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ABSTRACT

This article proposes a conceptual and theoretical institutional approach to the relations

between the economy and economics and uses it to examine, through a structured

survey of the literature, the relations between institutions in the economy and the

institutions of mainstream economics, macroeconomics, and financial economics,

highlighting issues related to the financial and macroeconomic crisis and focusing on

the United States from the late 1970s to 2008. Institutions are socially shared systems

of rules of behavior or of thought. Some systems of mental and behavioral rules are

socially shared among economic agents and policymakers in part because they are

socially shared among academic economists. They may exert on economic agents and

policymakers some of the same types of influence they have on economists. On the

other hand, there are important limits to the influence of the institutions of economics
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outside academia, and institutions in the economy also influence the institutions of

economics.

 KEYWORDS: Crisis finance institutions macroeconomy mainstream economics
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Notes

This concept of conventions is intentionally less restrictive than game-theoretic ones.

It is, however, more specific than the concepts underlying the analyses of conventions

in the American economy by political scientists Blyth (2002) and Nelson and

Katzenstein (2014). The nonsuperiority of conventions raises the question of how some

rules become part of mainstream economics without being demonstrably superior to

one or more alternatives. On this and on the mechanisms through which rules become

conventions, see, again, Dequech (2017).

Several references will be provided in the next sections, together with examples of the

arguments made in this section.

For Campbell (1998, p. 390), prestigious academic ideas have an advantage when it

comes to influencing what he calls paradigms, “broad cognitive constraints on the

range of solutions that actors perceive and deem useful for solving problems,” as

distinct from “programs,” which are “precise, concrete, and policy-specific courses of

action articulated consciously by policy makers and experts.”

This issue is closely related to the debate on the performativity of economics. Some

references are mentioned below, but lack of space requires that this debate be

examined in a separate paper.

This argument partly resembles Bourdieu and Wacquant’s (1992: 70) discussion of the

scholastic fallacy. Unsure of how far the resemblance goes, I have decided not to use

the same expression.

Although the focus here is on mainstream economics, there also exist many

nonmainstream mathematical models.
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Fundamental uncertainty is the lack of knowledge resulting from the possibility of

nonpredetermined structural changes. Procedural uncertainty results from the contrast

between the complexity of the situation and the agents’ limited capabilities. See

Dequech (2011).

Dow (2015) did not explain which institutions and conventions were those.

Conventions, informal social norms and contracts emerge among private agents, but

some institutions are implemented by policy. Perhaps Dow is thinking of reforms

implemented in the 1930s (such as the New Deal in the U.S.) and/or the Bretton Woods

system. Some policies may aim at reducing instability, but this does not necessarily

mean that they are guided by an economic theory that emphasizes fundamental

uncertainty or by any other academic theory.

Campbell (1998) pointed out the influence of mainstream economics on the paradigms

employed by actors in the 1970s/1980s but associates neoclassical economics more

strongly with free market ideas and less with the kind of Keynesianism that prevailed in

the 1950s and 1960s, while I see neoclassical economics as compatible with both.

Among the earlier developers of VaR was Kenneth Bargade (PhD in economics,

Princeton, 1975). For a critique of VaR, see Crotty (2009).

On the origins and diffusion of the copula method and the influence of mainstream

financial economics, see MacKenzie and Spears (2014).

Confidence in risk-assessment models also underlies proposals for bailing in banks

(Dow, 2016a).

Nelson and Katzenstein (2014, p. 370) interpreted this example in terms of excessive

risk taking, which is similar to exaggerated confidence. The argument that confidence

depends on both uncertainty perception and uncertainty aversion and the present

discussion of the influence of mainstream economics on uncertainty perception mean

that there is an institutional factor behind excessive risk taking that has been neglected

by mainstream economics.

The reputation of the rating agencies was hurt, but, as Carruthers (2010, p. 177)

argued, the incentive of reputational sanctions had not been enough, and, at the time,

the agencies had “no legal liability.” For a few years after 2008, the rating agencies did

not seem to have been inflicted any harsh punishment, in the market or elsewhere.
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However, S&P, in 2015, and Moody’s, in 2017, agreed to pay US$1.4 billion and US$900

million, respectively, to settle lawsuits.

