
The Role of Conventions in Hume, Smith and Keynes

Social conventions play a significant role in the work Hume, Smith, and Keynes.  In
modern economics, following the seminal work of Thomas Schelling, game theory,
especially evolutionary game theory, has become the paradigmatic approach to the
analysis  of  the  emergence  of  cooperative,  self-organizing  behavior  in  economics.
Despite a strong affinity between Hume’s and Smith’s respective moral theories, I
will argue in this paper that the game theory methodology is an appropriate way of
transforming Hume into simple analytical models, but not Smith.  Moreover, I shall
argue that Keynesian conventions are of a fundamentally different sort than either
Smith or Hume, and that they lead us down a fundamentally different path in the
quest  for  stable  economic and social  systems.   In  particular,  I  hope to  reach the
following tentative conclusions:

• Keynesian conventions inherently unstable: no anchor or focal point except the 0
lower bound: Liquidity Trap

• Keynesian conventions, being unstable require policy intervention

• Humean/Smithian conventions constitute social life itself

• Hume fits neatly into this framework,  Smith does not  (authors frequently cite
Hume, but rarely Smith)

• Conventions do not lead to morality, moral judgment is inherently involved in the
creation of conventions

• Smith’s sympathetic process does not fit neatly into a game-theoretic framework;
Smithian agents would not get into the prisoners’ dilemma in the first place

• Provides  a  complementary  framework  to  explain  why certain  things,  such  as
“time and pains” come to have salience, which explains why evolutionarily stable
strategies, rather than the reverse, emerge 

• It is not about the payoffs and rational play, but about the process of finding them

• Sympathetic  process  creates  context  within  which  self-interested  behavior  is
acceptable (morally and legally) and expected

• Models  of  rational  behavior  can  be  used  to  explain  aspects  of  behavior  (the
market mechanism) within this context,  but not the spontaneous generation of
social order itself
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