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Abstract

We develop a network formation model where links are formed on the basis
of agents’ centrality while the network is exposed to a volatile environment
introducing interruptions in the connections between agents. A remarkable
feature of our dynamic network formation process is that, at each period
of time, the network is a nested split graph. We show that there exists a
unique stationary network whose topological properties completely match
features exhibited by real-world networks. We also find that there exists a
sharp transition in efficiency and network density from highly centralized to
decentralized networks.
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