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Abstract

This paper explores a pluralist approach to poa respect to the financial system in
the wake of the crisis. We consider first whatigalved in a pluralist approach to policy
more generally, and how this may be justified. Timsludes a pluralist stance with
respect to different approaches to economic thegiyralism in the sense of
interdisciplinary enquiry, pluralism in terms ofnge of methods employed, and
pluralism with respect to recognition of the plitsalof culture and values in society.
Implications are drawn for how the banking crisssfiamed, how it is explained by
theory and thus how policy is designed. In addnes$ihese issues, current mainstream
theory focuses on a narrow definition of rationah&viour which, within competitive
markets, generates a socially-optimal outcome. Tdy@roach is governed by a
mathematical formalist methodology, and encourggeiy to incentivise this kind of
rational behaviour, with respect for example tdatin targeting and addressing moral
hazard. Pluralist theory would instead recognise tkocio-psychological and
institutional/evolutionary foundations of money abanking, such that policy needs to
focus on rebuilding confidence and addressing m@raluding distributional) issues.
The relevant analysis would require a range of pughand would address pluralities
within society.
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Introduction

The financial crisis dented confidence in standaronomic theory. For some economists
the answer lay in seeking a new standard analgsreglace the old. But others have
argued that it is the very notion of an exclusitendard analysis which is problematic.
Given the open nature of the subject matter, aajyais may turn out to be inadequate in
an uncertain future. The more robust strategy tiseto foster a range of theoretical
approaches, theories and methods from which to drawifferent circumstances, ie
pluralism. Coherent practice, in theory and poli®guires the selection of one analysis
or another. But it is the attitude to the selectwamch is important. For a monist this
selection is definitive, ruling out alternativesutBfor a pluralist this is a provisional
selection from among an evolving range, and thecteh requires justification. Policy-
makers may feel uncomfortable with an absence alyars put forward confidently as
‘correct’. But in the wake of the crisis they maypaeciate pluralism more, since it would
give a better sense of the range of feasible aeslgad advisers would need to make the
case for their own preferred analysis.

There has been much discussion in the non-maamsthéerature about pluralism.
Indeed pluralism has been identified, in the sedortha way of defining heterodox
economics, as a common characteristic on whicHiaitien might be based (see eg Lee
2009). This is not uncontroversial — some avowdwterodox economists arguably do
not identify with pluralism (see eg Garnett's 2086count). Nevertheless the idea of
pluralism is sufficiently widely espoused, as eviced by the extent of membership of
the International Confederation of Associations Ruralism in Economics (ICAPE),

that we can take it as an important element inrbdte economics.



The purpose of this paper is to move beyond arnat discussion about pluralism
among heterodox economists in terms of variety ppreach within economics.
Specifically the aim is to consider what pluralisneans at a range of levels and to
consider how it translates into the practice ofiggoimaking. There has been some
discussion of a pluralistic approach to policy dmak we will draw (see eg Dow 2004b,
van Dalen 2007, Downward and Mearman 2007, 2008920 'he aim is to draw these
strands together and to include more of a focuplarality in the economy itself. The
context for this discussion is the financial ane@reamic crisis which began with the
banking crisis in 2007 and the recommendations kvinight be made by a pluralist
economist, for both monetary policy and bank reguha Discussion of such
recommendations will refer as much to the procespaticy design as to policies
themselves.

The first task is to discuss the meaning of plana) something which has been
the source of some confusion in the literaturerglity and pluralism can apply at a range
of levels. We will in the process consider the clasepluralism at different levels. This
discussion is followed by a comparison between ste@am analysis of the crisis and its
cures on the one hand and a pluralist analysishenother. This discussion includes
reference to the methodologies respectively emplayehe analysis and the procedures

adopted for policy design.

Pluralism: Meaning and Justification
Pluralism has evolved as a philosophical concept @arades simple definition. Negru

(2009) provides a valuable account of this evohutiBut, since the aim here is to extend



the application of pluralism to the practice ofipgldesign, some further discussion of its
meaning is required, at least in order to clatfify particular meaning being used here. As
a first step it is useful to distinguish pluralisrom plurality; the second refers to variety
while the first refers to the advocacy of pluralfiyéki 1997). We will consider shortly
why plurality might be advocated, but there is dls® question of the object of plurality.
At what conceptual level is plurality being addexsgsee further Dow 1997)? The four
levels on which we will focus are the ontologicavél (the level of reality), the
epistemological or meta-methodological level (el of approach to methodology), the
methodological level (the content of methodology)l ¢he level of practice.