The efficient market hypothesis also “provided a compelling rationale for the re-

orientation of companies toward shareholder value. … [T]he science and institutions of

finance co-evolved to a degree unknown in most other domains, often with the aid of

financial economists themselves’ (Davis, 2009, pp. 20, 22, 56, emphasis added).

Blyth (2002, pp. 169–171) referred to monetarism as a new convention of both the

Fed and financial markets. See also the references below to Abolafia (2012) on

legitimation.

According to Krippner (2011, p. 117), “[u]nlike academic monetarists, the FOMC staff

was never under any illusion that it would be possible to precisely control the money

supply.”

Relatedly, Dow (2016b) examined differences in how policymakers, market players

and households frame finance.

On Friedman and funding, see also Van Horn and Mirowski (2009, pp. 166–168).

Additional information

Funding

This research has been funded by the Brazilian National Council for Scientific and

Technological Development, Grant 307914/2014-3, and by the São Paulo State

Research Foundation, Grant 2015/11822-7.

Notes on contributors

David Dequech

David Dequech is with the Economics Department at the University of

Campinas, Sao Paulo, Brazil.

15

16

17

18

19



Related Research Data

Using Minsky's Cushions of Safety to Analyze the Crisis in the U. S. Subprime Mortgage

Market

Source: Informa UK Limited

How Financial Models Shape Markets

Source: The MIT Press

Narrative Construction as Sensemaking: How a Central Bank Thinks

Source: SAGE Publications

Neoclassical, mainstream, orthodox, and heterodox economics

Source: Informa UK Limited

A New Foundation for Economics

Source: The MIT Press

L'institutionnalisation de l'économie financière : perspectives historiques

Source: CAIRN

Neoliberalism in crisis: Regulatory roots of the U.S. financial meltdown

Source: Emerald Group Publishing Limited

Forecasting as Valuation

Source: Oxford University Press

From Social Control to Financial Economics: The Linked Ecologies of Economics and

Business in Twentieth Century America

Source: Springer

The Destruction of Shared Prosperity and the Role of Economics

Source: Cambridge University Press

Crisis and Sustainability

Source: Palgrave Macmillan UK

THE FINANCIAL CRISIS AND THE SYSTEMIC FAILURE OF THE ECONOMICS PROFESSION

Source: Informa UK Limited

The rise and fall of money manager capitalism: a Minskian approach

Source: Oxford University Press (OUP)

Economic Ideas and Institutional Change in the Twentieth Century

Source: Cambridge University Press

Seeing Like the Fed: Culture, Cognition, and Framing in the Failure to Anticipate the

Financial Crisis of 2008:

Source: SAGE Publications

From uncertainty toward risk: the case of credit ratings

Source: Oxford University Press (OUP)

Expectations and Confidence under Uncertainty

Source: Informa UK Limited

The Current Economic Crisis and Lessons for Economic Theory

https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2753%252Fijp0891-1916370101&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.7551%252Fmitpress%252F9780262134606.001.0001&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1177%252F0170840609357380&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2753%252Fpke0160-3477300207&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.7551%252Fmitpress%252F9780262026970.001.0001&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.3917%252Frhsh.020.0003&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1108%252Fs0733-558x%25282010%2529000030b007&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1093%252Facprof%253Aosobl%252F9780199594641.003.0010&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2139%252Fssrn.1266317&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1017%252Fcbo9781139061285&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1057%252F978-1-137-60069-1&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F08913810902934109&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1093%252Fcje%252Fbep024&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1017%252Fcbo9781139087230&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1177%252F0003122417728240&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1093%252Fser%252Fmws027&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F01603477.1999.11490205&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.7916%252Fd85h7s38&type=Scholix


