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Financial conventions in Keynes’s 
theory: the stock exchange

Abstract: This paper examines Keynes’s treatment of financial conventions, 
focusing on the stock exchange. It shows that Keynes’s approach was unclear 
but insightful. Some elements are combined here to clarify his implicit concept, 
which incorporated features of a general concept (social sharing, conformity 
with the conformity of others, and arbitrariness) with specific characteristics 
in financial contexts. The paper identifies a peculiar sense in which the specu-
lator is unconventional. It contrasts the potentially short duration of Keynes’s 
financial convention with the widespread idea that informal institutions change 
very slowly. Finally, it discusses the relation between convention, self-interest, 
and decision-theoretic and social norms.
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Every now and then financial markets experience periods of turmoil. 
When this generates an economic crisis, John Maynard Keynes resurfaces 
in the media and in the economic literature. a key aspect of Keynes’s 
views on financial markets is his idea of convention. This paper examines 
Keynes’s discussion of financial conventions in his best-known mature 
economic writings, focusing on the stock exchange. 

Restricting the discussion here to financial markets should not be 
taken to mean that the notion of convention is absent from, or irrelevant 
in, the study of goods markets, including Keynes’s own contribution to 
the latter. The contrary may well be the case, but financial markets are 
important in themselves and have distinctive features that matter very 
much in the broader debate on conventions. In addition, there is enough 
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controversy among Keynes’s interpreters even if we restrict ourselves 
to financial conventions. Improving our understanding of financial con-
ventions in Keynes’s theory may later help us in a discussion of goods 
markets and in a comparison and contrast between conventions in these 
different types of markets.

The paper is structured as follows. The first two sections introduce the 
discussion, revealing Keynes’s lack of clarity regarding some conceptual 
and other issues, but also selecting aspects of his approach that can be 
usefully reorganized and developed. The first section examines Keynes’s 
treatment of convention and related ideas in his discussion of the stock 
exchange in chapter 12 of The General Theory; the second section briefly 
deals with “the practical theory of the future” presented in Keynes’s 
1937 Quarterly Journal of Economics article. These two sections help 
us understand the variety of views among Keynes’s interpreters about his 
concept of convention, as shown in the third section. On the other hand, 
they also provide some elements that can be combined in an attempt, 
made in the fourth section, to clarify Keynes’s implicit concept. First, this 
attempt shows that the implicit concept incorporates the main features 
that should be seen as indispensable to any convention: social sharing, 
the conformity of one agent with the (expected) conformity of others, and 
arbitrariness. Second, this attempt at clarification also connects some dots 
in Keynes’s treatment of convention. Finally, it points out the specificity 
of Keynes’s financial convention. The fifth section explores the relation 
between speculation and convention, identifying a peculiar sense in 
which the speculator stricto sensu can be said to be unconventional—or 
conventional—and stressing the crucial importance of time in this discus-
sion. The sixth section briefly contrasts the precariousness and potentially 
short duration of Keynes’s financial convention with the influential idea 
among economists that informal institutions change very slowly—for 
some, too slowly to be of interest for economists. The seventh section 
discusses the relation between convention, self-interest, and two differ-
ent but nonmutually exclusive types of norms: decision-theoretic norms, 
which prescribe conformity with (expected) conformity in defense of 
self-interest, and social norms. concluding remarks follow.

Financial conventions in The General Theory: introducing 
Keynes’s treatment of the stock exchange

In The General Theory, chapter 12 is the main locus of analysis of financial 
conventions, especially in the stock exchange. This chapter is extremely 
rich and contains at least four quite different, even if interrelated, discus-
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sions. They concern, respectively, (1) the notion of uncertainty, (2) the 
notion of state of expectation and the distinction between expectations and 
confidence, (3) the formation of long-term expectations and investment 
decisions in goods markets (including the role of animal spirits and the 
influence of the stock exchange on investment),1 and (4) the formation 
of expectations and behavior in the stock exchange.

This section—like the paper more generally—focuses on the fourth 
set of issues, without considering the impact of the stock exchange on 
investment decisions in goods markets.

Keynes’s projective convention in the stock exchange

When dealing with the stock exchange, Keynes asked himself (1936, 
p. 151): how do we form expectations about this market? his answer 
was: 

In practice we have tacitly agreed, as a rule, to fall back on what is, in 
truth, a convention. The essence of this convention—though it does not, of 
course, work out quite so simply—lies in assuming that the existing state 
of affairs will continue indefinitely, except in so far as we have specific 
reasons to expect a change. . . . We are assuming, in effect, that the exist-
ing market valuation, however arrived at, is uniquely correct in relation 
to our existing knowledge of the facts which will influence the yield of 
the [presumably financial] investment, and that it will only change in 
proportion to changes in this knowledge; though, philosophically speak-
ing, it cannot be uniquely correct, since our existing knowledge does not 
provide a sufficient basis for a calculated mathematical expectation. (ibid., 
p. 152, emphasis in original)

This is what I call Keynes’s projective convention. 
Is it a concept or an example of convention? The answer may not be 

explicit in the passage itself, but I would argue that this is an example, in 
the light of Keynes’s 1937 Galton Lecture on the economic consequences 
of a declining population. There he referred somewhat more clearly to the 
projection of the recent past into the future as an example—actually, the 
main example—of convention (rather than as a concept, I would add):

