
 

The Theory of Nachas 
A framework for maximising stakeholder value 
 
“Nachas” (n): Yiddish word meaning a feeling of unbridled gratification, coming 
from the old hebrew word “Nachat”. 
 
Traditional theories attempting to explain and articulate the objectives of 
the firm have revolved around optimising for specific items on firms’ 
financial statements: profit to shareholders has been the mainstay of 
microeconomics, although alternative maximisation parameters have been 
proposed, including sales revenue , broader satisfaction of internal 1

stakeholders  and growth . Alternative non-maximising goals such as 2 3

“satisficing”  - the idea that managers set themselves minimum acceptable 4

levels of achievement - and coalitions/goal formation , the latter forming the 5

basis of the idea of stakeholders of which the declarations of recent weeks 
are concerned, first defined by R. Edward Freeman in his 1984 paper on 
“Divergent Stakeholder Theory” .  6

 
Yet all of these maximisation theories and their objectives are themselves the 
root of the classic “Principal-Agent Problem” , the principal being the 7

broader stakeholder and the agent being the firm, with its inherent conflicted 
interest in favour of its equity value. In reality, the perspective through 
which we approach the structure of our economics starts with the firm as the 
basic building block. The assumption is that the firm and its shareholders, 
who control the means of production, are the moving parts in the model, while 
the demand side of the equation is rather exogenous - it’s just there. Yet the 
moving parts move to optimise firstly for the shareholders (ultimately via 

1 William J. Baumol, Business behaviour, value and growth (1959), 
http://garfield.library.upenn.edu/classics1982/A1982NU66200001.pdf 
2 Oliver E. Williamson, Managerial Discretion and Business Behavior (1963), 
https://www.jstor.org/stable/1812047 
3 Robin Marris, The Economic Theory of Managerial Capitalism (1963), 
https://link.springer.com/book/10.1007/978-1-349-81732-0 
4 Herbert A. Simon, Theories of Decision-Making and Economics in Behavioural Science 
(1959), https://www.jstor.org/stable/1809901 
5 Cyert & March, A Behavioral Theory of the Firm (1963), 
https://books.google.co.uk/books?hl=en&lr=&id=qqZ_FDFoDcMC&oi=fnd&pg=PA60&dq=cyert+and
+march+1963&ots=9W2MRiCvaK&sig=-whnfHVxssnkRHQuAd1oEzDgxqo#v=onepage&q=cyert%20and%20m
arch%201963&f=false 
6 R. Edward Freeman, Divergent Stakeholder Theory (1999), 
https://journals.aom.org/doi/abs/10.5465/amr.1999.1893932 
7 Kathleen M. Eisenhardt, Agency Theory: An Assessment and Review (1989), 
https://journals.aom.org/doi/10.5465/amr.1989.4279003 
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profits, since unprofitable firms cease to exist eventually), and then - 
perhaps coincidentally or secondarily - for other stakeholders. 
 
Put differently, as much as your friendly neighbourhood baker could be the 
nicest bloke on the planet, his main consideration in being nice is very much 
driven by a long-term profit motive rather than outright altruism in 
consideration of your love for freshly baked bread. You are important, his 
bottom line is more important. 
 
But how can this dissonance be resolved? Solutions can only be found once the 
problems have been identified - and we do not believe that alternative 
theories of firm behaviour, the development of which seems to be all the rage 
following this declaration of altruistic intent, are the solution. They are 
barking up the wrong tree. 
 
And where do we gather the audacity to make such a claim? Quite simply by 
flipping through old economics textbooks from university days - most 
particularly the tables of contents. 
 
Let us explain. 
 
Back to basics: Microeconomics 101 
 
A quick look through the table of contents of any microeconomics textbook 
reveals how economists have structured the world: on the one hand there is the 
theory of the firm, describing how firms are organised and behave with regards 
to cost structure, market structure, production functions and game theory; on 
the other, there is the theory of labour, describing how suppliers of labour - 
i.e. humans - interact with the firms that engage their services through 
wages, organisation and intangible aspects such as human capital. 
 
The general principle is that the summation of labour supply feeds into the 
cost curves of the firms, and the summation of cost curves of the firm 
(including cost of labour, capital, other raw materials and productivity 
growth depending on which models are adopted) form the overall supply curve in 
a market - based on which optimisation arguments around firm size and market 
concentration are made. 
 
The missing bit here, which should now be glaringly obvious, is the demand 
side of the equation. Of course, just like supply curves, aggregate demand is 
in theory the sum of all the demand functions of the individual agents in the 
market. But what defines demand?  
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Very little, to be honest. The starting chapters of any introductory economics 
textbook will often include a discussion about utility functions and 
indifference curves, with a couple of paragraphs mentioning a unit of 
measurement called “utils” (units of utility). But they all end with a section 
on semantics that we’ve always found annoying: the need to define “cardinal” 
and “ordinal” values.  
 
For those unfamiliar with these terms, a “cardinal” value tells us how many of 
something there are, e.g. There are ten green bottles sitting on the wall; an 
“ordinal” value, on the other hand, simply indicates an ordering, with no 
indication of gap, spacing or absolute value e.g. the racer that came in #3 
was behind the one that came in #2. 
 
It turns out that these semantics are in fact necessary assumptions, failing 
which the logical leaps taken would be a leap too far. 
 
Utility, the basis of “demand” curves, is an ordinal value i.e. “utility” of 
58 is necessarily better than utility of 29, but as to “how much better”, it 
isn’t a given than 58 is double of 29, not as far as utility is concerned. It 
follows that optimisation functions that solve for values that mean nothing 
more than a system of ordering (“more is more, less is less”) would be 
somewhat of a waste of time. 
 
It may, however, be vaguely translated into a concept of “willingness to pay”, 
where the textbook definition of “demand” at any point of the demand curve is 
“willingness and ability to pay”. Economists know that people spend their hard 
earned cash (“willingness and ability”) to buy goods and services that give 
them gratification (or, as we prefer, “nachas”), but modelling and valuing 
total systems of utility, and figuring out an “exchange rate” from utility to 
dollars has never been the aim or intention. It would be technically possible 
to work out an aggregate exchange rate, but the reality is that preferences 
are rarely stable, transitive or complete.  8

 
Demand, for most parts of basic microeconomic theory, is assumed to be 
exogenous - it’s just there, translated from that ephemeral notion of utility 
into hard currency value by “the market”. Ironically, despite the requisite 
assumptions being too large for Microeconomics, Macroeconomics has no problems 
working on the basis of demand adjustments: interest rate mechanisms and 
fiscal stimulus, the top 2 preferred levers for macroeconomic management, are 

8 Wikipedia provides a good write-up of the axioms of transitivity and completeness 
that is worth a read: https://en.wikipedia.org/wiki/Preference_(economics) 
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both demand-side instruments. This irony is perhaps better left for a separate 
discussion. 
 
This isn’t surprising at all, given that when the theoretical foundations of 
what we know today as the Theory of the Firm were first put in place, there 
was no way of quantifying - or even identifying with any meaningful accuracy - 
the nature of demand. The leap from “utility” to “demand curves” was just 
assumed to be there - which is how one gets from indifference curves measured 
in “utils” to demand curves measured in hard currency between chapters 1 and 2 
of an economics textbook.  
 
It’s just the way it is, though not necessarily the way it always will be. 
 
