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Short Bio 
ALAN KIRMAN 
 
Alan Kirman is a Professor emeritus of Economic Science at the Université 
d'Aix-Marseille III and the Directeur of Studies at the Ecole des Hautes Etudes 
en Sciences Sociales (EHESS). 
 
He attended Dulwich College in the UK, he earned a B.A. and an M.A. from 
Oxford University (Jesus College) and has a diploma from the Johns Hopkins 
School of Advanced International Studies in Bologna. In 1971 he earned his 
Ph.D from Princeton University on "Optimum tariffs in a general equilibrium 
model of trade".  
 
Professor Kirman has been a professor of economics at Johns Hopkins 
University, the Université Libre de Bruxelles, Warwick University and the 
European University Institute in Florence.  He was elected a fellow of the 
Econometric Society and of the European Economic Association and was 
awarded the Humboldt Prize in Germany.  
 
He is also a Member of the Institute for Advanced Study in Princeton, a 
frequent visitor to the Santa Fe Institute and has supervised more than 40 
Ph.D theses.  
 
His research has recently focused on the relationship between individual and 
collective economic behaviour and the role of direct interactions between 
economic agents in determining aggregate outcomes. His work is particularly 
focused on how economic systems can suddenly develop crises without any 
exogenous shock. He has also worked on general equilibrium theory, 
international trade, game theory, information, social choice, networks and 
economic justice.  
 
He has published over 150 articles in international scientific journals. He is the 
author and editor of twelve books; his most recent, Complex Economics: 
Individual and Collective Rationality, was published in July 2010 by Routledge. 
 
In April 2012, Prof. Kirman attended the OECD Symposium: New Science-
Based Tools for Anticipating and Responding to Global Crises. He also 
participated at the first NAEC IdeaFactory during the 2012 OECD Forum. 
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PRESENTATION 
The Crisis in Economic Theory: How we got 
here and possible ways out 
 
Full transcript1 
 
Good afternoon and thank you for inviting me. What I want to talk about is, are we today really 
faced with a crisis in economic theory? How did we get here? And how do we get out? 
 
Many of my colleagues would argue that we are not faced with a crisis in economic theory, this is 
just an unfortunate blip and things will come back to normal. In 2003, Robert Lucas stated in his 
address to the American Economic Association that the central problem of depression prevention 
had been solved. Ben Bernanke was writing papers about the great moderation. It was a smooth 
and stable situation until we came to 2008. Then suddenly we have on the cover of The 
Economist ―Modern Economic Theory – Where it went wrong and how the crisis is changing it.‖ 
So there was this hope that we would have to radically rethink our economics because we had 
built a castle around the existing theory and somehow it had not done the job we wanted it to do. 
 
One of the problems is that we economists believe so much in our models that we are unwilling 
and unlikely to look at the empirical facts. Mario Draghi recently succumbed to this notion by 
comparing the Euro to a bumblebee stating that, ―The Euro is a bumblebee that flew very well for 

                                                      
1
 
The original transcript of Alan Kirman’s presentation has undergone minor editing to ensure that the text published in this brochure is presented 

in a reader-friendly format. 
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several years but it shouldn‘t fly, because the models built by physicists showed that it could not 
fly.‖  
 
So people asked: How come it did fly? His response was that ―Something must have changed 
due to the crisis and the bumblebee would have to graduate into a real bee and that is what it is 
doing.‖ Most people with a reasonably scientific approach said that this is absurd because it did 
fly and we observed it, so there must be something wrong with the model which stated it could 
not. The bumblebee therefore did not have to be changed, the model had to be changed.  
 
The issue is that we are so wedded to our models that when they do not correspond to empirical 
reality we wonder what the problem with the evidence is, rather than wondering what the problem 
with our models is. 
 
My basic motivation for this talk is that people dealing with policy are worried about 
macroeconomic problems and are interested in the aggregate behaviour of the economy; yet the 
problem is really in the passage from micro behaviour to macroeconomics. It is what lies between 
those two that is really important. That is what we do not capture properly in macroeconomics. 
When you open a macroeconomics textbook you are immediately faced with the representative 
individual, that somehow we want to treat the aggregate as if it were the same as the underlying 
average individual.  
 
