Japan 3.0 -The Sun Also Rises

Towards new Japanese Infrastructure
Introduction

Conventional – Western - wisdom has it that Japanese financial market infrastructure is in terminal decline, with no way out from a deflationary cycle based upon a banking system hamstrung by bad debt and an asset base of shareholdings now at terminally low valuations.

This paper argues that nothing could be further from the truth: that in fact the true problem lies with the failure of Western-style Capitalism, and its lack of relevance to what is, or should be, a national Economy capable of leading a revolutionary transformation in the Global Economy.

The argument is based upon:

(a) a fundamental flaw in the structure of the Western Public limited liability Corporation, which renders the Capital in such “Closed” Corporations incompatible with Japanese Values;

(b) the debt-backed and inherently valueless nature of Western “fiat” Money.

This paper then proposes an alternative capital and monetary market infrastructure based upon an entirely new, yet simple but radical Enterprise Model which gives rise to a new form of “Open” Capital.

Finally, the Paper briefly sets out a glimpse of the networked society which is now within the grasp of Japan, and which the author believes is capable of being carried forward By Japan in partnership with the UK and other nations.

Definitions

An “Enterprise” is defined for the purposes of this paper as “any entity within which two or more individuals exchange Economic Value”.  Economic Value, like Beauty is in the eye of the Beholder.  It is defined for the purposes of this paper as:

“Material Value” – such as Land, Commodities, Goods and Services;

“Intellectual Value” – such as music, video, the written word and software,

                                    which exists in the form of data, electronic or otherwise;

“Emotional Value” – at its most basic, the need to love and to be loved, but

                                 extending into the concept of Society;

“Spiritual Value” – who am I? Why am I here? Questions in relation to God 

                                and the relationship with the eternal.

Note here that the Western form of debt-backed Money is excluded through its inherent lack of Material Value, a subject to which we will return.

Three forms of Enterprise are identified:

The “Charitable” Enterprise – where Material and Intellectual Value are exchanged for the Spiritual and Emotional Value of giving.

The “Social” Enterprise – a “Public” Enterprise open to all, where Material and Intellectual Value is freely exchanged.

The “Commercial” Enterprise – a “closed” or “Private” Enterprise where Material and Intellectual Value is exchanged between a limited number of individuals but may be retained or distributed in whatever way the Members agree.

A Brief History of the Enterprise

Early enterprises were partnerships and unincorporated associations.  However, the need for institutions which outlived the lives of the Members led to the development of the Corporate body with a legal existence independent of its Members.

In the UK the earliest Corporations were created by Royal Charter – a possibility which exists to this day.

The key development in the history of Western Capitalism was the creation of the “Joint Stock” Corporation with liability limited by shares of a “Nominal” or “Par” value, typically £1.00.

The UK Industrial Revolution was fuelled by Capital raised through Joint Stock Corporations largely created by Act of Parliament.

From 1844 onwards, the creation of Corporations through registration under Companies Statutes further streamlined the process and over the next 150 years the Public Limited Liability Corporation evolved into the essentially “Closed” Corporate at the heart of the malaise deriving from the process we know as “Globalisation”.

The Closed Corporation

In his essay “Economies for Life” (http://www.yesmagazine.org/23livingeconomy/korten.htm)
the noted Economist David C Korten characterises this Enterprise model as a key component of a “Suicide Economy”:

“This corporate form is legally structured to allow virtually unlimited concentration of power to the exclusive financial benefit of absentee shareholders who have no knowledge of, or liability for, the social and environmental consequences of the actions taken on their behalf. It is a legally sanctioned invitation to benefit from behavior that otherwise would be considered sociopathic—even criminal.”

The problem with the “Closed Corporate” - as I propose to term it due to its essentially proprietary character - is the fundamental conflict between the interests of the owners of the “closed” or Fixed Capital base – inaptly denominated “Equity” – and the interests of all other stakeholders such as suppliers, customers, management, staff and in the case of major global corporates, the public at large.

