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Note from the editor

When this issue was going to press, the UK had justoted
for Brexit — for Britain to leave the European Unio. The
Pound Sterling fell sharply at the news, the UK’sredit
rating was downgraded, and stocks related to UK mdets
saw £3 trillion “wiped off” their value worldwide a s inves-
tors unwound their positions that were based on a Bmain
vote and adjusted their long-term asset valuationg§Bullock
2016). Not only that, London’s status as the finanal cen-
ter of Europe has been shaken, with banks moving soe
operations to the continent, in fear of losing “passporting”

rights for providing financial services in EU marke (Ar-
nold/Noonan 2016).

A shock to many UK voters and politicians who areleeady
reversing their Leave stance, these repercussionseano
news to economic sociologists, who have studied théght
coupling of global financial markets, and the proces by
which trading strategies constantly construe and pgorm
the future, rapidly and at a distance. Sociologisthave also
observed that banking and markets are at the sameirhe
geographically embedded organizations, strategizingon
physical proximity, invested in infrastructure, andteeped
in legal-institutional history.

Indeed, Economic Sociology: The European Electronic

Newsletter provided an introduction to the sociologies of
finance and money in earlier issues, before and aft the
financial and Eurozone crises (edited by Nina Bar{lén
2007 and Nigel Dodd in 2011, respectively), as havau-
merous overviews since (e.g., Knorr-Cetina/Preda 2D).
The populist mobilization for Brexit — diverting pblic dis-
cussion of inequality, austerity, and tax avoidancéo na-
tionalism, invoking democracy, and xenophobia — andhe
prospect that something “national” might have to be
disentangled institutionally from an integrated poitical-
economic entity, raise a wealth of questions for emnomic
sociology.

In this issue, we aim to broaden our view of finane in
directions which can prove useful to these discussis of
inequality, governance and status quo: truly graspg the
world of voters as consumer-investor subjects andhé
sources of financial inequality; scrutinizing the ovelty of
alternative ways to transact; and inspecting thosevery
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conventional places where finance spends its baclsie
time. Most urgently, a stronger focus on householdand
consumer finance (e.g., Deville/Seigworth 2015), ahits
constitutive role in the global financial system igmperative,
developing a sociology that meaningfully connectsarnac-
ular money practices with strategies of professiordinance
(see for example, Guseva 2008). Alternative (localjgital,
crypto) currencies already theorize these relatiohgps in
their own ways, as they critique the power of finartial
industries and monetary governance, and try to wrds
economic space for citizens from the auspices of thstate
(Dodd 2014). Yet economic actors increasingly regar
these currencies, and we might add mobile money, as
alternative accounting and payment systems, part of
“fintech” (financial technologies) revolution. Tradtional
but pragmatic actors such as banks and “paperlesspublic
administrations are joining the fray and seizing upn these
one-time ideals for their own purposesl Sociologists have
a lot to contribute here, for instance by analyzingmoney
as a social movement, and slippage between its vars
“functions.”

At the opposite end of the spectrum, the sociologyof fiat
money and central banking is expanding, in tandem Vth a
growing interest in forecasting as a form of econont
action (e.g., Beckert 2016; Braun 2015). Meanwhilethe
recent hacking of SWIFT, the main international ierbank
payments network, served as a public reminder of th
information infrastructure, such as payments, clearg and
settlement of transactions, that enables global fiancial
flows, to in fact, flow. We need more studies of these back
office operations (e.g., Muniesa et al. 2011), andat the
same time we must recognize that “soft”, non-calcuktive,
non-modeling expertise in the front office enablesthe
circulation of money in equally important ways. Wihout
careful communication in both “high” and “low finan ce”
— from the marketing and sale of credit to consumes
(Langley 2013; Pellandini-Simanyi et al. 2015) tovestor
relations (Lépinay 2011) — markets are not transang in
any automated fashion.

The present issue of theEconomic Sociology Newsletter
ties in with many of these emerging areas, while ibpens
up new ways of thinking about “high” and “low” fina nce
and their interrelationship. This is an importantdsk in the
age of financial disintermediation, the disruptionof tradi-
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tional financial institutions by “fintech” startups — whether
processing payments by new means or peer-to-peernd-
ing — which promise services at lower cost, greatefrans-
parency, and higher personalization. Many of theseare
innovations in the maintenance of finance, in the geryday
running of the machine. The first paper considers ugh
practices in what constitutes “investing.”

Benjamin Braun highlights in his article

that asset management is an over-
looked yet vast part of the financial industries, gart that
is steadily enriching itself. The majority of the wrld’s fi-
nancial assets are managed not by hedge funds, pdte
equity or venture capital but by a bedrock of lesslazzling
fund management companies. Braun argues that by stly-
ing the practices of the investment chain’s often-érgotten
actors, we can build microfoundations to politicalecono-
my, which has often emptied out finance from its sib-
stance. Asking why asset management has been so it
able despite competition, technological innovation,and
financial market theories, which show no value adde by
this industry, Braun traces its wild success to aumber of
factors. Most importantly, “active” fund managers keep
earning high fees thanks to exchange-traded fundsHTFs),
whereby the fund’s assets are turned into securitie that
can be traded on exchanges like stocks, and boughby
individual investors. These and newer innovationse.g.
“smart beta” strategies) are designed to solve fundman-
agers’ dilemmas of liquidity, transaction costs, ahmimick-
ing the market portfolio while performing above the
benchmark. Braun’s article highlights how this paitular
organization of the investment chain has sustainedne-
quality. Emerging discussions on “assetization” (Moiesa
2011) could benefit from this work on the mundane man-
agement of assets. The next article takes a step bl and
considers not the valuing, trading and management b
traded assets, but the exchanges themselves as sfmc
market organizations.

While the question of algorithms has always been im
portant in the sociology of finance, which has beenat-
tuned to the transformations of stock trading, socologists
of all persuasions are now turning to what we now @ll the
“algorithm economy.” From consumer markets to prodic-
tion to public services, classification systems andiecision
rules govern an expanding array of economic and ncn
economic possibilities. Others are focusing on thedisrup-
tive” economy, by taking innovative firms like Uberand
following their impact on existing market relationdips, or
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by following up on the claims to disruption in the first
place.

Michael Castelle’s article

calls attention, however, to a
third crucial feature of the new economic models. Mt
algorithm or disruption but platform. Analogies between
stock exchanges and the novel ways of providing seces
such as Uber for taxi riding, Airbnb for accommodaobn,
Instacart for grocery shopping, or Prosper for peeto-peer
lending are highly relevant. The common property, &stelle
argues, is the type of market: these digital markgtlace
platforms and exchanges are all “switch-role market’
(after Patrik Aspers and Harrison White), where beys and
sellers can switch roles. The platform itself is aompany
with a fixed role as provider. What matters, then,is to
shape the industry of these platforms, for instance the
terms under which the same securities-products-sdoes
can be bought and sold on each of them and outside
them. Turning points in the history of regulating he New
York Stock Exchange and its competition with otherex-
changes and alternative trading venues can thus bkey
reference points for regulating the likes of Ubersuggests
Castelle.

by Jeanne Lazarus dissects the govern-
ing concept of “low finance”, the cornerstone of policy
theories of the household and the individual decisin-
maker. Lazarus’ exposition shows how the notion offi-
nancial literacy” has been developed by internatioal or-
ganizations and by policymakers, and positioned rafive to
other concepts such as financial inclusion, finaral educa-
tion, or financial empowerment. The different waysin
which a problem is formulated shape the solutions Wwich
are proposed: “financial literacy policies want toimpose
one best way to manage money and stigmatize existq
monetary practices that anthropologists and sociolgists
have precisely observed and explained” [page 29]akarus
goes on to scrutinize how evidence is produced abdu
financial literacy through survey instruments, theevalua-
tion practices of financial literacy programs, andhe curi-
ous lack of discussion about the actual content ofraining,
and yet its structured form and quality control. Tle latter
arises because financial literacy, the paper sugdss is
treated as a self-evident matter in “low finance” and
hence moral issue, rather than atechnical one befitting the
policy approach to “high finance”.
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Finance for individual consumers, inclusion, the #orizing
of finance from a (consumer) cultural perspectiveand
what economic sociology can take from adjacent figls, are
central topics in the .
With a grounding in the moral view of markets (Zelier
2005; Fourcade/Healy 2007; Bandelj/Wherry 2011), \\ry
has developed a cultural sociology of markets buiidg on
notions such as circuits and breaching sequences, imany
ways akin to, but also coming from a different angé than,
the Callonian sociology of market design, attachmen and
devices. The Chair-Elect of the American SociologicAsso-
ciation’s Economic Sociology section discusses a dei
range of questions from theoretical influences to e pro-
fessional organization of sub-fields. Frederick Whe/'s
recent work encompasses the study of financial ingkion,
the implicit theories of financial consumers in theprevail-
ing credit system, and attempts to create alternaties or
paths into the mainstream credit networks. Some othese
attempts are based not in the least on sociologicalnder-
standings of everyday financial practices. Throughid, the
interview considers sociology’s potential for intarentions
in economics-driven policy discourse.

The Panama Papers earlier this year irretrievablsoke the
silence in public discourse on what we may call témical
sources of inequality, that is, in the management b fi-
nances, and in contributing to and benefiting from state
finances such as taxation. Brooke Harrington’s fantoming
book

is a deep ethnographic study of the
global wealth management profession, and the vehiels
through which wealth preservation takes place. Youwill
find a summary of the book in the Announcements sec
tion. Gradual accumulation of private capital, as reently
shown by Thomas Piketty (2014), is accomplished ta
great extent by tax-efficient inheritance. The bookshows
this is brought about by the rise of a professiontiat helps
transfer, preserve, and grow wealth by working withindi-
vidual clients and families, and devising legal vétles of
transfer. In the end, ways of accounting for wealthdo
much more than describe that wealth.

The also call attention to the journal
Social Politicof potential interest to economic sociologists,
and the Call for Papers for a conference orvaluation,
Technology and Society

In the section, Vera Linke (Bielefeld) re-

views Making a Market for Acts of God: The Practice of
Risk-Trading in the Global Reinsurance Industlyy Paula
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Jarzabkowski, Rebecca Bednarek and Paul Spee. Tapfor
these times, The Sociology of Disruption, Disaster and
Social Change: Punctuated Cooperationby Hendrik
Vollmer is reviewed by Adriana Mica (Warsaw).

We also present here a number of from
across and beyond Europe. From the UK on the seciizb-
tion of microfinance by banks and states, from Germay
on the changing political alliances and discoursesf US
consumer financial protection, from Greece a projecbn
the evolution of European trade relationships, androm
Argentina a PhD on the semi-legal “blue dollar” maket.

My term as Editor of the Economic Sociology Newsletter
has come to a close with this last issue, and | atthankiful
for the opportunity to present the community with new
themes and ideas. | hope you enjoy the issue, andwish
you the best for the future.

For a borderless economic sociology,

Zsuzsanna Varghazv8@leicester.ac.uk

Endnotes

1Bitcoin is now being explored more for its propergés as a “dis-
tributed ledger” using blockchain technology, and &ss for its
potential as a currency.
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Gross, greed, and ETFs

Max Planck Institute for the Study of Societies, Gogne,
bb@mpifg.de

Driven by a lust for power, greed, and a desnprtve their
own financial position and reputation at the erpenisives-
tors and decency, a cabal of Pimco managing sliphatied
to drive founder Bill Gross out of Pimco in ardake, with-
out compensation, Gross’s percentage ownerbkippiaofit-
ability of Pimco.

Thus begins the suit that Bill Gross filed in Octolwe2015
against the firm he had co-founded in 1971, Pacifidnvest-

ment Management Company. One year earlier Gross had

still been Pimco’s star manager, in charge of the arld’s
largest bond fund. What had happened? According to
Gross, his former colleagues had cast their eyes dnis 20
per cent, or $300 million, share in Pimco’s ‘profitsharing
plan’ in 2013. This left $1 billion for the remainhg 60 man-
aging directors to share between them (Bloomberg 205b).
The lawsuit, which the California Superior Court ofOrange
County admitted earlier this year (Bloomberg 2016)is for
the $200 million that Gross claims would have beenhe
remuneration for his last two quarters at Pimco.

$1.3 billion? This question — the question of the pofitability
of managing other people’s money — has received spris-
ingly little attention. While the Pimco cabal raisé some
eyebrows in the financial press, the broader publjcpoliti-
cians, and scholars of finance and financialisatiotook little
notice. This is problematic, especially in the coext of grow-
ing inequality at the top of the income distribution. The
economic purpose of the capital investment channels to
intermediate between providers and users of capitaExcess
profits that accrue within this ‘investment chain’ constitute
transaction costs, which not only increase inequa&i but can
also reduce efficiency and welfare. Despite the ingstance
of this social institution, however, the investmentchain
tends to fall between the cracks of a problematic @ciplinary
division of labour. Economic sociologists, espedialthose
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inspired by science and technology studies, have rigely
concentrated on micro-level devices, practices, andarra-
tives (Beunza and Stark 2004; MacKenzie 2006; Chorend
Tuckett 2015). Although this literature has made imaluable
contributions to our understanding of the micro-foundations
of contemporary finance, it has been criticised fobracketing
the structural features of capitalism as a historadly specific
institutional formation (Christophers 2014; Koddeniock
2015). Meanwhile, their interest in precisely thesstructural
features has prevented political economists from desloping
strong micro-foundations for their analysis of capalism.
Add to this the still widespread assumption that pflitics
‘takes place where the realm of economics stops’ (Mphy
and Tooze 1991: 24), and the criticism that politial econo-
my ‘treats the economy as a black box’ remains vdli
(Streeck 2011: 138).

This bracketing and black-boxing has made it easyif eco-
nomics to claim near-exclusive jurisdiction over ¢hstudy of
the economy. In increasingly economic times, this as
helped to entrench the ‘superiority of economists’in the
‘implicit pecking order among the social sciencegFourcade
et al. 2015: 89). Yet there is hope. Perhaps the n&i promis-
ing approach to wrest the economy from the grip of eco-
nomics is for economic sociology and political ecamy to
join forces to build a micro-founded analysis of gaitalism
(Beckert and Streeck 2008, cf. Peck 2012; Christophs
2014; Braun 2016). Using ‘Bill Gross vs Pimco’ asstarting
point, the present article takes a closer look athte invest-
ment chain to demonstrate the value added of such @
approach. The article indicates avenues for futureesearch
by highlighting how micro-level practices in the inestment
chain relate directly to the macro-issues of poweand ine-
quality that are at the heart of political economy.The re-
mainder of the article consists of five sections.he first ar-
gues that the investment chain has been neglectechithe
financialization literature. The second section Ids at the
business model of asset management and asks why litas
been so profitable for so long. The third section psents
three elements of a potential answer to this questin — psy-
chology, power, and the late introduction of potentially
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game-changing financial technology, namely exchange
traded funds (ETFs). The fourth section highlightsome
recent developments sparked by the ETF revolutiomé the
final section provides a conclusion.

At first glance, finance might well be the exceptio to the

social science hierarchy identified by Fourcade at. Howev-
er, research in economic sociology and political eaomy on

‘financialization’ has arguably not brought these dsciplines
up to speed with economists in public debates and glicy
controversies. According to one critic, ‘the most pnetrating

and critical studies’ on financial practices suchsasecuritiza-
tion are found ‘in the work of (much-maligned) mainstream
financial economists’ not in spite of butbecause ofthe pro-

liferation of the notion of financialization (Chrigophers

2015: 231).1 For while ‘financialization’ promises to open
the black box of finance, ‘something rather peculia and

paradoxical’ has happened instead: ‘as attention idrawn to

the ways in which the ‘rise’ of finance and its cabnization of

various social spheres reshape the social world amd us,

finance’s ostensible impacts are placed in the fogeound

but finance itself recedes from view' (Christopher2015:

230). In light of this criticism, developing a miar-foundation

for political economy means to bring the market pratices
and devices that constitute finance back into view.

One literature which has done exactly this is thétérature on
the marketization of financial intermediation. However, this
work has largely concentrated on one channel of irermedi-
ation only, casting little light on the other. Theelementary
function of financial systems in capitalist econoras is to
intermediate between providers of capital (mostly buse-
holds) and users of capital (firms, governments, ahagain
households). There are two basic channels, the crigdnter-
mediation channel and the capital investment chanrle(or
investment chain) (Jackson and Deeg 2006: 13). Thest
operates via the banking system, which extends lontgrm
loans on the asset side of its balance sheet thara financed
by short-term liabilities. A number of penetratinganalyses
have studied the marketization of such bank-basedredit
intermediation, which generally involves securitizelending
and collateralized borrowing (Hardie et al. 2013; Riemann
2014; Gabor and Ban 2016). The second channel conots
savers and firms via capital markets. Here, the pice is less
fine-grained. Comparing it to the bank-centered crelit in-
termediation chain, the literature tends to conceptalize the
investment chain as operating via an intermediatioffiree
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capital market that enables ‘a direct transfer fromsavers to
borrowers’ (Jackson and Deeg 2006: 13). While thigiew of
the investment chain was never particularly accurat it has
become less so as the number and variety of assetamagers
and other intermediaries within the investment chai have
proliferated (Kay 2012). Two main categories of agt man-
agers can be distinguished — alternative investmerftrms
and mutual fund firms. The former — hedge, privateequity,
and venture capital funds — are more visible and & re-
ceived considerable attention (Goyer 2006; Froud ahWil-
liams 2007; Erturk et al. 2010). However, alternaties ac-
count for only a relatively small share of the mawt. The vast
majority of financial assets are under management ith
‘plain vanilla® mutual fund firms. BlackRock alonenanages
far more capital than the entire hedge fund sector($4.7
trillion vs. $3 trillion at the end of 2014). Thesefirms com-
pete to attract money mostly from institutional inwestors,
such as pension funds and insurers, but also frometail
investors. And when it comes to bond investing, thebiggest
name on the street is Pimco. Which brings us baclotthe all-
important question: If what Pimco does is to collecpen-
sioners’ savings and invest them in government andorpo-
rate bonds, then why is it that a $1.3 hillion bonws pool
exists for managing directors to fight over?

One key lesson from the US securitization bonanzaf ¢he

mid-2000s is that a research strategy that ‘followghe mon-
ey’ and focuses on the most profitable financial divities
likewise has a high expected return. Today, the moprofit-

able sector in finance is asset management. In 2014he
operating margin of listed fund managers was 33 percent,
just one percentage point shy of the pre-crisis péareached
in 2007 (Financial Times 2015€). The sector has @lseen
rapid growth as it ‘has filled a void left by banksin the af-
termath of the bank-centered crisis of 2008 (Finarial Times
2015d). Global banks such as UBS and Goldman Sadfteve
significantly increased their asset management opations,
which in the case of UBS now account for two thirdsof pre-
tax profits (Financial Times 2015b). While pay atvestment
banks has been falling, fund manager pay has contired to
increase in recent years (New Financial 2016). Theofitabil-
ity of fund management constitutes a classic casefcele-
phant-in-the-room — too big not to notice, but also too
intangible for economic sociologists and politicaéconomists
to puzzle too much about it (however, see Godecho015).
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Asset managers charge fees for their services. Thedges are
paid by investors — pension funds, insurers, retailvestors —
whose return ‘after fees’ is thereby reduced. Regding the
costs of investment, the key distinction is betweeractively
managed funds, which aim to ‘beat the market’ (thatis, a
specific benchmark), and passively managed funds, hich
merely replicate and thus ‘track’ a specific index.The
benchmark-beating returns promised by active fundsare
delivered by fund managers such as Bill Gross, artius
come at the price of higher fees compared to passévfunds.
To be sure, compared to the ‘2 and 20’ fee model ofthe
hedge fund industry — which refers to a managementee (2
per cent of the capital invested) and an additionaperfor-
mance fee (20 per cent of profits earned) — the feg charged
by ‘plain vanilla’ asset managers look modest. Pri¢o recent
changes aiming at making fees more transparent, théees
charged by actively managed equity funds stood atraund
1.5 per cent, ‘of which about half went to the fund manag-
er’ (Financial Times 2015c). In relation to the ratns inves-
tors make, however, this is expensive. Between 198and
2006, according to one authoritative study, payinguS fund
managers to beat the market cost investors 10 perent of
annual returns on the market portfolio (French 20081538).

As John Bogle, the founder of the low-cost investmet firm
Vanguard, has tirelessly pointed out, ‘the elementarithme-
tic of investing’ is simple: ‘Gross return in the fiancial mar-
kets, minus the costs of the system, equals the neteturn
actually delivered to investors’ (Bogle 2008: 98)The ques-
tion, therefore, is whether the significantly highe costs of

active management are compensated by above-average

returns. Theory, measurement, and logic all tell uthat they
are not. According to modern financial theory, a fund man-
ager cannot consistently outperform the market on arisk-
adjusted basis (Malkiel 1973). Empirically, this waestab-
lished as early as 1964 (Jensen 1968). Ultimatethe impos-
sibility of active outperformance comes down to sirple
logic. ‘The market’ is just another way of sayingdll invest-
ment funds’. On average, funds will therefore earrthe mar-
ket return. But that is before fees. After fees, imestors are
left with a below-market return. The implication for inves-
tors is clear — own the market portfolio at the lowest availa-
ble cost2

Index funds offer precisely this — exposure to amdex at a
fraction of the cost charged by actively managed fnds.
Index funds had been introduced already in the earl1970s,
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when they received strong support from leading finacial

theorists, including Michael Jensen, Myron Scholesyilliam

Sharpe, Fischer Black, and Eugene Fama (Bernstef02

240-52; MacKenzie 2006: 84-88). Why, then did compé-

tion and technological progress not drive down pries (i.e.,
fees) and erode profits for active fund managers? Wy was
there still, in 2013, a $1.3 billion bonus pool atPimco? This
is a major puzzle and an unanswered research questi.