The most common level at which pluralism is diseds is at the level of
approaches to knowledge: the epistemological lexl.this level, methodological
pluralism entails recognition and tolerance of ageaof methodological approaches. A
contrast is normally drawn with the monism of m&@am economics, which rests on a
particular view of economics as a science with preferred approach. This approach
rests on the application of deductive logic and ieicgd testing against an undisputed,
independent set of ‘facts’. A pluralist approach dontrast questions the validity —
certainly the universal validity — of this form ddgical positivism. Caldwell (1982)
initiated the pluralism literature with his critigwf positivism as a discredited philosophy
of science. In particular empirical testing hasrbsieown not to be conclusive.

A particular critique of mainstream monism hasrbg® focus of Lawson’s work.
He has demonstrated the problems posed by the tmens requirement for deductive

mathematical formalism and associated econometsting. In particular he notes the

2 We do not focus on pluralism at the level of tlyeon the grounds that all approaches generateralipju
of theories. While several commentators have ifiedtipluralism in mainstream economics, what is
generally meant is pluralism only at the theorétieeel.



failure of the Bourbaki project to construct a coete deductivist mathematical system
which is independent of empirical input (Lawson 280 96). But his argument
specifically shifts attention away from this epmtdogical level to the ontological level.
It is really at this level of reality that we shdudtart our consideration of pluralism.

It is important to consider the nature and scopevariety in nature, where
‘nature’ in a social system includes such varialle$abits, conventions and institutions
as well as physical variables. The logical posstivapproach to knowledge presumes
uniformity in nature, such that laws may be discedefor universal application. While
there is scope for different subjective perceptiohgeality, these laws are open to
empirical testing by econometric methods which pmes that data emerge from a
structure which is given or whose changes are purated in the model. The context is a
formal model which purports to represent a fulllemgnt — hence the suggestion that
what is required in response to the crisis is éebehodel (see Colander et al. 2008 and
Lawson’s 2009b critique).

The ontology which Lawson identifies as an altéueato the mainstream is one
where event regularities are not the norm, becass#al systems are open. These
systems evolve in non-deterministic ways, both agsult of the emergence of new
forces affecting the system and also of evolvirtgractions within systems. While this is
not the primary focus of his analysis, social systenvolve variety — there is plurality
(Lawson 2009a, 118-$)Similarly variety is entailed in Chick and Dow’8005) open
system framework, with its (permeable, provisiorsmlpsystems. Plurality is evident in
social systems in a variety of forms, beginninghwiithe underlying causal tendencies.

These are various, most obviously due to the diffeation between the legal,

% As we explore further below, the plurality of unstandings is part of this plurality.



institutional and cultural structures which pertandifferent nation states and which
impinge on economic relations. Most clearly in eatrcircumstances these international
differences have generated structural imbalancegshwthreaten the stability of the
international economy. There are also longstandirizalances between living standards
in rich and poor nations. These pose policy proBléon individual governments in the
international sphere. The Washington Consensus;hypuit forward universal solutions
to international economic imbalances, has been Iwidballenged so that context-
specific solutions are increasingly being soughay@009). But even domestically
policy-makers face important pluralities in termg income distribution, economic
power, economic opportunity, and increasingly irm® of the cultures and values of
different groups. A social democracy is expecteddnerate policy which respects such
variety but at the same time seeks to address anbas of power and opportunity.
Further, for clarification, social democracy rel@s pluralism in the form of tolerance of
different perspectives on ethical grounds.

Most discussions of pluralism in economics highiigncertainty as a key feature
of an open system which includes variety. Withautarmity of nature and the scope for
laws to be identified, ie with ontological plurglitknowledge is held with uncertainty.
Keynes (1921) made this argument originally in hisatise on Probabilityn terms of
the organicism, particularly of social systemss lthis argument in turn which underpins
the plurality of approaches to knowledge, providegtrong case for methodological
pluralism. If no one approach to knowledge can émahstrated to be best, then there is
scope for a range of legitimate approaches to kedgéd, ie methodological plurality.

Even if only one approach prevails in any one cdantihe scope for context to change



unexpectedly means that other approaches need &vdiable to step into the breach.
The justification is similar to the justificationorf biological diversity: it promotes
systemic resilience in the face of unforeseen dgreénts.

This plurality may refer to approaches to econaniat also to different degrees
and forms of recourse to other disciplines complaary to economics. While
mainstream economics has increasingly looked teradisciplines, such as psychology
and physics, it has done so by incorporating idesam these disciplines into the monist
methodological approach already employed for econanalysis. This is evident for
example in the case of biology and complexity tiyebteterodox economics has instead
taken differentdisciplinary approachesnore seriously in a process of synthesis rather
than absorption, as in the case of sociology amthkeconomics, psychology and old
behavioural economics, biology and old institutice@nomics and so on.