The latter are essentially “costs” external to the absentee owners of the Enterprise and the resulting drive to maximise “Shareholder Value” through “cutting costs” has brought us the Wall Street/City analyst-driven management excesses typified by Enron and Global Crossing.
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The diagram above illustrates the fault-line within the “Closed” Corporate.  It has the characteristics of what biologists call a “semi-permeable membrane” in the way that it allows Economic Value to be extracted from other stakeholders but not to pass the other way.

In short, there is no “Exchange of Value” in the Closed Corporate.  In other words, that sharing of Risk and Reward which constitutes a true partnership, rather than a joint venture, supplier/customer relationship or strategic alliance is simply not there.

In the view of the author there has to date been no Enterprise Model facilitating the collaborative Japanese approach to business, and indeed to social interaction generally.

Japanese Society is crying out for a “Third Way” between the collaborative and the competitive: the public and the private: the paradox of the modern world: that humans have never been more inter-dependent in our needs, or more individualist in our outlook.

No Enterprise Model has been capable of resolving this dilemma.

 Until now.

The UK Limited Liability Partnership (“LLP”)

From 1844 onwards in the UK it has been mandatory for Partnerships with more than 20 partners to be Incorporated – the result being Corporate Partnerships with unlimited liability.

In 1907, it became possible for Partners to limit their partnership individually rather than collectively within a UK Partnership at the cost of being unable to participate in the management of the Partnership.  This model routinely continues in the USA where it is the normal structure for professional partnerships.

In the late 1990’s UK professional partnerships, faced with the prospect of individual bankruptcy as a result of litigation against the firm, successfully lobbied for protection, which arrived in the shape of the Limited Liability Partnerships Act 2000 and came into effect on 6 April 2001.

Since then over 7,000 UK LLP’s have been incorporated, for the most part from conversions of partnerships previously with unlimited liability.

The UK LLP is supremely simple and remarkably flexible.  The only requirements are for two “Designated Members” to complete an Application Form obtainable at the Companies House website and to return it with the requisite fee of £95.

There is no requirement for the mandatory and arcane Victorian vintage “Memorandum of Incorporation” and “Articles of Association” – the prescriptive Contracts between Members laid down by Statute – and no need for a supplementary Shareholder Agreement tailoring these Contracts to the precise present day needs of the Members in the relevant Enterprise.

All that is needed is a simple “Member Agreement” – a legal protocol which sets out the Aims, Objectives. Principles of Governance, Revenue Sharing, Dispute Resolution, Transparency and any other matters which Members agree should be included.

While a UK LLP should be a business run “With a View to Profit” the proposed Enterprise Model redefines the relationship between stakeholders in a way that literally removes the very concept of Profit and Loss.

The ease of use and total flexibility enables the UK LLP to be utilised in a way never intended – as an “Open” Corporate partnership.

The Open Corporate

There are two innovative concepts which characterise the “Open Corporate” and the “Open Capital” to which it leads.

Firstly: the realisation that it is now possible for any stakeholder to become a Member of a UK LLP simply through signing a suitably drafted Member Agreement.

This puts the “Open” in the Open Corporate.

So instead of a supplier signing contractual terms of business negotiated adversarially or an employee being confronted with a Contract of Employment they will instead become a true Partner in the Enterprise with their interests aligned with other stakeholders.

The result is that there are no “externalities” in an Open Corporate Partnership, which therefore means that Economic Value may be exchanged within the Enterprise in conformance with the Member Agreement.

The second innovation is the concept of “Open Capital” itself.

This concept arose out of the realisation that proportional shares (such as one half, three fifths, five millionths) in an Enterprise constitute an infinitely divisible, flexible and scaleable form of Capital capable of distributing or accumulating Value organically as the Enterprise itself grows in Value or chooses to distribute it.

Furthermore, proportionate shares may be sold to raise Capital either outright – for an indefinite period – or, through a Sale and Repurchase (“Repo”) agreement, for a defined period of time.

Where an Equity share is “repo’d” in this way the investor participates in the increase in Value whether distributed as dividend or not, but retains the risk that his Equity may in fact decrease in Value over the period.

