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A New Paradigm Hypothesis: How 
Firms Compete in Non-Ergodic 
Reality.  

Why loops, latency, and renewal velocity replace position as the unit of 
advantage. 

- By Dr. Daniel M. Böhi and Raanan Shenhav 

This article makes a deductive claim: When opportunity windows compress, and 
imitation accelerates, advantage relocates from positions to decisive loops. The 
firm that renews its critical processes faster than the environment shifts wins. Latency 
becomes a first-order driver of value; readiness (PsyCap) becomes priced capital; 
and these shifts should be measurable within firms within weeks. We do not claim 
completed empirical proof; we make a falsifiable deductive argument. 
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Preface: What we claim, and what we don’t claim 

The “old” management principles were strategies and governance models 
optimised for a slower, more legible world. The “new’ strategy and governance 
models are optimised for non-ergodic reality, faster regime shifts, and decisive 
windows (i.e. time-bounded chances that, once missed, do not reopen). We do 
not claim to have completed empirical proof; we make a falsifiable deductive 
argument. 

Porter, the resource-based view, dynamic capabilities, hypercompetition, and 
transient advantage, none of these is “wrong.” They describe real phenomena. The 
claim is narrower and sharper: those frameworks and the governance systems built 
around them are optimised for an older assumption regime, one in which the 
environment was sufficiently legible over management horizons that positions and 
advantages could be chosen, defended, and renewed on (longer) planning 
cycles. Section 3 makes the assumption regime explicit. 

This article aims to show how those assumptions are weakened or inverted in 
today’s faster, more path-dependent reality, and to make the shift in assumptions 
explicit to show the logical consequences. 

In an era where windows compress and path dependence becomes relevant at 
shorter horizons, the strategic bottleneck shifts to signal-to-action conversion. 
Advantage becomes less about what a firm “has” and more about what it can 
repeatedly do, fast enough, in the few places that matter, before the window 
closes. When the window is shorter than the governance cycle, the best plan is 
dominated by execution latency (including execution freeze). That is the premise 
of Compounder’s Law. 

In this article, we want to cover the following topics: 

• Classical strategy assumptions: legibility, defensibility, reversibility, mobilizability 
• What breaks it: compressed windows + accelerated imitation + governance lag 
• Consequence: loop portfolio becomes unit (decisive loops); management 

focus shifts to latency; LRH and PsyCap become governable constraints. 

 

1. Disruption as a marker: when assumptions become visible 

History rarely announces itself in real time. Some years function as markers, not 
because they create change from nothing, but because they expose hidden 
assumptions as fragile. 2022 did not create the shift; it made the assumptions 
impossible to ignore. 

In geopolitics, Russia’s invasion of Ukraine was a rupture that revealed the limits of a 
governance architecture shaped by the post-1945 order. Institutions built for a more 
bipolar, rules-anchored world struggled to constrain behaviour in an emerging 
multipolar landscape. Whatever one’s politics, the structural implication is plain: 
more actors, more competing value systems, weaker enforcement, lower trust. For 
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firms, this manifests as higher variance in energy, trade, regulation, and capital 
flows, and therefore a higher governance load.  

In technology and business, the widespread accessibility of AI and rapid progress in 
biotech and biomanufacturing created a different kind of rupture. The shock was 
not that AI existed; it was that the friction between intent and capability collapsed. 
Complex synthesis, coding, analysis, and content generation became available at 
fingertip speed. Tasks that previously required teams and weeks could be executed 
by individuals in hours. The tempo of iteration accelerated, and with it, the tempo 
of competition. 

These two disruptions are intertwined. When governance weakens and capability 
accelerates, the world becomes less predictable and more path-dependent over 
shorter horizons. Timing becomes structural. A miss at the wrong moment leaves a 
scar that effort later cannot erase. This is the practical meaning of non-ergodicity 
for leaders: some outcomes cannot be averaged out because missed windows 
change the state of the system. In firms, non-ergodicity shows up as irreversible 
misses in specific loops, product, pricing, manufacturing, regulatory, security, not as 
abstract chaos. 

 

2. The old world order: strategy as position, governance as stability 

For decades, many markets rewarded strategies built on legibility. Firms could often 
choose an arena, build a defensible position, scale it, and compound returns 
before the environment shifted again. Governance systems evolved to match: 
annual planning cycles, capital allocation committees, standardised performance 
metrics, stage gates, and compliance architectures. The organisation became a 
machine designed for predictability and control because, in many contexts, 
predictability and control were attainable. 

