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A General Economics and Teaching

The Literary Book of Economics: Including
Readings from Literature and Drama on
Economic Concepts, Issues, and Themes.
Edited by Michael Watts. Wilmington, Del.:
ISI Books, 2003. Pp. xxv, 348. $28.00. ISBN
1–932236–02–3. JEL 2004–1195
According to Webster (the dictionary, not some

new internet blog), “literature” can refer to “writ-
ings having excellence of form or expression and
expressing ideas of permanent or universal inter-
est” or “the body of writings on a particular sub-
ject.” Alas, virtually all the books reviewed in the

Journal of Economic Literature refer to the sec-
ond definition. The JEL reviews well over a hun-
dred books a year and few, if any, pose as the sort
of literature that would be read in, say, a college
English course. The Literary Book of Economics
is the exception. This book is actually about liter-
ature (the first definition).

The author has perused great writings and
found wonderful examples of economic ideas.
Paul Krugman is a pretty good writer, but if you
want to bring alive the idea of opportunity cost,
bag the text book and read Robert Frost’s The
Road Not Taken.

Our training as economists gives us a lens
through which to view many phenomena. In this

Editor’s Note: Guidelines for Selecting Books to Review

Occasionally, we receive questions regarding the selection of books reviewed in the Journal of
Economic Literature. A statement of our guidelines for book selection might therefore be useful.

The general purpose of our book reviews is to help keep members of the American Economic
Association informed of significant English-language publications in economics research. We also
review significant books in related social sciences that might be of special interest to economists. On
occasion, we review books that are written for the public at large if these books speak to issues that
are of interest to economists. Finally, we review some reports or publications that have significant
policy impact. Annotations are published for all books received. However, we receive many more
books than we are able to review so choices must be made in selecting books for review.

We try to identify for review scholarly, well-researched books that embody serious and original
research on a particular topic. We do not review textbooks. Other things being equal, we avoid
volumes of collected papers such as festschriften and conference volumes. Often such volumes
pose difficult problems for the reviewer who may find herself having to describe and evaluate
many different contributions. Among such volumes, we prefer those on a single, well-defined
theme that a typical reviewer may develop in his review.

We avoid volumes that collect previously published papers unless there is some material value
added from bringing the papers together. Also, we refrain from reviewing second or revised editions
unless the revisions of the original edition are really substantial.

Our policy is not to accept offers to review (and unsolicited reviews of) particular books.
Coauthorship of reviews is not forbidden but it is unusual and we ask our invited reviewers to discuss
with us first any changes in the authorship or assigned length of a review
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book, Michael Watts extends that notion to the
reading of literature. There are so many clever
examples that picking out just a few is fairly arbi-
trary and doesn’t really do justice to the 300-plus
pages of selected literature. But I’ll try anyway.

There are examples from the 1800s that ring
true today. An excerpt from Hard Times by
Dickens (1854) gives a wonderful example of the
negative externalities associated with pollution.
Describing Coketown, he wrote “It was a town of
machinery and tall chimneys, out of which inter-
minable serpents of smoke trailed themselves for
ever and ever, and never got uncoiled. It had a
black canal in it, and a river that ran purple with
ill-smelling dye . . . ” Dickens goes on to relate
these outcomes to the presence of equally well-
described factories. Bastiat’s Petition of the
Manufacturers of Candles (1845) simply nails the
concept of the gains from trade and (no offense
to Dixit and Norman) is really fun to read. Victor
Hugo weighs in on principle agent problems in a
well-chosen excerpt from Les Miserables (1862).
On the other side of the Atlantic, Mark Twain’s
comparison of real versus nominal wages in A
Connecticut Yankee in King Arthur’s Court is
another classic.

The book draws from twentieth century clas-
sics too. John Steinbeck makes multiple appear-
ances. Many of us learned that Steinbeck was a
remarkable writer focusing on the injustices of
everyday life. Wrong. He was a really good eco-
nomics writer. He illustrated the idea of public
goods in his description of the national parks in
Travels with Charley: In Search of America, the
morality of making a killing in the futures market
in East of Eden, and the concept of collusion in
The Pearl.

Professor Watts does not only select examples
from the classics. He has some wonderful exam-
ples from books that you might have read on the
beach instead of in a classroom. The tragedy of
the commons is illustrated by Sebastian Junger’s
description of modern day commercial fishing in
The Perfect Storm. In another excerpt from that
book, Junger gives a vivid description of the wage
structure on a fishing boat and how it varies with
age and experience. It’s more fun than a Mincer
regression anyday.

John Krakauer’s Into Thin Air illustrates a fair-
ly libertarian view of the role of culture in labor
markets when describing the impact of Everest
expeditions on the market for Sherpas and the

resulting changes in living standards for the
Sherpa communities. While I find real value to
reading what folks like Katz, Krueger, DiNardo,
and Card have to say about the structure of
wages and returns to education and computers
and the like, David Sedaris is a hell of a lot more
fun. The excerpts from Sedaris are hilarious and
right on target.

Throughout the book, each passage is accom-
panied by a short and to-the-point description of
why that particular passage is economically
informative. It is a testament to the wisdom of his
selections that these descriptions are often only a
few lines. No trained economist has to search too
hard to find the pearls of economic insight in the
selections.

This is a fun book. If you read a lot, you’ll enjoy
rereading old friends in a new (economically
insightful) light. If you don’t read much, you can
randomly spout a few of the examples from this
book and people will think that you are pretty
darn well-read. (Think of all the time you’ll save.)

JIM LEVINSOHN

University of Michigan

B Schools of Economic Thought
and Methodology

Wassily Leontief and Input–Output Economics.
Edited by Erik Dietzenbacher and Michael L.
Lahr. Cambridge; New York and Melbourne:
Cambridge University Press, 2004. Pp. xxi, 396.
$80.00. ISBN 0–521–83238–1.

JEL 2004–1213
Wassily Leontief passed away on February 5,

1999. At the next meeting of the International
Conference on Input–Output Techniques
(Macerata, Italy, August 2000) a series of plenary
sessions was held to honor his memory and his
work, organized by Anne Carter and the editors.
The nineteen papers in this book are primarily
from those sessions.

The contributions to the volume are organized
into two main parts: “Reflections on
Input–Output Economics” and “Perspectives of
Input–Output Economics.” The first part aims at
gaining a deeper understanding of Leontief’s life
and work. The second part is a collection of
research papers that cover a broad spectrum of
topics that have grown out of Leontief’s original
research.
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Several key themes flow through Leontief’s
work. Certainly input–output analysis and empir-
ical input–output modeling loom large. However,
Leontief is also remembered for his pioneering
work in applying formal analysis to the teaching
and thinking about economics. Paul A.
Samuelson’s (auto)biographical account of his
early years as a disciple of Leontief at Harvard
provides a firsthand glimpse into this side of
Leontief. Samuelson muses about what Leontief
could have given us if he hadn’t been so preoccu-
pied with input–output research in his middle
and final decades!

Another theme is Leontief’s strong method-
ological position on the use of “observed facts” for
scientific economics. Several branches of
Leontief’s work grew out of his desire to apply
input–output analysis to policy issues, such as the
study of the effects of automation, defense con-
version, environmental issues, foreign and inter-
regional trade, and spatial and world models.
Karen R. Polenske discusses each branch of this
empirical work in historical context. Faye Duchin
reviews the evolution of Leontief’s model of inter-
national trade, beginning with early work as a neo-
classical theorist, a middle period establishing and
reexamining the Leontief Paradox, and the later
work with the world model as a framework for the
theory of trade. William H. Miernyk discusses
Leontief’s influence on regional input–output
analysis, and the incorporation of his dynamic sys-
tem into regional models. Emilio Fontela
describes the genesis of the world trade model in
the context of U.N. interest stimulated by the
work of the Club of Rome, and as a logical com-
bination of Leontief’s interest in environmental
modeling and foreign trade.

Leontief’s work and philosophy reveal the
unmistakable influence of Joseph Schumpeter. In
addition to sharing an office corridor at Harvard,
Leontief and Schumpeter shared many research
interests. Parallels and paradoxes in this nearly
twenty-year relationship of Leontief and
Schumpeter are revealed by Andrew Brody and
Anne P. Carter. Two striking facts: despite their
long friendship, Leontief outlived Schumpeter by
nearly fifty years; and almost by chance Leontief
found a gravesite next to Schumpeter. Christian
DeBresson interviewed Wassily and his wife in
1997, and that interview is published as the last
item in the first part. The interview is short, but
provides good insight into Leontief’s views on his

work in general, and his relationship with
Schumpeter in particular. Many traces of
Schumpeter echo in Leontief’s stress of the
importance of technology and innovation, of dis-
equilibrium, and of the appraisal of Darwin as an
intellectual driving force in economics.

The second part of the book provides a sam-
pling of empirical research that extends
Leontief’s work. With apologies to the authors of
other excellent papers, a brief review such as this
permits comment on only a few of the papers.
Thijs Ten Raa outlines a method of measuring
total factor productivity growth in an input–out-
put framework using shadow prices. These shad-
ow prices are solved by a linear program that
maximizes utility subject to resource constraints.
Edward N. Wolff reviews the debate on the
Leontief paradox and the factor content of trade.
He then presents a study of the R&D and invest-
ment content of trade which uses eighty-five-sec-
tor U.S. input–output tables from 1947 to 1996.
Michael L. Lahr and Erik Dietzenbacher (the
editors) team with Bart Los, the recipient of the
first Leontief Memorial Prize given at Macerata,
to investigate the question of the decline in labor
compensation’s share of GDP from 1982 to 1997.
They apply a special form of decomposition
analysis devised by Dietzenbacher, which is a
generalization of a Fisher ideal index.

Lawrence R. Klein, Vijaya G. Duggal, and
Cynthia Saltzman use a series of U.S. input–out-
put tables to build an annual industry dataset
used to estimate KLEMI (KLEM plus “informa-
tion services”) production functions, with an eye
to determining the influence of information tech-
nology on productivity change in the United
States. Leontief’s work in developing a world
model has been extended in the system of multi-
sectoral macroeconomic models developed by
the Inforum group. The study in this book by
Clopper Almon and Maurizio Grassini is an exer-
cise using the Inforum international system, in
which they analyze how additional investment
affects trade patterns for Italy.

As Miernyk noted, a biography of Leontief is
yet to be written. This volume should prove use-
ful to those wanting to learn more about
Leontief’s life and work, and the work of the peo-
ple he influenced. Many of the authors, including
Samuelson, Carter, Duchin, Polenske, and
Almon were students of Leontief. Several others
in this volume are students of students, whom
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Wassily fondly referred to as his “intellectual
grandchildren.” One thing the volume lacks is an
introduction, which would summarize the papers
and provide information on the authors and their
genealogy from Leontief. Also lacking are any
papers on input–output table compilation, which
Leontief pioneered and for which the Bureau of
Economic Analysis is deeply in his debt.
However, when it comes to intellectual inheri-
tance, most economists since the mid-twentieth
century must acknowledge their debt to Leontief.

DOUGLAS S. MEADE

Bureau of Economic Analysis

C Mathematical and Quantitative
Methods

Statistics, Econometrics and Forecasting. By
Arnold Zellner. Stone Lectures in Economics.
Cambridge; New York and Melbourne:
Cambridge University Press, 2004. Pp. xvii,
163. $70.00, cloth; $25.00, paper. ISBN
0–521–83287–X, cloth; 0–521–54044–5, pbk.

JEL 2004–1220
This slim, but rich book is based on two first

lectures in a series honoring Sir Richard Stone,
the distinguished pioneer in the development of
systems of national accounts. Both were present-
ed in May 2001, one at the Bank of England and
the next one at the National Institute of
Economic and Social Research (NIESR) in
London.

The hosts of the series chose wisely in entrust-
ing these lectures to Arnold Zellner, eminent
statistician and econometrician, who is perhaps
best known as the foremost practitioner of
Bayesian inference. This is an overview of a
broad range of issues and problems, models,
methods, and results drawn from Zellner’s life-
long work in probability and statistics, economic
theory and measurement, philosophy of science,
and forecasting.

The starting point is the importance in science
of the process of induction broadly defined to
include not only measurement, but also the use
of theory for explanation, prediction, and deci-
sion making. The quality of data is critical as is
the tested performance of the models, which
excel by being both simple (as uncomplicated
and understandable as possible) and sophisticat-
ed (compatible with the best available theories).

The core of the Bayesian approach is seen in
the provision of a formal model of learning from
the data; non-Bayesians lack such a model, hence
“learn informally from their data” (table 1.3 and
text, p. 23). The learning model has a basis in
information theory, probability theory, and cer-
tain axiom systems. Its users express as a proba-
bility the degree of confidence they have in a
hypothesis; their initial beliefs about the values of
the parameters involved form the prior density
functions to be modified in light of the data.
Zellner stresses that this in itself is an important
advantage of the formal learning from data, but
he notes that “Bayesians use prior densities . . . ,
whereas non-Bayesians state that they do not,
and this has been the bone of contention for
many years” (p. 30).

However, the introduction of the Bayesian
method of moments in the early 1990s made it
possible to apply the learning model to a number
of problems in regression and time series analysis
without a prior density function. Also, both
Bayesians and non-Bayesians use subjective prior
or additional nonsample information, e.g., in ran-
dom effects models and random parameter
regressions. This is one point where recent liter-
ature refers to a possible compromise between
the two approaches (p. 32).

Zellner, however, foresees a different ending.
Although “The controversy has raged for more
than two centuries since the publication of Bayes’
paper in 1763 . . . [it] is currently being resolved
in a paradigm shift in statistics, econometrics,
forecasting and other fields” (p. 22). This is an
important and bold claim. Although bolstered by
several arguments and references to recent writ-
ings, it is still likely to be contested. As usual with
major scientific controversies, its resolution, if
ever reached, will be of great value and interest.

Zellner argues persuasively that econometric
models should be built and revised so as to work
well as tools for analysis and forecasting. It often
helps to go from data to tentative models rather
than always the other way round; and it is also
well to combine structural econometric modeling
with time series analysis (the preferred SEMTSA
approach). Zellner’s ARLI (auto-regressive lead-
ing indicator) model serves as an example. Here
annual growth rates are used to forecast real
GDP from its own lagged values for the past
three years (the AR3 part of the model) and the
lagged values of real money supply and real stock
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prices (the LI part). Good one-year-ahead fore-
casts for 1974–81 were obtained using 1954–73
as the fitting period for eighteen countries in
Europe and elsewhere (including the United
States, Canada, Japan, and Australia). Not only
forecasts of the growth rates tested positively, but
even forecasts of turning points did, which is
rather rare (here the extension from AR3 to
ARLI helped critically).