In simple terms: Debt and Interest are replaced by Equity traded forward.

The result is represented in the diagram below– the fault-line dividing the “Closed Corporate” disappears.
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Open Corporates in Practice
The optimal nature of the UK LLP is already becoming apparent, and a number of technology start-ups have utilised the form.

An example of the way the LLP operates was a recent property transaction involving the Hilton Hotel Group’s “sale and leaseback” of a portfolio of 10 hotels for some £350m.

The hotels were sold to an LLP in which Hilton Group (the Occupier) hold 40% and the balance of 60% being owned by another LLP linking the Investor Members one of whom is Bank of Scotland.

Hilton undertook to pay for 27 years 28.8% of their gross revenues from these hotels plus a further £3m pa all subject to a floor of £17.5m pa or 5%.

Note that there is no Debt and no Interest in the model, and the risks and rewards are shared as in all true partnerships.

This is a close relation of the “Property Investment Partnership” set out below. 


It will be seen that the effect of the model is to render mortgages obsolete, and to enable a very simple form of “securitisation” of Land, Property and indeed any other productive or non –productive assets.
Money 3.0
What is Money anyway?  Perhaps one of the earliest and most insightful explanations was given by  one of the most remarkable and infamous Scotsmen who has ever lived – the gambler and convicted murderer who became in 1720, briefly the second most powerful man in France – John Law.

In his treatises “Essay on a Land Bank” in 1704 and “Money and Trade Considered”

in 1705 Law not only set out a clear analysis of the nature of Money, but also proposed a form of Land-backed Money which he argued suffered none of the defects of tangible “Money Version 1.0” of the time such as gold, silver and copper coinage.

As Minister Of Finance in France, Law’s Central Banking model offered perhaps the first example of paper currency – “Money 2.0” – backed by bullion.

The next and final generation of Money – electronic “Money 3.0” will demonstrate through being backed by Land - that Law was in fact correct.

Money

Money carries out several functions: a store of value; a means of exchange; a unit of account and a pricing benchmark.

As Law said:  “Money is not the Value for which goods are exchanged: it is the Value by which goods are exchanged.”

In the electronic world of Money 3.0 these monetary functions are reduced to databases of:

(a) obligations;

(b) assets;

and to the flows of data between them.

There are essentially two types of “Money 3.0”:

(a) “fungible” mutually/multilaterally acceptable Money created by Government “fiat” and backed by Government credibility;

(b) any other forms of Money bearing restrictions on when, where, to whom or in relation to what the relevant obligations to pay may be discharged – there are a myriad examples of such “bilateral” Money throughout commerce.

The problem with current “fiat” Money is that, with the exception of the small proportion of the money supply consisting of bank-notes issued by the Central Bank, it is debt-based.

In other words, it is simply loaned into existence by Banks.  The resultant crippling interest burden is the root cause of the unsustainable drive for Economic Growth at all costs.

At this point it is relevant to observe that if the Japanese Government were to create a quantity (say) of 10 trillion Yen equivalent in electronic Money, this would be no more and no less inflationary than the creation of 10 trillion Yen in loans by (say) Japanese banks.

Such fiat Money, would however come without the interest burden of bank-created Money and like all “Equity” would not carry an obligation to repay.

Rather than constituting a “National Debt” – and here the question comes to mind – to whom is the National Debt owed? – the result is a Japanese National Equity

The problem arises, however, of credibility – what would underpin such Japanese Money?

The answer is the Land of Japan itself in which every Japanese citizen is a stakeholder: and the Open Corporate Enterprise Model introduced above will, when applied to Land, enable this to be simply accomplished

Public Property Investment Partnerships  (“PPIP’s”)

It is in its application to existing “publicly owned” or publicly financed housing, and to new development, that the real potential of the model becomes apparent.

All local authority properties would be valued in relation to the rental value of the property, broken down between the value of the Land and the Property which stands upon it.

Properties would be transferred to a PPIP which would retain the Land and individual PIP agreements would be made with each Occupier whereby he/she would be able to acquire a proportionate share in the PIP alongside Investor(s). 