Traditional strategy theories reflect that environment. Porter’s positioning logic 
treats the firm’s advantage as a defensible configuration of activities within a profit 
pool shaped by industry structure and competitive forces. The resource-based view 
relocates advantage inside the firm: scarce, difficult-to-imitate resources and 
capabilities can yield sustained rents when they are valuable, rare, hard to copy, 
and properly organised. Dynamic capabilities move one level up: in environments 
that change, advantage depends on the ability to sense, seize, and reconfigure. 
Hypercompetition and transient advantage emphasise that advantage erodes 
and must be renewed through successive moves. Across them, the firm is still 
treated primarily as a chooser and defender of positions, not as a compounding 
engine that must continuously renew. 

These schools differ, but they share a practical spine: advantage is something that 
can be found (discovered), built, defended, renewed, and redeployed on 
governance cycles. Errors can be corrected; results average out; learning 
accumulates; the firm has time to respond before the environment changes again. 
This is what many leaders internalised, not as theory, but as operating common 
sense and a mindset.  
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Order is a model. The question is whether the model’s assumptions still hold at 
today’s cadence. Governance is our attempt to make reality legible enough to 
act. When the environment becomes non-ergodic over business horizons (as 
defined above), sequence and timing dominate, and some misses do not get a 
clean replay. 

 

3. The hidden assumption regime: what old frameworks often rely on 

Most traditional mainstream frameworks do not use the term “ergodicity.” Yet many 
implementations behave as if the environment is stable enough, over relevant 
horizons, for planning and averaging to work. These are not academic claims; they 
are governance defaults embedded in planning cycles, approval systems, and KPI 
regimes.  
• Legibility: signals are interpretable in time 
• Defensibility: advantages last long enough 
• Exogenous scarcity: advantage is out there (positions/resources) rather than 

created by renewal 
• Reversibility: mistakes can be corrected before a state change 
• Mobilizability: the firm can reliably execute once it is decided 

They are rarely stated, but governance systems behave as if they are true. None of 
these assumptions was absurd. Their common spine is exogenous scarcity and 
defensibility. Advantage is typically treated as something found (a position, 
resource, or capability) and then protected and renewed. Even where speed is 
emphasised, it is usually speed of competition across markets, not a theory that 
makes the internal compounding process itself the primary object of strategy. They 
were often true enough.  

But when they weaken, when windows compress, and imitation accelerates, the 
strategic bottleneck relocates from choosing the right plan to converting signals 
into action fast enough to capture windows that do not reopen. Compounder’s 
Law begins where this regime breaks: scarcity relocates from exogenous positions 
to endogenous renewal capacity. 

 

4. From order to disorder: why the assumption regime weakens 

If the assumption regime is weakening, the question becomes operational: what 
changes in the economics of advantage when windows compress, imitation 
accelerates, and governance cycles lag the environment? To keep the logic 
precise, we define five states in terms of cadence and latency.  
• Current order: governance cadence matches environment cadence 
• Disorder: cadence mismatch grows; variance rises 
• Disruption: a novelty breaks maps; windows compress sharply 
• Disintegration: coordination/latency surge; execution freezes 
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• New order: advantage is produced endogenously by decisive loops renewing 
faster than the environment shifts, and governance is designed to keep 
decisive loops within the window. 

Disorder is not chaos; it is the growing mismatch between the firm’s governance 
cadence and the environment’s cadence, and it is in this reality that we must 
locate the unit of value creation. 

The assumptions weaken as a set of structural mechanisms accumulate: 

• Information frictions collapse 
• Replication costs fall for many assets 
• Modularity/open standards allow challengers to recombine capabilities without 

rebuilding entire stacks 
• Cycle times compress: Scale increasingly comes from learning rates, data 

flywheels, automation, and platform effects, forms of compounding that 
reward iteration 

• Governance lag becomes a binding constraint: outcomes become more time-
sensitive and path-dependent 

What accumulates is a path-dependent process state: the history embedded in 
data, the tacit learning embedded in operations, the validated provenance 
embedded in trust, the evolved configurations embedded in a system that has 
iterated through time. When defensibility moves from “owning a stock” to 
“compounding a process”, the penalty of delay explodes, because the process 
must run, learn, and refresh before the window closes.  

Meanwhile, as the external cadence accelerates, internal coordination costs rise. 
Meetings multiply. Risk posture hardens. Decision rights blur. Adoption slows. The firm 
becomes a high-latency system in a world that punishes delay. 

