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What Is a Sociological Perspective on Investing?

This book is addressed to multiple audiences and agendas. On the one

hand, its objectives are scholarly, and the findings are intended to enlarge

the scope and theoretical repertoire of economic and organizational sociol-

ogy. On the other hand, sociology has a long tradition of crossing bound-

aries and speaking to nonscholarly audiences on topics of broad public

interest. A study of investment behavior among ordinary Americans lends

itself to both purposes and sets of readers. With this in mind, the book

will approach its subject as directly and accessibly as possible. However,

a brief introduction to the perspective that has informed the research is

in order.

Economic sociology seeks to understand the social underpinnings of

money and markets. Its core assumption, which informs this book

throughout, is that social and economic forces are inseparable. While this

assertion may seem uncontroversial, it runs quite contrary to fundamental

assumptions within economics and finance, which have heretofore claimed

the study of financial behavior as their own. Economic sociology seeks to

repair a gap between the disciplines of sociology and economics that arose

just over a century ago. Prior to that, the two fields were one; indeed,

until the end of the nineteenth century there was no sociology per se, only

political economy or political philosophy. Adam Smith’s first book was

titled A Theory of Moral Sentiments, a subject that few modern economists

would dare to broach. The change that brought about the separation of

the two fields of inquiry is part and parcel of modernity itself. As one

sociologist put it,

Western civilization represents itself as an economy these days . . . It

is almost impossible to discuss public affairs in any terms other than

economic . . . It was not always so. When the western bourgeoisie

was struggling to make the modern world, politics and religion fig-

ured prominently on their agenda. They knew they had to create a

whole new culture to break away from the dead hand of the mili-

tary-agrarian complex. It follows from this that economics has be-

come the religion of our secular scientific civilization.17

As economics sought to define itself as a science, on the model of natural

sciences like physics, it developed assumptions and methodologies that

distanced it from its roots and from sociology. Table I.1 summarizes im-

portant distinctions between the two fields, as they stand at present.

While economics and finance have both developed streams of “behav-

ioral” research, which loosen many of the constraints noted above (partic-
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Table I.1

Comparison of Core Assumptions in Economics and Sociology

Core Assumptions in Economics Core Assumptions in Sociology

Individual is unit of analysis Group is unit of analysis

Individuals are rational decision-makers Rationality is a variable; individual decisions
are grounded in socially constructed
knowledge, which is not necessarily
rational

Individuals are motivated by the desire to Individuals are motivated by social concerns
maximize their self-interest (utility) such as status, approval, conformity, etc.

Equilibrium—markets are fair and efficient Power struggles—fairness is a variable

Economy and society are separate Economy is embedded in society

Fixed preferences Flexible preferences

Material basis for analysis Socially constructed ideas and beliefs
analyzed along with material factors

Deductive models trump data Inductive models based on empirics

Few variables, elegant equations Many variables, messy equations

Data are optional Data are essential

ularly the assumptions about rationality, fixed preferences, and market ef-

ficiency), many of the basics—such as the focus on individual behavior

and quantitative methods—remain intact.18

This book will be quite different from a work of behavioral finance or

economics in the following respects. First, it will start from the supposition

that all economic behavior is “embedded” in and inseparable from its so-

cial context. That is, it is nonsensical within economic sociology to discuss

individual behavior without reference to the social forces—be they macro-

institutional or microinteractional—that give rise to and surround it. Sec-

ond, while much of behavioral economics and finance seeks to demon-

strate that assumptions of classical economics—such as individual

rationality and utility maximization—do not hold empirically, economic

sociology starts with the proposition that humans are social creatures re-

sponsive to a myriad of issues, not limited instrumental or rational inter-

ests. Further, a sociological perspective regards individuals’ economic be-

havior as influenced by factors such as social networks, status, power,

socialization processes, identity, emotions, and symbols (such as language

and storytelling). All this makes for much more complex models and less

predictive power than is possible through the stylized assumptions of eco-

nomics, but the goals of sociology lie more in the realm of explanation

than prediction.