The Occupier would therefore pay a Rental to the PIP consisting of the gross Land Rental and the Net Property Rental (reflecting his proportional ownership). 

Note that the Occupier would be encouraged to improve his/her property through the increase in Value which results from his/her investment.

Investors would be invited to buy these proportional shares in properties, receiving a stable income, and a relatively low risk capital investment. The proceeds would repay the mortgage debt which currently exists in relation to the properties, and remove any obligation to repay what is in fact an investment made by all in the fabric of Japan itself.

The outcome is that a PPIP is created as a “partnership of partnerships” constituting a “Land Bank” with a substantial rental income from Land and from proportional shares in properties.

Land-Backed Money

It is from here but a short step to a Land-backed Money consisting of the proportionate shares in these Land-owning “Open Corporates and the store of Value which they represent.

This Money could be used to acquire further Land and Property, thereby extending the partnership “virally”, extinguishing debt and its interest burden in so doing.

Moreover, every individual Member of the PPIP would receive a basic “Citizen’s Income” comprising his/her proportionate share in its net rental income.  

The outcome is to re-frame the Land Valuation/Taxation debate in new terms.  The credibility of local “land-backed” Money created in this way would be great, and would open the door to utilise such Money in essentially local exchanges of value such as LETS. 

Interestingly, the effect would be of a return to local currency “Mints” common in the UK and other countries many hundreds of years ago, but this time with inflation written out of the system through the ability to balance local monetary demand and supply.

“Clearing”

The key function in any monetary system – whatever backs it - is the “clearing system” providing an exchange of value or “settlement”.

 Here we can expect to see decentralised, but connected databases detailing:

(a) obligations to exchange Value at a future point in time;

(b) rights of “ownership” (or more to the point of indefinite use) of assets.

The key function underlying all enterprises will be the messaging networks allowing messages to pass which give rise to the creation of these obligations and their later settlement by an exchange of value (through transfers of title).

This utility “clearing” function is perhaps the key function in any civilised Society and Japan is no exception.

There is no reason why Banks should any longer be involved in this function, from which they have extracted extraordinary monopoly profits totally unrelated to any Value added. 

We will now examine how the architecture of the utility communications and technological platform which will underpin this clearing function, and the way in which this may in turn underpin a new Enterprise Model for local government itself.

Dot Communities - Connecting people to people

In the same way that the “Penny Post” revolutionised written communication in the UK in the mid 19th Century so is a new wave of wireless and satellite-based “broadband” communications are about to revolutionise that network of networks we call the “Internet”.

This “disruptive” new infrastructure will make the bulk of existing infrastructure obsolete, and the cost and simplicity is such as to render virtually worthless much of the recent vast corporate expenditure on proprietary technologies such as 3G.

This architecture will be revolutionary in technological and communications terms and have a transformational effect in practical “people” terms.

We have seen in eBay.com – that remarkable US phenomenon - how the success of a simple application – ie an electronic auction – has given rise to a community of users carrying out a form of self-regulation -  a “trust network”  delivering a “mutual reference” function.

However, now that the full rigour of the US capitalist model is at work on “monetising” the eBay community its decline and fall are guaranteed unless the Enterprise Model is changed.

In other words, to a model where the Community owns the Application rather than one where the Application owns the Community.

The “Community Area Network” model outlined below will create a mutually owned community upon the utility function of communication and then expand the delivery of other applications using this platform.

Neighbourhoods, Communities, Areas and Regions

A Neighbourhood is a geographically based group of individuals, based around some local point of contact and with certain social facilities and amenities serving them.

It may vary in size but the maximum size is probably that number – typically between 100 and 200 - whom individuals actually “know” and routinely recognise.

“Communities” consist of a number of Neighbourhoods – perhaps 10 to 20 – and again certain functions are provided at “Community “ level.

We then link “Communities” into “Areas” and onwards into Regions attaining at last the Nation state itself.

