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Carlo Dignola

Stiglitz: Integrate 
the Marginalized 

Nobel Thoughts

Nobel Prize Joseph Stiglitz is not afraid about inflation: “Short term bottlenecks 
will be quickly solved. And those at the bottom of the social ladder can now do 
better than those at the top: that would help to address the widespread and  
worrying problem of inequality” 

“Public health, controlling contagious diseases, is a global public good,” said Nobel Prize in  
Economics (2001) Joseph Stiglitz speaking about “The economic impact of the pandemic” 
during his lectio at the Summer School of Iseo Institute, Italy, in June. 

Stiglitz defines Covid-19’s consequences on the world economy as “an uncontrolled experiment”  
with varied effects: “If we look around the world, there are remarkable different patterns of 
economic impact, and different policies being pursued.” The effects have been “dramatic, but 
affected different groups very differently: we are talking about the inequalities associated with 
the pandemic; unfortunately, it aggravates them.”

One of the main problems we are going to face next year is that “the decreasing of employment 
of low wage workers has been so much greater than the decrease of high wage workers”. In the 
United States, the economist says, “in those industries where the unions were weak, nothing 
was done to protect workers.” And observing “the dramatic differences between upper income 
individuals and those at the bottom” of the social ladder, it is evident that “the educational  
impact was enormous.” 

One of the big issues that is now being debated is the extent to which unemployment insurance 
can be helpful: “Its impact, both in terms of how we protect spending, and what has been done 
as labour supply.” What is very clear, Stiglitz says, is that unemployment insurance, benefits, 
made a very big difference between individual abilities to maintain their standards of living.” 

Around the world, unemployment benefits are very high in some states and very low in others, 
“If high unemployment insurance was the reason why people don’t get back to labour market, 
you were expected to see a very different term of access to unemployment benefits, but what 
you see is a very little difference. Income distribution is more important. High benefits are not 
the cause of supply shortage.” 

No doubt, “some democratic countries have done much better than others”. Stiglitz is very critic 
with the Trump administration, and points to “New Zealand as one of the examples of good 
performers.” Quite the opposite, not only Brazil, but “the more recent performance of India is 
an example of countries that have done very poorly.” And we also see “very different patterns 
across countries.” 

This eminent economist is interested in “why some countries performed so poorly.” This has 
something to do – he says – with the poor preexisting conditions, “as more wealth inequality, 
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poor healthcare system, less social cohesion between individuals – there isn’t much respect for 
each other, and there is less respect for science.” 

Attacked by Covid-19, we have discovered again that “in any situation like this emergency, the 
government plays a very important role, especially in the case against health issues. That  
means there is a need for public response, but at the same time there is less trust and less 
confidence in the government.” 

Public sector is not the only weak beam in the social system: “There are further problems in 
the private sector: it did not prove to be resilient, it was incapable of quickly producing simple 
products such as protective gears or even masks, let alone more complicated products such as 
ventilators and tests.”

“I chaired an international commission on economic performance and social progress – Stiglitz 
says – and one of the things that we emphasized was that an under-appreciated determinant 
of economic performance is the extent of social cohesion and trust. Large divides in society 
between the rich and poor, ethnic and racial divides impede the ability to have that kind of trust, 
and of course in countries like the United States there are huge divides, both in terms of income 
and race.” The countries that displayed a sense of cohesion, a sense of trust, have better ruled 
their economies during this global crisis.

Just like the response to the disease differed across countries, so did the economic and social 
one: “Some countries were able to limit the extent of unemployment and consequently, again 
because the United States did not effectively have a social welfare system and because  
programs like the Paycheck Protection were not well designed, we had an enormous increase 
in unemployment. But we used a bazooka, we spared far more money than other countries, and 
the result is that, especially after Biden’s 1.9 trillion US dollars rescue package, the magnitude 
of the damage has been more limited than in Europe and other countries, and the United States 
are actually on target to be back better than we were slated to be before the pandemic began,  
in early 2019.” 