In the various elaborations of the model, the
initial least square forecasts with the ARLI model
are treated as the “diffuse prior” forecasts. I like
this more extensive interpretation of the Bayesian
approach, which may also prove much less con-
troversial. The prior information need not be just
judgmental, it may be based on initial model
findings, which are likely to be more informative.

The use of annual data is considered much less
appropriate for cyclical analysis, particularly with
respect to the dating and forecasting turning
points, than quarterly or monthly data. The rea-
son is that it sharply reduces not only the irregu-
lar, but also the cyclical component of the
variables examined. Some shorter cyclical move-
ments will be suppressed in the annual data.
However, it is also true, as noted later (p. 95) that
in many countries the quality of seasonal adjust-
ments and the quarterly data is poor, which
argues against their use.

Disaggregation by sectors that show different
features of trends and cyclical movements may
well improve a model’s performance significantly.
This insight is confirmed by Zellner’s annual
“Marshallian Macroeconomic Model” (MMM)
for the U.S. economy, with demand, supply, and
(importantly) entry/exit of firms equations for
each of its eleven sectors.

Lecture two (at the NIESR) is shorter and less
broad in coverage than Lecture one (at the B of
E), but it is also more detailed and technical. The
main objective is a full discussion of the 
SEMTSA approach and its application to macro-
economic data (pp. 81–109). The vector autore-
gressive models, both non-Bayesian and
Bayesian, do not forecast well as they generally
suffer from overfitting: too many intercorrelated
lagged input variables, too few observations.
Many large models contain equations for individ-
ual variables that differ from the generally much
simpler corresponding relations derived empiri-
cally, and perform worse. Where this is the case,
it is essential to find out why and learn how to

alter and improve the models. An effective way to
do it is “to start simply and complicate if neces-
sary” (p. 95). The progression from AR(3) to
ARLI and ARLI/WI illustrates this procedure.
Adding the leading indicators to autoregression
improved the model and its forecasts, as did
adding the world income variable.

Further gains in form of reduced summary
measures of forecast error were achieved by the
use of (1) time-varying parameters following ran-
dom walk; (2) pooling or shrinking procedures
utilizing the tendency of the individual elements
of a model to be distributed about a common
mean; (3) disaggregation (by sectors for the AR,
ARLI, and MMM models for the United States).

Two concluding remarks: First, this review,
though long for a text of 129 pages is far from
complete; a much longer one would be needed to
cover all the interesting aspects of this book filled
with information, numerical and otherwise, about
a variety of models, estimates, forecasts, etc.
Second, one is left with an impressive image of
the author. He is an economist in full command of
high-level mathematics and econometrics. Many
of his peers favor deduction and abstract models,
but Zellner argues for more induction and small-
er, but smarter, practical models. And while the
others proceed from strong assumptions and shun
difficult data and problems, he advocates learning
from data and forecasts systematically how to
make the models better.

VICTOR ZARNOWITZ

The Conference Board

D Microeconomics

Economics for an Imperfect World: Essays in
Honor of Joseph E. Stiglitz. Edited by Richard
Arnott, Bruce Greenwald, Ravi Kanbur, and
Barry Nalebuff. Cambridge and London: MIT
Press, 2003. Pp. viii, 702. $60.00. ISBN
0–262–01205–7. JEL 2004–0079
This volume consists of a collection of papers

written for a conference to mark the sixtieth
birthday of Joseph Stiglitz by a group of his teach-
ers, students, and coauthors. The extraordinarily
distinguished list of contributors, the broad scope
of the subjects covered, and the uniformly high
quality of the papers appropriately reflect and
pay tribute to the enormous influence that
Stiglitz’s ideas have had on the profession.
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Reflecting the research interests of Stiglitz him-
self, the papers are divided into two groups. The
first group of papers are on the subject of imper-
fect information. Stiglitz was, of course, awarded
the Nobel Prize in 2001 for his seminal contribu-
tions to this area of research. However, Stiglitz
also made very influential contributions to
macroeconomics, public economics, and devel-
opment, and the second group of papers in this
volume are on these subjects. There is, of course,
a close connection between the two groups of
papers; the papers in the latter group generally
study phenomena that can only be adequately
explained and understood by explicitly analyzing
and modeling various information imperfections
that they are shaped by.

For me, one of the highlights of the volume was
a paper by Stiglitz himself entitled “Information
and Change in the Paradigm in Economics,”
which is described as a revised version of the lec-
ture Stiglitz delivered in Stockholm when he
received the Nobel Prize. Stiglitz presents a
somewhat chronological review of his most
important research contributions, paying particu-
lar attention to describing the issues and observa-
tions that motivated his research and the state of
the literature at the time he began his research.
He explains that much of his work was guided by
his own judgement that “real markets” appeared
to behave in dramatically different ways than the
“theoretical markets” described by models of
perfect information. This nicely illustrates, how,
in any scientific discipline, there is a certain ten-
dency for the prevailing orthodoxy to “play down”
inconsistencies of its own paradigm with the real
world, and how truly important research
advances often require the researcher to inde-
pendently confront theory with evidence.
Younger theorists currently engaged in their own
versions of this struggle should find Stiglitz’s
account inspirational. I also found it interesting
that Stiglitz identifies his interest in understand-
ing the causes and consequences of unemploy-
ment as being one of his main initial motivations
and one of the unifying themes of his work. 

My sampling of the thirty papers in this volume
left me with the impression that the papers were
generally extraordinarily readable and accessible
for a general audience of PhD economists. Much
like Stiglitz’s own work, most of the papers are
very well motivated by real economic problems
and phenomena and, even in areas where I was

not a specialist, I could develop a fairly good
understanding of what the economic issue was
and why it was interesting, the nature of the
answer provided by the paper, and the manner in
which the result fit into the broader literature on
the subject. My general sense was that the authors
generally chose to present slightly simpler models
that presented the main idea clearly instead of
striving for the utmost in generality. Especially in
the second half of the book, many of the articles
are focused on discussing public policy issues and
theoretical issues related to them rather than on
presenting the results of a single model.
Therefore, the papers in the volume are much
more suitable for browsing that would generally
be true of most academic papers.

This collection of very high quality, readable
papers by a very distinguished group of econo-
mists, together with Joseph Stiglitz’s own
overview of the central themes of his research
will provide worthwhile and interesting reading
for any PhD economist and is a fitting tribute to
the research contributions and career of Joseph
Stiglitz.

WILLIAM P. ROGERSON

Northwestern University

What Price the Moral High Ground? Ethical
Dilemmas in Competitive Environments. By
Robert H. Frank. Princeton and Oxford:
Princeton University Press, 2004. Pp. xii, 203.
$27.95. ISBN 0–691–00672–5.

JEL 2004–0878
Robert Frank has produced a steady stream of

thoughtful and provocative books throughout his
career. These books have been accessible to both
the amateur and professional economist. They
have challenged some of the well-worn assump-
tions of professionals, inspiring them to new
research questions, while giving a glimpse of
economic science to the interested amateur.

Frank’s latest book, What Price the Moral High
Ground?, follows this pattern. It is an easy read,
accessible to all, which draws on evidence from a
broad range of fields. The main theme is that
people often forsake opportunism to act for the
social good, and that in doing so not only make
the world a better place, but often improve their
own lot in life as well. In other words, one can do
well by doing good. In reading these arguments,
we are often treated to a look back at many of the
points first seen in Frank’s earlier books.
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The book is organized in three parts. Part 1,
“Doing Well,” describes how pursuing the moral
high ground can make someone better off. The
first argument is that social conventions often
have the consequence of choking off oppor-
tunism, which then allows more efficient
exchange. Marriage, for instance, is a concession
to the near certainty that there is a better poten-
tial spouse out there, and a commitment is a nec-
essary precursor to investment. Harkening back
to his Passions Within Reason (1988, W. W.
Norton), Frank argues that nature has endowed
us with sympathy and the ability to recognize
those who have lots of it. It is this trait that makes
us both seek and comply with social bonds.
These in turn make sympathetic individuals
sought-after trading partners and prosperous
individuals.

This part provides the newest and most inter-
esting research in the book. He describes, for
instance, how simple features of an interaction,
such as physical proximity (don’t stand too close),
laughter (with, not at), and “mere exposure”
(“haven’t I seen you before?”) can help us sort
out—often unconsciously—those we should and
should not trust. He argues that these features of
our psyche, placed there by natural selection,
make it possible for virtual strangers to quickly
form bonds that benefit them both.

He also asks whether this reasoning for individ-
uals can extend to the firms. Since firms do not
come endowed with the same subtle psychologi-
cal advantages of individuals, the ways socially
responsible firms can prosper largely build on the
fact that firms hire and sell to people. Firms can
gain customers and attract employees who prefer
to do business with socially responsible firms.
Efficiency wages and reputations for quality are
also ways firms can forsake short-run gains for
long-run profits.

Part 2 is called “Doing Good.” This part argues
that people enjoy behaving morally. The highlight
is the discussion of the Cornell Employment
Survey. This followed Cornell graduates into
their first jobs and identified huge compensating
differentials for jobs with low individual or social
value. For instance, working in a private law firm
paid three to four times more than public inter-
est law. While few would be surprised by the
direction of these results, the correlations
between job satisfaction and pay were stunning,
and the pay differentials were staggering.

The remainder of this part restates some of the
points of Frank’s Choosing the Right Pond (1985,
Oxford University Press) by examining how much
wage compression might be due to status con-
cerns versus relative fairness to workers. We then
read a discussion of nonstandard motives for
charitable giving. These motives have often been
discussed in the margins of this literature, with
few serious attempts to measure their impact rel-
ative to policy variables, such as the charitable
deduction. These include fundraising tactics such
as the selling of status, the “power of the ask,”
and the “identifiable victim” phenomenon.

Part 3, “Forging Better Outcomes,” looks to
how all this can be applied by developing social
norms to promote the good effects of the phe-
nomena outlined in parts 1 and 2, and to prevent
the bad effects. Again we revisit some earlier
books by Frank by looking at how norms can
reign in excessive behavior caused by individuals’
concerns for relative position. This includes sev-
eral entertaining examples of “nerd norms” and
social disapproval of duals. The book ends with a
summary of Frank and coauthors’ well known
work on whether studying economics can mold
uncooperative behavior.

This is an interesting and entertaining book.
The only disappointment is that Frank missed
several opportunities to make his case more con-
vincingly. There are many recent articles from
economics, psychology, and brain science that
have pushed many of his ideas beyond the papers
he cites. In that sense, this book will not be as
good a resource as it could be for professionals.

What about the amateurs? For them I worry
that the book may leave a mistaken impression.
Throughout, Frank states that his ideas are a
departure from mainstream economics. Twenty
years ago this may have been true. Now, thanks in
no small measure to works of Frank, many of the
issues he’s raised are being confronted within the
mainstream. Game theory, experimental, and
behavioral economics have all grown around
ideas of altruism, sympathy, inequality aversion,
reputations for fairness, gift exchange, happiness,
bounded rationality, evolution, neuroscience, and
the like. Granted, economic models still assume
individuals are “self-interested,” but that no
longer is consonant with assuming people are
“selfish.”

JAMES ANDREONI
University of Wisconsin, Madison
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E Macroeconomics and Monetary
Economics

Asian States, Asian Bankers: Central Banking in
Southeast Asia. By Natasha Hamilton-Hart.
Ithaca and London: Cornell University Press,
2002. Pp. x, 215. ISBN 0–8014–3987–6.

JEL 2003–0067
The crises in Asian emerging market countries

in the late 1990s were a new sort of upheaval
unlike those experienced in Latin American
countries a decade before. Economists—particu-
larly the IMF sort—previously had focused on
the macroeconomic factors that precipitate such
crises: high government spending, gaping current
account deficits, indefensible exchange rate pegs,
incompatibility of exchange rate and monetary
objectives, and so on. The Asian crises added
some new things for international policy officials
to consider—the role of lax banking supervision,
the effects of currency mismatches on balance
sheets, the implications of unhedged forward
positions, the interrelationship between
exchange rate depreciation and bankruptcy—to
name an important few. Thus, the 1990s crises
added some microeconomic factors to the IMF
tool kit, involving structure, institutions, and
instruments in banking and financial markets.

This book adds another factor, governing
capacity, to the watch-list. It is not enough for a
country to have the necessary laws and institu-
tions if it does not possess the capacity with which
to implement those laws and run those institu-
tions in a rational and orderly way. It seems pret-
ty obvious that good, legal institutional structure
is a necessary but not sufficient condition for
good, de facto performance. Hamilton-Hart
reviews the central banks in three Asian coun-
tries—Indonesia, Malaysia, and Singapore—and
assesses the institutional governing capacity dur-
ing their historical development and in the pres-
ent day. The author’s goal is to demonstrate that,
with a better understanding of institutional devel-
opment and governing capacity, one could have
easily predicted each country’s experience during
the crises of the 1990s.

Chapter 1 lays out the book’s main concern:
that the policies of government cannot be
assessed without understanding the institutional
structure or surrounding political environment.
Hamilton-Hart’s focus is on central banks and on

their implementation of regulatory policy. She
claims (p. 6) that her book demonstrates that
“within a fairly wide (but not unbounded) range
of policies, policy choice is less critical to deter-
mining financial stability or economic sustainabil-
ity than consistent implementation of declared
financial policy.”

Chapter 2 elaborates on the book’s thesis. The
modern bureaucracy is a formal, rule-based
“rational-legal authority.” It possesses a recruit-
ment process, career path, competitive remuner-
ation, decision-making structure, hierarchy,
single ultimate authority, and a system to monitor
and sanction behavior. Although there is a neces-
sary interaction between the modern bureaucra-
cy and the private sector, these relationships must
have structure and be subject to norms that dis-
courage patronage and corruption. The author’s
thesis could be stated thus: For a given set of
policies, the central bank with a high governing
capacity is more likely to realize its policy goals.

Hamilton-Hart sees Singapore, Malaysia, and
Indonesia as countries with a high, medium, and
low number of features of the modern bureau-
cracy, respectively, translating into a high, medi-
um, and low governing capacity. She assumes that
the central banks of Singapore, Malaysia, and
Indonesia adopted essentially similar policies (or
were forced to adopt them by the IMF), with the
result that the countries “with higher levels of
governing capacity are better able than those
with lower governing capacity to maintain nation-
al policy goals under conditions of capital mobili-
ty” (p. 23). This is the essence of Hamilton-Hart’s
analysis, which does not develop in any great
depth the differences in economic circumstances
or policies across countries.