Three potential explanations seem worth exploring -social
psychology, power, and financial technology.

The social-psychological explanation rests on thessumption
of a genuine belief among asset managers that theyffer
skills that are worth the price they command in themarket.
There is anecdotal evidence that would support suclan
interpretation. Following a presentation of Jensews’ results
to ‘some men from the mutual fund industry’, a lacaic
Fischer Black wrote to his parents (Mehrling 200%3): ‘They
were surprised. Indeed, one might say they didn't &lieve
us.” Anecdotes of industry representatives reactingvith

surprise, disbelief, or outright hostility when coffronted with

academic challenges to the active investment modeire
legion (cf. MacKenzie 2006: 80-81). Recounting anpsode
in which he confronted a group of fund managers wih
evidence that they did not create value for their kents,
Daniel Kahneman describes their reactions as a mixé of
incredulity and denial (Kahneman 2011: 215-17). Sdal
psychology certainly played an important part hereas both
fund managers and their clients developed mechanissnto
avoid cognitive dissonance in the face of a yawningyap
between modern financial theory and market practice
Kahneman views asset management as a case in which
major industry appears to be built largely on arillusion of
skill (Kahneman 2011: 212, orig. emphasis).

However, even if fund managers believed in their ality to
create value for clients, the question remains whgnd how
the ‘illusion of skill' stuck, especially with instutional inves-
tor clients. From the start, investment firms opposd the
arguments put forward by the proponents of efficien-
market financial theory. This is unsurprising givethat, as
Paul Samuelson (1974: 18) noted, it followed from lese
arguments ‘that most portfolio decision makers shold go
out of business’. Here, more research is needed dhe strat-
egies employed by the asset management sector to &p the
lid on ideas that threatened its business model. Ehcommis-
sioning, funding, and production of research is ligly to have
played a key role in this context. In terms of insutmental
power, little is known about industry lobbying with regard
to the regulation of fee structures and transpareng, con-
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flicts of interest among investment advisors, or westment
strategies (see the discussion of ‘closet indexeis’ the next
section). As for the question of remuneration, theprotracted
negotiations in the European Parliament and betweerEU
member states about the rules for fund manager payro-
vide ample material. Crucially, although the finapackage of
2014 set some restrictive standards, a concerted bbying
effort brought a surprise victory for the fund industry — un-
like the banking sector, it succeeded in averting pay cap
for senior managers (Financial Times 2014). Anothéelling
example is provided by the case of David Godfrey vah until
his ousting in 2015, had served as the head of théJK’s
Investment Association (IA). In that capacity he ogaigned
for lower fees, greater cost transparency, and a tatement
of principles’ through which the association’s membrs
would commit to putting their clients’ interests first. He
reportedly resigned after having been told by theA’s board
that if he did not he would be fired (Financial Tines 2015a).

Although they go a considerable way towards explaing the
puzzling persistence high fees and profits, psychmyy and
power must be complemented by a third factor — the(non-
)availability, until relatively recently, of the fiancial technol-
ogy to perform the ‘passive investor' on a mass sta(Braun
2016: 263-67). As mentioned above, thanks to the itroduc-
tion of index funds, low-cost exposure to a benchmek had
been available as early as the 1970s. However, itas not
until the early 2000s that index-tracking funds beame a
mass market phenomenon. This points towards the inb-
duction of exchange-traded funds (ETFs) in the 1930—
namely of a Nasdag-100 fund called ‘Cubes’ (Devill2008:
68-70) — as the real game changer. ETFs solved tvpoob-
lems related to index-tracking that had preventeddw-cost
index funds from living up to the promise of posinga serious
competitive threat to high-fee active fund managemat
(Braun 2016: 265-67). First, index funds face a tde-off
between transaction costs and ‘tracking error’, whih arises
from the need to buy and sell securities in orderd minimise
the fund’s deviation from the index. Second, a trad-off
exists between transaction costs and liquidity, athe crea-
tion and redemption of shares also requires tradingindex
funds do not allow for intra-day trading — their shares can
be bought and redeemed only at the end of each trathg
day and at the market value of the underlying baskieof
securities, or net asset value (NAV). ETFs havetbéesigned
to mitigate both of these trade-offs through a dual trading
structure that separates the trading of shares fronthe crea-
tion and redemption of shares. Investors can tradeETF
shares continuously via exchanges (just like indivil
shares). The creation and redemption of shares, lmpntrast,
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involves third-party market makers, so-called authized
participants (APs), usually large investment banké&/hen the
price of ETF-shares rises above the price of the derlying
basket of securities, these APs can create new skarvia an
‘in kind’ transaction with the fund company. By acairing a
portfolio of the underlying securities and handingit over to
the ETF provider in exchange for new ETF shareseytmake
an arbitrage profit.

ETFs have beethe growth story of the past decade in the
asset management sector. Fees, by contrast, havealeased
markedly as a result of the ETF boom. As shown ingire 1,

financial assets held in ETFs have grown rapidlyeaching
almost $3 trillion in 2015 (and thus the same sizeas the
hedge fund sector). While more than two thirds of he ETF
market is controlled by only three firms (BlackRog¢kvan-

guard, and State Street Global Advisors), a growingumber

of asset managers have added ETFs to their produeinges
in recent years, including industry giants such a&oldman

Sachs and Fidelity. These market entries and thesasiated
increase in competition have brought ETF fees dowaven
further, with expense ratios now as low as 0.03 pecent in

some cases (Bloomberg 2015a). The notion of an EPFce

war has since caught on in the financial press.

The reactions of the investment industry to these ampeti-

tive pressures include both new financial innovatio and
fraudulent tactics. The most prominent item on theinnova-
tion agenda has been ‘smart beta’. This strategy m@is to
combine low-cost index tracking — which aims for gortfolio

that moves exactly as the market does and thus has ‘beta
coefficient’ of 1 — with the goal of outperforming standard
benchmarks (Financial Times 2013). In order to corime
these two hitherto irreconcilable notions, smart b&a funds
invest in formula-determined securities baskets thaoffer

higher risk-adjusted returns than established indés. Some
of these formulas are designed to exploit the verinefficien-
cies that are generated by herd behavior inherentotindex-
ing, and by the overrepresentation of certain type®f firms

in the standard indices. They do so, for instancepy
weighting high-dividend or momentum stocks, or simpy by
giving companies with smaller market capitalizatios (small-
cap) an equal weighting. Already accounting for oveone
fifth of US ETFs (Financial Times 2016a), smart &atan be
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seen as an attempt to reconcile indexing with theraditional,
alpha-centered culture of the investment industry.

The strategy of ‘closet-indexing’, by contrast, rests to
fraudulent means to preserve profitability. Closeindexers
are high-fee investment funds that promise active mnage-
ment but in reality closely ‘hug’ a benchmark in oder to
minimize their risk of underperforming it. Investos, of
course, would have access to that same performancat
lower cost via an index fund. A recent study foundthat in
most of the 20 countries it covered, between 30 ands0 per
cent of total net assets were held in closet-inderg funds
(Cremers et al. 2016). In 2014, the consumer orgamation
Better Finance alerted the European Securities adarkets
Authority (ESMA) to an investigation by the Danisfinancial
regulator that had found closet indexing to be widespread
among active funds in Denmark. According to the ensing
investigation by ESMA, 5 to 15 per cent of nominajl active
funds could ‘potentially’ be index trackers (Europen Securi-
ties and Markets Authority 2016). However, ESMA was
immediately criticised for using an overly consertige meth-
odology, as well as for not releasing the names ahe funds
it suspected of closet indexing (Financial Times 26b). In
future, tensions between fund managers, clients, ath regu-
lators will continue to surface as the cost presseron tradi-
tional, actively managed funds is unlikely to abate

In their recent review of the financialization liteature, Davis
and Kim (2015: 204) have emphasized that alternatasways
of organizing credit and investment intermediationhave far-
reaching social consequences. However, precisely dagise
the investment chain connects micro-level practice® mac-
ro-level structures, this amorphous institution hasended to
fall between the cracks of the disciplinary divisio of labor
between economic sociology and political economynllight
of this observation, the key message of the preserdrticle is
that when it comes to the political economy of the invest-
ment chain, and thus of financialized capitalism m@ gen-
erally, studies of micro-practices and macro-strugtes are
complementary rather than contradictory. Starting at from
the lawsuit filed by Bill Gross against Pimco, tharticle has
focused on the question of how and why managing otter
people’s money has continued to be so profitable. Wile the
puzzling persistence of the high-fee, active-fund-
management model calls for further research, growig ETF
assets combined with falling fees point towards thepossibil-
ity of transformative changes. Indeed, if these tneds contin-
ue they will likely have dramatic consequences faarofitabil-
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ity and pay in the the asset management sector. Whethe
next bond king takes their employer to court, the sms that
will be at stake may well fall one or two zeroes sbrt of
what Bill Gross is currently suing for.

Benjamin Braun is a postdoctoral fellow at the Max Planck
Institute for the Study of Societies in Cologne, were his
research focuses on the political economy of centtdank-
ing. For his work on the European Central Bank hesceived
the ‘Sir Walter Bagehot Prize for Best Dissertatioim Gov-
ernment and Public Administration’, awarded by theUK
Political Studies Association. He has recently pigiied on
monetary policy and expectation management irEconomy
and Society
http://www.tandfonline.com/doi/full/10.1080/0308514 7.20
15.1049447 and on performativity and index investing
http://www.tandfonline.com/doi/full/10.1080/1356346 7.20
16.1094045 in New Political Economy

Endnotes

1For an ongoing attempt to change this, see the comntbutions to
the workshop Financial Innovation, Diffusion and Institutionale-
tion: The Case of Securitizationrecently held at the Max Planck
Institute for the Study of Societies in Cologne
http://www.mpifg.de/projects/financial_innovation/program_en.asp
21t should be noted that active investing does, of aurse, fulfil an
important societal function by helping price discoery in financial
markets. From this perspective, ‘the cost of activénvesting also

measures society’s cost of price discovery’. The egtion then be-
comes whether ‘society is buying too little or toomuch of this
good’ (French 2008: 1538).
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Appendix

Figure 1: Global ETF assets ($ billion) and number of ETFs.
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The terms “sharing economy”, “collaborative economy,
“on-demand economy” and “peer economy” are currently
used — in media and other popular literature, andricreasing-
ly by state regulatory agencies and academic pubditons —
to denote an emerging class of businesses which metde,
via the Internet, buyers and sellers of servicesrdfinent
examples include the “ride-sharing” companies Uberand
Lyft (which match requests for rides with providersf rides);
the residential-space booking companies Airbnb and
HomeAway (which connect requests for non-hotel loding
with renters and homeowners); the “P2P” loan servies
companies Lending Club and Prosper (matching borrawvs
with investors); and the freelance services compas oDesk
and Elance (now merged as Upwork). These firms, tgely
funded by venture capitalists, are not generally byers or
sellers of goods themselves, as in a traditional @duction
market (White 1981a) instead, they produce networked
“marketplace platforms” which in turn provide opportuni-
ties to buy and sell — skimming a percentage of edctrans-
action as a middleman — and are thus always distitlg less
concerned with organizing the supply-chain logistie charac-
teristic of commercial trade.

While platforms of this sort have existed for someime —
eBay, after all, was profitably matching buyers andellers of
large varieties of goods online in the 1990s — theyhave
become increasingly prominent in recent years in #ir overt
“disruption” of various service industries, and the high
(greater than $1 billion) “unicorn” valuations of Uber, Lyft,
Airbnb, WeWork, InstaCart, and others. Recently, nitiple
pop-business books — related to the emerging fieldf “plat-

form economics” centered around MIT's Sloan Schoobf
Management (Evans, Hagiu, and Schmalensee (2006y,aBs
(2011)) — have been published on the subject, withitles like
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Matchmakers: the New Economics of Multisided Platfons
and Platform Revolution: How Networked Markets Are
Transforming the Economy — And How to Make Them Wér
for You.1

But should economic sociologists leave the theoritian of
marketplace platforms solely to economists? In thiarticle |
will suggest that economic sociology is uniquely pstioned
to provide a distinctive interpretation of marketpace-
platform phenomena, particularly via theoretical isights
from Patrik Aspers, which were originally developedand
articulated in the very pages of Economic Sociolog¥urope-
an Electronic Newsletter(Aspers 2005); and, perhaps unex-
pectedly, via the long tradition of historical andethnograph-
ic research on financial markets ranging from Abof@a
(1996) to Cetina and Bruegger (2002) to MacKenzie ral
Pardo-Guerra (2014). Specifically, | will argue thanany of
the emergent organizational and regulatory complexies of
the marketplace platform — especially with regardd compe-
tition, fragmentation, counterparty risk, and the possibility of
self-regulation and cooperative ownership — have aady
been historically realized, in an equally dramati@shion, in a
completely different organizational domain: namelythat of
the securities exchange industryThe gradual introduction of
electronic stock exchanges, for example, was accorapied
by an extended controversy — simultaneously techragical
and political — over the nature of their relationsip with
traditional exchanges, and | will argue that thiss just one of
the intriguing and productive parallels with thesenewer
controversial marketplace platforms.

But I will also suggest that it is essential that@nomic soci-
ologists find a place for their traditions of inquiy in the
rapidly accelerating contemporary debates on scal@mar-
ketplace platforms. The phenomena of “marketizatiofi that

these platforms induce — now known in France as “ubrisa-
tion” — represent a very different type of “financialization”

than the increased centrality and dependence on fencial
markets articulated by Krippner (2012), and it islear that
many regulatory agencies are at risk of (mis-)reqating
marketplace platforms as if they were traditional poduction
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firms. Examples of these densely-networked arenad dis-
cussion include the U.S. Federal Trade Commissioni®rk-
shop “The ‘Sharing’ Economy: Issues Facing PlatfosmPar-
ticipants, and Regulators” (FTC 2015) and hearingsy the
UK Parliament’s House of Lords (European Union Corittee
2016). Additionally, a multitude of debates have t&en or
are currently taking place within various urban gosrnments,
in which municipal representatives and local citize groups
are pitted against multibillion-dollar-valued privée corpora-
tions to negotiate the ontological character of ther services;
and some of these debates unconsciously re-reheardbe
way that U.S. regulators attempted to simultaneousl — and
arguably paradoxically — unify markets and enforceompeti-
tion in the newly-emerging digital stock exchangesof the
1990s.

In 2005, Patrik Aspers — as part of a critique of &lon
(1998)'s theory of performativity — made the claimthat
economic sociology “misses a crucial distinction heeen
two kinds of markets: exchange role markets, suchsfinan-
cial markets, and fixed role markets, such as proder mar-
kets for commodities” (Aspers 2005, 332 His typological
distinction was developed further in later works (a. Aspers
(2007) and Aspers (2011)), changing what he calledex-
change role markets” to “switch-role markets”, to indicate
more directly that actors on either side mayswitch roles
that is to say, it is possible (or common) for buys to switch
to becoming sellers, and vice versa. (See Fig. I fan illustra-
tion.) The other primary ideal-type distinction intoduced by
Aspers was that of standard markets, where the good or
service being exchanged is standardized and repreged via
some measure or contract; versustatus markets, where the
buyers and sellers are distinctive and can be ordst in rela-
tion to one another. The apotheosis of theswitch-role and
standard market, then, is a modern securities market, where
a buyer can rapidly “flip” a stock within microsecads (i.e.
switch from buyer to seller), and the goods beingraded are
perfectly standardized and fungible (i.e. the buyeor seller is
solely concerned with that stock’s price than the elational
identity of the seller).

While it was clear to Aspers that financial marketsvere
obvious examples of the switch-role and standard arket,
neither Aspers nor many other economic sociologist&ere,
until recently, particularly concerned with the stock ex-
change itself in its role as afirm, a structured institution
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without which those financial markets would not exst.3 If

one considers the stock exchange as an organizatiomhich

can be in competition with other organizations — asin the

case earlier in the 20th century, between the New &k

Stock Exchange (NYSE) and regional exchanges likddelel-

phia’s at which one could trade NYSE-listed secugs — one
can see exchanges as sellers infiaed-role market for trad-

ing services (concisely, a “market for liquidity4), where the

“buyers” of those trading services are various indidual and

institutional traders, buying and selling stock onthe plat-

forms produced by the exchanges (and mediated by #h
exchange’s authorized brokerage firms and/or deals); see
figure 2. Exchanges, then, are themselves in factr@ducers;

and what they produce are market platforms to matchbuy-

ers and sellers of various securities. In briefn exchange
industry is a fixed-role market that produces switt-role

markets. And just as Aspers (2007, 379) insisted that “no
existing theory can be used to explain both [fixedele and

switch-role markets]”, one can often find in non-sgecialist
discussions of stock exchanges certain basic terrfsuch as
“market” and “competition”) being interchangeably a pplied

to both the fixed-role market competition (for trading ser-

vices, between exchanges) and switch-role market owpeti-

tion (between buyers and sellers of a given stoclottransact
at a favorable price).

In order, then, to understand the regulatory dynangs of
marketplace platforms — which, like securities exemges,
have their primary activity the automated matchingof buy-
ers and sellers, and not production via a supply en of
upstream-to-downstream commodities — we can look tadhe
much longer history of the financial markets produed by
stock exchanges for clues. Specifically, we will ¢os on
issues regarding (1) competition and fragmentation;(2)
counterparty risk; and (3) self-regulation. Bycompeti-
tion/fragmentation we refer to situations in which one can
trade the same securities in multiple arenas; untihe regula-
tory changes of the 1990s it was common, for varios rea-
sons, for 80% or more of trading in a given stock b occur
on a single exchange. Bycounterparty risk we refer to the
possibility that a participant on one side of a trde will de-
fault on their obligations; stock exchanges act tomitigate
this risk in various ways, which we will discuss lbaw. Finally,
by self-regulation we refer to the governance structure of
many exchanges, which deferred various aspects oégula-
tory action to the institutions themselves.
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The New York Stock Exchange (NYSE) — to rely on iemi-

nent example — has a long history of deliberatelyirhiting

competition: the original Buttonwood Tree agreementin

1792, for example, fixed the minimum commission ra for

member brokers at 0.25%, meaning that no matter how
large the volume of shares traded, the brokers gothe same
non-negotiable cut; it also stipulated that membersshould

deal with each other instead of non-members wheneve
possible (Harris 2003, 64). Through the 20th centy: the

NYSE actively prevented its members — the “brokeredlers”

which traded on behalf of institutional and individual inves-
tors, and/or on their own behalf — from belonging o com-

peting exchanges (such as the Consolidated StockdBange,
founded in 1885, and the “curb” market which would be-

come the American Stock Exchangé&)In response to the
crash of 1929, the Securities Exchange Act of 193dreated
the Securities and Exchange Commission (SEC) asiadhe-

pendent regulatory agency (primarily due to concem re-
garding stock price manipulation), but much of theregulato-

ry activity was left to the exchanges themselvessaso-called
Self-Regulatory Organizations (SROs); and so theinti-

competitive practices continued during the 20th cetury.6

The NYSE's members were also prohibited from tradin
NYSE-listed securities on other (e.g. regional) éwenges,
and while the SEC managed to abolish these restriohs for

newly listed stocks after April 26, 1979, the NYSE'“Rule
390" prevented member competition in trading all pre-1979

stocks until 2000.7

Perhaps analogously to some of the incumbent “carts”
which various marketplace platforms are now held tobe
disrupting — such as the regulated “medallion” systm for
taxicabs in some large cities — the New York Stodkxchange
in the early 1970s had a very high “seat price” forbroker-
age firms who wished to execute trades on the exchage.
Moreover, existing rules made it nearly impossibléor any
new or alternative exchange venue to attract signifant
trading in NYSE-listed securities. Even after th€&e6’s 1975
Securities Acts Amendments which eliminated minimum
fixed commission rates, the NYSE continued to domie
U.S. trading, with over 80% of the share volume in1981.8
But along with the 1975 Amendments came the emphatt
call for a so-called National Market System (NMS3,concept
which sought to encourage competition among exchangs
by allowing traders to get the best price on multipe mar-
kets; and with that came the beginnings of technolaical
interventions which aimed to link information about quotes
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for bids and offers, as well as information regardaig execut-
ed trades9

In another paper currently under development (withYuval
Millo, Daniel Beunza and David Lubidp, we detail the
interweaving of technological and regulatory changeduring
the 1990s in the United States, as the increasingethnical
facility for brokers (at first non-members) to effetively run
their own order matching engines — as entirely newex-
change-like systems known aselectronic communications
networks, or ECNs — coincided with the SEC’s attempt to
facilitate competition among the incumbent exchangs
(Nasdag and the NYSE). The decisions made in thisripd,
including the 1996 Order Handling Rules, are in parespon-
sible for certain distinctive aspects of today’s ekange in-
dustry, an environment in which (for example) everiNYSE-
listed stock can be traded on many dozens of competg
platforms, from public exchanges to dark pools; andvhich
is beset by controversies involving high-frequendyading
(HFT) algorithms which perform arbitrage at high sgeds
between these competing exchanges.

Once the Order Handling Rules and the Regulation dEx-
changes and Alternative Trading Systems (Reg ATS)ve
license to these new, broker-dealer-run ECNs to op&te in
an exchange-like manner, the race was on to drawduidity
away from the incumbent exchanges. These regulatienalso
released the ECNs from the self-regulatory burdenfdeing
registered as an exchange. Instead of taking an eaqlicom-
mission from buyers and sellers, for example, ECNke Is-
land in 1997 began using so-called “maker-taker” picing
schemes which aimed to encourage the posting of orers on
their system. If a match was made, the initial “ligidity pro-
vider” was rewarded with a high (0.25 cents/share)liquidi-

ty rebate”, while the “taker” on the opposite side was
charged a negative “access fee” (0.30 cents/shard)l This
subsidization approach — in which some platforms &tacting
one group of customers with subsidies at the experes of
another group of customers, as in the traditional ewspaper
industry — was noted by the early platform economg litera-
ture (e.g. Rochet and Tirole 2003) as a common stegy to
build a “critical mass”.