1 By investment, I mean the purchase (or own production) of capital goods, which 
others call “productive investment,” as opposed to the purchase of already existing 
assets or titles to such assets. So does Keynes in some passages of his work (e.g., 
1936, p. 62; 1937, p. 218), but it should be recognized that in his analysis of the stock 
exchange (e.g., 1936, pp. 152–153), he referred to “investment” and “investors” also 
in a less strict sense (including “financial investment,” as many people call it), thus 
creating some confusion as to where he applied his notion of convention.
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We do not know what the future holds. Nevertheless . . . we are forced to 
act. Peace and comfort of mind require that we should hide from ourselves 
how little we foresee. Yet we must be guided by some hypothesis. We 
tend, therefore, to substitute for the knowledge that is unattainable certain 
conventions, the chief of which is to assume, contrary to all likelihood, 
that the future will resemble the past. (Keynes, 1973, p. 124)2

In terms of the range of application of the projective convention, this is 
a much more general statement, not restricted to the stock exchange or 
to financial markets more broadly. It is also worth noting that this state-
ment does not include the conditional clause that refers to the absence 
of specific reasons for expecting a change.

The way in which Keynes referred to the conditional clause in The 
General Theory may, however, create some confusion. What exactly is 
the example of convention used by Keynes in The General Theory? Is it 
(1) to project the existing situation into the future, as in the Galton Lec-
ture, or (2) to project the existing situation into the future except when 
there are definite reasons not to do so? In the former case, the adhesion 
to the convention of projecting the current situation is conditional on the 
absence of definite reasons for not doing so. This is where the expres-
sion “projective convention” applies better (because only those who 
are indeed projecting the current situation would be said to follow the 
projective convention). The conditional clause is then attached to the 
convention, rather than being part of it. The textual evidence would have 
been more explicit in support of this interpretation had Keynes written: 
“Except insofar as we have specific reasons to expect a change, we fall 
back on a convention whose essence lies in assuming that the existing 
state of affairs will continue indefinitely.” If the example of convention 
corresponded instead to the second possibility, then agents who do not 
expect the current situation to continue could also be said to adhere to 
the convention.3 In the latter case, the discussion would be much more 
complicated and the example of convention would risk becoming too 
broad and too unusual. 

2 This reference to conventions as a substitute for knowledge provides a clear re-
sponse to Shackle’s contention that Keynes “gave no hint of a procedure of thought 
or judgement by which the place of knowledge could be filled” (1983–84, p. 246). 
at the same time, this reference may imply that Keynes does not agree with the view 
that conventions provide individuals with knowledge, unless he means only that they 
do not provide a specific type of knowledge, one that is unattainable. This would not 
prevent them from providing another, weaker type of knowledge.

3 as shown below, there is at least one important interpreter of Keynes who appar-
ently or implicitly opts for the second alternative—namely, John Davis.
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Furthermore, what is assumed to remain the same in the stock exchange 
is not completely clear: is it the current price of stocks or the current 
direction of change in the price of stocks? Keynes had referred earlier in 
The General Theory to “the average expectation of those who deal on the 
stock exchange as revealed in the price of shares” (1936, p. 151, emphasis 
added; see also his 1937 description of the second of three techniques 
forming a practical theory of the future, cited below). I am thus inclined 
to believe that Keynes meant the price level (see also Davidson, 1968, 
p. 310), not the sign of the price change.4

If so, and if the conditional clause is attached to the convention as 
something external to it, rather than included in it, Keynes’s projective 
convention is, at least in the stock exchange (as distinct from the broader 
context of the Galton Lecture example), what I have termed an expec-
tational pattern: a way of forming specific, precise expectations about 
the future value of a variable. The convention may thus remain in place 
while the expected values may change along with observed results. The 
composition of the group of people adhering to the projective conven-
tion may also change, with some individuals dropping out of this group 
and others joining in. The convention is accompanied by (or, perhaps in 
the eyes of some other interpreters, includes) a conditional clause. as 
this clause implies that people do not unconditionally adopt a projective 
pattern, it differentiates Keynes’s ideas from the traditional hypotheses 
of adaptive and extrapolative expectations.

In any case, Keynes clearly not only emphasized the mental dimension 
of conventions, but also conceived a convention as a mental construct, 
which can be closely associated with a corresponding behavior, depending 
on confidence (see Keynes, 1937, for references to our possible distrust 
in our calculations and conventions about the future). In this respect, his 
approach contrasts with treatments of institutions as exclusively behav-
ioral patterns or rules. On the other hand, as a conventional expectational 
pattern, Keynes’s projective convention can be seen as a type of shared 
mental model, to use Denzau and North’s (1994) expression. Other types 

4 Orléan (1999, p. 127) describes Keynes’s stock exchange convention as “the con-
vention of continuity” (or “normality”). While in my view Keynes referred to the as-
sumption that prices will continue the same, Orléan means a less restrictive condition: 
“The maintenance of the convention means, in effect, that price variations will only be 
incremental and progressive” (ibid., p. 127, my translation, as in all other quotations 
from the French original). In other words, “to say that stock prices have a ‘continuous’ 
or ‘normal’ evolution means that the price of a share, when it falls from 1,000 to 1, 
passes through all the intermediate values” (ibid., p. 128). Orléan has in mind a rea-
sonable approximation of continuity in the mathematical sense (ibid., p. 128, n. 7).
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are broader or more vague, some of which may precede the formation 
of expectations.

