCTURE AND FRAGILITIES 

PART II 

The Current Structure 

The full layer map — who occupies what, and where the conflicts sit 

 

Figure 4 — The five-layer stack that organizes this diagnosis. 

 

LAYER 1: PRODUCER   Real Economy 
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WHO 

●​ Businesses. They produce the need for credit. They need working capital, growth capital, 

trade finance, project finance. They produce the demand for loans, bonds, equity, 

derivatives. 

●​ Individuals and households. They produce the need for savings, credit, insurance, and 

investment. They produce the demand for deposit accounts, mortgages, consumer credit, 

life insurance, health insurance, property insurance, retirement savings, and portfolio 

management. 

●​ Governments. They produce the need for sovereign debt, tax collection, and public goods. 

They produce the demand for bond issuance, central bank reserves, and payment rails. 

●​ Traders. They produce the need for execution, liquidity, and price discovery. They produce 

the demand for exchange access, market data, clearing, and settlement. The trader is a real 

economy actor. The trader expresses demand for coordination. The trader does not 

coordinate. The trader produces the order flow. 

●​ Investors. They produce the need for allocation, diversification, and risk management. They 

produce the demand for asset management, fund vehicles, and portfolio construction. The 

investor is a real economy actor. The investor expresses demand for coordination. The 

investor does not coordinate. The investor produces the allocation decision. 

●​ Market makers. They produce liquidity. They provide continuous two-sided price. They 

absorb order flow. They bear inventory risk. They provide immediacy. Market making is a 

producer function. The market maker puts its own balance sheet on the line to absorb order 

flow and provide immediacy. This is a producer function: deploying inputs to produce a 

service — liquidity — and bearing the risk of inventory. The market maker is a real economy 

actor. The market maker produces liquidity. The exchange matches. The platform abstracts. 

The market maker produces. 

 

WHAT THEY PRODUCE 

●​ Capital. The input to businesses. It is what funds lending, investment, and risk-taking. 

●​ Risk. The input to risk transfer. It is what is being priced, transferred, and absorbed. 

●​ Credit. The input to lending. It is the creditworthiness of the borrower. 

●​ Savings. The input to investment. It is the pool of funds that can be deployed. 

●​ Insurance. The input to risk transfer. It is the pool of premiums that can be used to pay 

claims. 
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●​ Market making. The product. It is the provision of continuous two-sided price. 

 

THEIR POSITION 

The apex. The most exposed. They bear the risk. They capture the least surplus. They are the source 

of all value. Every layer below them holds leverage over them. 

THEIR CONFLICTS 

●​ They are subsidized by too-big-to-fail (which protects the coordinators, not them). 

●​ They are dependent on the coordination stack. 

●​ They are commoditized by the aggregators above them. 

●​ They bear the downside of the coordinators’ risks. 

 

THEIR FAILURE MODE 

Commoditization by the aggregator below. If the input is undifferentiated, the producer becomes 

interchangeable and the aggregator captures the surplus. 

LAYER 2: AGGREGATOR   Markets, Banking, Asset Management, Insurance 

 

WHO 

Banks. They aggregate deposits and match them to loans. But in the US, banks do not merely 

match. They underwrite, trade, and hold risk on their own balance sheets. They are aggregators that 

produce. 

Asset Managers. They pool savings and direct capital. But in the US, the Big Three (BlackRock, 

Vanguard, State Street) manage over $30 trillion, are the largest shareholder in 88% of the S&P 500, 

and cast a quarter of all votes at AGMs. They are aggregators that control the companies they 

allocate to. They are producers. 

Insurers. They aggregate risk pools and premiums. But in the US, insurers also bear risk with their 

own balance sheets. They are aggregators that produce. 

Exchanges. They match buyers and sellers. But in the US, exchanges also execute, sell order flow, set 

listing rules, and trade proprietary. They are aggregators that produce. 

Genie Capital Ltd  ·  Nikoka Protocol  ·  30 



US FINANCIAL SYSTEM — EVOLUTION, STRUCTURE AND FRAGILITIES 

Markets. They match supply and demand. But they have fragmented across dark pools, 

internalizers, and exchanges. They are aggregators that are no longer singular. 