Whether by choice or as a result of limited information, the focus has always 
been on the supply-side of the economy, starting from the very beginnings. As 
articulated by Adam Smith in The Wealth of Nations (or, in its full naming 
glory, “An Inquiry into the Nature and Causes of the Wealth of Nations”) - 
excerpted by us: 
 

This division of labour, from which so many advantages are derived, is 
not originally the effect of any human wisdom, which foresees and intends 
that general opulence to which it gives occasion. It is the necessary, 
though very slow and gradual consequence of a certain propensity in human 
nature which has in view no such extensive utility; the propensity to 
truck, barter, and exchange one thing for another. 
 
Whether this propensity be one of those original principles in human 
nature, of which no further account can be given; or whether, as seems 
more probable, it be the necessary consequence of the faculties of reason 
and speech, it belongs not to our present subject to inquire. 
 
And thus the certainty of being able to exchange all that surplus part of 
the produce of his own labour, which is over and above his own 
consumption, for such parts of the produce of other men’s labour as he 
may have occasion for, encourages every man to apply himself to a 
particular occupation, and to cultivate and bring to perfection whatever 
talent or genius he may possess for that particular species of business. 
 

- Chapter II, Book I, An Inquiry into the Nature and Causes of the 
Wealth of Nations, 4th ed., Adam Smith (1784)  9

9 An Inquiry into the Nature and Causes of the Wealth of Nations, 4th ed., Adam Smith 
(1784) https://www.ibiblio.org/ml/libri/s/SmithA_WealthNations_p.pdf 
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This focus on the individual being the basic unit of production and 
organisation was subsequently extended to “The Nature of the Firm”, first 
articulated and elaborated upon by Ronald Coase in 1937, more than 150 years 
after the publication of the first edition of The Wealth Of Nations in 1775. 
 
Coase’s work very much formed the basis of the economic understanding of why a 
firm should exist, rather than the economy simply comprising a myriad of 
individual agents doing what they’re good at, especially if we worked on 
Smith’s a priori assumption that the pricing mechanism of the market is 
efficient especially in a specialised production set up. 
 
Coase starts his argument with what was, and somewhat remains, the general 
understanding of the market (emphasis ours): 
 

Let us consider the description of the economic system given by Sir 
Arthur Salter.: “The normal economic system works itself. For its current 
operation it is under no central control, it needs no central survey. 
Over the whole range of human activity and human need, supply is adjusted 
to demand, and production to consumption, by a process that is automatic, 
elastic and responsive.  10

 
He goes on to argue that despite this being the case most of the time, there 
are exceptions under which some degree of central planning at a smaller scale 
tend to come into existence, with the coordinating function of an entrepreneur 
effectively superseding the pricing mechanism of the market in determining, at 
least within a limited frame - what was termed “islands of conscious power”, 
how goods and services are priced and provided - again, emphasis ours: 
 

Of course, this fact [of internally occurring economic planning within a 
firm] has not been ignored by economists. Marshall introduces 
organisation as a fourth factor of production; J. B. Clark gives the 
co-ordinating function to the entrepreneur; Professor Knight introduces 
managers who co-ordinate. As D. H. Robertson points out, we find “islands 
of conscious power in this ocean of unconscious co-operation like lumps 
of butter coagulating in a pail of buttermilk.” But in view of the fact 
that it is usually argued that co-ordination will be done by the price 
mechanism, why is such organisation necessary? Why are there these 
“islands of conscious power”? Outside the firm, price movements direct 

10R.H. Coase, The Nature of the Firm (1937) 
https://onlinelibrary.wiley.com/doi/full/10.1111/j.1468-0335.1937.tb00002.x?gl
obalMessage=0& 
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production, which is co-ordinated through a series of exchange 
transactions on the market. Within a firm, these market transactions are 
eliminated and in place of the complicated market structure with exchange 
transactions is substituted the entrepreneur-co-ordinator who directs 
production. Yet, having regard to the fact that if production is 
regulated by price movements, production could be carried on without any 
organisation at all, well might we ask, why is there any organisation?  11

 
The conclusion he goes on to make is that: 
 

It can, I think, be assumed that the distinguishing mark of the firm is 
the supersession of the price mechanism.  12

 
More specifically, the basis of a firm being needed is that by superseding the 
prevailing price mechanism in the procurement of goods and services, 
especially labour, the firm enjoys several advantages: from the avoidance of 
repeated contract and marketing costs (e.g. one employment contract over a 
long period of time rather than a series of short term contracts) to the 
management of uncertainty (e.g. not being able to define a specific 
deliverable from a service provider/employee) to the general enjoyment of 
economies of scale etc.  
 
Detailed excerpts from “The Nature of the Firm”, R.H. Coase (1937) are included 
in Appendix I. 
 
Ultimately, the perspective of the firm is to conduct its business at the 
lowest cost possible, failing which the entrepreneur should abandon the need 
for a firm and simply tap on the market. Put differently, the firm only needs 
to exist if it provides a means of extracting an economic surplus to the 
benefit of the entrepreneur, failing which it should not exist. 
 
Open mind for a different view 
 
Therein lies the problem that we are currently facing: on the one hand, the 
economic system has been constructed around investments in capital, in 
particular shareholder equity. Shareholder equity is the instrument by which 
the owners of the means of production derive their benefits: a firm goes about 
its business, it earns a margin off the efficiencies that it manages to create 
for itself, and that margin accrues to its shareholders as profit. 
 

11 Ibid. 
12 Ibid. 
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The growing problem is that a narrow focus on profit generation in favour of 
an increasingly limited pool of shareholders is leading to mass 
dissatisfaction, and as we have already found, equity as an incentive 
instrument is inherently adversarial towards the consumer. While often used in 
the context of Jeff Bezos and Amazon against its competitors, the reality is 
that “Your margin is my opportunity” equally applies to the largely 
adversarial relationship between the firm and the consumer.  
 
But what is the consumer’s “margin”? It’s that ephemeral, immeasurable thing 
called “utils”, less the costs (presumably in negative values of “utiles”, a 
proxy of which is the monetary cost) of acquiring that utility. Call it a 
“utility margin”. 
 
At this point, it would be interesting to dredge up segments from the second 
half of microeconomics we mentioned earlier: labour economics.  
 
Labour economics as a reference frame is interesting for two reasons. 
 
The first is that while most of labour economics focuses on wage as the cost 
of labour, subsequently applying the standard models of demand and supply to 
models tailored to the psyche of the average labourer (e.g. the Laffer curve  13

with respect to the impact of income tax rates on individuals’ motivation to 
work), the underlying logical leap stems from - no surprise - utility and 
indifference functions. The individual actor decides what amount of wage is 
sufficient to compensate him for the disutility of having to work, and sets 
the asking price for his efforts, without any elaborate mathematical function 
behind the translation. The translation is exogenous - it is what it is. The 
point here is that the lack of a defined translation function should scarcely 
serve to be an obstacle to developing a workable framework, as demonstrated in 
the case of wages. 
 
Where a utility function can be used to work out the optimal amount of work an 
individual undertakes, a marginal cost of labour function (a.k.a. the supply 
curve of labour) aggregated from the sum of all individual labour supply 
curves in the market is what the firm faces - the cardinal (dollar wage cost) 
approximation of an underlying ordinal (utility in utils) optimisation 
exercise. 
 
The second is that in labour economics, a relatively rare (so far) set up is 
more commonly witnessed: Monopsonies. 

