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who won the nobel prize in economics in 2016 is a question that highlights the remarkable
achievements in the field of economics that year. In 2016, the Nobel Prize in Economic Sciences was
awarded to Oliver Hart and Bengt Holmström for their contributions to contract theory. Their work has
significantly influenced how economists understand the complexities of contracts and incentives in
various economic contexts. This article will delve into the backgrounds of the laureates, the
importance of their research, the implications of their findings, and a broader overview of contract
theory. Additionally, we will explore the significance of the Nobel Prize in Economics and its impact on
the field.
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Introduction to the Nobel Prize in Economics
The Nobel Prize in Economic Sciences, officially known as the Sveriges Riksbank Prize in Economic
Sciences in Memory of Alfred Nobel, has been awarded since 1969. It recognizes outstanding
contributions in the field of economics. The award is conferred by the Royal Swedish Academy of
Sciences in Stockholm, Sweden. Each year's recipients are selected based on their innovative and
influential research, which often shapes economic policies and theories worldwide. The 2016
laureates, Oliver Hart and Bengt Holmström, exemplify this tradition of excellence in economic
thought and research.

Background of the Laureates
Oliver Hart is a British-American economist who is known for his pioneering work in contract theory.
He was born in London in 1948 and received his education at the University of Cambridge and the
Massachusetts Institute of Technology (MIT). Hart has held professorships at prestigious institutions,
including Harvard University. His research has focused on how contracts are structured and the
implications of those structures for economic outcomes.



Bengt Holmström, a Finnish economist, was born in 1949 and is also a prominent figure in the field of
economics. He studied at the University of Helsinki and obtained his Ph.D. from MIT. Holmström has
made significant contributions to the understanding of incentive structures and how they affect
organizational behavior. He has served as a professor at MIT and has held various positions in
academic and advisory capacities worldwide.

Key Contributions to Contract Theory
Hart and Holmström's work on contract theory has revolutionized the way economists view contracts.
Contract theory examines how contracts are designed and enforced, and it explores the implications
of these contracts for economic behavior. Their research highlights the importance of understanding
the trade-offs involved in contract design, particularly in the presence of asymmetric information and
varying incentives.

Asymmetric Information
One of the critical aspects of their research is the concept of asymmetric information, which occurs
when one party in a transaction has more or better information than the other. Hart and Holmström's
work has shown how this imbalance can lead to inefficiencies in contract execution and economic
outcomes. Their findings suggest that careful design of contracts can mitigate these issues, ensuring
that both parties align their interests effectively.

Incentives and Organizational Structure
Another significant contribution of Hart and Holmström is their exploration of incentives within
organizations. They emphasize that the structure of contracts can have profound effects on employee
behavior and organizational performance. By aligning incentives through well-structured contracts,
firms can enhance productivity and efficiency. Their theories have applications in various fields,
including corporate governance, labor economics, and public policy.

Types of Contracts
Hart and Holmström also classified different types of contracts and their implications for economic
agents. They distinguished between complete and incomplete contracts, noting that while complete
contracts specify all outcomes and contingencies, incomplete contracts leave some details
unspecified. Their analysis reveals that incomplete contracts are often more realistic in practical
applications, as it is impossible to foresee every possible future state of the world. This understanding
has important implications for how contracts are negotiated and enforced.

Implications of Their Work
The implications of Hart and Holmström's work extend beyond academic theory and into real-world
applications. Their insights into contract theory have influenced various sectors, including finance,
management, and public policy. Policymakers and corporate leaders use their findings to design



better contracts that align incentives and reduce the risks associated with asymmetric information.

Improved Contract Design: Their research encourages parties to think critically about how
contracts are structured.

Better Corporate Governance: Understanding incentive alignment helps in formulating
governance policies that enhance accountability.

Enhanced Economic Efficiency: By applying their theories, organizations can achieve better
outcomes and reduce transaction costs.

Significance of the Nobel Prize in Economics
The Nobel Prize in Economics is one of the most prestigious awards in the field and serves to highlight
the importance of economic research in understanding and solving real-world problems. Winning this
prize brings significant recognition to the laureates and their work, often leading to increased interest
in their research areas.

For Hart and Holmström, receiving the Nobel Prize in 2016 not only acknowledged their individual
contributions but also underscored the relevance of contract theory in contemporary economics. Their
work continues to inspire new research and discussions about contracts and incentives, impacting
both academic circles and practical applications in business and policy.

As the field of economics evolves, the foundational theories established by Hart and Holmström will
likely remain influential, guiding future economists in their explorations of contracts and incentives.

Conclusion
The 2016 Nobel Prize in Economics awarded to Oliver Hart and Bengt Holmström recognizes their
outstanding contributions to contract theory. Their research has fundamentally changed how
economists understand contracts, incentives, and organizational behavior. As we continue to navigate
complex economic environments, the insights provided by these laureates will remain vital for both
theoretical exploration and practical application.

FAQ Section

Q: What is contract theory?
A: Contract theory is a field of economics that studies how contracts are designed and enforced,
focusing on the implications of asymmetric information and incentives for economic agents.



Q: Why is the 2016 Nobel Prize in Economics significant?
A: The 2016 Nobel Prize in Economics is significant as it recognizes the contributions of Oliver Hart
and Bengt Holmström to contract theory, which has important implications for various fields including
corporate governance and public policy.

Q: What are asymmetric information and its importance in
economics?
A: Asymmetric information occurs when one party in a transaction has more or better information
than the other. It is important in economics as it can lead to inefficiencies and suboptimal outcomes in
contracts and negotiations.

Q: How do Hart and Holmström's theories apply in real-world
scenarios?
A: Their theories guide the design of contracts in various sectors, helping organizations align
incentives, improve governance, and enhance economic efficiency, thus providing practical solutions
to real-world problems.

Q: What are some examples of incomplete contracts?
A: Incomplete contracts are often seen in employment agreements, joint ventures, and partnerships
where not all future contingencies can be specified, leading to reliance on trust and negotiation
during unforeseen circumstances.

Q: What impact did Hart and Holmström have on corporate
governance?
A: Their work has influenced corporate governance by providing insights into how incentive structures
can be designed to promote accountability and align the interests of shareholders and managers.

Q: What are the main types of contracts identified by Hart and
Holmström?
A: Hart and Holmström identified complete contracts, which specify all outcomes, and incomplete
contracts, which leave some details unspecified. They emphasized the practical relevance of
incomplete contracts in economic transactions.

Q: How does the Nobel Prize influence economic research?
A: The Nobel Prize in Economics highlights groundbreaking research, attracting attention and funding
to the awarded topics, and often inspiring further studies and innovations in the field of economics.



Q: Can you explain the role of incentives in organizational
behavior?
A: Incentives play a crucial role in shaping employee behavior and performance. Properly structured
incentives motivate individuals to align their actions with organizational goals, leading to improved
performance and productivity.

Q: What lessons can policymakers learn from Hart and
Holmström's work?
A: Policymakers can learn about the importance of carefully designing contracts and incentives to
mitigate issues of asymmetric information, thus improving regulatory frameworks and enhancing
economic outcomes.
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