The effect of these regulatory changes, then, wasectainly
to “disrupt” an existing state of affairs in which there was
little significant trading competition for incumbent exchang-
es. However, this competition — because it was haggming at
the firm level of the exchange industry (competingo pro-
vide trading services in given securities) rathendn the level
of a single, unified market for particular stockswhere indi-

Volume 17, Number 3 (July 2016)



Marketplace platforms of exchanges?

vidual buyers and sellers might thus be concentratkein their
“competition” for the best price) — came to be desaibed as
“fragmentation”, a pejorative term which indicates a move
away from an idealized market which finds its Walrsian
equilibrium precisely in the participants meeting taa single
continuous auction. From the story detailed abovehowever,
it would seem that for switch-role markets, competiion is
necessarilyalsofragmentation.

The effect of this regulated competition/fragmentaion on
the exchange industry in the coming decade was exme,
with rapid waves of mergers as well as demutualizains —
meaning that these former mutual cooperatives wenpublic
(and thus became listed firms on their own tradindloors).12
In 2002 the exchange industry scholar Ruben Lee sahat in
such a competitive environment — with the cost of aransac-
tion headed to zero — that one of the last reliablesources of
revenue for exchanges were the quotes and trade dat
themselves; he predicted that exchanges would thude-
come, like media companies, “content providers” (Le
2002). This observation implicitly ties the disrupin of the
exchanges to the well-known disruption of other plaforms
like newspapers at the hands of online competition;and
thus gives us one perspective on the future of maekplace
platforms, which also equally at risk for competitn and
fragmentation. As Lee predicted, as the commissiomper
transaction decreased in a more competitive enviranent,
these newly public exchanges have increasingly desd their
revenue from receiving revenues for market data3 Indeed,
some ECNs (like Island) which had originally avoitideing
registered as exchanges later sought to be regised as
exchanges instead of broker-dealers, precisely becse of
the possibility of collecting revenue from their meket data
under U.S. regulationsl4

It is the economic concept of counterparty risk —te possibil-
ity that the opposing party to a trade will fail to settle their
debt — that inspired various medieval financial irovations
described by Braudel (199215 These mechanisms included
bills of exchange debt instruments which could be re-
deemed at trusted merchant banks;fairs, which at their
conclusions took on the role of a clearinghouse, r#ing bills
of exchange among merchants; and finallystock exchanges
themselves, whose member dealers served as countarfies
to both buyers and sellers. The “anonymous” tradingwe
associate with modern stock exchanges — where buyend
seller may never meet in person, and yet manage ttrust
each other to complete a transaction — is only posde given
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highly standardized goods (such as stocks); and feially in
the case of forward or futures trading) a form of @ntralized
clearinghouseinstitution which attempts to guarantee pay-
ment in the event of default of one party.16 By limiting its
members, exchanges provided an element of trust thahe
opposing party would not default; by centralizing ¢earing
(in what is called a “centralized counterparty” (C®)), it
provided further guarantees of ultimate settlementl7 The
stock exchange is thus an institution that limitshe risks of
exchange on the financial markets it produces; we W later
see important analogies to this state of affairs irmarket-
place platforms.

The self-regulatory status of stock exchanges — effted as a
matter of pragmatic expediency in 1934 — was somethg of

a curiosity for mid-century observers: one commentar

noted that “stock exchanges seem to have been perrtted

to function almost as though there were no antitrug prob-

lem at all... the technical relationship of the exchiage to the

state is, roughly, the same as the relationship o& private
club.”18 Abolafia, in his ethnographic observations of fu-
tures and securities markets, noted that “self-reglators are,

in fact, engaged in a delicate balancing act betwer profits

and prudence... they know that the market's legitimay is

essential to their long-term viability.”.9 He contrasted the
comparatively freewheeling futures pits with the pesence of
floor governors (SRO officials) on the NYSE floorpting that

“members exhibited a boastful pride in the rules ad in the

rules’ consequences for a fair and equitable market
place”.20 The occasional large-scale study of the exchange
industry in the 20th century (e.g. Securities and ¥€hange
Commission (1963), Securities and Exchange Commssi
(1994)) raised the various potential problems of cobining

oversight and competition, without making firm recanmen-

dations for significant change to the SRO status qu The
guestion remains as to which type of industries deand or
deserve self-regulatory status, and what preciselgbout

trading services should lead it to remain outside ore com-
mercial antitrust regulations: if it is because aexchange is a
natural monopoly, why deliberately induce competitin?

And if it is not a natural monopoly, then why delegate
enough control to the exchange to permit it to mairtain

anticompetitive practices? As part of the next sein, | will

suggest that — whether we know it or not — state layislatures
have (perhaps unfairly) granted a kind of self-redatory

status to certain marketplace platforms, and that eplicitly
expanding or constraining this SRO role will be aimportant

policy prescription of the future.
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The current approaches to regulation of firms likeJber/Lyft
and Airbnb/VRBO are in part misplaced, as theserfis have
many qualities that are less like traditional pacipants in a
taxicab or hotel industry and far more like the newelectron-

ic stock exchanges of the 1990s; it may be the casthat

legislators would do better to contend with the “market

microstructure” of the businesses in question. Seappendix,

figure 3, for an illustration showing the sharing-€onomy

analogy to appendix, figure 2, for a broad comparisn of the

various aspects discussed in this section, see app, table

1. The interjection of exchange-like logic into commercial

domains, | suggest — i.e., the competitive substition of

fixed-role production/consumption markets with swith-role

markets which automatically match buyers and seller is at
the heart of the perfect storm of controversy whichthese
businesses appear to continuously generate. As ihé previ-
ous section, | will address three aspects of thesearketplace
platform firms: (1) | will consider the relevance focompeti-

tion and fragmentation by examining the potential (but
relative absence at present) for linking “orders” letween

competing marketplace-platform firms, in an analogyto

1990s-era developments on stock exchanges. (2) | vad-

dress counterparty risk by discussing the use of reputation
feedback systems and other mechanisms for facilifag

trust. (3) Finally, | will examine the practices,rpmises, and
potential (or lack thereof) of encouraging aself-regulatory
approach to marketplace platforms.

Like the NYSE “club” of the 1970s, Uber/Lyft and Abnb in
particular have become notorious in many municipdles for
their anti-regulatory attitudes, seeking to halt meh nascent
legislation through extensive lobbying. But unlikehe NYSE
throughout most of the 20th century, these firms ae more
at risk from competition by future platform firms, assuming
those competing platforms can reach a sustainableritical
mass. To use the phrasing of economists, there arew
“switching costs” between, e.g., using Uber versususing
Lyft (one simply has to download a new mobile app.Jo put
it another way, the “off-exchange” trading restrictions that
protected the NYSE — preventing the occurrence ofgaiva-
lent transactions (of e.g., NYSE-listed securitiesn other
exchanges — are not present in this case (many platms are
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available for the same approximate service, a ridieom point

A to point B). At the same time, the phenomenon of‘liquid-

ity attracting liquidity” remains, so that the more driv-
ers/riders use the Uber platform, the more appealm the
platform is for future participants (just as a corfience of
buyers/sellers attracts other buyers/sellers). Neghl barriers
prevent the interlinking of the markets, however, aly tech-
nical ones. Therefore, the apps may deliberately tatmpt to

block external firms from displaying price quotes -as Uber
did for Urbanhail, a price comparison startup for ide ser-
vices in Bostor21)

We can see then that the most significant differene be-
tween stock exchanges and Uber/Lyft is that the foner
facilitates the buying and selling of perfectly stadardized
(and thus fungible) goods, while the latter facilitates the
buying and selling of (more or less standard}ervices for
while one can trivially “flip” a stock, it is harder to see how
one can literally “flip” a ride or short-term rental — though
many Airbnb hosts, for example, are also Airbnb ctsmers,
often simultaneously (e.g. while one is on vacatior22 To
problematize this traditional goods-services distation, with
its origins in Adam Smith’s concepts of productiveand un-
productive labor, requires a return to debates in @nomic
sociology in the early 2000s (Callon, Méadel, and d®e-
harisoa (2002); Slater (2002)23 Inspired by Gadrey (2000),
Callon et. al. find that frames around service actities facili-
tate “the singularization of products” (Aspers’ standard
market); and it facilitates the consumer’s “attachnent to
and detachment from” products (as in the purchase 6 a
temporary ride from point A to point B; or, perhaps the
switch-role character of getting “in and out” of a market by,
e.g., buying and quickly selling). Despite this, # ability of
goods and services to be conflated for centuries and why
their arguably “sociological” distinction remained unprob-
lematic for late-20th-century economists in many rgards —
is that their exchange can be represented and recded by a
transaction (Hill 1977). As such, marketplace platforms,
whether they match buyers and sellers of goods (e.gBay,
Amazon’s used-books marketplace) or buyers and sai of
services (Uber/Lyft, Taskrabbit), have the same lmasevenue
model at the center of their platforms: to bring together as
many buyers and sellers together as possible, and take a
percentage of each facilitated transaction.

Taking the notion of liquidity in a financial marké and ap-
plying it to these marketplace platforms can be irtsuctive,
to see how the analogy can apply to both goods andser-
vices. For example, the claim of Uber's representats that
their prices are a function of “supply and demand”can lead
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one to ask whether drivers represent supply and rafs de-
mand, or vice versa. To use the securities markehaogy —
in which those who post limit orders are market “mékers”
and those who post market orders the price “takers24 —
the driver is ostensibly a “maker” of liquidity, with the rider
a “taker”; but from the perspective of the driver, who also
needs liquidity, the riders could be the “makers” ad her the
“taker.” 25 On Uber’s platform, for example, a driver can be
punished for turning down too many rides (being “unmar-
ketable™), and riders can abort their ostensibly “narketable”
orders for rides if the estimated price (or estimad “surge”
factor) is too high. But note the comparative opady and
discontinuity of this matching process: in a finanial market,
if offers suddenly and discontinuously “surged” to1.4 times
their previous value, automated circuit breakers wad halt
trading! There is thus reason to be suspicious of hér's
“Economics 101" claims, when their system is not tuly
running a continuous auction matching explicit bidsand
offers. Interestingly, the Uber/Lyft competitor Sidcar, be-
ginning in February 2014, allowed drivers to bid onrides
and riders to choose based on price or other drivgparame-
ters (e.g. closer drivers, drivers with higher ratgs); these
competitor features brought the exchange-like chareter of
these systems to the fore, but this pricing systemvas not
enough to sustain Sidecar as a viable competit@6

One controversial aspect of marketplace platformsithe use
of interactive ratings systems to induce service qlity and
customer protection by providing a measure of partipant
reputation; but ratings systems (pioneered in parby eBay,
and common in, e.g., Uber/Lyft, Airbnb, and more) ee only
one way that users of marketplace platforms attemptto
mitigate counterparty risk27 First, one should note that
these ratings systems are oftemilateral — the rider rates the
driver, but the driver also rates the rider — whichs sugges-
tive of switch-role markets because the buyer is ndifferent
from the seller (i.e., both can be rated in the sara manner).
By contrast, in production markets it is more commo to
rate only one side, as in Yelp reviews, which aretrictly
fixed-role and unilateral (for an analysis of consuer restau-
rant reviews, see Mellet et al. (2014)).

But the other, less appreciated way these platformmitigate
risk is by providing various guarantees of settlenmé and
protection from other liabilities, much as a stockor futures
exchange mitigates credit risk with centralized cling and
settlement procedures, as described above. In thease of
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many marketplace platform services, one’s credit odis not
charged (or bank account deposited) until the serwe is
consummated; Airbnb specifically provides $1M lialiy
insurance in the case of accident or death. MuchKe the
transactions processed by clearinghouses, econontiansac-
tions “between”, e.g., a rider and driver are actudly com-
posed of two separate transactions: one from the der’s
credit or debit card to Uber/Lyft and one from UbefLyft to
the driver (with rider payments netted weekly and riddle-
man fees deducted). The mitigation of risk on the prt of
“collaborative economy” marketplace platforms is thus not
entirely dependent on collaborative ratings but intead uses
traditional centralized clearing and settlement metods
recognizable from the exchange industry to facilitee anon-
ymous transactions. We can thus also see how “pedo-
peer” lending firms (e.g. Lending Club, Prosper) add initial-
ly be distinguished by their blending of tradition risk man-
agement (e.g. FICO credit ratings) with more “collabrative”
information about social ties28

Before the waves of demutualization and mergers othe
2000s, exchanges like the NYSE were member-ownedon-
profit cooperatives, a fact that is often lost in dsmissive
discussions about Wall Street and capitalism, anche which
is especially lost on the recent critical commentgrthat pri-
vate, for-profit, venture-capital-funded marketpla@ plat-
forms could also be realized as member-owned “platirm
cooperatives” (Scholz 2016). Given the history ofteck ex-
changes, this perspective is both reasonable (it, i;deed,
technically quite possible to imagine a member-owne ride
services or short-term rental services platform) balso dis-
missive of the revenue challenges that can emerge ia
technopolitical situation where any of your customes (such
as the brokerages of the incumbent stock exchangegpuld
turn and become a competitor (e.g., by implementingtheir
own order matching system and drawing away order @w
with various incentives and rebates).

However, the appropriate regulation of marketplaceplat-
forms, whether private or cooperatively owned, remas in
guestion. If, as | have been arguing, marketplacelatform
firms are like stock exchanges, how can the self-galatory
organization (SRO) status of exchanges inform theiegula-
tion? It would appear that by conceiving of these ompanies
as traditional competitors (i.e. as similar to tagab compa-
nies or hotels), many of their practices appear otight to be
illegal. But if we conceive of them as exchangeshen we
can see that some combination of self-regulation,ranspar-
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ency, and oversight may be more appropriate; an argnent

like this has recently been proposed by Cohen andudara-

rajan (2015). But even given the SRO status of exatges
which provides a measure of day-to-day regulatorywdono-

my, it should be noted that exchanges are comparately far
more bound by SEC rules than any current marketplac
platform firm is by any corresponding agency (suclas the
Federal Trade Commission (FTC)). Specifically, vae took at

the obligations of exchanges to expose market dat#o facili-

tate inter-exchange competition, but also for overght pur-

poses (so that, e.g., the SEC can investigate “flacrashes”);
this is precisely the kind of information which sore legisla-
tors have found very difficult to elicit from UberLyft/Airbnb,

especially in any kind of real-time modalit9 A modest,

and yet arguably far-reaching, proposal would be tgpermit

the SRO-like qualities of existing marketplace plarm firms

— the enforcement of business practices (using inteal data)

and the use of reputation feedback systems — but tanan-

date a certain level of data transparency to regutars. The
potential also exists to mandate data exposure eveilo com-

peting platforms, but to do so would be — as in thehistory

of the exchange industry — to trade anticompetition for

hypercompetition (i.e. from one or two major exchamges to

dozens of competing exchanges and dark pools). Justs
with the exchanges, it will be increasingly necessato step

back and determine a sustainable combination of ragation

and self-regulation; but it will not be possible fa legislators
to move forward until the current level of opacity of opera-

tional data is explicitly reduced.

Michael Castelle is a Ph.D. Candidate in the Department of
Sociology at the University of Chicago. His dissetion The
Transaction and the Exchange: from Database to Magtplace
investigates the late-20th-century formalization othe transac-
tion concept and the subsequent reliability of — ad institu-
tional dependence on — transaction-processing comping
systems in finance and commerce. He is currently ifiv sup-
port from the University of Chicago’s Nicholson Cear for
British Studies and the University of Warwick's Cée for
Interdisciplinary Methodologies) developing a resezh agenda
which examines historical and contemporary practice of
dataflow and/or streaming data in computing.

Endnotes
1Evans and Schmalensee (2016); Parker, Van Alstynand

Choudary (2016). While | do not directly engage wit the platform
economics or industrial organization literature heg, | intend this
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essay to be a first step towards developing a disikitive alternative
to — and coherent critique of — that subfield’'s emfhases on “two-
sided” and “multi-sided” markets (Rochet and Tirole(2003); Evans
(2003); Rysman (2009); Hagiu and Wright (2015)), wth tend to
privilege market scenarios featuring indirect netwik effects.

2By “producer markets” Aspers referred to what Harson White
isolated as production markets in his influential @pers which called
for a sociological understanding of interfirm compétion (White
(1981a), White (1981b)).

3A newer article (Ahrne, Aspers, and Brunsson (20)5Joes point out
that exchanges “usually take the form of associatios or firms” and
contrasts this with contemporary economists’ assuntjpn that mar-
kets can appear spontaneously. Works focusing on ¢hParis Bourse as
a firm and/or institution include Hautcoeur and Ria (2012) and La-
gneau-Ymonet and Riva (2015), but the history of ier-exchange
competition there is less extensive than in the U.8ases.

4Friess and Greenaway (2006, 162).

5Michie (1986).

60n the history of the SEC and of exchange self-re¢ation, see
Seligman (2004) and Seligman (1982).

7Karmel (2002).

8Seligman (1985).

9These systems emerging from the National Market Sgsn man-
dates include the “consolidated tape” (reporting executed trades),
“consolidated quote” (reporting quotes for limit orders), and the
Intermarket Trading System (ITS) (allowing, e.gatters on regional
exchanges to forward their orders to the NYSE, orice versa)
(Seligman 1984).

10Castelle et al. (2016).

11Foucault (2012); Angel, Harris, and Spatt (2010).0F a compari-
son of these U.S. securities rules to the Europe&mion’s Markets in
Financial Instruments Directive (MiFID) see BoskowCerruti, and
Noel (2010).

120n the demutualized exchange see Macey, Jonathan Rnd
O’Hara, Maureen (2005).

13Hasbrouck (2014). Reg NMS' “market data rule” imposs a
weighted formula based on trade volume and frequeng, as well as for
improving on the visible best bid and offer (Hasbnack 2007). (In Eu-
rope, there is no comparable regulated consolidatioof market data.)
14Markham and Harty (2008). In 2009, the CEO of the Pect Edge
ECN stated: “As an exchange operator, you follow t money. With
exchange status and market penetration you can ceitt significant
market data fees here in the USA” (Schwartz, Byrneand Schnee
2013, 18).

150n counterparty risk and broker defaults on the P#s Bourse, see
Riva and White (2011). For other discussion of fimgial risk in the
economic sociology literature, see Zaloom (2004); dddie (2004);
MacKenzie, Beunza, and Hardie (2009); and Holzer @nMillo
(2005).

160n clearinghouse mechanisms, see Millo et al. (20R5
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170n the introduction of centralized clearing to the NYSE, see
Bernstein, Hughson, and Weidenmeier (2014).Note thahe con-
cept of clearing (bilateral, multilateral) presumeswitch-role mar-
kets, while the concept of settlement (fund transfe between coun-
terparties) does not.

18Westwood and Howard (1952).

19Abolafia (1996, 101-102). For a more critical persgxtive on
SROs see Miller (1985).

20Abolafia (1996, 104).

21Woodward (2016).

22Adam Smith remarks that the labors of servants, foexample,
“generally perish in the very instant of their perbrmance, and seldom
leave any trace or value behind them for which anqual quantity of
service could afterwards be procured.” (Smith 1776358)

23For example, it reveals that many “on-demand”-styldirms may
match buyers and sellers of services, but those s@res (specifically,
delivery, a.k.a. the temporary service-like internuation of goods
transactions) are potentially rather closely integted into traditional
fixed-role production markets for goods. Indeed, sme on-demand
firms (Instacart, Shyp) are closely integrated witproducer firms
(e.g. supermarkets and shipping carriers, respeatiy) that they have
reclassified some or all of their shoppers/courieess employees.
240n the distinction between makers and takers in fiancial mar-
kets, see Foucault (2012).

25While there is certainly an overall asymmetry betvem the rider
and driver as actors (the former might consummate @ade once in a
day, but the latter several times), during their mtual engagement it
is not necessarily obvious which one provides liglity while the
other takes it away.

26Tam (2014).

27For a prescient comparison of eBay to financial miets, see
Kollock (1999).

28Verstein (2011).

290n the increasing importance of data monitoring forfinancial
regulators, see Flood, Mendelowitz, and Nichols (A3).

References

Abolafia, Michel, 1996: Making Markets: Opportunism and
Restraint on Wall StreetCambridge: Harvard University Press.
Ahrne, Géran/Patrik Aspers/Nils Brunsson, 2015: The Organiza-
tion of Markets. In: Organization Studies 36(1)7-27.

Angel, James J./Lawrence E. Harris/Chester S. Spatt, 2010: Equity
Trading in the 21st Century USC Marshall School of Business.
Aspers, Patrik, 2005: Performativity, Neoclassical Theory and
Economic Sociology. InEconomic Sociology European Electronic
Newsletter 6(2)

Aspers, Patrik, 2007: Theory, Reality, and Performativity in Marks.
In: American Journal of Economics and Sociology 66(&79-98.
Aspers, Patrik, 2011: Markets. Cambridge: Polity.

economic sociology_the european electronic newsledt

21

Bernstein, Asaf/Eric N. Hughson/Marc Weidenmeier, 2014:
Counterparty Risk and the Establishment of the Nework Stock
Exchange Clearinghouse
http://papers.ssrn.com/sol3/papers.cfm?abstract_i@482472 .

2010: Compar-
ing European and U.S. Securities Regulations MiRBrsus Corre-
sponding U.S. RegulationsWorld Bank.

Braudel, Fernand, 1992: The Wheels of Commerce. Civilization

Boskovic, Tanja/Caroline Cerruti/Michel Noel,

and Capitalism: 15th-18th Century — Volume 2.University of
California Press.

Callon, Michel, 1998: Introduction: The Embeddedness of Eco-
nomic Markets in Economics. In: Michel Callon (ed.Laws of the
Market. Blackwell.