The distinction between enterprise and speculation

Keynes distinguishes between two ways of acting in the stock exchange—
enterprise and speculation. Enterprise is defined as “the activity of 
forecasting the prospective yield of assets over their whole life,” while 
speculation is “the activity of forecasting the psychology of the market” 
(Keynes, 1936, p. 158). The latter is what I propose to call speculation 
lato sensu.

The difference between enterprise and speculation (lato sensu) can be 
clarified in terms of the following distinction—based on chapter 17 of 
The General Theory—between types of return that an additional unit of 
any asset in principle can provide: expected (explicit) yields, carrying 
costs, liquidity premia, and appreciation. The explicit yields are quasi-
rents (profits) in the case of capital goods, dividends in the case of equity 
securities, interest payments in the case of bonds, and so forth. apprecia-
tion (positive or negative) is the difference between the asset price at the 
end and at the beginning of the period under consideration. In nominal 
sums (cash flows), the returns on an additional unit of an asset over a 
given period correspond to the following expression: 

Q – C + L + A,

where Q, C, L, and A represent explicit yields (quasi-rents, etc.), car-
rying costs, liquidity premium, and appreciation in nominal values, 
respectively.

Enterprise in the stock exchange focuses on the explicit yields, Q (in 
this case, dividends); speculation focuses on the expected price variation, 
A. Enterprise often involves a longer time horizon than speculation, as 
dividends are usually small relative to the stock price, resulting in a fairly 
lengthy payback period.

While enterprise implies estimating the present value of the future stream 
of dividends, in Keynes’s theory this present value must not be confused 
with an objective, fundamental value, determined by objective, knowable 
fundamentals, as in standard economic theory. Expectations about future 
dividends are formed under conditions of what one may call Keynesian 
uncertainty and thus are not objective, even if they are not purely subjec-
tive. as dividends are profits to be distributed, their estimation involves 
the same uncertainty underlying expectations about profits (see the com-
ments on arbitrariness and uncertainty below), plus a possible additional 
uncertainty about how profits will be distributed or retained.
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Keynes elaborated on speculation. Without explicitly referring to specu-
lators, he described them as “largely concerned, not with making superior 
long-term forecasts of the probable yield of an investment over its whole 
life, but with foreseeing changes in the conventional basis of valuation 
a short time ahead of the general public” (1936, p. 154; the reference is 
explicit on p. 159). It surely is the speculator who wants “to outwit the 
crowd” (ibid., p. 155) or, more precisely, “who tries to guess better than 
the crowd how the crowd will behave” (ibid., p. 157). acting like this is 
what I call speculation stricto sensu. Keynes’s description of specula-
tion in the bonds market may also be adapted to the stock exchange: he 
equates the speculative motive for demanding money with “the object 
of securing profit from knowing better than the market what the future 
will bring forth” (ibid., p. 170). In the stock exchange, this could be a 
motive for demanding a particular stock.

In sum, speculation lato sensu can be practiced in two different ways: 
(1) by following the current average opinion about what will happen to 
prices,5 or (2) by speculating against the current average opinion—that 
is, by speculating in the strict sense.

Speculation lato sensu implies an interdependent judgment—to use 
Davis’s (1994, p. 139) expression—but it does not necessarily imply 
disagreeing with the current average opinion.

Keynes’s projective convention is not unanimously adopted. Otherwise 
transactions would not occur, because they require a difference of opin-
ion between buyer and seller. There is a deviation around the average 
expressed in current prices. In addition to the followers of the projective 
convention, there are agents who are willing to buy and those who are 
willing to sell stocks (bulls and bears, respectively, in Keynes’s Treatise 
on Money, 1930). Each speculator stricto sensu belongs to one of the 
latter two groups.

The beauty contest

In a famous passage of chapter 12 of The General Theory, Keynes com-
pared operation in the stock exchange to that which others would later 
call the Keynesian beauty contest:

[P]rofessional investment [in the stock exchange] may be likened to those 
newspaper competitions in which the competitors have to pick out the 
six prettiest faces from a hundred photographs, the prize being awarded 
to the competitor whose choice most nearly corresponds to the average 
preferences of the competitors as a whole; so that each competitor has to 

5 as explained below, this can be described as a convention.
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pick, not those faces which he himself finds prettiest, but those which he 
thinks likeliest to catch the fancy of the other competitors, all of whom 
are looking at the problem from the same point of view. It is not a case of 
choosing those which, to the best of one’s judgment, are really the pretti-
est, nor even those which average opinion genuinely thinks the prettiest. 
We have reached the third degree where we devote our intelligences to 
anticipating what average opinion expects the average opinion to be. and 
there are some, I believe, who practise the fourth, fifth and higher degrees. 
(Keynes, 1936, p. 156)

The prettiest faces represent, of course, the stocks that should be bought, 
in this case because one thinks that the others think (. . . that the others 
think . . .) that they should be bought. 

This beauty contest analogy has a close link with that which others call 
conventions, including myself, as discussed below. Keynes, however, did 
not make this link explicit in chapter 12 of The General Theory. On the 
other hand, one can connect the beauty contest with the “conventional 
judgment” and the mimetic technique he described a year later in his 
Quarterly Journal of Economics article (1937), although there are some 
complications regarding the explanation for imitation (see below the 
section on the Quarterly Journal of Economics article and my attempt 
to clarify Keynes’s concept).

