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Crisis, what crisis? 
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The Economist, March 26, 2009



What kind of crisis we are facing? 

o (business) Cyclical crisis?

o Financial crisis?

o Banking crisis?

o Currency crisis? 

o Credit crisis

o System instability?

o System crisis?

o Information crisis?

o Institutional crisis?
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Stiglitz, 1999: 
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Stiglitz, Joseph. "Must Financial Crises Be This Frequent and This Painful?" Policy Options, July-August 1999, 23-32.



Barro & Ursúa (2008)
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Mishkin (1997) Propagation of Financial Instability in Industrialized 
Countries – but what causes are behind this? 
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1974-5: The end of les trente glorieuses

o Friedman (1970): The social responsibility of business is to increase profits

o In the US the a period of forty years of stakeholder society  results in perverse behavior of executives: 
cash flow trap, governance overhang, blind trust  (Jensen 2001) which coincides with a new generation 
of investors, which have not experienced  the Great Crisis and are educated with new management 
techniques, especially corporate finance (Donaldson 1994) 

o The control revolution in corporate governance

o Liberalization of markets (Yergin & Stanislaw 1998 The Commanding Heights: The Battle between 
Government and the Marketplace That Is Remaking the Modern World)

o Fox 2009: The Washington Consensus (aka The American Business Model)  succeeds in disembedding
especially the financial markets from the institutions that support the market mechanisms 

o Reich 2007: The explosion of the great (overconsumption) bubble. 
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The different levels and different time frames of change

L1: Social theory
L2: Economics of property rights / positive 

political theory
L3: Transactions cost economies
L4: Neoclassical economics / agency theory

Williamson, O. E. 2000. "The New Institutional 
Economics: Taking Stock, Looking Ahead". Journal of 
Economic Literature, XXXXVIII (September): 595-613.
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Society itself is changing… (Beck & Lau 2005) 

o “This is what we mean when we speak of ‘reflexive modernization’: radicalized 
modernization consumes the foundations of first modernity and transforms its institutions 
and its frame of reference, often in a way that is neither desired nor anticipated. Or, in 
terms of systems theory: the unforeseen consequences of functional differentiation can no 
longer be controlled by further functional differentiation. In fact, the very idea of 
controllability, certainty or security—so fundamental to firsts modernity—collapses.” 

Beck, U., & Lau, C. (2005). Second modernity as a research agenda: theoretical and empirical explorations in the 'meta-change' of modern society. The British Journal of Sociology 56(4), 525-557.



The meta-change of modern societies 

o “… in the sphere of science and technology it has become clear that the elimination of 
boundaries from institutionalized nature-society distinctions and the elimination of the 
difference between scientific and non-scientific knowledge is leading to situations marked 
by crisis. Science is itself developing into a source of uncertainty, lack of knowledge and 
categorical ambiguity.”  (Böschen & Wehling 2004, quoated by Beck & Lau)
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World risk society 

o “. . . risk societies are characterized by the paradox of more and more environmental 
degradation, perceived and possible, and an expansion of environmental law and 
regulation. Yet at the same time no individual or institution seems to be held specifically 
accountable for anything.

o “However, Beck’s concept of the ``risk society’’ is characterized by a breaking down of 
such systems (e.g. welfare state) in the face of the ``manufactured uncertainty’’ that arises 
from technological advance, leaving a state of ``organized irresponsibility’’.”

o “Thus the process of managing risk within companies may provide comfort and diffuse 
responsibility, conferring immunity from blame for the adverse consequences of risk, rather 
than immunity from the consequences themselves.” 
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Spira, Laura F., and Michael J. Page. "Risk Management: The Reinvention of Internal Control and the Changing Role of Internal Audit." Accounting, Auditing & Accountability 
Journal 16, no. 4 (2003): 640-61.
Beck, Ulrich. World Risk Society. Cambridge: Polity Press, 1999.
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“People are better adapted to the future than are social institutions 
and their representatives. … “

“… The decline of values which cultural pessimists are so fond of decrying is in fact opening up the 
possibility of an escape from the ‘bigger, more, better’ creed, in a period that is living beyond its 
means both ecologically and economically. Whereas, in the old system of values, the self always had 
to be subordinated to patters of the collective, the new orientations towards the ‘we’ are creating 
something like a cooperative or altruist individualism. Thinking of oneself and living for others—once 
considered by definition contradictory—are revealed as internally and substantively connected with 
each other. Living alone means living socially”*