Chapters 3 through 5 provide an historical
account of the development of government insti-
tutions from the colonial period to the modern
day, focusing on organization, structure, and
bureaucratic attributes of the central banks
rather than on economic performance.
Hamilton-Hart demonstrates convincingly that
the central bank in Singapore was a more organ-
ized, rationalized bureaucracy than the one in
Malaysia, which was in turn in far better shape
than the central bank in Indonesia. Chapter 6
reviews the experience with capital flows and
efforts to monitor them in the three countries.
This discussion focuses on the increasing liberal-
ization of capital flows over time, and gives no
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sense about the substantial rise in the magnitude
of gross inflows and outflows. Chapter 7 looks
again at the structure and attributes of the three
central banks since the late 1990s in order to relate
the bureaucratic features of these institutions to
national response to the crises and subsequent
economic performance.

Overall, the book provides some interesting
detail on the historical development of central
banks and their internal structures in three
Southeast Asian countries. The analysis largely
ignores the vast literature written by economists
about the origins of and responses to the financial
crises. For instance, this book might have been
substantially better had Hamilton-Hart engaged
in a sensible analysis of the economic situation
such as the one in Paul Blustein’s book The
Chastening. At its core, this book talks little about
the actual economic policies and programs in
Singapore, Malaysia, and Indonesia, but draws a
line from the internal workings of the central
banks directly to a simplistic distillation of eco-
nomic outcomes. While there is no doubt that
Hamilton-Hart is correct in her view that a better
functioning central bank can better implement its
chosen policy, the author credits the organiza-
tional structure with too much. For a reader
interested in the economic evolution of these
countries and their performance during the
1990s, the analysis in this book is incomplete and
disappointing.

ELLEN E. MEADE

American University

F International Economics

In Praise of Empires: Globalization and Order.
By Deepak Lal. Houndmills, U.K. and New
York: Palgrave Macmillan, 2004. Pp. xxvi, 270.
$24.95. ISBN 1–4039–3639–0.

JEL 2005–0095
Professor Lal opens his book that spans cen-

turies and covers “big think” topics like “global-
ization” and “empires” with a striking personal
anecdote. He recalls emerging from his hotel at
the now infamous Seattle WTO meetings to see
“a phalanx of bare-breasted women coming down
the hill carrying a sign reading ‘Vegan Dykes
against the WTO.’” This event, among others,
causes him to wonder “why this benign process
[globalization] had so inflamed the passions?”

The book then argues with clear and forceful
logic that (1) empires are good for global order,
(2) global order is good for prosperity, (3) empires
arise from a military advantage, and (4) America
will be militarily dominant for the foreseeable
future and is therefore the only power that can
shoulder the responsibility of empire and hence,
QED, it would be good for global prosperity if
America were to shoulder its responsibility for
being a benign empire.

The key threats to this desirable course of
events are American’s views on foreign policy. To
be a successful prosperity inducing empire
America should (1) quit pretending it can be iso-
lationist, (2) shed the economically incorrect
“reciprocal” view of trade and open up unilater-
ally as the British Empire did, and (3) only try to
change the material beliefs of others in the
world not their cosmological beliefs. The key
cosmological belief that America should stop try-
ing to export, because it is not universal (partic-
ular to “Eastern” cosmologies—India and China)
and creates trouble, is the notion of the equality
of man.

That—to the limited extent that a wide ranging
book that covers the Mesopotamian empire, the
revolution in military affairs, the moral basis of
the state, global warming, the status of interna-
tional organizations and much more can be put in
a nutshell—is the book in a nutshell.

I venture to guess the reader’s reaction to the
opening anecdote of the book will determine
their reaction to rest of the book because
Professor Lal makes no particular attempt to
persuade—he pronounces, often in the least
persuasive way possible.

If you are a whole hearted supporter of global-
ization who imagines the typical opponent of
globalization is a “politically correct” extremist
fueled by inflamed passions and hence chuckle
with wry amusement at the story of bare-breast-
ed vegan dykes then you will like this book. You
will buy it to display on your bookshelf, or better
yet, coffee table. You will skim it to pick up argu-
ments and factoids to throw into cocktail party
chatter about globalization in the “right” (mean-
ing left) circles. This will probably end with your
spouse hustling you away before things get ugly,
which is an added advantage of buying the book
since you don’t really like cocktail parties anyway.

If you are a “vegan dyke” or a Green or an
antiglobalization activist then you will also like
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this book. This book will make you angry, but
where else will you be able to find globalization
and empire supported in such stark terms—after
all the foreign policy professionals and PR appa-
ratus of the corporate machinery you are fighting
would never state so boldly that America is an
empire (not even just a hegemon) and that
America pretending to promote empire to
spread universal values is a charade and should
be dropped (particularly that crazy Western
notion of the equality of all people) so as to more
effectively promote material well-being. You will
buy this book to cull particularly egregious
quotes for your blog or web-site to show that the
forces of globalization truly are nefarious as you
ever imagined.

However, if you are an economist, concerned
with foreign policy issues surrounding globaliza-
tion, and don’t fall into one of those two groups I
am not sure you will either like, or profit from,
reading this book. He asks the reader in the pref-
ace to come “shorn of preconceptions—particu-
larly those characterized as politically correct” and
then makes no effort to meet any reader halfway.
He presents one side of the argument, often in a
strident and not very empirically or theoretically
satisfying way, and then that, as they say, is that.
People who disagree with him once his version of
the facts are presented as quite obviously either
self-interested “rent seekers” or simply have an
irrational “faith” and are not willing to “shear”
their preconceptions.

He never does answer the very interesting
question of why vegan dykes oppose globaliza-
tion—and more importantly why among broad
constituencies in many polities around the world
“liberalization” or “privatization” have become
accusations. He argues that “cosmological beliefs”
are difficult to change and he never does answer
the question of why Americans should sacrifice
their cosmological belief that the equality of man
should be a universal value in order to not conflict
with the lack of that cosmological belief in others.
He never addresses any of the economic argu-
ments made against globalization (the danger of
races to the bottom, impacts on inequality, possi-
ble environmental consequences, the risks of con-
centration of market power). While I personally
do not find these arguments compelling, many,
even many well-respected economists, do, and
some attempt at counter persuasion might have
been in order.

My sense was that this book was much more
fun for Professor Lal to write—as it allowed him
to air his pronouncements on a variety of topics—
than particularly persuasive for anyone to read.

LANT PRITCHETT

World Bank

Economic Governance in the Age of
Globalization. By William K. Tabb. New York:
Columbia University Press, 2004. Pp. vi, 520.
$69.50, cloth; $29.50, paper. ISBN 0–231–
13154–2, cloth; 0–231–13155–0, pbk.

JEL 2004–1259
“Globalization” is the topic of the times.

William Tabb, Professor of Economics at Queens
College, suggests that the term has replaced “the
Cold War as the unifying theme of a new era” (p.
40). Yet, for Tabb, “in world historical terms the
end of the Cold War is an overrated event. More
significant is the business of the postwar econom-
ic institutions” and the United States’s role in the
process of shaping such governance bodies (pp.
102–03). Tabb’s perspective for his study of glob-
alization is “critical theory drawn from mainline
political economy, Gramscian and materialist
understandings of the international political
economy” (p. 1).

This book is about global state economic gover-
nance institutions (GSEGIs), such as the
International Monetary Fund (IMF), the World
Bank, and the World Trade Organization (WTO).
It considers democratic governance, efficiency,
equity, growth, development, and power relations
in political processes. Present-day globalization is
in Tabb’s view a political outcome. Critiques of
globalization inspire this volume.

Much of the first quarter of the book contains
an articulation of Tabb’s views on current think-
ing in international political economy. He gives
considerable attention to academic approaches to
globalization from the structural, instrumental,
liberal institutionalist, to the constructionist, with
a coverage that spans a broad methodological
spectrum, from game theory to public choice
economics. Tabb tells the reader where he
stands, rejecting, for example, a rational choice
framework in the understanding of GSEGIs. His
evaluation of contemporary analyses continues
through the volume.

The text gets more specific, however, when
Tabb discusses in depth concentric club forma-
tion, negotiation processes, and “soft law.”
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Concentric club goods are those from which
non-club members “can be excluded and gain
only if they accept membership terms.” The
option of outsiders refusing membership is usu-
ally too costly, even though the newer members
receive less “benefits than the original ones.”
Clubs are started by the powerful (pp. 142–43).
And the powerful corporations set the basis for
negotiations. The word “law,” Tabb argues,
comes etymologically from “binding.”
International law is binding on state interrela-
tionships. Yet, much of the basis for GSEGIs,
according to Tabb, is not formally embodied in
treaty law, but rather in negotiated “broadly
worded agreements.” This soft law process con-
trasts with the precision of treaty law (p. 154).
Self-interest is fundamental to soft law enforce-
ment (p. 155); the self-interest of states and also
of banks and corporations results in compliance.
His analogy is to medieval and early modern lex
mercatoria, where in Tabb’s rendition local
transactions and long-distance trade were gov-
erned by different rules, with lex mercatoria
preeminent in the latter.

Tabb explains that, through the process of
“concentric club formation,” private law, soft law,
is constructed and then ratified by international
agreements. “The GSEGIs are structured and
administered by such a process” (p. 35). GSEGIs
can be created by soft law, through international
accords, molded in the process of concentric club
formation (p. 68). This means the lineup of coali-
tions among economic and political actors, which
shape the GSEGIs (p. 101).

Throughout the postwar period, law has adjust-
ed to the expansion of international business and
international finance, and Tabb believes that pri-
vate-sector participants lead in the process of
changing the soft law. Thus, to understand today’s
globalization, one must deal principally with pri-
vate law and with private entities rather than (as
political scientists have done in the past) with sov-
ereign states (p. 105). “One of the functions of the
GSEGIs is to take pressure off governments to act
more democratically” (p. 129). With the GSEGIs,
national sovereignty is surrendered.

From his own perspective, Tabb retells the
familiar stories of the Bank of International
Settlements (BIS), the IMF, the World Bank, the
Marshall Plan, and the origins of the European
Union and other regional groupings. Tabb also
writes of the less well-known GSEGIs, the

International Organization of Securities
Commissioners, International Accounting
Standards Committee, and International
Association of Insurance Supervisors (and their
relationship with BIS). Within Europe, the
European Round Table of Industrialists (ERT)
and the European Round Table of Financial
Services (ERTFS) operate in the concentric club
pattern, with influence on GSEGIs (p. 128). The
U.S. Coalition for Service Industries, for example,
has shaped the WTO rules (p. 162).

Tabb does not see the IMF in terms of the mis-
takes made, but instead he perceives internation-
al financial institutions “as tools of transnational
capital and the hegemon’s foreign policy priori-
ties” (p. 209). Quoting undated United Nations
figures, he argues that two thirds of world trade
involves at least one transnational corporation.
For the latter, “the WTO is crucial not only to
their agenda of operating unhindered in all parts
of the world, but also for the definition and then
enforcement of intellectual property” and “unfet-
tered market access” (pp. 311, 375). Tabb main-
tains that transnational corporations have a
disproportionate influence on all contemporary
trade negotiations. Needless to say, he conceives
this influence not in positive terms as enhancing
global welfare and economic growth, but as rep-
resenting a loss of “democratic control . . . and the
virtual exclusion of all other citizens” (p. 307). The
enforcement of GSEGIs’ decisions and dispute
resolution procedures transcend the activities of
democratic sovereign states. Tabb thinks the
WTO (and other GSEGIs) assures the continuing
subordinate role of developing countries.

Tabb’s concerns are broad. He values equity
over efficiency. He has a chapter (chapter 11)
devoted to environmental goals and human
rights. Tabb insists GSEGIs must adopt social
values: human rights are, he states, much more
important than property rights. Tabb is con-
vinced of GSEGIs’ inadequacies in dealing with
the serious chasm in income and wealth distribu-
tion: “structural adjustment and related liberal-
ization programs . . . were central in producing a
rise in inequality globally” (p. 203). Instead of
greater “growth and stability,” during the decades
when “neoliberalism” has been dominant he sees
disappointing economic results.

In 2005, we have GSEGIs that have (and have
had) a major impact on the world economy.
These GSEGIs have grown in significance
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through the post–World War II years. Key
GSEGIs were founded by those who dreamed of
a better world. One needs to recall the address by
Henry Morgenthau, U.S. Secretary of Treasury,
at the opening session of the Bretton Woods
Conference in 1944: “prosperity has no fixed lim-
its . . . the more of it that other nations enjoy, the
more each nation will have for itself. . . Poverty,
where it exists, is menacing to us all. . . The prob-
lems of international exchange and of interna-
tional investment . . . are multilateral problems,
to be solved only by multilateral cooperation.”
Now, over six decades later, the GSEGIs are
under fire for not having developed the proper
means to “solve” world problems, for losing sight
of their founders’ goals. Indeed, the very phrase
“solved only by” is subject to question. Economic
conditions and viewpoints have changed. Tabb
joins what has become a chorus of discontent
over the impact of “neoliberalism” on the
GSEGIs and on the global economy.

MIRA WILKINS

Florida International University

G Financial Economics

Venture Capital Contracting and the Valuation of
High-Technology Firms. Edited by Joseph
McCahery and Luc Renneboog. Oxford and
New York: Oxford University Press, 2003. Pp.
xxiii, 512.  ISBN 0–19–927013–9.

JEL 2004–0950
Given the limited share of the venture capital

sector in the world capital market, it gets an awful
lot of mindshare. The best estimate is that the
total value of extant venture-funded companies is
about $250 billion (down from its peak of $450
billion in 2000), vs. a value of $14 trillion in the
U.S. public stock markets and an equal amount in
the rest of the world. Buyout funds, the other big
sector of private equity, are easily triple the size
of venture funds. But venture funds get all the
attention.

One reason is that the successful outcomes in
venture funds are sometimes raging. Not only
do the companies become social treasures and
their names household words (eBay, Google,
Yahoo), but close to 20 percent of venture-fund-
ed companies go public, and for these, the $54
billion invested in them from 1989 to the pres-
ent created companies worth 7.5 times this

amount (Disclosure: My firm keeps track of
numbers like this).

But this is not the whole story. What happens to
the rest of the venture-funded companies?
Another 5 percent are acquired at a profit for
their investors—unambiguous successes. About
50 percent close worthless, losing all the money
invested in them. Ten years from the first round
of venture funding, between 5 and 10 percent of
companies are still operating, still private, cover-
ing ongoing costs, but unlikely to return anything
to investors. The remaining 15 percent are
acquired but not at a gain for investors.

