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Nobel Prize in Economics 2018
Integrating innovation and climate with economic growth

Date: October 8, 2018
Source:  Nobel Foundation

Summary:  The 2018 Sveriges Riksbank Prize in Economic Sciences in Memory of Alfred Nobel is being awarded to William D.
Nordhaus “for integrating climate change intc long-run macroeconomic analysis” and Paul M. Romer "for integrating
technologica! innovations into long-run macroeconomic analysis.”

share: f W P in &

FULL STORY

The Royal Swedish Academy of Sciences has decided to award the Sveriges Riksbank Prize in

Economic Sciences in Memory of Alfred Nobel 2018 to William D. Nordhaus, Yale University, New =
Haven, USA "“for integrating climate change into long-run macroeconomic analysis" and Paul M. Romer,
NYU Stern School of Business, New York, USA "for integrating technological innovations into long-run
macroeconomic analysis."

Integrating innovation and climate with economic growth

William D. Nordhaus and Paul M. Romer have designed methods for addressing some of our time's most basic and pressing ques-
tions about how we create long-term sustzined and sustzinable economic growth.

At its heart, economics deals with the management of scarce resources. Nature dictates the main constraints on economic growth and
our knowledge determines how well we dezl with these constraints. This year's Laureates William Nordhaus and Paul Romer have
significantly broadened the scope of economic analysis by constructing models that explain how the market economy interacts with

nature and knowledge.

Technological change

Romer demonstrates how knowledge can function as 2 driver of long-term economic growth. When annual economic growth of a few
per cent accumulates over decades, it transforms people’s lives. Previous macroeconomic research had emphasised technological in-
novation as the primary driver of economic growth, but had not maodelled how economic decisions and market conditions determine
the creation of new technolcgies. Paul Romer solved this problem by demonstrating how economic forces govern the willingness of
firms to produce new ideas and innovations.

Romer's solution, which was published in 1990, laid the foundation of what is now called ondogenous growth theory. The theory s
both conceptual and practical, as it explains how ideas are different to other goods and require specific conditions o thrive in a market
Romer's theory has generated vast amounts of new research into the regulations and policies that encourage new ideas and long-

term prosperity.

Climate change

Nordhaus' findings deal with interactions between society and nature. Nordhaus decided to work on this toplc in the 19708, as scien
tists had become increasingly worried about the combustion of fossil fuel resulting in a warmer climate . In the mid-1990s, he became
the first person to create an integrated assessment model, i.e. a quantitative model that describes the global interplay bétwean the
economy and the climate. His model integrates theories and empirical results from physics, chemistry and economies. Nordhaus'
model is now widely spread and is used to simulate how the economy and the climate co-evolve. It is used to exgmine the conse-

quences of climate policy interventions, for exarnple carbon taxes K 1\
-
The contributions of Paul Romer and William Nordhaus are methodological, providing us with fund; fnanfnl insighle into the causes
. > I ’ i
and consequences of technological innovation and climate change This year's laumafgg, tlo not (Llf(ﬂﬁ!/h'nu'.luawo answers, but their
2 ()Vt . n '

Alalr Digt Yoo ade LKT7/2021, 7



e B et SENE A Sl e e BRERE - -

Why Richard Thaler won the 2017 economics Nobel Prize https: //theconversation.com/why-richard-thalef-‘

THE CONVERSATION B- Akhlla
Academic rigour, journalistic fair ' @) A ,(j—/

Why Richard Thaler won the 2017 economics Nobel Prize@pé Hla%

October 10, 2017 12.11am AEDT

Sergey V. Popov

Lecturer in Economics, Cardiff University

Professor Richard Thaler. EPA-EFE/Carsten Rehder/Pool

The 49th Sveriges Riksbank prize in economic sciences — commonly referred to as the Nobel Prize for
economics — has been awarded to Richard H Thaler for his contributions to behavioural economics.
He was a key proponent of the idea that humans do not act entirely rationally. By applying insights

from psychological research, he helped the world better understand people’s economic decision-

making in particular.

Thaler published extensively in the field of finance. He pinpointed the difference between the
predictions in financial literature, which assume that people act perfectly rationally to maximise their

expected profits (the idea of the homo economicus), and what actually happens on the markets.

Thaler was on many people’s list of Nobel favourites. But since the award already went to Daniel
Kahneman in 2002 for behavioural economics and then jointly to Eugene Fama, Lars Peter Hansen
and Robert Shiller in 2013 for financial markets, his chances seemed relatively slim. But the Great
Recession — caused by financial markets seeming to behave “irrationally” — brought a lot of attention
to research that extensively cites Thaler’s 40-year long academic career. He even made a guest
appearance in the film The Big Short to explain why banks kept buying and selling bad debt to their

detriment.

People are not perfect computers, and Thaler’s research on limited rationality demonstrates this. For
instance, people tend to be loss averse: they’d rather expect a smaller payoff with the same risk, but
cap their losses. This obviously has implications for financial markets: financial products based on the
binary options of profit or loss, for instance, rely heavily on advertising that any potential losses are

limited.
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