Callon, Michel/Cécile Méadel/Vololona Rabeharisoa, 2002: The
Economy of Qualities. InEconomy and Society 31(2)194-217.
Castelle, Michael/Yuval Millo/Daniel Beunza/David L ubin,
2016: Where Do Electronic Markets Come from? Regulationna
the Transformation of Financial Exchanges

2002: Global Microstruc-
tures: The Virtual Societies of Financial Markets: American Jour-
nal of Sociology 107(4) 905-50.
Cohen, Molly/Arun Sundararajan,

Cetina, Karin Knorr/Urs Bruegger,

2015: Self-Regulation and
Innovation in the Peer-to-Peer Sharing Economy. Ikuniversity of
Chicago Law Review 82116-33.
European Union Committee, 2016: Online Platforms and the
Digital Single Market.House of Lords.

Evans, David S., 2003: The Antitrust Economics of Multi-Sided
Platform Markets David S. Evans. IrYale Journal on Regulation
20(2), 325-81.

Evans, David S.,2011: Platform Economics: Essays on Multi-Sided
Businesses. InCompetition Policy International

Evans, David S./Andrei Hagiu/Richard Schmalensee, 2006:
Invisible Engines: How Software Platforms Drive lowation and
Transform IndustriesMIT Press.

Evans, David S./Richard Schmalensee,2016: Matchmakers: The
New Economics of Multisided PlatformsBoston, Massachusetts:
Harvard Business Review Press.

Flood, Mark/Allan 1. 2013:
Monitoring Financial Stability in a Complex World.In: Victoria

Mendelowitz/William Nichols,

Lemieux (ed.),Financial Analysis and Risk Management: Data
Governance, Analytics and Life Cycle ManagemeniSpringer-
Verlag, 15-46.

Foucault, Thierry, 2012: Pricing Liquidity in Electronic Markets.
Crown.

Friess, Bernhard/Sean Greenaway, 2006: Competition in EU
Trading and Post-Trading Service Markets. Ii€ompetition Policy
International 2(1)

FTG 2015: The ‘Sharing’ Economy: Issues Facing Platforms, tRar
ipants, and Regulators: June 9, 2015 Workshop Traaspt. Federal
Trade Commission.

Volume 17, Number 3 (July 2016)



Marketplace platforms of exchanges?

Gadrey, Jean, 2000: The Characterization of Goods and Services:
An Alternative Approach. In:Review of Income and Wealth 46(3)
Hagiu, Andrei/Julian Wright, 2015: Multi-Sided Platforms. In:
International Journal of Industrial Organization 43162—74.

Hardie, lain, 2004: ‘The Sociology of Arbitrage’: A Comment on
MacKenzie. In.Economy and Society 33(2239-54.

Harris, Larry, 2003: Trading and Exchanges: Market Microstruc-
ture for Practitioners.Oxford University Press.

Hasbrouck, Joel, 2007: Empirical Market Microstructure: The
Institutions, Economics and Econometrics of Secue$s Trading.
Oxford University Press.

Hasbrouck, Joel, 2014: Securities Trading: Procedures and Princi-
ples. Draft Teaching Notes.

Hautcoeur, Pierre-Cyrille/Angelo Riva, 2012: The Paris Financial
Market in the 19th Century: Complementarities and ©@mpetition in
Microstructures. In:Economic History Review 65(4) , 1326-53.

Hill, Peter, 1977: On Goods and Services. InThe Review of In-
come and Wealth 23(4) 315-38.

Holzer, Boris/Yuval Millo, 2005: From Risks to Second-Order
Dangers in Financial Markets: Unintended Consequees of Risk
Management Systems. InNew Political Economy 10(2)223-45.
doi:10.1080/13563460500144777.

Karmel, Roberta S., 2002: Turning Seats into Shares: Causes and
Implications of Demutualization of Stock and Future Exchanges. In:
Hastings Law Journal 367

Kollock, Peter, 1999: The Production of Trust in Online Markets.
In: E. J. Lawler/M. Macy/S. Thyne/H. A. Walker (8dédvances in
Group Processes, Volume 16lAI Press.

Krippner, Greta R., 2012: Capitalizing on Crisis: The Political
Origins of the Rise of FinanceHarvard University Press.
Lagneau-Ymonet, Paul/Angelo Riva, 2015: Histoire de La
Bourse.La Découverte.

Lee, Ruben, 2002: The Future of Securities Exchanges. IBrook-
ings-Wharton Papers on Financial Services-33.

Macey, Jonathan R./Maureen O’Hara, 2005: From Markets to
Venues: Securities Regulation in an Evolving World.
http://digitalcommons.law.yale.edu/cgi/viewcontentcgi?article=240

3&context=fss_papers

MacKenzie, Donald/Daniel Beunza/lain Hardie, 2009: The
Material Sociology of Arbitrage. In: Donald MacKerne/lain Hardie,
Material Markets. How Economic Agents Are Construed.

MacKenzie, Donald/Juan Pablo Pardo-Guerra, 2014: Insurgent
Capitalism: Island, Bricolage and the Re-Making oFinance. In:
Economy and Society 43(2)153-82.

Markham, Jerry W./Daniel J. Harty, 2008: For Whom the Bell
Tolls: The Demise of Exchange Trading Floors ancetBrowth of
ECNSs. InJournal of Corporation Law 33(4)865—-939.

Mellet,  Kevin/Thomas

cart/Marie Trespeuch, 2014: A ‘Democratization’ of Markets?

Beauvisage/Jean-Samuel  Beus-

economic sociology_the european electronic newsledt

22

Online Consumer Reviews in the Restaurant Industin: Valuation
Studies 2(1) 5-41.

Michie, Ranald C., 1986: The London and New York Stock Ex-
changes, 1850-1914. In:The Journal of Economic History 46(1)
171-87.

Miller, Sam Scott, 1985: Self-Regulation of the Securities Markets:
A Critical Examination. In\Washington and Lee Law Review 42(3)
853-87.

Millo, Yuval/Fabian Muniesa/Nikiforos S. Panourgias /Susan
V. Scott, 2005: Organised Detachment: Clearinghouse Mecha-
nisms in Financial Markets. In:information and Organization,
Technology as Organization/ Disorganization 15(3)229-46.
doi:10.1016/j.infoandorg.2005.02.003.

Parker,
Choudary, 2016: Platform Revolution: How Networked Markets
Are Transforming the Economy — And How to Make Thenwork
for You. New York: W.W. Norton and Company.

Geoffrey/Marshall W. Van Alstyne/Sangeet Pa ul

Riva, Angelo/Eugene N. White, 2011: Danger on the Exchange:
How Counterparty Risk Was Managed on the Paris Exafige in the
Nineteenth Century. In: Explorations in Economic History 48(4)
478-93. doi:10.1016/j.eeh.2011.05.002.

Rochet, Jean-Charles/Jean Tirole, 2003: Platform Competition in
Two-Sided Markets. InJournal of the European Economic Associa-
tion 1(4), 990-1029.

Rysman, John, 2009: The Economics of Two-Sided Markets. In:
Journal of Economic Perspectives 23(3)25-43.

Scholz, Trebor, 2016: Platform Cooperativism: Challenging the
Corporate Sharing EconomyRosa Luxemburg Siftung, New York
Office.

Schwartz, Robert A./John Aidan Byrne/Gretchen Schne e (eds),
2013: Rethinking Regulatory Structure. Springer.

Securities and Exchange Commission, 1963: Chapter 12. In:
Report of Special Study of Securities Markets of ¢hSecurities and
Exchange Commission.

Securities and Exchange Commission, 1994: Market 2000 — An
Examination of Current Equity Market Developmentdiashington,
D.C.: Division of Market Regulation.

Seligman, Joel, 1982: The Transformation of Wall Street: A
History of the Securities and Exchange Commissiomé Modern
Corporate FinanceHoughton Mifflin Company.

Seligman, Joel, 1984, The Future of the National Market System.
In: Journal of Corporation Law 10 79-139.

Seligman, Joel, 1985. The SEC and the Future of FinancBraeger
Publishers.

Seligman, Joel, 2004: Cautious Evolution or Perennial Irresolution
Stock Market Self-Regulation During the First SevgnYears of the
SEC. InThe Business Lawyer 5August): 1347-87.

Slater, Don, 2002: Markets, Materiality and the New Economy. In
Stan Metcalfe/Alan Warde (eds)Market Relations and the Com-
petitive ProcessManchester University Press.

Volume 17, Number 3 (July 2016)



Marketplace platforms of exchanges? 23

Smith, Adam, 1776: An Inquiry into the Nature and Causes of White, Harrison, 1981a: Production Markets as Induced Role

the Wealth of Nations. MetaL.ibri Digital Library. Structures. In:Sociological Methodology 12,1-57.

Tam, Donna, 2014: Ride-Sharing Service Sidecar Lets Drivers White, Harrison, 1981b: Where Do Markets Come From? In:
Name Their Own PricesCNET. February 19. American Journal of Sociology 87
http://www.cnet.com/news/ride-sharing-service-sidear-lets-drivers- Woodward, Curt, 2016: New App Gives Uber a Little Disruption
name-their-own-prices/. of Its Own. Boston Globe, May.

Verstein, Andrew, 2011: The Misregulation of Person-to-Person Zaloom, Caitlin, 2004: The Productive Life of Risk. InCultural
Lending. In:UC Davis Law Review 45145-530. Anthropology 19(3), 365-91.

Westwood, Howard C./Edward G. Howard, 1952: Self-
Government in the Securities Business. lhaw and Contemporary
Problems 17,518-44.

economic sociology_the european electronic newsledt Volume 17, Number 3 (July 2016)



Marketplace platforms of exchanges? 24

Appendix

Figure 1 a) A fixed-role market. B) A switch-role market

Figure 2
In this historically-inspired example, producers of  trading services for IBM stock include the NYSE an d the regional Philadelph-

ia Stock Exchange (PHLX). Brokers and dealers are “ in the market” for the exchanges’ services, which ¢ onsist of switch-role
markets in which they can alternately buy and sell  IBM stock.

__________________ oo

Broker/
Dealer

Broker/

Dealer Dealer

Broker
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Figure 3
In this figure producers of ride services in a give n city include Uber and Lyft (incumbent taxicab ser vices not shown). Drivers

and riders are “in the market” for the exchanges’s  ervices, which consist of potentially switch-role m  arkets in which they can
alternately take the role of a driver or arider (t ~ hough not all riders are also drivers).
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The issue of financial literacy

Sciences Po, Pariganne.lazarus@sciencespo.fr

The general lack of financial literacy among the tizens of
developed countries has become an increasingly impant
political issue over the past fifteen years in inteational
bodies, first and foremost, the OECD, but also the 20, the
World Bank and the IMF. There have been numerous +e
ports, surveys, conferences and implementation progms
on the issue. Originally, the focus was on pensionsThe
2005 OECD report on the subject marks a very impaht
step: while seeking to push ‘good practices’ with egard to
financial literacy the OECD started to emphasize thergent
need for public policies. The risks are huge: faanthe
weakening of the welfare state, deregulation of firancial
markets and the financialization of domestic savirng the
middle classes in rich countries are having to copwith
increased financial risks in three areas: the pensi replace-
ment rate, overindebtedness and financial inclusion

For researchers working on ‘low finance’, the topiof finan-
cial literacy’ is particularly interesting becausé’'s a good
way of seeing how public policies — at both interntional
and national level — frame household finance. Thisaming is
ambivalent: on one hand, the issues are presentedsarucial
for individual and collective well-being; on the oher hand,
this fundamental issue for both the economy and sdety is
relegated to a matter of individual behavior.

This paper is based on an analysis of global orgaations’
approach to financial literacy and also of the waypolicy-
makers in France are responding to the issue. We ahpro-
ceed as follows. First, we describe the semantic epations
of a range of actors to impose the notion of ‘finarcial litera-
cy’. Second, we focus on the ways in which the proroters
of financial literacy policies marshal ‘evidencebotprove the
need for financial education. The last part discuss two
possible blind spots: the questionable results oht evalua-
tion of the relevant programs and their contents. & then
propose several hypotheses to explain this kind alecou-
pling between an intervention dedicated mainly to poving
its own utility and the fairly loose supervision ofmplementa-
tion.
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The concept of financial literacy has emerged onlyecently
as a topic of interest in the academic world, evemmore so in
the political arena. The OECD has put it on the agela,
especially through the semantic work of establishim defini-
tions, diffusion of the term, rejecting competing rotions and
framings, such as ‘financial education’ or ‘finanal inclu-
sion’. Some bibliometric research on abstracts, keprds
and title of articles in the Scopus Database betwee1978
and 2015 revealed the different intellectual spaceshabited
by the different formulations. This search confirmeé that
‘financial literacy’ is a relatively new concept ath also a very
dynamic one, being welcomed with great enthusiasmSince
2008, financial literacy has been more frequent tha any
other formulations linked to consumer finance issug

See Appendix, Diagram 1

The social spaces of the different formulations derge. Fi-
nancial literacy is mainly a North American notionwhereas
financial exclusion and inclusion and financial cability are
found in British and other countries’ journals. Atthe begin-
ning of the 2000s, ‘financial capabilities’, following in the
wake of Amartya Sen (1985), and financial inclusiorand
exclusion were dominant. Financial capabilities anresed in
work about Global South countries, often interestedin mi-
cro-loans and access to the banking system. The maissue
was the role of financial institutions in economicdevelop-
ment.

Financial exclusion and inclusion are used mainlg work
focused on poor populations in developed countriesgspe-
cially by British scholars, mainly geographers wita critical
approach to capitalism (Leyshon and Thrift, 1996, 999,
2008; Leyshon, French and Signoretta, 2008). Theyddress
the social consequences of the ‘financialization oéveryday
life’ (Martin, 2002; Langley, 2008).

Financial literacy presents quite a different panama. The
notion does not imply the addressing of inequalitis, social
justice or blaming the violence of economic liber&@m, but
focuses on individual competencies and behavior. rf@ncial
literacy is a descriptive term, adjustable to mandifferent
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contexts. It is under-socialized and under-politized. Regard-
ing research areas, work that contains the terms itiancial
exclusion’ and ‘inclusion’ are usually categorize@ds social
science, especially geography; whereas works thabitain
‘financial literacy’ are categorized as economics robusi-
ness/management.

In the ‘financial literacy’ academic space, schokrare inter-
ested in people’s behavior, which they try to linko emotion
and culture. They use psychological explanations driook
for cognitive and cultural ‘biases’ using tools frmn behavioral
economics. The very word ‘bias’ implies that therés a de-
fault setting in terms of which people calculate apropriately
and maximize preferences, as against which other fms of
conduct appear to be psychological, cultural or saal devia-
tions that have to be combated. Although the modelpro-
posed by behavioral economics is ‘thicker’ than theof neo-
classical economics, it still explains people’s ams very
differently from the social sciences, taking into ecount the
so-called ‘social context’ as a source of bias, nats the main
determinant of social organization.

Article references also reveal fairly homogeneousd sepa-
rated spheres. Prominent scholars in the ‘financiahclusion’
and ‘exclusion’ field are the two British geographes Andrew
Leyshon and Nigel Thrift, who are quoted in 34 pecent of
the articles in this domain. Elaine Kempson (30 petcent)
follows. She has a quite different position in thefield: pro-
fessor at the geography department of the Universjt of
Bristol, she runs the Personal Finance Research €erand
has done a lot of consultancy work for public and pivate
institutions. She has written several reports on @rindebt-
edness, poor people’s financial practices and recamenda-
tions for financial education. Her numerous publickons
comprise mostly research reports.

Kempson also uses the term ‘financial capabilities® she is
the author most quoted by the articles that use tts term in
their title, abstracts or key-words — especially iquantitative
surveys aimed at measuring the financial capabiés of citi-
zens of the United Kingdom and other countries (Kemson,
Collard and Moore, 2005). She started to work withthe
OECD a few years ago and to use the term ‘financiditera-
cy’. Her semantic journey has been quite interestinand
representative of scholars working in this area wlit interna-
tional organizations; the shift from ‘capabilities’to ‘literacy’
does not signify a shift in her thinking but ratherthe victory
of ‘literacy’ over ‘capabilities’ in the public paicy arena.
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Two authors dominate the ‘financial literacy’ field Anna-
Maria Lusardi (quoted in 40 per cent of articlesy behavioral
economist and professor at Dartmouth college, headand
founder of the Global Financial Literacy Excellendgenter;
and Olivia Mitchell (30 per cent) who has worked wh Lu-
sardi. Leyshon is quoted in only 2 per cent of theapers,
Kempson in 7 per cent. Lusardi and Mitchell barelyegister
in the ‘financial inclusion/exclusion’ area (Lusards quoted
once, Mitchell never).

The last area, ‘financial education’ (used much meroften in
the United Kingdom than in the United States) appea to be
dominated by ‘financial literacy’: during the 2000s it was
relatively autonomous, with its own references, buin due
course it became a sub-field of ‘financial literacyLusardi is
the most quoted author since 2010. ‘Financial edudion’
now appears as a stage on the way towards ‘financla
literacy’.

Two poles are well defined: on one side there is szarch on
financial exclusion that focuses on the poor and iequality,
mainly carried out by critical British scholars ahored in the
social sciences. These articles use empirical datad theoret-
ical and conceptual discussions, building, for inahce, on
ideology, ‘governmentality’ and the construction offinancial
subjects. They use financial exclusion/inclusion @nalso
capabilities, which nonetheless appears to be a leglivisive
term. On the other side, ‘financial literacy’ in tle United
States and ‘financial education’ in the United Kindom are
the domain of economists. This research focuses othe
poor, but to a substantial extent also the middle tass; very
little of it addresses the social conditions of inguality. They
describe the role of states as that of provider ofinancial
education campaigns. This research is less theoceti and
reflective than the previous kinds; it has normate goals and
aims at the formulation of public policy. Kempson ad Lu-
sardi, the main authors at this pole, are active adsers of the
OECD and of their respective countries’ governments

These two research groups never intersect and nevguote
each other, even if the first group is interestedri the second,
mainly in order to criticize it. For example, Marm (2014)
analyses the growing success of ‘financial literacgs anoth-
er sign of the depoliticized and dissocialized nate of ne-
oliberal ideology.

Some scholars in development economics have alséett to
oppose the replacement of research on financial imgsion
and financial capabilities with the financial liteacy frame-
work (Guérin, 2012). The liberal ideology underlyip this
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term is highlighted, but the main concern is the fat that
financial literacy policies want to impose one bestvay to
manage money and stigmatize existing monetary praices
that anthropologists and sociologists have precisebbserved
and explained.

The semantic hegemony of ‘financial literacy’ leadfo the
integration of quite different questions and populdions
under the same framing: mathematical competenciesnon-
ey management, investment choices, opening of banlac-
counts in poor countries and so on. It targets, amog others,
people with money to invest, middle class wage eaers
who save for retirement, underprivileged people beig
helped by social workers. Education can be providetb
children at school, as well as to the unemployed, @wmen in
small villages in poor countries, new employees tihdave to
choose a pension plan and so on. A broad range ofcors
may be financial educators, including peers at sclo finan-
cial advisers, bank employees in general, teacheaiad social
workers. We shall return to this in the Conclusion.

Promoters of the ‘financial literacy problem’ prodee a lot of
numbers that they consider to be ‘evidence’ or dataon
which public policies can be built. This explains ky many
surveys have been launched during the past decade tden-
tify problems and evaluate the impact of interventins
(World Bank, 2013). They have a kind of family reseblance
because they are inspired one by the other. Conclimns are
unvarying, including ‘alarming low scores’ (Lucey2005),
‘particular concern’ and ‘worrying’ results.

The OECD has produced not only surveys but also delines
for making surveys. For instance, when the Frenchtate
started to consider a financial literacy ‘nationalstrategy’
(CCSF, 2015), it first requested a survey whose gstéons
were elaborated from the 2010 OECD survey (Atkinsoand
Messy, 2011), inspired by the UK financial literacgurvey
directed by Elaine Kempson (Kempson et al. 2005).his
OECD survey has been conducted in 12 very diverseun-
tries, such as Peru, Germany and South Africa. Itctins 19
questions on financial literacy. Kempson was insgid by a
survey she headed in 2005 on behalf of the Britislrinancial
Service Authority (FSA) and by a US Financial IngiydRegu-
lation Authority (FINRA) survey directed by Anna-Na Lu-
sardi. In line with the OECD’s benchmarking projediGayon,
2009) the OECD survey was regarded as a comparatitel
between countries with very different consumer finace
landscapes. It was thought that the questionnaire auld be
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used in all national contexts. For example, questis on
credit cards have been suppressed because they anet
relevant in many countries, whereas they were cerdf in the
FINRA survey.

The questions reflect the different components of ihancial
literacy. The surveys by FINRA and the OECD distiisty
between questions measuring knowledge (financial téracy
itself), attitude and behavior. Knowledge is easilyneasured
but less easy to analyze: what practical consequees arise
from the fact that only 24 per cent of French peopé know
the definition of an obligation, according to a suwvey con-
ducted in 2011 (Bigot, Croutte and Muller, 2011)?

What can be concluded from the answers to the follaving
question, developed by Anna-Maria Lusardi and dugfated
in many surveys: ‘Suppose you put $100 into a saws ac-
count with a guaranteed interest rate of 2 per centper year.
You don’'t make any further payments into this accoat and
you don’t withdraw any money. How much would be inthe
account at the end of the first year, once the inteest pay-
ment is made? (open response)’ (Atkinson and Messy,
2012)? The highest score was achieved by the Irishf 76
per cent, against only 40 per cent of Albanians andPeruvi-
ans (OECD, 2012). However, what does it really meaThat
Albanians and Peruvians are bad at math? How worng is
it? However, research on budget management showedhiat
most practices do not require calculation. Bourdiey1977)
shows that saving can have very different meaningshe
distinguishes between foresight, which is a matteof protec-
tion against disruption, and forecast, which represnts the
capitalist conception of time, with a specific goaland an
abstract future. These opposite conceptions of timean be
found in both developed and developing countries (€rrin-
Heredia, 2010; Saiag 2011), whereas in financialtdiracy
surveys, only the second kind of country is consided.