13 Arthur B. Laffer, The Laffer Curve: Past, Present and Future (2004), 
https://www.heritage.org/taxes/report/the-laffer-curve-past-present-and-future  
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Where many have heard of monopolies, a state of affairs where there is one 
single supplier of a specific good/service which is subsequently able to 
charge and extract maximum profits from its hapless consumers, we much more 
rarely hear of Monopsonies. 
 
Monopsonies are the demand-side corollaries of Monopolies, where there is one 
single buyer in the market, able to push the cost of supply to the lowest 
possible minimum. The most common form of monopsony is that of the 
relationship between a large company and its labour force, under which a 
monopsonist has vastly superior bargaining power against its suppliers e.g. 
the market for audiologists in the UK is in general a monopsony with the NHS 
being the largest single employer. The other form of monopsony which we could 
abstract out is the supply chain into a monopoly: for example, Apple is likely 
a monopsonist when it comes to its purchases of components from its supply 
chain in Asia, where pricing is not determined by the marginal cost of supply, 
but almost entirely by the marginal revenues that Apple is willing to offer 
out to its suppliers. 
 
Herein lies the change in paradigm on which we are about to embark. 
 
Coordination is key 
 
The paradigm of economic theory that is currently accepted and adopted is a 
supply-side driven model. Consider the spectrum of descriptors used to 
describe market structure: perfect competition, monopolistic competition, 
oligopoly and monopoly. What ties them all together? The extent of 
consolidation of supply factors: a firm in “perfect competition” has no 
pricing power against the market, while a firm in an oligopoly or monopoly has 
a significant degree of pricing power. 
 
The parameters of our economic theory have been built on the supply side, 
detailing the equilibrium with respect to the view of the owners of the means 
of production, defined by a production function broadly comprising Capital, 
Labour and Productivity. 
 
Reading through The Nature of the Firm and The Wealth of Nations, one can see 
the underlying assumption initially necessitated, and subsequently accepted as 
given in microeconomics: it’s easier to organise around supply than demand. 
Who could tell where all the demand for a specific good is located? Who knows 
what a specific individual might need at any given time? 
 
In 1775, as it was in 1937, that was impossible. 
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Yet now it no longer is. Enter the internet and the troves of data it allows 
companies and organisations to gather about consumer demand, preferences and 
behaviour, and it’s no longer surprising at all to hear, for example, Dominos 
offering 15 minute guaranteed pizza deliveries .The company says it’s a 14

function of being able to track their drivers and map out when a quick 
delivery might be possible - yet 15 mins is scarcely enough to make a pizza. 
Clearly Dominos knows its target market segment extremely well, even without 
mapping out customers’ exact utility functions. 
 
As far as we can tell, the idea of it being now possible to aggregate demand - 
something previously impossible given the need to coordinate the preferences 
of large numbers of disparate consumers - was first articulated as 
“Aggregation Theory” by Ben Thompson on his blog Stratechery  The gist of it 15

was as follows: with the onset of technology like the Internet, solving the 
coordination problem between consumers and suppliers now had an alternative. 
 
Whereas previously the only option available for solving the coordination 
problem of having sellers meet buyers was to aggregate on the supply side 
(think department stores, marketplaces, cinemas, linear TV programming etc), 
where an organiser would gather all the suppliers into a single location at a 
specific time for consumers to gather, it was now possible to aggregate all 
the demand into a single spot. 
 
Think therefore Facebook, Netflix or Amazon: these are key examples of 
platforms that have built their businesses by gathering all the demand for 
social media content, videos and all sorts of e-commerce products respectively 
into a single spot. With demand concentrated on a single platform, the ability 
of these platforms to bargain down supplier costs grows: where the demand is, 
supply will come, more so than the inverse. 
 
After all, money talks, and he who demonstrates willingness and ability to pay 
calls the shots. 
 
Companies such as these demonstrate that the idea of aggregating demand is not 
only possible, but already a reality. Yet these companies retain one problem 
from the old theory of the firm: the adversarial relationship between the 
equity holders of the firm and their customers. Granted in the case of Amazon 

14 
https://www.smh.com.au/business/companies/dominos-pizza-to-offer-15-and-20-minute-deli
very-guarantee-for-a-price-20150811-giw8m1.html 
15 Ben Thompson, Aggregation Theory (2015), Stratechery.com 
https://stratechery.com/2015/aggregation-theory/ 
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(and to some degree Netflix), near-term profit has been sacrificed in favour 
of the consumer, the key here is “near-term”: even if Mr. Bezos keeps to his 
stated aim of making more available to customers for cheaper, the reality is 
that shareholders - at some point - will want Amazon to turn a profit and 
start returning value to them. Ditto for Netflix. And that profit will come as 
a function of what their customers pay them, after all, profit = revenue - 
cost. Pushing costs down helps profit growth, but only if there is revenue.  
 
Adversarial tensions aside, there is also the issue of false economies.  
 
Amazon prime “members” could well consider themselves part of the “club” given 
their common point of Prime membership. Likewise, members of any buying club 
(e.g. The Wine Society) participate in the collective typically with one share 
per member: the collective gathers the aggregated buying power of the interest 
group and goes in search of good quality product to buy, but because not all 
members like the same thing (e.g. wine), the collective has to sell to its 
members as per their preferences. The profits from these sales are 
subsequently retained by the collective and recycled to subsidise purchases in 
future years. 
 
In theory, therefore, members benefit equally from their membership in the 
collective, but for one problem: they actually don’t. The only way a member 
benefits from membership in the collective and its redistributing 
functionality is by purchasing more from the collective, in order to benefit 
from the prior year’s retained profits as the current year’s subsidy. For 
members who do not purchase, therefore, they benefit disproportionately less. 
Buying more to save more unfortunately hardly works as a viable investment 
model. Perhaps reselling subsidised purchases could work, but the logistical 
arrangements needed to do so (again, think wines) hardly make sense. 
 
Other examples of how attempts have been made on this front include the likes 
of group-buying platform Groupon or the Chinese team-buying platform 
Pinduoduo. Clearly there is an understanding that putting demand together to 
buy makes sense, but as it was with wines, in both of these cases the ones who 
buy more tend to benefit more. Add to that the adversarial issues of equity 
value vs utility value and the challenges become more apparent. 
 
A critical clarification that must be made at this point is that the 
collective of which we speak is a placeholder name, and must not be conflated 
with the idea of Collective Capitalism , which itself rejects (somewhat) the 16

16 Gardiner C. Means, The Problems and Prospects of Collective Capitalism (1969), 
https://www.jstor.org/stable/4223994 

 
[10] 

 
Three Body Capital Limited  5-6 Underhill Street, London NW1 7HS, United Kingdom 
Three Body Capital Limited is an Appointed Representative of Privium Fund Management (UK) Limited which is authorised and 

regulated by the Financial Conduct Authority. 

 

https://www.jstor.org/stable/4223994


 
notion of the invisible hand in favour of the establishment of long-term 
interlocking shareholdings and relationships between private firms, a 
phenomenon most notably observed in Japan. 
 
We need a different vehicle for transmitting value and improving alignment. 
 
Equity is the instrument of the production firm, laying claim to the retained 
profits and net assets of a firm, themselves the result of ownership and 
deployment of the means of production. The adversarial stance, regardless of 
extent, between a firm’s shareholders and its customers (or even its 
employees, since employee wage is a cost item and directly in opposition to 
profit) is nearly impossible to resolve across all time horizons: that which 
opposes accretion of value to the instrument which one owns (the equity) is 
necessarily bad - it is tolerable in the near/mid term, but certainly not 
forever. 
 