The best way to understand aggregate phenomena is not to start from the isolated optimising 
individual. It is the direct interaction between individuals which makes the difference between 
macro behaviour and micro behaviour. We know that from other disciplines. If we look at biology, 
ecology, physics we know that these systems, in which many things are interacting, do not have 
aggregate behaviour which corresponds to the average of individual behaviour; it is not as simple 
as that. The collective choices which people make may be rational but that does not mean that all 
the underlying individuals are individually optimising.  
 
Interactions by individuals create externalities which are not imperfections, they are central to our 
understanding of collective behaviour. The effects that we produce must be taken into account 
directly, they cannot be considered as imperfections in our perfect system.  
 
The economy must be treated as a complex adaptive system from which the aggregate decisions 
of heterogeneous interacting agents emerge. This however was not taken seriously. Jean Claude 
Trichet said ―Macro models failed to predict the crisis and seemed incapable of explaining what 
was happening to the economy in a convincing manner. We felt abandoned by conventional 
tools. Judgement and experience inevitably played a key role.‖ 
 
Somehow as economists we should feel guilty when we are told that, in the end, policy makers 
only relied on judgement and experience and not on what their economic advisors were telling 
them. Adair Turner went even further, he said: ―There was a dominant conventional wisdom that 
markets were always rational and self‐ equilibrating, that market completion by itself could 
ensure economic efficiency and stability, and that financial innovation and increased trading 
activity were therefore axiomatically beneficial.‖ 
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What, I believe, we must produce is a very different system, one that as it evolves can undergo 
sudden endogenous changes which are not necessarily owed to exogenous shocks. The system 
itself evolves and transforms in such a way that suddenly it will go through a sort of paroxysm 
and will shift to a different phase. That is not a characteristic of the sort of models that we 
currently build.  
 
Our models of rational individuals do not allow us to achieve that sort of model. I will argue that 
we have been too preoccupied with optimisation at the individual and the collective level and that 
is illusory. What we should really be concerned with is the coordination of economic activity. The 
difficulties we face today are owed, to a large extent, to the breakdown in coordination rather 
than in not being right at the efficient frontier. We have obviously witnessed a collapse at the 
coordination level between the parts of the puzzle. 
 
I would like to focus upon three features which are largely absent in most macroeconomic 
models upon which policy is currently based: interaction (especially at the local level), thresholds 
(both individual and collective), and the networks that govern interaction (for example, the way 
banks or firms or individuals are linked together). 
 
Our basic aim as economists is our wish to explain economic phenomena. When confronted with 
empirical data it should be possible to say this model seems to be wrong. In science we proceed 
by rejecting models, whereas in economics we tend to calibrate our models to the reality, rather 
than saying, can I refute the model as it stands? 
 
Well trained economists say the model must have sound micro foundations. This, by now, must 
be viewed with a certain degree of cynicism, because our models are based on rational 
optimising behaviour of individuals who are isolated. Vilfredo Pareto, the father of modern 
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mathematical economics, said ―people spend some of their time making non-rational decisions 
and the rest of their time rationalising them.‖ 
 
In macroeconomic models we characterise aggregate behaviour as resulting from individual 
optimisers. And yet we know that when we aggregate people we can lose the model‘s structure 
which has been imposed on individuals and vice-versa. This highlights that a simple relationship 
between individuals and aggregates does not exist.  
 
Why are we so attached to our rational individuals? Is it mathematical convenience or economic 
plausibility? I claim that the assumptions are there for mathematical convenience and I am not 
the first economist to say that. Many economists have said that most of our assumptions about 
rationality have come from economists‘ introspection and not from looking at how people actually 
behave and make their decisions in reality. We do not allow for development preferences over 
time, or the evolution of people, both of which are important features in depicting how people act.  
 