*Beck, U. 1999. World Risk Society. Cambridge: Polity Press, p. 10-11
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Causes of mistrust and their remedies (Whitney) 

Sources of mistrust Factors contributing to trust 

Misalignment of measurements and 
rewards—pits people against one another and 
against the firm


Establish the aim, mission, vision, and values of the firm, 
then manage as an inclusive system—rewarding the 
whole human being in a way that also rewards the firm

Incompetence or the presumption of 
incompetence, whether bosses, peers or 
subordinates


Create a permeable organization structure and interactive 
management processes in an open, trusting 
environment—for learning on the job and a multiplier of 
formal training and education

Imperfect understanding of systems, causing 
activity that diverts effort from the organization 
goals

 Understand and communicate the interdependence of all 
components (understand the business model)

Information that is biased, late, useless, or 
wrong 

Conduct and audit of formal and informal measurements 
and controls. Eliminate noise—defined as information that 
does not contribute to the central mission of the firm

Lack of integrity  Remove violators from the system, swiftly and summarily.
Eliminate conditions that might cause recurrence 
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Diego Gambetta: “Can we Trust Trust?” 

o Elster & Moene (geciteerd bij Gambetta): 

– “Indeed, some amount of trust must be present in any complex economic system, and it is far from 
inconceivable that systems with a higher level of general trust could come about. It would be risky, 
however, to make higher levels of trust into a cornerstone of economic reform. We may hope that 
trust will come about as the by-product of a good economic system (and thus make the system 
even better), but one would be putting the cart before the horse were one to bank on trust, 
solidarity and altruism as the preconditions for reform.”

Gambetta, Diego (2000) ‘Can We Trust Trust?’, in Gambetta, Diego (ed.) Trust: Making and Breaking Cooperative Relations, electronic edition, 
Department of Sociology, University of Oxford, chapter 13, pp. 213-237, <http://www.sociology.ox.ac.uk/papers/gambetta213-237.pdf>



Why society doesn’t trust society

o The trust of individuals and groups in the system of society itself (government, institutions, experts, 
firms) has eroded because of:

– The loss on the natural restraints on income inequality due to the transformation to the  
informational society 

– The loss of transparency in the democratic process (e.g. lobbying) Dahrendorf 2002 Die Krisen der 
Demokratie

– Issues with the effectiveness and the integrity of the state, including the incapacity of the state to 
address issues in society

– The loss of the balance of powers and loss of a clear separation between the spheres of civil 
society, state and market

– Scientists and experts are perceived as sources of risks, not as resources to deal with uncertainty 
– The loss of trust in the genuine nature of man resulting from the use of medicines and drugs 

affecting the personality (Fukuyama, 2002. Our Posthuman Future: Consequences of the 
Biotechnology Revolution)

– Increasing doubts with the respect to the role of the media (print, TV, movies, internet, games) that 
these frame issues and create a manufactured reality based on specific interests
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The American Business Model

o Milton Friedman: It is important to distinguish the day-to-day activities of people from the general 
customary and legal framework  within which these take place. The day-to-day activities are like the 
actions of the participants in a game when they are playing it; the framework, like the rules of the game 
they play… These then are the basic roles of governments in a free society: to provide a means 
whereby we can modify the rules, to mediate differences among us on the meaning of the rules, and to 
enforce compliance with the rules on the part of those who would otherwise not play the  game. 

o Self-interest rules Self-regarding materialism governs our economic lives

o Market fundamentalism Markets should operate freely, and attempts to regulate them by social or 
political action are almost always undesirable;

o The minimal state The economic role of governance should not extend much beyond the enforcement 
of contracts and private property rights. Government should not itself provide goods and services, or 
own productive assets

o Low taxation While taxation is necessary to finance these basic function of the minimal state, tax rates 
should be as low as possible and the tax system should not seek to bring about redistribution  of income 
and wealth

Kay, J. 2003. The Truth About Markets: Their Genius, their Limits, their Follies. London: Allen Lane.



Functions of the state (World Development Report, 1997)

Addressing market failure Improving equity

Minimal functions 

Providing pure public goods: 

Defense
Law and order
Property rights

Macroeconomic management
Public health

Protecting the poor:

Antipoverty programs
Disaster relief

Intermediate 
functions 

Addressing
externalities: 

Basic education
Environmental 

protection 

Regulating monopoly:

Utility regulation
Antitrust policy

Overcoming imperfect 
information: 

Insurance (health, 
life, pension)

Financial regulation
Consumer protection

Providing social 
insurance:

Redistributive
pensions

Family allowances
Unemployment 

insurance

Activist functions 

Coordinating private activity:

Fostering markets
Cluster initiatives

Redistribution: 

Asset redistribution
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What could or should be done to restore trust in the financial
system? 