I do not explore in this paper the Governance structure to which this architecture would give rise – suffice to say it will be based upon democratic principles, Reality rather than Perception and true leadership by Individuals who perform rather than appear to perform.

It is envisaged that the key element to “Society 3.0” will be a utility communications platform with two elements:

· an interactive “Peer to Peer” Community area network;

· “one to many”  broadcast channels down to Community Level.

ie A Community Network with a Community Channel overlaid upon it.

Note here that the security architecture of this platform will be based upon the simple principle of segregation of encrypted content on one of the two elements of the platform, with the transmission of the encrypted “key” on the other.  A subject which I explore further elsewhere in the context of internet market architecture.

Community Area Networks (“CAN’s”)

At the heart or “hub” of the CAN sits a “server” computer: every individual’s PC connected to the CAN is said to be a “client” of this “server”.

A community is made up of many “neighbourhoods”, each of which has its own wireless “Neighbourhood Area Network (“NAN”) broadcast from a simple and cheap local wireless transmitter/receiver and giving “broadband” internet access.

The CAN merely consists of the connecting together of these local transmitter/receivers via cable or otherwise; will be connected to the Internet, and will be capable of receiving broadband broadcast by satellite.

On the CAN server will be installed simple and cheap software which will allow all participants to:

(a) leave messages for each other to collect (ie e-mail);

(b) “chat” to each other “real-time” (instant messaging”);

and possibly in due course lead to other forms of local messaging (eg voice and video).

Also on the CAN will be installed the simple databases of obligations which underpin all commerce – enabling the operation of the local, regional and national forms of Money which the author envisages.  

The outcome is a decentralised Exchange of Value/ Clearing system. 

Open Corporate Ownership – by the People for the People

The enabling Enterprise model for what is essentially a monopoly utility is again the “Open Corporate”.

Every individual will be invited to join a Neighbourhood Open Corporate Partnership simply by signing up to its Member Agreement and either agreeing to subscribe, investing, or both.

Using the Definitions introduced above, this Neighbourhood “Open Corporate” will be a “Social Enterprise” and will in turn be a Member of a Community Corporate.

The Community Corporate, however, would include as Members those “Commercial Enterprises” which provide the infrastructure and services necessary for the development, implementation and operation of the platform

The Community Corporate LLP Member Agreement would set out the commercial relationship between the two constituencies ie those who provide the utility service and those who use it.

Outcome

The outcome is that we are able to provide a utility Community network and broadcast channel within a Community’s own “domain”  (Dot Net, Dot Org are “domains”)

So my “utility” e-mail address could become:

chris.cook@carpenters (the local pub defining the neighbourhood)

 .baddow (my community)

.chelmsford (my area)

.south-east (my region)

.uk. (my country).

That's my home address, where I will have signed up to the neighbourhood, and by extension, the community, area, regional and country  Member Agreements under which I agree to pay an agreed combination of subscription and transaction charges sufficient to provide this utility service.

The Community Enterprise becomes a “Domain” – “a Dot Community”

Japan 3.0

Probably the most important function required of any Government beyond securing the safety and security of its people is to create Money.

There is absolutely no reason other than that it is customary to do so why such Money should bear Interest.  

As David Korten points out, the creation of Money in the global “Suicide Economy” has been privatised to Private Banks resulting in the burden of interest and repayments threatening the very sustainability of our existence.

This ludicrous situation must clearly cease, and cease forthwith: but how?

Consider a “Sovereign Open Corporate” – “Japan LLP” – of which all Japanese citizens are Members and stakeholders.

Unlike every Closed Corporate on the planet, Japan LLP currently only has Debt on its “balance sheet”.

Japanese citizens, are led, as are the citizens of all nations to believe that the Nation in which they live has no Value.

I argue that Japan LLP should incorporate on its “Balance Sheet” the “Equity” base consisting of its Land and Property in addition to the productive assets comprised in its Human, Intellectual and Industrial Capital.

The “Open Corporate” Enterprise Model enables all the forms of networked Charitable, Social and Commercial Enterprises to be linked and for the proportional shares in these Enterprises to be utilised as forms of Money, which will be geographically and functionally acceptable or “fungible”.