In the UK there was an advertisement for Guinness saying: ―I don‘t like Guinness that‘s why I 
have never tried it.‖ Many people of course dismissed this kind of thinking, but for an economist 
that is perfectly normal because you know what your preferences are, you know whether you like 
Guinness or not, you don‘t have to try it. 
 
Robert Lucas would say rationality is something which simply evolves over time, you learn to use 
rules which work well and as you learn those rules correspond to optimising. This is good when 
learning about something exogenous to what you are doing, but when you are learning about a 
system in which everybody else is also learning, it becomes complicated.  
 
An example, depicted in a cartoon, is a scientist who is training a rat to push a button in order to 
receive food. But in fact the cartoon depicts the rat as training the scientist to release food when 
the button is pressed.  
 
When learning in a collective system, it is not obvious whether it is the environment or you that is 
learning. We are learning about what is happening in the economy and it is not at all obvious 
whether such a process will ever converge to people behaving in something like an optimal way. 
 
The current macroeconomic models are based fundamentally on the notion that the economy is 
essentially in equilibrium all the time. And yet as Stuart Kaufman said: ―An organism that is in 
equilibrium all the time is dead because nothing is happening.‖ 
 
Our notion is a static one that we adopted from 19th Century classical mechanics; we should 
however move on with statistical physics where we are not so interested in static equilibria states 
but in the dynamic process of the economy, something we have not done a lot of progress 
towards. 
 
We are therefore very interested in states of the economy but not on how we get to the 
equilibrium. Our model does not guarantee us stability and we have no demonstration that an 
economy that is not in equilibrium would ever get to equilibrium. Macroeconomists have avoided 
that problem by assuming that we are in equilibrium all the time – and do not have to worry about 
adjustment to equilibrium. That is why we have the representative individual, if you have only one 
individual he is going to be in equilibrium. 
 
Is that the appropriate way to model economies? I believe that we should allow for the direct 
interaction between individuals. Why are aggregates different from individuals? Most of us 
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believe that they are, but if we read macroeconomics textbooks it is not so obvious. Yet if you 
think of revolutions in crowds it seems that there is some great difference between the behaviour 
of individuals and the collective behaviour. 
 
In a world in which individuals interact directly, outcomes are maybe more or less rational than 
the individual behaviour. The result at the aggregate level may be consistent with standard 
models but it may not be that the underlying individuals are actually doing this complicated 
maximisation that we assume.  
 
We may actually get more structure in the economy when we aggregate individuals, than we 
would have had if we had looked at the individuals on their own. We get properties which could 
hold at the aggregate level and may not hold at the individual level. When we test the aggregate 
data we attach it to our model for the economy. We believe that since the aggregate behaves in 
this way so does the individual, however, there is no reason to believe that. 
 

For example: Gode and 
Sunder‘s zero intelligence 
traders depicts the double 
auction system in which 
some people have 
something to sell and some 
people have something to 
buy. Both groups know how 
much they have paid for 
and how much they can 
sell their items respectively 
– then they simply bid. You 
can therefore easily trace 
out the supply and the 
demand curves and find 
what the competitive 
equilibrium would be. Gode 

and Sunder ran the experiment with individuals who bid at random and found out that they still 
converge at competitive equilibrium, this is because the way the market was setup led to that 
specific result. In other words, the way institutions are setup play a fundamental role, it is not just 
individual rationality that is taking us to where we get to.  
 
The economy is made up of individuals who interact directly, these systems do not have 
aggregate behaviour which can be characterised as the average behaviour of the individuals. 
The gap between micro and macro is real.  
 
What do I mean by direct interaction? Economic agents exchange information and influence each 
other by modifying each other‘s expectations. My expectations for example are not independent 
from what other people believe or from what the press tells me. Epidemics of optimism and 
pessimism can therefore take place, which of course would not exist should there be only one 
representative individual. People mimic each other, they tend to imitate what they see as being 
good or successful behaviour. People also trade and in standard macroeconomic models nothing 
is said about how trade is organised, who trades with whom and how that happens.  
 