Fukuyama, F. 1995. Trust: the social virtues and the creation of prosperity. London: Hamish Hamilton
Whitney, J.O. 1996. The Economics of Trust; Liberating profits & Restoring Corporate Vitality. New York: Mcgraw-Hill
Giddens, A. 1984. The Construction of Society. Berkeley and Los Angeles: University of California Press

Without trust a society, an economy, firms, man, doesn’t function 
neither development is possible (Fukuyama, 1995; Whitney, 1996)

Calculus based trust:
Whenever people believe 
that  another will behave as 
promised out of fear of 
getting punished for doing 
other wise 

Identification based trust:
When people know and 
understand each other so 
well that they are willing to 
allow the other to act on his 
or her behalf

Two types of trust 
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The role / position and organization of banks is fundamentally 
influenced by the decreasing costs of information

Information asymmetry is 
source of profit (deal 

making)

Transaction banking

Reducing information 
asymmetry is source of 

profit

Relationship banking
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The Evolving Landscape of Banking

o “ The structure of the financial services industry is in flux. Liberalization, deregulation, and advances in 
information technology have changed the financial landscape dramatically. Interbank competition has 
heated up and banks face increasing competition from nonbanking financial institutions and the financial 
markets. The predictability of the industry with low levels of financial innovation, little innovation in 
distribution channels and well defined and rigid institutional structures is gone. Product innovations, new 
distribution channels, and emerging new competitors are in abundance. Moreover, the subprime crisis 
that has hit the financial sector in 2007–2008 appears to have a major impact on the structure of the 
industry. … In particular, we point at relationship banking as a prime source of the banks’ comparative 
advantage. The proliferation of transaction-oriented banking (trading and financial market activities) does 
however seriously challenge relationship banking. In order to focus on these issues in a rigorous way, 
we will evaluate the key insights from the relationship banking literature, including the potential 
complementarities and conflicts of interest between intermediated relationship banking activities and 
financial market (underwriting, securitization, etc.) activities.” 

Boot, A. W. A., & Marinč, M. (2008). The Evolving Landscape of Banking. Industrial and Corporate Change, 17(6), 1173-1203.
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The Subprime Panic: Risks and incentives

o “The originate-to-distribute model, unfortunately, created some severe incentive problems, which are 
referred to as principal-agent problems, or more simply as agency problems, in which the agent (the 
originator of the loans) did not have the incentives to act fully in the interest of the principal (the ultimate 
holder of the loan). Originators had every incentive to maintain origination volume, because that would 
allow them to earn substantial fees, but they had weak incentives to maintain loan quality. . . ..” (Mishkin, 
February 2007) 

o “Understanding the ongoing credit crisis or panic requires understanding the designs of a number of 
interlinked securities, special purpose vehicles, and derivatives, all related to subprime mortgages. I 
describe the relevant securities, derivatives, and vehicles to show: (1) how the chain of interlinked 
securities was sensitive to house prices; (2) how asymmetric information was created via complexity; (3) 
how the risk was spread in an opaque way; and (4) how trade in the ABX indices (linked to subprime 
bonds) allowed information to be aggregated and revealed. These details are at the heart of the origin of 
the Panic of 2007. …”*

Gorton, G. (2009). The Subprime Panic. European Financial Management, 15(1), 10-46.
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The aftermath of the financial crisis

o Shiller: the need for a new information infrastructure

– Promoting comprehensive financial advice

– Establishing a consumer-oriented government financial watchdog

– Adopting default conventions and standards that work well for most individuals

– Improving the disclosure of information regarding financial securities

– Creating large national databases of fine-grained data pertaining to individuals’ economic 
situations

– Creating a new system of economic units of measurement

Shiller, R. J. (2008). The Subprime Solution. Princeton: Princeton University Press. p.121 e.v.
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The social responsibility of the (executive) board according to Sir
Adrian Cadbury*

o Basic companies responsibilities:
– To meet its material obligations to shareholders, employees, customers, suppliers and creditors, to 

pay taxes, and to meet its statutory duties
– (to meet society’s demands for goods and services, to provide employment, to contribute to 

the exchequer and to operate efficiently at a profit) 

o Responsibilities for actions:
– Making the most of the community’s human resources
– Avoiding damage to the environment 

o Responsibility for consequences of actions:
– To envisage the wider consequences of their decisions on society, e.g. to maintain the framework 

of society in which it operates
– How far should a business reflect society’s priorities rather than its own commercial priorities? 