Source: Columbia University

Central Banking And The Triumph Of Technical Rationality

Source: Oxford University Press

The Anatomy of the Mortgage Securitization Crisis

Source: Emerald Group Publishing Limited

Institutional analysis and the role of ideas in political economy

Source: Springer Science and Business Media LLC

Discipline and Profession in the United States, Britain, and France, 1890s to 1990s

Source: Princeton University Press

Uncertainty: A Diagrammatic Treatment

Source: Walter de Gruyter GmbH

Uncertainty: A Typology and Refinements of Existing Concepts

Source: Armonk

Reading the right signals and reading the signals right: IPE and the financial crisis of

2008

Source: Informa UK Limited

Knowledge and Liquidity: Institutional and Cognitive Foundations of the Subprime

Crisis

Source: Emerald Group Publishing Limited

Budget Deficit Alarmism Is Sabotaging Growth

Source: Informa UK Limited

Economic institutions: explanations for conformity and room for deviation

Source: Cambridge University Press (CUP)

Karl Polanyi's Critique

Source: Harvard University Press

The New Neoclassical Synthesis and the Role of Monetary Policy

Source: University of Chicago Press

The Rise of Free Market Economics: Economists and the Role of the State since 1970

Source: Duke University Press

The Economist’s Oath

Source: Oxford University Press

Framing Moves: Interpretive Politics at the Federal Reserve

Source: Oxford University Press (OUP)

Institutions and the Economy

Source: Wiley

Structural causes of the global financial crisis: a critical assessment of the ‘new

financial architecture’

Source: Oxford University Press (OUP)

A critical reconsideration of the foundations of monetary policy in the new consensus

macroeconomics framework

https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1093%252Foxfordhb%252F9780199590162.013.0006&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1108%252Fs0733-558x%25282010%2529000030a006&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1023%252Fa%253A1006871114987&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1515%252F9781400833139&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.5018%252Feconomics-ejournal.ja.2016-3&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2753%252Fjei0021-3624450306&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F09692290.2013.804854&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1108%252Fs0733-558x%25282010%2529000030a009&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2753%252F0577-5132540101&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1017%252Fs1744137412000197&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.4159%252Fharvard.9780674416345&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1086%252F654336&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1215%252F00182702-37-suppl_1-355&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1093%252Facprof%253Aoso%252F9780199730568.001.0001&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1093%252Fjopart%252Fmuh023&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1002%252F9781118900772.etrds0188&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1093%252Fcje%252Fbep023&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1093%252Fcje%252Fben004&type=Scholix


Source: Oxford University Press (OUP)

The evolution of macro models at the Federal Reserve Board

Source: Elsevier BV

INSTITUTIONAL TRANSFORMATION AND STATUS MOBILITY: THE PROFESSIONALIZATION

OF THE FIELD OF FINANCE

Source: Academy of Management

 

Linking provided by  

Related research 

Recommended articles Cited by 

3

Crisis, Ideas, and Economic Policy-making in Britain during the 1970s Stagflation

Chris Rogers

New Political Economy

Published online: 5 Apr 2012



People also read

https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fs0167-2231%252898%252900004-9&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F3069295&type=Scholix
https://scholexplorer.openaire.eu/
https://www.tandfonline.com/doi/full/10.1080/13563467.2012.656080?src=recsys
https://www.tandfonline.com/author/Rogers%2C+Chris
https://www.addtoany.com/share


Information for

Authors

R&D professionals

Editors

Librarians

Societies

Open access

Overview

Open journals

Open Select

Dove Medical Press

F1000Research

Opportunities

Reprints and e-prints

Advertising solutions

Accelerated publication

Corporate access solutions

Help and information

Help and contact

Newsroom

All journals

Books

 Sign me up

 

 

Keep up to date

Register to receive personalised research and resources

by email

Copyright © 2024 Informa UK Limited Privacy policy Cookies Terms & conditions

Accessibility

Registered in England & Wales No. 3099067 

5 Howick Place | London | SW1P 1WG

https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://www.informa.com/
https://informa.com/privacy-policy/
https://www.tandfonline.com/cookies
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

