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In Chapters 2 and 3, the authors provide a useful introduction to the basic principles of Bayesian
inference and computation, assuming readers have a
background in basic probability and statistics at the
level of Casella and Berger (2002). In Chapter 4, they
describe models for within-unit and across-unit analysis using discrete data. They review the latent variable
approach, including multinomial probit or multivariate probit models, and introduce demand models that
can be used for more formal economic questions,
such as welfare analysis and policy simulation. In
Chapter 5, they provide a comprehensive treatment
of hierarchical models, which are designed to measure differences between units using a particular prior
structure. They show several forms of the hierarchical model as well as the algorithm MCMC to conduct
inference. They illustrate these methods in the context
of a panel of household purchase data and a base or
unit-level multinomial logit model. They also discuss
the inﬂuence of the ﬁndings on marketing practice.
Chapter 6 concerns the problem of model selection and decision theory. The authors consider the use
of the decision-based metric in valuing information
sources and show the importance of loss functions in
marketing applications. In Chapter 7, they discuss the
problem of Bayesian inference models in which both
the response variable, for example, sales, and some
of the marketing mix variables are jointly determined
given a set of exogenous demand or cost shifters.
This book does not contain information about
Bayesian networks, see Baesens et al. (2002), nor
does it cover marketing applications or nonparametric Bayesian; Dey and Rao (2005) provide a general
approach. However, Greg Allenby told me in June
2006 that they intended to cover the latter topic in
future editions. This ﬂaw is not serious, and I highly
recommend the book. While it is unlikely that we will
ever ﬁnd the perfect book to fully explain Bayesian
statistics in marketing, Rossi, Allenby, and McCulloch
have provided an excellent text and reference book
for both graduate students and professors in many
ﬁelds and, in particular, in management science.
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Agent-based methods are becoming part of mainstream management science and economics, partly
because of computing advances that facilitate modeling complex systems. The ﬁrst volume of NorthHolland’s Handbook of Computational Economics is a
survey of the literature on solving such standard
economic issues as general equilibrium and rational
expectations models. The second volume (and the one
we review here) is dedicated to agent-based simulations (ABSs) and is intended to serve two purposes:
to provide a comprehensive and up-to-date overview
of agent-based modeling research, and to support
researchers in teaching or developing ABS skills. The
book succeeds on both accounts. It is structured in
three parts.
Part 1 starts with two chapters (Chapters 16 and 17
of this second volume of two) written by the editors,
Leigh Tesfatsion and Kenneth Judd. They position
ABS as a method that contrasts with and supports
traditional economics. They point out the weaknesses
of standard models and describe how simulations
can complement them. The editors’ inclinations—
one is decidedly an agent-based modeller, while the
other has wider computational economics interests—
provide the context for a balanced view of ABS.
Chapters 18 to 31 are written by active researchers
in the ﬁeld; they review the literature on the areas
in which ABSs are used. Chapter 18 concerns representation of agent behavior, including reinforcement, and belief-based and mixed models. Chapter
19 concerns research combining ABS and experimental economics. Chapters 20 to 31 concern applications
in numerous ﬁelds: ﬁxed and endogenously determined networks, complex social systems, agent-based
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and closed-form solutions with heterogeneous agents,
ﬁnance, innovation studies, organizational behavior,
market design, automated trading, politics, ecology,
and spatial economics. They vary in length and depth
but are good outlines of ABS application ﬁelds.
Because of my own research interests, I particularly enjoyed the chapters on experimental economics
(John Duffy), organizations (Myong-Hun Chang and
Joe Harrington), and market design (Bob Marks). In
addition, Ken Kollman and Scott Page helped me to
discover political science as an interesting application
area. Researchers with interests in other areas will
ﬁnd the chapters on those areas equally appealing.
Parts 2 and 3 are more epistemological in nature.
Part 2 consists of ﬁve perspective contributions in
which well-established researchers discuss the advantages and disadvantages of ABS. Thomas Schelling’s
account of how his classic segregation model came
about was fascinating, as was Axelrod’s account of
his work in evolutionary biology. The book concludes
with Part 3, a brief newcomers’ literature guide,
which could serve as a basis for a graduate course on
agent-based simulations.
The handbook includes introductory explanations
of the main ABS algorithms. Brenner discusses several models in his chapter, and Duffy includes the
classic Roth-Erev reinforcement model. Moreover, the
book covers other techniques well known to the readers of INFORMS journals, such as NK-landscapes and
genetic algorithms.
On the negative side, I ﬁnd the book slightly repetitive (and somewhat defensive) in detailing how standard and agent-based economics differ. However, this
is not a major shortcoming, and it can easily be
attributed to the fact that agent-based modelers have
until recently struggled to sell their methods to a
wider audience.
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Overall, the editors have managed to create a coherent body of knowledge, in which very little material
overlaps, out of excellent literature overviews. Both
novices and experienced agent-based modelers will
beneﬁt from using this handbook.
Augusto Rupérez Micola
Decision Sciences, IMD International, Chemin de Bellerive, 23, Lausanne, CH-1007, Switzerland
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