WHAT THEY CONTROL 

●​ Access to the demand side. Who can reach the demand? 

●​ The terms of the match. What are the fees? What are the rules? 

●​ The data from the match. Who bought what? At what price? 

 

THEIR POSITION 

Below the producer. They enable the producer by providing demand — and commoditize the 

producer by controlling access to that demand. 

THEIR CONFLICTS 

●​ Banks: Aggregator + Platform + Infrastructure + Producer + Protocol. 

●​ Big Three Asset Managers: Aggregator + Producer. 

●​ Exchanges: Aggregator + Platform + Producer + Protocol. 

●​ Insurers: Aggregator + Platform + Producer. 

 

THEIR FAILURE MODE 

Moving to the center. Excluding the fringe. Self-preferencing. Producing what suppliers produce. 

THEIR SEPARATION IMPERATIVE 

●​ Separate banking from production. 

●​ Separate asset management from production. 

●​ Separate insurance from production. 

●​ Separate markets from production. 

 

 

LAYER 3: PLATFORM   Underwriting, Verification, Instrument Design, Execution 
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WHO 

Underwriting. Turns risk into price. Controlled by banks and rating agencies that also produce. 

Verification. Turns identity into assurance. Controlled by credit bureaus that also sell data and 

compete with clients. 

Instrument Design. Turns exposure into tradable contracts. Controlled by banks and asset managers 

that also hold the risk. 

Execution. Turns orders into transactions. Controlled by exchanges, brokers, and HFT firms that also 

trade proprietary. 

WHAT THEY CONTROL 

●​ Abstraction. They make the underlying layer easier to use and harder to leave. 

●​ Rules. They set the API rules, the listing rules, the underwriting standards. 

●​ Access. Who can build on the platform? 

 

THEIR POSITION 

Between the infrastructure below and the aggregator above. 

THEIR CONFLICTS 

●​ Underwriting: Platform + Producer. 

●​ Verification: Platform + Infrastructure + Aggregator. 

●​ Instrument Design: Platform + Producer. 

●​ Execution: Platform + Aggregator + Producer. 

 

THEIR FAILURE MODE 

Complexity and rigidity. Competing with developers. Cloning their apps. Using their data. Changing 

rules retroactively. 
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LAYER 4: INFRASTRUCTURE   Payments, Data, Identity, Accounts, Registries, 
Funds 

 

WHO 

Payments. Moves value. The rails are concentrated: Fedwire, CHIPS, ACH, FedNow, RTP, Zelle, Visa, 

Mastercard. 

Data. Moves knowledge of value. Bloomberg, Reuters, credit bureaus, market data, reference data, 

trade repositories. 

Identity. Establishes who. Social Security numbers, credit bureaus, KYC databases, digital identity. 

Accounts. Record state at the institution level. Core banking systems, brokerage accounts, custody 

accounts. 

Registries. Record state at the system level. DTCC, DTC, NSCC, share registries, land registries, credit 

registries. 

Funds. Are vehicles. Mutual funds, ETFs, hedge funds, private equity, private credit, pension funds. 

WHAT THEY CONTROL 

●​ Substrate. The physical or computational foundation. 

●​ Access. Who can use the rails? Who can access the data? 

●​ State. Who holds what? Who owes what? 

 

THEIR POSITION 

Below the platform. The foundation the platform abstracts and the aggregator matches on. 

THEIR CONFLICTS 

●​ Payments: Infrastructure + Protocol + Platform. 

●​ Data: Infrastructure + Platform + Aggregator. 

●​ Identity: Infrastructure + Platform. 

●​ Accounts: Infrastructure + Platform + Producer. 

●​ Registries: Infrastructure + Platform + Producer. 
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●​ Funds: Infrastructure + Aggregator + Producer. 

 

THEIR FAILURE MODE 

Overbuild, regulation, open standards, technological substitution — or, worse, integrating upward 

into platform, aggregator, or producer. 

THEIR SEPARATION IMPERATIVE 

●​ Separate registries from the players. 

●​ Separate funds from production. 

●​ Separate payments from the players. 

●​ Separate data from the players. 

●​ Separate identity from the players. 

