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Several attributes make this book especially 
useful. The first, in contrast to most treatments of 
labor economics for students, is that this volume is 
explicitly international in scope. It describes and 
compares labor market policies across the indus-
trialized world, especially Europe and the United 
States, highlighting some of the more novel 
arrangements. Especially for faculty teaching an 
international mix of students or for those simply 
interested in offering a more global perspective 
on their topics, the treatment here offers an easy 
way to meet that need. In some cases, though, 
more description of the international arrange-
ments would help a lot (e.g., what is the “Ghent 
system” of union organization?), and instructors 
need to be prepared to add it. 

A second important attribute of the book lies in 
its pedagogy. The authors begin each topic with 
a clear theoretical description of the concept in 
question and generally illustrate it with supply 
and demand curves. The notion that these regu-
lations of labor markets can be seen as imposing 
a “wedge” in the supply and demand curves for 
labor that alters the equilibrium point is a use-
ful device that the authors bring to bear in many 
of the chapters. The graphical description is 
extended with more formal algebraic models in 
the Appendix. The conceptual models are then 
followed by reviews of the empirical literature. 
These are especially useful for students because 
they often describe how the studies are done, in 
contrast to the more typical approach of simply 
reporting the findings. The literature sections 
also consider debates in the field, which give 
students the appropriate sense that many ques-
tions are still somewhat up in the air and that our 
progress in answering them is incremental. U.S.-
centric readers will learn a lot from the arguably 
less well-known studies of programs and inter-
ventions in other countries. 

A third novel aspect of the book is that it treats 
these regulatory efforts with some sympathy. A 
more typical treatment might assume that unreg-
ulated markets are optimal and that regulations 
distort their efficiency and cause problems. Here 
the treatment begins with a discussion of a prob-
lem that exists in unregulated markets—e.g., pro-
tecting workers from unfair dismissal—and then 
discusses how the various policy interventions 
were designed to address that problem.

The discussion of minimum wages is an exem-
plary chapter in describing the complexity of the 
conceptual arguments as they have unfolded, the 
empirical debates, and the policy choices that 
flow from those results. More novel topics include 
payroll tax options and the choice between tax 
credits and wage subsidies to stimulate work and 
a discussion of immigration policies and their 
consequences. 

Many of the topics covered here are relevant to 
public policy, law, and economics, or even inter-
national economics classes. Because the chapters 
are more or less self-contained, it would be easy 
to assign one or two as part of a broader course 
in human resources or personnel economics. And 
doing so would be a good thing.

Peter Cappelli
University of Pennsylvania
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It is fair to say that the jury is still out on the 
question of whether or not rational market micro-
structure models can explain interesting mar-
ket phenomena. Professor Vives joins Professor 
Markus K. Brunnermeier (2001) before him 
with the maintained hypothesis that they can. 
This book stretches the rational expectations 
paradigm in every direction in order to show the 
varied results that the models can deliver. It is a 
worthwhile endeavor.

Upon first reading, I was struck by the subtitle 
of the book: the impact of market microstructure. 
In fact, while mentioned, a detailed discussion of 
standard market microstructure models does not 
show up until the ninth and last substantive chap-
ter. Yet, Professor Vives takes a broader and quite 
appropriate view of what market microstructure 
means. Here, microstructure refers not to trans-
action prices, but to the details of the rules of 
the game. As he looks at various models of finan-
cial asset prices with asymmetric information, 
Professor Vives alters the microstructure by vary-
ing the kinds of orders the agents can use (mar-
ket and limit), the timing of moves (quote driven 
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versus order driven), and the population of agents 
(marketmakers or not, large traders or not).

It is completely fitting that information and 
market microstructure should go together in 
the title. While there can be bad markets or bad 
microstructure for securities with many informa-
tion problems, the same is not true for securities 
with few information problems. As long as there 
is active competition among market participants, 
securities without private information problems 
will trade just fine and there is little point to wor-
rying about the details of market microstructure. 
Of course, market microstructure may be impor-
tant in insuring that there is active competition, 
but that is not the focus of this book. 

The book starts with a discussion of informa-
tion about supply and demand shocks in an other-
wise simple model of Cournot competition. Much 
of this material will be familiar from Professor 
Vives’s earlier book on oligopolies, but the purpose 
is different here. In a setting otherwise familiar 
to microeconomists, Professor Vives can establish 
the basics of the analysis that will be applied to 
financial markets. Computation of equilibria in 
rational expectations asset pricing models fre-
quently requires an educated guess about what 
the equilibrium will look like. The simpler mod-
els of production provide some hints as to what 
those guesses should look like. It is also here that 
results are presented on the convergence of large 
economies to continuum economies, which are 
the primary sort used in the rest of the book, and 
foundations are laid for welfare analysis that will 
be, from time to time, employed later. 

With these first three chapters, the book takes 
off on the analysis of financial asset pricing with a 
standard competitive rational expectations equi-
librium model. This is augmented with rational 
expectations models with more of a microstruc-
ture flavor—some agents bring demand sched-
ules (i.e., a very long—a continuum, in fact—list 
of limit orders) while others post market orders. 
In other models, price may be set by a fringe of 
risk neutral traders (i.e., marketmakers). The next 
chapter studies the effect of strategic or large 
traders. Again, a variety of market microstruc-
ture assumptions are employed.