Given this skewed distribution of returns, how
is venture investing overall? Over the period
1980–2004, the return is about 20 percent before
paying the venture capitalist general partners,
and after, 16 percent. Measured by the tools that
have become standard metrics for investing, ven-
ture is risky. The beta for a diversified venture
portfolio is about two (2.0) (double the stock
market) and the standard deviation of return on
an annual basis is 45 percent, (nearly triple the
stock market). And yes, values in these two mar-
kets are correlated. For the systematic risk, the
return on venture capital is just about where we
would expect it to be.

So even the market for venture capital, despite
its opacity and hyperbole, is efficient. McCahery
and Renneboog’s Venture Capital Contracting
and the Valuation of High Technology Firms
helps us understand how this efficiency is
achieved. In this book of eighteen academic
papers, the first five address the contracts used to
finance venture companies, the incentives they
create, and how these lead to efficient outcomes.
The next three discuss the social institutions—
mainly business law, intellectual property law,
and public support for research and develop-
ment—that foster the creation and growth of new
commercial ideas. A useful addition to the inter-
ested reader’s reading list on these topics would
be Ronald J. Gilson and David M. Schizer’s
(“Understanding Venture Capital Structure: A
Tax Explanation for Convertible Preferred
Stock,” Draft of February 2002, Columbia L&E
Working Paper No. 199, Stanford Olin L&E
Working Paper No. 230) tax explanation for the
use of convertible preferred stock in venture
financing.

Two refreshingly empirical papers are included
in the next section’s five papers on the valuation
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of high-tech firms. They are at opposite ends of
the market efficiency story. In a piece of science
with considerable amusement value,
CooperandRau.com document the premiums
paid for companies with dotcom names, and
relate the E-ticket (eTicket?) ride their interest in
the topic provided to themselves. On the other
end, John Hand provides a comforting report
that for 601 biotech companies that did public
offerings, 70 percent of the variance in value can
be explained by data from balance sheets and
income statements. This result is consistent with
a host of features of biotech venture-backed com-
panies: the flow of funding for biotech is far less
subject to fashion than that of other venture-
funded companies. In the great boom year of late
1999 to late 2000, when infotech venture funding
was 500 percent above its smooth trend line,
biotech funding was only 10 percent above trend.
As a general matter, biotech companies are more
professionally established, more professionally
run, disclose more so far as they can without
compromise to their intellectual property, and
are less likely to be vilified on failed company
websites when their ideas are not a success. And
why not? They are mainly started by PhD scien-
tists. The truth-seeking education of a scientist
evidently carries over to how these companies
treat their investors and employees.

The IPO markets are the focus of the last five
papers. Here you can learn about different coun-
tries’ IPO institutions (United States, United
Kingdom, Canada, Israel, France, Germany,
Belgium, Spain, and the Netherlands), more
about venture contracting (lockups, the impor-
tance of inside ownership), and from Edward
Rock, in the least dry paper in the book, read
some wise and instructive stories about the social
aspects of venture capital funding and investing
that help explain why Israeli companies behave as
they do.

The papers in this book go a long way in pro-
viding an education in how the venture capital
world works today. One set of issues not covered
is the reporting of venture outcomes and how this
reporting affects investor understanding of the
risk of venture capital. I have in mind especially
that the reporting conventions used by general
partners tend to make reported returns smoother
than the real economic returns, which makes
them look both less risky and less correlated with
other returns. Does this cause investors to invest

more in venture than they otherwise would? In
an efficient market for venture capital should
there be a return above that required for mere
systematic risk to compensate for the illiquidity
of venture investments? Or perhaps institutional
investors see through, but actually prefer, opaque
reporting? These are all questions for another
day. I am confident they will eventually be
addressed. There will be room for another book
or two.

SUSAN E. WOODWARD

Sand Hill Econometrics

I Health, Education, and Welfare

Governing Academia. Edited by Ronald G.
Ehrenberg. Ithaca and London: Cornell
University Press, 2004. Pp. x, 324. $35.00.
ISBN 0–8014–4054–8. JEL 2004–0979
I suppose I am typical of many faculty mem-

bers who have served as department or division
chair, elected member of the promotion and
tenure committee, representative to the Board of
Trustees, and appointee to various presidential
committees. One of my colleagues in the English
Department cites Othello when referring to his
campus duties: “I have done the state some serv-
ice and they know’t.” Although I like to feel that
my participation has improved campus condi-
tions and I have undoubtedly shared rooms with
key decisionmakers, part of me still wonders
“Who does make critical decisions on campus?”
On one level, Governing Academia offers a satis-
fying glimpse in to the black box that is campus
governance.

This edited book offers a multidisciplinary
perspective on governance issues in American
higher education that is valuable to both
researchers and practitioners in the field. The
ten chapters are divided in to four sections:
Presidents, Trustees, and External Governance;
Internal Governance and Organization;
Governance in Practice; and Challenges from
Nonprofits and Nonlegal Influences. Topics are
cutting edge and the authors paint an intriguing
portrait of the changing environment facing
higher education, including the trend toward
decentralization, particularly in budgeting;
growing unionization among graduate assistants
and non-tenure track faculty; developing legal
issues related to intellectual property and the
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growth of outside businesses on campus; and the
growth of for-profit universities. The implications
of these studies go beyond governance per se,
since in the course of discussing how decisions
are made in academia the authors are forced to
address broader issues such as what is the mission
of an academic institution and how do the goals
of nonprofit and for-profit universities differ.
With a diverse set of authors from economics and
business, political science, education, and the
law, this book makes a sizable contribution to
multiple fields.

As an applied labor economist, I was particu-
larly drawn to the quantitative studies by Gabriel
Kaplan (“How Academic Ships Actually
Navigate”) and Ehrenberg et al. (“Collective
Bargaining in American Higher Education”).
For many academic institutions, collective bar-
gaining has played an integral role in determin-
ing the locus of power on campus. The chapter
by Ehrenberg et al. explores recent National
Labor Relations Board decisions and the likely
positive effect on faculty unionization at private
colleges and universities. Although previous
research indicates that collective bargaining has
a limited effect on faculty salaries, the authors
point out a lack of research as to how faculty
unions influence systems of shared governance.
The authors also explore the implications of
growing unionization among academic staff
members and graduate student assistants. Their
empirical analysis of the effect of collective bar-
gaining on staff salaries, based on nine occupa-
tions and 163 academic institutions, is the first
I’ve seen on this topic. Findings suggest that rel-
atively low-paid employees of public institutions
may benefit more from organization than faculty
members. Ehrenberg et al. also document the
expansion of unionization among graduate assis-
tants, emphasizing a number of factors leading to
their growth such as the increase in median
number of years to degree and possible declines
in postdegree employment opportunities. Again,
they use a novel data set drawn from twenty-nine
institutions to obtain estimates of the economic
effects of graduate student unions. Their find-
ings suggest that graduate unions have a limited
economic impact on universities, which may be
desirable given that a large increase in costs
might reduce the size of graduate programs. The
authors also speculate about possible effects of
student organization on collegiality, graduate

program atmosphere and quality, and faculty-
student relationships in general.

Kaplan summarizes findings from a 2001 sur-
vey of higher education governance. The ques-
tions cover specific actions such as practices of
the President and Board, methods of faculty hir-
ing, and the implementation of merit and post-
tenure reviews, as well as perceptions of shared
governance. The latter were collected from
campus administrators, AAUP chapter officers,
and senior faculty. In order to evaluate how
campus governance has evolved over time,
Kaplan compares the 2001 responses to findings
from a 1970 AAUP survey. This chapter is
packed with interesting results, but one unex-
pected finding was that, despite severe market
pressures, administrators’ and faculty members’
commitment to shared governance has not erod-
ed over time. Relative to 1970, faculty participa-
tion in governance rose in numerous decision
categories. Notably, faculty members main-
tained significant authority over the curriculum,
degree requirements, hiring and promotions,
and shared governance arrangements.

It is worth noting that some of the other con-
tributors hold a more pessimistic view of the fate
of shared governance. Pusser and Turner
(“Nonprofit and For-Profit Governance in
Higher Education”), for example, express some
concern that control has shifted away from facul-
ty to professional administrators. (Interestingly,
as I write this, the most current Chronicle of
Higher Education, March 4, 2005, features an
article on Harvard’s president, noting that some
of his critics fault him for a “corporate style of
governing.”) These authors note several areas in
which for-profit and nonprofit academic institu-
tions are converging. Their description of faculty
members at for-profit universities who have no
responsibility for the curriculum and lack author-
ity over hiring and promotion is chilling. The
authors’ prediction that as nonprofit and for-prof-
it governance structures converge, their institu-
tional missions might become more similar is an
equally disturbing prospect.

Overall, the book has wide appeal and it
forced me to consider many new topics and
impending issues in higher education. Every
faculty member would be curious to learn more
about the relationship between presidents and
trustees, especially an insider’s view as provided
by James Freedman. By applying the research
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on corporate boards to higher education boards,
Hermalin provides an interesting analysis of
CEO pay, turnover rates, and many potential
research areas. Several chapter themes have
implications outside of higher education, such
as the obvious parallels between education and
nonprofit versus for-profit health care organiza-
tions. Although some topics appear more rele-
vant for universities, there is still ample material
pertaining to other types of institutions. In fact,
Lohman’s cynical portrayal of the fate of most
tenured faculty at research universities
(referred to as “flotsam” and “empties”) made
me prouder than ever to be associated with a
liberal arts college.

In conclusion, Ehrenberg writes that there may
not be any single optimal design for a governance
structure. “[W]hat arises reflects the local history
of each organization and the very different con-
straints it faces” (p. 277). Similarly, Lohmann
urges caution in altering campus structures that
have emerged to solve specific problems and
needs related to higher education. After reading
Governing Academia, I had a renewed apprecia-
tion of the peculiarities of the academic sector,
the extreme variety in U.S. higher education, and
how the United States, as a whole, differs from
other countries in our lack of a centralized system
of postsecondary education. Despite basic simi-
larities across higher education institutions, the
challenges facing higher education will be dealt
with on a campus-by-campus basis. Moreover, I
was encouraged to persist in my own campuswide
efforts to meet these challenges.

DEBRA A. BARBEZAT

Colby College

College Choices: The Economics of Where to Go,
When to Go, and How to Pay For It. Edited by
Caroline M. Hoxby. NBER Conference Report
series. Chicago and London: University of
Chicago Press, 2004. Pp. x, 435. $65.00. ISBN
0–226–35535–7. JEL 2005–0185
Interest in the higher education industry has

probably never been greater. The combination of
the largest economic returns to higher education
in more than a generation and growing inequali-
ty in income distribution, leads many to think of
our nation’s colleges and universities as potential
contributors to equalization amidst various forces
leading to even further stratification. This book
continues the proud tradition of NBER volumes

in which economists address a critical topic using
the best methods our discipline has to offer.

The most promising aspect of this effort is that
so many talented economists have turned their
attention to an area that has been historically
neglected. The volume’s editor, Caroline Hoxby,
is a fine example. Her paper with Christopher
Avery on how financial aid packages affect stu-
dent choices is one of the most important in the
book. It is encouraging that they discover that
students tend to behave rationally when con-
fronted with a staggering array of price discounts.
For instance, most find a particular college or
university to be more attractive when the value of
the aid package increases, thereby reducing the
net price they face. However, an important find-
ing is that some students are affected by how this
aid is labeled. A number of institutions have
clearly discovered this already as they shrewdly
name some aid as a merit scholarship while it is
actually distributed on the basis of need, while
others, perhaps embarrassed by having entered
the merit aid wars, pretend that merit aid is actu-
ally need-based. It is important to have strong
empirical evidence on the subject and this paper
will undoubtedly be much cited and discussed.

Another highlight for me was the chapter by
Susan Dynarski on state merit aid programs.
These have proliferated since the early 1990s
when state legislatures, as a result of the so-called
“assessment movement,” started encouraging
public universities to do what they could to keep
top high school students from leaving the state to
attend college. Georgia’s HOPE scholarship pro-
gram, the best known of this ilk, has been the
model other states have typically sought to repli-
cate, despite the fact that little has been known
about its impact or that of its sister programs. Not
any more. Dynarski finds that merit aid programs
increase the probability of college attendance by
five to seven percentage points, shift students
from community colleges to four year schools,
and generally reduce racial and ethnic atten-
dance gaps. Surely more research is warranted
before the best public policy can be enacted, but
this paper provides an excellent start.

It has long been observed that students are
attracted to institutions with higher peer aptitude.
Yet, are we really sure that peer effects exist?
Gordon Winston and David Zimmerman provide
a fascinating contribution to a rapidly growing lit-
erature. They find that student characteristics and
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behavior do indeed influence other students, as
strong students raise the academic performance of
their peers while weak students reduce it. The
implications of this line of enquiry range from the
micro (how colleges should assign roommates) to
the macro (the overall efficiency effects of selective
admission).

A topic that has been studied in much more
detail is the impact of financial aid on college
persistence. Still, Eric Bettinger provides new
information on how Pell Grants affect “stop-out”
behavior. In short, aid increases persistence, an
especially important fact in light of the paper by
Sarah Turner showing that, while college atten-
dance has been rising, college completion has
been falling. Surprisingly, while today’s high
school graduates are much more likely to enroll
in college than was the case decades ago, college
completion rates by the age of twenty-three are
only slightly greater than in 1970.

There are many other intriguing papers in the
volume—too many to recount here. Moreover,
each of the chapters concludes with discussant
comments, adding greatly to the understanding
of the paper in question.

As is always the case, especially with empirical
work, a reviewer can quibble with some of the
analyses. I think, however, that the errors here
are more of omission than commission.
Beginning with the introduction, Hoxby asserts
that “it is not about attending college anymore”
but about which college a student selects and
how a student attends. College choice is indeed a
major question, but we should be careful not to
assert that college access is no longer a relevant
issue. The facts suggest otherwise. While virtual-
ly all of the talented high school students in the
upper ranges of family income attend college, the
same is not the case with their less affluent coun-
terparts. And, of course, the probability of ending
up as a “less talented” high school student is
strongly linked with family background. The bot-
tom line is that a volume on various aspects of
college choice is a most welcome addition to the
literature, but we should be careful not to assume
away the important questions relating to access
that so many economists, among others, have
been grappling with over the years.

