Crypto - Crypto analysis foundations - lesson 7 - 6 min read

Reflexivity: when the story moves the price
moves thé story

REFLEXIVITY

The feedback loop at crypto's core: with no fundamental anchor, the price and the narrative
move each other - a rising price validates the story, drawing capital that raises the price, until
the loop reverses and each falling price discredits the story it once confirmed. Reflexivity makes
crypto's cycles violent and its ‘fundamentals’ partly a function of price, which is the deepest
reason valuation analysis fails here.

The lesson under all the others: in crypto the price and the story are not independent, and their
feedback is the asset's defining dynamic. Reflexivity is why the cycles are violent, why narratives feel
true at the top, and why there is no anchor to analyse toward.

The loop

A story catches and the price rises; the rising price seems to confirm the story - 'the market agrees' -
which draws more capital, raising the price further, which confirms the story more. The fundamental
that would anchor a stock or discipline a commodity is absent, so nothing external breaks the loop;
it runs until it exhausts the marginal buyer, then reverses with equal force - each falling price now
discrediting the narrative, prompting selling that lowers the price, that discredits the narrative further.
The same feedback, inverted, and just as self-reinforcing on the way down.

Why reflexivity defeats valuation

The 'fundamentals' are partly price: adoption, network activity, even developer interest partly follow
price - a rising coin attracts the users and builders that its bulls cite as fundamentals, so the
fundamental is downstream of the thing it supposedly justifies. The anchor is circular: any valuation
built on price-influenced metrics is anchored to the price it is trying to judge - the circularity lesson

1 named, with its mechanism now visible.The top feels most certain: reflexivity makes the narrative
most convincing exactly when the loop is most extended and most crowded - the equity outcome-bias
trap, market-wide and self-reinforcing.

Living with reflexivity

It cannot be analysed away - it is the asset's nature - but it can be respected: read the loop's state
(positioning and narrative crowding, lessons 2 and 4, are reflexivity's gauges), distrust conviction that
peaks with price, and size for the reversal that reflexivity guarantees will be violent (module 4). The
honest crypto analyst holds two things at once: the narrative might be real, and the price is partly
moving the narrative regardless - and the gap between those is where reflexivity lives. It is the deepest
reason crypto is crowd-reading: the crowd and the price are one system, feeding back on themselves,
with no fundamental standing outside to referee.



Check your understanding
1. What is reflexivity in crypto?

a. A charting pattern

b. The feedback loop where price and narrative move each other: a rising price validates the story,
drawing capital that raises the price - with no fundamental anchor to break the loop

c. The correlation to macro

Answer: b. Price and story are not independent here. The loop runs until it exhausts the marginal buyer, then
reverses with equal force - the defining dynamic of an anchorless asset.

2. Why does reflexivity defeat valuation analysis?

a. Valuation models are too slow

b. The 'fundamentals' are partly downstream of price - adoption and activity follow price - so any
valuation is anchored to the price it is trying to judge: circular

c. There is too much data

Answer: b. Lesson 1's circularity, with its mechanism shown. The fundamental follows the price, so valuing the
coin by it anchors to the price - the deepest reason crypto is crowd-reading.



