
Scandals, Corruption, and Controversies of Network States 
I. Executive Summary 

The concept of the Network State, as proposed by Balaji Srinivasan, envisions the 
creation of new societal structures built upon highly aligned online communities 
capable of collective action, ultimately aiming to crowdfund territory and achieve 
diplomatic recognition. This report delves into the inherent and realized scandals, 
corruption, and controversies associated with this model. While the Network State 
promises innovation in governance and empowers individuals through decentralized 
networks, its theoretical underpinnings and practical implementations have faced 
significant criticism. Concerns range from the potential for societal fragmentation and 
neocolonialist land acquisition to governance challenges that could foster corruption 
and instability. Case studies like Próspera in Honduras and the Zuzalu pop-up city in 
Montenegro illustrate the complexities and controversies that arise when attempting 
to translate the Network State vision into reality. Ultimately, this analysis indicates that 
while the Network State offers an intriguing alternative to traditional governance, it 
carries substantial risks related to ethics, legality, and practical implementation, 
necessitating careful scrutiny of its potential pitfalls. 

II. Introduction: Understanding the Network State 

The Network State, as defined by Balaji Srinivasan, is fundamentally "a highly aligned 
online community with a capacity for collective action that crowdfunds territory 
around the world and eventually gains diplomatic recognition from pre-existing 
states" 1. This concept prioritizes a digital-first approach, where the internet serves as 
the primary network for organization and governance 5. The core components of a 
Network State include a highly aligned online community driven by a "moral 
innovation," fostering a sense of national consciousness under a recognized founder, 
exhibiting a capacity for collective action with in-person civility, utilizing an integrated 
cryptocurrency, and establishing a consensual government limited by a social smart 
contract, all culminating in an archipelago of crowdfunded physical territories 2. This 
vision draws an analogy to decentralized currencies like Bitcoin, suggesting a 
decentralized country operating on similar principles of distributed participation and 
consensus 6. Srinivasan outlines seven steps for forming a Network State: founding a 
startup society, organizing for collective action, building trust offline and establishing 
a crypto economy online, crowdfunding physical nodes, digitally connecting these 
physical communities, maintaining an on-chain census to track growth, and ultimately 
achieving diplomatic recognition 1. 



Balaji Srinivasan's vision for the Network State emerges as a response to perceived 
undesirable shifts in the socioeconomic and political landscape, leveraging 
technological advancements, particularly blockchain, to empower individuals 1. He 
argues for the potential of decentralized networks to redefine governance, offering 
greater efficiency, innovation, and individual empowerment 7. Srinivasan describes the 
Network State as a "voluntary, opt-in, non-territorial, and non-coercive" entity, 
operating based on rules and norms agreed upon by its members, potentially 
disrupting traditional forms of governance and fostering new avenues for cooperation 
8. 

The inherent ambition of a Network State to achieve "diplomatic recognition" from 
existing states presents a direct challenge to the established global order. The current 
international system is predicated on the sovereignty of recognized nation-states. An 
emerging entity seeking similar recognition, especially one formed through 
unconventional means rather than traditional state-building processes, is likely to 
encounter significant resistance and skepticism from the existing international 
community. Furthermore, the emphasis on a "recognized founder" and a specific 
"moral innovation" introduces the potential for the development of cult-like dynamics 
within these communities. Centralized leadership, even within a voluntary association, 
carries the inherent risk of the founder's vision solidifying into dogma, potentially 
suppressing dissenting voices and leading to internal scandals and accusations of 
authoritarianism. These initial observations highlight potential areas of controversy 
that warrant deeper exploration. 

III. Conceptual Controversies and Criticisms 

Balaji Srinivasan's ideology is significantly centered on the concept of "exitocracy," 
advocating for individuals and communities to "exit" from existing systems that they 
deem undesirable 9. Critics argue that this philosophy encourages societal 
fragmentation, where like-minded groups retreat into their own enclaves, potentially 
undermining the necessary collective action required to address challenges within 
existing nation-states 9. The ability to "exit" is not universally accessible; individuals 
with greater financial resources and technological literacy are more likely to 
participate in network states, potentially leaving behind those less privileged and 
exacerbating existing societal inequalities. The prioritization of "exit" over 
engagement with and reform of existing systems can be perceived as a form of 
societal abandonment, particularly by those who lack the means to participate in 
these new digital nations. 

