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Preface

In order to specifyffhe Next Paradigm of Economic Development didsomething very
simple,straightforwarg andquite typical of the innovation process touted by countless
innovation gurs. We took one problem and fit it into the solution for a similar problem
turned the crank, and out pops tieavsolution

The first problems the lack of anntegrdedinnovation system in the US econonfyo,
wetook a familiar position credited to Joseph Schumpetepastkd that innovation is
the source of wealth creatiore.,money Therefore, the financial system would be our
model for the innovation system. Next, we broke them bwthgarts and matcheds
best as possible, the phenomenon ofSh@al Media with the phenomenon of tiiéall
Street finance.

The purpose dhis exercise igotto incite revolution andbring down the bad guys or
dictate massive change to a®muponwhich we all rely Thepurpose in fact is multi-
fold:

It provides us a framework for tliimew normab
It accommodatesurrent disruptions

It identifies future disruptions

It includes everyone
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The disruptions will be many. Some of these we already see such adéhase ofrint
journalism the chaos$n theadvertising industryand the reformation of government.

What is not yet obvious is that the advertising industry will be wiped Dlehigher
education system will baltered beyond anyofeexpectatinsbecomingsegmented by
infinite combinations of sublassificatiorrather thardegree& The resume system for
job search will be eliminatefdreverby a percentile search engiffdne patent system
will become a relic of the industrial rehation as social contracteward preserveand
distribute intellectual propertiar more efficiently.The veryexistenceof the corporate
fictition will be questioned as the functions of faiiedtitutions arencreasingly being
performed in social media spac®mmunities, anchachire enabled democracy

This is not to say that corporations will disapp€eBine smart ones wilintegrate
Amazon.com willintegrate with theducationthe public libray systemas the taxonomy
for the knowledge inventorgtarbucks will provide community meetisgpportfor
entreprenew. Google will build a percentile search functeord slow people how to
use it. Innovation will be crowslourcedwith a new financial instrument called the
Innovation Bond.

Finally, the mother of all integrations; Social Priorities will drive Wall Street priorities.
That is the day, | believe, everyone is looking forward to.



Introduction

Today we have significant financial and environmental probleni¢ée ae also
tremendously fortunate that Social Media will mature precisely when we need it the most.

This thesisdescribe a structure for the innovation economy where human knowledge
will become tangible outside the construct of the traditiongb@ration and inside social
networks. The article concludes with the creation of a financial instrument built on a
platform of social media that funds gras®ts innovation. It is intended to jurgtart
entrepreneurs who will then perfect the systesuibthe emerging market.

The currenfiinancial systemhas reached the limits of its effectiveness. Interesiednt

has exceeded the systembs ability to pay it
future productivity. The only sustainable way to increaseductivity is to innovate

This means that in order to continue printing money, we must increase productivity at the

same or greater rataVith a national debt in excess of 10 Trillion dollansd a total
entitlementobligation nearing 50 Trillionwe must extractan extraordinary increase in

our current innovation capabilities.

There are three relatively simple web applications specified here which if deployed to
social networks will allow human knowledge to becotaagible outside of the
organizational construct of the traditional corporatioithe result will be a
comprehensive, diversified, and integrated innovation system locked in a virtuous circle
with our financial systemAdmittedly idealistic, the calculus demonstrated herein also
provides great insight to the potential ogpaities and disruptions emerging in tfireew
normab of the postfinancialcrisis environment and social media revolution.

These applications are as follows:
1. The knowledge Inventory
2. The Percentile Search Engine
3. The Innovation Bank

From these three applications, millions of new business models will be createtand
existing business Wbe made more efficient.

Of the same Species:

Debt is a promis¢o repay current money wittuture productivity.Innovation is also a
promiseto repay current money with future productiviths such debtcurrency and a
new innovation currency would be highly convertible financial instrumentsThe
preceding example demonstrates howuarency swap betaentwo such instruments
could beenabled by acial mediaas simpé as a social agreement


http://en.wikipedia.org/wiki/Financial_system
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http://en.wikipedia.org/wiki/Productivity
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A Simple Application of Innovation Economics:

Mothers of small children spemmer 30 Billion dollars annually oglothing, toys,
education, furniturechild care food, communications, recreatioand safety products

Today, there are 35.3 milliadomsonline with children under 18 at home, and 36.9
million projected by 2010

T 88% of moms online say they rely on the web for parental guidance, advice, and
ideas on raising their children

T 90% go to the Internet before making a major buying decision

T 36.9 milion womeni 46% of them with children at homeeither write or read
blogs

1 About a quarter of women surveyed say that as a result of blogging, they watch
less TV, read fewer magazines and fewer newspapers

The Old Paradigm
Theold paradigms tospendseveral billiondollars on he production and distribution of

advertisingwith competitive impression® hopefullyreach this markeEveryone else
gets spammed

The New Paradigm introduces a simple newfinancial instrument:
All producerspool alargeportiontheir advertisindoudgetinto abucket of cashvioney

is distributedthrough a debit cardirectly totop 10% of nems who are most active in
social media either as a blogger, aggregator, or maven.