This is the practical bridge from macro disorder to micro strategy: as external 
cadence accelerates, internal latency becomes the primary constraint. 

 

5. From Disorder to disruption: when old maps fail in practice 

Disruption is not novelty. It is a novelty that breaks governance assumptions. AI 
compresses analysis and iteration. Synthetic biology and bio-manufacturing will 
compress design-to-production cycles in physical domains. Geopolitical 
fragmentation increases variance and shocks. Together, these forces shorten the 
half-life of many advantages and compress the windows in which decisive moves 
must land, meaning that by the time committees agree, the window has already 
closed. 

Disintegration follows when systems designed for stability confront environments 
that reward tempo. Options multiply, windows compress, and internal latency rises 
because human systems respond to uncertainty with hesitation, committee 
behaviour, and deferral. The paradox becomes common: more insight, less motion. 
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Companies can see what must be done, yet cannot execute it fast enough in the 
few places where timing is decisive. 

This is the point at which the unit of advantage must change, because the old unit 
(position/resource) does not include time. Later, we will see that we suggest loops 
to become that unit. But why loops, and not alternative responses? 

When windows compress, four strategic responses are theoretically available: 

• Niche specialisation: Compete in micro-segments too small for fast imitators, 
only works if niches remain defendable, which fails when modularity allows 
challengers to serve niches cheaply 

• Network lock-in: Lock in customers/ecosystems faster than windows close, only 
works if lock-in time < window duration, which fails when windows compress 
faster than network effects compound 

• Regulatory moats: Use legal/political barriers to slow imitators, only works in 
regulated domains and creates fragility to regime change (not generalizable) 

• Serial repositioning: Abandon positions before they erode and jump to new 
ones, only works if repositioning costs < gains from new position, which fails 
when information asymmetry collapses, and imitation accelerates 

Therefore, when windows compress, and imitation accelerates, and modular 
recombination is available, loop-based renewal becomes the dominant strategy 
because it's the only one that produces a non-replicable path-dependent state at 
a cadence faster than windows close. 

 

6. From disruption to disintegration: the inevitable forces and dynamics that create 
new orders 

When disruption meets high governance load, disintegration follows mechanically: 
the durability of advantage shortens, options multiply, and internal coordination 
costs rise until decision latency becomes the binding constraint. Four forces amplify 
this: 
• Regime shifts arrive faster than planning cycles.  
• Winner takes most dynamics +” faster reallocation (network effects, scale via 

learning)  
• Modularity and open standards reduce the value of full stacks. 
• Complexity raises coordination costs, so internal latency becomes both a 

strategic risk and a constraint. 

 
7. What has  “changed” in the world, and what are the new hypotheses/ 

assumptions? 

Porter/RBV/DC do not explicitly use the term “ergodicity”. The claim here is not that 
they are “wrong2, but that many practical implementations of these frameworks 
rely on quasi-stationary conditions, i.e. the assumption regime defined above. In this 
old view, strategy is choosing an attractive arena and defending the position, 
governance is optimised for stability, predictability and compliance, and time is a 
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longer time horizon, where reversibility is assumed often enough to learn by iteration 
(you can endlessly pivot). Whether those conditions are weakening is an empirical 
question; the working hypothesis of The Compounder’s Law is that they are 
weakening enough for a loop-centric, non-ergodic operating model to have a 
comparative advantage. 
From these shifts, we derive three falsifiable hypotheses. If we are right, these should 
be measurable inside real companies within weeks. 

 
• H1 (Window compression): In the target domain, the “half-life” of strategic 

advantages and execution windows is shortening (measurable via time-to-
copy, time-to-price-match, time-to-adoption). 

• H2 (Endogenous dominance): Variation in performance is explained more by 
internal loop latency/health than by static positioning or resource endowment 
(testable with within-industry comparisons). 

• H3 (Readiness constraint): PsyCap/readiness is a binding constraint on decisive-
loop interventions; without it, latency rises, and CAR falls even when the 
strategy is “correct” (testable via pre/post interventions and adoption curves). 

