Harry Gunnison Brown: An Orthodox Economist and His Contributions
Author(s): Christopher K. Ryan

Source: The American Journal of Economics and Sociology , 2002, Vol. 61, No. 5,
Supplement (2002), pp. i-viitix+xi+xiii-xiv+1-25+27-69+71-169+171-193+195-203+205-
223+225-233+235+237-270

Published by: American Journal of Economics and Sociology, Inc.

Stable URL: https://www.jstor.org/stable/3487845

JSTOR is a not-for-profit service that helps scholars, researchers, and students discover, use, and build upon a wide
range of content in a trusted digital archive. We use information technology and tools to increase productivity and
facilitate new forms of scholarship. For more information about JSTOR, please contact support@jstor.org.

Your use of the JSTOR archive indicates your acceptance of the Terms & Conditions of Use, available at
https://about.jstor.org/terms

is collaborating with JSTOR to digitize, preserve and extend access to The American Journal of
Economics and Sociology

JSTOR

This content downloaded from
149.10.125.20 on Thu, 20 Jan 2022 04:08:42 UTC
All use subject to https://about.jstor.org/terms



Studies in Economic Reform and Social Justice

HARRY GUNNISON BROWN
AN ORTHODOX ECONOMIST
AND HIS CONTRIBUTIONS

Annual Supplement to Volume 61
The American Journal of Economics and Sociology

( Blackwell
’ Publishing

This content downloaded from
149.10.125.20 on Thu, 20 Jan 2022 04:08:42 UTC
All use subject to https://about.jstor.org/terms



The Series
Studies in Economic Reform and Social Justice

Laurence S. Moss, Series Editor

Robert V. Andelson, ed.
Land-Value Taxation Around the World

J. A. Giacalone and C. W. Cobb, eds.
The Path to Justice: Following in the Footsteps of Henry George

Christopher K. Ryan
Harry Gunnison Brown
An Orthodox Economist and His Contributions

This content downloaded from
149.10.125.20 on Thu, 20 Jan 2022 04:08:42 UTC
All use subject to https://about.jstor.org/terms



Studies in Economic Reform and Social Justice

HARRY GUNNISON BROWN
AN ORTHODOX ECONOMIST
AND HIS CONTRIBUTIONS

By
Christopher K. Ryan

Series Editor
Laurence S. Moss

Annual Supplement to Volume 61

The American Journal of Economics and Sociology
( Blackwell
’ Publishing

This content downloaded from
149.10.125.20 on Thu, 20 Jan 2022 04:08:42 UTC
All use subject to https://about.jstor.org/terms



The AMERICAN JOURNAL of ECONOMICS and SOCIOLOGY

LAURENCE S. MOSS, PH.D. EDITOR-IN-CHIEF Babson College
WIDDY S. HO ADMINISTRATIVE ASSISTANT Babson Park, MA, 02457, USA
NAN A. BRAMAN SECRETARY
MARK A SULLIVAN TREASURER

EDITORIAL COUNCIL

FRANK C. GENOVESE, Editor Emeritus, Babson College, A. J. JAFFE Ph.D., Columbia U.; WILL LISSNER, Ed.D.,
Founding Editor; JOHN D. MONTGOMERY, Ph.D., Harvard U.

EDITORIAL BOARD

R. V. ANDELSON, Philosophy, Auburn University; WILLIAM L. ANDERSON, Economics, Frostburg State University;
WIiLLIAM C. BINNING, Political Science, Youngstown State University; T. H. BONAPARTE, St. John’s University;
JEAN R. BURNET, Sociology, York University; RICHARD J. CEBULA, Economics, Georgia Institute of Technology;
PAUL F. J. DELESPINASSE, Adrian College; G. DELLAPORTAS, M.D., Clinton, SC; MASON GAFFNEY, Economics, Uni-
versity of California; HSIANG-LING HAN, Economics, Babson College; C. L. HARRISS, Economics, Columbia
University; JEROME F. HEAVEY, Economics, Lafayette College; W. S. HENDON, Economics, University of Akron; B.
C. Ly, Ph.D., Chicago State University and National Dong Hwa University; A. D. LYNN, JR., Ohio State Univer-
sity; D. J. MCCREADY, Wilfrid Laurier University; WALTER RYBECK, Washington, D.C.; GEORGE F. SAUSE, Econom-
ics, Lafayette College; ANDREW SAVCHNEKO, Sociology, University of Rhode Island; HERBERT F. SPIRER, Eco-
nomics, University of Connecticut; JOHN B. WILLIAMSON, Economics, Boston College; MILAN ZAFIROVSKI,
Sociology/Anthropology, University of North Texas

Publisher: THE AMERICAN JOURNAL OF ECONOMICS AND SOCIOLOGY, INC. (a nonprofit membership
corporation, 149 Madison Avenue, Suite 601, New York, N.Y. 10016). Members and Directors: R. V. Andelson,
K. Feder, M. Gaffney, J. T. Gwartney (president), C. L. Harriss, O. B. Johannsen, N. Tideman (vice-president).