Results:
1 Bad Products are blogged down and good products are blogged up
1 SAHM can earn a living doing what shé |  d o1 osganyng éhgir

community

Social networks of Momitransmit thecorporatemessage aoss theimgalaxy
Corporations suppohtardhit communities instead @fd agencie

Deeper penetration, increased loyalty, and accurate feedbpiikeless
Corporation received R&D and business intelligence

Unleashes millions of innovative entrepreneurs in American Communities
100% of @ spend reaches target marfatrsuss% industry average)
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Analysis: Innovation is the science of change and economics is the science of incentives.
This example introducessample newfinancial instrumenbuilt on social mediacross a
vastly important verticallThe incentivewill empower both the communpiof consumers

and the community of producers around social prioritiesrasans taneeting Wall

Street prioities.



1: The Creation of Wealth

Technological chang@ must always precede economic growth. We are going about
the process of Globalization as if economic growth can precede technological
change. This is the singular flaw of market capitalism that needs to be reversed.

The Innovation Economy will not be detred by corporations, Government or
Academia. There no single person, country, ideology, or philosophy that can meet the
challenges of the future aloinesveryone will be required to participate because everyone
has a stake in the outcome.

The IngenesisProject outlines a very optimistic future. The problems ahead have a

relatively simple solution that can be implemented today using existing tools and

infrastructure. These tools acting in the right system can have profound impact on future
economic growt and the sustainability of our resources.

The Ingenesist Project identifies a core problem:

Innovation Increases Human ”
Productivity —

I
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|

S 000 10,800 1000 -0 e Now

This is the human productivity chart. Every time humans invent better ways of doing
things, they become more productive. Where more people are more produative, t
economy gets bigger. This is a fact.

About 50,000 years ago, humans began to make tools using tools and innovation
increasing exponentially. Tools made hunting and gathering easier. As farming developed
so did the emergence of cities. When people cpuddiuce more than they needed, they
had time to think about things like philosophy, art, astronomy, written language. This led
to a scientific revolution that continued to make new observations about the world. These
observations were applied to systemsttimade people still more productive. The
industrial revolution followed. Industry produced a lot of information. The ability to
process that information using computers led to the information revolution. Soon people


http://www.ingenesist.com/wp-content/uploads/2009/04/hpc-jpg2.jpg

began seeing new trends among the mfdron, facts, and data. This ability largely
defines the knowledge economy that we see today.

Obviously, this is not the end of human economic development. Something else will
happen after the knowledge economy. This next economic paradigm is not easy to
see. Many people have a sense that civilization is changirngit must change.

Looking at the productivity chart, we notice a few interesting trends.

1 Every level of economic development was derived from the prior level of
economic development.

1 That transérmation was achieved by integrating the tools that were developed
during the prior economy.

The two greatest tools in the knowledge economy are the Internet and Social Media.
The Innovation Economy must integrate these tools.

Innovation Creates Wealth f

world
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Now, this is the Human GredDomestic Product Chart. This is obviously very similar to

the productivity chart except that the bottom axis is labeled with Global Gross Domestic
Product over the same time period. The global GDP of 50,000 years ago was about 200
Million in current dolhrs.

Today, the Global GDP is about 65 Trillion Dollars.

If this curve was to continue, and it can, the next level of economic development could
easilymeet orexceedthe current debt obligatiotdowever, this cannot happen without
some adjustments to the current eyst

The only way to create more money is to increase human productivity and the only
way to increase human productivity is to Innovate. This is the guiding principle of
an Innovation Economist.
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The problem is that economic growthi t h fi mo n e ydard lvess inta boenplex,c o r
global and highly integrated system where billions of dollars circle the globe daily at the
speed of light at the click of a mouséhere is a system that integrates currency,
accounting, vetting institutions, entrepreneurs, and business plaassystem, if one of
these components fajlthe whole system faiismuchas we havéoday

By contrast, innovation lives in the patent system which is extremely slow and
prohibitively expesive. Innovation certainly happens in places like Silicon Valley,
Government Laboratories, Uni versities, and
but these sources are not integrated and they do not behave like aisystespt at the

mercy ofa vulnerabldinancial system.

Innovation is market driven. Markets should beinnovation driven.

It is clear; there is no Innovation system to match the financial system in speed,
efficiency, and integrationThe objective of the Ingenesist Project is to specify an
innovdion system that integrates the tools of the knowledge economy into a structure that
mimics the financial systenif. it looks like money, it will behave like money and people

will trade it.

The Financial system has least essential components that interact veiélth other as a
system. If any of these pieces are missing or corrupted, the market will falter. All 5 of
these elements must be operational and integrated in order for a market to be efficient.