Arbitrariness

When presenting the projective convention, Keynes maintained that the 
existing market valuation, which according to this convention is condi-
tionally assumed to be correct, “cannot be uniquely correct, since our 
existing knowledge does not provide a sufficient basis for a calculated 
mathematical expectation” (1936, p. 152). a couple of paragraphs later, 
Keynes described this convention as “in an absolute view of things so 
arbitrary” as to have its weak points (ibid., p. 153).

It seems, therefore, that the convention is arbitrary because, first, of a 
lack of knowledge or, in other words, because of uncertainty. To some 
degree, this is the same lack of knowledge that affects the decision to buy 
capital goods and increase or replace productive capacity. Indeed, before 
referring to the convention and to the stock exchange, Keynes wrote the 
following about the decision to invest (i.e., to buy capital goods): 

The outstanding fact is the extreme precariousness of the basis of knowl-
edge on which our estimates of prospective yield have to be made. Our 
knowledge of the factors which will govern the yield of an investment 
some years hence is usually very slight and often negligible. If we speak 
frankly, we have to admit that our basis of knowledge for estimating the 
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yield ten years hence of a railway, a copper mine, a textile factory, the 
goodwill of a patent medicine, an atlantic liner, a building in the city of 
London amounts to little and sometimes to nothing; or even five years 
hence. (ibid., pp. 149–150)

The arbitrariness of the projective convention in the stock exchange 
seems to have at least in part the same origin.

In addition, the arbitrariness of this convention seems in part to be due 
to, or reinforced by, the way in which the stock exchange functions. Just 
after pointing out the insufficient basis of knowledge for “a calculated 
mathematical expectation,” Keynes added: “In point of fact, all sorts 
of considerations enter into the market valuation which are in no way 
relevant to the prospective yield” (ibid., p. 153). This is combined with 
the issue of ignorance in the following passage: 

a conventional valuation which is established as the outcome of the mass 
psychology of a large number of ignorant individuals is liable to change 
violently as the result of a sudden fluctuation of opinion due to factors 
which do not really make much difference to the prospective yield; since 
there will be no strong roots of conviction to hold it steady. (ibid., p. 154, 
emphasis added)

he again states that “no solid basis exists for a reasonable calculation” 
(ibid., p. 154), so that the problem is not just the participation of individu-
als without expertise or without much concern with the long term.

Financial conventions in Keynes’s 1937 article in the  
Quarterly Journal of Economics: introducing the  
“practical theory of the future”

In his main response to critics of The General Theory, Keynes empha-
sized the uncertainty about the long-term consequences of our activities, 
especially the accumulation of wealth. he then wrote the following:

how do we manage in such circumstances to behave in a manner which 
saves our faces as rational, economic men? We have devised for the pur-
pose a variety of techniques, of which much the most important are the 
three following:

 1. We assume that the present is a much more serviceable guide to the 
future that a candid examination of past experience would show it to 
have been hitherto. In other words, we largely ignore the prospect 
of future changes about the actual character of which we know 
nothing.
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 2. We assume that the existing state of opinion as expressed in prices 
and the character of existing output is based on a correct summing 
up of future prospects, so that we can accept it as such unless and 
until something new and relevant comes into the picture.

 3. Knowing that our own individual judgement is worthless, we endea-
vour to fall back on the judgement of the rest of the world, which 
is perhaps better informed. That is, we endeavour to conform with 
the behaviour of the majority or the average. The psychology of a 
society of individuals each of whom is endeavouring to copy the 
others leads to what we may strictly term a conventional judgement. 
(Keynes, 1937, p. 214, emphasis in original)

The first technique corresponds in general terms to the projective ex-
ample of convention mentioned in the Galton Lecture (quoted above), as 
well as to the initial reference to a projective procedure in chapter 12 of 
The General Theory.6 The second technique is more specifically applied 
to economic contexts, with references to prices and to the character of 
existing output. 

The third technique involves mimetic behavior, as Bibow et al. (2005) 
point out, or, more specifically, “informational mimetism,” in the words 
of Orléan (1999, p. 126): imitation is explained by the possibility that 
others may be better informed. Its description contains the most ex-
plicit reference to a convention in the 1937 article. It helps clarify the 
above-cited passage in chapter 12 of The General Theory that refers to 
“[a] conventional valuation which is established as the outcome of the 
mass psychology of a large number of ignorant individuals” (Keynes, 
1936, p. 154).

Controversy about Keynes’s concept of convention

Keynes did not explicitly define a convention. This has contributed to the 
emergence of a variety of interpretations of his convention concept. For 
instance, O’Donnell interprets Keynes as defining conventions, and the 
strategies of rationality under uncertainty more generally, as “practical 
measures for resolving theoretically undeterminate decision problems” 
(1991, p. 17). Likewise, Mccann states that for Keynes, “[c]onventions 
are convenient and useful heuristic devices which assist the individual in 

6 Because of uncertainty, “the facts of the existing situation enter, in a sense dis-
proportionately, into the formation of our long-term expectations; our usual practice 
being to take the existing situation and to project it into the future, modified only to 
the extent that we have more or less definite reasons for expecting a change” (Keynes, 
1936, p. 148, emphasis added).
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decision making. They serve to frame events, providing a point of refer-
ence” (1994, pp. 101–102). Darity and horn (1993, pp. 28, 31) similarly 
see Keynes as meaning by a convention a rule of thumb. For them, the 
projection of the existing situation and the reliance on the opinion of oth-
ers would be examples of rules of thumb considered by Keynes (see also 
Dow, 1996, p. 177). Darity and horn argue, in addition, that “Keynes was 
not particularly proprietary about the convention used” (1993, p. 33; see 
also Lavoie, 1992, pp. 56–57). This rule-of-thumb concept of convention 
certainly is one way of making Keynes less imprecise, giving a unifying 
principle to his “techniques”: practicality. 