This pluralism with respect to approach in turovyades the basis for pluralism at
the level of method, ie a pluralist methodology. c®nwe move away from the
mainstream monist requirement of deductivist, nrathtecal formalism, there is a range
of other methods of analysis and of gathering ewdewhich may be employed
(Downward and Mearman 2009). It is to be expect@thqugh not inevitable) that
methodological pluralism involves not only acknogddement of variety of approach
under uncertainty but also recognition of the beseff variety of method within any one
approach as a way of dealing with uncertainty. @d&ht methodological approaches
select a particular range of methods suited ta tgproach, which in turn is suited to

their particular (open-system) ontology. This argmtmhas been developed in Dow



(2997). We will find when we come to discuss théigyemaking process below that the
issue of plurality applies there too.

While generally we may expect the ontological posion monism or pluralism
to carry over to meta-methodology, methodology prattice, this is not necessarily the
case. There are some within heterodox economicsanhmethodologically monist (they
recognise only one best approach) but who rejextntlainstream form of monism in
favour of a pluralist methodology, in the senseopknness to other disciplines and
recourse to a range of methods beyond deductiviathematical formalism. This has
been the object of pluralist critiques eg from &iri§2008). Indeed McCloskey (1985)
presents it as an empirical fact that even maiastreconomists employ a range of
methods in their ‘unofficial discourse’ (while thefficial discourse remains
mathematically formalist). Even more when it conteshe practice of designing and
implementing policy we find plurality (monetary poy} consists of signalling as well as
setting interest rates, financial regulation islbriately over-determined, and so on). This
supports the Humean conclusion from the inabibtganstruct fully closed mathematical
systems that mathematical deductivism is inevitablgomplete as a source of
knowledge. Yet this plurality sits uneasily alordgsthe official monism.

In what follows we will consider plurality in thesense of variety of
methodological approach and of content of methagiglas well as variety in the
economic system. The implications of pluralism (tbstering of such variety) are then

explored for the design and conduct of policy.

Methodological Pluralism and the Banking Crisis



We begin to develop a pluralist approach to policythe wake of the crisis by
considering methodological pluralism, ie the ackleslgement of different approaches to
knowledge about the crisis. This reflects differemiderstandings of the underlying
reality (on the part of the diverse groupings inisty). Approach to knowledge involves
more than theory and indeed includes the way irclwvitineory is understood. It begins
with the way in which the reality is understoodpnfr which circumstances and
underlying forces are understood or framed by dbfie groups in society and from which
academic economic theory develops (see further Rwthcoming, a)f This is not the
infinite variety of framing of the constructivispproach but a more structured variety,
which in turn reflects social structures (Dow 2004a

But as we have seen not all of these approacleethamselves methodologically
pluralist. In particular the mainstream approacisnist in purporting to be the most
‘scientific’ approach, such that mainstream ecorsnm fact is regarded by mainstream
economists as synonymous with economics, sucHhlésat scientific approaches may be
dismissed. This follows from the mainstream ontglogithin which the economic
system is framed in a particular way. Methodologaralists rather see mainstream
economics as one approach among several, albeiwvbrah is heavily critiqued and
rejected by most.

Framing itself may or may not be pluralistic, degi@g on how far there is
awareness and tolerance of alternative framingsiefiends on personal experience,
including what Searle (1995) refers to as ‘deegkamund’. But while there is scope for

individual experience to be important for framinkis experience is generally mediated

* Framing is a form of conceptualising complex tgadind can take a variety of forms. In particulse t
economic theorist will employ a much higher leveabstraction than the non-theorist.



and understood socially. Macroeconomics normaligrseto a high degree of aggregation
into functional groupings within which there is tluer variety. In order to illustrate how
framings differ even between these functional gsctae will restrict the discussion to
this limited form of variety. Thus for example, it the social structure of the financial
sector, the way in which market developments aderstood is heavily conditioned, not
only by conventional practices, but also by markehtiment. Markets are framed
primarily in terms of prices as the outcome of netigentiment, including the pricing of
risk, and only secondarily in terms of any undewnyreal economic activity (referred to
as the ‘fundamentals’). This contrasts with the detwld and business sectors, whose
experience of financial markets includes their ipalar experience of the cost and
availability of credit, experience with trading ass (notably housing in the case of
households), and expectations about future findnc@nditions, conditioned by
pronouncements by ‘experts’.

