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			Joseph Stiglitz

			Key information

			
					Date and place of birth: Gary, Indiana on 9 February 1943.

					Context and background: Joseph Stiglitz is one of the best-known figures of new Keynesian economics and one of the pioneers of information economics.

					Notable works:	Principles of Macroeconomics, 1993.

	Globalization and its Discontents, 2002.

	The Roaring Nineties: A New History of the World’s Most Prosperous Decade, 2003.

	Making Globalization Work: The Next Steps to Global Justice, 2006.

	Economics, 2006, in collaboration with Jean-Dominique Lafay (born in 1944) and Carl E. Walsh (born in 1949).

	Freefall: Free Markets, and the Sinking of the World Economy, 2010.

	The Price of Inequality, 2012.




					Recognition: In 2001, he shared the Nobel Memorial Prize in Economic Sciences with George Akerlof (born in 1940) and Michael Spence (born in 1943) for his contributions to information economics.

					Key concepts:	Econometrics: A branch of economics that uses statistics and various mathematical tools to model the economic reality and the phenomena related to it (growth, inflation, etc.).

	Globalisation

	Human Development Index (HDI): An indicator which measures the human development of each country. It complements GDP per capita (which does not reflect individual and collective wellbeing) by incorporating life expectancy, level of education and standard of living.

	Information economics: A branch of economics which acknowledges the asymmetry of information in markets in order to study its impact on economic decisions.

	International Monetary Fund (IMF): An international institution whose role is to ensure financial stability on a global level and facilitate international trade.

	New Keynesianism: Also called New Keynesian economics, this school of economic thought emerged in response to new classical macroeconomics. It draws on the approach of John Maynard Keynes (British economist, 1883-1946) and complements his theory by analysing the microeconomic foundations of macroeconomics, in particular by explaining price rigidity through relative imperfections in information. This should not be confused with Neo-Keynesian economics. 

	World Bank: An international institution that is one of the specialised agencies of the UN. Its role is to advise developing countries and grant them loans as part of the global fight against poverty.




			

			Introduction

			“The real debate today is about finding the right balance between the market and government. Both are needed.” (Stiglitz, cited in Altman, 2006)

			Stiglitz regularly calls for increased dialogue between governments and markets, and even more so between markets and households. As a confirmed New Keynesian, he considers that the austerity policies implemented by countries to overcome crises are often illogical. His attitude to the efforts undertaken by the United States is uncompromising and he stresses their ineffectiveness, criticising in particular deregulation policies, the decline of progressive taxation and the weakening of the social safety net (The Price of Inequality, 2012).

			This was not the first time the Nobel Prize winner had denounced the policies of large institutions: he is also known for his criticisms of the World Bank and the IMF. He served as senior vice-president and chief economist of the World Bank for four years, which makes his comments all the more cutting.

			The aim of this eclectic economist, with expertise in econometrics, political economics and development economics, is to add nuance to certain frequently used economic models. He also works towards the realisation of a true democracy based on effective dialogue between experts and laypeople, and especially on equitable access to knowledge.

		


		
			Biography

			Justice: a common theme in the Stiglitz family

			Stiglitz, who grew up in Gary, a largely middle-class industrial city in Indiana, acquired a strong sense of justice and fairness from his parents at a very early age. His mother, Charlotte, was a teacher at a public school where the vast majority of students came from families living in extreme poverty. His father, Nathaniel, was an insurance salesman – which later influenced the work of his son – and vigorously defended the ideas of the Democratic Party, including the right of domestic workers to benefit from social security.

			A brilliant academic career

			Despite the results of a high school personality test that suggested he should become a rabbi, Stiglitz chose to attend college. He began his academic career at Amherst College (a liberal arts college in Massachusetts), where he spent three years before his teachers, who had already noticed his great analytical skills, suggested that he study at the Massachusetts Institute of Technology (MIT). He participated in several research projects at MIT, in particular under Professor Hirofumi Uzawa (Japanese economist, 1928-2014), who was known for having initiated the field of mathematical economics and modelled the growth theory of neoclassical economics.

			Thereafter, Stiglitz achieved a series of successes: he received his doctorate in 1967, at the age of just 24, became a professor at Yale University at the age of 27, then became a member of the Econometric Society two years later. He also held several professorships at the universities of Stanford, Oxford, Princeton and even Nairobi. To describe his academic career as brilliant would be an understatement.