 

 

LAYER 5: PROTOCOL   Money, Contract, Reporting, Regulation 

 

WHO 

Money. The unit of account, the medium of exchange, the store of value. The dollar. Issued by the 

Fed. Created by banks as deposits. Stablecoins are private money. 

Contract. The logic of obligation. ISDA master agreement, loan agreements, insurance policies, 

custody agreements, fund prospectuses. 

Reporting. Measurement. GAAP, IFRS, SEC reporting, regulatory reporting, tax reporting, 

performance reporting. 

Regulation. The rules. Prudential, conduct, market regulation. The Fed, SEC, CFTC, FDIC, OCC, CFPB. 

The Fed. Sets monetary policy, allocates credit, runs payment rails, holds a $6.7 trillion balance 

sheet. It is protocol, producer, and infrastructure. It is the ultimate referee and player. 

The State. Writes contract law, issues identity, enforces regulation, bails out players. It is protocol, 

producer, and infrastructure. It is the base of the base. 
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WHAT THEY CONTROL 

●​ Value. Money defines what value is. 

●​ Obligation. Contract defines what a promise is. 

●​ Measurement. Reporting defines what value is legible. 

●​ Permission. Regulation defines what is allowed. 

 

THEIR POSITION 

The base. The most structurally powerful position. No layer below to be commoditized by. Only its 

own governance to fail. 

THEIR CONFLICTS 

●​ Money: Protocol + Producer + Infrastructure. 

●​ Contract: Protocol + Platform + Producer. 

●​ Reporting: Protocol + Platform + Producer. 

●​ Regulation: Protocol + Producer + Infrastructure. 

 

THEIR FAILURE MODE 

Governance capture, forks, open alternatives, failure to solve the coordination problem better than 

an aggregator. 
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PART III 

Conflicts and Fragilities 

The full inventory of referee-player problems and the specific fragilities they produce 

 

Figure 5 — How many stack layers each coordinator occupies at once. 

 

THE CONFLICTS 

 

1.​ Banks: Aggregator + Platform + Infrastructure + Producer + Protocol. They control capital, risk, 

credit, savings, underwriting, verification, instrument design, execution, deposits, payments, 

identity, accounts, and regulation. They are referee and player at every layer. 

2.​ Big Three Asset Managers: Aggregator + Producer. They pool capital, allocate, and control the 

companies they allocate to. They are the largest shareholder in corporate America. They are a 

voting cartel. 
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3.​ Exchanges: Aggregator + Platform + Producer + Protocol. They match, execute, set listing rules, 

sell order flow, and trade proprietary. They front-run their own customers. 

4.​ Visa/Mastercard: Protocol + Infrastructure + Platform. They set interchange rules, move value, 

and offer services that compete with their members. They are protocols that produce. 

5.​ Credit Bureaus: Infrastructure + Platform + Aggregator. They hold identity and credit data, 

score it, and sell it. They compete with their clients. 

6.​ Custodians: Infrastructure + Platform. They safekeep, hold position data, and lend. They use 

client data to compete with clients. 

7.​ Rating Agencies: Platform + Protocol + Aggregator. They rate, set methodology, and are paid by 

issuers. They inflate ratings. 

8.​ Fed: Protocol + Producer + Infrastructure. It sets monetary policy, allocates credit, and runs 

rails. It is the ultimate referee-player. 

9.​ State: Protocol + Producer + Infrastructure. It sets rules, bails out players, issues identity, writes 

contract law. It is the ultimate referee-player. 

10.​Fintech Platforms: Platform + Aggregator. They abstract payments and lending but depend on 

the infrastructure they do not own. They are platforms that are commoditized by the 

infrastructure below them. 

11.​Private Credit Funds: Aggregator + Producer. They pool capital and lend directly. They are 

shadow banks outside the regulatory perimeter. 

12.​Stablecoin Issuers: Protocol + Infrastructure. They define value and move it on-chain. They are 

private money that competes with the state’s protocol. 

13.​Tokenization Platforms: Infrastructure + Protocol. They record state on a blockchain. They 

collapse the infrastructure layer into a single substrate. 

14.​AI Trading Firms: Platform + Producer. They abstract execution, risk, and underwriting into 

models. They are platforms that produce. They are opaque. 