*Cadbury, A. (1995). The Company Chairman (2nd ed.). Hertfordshire: Director Books.
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The role of the firm is to create value, but what is value? 

o The role of the firm is to create value by developing, 
producing and distributing  products and services which 
contribute to the welfare in society (Drucker), in a way 
that productivity increases, no harm is done to the 
environment, that resources are not exhausted, and 
costs of capital covered

o Value created is the difference between consumer’s 
maximum willingness-to-pay and the costs of resources, 
which by the price P is devided in the consumer surplus
and the profit of the firm

o The role of the firm is to maximize this value

o It is the task of the state to maintain a market mechanism 
that this value in a fair way is devided between the 
consumer surplus (and tus the social surplus) and the 
profit for the firm
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Four legitimate values

Economic growth: “The 
real issue is what 
corporate behavior will 
get the most out of 
society’s limited 
resources…?” (Jensen)

Maintaining 
Social capital, 
social cohesion, 
Sustainability 
Stakeholder value

Committed 
finance / going-
concern value of 

the firm

Liquid finance / 
liquidation value of the 

firm / shareholder 
value
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Mechanisms to discipline executive boards

o Capital markets (private equity, active shareholders) 

o Legal and political regulating systems (competition policy) 

o Product- en factor markets

o The system of corporate governance

o Corporate law and civil law procedures

o Public opinion, the media, NGO’s affecting the reputation of firms and executives 

o Role attribution in society: Berle & Means (1932/1991) managerial professionalism, “managers 
can choose to use their freedom, not narrowly for their own or for stockholder’s interests, but for 
the interest of society as a whole” 
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What options executives have available to organize their relation with
society? 

o Baudrillard:
– The functional logic of use value; principle is utility
– The economic logic of exchange value; principle is equivalence
– The differential logic of sign value; principle is difference
– The logic of symbolic exchange; principle is ambivalence

o Hence:
– The role of the mission of the firm

– De role of a corporate values hierarchy

– The choice of the objective function (part 2) 
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What is a mission? 

o A mission defines the enduring purpose of a firm or non-profit institution:
– Why do we exist? 
– What must we accomplish? 

o A mission is the pivot in the governance and management of a firm:
– It is the canon for decision making, initiatives, innovation and self-coordination
– It inspires and motivates members of the organization, focuses them on the  common objectives 

and is key in attracting new members who can identify with the mission

o A mission is not: 
– A statement of operational targets (but it connects long term goals with short terms goals)
– It does not include statements with respect to strategy (how objectives will be accomplished) 

Based on: Bart, 1999, deels ook The Mission Statement Book 



Mission Triodos bank 

o Triodos Bank financiert bedrijven, instellingen en projecten met een meerwaarde op sociaal, milieu en 
cultureel gebied, daartoe in staat gesteld door spaarders en beleggers die kiezen voor maatschappelijk 
verantwoord ondernemen en een duurzame samenleving.

o Onze missie is
– Bij te dragen aan een samenleving waarin levenskwaliteit wordt bevorderd en menselijke 

waardigheid centraal staat.
– Het voor mensen, bedrijven en organisaties mogelijk te maken bewust met geld om te gaan en 

daarmee duurzame ontwikkeling te bevorderen.
– Onze klanten van duurzame financiële producten en een goede service te voorzien.
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What is or should be the mission of a financial institution? 

o ABN Amro: Mission (period of Rijkman Groenink) “Maximization of shareholder value” 

o Deutsche Bank: “We compete to be the leading global provider of financial solutions for demanding 
clients creating exceptional value for our shareholders and people.”§

o Rabobank (Raiffeisen) “Social-economic development of the local community by providing access to 
capital on basis of Selbsthilfe, Selbstverantwortung en Selbstverwaltung

o Mishkin: Financial intermediation under reduction of transaction costs / curbing the effects of information 
asymmetry* 

*Mishkin, F. S. (2003). The Economics of Money, Banking, and Financial Markets (6 ed.). Boston: Addison-Wesley.
§ http://www.db.com/japan/content/en/10322.htm.

http://www.db.com/japan/content/en/10322.htm accessed November 28�
http://www.db.com/japan/content/en/10322.htm accessed November 28�
http://www.db.com/japan/content/en/10322.htm accessed November 28�
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What is a value?