 

8. What does it mean? The deduction: why a new source of advantage must 
emerge, and how The Compounder’s Law is the theory of this new source 

Here is the core deduction that underpins Compounder’s Law. It is intentionally 
simple because the power is in the chain, not in jargon. To illustrate it, let us make a 
simple causality chain: 
• If imitation accelerates and response windows compress in relevant arenas (AI 

and other tech increase speed),  
• Then, “found” advantages, positions, and protected stocks decay faster than 

planning and governance cycles can defend them (non-ergodicity increases).  
• Therefore, the bottleneck becomes internal conversion of signal to action 

(latency) 
• Therefore, latency becomes a first-order value driver 
• Therefore, the durable source of rent shifts towards decisive loops that 

compound state (endogenous locus) 
• Therefore, renewal velocity (LRH) becomes a measurable strategy (the ability to 

refresh what the firm does faster than the environment changes) 
• Therefore, PsyCap becomes priced capital (conditional readiness) 
 

In that order, advantage is increasingly endogenous: it is produced by a small set 
of decisive loops that renew faster than the environment changes. 

Because renewal happens through recurring cycles of sensing, deciding, acting, 
and learning, the unit of analysis must become the loop. Loop renewal is gated by 
decision rights and the willingness to act under uncertainty. In general, latency has 
five potential sources: 

• Information constraints: Signal is genuinely too weak to act (rational delay) 
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• Structural constraints: Approval layers, decision rights, systems 
• Execution reliability constraints: Behavioural discipline deficit (NTN, no talent 

needed behaviours like punctuality, preparedness, loop-closing, 
responsiveness) 

• Incentive constraints: Acting is punished or not rewarded 
• Psychological constraints: Fear, hesitation, risk aversion (PsyCap deficit) 

In any given decisive loop, latency is governed by the binding constraint among 
these five; the intervention priority is to remove the binding constraint, remove it, 
then reassess. 

NTN is the hygiene factor: Without baseline behavioural discipline (showing up 
prepared, closing loops without chase, responding in minutes, not days), even high-
PsyCap teams create chaos, energy without follow-through. With NTN, PsyCap can 
convert readiness into decisive action. 

Our claim: In environments where AI collapses information constraints, governance 
can be redesigned, and incentives can be realigned, latency or internal delay 
becomes the binding constraint and first-order value driver, because it's the one 
that cannot be purchased or reorganised instantly; it must be built. Decisive loops 
and renewal cadence produce advantage, not static positioning. 

Therefore, PsyCap functions as priced capital because it is slow to build and 
cannot be switched on instantly, and because it only converts into kinetic action 
when permission and incentives are designed to allow action in the decisive loops. 

The classic strategy remains true, but increasingly so under changing boundary 
conditions; the differentiator is the compounding engine within the firm.  

In the old order, the firm’s primary problem was allocation (where to play and how 
to defend); in the new order, the primary problem is conversion (how fast the firm 
converts signal into action in the few places that decide outcomes) 

 

9. Why loops: the new unit of analysis  

The core move of The Compounder’s Law is to change the unit of analysis and, 
with it, the locus of scarcity. While the traditional models assumed “stocks” (assets 
and resources) and positions, the Compounder’s Law assumes loops. And this is 
where defensibility increasingly lies: endogenous means the most durable sources 
of advantage are loops that produce gains and are harder to replace because 
they accumulate learning and state each cycle.  

This is not a denial of RBV isolating mechanisms; it is a relocation. The isolation 
mechanism is no longer a protected stock; it is the accumulated state of a 
compound process (data, models, learning, renewal, speed) that cannot be 
reproduced without replaying the full path. Positions/resources are snapshots; loops 
contain time and causality. 

 
Why path-dependent states resist replication 
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The claim that the accumulated loop state "cannot be reproduced without 
replaying the full path" requires explicit defence. After all, if a competitor can 
observe your outputs, reverse-engineer your process, and skip your early errors, 
what prevents them from compressing your 1,000 learning cycles into 100? 
Path-dependent compounding is defensible when the accumulated state contains 
elements that cannot be observed from outputs, codified in documentation, or 
compressed in time. Four mechanisms create this irrepeatability: 
 
• Tacit knowledge accumulation: Much of what makes a loop effective is 

embodied in people, teams, and organisational routines. It cannot be 
extracted by observing outcomes. A competitor can see that your supply chain 
responds faster or your product development hits targets more reliably. Still, the 
micro-decisions, judgment calls, interpersonal trust, and situational pattern 
recognition that produce those outcomes are invisible from outside. Even if 
individuals are hired away, the collective tacit state doesn't transfer intact. 