In addition, with all the interest in the eco-
nomic return to higher education (not surprising
given what many four year colleges and universi-
ties now charge), it would be really nice to figure

out which types of schools provide the greatest
returns. Should a student accept a merit package
to attend a lower tier institution? Is it worth it to
save some money and attend a public university,
especially if it is a flagship institution? How do
returns from attending universities differ from
those of liberal arts colleges? Does it make sense
for a student to save money by attending a com-
munity college before transferring to a four year
institution? With a shockingly limited literature,
very little is known about the answers to these
questions, yet parents and their children face
these decisions every year.

No volume can be expected to do it all. Hoxby
deserves praise for assembling a stellar group of
economists and for editing a volume that is sure
to serve as a valuable reference for scholars and
policymakers. Let’s hope that the higher educa-
tion industry continues to intrigue talented
researchers and that we can fill in more of the
gaping holes in the literature.

MORTON O. SCHAPIRO

Williams College

Helping Children Left Behind: State Aid and 
the Pursuit of Educational Equity. Edited by
John Yinger. Cambridge and London: MIT
Press, 2004. Pp. ix, 404. $40.00. ISBN 0–262–
24046–7. JEL 2005–0191
This edited volume examines key issues and

recent developments in education finance reform
and how these policy decisions impact educational
opportunities for poor children. The book is quite
timely given the proliferation of legal challenges to
state education finance systems in recent years
along with the increasing role states are required
to play in education under the federal legislation
No Child Left Behind. The volume provides an
excellent overview of education finance and
should be a valuable resource for policymakers,
scholars, and educators.

The first half of the book consists of four chap-
ters that discuss general issues relevant to state
aid reform, including the legal history and theo-
ries underlying constitutional challenges to state
finance systems and the interaction between
accountability and finance reform. The first
chapter, which provides a clear and thorough
overview of many key concepts, is particularly
useful. Among other things, the author discusses
the most common aid formulas, describes the
equity and adequacy objectives of finance
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reform, highlights the importance of accounting
for differential costs, and reviews the issue of
district supplementation of state aid. Another
chapter focuses on the limits of state aid policies
in general equilibrium, emphasizing the role of
private schooling, housing markets, and nonfi-
nancial inputs to the education process. While
the partial versus general equilibrium distinction
is well-known to economists, this discussion
serves as a good introduction to noneconomists
and provides economists with useful benchmark
effects based on simulations from a computable
GE model.

The second half of the book consists of five
chapters that examine in greater detail school
finance reforms in Kansas, Kentucky, Michigan,
Texas, and Vermont. These chapters provide a
wealth of background information that will be
useful to serious scholars, but perhaps contain
too many details for the casual reader. The most
attractive feature of these chapters is that they
not only provide details of the reforms them-
selves, but also examine the impacts on student
performance as well as expenditures. Given the
invariable space limitations, however, this
breadth comes at the expense of depth. Data and
identification issues, for example, are not as thor-
oughly discussed as they would be in a rigorous
program evaluation. Finally, it is worth noting
that the volume includes three appendices that
provide a state-by-state guide to court decisions
and funding formulas, which will be extremely
useful to researchers.

While this volume covers many central issues in
education finance reform, several topics deserve
greater attention. The first is the relationship
between financial resources and student out-
comes. A fundamental assumption underlying
education finance reform is that financial
resources will improve student outcomes. While
certainly plausible, decades of research have sug-
gested the link is not nearly as clear as one might
expect. There is evidence, for example, that pub-
lic school districts do not hire the best teachers
available to them and that the current pay struc-
ture in most school systems results in compressed
wage schedules that do not reward performance.
Also, recent research on teacher labor markets
suggests that nonfinancial factors, such as student
characteristics and geographic preferences, play a
large role in teacher location and transfer deci-
sions. At best, education finance reform can be

seen as a necessary but not sufficient condition for
enhancing school quality. A second issue is the
relative costs and benefits of the different taxes
utilized under alternative finance systems.
Finance reform is one of the areas within educa-
tion in which economists have considerable
insight to offer policymakers. The chapter on
Michigan briefly reviews evidence on the incen-
tive effects of sales vs. property taxes, but the vol-
ume would benefit from a more comprehensive
discussion of these issues. Finally, this reader
would have benefited from an interpretative sum-
mary of the five case studies that integrated the
lessons from these experiences into the existing
literature.

Overall, however, this volume serves as an
excellent introduction for the causal reader and a
valuable resource for the serious scholar, or any-
one who seeks to leave no child behind.

BRIAN JACOB

John F. Kennedy School of Government,
Harvard University

J Labor and Demographic Economics

The Future of the Family. Edited by Daniel P.
Moynihan, Timothy M. Smeeding, and Lee
Rainwater. New York: Russell Sage Foundation,
2004. Pp. xxvii, 296. $39.95. ISBN 0–87154–
625–6. JEL 2005–0209
Professor and politician Daniel P. Moynihan

was among the first to observe and comment on
increases in out-of-wedlock childbearing in the
United States. In 1965, he wrote that the pro-
grams of the federal government should be
designed “to have the effect, directly or indirect-
ly, of enhancing the stability and resources of the
Negro American family” (“The Negro Family:
The Case for National Action,” March 1965,
Office of Policy Planning and Research, United
States Department of Labor). Forty years later,
single-parent families have become more preva-
lent across racial and ethnic groups, both in the
United States and in a large number of other
industrialized nations. In response, policymakers
are once again pointing to the role of the federal
government in strengthening the family. It is
therefore fitting that one legacy of Moynihan,
who passed away in March 2003, is the volume
The Future of the Family, coedited with Timothy
M. Smeeding and Lee Rainwater. This volume
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seeks to revisit these fundamental changes in fam-
ily structure, to explore their potential causes, and
to suggest a range of potential policy interventions.

The Future of the Family is organized into four
parts. Part 1 contains four chapters that summa-
rize the existing literature on family structure.
David T. Ellwood and Christopher Jencks review
the trends in single-parent families in the United
States and examine evidence on possible causes
of these changes. Kathleen Kiernan describes
cross-country differences in unmarried cohabita-
tion, out-of-wedlock childbearing, and the rela-
tionship between the two. Rainwater and
Smeeding analyze the economic status of single-
parent families across the United States and
Western European countries, and examine the
role that government policies play in removing
these families from poverty. Wendy Sigle-
Rushton and Sara McLanahan summarize the lit-
erature on the effects of father absence on a wide
range of child outcomes.

In part 2, shorter chapters provide reactions to
the information summarized in part 1. Janet C.
Gornick discusses possible relationships between
the unequal division of parenting responsibilities
in intact families and father absence in single-
parent families. P. Lindsay Chase-Lansdale
argues that a developmental psychology perspec-
tive adds insight missing from purely economic
discussions of the family. Douglas A. Wolf dis-
cusses other changes in family structure that have
largely been ignored in the policy debate, includ-
ing childlessness and the increasing tendency of
individuals to live alone.

Part 3 provides three chapters on policy pre-
scriptions. Wade F. Horn argues for a govern-
mental role in promoting and encouraging
healthy marriages. Will Marshall and Isabel V.
Sawhill argue for policies that emphasize the
reduction of teen childbearing, as well as the
development of family-friendly policies such as
paid parental leave and universal early learning
programs. Nancy Folbre makes clear that policies
that create incentives for paid, market labor can
create disincentives for caring home labor, and
argues for both individual and societal recognition
of the value of the latter.

Finally, the three essays in part 4 provide com-
mentary on the earlier chapters. Samuel H.
Preston argues for policies that support children
regardless of their family type. Frank F.
Furstenberg expands on this argument by making

the case that a broad set of policies aimed at
improving the well-being of children may have a
greater effect on healthy marriages than policies
aimed directly at improving marriages. Irwin
Garfinkel points out the ways in which the U.S.
welfare system relies on income-testing for the
poor, and the effects that this income-testing may
have on marriages.

The Future of the Family is an important con-
tribution to the literature on family structure and
public policy, and is likely to have a wide audi-
ence. The stand-alone chapters in part 1 provide
an up-to-date summary of the existing literature
on family structure, reviewing what we know, and
more importantly, what we don’t know. These
chapters are likely to be very useful to students,
researchers, and policymakers. 

One strength of this volume is the provision of
a cross-country perspective. In chapter 2,
Ellwood and Jencks note that researchers are
unable to explain much of the rise in single-par-
ent families in the United States. However, the
editors note in chapter 1 that single parenthood
has increased dramatically, not just in the United
States but also in a large number of industrialized
countries with differing governmental policies,
religious traditions, and social norms. While the
literature that seeks to explain changes in family
structure often focuses on changes in the United
States, comparative analyses that highlight simi-
larities and differences across countries may be
able to shed some light on the relative importance
of various factors. In addition, the chapter by
Rainwater and Smeeding clearly illustrates that
governmental policies in other countries do a bet-
ter job at mitigating the economic disadvantages
of single-parent families.

This volume also explicitly lays out the many
complexities encountered while thinking about
family structure. Ellwood and Jencks point out
that out-of-wedlock childbearing and single-par-
ent families are not synonymous, and that deal-
ing with these two separate issues might require
different policy prescriptions. In their chapter on
the effects of family structure on child outcomes,
Sigle-Rushton and McLanahan clearly illustrate
the methodological issues that limit our under-
standing of these effects, including difficulties in
distinguishing correlations from causal relation-
ships. The editors note that, in a world where
half of the unmarried parents in the United
States are biologically tied to at least one other
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child in a different family unit, governmental
policies to encourage marriage must grapple with
the complex realities of these families.

In addition, the volume raises provocative
issues that are not usually discussed in the cur-
rent debate, either by policy practitioners or by
academics. Gornick points out that single parent-
hood in the United States is almost always single
motherhood, and argues that the gendered divi-
sion of labor within married couple households,
where fathers are often less involved in their chil-
dren’s daily activities, may be related to father-
lessness in single-parent families. Wolf’s
discussion of the increasing incidence of child-
lessness is revisited by Preston, who argues that
without the out-of-wedlock childbearing that
occurs in the United States, rather than having
fertility rates at the replacement level (2.1 births
per woman), our fertility rates would be closer to
1.4 births per woman. In that counterfactual
world, it is likely that our policy concerns with
respect to the family would be closer to those of
countries like Spain and Italy, with a focus on
very different issues.

In sum, The Future of the Family clearly and
carefully summarizes the existing literature, and
draws important and interesting connections
across chapters. It is likely to become an impor-
tant volume for those interested in the linkages
between family structure and public policy.

LUCIE SCHMIDT

Williams College

L Industrial Organization

On Hollywood: The Place, the Industry. By Allen
J. Scott. Princeton and Oxford: Princeton
University Press, 2005. Pp. xiii, 200. $39.50.
ISBN 0–691–11683–0. JEL 2005–0259
This book’s cover states: “On Hollywood will

appeal not only to general readers with an inter-
est in the motion picture industry, but also to
economic geographers, business professional,
regional development practitioners and cultural
theorists as well.”

Notably absent from this list, at least to an econ-
omist writing a book review, is the economics pro-
fession. Nonetheless, overall I thoroughly enjoyed
reading this book and happily wholeheartedly rec-
ommend it to all those with a specific interest in
the industry with one significant exception—the

first chapter. Before progressing to say more pos-
itive things, let me dispose with the exception—as
I suggest most readers do. Among other things,
chapter one considers whether or not “cultural
products whose origins lie in business-oriented
systems of supply can have any genuine merit as
expressions of artistic or intellectual accomplish-
ment” (p. 3). To the author’s credit he does con-
clude that capitalism is in fact a “legitimate site of
cultural achievement,” so “phew”—I suppose we
can go to watch Hollywood movies after all with-
out wearing trilby hats, sun glasses, and raincoats,
but one cannot help but think that the argument
over whether or not capitalism was always a bad
thing has been recognized as a bizarrely extreme
and superficial debate for at least many decades.

Beyond the first chapter, the book actually does
have some interesting content as well as an
impressive scope. It begins with a fast moving
general discussion of the early growth of the
Hollywood motion picture industry in chapter
two, focusing primarily on the question of why it
is that Southern California became so important
as the hub of movie production; the main theme
of the book. Although much of the introductory
material is well known, there are some nice orig-
inal contributions such as a mapping of the loca-
tions of all the motion picture production
companies in Los Angeles in 1915 and 1930.

The core of the book is in chapters 4–8. First,
there is a detailed description of TV production
and movie production sectors (chapters 4 and 5
respectively) the digital effects industry (chapter
6) and local to Hollywood labor markets (chapter
7). Chapter 8 examines the trends in the global
distribution of films. Each of these chapters con-
tains real new contributions and are undoubtedly
the more interesting chapters of the book. For
example, chapter 5 contains a discussion of stu-
dios and the author presents various pieces of
newly collected useful information—such as
maps describing data on the square footage of
sound-stages across Los Angeles and the geo-
graphic distribution of set design and construc-
tion firms in LA. In chapter 6, the results of a
mail survey of inputs and outputs of digital effects
firms (127 respondents from 780 targeted firms)
is reported. In chapter 7, data on the residential
locations of all the member of IATSE Local 80
(Studio Grips and Crafts Service) and also the
Writer’s Guild are plotted. (It turns out that writ-
ers like to live in cities while studio grips are
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more highly dispersed. Oh, and not even writers
will live in South-Central Los Angeles.)
Similarly interesting are maps of the locations of
agents, casting directors, and managers in Los
Angeles that are presented. Clearly a great deal
of work went into putting together these new
datasets from industry sources and each pro-
vides an interesting perspective on a complex
and multifaceted industry.

The core question Scott asks—what are the
causes of success in mature industries—is one of
the central questions of both Strategy and
Industrial Organization and so this book should
be of interest to students of each of them. As
such it is very much in the tradition of analysis
by authors such as Stephen Klepper. Perhaps
however the reason for the author’s reticence to
say the book is of interest to economists is that
little of the analysis refers to modern under-
standing of the determinants of market struc-
ture. Indeed, neither the literature on static or
dynamic theories of market structure are
referred to, although the author does get some-
what excited by average cost curves in chapter
three a la Viner (1931). In particular, there is no
direct discussion of either exogenous or endoge-
nous sunk cost theories of market structure
(Sutton 1998), and nor is there any link to
ancient or modern theories of the dynamics of
market structure from Gibrat (1931) to Simon
and Bonini (1958), Jovanovic (1982), Hopenhayn
H. (1992), and Erickson and Pakes (1995); see for
example the review in Sutton (1997).

