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Abolish the Nobel 
Prize for economics 
INITIATIVE 
MATTERS 
Oliver Hartwich 

The challenge for 
economists is often 
not so much the 
design of a grand 
new theory but 
to keep alive the 
ideas of great past 
economists and 
apply them to new 
policy challenges 

The economics Nobel Prize is a funny thing. 
Notjust because it does not existmen Alfred 
Nobel donatedhis fortune to the awards in 
his name, he included Physics, Chemistry, 
Literature, Peace and Medicine. Econom- 
ics, meanwhile, only got includedwhen the 
Swedish ceniml bank established the orize "in 
memory ofAlfred Nobel" in the late 1960s. 

Since then, the economics Nobel Prize 
has been almost as controversial as the Peace 
prize. The reason is simple. Whereas in Phys- 
ics, Chemislry and Medicine, the scientific 
relevance of a discovery or an invention can 
be demonstratedrelatively easil~ especially 
with the typical benefit of a few decades of 
hindsight, economic theory does not advance 
in a similar fashion 

In the history of economic thought, there 
have been few genuine eurekamoments. 
Adam Smiths understanding of the division 
of labour comes to mind (1776). David Ricar- 
do's explanation of comparative advantage is 
another such breakthrough (1817), as was the 
joint but independent discovery of n m g d  
utility bywilliam Stanley Jevons, Car1 Menger 
and Lkon Walras (1871-74). 

Sice  these glorious early days of econom- 
ics with their path-breaking insights, it is fair 
to say that the refinement if  economics has 
not oroduced similar advances in knowledge. 
1n oddkind of way, at least this corre- 
sponds to the law of diminishing returns In 
production processes, you typically realise 
the biggest output increases in the beginning. 
Why should it be any different in the produc- 
tion of knowledge? 

Applying economic theories 
to new challenges 
However, the real tragedy for economics is 
not with the production of new economic 
knowledge. Unfortunately, we often discard 
and abandon the things we have learnt in 
the past As FriedrichHayek, himselfaNobel 
laureate, once said in alecture, "in economics 
you can never establish a truth once and for 
all but have always to convince everygen- 
eration anew." Instead, Hayek believed that 
"howledge once gained and spread is often 
not disproved, but simply lost or forgotten." 

The challenge for economists is often not 
so much the design of a grand new theory but 
to keep alive the ideas of great past econo- 
mists and apply them to new policy chal- 
lenges. That is worthwhile, no doubt about 
that, but is it really prize worthy? 

The other main problem with the eco- 
nomics Nobel is that there remains a sub- 
stantial amount of disagreementwithin the 
economics orofession The orize committee 
then has to bo something &at economists 
typically try to avoid: pick winners. 

In their past decisions, it is obvious how 
uncomfoaable the committee often were 
with their choices. We can tell because they 
often hedged their bets, which leads to the 
bizarre outcome that in economics it is pos- 
sible to share a Nobel Prize for saying oppo- 
site things. It is unthinkable in the natural 
sciences to give a prize to two scientists 
whose research led them to diametrically 
opposed conclusions. Not so in economics, 
where we have become used to it. 

Thus Hayek, an anh-liberal, had to share 
his prize with Swedish socialist Gunnar Myrd- 
al in 1974. For the same reason, this year's 
prize is shared by Eugene Farna and Robert 
Shiller. The former explainedwhy market 
prices typicallyrefled all available intorrna- 
tion; the latter why markets tend to exaggera- 

Oddball winners 
The problems with the economics Nobel 
Prize unfortunately do not end with such 
ambiguity. The prize is also notorious for 
beingawarded to people whose subsequent 
behaviour may be embarrassing. Myron 
Scholes, the 1&7winner, is the perfect exam- 
ple. Scholes may have produced great work 
in the field offinancial markets theory. How- 
ever, his personal record in the markets will 
forever be overshadowed by the failwe of his 
hedge fund Long-Term Capital Management 
(EEM). A year after Scholes had won the 
prize, ITCM collapsed, losidg $US46 billion 
of investment 

In a similar way, one may well feel that 
~ a u l  Krugman may have deserved his 2008 
Nobel for his contributions to mde theow 
Whether Krugman's ~ e u r  ~ o n k  limes col&nn 
and political activism would warrant similar 
accolades is a matter for debate. 

The prize is not only con~oversial for the 
people who have received it but also for those 
who have not For example, the foundations 
of public choice theory& jointly laid by 
James Buchanan and GordonTullock, not 
least through their joint book The Calculus 
of CoILSeRCIQgrml~undatiom of Constitu- 
tionalDemorracy. But only Buchanan won 
the Nobel, presumably becauseTullockhad 
always been the more outspoken, or shallwe 
say politically incorrect, part of the couple. 
Finally, the prize has become an annual 

occasion to test one's professional self- 
esteem Havingwaited with bated breath 
for the winner, it all too often happened 
that I and some well-informed economist 
colleagues scratched our heads after the 
announcement Who is Lloyd S Shapley? Or 
CbristopherA Pissarides? Or R e i i d  Selten? 

Who missed out 
Shortly after this moment of embarrassment, 
one then wonders what happened to one's 
favourite economists who once again missed 
out Say, Alberto Alesina for his work between 
macroeconomics and politics,VitoTanzi for 
his analysis of long-term government spend- 
ing wends, Richard Epstein for his work in 
law and economics or Israel M b e r  for his 
theory of enireprenemhip and his develop- 
ment ofAusMan school methodology. 

No matter how vou look at it, the econom- 
ics ~ o b e l  Prize does not make much sense. 
Yet it is hard to abolish somethinethat does " 
not really exist, so here are a few recom- 
mendations on how this odd prize could be 
reformed: 

Award it posthumously for the great dis- 
coveries in economic science, starting with 
Adam Smith (ifthe committee can't agree on 
him, Smith could share the prize with Karl 
Manr); 

Give the prize to politicians who demon- 
strate a rudimentary understanding ofbasic 
economics (hard to find -we may have to 
turn it into a biannual or even rarer prize); 

'Ilun it into a specijic challenge, say a prize 
for the economist who shows a way to revive 
the stuckWT0 trade t a k  and 

Combine it with the literature award (so 
columnists like Paul Krugman dl stand a 
chance). 

Ifnone of this works, the Swedish Riks- 
bank might award the prize to itself every yew 
-for keeping Sweden out of the euromne. 
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