


	
		×
		

	






    
        
            
                
                    
                        
                    
                

                
                    
                        
                    
                

                
                    
                        
                            
							
                        

                    

                

                
                    	
                            Log in
                        
	
                            Upload File
                        


                

            


            
                
                    	
                            Most Popular
                        
	
                            Art & Photos
                        
	
                            Automotive
                        
	
                            Business
                        
	
                            Career
                        
	
                            Design
                        
	
                            Education
                        
	
                            Hi-Tech
                        


                    + Browse for More
                

            

        

    



    
        
            
                
                

                
                	Home
	Documents

	Akerlof HET



                

    
        
            

                
                    

                        
                            
                                












                            

                        


                    

                

            

        

    


    
        
            prev

            next

        

        
            
                
            

            out of 12

        

    








                
                    Akerlof HET


                    
                                                Download PDF
                        
                        Report
                    

                    
                        	
								Upload

									t-a-khan
								

							
	
                                View

                                    219
                                

                            
	
                                Download

                                    0
                                

                            


                    

                    
                    
                        
                        
                            
                                    
Facebook

                        

                        
                        
                            
                                    
Twitter

                        

                        
                        
                            
                                    
E-Mail

                        

                        
                        
                            
                                    
LinkedIn

                        

                        
                        
                            
                            
Pinterest

                        

                    


                    
                

                

                    
                    Embed Size (px)
                        344 x 292
429 x 357
514 x 422
599 x 487


                    

                    

                    
                                        Citation preview

                    	
8/10/2019 Akerlof HET

1/12


	
8/10/2019 Akerlof HET

2/12

Early Life

Born on June 17, 1940 in New Haven, Connecticut. His

father was a chemist on the Yale faculty, and mother a

housewife.

His father, who was born in Sweden in 1898, had come to

the United States on a fellowship to obtain a Ph.D. at the

University of Pennsylvania.

When his thesis adviser received an appointment at Yale

in 1928, his father followed, and continued up the career

path as instructor, assistant professor, and associate

professor.
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Education

Akerlof received his Bachelors degree from Yale in 1962

Ph.D. in economics from MIT in 1966.

It was during these years that Akerlof began conductinghis
extensive research in Keynesian macroeconomics.

After graduating, Akerlof became an assistant professor at

the University of California, Berkeley. During his first
year

at Berkeley that, he wrote The Market for Lemons:Quality
Uncertainty and the Market Mechanism, in which

he coined the term lemon for a car with hidden defects.
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In 1967-68, Akerlof spent a year at the Indian Statistical
Institutein New Delhi. There he attempted to develop a program
toevenly allocate water from the nearby dam. He also continuedhis
research on unemployment and the gaps between supply

and demand.

In 1969, after returning from India, Akerlof was granted
tenureand joined the faculty in BerkelyesDepartment of
Economics.

In 1977, he moved to Washington, D.C. to work for the
Federal

Reserve Board in Washington, D.C., where he met Janet Yellon.In
Efficiency Wage Models of the Labor Market, Akerlof andcoauthor
Janet Yellen (who he later married) propose rationalesfor the
efficiency wage hypothesis in which employers payabove the
market-clearing wage, in contradiction to theconclusions of
neoclassical economics.
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Akerlof spent time at the London School of Economics,before
returning to Berkeley in 1980.

Akerlof decided to change his focus in research from

macroeconomics to studying the fairness and socialcustoms of
unemployment.

From 1994 to 1999, Akerlof moved back to Washington,D.C., becase
his wife had been named to the Board of

Govenors of the Federal Reserve System.Akerlof and his wife
returned to Berkeley in 1999, andsince then Akerloff has served as
the Koshland Professorof Economics.
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Akerlof received the Nobel Prize for Economics in 2001,

along with Michael Spence and Joseph Stiglitz, for their

contribution to the theory of information asymmetries.

Together, they researched screening, a technique used byone
economic agent to extract otherwise private

information from another.
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Information Asymmetry

Information asymmetry deals with the study of decisions in

transactions where one party has more or better

information than the other.

This creates an imbalance of power in transactions which

can sometimes cause the transactions to go awry, a kind

of market failure in the worst case.

Examples of this problem are adverse selection, moral

hazard, and information monopoly
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Market For Lemons

The Market for Lemons: Quality Uncertainty and the
MarketMechanism" is a 1970 paper by the economist

Akerlof. It discusses information asymmetry, which occurs when
theseller knows more about a product than the buyer.

A lemon is an American slang term for a car that is found to
bedefective only after it has been bought.

Akerlof, Michael Spence, and Joseph Stiglitz jointly received
theNobel Memorial Prize in Economic Sciences in 2001 for
theirresearch related to asymmetric information.

Akerlof's paper uses the market for used cars as an example of
theproblem of quality uncertainty. It concludes that owners of
goodcars will not place their cars on the used car market. This
issometimes summarized as "the bad driving out the good" in
themarket.
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Lemons Market

A lemon market will be produced by the following :

Asymmetry of information, in which no buyers can accurately

assess the value of a product through examination before

sale is made and all sellers can more accurately assess thevalue
of a product prior to sale

An incentive exists for the seller to pass off a low-quality

product as a higher-quality one

Sellers have no credible disclosure technology (sellers with
a

great car have no way to disclose this credibly to buyers)
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Possible Solutions

Possible market solutions: warranties/guarantees (shared

risk), iterated interaction (brand names, chains),

certification (diplomas, JD Powers, credit reporting).

Possible non-market solutions: government certification

agencies (FDA), licensing.
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Criticism

Criticism for this theory stems from the fact that it
ignores

the fact that consumers themselves can seek ways to

assure the quality of a car and that a used-car

salesperson may work to maintain his reputation ratherthan pass
off a "lemon.

The issue of reputation, however, would not apply to

private individual sellers who do not intend to sell another

car in the near future.
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Theory Application

Today, the paper is one of the most-cited papers in

modern economic theory (more than 8,530 citations in

academic papers as of May 2011).

It has profoundly influenced virtually every field of

economics, from industrial organization and public finance

to macroeconomics and contract theory.
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