There is a scorecard that everyone agrees to use as cuifaeoy must be an inventory

for use as the accounting system. There must be institutions that act like referees who can
keep the game f air s olhgreenugtbedntrdpoenedirs to doghte r i p p ¢
fuzzy math, interact with the system, fill the gray areas, and take on risk, and create

jobs. The business plan is the blueprint holds the system together.
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If you give people a game they can win, they will play it all day long. In this regard,
human behavior is highly predictable.If human behavior is predictable, it can be
securitized in a financial instrument.

In the next seval articles, we will go through each of the 5 elements and develop the
corresponding knowledge system that will be integrated as we create the structure of the
Innovation Economy.

2. Currency

o

In part 1 we determined that money represents human prviycind the only way to
sustainably create wealth was to innovate.

Then weobservedhat money lives in a complex and integrated system while Innovation
does nat We determined that the problem was timaovation isessentiallyisolated,
random, nofintegrated and subservient to theafincial system.

This module discusses the currency of the innovation economy.

A Currency is anything that serves as a medium of exchange, a stored value, and a
standard of value.

We know that money is a medium of exchaiigé does not represent gold otvar or
even oll, it represents human productivityioney, and all financial instruments for that
matter, store value.


http://www.ingenesist.com/wp-content/uploads/2009/04/world_money.jpg

When we look into society, especially computer enabled society, everywhere people are
trading information and ideas with each other at iacredible rate. All of this
information adds up to something because obviously things get built and stuff rolls off
the assembly linesPeople act on information obtained from each other to produce
things.

The currency of trade for the next economicpr adi gm mus't represent
exchangeo

Intuitively we know that information, knowledge and innovation are profoundly related
toeachotherl n f act , i f you donét havQurcormercy Y Oou C:
of trade must represent all threeformation, knowledge, and innovatioitherefore, we

need to redefine these terms in a manner that relates them.

First we must drehfaitme d¢&iarsfyqr mantfiooma.t i on i s f

Next we need to define 6Kk Anywgdoegtdagherécanitel t er ms
you that information must be introduced in a certain sequence and at a certain speed in

order for the student to learn. Knowledge is therefore proportional to the rate of change of
information.

Currency of Trade:

* Information = facts and data

+ Knowledge : The rate of change of
Information.

* Innovation : The rate of change of
knowledge.

For the purposes of this analysise will use the following definition:Innovation is

defined by the rate of change of knowledge where knowledge is defined by the rate of

change of informationFor example;e ver yone h atsa !'hda dmoaamme n@ Ahd ur i n
brain storming session, or aftemaking a mistake, or after witnessing a profound event.

The AHHA moment represents a very high rate of change in our knowledge that occurs

in a very short period of time.

According to this definition, every idea,conversation, dream, design, sketch, or
discovery experienced and shared between two or more people is an innovation.


http://www.ingenesist.com/wp-content/uploads/2009/04/information-currency1.jpg

Math students can see that this definition sets up a differential equation that we can use to
model the innovation system computationdllgomething that cannot be done with the
current definitions.

Now | etds | ook at the fieconomic outcomeo par

The factors of production for the industrial economy are land labor and capital.
Entrepreneurs allocate these three factors in different combination in the formation and
growth of corporatins. If any of these factors of production are missing, dysfunctional,
or corrupted the corporation stops producing.

Factors of Production - 20t Century

We have learned that in the knowledge economy, the location of knowledge work is
highly mobilei sofi L a ndbas not have the same sfigrance for making things as it
did 100 years ago.

What aboutabor? Knowledge workers analyze situations, manage many variables, and
create unique solutionsThey do not really produce identical knowledge pieces like a
machine operator or a production nker. Everything they see and do becomes part of
their relevant knowledge set: 24/7/365. The idea of an 8 hour day aruy-plag-hour

are no longer relevant.

Capital is money needed to build future structures, buy machines and to pay wages.
Today, moneyprovides access to information. The current economic meltdown
demonstrates that where the information is corrupted, the money is coriuatetiso
becomes everything connected to the money.

We now see that many old economic principles do not work quiteedsin the new
economies. Yet, the Land, Labor, and Capital theory is still the foundation of much of
todaydéds corporate, academi c, government, fin
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Using our definition for innovation, we can see that the innovation econormgmairge

from the rate of change of the knowledge econonipday we are witnessing an
astonishing growth in social media and a breakdown of traditional media for the
dissemination of information.

The factors of production for the new currency are Intelletual Capital, Social
Capital, and Creative Capital.

Factors of Production — 215t Century

Social

Intellectual Capital Creative

Capital Capital

The Intellectual CapitalModel , (Jane Jacobss also called Human Capitédl and
suggests that concentrations of educated and motivated people attract investors to employ
them and invest in the commties where they resideThis investment attracts other
intelligent people who in turn attract more investment thereby creating a cycle of
economic growth

The Social Capital Model(Dr. Robert Putnam and Jane Jacobsygests that people
acting in commurties can create better solutions, greater accountability, and more
economic growth than management, governments, or bureaucracy can induce on their
own. Examples of Social Capital include Civil Rights Movement, community watch
organizations, Democratic @ernment, Social Networking, and notably, recent political
changes events.