Sponsors: The Francis Neilson Fund and the Robert Schalkenbach Foundation members and directors: L. R.
Abele, C. Abramovitz, R. V. Andelson, H. Barry 111, C. Berling, J. Burger, M. M. Cleveland, C. Cobb, S. B. Cord, K.
Feder, M. Gaffney, C. L. Harriss (chairman), A. S. Hartheimer, J. Heavey, B. F. Howells, Jr., O. B. Johannsen, R.
Noyes, F. K. Peddle, R. S. Rybeck, N. Tideman (president).

The editors, officers and staff do not necessarily endorse opinions and statements in signed contributions, and
accept no responsibility for them. As a scientific journal, this publication sets no ideological standards for its
collaborators or contributors. It affords contributors the widest freedom consistent with scientific integrity as
defined by the American professional learned societies in the fields it covers.

The American Journal of E ics and Sociology (ISSN 0002-9246) is published in January, April, July,

and October, with supplement in November by Blackwell Publishers, Inc., with offices at 350 Main Street,.
Malden, MA 02148, USA, and 108 Cowley Road, Oxford OX4 IJF, UK. Call US 1-800-835-6770 or fax: (781) 388-

8232 e-mail: subscrip@blackwellpub.com.

INFORMATION FOR SUBSCRIBERS For new orders, renewals, sample copy requests, claims, change of
address and all other subscription correspondence, please contact the Journals Department at the publisher’s
Malden office.

SUBSCRIPTION RATES FOR VOLUME 61, 2002 Institutions: The Americas $125, Rest of World £101;
Individuals: The Americas $47, Rest of World £38; Single Issues: Institutions: The Americas $30, Rest of
World £24; Individuals: The Americas $11, Rest of World £9.

Keep up with new publications from Blackwell Publishing. Join our free e-mail
Blackwell  jiering service, and we'll send you journal tables of contents (with links to ab-
E-mail Alerts stracts) and news of our latest books in your field. Signing up is easy. Simply visit
www .blackwellpublishing.com/ealerts. Choose which discipline interests you and
we'll send you a message every other week, OR select exactly which books and journals you'd like to hear
about, and when you’d like to receive your messages.
BACK ISSUES Back issues from the current and previous two volumes are available from the publisher’s
Malden office at the current single issue rate.
MICROFORM The journal is available on microfilm, microfiche, and microcard. For microfilm/fiche service,
address inquiries to University Microfilms International, 300 North Zeeb Road, Ann Arbor, MI 48106-1346, USA.
For microcard, address inquiries to Microcan, Inc., 618 Parker Street, Boston, MA 02120.
SUBMISSIONS Manuscripts of an interdisciplinary nature up to 6000 words can be submitted. Four copies
should be sent to : Editorial Office, The American Journal of Economics and Sociology. The journal also ac-
cepts monographs that may be included as an annual supplement. Please write to the Editor-in-Chief for more
details. The electronic address is LMOS @aol.com.
POSTMASTER Periodicals postage paid at Boston, MA and additional offices. Send all address corrections to
Blackwell Publishers, Journals Subscriptions Department, 350 Main Street, Malden, MA 02148.

ADVERTISING For details please contact Publishers Communication Group, phone (617) 497-6514 x219, fax
(617) 354-6875, or email sabine. mourlon@pcgplus.com.

© 2002 The American Journal of Economics and Sociology

This content downloaded from
149.10.125.20 on Thu, 20 Jan 2022 04:08:42 UTC
All use subject to https://about.jstor.org/terms



Bibliographical Aids to The Journal

Bibliographical aids for locating material in The American Journal of Economics and Sociology are
listed below. Librarians, compilers and editors are invited to report omissions.