			Among his strengths, his mastery of the tools of econometrics led him to take part in many debates on the analysis of issues relating to economic policies, at a time when philosophy and ideology were put aside in favour of mathematics. Furthermore, his interests are not confined to a single branch: political economy, development economics and, of course, information economics have all benefited from Stiglitz’s contributions.

			A founder of information economics

			Stiglitz collaborated with Andrew Weiss (American economist, born in 1947) to criticise the classical model of the credit market, which, according to them, does not take into account the importance of information asymmetry. Their article ‘Credit Rationing in Markets with Imperfect Information’ was published in 1981.

			
				
					Andrew Weiss

					This American economist has worked as a consultant to the World Bank and the United States National Research Council, a governmental research organisation, and is a fellow of the Econometric Society. In addition to several research articles, he is also the author of a book entitled Efficiency Wages: Models of Unemployment, Layoffs and Wage Dispersion, published in 1991.

				

			

			A theorist and politician

			Although Stiglitz has particularly distinguished himself in the academic world, he has always advocated a connection between academia, policymakers and ordinary citizens. His career is not confined to the field of education: he has also held several political positions during his life. In 1993, he worked with President Bill Clinton (Democrat, born in 1946) as a member of the Council of Economic Advisors, and was appointed Chair of this group in 1995.

			
				
					What is the Council of Economic Advisors?

					The Council of Economic Advisors (CEA) is a group of economists who guide the economic decisions of the White House. It is an agency within the Executive Office of the United States president.

				

			

			In 1997, Stiglitz left the Clinton administration to become the senior vice president and chief economist of the World Bank. The four years he spent there reinforced his opposition to existing international policies, especially those regarding development. He had no qualms about publicly expressing his disappointment with neoliberalism, which strongly influenced the decisions and projects of the World Bank. Globalization and its Discontents (2002), which was a huge success with a broad and diverse readership as soon as it was published, provides a summary of his criticisms of the status quo, including what he describes as the “market fundamentalism” of the IMF and “crony capitalism”. The first refers to the blinkered approach of the IMF, which does not consider models other than the free market as frameworks for international trade and development. “Crony capitalism” means cronyism between government officials, which results in a degree of favouritism.

			When he resigned from his position at the World Bank in 2000, he returned to academia, joining Columbia University in New York as a professor. While 2001 marked a turning point in his career, it was above all the year that his work on information asymmetry was recognised, as he was awarded the Nobel Memorial Prize in Economic Sciences, along with George Akerlof and Michael Spence.

			No democracy without access to information

			Now a professor at the Graduate School of Business at Columbia University, Stiglitz regularly writes books in a highly accessible style, through which he manages to popularise certain economic issues. Indeed, he believes that in order to achieve a healthier democracy, it is imperative that every individual – whether a novice or an expert – can grasp and understand the phenomena and decisions that shape current affairs.

			Similarly, he founded a think tank on the policies in place in the USA, called the Initiative for Policy Dialogue, as well as the journal The Economists’ Voice, which he also edits. In this way, he seeks to narrow the gap between the information contained in scientific papers on economics and readers, who are not necessarily trained to grasp all of the complexities of these concepts.

		


		
			Work and contributions to economics

			The topics covered in Stiglitz’s research, books and scientific articles are many and varied.

			Information asymmetry

			For this renowned economist, the circulation of information (its accessibility to all participants in the markets) is one of the crucial criteria of perfect competition, a unique context where the famous invisible hand mechanism can be applied.

			
				
					The invisible hand

					The invisible hand was conceptualised by Adam Smith (British economist, 1723-1790), and refers to the mechanism by which an individual’s pursuit of their own interest leads to collective wellbeing. This metaphor reveals a sort of natural force that should regulate markets. 

				

			

			In other words, an exchange only falls within this framework if both persons or entities involved have access to the same information. Stiglitz claims that, despite the fact that classical thinking and its extensions have always accepted the hypothesis of market efficiency and therefore focused their analysis in this regard, this theoretical vision of things does not reflect real exchange situations.
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			Proof by credit rationing

			In 1981, Joseph Stiglitz and Andrew Weiss developed arguments criticising the circulation of information on goods and services traded on the market. They looked the credit market and, in particular, credit rationing (which involves state intervention). At the heart of their reflection lies a question: if the perfection of the market allows supply and demand to be balanced through automatic price adjustment – in this case, via the interest rate – why does rationing exist?