The Creative Capital moddDr. Richard Florida)suggests that engineers and scientists
think more like artists and musicians than like production workettseir ideas come
24/7B865 7 and that an environment of tolerance, diversity, and openness promotes
creative output.

A Currency is anything that serves as a medium of exchange, a stored value, and a
standard of value.

In the current financial economy, the currency is a dollEne rate of change of the
currency is called appreciation, depreciationiiar n t .eTheraté aj change of interest
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is the growth rate ocompoundingThese are very familiar conditions in finance and the
basis for a companyds stock price.

In the innoation economy, information is the currendgmowledge is the rate of change
of information, and innovation is the rate of change of knowledge.

This will become a very familiar and useful relationship in the innovation economy.
For example, innovation isifficult to measure directly.However, we can measure the
rate of change of knowledge as a proxy for innovatidinis difficult to measure

knowledge. However, we can measure the rate of change of information as a proxy for
knowledge.

In finance and caktulus, these are called derivatives.

3: Knowledge Inventory

Shop Facility
Selection
Parts/Components

Imventory @
Product - Fr o N
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B
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Welcome back to the New Economic Paradigm Seridge objective is to develop an
innovation system that emulates the financial systenarder to do this, we look for the
social component #t could best duplicate the function of the closest corresponding
financial system component.

Chapter 2 discussed the currency of trade.Chapter 3 will discuss the inventory of
knowledge assets.

Most companies have an inventory of every nut, bolt, rivet, aelptoat they need to
build something tangibleln innovation economy, we will need to have an inventory to
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assemble knowledge assets so that we can build something tangible and support the
currency.

Your resume is like a book about you.Conversely, evey book that you have read
has become part of your knowledge inventory.

Every experience you have had, every conversation you have participated in, every new
idea that tried, successful of failed, is part of your knowledge inveniidmg. things that

you like to do, things that you do not like to do, and things that you do not know are part
of this inventory and the way it is organized in your consciousness.

Your Résumé is a Book
About You

.....

Fo» Scixmes
ol | o o | |l S )
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Books Are Classified With The Dewey Decimal System

The Dewey Decimal System is a way to catalog information in books. Keep in mind that
The Dewey Sgtem is archaic; however, it does provide us with some key insights:

From our earlier definition; to organize information is to organize a proxy for
knowledge and innovation.

The decimal classification structure has a great advantage for the computer and
mathematical analysisAdditionally, tens of thousands of librarians are fluent and most
people in the US have at least a minimal familiarity with it.

For a quick review, the body of written information is divided into 10 main categories.
Each main catewy is divided into 10 more categories and each of those are divided into
10 categorie$ and this can go on forever.

It is useful to note that the Dewey Decimal classification has a bias toward the three
factors of production for the innovation economyjcifal capital, creative capital, and
intellectual capital:
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Your Résumé is a Book
About You

Most resume reading programs just pick up key words, so why have any other
words?

Your resume can be a series of Dewey numbers instead of words and computers can tag
the numbers as they do key s today. For example:

302, 307, 330, 607, 17, 500, 519

If your mind were a library and you attempted to map it all out, one would see that
everything is related in some wayntuitively, this is what defines you. If we looked into
your world, we would tcover a huge network of experiences, books read, lessons
learned, and people encountered.

We would find a system of knowledge rather than random facts that you have organized.
Your likes and dislikes would be reflected in what you do and do not wadb.to
Everyone is differenti nobody is the same.Everyone innovates, everyone has
knowledge, and everyone shares information.
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If we add some mathematical symbols and Boolean logic, perhaps we could capture the
system of knowledge a little better. Yoasume may now look like this:

{20,12};[302 AND 307], (330):[607 AND 17] OR [500/519]

Now need to make this look like monegefore our knowledge can behave like a
financial instrument we need to add one additional factbe quality of the knowledge.

In American society there is a persistent ideology of winners and losers; there can only be

one winner and the rest are loseW§e rank things in a very linear way; 1st, 2nd, 3rd,

etc. Our culture is to protect ondatlersandsi ti on
decimate our competitionThis way of thinking was effective in the industrial economy,

but today it keeps us from understanding how knowledge actually exists in a community.

We need to switch to a bell curve distribution for knowledgetadsecause it better
reflects reality and eliminates unproductive competition; there are no winners or losers,
just different markets.

There is a perfectly legitimate market for a Porsche as there is for a Toyota.
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Statistical distributions are used exterdy in finance to value financial instruments; we
need to do the same now for our knowledge assets. To make financial sense out of our
random world, we must classify knowledge assets on a bell cu@ensider the
following resume:

{20:95%,12:80%};[302 AND 330]70%:(607 AND 17)80% OR [500/519]90%

This person is a specialist in Social Interaction and economics at the 70th percentile
related to educational research at the 80th percentile. She (or he) has a Background in
applied mathematics and physics at @¢h percentile. She (or he) is a trained ethicist at

the 75th percentile, philosopher, and artist specializing in musical theory and
orchestration at the 50th percentile. Fluent English and Spanish

Now, we have a system of numbers and symbols represethietknowledge of the
person in a tangible manner.