Indexed and/or Abstracted (in whole or in part): H. W. Wilson Co.’s Social Sciences Index (formerly
Social Sciences and Humanities Index; previously the International Index); Sociological Abstracts;
Journal of Economic Literature; Psychological Abstracts; International Political Science Abstracts;
Population Index; Historical Abstracts; America: History & Life; Contents of Recent Economics Jour-
nals, U. K. Dept. of Trade & Industry Central Library; Bulletin Signalétique: Philosophie, Sciences
Humaines; Bibliographie, Internationale des Sciences Sociales; US.SR. Academy of Sciences A4b-
stracts Journal;, Rassegna della Stampa Problemi Fiscalt; P. R. of China Academy of Sciences Ab-
stracts; Estudios Politicos; Instituto de Ciencios Sociais, Universidade do Brasil; Notas e Informaciones
Ciencias Sociales; Quarterly Checklist of Ethnology and Sociology, American Bibliographic Service;
Book Review Index; Public Affairs Information Service Bulletin; Current Index to Journals in Educa-
tion, Educational Resources Information Center; American Behavioral Scientist Guides to Recent
Publications in the Social and Behavioral Sciences; Executive Abstracts, Social Science Reporter; ABC
Pol Sci; Universal Reference System (Plenum) Political and Behavioral Science Series; UNEsco Interna-
tional Bibliography of Economics; UNESCO International Bibliography of Sociology; Governmental
Information Group Government Index; G.1.G. Area Development Digest; United States Political Sci-
ence Documents (University Center for International Studies, U. of Pittsburgh); Ethnic Studies Bibliog-
raphy (Univ. Center for Int’l. Studies and Pennsylvania Ethnic Heritage Studies Center), AEA/JEL Index
of Economic Articles; Baker Library Current Contents, Harvard U, Grad School of Bus. Admin.;
National Technical Information Service, U.S. Dept. of Commerce; World Bank, Joint Library, List of
Recent Periodical Articles; Current Contents, Social and Behavioral Sciences; Library Services, Insti-
tute for Scientific Information; World Agricultural Economics and Rural Sociology Abstracts; Rural
Development Abstracts, Rural Extension, Education and Training Abstracts, Rural Recreation and
Tourism Abstracts (Commonwealth Bureau of Agricultural Economics, Oxford, England, computer
retrievable through the CAB/Lockheed/DIALOG computer database); National Criminal Justice Refer-
ence Service, Rockville, Md,; HEW-SCAN Service Center for Aging Information, National Clearing-
house for Aging; Sage Public Administration Abstracts; Sage Human Resources Abstracts; Sage Ur-
ban Studies Abstracts; Social Work Research and Abstracts, N.A.S.W; United Nations Library, Geneva,
Monthly Bibliography (formerly Monthly List, &c.);Verlagsgruppe Zeller's IBZ International Bibliog-
raphy of Periodical Literature and the IBZ International Bibliography of Book Reviews; Studies on
Women Abstracts; Abingdon, England; Data Courier Inc.’s ABI/Inform (Abstracted Business Informa-
tion); Ulrich’s International Periodicals Directory (Bowker); Bowker International Serials Database;
Sociology of Education Abstracts, Abingdon, UK.; BioBusiness Data Base, Biosciences Information
Service.

COPYRIGHT STATEMENT

COPYRIGHT: All rights reserved. Reproduction, storage, or transmission of this work in any form or by
any means beyond that permitted by Sections 107 and 108 of the U.S. Copyright Law is unlawful with-
out prior permission in writing from the Publisher, or in accordance with the terms of licences issued
by the Copyright Clearance Center (CCC) and other organizations authorized by the publisher to
administer reprographic reproduction rights. Please note, however, that all institutions with a paid
subscription to this journal may make photocopies for teaching purposes free of charge provided such
copies are not resold. For educational photocopying requests that do not originate from an institution
with a paid subscription, please contact the Copyright Clearance Center, 222 Rosewood Drive,
Danvers, MA 01923, phone: 978-750-8400, fax: 978-750-4470. For all other permissions inquiries, in-
cluding requests to republish material in another work, please contact the Journal Permissions man-
ager at the Publisher’s Malden office, phone: 781-388-0423.

This content downloaded from
149.10.125.20 on Thu, 20 Jan 2022 04:08:42 UTC
All use subject to https://about.jstor.org/terms



A portrait of the young Harry Gunnison Brown, courtesy of the
Robert Schalkenbach Foundation, New York, NY.
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A portrait of the older Harry Gunnison Brown, courtesy of the
Robert Schalkenbach Foundation, New York, NY.
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Foreword

I am delighted that Harry Gunnison Brown at last has the biog-
raphy that he so clearly deserves.