The only form of universally acceptable Japanese Money will be an electronic Yen backed by Land – Yen 3.0.

Implementing Yen 3.0  

A programme of property valuation will be instituted in relation to Land and any Property on it.

The proposal is then to issue Yen:

(a) directly to Individuals who own Property subject to mortgage, in order to finance repayment to the institutions which had advanced the mortgage;

(b) directly to residential landlords in order to finance repayment to the institutions which had advanced the commercial mortgage. 

The Investment in Land would not be subject to any repayment: the Investment in Property would be subject to repayment in a period corresponding to the expected lifespan of the property.

Individuals would then be subject to Land and Property Rentals, but would in both cases be able to purchase further shares in the Property in which they live through making payments in excess of the Property Rental.

This Equity investment in Land will be carried out at Community level but through linking the Communities nationally it will be possible to determine an aggregate Value for the total of Japanese Land and Property “owned “ by Japan LLP.

When divided into proportionate “shares” the aggregate of Land Values forms the basis of Yen 3.0.  
Property on the other hand would form the basis of locally fungible Money which, deteriorates in Value over time depending on the condition of the local housing stock and policy decisions in respect of urban renewal.

Such local Money would circulate rapidly due to its in-built quality of decreasing value – also known as “demurrage”.

Furthermore, integration of such local Money with Local Exchange Traded Schemes (LETS) which are increasingly popular in Japan would allow Individuals to create Value through their own efforts in improving the Property which they occupy.

First Steps?

The first step is for the Japanese Government to create the legal form allowing the “Open Corporate” to exist.

It is possible that this is already the case.

All else will then follow, as the people of Japan “self organise”.

Conclusion

The simple yet elegant concept of the “Open” Corporate partnership is remarkable only in that this optimal model has never occurred to anyone before, so fixated have we been on the Closed Western forms of Capital and Money.

As John A Wheeler said:

“Behind it all is surely an idea so simple, so beautiful, that when we grasp it – in a decade, a century or a millennium – we will all say to each other, how could it have been otherwise? How could we have been so stupid for so long?”

Chris Cook

December 2005

www.partnershipsconsulting.com 

www.opencapital.net



















































                                      Property Investment Partnership (“PIP”)





A PIP constitutes an “Open Corporate” LLP between and one or more Investors in the LLP and one or more Occupiers of the property it acquires.





eg  a property purchased for £100,000, of which £80,000 is financed:  the Occupier/Investor receives 20 shares and the Financier/Investor 80 shares at a value of £1k each. (or 200/800: 2000/8000 etc - it is the 20%/80% proportions which matter, there being no par or nominal value to these shares)





There is an Exchange of Value: in return for the use of the Property, the Occupier(s) pays a Rental to the LLP which in turn pays the Investor (s) for the use of the Capital.





So a rent of £6,000 pa is agreed for two years for the above property: the Occupier pays net £4,800 pa; the Investor receives net £4,800 pa.





After two years, the Occupier wishes to invest £12k in the Property: at £120k valuation he purchases a further 10%: at £96k valuation he purchases 12.5% and so on.





Note 1/ There is no Debt and no Interest  





Note 2/ Because a PIP is specific to a property, it need never again be sold; merely a change of Occupier and possibly a sale of some or all of the shares;





Note 3/ Repossession only takes place when continued failure to pay rental erodes the Equity held in the property;





Note 4/ Increases in Value arising from agreed improvements would be apportioned between those providing the necessary Investment.





Note 5/ An Occupier may build up a portfolio of investments in the properties in which he lives, which may then be flexibly liquidated upon his retirement. ie a vast improvement on current “equity release” schemes.





Note 6/ Partners who choose not to marry may yet protect their interest in a property  (and indeed other assets) through a suitably framed Member Agreement – thereby solving a problem which has been vexing the Law Society for years.





Note 7/ Property may pass between generations without payment of Inheritance Tax through a suitably framed Member Agreement.
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