Ultimately I think Scott tries to do too much,
sacrificing depth for scope. For instance, while
certainly interesting, the analysis presented
doesn’t actually provide much analysis toward
disentangling the various reasons for economic
units being close together. Do the bulk of writ-
ers live in central LA because that’s where
demand is, because they’re a particular subset
of people who don’t like to commute, because
there’s something about writers (e.g., on aver-
age they’re poor), or because—as the book
emphasises there are agglomeration externali-
ties that mean there are returns to living near
either other writers or the studios. The basic
and striking fact is clearly and compellingly
established—that 93.3 percent of members of
the Writer’s Guild live within fifteen miles of
the intersection of Beverly and La Cienga
Boulevards in Los Angeles—but the analysis of

the causes of this carefully established fact is
limited. As such I find the analysis in say
Klepper and Simon (2000) on the evolution of
an industry and the determinants of success
ultimately more enlightening.

The author does however show a remarkable
depth of knowledge of the various industries
studied and for this reason alone there is plenty
of anecdotes and facts about the industry to make
the book useful. In addition, the author makes
use of most industry data sources and so the book
will be invaluable for people interested in the
industry as a collection of references particularly
for publicly available datasets.

In the final chapter, we come dangerously close
to cultural studies again, concluding among other
things that a strict interpretation of the American
film industry as pure cultural imperialism “seems
too blunt.” Who’d have thought it. While such
discussion is distracting, overall the author takes
measured and reasonable positions. I finish by
raising what was clearly the most controversial
statement in the entire book, the claim that: “If
the French can be induced to eat McDonald’s
hamburgers washed down with Coca-Cola, then
Americans can be induced to watch French
films.” (p. 171).
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PETER DAVIS

London School of Economics

Golfonomics. By Stephen Shmanske. Singapore;
River Edge, N.J. and London: World Scientific,
2004. Pp. xviii, 312. ISBN 981–238–677–7.

JEL 2004–1397
Golfonomics is one of the best books about the

economics of sports among the dozens I have
read. It is accessible with only rudimentary train-
ing in economics and statistics, but is thoughtful
and sophisticated. Even those who specialize in
the economics of sports will learn new and unex-
pected things from this nice volume. It covers
two basic subjects—the economics of golf course
management and the economics of professional
golf tournaments.

The appendix to the introduction is one of the
best parts of the book. It explains why the con-
struction cost of a municipal golf course is not a
benefit, but rather a cost to the community,
because resources used to build it have alterna-
tive uses that are sacrificed when the course is
built. Nor does positive cash flow from a course
indicate that golf is the best use of land, because
an even higher cash flow might accrue from an
alternative use, e.g., an oil well or high rise apart-
ments. Moreover, cash flow ignores externalities,
which presumably are what attract the involve-
ment of a municipality in an otherwise private
sector activity in the first place.

Shmanske has collected original data to esti-
mate critical parameters. Much of the book is
based on a survey of forty-six San Francisco area
golf courses he conducted in 1994. From analy-
sis of this sample, we learn that the demand for
renting golf carts is: greater the hillier is a
course; insensitive to course length; and inelastic

at existing prices, suggesting that cart rentals are
priced too low to maximize revenues. Since
some of the forty-six courses are operated by
municipalities, this is not too surprising.
Moreover, low cart rental prices can foster prof-
it maximizing if carts speed play sufficiently to
enable the collection of additional greens fees
that exceed the revenues sacrificed by pricing
cart rentals too low.

In a clever chapter designed to ferret out which
among six possible price discrimination schemes
explains the observed variation in greens fees,
Shmanske identifies third-degree discrimination
as the likely basis because the variation in price
across courses is positively correlated with rev-
enues, but unrelated to the number of rounds
played (quantity). This pattern is inconsistent
with the five other types of discrimination that he
considers. Third-degree discrimination distin-
guishes among groups of golfers with different
elasticities of demand, for example retired versus
employed golfers, who can be separated by
greens fees set at different levels for weekday and
weekend play.

In one of the more innovative chapters in the
book, Shmanske estimates the marginal cost and
marginal revenue of caring for a golf course.
Combining financial data obtained from the
courses with subjective ratings of course condi-
tion by over 900 golfers he interviewed at the var-
ious courses, he estimates marginal cost of an
additional point on a subjective index of course
condition as $194,000 per year. Maintenance
costs are higher on larger courses and, perhaps
surprisingly, on courses with smaller greens (that
require more attention because the cup cannot
be moved around sufficiently to let damaged por-
tions of the green heal naturally.) He estimates
the marginal revenue of course condition as
$266,000 per index point, not significantly differ-
ent from estimated marginal cost, implying main-
tenance decisions among course superintendents
that efficiently balance marginal benefits (i.e.,
revenues) against marginal costs.

Shmanske conducts an intriguing analysis of
slow play. He shows how course design that
causes bottlenecks and starting time intervals
that are too short can cause delay patterns that
appear to result from lagging play of golfers
who, in fact, are moving at a pace necessary to
maintain the initial time interval between them-
selves and the group ahead of them. Shmanske
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shows how customs, such as “calling-up” those
on the tee of a Par 3 hole (i.e., those on the
green asking those on the tee to start play)
before putting, can help to overcome some
course design flaws.

A description of professional golf tournaments
explains that the essence of the Professional
Golfers Association is a cartel designed to pro-
duce a monopoly tournament each week. This
ensures that the high bidder for television broad-
cast rights will not face competition from an
alternative tournament, thereby boosting the
Tour’s broadcast rights revenue and, in turn,
purse money available to the players.

Using data provided by eleven professional
golfers about the practice time they devote to six
playing skills, e.g., driving, putting, Shmanske
estimates that an hour of practice has the great-
est effect on putting and, not surprisingly, prac-
ticing putting has the largest payoff in
tournament winnings. He discovers that the
value of the marginal product of practicing put-
ting is higher than the value of the marginal prod-
uct of practicing other skills, which suggests that
the professional golfers do not allocate their prac-
tice time efficiently. Their allocation may occur
because golfers enjoy practicing putting the least.
He also estimates that putting skill depreciates
much faster than driving skill, and thus a profes-
sional golfer coming back from a winter layoff
should hit the putting green more frequently
than the driving range at the beginning of the
season. This advice may not apply equally to ama-
teurs, however, whose goal may be simply to
avoid humiliation when driving off the first tee.

Using a Oaxaca decomposition to analyze the
marginal revenue product of skills of male and
female professional golfers, Shmanske finds no
evidence of gender discrimination in spite of the
much higher purses offered at men’s than at
women’s tournaments. His results indicate that
once controls are introduced for relative skill lev-
els, female golfers actually earn more than male
golfers, although the difference is not statistically
significant.

Because it builds a solid foundation and
explains the reasoning behind the arguments in
each chapter, Golfonomics could form the basis
for a niche course on the economics of golf that
might be suitable for those institutions that still
have a short term in January or May. This book
will capture the attention of both economist-

golfers and those more generally interested in
clever applications of microeconomics and
careful estimation of parameters.

JOHN J. SIEGFRIED

Vanderbilt University

N Economic History

The Not So Wild, Wild West: Property Rights on
the Frontier. By Terry L. Anderson and Peter J.
Hill. Stanford: Stanford University Press,
Stanford Economics and Finance, 2004. Pp. xii,
263. $24.95. ISBN 0–8047–4854–3.

JEL 2004–1430
According to the movies, the nineteenth-centu-

ry American West was a place where settlers
fought Indians, cattlemen battled sheep men for
control of the range, and the strong exploited the
weak. This picture enters into serious discussions
when the West is used as an example of what hap-
pens when a government is too weak or distant to
enforce laws or create property rights. In this
lively, polemical book, professors Anderson and
Hill argue that the true history of the West was
very different. They find that voluntary private
agreements created many efficient institutions,
while government policies often dissipated rents
or encouraged violence.

The book first gives a theoretical framework
aimed at nonspecialists based on the “new insti-
tutional economics.” Property rights and other
institutions are needed to organize a society to
use resources efficiently and these can be provid-
ed by private agreement or government action. A
government, however, may also dissipate rents.
This is because the government can dole out
property rights based on political calculations.
The Homestead Act of 1862, for example, grant-
ed 160 acre homesteads to settlers for a zero
price if they cultivated and lived on the land for
five years. This led to a wasteful race to settle
land on the frontier before it was economically
efficient. By contrast, in a small, voluntary group,
“institutional entrepreneurs” will often create
institutions that allow resources to be used effi-
ciently to increase the group’s wealth. A small
group, however, may choose to raid its neighbors
and take what it wants by force rather to engage
in trade peaceful trade.

Anderson and Hill give examples to support
the argument that cooperation was common in
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the American West. These include: (1) the cre-
ation of institutions by American Indians to cap-
ture gains from trade and specialization; (2) the
organization by of the trade in beaver pelts; (3)
the creation by miners of new property rights to
gold and silver in California and Nevada; (4)
creation by miners and farmers of prior appro-
priation water rights better suited to the arid
West than common law riparian rights; (5) the
organization by migrants of wagon trains to cross
the plains; and (6) the creation of cattlemen’s
associations to define and enforce rights to cat-
tle and grass. Anderson and Hill summarize
recent research that uses a public choice/prop-
erty perspective and reinterpret some previous
historical work.

Of course there were problems as well as suc-
cess stories. Anderson and Hill argue that gov-
ernment policies actually made some problems
worse. For example, they blame the federal gov-
ernment for making warfare between whites and
Indians more common after 1865. Prior to the
Civil War, Indian wars were fought by local mili-
tias paid by the local community. After 1865, fed-
eral government patrolled the West with a
professional army, which shifted the cost of
defense to taxpayers in other parts of the country.
Freed of the full cost of a possible war, settlers
could become more aggressive in pushing onto
Indian land. As predicted, there are significantly
more battles with Indians after 1865. After the
end of hostilities in the 1880s, Indians were
supervised by a bureaucracy primarily concerned
with its own interests, which lead to policies that
inhibited successful agriculture.

Other problems were caused by a failure to
recognize existing property rights. When sheep
herders moved their flocks on to the Great
Plains, cattlemen fought to keep the sheep off the
range. The conventional view is that sheep and
cattle could not share the same pasture and this
caused the conflict. Anderson and Hill argue that
the real problem was that sheepherders moved
on to grazing land where cattlemen’s associations
had already established property rights without
compensating the cattlemen.

They find that some alleged problems weren’t
really problems at all. The destruction of the
bison herds after the Civil War is often pictured
as a wasteful ecological disaster. Bison, however,
are difficult to raise commercially and not very
valuable. They argue that killing bison for their

hides simply removed a pest and made the grass
available for more valuable cattle ranching.

A goal of the book is to encourage policymakers
to apply lessons from the West to modern situa-
tions, as they admit, this will be tricky.
Institutional entrepreneurs may form armed
bands and try to control territory rather than
organize peaceful endeavors. There were bandits
in the West, of course, but none controlled large
territories. Why not? A reason is that the federal
government ultimately had a monopoly on force.
No one could expect to control territory with a
private armed force—become a warlord—for
very long, so there was no reason to even try.
Another factor that aided private action was that
people in the West often moved from place to
place and were free to join new groups. Miners
came from many different places during the gold
rush in California. In this fluid situation, miners
were able to join together to create and enforce
property rights to gold claims. Creating and
enforcing these property rights would have been
much more difficult if the miners had already
been members of established, rival groups based
on ethnic or religious affiliation. Further, many
white settlers were familiar with common law
property rights and democratic voting, which is
not true in many recent cases. This common
knowledge made it easier to devise and imple-
ment new institutions based on these principles.
However, even if it will not be easy to apply les-
sons from the West to new situations, Anderson
and Hill do a good job of arguing that private
institutions often worked well and peacefully in
the “Wild” West.

LEONARD A. CARLSON

Emory University

O  Economic Development,
Technological Change, and Growth

The Vietnamese Economy and its Transforma-
tion to an Open Market System. Edited by
William T. Alpert. Foreword by Bui Diem.
Armonk, N.Y. and London: Sharpe, 2005. Pp.
xii, 276. $84.95. ISBN 0–7656– 0669–0.

JEL 2005–0377

Economic Growth, Poverty, and Household
Welfare in Vietnam. Edited by Paul Glewwe,
Nisha Agrawal, and David Dollar. Regional and

Book Reviews 845

sp05_BookReview  8/23/05  12:03 PM  Page 845



Sectoral Studies. Washington, D.C.: World
Bank, 2004. Pp. xiv, 628. $30.00, paper. ISBN
0–8213–5543–0. JEL 2004–1449
Over the last fifteen years, Vietnam has been

one of the faster growing nations in the world,
with a twelve fold increase in exports, healthy
improvements in social indicators, and signifi-
cant declines in poverty. Since 2000, it has
passed an Enterprise Law that makes setting up
formal private businesses much easier, leading
to over 150,000 new firms. The private domestic
sector will produce more industrial output next
year than the state sector. Vietnam signed a
bilateral trade agreement with the United States
in 2001, leading to a six-fold increase in exports
to the United States in four years, and it will
soon join the WTO. It is decentralizing its pub-
lic finances to a significant extent, giving more
responsibility to provinces. Internet use doubled
last year and now the share of those using the
Internet is similar to China. Yet its stock market
is weak and small and its banks remain largely
inefficient and state-dominated. State guided
investment accounts for over half of total invest-
ment, and is poorly directed and mired in excess
costs. Corruption is high and perhaps increas-
ing, and land prices rival those in Japan even
though GDP per capita is about $600 versus
over $30,000 in Japan. (Land attracts funds
because financial alternatives are so poor.)
Educational quality is thought by many to be
dangerously low, but special schools turn out
Math Olympic winners. Political and religious
freedoms are limited but its press is said by
observers to be livelier than that of richer
ASEAN members.

The two new books on Vietnam that came out
are both useful and complimentary additions to
the literature on Vietnam’s economic growth.
One, edited by William Alpert, is a broad pre-
scriptive survey of Vietnam with chapters on law,
history, and culture as well as tax, fiscal, finance,
and trade and investment policies. The other, a
World Bank publication, mines the two living
standards surveys of 1992–93 and 1997–98. But
both illustrate the problems of publishing.
Neither refers to many developments in the last
five years. This does not negate their value—
indeed there is much of value in both of them.
But if someone wants to understand the general
drift of twenty-first century events in Vietnam,
too much is left out. The record of the 1980s and

1990s is important and needs to be analyzed. But
much has happened since the Asian Crisis ended
and books recently published should perhaps be
able to incorporate more of these important
recent changes. (Selected chapters, such as the
Banking Reform and the Foreign Investment
and Trade chapters in the Alpert book do extend
to 2002 but the general perspective is one that
stops earlier. Likewise, the World Bank intro-
ductory chapter is somewhat updated, but not
the others in spite of a newer 2002 Living
Standards survey being available that could have
been incorporated in a summary chapter.)

