
Creating Institutions for Managing Society's
Largest Economic Risks: A Comprehensive
Guide to the Clarendon Framework
Economic risks pose a significant threat to individuals, businesses, and
economies worldwide. The 2008 financial crisis, for instance, had
devastating consequences for millions of people and left a lasting impact
on the global economy. To mitigate such risks and enhance economic
stability, it is essential to develop robust institutions that can effectively
manage them. The Clarendon Framework, developed by the Institute for
New Economic Thinking at the Oxford Martin School, offers a
comprehensive approach for creating such institutions.

The Clarendon Framework is a systematic and interdisciplinary approach
that provides a roadmap for designing and implementing institutions to
manage systemic economic risks. It consists of five key elements:

1. Identification of Risks: Systematically identifying and assessing
potential sources of economic disruption, such as financial instability,
climate change, or technological disruptions.
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2. Assessment of Impacts: Evaluating the potential consequences of
identified risks on individuals, businesses, and the economy as a
whole.

3. Design of Institutions: Developing and implementing institutions that
are specifically tailored to mitigate or manage identified risks. These
institutions may include regulatory frameworks, monitoring systems,
and mechanisms for intervention.

4. Governance and Accountability: Establishing clear governance
structures and accountability mechanisms to ensure that institutions
operate effectively and transparently.

5. Adaptation and Learning: Continuously monitoring and evaluating
the performance of institutions and making adjustments as needed to
maintain their effectiveness in a dynamic risk landscape.

The Clarendon Framework emphasizes several key principles:

Systemic Perspective: It recognizes that economic risks are
interconnected and affect the entire economy, requiring a holistic
approach to management.
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Interdisciplinary Collaboration: It promotes collaboration among
experts from economics, law, political science, and other disciplines to
ensure a comprehensive understanding of risks and their implications.

Evidence-Based Policymaking: It emphasizes the use of empirical
data and rigorous analysis to inform the design and implementation of
institutions.

Transparency and Accountability: It mandates transparency in
decision-making and accountability for the performance of institutions.

Adaptive Governance: It acknowledges that risks and their potential
consequences are constantly evolving, necessitating institutions that
can adapt and respond effectively.

The Clarendon Framework can be applied to manage a wide range of
economic risks, including:

Financial Stability: Establishing institutions to regulate and supervise
the financial system, mitigate systemic risks, and enhance resilience.

Climate Change: Developing institutions to assess climate-related
risks, incentivize mitigation measures, and facilitate adaptation efforts.

Technological Disruptions: Creating institutions to monitor and
evaluate emerging technologies, foster innovation, and protect against
potential disruptions.



Cybersecurity: Establishing institutions to safeguard against
cyberattacks, protect critical infrastructure, and promote resilience in
the digital domain.

Income Inequality: Developing institutions to address wealth
disparities, promote social mobility, and reduce the risk of social
unrest.

Adopting the Clarendon Framework brings several benefits:

Enhanced Risk Management: Provides a structured and systematic
approach to identify, assess, and mitigate economic risks.

Increased Economic Stability: Creates institutions that can buffer
against shocks and disruptions, fostering a more stable and resilient
economy.

Improved Decision-Making: Enables policymakers and regulators to
make informed decisions based on empirical evidence and risk-benefit
analysis.

Increased Transparency and Accountability: Enhances
transparency in the design and operation of risk management
institutions, promoting trust and accountability.

Adaptive Governance: Facilitates the continuous adaptation and
improvement of institutions to keep pace with evolving risks.



The Clarendon Framework has been successfully applied in several
countries to manage economic risks effectively. Notable examples include:

The Financial Stability Board (FSB): An international body
established to promote financial stability and prevent future financial
crises.

The International Monetary Fund (IMF): Provides policy advice,
loans, and technical assistance to member countries to support
economic stability.

The Climate Policy Initiative (CPI): An independent non-profit
organization that provides analysis and advice on climate change
policy to governments, businesses, and investors.

The Cyber Security and Infrastructure Security Agency (CISA): A
U.S. federal agency responsible for protecting critical infrastructure
from cyberattacks and promoting cybersecurity.

The Clarendon Framework is an essential toolkit for creating institutions
that can effectively manage society's largest economic risks. Its systematic
approach, interdisciplinary perspective, and emphasis on evidence-based
policymaking provide a roadmap for policymakers, regulators, and other
stakeholders to enhance economic stability and foster a more resilient
society. By adopting and implementing the Clarendon Framework, we can
mitigate the potential consequences of economic shocks and create a more
prosperous and sustainable future for all.

Image 1: Clarendon Framework diagram with five key elements.



Image 2: Global map of economic risks with highlighted areas.

Image 3: Group of experts collaborating on risk assessment.

Image 4: Financial Stability Board logo on a background of financial
data.

Image 5: International Monetary Fund building with world map overlay.
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