My close acquaintance with Professor Brown was limited to the
one short academic year, 1937-38, I spent at the University of Mis-
souri as his teaching assistant and graduate student.

I think what impressed me more than anything else about his
economic thinking was its coherence, its thorough internal con-
sistency, and its apparent sufficiency; his trust in the functioning of
competitive markets wherever competition is feasible; his pains-
takingly analytical elaboration of the consistent economic princi-
ples for regulating markets in which competition is infeasible (a
glance at my own two-volume Economics of Regulation will
quickly show how very heavily, a full half-century later, I drew on
his Principles of Commerce and his historic exchanges with John
Bauer); his unswerving espousal of free trade; his belief in the suf-
ficiency of monetary policy to solve the problem of macroeco-
nomic instability; and, of course, his espousal of the tax on land
values as the only method of financing government revenues most
fully consistent with economic efficiency, distributive justice,
and—especially considering its corollary, the removal of taxes on
capital improvements and investment generally—with economic
progress.

Of course all this was thoroughly classical (except for the refer-
ence to the emphasis on land value taxation—but even this was
beautifully compatible with the classical model) and is subject to
whatever reservations one may have about the sufficiency of that
approach; but it is an admirable system of economic thinking, still
highly relevant today, and Professor Brown expounded it with
grace, persistence, intellectual incisiveness, and verve.

I must add that I came to have enormous affection and respect
for him. He was a superb teacher and a delightful human being.

Alfred E. Kahn
Ithaca, New York
September 29, 1986
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Preface and Acknowledgments
to This Edition

THIS STUDY WAS originally a 1985 Ph.D. dissertation prepared for
the Department of Economics at Iowa State University in Ames,
Iowa. In 1987 Westview Press of Boulder, Colorado published a
thoroughly edited version of the study with its original title, Harry
Gunnison Brown: Economist. This title was chosen to bring
Brown’s contributions as an economist into contemporary focus.
Brown will be best remembered as one of the very few academic
economists of roughly the first half of the twentieth century to
champion what he saw as Henry George’s greatest legacy: his land
value taxation proposal. Yet it is a contention of this book that
Brown’s other work merits reconsideration as well.

The nature of the study has a biographical dimension that has
limitations: Brown left no personal papers, diaries or correspon-
dence. In addition, almost all the people with whom I conversed
or corresponded knew him only during or after his late fifties. I did
not personally know Dr. Brown. The correspondence that I refer-
ence in the study is located at the Yale University Library (Irving
Fisher and James Harvey Rogers Papers) and at the University of
Missouri Library in the University of Missouri Western Historical
Manuscripts Collection. (Letters to and from Brown are preserved
as departmental correspondence.) All other related correspon-
dence that I have listed as “Personal Files” in the Endnotes and
Bibliography will be transferred to the above collection in Colum-
bia, Missouri.

The 1987 edition and, perhaps more so, this revision is from be-
ginning to end a sympathetic study of Brown. I began my research
with only a vague recollection of a 1939 JPE article by him and a
skeptical reading of George’s Progress and Poverty in a graduate
course. I was influenced not only by my readings but also by the
opinions of others, many of whom did not know Brown person-
ally, either.

In retrospect my acknowledgements in the first version of this
study were overly terse. I would now like to extend my list of
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Xiv Harry Gunnison Brown

those who aided in this work either by help or encouragement.
Bobbie Horn of Tulsa University suggested the topic to me. I
found that Pinkney C. Walker of Missouri University had compiled
a list of Brown’s publications from 1907-1951. William Spellman
of Coe College shared with me an independently derived, updated
bibliography, and Elizabeth Read Brown (Brown’s second wife)
aided the Special Collections Department of the University of Mis-
souri Library in collecting copies of Brown’s articles and pam-
phlets. In 1980, Paul Junk of the University of Minnesota-Duluth
wrote a compelling biographical sketch of Brown in his “Preface”
to Selected Articles by Harry Gunnison Brown: The Case for Land
Value Taxation. Alfred Kahn replied to a letter of inquiry about
Brown with an astoundingly acute appreciation of him. Professors
Dudley Luckett and Charles Meyer of Iowa State University were
sympathetic and helpful in the realization of the original version.
Elizabeth Read Brown and Phillips Hamlin Brown (Brown’s son)
were helpful readers. Will Lissner was, I suspect, instrumental in
the Westview publication, and Spencer Carr was a particularly
enthusiastic editor. Mason Gaftney has been a very highly valued
commentator over many years. Although I have had little or no
connection with Georgist groups, I found the late Robert Clancy’s
review article to be a welcome source of encouragement. There
remains a substantial number of economists who recognized or
came to recognize Brown’s worth as an economist, many of
whom I have communicated with, and I once again extend my
thanks for their help.

