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Book review
Auctions: Theory and practice, by Klemperer, P., Princeton University Press, Princeton,
NJ, 2004, pp. 246, ISBN: 0-691-11925-2, (5 ﬁgures, 1 Table), $29.95 (Paperback)
In the summer of 2000, observers of the third generation (‘‘3G’’) spectrum license
auctions witnessed both amazing revenues for some governments as well as embarrassing failures for others. At the same time, Paul Klemperer presented on various
occasions his analysis of what constitutes a good auction design. His detailed analysis is collected in this book, enriched with a brief introduction to auction theory.
Klemperer was the principal auction theorist advising the UK government on the design of its 3G auction and his enthusiasm for the UK auction should be understood
in this context; nevertheless Klemperer argues his case very well. To audiences of any
of his talks on the topic, it will not come as a surprise that this book is enlightening
and entertaining to read.
All the chapters have been published before. As a consequence, there is quite a bit
of redundancy among the chapters, but the advantage is that they are all self-contained. For a collection of previously published work, the book presents a quite
coherent treatment. Only Chapter 2, which deals with applications of auction theory
to other areas of economics, departs from the main topic, the discussion of good auction design. This chapter is, however, very insightful and highly readable and indeed
shows that, as the title suggests, ‘‘. . . every economist should learn some auction
theory’’.
Chapter 1 contains a survey of auction theory, complemented by a set of very useful exercises (with solutions). This chapter provides a comprehensive overview of the
auction theory literature, but as an introduction to the theory of auctions it might
not be the easiest to digest. A total of 155 footnotes may be almost inevitable for
a literature survey, but it does not help readability. The appendix, containing derivations of fundamental concepts like the revenue equivalence theorem (RET), is very
helpful but again, for a ﬁrst contact with auction theory, it might be a bit too dense.
Furthermore, while this chapter is explicitly understood as an introduction to auction theory, the extremely limited discussion of empirical and experimental papers
seems unfortunate, in particular because the bookÕs topic is not only the theory of
auctions, but also its practice.
In Chapter 2, Klemperer presents an extensive collection of examples where auction theory inspires new insights into other areas of economics. For example, an
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application of RET allows immediate insights into comparisons of diﬀerent litigation
systems (and the uselessness of a proposal by Dan Quayle). This is an enlightening
chapter that requires not much more understanding of auction theory than familiarity with RET.
The next two chapters take the opposite view, arguing that for practical auction
design, standard concerns in competition policy might be more relevant than the issues auction theorists are usually concerned with. In Chapter 3, Klemperer forcefully
argues that good auction design depends on the context, in particular on whether
collusion and entry are problematic issues (whereas the auction theory literature usually assumes a ﬁxed number of bidders 1 and ignores the possibility of collusion). He
illustrates this point with remarkable failures of some recent high-scale auctions. He
proposes measures to make ascending auctions more robust to collusion and advocates the Anglo-Dutch auction that combines an ascending auction with a ﬁnal
sealed-bid stage that encourages entry, compared to an ascending auction at low expected eﬃciency losses.
Chapter 4 looks at these issues from a more general perspective. Klemperer argues
that in the application of auction theory often too much weight is given to factors
that are captured in elegant theoretical models, in particular aﬃliated signals, but
have little relevance in practice because of their sensitivity to other assumptions that
are not likely to be fulﬁlled (e.g. risk neutrality). Furthermore, he argues that economic advisors have to take into account how political pressure might alter the design they initially proposed as well as the context, in particular past and future
auctions.
The remaining four chapters present a detailed case study of the European 3G
auctions. Chapter 5 reports more thoroughly on the European 3G auctions and
how the arguments outlined in Chapter 3 explain the diﬀerent successes. In Chapter
6, Klemperer describes in great detail the issues that had to be considered in the design of the UK auction beginning with a discussion of advantages and potential disadvantages of auctions (and dismissing most of the latter). This is an extremely
interesting insiderÕs report on economic consulting. In this chapter, Klemperer also
brieﬂy discusses the merits of experiments to complement theory as a basis for policy
advice. In Chapter 7, Klemperer discusses potential explanations for superﬁcially
irrational behavior of individual bidders in the UK and German 3G auctions. He
stresses the role of behavioral aspects like beliefs about other biddersÕ valuation
models, concerns for relative performance, and biddersÕ beliefs concerning the weight
other bidders might put on relative performance. Chapter 8 is a brief defense of the
3G auctions against the criticism that they were responsible for slowed investment in
3G and reduced the market value of the telecoms companies.
In conclusion, this book provides an excellent introduction to the practice of auction design and to the application of auction theory to other ﬁelds of economics. It is
suited for graduate and advanced undergraduate courses in auction theory, best as a

1
For the same reason, experiments may be misleading, because they usually employ a ﬁxed number of
bidders, an issue that is unfortunately ignored in this book.
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complement to the book by Krishna (2002), which presents a very thorough theoretical treatment, but lacks exactly where KlempererÕs book has its strength, the discussion of practical issues. For a comprehensive treatment of auctions, however, a
course should be enriched with a more extensive discussion of empirical and experimental evidence. Chapters 2 and 3 would also be excellent material for a graduate
course in industrial organization, as would Chapters 3 and 4 for a course in competition policy. Finally, Chapters 4 and 6 are very useful reading for anybody considering consultancy work for government agencies.
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