On the contrary, we require a re-look at the structures of “the firm” which we 
are used to in order to conceive a new form of entity which hitherto was an 
impossibility: an investable instrument which represents the interests of the 
owners of the means of consumption rather than the means of production. 
 
We can term such an entity a collective (for lack of a better term at this 
time), and the units of ownership tokens, with one key difference vis-a-vis 
our example of The Wine Society : that the tokens be infinitely divisible, 17

allowing for an infinite expansion of the pool of token holders (rather than 
an infinite expansion of the pool of tokens). Specifically, these tokens are 
Utility Tokens . Notwithstanding the bad name and somewhat derogatory 18

connotation given to them by the market following the “crypto winter” , 19

Utility tokens are increasingly what we seem to need to capture utility value. 
It follows therefore that securitised (and regulated) counterpart, the 
“Security Token” , is merely the infinitely divisible, tokenised version of 20

an equity share - a claim on an asset which is, for all intents and purposes, 
a means of production. 
 

17 https://www.thewinesociety.com/ 
18 https://www.lexology.com/library/detail.aspx?g=c1d69ffb-c010-4ffe-8923-841a804907db 
19 https://www.coindesk.com/from-crypto-winter-to-defi-a-year-of-loss-and-opportunity 
20 US Securities and Exchange Commission, Statement on “Framework for ‘Investment 
Contract’ Analysis of Digital Assets” (2019) 
https://www.sec.gov/news/public-statement/statement-framework-investment-contract-anal
ysis-digital-assets 

 
[11] 

 
Three Body Capital Limited  5-6 Underhill Street, London NW1 7HS, United Kingdom 
Three Body Capital Limited is an Appointed Representative of Privium Fund Management (UK) Limited which is authorised and 

regulated by the Financial Conduct Authority. 

 

https://www.thewinesociety.com/
https://www.lexology.com/library/detail.aspx?g=c1d69ffb-c010-4ffe-8923-841a804907db
https://www.coindesk.com/from-crypto-winter-to-defi-a-year-of-loss-and-opportunity
https://www.sec.gov/news/public-statement/statement-framework-investment-contract-analysis-digital-assets
https://www.sec.gov/news/public-statement/statement-framework-investment-contract-analysis-digital-assets


 
In practice, there isn’t any reinventing of the wheel here. Rather, the 
concepts that form the foundation of the Theory of the Firm can be transposed 
to their analogues in the Theory of the Collective: 
 

  Firm  Collective 

Represents 
interests of 

Means of production (supply)  Means of consumption 
(demand) 

In the form of  Equity shares  Tokens 

Capital 
structure 

Equity and Debt - for the 
purposes of undertaking 
production 

Total Token Value - 
equalling willingness and 
ability to purchase 

Derives value 
from 

Net Assets, including 
retained profit 

Aggregate Net Consumer 
Surplus = Net Utility Value 
- Cost 

Organised by  Aggregating factors of 
production e.g. Labour, 
Capital, Productivity 

Aggregating factors of 
demand e.g. Preference, 
Broad stakeholder 
priorities, Social Impact 

Optimises for  Total Equity Value (Market 
Cap) 

Total Network Utility Value 
(Token Market Cap) 

Valuation based 
on 

Net Present Value of Profits 
attributable to shareholders 

Net Present Value of Net 
Surplus to tokenholders 

Optimisation 
function 

Maximise profit w.r.t. 
Output, demand is exogenous 

Maximise Net Consumer 
Surplus w.r.t. Output, 
supply is exogenous 

Value 
represents 

Profits accruing to 
shareholders 

Total addressable market 
value 

Maximises value 
by 

Effectively aggregating 
different means of 
production in a single 
production process 

Effectively aggregating 
different means of 
consumption into a single 
procurement process 

 
The notion of the collective as a new economic entity is an interesting one: 
purchasing with the benefits of the collective is made available only to 
tokenholders, with the result being that any prospective buyer that wishes to 
partake in the collective must purchase tokens in the open market, with the 
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market cap of the token finding an equilibrium where the token value is equal 
to the net consumer surplus (utility less cost) of the consumer in aggregate. 
 
This set up raises three key issues. 
 
The first is the idea of “utility” as an intangible concept that, for all 
intents and purposes, is “cardinal” rather than “ordinal”. It would not be far 
off reality to say that the “utility” of a specific purchase is largely in the 
consumer’s head or heart and cannot be quantified. Yet, at the same time, it 
is also equally likely that all the methods of breaking down equity value 
(Discounted cash flows, present value of earnings streams etc) are methods 
that have been reverse-engineered to fit a narrative of what a firm is 
believed to be doing. The reality in equity markets, for example, is that few 
(or sometimes none) of these models are accurate at determining “fair value” 
of equity instruments – and that “fair value” is really the value that the 
lowest asking price in the market for the instrument. The same can be said of 
“utility”: the marginal utility of the marginal consumer is derived from the 
price the lowest ask price in the market for the token.  
 
Ultimately, we look to the acceptance of wages as a proxy for 
individually-translated utility to dollar value functions as the fundamental 
principle. We do not need to model in detail the actual drivers of an 
individual's preference functions - we just need the observables. In the case 
of wages, the asking wage; in the case of demand, the bid price. 
 
The second is the question of what the collective serves to do, and what means 
of consumption aggregation it requires. To this the answer is that the 
collective seeks to optimise, on behalf of its token holders, its ability to 
procure the goods and services so desired by its token holders, including - if 
possible - the expansion of that ability to cover an ever-wider range of goods 
and services, thus benefiting from economies of scale. In effect, where a 
traditional firm allocates the means of production to optimise for profits, a 
collective allocates the means of consumption and demand to optimise for 
consumer surplus. Think Amazon, then think about what happens if the members 
of Amazon Prime owned tokens which could be subsequently tradeable in 
infinitely divisible lots. Investment at the collective level in R&D, 
Technology and other platform infrastructure is likely required, and would 
flow into the consumption function the same way capital expenditure in a 
traditional firm feeds into the production function.  21

21 Appendix III contains a short case study on Amazon, which we believe to be another 
excellent example of collective purchasing, with their only flaw being the lack of true 
alignment. 
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The third is the matter of how value ultimately accrues to the token holders. 
The key here is that value must accrue directly to tokenholders rather than 
indirectly to frequent purchasers. As a result it is critical that following 
an initial token issue, the monetary value of which is sufficient to secure 
the means of aggregating demand and demonstrate credibility in the market in 
terms of willingness and ability to purchase as a collective, the total token 
count is not increased over time. Rather, liquidity and tradeability in the 
token is ensured by its very nature of infinite divisibility. Things change 
drastically when the minimum size of anything is no longer 1. 
 
One final note here is that such systems of token valuation do not require the 
complication and complexity of “mining” tokens - token supply is fixed, and 
can be adjusted via the usual avenues of buybacks and/or splits/issuances if 
needed. This is a concept fully analogous to the equity world - if the concept 
ain’t broken, we don’t need to fix it. 
 
A complement, not a replacement 
 
It is important for us to underscore at this point that the proposal of the 
new model of a collective is a complement to the traditional theories of the 
firm, rather than a replacement. 
 