15.​Direct Indexing Platforms: Platform + Producer. They abstract the index into a customizable 

portfolio. They own the underlying securities directly. 
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THE FRAGILITIES 

 

1.​ The Fed is captured by its own balance sheet. It holds $4.4 trillion in Treasuries and $2 trillion 

in MBS. It is the largest player in the market it governs. 

2.​ Too-big-to-fail is codified. Dodd-Frank institutionalized the guarantee. Banks take excessive 

risks knowing the state will rescue them. 

3.​ Shadow banking is a parallel production layer. Bank lending to shadow banks surged from $56 

billion in 2010 to $1.47 trillion by 2026. 

4.​ The Big Three are a voting cartel. They control a quarter of all votes at S&P 500 AGMs. Their 

average support for management is 98.7%. 

5.​ Payment networks set rules and compete with members. Visa and Mastercard set interchange, 

enforce honor-all-cards, and offer competing services. 

6.​ The base is captured. The state and central bank are the only actors permitted to be referee 

and player. The modern anchor is unwritten. 

7.​ Securitization collapsed the platform/producer distinction. Originators produce securities, not 

coordinate credit. Risk moved to investors who cannot price it. 

8.​ ETFs collapsed the infrastructure/aggregator distinction. Fund vehicles became the largest 

aggregators and the largest corporate controllers. 

9.​ Fintech collapsed the platform/infrastructure distinction. Platforms depend on infrastructure 

they do not own. They are commoditized by the rails. 

10.​Stablecoins collapse the protocol/state distinction. Private money competes with public 

money. The protocol layer is being privatized. 

11.​AI collapses the platform/producer distinction. Black-box models abstract execution, risk, and 

underwriting. They are platforms that produce, and they are opaque. 

12.​Tokenization collapses the infrastructure layer. Registries, accounts, and funds become a single 

substrate. The infrastructure layer is being flattened. 

13.​Private credit is a shadow banking system 2.0. It is the largest unregulated credit market in the 

world. 

14.​Direct indexing collapses the platform/producer distinction. The platform layer can now own 

the underlying assets directly. 
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15.​The coordination stack is not thin. Finance and insurance are 7.9% of GDP but claim roughly 

20% of corporate profits. The coordination stack extracts more than it produces. It is a tax on 

the real economy. 

 

 

Figure 6 — The coordination tax: finance’s share of GDP versus its share of corporate profits. 
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PART IV 

Three Trajectories 

Stay the course, pragmatic separation, full separation 

 

Figure 7 — Three trajectories for the US financial system. 

 

TRAJECTORY 1 — STAY THE COURSE 

 

WHAT HAPPENS 

The integration deepens. The Fed keeps its balance sheet. Banks keep lending to shadow banks. The 

Big Three keep accumulating voting power. Visa and Mastercard keep setting rules and competing 

with members. Stablecoins grow as private money. Tokenization grows as private infrastructure. AI 

grows as a black-box platform. The state and central bank remain referee and player. 

THE MECHANISM 
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1.​ The Fed continues to hold a $6.7 trillion balance sheet. 

2.​ Banks continue to lend to shadow banks. The shadow banking system grows. 

3.​ The Big Three continue to accumulate voting power. They control a quarter of all votes at S&P 

500 AGMs. 

4.​ Visa and Mastercard continue to set rules and compete with members. 

5.​ Stablecoins grow as private money. They compete with the state’s protocol layer. 

6.​ Tokenization grows as private infrastructure. It collapses the infrastructure layer. 

7.​ AI grows as a black-box platform. It abstracts execution, risk, and underwriting. 

8.​ The state and central bank remain referee and player. The modern anchor is unwritten. 

 

THE NIKOKA PROTOCOL DIAGNOSIS 

Maximum fragility. Legitimacy erodes. Suppliers perceive the game as rigged. They multi-home, 

build direct channels, fork, and flee. The stock of legitimacy depletes slowly, then crosses a 

threshold. Collapse is nonlinear. 

THE OUTCOME 

A crisis larger than 2008. The state and central bank intervene at a scale that further delegitimizes 

them. The cycle repeats with a larger bailout and a deeper capture. The dollar's role as global 

reserve is questioned. Stablecoins and tokenized assets become the shadow protocol. The base is 

captured, and the system above it is fragile. 

