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than they did 5 years ago and are much more likely 
than at any previous time in their working lives to face 
unemployment and insolvency. Critically, we know it, 
and as a society we have suffered psychologically.

So, I hear you ask, surely this is an economic 
situation? What does it have to do with psychology? 
Well, psychologists can offer some insights into how 
the recession started. We can also cast some light on 
the psychological effects of living in a recession. I’ll 
come back to that in the next e-review (March 2014).

Recession psychology
What caused the recession?

We are currently going through what has 
become known as ‘The Great Recession’, 
‘The Lesser Depression’ or ‘The Long 

Recession’. These are gloomy titles and they should be. 
The current state of the global economy is the second 
worst it has been in the last 100 years, the worst being 
the Great Depression of the 1930s. If you haven’t come 
across that one, it is portrayed well in the Doctor Who 
episode ‘Daleks in Manhattan’ (series 3 episode 4). 
Most adults now have significantly less money to spend 
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Activities
1 Research more about groupthink and 

narcissism. Which do you think is likely to be 
the more important factor in the bad financial 
judgements that led to the recession?

2 More generally, where do you stand on the 
situation versus disposition debate? As a class 
you might want to split into two camps and 
have a debate.

Weblinks to follow up
To learn more about how the recession took place, 
see the BBC’s timeline:
http://news.bbc.co.uk/1/hi/8242825.stm
You can read more about Blanchflower’s ideas by 
following this link: www.tinyurl.com/l6qw2w
You can read about the Campbell, Goodie & Foster 
(2004) study here: www.tinyurl.com/ozec54n

Situational and dispositional 
explanations for behaviour
You may have come across the debate running through 
social psychology over dispositional versus situational 
explanations for human behaviour. Situational 
explanations explain behaviour as the product of 
the ways we tend to respond to particular situations. 
Dispositional explanations focus instead on the 
individual characteristics of the people undertaking 
the behaviour.

You may by now have looked at Stanley Milgram’s 
investigations of obedience. Milgram’s work is rooted 
in the situation–disposition debate. His original 
intention was to investigate whether the German 
disposition might have contributed to the Holocaust 
by encouraging excessive obedience. However, after 
seeing how obedient Americans were, Milgram 
concluded that situational factors were more important 
than dispositional factors.

Applying the situational and 
dispositional approaches to 
explaining the recession
In the 2000s a series of bad financial decisions took 
place in the run-up to the start of the recession. We 
can explain this failure in decision-making by means 
of situational or dispositional theories. A situational 
phenomenon that can lead to poor decisions is 
groupthink. Groupthink takes place when a cohesive 
group minimises disagreement by conforming to a 
view, even when to an outsider that view appears to be 
obviously incorrect. Groupthink has been blamed for 
many historical events, including the invasion of Iraq. 
Writing in the New Statesman, Blanchflower (2009) 
suggests that groupthink prevented groups like the Bank 
of England’s Monetary Policy Committee responding 
decisively to the growing financial crisis of 2008.

Twenge (2010) has suggested a role for dispositional 
factors in the mismanagement of the world’s finances. 
In particular, she highlights the role of narcissism. 
Finance before the 2008 crisis was characterised by 
under-regulation and the unthinking accumulation 

of massive debt. According to Twenge, narcissism is a 
psychological trait that can lead people to accumulate 
debt and, in the absence of regulation, take massive 
financial risks.

So what actually is narcissism? Essentially it is a 
type of arrogance and an exaggerated sense of self-
importance. Narcissists take risks because they are 
overconfident. Their sense of self-importance is so 
great that it doesn’t occur to them that they might 
mess up. Shortly before the recession, a study by 
Campbell, Goodie & Foster (2004) showed that 
participants categorised as highly narcissistic lost more 
money in a gambling task than others because of their 
overconfidence.
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