Just as the traditional firm varies in size from the micro firm in perfect 
competition to the mega firm in oligopoly (collusive or competitive) or 
monopoly, so will collectives, and there is a certain scale below which 
collectivisation does not work. For example, specific forms of demand e.g. the 
demand for spicy szechuan style food is hard to collectivise: one would hardly 
attempt to form a collective of szechuan hotpot diners who consume the same 
thing every meal of every day in an attempt to bargain down prices in hotpot 
restaurants across large cities. 
 
Yet at a more general level (e.g. restaurant clubs) some collectivisation is 
possible, and ultimately the extent of success depends on the relative degrees 
of bargaining power from either side - just like any firm on the production 
side. In our view, it is far more likely that collectivisation of demand is 
successful when the goods or services required incur a large fixed cost 
relative to marginal cost, and carry some degree of homogeneity e.g. property 
conveyancing services, accounting services or even basic legal services in 
general. Even better would be when the goods and services concerned are 
continuously consumed. 
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And we can thus transpose the terminology for production firms over as well: 
Perfectly Competitive, Monopsonistic Competition (e.g. Wine Clubs), Oligopsony 
(e.g. e-commerce players) and Monopsony.  
 
Interesting (and telling) fact: printing out the wikipedia page for “Oligopoly” 
gets you 10 A4 pages, while the wikipedia page for “Oligopsony” (we didn’t 
invent that word!) gets you only 2 pages.  
 
At the same time, collectivising often requires, as in the case of the firm, 
an entrepreneur who takes on the role of coordinator, with the collective 
superseding the market’s pricing decisions with the aim of optimising for the 
long-term value creation of the collective. An example can be made of the 
simplified situation of homebuyers negotiating down the cost of commoditised 
conveyancing services: no one needs a special lawyer to do conveyancing work 
and fill in forms, but neither would buyers want so many lawyers to be 
squeezed out of the market that lawyers form a monopoly of the survivors. The 
key for a collective coordinator is to keep the minimum number of conveyancing 
lawyers in business in the market to ensure sufficient competition while 
minimising the cost to its members - again, a case of foresight superseding 
the normal functioning of the market. 
 
Moreover, where the service being provided is merely a service of coordination 
(e.g. real estate agents) across informational asymmetry, there is a further 
case to be made that the infrastructure needed for conducting the business of 
coordination be owned by the collective, allowing the full benefits of 
coordination to be enjoyed by its stakeholders, rather than extracted as a 
markup. 
 
In this way, firms optimise for equity holders, and collectives optimise for 
token holders. Some industries are suited to more coordination in supply, 
others may see opportunities for coordination in demand. Either way, this 
offers a route towards squaring up the lack of representation of one side of 
the market which the world now so bemoans. 
 
Ultimately - and this is what we believe to be the key takeaway from this 
exercise - where shares represent the shareholder’s claim to net profit, 
tokens represent the token holder’s claim to total system revenues. 
 
Appendix II describes in further detail how we transpose the mechanics of 
optimisation from traditional theories of the firm and labour into a system of 
collective procurement. 
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Binance: A case study in token economies 
 
We conclude this paper with a case study on the cryptocurrency exchange 
Binance - we have written about them in the past and continue to believe that 
case studies will be written about them in the future as the inaugural example 
of token economies.  
 
Binance was started in 2017 as a cryptocurrency exchange, and over the past 2 
years has grown at a staggering pace, becoming the world’s largest 
cryptocurrency exchange by value traded, at the same time boasting some of the 
best execution systems in the market. As the “crypto winter” hit the entire 
cryptocurrency complex, their token Binance Coin (BNB) has held its value well 
vs the others. In particular, it is the only major token which has appreciated 
significantly relative to Bitcoin, a testament to the strength of their model 
of maximising token value and the belief that all stakeholders in their 
business (staff, management, investors and users) hold. 
 
The key service being collectivised in the case of Binance is liquidity, 
efficient execution of trades and the demand for a single, effective, 
decentralised venue for trading cryptocurrencies. More broadly, we’re looking 
at an expansive ecosystem for cryptocurrency dealing and the burgeoning 
auxiliary services like lending, custody and financing. Further helping its 
case is the network effects of aggregating demand: traders are simultaneously 
on the demand and the supply side of any given transaction, and the more 
liquidity is drawn in, the more liquidity will be drawn. The externalities 
that can therefore be derived from such a collective of aggregated demand 
ultimately find their way into the value of the tokens themselves. 
 
The holders of BNB are as much the founding team and investors as the traders 
who use the exchange for execution, margin and price discovery, exemplifying 
the idea of maximising value for all stakeholders, rather than just equity 
holders, since all stakeholders own the same instrument. This is illustrated 
perfectly by the fact that Binance didn’t even have a bank account for the 
first one and a half years of its existence: every single individual in the 
organisation was remunerated in BNB. 
 
The key message here is not so much that Binance is a cryptocurrency-related 
entity, but rather that its stated aim from the ground up to optimise for 
token value has brought it much greater success at a much higher pace than the 
traditional aims of equity value maximisation. Of course it is still based and 
founded with underlying corporate structures, but in terms of compensation and 
incentives, every single member of the Binance team - aside from being fully 
decentralised and spread around the world - is incentivised to grow the value 
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of BNB (i.e. Binance’s total system utility) rather than to grow “profits” in 
the traditional sense. 
 
Appendix III contains a short case study on Amazon, which we believe to be 
another excellent example of collective purchasing, with their only flaw being 
the lack of true alignment. 
 
Conclusion 
 
Traditional theories of the firm focus on the supply side of the market, 
examining the decisions taken through the viewpoint of optimisation for equity 
value. This approach was, we believe, a function of a lack of technological 
ability to observe, aggregate and coordinate the demand side of the market, 
leading to a long-held assumption that demand in the sphere of microeconomics 
is largely exogenous. 
 
We believe that the onset of technologies built on the Internet which allow 
for individual consumer preferences and demand parameters to not only be 
identified but measured suggest that a new approach to understanding 
microeconomic equilibrium stemming from the demand, rather than supply, side 
is now not only possible but necessary. 
 
We propose the idea of an organised demand entity, a collective, analogous to 
the firm, with a capital structure governed by tokens which allows not only 
infinite divisibility and liquidity, but more importantly the ability to 
capture the value of an aggregated demand collective’s system utility, both 
tangible and intangible, including network externalities, into monetary value 
carried by tokens, which are subsequently conferred upon token holders. The 
role of the entrepreneur in this set up, similar to that within the firm, is 
that of coordinator: making decisions that supersede the default market 
pricing mechanism to optimise for the total value of the token stock. 
 
By issuing tokens to all stakeholders, internal and external, to the extent 
that token supply is defined and non inflationary, the collective is 
incentivised to behave in a manner that maximises token value (typically in 
the form of utility), rather than simply shareholder value (typically in the 
form of equity), presenting an elegant solution to the adversarial set up of 
equity holders vs customers that is inherent in the status quo. 
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Appendix I - Excerpts from “The Nature of the Firm”, R.H. Coase 
(1937) 

 
Original: 
https://onlinelibrary.wiley.com/doi/full/10.1111/j.1468-0335.1937.tb00002.x 
 
“The main reason why it is profitable to establish a firm would seem to be 
that there is a cost of using the price mechanism. The most obvious cost of 
‘organising’ production through the price mechanism is that of discovering 
what the relevant prices are. This cost may be reduced but it will not be 
eliminated by the emergence of specialists who will sell this information. The 
costs of negotiating and concluding a separate contract for each exchange 
transaction which takes place on a market must also be taken into account. It 
is true that contracts are not eliminated when there is a firm but they are 
greatly reduced. A factor of production (or the owner thereof) does not have 
to make a series of contracts with the factors with whom he is co-operating 
within the firm, as would be necessary, of course, if this co-operation were 
as a direct result of the working of the price mechanism. For this series of 
contracts is substituted one.” 
 