The shorter book (276 pages) is edited by
William Alpert and is written by émigré
Vietnamese and western experts. Many of the lat-
ter had served in the old South Vietnam or
worked in Treasury or the World Bank. The
book’s orientation is sympathetic to the perspec-
tive of the conservative Heritage Foundation.
The analysis is broadly fair but often relies heavi-
ly on secondary sources, inducing a lag in analy-
sis. The book is commendable in pointing out
areas, such as sluggish legal development, in
which Vietnam has changed slowly. (Party and
local officials have great influence on courts and
law enforcement, rendering the legal system
weak.) Yet as the explosive growth of private
firms shows, there are imperfect substitutes for
law that work up to a point. Incorporating this
reality would not have negated their criticism,
but would have given it nuance and more speci-
ficity. This point is important because the first
and several other chapters are written prescrip-
tively outlining needed steps, including represen-
tative democracy, as a precondition for sustained
growth. Such political conclusions would have to
be drawn more carefully to be persuasive, even if
they were correct.

The general prescriptions made are sensible—
lower corruption, improve laws and the legal sys-
tem, make logical changes to tax, spending, and
financial policies, etc. If the donor community
sometimes strains to be cheerful, the Alpert
book does not. It is written by smart and skepti-
cal “old hands” who are not swept up by eupho-
ria over some high growth rates. Their views are
well considered but seem to be coming from
people who are uncertain if Vietnam’s success is
more than it should be with so many shortcom-
ings. The reviewer sometimes has these thoughts
himself!
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The World Bank volume has over 600 pages
of subtle and in-depth analysis of information
derived from two high-quality living standards
surveys covering about 5,000 households. The
sixteen chapters include both Vietnamese and
foreign authors. Most of the latter have worked
in Vietnam. The first chapter is an overview by
Paul Glewwe and the second an essay by David
Dollar on broader themes of growth and
poverty. The other chapters cover an array of
important questions—wage income, household
enterprises, agriculture, the public safety net,
ethnic minorities, and health and education
issues. In addition, questions of regional
inequality, child labor, economic mobility, and
private transfers are examined. The findings
are not always predictable and are carefully
drawn.

The overview, besides providing a useful and
detailed summary of the book, points out that
while inequality within rural or urban areas or
regions increased little in the five years covered
by the surveys, it jumped sharply between them.
This surely implies that migration will increase,
as indeed it has. (Current census techniques
probably understate the true level of migration.)
Since migration is an effective way to reduce
inequality and increase opportunity, one might
have hoped for some discussion of trade-offs of
investing in currently poor but stagnant (and
often poorly governed) areas versus reducing
congestion in growing urban areas. But since the
main focus of this book is on self-contained
chapters, the crosscutting issues will have to wait
for others.

An important finding of this book is that pub-
lic services matter for health. Increasing
income alone has a surprisingly weak impact on
malnutrition or health. Even without higher
incomes, access to health care and clean water
improve outcomes. The book also finds that
government spending on poverty was ineffi-
cient. Poverty was not well identified nor did
social programs seem necessarily to benefit the
poor very much. Most poverty gains came from
growth in agriculture and reductions in controls
on agricultural trade, though gains in nonfarm
jobs are certainly helping. There is much more,
but overall the book is optimistic that if pro-growth
policy reforms continue, and if public spending is
better targeted and more efficient, further rapid
progress is likely. In particular, the role of law,

reduced corruption, and better governance are
mentioned.

Overall, these books add to the stock of knowl-
edge about Vietnam in both general and particu-
lar ways. Specialists and students of Vietnam will
want to have access to these books. But readers
wanting to understand the more recent dynam-
ics of that economy will have to augment their
reading.

DAVID O. DAPICE

Tufts University

The Future of Economic Growth: As New
Becomes Old. By Robert Boyer. Translation.
Saint-Gobain Centre for Economic Studies
Series. Cheltenham, U.K. and Northampton,
Mass.: Elgar, [2002] 2004. Pp. xvii, 174.
$90.00, cloth. ISBN 1–84376–606–X, cloth;
0–84376–607–8, pbk. JEL 2004–1113
Has the “new economy” ever existed? And, if

it did, what did it stand for? How important is
the cluster of “information and communication
technologies” (ICT) in shaping the contempo-
rary patterns of growth? Do the economic bene-
fits of ICTs necessarily come in an iron package
together with labor market deregulation, finan-
cial wilderness, a shrinking importance of the
state in economic affairs, etc. all the way through
the list of the laissez-faire recipe? Are there
other viable models around? Are we sure that
the laissez-faire one is the best?

These are some of the ambitious questions that
this short but very dense book addresses. And it
does so by taking the reader through a “kaleido-
scopic” ride (as the author promises from the
start) which joins the discussion of macroeco-
nomic patterns together with an assessment of
the features of observed technological trajecto-
ries, the analysis of the institutions underlying the
distinction growth profiles of various countries,
and a discussion of business models and manage-
ment practices.

The ride is largely worthwhile even if at times
bumpy or corner-cutting.

I will not try to summarize the whole thread of
the argument but rather flag some of the major
points argued in this work.

A theme running through the book is that the
“New Economy” with all its whistles-and-bells
(the end of the business cycle, we are all share-
holders, ICTs are transforming our all lives, and
so on) has mainly been an ideological bubble. The
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book convincingly argues it, highlighting both
continuities and breaks of the “crazy 90’s” vis-à-vis
the post–World War II growth regime showing at
the same time the inbuilt fragilities of the
dot.com bonanza before the burst of the actual
financial bubble.

Rather, a more serious and challenging issue
regards the ability of ICTs to fuel a new phase of
economic growth. In brief, the answer is “it may
be,” but this requires at the same time a few
complementary institutional conditions: techno-
logical innovations are not enough. Indeed, insti-
tutional complementarities are a major
interpretative theme running throughout the
book. It is a theme at the center of “Regulation
Perspective”—whose main French contributors
include M. Aglietta, R. Boyer himself, B. Coriat,
J. Mistral, and P. Petit—with a good deal of over-
lapping with comparative institutionalist analyses
such as those by Masahito Aoki and with the
“variety of capitalism” literature (cf. the work of
R. Dore, R. Hall, D. Soskice, W. Streeck, among
others). In a rough synthesis, the basic idea is
that specific regimes of growth live on quite spe-
cific consistency conditions between e.g. the
processes of knowledge accumulation, the incen-
tive agents force, the forms of corporate gover-
nance, and the mechanisms of market
interaction. In this respect, a tricky question
Boyer addresses is whether the U.S. model is the
only viable one. His answer is forcefully negative.
There is at least another one—call it the
“Scandinavian model”—which appears to be able
to generate and make fruitful use of ICTs within
a much more egalitarian social fabric. (Boyer
mentions also circumstantial evidence about a
third “catching-up model,” historically displayed
by Ireland and possibly Portugal, but I am much
less convinced by that.)

Another reason the book is interesting is that it
tries to weave together the macroeconomic and
technological stories with micro business dynam-
ics. Again, contrary to much of the conventional
wisdom, there does not appear to be any “one best
way” to organize and manage the ICT era. Rather
micro success appears to be influenced also by the
institutional context in which firms operate.

The work is thought provoking in its analytical
part and is also stimulating in its normative-polit-
ical end, which advocates an institutional archi-
tecture wherein growth in a knowledge-based
economy could be driven by collective services

such as health and education.
Inevitably such a width of topics is bound to

leave the expert reader frustrated on the details
(this in my case applies in primis with regard to
the finer accounts of the drivers of innovation
and of the properties of different organizational
forms). But it addresses core interpretative ques-
tions on the present and the future of coevolu-
tion between ICT technologies and forms of
socioeconomic governance. You do not need to
agree on all the answers. In any case, you are
confronted with a challenging interpretation of
the contemporary political economy.

GIOVANNI DOSI

Sant’Anna School of Advanced Studies, Italy

Science and Innovation: Rethinking the
Rationales for Funding and Governance.
Edited by Aldo Geuna, Ammon J. Salter, and
W. Edward Steinmueller. New Horizons in
the Economics of Innovation. Cheltenham,
U.K. and Northampton, Mass.: Elgar; distrib-
uted by American International Distribution
Corporation, Williston, Vt., 2003. Pp. xxii,
413. $120.00. ISBN 1–84376–109–2.

JEL 2003–1575
This edited volume brings together an interna-

tional set of the best scholars working in the area
of science and technology policy. The editors
argue that a new and more contextual, flexible,
and nuanced approach to government funding,
and the assessment of its impacts, is needed as
the prevailing model of innovation has evolved to
a networked or distributed model of knowledge
production. Scholars accept that the linear model
of innovation and the old social contract are
dead—the agenda is what comes next.

The first part, “The Evolving Research Policy
Environment,” contains three chapters plus
integrative commentary. Ron Martin sets the
stage by considering the historical evolution of
the role of science, specifically the university.
This chapter provides historical context by con-
sidering various versions of the social contract
of science and the changes that have created a
new yet to be named social contract for the pro-
duction of knowledge. Michel Callon considers
a future crisis in the governance of science by
making a distinction between researchers with
full citizenship and researchers in the wild—
those outside the formal scientific system.
Using a series of provocative examples, he
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argues that researchers with full citizenship act
not only to deny the scientific validity of the
researcher in the wild, but also to deny them a
voice in scientific debates. Patrick Llerena and
Freider Meyer-Krahmer provide a case study 
of University Louis Pasteur in Strasbourg to
suggest needed changes in the traditional
organization of research and the promotion of
university–industry relationships.

The second part, “New Actor Relationships,”
provides empirical evidence. Wes Cohen,
Richard Nelson, and John Walsh provide evi-
dence of the importance of public research to
industrial firms in the United States and present
the key channels of exchanges between industry
and academic research. A complementary chap-
ter by Patrick Llerena, Mireille Matt, and
Veronique Schaeffer analyzes the evolution of
French research system to encourage new indus-
trial activities. The authors point out that the lack
of university autonomy managing personnel, real
estate, and finance and the myth of an entrepre-
neurial researcher able to derive substantial
resources from commercialization activities
inhibit realizing policy goals. Massimo Riccaboni,
Woody Powell, Fabio Pammolli, and Jason
Owen-Smith present a comparative study on
innovation system in the life sciences between
the United States and Europe, in particular the
linkages between research universities, public
research institutes, and the private sector. They
conclude that the sets of network relations in the
United States are concentrated in regional clus-
ters with considerable interactions across organi-
zations and disciplines, whereas the European
networks are less dense with smaller numbers of
actors in highly specialized communities. They
suggest that European policy should not attempt
to copy American policy, but rather be focused on
developing a new set of network interactions
between basic research and development and
among small firms and universities within
Europe. Fabrizio Cesaroni and Alfonso
Gambardella consider factors that influence
research team performance. In particular, they
find the PI’s past publications and the numbers of
collaborations with foreign research institutions
play a critical role in determining research 
productivity.

The third section, “Models of Research
Funding,” provides conceptual frameworks. Paul
David and Louise Keely examine the science-

funding environment that involves multiple
sources. They argue that the evaluation of policy
action should be framed in a context of interde-
pendence of multiple funding strategies and out-
comes, regardless of the supranational agency’s
underlying objective. Robin Cowan and Nicolas
Jonard develop a model of knowledge creation
and diffusion in networks to understanding how
knowledge levels, interagent and intergroup vari-
ance, and agent and group specialization respond
to changes in various parameters. Based on the
results from numerical experiments of the pro-
posed network model, Cowan and Jonard find
that average knowledge level in the economy
increases with labor mobility. Peter Swann urges
caution in the application of club goods solution
to funding basic research. He concludes that, in
a complex economy with substantial intersection-
al science–technology relationships and a com-
munity with diverse innovators, public finance is
still preferable to any attainable club goods solu-
tion. Dominique Foray considers the problems
of creating a knowledge infrastructure. Based on
the assumption that public good is industry-spe-
cific and therefore it is possible to internalize the
externalities to the club participants, Foray
reviews empirical and historical evidence on the
feasibility, advantages, and shortcomings of club
goods approach to the support of industry-
specific good.

In sum, this is an interesting and useful collec-
tion. Each section concludes with an integrative
and insightful commentary which ties the sec-
tions together and offers useful perspectives.
These commentaries should be useful reading for
a doctoral student looking for a dissertation topic.
The editors have done a useful job of solving the
problem that plagues many edited volumes—
introductory sections create a narrative and the
sections and chapters are well integrated.

MARYANN P. FELDMAN

University of Toronto

The Future of Domestic Capital Markets in
Developing Countries. Edited by Robert E.
Litan, Michael Pomerleano, and Vasudevan
Sundararajan. World Bank/IMF/Brookings
Emerging Markets Series. Washington, D.C.:
Brookings Institution, 2003. Pp. x, 532.
$39.95, paper. ISBN 0–8157–5299–7.

JEL 2004–0286
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This book is a collection of fifteen chapters pre-
sented by academic scholars, policymakers, and
practitioners at a conference organized by the
World Bank, IMF, and the Brookings Institution
on April 14–16, 2003. Together with a summary
overview and the essence of five panel discus-
sions, this makes for an impressive collection of
thinking on the future of domestic capital mar-
kets in developing countries. The papers cover
more than capital markets, however. Some
papers analyze aspects of banking systems, others
discuss the appropriate sequence of financial lib-
eralization, while others analyze the future of
supervision. There are actually four parts to the
book: capital markets development around the
world, integrated supervision, securities trading,
and private equity, each followed by a panel dis-
cussion. And it concludes with a looking forward
section, also with a panel.

Altogether, it is a formidable effort, more than
500 pages. There is consequently something here
for everybody. While the style is not that of an
academic journal, some of the papers will appeal
to academics as they present some new (empiri-
cal) results, say on the capital structure, financ-
ing, and performance of firms around the world
(Jack Glen and Ajit Singh, and Dilip Ratha, Philip
Suttle, and Sanket Mohapatra); the lessons of
capital markets liberalization (Peter Blair Henry
and Peter Lombard Lorentzen); the ability of the
market to discipline banks (Glenn Hoggarth,
Patricia Jackson, and Erlend Nier); and the links
between institutional savings and financial mar-
kets (Alberto R. Musalem and Thierry Tressel).
Some papers also do an excellent job of describ-
ing the literature in their respective fields. The
practitioners will surely be rewarded as many of
the authors and panel discussants have been at
the forefront of capital markets development in
developing countries and share their insights
generously.