• Network-specific co-evolution: Each loop cycle creates unique relationships 
with specific customers, suppliers, partners, and ecosystem participants. These 
relationships are path-dependent: they were built through repeated 
interaction, trust formation, and mutual adaptation. A new entrant faces a 
different set of actors and a different trust baseline. They cannot "copy" the 
relational capital embedded in 1,000 cycles of interaction, because those 
specific interactions are historically unique and cannot be re-created with 
different participants. 

• Co-evolutionary adaptation with environment: As a loop iterates, it doesn't just 
improve in isolation, it adapts to its specific environment, and the environment 
adapts to it. Customer expectations, supplier processes, regulatory relationships, 
and market structures all co-evolve with the firm's loops. An imitator enters a 
different environment, one shaped by the incumbent's presence. The process 
state that worked for the incumbent may not work for the imitator, because the 
environmental context has changed. 

• Temporally irreducible processes: Some processes have learning curves, trust-
building requirements, biological timescales, or regulatory approval sequences 
that cannot be compressed. You cannot compress 1,000 days of customer 
relationship building, fermentation processes, clinical trials, or cultural trust 
formation into 100 days by adding resources. The calendar time itself is a 
production input. When loops depend on such processes, the accumulated 
state reflects real elapsed time, not just iteration count, making replication 
structurally slower than the original path. 

 
These four mechanisms interact: a competitor might overcome one (e.g., hire 
away tacit knowledge holders) but still face the others (network specificity, 
environmental mismatch, temporal irreducibility). Together, they create a 
compounding moat: each cycle adds a state that is harder to replicate than the 
previous cycle's state, because the accumulated complexity and context-
specificity grow non-linearly. 
 
The boundary condition: This defensibility is strongest in domains with high tacit 
knowledge intensity, network specificity, co-evolutionary dynamics, and temporal 
irreducibility. It is weakest in domains where processes are fully codifiable (software 
algorithms), parallelizable (manufacturing with off-the-shelf equipment), and 
context-independent (commodity production). Therefore, the Compounder's Law 
applies most forcefully in knowledge-intensive, relationship-heavy, and temporally-
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constrained domains, which, notably, describes an increasing share of economic 
activity. 
 
Testable implication: If a path-dependent state is genuinely defensible, we should 
observe that: 
• Fast followers underperform expectations: Imitators who "skip steps" should 

struggle more than predicted by their resource advantages 
• Acquisition premiums reflect hidden state: M&A buyers should pay more for 

firms with longer loop histories, controlling for tangible assets. 
• Capability transfer fails predictably: Best practices that work in one context 

should fail when transplanted to firms with different loop histories. 
 
This is not mysticism. It is a claim about information and time as structural constraints 
on replication. If we are wrong, if accumulated loop state can be efficiently 
copied, the framework loses its explanatory power. That is precisely what makes it 
falsifiable. 

Once non-ergodicity becomes relevant over business horizons, static snapshots are 
insufficient. Positions and resources are states; they do not contain time, sequence, 
feedback, learning, or irreversibility. Yet those are exactly the elements that 
determine outcomes when windows compress. 

A loop is the smallest observable unit in an organisation that contains the full causal 
chain of value creation over time: input → decision → action → outcome → 
learning → next action. It contains causality, time, learning, value creation, and 
failure modes. An org chart does not. A KPI does not. A “capability” is too fuzzy 
unless anchored in where it actually runs. 

This is why the firm is best understood as a portfolio of loops. Firms do not run one 
cycle; they run many. In power-law environments, a small number of loops 
dominate outcomes at any point in time. Those are the decisive loops, and they 
should be classified via an evidence gate with an explicit grade. Everything else is 
maintenance. Decisive loops emerge from a few structural mechanisms: 

• Compounding amplification: Loops that produce gains each cycle grow 
exponentially relative to loops that don't (Matthew effect) 

• Resource constraint: Attention, capital, and talent are scarce; organisations 
implicitly or explicitly concentrate them in a few loops, the challenge is allocate 
resources to the decisive loops 

• Causal precedence (path-dependency): Some loops are upstream of others 
(e.g., the 'talent acquisition loop' determines the quality of all other loops); 
upstream loops have a multiplicative impact 

Under non-ergodic conditions, these mechanisms produce decisiveness: even if 
loops start equally important, compounding, resource concentration, and causal 
hierarchy drive preferential attachment, creating power-law distributions in which 
3-5 loops dominate outcomes. 
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The executive job, therefore, shifts from managing the whole to identifying which 
loops are decisive at the moment and reallocating attention and resources 
accordingly, a claim we treat as testable. 