“There are, however, other disadvantages - or costs - of using the price 
mechanism. It may be desired to make a long-term contract for the supply of 
some article or service. This may be due to the fact that if one contract is 
made for a longer period, instead of several shorter ones, then certain costs 
of making each contract will be avoided. Or, owing to the risk attitude of the 
people concerned, they may prefer to make a long rather than short-term 
contract. Now, owing to the difficulty of forecasting, the longer the period 
of the contract is for the supply of the commodity or service, the less 
possible, and indeed, the less desirable it is for the person purchasing to 
specify what the other contracting party is expected to do. It may well be a 
matter of indifference to the person supplying the service or commodity which 
of several courses of action is taken, but not to the purchase of that service 
or commodity. But the purchaser will not know which of these several courses 
he will want the supplier to take. Therefore, the service which is being 
provided is expressed in general terms, the exact details being left until a 
later date. All that is stated in the contract is the limits to what the 
persons supplying the commodity or service is expected to do. The details of 
what the supplier is expected to do is not stated in the contract but is 
decided later by the purchaser. When the direction of resources (within the 
limits of the contract) becomes dependent on the buyer in this way, that 
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relationship which I term a “firm” may be obtained. A firm is likely therefore 
to emerge in those cases where a very short term contract would be 
unsatisfactory. It is obviously of more importance in the case of services - 
labour - than it is in the case of the buying of commodities. In the case of 
commodities, the main items can be stated in advance and the details which 
will be decided later will be of minor significance.” 
 
“We may sum up this section of the argument by saying that the operation of a 
market costs something and by forming an organisation and allowing some 
authority (an “entrepreneur”) to direct the resources, certain marketing costs 
are saved. The entrepreneur has to carry out his function at less cost taking 
into account the fact that he may get factors of production at a lower price 
than the market transactions which he supersedes, because it is always 
possible to revert to the open market if he fails to do this.” 
 
“It seems improbable that a firm would emerge without the existence of 
uncertainty.The significant question would appear to be why the allocation of 
resources is not done directly by the price mechanism. Another factor that 
should be noted is that exchange transactions on a market and the same 
transactions organised within a firm are often treated differently by 
Governments or other bodies with regulatory powers.” 
 
“Other things being equal, therefore, a firm will tend to be larger: a. The 
less the costs of organising and the slower these costs rise with an increase 
in the transactions organised; b. The less likely the entrepreneur is to make 
mistakes and the smaller the increase in mistakes with an increase in the 
transactions organised; c. the greater the lowering (or the less the rise) in 
the supply price of factors of production to firms of larger size.” 
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Appendix II - Model & Mechanics: Not reinventing the wheel 

 
To be clear, at no point do we need to reinvent any complex equilibrium models 
to articulate the broad functions of a collective: the models that already 
exist for describing the behaviour of a firm vis-a-vis it’s suppliers of 
labour is sufficient basis for drawing functioning analogues. Of course, as 
more work is done in exploring microeconomics from the demand side of the 
equation, the details will be filled in with ever-more sophisticated models 
which are likely beyond our capabilities to describe. 
 
For the purposes of this discussion, we will adopt a simplified model adapted 
from the existing body of microeconomic theory, with the relevant analogues: 
 

1. Price (or Average Revenue per Unit) and Marginal Price translates to 
Aggregated Average/Marginal Utility, given a dollar value. 

2. Just as the concept of “utility” is observed via proxy in traditional 
economics as a demand curve, we adopt the same assumptions in 
constructing our demand curve. 

3. The “exchange rate” of utility to dollar value is irrelevant at an 
aggregate level. 

4. Optimisation criteria remain the same: just as a firm optimises its 
purchases of labour according to the notion of Marginal Revenue Product 
(MRP) = Marginal Cost, with the result being profit maximisation, our 
collective optimises for the condition where Marginal System Utility = 
Marginal Cost of Procurement for maximum Nachas: effectively the gross 
utility less cost of procurement, what we like to think of as the 
feeling of “getting a good deal”. 

5. Marginal System Utility as a curve also necessarily is a function with a 
negative second derivative, with the demand curve commencing at the 
maximum point of Marginal System Utility - at all points of quantity to 
the left of the maximum, consumption will always increase; optimisation 
is only relevant as MSU starts to decrease. 

6. As is the case of the firm, different systems of optimisation parameters 
can be used - from maximising total utility (depending on the nature of 
the good and the consumer’s corresponding preference functions - in 
aggregate) to maximising Nachas and everything in between. 

 
Optimisation along these curves follow the same rules, as do the parameters 
dictating the shape and nature of these curves. 
 

 
[20] 

 
Three Body Capital Limited  5-6 Underhill Street, London NW1 7HS, United Kingdom 
Three Body Capital Limited is an Appointed Representative of Privium Fund Management (UK) Limited which is authorised and 

regulated by the Financial Conduct Authority. 

 



 

 
Here we have adapted the demand/supply model for labour procurement for a 
consumer, where Marginal Revenue Product (MRP) is replaced with Marginal Value 
of Utility to a consumer, and Price = Average Value of Utility (AVU) in 
aggregate. 
 
In an allocatively efficient procurement situation, the market would clear 
where P=MC, with the equilibrium quantity produced at Q1, clearing at price 
P1. 
 
Under a profit maximising situation where a producer is able to 
profit-maximise, it optimises for maximum profit where MR = MVU (marginal 
value of utility), restricting supply at Q0 < Q1, leading to a higher 
equilibrium price P0 > P1. 
 
Producer profit margins rise from 0 under perfect competition to the blue 
rectangle, attributable to the shareholders of production equity. 
 
However, the surplus indicated by the red triangle – a deadweight loss – goes 
nowhere. Neither consumers nor producers benefit from it, creating a negative 
externality.  
 
The same applies in the application of taxes and any form of margin extraction 
via intermediation - overall consumption is reduced, surpluses are transferred 
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from consumer to producer via margins, but the transfer is incomplete: a 
deadweight loss always occurs from the allocative inefficiency. 
 
The question is how the entire consumer surplus, or “nachas” as we like to 
call it, can be captured in an investable instrument: hence “The Theory of 
Nachas”. 
 
Let’s start with an extreme example. Given that Perfect Competition is by 
definition allocatively efficient, with companies making “normal profits” 
(read “zero nominal profits”), we can best represent the target area which we 
want to capture as the blue consumer surplus area as shown below. 
 
Note here that we’ve exaggerated the relative positions of the curve to 
demonstrate a point: under perfect competition, consumption is maximised, 
alongside consumer surplus, as producers are pushed to produce at the minimum 
point of their marginal cost curves AND where market price = marginal cost of 
production. The result here is that all producer surpluses are lost and 
consumer surplus is maximised - in this case the reallocation of surplus is 
zero sum. 
 