For the present edition of this study, I have attempted to expand
and correct the original version and incorporate, although in lim-
ited fashion, new developments as they relate to Brown’s contri-
butions. Some of the added material was originally published in a
1997 AJES article titled “Harry Gunnison Brown’s Advocacy: The
Case He Made for Land Value Taxation 1917-1975.” My principal
acknowledgement for this opportunity, which I value very highly,
is to the Board of Directors of the AJES and in particular to its edi-
tor, Laurence S. Moss. My final and most important acknowledge-
ment is to one whom George Stigler called an “indulgent spouse.”
I would venture to change his adjective to “intelligent” and add
her name, Helen.
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Chapter 1

Introduction

PAUL SAMUELSON ONCE formulated a list of early prominent Ameri-
can economists born after 1860.! To the list consisting of W. C.
Mitchell, Allyn Young, H. L. Moore, Frank Knight, Jacob Viner and
Henry Schlutz he added the name of Harry Gunnison Brown. It is
improbable that Brown’s name has a familiar ring for contempo-
rary students. It is possible, however, that some student may recall
that the library catalog card for Irving Fisher’s classic work The
Purchasing Power of Money lists Brown as assisting Fisher in this
work.

Harry Gunnison Brown was roughly of the second generation
of American economists who followed the pioneering generation
that included John Bates Clark, E. R. A. Seligman, Frank Taussig,
Francis Walker, Simon Patten, Richard Ely, Thomas Nixon Carver,
Herbert Davenport and Irving Fisher, among others. Brown stud-
ied under and taught with Fisher at Yale until 1915. He and James
Harvey Rogers were said to be Fisher’s favorite and ablest stu-
dents.2 Brown became a monetarist in the tradition of Fisher. Al-
though on several occasions they differed, Brown demonstrated
enduring respect for his mentor and colleague.

Another economist, Herbert J. Davenport, was held in particular
regard by Brown. He joined Davenport at the University of Mis-
souri for a year before Davenport left for Cornell. Davenport’s
work in refining and, at times, defending classical economic doc-
trine was admired by Brown. The discipline at that time struggled
with the question of how much of the classical thought of the
British School was to be retained as sound. Brown’s position in
this regard was exemplified by his self-description as “an econo-
mist unemancipated from the classical tradition.” He implied by
this statement that other economists had gone too far in their re-
jection of classical doctrine. Brown, who had read J. S. Mill before
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2 Harry Gunnison Brown

entering college, would in some respects retain strong elements of
the classical approach in his writing.3

An element in Brown’s thought that would make him stand out
among academic economists was his staunch belief in and advo-
cacy of the ideas of Henry George. In particular, Brown would
argue throughout his life for tax reform along the lines espoused
by George when the profession tended to dismiss George’s
thought as utterly fallacious. Most prominent among Brown’s ar-
eas of specialization was that of taxation and especially, tax inci-
dence. His text, The Economics of Taxation, stood for a time as a
benchmark for texts on the subject of tax incidence.

In his chosen profession, Brown'’s record was exemplary during
five decades of teaching at Yale, Missouri, The New School of So-
cial Research, Mississippi and Franklin and Marshall. He wrote
more than 100 articles and 10 books. He was said to be for many
years the dominant influence behind Missouri’s School of Busi-
ness and Public Administration.* His dedication to teaching has
been praised by his students, many of whom were to become
prominent in economics and related areas.

Brown’s Work

ALTHOUGH BROWN’S CONCERNS WERE DIFFUSE, I would like to em-
phasize three characteristics of his work: its “modernity”; its classi-
cal roots; its emphasis on welfare considerations. Through Fisher’s
influence, Brown was aware of developments that anticipated the
direction of economics as a field of study. He displayed, if not
mathematical rigor, a dedication to a clear, logical approach to
economic theory as well as an appreciation of the value of statisti-
cal application to the testing of economic theories. Harold Hotel-
ling once commented that Brown’s logic was mathematical in na-
ture.> On the other hand, although Brown was by definition a
neoclassical economist, he tended to retain key elements of the
classical approach, as seen in his selective use of Davenport’s
work, in his rejection of the claims of the Psychological School of
Frank Fetter and in his later objections to Keynesian economics.
Characteristic of Brown’s work was a consistent attempt to relate
economic questions to what he termed the “common welfare.”
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Introduction 3

That he found inspiration in the writings of Henry George was not
unusual. Brown’s steadfastness in his espousal of George’s pro-
posed reform in the face of the hostility, skepticism and indiffer-
ence of the profession was unusual.