o A value tells us what an individual or group wants to be true or not to be true in a prescriptive way. A 
values is activated by, yet transcends actual situations and as such is an abstraction*

– A value defines judgments, and is decisive for behavior (interpretation, judgment, decisions, 
actions) and is used to judge behavior of others

– Values are tied to the affective system, such that people feel happy when their important values 
are fulfilled; angry when these values are frustrated

– Values are universal; each individual, group, and culture organizes values in a hierarchy of 
importance

o Types of values
– Ethical values
– Community values
– Political values 
– Professional values 
– Cultural values 
– Operational values 

* Rollinson, 2002, Cha & Edmondson, 2006



Are these values? 
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From The Ethics Code of the Deutsche Bank (Japan) 

1. Compliance with laws, regulations and rules, as well as social norms […]
2. Proper management of conflict of interest […]
3. Confidentiality and information management […]
4. Maintenance of social order and implementation of social contributions

As a good corporate citizen, we shall actively participate in social activities and contribute to the stability and 
maintenance of social order. We shall take a resolute stand against groups and organizations engaged in anti-social 
activities and shall never transact with any such groups or organizations. 

5. Action with a high regard for customer interests […]
6. Good-faith and fair performance of duties with due regard to the customer position […]
7. Advisory activities for customers […]
8. Behavior in the capital markets […]

9. Self-awareness of social mission and maintenance and improvement of the soundness and 
reliability of the capital markets
We shall appreciate the importance of fairness and soundness as to the capital markets, and shall not engage in any activity 
which might hinder the sound development of the capital markets. In addition, we shall, by endeavoring to maintain the soundness
of the capital markets, realize our imperative social mission to be carried out and act accordingly.
We shall not engage in any improper behavior that might result in the loss of customer trust in the Company or undermine the 
soundness of the capital markets, such as failure to disclose information in a proper and timely manner or involvement in any
activity which may thwart fair price formation. 
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Example of a proven values hierarchy: 
Johnson & Johnson (1943) Our Credo

o We believe that our first responsibility is to the doctors, nurses, hospitals, mothers, and all others who use our products. 
Our products must always be of the highest quality. We must constantly strive to reduce the costs of these products. Our 
orders must be promptly and accurately filled. Our dealers must make a fair profit.

o Our second responsibility is to those who work with us—the men and women in our plants and offices. They must have a 
sense of security in their jobs. Wages must be fair and adequate, management just, hours reasonable, and working 
conditions clean and orderly. Employers should have an organized systems for suggestions and complaints. Supervisors 
and department heads must be qualified and fair-minded. There must be opportunity for advancement—for those qualified 
and each person must be considered and individual standing on his own dignity and merit.

o Our third responsibility is to our management. Our executives must be persons of talent, education, experience, and 
ability. They must be persons of common sense and full understanding

o Our fourth responsibility is to the communities in which we live. We must be a good citizen—support good works and 
charity, and bear our fair share of taxes. We must maintain in good order the property we are privileged to use. We must 
participate in promotion of civic improvement, health, education and good government, and acquaint the community with 
our activities.

o Our fifth and last responsibilities is to our stockholders. Business must make a sound profit. Reserves must be created, 
research must be carried on, adventurous programs developed, and mistakes paid for. Adverse times must be provided 
for, adequate taxes paid, new machines purchased, new plants built, new products, launched, and new sales plans 
developed. We must experiment with new ideas. When these things have been done the stockholder should receive a fair 
return. We are determined with the help of God’s grace, to fulfill these obligations to the best of our ability.  

Collins, J. C., & Porras, J. I. (1994). Built to Last: Successful Habits of Visionary Companies. New York: HarperBusiness, p. 59.
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How to build & maintain trust in a spasmodic society? 

o While it is difficult for nation states to re-embed the financial markets within the institutions of society, 
financial institutions themselves can stabilize their organizations and relate to society, by embedding the 
performance management system and their objective function within the context of a mission and a 
corporate values hierarchy

o Rebuilding trust takes time and especially consistency with respect to: 
– The functional logic of use value: products and services that are perceived as useful
– The economic logic of exchange value: fair pricing / equitable rewards
– The differential logic of sign value; that products and services and the way business is conducted 

and the communication on this, relate to life styles of stakeholders
– The logic of symbolic exchange: 

– A mission and a hierarchy of corporate values with which stakeholders can identify in a 
world of symbols and values 
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