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Thomas Sowell’s Knowledge and Decisions (New York: Basic Books, 1980) has become a classic in the social sciences.  Courses in public policy, political economy, and interdisciplinary programs have adopted Knowledge and Decisions as a main text.  In Knowledge and Decisions, Sowell explains how different organizational structures help individuals cope with the local and imperfect knowledge that is dispersed throughout society.  

In Knowledge and Decisions, Sowell’s discussion of feedback mechanisms and the flow of information within different economic systems has a decidedly Hayekian slant.  Sowell’s Knowledge and Decisions gives economists clear and concrete examples of the “knowledge problem” and the role of the price system in an economic system—examples that are unfortunately lacking in most of F.A. Hayek’s work.  After reading Knowledge and Decisions as an undergraduate, I was convinced that Sowell was one of the most important economists of the 20th century.  Four years later, after just finishing the latest edition of Basic Economics and his newest book, Applied Economics, I’m more convinced than ever that Sowell is in a league of his own among 20th century economists.

Both Basic Economics and Applied Economics are well-written books for academic economists and laymen.  Both books are loaded with wonderful anecdotes, and many of the examples in Basic Economics have been brought up to date.  While I would be reluctant to use the books as primary texts, they could serve as useful complements in either a micro principles or intermediate micro course.  

For the layman seeking to understand more about economics, Basic Economics is probably the best book available.  Sowell does a great job in bringing abstract, theoretical economic arguments down to a level that someone unfamiliar with economics can comprehend.  Sowell’s clear writing style and sound economic reasoning makes Basic Economics enjoyable reading for trained economists.  All of the key concepts found in an introductory course—price controls, shortages, surpluses—are there; yet, the graphs and the jargon usually found in an introductory textbook are lacking.  


While I would highly recommend Basic Economics to any reader, there were a few problems with the book.  First, there were far too many typos scattered throughout the text.  At times, this made for frustrating reading, detracting from the overall quality of the book.  In addition, occasionally, Sowell repeats the same examples.  For example, early on in the book he discusses the effects of rent control; he then uses some of the exact same sentences later in the book when he discusses property rights systems.    


My remaining concern with Basic Economics is a substantive one.  Throughout the book, Sowell relies primarily on a time-inconsistency explanation of bad policy.  According to the time-inconsistency thesis, politicians have short time-horizons.  Since they are only worried about getting re-elected, they will push for policies that have a lot of immediate benefits, but may also have costs that are hidden or appear much later.  Sowell (p. 237) argues that 

…when it becomes clear that the fares being charged on municipal buses are too low to permit these buses to be replaced as they wear out, the logical economic conclusion for the long run is to raise fares.  Politically, however, a politician who opposes the fare increase as “unjustified” may gain the votes of bus riders at the next election…By the time the municipal transit system gets so bad that many people begin moving out of the city, taking the taxes they pay with them, so many years may have elapsed since the political bus fare controversy that few people remember it or see any connection between that controversy and their current problems.

While time-inconsistency is one explanation for the growth of government and the persistence of bad policy, there are problems with this explanation.  First, we would expect there to be problems similar to the bus fare problem in all democratic governments: politicians seeking to get re-elected will promote populist policies that might hamper an economy in the long run.  Yet, bad policy seems to be a relatively recent phenomenon.  The United States has had a representative democracy since 1776; yet, for approximately 150 years, politicians did not seem to be pursuing time-inconsistent policies.  Even though politicians were facing the same incentive to concentrate benefits in the short-run and disperse costs in the long-run, the size of government remained small and the quality of government was better.  If time-inconsistency is the source of bad policy, why wasn’t there bad policy earlier in American history?  

My hunch is that two additional factors have contributed to the growth of government and the spread of bad policy in the 20th century.  First, with an expanded franchise, the median voter might be in favor of more ill-informed polices, so it might be in the politician’s interest to push through shortsighted policy.  Second, with improvements in technology and the media, a “do something” attitude has spread through Western cultures.  Issues that had previously been far-removed from our lives are being captured 24 hours per day on CNN and other news networks, leading to demands for immediate action of issues that do not directly affect most voters.  With the information revolution, the rationally ignorant polity of previous generations has now become a polity that both thinks they know something about everything and demands immediate action in response to all of these social ills.  This clearly could be feeding back into extreme policies.