As is frequently commented upon, the advance and profusion of
a discipline in many regards tend to foster the “bureaucratic” phe-
nomenon of “constructive forgetting.”

Although certainly not without merit, this process stands subject
to Santayana’s famous dictum.® Arnold Harberger made this point
in the following manner:

Brown was one of a small group of economists of his era (which in-
cluded Frank Knight, Irving Fisher, A. C. Pigou) who really carried the
science forward by large steps. For decades, their work was neglected
as the profession pursued one fad after another, but now, as econo-
mists have returned, more or less, to their mainstream, they are seeing
once again the brilliance and insight of people like H. G. Brown.”

Milton Friedman and Kenneth Boulding have commented that
they felt that Brown’s work has been overlooked® Thus, my
proposition is to examine his work with an even treatment of his
efforts, always trying to place them in the proper historical context
and to render evaluatory comments where relevant.

Brown’s contributions can best be examined by considering
separately his work in the wide variety of topics that interested
him. First, however, this chapter will present a brief biography
abstracted largely from obituary and memorial statements. Chapter
2 is an attempt to set the scene of Brown’s earlier years in the
profession by surveying different views of a key question for
Brown in economic theory. Chapter 3 treats his views on capital
and interest theories. Chapter 4 combines macroeconomic con-
siderations of business cycles, monetary policy and Brown’s view
of Keynesianism. Chapter 5 examines Brown’s work in taxation,
excluding the question of land value taxation, which is treated in
Chapter 6. His early interest in railroad rates and public utility
pricing are dealt with in Chapter 7. Chapter 8 examines another
early interest in international trade and finance. Chapter 9 com-
ments on his professional career as an educator and writer of text-
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4 Harry Gunnison Brown

books. The final chapter is an attempt to evaluate and classify
Brown’s thought in economic and political spheres.

Harry Gunnison Brown: A Biography

HARRY GUNNISON BROWN WAS BORN in Troy, New York, on May 7,
1880.° His father, Milton Peers Brown, was an accountant. Harry’s
middle name derived from his mother’s maiden name—Elizabeth
H. Gunnison. At age four, he was stricken with tuberculosis of the
hip, which would recur and alter his vocational possibilities. After
completing high school, he worked in a factory but after one year
the tuberculosis became active and forced him to spend the next
year in bed. He took advantage of the situation and read exten-
sively, including in his reading works of J. S. Mill, Herbert Spencer
and Henry George. The illness, abetted undoubtedly by Brown’s
intellectual curiosity, led him to enroll at Williams College at the
turn of the century. He graduated from Williams in 1904, which he
accomplished with the financial aid of his grandfather, scholar-
ships, part-time jobs and summer farm work. (In 1936, Williams
awarded Brown an honorary LH.D.)

Brown next attended Ohio State University in 1905-1906, where
he coached debating teams, an activity he had pursued as an un-
dergraduate. He entered Yale University the following year and
completed his Ph.D. in economics in 1909. His dissertation under
Irving Fisher’s supervision was titled Some Phases of Railroad
Combination. His earliest published articles date from 1907. Fac-
ulty members present at Yale mentioned by Brown (other than
Fisher) were Clive Day, H. C. Emery and Fred Fairchild. Although
no longer teaching economics courses, William Graham Sumner
had been an early influence on Yale’s teaching of political econ-
omy. Also, the acting president of Yale, Arthur Twining Hadley,
had an active interest in economic questions.

Upon completion of his degree, Brown joined the faculty at Yale
where he taught as an instructor until 1915. In this period, he as-
sisted Fisher in The Purchasing Power of Money and began his
own publishing career with Macmillan. It has been reported that
he solidified his interest in Henry George and became an advocate
of land value taxation before leaving Yale.1°
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Introduction 5

Brown became an assistant professor at the University of Mis-
souri in 1916. The Economics Department was headed by Herbert
J. Davenport and counted Thorstein Veblen as a member. Mis-
souri’s economics faculty had then a reputation as one of the
strongest in the country.!! Davenport left in 1917, but the depart-
ment retained a fine reputation under Brown’s chairmanship as
well as a close relationship with Yale. Brown became a full profes-
sor in 1918 and chaired the department with only brief respites
until 1947. He also served as acting dean of the School of Business
and Public Administration during the years 1934-1936 and 1942-
1946. He was made professor emeritus in 1950. Brown published
nine books and many articles in his 35 years at Missouri. He served
as a member of the executive committee of the American Eco-
nomics Association for the years 1937-1938. He was elected presi-
dent of the Midwest Economics Association for 1941-1942. He be-
came a director and member of the editorial board of the
American Journal of Economics and Sociology and was a fre-
quent contributor to this journal dedicated to interdisciplinary re-
search in the social sciences.