Keep in mind that this is only a demonstration, however, we see some key advantages:

1. The Inventory is Infinite and expandable to any field of knowledge
2. Paints a picture of knowledge and not diyna list of information about a person.
3. Machine enabled, programmable, and readable.

Now, all of the tools, methods, and equations in the world of banking, finance, and
insurance can be used to combine, amalgamate, and diversify knowledge assets in
an innovation market.

Your resume can now be combined with other resumes to represent the collective
knowledge of a community.This expression carries all of the information that an
entrepreneur needs in order to estimate the probability that the commoamiexecute a
business planWe will discuss predictive characteristics extensively in future modules.

In the next section, we will talk about the institutions that exist in our communities
through computer enabled society which will keep this game fredair 1T and most
importantly, equitable.



4: Institutions

In chapterl, we introduced a new paradigm of economic growth; the innovation
economy. Inchapter2, we identified information as the currency of trade for an
innovation economy and we definedtha currencyés relationship
innovation. In chapter3 we demonstrated a structure for a knowledge Inventory that

would enable an Innovation Economip this module, we will discuss the institutions in

social media that could keep an Innovatitronomy, free, fair, and equitable.

In civil society, there are laws and regulations that protect our constitutional rights;
these are essential institutions.

The legal system of the United States is extremely expensive, however, the expenditure is
necesary to keep the society upright, productive and prevent it from falling into chaos.
Where a countryds | egal Emnreptereeuns do aotihvestin so do e
places without a good legal system and where property rights are not prolteistéioat

important. Investment abhors risk.

Arguably, the most important element of the Innovation Economy will be the
vetting mechanism.

Fortunately, social media has the potential to serve this function; in fact in many cases it
already does.A feedback system supports Ebay ($35B Cap), community flagging
supports Craigslist (40M ads/mo), peer review supports Linkedin (150M ugdre}e

are not small numbersAll markets must have a vetting mechanism in order to operate
efficiently and if done caectly, social vetting has vast economic implications for an
Innovation Economy.

First, |l et 6s return to our financi al anal ogy

In the old days, the banker was the person to know if you wanted to be successful in
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town. But with the emergence of the creslit o r e ,
Saudi Billionaire can lend money to a young couple in Boise to buy their first hamm
neither is aware of the othefhe credit score is responsible for the creation of great
wealth because many more entexeurs could borrow money to invest in enterprise.

Credit Cards
Insurance
Public Record
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Banks
Creditors

Socid Security

Credit Markets

Likelihood that you will default
On your obligation

t he

ifbanker o

Debt
Assets
Netincome
Liahilities
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Credit "pulls”
Financial stability

+ 30 more

became

The credit score is statistical in nature; it isolates about 30 or so indicators of your

financial activity and puts them on a bell curve relative to everyone €lsese include
how much debt you haydow much your assets are worth, your income, &ttese
ratings are run through the FICO Equation and out pops your credit soyene can

now predict the likelihood that you will default on your obligation.

All of the data that feed FICO are colledtfrom public records, your employer, and the
people who you borrow money from because these same organizations have a vested
interest in a system of correct credit scores.

We are competing with ourselves.

It is interesting that you and | do not compéte our credit score because it is not a

ranking system. On the other hand, with no credit, we are invisible and the system shuts
us out. With bad credit, the system shuts us out. We lose some freedom and privacy, but
we accept these terms well becausy throvides us with tremendous benefit to finance a

business, automobile, or a home without needing to save cash.

Now we will draw the comparable analogy from the social media.

In the old days, the hiring manager was the person to know if you wantedagaget
d read
what has worked or not worked in their pa§this worked great in the industrial
economy, but it falls far short in the innovation econonynovation favorsstrategic

They

wo ul

your

resume

and

compare it
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combination of diverse knowledge where the Industrial economy favored identical
packets of similar knowledge.

Knowledge Markets
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Not unlike the FICO score, the knowledge inventory is a collection of statistical variables
and the social network is the reportingeagies who have a vested interest in a system of
correct values.Unlike FICO however, the variables are infinite and it responds to
positive event input.
Social networks are by far among the most exciting and important new technology

for an Innovation Economy.

Social networks must now evolve to become the vetting institutions for knowledge assets.

All the pieces are almost in place; now we need to develop a new type of search
engine.

The Percentile Search Engine is generic term for the ability to malstistd predictions

about all types and combinations of knowledge Assets in a network. Conceptually, the
percentile search engine is where all of the equations that we use to analyze financial
assets are now applied to knowledge ass€te main charactistic is that the search
engine returns probabilities for the entrepreneur to test scenarios.