In this new view, strategy is about building and renewing decisive loops faster than 
the environment shifts. The governance is about reducing latency, preserving 
agency, and preventing entropy. And time is seen as windows that close, 
outcomes that compound, irreversibility, and path-dependency that dominate. 

 

10. Organisational drift (entropy) without pseudo-physics 

The claim that “entropy is the normal state” is not a physics metaphor in disguise. It 
is an operational observation: absent deliberate renewal, loops drift. Assumptions 
become stale. Coordination costs rise. Routines harden. Responsiveness decays. 
This is what complex human systems do when they repeat yesterday’s patterns 
under today’s conditions. Examples include meeting load growth, added approval 
layers, and spiking exception handling. Operationally, drift lengthens LRH before it 
shows up in financials. 

In a non-ergodic environment, drift is costly because it interacts with compressed 
windows. A stale loop is not merely inefficient; it is blind. It misses regime shifts or 
sees them too late. That is why “Age” in A.G.E.R.E. is not chronological time; it is 
staleness relative to the environment. 

 

11. Latency as a first-order value driver 

Internal latency is the time gap from signal detection to the first irreversible action 
inside a loop (and its propagation to adoption). When windows compress, the gap 
between sensing and acting becomes decisive. In the old order, latency was an 
annoyance; in the new order, latency behaves like a tax on enterprise value. 

A delay does not merely shift results to the right. It reduces time-in-loop over which 
gains can accumulate, and it increases the chance that a window closes before 
action lands. A correct decision made too late becomes wrong in effect. This is 
why the “execution freeze”,  the weeks lost between recognising a signal and 
taking a committed action, often explains more of the performance variance than 
the content of the strategy. 

Not all speed matters. Speed in decisive loops matters. Latency is the mechanism 
by which time kills compounding. 

 

12. Renewal velocity and LRH: turning adaptation into a measurable rate 

In practice, latency determines renewal velocity. If loops are the unit of 
advantage, then renewal velocity is the governor variable. We operationalise 
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renewal velocity as LRH, the loop refresh half-life. Operationally, LRH is the time-to-
sustained behaviour change at scale (define the behaviour unit, adoption 
threshold, sustain window, and report dispersion/quality. 

Call it time-to-adoption, refresh cadence, or learning half-life. The name is 
secondary; the point is measurable. If your competitor refreshes decisive loops 
faster than you do, they capture more learning cycles, adapt earlier, and 
compound advantage. You cannot “plan” your way out of a disadvantage in a 
refresh. 

Velocity is not the only lever. The other is Gain: what the loop produces per cycle, 
split into Yield (today’s value) and Uplift (structural learning that persists). High 
speed with low uplift is churn; compounding requires both renewal velocity and 
persistent uplift. 

 

13. PsyCap as priced capital: the internal hurdle rate for action 

Most organisations treat “people” as a soft factor and culture as a slogan. 
Compounder’s Law treats readiness as capital. Money has a hurdle rate. Action 
has a hurdle rate, too. When readiness is scarce, the organisation’s internal interest 
rate rises: hesitation increases, escalation slows, risk aversion hardens, and decisive 
moves fail to clear the hurdle. 

PsyCap is not well-being. It is the conversion capacity under uncertainty. 
It is conditional: governance and loop design determine whether PsyCap turns into 
action. 

PsyCap requires execution infrastructure to convert into velocity. Before PsyCap 
can reduce latency, the organisation must have a baseline level of behavioural 
discipline, which we call NTN (No Talent Needed). These are behaviours that 
require no special talent but drive disproportionate impact on loop velocity: 
punctuality (show up ready, work done beforehand), responsiveness (minutes, not 
days), loop-closing (follow through without chase escalation), and preparedness 
(read the briefing, know the context). NTN is the hygiene factor: Its absence 
creates friction (delays, rework, dropped signals); its presence doesn't motivate 
peak performance, but it removes impediments that would otherwise dissipate 
PsyCap into chaos. Think of it as conversion infrastructure: PsyCap is the readiness 
to act; NTN is the reliability that converts readiness into consistent execution. 
Without NTN, high-PsyCap teams generate heroic chaos (lots of energy, zero follow-
through). With NTN, PsyCap collapses latency in decisive loops (readiness meets 
discipline). 