Like much of Basic Economics, Applied Economics a well-written, insightful book that focuses on some important contemporary economic issues.  Sowell’s chapters on medical care and housing were particularly impressive, and his chapter on discrimination was vintage Sowell.  He drives home many of his points with unforgettable anecdotes.  

While there are many things that I liked in Applied Economics, the book’s organization is frustrating.  Similarly to Basic Economics, Sowell’s Applied Economics is filled with typos and run-on sentences.  There is no flow to the book, and the reader gets the sense that each chapter was intended as a separate article rather than as part of whole.  The most glaring example of this is Sowell’s concluding chapter, “The Economic Development of Nations,” which doesn’t fit with any of the other chapters.  

 
I have a few minor quibbles with the content in Applied Economics.  First, in his chapter on “Free and Unfree Labor,” Sowell has a subsection on “Incentives and Constraints” (pp. 63-64).  In this subsection, he argues that “resident owners of slaves tended to operate more efficiently in long-run terms” than absentee owners.  Sowell’s argument is based on a principal-agent understanding of the problem: resident owners could directly monitor their animals, slaves, and soil while absentee owners rarely (if ever) checked in on their plantations.  Thus, on plantations where the cat was away, the mice played.  


While this explanation might be intuitively plausible, it is not on the most solid ground in economic theory.  There is a vast literature on optimal punishment as a solution to principal-agent problems.  Whenever it is difficult to monitor production, owners can still get efficient resource use by handing out severe punishments if they catch workers shirking.  In the case of absentee ownership, it seems plausible to think that absentee owners faced with high monitoring costs could simply fire their management immediately if they caught workers shirking or if their rates of return fell below some specified level.


Second, in the “Economics of Housing,” Sowell provides a nice explanation of why California housing prices have skyrocketed in the last 25 years.  According to Sowell, zoning regulations have played a key role in California’s housing price explosion.  While Sowell makes the reasonable argument that zoning laws have led to higher housing prices, he offers a self-interested explanation for zoning laws that seems ill-conceived.  According to Sowell (p. 102), 

Those who already own their own homes will see the value of their homes rise as restrictions are put on the building of new homes.  It is those who are already living in a community who vote on its laws, while newcomers are the ones confronted with the higher housing prices that these restrictive laws create.

Thus, under the pretext of a need for open space or environmental protection, zoning laws increase the value of existing property by restricting the available supply of housing.  


Here Sowell is suggesting that ill-informed citizens, who fail to “think beyond stage one” when faced with so many other decisions, are suddenly able to trace through the consequences of their vote on this particular issue.  This whole discussion seems to contradict many of Sowell’s other examples of individuals failing to think about the unintended consequences of different policies.  Moreover, there is little evidence to suggest that insiders who own property express a stronger preference for zoning laws than non-property holders; as Steven Levitt (1996) has pointed out, voters rarely vote their own self-interest.  In fact, one of the only policies where the self-interested voter hypothesis seems to hold is on the issue of smoking: smokers are strongly opposed to anti-smoking laws; non-smokers are strongly against smoking (Green and Gerken 1989).  Given the shaky empirical support for the self-interested voter hypothesis, blame for zoning laws does not necessarily fall squarely on property holders, but, rather, on a general polity with strong preferences for “sustainable development” and environmental protection (albeit, at high costs).


Despite the criticisms that I have discussed in this review, I highly recommend both Basic Economics and Applied Economics.  Sowell’s ability to convey economic ideas in a way that satisfies both the layman and the trained economist makes these books worth reading.  The books could serve as additional reading sources in microeconomics courses, and there are enough nuances and anecdotes in Sowell’s writing to keep trained economists interested.  Though there were parts of both books that I found disappointing, the books are in many ways a brilliant demonstration of the economic way of thinking.  They are arguably the best contemporary economics books for the layman, as well as good reads for economists, and they will undoubtedly help to keep Sowell in the elite ranks of 21st century economists. 
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