For example; an entrepreneur may want to know if her team has enough knowledge to
execute a business plaRerhaps the team has too much knowledge and theydstinpu
something more valuableviaybe the team does not have enough knowledge and they
should attempt another opportunity or accumulate training.
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The Percentile Search Engine is a way of using a computer to
make predictions about all types of combinations of
knowledge Assets,

The search engine can look into a network and identify the supply and demand of a
knowledge asset. If it isnavailable or too expensive, the search engine can adjust for
price, risk, or options that may emerge at a later date.

Talent will bid up to their productivity value, and brokers will bid down to their
productivity value.

Competitors c asknowledgeninventarg th compete,ecooperate, acquire,
or evade. If a key person retires, the entrepreneur would simulate the knowledge that is
lost and reassign people strategically. All of these scenarios can be examines prior to
spending money. They cdme made during the project cycle, or after the project is
completed.Lessons learned can be used to adjust the algorithm perfecting it over time.

For example: companies such as Disney and Boeing both use Engineers, each would

have proprietary algorthm & nowl edge that represents their
These recipes can be adjusted and improved to reflect and preserve the wisdom of an
organization.

When the innovation economy wil|l catches fir
Over time, these algorithms will far more valualiden the Patents and Trade Secrets

created by theri this will allow technologies to be open sourced much more profitably
and shared across more industries.
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5: The Entrepreneurs

There is no shortage of entrepreneurs in this world.

6 Billion of them wander the Earth looking for assets that exists at a low state of
productivity waiting to be elevated to a higher state of productivity.

The entrepreneur must first be able to identify an asset as an Hes¢tthey need to
identify the lower level of pductivity and they need to be able to imagine the higher
potential level of productivity.The entrepreneur must identify and manage some risk,
perform leadership tasks; and as a result, elevate the asset to the higher state of
productivity. Profit is the difference between the lower and the higher statenus
expenses.

Unfortunately, today this process starts at the forest and ends at the junkyard.

This is how our economic system is organizddhe next economic paradigm flips that

idea over.Insteadof accounting for natural resources as the tangible element and human
knowledge as the intangibles element; the next economic paradigm must account for the
natural resource as the intangible element and the human knowledge as the tangible
element.

The current problem is not that knowledge is intangible; rather, knowledge is
simply invisible.

The Ingenesist Project will make knowledge assets visible by provisioning all of the
information that an entrepreneur now needs to identify the knowledge asset and the
associated states of productivitEntrepreneurs can then increase human productivity
using knowledge assets applied to natural resources, instead of natural resources applied
to consumption.The implications are vast.
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Returning to the financial analagy:

With a financial bank, the entrepreneur assumes that they have the knowledge required to
execute a business plan and the go to the Financial Institution to borrow the money.

Wi th an Al nnovation Banko the entrepreneur
execute the business plan, and they go to the innovation institution to borrow the
knowledge.

While this may sound trivial, the implications are vast:

1. A virtuous circle now exists between society and the financial system
2. Profit is derived from inetasing human productivity not natural resource exploitation.

Economics is the science of incentives:

A financial Bank seeks to match a surplus of money with a deficit of mdbéyin the

best interest of the bank to find rich people who will not néeit imoney for a while,

and poor people have the best likelihood of paying the money back inTineeprocess
assumes that the borrower has the knowledge required to execute a business plan when
they seek to borrow moneyHowever, that FICO score doestnmeasure knowledge
explicitly, so little incentive exists to make it tangiblall of the top ten reasons why
businesses fail are due to failures of knowledgee financial system is collapsing under

the weight of failed knowledge.

By contrast, the Imovation Bank seeks to find people who have a surplus of knowledge
and people who have a deficit of knowledge about what they intend to produce. The
innovation bank then uses a series of statistical calculus (the same calculus as the
credit/insurance/riskmanagement professions) to match most worthy surplus of
knowledge assets to most worthy deficit of knowledge asddtye, the opposite
assumption is made; everyone assumes that the borrower has the money required to
execute the business plan and theygthe innovation bank to borrow the knowledge.
People have an incentive to accumulate knowledge.



Financial Bank:
Have the knowledge — Search for the money

Innovation Bank
Have the Money — Search for the Knowledge

Simplicity that defies comprehension:

The business plan for the new entrepreneur is deceptively simple to do and nearly
impossible to monopolize; anyonencdo it not just the wealthy and their chosen few.
The next 3 modules will outline how new enterprises will be constructed from the
virtuous circle created between the financial bank and the innovation baigkchanges
everything é. hatthedimglicationdarewastdt i on t

The Virtuous Circle

The more The more
knowledge money that

that you you can

find, the find, the

more more

money you knowledge
can borrow you can

borrow
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6: The Business Plan

TUSINESS-FPLAv

The objective of this series is to contain what we know about social networks within the
construct of the financial systenThe intention is for knowledge to behave, and thereby
trade like a finaneal instrument. In prior chaptes, we discovered the currency, the
inventory, the institutions, and the entrepreneurs of the next economic paratigsn.
module will construct the business plan:

A business plan is the blue print for the construction of eterprise.