To provide an example, think of people who make binary decisions – yes or no – and those 
decisions are taken when a certain threshold is reached. There are two types of threshold, 
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individual and collective. Individuals learn from and about those with whom they are linked. The 
network of relations governs the evolution of the economy. We can get some very simple lessons 
from social insects. Economists hate comparing individuals to insects, but if you compare the 
textbook homo-economicus to social insects, I believe we are somewhere in between, not exactly 
the same but not completely different either. Ants learn in an environment within which they have 
a local and limited knowledge; and yet they produce quite sophisticated aggregate behaviour. 
Experiments have shown that ants, as well as bees, are individually very simple (such as an on 
or off switch) but collectively they react smoothly to their changing environments. 
 
Another example: when bees choose new nesting sites they do it by a procedure of voting, they 
examine sites and if they like the site they have found they dance enthusiastically until a 
consensus is reached on a preferable site. Collectively, therefore, they manage to make good 
decisions, in general, but individually they are very simple with a limited knowledge. This brings 
us back to the question of thresholds, when a certain threshold is reached then the collective 
takes a decision. 
 
Thresholds therefore work well provided they are distributed and are not all programmed to react 
at the same point, for if they do then a catastrophe can happen as everyone will be reacting at 
the same level or no one will be reacting at all. At the human level for example, traders with stop-
loss orders are programmed to get out when a certain price is reached. If they all converge on 
the same price where they wish to get out then you get exactly what happened in May 2010. 
Many programmes had been told to sell when a certain level was reached and there was a 
downward spiral. So these thresholds work well once distributed but once they become 
constricted, due to human manipulation, then things can become much worse. 
 
In fact, Thomas Seeley, the author of the book ‗Honeybee Democracy‘ states: ―My scientific work 
focuses on understanding the phenomenon of swarm intelligence (SI): the solving of cognitive 
problems by a group of individuals who pool their knowledge and process it through social 
interactions. It has long been recognised that a group of animals, relative to a solitary individual, 
can do such things as capture large prey more easily and counter predators more effectively. 
More recently it has been realized that a group of animals, with the right organization, can also 
solve cognitive problems with an ability that far exceeds the cognitive ability of any single animal. 
Thus SI is a means whereby a group can overcome some of the cognitive limitations of its 
members. SI is a rapidly developing topic that has been investigated mainly in social insects 
(ants, termites, social wasps, and social bees) but has relevance to other animals, including 
humans. Wherever there is collective decision‐ making—for example, in democratic elections, 
committee meetings, and prediction markets—there is a potential for SI.‖ 
 
In this respect, random field ising models capture some of the features I have been talking about. 
They examine the facts that people are often faced with binary decisions and not with more 
complex questions. In making their decisions, they firstly have a value attached to a particular 
item, such as a painting; secondly, a public signal may influence them, such as the price of the 
painting; And thirdly, they are influenced by the opinions of people they know. These three 
factors will give us an idea of what the utility of making this choice would be.  
 
People in general do not have the possibility to carefully calculate these thresholds and will 
typically have a probability of doing something that will influence them to make a decision. In 
general, therefore, when people make decisions they do not optimise perfectly; they usually 
explore two thoughts: ―Should I exploit the information I gained in the past, or should I explore 
new possibilities?‖ They are constantly faced with that trade-off.  
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A further element is the fact that people cannot consciously optimise everything they are faced 
with all the time. This is selective attention. We do not re-evaluate on a daily basis our house 
mortgage or other decisions which we have already made. We only re-evaluate these decisions 
when new information comes into the picture.  
 
An additional problem which we also deal with is the economists‘ idea that markets self-organise, 
if you leave them alone they will self-organise into an efficient situation. I believe that in fact they 
do self-organise but it is by no means clear that it is a stable process and that it will lead to an 
optimal outcome. I believe the actors within these systems are modifying their own rules and the 
way they behave and that in itself collectively can lead to major phase transitions in the way the 
system behaves. This is because individuals do not see the consequences of their actions for the 
system. 
 