On the other hand, two other comments should be made. First, contrary 
to Darity and horn’s argument, Keynes did put a great deal of emphasis 
on one example of convention, namely the projection of the existing 
situation, as O’Donnell (1989) points out. Second, although O’Donnell, 
Mccann, and Darity and horn most likely did not mean this, a rule of 
thumb or a practical measure can be strictly individual; in contrast, as 
Lawson argues, conventions, “for Keynes, are not mere rules of thumb 
that exist only in an individual agent’s mind” (1991, p. 221). The conven-
tion of projecting the present, in particular, “in the investment context 
at least, is not, according to Keynes, merely an individual rule of thumb 
but a practice that individuals can observe others to be following” (ibid., 
p. 193; also p. 208).

In agreement with Lawson on the latter point, McKenna and Zannoni in-
terpret Keynes’s conventions as “shared rules of behavior” (1993, p. 402, 
emphasis added; see also Dow, 2003, p. 211). This seems right, but like 
the concept centered on the idea of practicality, it is still incomplete in 
at least two respects. First, it does not fully incorporate Keynes’s refer-
ences to imitation, which could be seen as explaining how the convention 
comes to be shared. Second, it leaves unexplored the relation between 
the average opinion and the projection of the existing situation.

Dutt and amadeo (1990, pp. 105, 106) apparently believe that Keynes 
maintained that relying on conventions (whose essence is the projection 
of the existing situation) is one option agents have, while relying on other 
people is a different option. These are alternative “appropriate algorithms” 
(ibid., p. 106). Thus, at least for the definition of convention, Dutt and 
amadeo seem to disregard Keynes’s textual characterization of the resort 
to the average opinion as leading to a conventional judgment. 

a different interpretation of Keynes, hinted at by Possas (1990, pp. 11–
12), identifies the convention primarily as the conformity with the average 
opinion. The projection of the existing situation into the future is now 
considered as one of the possible conventional (i.e., average) opinions. 
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The average opinion can be the result of many different individual 
opinions and associated types of behavior, whereas the idea of a collec-
tive rule of behavior or rule of thumb suggests that many people follow a 
similar rule. When the dispersion of opinions around the average is low, 
the idea of conformity with the average opinion gets close to the notion 
of a shared mental pattern and a shared rule of behavior.

Interpreting the convention solely in terms of conformity with the aver-
age opinion would, however, miss another important defining feature of 
any convention, also pointed out by Keynes: its arbitrariness. (I return 
to this below.)

Yet another interpretation is put forward by Davis (1994). he maintains 
that Keynes conceptualizes convention “as a structure of expectations” 
that are varied and interdependent, “a structure of diverse opinion that 
bears a complex relationship to average opinion as its central reference” 
(ibid., p. 129). This interpretation introduces different and more complex 
elements into the debate, thus requiring a somewhat lengthier discussion. 
It goes beyond the uncontroversial statement that the “average expecta-
tion of an investment’s prospective yield, of course, subsumes different 
individual expectations of prospective yields both above and below that 
average” (ibid., p. 127), and beyond Davis’s later argument that “[t]he 
convention governing investment [in the stock exchange] . . . may be 
defined as a temporarily settled state of opinion that derives from a mass 
of interdependent judgements made by different individuals” (1997, 
p. 210). In particular, the content of the convention in this interpretation 
is not restricted to conformity with the average opinion or to projecting 
the existing situation into the future; Davis allows opinions (at least those 
based on definite reasons) that diverge from the average and assume a 
future change in the state of affairs to be part of the convention, and, in 
this sense, to be conventional. accordingly, when discussing the example 
given by Keynes in The General Theory, Davis writes: 

The convention “that the existing state of affairs will continue indefinitely, 
except in so far as we have specific reasons to expect a change” thus 
means different things for different individuals according to their different 
perspectives on how they believe average expectation is likely to change. 
(1994, p. 134, emphasis added)

Davis’s interpretation of Keynes’s concept and example is compatible 
with, and seems to be implicitly based on, the above-mentioned possi-
bility of reading Keynes as including that conditional clause within the 
convention itself, rather than seeing this clause as referring to adhesion 
to the convention.
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This is an extremely broad notion of convention. In addition, Davis—
and if Davis is correct, those who follow Keynes—must face the fol-
lowing problem. If opinions that diverge from some standard are also 
conventional, can there be unconventional opinions and unconventional 
behavior, especially among speculators?7 What would unconventional 
be then? Perhaps the only option would be disagreeing with the current 
average opinion expressed in prices while not having definite reasons 
to do so.