Like the construction of any tangible asset, an inventory of parts is assembled in strategic
proportions. The ability to accomplish this gives the enterprise a strategic and
competitive advantage in a market.

Business failures are knowledge failres

Most enterprises will emphasize design, or service, or performance or price in their
proprietary secret sauce of market succddse question becomes, what quantities and
gualities of strategic components allow the new enterprise to create a pestiha@nic
outcome.

Most business failure are due to knowledge deficits such as the inexperienced
management team, a poor assessment of market conditions, under estimating the amount
of money needed, under estimating a competitor, loss of a key employie, poor
understanding of the technology, etthese are knowledge problems not financial
problems.
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Predictability is the quality of knowledge:

To solve the knowledge problems is to decrease the risk of innovating and increase the
predictability of innovatias. To decrease the risk will decrease the cost, and increase the
availability, of venture capital. To increase the predictability would increase
entrepreneurial activity.

The Unit Business Plan:

Knowledge Connect With Knowledge
Supply Demand

The business plan of the innovation economy is very gmplstarts with the single
transaction between two peopl&he lender provides information and the borrower
combines the information with their existing knowledge to create more knowl&dhie.
single transaction has a value of 1 unit of currency aedcall it a unit business
transaction:

The Parallel Circuit:

Now we will assemble these single transactions in many combinatidfieen we
combine two unit transactions in a parallel circthiis represents a brain storming session
between two people.

The Percentile Search Engine matches the person with the most worthy knowledge
supply to a person with the most worthy knowledge demand. The transaction is a simple
conversation and the outcome is a prototype process, system, method, or iteration.

The Series Circuit:

The next transaction type is modeled as two unit business transactions occurring in a
series circuit.This represents a product development cycle.
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Each cycle of these transactions is an improvement to the business objective. Each time
the transaction occurs there is a net increase of new knowledge and therefore an increase
in value. New options are created.he conversation stops when the product is ready for
the market, cancellation, or next physical iteration.

The transaction is recorded an event between two known persons of known knowledge
inventories. The transaction is stored in the intellect of the participants and becomes their
property in the form of a knowledge asset represented by the things they create with their
knowledge.

The Social Network:

Very small input i Very high output

ONN

W0 e

Now if we combine the parallel transaction with the series transaction we have what now
looks like a network.In practice, we know that strong networks of people freely
exchanging ideas make organizations better, smarter, and moreneffidetworks are
where knowledge and community wisdom is stored. A network is fault tolerant, if one
person leaves, the network survives. For a relatively small input into a network, we can
produce a large output of new knowledgee have a learning ganization.

However, in society, these interactions are largely accidental; people meet at Church,
Starbucks, and Social Events or by word of mouth. Other times, these interactions are
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concentrated inside a single community of very similar people such tashaical
conference, group meeting, or lunch buddies and are often not well diverdime.
recently, interaction is self selecting through social media devices such as Twitter,
Linkedin, Craigslist, Biznik, and Meetup, etc.

What if the social interadions could be made less random and more intentional?

Suppose interactions be designed with a specific purpose by the entrepreneur as a means
toward producing a unique outcome. The Innovation Bank will combine people of
complementary knowledge assets ircaculated manner in order to arrive at specific
business approaches and applications.

What if Innovation could be made less random and more intentional?

The Multiplier Effect:

Aircraft
Composite
Technology

A special case business plan is called the Multiplier Effect. In effexgrebuilding a
network of applications from a network of knowledge assets.

Suppose that a company owns composite material technology for use on aBored.
the company specializes in airplanes, they have no intention of pursuing other
applications sut as recreational equipment, energy production, or health care products.

The Innovation Bank:

Suppose that the company could deposit this asset in a bank and collect iftbeest.
Search Engine can scan the business landscape to find persons or ooganvziii a

worthy knowledge deficit in the area of your technology. The originator holds the option
to see what those other companies invent and hold the right to use their new ideas in an
aircraft application.
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Contracts manage those option3hose contacts are social contracts and they can be
traded. They are a form of currency or stored value.

I n the event of a cyclic downtur n, i nstead
work in tangential industries where they will continue develogintterally putting

AKnowl edge + to betchlled b&k to kheir original company when market
conditions improve. A mobile knowledge asset increases in value and continually
becomes smarter and more productive over tifit@s is not socialism, thiss not

capitalism, this iSSocial Capitalism

Market Efficiencies:

With an innovation Bank, a company can reduce their Research and Development costs
and create additional revenue in a tangential innovation makkéditons of people are

being laid-off work from corporations billions upon billions of dollars of innovation
potential is being squanderedVith reduced cost and risk of innovation, The new
American corporations will specialize in inventing, networking, and applyew ideas

as their primary revenue source.



7. Monetization of Knowledge Assets

The New Game in Town:

We have specified a structure for a new economic paradigm by simply integrating the the
knowledge economy into the same structure as the finang&mnsy The result is a
completely new way for entrepreneurs to create wealth.