Whatever criticisms one might make, these surveysghlight
the inability of a significant proportion of the population to
respond to simple questions and have become politit tools
to justify the need for financial education.

Thus, during an interview, one of the leaders of te French
banker's association summed up the findings of thebove-
mentioned investigation:

If we are dealing with someone who is obvioushg |&e
fundamentals, I'm not talking about the bankingctéspbut
perhaps just math, an overall understanding ofanthadget
is, how it works, what debt is, how much one giepalg —
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here, the AMF study was interesting: more thaer 5émi of
the population cannot say how much | will haveoatteyear
if | save 100 euros at 2 per cent interest. Seatioigg and
many others [raise] questions. ... We can do hiagg,twe
are trying to do many things ... Whenever webialit these
topics with political actors we always say thatowe that
there is nothing in the curriculum on basic fialaaed fiscal
education ... since ultimately children will bensigp® adults
and citizens, they will have to make informedeshaicyou
cannot erase this educational part with a strtie fpén.

Two other kinds of questions exist: (i) on attituds that indi-
cate people’s relationship with time and their planing and
(ii) on behavior. For example, do people carefullgonsider
their purchases; pay their bills on time; have a hwsehold
budget; shop around before choosing a financial prduct;
try not to borrow to make end meets?

The challenge for researchers, particularly in théeld of
behavioral economics, is to define the causal charbetween
knowledge, attitudes and behaviors (Yoong, 2011), wh
behavior appearing as the final output. Experts argeeking
potential levers of public policy. This requires pof that
improved knowledge and shifts in attitudes — two gals of
mass financial education policies that may be achied — will
influence behavior. More generally, they must demastrate
that a low financial literacy — the sum of knowledg, atti-
tude and behavior scores — has adverse individuat@collec-
tive effects. In many surveys, Anna-Maria Lusardiak
demonstrated a correlation between low financial teracy
and poor preparedness for retirement. Similarly, riancial
literacy helps people to make better investment chioes.
Nevertheless, are the same tools useful to houselusl who
have little money and households with wealth to inest? Is
financial knowledge necessary for sound everyday mey
management?

Analyses of these surveys are always very normativeEhe
announced goal of researchers is to evaluate theiffancial
well-being’ of respondents, but in order to measureit a
single type of behavior is outlined. For example, rénch
analysts call it ‘reassuring’ that only 26 per cendf respond-
ents say they do not know how much they spend each
month (Bigot et al., 2011). In FINRA and OECD sungy
answers to questions designed to measure behaviornd
attitudes are either ‘good’ or ‘bad’, reifying good money
habits. For instance, in the FINRA survey, many ctiens are
dedicated to credit cards and respondents have torswer
‘yes’ or ‘no’ to the following statements: ‘I always paid my
credit cards in full’; ‘In some months, | carried wer a balance
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and | was charged interest’; ‘In some months, | pdionly the

minimum’; ‘In some months, | was charged a late fedor

late payments’. From that, analysts call some behavs ‘ex-
pensive’, but others ‘positive’, ‘negative’ or ‘prdlematic’

(Mottola, 2012). ‘Good behavior' here involves payig credit

cards in full, not carrying credit card balances, at using

credit cards to their limit and shopping around tocompare
offers. The more precarious someone’s financial gétion,

the more their behavior is judged negatively. Theatt that

these means of payment were invented for the preces pur-

pose of accelerating access to credit and cash i®intaken

into account. In using this behavioral vocabularypoverty is
never evoked as a reason for people having to pagtk fees
or missing payments. Consumer credit products’ degi and

marketing, especially with regard to credit cardsencourage
the very behaviors regarded as ‘bad’ in these stuel (see
Ducourant, 2009). Such research never mentions thkving

conditions and socio-economic problems of the peopl
concerned, nor the possibility of regulating the fiancial
industry to avoid certain fees or debts that becomémpossi-
ble to repay. ‘Education’ is presented as the onlyay to

overcome all the problems.

These surveys play many roles: they call attentido a prob-
lem that has not been sufficiently identified; theyreify good
and bad behaviors; they provide governments with mens to
measure the effectiveness of their policies, compiag differ-
ent states. Recently, in the OECD PISA survey, whic
measures and compares the competences of 15-yeards|
throughout the world in terms of ‘reading literacy’, ‘mathe-
matics literacy’ and ‘science literacy’, a ‘finanal literacy’
module was introduced. This represents new evidena#d the
OECD'’s willingness to both standardize the definidn of a
common set of knowledge on financial issues and t@pread
the idea that financial education is as important a language
and math skills.

Proponents of financial literacy have undertaken eelatively
complete institutionalization of the problem through its
framing as a collective risk (Borraz, 2008) and theonstruc-
tion of a suitable semantic universe. In particulait appears
clear that competing framings of the problem have éllen by
the wayside and have not been considered among theer-
tinent cognitive tools. This can be explained by # non-
circulation of ideas between various disciplinesgéding to
littte attention being paid to the institutional and policy
determinants of households’ financial difficulties.
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In this warning effort dedicated to demonstrating he need
for financial education, however, two significant qiestions
have remained separate: (i) the impact of implemeed
programs and (ii) their content.

First, the evaluation issue. Even though the OEC]lowing

its evidence-based policy logic, regularly calls rfgorogram
assessment and produces guidelines to that effecgvalua-
tion still poses many problems. Structurally, evadtions are
difficult to implement, because the expected effed of fi-

nancial education are long-term. Randomized experiemts
on a specific target may prove some impact; for inance,
Duflo and Saez (2003) showed that information sessns on
pension plans for company employees raised the cartbu-

tion level of the attendees. Nevertheless, finandiditeracy
proponents claim much more ambitious goals, such asn-

proving financial well-being, wealth and social inkision. The
long-term impact has to be measured, which poses nmy
methodological challenges. The first difficulty isto reach
people months or years after training or awarenesgising
courses. Surveys carried out by the Jump$tart cdain are
interesting here: this US organization, founded 1995, was
one of the first to engage in financial literacy inschools. It
has been organizing the measurement of financial téracy
among young people since the 1990s. In one surveyhey
contacted 400 students (half of them had taken a fiancial
management course) a few years after graduation, éring

a $25 incentive for each completed questionnaire. e re-
sponse rate was 19.75 per cent (the survey compride79
guestionnaires) (Mandell and Klein, 2009). Many f@w-up

surveys have this kind of response rate. The secodficulty
is to measure changes in behavior and financial webeing
from declarative questions: attendees of courses mabe
inclined to answer positively in order to please thir trainers
and may underestimate their financial difficulties.Third,
when specific behaviors are targeted in training ¢ exam-
ple, to increase the personal savings rate, as ifmé SIMS
program), even when the goal is attained is it suiient to
justify a declaration that overall financial well-bing has
increased? Finally, surveys should control for thgotential

influence of external events related to professiorar familial
changes.

In light of these methodological concerns, the redis of the
follow-up survey are quite disappointing. Returningto
Jump$tart’s indicators, the results are convincingwhen
aimed at alerting the authorities and the public abut the
low level of financial knowledge (Mandell, 2008), it they
are mixed, to say the least, when it comes to thempact of
training, showing no differences between high schob stu-
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dents who have and those who have not taken a finanial
management course (Mandell, 2009).

The second element, which is even less discussed fyblic
policymakers is the content of the programs. Traing cours-
es are monitored by follow-up assessment, but onlyarely is
a precise curriculum proposed. How can we explainhis
reluctance to organize training content?

The multiplicity of national contexts is one reasaninterna-
tional institutions do not wish to be overly presadptive be-
cause social insurance systems, the available bapfoducts
or the rate of use of banking systems may differ.tIwould
therefore be useless, even counter-productive forhem to
examine content. This argument does not explain whya-
tional policymakers are also very reluctant to geinvolved
with content.

Nonetheless, the opposite could also be argued: famcial
education practices may be so obvious and consenduhat
there is no need to specify any content. Such an egtation
policy would therefore be very specific, because edation
policies are usually the subject of intense debat®©ur obser-
vations of budgetary and financial education sessis
showed us the diversity of information on exposurecondi-
tions, staging and teaching methods, even within tle same
organization, each trainer claiming their own ‘styd’.

Nevertheless, policymakers are concerned about thguality’
of programs and insist on the need to train traines. For
example, many programs presented at the OECD are pyr
mid schemes designed to train those who train othes. This
will multiply the impact of training. However, many ques-
tions remained unanswered: who would train those tain-
ers? What messages should be promulgated? What quéd
cations are required for giving good budget adviceFinally,
what is good money management? The concept of finacial
literacy implies that the persons concerned face oaplex
financial products. Therefore, the advice cannot bdimited
to a traditional view of household budgets, accordig to
which one should not spend more than one’s resource
individuals have to take into account their life cgle (save
when necessary, borrow at the right time, prepareihancially
for a new baby or separation of a couple, build weth for
retirement), but also potential risks or life contigencies they
might face (illness, unemployment and so on). Thelyave to
know how these risks are covered financially by dektive or
individual insurance and make sound personal choisePeo-
ple have at the same time to be consumers to sustaior
revive the economy, but also investors. Macroeconam
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policies and microeconomic advice can conflict. Whenei-
ther the financial markets nor governments seem abl to
provide protection, it seems quite challenging to tansform
into concrete advice the anxiety-provoking messagesn the
financial risks faced by households. Moreover, sweys show
that levels of knowledge about financial products ee ex-
tremely low: how can individuals who cannot answerbasic
questions be ‘educated’ to a level sufficient to eable them
to face the financial dangers of the modern world?

We can see here a decoupling between policymakersnd
those who implement policy. While in some cases thebjec-
tives of actors at different levels may overlap, uslly their
goals differ. Regarding financial education, the fether ac-
tors are from the people who take the courses, themore
optimistic they are about their output. Thus, at te OECD
forum, financial education was seriously presentetly some
speakers as a potential substitute for welfare stat protec-
tion. In contrast, trainers on the ground say thatf trainees
obtain one or two tips from the training and a little more
confidence in dealing with banks, that can be regated as a
major success.

How can we explain this decoupling? Lauren Willig US law
professor, underlines the biases of the follow-upwveys and
recalls that the effects of financial education areweak at
best. She therefore contests the need for financiaducation
(Willis, 2009; 2011). She considers that the resdtpromised
by financial literacy proponents could be obtainednly with
a massive financial outlay and points out that USitzens are
not willing to pay much even for the provision of kasic edu-
cation. She considers that this focus on educatiois primari-
ly another ruse on the part of the financial industy to de-
flect calls for regulation. She proposes alternatiyforms of
consumer protection, including advice that helps peple to
choose between products and recommends that progras
do not try to change people, but change products istead.
Furthermore, mandatory products should be created ral
toxic products should be banned, while sales inceivies
should be strictly regulated.

While we completely agree that the current drive topro-
mote the financial literacy issue is mainly a wayot avoid
more regulation (Lazarus, 2016), we think that andter
explanation can be proposed: the lack of interestni the
content of the programs reveals how such policiesra built
and the ideology that underlies them. Besides theypical
class relationship between policymakers and the thoicians
who implement the programs, it demonstrates that fhancial
education is considered more of a moral than a tedfical

economic sociology_the european electronic newsledt

32

issue. Policymakers regard ‘low finance’ as lessegstigious
and less technical than ‘high finance’. How an inv&ment
fund works, or the cost of using a credit card or a over-
draft, seem so obvious that policymakers do not fid it nec-
essary to pilot the provision of such informationOur current
work on the implementation of a financial advice sevice in
France confirms this observation, first made at OECEbn-
ferences.

Our different financial education observation siteenable us
to reconstruct a chain that extends from academic Wistle-

blowers to program implementation, through international

institutions and national policymakers. Above alhowever, it

showed the work required in order to create a cohesnt

chain. The constitution of the problem through itsdelimita-

tion requires establishing that citizens lack finazial skills and
demonstrating that this has consequences for themral for

the community. This delimitation also necessitatethe coor-

dination of existing initiatives to create a chain.These are
not top-down policies; most of the time, the key interven-
tion of the state is to label existing initiatives,which can

have important effects on practices, evaluation andbjec-
tives. In France, the current implementation of thePoints
Conseil Budget', partly inspired by the British ‘Moey Advice
Services’, indicates a policy that accredits and aainates
already existing devices.

This mode of intervention has practical consequensebut its
main implication is the shift it provokes in approahes to
social intervention. In a country where the main ptection
of household budgets continues to be the welfare site —
social benefits, replacement of labor income due tdllness,
unemployment or old age — a policy that claims thatnoney
management could replace money transfers is a sigof a
major ideological change. Although it is dressed ums a
‘modern’ and ‘technical’ way of helping people to manage
their money better, it is really part and parcel ofa drive to
moralize poverty.

Jeanne Lazarus is CNRS research fellow at the CSO in Sci-

ences-po. Her research has focused on relationshigse-
tween bankers and customers in French retail bankShe has
also conducted research on the sociology of moneyna the
consumption and monetary practices of the impovertsed.
She is currently studying the making of a “responkie” fi-
nancial market for individuals, in particular via @ucation
programs aimed at improving financial literacy, dectives,
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and regulations regarding the commercialization ofinancial
products and credit.

Endnotes

1We used Scopus on May 2016, searching the number drticles
that contains those different terms in their keywods, title or ab-
stract. Note: “all’ is not the sum of the other lines since many
articles contain several of the tested notions.
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Book Summary

Copenhagen Business School, Denmarkh.dbp@cbs.dk

Capital without Borders: Wealth Managers and the One
Percent. by Brooke Harrington will be published by Har-
vard University Press in August 2016.

How do the one percent hold onto their wealth? And how
do they keep getting richer, despite financial criss and the
myriad of taxes on income, capital gains and inhggnce?
This book takes a novel approach to these questioniy
looking at professionals who specialize in proteaty the
fortunes of the world’s richest people: wealth mangers.
Brooke Harrington spent nearly eight years studyinghis
little-known group — including two years training o be-
come a wealth manager herself. She then “followed he
money” to the 18 most popular tax havens in the woid,
interviewing practitioners to understand how they felped
their high-net-worth clients evade taxes, creditors and
disgruntled heirs — all while staying just within he letter of
the law.

Harrington’s research offers the first glimpse intche tac-
tics and mentality of a secretive profession that antrols
astonishingly large flows of capital around the woid.
Based on 65 practitioner interviews — conducted irthe
traditional wealth management centers of Europe andhe
Americas, as well as the up-and-coming offshore fancial
centers of Africa, Asia and the South Pacific — thibook
gives voice for the first time to an elite that hasworked
quietly and unobtrusively to enrich the one percent

Capital without Bordersreveals how wealth managers use
offshore banks, shell corporations, and trusts to tgeld
billions in private wealth not only from taxation kut from
all manner of legal obligations. And it shows how pacti-
tioners justify their work, despite evidence thatti erodes
government authority and contributes to global inegality.
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As recent research on stratification has shown, jiisone

percent of the world’s population now owns half of its

wealth. Harrington’s research details the financiand legal

innovations behind this dramatic concentration of e-

sources, showing how wealth managers are the key &ars

in both capital flows and public policies affectingtaxation.

The book also sheds light on headline news such abe

Panama Papers, explaining why so many of the workl’
elites use offshore finance, and how such activityemains
perfectly legal, however ethically questionable itnay be.

With regard to stratification, Capital without Borders ar-
gues that wealth managers and their firms don’t jusmake
the rich richer: they make the poor poorer. Elitesncur real
costs when they fail to pay their fair share of tags, or to
pay back their debts to creditors. Those costs fathainly
upon the poor and the middle class. Indirectly, evgone
pays in the form of reduced public services, in tems of
slashed budgets for education, health care and traporta-
tion — all of which are important factors in upward mobility
for those at the lower ends of the socio-economic gectrum.

Wealth management techniques also impose direct ctsin
form of surcharges on honest taxpayers and borrowsr In
terms of taxation, research in the US and Europe ggest
that this surcharge varies from 7 percent to 15 parent in
additional costs to the rest of us in order to compnsate
for underpayment by the rich. At the same time, leders —
including both banks and firms that provide finanang,
such as car and appliance dealerships — raise thests of
borrowing to make up what they lose from high-net-worth
individuals, who can default on their debts withoutpenalty
by using wealth management strategies. That increasin
borrowing costs hits the poorest members of societyhard-
est, deepening their already dire indebtedness andhaking
advancement even more difficult.

These developments have ominous long-term implicatis
for human capital, national development and politial
stability. We see this not only in the deep cuts irstate
services occurring now in Greece, Spain and other EU
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countries where tax avoidance depleted public coffs and
made those nations particularly vulnerable to theihancial
crisis. We are also witnessing a “brain drain” of kghly
educated and skilled citizens from those countriedurther
dimming hopes of recovery. Those left behind arepe — in
the words of economist Thomas Piketty — to be “temped
by nationalist solutions, ethnic divisions, and theolitics of
hatred.” In other words, the rising inequality creded by
wealth managers can develop into deep social fractes
that threaten democracy itself.

Brooke Harrington is Associate Professor of Economic
Sociology at Copenhagen Business School. Her boGlapi-
tal Without Borders: Wealth Management and the One
Percentwill be published in August 2016 by Harvard Uni-
versity Press. Harrington has worked on diverse asgs of
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finance, from global wealth management and its impat
on socio-economic inequality to the sociology of faud and
of stock markets. Her 2008 bookPop Finance: Investment
Clubs and the New Investor PopulisniPrinceton University
Press) looked at the effects of diversity and dedais-
making processes on investment groups’ financial pfor-
mance. In a series of articles with Gary Alan Finélarring-
ton has developed a theory of small group behavioand
networks, expanding models first created by Erving
Goffman. She has also written a series of articlesnoeth-
nographic methods. Harrington’s work has appearedni a
wide range of academic and policy publications, frm the
Socio-Economic Review to the OECD Observer, and has
received broad media coverage.
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Frederick Wherry is Professor of Sociology and Co-
Director of the Center for Cultural Sociology at Y@ Uni-
versity. He is the author of Global Markets and Local
Crafts, The Philadelphia Barrioand The Culture of Mar-
kets. He is co-editor (with Nina Bandelj) ofThe Cultural
Wealth of Nations and general editor of the four-volume
Sage Encyclopedia of Economics and Societyle has
served (or is serving) on the editorial boards ohe Ameri-
can Sociological ReviewAmerican Journal of Sociology
Sociological Theoryand The American Journal of Cultural
Sociology He is currently studying how immigrant and
minority households become more equitably integrate
into the financial system. Frederick Wherry has baeserv-
ing as Chair of the Consumers and Consumption Seati of
the American Sociological Association. Prior to puication
of this issue ofEconomic Sociologywe learned that he has
been named Chair-Elect of the Economic Sociology Smn
of the American Sociological Association. Freder-
ick.wherry@yale.edu

You think you are doing one thing and you end up dang
something else. | thought | was going to do a projet on
social capital and community development — that isvhat |
thought | was going to do. When | got to the field, some
of the communities that seemed the most interestingto
me were these artisanal communities, and so | movefdom
more of a community development, more generic topicof
economic development at community level, to these lo-
jects that were being placed in different kinds ofmarkets,
but there was something more to these objects. Sowhen |
was looking at the community level it was much more
about the organization of production, there was a ®cial
capital story of how is it with some clusters: peofe within
a community can just do more by virtue of their soil ties
and social arrangements. Here we have these objectsat
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were actually being moved by intermediaries (and soe-
times direct buyers) into different kinds of markes.

So | shifted my orientation from one that was emphaizing
the dynamics of production as a sociological procesand
then putting these objects, intermediaries and othebuyers
into the mix and asking, how is the value of theseobjects
generated, maintained and externally recognized? Wdn |
was doing this, and because | was in two differentoun-
tries — being in different countries really helps -because
some of the things that were being taken for granta in
Thailand with regards to how outsiders could recogize
claims about authenticity, about history and tradiibn, and
about these artisans being well matched to the kind of
products they were making, those were claims that he
artisans in Costa Rica could not take for grantedBecause
there was a different national narrative about what it
means to be Costa Rican. So then | started thinkingbout
how is it that by virtue of where you produce, whee
you're trying to make a claim about the value of that work
you cannot make any claim you like, and those claiare
tied up with these national narratives of value. Tose early
experiences and findings shape how | approach markse
now.