PsyCap (hope, efficacy, resilience, optimism) is the canonical label for this 
readiness capital. But in executive language, it is execution readiness under 
uncertainty: the capacity to act when the signal is incomplete, and the stakes are 
high. 
 
PsyCap is a first-order constraint because it governs the psychological component 
of latency: hesitation under uncertainty. Governance/decision rights govern the 
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structural component: permission and escalation paths. Incentives govern the 
economic component: whether action is punished or rewarded. 
 
Latency collapses only when these three constraints are aligned in the decisive 
loops, not because PsyCap is secondary, but because permission without readiness 
still produces hesitation, and readiness without permission becomes theatre. This is 
not a demotion of PsyCap; it is a claim of complementarity. Decision rights without 
PsyCap still produce hesitation at the one-way door. PsyCap without decision rights 
turns into frustration and performative motion. Only when permission (governance), 
payoff (incentives), and readiness (PsyCap) are aligned in the decisive loops does 
hesitation collapse, and that is what collapses latency. And all three require 
execution infrastructure (NTN) to convert into velocity: without baseline behavioural 
discipline, even aligned permission, incentives, and readiness dissipate into heroic 
chaos rather than decisive action. 

In the new paradigm, PsyCap is a priced input to renewal velocity and therefore to 
compounded advantage. It is the capital that buys down hesitation, and 
therefore, latency. 

 

14. A.G.E.R.E. as an instrument panel (from concept to control system) 

Once you accept loops, latency, renewal velocity, and readiness, you need a 
control panel, not more lagging KPIs. A.G.E.R.E. is that panel. It measures Age 
(staleness), Gain (yield plus uplift), Energy/readiness (PsyCap), Renewal velocity 
(LRH), and links them to enterprise value as the lagging scoreboard. 

The purpose is not to replace financial metrics. It is to measure the dynamics that 
cause financial metrics, early enough to act. It is a grammar for diagnosing which 
loops are decisive, where internal delay accumulates, how quickly renewal 
happens, and whether readiness is sufficient to execute before the window closes. 

From this grammar, you can derive board-ready metrics such as CAR 
(compounded advantage rate; reported as a range with confidence and drivers) 
and CVI (corporate vitality; a state proxy for vitality/age) in an internally consistent, 
operationally measurable way. 

 

15. Why this is a paradigm shift (not an update) 

A paradigm shift is not a new slogan. It is a change in the underlying assumptions 
that makes old tools insufficient as defaults. The old order optimised for stability: 
positions, defendable stocks, planning cycles, governance designed for legibility. 
The emerging order is optimised for non-ergodicity: faster regime shifts, decisive 
windows, higher variance, and irreversible misses. Scarcity relocates from 
exogenous positions to endogenous renewal capacity. 
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Governance becomes the discipline of compressing internal delay, accelerating 
loop refresh, and injecting readiness capital where it matters. Classic strategy 
remains a boundary condition; the differentiator is the internal compounding 
engine. 

 

16. Practical implications: toward an early warning system 

If the hypothesis is true, the practical implication is not another framework. It is a 
different management instrument. Traditional dashboards are rear-view mirrors; 
they report outcomes after decisive windows have passed. The needed system is 
an early-warning discipline that detects where delay and drift are forming, which 
decisive loops are “heating”, and how close the organisation is to missing an 
irreversible window. This is signal sensitivity, operationalised by a variance/heat 
sensor that detects when a loop shifts from ordinary to decisive before lagging KPIs 
turn. 

This is why Compounder’s Law naturally leads to an Early Warning System, not as 
technology hype, but as a governance necessity. Signals are weak, language is 
messy, and the firm is complex. A continuous sensing layer, powered by modern AI, 
can translate executive language into canonical loop diagnostics and play back 
interventions in executive terms, without forcing leaders to speak the canon 
vocabulary. 

Even before full automation, the management change is immediate: identify 
decisive loops, measure internal delay and refresh cadence, treat readiness as 
priced capital, and reallocate attention to compress latency where it matters. 
Without decision rights in decisive loops, an early warning system becomes a rear-
view mirror with better resolution. 

 

17. Falsifiability: how to keep the hypothesis honest 

Because this is a deduction rather than a fully validated empirical field, it must be 
falsifiable. The hypothesis can be tested. 

If faster renewal velocity and lower internal delay in decisive loops do not predict 
superior window capture and enterprise value drivers within industries, the theory 
loses explanatory power. If decisiveness is not power-law distributed and no small 
set of loops dominates outcomes, the portfolio logic fails. If readiness interventions 
do not change observable delays and adoption behaviour, then PsyCap is not 
causal, as claimed. 

