An Ecology of Financial Services

Some Practical Steps from the ‘Web of Wealth® !

The Long Financeinitiative is proposing that any approach to finance capable
delivering stable services over a timescale of 75 yearsrescam ecology of services.
In this language the opposite of a stable ecology is aooudtare of ‘the one best

way’.

Resulting from discussioRhdirst held in 2007 about the concept termed ‘reflexive
wealth” and the subsequent establishment of the Web of Weahkit&, our focus
has been on what we claim are the fundamentals okeogomy, in particular the
transparency in practice of economic transactionshw pgarties involved. The
supporters of the Web of Wealth are therefore condeméh understanding the
process of real wealth creation, where wealth ketspsonnotation of wellbeing and
is distinguished from the accumulation of money.

This paper attempts to forge a connection between,eoorté hand the concepts of an
ecology of financial services and of wealth creatiamd on the other hand
implementable services that could form the bottom layem ecosystem of services.
We claim that this approach is crucial because our obsmmvistthat these bottom
layers are largely missing, leading to instability in ékésting monocultural system.

As a community concerned with an ethical sense of tige njustice being done to
society under a cloak of supposed economic necessityewsamting to support the
Long Finance Initiative by encouraging it to focus mosely on what needs to be
done to provide a firm foundation for any sustainable fieagystem. We present our
ecology below:

Inputs  OnN the Properties of a System Outputs

A monoculture appears to be a matter of convenience
Biological "and economic universality like the Euro. Howevef/e need a
Sr;SettsnF;zotnggy monocultures are the type of ‘systems’ mo%'voesr;;em with
results: - vulnerable to unexpected threats, in the sense that By cs that
resilience their very singular nature they have no resilience oty different
implies and redundancy within them. If a monoculture goeses.
requires wrong, it goes wrong badly and may even collapse

redundancy. completely.

Assumption that We have a financial monoculture and it does not meet < on
e financia the needs of the people it is supposed to serve, elgﬁéﬁmic e of
system should ON its own terms or in terms of its ability to witastl  financial system
meet the shocks. The major supervisory institutions appearirtohe natural
requirements of be managerially incompetent at both the macro andnomy

people who mjerg levels.
need to use it.



Systemic Eor the vasF majority of people in our_society < is visible in
requirements financial services _n_eed to be c_ompletely_rellable atﬂr@ national and
statement: femarkably unexciting — or boring. They just need it9-/ational
implied policy work reliably at performing important social anthterest in

deficitin - economic functions effectively over the long termommunity
current system They need to be accessible to people who may #gt<n9
have much money and they need to be usable by
people who do not understand finance.

Biological . The sense of
metaphor start at the bottom and work up. The simple mplementarity

extended to Organisms appear first and gradually create the natural

include conditions for more complex organisms to thrive. IncBecks and

development high diversity ecosystem there are hugely complexances is
ordering and \yeps of interdependency that allow the system a$<nd in the

Natural ecosystems, in terms of their developme;tti,

mutual . : financial system.
<tabilisation of Whole a great deal of redundancy in coping wi mplexity
environment, change. should add to
stability,

Order has its The price of this self-stabilisation is the creation fStem design
own dynamics: tipping points where, beyond a cer_taln (unknow stability will
systems theory level of change, the system may radically restructyfg, noid within

itself. set limits.

Our Proposal

This focus s tOur prqposatl in k_)eglnnl_ng tottesttgbllsth 6;2 ecr_)loglyTﬁS <ot a
nirinsic to the 10 Mimic nature in paying attention to the simplest, ... .

logic of the POssible financial functions that allow economic lifgheher

biological to sustain itself. These will be outlined below. corporate
metaphor provision is
viable.

Social research Interestingly, the research | ha\_/e done in_ this areanomiCS and
by Aidan Ward overturns some of the most basic assumptions of Eﬁ%upport i
et al 200¢.  mMonoculture we have now. | found that the basic upitcial
of interaction with financial services was a sociadrvices is

group, not an individual. fundamentally
social.

Exchange The fundamental factors in service design that wefe. g and

cannot take (re-)discovered by this research are: value need to be
place by a lone . established in a
individual. The e Peer Support and peer pressure In takl&g:im context
interaction is a effective action and cannot be
S@i,‘;i;?{t;i‘f » Discussion and debate about the meaning %?pﬁ: jjtgr'rv,j{‘ tf)
value of transactions the context.