The Network State concept also draws heavily from libertarian principles, exhibiting a 



deep distrust of governmental regulation, welfare programs, and public goods 9. This 
inherent anti-government stance can lead to significant conflicts with established 
regulatory frameworks within existing nation-states. Governments implement legal 
and regulatory systems for various reasons, including public safety, environmental 
protection, and social welfare. A movement fundamentally opposed to these systems 
may be viewed as attempting to evade societal responsibilities and is likely to face 
legal challenges and public criticism. 

A significant point of controversy surrounds the Network State's approach to land 
acquisition. To establish a tangible presence and exert influence, network states 
would require substantial capital to crowdfund territory, potentially leading them to 
purchase land in poorer, previously colonized countries 10. This raises concerns about 
neocolonialism, where wealthy, digitally-native communities could effectively create 
deregulated micronations, akin to free trade zones but potentially more insular and 
ideologically driven, potentially exploiting vulnerable nations for their own benefit 10. 
The act of affluent, technologically advanced communities acquiring land and 
establishing their own rules in less developed nations could be interpreted as a 
modern form of colonialism, sparking ethical and political controversies on a global 
scale. 

Furthermore, the Network State model often treats land as a form of "techno-capital," 
seemingly detached from its physical reality and the intricate socio-cultural practices 
of those who inhabit it 10. This purely economic perspective overlooks the deep 
historical, cultural, and spiritual ties that communities often have with their land. 
Disregarding these aspects in the pursuit of establishing network state territories 
could lead to the violation of indigenous rights, environmental degradation, and 
conflicts with local communities, potentially igniting significant controversies and 
resistance. 

The emphasis on a single core "moral innovation" or "One Commandment" as the 
ideological foundation of a network state, coupled with the concept of a 
"founder-king" wielding considerable authority, raises concerns about authoritarian 
potential 9. While framed as a voluntary association where individuals can "fork" or exit 
if they disagree, the strong central authority and singular ideological focus can lead to 
an environment where dissenting opinions are suppressed, and deviation from the 
established norm is not tolerated, potentially leading to internal scandals and 
accusations of authoritarianism within these nascent states. 

IV. Governance and Implementation Challenges: Potential for Scandal and 



Corruption 

The decentralized nature of Network States presents significant governance and 
implementation challenges, potentially creating environments ripe for scandal and 
corruption. A lack of clearly defined governance mechanisms and enforcement 
procedures complicates accountability and oversight 8. Questions remain about how 
rules and norms would be effectively enforced within a non-territorial entity whose 
members are geographically dispersed. The absence of traditional governance 
structures, such as independent judiciaries and established law enforcement 
agencies, with their inherent checks and balances, could create loopholes for corrupt 
practices and make it difficult to address internal disputes or scandals effectively. 

Scaling these online communities into functioning entities with a tangible real-world 
presence poses another substantial hurdle 7. Furthermore, navigating the complex 
web of legal and regulatory considerations across numerous different jurisdictions 
where members and physical nodes might reside presents a formidable challenge 8. 
The practical difficulties of scaling and ensuring compliance with diverse international 
regulations could lead to legal battles, financial mismanagement, and potential 
scandals related to non-compliance or unsustainable growth. 

The heavy reliance on technology, particularly blockchain and cryptocurrencies, while 
offering certain advantages like transparency through distributed ledgers, also 
introduces vulnerabilities and potential for misuse 7. Cryptocurrencies, while forming 
the backbone of the proposed network state economies, have been associated with 
illicit activities and are subject to volatility 14. Risks related to the security, scalability, 
and interoperability of the underlying technical infrastructure also remain significant 
concerns 8. Over-reliance on nascent and potentially immature technologies without 
robust safeguards could lead to security breaches, hacks, and financial scandals, 
severely eroding trust within the network state community. 

Achieving legitimacy and diplomatic recognition from existing nation-states 
represents a fundamental challenge for the Network State model 8. The lack of a 
contiguous physical territory and traditional formal governance systems makes it 
difficult for these entities to be recognized under current international law. Moreover, 
existing nation-states are likely to resist the emergence of new sovereign entities, 
particularly those formed outside traditional means, as they may be perceived as a 
threat to their own sovereignty and territorial integrity 14. The struggle for legitimacy 
could potentially lead network states to adopt controversial tactics or engage in 
actions that are viewed as operating outside established international norms. 