In 1951, on the invitation of Alvin Johnson, Brown taught at the
New School for Social Research and also at the Institute for Eco-
nomic Inquiry in Chicago. As a visiting professor at the University
of Mississippi he taught six more years. He then completed his
formal teaching career at Franklin and Marshall College. While
residing in Pennsylvania, he and his second wife, Elizabeth Read
Brown, were active in promoting local tax reform. After his retire-
ment he remained active by writing and lecturing on tax reform
and other subjects. When he was 93, the Department of Econom-
ics at Missouri sponsored a symposium on taxation and tax reform
in his honor. His death occurred in March 1975.

Brown married his first wife, Fleda Phillips, in 1911. In many of
his books, he cited her aid as a proof and critical reader. She died
in 1952. They had three children: Cleone Elsa, Phillips Hamlin and
Richard Flint. He was married to Elizabeth Lumley Read"? in 1953.
She collaborated with him in his endeavors and continued this
work until her death in February of 1987.
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6 Harry Gunnison Brown
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Chapter 2
Land as a Factor of Production

Introduction

A BRIEF SURVEY OF CONTEMPORARY INTRODUCTORY TEXTBOOKS in eco-
nomics indicates that the classification of the factors of production
utilized by classical political economists has been retained. To
land, labor and capital these texts occasionally add entrepreneur-
ship. The returns to the factors—rent, wages and interest (as well
as profit)—are explained in rough accordance to usage of more
than 100 years. When more advanced texts in microeconomic
theory are examined, however, the accordance disappears.

In the March 1928 issue of the American Economic Review,
Clark Warburton examined prominent textbooks of the time,
comparing and contrasting the economic terminology employed
to describe the factors of production and the distributive shares.
Taking the terminology used by John Stuart Mill as a model, War-
burton found a wide divergence in the usage of the terms and
noted a tendency to retain the tripartite grouping of the factors
while recognizing that it was both vague and misleading.! One of
the inherent problems that accounted for the wide differences in
approach was that there were differing views of capital and inter-
est. Another problem was the question of the relationship of land
to capital. Although these questions are clearly interrelated, I will
discuss the narrower question in the following manner: Is land an
independent factor of production? Should the terminological dis-
tinction between land and capital be retained for analytical pur-
poses? Is the distinction important for welfare considerations?

The position of land in theories of value and distribution had
been debated for many years prior to Harry Gunnison Brown’s
entrance into economic studies. The questions noted previously
had generated an interesting distribution of opinion among the
political economists who preceded Brown as well as among his
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8 Harry Gunnison Brown

contemporaries. Because for Brown these questions and their
various answers constituted an important element in his thought
and work, I will survey this distribution, arbitrarily beginning with
Alfred Marshall and concluding with Brown’s American col-
leagues. In reviewing these opinions, I will attempt to point out
relevant tendencies in the arguments without critiquing individual
positions in detail.

Views of English and Continental
Political Economists

ALFRED MARSHALL’S SOMEWHAT EQUIVOCAL POSITION is familiar. His
statement that the rent of land is the “leading species of a large
genus” breaks away from Ricardo’s thought. Yet, he modified this
statement with “though, indeed, it has peculiarities of its own
which are vital from the point of theory as well as practice” and in
the same article said, “And even there in a new country land must
be regarded as a thing by itself from the ethical point of view.”
Marshall’s views on land and rent were challenged by several
economists, some of whom will be noted later. Francis Edgeworth
followed Marshall’s lead and viewed land as a form of capital to
the individual but not to society.