A community perspective and negotiation of



the significance of individual action on the
community financial position

bolitical and The last historical pertiod when thig so_rt of V\{o_rk Wa_l_ﬁe history is

social diversiy addressed was the ﬁQc_entury with its religious _, "\
leading to revivals and the invention of all sorts of mutual,

financial system savings and insurance schemes to provide for peaplemented

diversity excluded from the establishment.

Research into We cpmment briefly on the major fur_lction_s that needan ecology of
the needs for O €Xist on the botto_m levels of a flngnc_lal systerﬁ;rvice& what
community €cology. These functions tend to be missing or poosty,srate
banking developed in our existing financial system. Thervices are at
functions. sections are structured to give both concepttia bottom?
History of grass. definitions and examples of the sorts of practical might they

roots financial . . . be provided?
nnovation. issues that are raised, both problems and solutions. P

The Fundamental Services

An Economy of Goods:
Clearing

If the fundamental economic activity is the exchange _

The separate of goods and services for mutual benefit, then as sogec™s ke
functions of b d barter th . d f t oot fairs and
money are the &5 We move beyond barter there is a need for a token ;e o

subject of much System (mon_ey, broadly taken) to facilitate theiss of
research into exchange. This system works if and when there ar@sactions that
alternative few potential transactions in the system that have neuld not be
mo(r:‘feyaf%ztewrgs-been completed, that is a clearing system need§'z§e‘3d without
assume to be aclear a_II trans_actlons (eventua_lly) so that ﬂﬁ%echanisms.
mechanism with €conomic benefit to all can be realised.

institutional
underpinning.

Community Clearing applies to _ind_ividuals (essentially solI o banks are
cinance traders) and to organisations that need to excha to clear
Solutions at 900ds and services. Economic units are self-creatid@saciions like

Salford unless restricted by regulation — a very commoslunteering

University have restriction. There may well need to be different types

researched ihe of clearing mechanism for different types of

regulatory .
history. transaction.

LETS is an example of a clearing mechanism for
transactions that are not cleared by the money
entry for LETS -
gives up to date system.LETS now has sponsorship aiN level and
links to projects. there is free-to-use software available to support the
mechanism.

The Wikipedia



We assume that given multiple mechanisms to clear
The multivlegitferent sorts of transaction, more types of valap ¢ternative
Sir;%'ﬁ;’n@gﬁzg be signalled between economic agents and there E%h?:]ni‘:’eneed 0
by money must greater depth of economic potential within a giveRegrated part
be unpicked if social unit. With greater diversity of signalling, ther the ecosystem
we are to it becomes possible to unbundle all the simultaneda®re they can

understand sjgnals currently carried by price. add resilience.
fundamentals.

An Economy of Conviviality:
Association

- Communities need to be able to use some of the
All economic aconomic surplus they generate to secure a rangeégf/ansparent

activity . . neration of a
Jenorates o COMMUNity services. They need to be able 10

) rplus that is
surplus but it is understand the system of exchange on which the, ested in
common not to community is based and to debate the degreeedonomic

measure itorto which they need to develop elements @ftentialis the

lezrite aeccc(;trJKe; rtT]Oy sustainability, self-reliance and care of t%“c(?ettf;at binds
that created it. €nvironment,

The opacity of Association is greatly facilitated by transparency in cussion of

he link beteen the local economy and in the goods and serv@éi%es e
revenue and Procured for the community from the surplus dhniexi of being

spending in generates. Transparency allows the discussional@f to enact
local  community values to be properly embedded in &mm is a crucial

governmentis ynderstanding of how the local economy works. ~ St€Pn

called “the sustainability
haze”.
Self-funding communit rogrammes, such as
See the C 'tg Land T 3t/ P hg iust h %gellbeing
Community COmMMunity  Lan rusts, show just how much — ...~

Land Trust potential there is in communities being able {Qiing
National generate wellbeing for themselves. We would drawanised, not

Conference attention to the degree of work and self-sacrifigiem rich
websit€’.  needed to get to workable local self-government. Pickings

An Economy of the Means of Production:
Credit

- There is no need for credit to be based on some
;:‘uect”l]f‘;? fictitious shortage of capital (lack), or on riﬂ'}g‘reeds to
problem with commodlty notion of money, that it has_ a price. A rpose and not
money is that it Credit needs are specific to the individual oXionalised
is created only organisation requiring it. A manufacturer may needross different
as debt. credit to fund the time between materials purchasees of need.
and sale of the finished product. An individual may
need time to establish a whole new service while

demand builds up.