Primordial soup:

Chapterl: We specified that Information is the currency that is convertible to knowledge
assets and innovation assets through a mathematical relationship.

Chapter 2&3: The decimbclassification and logic system provides a machnabled
accounting and inventory system for knowledge assets.

Chapter 4&5: The factors of production for the new economy are: social capital,
creative capital, and intellectual capital.

Chapter 6: Social Networks provideetting, perfect information, and sekgulation.

These ingredients allow the spark of entrepreneurship to illuminate the supply and the
demand for knowledge assets outside the construct of traditional corporations,
government, or academia; instead catayg innovation enterprise within and among
social networks.
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An economy is born:

Entrepreneurs now have all the information that they need for matching surplus
knowledge assets to deficit knowledge assets as a means of increasing productivity of

these asde in a highly predictable manneAdvances in Social Media will keep the

game organized, localized, transparent,-gadilating, and fair. The Unit Business
transactionc an be assembled in infinitetothismbinati
w 0 r inrb\ation enterprise.

Show me the money.

Monetization is the process transforming a product or service into a universal tangible
currency; specifically, a Dollar, a Euro, Yen, ektery few people fully understand how
money is created in the first plac&éhe following video series gives an excellent
overview of this process. It is highly advised that the reader invest 40 minutes in viewing

thisdocumentary:

Money represents future productvity:

In short, money is created from del®anks are given the authority by a government
through the fractional reserve system to literally scribe money into existérfus.
money is not backed by gold or silver, rather, money is backed by the profrise
borrower to pay it back in the future.

Ultimately, the value of money is a social agreement; a promise based on an estimation of
future productivity. When those promises cannot be kept, the value of economy
diminishes. When the promise is exceedld,value of economy appreciates.

Blood brothers or distant cousins?

Debt and innovation have one very important feature in common; both are a proxy for
future productivity.Therefore if debt can be used as a basis for a national currency, so
can innovatn. Everyone should be willing to honor the social agreement because the
currency would not change, only the basis of the currency.

The only way to sustainably create more money is to increase human produdthaty.
only way to increase human produdiyis to innovate.

The Risk Factor:

Our financial system has developed over 400 years a variety of systems, methods and
analysis tools to manage risk in monetary transactidnsovation economics has
applied the same system to thanagement of risk fdransactions of knowledge assets.

The correlation is as follows:
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The Financial Bankthe entrepreneur assumes that they have the knowledge to execute a
business plan and then they go to the financial bank to borrow the mbneyemaining
risks are knowddge related.

The Innovation Bankthe entrepreneur assumes that they have the money to execute a
business plan and they go to the innovation bank to search for the knowlddge.
remaining risk is finance related.

As such, lhey hedge each other.
The Virtuous Circl e:

The more knowledge you can assemble, the more money you can bdrewmore
money you can assemble, the more knowledge you can borrow. With both banks acting
togetheri the risks cancel each other out and an economy of risk free innovation
emerges.

Amalgamation of predicted cash flows:

With a computer readable knowledge inventory, diverse communities of practice, a
percentile search engine, and the virtuous circle of finance; cash flows associated with
innovation enterprise can be predicted much mocerately and with far lower risk than

any current innovation system.

Were risk is predictable, a portfolio of innovations can be diversifies so if one innovation
fails there is an equal chance that another will succeed and the risks cancel each other
out. The predicted combined cash flow of all the innovation enterprises can be depicted
as a single large steady cash flow with low volatility.

Call Street

Much | i ke todayds companies do to raise mon
issue bonds on ¢hopen marketA bond is a debt based on future innovation and will act

as the transitional instrument to monetize innovation economy. Options can be sold on

futures of innovation enterprise.

For example: a bond can issued by a bank or a governmentauporc price of 1000
dollars paying a risk adjusted interest rate and redeemable in 8 Jéarproceeds can
now be used to fund innovation enterprise which, by definition, are qualified and
guantified on the basis of increased human productivity. Inigestn buy options on
promising algorithms for knowledge assets.



Innovation Bonds [_ :
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Diversify risk away, combine cash flows, divide into
bonds, issue to investors, finance more innovation N

This system is exactly how mortgages are financed through global networks of bonds,
options, and hedge funds. The current economic crisis happened because estimations of
future human proddivity failed to support the estimated value of the assets being
represented.

The Innovation Economy is the hedge against financial crisis and consumption capitalism
- now and in the future.

The New Gold Rush:

Innovation Enterprise can easily exceed thE2% return that is normally expected on
Wall Street. Venture Capitalists only entertain innovation expected to return 1000%
5000% return.There is a huge market of innovation enterprise in the regime between
12%1000% that is currently uncapitalizedf. innovation bonds and associated options
return only 25% consistently, the flow of global capital will be intense and our nation will
be transformed far beyond any current expectatibime opportunity is, however, even
much greater than that; Innovationllweflect social priorities rather than Wall Street
priorities.
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