Compounder’s Law is therefore a claim about mechanisms: where advantage 
comes from, what constrains it, and what must be measured to govern it. The 
burden lies in testing it in practice. 
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Closing: the CEO’s job in the new order (Chief Entropy Officer) 

The agentic world is not the argumentative foundation; it is the catalyst that makes 
the hidden assumptions visible. The deeper claim is that even before agentic AI, 
many advantages were already loop-like (learning curves, customer retention 
feedback, process yield improvement, reputation, etc.). What changed is the 
pace: AI and synthetic biology compress cycle times, expand observability, and 
lower replication costs for superficial layers, thereby shifting the locus of defensibility 
toward compound, path-dependent states. In that environment, the durable 
source of rent is a small set of decisive feedback loops that generate gain each 
cycle and accumulate path-dependent state that competitors cannot copy 
without living the same history. 

Therefore, the manager's job shifts away from defending positions and towards 
engineering faster loop refreshes in those decisive loops. Because running loops 
under uncertainty, Psychological Capital becomes a conditional fuel that lowers 
latency and hesitation, reduces internal delay, and increases renewal velocity, 
ultimately raising the compounded advantage rate that should translate into 
enterprise value. 

The CEO's job shifts from primarily architect of position to primarily architect of 
renewal in domains where: 

• Window compression is faster than governance cycles 
• Imitation costs are low 
• Modular recombination is available 
• Network effects are weak or slow 

In domains where these conditions don't hold (e.g., regulated monopolies, natural 
resource extraction, slow-cycle luxury goods), positional strategy may remain 
primary. The claim is not that loops always dominate positions, but that they 
dominate in the growing set of domains where the old assumption regime has 
weakened. And in these circumstances, the non-delegable task is to identify which 
loops are decisive now, compress internal delay in those loops, accelerate refresh 
cadence, and ensure the organisation has the readiness capital to act before 
windows close. 

You cannot average your way out of a missed window. You can only build an 
operating system that makes windows visible, keeps decisive loops young, and 
converts signals into action fast enough to capture the moment. That is the 
promise, and the discipline, of Compounder’s Law. 
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What we do: Our solutions / The instruments 

We are not just writers. We are mechanics. We are operators. 

For select organisations, we intervene manually to break the chain of decay. We identify the decisive 
loops suffocating under bureaucracy and inject the readiness to restart them. But manual 
intervention is surgery. To survive in a non-ergodic world, you do not need a surgeon on retainer; you 
need a new nervous system. 

That is why we are building The CompounderOS. 

This is not a consulting tool. It is an automated, always-on sensor array that ingests the raw physics of 
your business. It connects to your digital exhaust, your email, Slack, calendar, and ERP, and fuses it 
with external market volatility signals. 

It ignores your KPIs. Instead, it hunts for State Changes. 

It triangulates the million-dollar signal that no human eye can catch: the exact moment a specific 
loop shifts from "Ordinary" to "Decisive." It detects external tremors (a competitor moves, a rate hike) 
and cross-references them with your internal friction (a spike in meeting density, a lag in decision 
speed). 

It gives you the one capability that separates the dead from the living: Pre-Cognition. 

It tells you: "The pricing loop is heating up. External volatility is high. Internal latency is spiking. This is a 
Decisive Loop. Intervene now." 

We are moving the discipline of renewal from an art form to a physical instrument. We are building 
the seismograph for the corporate soul. 

The era of managing by blind averages is over. We are engineering the sight to replace it. 
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In ~10 days, we can identify your 3–5 decisive loops, baseline internal delay and time-to-adoption, and show precisely 
where “lost weeks” are leaking from enterprise value in a board-ready action map. 

To find out more about “The Compounder’s Law”: Böhi, Daniel and Shenhav, Raanan (2025): Compounder’s Law: 
Engineering Competitive Advantage with Endogenous Loops and Psychological Capital; 
https://www.researchgate.net/publication/395442105_Practitioner_Manuscript. 

 

 

 

 

 

 

 

 

 

 

 

 

Get in touch! 
To sign up for the “Loophole Letters” or if you would like to discuss a specific topic in 

greater depth, please get in touch with Dr. Daniel M. Böhi or Raanan Shenhav: 
info@pond29.com 

 

 
Disclaimer: Text edited and corrected by Claude. Image generated by Claude. 