If the purpose now is “building back better,” the agenda is based on “the recognition that there 
was a lot wrong with the world in January 2019, and that the pandemic has exposed and  
aggravated the situation: ‘The problems of climate change and structure transformation have 
only worsened, and the pandemic has exposed the lack of facilities of both the private and  
public sector.’ Now we have at the same time ‘a climate crisis, a health crisis, an inequality  
crisis,’ and this means that ‘the funds we are spending – an enormous amount of money – 
have to do double work, triple work: they have to address not only the recovery of our  
economies after Covid-19, but also the inequality, and the economic transformation’ to support 
climate control. So, this is in many ways an exciting and challenging time for economics.”
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Stiglitz says openly that after Covid-19 economics itself has to change direction: “Standard  
models are inadequate in responding to the situation.” The pandemic – he insists – “has  
exposed some limits they have in economics and policies, it has redirected our attention to 
surprises and disagreements about how we do and should respond. It is time to encourage a 
reformulation thinking about transitory and permanent policy changes, the benefits costs, and 
limitations and commitments.” Old models “fueled inequality, externalities, market failures,  
and hopefully they will lead us to rethinking of the balance between the government, markets, 
civil society, and a rethinking of our whole intent of economic and social policy.” 

To solve our problems – the Nobel Prize says – there are tools available: “They would have been 
old-fashioned tools, but progress isn’t always progress, that is to say making the models more 
complicated didn’t make them better tools for policy makers, they made them more irrelevant. 
They do not provide a better description of how people would behave in the short run in  
response to a pandemic.” 

Stiglitz thinks that now “there is going to be much more attention to the bottom part of the  
income distribution. Pandemic has both exposed and aggravated the problems of those people, 
we see this very strongly in the United States with the Biden Administration involved in a rescue 
package where in one year the program is estimated to reduce childhood poverty by 40 to 50%.” 
This is important for the long term because we know that “if children grow up in poverty without 
adequate nutrition and health, they won’t be as productive members of the labor force when 
they reach maturity. So, how we deal with the people at the bottom is viewed not only in terms 
of a humanitarian policy but also as part of a long term economic growth strategy.” 

Faced with such a significant public intervention in support of economy, many analysts are now 
distressed by a resumption of inflation. “I’m not very worried about an overheating, but I have to 
say there is a lot of uncertainty. We haven’t had any crisis like this before. We have never had a 
buildup of balance sheets in the way we have at present, so I am not very worried, but I do think 
we need to be vigilant.” 

The situation – Stiglitz says – is evolving very quickly: “Some of the shortages we are seeing 
are short-term shortages. We shut down the economy and we are starting it up again, and our 
system is not very good in doing that. It takes a lot of coordination, the price system is good 
for guiding the economy in real adjustments around an equilibrium path, when things are going 
reasonably well. When you shut down a whole economy it’s a very different thing. So, for  
instance, companies making semiconductors shut down because they didn’t think there would 
be any demand. Then the car industry began to rise, so they had to restart the semiconductors 
production, and that is going to take time. But the underlying capacity is there. Many of the 
things we are seeing in the short term are bottlenecks that will be solved.” 

If economy gets overheated – the Nobel Prize points out – we have tools to dampen it: “I think 
it’s a good thing if we increase interest rates. Low interest rates have distorted capital markets, 
they have led to compressed risk yields and the result of that is that capital is not being  
efficiently allocated. So, it would be better for the global market economy if we returned to more 
normal interest rates, rather than the negative real interest rates that we have had.”

And to control a resumption of inflation “we also have fiscal instruments: the tax-to-GDP ratio  
in the United States is low, too low for financing the level of public works like infrastructure, 
education, research and development projects. We need a lot more spending and we have lots 
of scope for increasing taxes.” Stiglitz says: “Some taxes would improve the performance of 
economy: environmental taxes, some aspects of financial transaction tax; capital gain should 
be taxed at a higher rate, it distorts the economy.” 
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“And we should remember that the only time our economy has done a good job with 
integrating marginalized groups – he concludes – is when it is overheated, when the 
unemployment rate is very low: this situation is called wage compression, those at the bottom 
do better than those at the top, and that would help to address the problem of inequality”.

Joseph Stiglitz is a professor of economics at Columbia 
University, was an advisor to Bill Clinton during his 
first term in office and, from 1997 to 2000, senior vice 
president and chief economist of the World Bank. In 
2001 he was awarded the Nobel Prize in Economics with 
G.A. Akerlof and A.M. Spence for their contribution to 
information theory since the 1970s.
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