Yes, because there is a different notion of what dferent
people are good at doing, that buyers carry into tle site.
When you are in places like Costa Rica and peopleays
“Indigenous art”? What is that for Costa Rica? Verss if
you are in Guatemala you say “Indigenous art? Peoplkind
of get it.” You are in Costa Rica and you say it, ad people
are confused, towards the are external buyers. It as one
of those things where the differences were so starkhat it
almost did not matter what the historical records aid.
What mattered was that each of these nations had ptin a
lot of effort in shaping the kind of message they vanted to
put out about what kind of nation it is, what the p eople in
that kind of place are going to be good at doing. For some
types of thing people are: “Oh, but, you know, it’s just in
their blood. That's what they do.” But you are trawlling to
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France and you get a glass of wine and you say “Ofourse
the wine's good; it's France. It's just what they @.” There
are categories of products for which people just sa“Oh,
but of course it is going to be good if it is comirg from
there.” | remember having this conversation with Nia
Bandeljl because she, with her work on Foreign Direct
Investment — there you had national identity, beingselec-
tive of opportunities in the market — and so, as vas read-
ing that while | was writing my first book, and redized that
we are talking about very similar things, but in wiat
looked like very different spaces. So there she igith For-
eign Direct Investment and here | am with artisangbrod-
uct, and we were in Durban together for the ISA [lterna-
tional Sociological Association] meeting, and we $d,
“Let's team up." We ended up having all these infomal
conversations that then gave birth to idea of the dited
volume, The Cultural Wealth of Nations We wanted to do
this together because there is something about thenean-
ings of place that seemed to be shaping how peoplere
finding good partners for particular kinds of things. In Nina
Bandelj’'s there were some countries that particulsy
thought that if you have an Italian company, they would
be fine for design; they're not so great for bankirg. They
would prefer the Germans... These are gut reactionthat
had very little to do with any evidence that's beenconsid-
ered before and after. People can take a lot for ganted
when they are thinking about what their next movesare
and who is a good match for what they are...

| don’t do much with trust. | did do some work with en-
forceable trust. So, thinking about third-party enbrcement
of whatever local understandings are about how thigs are
supposed to go. And there was a sense that the reas
that you could trust with that contract is that everyone is
so closely tied to one another that you risk beingostra-
cized. There are all sorts of ways that you can beunished
outside of the contract by people who mean somethig to
you. That was certainly what | was working with inartisan-
al communities and that would come up quite a bit. They
all know each other.
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Yes. So either you can work with the concept of nawork
or you can think about what Zelizer called a "circit,"
where people are tied together, they have a sharedc-
counting system, so they have a specialized languagor
what counts and why it counts, and a shared set oprac-
tices around how you are going to keep track of you re-
sources. That is all being influenced by the typesf social
ties you have with other people. Zelizer circuits rad her
meaningful view of markets have been a big influene on
my work.

I had the distinct advantage of having this reallygreat
pairing of influences between Zelizer and Alejandrortes.
Some might say, isn't that a very different pairin@ They
are kind of different, but one of the things they share is a
very strong Durkheimian strand that connects themWhen
I think of Durkheim, | think of meaningful rituals, I think of
how solidarity works. Portes says it is the “valuéntrojec-
tion” that is a source of social capital, but whenit comes
to Zelizer, | am thinking about things that are stl held
sacred and how the sacred manifests itself in moder

economies and exchange systems. So | have this very

strange relationship with Durkheim by way of Zelizeand
by way of Portes. Although, in some of the Portesthere is
of course a lot of Weber and Marx, etcetera. | do ot do
nearly as much with Bourdieu. In part it is becausevhile |
find the notion of many different types of capitals useful,
for me, as an ethnographer, the capital notion flatens the
meaningful activities of economic life too much. [..] You
get all these capital accumulations of different sds, and
these are accumulations that are qualitatively diffrent
sometimes. They may not look like it at first glane. Alt-
hough field theory has really helped shape quite dot of
work, it is not something | do.

We could learn a thing or two from our friends in Eonom-
ics. They clearly see the economy as a dynamic befan
supply and demand. We've paid too little attention to
demand, and we've not paid as much attention as we
should to what is uniquely sociological about our wdies of
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markets. Why are we not examining the demography of
branded commodities (e.g., Glenn Carroll), and why ah’t
we have more comparative studies of work conductedy
advertisers and public relations firms? | wrote thabook as
a preliminary statement on how to advance that ageda. |
was also explicit in bringing in questions of ineqality.
We're good at it, you know. We ask, how are job camli-
dates evaluated (and how do narratives about race ra
gender become encoded in those evaluations, when #y
do)? How are business partners selected and what rkes
some types of people appear to be good at doing céain
kinds of things?

I have been influenced by how powerful and influenial
culture is for economic behavior. That is what ledne to
play with the idea of “breached sequence analysis.'In the
Theory and Societypiece, the notion is that there are these
typical sequences, whereby we organize the transdon,
things that you could just take for granted. But ifthere are
other ways to organize it, that may be as efficienbr more
efficient, but seem to somehow violate what the nomative
understanding is about that type of transaction. Ist con-
sequential for the outcome? Could we imagine bringig
back the old-style ethnomethodologists? You can imgine
asking how much sequence matters, and are there thigs
that we can do at different stages of a process exgrimen-
tally, and just to see whether there is a differentresponse
in terms of evaluation of quality, evaluation of arange of
price that is reasonable for that transaction. Esmpéally if,
when we are paying attention to whether or not the reac-
tion is just based on “This is new, I'm surprised] don't
know how to react,” or is this something we can lean
from, in the sense that there may be other ways tmrgan-
ize transactions themselves that may give us outcas that
we care about? There are people that talk about theneed
for more inclusive economies and concerns about imgiali-
ty are widespread, at least in the public discourseWhat
we are not talking about at the same time is that pople
are engaged in a lot of different transactions, sora of
them are leading them into making decisions that mg not
be healthiest for them in terms of widening inequaity. Are
there ways of thinking about experimenting with these
transactions so that we can see at what point mightpeo-
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ple make different decisions? But those are experiemtal
questions that might be fun to ask.

Yes. This is the kind of thing that is really rel@nt for your
work [referring to Vargha's research on financialnterac-
tions] because you are dealing directly with theseustomer
transactions. When | saw your presentation [on asssing
consumer risk preference], | thought “how much fun it
would be if they thought that jiggling just this one mo-
ment in the interaction might have consequences fopro-
pensity to shuffle something over into savings or ame-
thing else?" But it is about where you intervene in the
sequence that may feel as if it is a natural kindfp “Let me
pause and think about this other thing,” or it may just be
an inconvenience. Or something that just wrecks the
whole thing. So, part of it is trying to ask, "What would
happen if we became more experimental with things hat
we typically take for granted, like these standardransac-
tions and financial institutions, etc.?”

But the nice thing about the sequence, too, is thatit
would, as | discuss it, make some of the useful wérhap-
pening in the social studies of finance, it would bing some
cultural analysis into it. The sequence itself majave a
name, but there are some typical ways that peopleaik
about these different stages, and some reactions #t peo-
ple have that are immediate, there is an emotionalenor to
the reaction. It also means something, and we actuly care
about what it means as well as about what the outcones
are.

So | think this is a great moment for economic soologists
to say: "we actually have so much more to say thamwhat
gets said about what's going at banks and about whés
beginning to happen with these online financial pla
forms." There is a lot of action out there and we $ould be
more assertive in that space, along with our collegues in
Consumers and Consumption.
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It is basically a re-statement of Zelizer, and of @novetter.
So the Granovetter: he brings up Wrong's oversociakd
and undersocialized views of human action and the -
ketplace, and getting away from values driving evething
to the individual idiosyncratic actor, just on hior her own,
and then you had Zelizer, a wonderful, useful essagbout
markets being completely submerged in culture in avay
that was not necessarily productive for advancing aocio-
logical analysis of a market, and so trying to steea course
between some of these larger meaning structures anthe
creative dynamic interaction interplay. And so onef the

warnings, of course, that | would issue on undercalral-
ized views of markets is that sometimes people sayOh,

well, some of the market that you study, clearly tlere's
culture going on because they're artisans,” or "clarly
there's going to be meaning going on because it ihouse-
hold finance."

Yes. It is by virtue of the object of study and thesfore
there are other objects of study in which, culturgjust isn’'t
there. It is an underculturalized view and it is oe that
takes for granted why the instruments and objectshat are
being used in those markets are being seen as legitate
and why people seem to have agreement around how thy
are going to use those instruments and objects. Anthat is
taking us into the realm of meaning that is intersijective
and that has force in shaping the course of action.Of
course, once there is enough agreement, it all seesnas if
there isn’t this consensus holding everything togéter, and
if there is a consensus, they would say it is onlgecause
something was technologically superior and therefa it
won the day. There is always a way to get meaningut of
the way. And when we do that, it gets in our way, because
it takes something off the table, from analysis, ad it pre-
vents us from asking whether or not a set of marketpro-
cesses or outcomes could be thought of in a radicl dif-
ferent way. So we get in our own way and, if you thnk
about where innovation comes from, innovation comes
from looking at something and saying: "Everyone hasaid
that there is no meaning here" and | say that thereis
something that you didn't know, that you didn’t want to
call meaning; | call it meaning and now | make a tlle
tweak to it and now we call it innovation. | mean, essen-
tially I'm going to recombine it with something and people
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are going to see it. And so we get in the way of saot of
better understanding how innovation might emerge, epe-
cially for objects that seem as if they are settledbjects
[reference to Ann Swidler — ed]. This is one of theeasons
why | am pushing against this underculturalized vig,
because, otherwise, we are settling things that arenot
settled. We are just taking them, we are just remowg
them from the possibility of doing useful analysesiaking
useful interventions about how might this thing be
changed.

That is something | actually love to talk about, jst be
warned! One of things we forget is that when Zelizerwas
elected as first chair of the ASA Economic SociolggSec-
tion, there was a piece that she wrote in the Newsltter in
which she noted that these studies of consumptionpro-
duction, and distribution were at the core of econanic
sociology. One of the things that she did there waghat
she called explicitly for consumption as one of thee core
arenas. It is a very Polanyian move.

One of the things you see on the consumption side sithat
there is always a core group of Bourdieu-type workhat is
pretty helpful. There is also a core group of workon the
meanings of objects and a much more neo-Durkheimian
approach. And then you've got your — | think wherethe
consumption section and economic sociology converge
most is that in any kind of sociology there was not whole
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lot of patience for critical studies of markets, ad part of
that was a reaction to... we were trying to make sue we
were not coming across as being social commentators
rather than analysts, social scientists, and so thewas a
real hesitation to do anything that might sniff of some-
thing that might make it into the popular press. Whereas |
think in the Consumers and Consumption section, you
both have some of the kind of work that you would se in
economic sociology typically, which are also peopl&vho
have more of an activist aspect, so you have the falic
sociologists, some of them not doing the kinds of verk
that in the core of economic sociology would be cosid-
ered rigorous enough and detached enough. There sees
to be a distrust of any work that looks to be too passionate
on the part of the researcher. So | think what theConsum-
ers group has done is that “We shall all co-exist.’And “we
shall learn from one another.” You can imagine thatyou
can take, depending on the kind of work you are dong,
some of the concerns raised by people who are much
more public and critical analysts, and you can appla sort
of a standard methodological, analytic framework toit and
see what you come up with. So there are people outhere,
they are in the trenches, they find things. Reseaihncmeans
to look again, so you can just go and look again, bt in a
different way and | think that is a healthier way b operate
as a [ASA] section, because we do not need to cordt
everything that everyone else is doing.

There is now, | think, enough, a core group of soail scien-
tists in the sector who are doing things that are ecogniza-
ble to their colleagues in cognate fields in sociascience
that we are not at a moment where we are worried alout
our legitimacy as a Section, as a sub-field. But ike are
thinking about making the work that we do more publicly
relevant, and if we are thinking about making frierds with
people who can help us be a little more innovativeand a
little bit more risk-taking in the topics that we choose, it is
a good idea to have some critical sociology brokeground.
At least, that's what | think.

The consumers, yes. “Who are they? And why do we
care?” So there are people, Alya Guseva [current Chraof
the ASA Economic Sociology Section — ed] for exanepl
who say “There are consumers out there that use crbt
cards; it's a thing!” And Akos [Rona-Tas — ed]; | man,
there are people who are talking about economic aairs
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who are recognizable to most of us as the typical @nom-

ic actor, people who do things like “I'm using a cedit

card.” So the hard part is that it feels as if we & in a

moment where people are concerned about things like
household finance, financial inclusion, and you wold

think that the section that would be leading, that we

would just sort of be dominating this, that it would be the

sociologists. So, our economist friends are good,na they

are trying, and some of them in this space are rell socio-
logically friendly. There is the “US Financial Dias” project

that Jonathan Morduch runs. He is fantastic, he hasol-

laborated with sociologists. You would think that we

would have a lot more discussions and engagements ith

people like Morduch and that we would be doing it on a

regular basis.

Viviana Zelizer, Nina Bandelj and | were doing thilume
called Money Talksand Morduch is in that volume, and we
have got a number of other folks who are in that vdume.
It should show up in the spring 2017 catalogue at Rnce-
ton University Press, so we are really excited.vias one of
those moments where we had the symposium at Yale,
brought all these different folks together, some fom law,
some anthropology, political science... and it wagust so
refreshing to all be in the same room, because we are
talking about things of common concern and we werert
so far off from one another. We thought, "We actually
have an opportunity here to engage usefully in thigliscus-
sion of household finance and financial inclusion.”

Last fall, out of the blue | get this invitation that says “The
National Economic Council are hosting a roundtableon
financial inclusion at the White House. Can you makit?”
It was one of those moments where you're sitting ina
room and some of the statements that people make, liere
is a clear assumption about what motivates peoplera it is
an assumption in which social relationships are whly
absent. Now, this is not everyone of course who spc,
but some significant people who spoke and we though,
that is not how we understand human behavior and iter-
action. Relationships actually count, they matterrad so the
useful thing is that | was in a room where, clearly this
emerged as an unsettled issue about how people make
decisions, and what are some of the key policy inteen-

Volume 17, Number 3 (July 2016)



Interview

tions that might be useful for bringing people moreinto a

secure financial situation? When they extended thénvita-

tion to me, they had noted that they had read an oped |
had written in The Timeson payday lending, and they had
looked at some other stuff, and they thought they wanted

that voice at the table and... | think | made somefriends
there. So there were maybe two other social sciergis
there, but most of the other people were from indudry, so
people who were doing some innovative work: from the

banks, or some of these new online platforms for pgment
systems. So | think there is an emerging vision 6€an we

have a more just transaction system, whereby thosetho

are the least advantaged are not asked to pay exoitant

amounts just for basic transactions, financial trasac-
tions?”

That was part of the discussion. Another part of tle dis-
cussion has to do with how we think about family seurity.

Are people going to be OK when they get old? When ya

are thinking about financial inclusion some of thethings

seemed obvious in terms of predatory lending and th lack
of small-dollar loan opportunities at a moment in which

people's incomes are much more volatile than they dve
ever been. The Aspen Institute is doing this new itiative

called EPIC. It stands for Expanding Prosperity lagb Col-

laborative. There is a real concern with increaseithcome

volatility, so the recognition there is that, for anumber of

months each year, you have 25% less coming in to &
monthly coffers than typically comes in. So when yo have
these constraints, binds, what do you do? When yoiare

thinking about a household that already is, as theysay,
struggling to make ends meet from month to month, or

week to week, and you know that you are going to have

two-point-some months in which you've got 25% reduc-

tion in how much is coming in that month, what are you

going to do? Your expenses are volatile, so in adiibn to

trying to keep up with your basic expenses for thenonth

and getting everything to kind of cancel out becaus you

are living paycheck to paycheck, some months you ar
going to have these lumpy expenses. What are you g

to do?

So part of it is trying to think about, are there ketter ways
to think about consumption smoothing, and how do you
think about the services that are available for casumption
smoothing, and what is the role of the state, underwhat
conditions does the state get in the way of innovate
service offerings? But, with all of this is, peoplealking
about service offerings and you start digging downinto...
for whom? What are the assumptions about why someos
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is going to use your service? And what matters to@ansum-
ers? And that's where the trains start coming off he track.
Because, in the policy world, there is still a corget of peo-
ple who are committed to only a modified version ofwhat
an economic actor is and what motivates such an aot.

Yes. So now they are buying into the biases part, ui their
thinking is more about, if there are biases, we jusneed to
figure out how to fix people, or how to trick people not to
follow their bias.

“Actually, people don't need to be fixed; the servces need
to be fixed.” So, in addition to biases, people als have
moral and family commitments. There are commitments
that you are going to meet because, if you have aild, you
think that when your kid graduates, if you've evergone to
a graduation ceremony you'll see extended family, rad
people are yelling and carrying gifts, and it's a# they're at
a ball game because this is a rite of passage: thaerson is
moving from one stage of life to the next, and thisactually
means something. So a lot of times when you think hat
people are unnecessarily getting themselves intoduble,
what they're doing is still meeting family commitments.
They have relationship ties and they have relatiotip
marked parts of their funds — even funds they don'tyet
have — to make sure they meet these kinds of commit
ments. So a better question is, how can we help peae
meet commitments that they see as obligatory withot
harming themselves too terribly when they do that?That's
a matter of discussion rather than saying "You jusheed a
better educational fix," or "you need to be nudged out of
it.” There are some things you are not going to benudged
out of.

And that [contribution at the National Economic Council]
was helpful, and that is when you see who your friads
are, and it is remarkable how friendly people in idustry
are to these types of acclimations. Because when yoare
in industry, you do not actually care about defendig a
particular theoretical camp. You care about doing ame-
thing which you see as resonant with what you yourslf
see with your client base, and you are trying to mke sure
that you are doing everything that you can to, on he one
hand to make money, but also some of them think of
themselves as also doing some social good, quiteafnkly,
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and so | think some of the sociological explanatian they
hear, these seem to resonate with them.

Yes, and a lot of those things [above] are emergingut of
this work | am doing with Anthony Alverez and Krisin
Seefeldt. One of the things that happened with us ighat
we were fortunate in that a project that we are working
on is at a non-profit called the Mission Asset FundThe
founder of that non-profit and its executive direcbr, he
worked with Cordray at the Consumer Financial Protion
Bureau because, when Cordray came in, they estalilisd a
consumer advisory board to the CFPB and they appo&d
him, Jose Quinonez, as the chairperson of that consuwer
advisory board, so he was sitting atop this set opeople
who are representing credit unions and all sorts obther
folks who are doing really innovative work on finawrial
inclusion, and he is also just a good guy. What helid with
this "Lending Circles" idea is that he was a Mastey stu-
dent at the Woodrow Wilson School [of Public and Iterna-
tional Affairs, Princeton] and took a reading cours with
Alejandro Portes where he read about the informal eon-
omy and social capital. So he is reading about thimformal
economy and while he is out in California, he is haring
about all these people of color who do not have bak
accounts, people of color who do not have credit tstories,
they are not seen as credit-worthy, they do not she up as
paying bills on time, and he asked himself: "But, wit a
minute — | grew up in this community. | know that people
do take out loans and they pay them back and they ay
them on time! But they do it informally."

So then, the light went off to say people are involed in a

number of credit-worthy activities that demonstrate that
they are reliable, but they are just not getting ay credit for
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it. So how do we formalize some of these informal pactic-

es so that people can do things that they feel condrtable

doing and they simply get credit for it? He gave usccess
to staff members and for several years | would jusio back
and forth (before this project started) and just hag out

with the staff and follow them around. As you know, that

is really a joyful thing to do. Then we did this iterview

component and last summer we interviewed 58 of thai

clients. Actually, almost all interviews were dondy a PhD
student at Stanford, Marlene Orozco, who is reallynicredi-
ble. Marlene gives me confidence that our field ishriving.

We were able to talk to Mission’s clients both abotitheir
participation in the Lending Circle, and more genally
about "Can you tell me about the last time that you need-
ed to find a short-term loan? Where did you do it?Have
you ever used a payday lender? Or anything like it®/hen
was the last time? What was it like?”

Trying to go away from judgments and just trying tofigure

out, “Why did you go there? What was it like? What
about pawn shops, what about this, what about that? Tell
me about the last time your family members asked yoto

take out a loan for them (that happens a lot) and pu said
no. Tell me about the last time you almost said nobut said
yes. Tell me about the last time you said yes stoit

away.” And trying to get a sense of when people are
thinking about why they are going to take on debt, even
high-cost debt: “What is it that makes it feels lile it's an
obligation; that you just have to do it?”

And so we are trying to get a better understandingabout
what people's priorities are, rather than what we hink
that their priorities ought to be. We feel really brtunate to
be able to work with the Mission Asset Find becauséhey
are trusted by their clients, and so we are at a no-profit
where the organization is trusted and you are tryig to get
people to come in for an interview and some of thepeople
— they had some of their clients who were undocumeted
— to come in and get someone who is already nervous
about their papers to talk to a stranger. That regires a lot
of trust with the organization for them to feel comfortable
coming in and then when they sit down, ready to unbad,
you know, because they told us good things and bad
things. You are talking to clients and they are tding you
the good, the bad. We told them that there are no @nse-
guences, even if you said something negative abouthis
organization that wanted your loyalty. They seemedo
take that at face value, that, in fact, they couldsay what
they needed to say, and what they were going to say
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might help the organization as they think about imgoving
services, etcetera. But then they could talk aboutvhat is
going on in their own lives, and talking about money can
be very emotional. It is one of those moments wherg/ou
really, you've got grown-ups who are talking aboutfeeling
that they couldn’t be the kind of parent they wanted to
be. And this is all tied to their finances in the ense of: “For
me to be a good mother or a good father, at least Ineed
to be able to do these good financial things.” So hat was
the other thing, sort of the meaning of how they were
budgeting and how they were earmarking their budges. It
was not about mathematical optimization. It was abait
relationships. And what it means culturally to be agood
parent. So that was an inspiring set of conversatits. The
other fun thing, too, is that | find that after we talk about
some of the findings that are coming out of this wak, we
are setting up soon to do a webinar, | think it issome folks
with JP Morgen Chase and others who are sort of tiiking
about... and I've had some other interesting convesations
with policy people, foundation people, even some ofthe
foundations that are attached to banks and they hag
research arms and people, they are really grapplingith
these issues and they are looking for, you know: “@n
someone tell us something that we are not thinkingabout
right now?” And so they do not need an emaciated ve-
sion of an economist. They don't need that; they ned
someone who understands economics, so that we areat
talking around each other, but they are trying to fgure out
what it is that this other person brings to the talde that we
are not really thinking about, or not able to think about
systematically, given the way that we work.

So some of that, | think, has helped when they arelesign-
ing services, when they are designing new instrumes or
interventions, this meaning stuff actually matterso them
on the design side. On the delivery side they say,Ch,
yeah, meaning gets you in all sorts of trouble on dlivery.”
So they say, “Who do you turn to for that?” Some people
who work in marketing who are basically sociologist and
anthropologists who are trying to fill in that gap but... here
we are.
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It brings me great joy to have a SASE in which molity is
back, front and center. In fact, a lot of the publc debates
about everything from how much students owe for colege
tuition, to how much someone pays in taxes, versusow

much people are earning at the bottom versus the tp.

