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Network Effects:
The Participation Machine

Some assets get better as more people show up. That

compounding is a loop—beautiful until it shares one exit with
your entire ego.

SYSTEM ARCHETYPE 023

Network Effects / Reflexivily /

Network effects describe systems where marginal utility rises with

adoption—markets, platforms, cities, protocols. They amplify through
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reinforcing loops, interact with information asymmetry, and collide with

commons dynamics when crowds mistake correlation for skill.

1. Value Lives in the Graph

Network effects mean the utility of an asset rises as participation rises—
liquidity begets liquidity, developers attract developers, tenants attract retail.
It is not mysticism; it is a reinforcing loop with a social adjacency matrix. The
same structure that compounds winners compounds fragility when the loop

reverses.

Read alongside reinforcing loops and the tragedy of the commons: crowded
edges can look like strength until everyone tries the same exit at once.
Information asymmetry still decides who prices the network and who pays the

premium for the story.

A network is a machine that charges rent in
the currency of attention and correlation."
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2. Liquidity as Product

For markets, depth is a feature. For households, correlation is a bug. When
your portfolio is secretly a bundle of network bets—same macro, same
platform risk, same cultural adoption curve—you are diversified on paper and
synchronized in reality. Modular systems thinking asks whether your "different”

assets share one nervous system.

3. Reflexivity vs. Fundamentals

Price can pull adoption; adoption can pull price. That reflexive loop is powerful
and dangerous. Dynamic complexity warns against single-story models:
fundamentals still matter, but they arrive on delay while narrative trades

intraday in your group chat.

NETWORK DUE DILIGENCE
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Name the nodes and edges

Who must join for the next marginal buyer to feel smart? What

breaks if growth slows 10%?

Measure coupling

List shared macro, platform, and legal dependencies across

holdings.

Stress the downside loop

What unwinds first when liquidity thins—margin, rent, volume,

governance?

Price path dependence honestly

Early entries set basis, identity, and tax character. Networks

giveth; path dependence taketh away when the loop turns.
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4. Real Assets, Digital Ledgers

Real estate networks are slow graphs: zoning, labor, migration. Crypto networks
are fast graphs: protocol rules, validator sets, L2 bridges. Different delay

structures, same lesson—governance is the hidden variable under "number go

up.’

5. Draw the Loop

When conviction runs hot, export the mechanism to paper. Causal loop
diagrams keep reflexivity from becoming a monologue you mistake for

analysis.

Build the lattice, not the legend.
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