Framing by policy-makers focuses on their own direxperience of financial
markets. This has undergone a dramatic shift inligie of the banking crisis, before
which many nations’ authorities did not routinaigak financial stability and problems of
systemic risk, particularly as they impinge on tianking system. Policy-makers also
frame financial markets in the light of expert apm including both market watchers
and academic economists and finance theorists. itiiaal mainstream theory of
monetary policy framed the reality in a highly abst way, abstracting in particular from
banks and even (in the case of Woodford's, 2008uential text) from money. In
contrast, non-mainstream framing of the financedtsr focused heavily on banks and

money (see eg Arestis and Sawyer 2006) and on tiden@c scope for financial



instability (drawing especially on the work of Mky. It is only with the crisis that any
meaningful recourse has been made by policy-makettss latter literature, such that it
has impinged on policy-makers’ framing.

Framing issues arise because of the complexiteaifty, which means that all
knowledge is at best partial. But it is not a nrajbst of a reality overlaid by subjective
knowledge. Framing also becomes part of the reaétyt is performative. This follows
from the opinion of others entering into framing fgrticular groups. Thus for example
expectations can be self-fulfilling. A loss of cm@®nce on the part of depositors with
Northern Rock exposed the potential fragility ohert banks’ portfolios and translated
into a more general loss of confidence. Even whegret is good reason to have
confidence in a bank’s portfolio for other reasan$yss of confidence by others becomes
a compelling reason to share it and to act upon it.

Not all framings have an equal impact on reabipce there is unequal power in
the economy. Thus households and small and medzed-snterprises are dependent on
terms for credit set by banks and on swings in etavikluations on which they have no
impact. Policy-makers have formal power over regoitaand monetary policy, but in
practice market sentiment and the lobbying powethef financial sector operate as
substantial constraints on what the authorities @aanThe financial sector’s framing is
thus critical, as evidenced by the impact on potityheir views as to the acceptable size
of public sector deficits.

The financial sector’'s framing differs from the salactions of traditional
mainstream academic framing, in that the latterighly abstract and focuses on

equilibrium outcomes. Yet that theoretical framalgo lent academic support to the view
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that free market forces in the financial sectodpice optimal outcomes and was adduced
in support of financial sector lobbying for deregfidn, notably in the 1980s. It also
provided the foundation for mainstream finance thiewvhich presumed to be able to
identify the value of assets, including the ristacled to future values, something which
accords with a framing of the underlying realitytémms of given structures and law-like
behaviour. The highly complex risk modelling deysd by financial institutions, much
of it spurred on by the information needs of theite adequacy requirement regime,
was built on this finance theory, cementing masetn finance framing into the
institutional arrangements of the financial seciidris framing was further cemented in
the institutional design of the policy-making franak, with central bank independence
and separate regulatory authorities reflectingeoitétical separation of these functions

and, in the case of the European Union, the GranthStability Pact.

Explanationsfor the Crisisand Policy Recommendations

These different framings provided the basis fordifferent explanations of the crisis and
for policy responses. Mainstream theory frames fthencial sector as a competitive
market which generates a socially optimal outcoméere the authorities set a
benchmark nominal interest rate and to implementegulatory framework which
potentially distorts that market. Behaviour is urstieod as rational in the sense of the
application of deductive logic on the basis of @ty equivalence. The mainstream
framing homogenises this behaviour across diffesentors, cultures, etc by expressing it

as the rational pursuit of self-interest in resgottsfinancial incentives. Such behaviour,
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which maintains market equilibrium, is treated as-like according to a monistic view
of reality and a monistic, deductive, mathematmathodology.

Instability in financial markets challenges thrarhing. But the framing can be
adapted by incorporating impediments to equilimgatbehaviour. These impediments
include market imperfections, such as regulatiofchhaccording to mainstream theory,
distorts market behaviour and creates informatiggmemetries. The current crisis
followed a period of significant deregulation, btlte moral hazard created by the
continuing expectation of central bank supportféoling banks has been identified as a
key explanation for the excessive build-up of risk banks (see eg Dowd 2009). A
second focus has been put on information asymmsesieh as those arising from
opaque, structured products and from credit ratimgsgencies incentivised to distort
information. This New Keynesian version of mainatre framing shares with other
mainstream approaches the view that a unified tyegields certain information in
principle, even though in practice this may be eahed from some parties. Some
plurality is therefore identified in the particulastantiation of information asymmetries,
but the aim is to restore a unified certainty eglemce. The third category of impediment
to equilibrating forces is irrational behaviour, nsgthing normally associated in
mainstream theory, if admitted at all, with nonapbkst market players. Irrationality is
understood as short-term emotion overriding lonmgiteationality. There has been more
general discussion of irrationality as possiblyeexiing also to market players, as an
explanation for the strong rise in asset priceswaraer-pricing of risk up to 2007 and the