Even the wealth disparities — these are not discuess
about whether or not having less means that you aréaun-

gry, or it is not about, “OK, students owe a lot when they
leave some of these colleges, but they get jobs.” Aese are
moral arguments; this has moved into “There are som
things that are right and there are some things tha are

just not right.” And the public debates... and then when |

talk to friends... or you think about interviews youve done
with people who were business owners, a lot of whatthey
talk about in their interactions is, it's a moralied language.
Even these debates about small-dollar loans and fincial
inclusion are in the moralized language of “Who isa de-
serving debtor?” Which is partly how | ended up wriing

that paper in Sociological Theoryon the social characteri-
zations of price.

So there is a sense that there is a deserving andh ainde-

serving debtor. There are some people who should bable

to get a short-term loan — or a long-term loan — they

should be able to get it very easily, they are deséng.

Sometimes that language of deserving is cloaked ia more

technocratic sense ofreliability. But often it is, "There are
people who spend too much, they are not responsible
they lack self-control, etcetera, and they are undgerving,"

It used to be "poor" — now, it is the deserving or the un-

deserving debtor. Because when you are participatinin a

financial system, often you are being extended a edit

card and you've got a credit history. So it is abauwhether

or not you deserve to be able to take out a short¢rm loan

even if you are paying too much for it. So the factthat

they have made this moral term and focus on the mea

ings of economic action and the meanings of market-
based interactions, | think that bodes well for aninterpre-

tive, meaningful sociology of the marketplace.
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Yes, business is less automated and if you also lkat the
debates that the regulators have... there are so ngy dif-
ferent offices that are regulating the one thing —you learn
this the hard way — and you might have three reguleory
offices lined up to say: "Poor people should be algl to get
loans at a reasonable rate," and you have anotherme that
blocks it and says: "Actually, poor people just neg to
learn how to live on less. If you can't afford it,you can't
afford it." Then you need to just have more controland it
does not matter that these proposals are trying taget your
interest rate down to 37 or so percent, it does notmatter
that APR is much better than 400 percent. They justo not
want them to do any of it. They think: “If you can't do it
like everyone else, it's too much.” So they are makg
moral arguments about the poor and their money, sathis
is also a good occasion for returning to Zelizer'sSocial
Meaning of Money book and looking at those two chap-
ters on poor people's money. Because that is whera lot
of the moral debates happen around what types of moey
should be issued to poor people, what types of resictions
should be placed on it. Should they have money atl®
And what is the public imagination of how they are using
that money? And there's a sense of this frivolouspending
and this is like, | was very happy to see Joseph fen’s
piece in the Journal of Consumer Culturewhere he said
there is this myth of the consumer society and pedp
spending on all this stuff, and when you look at the data,
they are not spending it on jewelry or electronicsthat is
not what has been going up. What has been going upis
childcare and rent, education. So if you have a ratively
flat income and it has been flat for a while and tke only
thing that is going up is how much you have to payfor
childcare, how much you need to pay for rent and wiat-
ever your education expenses are... Voila! You probab
need a loan every now and then to bridge. This is at
rocket science, yet there is a sense that peoplensply are
not living within their means and this is much moreabout
helping them to discipline themselves, so you are aing
them a favor by teaching them the “value of sacrifte.”

Yes, it is a heightened moral site and there are te of nar-
ratives about "brown" people and the way they use non-
ey... there are lots of narratives out there and images out
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there for that. The other difficulty is that, given the big
differences in wealth accumulation by race and theaum-
ber of relatives that you will have in the black orLatino
household who are not doing as well as you are — thy are
working, they are just not doing very well, financally —
who then will need a favor, who will call upon you for
assistance. And so with the safety net being shredd in
the US over the years, families become safety nefisr their
extended kin, and that need to be the informal saféy net
is heightened in communities of color. Rourke O'Brie has
a piece out in Social Forceshat is really good on this topic.
He says when you look at black and white households
holding income constant — so, even when you can hav
the same income as your white counterpart — you hay
negative social capital affecting how much you havéeft
over to put into assets and to do asset building. 8cause
you have more family members, relatives, who are giog
to need short-term or longer-term loans, and when afami-
ly member is living paycheck-to-paycheck, gets annex-
pected expense, they may have every intention of paying
the loan... probably not going to happen. Or even ifit does
happen, it comes in such small payments — this isather
thing that we found that people talk about, they say
“When you're getting a bunch of small payments in, be-
cause it's such a small payment, you're not sure extly
where you're going to put it.”

You don't treat it as a repayment because it is jusa little
bit here or there, so it is just like a little exta spending
money. So, even when you have relatives who are ing to
make sure that they are meeting their obligationsthe way
they repay you, it does not end up going where youwvant
it to go.

Yes, and so that has been great to have those convea-
tions with Anthony and Kristin. | used to go solo @ all my
work when | first started and now, doing this colldorative
work, it has just been such a gift because at eaclstage
someone has some experience or some other kind ofavk
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they have done that pushes your head in a differentlirec-
tion, and it forces you to do revisits to a place ad a set of
understandings that you thought was settled. It's ot set-
tled. So that has been really fantastic.

Endnotes

1Editor of Socio-Economic Reviewformer Editor of Economic
Sociology, the European Electronic Newsletter
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The mission ofSocial Politicss to provide “incisive analyses
of gender, politics and policy across the globe”.tiseeks to
bring gender, in all its diversity, to the forefrort of research
on states, polities, economies and societies and tsituate
these analyses within international and comparativeon-
texts. The journal’s vision is to engage with conces of
gender, both as they are articulated by self-iderfied
feminist activities and expressed in other arenas iwhich
feminists work, such as challenging capitalist praéices and
logics, environmental politics and human rights adtism.
Social Politicsintellectual roots are broadly located in the
explosion of theorizing of states and politics sp&ed by
social movements of the 1960s and 1970s, and carrie
through to the present in the form of critical, feminist
work that bridges theory and empirical research. Tése are
all vibrant and exciting fields of scholarship in Wich Social
Politicshas already made a mark. The contributors to the
journal over the years have investigated the undenpnings
of social policies as they crisscross public andiyate, inter-
rogated politics that deepen inequality and instittionalize
hierarchies and shown the gendered elements of mode
state power and social politics to be multiple ando vary
by time and place. The journal has also played adding
role in bringing gender into mainstream scholarship- es-
pecially on the welfare state — while pioneering ne con-
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cepts and approaches for the comparative study ofqwer,
policy, and politics from a feminist perspective.

Social Politicaspires to be a trailblazer in the areas core to
its mission and a vehicle for scholarship of the fhest
standard, both theoretical and methodological. It seks to
air a wide range of debates and highlight differenes as a
productive and fruitful route to critical scholarslip. The
recently-appointed new editors AKate Bedford, Mary Daly,
Margarita Estévez Abe and Aleksandra Kanjuo-Mela -
intend the journal to be even bolder in its emphas on
comparison and falking across differenceA They are are
actively planning for the journal to have a wider gograph-
ical reach so that it can facilitate dialogue amongn even
broader range of scholars. In sum, the aim is thaSocial
Politics will continue to be a leading light in delates and
new research agendas around gender, class, sexuglit
race/ethnicity and nation, the politics of global narkets
and economies, transnational governance, and the ge
dered contexts and contests around care practicesnd
policies as these play out in diverse parts of theorld.

http://sp.oxfordjournals.org/
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Hendrik Vollmer (University of Leicester),
Yuval Millo (University of Warwick), Miker Power @indon
School of Economics), Keith Robson (HEC Paris)

A growing number of researchers across the sociatiences
are investigating valuation as a social process. dhgside
the long-standing interdisciplinary research into @ounting
as social and institutional practice, a number of ew fields
of research and thematic banners have been arisingn

areas relevant to the study of valuation, fields sth as the
social studies of finance and sociological studiesf “econ-

omies of worth” (see, among others, Callon, 1998; Bltan-
ski/Thévenot, 2006; Callon/Millo/Muniesa, 2007; Kngo
Cetina/Preda, 2012; Aspers/Dodd, 2015). Valuationrpc-
tices have been studied with respect to the constmetion of
markets, firms or states, and they have been assated
with the making of economic agency in various shapgand
forms. Technological aspects of valuation from orga@za-
tional routines to calculative practices, computeralgo-
rithms and information systems continue to figure pomi-

nently throughout such research. In particular, vahtion

devices — artefacts, processes or assemblages tletable,
frame and bring about valuations — have been a fodgoint

in interrogating and revising central concepts of acial and
economic theory, most notably with respect to concpts of
e conomic action, markets, performativity, human ad

non-human agency.

Despite such common focus, convergence of empirical

findings is still limited with respect to how the gpread and
use of valuation devices affects the diverse sociakttings
in which valuation takes place — and, critically, &w the use
of such devices transforms values and valuationseé&ent
publications indicate that such convergence is ineasingly
coming within reach (Kjellberg et al., 2013; An-
tal/Hutter/Stark, 2015; Dussauge/Helgesson/Lee, 281
Kornberger, Justesen, Madsen/Mouritsen, 2015). Webs
serve considerable momentum across fields in addsssg
guestions such as: how do tools and technologies gbric-
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ing, costing, indexing or projecting value changette ways
people in firms, markets, in the profession, and ireveryday
life value goods, activities, or one another? To wdtt extent
do valuation devices create novel accounts of val@eAre
there regularities in the types of accounts and acunting
which valuation devices bring about? In what respecdo
collective valuations change once they are increasjly
supported by ready-made technologies of accounting,
measurement and calculation? What is the effect oblack-
boxing valuation in artefacts and does the diffusin of such
artefacts change, consolidate or dissipate economiagen-
cy? To what extent does it decentralise how valuesibeing
accounted for, e.g., through the use of social medi or
online rating systems? How does the diffusion of aation
devices across society affect the work and occupatial
niche of valuation professionals such as accountastor
market analysts?

The Valuation, Technology and Societyvorkshop aims to
build on the wealth of research currently addressip these
questions by bringing together a broad range of scblar-
ship from across (and not necessarily limited to)caount-
ing, finance, anthropology, sociology, economics, istory,
science and technology studies, media studies or cal
psychology. We are specifically seeking papers thase in-
depth empirical analyses of valuation devices in sl con-
texts in order to address the analytical and theoteal
challenges in understanding valuation as a socialrqcess
and indicate points of convergence across cases.

Indicative themes are:

the impact of valuation devices on banking and fiance,
for example, in the delivery of financial servicemn retail
banking or the making of investment decisions; theextent
to which the use of valuation devices has brought lout
and supported new forms of recruiting clients or iteract-
ing with stakeholders; the impact of valuation dewes in
creating new lines of business, for example in themerg-
ing fintech sector and in blockchain banking; how alua-
tion devices have transformed markets and organizamal
cultures through dynamics of disruptive innovation pres-
sures to innovate or the recruitment of IT talent.
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the mobilization by valuation devices of differenttypes
of qualitative and quantitative data, algorithms, atings
and rankings; the ways in which they make use of ‘ig
data’ and internet traffic; how valuation devices nake use
of mobile computing.

the effect of valuation devices on technologies ofthe
self through the introduction of new forms of measue-
ment and value, for example, in health and personafit-
ness; how mobile or ‘wearable’ technologies are parof
broader information systems in tracking fitness orrisky
behaviour; how valuation devices contribute to theman-
agement of populations.

how valuation devices affect the construction of scial
problems like economic growth, climate change, aipollu-
tion, immigration, public spending or sustainable dvelop-
ment; how the scope of valuation has been extendedo
take into account social and environmental impactsof
organizational action; the effects this has had orfinance,
investing and the management of risk.

the involvement of valuation devices in processesf
reorganization and reform; their roles in dis-assebiing
and re-assembling organizations and institutions.

the effect of valuation devices on the competition
among professions over the recognition of expertiseand
the struggle over professional jurisdictions; whetér valua-
tion devices instantiate particular forms of ‘advesary ac-
counting’.

how valuation devices affect the very logic of aaunt
production, for example by involving customers andlients
in the construction of ratings and rankings.

whether there is a specific role for valuation deeces in
valuing objects that are unique and ‘singular’, forexample,

rare items or works of art.

how different forms of social science contribute ¢ the
development of valuation devices; whether novel fons of
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social science are made possible through the use ghlua-
tion devices in society; the roles of accounting imxploring
these possibilities.

We believe that social science has much to gain fro a

more continuous understanding of how accounts of vaue

are produced and circulated among human and non-
human actors, facilitate action and organization, ad un-

derpin markets, networks and institutions.

Please send an abstract (about 500 words) of yountend-
ed contribution by November 10th 2016 to the organsers
of the workshop c/o Hendrik Vollmer,hv25@leicester.ac.uk
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Book: Vollmer, Hendrik, 2013: The Sociology of Disrup-
tion, Disaster and Social Change: Punctuated Coojagion.
New York: Cambridge University Press.

Reviewer: Adriana Mica, Institute of Applied Social Sci-
ences, University of Warsawa.mica@uw.edu.pl

This book analyses activities and patterns of respses to
disruptiveness by participants of social situation$t looks at
strategies of coordinating activities and expectatns in
various contexts, such as interpersonal interactisnorgani-
zational stress and failure, and violence and warfa. The
main finding of the book is that there is a certain“rela-
tional bias in strategies of response to disruptiveess” (p.
235), which manifests itself in both minor and sevee un-
settling contexts, in individual and collective rgmnses
alike.

What does this mean? Put simply, Vollmer argues tha
when confronted with disruptiveness, the participams of
social situations focus on status, membership, s@ticapital
and forming coalitions, while issues such as the gaering
of information and immediacy of norms and moralityfall
somewhere in the background. In situations when we
need to interact with unknown participants, or with
known participants but in new and unknown circumstanc-
es, the classification of others and the self-catagization
of us in terms of position, membership and relatios gains
priority. This was evident from the responses subgaent
to the disruptions provoked in Garfinkel's experimets:
“What came over you? We never talk this way, do we?
But it also occurred in episodes of conflicts betwen new-
comers and senior members in formal organizationsn the
sequences of turbulence brought by succession, asel as
in the dramatic search for alliances during warfareThe
tendency to pick sides and clarify membership hasivaays
manifested itself.

Vollmer reaches this conclusion in an initiative wibh mobi-
lizes and systematizes theoretical tools from a viaty of
sociological analytical traditions in order to estalish the
basis for a sociological theory of disruptivenesgriguring
highly among the resources put to use are the soclogical
theory of framing, keying, interaction order, pracical sense
and expectations. Insights have also been broughtrdm
the sociology of habitus and social capital, and é&m histor-
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ical and organization studies. The theoretical efft is quite
fascinating because the material is organized in sh a way
that we practically witness the birth and first stps of a
new theory.

But why is a sociology of disruptive events somethg
new? And what are its starting assumptions? Accordg to
Vollmer, sociological theory has indeed, more ofterthan
not, underlined the significance of disruptions, ad their
impact on social order. Yet, it has so far failedd cumulate
and systematize the valuable yet scattered input bught
by sociologists. There are several reasons for thitate of
affairs. The most obvious is perhaps the fact thatociologists
do not actually differentiate among “[v]arieties of disrup-
tiveness” (p. 207). Instead, they are used to appiyg a sort
of “bifurcation of ordinary and disastrous disruptons” (p.
12), without really taking into account the relation between
these two opposing manifestations — “sociologists hve not
produced an understanding about how disastrous disip-
tions relate to the ordinary troubles which reseaters like
Erving Goffman have been investigating” (p.8).

Vollmer therefore concludes his book with a proposato

distinguish different sets of instances within a cotinuum

of disruptiveness, from ordinary to critical events- the so-
called “varieties of disruptiveness”, such as disptions,
disaster and runs of punctuated cooperation. Whethean
event resembles more a disruption, a disaster or @an of
punctuated cooperation is endogenous to the order 6
social situations, and depends on the manner in wkh
participants cope with actual occasions. In additio, we
should also be aware that the characteristics of sgiences
are changing in time, so that what began as a punciated
cooperation may take the route of a disaster, and eentu-
ally of normalization. Analyzing disruptiveness aoeding to

this logic would mean tracing the dynamics which tkes a
case from a starting point C to point E, and estalishes the
shifts in its characteristics and the timeline ofttese events.
For instance, this is how the timeline of the Chadinger
accident could be depicted — “[...] the Challenger diaster
would begin at point C with an instance of punctuated
cooperation in which coordination is unsettled afte which

some normalization of deviance takes place, befordisrup-
tion is marked more explicitly just before the stdrof the

shuttle, the disaster takes place, there is a coliéve after-
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math of blame, and finally NASA finds a normal leveof
response at pointE’ (p. 211).

It thus emerges that there are at least two main pimts
made by this book. The first argument — regarding he
relational bias in patterns of response to disrupte events —
is more in terms of a falsifiable statement. Vollme has
already given us food for thought in this regard. H
showed, for example, that in episodes of the normatation
of disruptiveness, the “cognitive (what happened wilen
and why) and normative (assessments of deviance, rga
tioning) keyings” (p. 234) are of the essence and ot the
relational expectations. The second point — regandg soci-
ology as an analysis of varieties of disruptiveneg¢and not
of disruptive events sui generis) — is more in tersnof a
theoretical meta-assumption and general methodologial
approach.

These are both strong and valuable contributions. He
problem is, however, that they might be too ambiticus to
bring under the same roof. The book might simply seout
to accomplish too much by advancing both the foundng
arguments of the sociology of disruptiveness and # hy-
pothesis that in the wake of disruptiveness, partipants of
social situations focus on issues such as one’s s,
status, membership and building of coalitions. Somen-
consistencies and incomplete thoughts therefore oeo
throughout the book. For instance, the title givesthe im-
pression that this is mainly a work about the sociogy of
disruption, disaster and social change, while thempcess of
punctuated cooperation is of secondary importanceBut
from the reading, it seems that Vollmer is insteadirguing
for a sociology of varieties of disruptiveness wheby punc-
tuated cooperation, as a set of events within the ontinu-
um of disruptiveness, appears on an equal footing ith
disruption and disaster. So why is punctuated coopation
mentioned only in the subtitle? Another issue is tht some
of the arguments, while interesting, are neverthelss
caught in a circular logic. For example, Vollmer gues that
disruptions and disasters are not external eventslisgene-
ris, but that they are endogenous to social situatins. By
the same token, it is not disruptions which lead tgpunctu-
ated cooperation, but punctuated cooperation may lad to
disruptions. Theoretically, this all sounds fine. B in the
empirical discussion it was relatively difficult taiphold to
this theoretical standard. Sometimes, grave varies of
disruptiveness were nevertheless presented as exoges
impacts on social situations by the author himsek see, for
example, the discussion about succession, warfaréce
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While these inadequacies cannot be overlooked, wehsuld

not let them distract from the main arguments of the

book. There is certainly a vacant theoretical nichie sociol-
ogy as far as the response to varieties of disrupgness is
concerned, and Vollmer's book undertakes a vital fo of

filling it.

Book: Jarzabkowski, Paula/Rebecca Bednarek/Paul Spee,

2015: Making a Market for Acts of God: The Practice of
Risk-Trading in the Global Reinsurance IndustryDxford

University Press.

Reviewer: Vera Linke, Bielefeld,
vera.linke@uni-bielefeld.de

University  of

Making a Market for Acts of God is an ethnographic ac-
count of the coordinative practices that constitute the
global reinsurance market. The book contributes toeco-
nomic sociology, more specifically to the sociologgf mar-
kets, in that it explores how collective market pretices
generate economic evaluations. Like other socialglies of
finance (Callon 1998; Kalthoff 2005; Knorr Cetina &
Bruegger 2002), Jarzabkowski et al. make use of pctice
theory. While this practice approach guides their @ensive
empirical research to various sites of market-makin (p.
17), the authors move beyond merely delivering desiptive
detail. They set out to answer ‘big questions’ (p190) and
apply practice theory to macro-level phenomena suclas
market stability.

The ethnography starts with two observations. Firstit is
difficult to assess the product that is being tradd (disaster
risk) because of its underlying uncertainty. Sinci is im-
possible to estimate the exact time and place of fure
disasters, reinsurances do not know precisely wh&ind of
risk will be responsible for triggering later indemification
claims (p. 3). Second, the reinsurance market is tasish-
ingly integrated. General norms for cooperative behaor
are salient, and sanctions for disloyal and opportistic
behavior are exercised (p. 55). Moreover, the indty’s
claim “united we stand, divided we fall” (p. 11) comes to
life in the practice of “collective risk bearing”, where the
different reinsurances buy segments of deals at theame
price agreed upon by consensus. The authors suggetsiat
such a strong consensus is, in fact, a solution tthe prob-
lem of product-inherent uncertainties.
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Their central question, namely how the industry adleves
consensus in practice, leads to the concept of codma-
tion. Previous studies about coordination in market how-
ever, cannot explain the strong consolidation of tk global
reinsurance market. In contrast to traditional maréts that
either implicate face-to-face interactions or healy rely on
state regulation, Jarzabkowski et al. characterizéhe rein-
surance market by the infrequency of its meetingsofly
annual meetings are held) and by the absence of sing
regulative structures (p. 14). Furthermore, the coparison
to other financial markets — which, after all, alsodeal with
the task of commodifying uncertainty — shows that he
reinsurance industry does not depend on technologaly
aided information exchange (Knorr Cetina & Bruegger
2002) or dominant analytical models (Millo & MacKenie
2009) to the same extent that classical financial arkets
do. Therefore, the authors suggest a new concept fothe
analysis of reinsurance markets: “relational presee,”
which they distinguish from the competing approachs by
calling them “embodied presence” and “response pres
ence” (p. 16). Relational presence connotes that ufer-
writers and other relevant actors at various sitesn the
reinsurance industry act through the same means anth
awareness of each other (p. 188). They simultaneolys
qguote for the same deals, use analogous calculativiech-
nologies, and similarly adjust for the existing fiancial
commitments and risk appetites of their companies Wwen
assessing new deals.