THE TIMELINE 

●​ 2026–2028: The Fed continues to hold a large balance sheet. The shadow banking system 

grows. The Big Three accumulate more voting power. Stablecoins grow. Tokenization grows. 

AI grows. 

●​ 2028–2030: The first stress event. A shadow bank fails. A stablecoin depegs. An AI trading 

model causes a flash crash. The Fed intervenes. The intervention further delegitimizes the 

Fed. 

●​ 2030–2035: The cycle repeats. A larger crisis. A larger bailout. A deeper capture. The 

dollar’s role is questioned. 

●​ 2035–2040: The system is unrecognizable. The coordination stack is fully privatized. The 

state and central bank are captured. The real economy bears the risk. The system is fragile. 
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TRAJECTORY 2 — CONCRETE CHANGES, 

PRAGMATIC 

 

WHAT HAPPENS 

Targeted separation. Not Glass-Steagall reinstatement, but specific prohibitions that reduce the 

most acute conflicts. 

THE POLICY CHANGES 

1.​ Fed restricted from allocating credit. Balance sheet capped at operational level. No asset 

purchases except in defined emergency. The anchor is defined and enforced. 

2.​ Banks prohibited from trading their own book. They match, clear, settle, and lend aggregated 

deposits. Risk is borne by depositors or insurers, not bank equity. 

3.​ Big Three prohibited from voting shares they hold. Voting power passes through to underlying 

investors. 

4.​ Exchanges prohibited from selling order flow. They match. They do not trade against 

customers. 

5.​ Visa/Mastercard separated from value-added services. They define the protocol. They do not 

compete with issuers and acquirers. 

6.​ Shadow banking lending brought onto the balance sheet or into the perimeter. Banks hold 

capital against lending to shadow banks. 

7.​ Stablecoin issuers required to hold 100% reserves in Fed accounts. They are infrastructure, not 

protocol. They do not create money. 

8.​ Tokenization brought under existing registry and custody rules. No new layer. Same obligations. 

9.​ AI trading models required to be auditable and non-discriminatory. No black-box 

self-preferencing. 

10.​Credit bureaus prohibited from selling identity-linked marketing data. They are infrastructure, 

not aggregators. 

11.​Custodians prohibited from lending against positions they safekeep. They are infrastructure, 

not producers. 
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12.​Rating agencies paid by investors, not issuers. They are platforms, not producers. 

 

THE MECHANISM 

1.​ The Fed’s balance sheet is capped. It can set monetary policy and run payment rails, but it 

cannot hold assets or allocate credit at scale. The anchor is defined and enforced. 

2.​ Banks’ balance sheets are thin. They match, clear, settle, and lend aggregated deposits. They 

do not trade their own book. They do not hold risk on their own equity. 

3.​ The Big Three do not vote. They aggregate capital and allocate it. They do not control the 

companies they allocate to. 

4.​ Exchanges do not sell order flow. They match. They do not trade against their own customers. 

5.​ Visa and Mastercard do not compete with their members. They define the protocol. They do 

not offer services that compete with the issuers and acquirers. 

6.​ Shadow banking is brought into the perimeter. Banks hold capital against lending to shadow 

banks. 

7.​ Stablecoins are infrastructure. They hold 100% reserves in Fed accounts. They do not create 

money. 

8.​ Tokenization is brought under existing rules. It is a registry. It is an account. It is a fund vehicle. 

It has the same obligations. 

9.​ AI trading models are auditable. They are not black boxes. They do not self-prefer. They are 

platforms, not producers. 

10.​Credit bureaus are infrastructure. They hold data. They do not sell identity-linked marketing 

data. 

11.​Custodians are infrastructure. They safekeep. They do not lend against positions they safekeep. 

12.​Rating agencies are platforms. They rate. They are paid by investors, not issuers. 

 

THE NIKOKA PROTOCOL DIAGNOSIS 

Structural correction. It does not eliminate the state and central bank exception, but it anchors it. It 

restores upward control purity at the layers where conflicts are most damaging. It preserves the 

coordination stack while reducing the capacity for bad behavior. 