subsequent sharp reversals.
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This framing of the causes of crisis suggestsrgdedicy solutions. The solution
to moral hazard is seen as either withdrawing #drelér-of-last-resort altogether and
replacing fractional reserve banking with 100% reséanking (see Kotlikoff 2010) or
limiting it to a much narrower class of banking ogi®ns, but still allowing the
possibility of an ordered bank failufeThe solution to information asymmetry is to
reduce it by requiring more transparency with respe structured products and a change
in the incentives facing credit rating agenciese Sblution to irrationality is measures to
‘nudge’ behaviour towards rationality (Thaler andinStein 2008). The underlying
framing of behaviour as narrowly rational produgadicy solutions which rely on
financial incentives in order to alter behaviour.

A pluralist perspective approaches the issue detstanding the causes of crisis
in a quite different way. We focus here on a Postynésian pluralist perspective,
although many of the arguments are made also ler ditterodox schools of thought. It
is methodologically pluralist in incorporating thele of mainstream economic thinking
in the emergence and analysis of the crisis. lalg pluralist in the methodology
employed, drawing on history, sociology and psyobglwithout trying to homogenise
them within a single formal framework.

Starting from an understanding of the essentiakrtainty of knowledge about a
diverse, evolving reality, this approach underssatin@ context of crisis in these terms. It
seems that social structures, including the stetee emerged and evolved over time in
order to facilitate decision-making under uncettai@ key element of these structures is
money and the banks whose liabilities societieslgoreénantly use as money. Central

banks evolved to support banks in such a way apréonote confidence in bank

® The term ‘narrow banking’ is confusingly appliedtoth types of system.
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liabilities. In exchange for the profitable opparities this provided for banks to create
credit in a fractional reserve system, the bankgated the restrictions on their activities
set by central banks. The system succeeded betassevas built up over the years
between banks and central banks on the one handeingen banks and the public on
the other. This generated generalised confidenasoimey.

But this process worked in different ways in diffiet economies and has been
subject to different challenges, albeit following@nmon logic (Chick 1986). In the case
of the current crisis the banks had succeeded e¢owraging a process of deregulation
which (according to mainstream economic logic) drebem from their traditional
obligations. They increased their leverage and tookassets whose riskiness was not
understood, along with other financial institutipradl encouraged by the mainstream
view of financial markets as equilibrating arounatrect prices. The Post Keynesian
view in contrast is that there are no ‘correct’cps, only prices that bear more or less
relation to any underlying real assets. Rathertass® priced under uncertainty, with
behaviour involving an integrated combination afsen and sentiment (given the limited
scope for deductive reasoning under uncertaintypw(Cforthcoming, a). Inevitably
market sentiment is prone to swings. A stable upgwswing in particular, which
mainstream theory interprets as an equilibrium phemnon, is evidence of increasing
fragility according to Minsky’s financial fragilithhypothesis. Minsky refused to model
his hypothesis as something deterministic, sinah eycle is associated with its own
particularities, including the timing of reversat sentiment. The origins of the recent
crisis were therefore identified with the emergemdfeparticular new products and

practices, and therefore the crisis broke in d#iférways in different economies. In the
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UK it broke when other banks refused to fund Nartheock’s assets, uncertainty spread
to the assets of other banks and the interbankeh@tze (Chick 2008). The previous
diffuse confidence in money was severely threatered the focus returned to the
particular agency of key institutions and indivikua- the crisis became one of trust
(Hughes 2011).

Given this analysis of the crisis, the Post Kelarepolicy response is addressed
to the products and practices which, combined tghswing in market sentiment, led to
the breakdown in financial markets when the cilisgke. Given that mainstream theory
and policy had lulled markets into a false senseaffidence, uncertainty was high
surrounding the breakdown in that confidence andhm ability of markets to price
assets. Policy was needed to restore confidensgdbia practice on active regulatory
and supervisory measures to rein in bank behawadr crucially, active central bank
support for banks and reassurances of continuipgasti Given the diversity of forces
affecting banks and confidence in banks, and uaitgyt about these forces, there needs
to be over-determination in central bank support ‘lfalt-and-braces’ approach):
regulation, supervision and monitoring; lenderadtiresort support should that not be
enough; and a clear deposit insurance schemelareealed to reassure depositors in case
their confidence in that support should waver.