V. Case Studies in Controversy: Próspera and Zuzalu 

Examining real-world attempts to implement aspects of the Network State concept 
reveals the inherent controversies and challenges. Próspera, located in Honduras, is a 
charter city operating under a distinct fiscal, legal, and regulatory framework, aiming 
to foster a business-friendly environment 17. However, this initiative has been plagued 
by controversy. The Honduran government ultimately repealed the law that enabled 
the creation of ZEDEs (Zones for Employment and Economic Development), including 
Próspera, citing their unpopularity and the perceived threat they posed to national 
sovereignty 18. Critics have accused ZEDEs like Próspera of undermining national 
sovereignty and creating opportunities for corruption and other illegal activities 18. In 
response to the repeal, Honduras Próspera, a U.S.-based company, launched a 
lawsuit against the Honduran government, seeking nearly $11 billion in damages, 
further fueling the controversy 11. The project has been viewed by some as a 
"corporate paradise" potentially leading to exploitation and operating outside the 
democratic will of the Honduran people 20. The Próspera case vividly illustrates the 
significant challenges and controversies that arise when attempting to establish 
autonomous zones with substantial autonomy within existing nation-states, 
particularly concerning issues of sovereignty, legality, and the potential for corruption. 

Zuzalu, a two-month "pop-up city" in Montenegro initiated by Vitalik Buterin, serves as 
another interesting case study 6. This experiment aimed to foster communal living and 
explore new models of governance among individuals from the crypto and technology 
sectors 23. While seemingly less contentious than Próspera, Zuzalu also encountered 
its share of controversy. Vitalik Buterin himself acknowledged governance and 
membership as significant challenges that needed to be addressed for the concept to 
be truly workable 26. Furthermore, a controversy erupted surrounding a letter allegedly 
sent by Do Kwon, the founder of Terra, who was facing legal issues in Montenegro, 
implicating a leading Montenegrin political candidate in a "financial and business 
relationship" 27. This incident raised concerns about the influence of the crypto 
community, from which Zuzalu drew many of its participants, on national politics, 
demonstrating how even experimental communities can become entangled in 
real-world political scandals and controversies. 

 

 

 



 

Table 1: Comparison of Governance Models 

| Characteristic | Nation-State | City-State | Network State | 
| :--- | :--- |:--- | :--- | | Territory | Defined, contiguous geographic area | Independent city 
serving as center of political, economic, and cultural life over contiguous territory | 
Geographically dispersed archipelago of crowdfunded territories, primarily digital presence | | 
Primary Mode of Organization | Hierarchical, centralized government | Independent sovereign 
city with its own government | Decentralized network of individuals and online communities | | 
Source of Legitimacy | Claim to sovereignty over a population within a territory, often through 
historical, legal, or democratic processes | Sovereignty over a defined territory and 
population, often historically established | Consent of participants, based on shared values 
and "moral innovation" | | Key Technologies | Traditional infrastructure, bureaucracy, military | 
Traditional infrastructure, local administration | Blockchain, cryptocurrency, smart contracts, 
internet-based communication platforms | | Potential for Centralization | High | High | 
Potentially high around the "founder" and core ideology | | Typical Challenges | Bureaucracy, 
internal dissent, territorial disputes, maintaining social cohesion across diverse populations | 
Limited geographic scope, vulnerability to larger states, economic dependence | Achieving 
diplomatic recognition, governance without physical borders, potential for internal 
fragmentation, risk of technological vulnerabilities and misuse | 
 

 

 

 

 

 

 

 

 

 

 



Table 2: Case Study Summary: Próspera and Zuzal 

Name of 
Initiative 

Location Key Goals Major 
Scandals/C
ontroversie
s 

Current 
Status 

Key 
Takeaways 
Regarding 
Network 
State 
Concepts 

Próspera Roatán, 
Honduras 

Create a 
business-frie
ndly 
environment 
with its own 
legal and 
fiscal 
framework 

Repeal of 
the ZEDE law 
by Honduran 
government, 
accusations 
of 
undermining 
sovereignty 
and 
corruption, 
lawsuit by 
Próspera 
against 
Honduras for 
$11 billion 