In explicit contrast with Davis’s very broad conception, Runde defends 
“the narrower definition of a convention as a self-sustaining regularity in 
the behavior of agents in a social group that has the following property: 
given that each agent expects the other members of the group to conform 
to it, it is in each agent’s own interest to conform to it” (1994, p. 248; this 
view is also defended by Mizuhara, 2003). as Runde notes, this is similar 
to Lewis’s (1969) definition, which was seminal for game-theoretical 
treatments of conventions in economics. at least as a general concept, 
this may be guilty of the opposite sin—that is, being too restrictive—
by requiring everybody to conform and to expect others to conform, as 
well as by stating that conformity is in each agent’s interest. In defense 
of this interpretation, it must be said that there is a sense in which every 
speculator in the stock exchange does indeed want to conform to the 
average opinion; on the other hand, there is another sense in which this 
is not the case, as discussed below.

Combining Keynes’s ideas to clarify his concept of convention

Even if Keynes’s treatment of convention is not explicit in conceptual 
terms, the combination of some of his ideas may lead to clarifications. 
his implicit concept has both general and specific aspects. Put differently, 
he has two different implicit concepts of convention, one more general 
and the other more specific.

General aspects

One can find in Keynes’s treatment what I see as the central features 
of a general concept of convention. he treats a convention as a socially 
shared pattern of thought (and possibly behavior). The convention is not 
strictly individual and is shared for social reasons, as opposed to natural 

7 I highlight the group of speculators here, whereas Keynes might have had the 
long-term investor in mind when explicitly referring to unconventional agents. I return 
to this below.
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or inevitable factors. Keynes also attributes to his financial convention 
the two additional features that I see as indispensable in conventions: 
(1) the property that I call conformity with (expected) conformity, which 
means that a convention, when followed consciously, is followed at least 
in part because others (are expected to) follow it; and (2) arbitrariness, in 
the sense that an alternative that is not clearly inferior to the prevailing 
pattern is conceivable (Dequech, 2009).

Specific aspects

Keynes’s implicit concept of financial convention (as distinct from con-
vention more generally) has some specific features. This concept may 
be elucidated or refined by relating the third technique described in his 
Quarterly Journal of Economics article to the notion of speculation and 
to the image of the beauty contest.

The notion of convention implies that people follow the majority or 
average. In Keynes’s third technique and in the beauty contest metaphor, 
as there are expectations involved, each person does that consciously 
regarding what they expect the others to think or do. Then the average 
opinion has that dual characteristic of being cause (in its imagined form) 
and consequence (in its actual form) of people’s mimetism. as Orléan 
(1989, p. 69; 1999, p. 59) puts it, the average opinion is both the object 
that people search and the result of their search (see also Davis, 1997). 
To the extent that a group of people takes the opinion of the group itself 
as the main reference to form their opinion, I presume this is the reason 
Orléan (1999, pp. 59, 64) describes both this logic of thought and the 
strategy based on it as “self-referential.” Similarly, Runde sees the higher 
“degree of intersubjectivity of the expectations and valuations involved” 
as distinctive of financial markets (1991, p. 138, emphasis in original).

Keynes’s beauty contest metaphor implies, however, more than self-
referentiality in this sense. It allows the average opinion about prices 
(the simultaneous object and result of people’s search) to become self-
fulfilling. In other words, actual prices in the stock exchange are seen 
by Keynes as determined by average opinion (as most agents practice 
speculation rather than enterprise). Each speculative agent thinks about 
what the others as a group think about the price of a stock or a set of 
prices. If everybody thinks that the group as a whole thinks that prices will 
remain the same (or rise or fall), prices will indeed remain the same (or 
rise or fall). here we have moved toward an additional feature of Keynes’s 
financial convention that is not necessarily common to all conventions in 
my sense of the term (unlike social sharing, conformity with conformity, 
and arbitrariness), even when there are expectations involved. 
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The third technique of Keynes’s practical theory also implies some-
thing that is not present in every convention (although it is not restricted 
to financial markets), even when expectations are involved: a belief 
that others may be better informed. This adds a second explanation for 
imitation to the argument of a self-fulfilling prophecy, which involves a 
coordination effect or increasing returns to adoption.

Yet another specific aspect of Keynes’s treatment of conventions is the 
relation between the projection of the existing situation and the resort to 
the average or majority opinion. Keynes referred to them rather loosely 
in connection to convention. It is not obvious or inevitable that agents 
project the current situation and at the same time follow the average 
opinion. how could they do so in the case in which the average opinion 
is not that things will remain as they are? This is not, however, the case 
that Keynes has in mind. as seen above, he referred to “the average ex-
pectation of those who deal on the stock exchange as revealed in the price 
of shares” (Keynes, 1936, p. 151, emphasis added) and to the assump-
tion that “the existing market valuation, however arrived at, is uniquely 
correct” (ibid., p. 152, emphasis in original). This may be interpreted 
as assuming that the existing situation—in particular, the existing set 
of prices—will normally remain as it is because the existing situation 
reflects a correct average opinion. In other words, the projection of the 
existing situation and the conformity with the average opinion are the 
same thing if the average opinion is revealed in the existing situation, 
namely, in the existing share prices.

Speculation: conventional or unconventional?