In line with a pluralist analysis goes an underdiag of the scope for complex
interactions between policy on bank regulation amzhetary policy (and indeed fiscal
policy). This contrasts with the clear separatiohgbstract mainstream analysis which
have encouraged clear institutional and policy sdmms (the latter taking the form of

one instrument per target). Where money is regardedn Post Keynesian theory, as

15



endogenous through the credit creation processeaed central bank interest rates are
endogenous to market expectatibnsentral bank interest rate policy has only very
indirect effects on inflation — and indeed thestea$ may operate perversely more
through costs (to the extent that bank lendingsréddow central bank rates) than any
effect on aggregate demand.

The scope for active monetary policy, beyond thevigion of liquidity to avert
the immediate crisis, is in any case very limitedai recession. The authorities have
attempted to enforce low rates through open maoketrations (dubbed ‘guantitative
easing’), yet, while rates on gilts responded, @cinan rates have remained high. More
problematic has been the unwillingness of bankdntwease loans as they aim to
restructure their balance sheets. ‘You cannot mush string.” The emphasis therefore
remains on signalling the direction in which thehauities would like to see markets
taking than any direct effect of interest rate paliAnalysis and pronouncements are as
important as, if not more important than, settihg interest rate. To the extent that
central banks draw on mainstream theory of mongtaligy these pronouncements serve
to further embed a mainstream framing of the padiggnda.

But a Post Keynesian framing draws more on a fawughe institutional and
behavioural evolution which brought us to the pnésguation and the role of the state in
influencing this evolution in the future. While theming of mainstream theory has
focused on behaviour as an individualistic phename(rational or irrational), Post
Keynesian theory focuses rather on social norms @mentions which cannot be

explained fully by response to financial incentiv&&he current degree of public

® Interest rate policy depends on the markets’ egpens of what the central bank will do; these
expectations are inputs to the forecasts on whighatary policy is based.
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ownership of banks in the UK in the wake of thesisraffords a tremendous opportunity
for government to forge change in the behaviodmaincial institutions.

The framing of the crisis by the general public Hacused on experience: the
fiscal consequences of bank bailouts, which aresinguhardship through layoffs,
increased taxes, reduced public services, reduerdigns and pay limitations; reduced
availability and higher cost of credit; and highpublicised bonuses in the financial
sector. The response has been one of moral ouitraigh can only be explained partly in
terms of self-interest; it reflects also a conoeith social justice. Mainstream economics
considers normative issues as applying only at gbkcy-design stage of analysis,
regarding the underlying theory as value-free. Igmeam theory therefore aims to
defuse distributional concerns with arguments abthé importance of financial
incentives as a universal requirement of a soci@giymal economic system. In contrast
Post Keynesian theory takes distributional conceersusly as an integral element of
the policy response. Further, if part of the poliegponse to the crisis is to aim to change
social norms, it is critical that the concerns amdlerstandings of different segments of
society are taken seriously rather than being dised as necessarily ‘emotional’ or
‘irrational’. Distributional concerns are not seglalle as ‘politics’ or ‘psychology’, bat are

part of the subject matter of economics designedftom policy.

Pluralist Policy I mplementation
A monistic approach to policy, as in its mainstregawtbook form, is for singular
solutions to emerge from a model of the economysTior example a macroeconomic

model yields a unique recommended official interat¢ addressed to an exogenously-set
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inflation target. Given the monistic, deductivistpathematical methodology of
mainstream economics, the model's recommendationdafnitive. The standard
macroeconomic model has already incorporated tifereint sectors in the economy and
rests on the fiction of the representative agerttil®\the latter is something increasingly
open to question by New Keynesian economists ag sunality in society is introduced
(see eg Stiglitz 2010), this limited plurality igillshomogenised according to the
rationality assumption and the benchmark of coneplegfiormation to which some groups
may have limited access.

The political and bureaucratic process by whiah plolicy recommendations of
such models are translated into practice is naroegl as the economist’s business. This
attitude reflects further the associated positiview that economists can and should
restrict their recommendations to positive argummdrdsed on ‘objective’ models; it is
the business of politicians then to apply normajixdgement.

A methodological pluralist approach would challersgich a stance. The nature of
the economic system is seen to be such as to actbased by uncertain knowledge -
hence the stance of methodological pluralism asd aluralist methodology. No one
formal model can be capable of presenting a compdeticy argument; any model can
only present partial arguments to be consideredigside other types of argument.
Further endemic uncertainty undermines the maiastreoncept of rationality, such that
reason in a pluralist framework operates in comjoncwith social convention and
emotion, including value systems (Dow 2011). Giydarality in social structures,
including plurality of cultural norms within any ersociety, and an imbalance of power

between different groups in society and thereforé¢he potential to impose particular
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value systems, social behaviour is heterogeneoasdomplex way. There is scope for
modelling some of this heterogeneity, but only @sut to a more pluralistic analysis.
Further, given the impossibility of disentanglingiwes from the economist’s depiction of
the economic system, normative elements pervade amaysis (Fine 1980). The
economist is inevitably engaging in political econo The process of choosing and
implementing policy is therefore part of the bussmef economics.

