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1~ Executive Summary

Delphy is an open-source, decentralized, mobile prediction market platform
built on Ethereum. The Delphy App is a light Ethereum node that runs on
mobile devices.

Delphy uses market incentives to allow participants in a market to
communicate, instantly and transparently, their wisdom regarding the
outcome of upcoming events, effectively predicting the future. We designed
Delphy from the start to be decentralized, which makes it difficult to
manipulate prediction results.

The Delphy platform implements three of the necessary conditions for
crowd wisdom put forth by James Surowiecki; diversity of opinion,
independence in making opinions, and decentralization of organization.

Delphy is a mobile platform for the prediction market and an ecosystem of
the Predictions as a Service (PaaS) platform. Users are able to participate in
transactions in prediction markets, anytime and anywhere. They can also
use the Delphy API and SDK to customize prediction markets based on
different vertical field parameters. Delphy can be applied extensively to
prediction markets in finance, insurance, national defense, health care,
public management, sports, entertainment, and even markets within
organizations.

Delphy, as indicated by Greek mythology, is the place where the oracle
spoke the wisdom of Apollo, the god of light, truth and prophecy. The
Delphy prediction market leverages the wisdom of crowds to forecast future
events and even change the future.
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2 ~ Prediction Markets

There are two main methods used in scientific predictions; the first is
statistics and mathematical models, and the second is machine learning and
data mining. In essence, these two methods use historical data and software
systems to generate predictions.

In recent years, a third method, "social analysis", is increasing as a trend in
the prediction market. The market uses incentives to allow the public, not
just identified experts, to contribute their own experience and wisdom,
pooling market information together to help make decisions and allowing
the group to be more intelligent than a single individual or expert.

2.1 Theor y and Operation

Scientific prediction methods have been around since the start of the
Information Age. Theories underlying the prediction markets include the
Efficient Capital Markets Hypothesis (ECMH) and the Hayek Hypothesis.
These hypotheses help explain how information is aggregated such that
market prices provide accurate estimates on the likelihood of future
outcomes.

According to ECMH, capital markets are so efficient in reflecting
information about individual stocks and the stock market as a whole, that
no amount of analysis to forecast future stock prices can beat the market.
The Hayek Hypothesis assumes that market prices are the means to
aggregate disparate pieces of information. The market works even when
people only have a limited knowledge about their surrounding environment
and other parties involved.

In essence, the market collects the judgements and confidences of parties
involved in the same event, which results in a prediction of the future
outcome of the event. Similar to the stock market, which serves to assign a
price to the future estimated value of a stock, “prediction markets” assign a
value to a belief about the future (a prediction).

Specifically, prediction markets usually predict the outcome of an event by
asking questions about possible outcomes. Each possible outcome has its
own probability. The sum of the probabilities of all the outcomes is equal to
100%. The probability of an outcome represents the transaction price of the
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outcome in the market. Traders buy shares of an outcome based on their
confidence and judgment. For example, if a stock’s value is set at one dollar
and the probability of the result is now 60%, then its price is $0.60. If the
predicted result actually occurs, the trader who buys the shares is the winner,
earning a profit of $0.40 ($1.00 - $0.60) per share, and the people who
predicted the opposite result receive no profit.

For example, “Will the China Stock Index (CSI) 300 break through 4000
points this year?”

(A) Yes. (Price is $0.60) = 60% winning probability

(B) No. (Price is $0.40) = 40% winning probability

(A) + (B) = $1.00 (100% winning probability)

In a prediction market, the probability of an event outcome represents

trader judgement, the number of shares purchased represents outcome
confidence, and trader comments represent the choice rationale.

James Surowiecki, a well-known financial journalist in the U.S., put forth
three conditions for crowd wisdom: diversity of opinion, independence in
making opinions and a decentralized organization. Similarly, prediction
markets work best when market participants have different backgrounds, do
not base their decisions on the opinions of others, and base their opinions

markets

S
- - prediction
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