This will not always be the case, since not all industries are perfectly 
competitive: even in commoditised goods and services, different providers have 
different approaches to running their business, creating points of 
differentiation that confer upon them varying degrees of pricing power. We 
certainly are not in the business of advocating that all businesses earn zero 
profits. 
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Therein lies the key difference between an equity-driven model (seeking to 
maximise profit) and a token-driven model (seeking to maximise utility) - 
alignment.  
 
In the equity model, the owners of the means of production seek to derive 
surplus profits at the cost of consumer surplus. The existence of profits is 
necessarily at the cost of the consumer, and a bit more.  
 
In contrast, with the token stakeholder model, the collective seeks to 
maximise total consumer surplus, while firms move to earning an allocatively 
efficient profit, with the extreme being a “normal” profit of zero. Equity 
value as a result is extinguished - at normal profits the equity value likely 
remains at par, with no share premium to speak of. Their incentive lies in 
their stock of tokens whose value represents the consumer surplus of the 
system: by sacrificing their profit, they partake in the expansion of total 
consumer surplus, which turns out to be quite a significant difference. 
Moreover, the recovery of the deadweight loss constitutes a “win-win” 
scenario, constituting a pareto improvement where Total Utility accrued to 
producers and consumers increases, as described in the scenarios below. 
 
It is worth noting that the decrease in consumer surplus from profit 
maximisation occurs in all circumstances where the marginal cost curve is 
upward sloping i.e. where there is sufficient differentiation in cost 
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structures for cost competition to occur on the production side. In perfect 
competition, producer surpluses are zero; in imperfect competition, producer 
surpluses are positive despite normal profits being made. 
 
All that matters to the consumer should be the maximisation of consumer 
surplus: regardless of whether supply is perfectly or imperfectly competitive, 
the only condition that matters for consumer surplus maximisation is P = MC. 
More importantly, where a producer is competitive (represented by an upward 
sloping MC curve, since producers have discretion to choose production 
levels), an allocatively efficient outcome (P = MC) does not preclude firms 
making a healthy profit (red area) - it simply does not maximise that profit. 
 

 
 
By subjugating the profit motive of the firm, which would push it to seek 
supernormal profits (green area) for its equity shareholders, a collective 
would be able to force the competitive dynamic in favour of the consumer, 
leading to firms operating not so much only at normal profits, but at 
allocatively efficient profit levels (i.e. no deadweight loss, all surpluses 
that can be allocated are allocated to either producers or consumers).  
 
The means of doing so would be to construct the token so that it captures the 
combined value of producer (if any) and consumer surplus. In that way, making 
up for the lack of supernormal profits would be the firm earning a 
proportionate return on tokens which it receives as payment for goods and 
services appreciating over time towards the full extent of consumer surplus 
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(blue areas), with the firm itself earning its producer surplus in accordance 
with its competitive position in the market. Put differently, the deadweight 
loss (grey area) is the delta from reallocation. 
 
The choice of structure lies entirely in the hands of the entrepreneur: based 
on his/her assessment as to the profitability and pricing power of the 
business being undertaken, a choice has to be made between either 1. 
Maximising profit via equity (traditional firm structure) or 2. Maximising 
surplus values via tokens. Both are equally valid, but carry opposing 
incentives. 
 
The paradigm change could be refreshing: certain business models such as ride 
hailing platforms have equilibria that tend towards normal profits in the long 
run, with competition for margins coming from both suppliers (drivers want the 
highest fare) and riders (riders want the lowest cost), leaving the aggregator 
platform with little or no gross profit to even work with, even before 
considering fixed operating costs. Contriving a situation where the company 
struggles against its industry’s intrinsic equilibrium to make profit (or not) 
is painful and in most cases futile in the long run. Yet while the equity 
value of such firms is arguably close to nothing, the broader value created 
for society is massive: ride hailing apps have arguably democratised access to 
minicab transport, making it accessible and affordable for the masses, 
contributing to large amounts of consumer surplus. Travelling in the 
blistering heat while in the comfort of an air conditioned car can only be 
accretive to nachas. 
 
As these companies struggle to make profits in a highly competitive, 
subsidy-laden industry, perhaps the alternative would be an instrument that 
targets consumer surplus (of which these companies have created a lot) rather 
than profits (which they are likely doomed to never attain). This utopian view 
of a future for loss-making companies comes with a caveat: the company is only 
ever worth as much as the consumers would pay (i.e. token market cap is a 
function of addressable market) and the viability of any producer in such 
markets would also be a function of the presence of an addressable market.  
 
What does this mean? A firm that has a history of being profitable would have, 
over time, retained a good amount of profits (pink area), allowing it, in the 
case of a demand slowdown, to make up for operating losses with those 
reserves, especially as their token values in reserve shrink as total 
addressable market shrinks. Those that do not, for reasons including the lack 
of a defensible profitability edge, immediately see their cashflows deplete as 
token values decline and should go out of business quickly. And in the case of 
a structural decline of demand over time, the supply chain should - naturally 
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- shrink, surely more quickly than we have seen as a result of government 
intervention etc. Creative destruction must occur to reallocate resources - 
human and capital - to new, productive areas where total addressable market is 
growing (rising token values) before the means of production become obsolete, 
rather than attempting to delay the inevitable with intervention. Short-term 
pain for long-term gain. 
 
In the end, it’s all about alignment. 
 
Naturally, as financial market practitioners ourselves, the way we look at 
theory is purely as a framework for understanding what happens in reality, 
rather than a means of determining value. Value - by definition - is always 
necessarily what the market is currently willing to pay, with no regard to 
whether that value is informationally efficient or not. 
 
For us, therefore, the approach with such a model is not so much to work from 
left to right, from theoretically constructed models working towards an end 
goal of valuing the total value of system utility and Nachas.  
 
Rather, the idea is to utilise such models the same way the Black-Scholes 
option pricing model is used in practice: by taking the option prices that are 
observed in the market as the inputs, with the output being what is known as 
“implied volatility”. Likewise, we would accept the market-driven valuation at 
any given time as exogenous and given, and use that to work out the implied 
valuation of utility within the system, if so desired. 
 
More importantly for us, we are of the view that demand dictates supply rather 
than vice versa. Or as has been commonly articulated in financial circles, 
“The Buy-side is the Strong side.” The key for us is not so much to evaluate 
and study the drivers of utility, as much as that could serve some 
well-defined academic purpose. Instead, it gives us a basis for understanding 
and evaluating through a new paradigm a brand new business model and 
perspective which has been silently growing under our noses for the past 5-10 
years. 
 
That is the key purpose of articulating this model: a new species of firm, the 
collective, could well become as established as investment opportunities, 
thanks to the technological changes that have already taken place and are 
likely to continue advancing. 
 
The incentive for all stakeholders in such a set up is to maximise for Total 
System Utility at all times. And here is where we can effectively subvert 
conventional economic and financial theory: a collective could exist where the 
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traditional equity is sitting on a retained loss, but the expanded 
stakeholders’ equity segment of their balance sheet, which includes equity and 
tokens, could still be positive, made up for by the mark-to-market premia 
carried by the retained stock of tokens, resulting in a classic balance sheet 
equilibrium of Assets = Liabilities + Stakeholders Equity, where Stakeholders’ 
Equity = Shareholders Equity + Token market cap. 
 