A methodological pluralist acknowledges the scape need for a variety of
approaches to economic analysis leading to poliegommendations. Yet a
methodological pluralist who is also a practisimgromist must choose one approach or
another to be coherent (and also to communicateesstully); to draw on a range of
approaches is either to be incoherent or to devalapherent new synthetic approach.
Each approach is grounded in a particular ontolérgyn which follows an epistemology
and methodology. These categories of course ardarot and fast, nor are they well-
defined.

But what of government? Political parties belong & similar type of
classification, which includes diversity as well garmeable and evolving borders, and
yet which serves a useful practical purpose. Gawemnt by one party therefore adopts
one approach as the basis for policy. Yet politivgolves the recognition of other
approaches in the form of other parties, as welth@smore general plurality within
society. Indeed one role of government is to resmplurality where some groups are
more vulnerable than others and therefore moree@drof protection by the state. At the
same time governments themselves are subject tpaver of external forces to which

they must pay attention. In the case of the ctissmost relevant external force has been
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the financial sector, both domestically and intéorally. This power stems not just from
sheer size of balance sheets, but from the powaraosket sentiment. Under uncertainty
there are no true prices as a reference point farkets. Market valuations, and in
particular large swings in valuation, are the onteoof conventional judgement.
Historical experience demonstrates the capacity fmarket sentiment to switch
dramatically depending on judgements as to govemhmgolicy, constraining
governments dependent on bond finance and on thkhhef their financial sector.
Nevertheless, while a particular political appro&eipolicy inevitably reflects awareness
of the significance of other groupings’ analysiad agovernment rhetoric may not be
consistent with policy practice, government musipdcne approach or another.

The monist, mainstream, academic literature pexvidn escape route of sorts
from the need to address plurality by represemimigcy, especially monetary policy, as a
purely technical matter to be handled by an inddpet central bank charged with
addressing a politically-derived inflation targeébapor 2010). Yet the technicalities
proved to be challenging in the light of a lossohfidence on the part of policy-makers
that any one formal model might be sufficient grdimg for policy. Central banks
explicitly draw on academic research on monetaficp@nd indeed produce their own
academic research in house. Recent research hasetbon the substantive issue facing
central banks of model uncertainty, ie uncertaiasyto which is the correct, or best,
economic model on which to base monetary policyweler the mainstream academic
approach to addressing model uncertainty was toeimbdn terms of a complex error
process, which still allowed a unique policy recoemaiation to be generated (Dow

2004b). This contrasted with analysis coming outceftral banks themselves, which
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reflected the fact that the modelling approach dussaddress fundamental uncertainty
as to how best to model the economy.

Uncertainty has been a recurring theme in a rahgpeeches by members of the
Monetary Policy Committee (MPC) of the Bank of Eargd, including the Governor. The
MPC went further in their publication on modellindnich they introduced by explaining
the need for models to be supplemented by judgerneehly pointing out the limitations
of the monistic, mainstream modelling approach BahEngland 1999). Indeed they
explicitly advocated a pluralist approach, whergligement would be applied to a range
of models, each of which would be treated as ptesgpartial arguments.

Downward and Mearman (2008; see also 2007 and)2b@@e explored the
practice of arriving at policy decisions in the Rasf England in terms of triangulation.
This can be understood as a pluralist methodologigiwaccords with Keynes’s (1921)
notion of weight of argument. According to Keyntéhge weight of an argument increases
the greater the relative amount of relevant evidewhich supports it. Thus if most
different lines of reasoning support a policy oflueing the official interest rate, the
weight attached to that policy is greater. Triaagjoh operates at a range of levels. It can
refer to variety with respect to any or all of datavestigators, theoretical perspectives
and methods. Downward and Mearman find evidendeiaigulation on the part of the
MPC, but recommend more effort in triangulationténms of method; in spite of the
profession of pluralism, there is still significaetiance on the Bank’s core macro model.
There is more scope for triangulation also in temfstheoretical perspectives. The
increasing incidence of members of the MPC withorgr mainstream academic

backgrounds arguably has increased the focus onsitn@am, monist epistemology and
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methodology; this focus sits at odds with the statets (such as support for pluralism)
which reflect the actual conditions of uncertaifggging decision-makers.