There is not a
deficit in capital
in developed
countries, it is
merely mis-
allocated on the
basis of a
fictional short

supply.

How can a
future
generation
commit to
honouring a
transaction
invoked before
they were born?

In the 19’
century it was
normal for
entrepreneurs to
give their life
savings to
charity.

In essence credit is about clearing over time, and

ways need to be found to clear long term transactiGfi§®" Ways of

as necessary. Many transactions and services cag&%'gg?tg'”

be instantaneous. It is important to separate isions about

requirement from the notion of payment terms. which long term
transactions
need to clear.

The longest term universal social investment (credit bei
is in education. It has no guaranteed economic ret%}ll, oo e
and most of the attempts to manage it for bettelcased i
return backfire and reduce the value of thereis
investment. A generalised investment strategy basedinued
on the insights of the education model would be"ggotiation of
. . . . Isomal values.
much more fruitful perspective, than a financially

based strategy.

A credit mechanism would operationalise the values
of the social unit it operated on behalf of, maintagni
full transparency of the effect of past credit decision

An Economy of Time:
Saving

Storing value is the most problematical functiog. . . ¢
because the future transactions implied do not haviesger's Terra
way of being grounded. This function is bettenrrency™
thought of as the inverse of the credit function in afldresses these
its diversity than as putting money on deposit. Savirg'®>

is also about clearing over time, thus emphasising

that accumulation is not a financial service to anyone

Value can only really be carried forward in time by | ’
process of ongoing transactions, the continuity tfﬂ%ﬁsgie%cy -
implies, and continuing surplus generated. The notigA pasis of
that the integrity of saving is a question of investmenture value is

in production that increases wellbeing is salutary. particularly
damaging.

Many affluent people are investing in schemes whose
social aims they want to succeed. Only on the basis
of social change is the capital of their investment
safe. What is the price of saving?



An Economy of Exposure:
Spreading Risk

Dealing with risk is always primarily about managing
risks, not about separating risk from assets the way
financial “solutions” normally do. People need to be
able to mutualise risk in a way that makes disasters
less devastating, but without detracting from their
ability to manage the risk in more direct ways.

See the researohOne of_ the roots _of _the credit crunch was the
naper on the separatlon of fl_nanqlal risk fror_n the_as_sets involved.
cybernetics of This led to a situation where financial investors had

risk by Ward & no idea what the risks were and where the underlying
Hoverstadt”. asset risk went unmanaged.

Research b One proposed mechanism for mutual insurance is t(%ual chemes
CES Ony copy the layered insurance schemes used by m urage

insurance via corporations. Below a certain Iimit insurance claimsiiye risk
CDFIs** are met by the members collectively and above the&iagement by

limit a low cost external insurance scheme kicks in.all members.

In Conclusion

Without needing to go into any detail it is possible&scribe bottom layer financial
services that allow economies to develop. The proposis that there exists a
minimum set of services that gives a complete enougérage of the basic needs of
social systems in developing an economy. This minimunmeseds to be complete in
a given situation, and multiple providers of a given serwe would regard as
healthy.

There are many regulatory barriers (in the UK) to lengenting some of these
services, which would indicate a need for a moratoriumegnlatory sanction while
an ecosystem became established. Of course, an ecosymtewt be regulated by
regulating the parts and entirely new approaches to regulaiould be needed to
taken advantage of the self-stabilisation and self-réigalproperties of the system.

There are partial examples of some of the servicase sof which are indicated
above, and there are studies that indicate how sorttfeegiresent failings could be
addressed by a more diverse, structurally redundant apprdéechieel that the key
concept is transparency and that all these mechanised te be essentially
transparent to all their users. This alone would akmenomies to self-correct. The
major missing component in the entire suite is supfpoignalling more dimensions
of value than in currently possible.

by Aidan Ward" for Management-NewStyle & The Web of Wealth — March 2010
with contributions from Trevor Hilder, Pat Hoverstadt, David HosvePeter Kawalek and Richard Veryard.



Endnotes

! The focus of a loose collection of independent atiasts motivated largely by an ethical sense lnfige injustice being done
under a cloak of supposed economic necessity. Wearcerned to support the Long Finance Initiabydocusing it more
closely on what needs to be done to provide a fatiod for any sustainable finance system.
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8 http://en.wikipedia.org/wiki/LETS

® http://www.clt-conference.co.uk/
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