It is obviously hard for somebody currently
working in the financial sector at the World Bank,
one of the sponsors of the event, to be complete-
ly objective about this book. Furthermore, one
article (Lee on the future of securities trading)
draws on some joint work. Furthermore, while I
did not attend the conference, I had seen some of
the papers before. Still, I found a very worthwhile
read as the topic of capital markets in developing
countries (and developed countries) remains a
very dynamic one. And the book has been a good

read for some time, as it already came out late
2003, within eight months after the conference, a
record time. It is also reasonably priced, $39.95,
a further big plus for a policy-oriented publica-
tion. Furthermore, as already noted, one gets
much more than just wise thoughts on capital
markets development.

The mix of authors and the speed has come at
a price, though. I missed sometimes the rigor that
one would expect in a more academic book.
References to data or facts are sometimes miss-
ing or unclear. Some papers did not refer to any
works and seem to be authors’ collected wisdoms
on the topics. And the analyses, by being split in
various subtopics, remain sometimes partial on
the topic of capital markets. In the end, policy-
makers and others presumably want the overview
how the various elements now discussed sepa-
rately come together. Is liberalization of capital
markets without proper corporate governance or
appropriate trading systems beneficial? How
does the role of integrated supervision phase best
with the presence of universal banking? And,
inevitably in a dynamic field, the academic litera-
ture has moved on. The work by Rafael La Porta,
Florencio Lopez-de-Silanes, and Andrei Shleifer
(2005), for example, has already given us much
new insight on what detailed forms of regulation
and supervision best help foster capital markets
development. And Joshua Lerner and Antoinette
Schoar (2005) has given us valuable lessons on
what works in terms of private equity and venture
capital contracts around the world.

The biggest values of the book are the panel
discussions: these are well transcribed and we get
the sense of being there as we can read the back
and forth among panelists and with the audience
in the form of questions. The highlight in this
respect is the last panel where Antoine van
Agtmael—the person who, among others, (may
have) coined the term “emerging markets”—and
Frank Veneroso—the person who, among others,
predicted the developing countries debt crisis in
the mid-1970s—debate each other. They spare off
as an optimist and a somewhat more pessimist,
and provide much food for thought.

I particularly think the view of van Agtmael
that every country that has a central bank needs
to have a capital market provides in a nice way a
summary perspective. Does this mean one capi-
tal market for Euroland? Given trends in terms of
consolidation of stock exchanges and trading sys-
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tems in Europe, both in equity markets and bond
markets, this seems right. But, what about Latin
America where there has been difficulty develop-
ing viable capital markets? Is it the history of lim-
ited trust in one’s own currency that prevents
capital markets from taking off in this part of the
world? And how about Africa, where there are
many central banks, but where most financial sys-
tems are smaller than a few billion dollars? Here
having a currency alone is clearly not a sufficient
criteria since there are few viable capital markets,
at least to date. In any case, it shows that more
thinking is still needed and we all eagerly await
the results.

In summary, it is a buy. Read it, but be a smart
reader and skim through some material and pick
out the gems. Then go on and be much better
equipped with the right questions to consider
when reading the latest (academic) papers on this
topic where you may find some new insights and
perhaps even some “answers.”
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JEL 2003–1599
The “lost decade” for Japan is the period of

the 1990s during which it migrated from the cat-
egory of economic wonder to economic stagna-
tion. For those who knew the Japan of the
1980s, the talk of financial institutions giddy
with ever-rising prices had come to dominate
the stellar performance of Japanese manufactur-
ers. It has been the fall of the financial houses
that has been the primary object of the Japanese
policy discussions. The manufacturing sector

has had its setbacks, but no where to the devas-
tation that has struck the Japanese banking
industry.

It would be to the financial sector then that one
would turn first for the start of an explanation of
the crisis and prospects of a turnaround. Yet, this
book edited by Robert Stern begins somewhat
awkwardly with an excellent analysis of NAFTA
and trade diversion, then followed by ten chap-
ters, two of which address again trade, three on
direct investment and trade, two directly on the
financial sector, one historical chapter on price
stability in Sweden, and a final chapter on
demography and savings. Perhaps there is a
counterintuitive theory to this organization that
considers trade shocks or long-term secular
trends in trade to be the cause of the crisis. If this
be the implicit theory, the trade chapters do not
speak directly to this thesis, despite their obvious
merits and quality.

Rather, the trade and direct investment chap-
ters are largely oriented toward answering the
perennial question of whether there is too little
imports or investment in Japan. These chapters
collectively suggest that Japan did change during
the 1990s. Alan Deardorff offers the speculative
thesis that the Japanese trade advantage of short-
ening “time to market” had evaporated through
diffusion. Theresa Greaney notes that Asian out-
sourcing by Japanese firms lead to import levels
relatively similar to those in the American econo-
my. In addition, the chapter by Keith Head and
John Ries on productivity finds that growth of
off-shore manufacturing appeared to booster
total factor productivity of Japanese firms. Unlike
the findings regarding Singapore and Hong
Kong, Japan’s productivity growth is sustained
and not explained entirely by measurables, i.e.,
labor or capital. Thus, in the 1990s, Japanese
firms became multinational corporations, pro-
ducing and selling in many countries and ship-
ping products between them, including their
home country, Japan.

The claim of low level of foreign direct invest-
ment in Japan is challenged by Keiko Ito and
Kyoji Fukao. Using a new set, they find that the
MITI estimates are too low by a factor of 5. As
Fukunari Kimura notes in his comment, this
discrepancy might be due to the very low owner-
ship requirement (10 percent) to be defined as a
foreign affiliate. Using this definition, we can eas-
ily speculate that Renault’s large equity stake in
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Nissan alone would explain a substantial portion
of the increase.

Kimura and Kozo Kiyota analyze an interesting
question: did exports and foreign direct invest-
ment accelerate corporate reforms? Through an
impressive assembly of data and analysis, they
find an association between restructuring and
exposure to foreign markets. They concede that
they don’t have observations on the mechanisms
(or instruments) that might rule out the spurious
causality—good firms export and restructure. In
the absence of instruments, the heretical innova-
tion of relying on case evidence (that is, dis-
cussing a few firms or industries) could have
provided some helpful foliage.

The central chapter of the book is Mitsuhiro
Fukao’s study of the financial sector and corpo-
rate governance. Fukao provides a crisp history to
accompany his statistical analysis that shows how
deflation and negative interest rates created a
financial crisis in which asset-poor banks could
nevertheless survive. He argues that the poor
performance is the outcome of poor corporate
governance.

The remaining chapters of the book present
equally balanced analyses. Gary Saxenhouse
characteristically contributes an insightful com-
parison of Japan’s price stability efforts to those of
Sweden (or more appropriately, the United
Kingdom) in the 1930s. A companion chapter by
Hiroshi Fujiki and Shigenori Shiratsuka analyze,
through a series of well-executed charts, the
effects of the 1999 zero-interest rate policy on
forward markets. They conclude that, despite the
effect of these policies on flattening the yield
curve at a lower level—and hence offering an
incentive to long-term investments, there was lit-
tle transmission to the nonfinancial sectors. The
final chapters present an analysis of demographic
effects (written by Naohiro Yashiro) and employ-
ment policy (by Takashi Omori). A high point of
these two chapters is Yashiro’s attempts to figure
out whether Japanese children never leave home,
or Japanese parents never let them go.

Much of the interest of the book lies in the
excellent comments on the chapters. For exam-
ple, in reference to the Head and Ries’s chapter
on productivity, Keiichiro Kobayashi shows how
their firm level analysis can generate high total
factor productivity estimates where the conven-
tional industry level estimates would lead to low
estimates. This is a very important observation

that is worthy of more study. It applies equally to
the Kimura and Kiyota chapter that analyzed firm
data regarding exposure to foreign markets. To
the contrary, a historical handicap to Japan has
been its low exposure to competition by foreign
multinationals and imports in the home market.
It would be interesting to compare the firm
effects of foreign market exposure to the industry
effects of foreign competition in Japan.

Hugh Patrick’s comments, and those of Yoshiro
Miwa and J. Mark Ramseyer, enrich the techni-
cally sound chapter of Mitsuhiro Fukao on the
financial sector and corporate governance.
Patrick makes one of the few clear policy propos-
als in endorsing a government initiative to create
a corporation to buy bad debt financed by guar-
anteed bonds. He also emphasizes the difficulty
of acquisitions in Japan and hence the obstacles
to restructuring. Miwa and Ramseyer offer a col-
orful refutation of Fukao’s thesis on bad gover-
nance, pointing their finger instead at bad
government regulation.

The chapters in this book are of high quality and
they deserve individually to be read by specialists.
But just as logs are not the same thing as a cabin,
the book will disappoint those in search of a syn-
thetic treatment of what went so wrong in Japan
and what are its prospects. The title is a mis-
nomer, as Japan has yet to enter into a sustained
recovery. There is little evidence given in this
book when this recovery might occur and what
policies would help it along. Given the duration of
the crisis and the many remedies offered and
tried, sometimes, silence is appropriate modesty.
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JEL 2005–0347
The Indonesian Family Life Survey (IFLS) is

one of the great accomplishments in multitopic
data collection undertaken by economists and
demographers. An initial survey (IFLS1) was
fielded to over 30,000 individuals in more than
7,000 Indonesian households in 1993. A second
round of the survey (IFLS2) took place in 1997,
just months before the major impact of the
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Asian financial crisis hit Indonesia. A follow-up
survey (IFLS2+) was given to a 25 percent sub-
sample of households in the second half of 1998
in order to gauge the short-term impact of the
crisis. The third full round of the survey
(IFLS3) in 2000 then resurveyed the full set of
households. Careful attention was given to
tracking households who moved location and
individuals who split-off from their original
households, allowing an astounding 95 percent
of the initial sample to be surveyed seven years
later. In addition to the individual data, facility
surveys were conducted of health and schooling
facilities that serve households in the sampled
communities. The data from all rounds of the
IFLS are publicly available and have spurned a
large number of journal articles, working
papers, and theses. (The data are available at
http://www.rand.org/labor/FLS/IFLS. The web-
site also lists an additional wave of the survey
planned for 2005.) Moreover, the success in fol-
lowing a large number of individuals over time
has helped dispel notions that collection of large-
scale panel data is not possible in developing
countries.

John Strauss and his coauthors use the 1997
and 2000 rounds of the survey to provide a very
detailed description of changes in a wide array of
living standards measures between 1997 and
2000. The first chapter provides a brief timeline
of the spread of the financial crisis and its effect
on the exchange rate and food prices. The sam-
pling methodology for the IFLS surveys is sum-
marized in the second chapter. Each of the
remaining chapters of the book then separately
covers one aspect or measure of living standards.
Topics include poverty and expenditure, subjec-
tive standards of living, employment and wages,
education, health outcomes, health inputs, health
service delivery, family planning, family planning
services, and social safety net programs. For each
topic, the authors typically summarize means of
the different indicators in 1997 and 2000 for var-
ious groups of interest, and then pool the two
years to run a regression or linear probability
model in which the indicator of interest is
regressed on a set of covariates, which are all
interacted with a year 2000 dummy variable. The
resulting tables provide a detailed description of
how both the level and change in the indicator is
associated with age, gender, education, and geo-
graphic location. Another nice approach used to

describe changes in the data is the use of sto-
chastic dominance tests to determine whether
the distribution of measures such as poverty and
child weight-for-height vary significantly across
the two years. The main finding is that almost
three years after the Asian crisis hit Indonesia,
individuals appear to have recovered to precrisis
levels or higher in most measures of well-being.

I see three main groups of readers for this
book. The IFLS panel data are unique in their
combination of breadth of indicators and sample
size. The data should therefore be of interest not
only to development economists, but to econo-
mists in general looking for panel data which
allows for testing a wider range of theories than
offered by the PSID. The book provides a rather
exhaustive description of the IFLS data and of all
the various types of variables collected, and so
should serve the casual reader who wants a self-
contained publication with which to get a better
feel for the contents of the IFLS data. The sec-
ond group who will also be well-served by this
book consists of policymakers and Indonesia spe-
cialists who want a comprehensive overview of
changes in living conditions among Indonesian
households following the crisis.

I count myself as a member of a third group of
readers, whose greatest interest in this book is in
its potential to help us understand how house-
holds adjusted to the large economic shock
brought about by the financial crisis. A large lit-
erature has addressed the ability of households
to smooth idiosyncratic shocks, but relatively less
is known about the mechanisms households use
to cope with large aggregate shocks. The book
only half-delivers in this regard. Although the
data seem to suggest that individuals recovered
to their precrisis levels, interpretation of the
results is hampered by the use of only before
and after comparisons. For example,
Frankenberg, Thomas, and Beegle (1999)
looked at the short-term impact of the crisis by
comparing the IFLS2+ data collected in 1998
with the 1997 survey, and found evidence that
education and child preventative health care
declined during the initial stages of the crisis,
particularly among the poor. This raised the fear
that the adjustment strategies used by house-
holds might have long-term negative effects. In
contrast, this book finds school enrolment rates
in 2000 were actually higher than in 1997, but by
not using the 1998 data, is unable to address
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directly the fundamental question of whether the
particular children withdrawn from school during
the crisis later returned.

The use of before–after comparisons based on
only two surveys makes it impossible to distinguish
the extent which the changes observed are due to
the crisis and subsequent recovery, and how much
are due to preexisting trends and standard labor
market flux. For example, the authors examine
transitions in and out of poverty between 1997 and
2000. Some of these transitions will be due to
measurement error, some due to standard transito-
ry movements in and out of poverty, some due to a
preexisting trend which had been lowering pover-
ty rates considerably over the preceding thirty
years, and some due to households whom the cri-
sis pushed into poverty. Analysis based on only two
periods of data can not separate these different fac-
tors to allow one to determine the extent to which
the crisis pushed particular types of households
into poverty. The authors are certainly aware of the
limitations of what can be concluded and acknowl-
edge that a better measure of the medium-term
impact of the crisis could be to compare the 2000
results with what one would have expected in the
absence of the crisis. While such counterfactual

comparisons require additional assumptions, use
of the data in the IFLS and other Indonesian
surveys would allow for such an approach.

Notwithstanding these concerns, the book
offers a rich base for future research to build on.
The multifaceted nature of the IFLS data sug-
gests scope for more research on the interrela-
tionships among health, labor markets,
education, and household welfare. The penulti-
mate chapter also provides a baseline against
which to compare the radical decentralization of
government services which began at the start of
2001 in Indonesia. The IFLS should therefore
continue to fuel research for many years to come,
and the authors should be congratulated for their
role in the provision of this public good.
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