The main body of the book (chapters 2-5) provideshe
reader with a vivid account of those practices witim and
across different market-making sites. The last chagr
(chapter 6) explores market dynamics and developsd
concept of “nested relationalities” — the assumptia that
the different market-making sites connect and reacto one
another. Specifically, Jarzabkowski et al. reconsit
changes at one market-making site (the cedents) angro-
pose that these trigger the transformation of geneal mar-
ket characteristics: The market for acts of god, thy tell us,
changes into a market for commodities (p. 158). Irdraw-
ing analogies to the subprime mortgage crisis, thewnrgue
for the imminent instability of the reinsurance maket
when it treats risk as a precisely assessable comdity.
Though this generalization only appears in the lasthapter,
it builds on assumptions that are implicit in the peceding
ethnographic parts, namely that the former market ér acts
of god was actually “able to financially trade” (p. 182) in
disaster risks, as its practices were a solution rfahe un-
predictability of underlying events. How do the aulhors
argue in the case of market instability?
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Starting in 2010, one of the largest global insurane com-

panies begins to retain more of its less extremesks and
reduces its 240 reinsurance deals (including a widenge

of risk types and territory) to just 5 “bundled” deals that

cover their entire portfolio (p. 159). As more instances are
able to carry more risk by diversifying their portlio them-

selves, they leave only the more extreme events tthe

reinsurance industry, therefore making the latter rare

“catastrophe-centric” (p. 163). This change in thecedents’

behavior confronts underwriters at reinsurances wit the

more complex bundled deals, as well as with more fre-

quent, incalculable events. Jarzabkowski et al. pway the

industry as agitated about those developments, siecthe

reinsurances had never focused solely on extremedgldom

events and accordingly do not have experts “who can
calculate super catastrophe” (p. 165). Even if deslcan be
evaluated technically (through models similar to th Black-
Scholes one), the market for acts of god relies hedy on

something the authors call “contextualizing.” Contextual-

izing modifies any kind of formalized evaluation bytaking

into account the more specific attributes of the dal, the

relationship to the client, current market dynamicsand the

reinsurance’s own risk portfolio and risk appetiteg(pp. 89,

175). Since the practice of contextualizing is extmely

specialized with distinct “epistemic cultures” (p.101) and

therefore said to be incommensurable, the evaluatio of

bundled deals is difficult to manage within those d¢d struc-

tures. Jarzabkowski et al. suggest that the procesg) of

bundled deals leads to a strengthening of the commie-

surable technicalizing aspects of evaluation at theost of

contextualizing. Increasingly, risk becomes “a comuodity

that may be relatively precisely valued and traded{p.

182). The overreliance on the technicalizing aspestof

evaluation, i.e., on models, disconnects the commaty

from its underlying “reality” (p. 176) and therefore renders
reinsurance markets potentially unstable. Althoughthis

change of coordinative practices that stabilized &ditional

reinsurance markets presents an interesting case rfae-

search (especially in light of the numerous criseéa other

financial markets), the book’s claim about the ingbility of

the global reinsurance market requires further empical

support and reflection, as well as conceptual speitation.

For the argument of market (in)stability, Jarzabkoski et al.
gather empirical evidence from traditional reinsunace
settings. While this enables them to speak about @dmges
to this one setting, the analysis of general marketlynamics
remains somewhat speculative. Other actors (apartrdm
reinsurance companies and their employees) eitheppear
as triggers for change or are only briefly touchedupon
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without giving details about emerging calculative pactices.
The study, for example, mentions that the current se of
correlation techniques in insurances differs fromhe tech-
nigues of risk diversification in reinsurances (pl79) but
does not explain how so. Though hidden from the vies of
reinsurers, it might just be that insurances, as ty attempt
to diversify their portfolio in order to retain more risk, as-
semble and apply contextualizing expertise (eitheboy re-
cruiting their own analysts or by buying analyticatompe-
tence from external providers). What the authors whess
does not inevitably speak of a new overreliance omodels
and a market that is “losing a sense of reality” (p 178) but
possibly tells us something about the organizatiorlaand
professional problems of reinsurances being forcedo
accept a specific, predetermined portfolio. This,dmittedly,
is an issue for small reinsurances, since they domtnhave
the capacity to cover expertise for all kinds of sk and
therefore cannot contextualize the information conensed
in bundled deals (p. 176). Nevertheless, it does n@xplain
the assumed misalignment between “reality” and modés,
nor is it sufficient evidence for the drastic consguence of
market instability that the authors predict. Jarzakowski et
al. run the risk of becoming too immersed in the sH-
descriptions of experts in the field, as they centetheir
observations mostly on one type of market actors @mely
underwriters). After all, the underwriters’ skepticsm to-
wards new calculative practices does not necessarihave
to be explained by the drastic consequences for thiandus-
try as a whole; it could also be seen in the lighbf power
struggles and jurisdictional claims of occupationafjroups
(Abbott 1986).

Furthermore, the ethnography forfeits opportunities for
analytical precision, because it does not specifiné con-
cept of commoditization. Commoditization refers tocalcu-
lative practices that detach an “entity from its paticular
physical or material basis” (p. 71f.), thereby coriguting
tradable objects. Considering its analytical signifance for
the book, the authors devote surprisingly little tne to
putting this definition into relation with other co ncepts,
such as marketization. In juxtaposing the market focom-
modities with the market for acts of god, they imply that
the market for acts of god shows a lesser degree ofom-
moditization and that an “increased marketization” and
“more commoditized products” potentially lead to market
instability (pp. 174-177). Jarzabkowski et al. eshdish that
there is an antagonism between increased marketizain
and stable markets; unfortunately, they do not refbct
upon the puzzle that the “less marketized” market for acts
of god is still a market. Commensuration and commoifi-
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cation have — to some degree — always been part of
(re)insurance markets. Insurances frame events ioagmom-
ic terms and thereby construct a good that they calrisk
(Dean 1998; Ewald 1991; Zelizer 1978). The empirica
observations inMaking a Market even show that under-
writers do actually compare risks across epistematiltures,
as they describe their deals in the commensurabletms of
rate of return, risk appetite, and risk diversificaon (pp. 65,
67f.; 71f.). Do Jarzabkowski et al. insinuate thata semi-
commoditization, a continuous distrust in commodifability,
is necessary in order to have a stable market? lodusing
on the transformation from a market for acts of godto a
market for commodities, the authors portray the fomer
reinsurance market as being in a state of equilibum with
just the right amount of commaoditization. This inteesting
but surely controversial position on market stabtly would
have benefited from a more extensive discussion.

Though the authors’ conclusion about the cognitivdimita-

tions of technicalized evaluations does not fully anvince,

their rich empirical material allows for another wg to

argue for the instability of reinsurance markets. Will briefly

indicate how the ethnography supports an argument
about the potentially destabilizing effects of lostpooling

capacities and of diminished organizational controlover
price reactivity (see also Heimer 1985). Instead afguing

about losing a sense of reality, | suggest emphasigy phe-

nomena of (1) losing traditional pooling potentialsand (2)
of losing the opportunity for payback.

(1) Solvency is a core issue for (re)insurances acah there-
fore advance our understanding of organizational (Hber
2002) as well as market structures. Global diversifition
has been an established strategy in the reinsuranezctor.
Even though reinsurances do not know precisely whel
flood will occur, for example, in Germany, offsettng it

with other flooding events across the globe or everwith

other types of events will help them remain solventThis is
a basic technology of insurance. Even though one ds not
know which individual case will have to be indemnigd,

collecting from a large pool of clients will enablesolvency
on the part of the (re)insurer. The reinsurance méet de-
pends on covering many national markets and therefe
benefits from the cedents’ inability either to iderify that in

global perspective their acts of god may just be stistical
variations or to find the resources to retain suchrisks.
When insurances start to diversify globally, the nr&et is
left with extremely rare events. Staying solvent bgpread-
ing risks globally is one option that the reinsurace indus-
try is increasingly having problems grasping. The arket's
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instability is not necessarily a result of more coptex and
opaque calculations but rather stems from the factthat
traditional means of spreading one’s risk are no lager
available.

(2) Throughout the book Jarzabkowski et al. give dailed
accounts of the relevance of long-term relations bisveen

reinsurances and their cedents, but they don't reaphe

benefits of this insight for their generalizations.It is possi-
ble to interpret long-term relations not just as aninfor-

mation mechanism, but more so as another strategy fo
guaranteeing solvency despite the difficulty of eMaating

the product. Some of the most fascinating passage®f

Making a Market relate to the notion of “payback”. Pay-

back refers to the long-term relations of cedents ad rein-
surances through various cycles of hard and soft mieets,
i.e., low and high prices. It is an understandinghat rein-
surances will be able to raise prices after a didasus event
has happened. After an event, underwriters build upex-
pectations and collectively bid for a higher consesus price
— or as one interviewee puts it: “The market wantspay-
back” (p. 36). When alternative financial deals corpete for

deals with the classic reinsurance industry, the foer co-
dependence weakens; it becomes more difficult to psh
for higher post-damage prices in order to build upre-

serves. Instead of explaining market instabilitiethrough

unrealistic predictive techniques, the loss of payek op-
portunities directly points towards systemic problas of
solvency, and therefore of market stability.

The biggest asset of this book is its comprehensivahnog-
raphy. Anyone interested in the sociology of insunace and
financial markets will profit from having read thisstriking
empirical account of the reinsurance industry. Theractice
approach achieves two objectives. First, it covedifferent
sites and modes of market coordination such as caltative
technologies, membership in organizations and exper
communities. Second, the concept of relational prence
describes them in terms of their market-making effets and
therefore explains coordination in absence of facés-face
interactions, technological mediation, or dominantmodels.
Unfortunately, as Jarzabkowski et al. apply pracictheory
to the “big question” of market stability, the distinction
between self-descriptions of the field of traditioral reinsur-
ance actors and the authors’ explanatory claims i€peat-
edly blurred. Moreover, the authors do not attempt to
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apply this concept to other markets in order to tes its
usefulness in comparison with other explanations,ush as
embodied presence and response presence. How woul
relational approach rewrite what has been said abdupro-
fessions, networks, and norms in other markets? Sie
most sociological work can be said to be about “redtions”
(Fourcade 2007), such demarcations would have been
helpful in clarifying the analytical benefits of pactice theo-
ry. In the end, Jarzabkowski et al. present an inguing
argument but leave quite a few central questions uan-
swered.
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Institution:  University of Sussex

Author: Mareike Beck,m.beck@sussex.ac.uk

Microfinance has become a very popular development
tool. It originally started as a purely philanthrofc endeav-
our to end poverty but it has now become an integra part
of mainstream financial markets. My project explore the
political economy of this expansion of microfinanceinto
global financial markets. Specifically, | examin&¢ German
banks’ engagement with microfinance from the 1990sto
the present day. Traditionally, banks had little irerest for
these very small loans and informal markets whichmiplied
relatively large administrative costs, higher riskand little
returns. | therefore aim to understand the reasonsand
ambitions of German banks to get involved with thisde-
velopment endeavour before it became so popular for
private capital in the mid 2000s.

Using a historical-institutionalist account, my prct con-
textualises the turn of German commercial banks to foro-
finance within the trajectory of the German financia sys-
tem. Methodologically, using semi-structured interiews
and annual reports and other documents, | trace thespe-
cific microfinance practices that Deutsche Bank an@om-
merzbank adopted. These organizations’ microfinance
strategies relate to the challenges they faced indzoming
global investment banks. Whereas Deutsche Bank m#n
engages with global funds and complex financial tols,
Commerzbank focuses on market development in South-
eastern Europe. | aim to make a three-fold interveion
with my project:

Firstly, | aim to broaden the geopolitical focus ofAnglo-
Saxon financialisation and development and explor¢he
involvement of German commercial banks who claim tde
pioneers of microfinance. Contrasting the two counties
can deepen the understanding of how developments wh-
in countries with differing political-economic baclgrounds
shape (micro-) finance practices and how these prices
interact with their national interests as well asheir specific
financial lineages.
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Secondly, | am interested in the different kinds ofnnova-
tions around the securitisation of microfinance whih ena-
ble global banks to trade micro-debt that was prewusly
inaccessible for global commercial institutions. Meh re-
search has focused on the innovations that creategoor-
appropriate” financial tools for micro-borrowers whereas
the different techniques necessary for global bank& deal
with tiny, informal loans have received less attein. The
microfinance practices of German banks differ subantially
between the individual banks as well as from theiprevious
engagement with social responsibility.

Finally, | am interested in the role of developmeninstitu-
tions and the German state. Microfinance is often pr-
trayed as a tool of neoliberalism in which statesetreat
while private capital and financial markets expanddowev-
er, | show that Western banks have collaborated ctely
with state-owned development banks to find lucratie
ways to securitise microfinance. The involvement dfnan-
cial guarantees for microfinance products by the Genan
state has been crucial in steering investment intanicro-
finance.

Institution: Department of Sociology, Panteion University,
Greece
Author: Nikos Koskinasp.koskinas@panteion.gr

This thesis aims to study the structural aspect dbreign
trade related to the notion of the nation-state in the con-
text of a globalizing economy. In economic studie®f for-
eign trade we seldom encounter the nation-state asa
functional variable, although much of the data on which
all trade analyses are based are obtained from natal
statistics. In the case of international trade studs, the
notion of trade partner has received little attentdbn and the
role of the state is limited to a protectionist/ani-
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protectionist guard in a world of horizontal corporate trade
networks, downgrading thus the important aspect of na-
tion-structure within the international economic field. But
the notion of trade-partner is not only an economiccon-
cept, but a political and a sociological one as wél

Using trade share data, | disentangle the web of htrade
partners for each country for whom the trade shareex-
ceeds 1% and work out the global trade structure atthe
meso-level of the nation-statel | analyze how these struc-
tures, which do not necessarily constitute a netwd,
evolve through time and what the implications are ér the
economic relations between nation-states. | depictrade
shares similarly to a world trade-partner mag, and include
multilateral imports and exports for 1896, 1906, 1955,
1980, 1995, 2005. | compare structures across thisime
horizon taking into consideration historical speci€ities.

Some of my findings are that in a century’s time iterna-
tional trade structures shift only gradually and sat is plau-
sible that they could be situated in a long-wave pespec-
tive. At the same time, they correlate to shifts inpower
and hegemony in the international economy relatingto
specific nation-states. Regionalism in internatiohatrade
appears to be a field structured by the gravitatioal force
of specific nation-states, elaborating thus the argment of
Fligstein (2001) that global trade refers to a well
established trade between the leading regional ecammies.
Structurally the change in trading patterns seemsot fit a
theory of an international economic field similar ¢ that of
Pierre Bourdieu (2005) where the nation-state reptzes the
firm as agent. In addition, each nation-state seem® have
a gravity effect in the international economic fiedl.3 But
not all nation-states’ gravity effect and dynamicsseem to
have the same effects on international trade strucire.
Nevertheless, this combination of long wave theoryand
economic field theory clears a path for constructig a
component of a temporal-structural non-deterministt
model of economic change.

Endnotes

1For the late 19th century | use data from Statistal Abstract of
Foreign Countries. Part I-1ll. Statistics of ForeigCommerce, De-
partment of Commerce and Labor, Bureau of Statist&; Washing-
ton, 1909. For the late 20th century | use data fron United Na-
tions, International Trade Statistics Yearbook, viaus years and
the UN Comtrade Database.

2A similar thought is set in motion in the work of Grotewold and
Grotewold (1957) but it restricts itself to a singd trading partner
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due to the kind of depiction that it adopts (cartographic maps). As
a result the global view is lost.

3As theorized by Martin (2003). See also FligsteinvicAdam
(2012).
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Institution: University of Buenos Aires, Argentina

Author: Maria Soledad Sanchezsanchez@unsam.edu.ar

Between 2011 and 2015, the development of an illegh
dollar market has acquired a growing economic, pdiical
and social relevance in Argentina. Increasing infian rates
opened intense discussions about the value of theotal
currency, and the external constraints of the econoy led
the national government to introduce strict regulatons on
the foreign exchange market, in order to address th lack
of dollars. Beyond the importance of this market interms
of its volume of transactions, its sociological sigficance
lies in its capacity in highlighting deeper dimensis of the
logic of Argentine capitalism, showing the extensio and
consolidation of multiple illegal yet legitimized pactices in
the local financial community. This transactions ah its
object of exchange, locally known as “blue dollar”, are
also productive to observe significant long term pactices
that shape the local financial cultures where the dllar
itself is more than the numerical reference for thecurrency
exchange but a true social and cultural value. Thugh a
qualitative research approach, this project aims teharac-
terize the “blue dollar” market from a socio-cultural per-
spective. This means, by apprehending the illegakactices
as manners of acting, feeling and thinking that arecrystal-
lized in material, but also cognitive and evaluat® struc-
tures created and recreated in the local financialommuni-
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ty through specific social ties and dynamics. Therticula-
tion between the theoretical perspective of what ca be
seen as cultural studies of the economy (the contritions
of Marion Fourcade, Jane Guyer, Kieran Healy, Miclee
Lamont, Jens Beckert and Viviana Zelizer, among eits)
and cultural criminology (outlining a tradition fram Edwin
Sutherland to the subculture theories and its critis) allows
for rethinking the tensions between the normative ad the
moral dimensions of these economic strategies. Aftea
socio-historical reconstruction of the recent procgs of
financialization of the local economy in order to ompre-
hend how illegal currency trading became a regulaand
extended practice in the local financial community| focus
on the description of the heterogeneity of financid and
commercial agents (as well as their business strgies) that
shape this complex network of financial intermedidbns as
a liminal space between what is legal and illegalAs well, |
analyze the set of meanings and values that confige the
“blue dollar” as a currency that is illegally tradel but legit-
imately earned or saved, and also define its exchgr as an
illegal practice but not criminal or immoral. Theseonstruc-
tions are related to the ways in which financial agnts
define the social function of the market and distimguish the
currency they trade (producing moral differentiatios be-
tween “white”, “black” and “blue” dollars), as well as
their insights and judgments about the legitimacy 6 State
intervention over the economy and the capacity of le
national currency to fulfill the principal monetaryfunctions.
Finally, the thesis also attends to the public deltas over
this illegal market, since the “blue dollar”, its price and its
forms of exchange acquired not only great visibilt in the
public arena, but also became the object of politial dis-
putes between multiple agents and social discoursethat
seek to either legitimize or criminalize those praices. In
conclusion, the project suggests that the illegal dllar mar-
ket does not operate in opposition to or beyond theformal
financial institutions, nor is it opposed to extenéd beliefs
and values that organize our economic culture, even
though it may contravene foreign exchange regulatios. In
these transactions, a powerful and socially legitiated
cultural (and moral) grammar is produced and repragaced,
allowing us to understand why it is not a taboo tobuy and
sell “blue dollars” in the local financial market.
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Institution:  University of Bremen, Research Group “Trans-
national Political Ordering in Global Finance”

Author: Marcus Wolf, marcus.wolf@uni-bremen.de

In my dissertation project | explore the ascent ofinancial
literacy education as a policy project, and ask howit
changed in the course of the recent crisis. The qeéon |
am interested in is how different actors have undestood
the issue of financial literacy and which narrative have
become dominant at the EU, US and OECD level (sintte
mid-2000s). Has financial literacy been a projectafouring
the spread of financial rationalities or rather a ensumer
protectionist one? Also, to which extent has the shprime
crisis served as a narrative anchor point for propents of
financial literacy? | argue that a view on narraties can help
identify key coalitions and opponents of financialliteracy
education and lets us understand the role of ideasand
policy frames in the promotion of and opposition aginst
financialization.

Financial literacy education has been a core ingrimht of
the rise of a mass consumer culture in finance, buan
equivocal one. The concept’'s appeal was nourishedyhits
own ambiguity: while some of its proponents emphasie
the importance of changing consumer behaviour towads
more risk-friendly stock market investment, othersvant to
see it as a project of consumer protection againdinancial
industry. How can this coalition of proponents betveen
industry, public administration and consumer groupos-
sibly be holding together? Which actors were exclueld and
which ones included?

By analyzing publications such as reports, consutian
responses, press releases by, and interviews witmajor
actors in the field such as public administrationsfinancial
industry, consumer organizations, and academics, want
to gain an understanding of how they saw financialliteracy
education and how that perception changed in the cisis
years. In order to identify key actors in the fieldthe project
will additionally draw on network data that comprises
global financial literacy summits, conferences anddvisory
groups both in the EU and the US. The project thely
combines methods from discourse analysis and sociaét-
work analysis.
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Following other scholars from international politial econ-
omy (e.g. Blyth, 2002; Schmidt, 2008), | argue thatdeas
serve the purpose of forming discourse coalitiong={scher,
2003). This approach transcends the borders of clsisal
interest-group research (Korpi, 2006) which focusedather
on resource mobilization as the main element of eXpna-
tion.

By identifying key narratives of financial literacgducation
and at how they are shared among different actor goups,
| thus aim at explaining how ideas of personal regmsibil-
ity and financial market participation have spreadhrough-
out civil society actors and policy-makers. Insightrom this
analysis could thus contribute to an understandingf the
political repercussions of financialization (van de&Zwan, N.,
2014) in terms of rationalities and policy frames.

Furthermore, by examining financial literacy narrates
across time, the project can identify how large-sda events
may change actors’ perceptions of the norms that aa
legitimize reform proposals. This research can thushow
how discourses of financial literacy education chagyed
from an investor-oriented focus (risk diversificatn of in-
vestments, pension planning) to rather debtor-orieted
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issues (sustainable management of personal budgets,
choosing the right mortgage contract) in the aftermath of
the subprime crisis.
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