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ABSTRACT

Economists not only failed to anticipate the financial crisis; they may have contributed
to it—with risk and derivatives models that, through spurious precision and untested
theoretical assumptions, encouraged policy makers and market participants to see
more stability and risk sharing than was actually present. Moreover, once the crisis
occurred, it was met with incomprehension by most economists because of models
that, on the one hand, downplay the possibility that economic actors may exhibit highly
interactive behavior; and, on the other, assume that any homogeneity will involve
economic actors sharing the economist’s own putatively correct model of the economy,
so that error can stem only from an exogenous shock. The financial crisis presents both
an ethical and an intellectual challenge to economics, and an opportunity to reform its
study by grounding it more solidly in reality.
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Notes

1. Carmen Reinhart and Kenneth Rogoff (2008) argue that the current financial crisis
differs little from a long chain of similar crises in developed and developing countries.
We certainly share their view. The problem is that the received body of models in macro
finance, to which these authors have prominently contributed, provides no room
whatsoever for such recurrent boom and bust cycles. The literature has, therefore, been
a major source of the illusory “this time it is different” view that the authors themselves

criticize.

2. Indeed, few researchers explored the consequences of a breakdown of their
assumptions, even though this was rather likely.

3. The historical emergence of the representative-agent paradigm is a mystery.
Ironically, it appeared during the 1970s, after a period of intense discussion of the
problem of aggregation in economics (which basically yielded negative results). The
representative agent, however, appeared without similar methodological discussion. In
the words of Deirdre McCloskey, “It became a rule in the conversation of some
economists because Tom and Bob said so” (personal communication). Today, this
convention has become so strong that many young economists wouldn’t know of an

alternative way to approach macroeconomic issues.

4. The reductionist conceptual approach of the representative agent is also remarkably
different from the narrative of the “invisible hand,” which also has the flavor of “more is

different.”

5. It is pretty obvious how the currently popular class of dynamic general-equilibrium
models would have to “cope” with the financial crisis. It would be covered either by a
dummy variable or interpreted as a very large negative stochastic shock to the

economy, i.e., as an event equivalent to a large asteroid strike.

6. Robert Solow (2008, 235) has called it a “rhetorical swindle” that the “macro

community has perpetrated on itself, and its students.”




Related Research Data

Dynamic Econometrics

Source: Unknown Repository

Post Walrasian Macroeconomics

Source: Unknown Repository

Macroeconomic Instability and Coordination

Source: Unknown Repository

The Properties of AutomaticGetsModelling

Source: The Economic Journal

The market price of risk and the equity premium: A legacy of the Great Depression?
Source: Journal of Monetary Economics

A Simple Model of Herd Behavior

Source: The Quarterly Journal of Economics

This Time is Different: A Panoramic View of Eight Centuries of Financial Crises
Source: Unknown Repository

Restoring Financial Stability

Source: Unknown Repository

Economics crisis

Source: Nature Physics

More Is Different

Source: Science

Endogenous steroids and financial risk taking on a London trading floor
Source: Proceedings of the National Academy of Sciences

Effective measurement of network vulnerability under random and intentional attacks
Source: Journal of Mathematical Modelling and Algorithms

The failure of models that predict failure: Distance, incentives, and defaults
Source: Journal of Financial Economics

Fear and Greed in Financial Markets: A Clinical Study of Day-Traders

Source: SSRN Electronic Journal

Der Handel von Kreditrisiken: Eine neue Dimension des Kapitalmarktes
Source: Perspektiven der Wirtschaftspolitik

Financial Uncertainty, Risk Measures and Robust Preferences

Source: Unknown Repository

Systemic Risk in the Financial Sector: An Analysis of the Subprime-Mortgage Financial
Crisis

Source: De Economist

Manias, Panics and Crashes

Source: Unknown Repository


https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1093%252F0198283164.001.0001&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1017%252Fcbo9780511617751&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.4337%252F9781781008393&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.0013-0133.2005.00979.x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fj.jmoneco.2008.01.006&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F2118364&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.3386%252Fw13882&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1002%252F9781118258163&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1038%252Fnphys1163&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1126%252Fscience.177.4047.393&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1073%252Fpnas.0704025105&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1007%252Fs10852-005-9006-1&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fj.jfineco.2014.09.012&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2139%252Fssrn.690501&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.1465-6493.2005.00193.x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1007%252F978-3-540-75265-3_2&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1007%252Fs10645-009-9110-0&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1007%252F978-1-349-04338-5&type=Scholix

Exploratory Projection Pursuit

Source: Journal of the American Statistical Association
Self-Organized Criticality and Economic Fluctuations

Source: Unknown Repository

An ldealized View of Financial Intermediation

Source: SSRN Electronic Journal

Allowing the Data to Speak Freely: The Macroeconometrics of the Cointegrated Vector
Autoregression

Source: SSRN Electronic Journal

The Methodology of Empirical Econometric Modeling: Applied Econometrics Through
the Looking-Glass

Source: Unknown Repository

Beyond DSGE Models: Toward an Empirically Based Macroeconomics
Source: The American Economic Review

How Banks Played the Leverage “Game”

Source: Financial Markets Institutions and Instruments

Rational Herds

Source: Unknown Repository

Stochastic Behavioral Asset-Pricing Models and the Stylized Facts
Source: Unknown Repository

The Cointegrated VAR Model: Methodology and Applications

Source: Unknown Repository

Macroeconomic Theory for a World of Imperfect Knowledge

Source: Capitalism and Society

Linking provided by ScholeS$plorer

Related research @

People also read Recommended articles Cited by
240


https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F2289161&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.7916%252Fd8rb72jz&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2139%252Fssrn.1716356&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2139%252Fssrn.1031409&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1057%252F9780230244405_1&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1257%252Faer.98.2.236&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.1468-0416.2009.00147_5.x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1017%252Fcbo9780511616372&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fb978-012374258-2.50007-5&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1093%252Foso%252F9780199285662.001.0001&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2202%252F1932-0213.1046&type=Scholix
https://scholexplorer.openaire.eu/

Information for Open access

Authors Overview

R&D professionals Open journals

Editors Open Select

Librarians Dove Medical Press
Societies F1000Research
Opportunities Help and information
Reprints and e-prints Help and contact
Advertising solutions Newsroom

Accelerated publication All journals

Corporate access solutions Books

Keep up to date

Register to receive personalised research and resources
by email

QSignmeup
O"M
i o ¥¢|

Copyright © 2025 Informa UK Limited Privacy policy Cookies Terms & conditions eTaonr&Francis Group

an informa business

Accessibility

Registered in England & Wales No. 01072954
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://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