THE OUTCOME 
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A more resilient system. Coordination layers are thinner, more neutral, more legitimate. Producers 

bear risk and capture surplus. Coordinators coordinate. Finance is a utility, not a player. 

THE TIMELINE 

●​ 2026–2028: The policy changes are enacted. 

●​ 2028–2030: The system adjusts. Banks are thinner. The Big Three are smaller. Exchanges are 

less profitable. Visa/Mastercard are less dominant. Shadow banking is smaller. 

●​ 2030–2035: The system stabilizes. Coordination layers are thinner, more neutral, more 

legitimate. 

●​ 2035–2040: The system is structurally sound. It is not perfect. But it is resilient. 

 

 

TRAJECTORY 3 — FULL CHANGES, WITHOUT CARE 

FOR PRAGMATICS 

 

WHAT HAPPENS 

Full structural separation. Glass-Steagall reinstated and extended. Every coordinating layer 

separated from every producing layer. 

THE POLICY CHANGES 

1.​ Banks are pure aggregators. They take deposits and make loans. They do not underwrite, 

trade, or hold risk. 

2.​ Investment banks are pure producers. They underwrite, trade, and bear risk. No insured 

deposits. 

3.​ Asset managers are pure aggregators. They pool and allocate. They do not vote. They do not 

control. 

4.​ Insurers are pure aggregators. They pool premiums and transfer risk. They do not bear risk 

with their own capital. 

5.​ Exchanges are pure aggregators. They match. They do not trade, execute, or sell order flow. 

6.​ Payment networks are pure protocols. They define interchange and move value. They do not 

compete with members. 
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7.​ Credit bureaus are pure infrastructure. They hold data. They do not score, sell, or compete. 

8.​ Custodians are pure infrastructure. They safekeep. They do not lend or use position data. 

9.​ Rating agencies are pure platforms. They rate. They are paid by investors, not issuers. 

10.​The Fed is split. Monetary policy only. No credit allocation. No asset holding. No payment rails. 

11.​The state is split. Contract law and regulation only. No identity issuance. No bailouts. No 

deposit insurance. 

12.​Stablecoins are prohibited. Money is a public protocol. 

13.​Tokenization is public infrastructure. Registries are public utilities. 

14.​AI is a public platform. Models are auditable, non-discriminatory, and do not self-prefer. 

 

THE NIKOKA PROTOCOL DIAGNOSIS 

Maximum structural purity. Eliminates the referee-player problem at every layer. Restores 

legitimacy by removing the capacity for betrayal. The logical endpoint of the framework. 

THE OUTCOME 

Structurally sound but politically and operationally impossible in one step. Transition costs 

enormous. The state and central bank cannot be separated from money, contract, and identity. The 

only remedy at the base is anchoring, not separation. Full separation without anchoring is chaos. 

The base must be anchored first. Then separation can proceed upward. 

THE TIMELINE 

●​ 2026–2030: The policy changes are enacted. 

●​ 2030–2035: The system adjusts. Banks are smaller. Investment banks are smaller. Asset 

managers are smaller. Insurers are smaller. Exchanges are smaller. Payment networks are 

smaller. Credit bureaus are smaller. Custodians are smaller. Rating agencies are smaller. The 

Fed is smaller. The state is smaller. 

●​ 2035–2040: The system stabilizes. It is structurally sound. It is not perfect. But it is resilient. 

●​ 2040–2050: The system is unrecognizable. It is a pure coordination stack. The real economy 

produces. Finance coordinates. The layers are distinct. The players occupy one layer. The 

integration is gone. The system is legitimate. 
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THE NIKOKA PROTOCOL VERDICT 

 

Trajectory 3 is the correct destination. Trajectory 2 is the only viable 

path. Trajectory 1 is collapse. The US is on Trajectory 1. It is spending 

legitimacy it does not know it has, by violating purities it does not 

know exist. The correction requires structural separation, and at the 

base, a neutral anchor. The anchor must be external. It must be 

something the state cannot produce, cannot expand at will, cannot 

capture for its own spending. The modern anchor is unwritten. That 

is the open design question. Until it is answered, the base remains 

captured, and everything above it remains fragile. 

 

Control the base. Control everything above it. But if you stand at the base and play in the game 

above, you will lose the base — and everything above it with it. 
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