If Keynes’s financial convention in the stock exchange consists in project-
ing the existing stock prices into the future and therefore in following 
the average opinion as reflected in these prices, there is a peculiar way 
in which the speculator stricto sensu is unconventional.8 as seen above, 
Keynes describes this speculator as someone who believes not only to 
know “better than the market what the future will bring forth” (ibid., 
p. 170), but also, more specifically, to be able to “outwit the crowd” (ibid., 
p. 155). By not projecting the existing situation into the future and by 
disagreeing with the current average opinion, the Keynesian speculator 
can be said to be unconventional. This is a somewhat peculiar way of 
being unconventional, for two reasons. 

8 This section elaborates on some ideas initially presented in Dequech (2003, 
p. 163).
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First, this speculator not only engages in “a battle of wits to anticipate 
the basis of conventional valuation a few months hence” (ibid., p. 155) 
and wants “to guess better than the crowd how the crowd will behave” 
(ibid., p. 157), but disagrees with the current average opinion with the 
intention of agreeing with the future average opinion. The speculator 
tries to “act in the same way” as the crowd (i.e., to follow the average 
opinion) “a short time ahead,” as Keynes had written in the Treatise 
on Money (1930, p. 361, emphasis added). The Keynesian speculator 
is unconventional today in the hope of being conventional tomorrow or 
later. conventionality and unconventionality cannot be meaningfully 
contrasted in this context without references to time. 

One could express similar ideas by pointing out the peculiar sense in 
which the Keynesian speculator is conventional: the speculator does what 
he or she does because of an expectation that others will do the same in 
the future. The speculator is conventional in the sense of conforming to 
the average opinion that this agent expects to prevail in the future. This is 
conventional in a peculiar sense because it requires not doing the same as 
the crowd now, that is, not to follow the current average opinion (which 
obviously implies expecting a change in average opinion). at the same 
time this behavior is still unconventional in the sense of not conforming 
to Keynes’s main example of conventional expectational pattern, namely, 
the projection of the existing situation into the future.

Second, in the case of financial markets, it may be difficult to identify 
exactly the convention with which one could break. as Keynes (1936, 
p. 172) notes, there may be greatly divergent opinions in these markets, 
making an average opinion less meaningful. Moreover, the relative 
number of speculators may be quite large (lato sensu). With the latter 
situation in mind, Keynes (ibid., pp. 157–158) characterized the non-
speculator (“the long-term investor”) as “unconventional.”

Precariousness and possible short duration

as shown above, Keynes saw the projective financial convention—and 
the practical theory of the future more generally—as precarious and 
liable to sudden changes: “The practice of calmness and immobility, 
of certainty and security, suddenly breaks down. New fears and hopes 
will, without warning, take charge of human conduct. The forces of 
disillusion may suddenly impose a new conventional basis of valuation” 
(Keynes, 1937, p. 215).

In the already-mentioned absence of unanimity, for prices to remain 
constant, confidently held opinions would need to be divergent and 
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to cancel out, but this is unlikely to occur or to hold for a long time 
because of speculation strico sensu. With divergent opinions, prices 
could still be fairly stable, if not constant. This is compatible with the 
survival of the projective expectational pattern (while observed and 
expected results change), but only as long as prices do not change very 
much. Speculation may, however, lead to a concentration of opinions 
on the bull or bear side of the market that is strong enough to cause 
significant price changes, thus destroying the projective convention. 
unless a market maker successfully intervenes, a “bandwagon effect” 
may occur (Davidson, 2002), leading to what I would call a different 
convention, now regarding a direction of change in prices, rather than 
a constant price level.

It is obvious that Keynes’s convention is informal in the sense of not 
being ultimately enforced by the organizations of the legal system. If 
we understand conventions as a subset of the set of institutions, then 
Keynes’s treatment contrasts significantly with Williamson’s (2000) view 
of informal institutions. after locating informal institutions at what he 
calls the social embeddedness level of analysis, Williamson argues that 
institutions at this level “change very slowly—on the order of centuries 
or millennia” (ibid., p. 596). he seems to use this argument to justify 
the presumed fact that this level of analysis is “taken as given by most 
institutional economists” (ibid., p. 596). Keynes’s financial convention 
in the stock exchange may change much more rapidly and certainly is 
relevant enough for economists not to always take it as given.

Self-interest, decision-theoretic norm, and social norm

Self-interest and decision-theoretic norm

In Keynes’s view, is it in the interest of each agent in the stock exchange 
to conform to the convention of imitating the current average opinion as 
expressed in current prices? 

Before attempting to answer this question, it should be noted that while 
Keynes seems to suppose that agents in the stock exchange act out of self-
interest, he is somewhat ambiguous about the immediate determinants of 
their self-interest (for a neoclassical economist, this would mean that the 
arguments of the utility function are not completely clear). For the time 
being, I shall assume that Keynes meant that self-interested agents in the 
stock exchange are searching for pecuniary gain. I will later show that 
Keynes considered that his financial agents might care about something 
else in addition to money (or perhaps instead of it).
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Two interrelated aspects of the problem are crucial when answering 
that question. One has to do with time. The other concerns the agent’s 
expectations about what other agents in the same context will do.

as argued above, the speculator stricto sensu disagrees with the current 
average opinion and, in this sense, is unconventional, not doing what 
others are doing. Keynes does not seem to imply that this speculator 
acts against his or her self-interest. In other words, self-interest does 
not dictate conformity with the convention of projecting existing prices 
into the future and thus with the current average opinion. Keynes clearly 
argues that this conformity is reasonable, but this does not mean that it 
is the only reasonable alternative.