The natural prerequisite to this approach is that all tokens must be publicly 
listed in liquid exchanges, since the balancing accounting equation depends on 
a public, live mark to market valuation of the tokens: Cash and cash 
equivalents should include the value of the treasury token stock, and that 
surplus feeds into the token market cap. That would make sense: a procurement 
collective must be open to all potential buyers to participate in, with the 
only condition being that transactions must be conducted via its token. A 
restricted collective - on the contrary - would revert to The Wine Society 
model: spend more to benefit more. 
 
Conversely, where there is logic in restricting the ownership of the means of 
production (equity),  there is little sense in doing so with regards to the 
means of consumption (tokens). Of course, alternative aggregators of a single 
form of demand may - and should - exist. They compete on the basis of the 
quality of the aggregation which they undertake, and the winners take larger 
shares of the Total Addressable Market, while the losers cease their 
entrepreneurship and presumably continue to function as stakeholders in the 
dominant aggregator, until such time as an alternative challenger arises. 
 
Moreover, the additional condition that this imposes on tokenisable demand is 
therefore that the addressable market must be broad enough to support a liquid 
and healthy token distribution pool. If insufficient token holders can be 
identified for an initial token distribution, then the entrepreneur in 
question should re-evaluate whether the undertaking is indeed worth 
collectivising into this model, given the addressable market they are 
targeting may not be of sufficient scale. Ease of collectivisation is 
therefore the analogue to “economies of scale” in production costs. 
 
Ultimately, given the way our economies have been reorganising themselves, in 
most cases organically, we are in need of a new form of organisational 
economic entity which can better reflect what is a structural shift in the 
configuration of the economy. As we have seen in recent years, the “firm” as 
an entity, with its legal constructs built around equity and shareholders, is 
reaching the limits of its ability to effectively transmit value and 
incentivise optimal behaviour. Investors and allocators of capital seek 
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returns in the form of intangibles like ESG and Social Impact factors - these 
cannot be captured in an equity model. 
 
We hope that we are able to propose an alternative structure which may serve 
the needs of the future with much greater efficacy. 
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Appendix III - Amazon as a case study 

 
While we have discussed Binance as the main case study example of the benefits 
of a tokenised entity where incentives are aligned towards maximising token 
value, it is also instructive to look at one of its predecessors, as far as 
the broad model of collectivising demand is concerned: Amazon. 
 
Amazon has undoubtedly become one of the greatest success stories of our 
generation, starting with humble beginnings as an online book seller, it has 
grown into a global consumer powerhouse under the leadership of its founder 
Jeff Bezos, now the world’s richest man (depending on his share price). 
 
What Amazon has done is successfully collectivised (or even collected) large 
swathes of consumer demand, not just of books and CDs, but of nearly 
everything, onto its platform, thanks to a system of not only generous 
subsidies but massive investments into infrastructure and fulfillment. As a 
result of its ability to offer its customers both compelling prices and high 
convenience, Amazon has itself become the aggregated representation of 
consumption as far as many suppliers are concerned. 
 
For these smaller suppliers (and even big ones), they face one major client: 
Amazon. Whatever makes it onto Amazon is snapped up in so much scale that 
being able to sell on Amazon almost becomes their raison d’être. Of course, 
when the scope of products is so wide, ranging from washing detergent to 
electronics to groceries, Amazon could hardly be considered the monopsonist 
for these markets.  
 
Yet its success is testament to the fact that collectivising large varieties 
of demand is entirely possible: despite not being a monopsonist, Amazon has 
sufficient bargaining power to dictate what prices are competitive and what 
aren’t into its supply chain. Every buyer on Amazon can participate in this 
bargaining power, with some buyers, Prime Members, are able to access even 
higher levels of convenience by paying for the privilege. 
 
The key difference between Amazon and Binance, aside from the nature of goods 
and services demanded and procured, is the ownership of capital. Where in the 
case of Binance, the platform is purely geared to optimise for token value, 
Amazon is squarely geared to optimise for equity value. 
 
Prime Members pay for the convenience of Prime, and Amazon takes a cut from 
suppliers on every sale, which ultimately translate into higher minimum cost 
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levels which are passed on to purchasers depending on the elasticity of demand 
- that much we know is true from traditional economics models, similar to the 
effect of taxes, whether fixed or ad valorem. Tax burden occurs as a function 
of relative elasticity of demand and supply, rather than where the initial 
burden is placed. 
 
The key difference here is that just like the tax, a deadweight loss is 
incurred by both consumers and suppliers in the process, over and above the 
margin markup taken by Amazon. The loss of consumer and producer surplus as a 
result of Amazon’s margins could well be negligible, given the circular 
argument that such a markup is happening on a much lower price, which itself 
came from the result of Amazon’s collective bargaining on behalf of buyers. 
One could almost argue that Amazon’s lack of profits is a subsidy to 
consumers. 
 
That may be true, but the adversarial relationship between equity holders of 
Amazon and the end consumer continues to exist, leading to the question of 
“for how much longer?” with regards to Amazon’s subsidies. The answer here is 
wrong either way: if the answer is “forever” then Amazon will suffer an 
eternal earnings drag, surely at the displeasure of its shareholder; if the 
answer is “not for much longer” or “once Amazon gains absolute dominance it 
can charge whatever it wants”, then antitrust regulators need to be called in.  
 
Ultimately, the adversarial relationship manifests itself: “Your margin is my 
opportunity” suggests also that “My margin is your deadweight loss”, because 
just like the tax man in the classic case of demand/supply analysis under 
taxation, Amazon as an aggregator platform neither produces nor consumes - it 
is inserted in between as an intermediary, very much as a government is, and 
its margins lead to deadweight loss. And as a company with shareholders, it 
must make its cut somehow. Never for a moment doubt that its ability to use 
Amazon Web Services (AWS) to subsidise its e-commerce business isn’t simply an 
adaptation of its core business: AWS is merely the server capacity version of 
collectivised procurement. 
 
Therein lies the key differentiator between Amazon and Binance: Binance (and 
the Wine Society) recirculates any incidental (and largely unintentional) 
markups back to its token holders, leading Binance to function as one large 
aggregated consumer - there is no “government” in the picture. 
 
In contrast, Amazon inserts itself in between End Consumer and Supplier as 
intermediary, and while there are advantages to procurement, scale, 
coordination and information, these become offset by the fact that Amazon is 
neither demand nor supply, leading to a deadweight loss. Amazon’s brilliance 
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comes from its ability to manage many disparate streams of demand and allocate 
resources to not only satisfying them, but also directing and guiding them for 
greater efficiency - Amazon is the coordinator whose decisions supersede what 
would have been the market making the price, as is the case of the firm. 
 
The question then becomes whether if Amazon were incentivised by a token 
economy rather than equity shares, it would be able to avoid the deadweight 
loss and transmit that benefit directly to consumers: we would like to think 
that once the risk that the day comes where Jeff Bezos, having wiped out all 
competition and established dominion over the consumer market, decides to 
become a monopoly and charge markups that benefit no one but the shareholders 
can be comprehensively prevented (or better, be made to disappear), not only 
would antitrust issues not plague the company, it would actually make for a 
very generous collectivised entity. 
 
The key message here is that examples like Binance and Amazon demonstrate that 
the concept of collectivisation en masse is not an impossibility. Yet the 
alignment of interest is what ultimately makes the difference between 
maximising system utility and the incurrence of deadweight losses and - the 
ultimate disaster - the collective, having built up a dominant position, 
subsuming all its suppliers and covertly turning into a monopolist. 
 
The solution for Mr. Bezos: tokens are the way to go. We might be able to 
help. 
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