Ongoing 
legal battle, 
future 
uncertain 

Highlights 
the tension 
between 
network 
state-like 
entities and 
national 
sovereignty, 
as well as 
the risks of 
corruption 
and 
exploitation 

Zuzalu Montenegro Experiment 
in communal 
living, 
exploring 
new 
governance 
models 
among 
crypto and 
tech 
enthusiasts 

Governance 
and 
membership 
challenges 
identified by 
Vitalik 
Buterin, 
controversy 
surrounding 
Do Kwon's 
letter 
implicating a 
Montenegrin 
politician 

Completed 
its initial 
two-month 
run in 2023, 
potential for 
future 
iterations 

Demonstrate
s the 
difficulty of 
isolating 
network 
state 
concepts 
from existing 
political 
structures 
and the 
potential for 
association 
with 
controversial 
figures 

 

 



VI. Vulnerabilities to Corruption in Decentralized Governance 

While Network States often advocate for decentralized governance models, such as 
Decentralized Autonomous Organizations (DAOs), these structures are not immune to 
the risks of corruption. DAOs, while promoting transparency through blockchain 
technology, can still be vulnerable to manipulation by individuals or groups holding 
significant amounts of governance tokens 7. "Spamming" or "draining" attacks can 
overwhelm the system, and vested interests can potentially capture decision-making 
processes 29. The lack of traditional accountability structures, inherent in the 
decentralized nature, can also make it challenging to effectively identify and address 
instances of corruption within these systems 8. The relative novelty of DAO 
governance means that established best practices for preventing and mitigating 
corruption are still in their nascent stages, creating a period of potentially heightened 
risk. 

More broadly, corruption poses a significant threat to any governance model, as it 
weakens institutions, erodes public trust, and undermines the rule of law 30. In the 
context of decentralized systems, the distribution of power, while intended to prevent 
the concentration of authority, can sometimes lead to a diffusion of responsibility and 
a reduced willingness among participants to actively monitor and report corrupt 
activities 31. While decentralization aims to distribute power and decision-making, it 
does not inherently eliminate the human element and the potential for individuals or 
groups to exploit the system for personal gain. 

Startup societies, which form the initial stage of a Network State, may be particularly 
vulnerable to corruption. These nascent organizations often lack well-established 
ethical standards, robust compliance procedures, and effective mechanisms for 
oversight 32. The rapid growth and intense focus on community building and resource 
mobilization during the early stages can sometimes overshadow the importance of 
developing mature institutional frameworks to prevent financial irregularities and the 
abuse of power 8. This lack of established norms and oversight can create 
opportunities for individuals or small groups to engage in corrupt practices that may 
go undetected or unaddressed in the initial phases of development. 

VII. Potential Conflicts and Instability Arising from Network States 

The formation and growth of Network States can potentially lead to various forms of 
conflict and instability, both internally and in their interactions with the existing world 
order. Internally, the diverse membership of a network state, potentially drawn from 
across the globe and united by a specific "moral innovation," may still harbor differing 



values, goals, and expectations, which can lead to friction and disagreements 8. 
Disagreements over fundamental issues such as governance structures, the allocation 
of resources, and the interpretation of the core ideology are likely to arise and could 
potentially destabilize the network state entity 8. The emphasis on creating "highly 
aligned" communities might prove difficult to sustain as these entities grow and 
attract a broader range of individuals, potentially leading to internal divisions and 
conflicts that could threaten their cohesion and stability. 

Conflicts with existing nation-states are almost inevitable given the Network State's 
ambition for autonomy and eventual diplomatic recognition. These new entities 
directly challenge the sovereignty and territorial integrity of established nations 14. 
Disputes over legal jurisdiction, taxation, and the application of regulations are highly 
probable 8. Authoritarian regimes, in particular, are likely to view network states, 
especially those advocating for decentralized governance and individual freedoms, as 
direct threats to their control and may actively seek to suppress their development 15. 
The inherent conflict of interest between emerging network states seeking autonomy 
and established nation-states safeguarding their power and authority could lead to 
political, economic, and even physical confrontations. 