The first half of the book is concerned with 
information, but learning is not the focus. There 
are results about how much information gets into 

prices in the static models, but this is a side dish, 
not the main course. Learning, an essentially 
dynamic process, is the focus of the second half 
of the book. The discussion starts with models 
with no learning (informational cascades) and 
then examines slow learning. As the book moves 
to a presentation of dynamic learning, the topic is 
introduced with dynamic models of a continuum 
of Cournot firms with asymmetric information. 
This is done, as it was in the first few chapters, 
to present the learning dynamics in the simplest 
context. Basically, exogenous parameters of these 
models become endogenous functions of param-
eters in the more complex asset pricing models. 
For example, customers of the firm do not change 
their individual demands as a result of the firms 
learning about aggregate demand. In contrast, 
buyers of shares care much about what suppliers 
of shares know, and vice versa.

The eighth chapter deals with dynamic ratio-
nal expectations models with intriguing analyses 
of traders with different investment horizons. It 
also includes a discussion of models with ratio-
nal crashes and other coordination problems. 
The book concludes, in chapter 9, with a discus-
sion of traditional market microstructure models 
(mostly of the Kyle type) and manipulation, a sort 
of “anti-learning.” There is also a very complete 
mathematical appendix that explains the results 
used in the analysis of the models.

While providing an excellent survey of the lit-
erature, this book is more than that. Almost all 
significant results are presented with the details 
of a model and a rough outline of the steps 
needed to solve it. There are many equations, 
but, as a result, the reader with pad and pencil 
can become quite familiar with the models. What 
this means, though, is that the book is less about 
real world economics and more about economic 
models.

This last sentence sounds harsher than I intend 
it. The models themselves can be very useful for 
analyzing real economic problems but the book 
does not, for the most part, choose to provide spe-
cific examples. The book discusses the solution of 
models and leaves the application and testing of 
the models to others. Essentially, this book tells 
us how the models work. That makes it easier for 
others to choose the models that accomplish what 
is needed. Second, my statement should not be 
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taken to mean that the book never examines spe-
cific economic questions. For example, the book 
presents a very interesting discussion of the wel-
fare effects of insider trading laws using the static 
rational expectations paradigm.

This book could have had the far less commer-
cial but just as descriptive title, “Explorations of 
linear normal models.” Virtually all of the asset 
pricing models involve agents with exponen-
tial utility and everything normally distributed. 
While references to the shortcomings of this type 
of model are made here and there, it might have 
been nice to see a more critical discussion. For 
example, the criticism that prices can be negative 
in such models is here (and elsewhere) brushed 
off by saying that making the mean high enough 
makes the probability of negative prices arbi-
trarily small. True, but for the securities that are 
likely to have the most interesting informational 
problems this may be an inappropriate assump-
tion—the probability of bankruptcy might not be 
trivial.

While I appreciate that the book is about the-
ory, I think that some calibration would have 
been useful to indicate how big the effects are 
and to guide future researchers. Such calibration 
is rare in the literature, however, so Professor 
Vives should not be faulted. Perhaps the next edi-
tion could add this.

I must comment on the writing since it is excel-
lent. While it is true that I find these sorts of mod-
els inherently interesting and am predisposed to 
reading about them, reading Professor Vives’s 
prose was a joy. His explanations for why various 
results obtain are clear and the flow from model 
to model is natural. Results in later chapters are 
frequently related to results in earlier chapters, 
tying the whole book together.

Will I have this book on my shelf? Of course, 
since I received a reviewer copy and cannot sell 
it; but I would have bought it if that were not 
the case for it is an excellent reference. In com-
parison with Asset Pricing under Asymmetric 
Information (Brunnermeier 2001), this book 
is substitute and complement. On the topics of 
microstructure models, herding and crashes, I 
will still turn to Professor Brunnermeier’s book. 
On just about everything else having to do with 
rational expectations models, I will turn to 
Professor Vives’s presentation. 

As I have stressed, this is a very technical book 
and, hence, its audience is realistically restricted 
to graduate students and their professors. It is 
clearly a work of theory, but empiricists should 
be interested as well. While traditional empiri-
cal market microstructure research has had some 
success in teasing out the tracks of asymmetric 
information in securities markets, some of the 
dynamic models discussed in this book could 
form the basis for further looks at the data.
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In his preface, Professor Winter notes that “To 
maintain accessibility, in presenting the mate-
rial I use no graphs, no math, few statistics, and 
a few numerical examples when needed for ease 
of exposition. This book is meant to be a supple-
mental text, offering students a short but serious 
discussion of the key topics in the economics of 
crime” (p. ix). This is all true, but perhaps under-
states the breadth of the potential audience. In 
short compass, he discusses many of the great-
est hits in the field, such that most any newcomer 
(not just math-phobic undergraduates) will find 
this a useful introduction to the economics of 
crime with all its current scope and fascination. 

He begins with the two “rational crime basics”: 
the behavioral claim, that crime rates are inversely 
related to the probability and severity of punish-
ment, and the normative claim, that the optimal 
crime rate is not zero if the marginal costs of 
crime control are increasing. He then points out 
that efficient crime control can best be achieved 
by threatening very large fines with small prob-
ability, and considers just what we can learn 
from the fact that legislatures and judges do not 
adopt this approach. He goes on to discuss the 
special features of prison as a punishment, with 
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