Speculation stricto sensu involves an expectation that there will be a 
change in the average opinion and an attempt to arrive first at a point 
where the others are expected to arrive later. If the others were expected 
to assume and to remain indefinitely assuming that current prices would 
continue to prevail in the future, one would not act unconventionally 
now. In this scenario, conforming with the average opinion would be a 
decision-theoretic norm: “In a strong sense, an institution may be said to 
be a decision-theoretic norm if, even in the absence of external sanctions, 
it is always in the interest of an individual to conform to that institution, 
at least when he/she expects (nearly) everybody else to do the same” 
(Dequech, 2009, p. 74, emphasis in original). The latter condition is not, 
however, satisfied in the scenario described by Keynes: in his description 
of the stock exchange, there are many speculators who expect a change 
in average opinion.9 The very precariousness of the projective convention 
(or any convention formed under uncertainty and speculation, for that 
matter) and the monetary rewards that await those who rightly deviate 
from it stimulate at least some agents to believe that existing prices will 
change sometime in the future and, depending on their confidence, to 
act on this belief.

Like conventionality and unconventionality, the decision-theoretic 
normativity of Keynes’s financial convention cannot be properly assessed 
without references to time. Present conformity by everyone else with 
the average opinion expressed in current prices is not sufficient to lead 

9 as seen above, Runde argues that conformity to the convention is in each agent’s 
interest, “given that each agent expects the other members of the group to conform to 
it” (1994, p. 248, emphasis added). I would rephrase this sentence (replacing “given” 
with “provided”) to make it more explicitly stated as a conditional clause, because at 
least in one sense speculators stricto sensu do not share this expectation. Mizuhara 
rewrites Runde’s sentence as meaning that “it is in the interest of everyone to conform 
to the convention if everyone else is conforming to it” (2003, p. 202). This makes 
conditionality clear but misses Runde’s reference to expected conformity. 
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a self-interested agent to conform, if one expects a change in average 
opinion and, consequently, in prices. 

Reputation, self-interest, and social norm

Keynes famously wrote in chapter 12 of The General Theory: “Worldly 
wisdom teaches that it is better for reputation to fail conventionally than to 
succeed unconventionally” (1936, p. 158). If people may act convention-
ally or unconventionally, obviously there exists a convention. If there are 
reputational sanctions involved, this convention is a social norm. Keynes 
suggested that agents in the stock exchange might be concerned with their 
reputation (in addition to, or instead of, money, as discussed above). his 
analysis therefore included (reputational) sanctions as another explanation 
for conformity. If reputation may affect someone’s self-interest, then this 
social norm may also be a decision-theoretic norm, in a weak sense: “an 
institution may be said to be a decision-theoretic norm in a weak sense if, 
because of social sanctions, it is always in the interest of an individual to 
conform to that institution, at least when he/she expects (nearly) everybody 
else to do the same” (Dequech, 2009, p. 74, emphasis in original).

although Keynes had referred earlier in chapter 12 to the projective 
convention (1936, p. 152) and to the conventional valuation expressed 
in current prices (ibid., pp. 154–155), this is not the convention that he 
had in mind when writing about worldly wisdom and reputation. It was 
just before doing so that Keynes had depicted “the long-term investor” 
as “unconventional”—as already mentioned above (in the section on 
speculation), when pointing out the large relative number of speculators. 
The implicit convention is speculation lato sensu (it could not be specu-
lation stricto sensu if at the same time the majority adopts the projective 
convention). however, there is no clear indication of why speculation 
itself would be a convention.

If applied to the projective convention, what would Keynes’s maxim 
imply about the speculator stricto sensu? The answer depends, of course, 
on whether one considers this speculator conventional or unconventional. 
To the extent that speculation stricto sensu is unconventional, Keynes’s 
maxim may overestimate the harm caused to reputation by this particu-
lar activity. he is right, however, to point out accountability, as when 
mentioning “pretty, polite techniques, made for a well-panelled Board 
Room” (1937, p. 215).

Concluding remarks

This paper has attempted to contribute to the ongoing debate on Keynes’s 
analysis of conventions in financial markets, paying special attention to 
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the stock exchange. It has hopefully helped to organize the discussion, 
to show more precisely how Keynes’s treatment is not sufficiently clear, 
to clarify some of Keynes’s contributions, and to provide indications 
that, despite the lack of greater clarity, they are very insightful as well 
as relevant for current studies on the economics of institutions. Keynes 
pioneered the view of economic conventions as mental constructs, 
shared for social reasons. he also anticipated the three main explana-
tions that contemporary economists usually provide for conformity with 
conventions and other institutions: (1) some form of coordination effect 
or increasing returns to adoption, in his case linked to self-fulfilling 
expectations, (2) informational differences, and (3) social sanctions, in 
his case reputational ones. In contrast with most economists of his own 
time and of today, he did it while incorporating into the analysis a very 
strong type of uncertainty. This plays an important part in explaining the 
arbitrariness and the fragility of Keynes’s financial convention. In turn, 
the fragility and possible short duration of this convention challenge the 
belief held by many economists that informal institutions change very 
slowly. Keynes also offered important elements for the identification of 
the specificity of financial markets in comparison with goods markets.
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