Most of us are familiar with the weaknesses in the underlying foundations of standard economics 
and general equilibrium, but a lot of what we are worried about concerns financial markets which 
use models that also have very shaky foundations. In financial markets, agents have ways of 
forecasting future prices, that determines how much they wish to buy and sell and that in turn 
determines the price of the assets. When they see the new prices they in-turn change their 
forecasts and that is how the market evolves.  
 
We are told that the efficient markets hypothesis states all relevant information is contained in 
prices. The basic argument for this came from the work of Bachelier in 1900. Henri Poincaré who 
drafted the report on Bachelier‘s thesis said that ―Bachelier‘s idea was very simple, people 
receive information, then they act upon it and as a result this information becomes public.‖ 
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Poincaré however stated that there was something fundamentally wrong with this theory, people 
do not independently observe this information, they are constantly being influenced: ―Des causes 
multiples entrent en action, et elles troublent les hommes, les entraînent à droite et à gauche, 
mais il y a une chose qu'elles ne peuvent détruire, ce sont leurs habitudes de moutons de 
Panurge. Et c'est cela qui se conserve.‖ 
 
In short people will look and be influenced by what other people are doing, and many economists 
argued this theory. Yet we persisted on a different path. Alan Greenspan said ―the whole 
intellectual edifice collapsed in 2008‖, and yet we carried on. We continued to look at where there 
was light and at models which we knew how to solve rather than change to fit what we were 
observing. I believe it is simply a question of inertia – we persist with models we know how to 
analyse even though they do not correspond to anything we observe. What we have to explain is 
sudden large movements without the arrival of an exogenous shock or piece of news.  
 
As Wilhem Buiter a former member of the Bank of England‘s Monetary Policy Committee and 
now chief economist of Citigroup, said: ―Those of us who worry about endogenous uncertainty 
arising from the interactions of boundedly rational market participants cannot but scratch our 
heads at the insistence of the mainline models that all uncertainty is exogenous.‖ 
 
To think of a simple argument, people are either fundamentalists or chartists and they would 
adopt one of those positions depending on how successful either one had been in the recent 
past. So our models, which are built on these assumptions, contain contagion effects and do not 
get convergence to a steady equilibrium state. We get fluctuations and every now and then we 
get bubbles which always collapse. 
 
Regarding the regulation of the system, if you have a complex system I do not believe you can 
set down a set of rules which are set in stone. The rules will have to evolve all the time simply 
because the people within the system are evolving. Regulation is therefore a very delicate and 
difficult problem. Sadly people in the banking sector hate the idea that regulation should be 
reactive. 
 
Thank you. 
 
QUESTION AND ANSWER SESSION 
 
Question 1: Secretary-General. 
How did we not see the train coming? We are still in the greatest crisis of our lifetimes, 
unemployment is still growing. What happened in terms of the approach? 
 
Alan Kirman: 
A recent book by Duncan Watts, ―It‘s obvious once it has happened‖ explains that many people 
write about these issues once they have already happened. I do not believe that is a very useful 
exercise. We have been trained to think about the economy as a system moving along an 
equilibrium path and sometimes it is knocked off course; but when that happens, it has forces 
within it which will bring it back on course. As long as we believe that, then we will always resist 
the idea that we must radically rethink what we are doing. If however we believe that the process 
is much more complicated than that and that the system can be knocked off track and stay there 
for a long time, then we can develop a different vision of the way things progress.  
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As economists we have not 
incorporated that idea yet. Most 
economists still believe that 
things will get back to normal, 
but this means that we must 
consider the path upon which the 
economy was before the crisis. 
To me this path is not clearly 
traced out to us, it is instead self-
determined and our current 
actions will influence the path 
that we will follow. A steady state 
that we would have forecast 
twenty years ago is not real, a 
steady state is always evolving 
along with the system and its 

dimensions. The current events are a tragedy, to many economists the rise in unemployment 
may seem as just a few percentage points and statistical data, but these are lives being affected 
severely. We have to view this as a shock which is being generated by the system itself and not 
necessarily by an outside element which suddenly changed.   
 