Network States, being primarily digital communities, are also susceptible to the 
phenomenon of "network pollution" and other negative network effects 37. As the 
number of participants grows, the quality of the network experience can decline due 
to an overwhelming amount of information, the increased presence of bad actors, and 
the spread of misinformation and potentially harmful content 38. The open and 
decentralized nature that is a core tenet of many network state proposals can also 
make them vulnerable to the same problems that plague existing online platforms, 
such as the erosion of trust due to the proliferation of low-quality or malicious 
content. 

Finally, the technical infrastructure that underpins Network States is not immune to 
instability and conflict. The reliance on complex digital systems introduces inherent 
vulnerabilities to cyberattacks, technical failures, and unforeseen operational issues 8. 
Issues such as IP address conflicts and network "flapping," where network interfaces 
repeatedly transition between up and down states, can disrupt operations and lead to 
instability within the network state's digital infrastructure 41. The technical foundations, 
while crucial for the existence of a network state, are not infallible and could become 
significant sources of instability and conflict, particularly if critical infrastructure fails 
or is compromised by malicious actors. 

VIII. Impact on Existing Nation-States and International Relations: Sources of 



Controversy 

The rise of Network States presents a fundamental challenge to the traditional 
nation-state model that has dominated global politics for centuries 1. By offering an 
alternative form of governance based on shared values and digital connectivity rather 
than physical geography, network states could potentially lead to a gradual erosion of 
the nation-state's dominance. Individuals might increasingly choose to affiliate with 
and even adopt the "cyber-citizenship" of network states that better align with their 
personal beliefs and values 14. Should network states prove successful in providing 
desired services and fostering strong, resilient communities, they could attract 
individuals and resources away from traditional nation-states, leading to significant 
geopolitical shifts and controversies as the established world order is questioned and 
potentially reshaped. 

The emergence of non-territorial sovereign entities like Network States also poses a 
significant challenge to the existing framework of international law and diplomacy 1. 
Current international law is largely predicated on the concept of territorial sovereignty, 
with defined geographic boundaries serving as a fundamental criterion for statehood. 
Network states, by their very nature, are geographically dispersed and lack a 
contiguous territory, making it difficult to apply existing international laws and treaties 
to them 8. This mismatch between the traditional legal framework and the novel 
structure of network states creates legal ambiguities and potential conflicts in 
international relations. New legal frameworks and diplomatic protocols may be 
required to recognize and effectively interact with these non-territorial sovereign 
entities on the global stage. 

Furthermore, Network States have the potential to become new actors in the arena of 
international politics, forming alliances or rivalries with other network states and 
traditional nation-states 41. While the focus on shared values could foster 
opportunities for cross-border collaboration on common goals 8, the existence of 
multiple network states with potentially competing ideologies or interests could also 
lead to new forms of international conflict. The addition of these non-territorial actors 
could significantly complicate the landscape of international relations, introducing 
new dynamics of power, influence, and conflict that existing diplomatic structures may 
not be fully equipped to handle. 

IX. Conclusion: Navigating the Scandals, Corruption, and Controversies of 
Network States 

The analysis reveals that the Network State concept, while theoretically innovative, is 



fraught with potential scandals, risks of corruption, and numerous controversies. 
Instances like the Honduran government's forceful opposition to Próspera and the 
entanglement of Zuzalu in Montenegrin politics serve as stark reminders of the 
practical challenges and negative consequences that can arise when attempting to 
implement these ideas in the real world. The inherent vulnerabilities of decentralized 
governance models, particularly in their early stages, to corruption and manipulation 
further underscore the need for caution. 

While the Network State offers the allure of greater individual autonomy and the 
potential for more aligned communities, the report highlights significant risks 
associated with societal fragmentation, neocolonialist tendencies, and the potential 
for authoritarianism within these structures. The lack of established governance 
mechanisms, the complexities of scaling and navigating international regulations, and 
the reliance on potentially vulnerable technologies all contribute to an environment 
where scandals and instability can readily emerge. 

The rise of Network States challenges the very foundations of the traditional 
nation-state system and necessitates a re-evaluation of international law and 
diplomatic practices. As this concept continues to evolve, careful consideration must 
be given to the development of robust governance frameworks, ethical guidelines, 
and legal solutions to mitigate the inherent risks of corruption and conflict. Further 
research is crucial to understanding the long-term implications of Network States on 
global stability and to exploring effective strategies for navigating the complex ethical 
and political landscape they present. 
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