The phenomenon of decision-making by committeeatss become an object of
study, of interest in relation to the mainstrearpickon of a unified application of the
results of a single model (see for example Gerlagsien 2006). In the mainstream
literature committees are depicted as enhancinigideemaking because no one member
has perfect knowledge. Each member of a committegd their own analytical skills
and particular data sets, improving the knowledgsebof the committee as a whole.
Some studies identify different preference fundidmalue sets) on the part of different
members, although this becomes less relevant thre prevalent becomes the external
setting of particular targets.

Mention is made in some studies also of varietambroach, although it is not
explored. This variety appears to be understooth@nmainstream literature as being
variety within the monistic, mainstream approa&not grounded in an epistemology
which emphasises uncertainty. This is evident ftbm association of variety in voting
with uncertainty. Yet from a heterodox point of wieariety of opinion may naturally
emerge from variety of methodological approach, tiwae or not uncertainty is high.
Similarly a committee representing different appies might agree on a policy
(normally ‘no change’) when the sense of high utagety is shared across approaches
(see Dow, Klaes and Montagnoli 2009a and 2009kdare empirical evidence).

But it is important to note another feature whitks returned to the monetary
policy literature, which emphasises the role ohaiing as an important tool of monetary

policy (Dow, Klaes and Montagnoli 2007). This hassen because of the New
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Keynesian emphasis on transparency as the best ttootounteract asymmetric
information (see Geraat’s 2002 survey). If the @dnbank is transparent about its
analysis and expectations then financial markets ftactor this into their own
expectations of monetary policy. The aim of monetpolicy is no longer to shock
markets but rather to align public sector and pe\sector expectations. Any change in
the official rate should be anticipated by finahcmarkets. The rhetoric of that signalling
is thus founded on a mainstream methodological cgmbr, purporting to measure
uncertainty within a unified modelling approacheevhough the measures themselves
may instead reflect collective judgement on thet pafr the MPC. Reference to
mainstream theory and modelling appears to be asigl in financial markets. But
central bank signalling also reflects ontologicatl anethodological plurality within the
economy. Thus press statements may be addrestes lousehold sector, eg to dampen
expectations of continuing rises in house pricedpdhe business sector in speeches by
MPC members to private sector organisations.

While policy with respect to regulation of the dimcial sector over the last 30
years has been treated as a micro issue, sepahnablietically and institutionally from
monetary policy, the crisis has changed all that.discussed above, the pluralist Post
Keynesian analysis of the crisis emphasises thatai®lity of the increased fragility of
the financial system as leverage increased andceatpms of continued asset price rises
became embedded, supported by mainstream finaaoeythirhe disconnect between the
epistemological foundations of that theory and alcaxperience had real consequences;
variety of methodological approach matters. It erattfurther in policy making, when

monetary policy relies on signalling in differenays to different constituencies.
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But communications with the general public haverbmired in quite other issues
surrounding the regulation of banks and the rematier of bankers. The public’s
framing of the problem is in terms of fairness amarality. It is understood to flout social
justice for the banks, which were seen as resplen$dy the crisis, the bailout, the
recession and the ensuing cuts in the public sectirto be more strictly controlled and
for bankers to receive what are by most standartie tenormous financial rewards. This
framing does not accord with the mainstream frammgerms of rational responses to
financial incentives and thus is disregarded. Yfetbanks and central banks are
institutions which have evolved cooperatively tm\pde for society’s needs for the
provision of a safe asset and of credit, and ifahtre system is based on the confidence
built up over centuries, then changing financiaeintives is not by itself going to restore
confidence. What is required instead is a focusthlan conventions followed in the
financial sector and the relationships between ipudhd private sectors, requiring a

pluralist methodology.

Conclusion

We have emphasised here the important for policarofincreased recognition of the
plurality in society, as well as the scope alsonfmre pluralism in terms of epistemology
and methodology. Policy-making committees like tNHPC would benefit from
representation from a variety of different methadptal approaches, as well as a more
explicit variety of methods. But this also requinesognition that neither monetary
policy nor regulatory design is only a technicaltteia Rather they are exercises in

political economy; there needs to be recogniticat thifferent approaches to designing
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policy recommendations accord with different poéti stances, so that it is appropriate
for a government to choose policy which fits witieit own approach. Nevertheless,
since policy is addressed to a pluralistic sociatyl is understood according to the
framings of different groupings, it is important tecognise these different framings if
government aims to influence behaviour. Furthedjcpomaking is more resilient if

governments cast their analytical nets wider tha@ apparently best’ approach. No one
approach can offer a complete account, so much bmarearnt from attending to

alternative accounts.
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