Question 2: Mr Pier Carlo Padoan. 
Macroeconomists today have to produce numbers to depict how the economy is progressing; 
however those numbers are being produced on the old models. What should we identify as 
useful building blocks in a new approach to modelling knowing that there is such a big difference 
between the traditional modelling and the approach you have described? 
 
Question 3: Mr Jorgen Elmeskov. 
My concern regarding the models you have described today is that a lot of different models can 
depict different facts and therefore we may not get accurate guidance. One model for example, 
that may be refuted by the facts, may tell you that the market will crash tomorrow while another, 
which is not refuted, may tell you that it won‘t.  
 
Alan Kirman: 
Nils Björkstén said that when presented with two models which are mutually inconsistent, both of 
which for the time being fit the facts you have to accept them both until you can reject one or the 
other. All our models are based on the notion that we solve for the equilibrium, should we be 
solving for the equilibrium? And should we be talking about exogenous shocks? I believe we 
need to think about systems which will generate their own shocks and statistical physics does 
have models for that, but we have not brought them to standard macroeconomics. In the long-run 
we will have to resort to different modelling.  
 
Question 3: Mr. Andreas Schaal. 
During the creation of our New Approaches to Economic Challenges initiative (NAEC) we 
struggled around the discussion of how to adjust general equilibrium models. One of the key 
questions for us is growing inequality and green resources; these are not built in any of the 
general equilibrium models. How do you view the building of the broader social and 
environmental issues in macroeconomics modelling? 
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Alan Kirman: 
Inequality‘s recent increase has a strong impact on society. The American Tocqueville model, 
has always stated that the American society is one in which people always believe that they can 
get to the top. But in fact the reality has become that it is less and less accessible for the man at 
the bottom to get to the top. The 99% has become vocal as they realise that the extent of 
inequality today is such that it really does not mean that everybody has the same opportunities.  
This does not figure in our macroeconomics models. People have built agent-based models in 
which they have people earning different amounts, however the income distribution evolves over 
time and that must be taken into consideration. Moreover, the financial sector and its expansion 
is closely related to rising inequality. If we look at France, inequality in income and wealth has 
increased significantly, this has taken place mostly in the financial sector and in the Ile-de-France 
area. We should incorporate these phenomena. 
 
Regarding the environment, we should consider the crisis as an opportunity to invest in a more 
environmentally friendly infrastructure rather than postponing these questions for future 
generations. 
 
Question 4: Mr Walter Stechel. 
Could we limit the new thinking to economic issues or would we have to implement a paradigm 
shift in many other areas, such as in foreign policy where we also tend to think in equilibrium and 
stability terms? Wouldn‘t a completely new way of thinking be counter-intuitive to a long-term 
growth path and long-term stability? Would it be even possible? 
 
Alan Kirman: 
There is a tradition of people, such as Schumpeter, who talk about creative destruction arguing 
that the economy is constantly destroying itself and creating new things. So the foundations of 
this thinking exist, but I believe we were pushed onto this equilibrium and optimum paths in the 
1950s because at the time this was considered mathematically, more sophisticated and more 
logical. We see this in other areas as well, in ecology for example, there may be a change within 
the system where a species will become extinct, and this is not necessarily attributed to an 
outside shock such as a meteor.  
 
Question 5: Secretary-General. 
How comfortable do you feel that you are able to promote these ideas and that they will be 
seriously considered at the policy-level? 
 
Alan Kirman: 
In the past, I was invited to give talks mainly to universities, in the last few years however I 
started being invited to institutions as well. The sensitivity to re-thinking economics has therefore 
evolved and now preoccupies policy makers as well. We can also see this in the emergence of 
think-tanks such as the Institute of New Economic Thinking (INET) and George Soros‘s Open 
Society Foundations which points to the fact that new thinking is being taken seriously. In the 
main line of the profession however, and that is in Chicago and Minnesota, – specifically in the 
academic world – there is an extraordinary resistance to this trend and a total unwillingness to 
envisage a change in our way of thinking. On the other hand, in many East Coast universities the 
courses offered have changed significantly. 
 
 
*All Photos: OECD/Hervé Cortinat 
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