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IZA Prize in Labor Economics 2004Award Statement of the IZA Prize Committee

The IZA Prize in Labor Economics 2004 is awarded to Edward P. Lazear (Jack Steele Parker Professor of  Human
Resources Management and Economics at the Graduate School of  Business and Morris A. Cox Senior Fellow at the
Hoover Institution at the Stanford University), for his fundamental contributions to the field.

Edward Lazear is an exceptional scholar, a path-breaking researcher and an eminent economist with a vision, who
has shaped the research agenda in labor economics. His leadership and entrepreneurial spirit has boosted the
recognition of  the field. Lazear’s research is both original and fundamental. He builds models that provide novel and
often surprising insights. Combining such new and highly important theoretical insights with down-to-earth empiri-
cal work, his papers are exemplary in applied theory. Lazear has brought great rigor to the analysis of  compensation
schemes, incentives in labor relations and to the study of other human resource practices. His pioneering work in
personnel economics has a decisive influence on modern labor economics.

His article ”Why Is There Mandatory Retirement?“ (Journal of  Political Economy, 1979) marks the start of a sequence
of studies that investigate the effects of  various compensation schemes on productivity. In this paper, he argues that
firms pay workers less than their marginal product early during the employment relationship and compensate them
by paying higher wages at longer tenure in order to induce workers to provide efficient levels of effort throughout
the employment relationship. Such compensation schemes make work around retirement age appear to be too
attractive from the worker’s point of view. Since workers would therefore not retire at the time when they optimally
should withdraw from the labor market, firms make retirement mandatory. Lazear explains in ”Agency, Earnings
Profiles, Productivity, and Hours Restrictions“ (American Economic Review, 1981) why efficient labor contracts with
deferred compensation have hours requirements and restrictions. In ”Incentives, Productivity, and Labor Contracts“
(Quarterly Journal of Economics, 1984), a co-authored paper with Robert Moore, he argues that increasing age-earnings
profiles largely result from contractual arrangements with back loaded wages that reflect the firms’ desire to provide
lifecycle incentives rather than human capital accumulation.

”Rank-Order Tournaments as Optimum Labor Contracts“ (Journal of  Political Economy, 1981),  an article jointly
written with Sherwin Rosen, shows under which conditions rank-order tournaments, in which workers striving for
promotions to better paying jobs on higher levels exert optimal levels of effort, can be superior incentive mechanisms
compared to piece rate schemes. In ”Salaries and Piece Rates“ (Journal of Business, 1986) Lazear illuminates the
question why some workers are paid piece rates based on output while others are paid salaries for their input. Lazear
emphasizes that the choice between salaries and piece rates is affected by weighting quality and quantity of output,
by sorting considerations, monitoring costs, and asymmetric information. Lazear’s article ”Performance Pay and
Productivity“ (American Economic Review, 2000) studies empirically the effect of  the introduction of  piece rates at a
company that installs windshields and shows that productivity gains among workers on piece rates result as workers
work harder and because more productive workers are attracted by the piece rate scheme.

Lazear has also shed light on other practices in employment relationships. In ”Pay Equality and Industrial Politics“
(Journal of  Political Economy, 1989), he explains that some level of wage compression is efficient as it reduces
uncooperative behavior that is detrimental to the firm. ”Peer Pressure and Partnerships“ (Journal of  Political Economy,
1992), an article with Eugene Kandel, studies whether profit-sharing fosters peer pressure and how factors such as
norms, shame, guilt, and empathy interact to create incentives in firms. Lazear’s article ”Job Security Provisions and

Employment“ (Quarterly Journal of Economics, 1990) makes the important point that government mandated severance
pay can be offset by an optimal contract in a competitive labor market when payments by the firm are received by the
worker, but that payments to third-party intermediaries necessarily distort incentives. He then analyzes the employ-
ment effects when the conditions under which severance payments are neutral are not met. Influential is also the
paper with Sherwin Rosen entitled ”Male-Female Wage Differentials in Job Ladders“ (Journal of  Labor Economics,
1990) in which they argue that observed male-female wage differentials reflect lower promotion probabilities of
women, for whom promotion standards are higher.

Lazear’s leadership and research has been an important impetus to the creation of  the economics of  personnel as a
separate research field in economics, which finds expression in the fact that a new JEL code (M5) has been created
for the discipline ”Personnel Economics“. Starting with ”The Job as a Concept“, a contribution to the book
Performance Measurement, Evaluation, and Incentives edited by William J. Bruns in 1992, and continuing with his
Presidential Address to the Society of Labor Economists in 1998 entitled ”Personnel Economics: Past Lessons and
Future Directions“ (Journal of Labor Economics, 1999), he has set the research agenda and inspired a large and growing
literature. This field keeps attracting the interest of many scholars and researchers; and Lazear’s intellectual influence
on other scholars who will be producing in this area is just beginning. Lazear is more than a guiding force behind this
literature. His work has shaped the way that modern labor economics studies actual work. Personnel economics has
revolutionized the teaching of human resources in business schools worldwide, and is nowadays taught in many
universities. Lazear is responsible for much of its success. His textbooks make relatively complicated models and
ideas accessible to undergraduates, MBA students and even the public.

Lazear has founded the Journal of  Labor Economics, which today is probably the world’s top journal in the labor
field. Thanks to Edward Lazear’s entrepreneurial spirit, a forum was thus created that has improved the exchange of
ideas among labor economists, stimulated scientific debate among scholars everywhere and enhanced the visibility
and respect for the entire field.

The IZA Prize in Labor Economics 2004 honors the work of a brilliant scholar who greatly shaped and advanced
the empirical and theoretical research in a new field of labor economics.