			According to the two authors, the answer can be found in the imperfection of the information obtained by the banks. Despite the existence of records containing extensive data on potential beneficiaries, they are can only ever offer guidance on the effective ability of customers to repay their loans. Ahead of this development, Stiglitz laid the foundations for discussions on information asymmetry by writing an article on screening, a technique used by the least informed party of the exchange in order to categorise the other party and propose the most suitable offer.

			A good deal or a piece of junk?

			We can consider a simple example, that of the second-hand car market, which is particularly used by Akerlof. On this market, it is difficult to access certain pieces of information, such as the technical condition of the car, the seller’s driving style, the number of accidents suffered by the vehicle, etc. As a result, it is impossible for the buyer to get a clear idea of the state of the product. Unable to determine whether it is a good deal or an old banger, they tend to attribute an average price to all cars. This discourages good quality car dealers, who find themselves pushed out of the market, and encourages used car sellers, who consequently occupy a larger space on the market.

			To use the official terminology, this is a situation of ‘adverse selection’: the result obtained is the opposite to the result initially sought.

			Another consequence of information asymmetry can be observed in particular in the field of insurance. A customer whose record indicates a certain level of risk can change their behaviour after signing the insurance contract: the customer is likely to become more risk-averse, which undoubtedly increases the costs covered by the insurance agency.

			The efficiency wage

			In the same way that he questions the existence of rationing in the credit market, Stiglitz takes an interest in unemployment. In collaboration with Carl Shapiro (American economist, born in 1955), in the article ‘Equilibrium Unemployment as a Worker Discipline Device’ (1984), he highlighted that the theory of information asymmetry also helps to partly explain the phenomenon of unemployment.

			In this way, on the job market, CVs, cover letters and qualifications function as the screening or signalling carried out by a party. However, as in the case of credit, the productivity of the future employee cannot be guaranteed by these documents alone. To overcome this problem and to attract top performers, the employer may decide to fix their salaries at a higher level than the market average (the “going wage”). Consequently, it is in the employees’ best interests to be productive as they do not want to risk dismissal, and indirectly, a lower salary. Although the problem appears to be solved at this level, when all employers adopt the same strategy the demand for labour (or job offers) decreases, which reinforces the problem of unemployment. “Unemployment is driven by the information structure of employment.” (Stiglitz and Shapiro, 1984).

			
				
					Information economics

					The labour market, the second-hand cars market and the credit market are all part of a longer list of paradoxical economic phenomena that can be explained through the theory of information asymmetry. Information economics

				

			

			New Keynesianism

			Premises

			
			
			
				
					
					
					
							Neoclassical synthesis or Neo-Keynesianism is influenced by neoclassical thought and counts among its major representatives John Hicks (1904-1989), who first established the IS-LM model, Paul Samuelson (1915-2009), Robert Solow (born in 1924), Franco Modigliani (1918-2003), Robert Mundell (born in 1932) and Gregory Mankiw (born in 1958). Its central models are the IS-LM model and its international variant, the Mundell-Fleming model, as well as the Phillips curve.

							The school of New Keynesianism is similar to neoclassical approaches regarding the concept of general equilibrium, but differs when it comes to the perfection of information, which its members consider to be limited in reality. Its most influential representatives include George Akerlof, Stiglitz, Olivier Blanchard (born in 1948) and Lawrence Summers (born in 1954). Their key concepts and models are information asymmetry, adverse selection and the efficiency wage.

							Post-Keynesianism focuses strictly on Keynesian principles. Piero Sraffa (1898-1983), Michal Kalecki (1899-1970) and Roy Forbes Harrod (1900-1978) are among the best known post-Keynesians.

					

				

			

			Austerity is not the answer

			
			
			
			Stiglitz’s criticism of the World Bank and the IMF

			
			
			
			
				
					
					
				

			

			The HDI: an alternative measure of economic health

			Conceptualisation

			
			
			
				
					
					
				

			

			
			Specifics

			
			
					The sustainability of development. The index does not just consider economies based on their GDP, but also requires their GDP to be generated by sustainable activities.

					Social wellbeing. In addition to being sustainable, these activities must also include measures to improve the quality of life of citizens (such as access to and quality of education and healthcare).
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