However, Edwin Cannan traced the usage of three “requisites of
production” in English political economy and argued that by 1848
the triad “was not quite firmly established.”® He identified the ori-
gin of the terminology with Adam Smith but noted that Smith’s
successors varied considerably in their approaches. James Mill, for
example, identified only labor and capital as “requisites.” Later in
Cannan’s A Review of Economic Theory, he maintained that the
attempt to distinguish land from other forms of property was fu-
tile.” Philip Wicksteed, despite a lifelong sympathy for land na-
tionalization programs as well as a friendship with George,
viewed land as a “tool” co-ordinate with other factors in the de-
termination of distribution and, as Mark Blaug has pointed out,
appeared to overlook the relative fixity of the supply of land.? Ma-
son Gaffney has argued Wicksteed’s contribution was simply a
“mathematical insight” which should not be taken as proof that

This content downloaded from
149.10.125.20 on Thu, 20 Jan 2022 04:08:42 UTC
All use subject to https://about.jstor.org/terms



Land as a Factor of Production 9

Wicksteed did not view land as fundamentally different in the Ri-
cardian fashion.®

Knut Wicksell discussed the question of whether land should be
included with capital. He concluded that the tripartite division of
the factors was justifiable.!® Wicksell approved of Henry Seager’s
definition of capital as the produced means of further production.
This, for Wicksell, distinguished capital from land and labor a pri-
ori as they are not “produced” in the same sense as is capital. Fur-
thermore, he viewed interest as an organic growth out of capital in
contrast to wages and rent; although rent may be expressed as a
percentage, like interest, this was “something derivative and sec-
ondary.”1!

In a similar manner, Gustav Cassel defended the traditional clas-
sification. He noted the assertion that the classification was due to
particular social conditions in England wherein the classical the-
ory evolved but stated that “this classification is without doubt in
complete accord with requirements of a theory of pricing, and that
its place in theoretical economics is fully justified.”’? Cassel distin-
guished between natural and “produced” land and argued that the
price of the former is a secondary result of the pricing process, in
that rent is capitalized with respect to the current rate of interest.

George Stigler, in discussing the theorists of the Austrian school,
noted that only Eugen Bohm-Bawerk trenchantly defended the
traditional classification of land as an independent factor.’® Al-
though Bohm-Bawerk saw justification for including land with
capital as “acquisitive instruments,” he maintained that it was pref-
erable to retain the distinction. He argued that land’s distinguish-
ing factors included immobility, fixity of supply and a difference in
origin as well as having societal implications.’ On terminological
grounds, he noted that the distinction accords roughly with com-
mon usage, and the proposal to lump it with capital would leave
us without a convenient term for the produced means of “acquisi-
tion.”15

Menger, again following Stigler, criticized the classical division
of factors but conceded that the relative immobility of land had
economic significance.'® Wieser analyzed the returns to what Sti-
gler termed the “holy trinity,” and found the appropriation via
taxation of “unearned” urban rents to be justifiable.”” Perhaps
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10 Harry Gunnison Brown

more significantly, Menger’s assumed static case made the distinc-
tion irrelevant, because all “factors” were fixed. Thus, for purposes
of analysis land was treated as capital.

In the Walrasian system, all factors or resources are fixed or
given such that the supposed unique attribute of land is assumed
for all factors.’® Walras did consider important the aspect of “ex-
tension” with respect to land, in that land could not be produced
or destroyed, but land played at most a minor role in his analysis
of production. Vilfredo Pareto’s position was similar in that he ar-
gued “land capital” had no precedence over other capital.’® How-
ever, he did concede that distinguishing land from capital was of
possible political importance. Pantaleoni’s treatment of land as
one of many “instrumental commodities”® demonstrates Menger’s
influence. James M. Buchanan has suggested that Pareto’s as well
as Pantaleoni’s rejection of Ricardian rent theory was inspired by
the earlier work of Francesco Ferrara who interpreted rent as ac-
cruing to all factors of superior productivity.?!

Views of American Economists

Pre-1900 Writers

Early American writers on political economy reacted negatively
to Ricardo’s theory of rent. Frank Fetter commented in the intro-
duction to J. R. Turner’s The Ricardian Rent Theory in Early
American Economics that, “They denied, with almost as close ap-
proach to unanimity, the ‘orthodox’ contrast between land and
capital in the sense of artificial agents.”?> Henry Carey and Francis
Bowen argued that land was capital and that Ricardo’s theory was
formulated with respect to England’s “peculiar social conditions.”?
Arthur L. Perry, who taught at Williams, maintained that all land
value was due to human effort with only minor exceptions (un-
usual fertility or location).?* In contrast, Francis Walker followed
the classical treatment of land as a distinct agent in production.?
However, the influential Simon N. Patten argued that the social
imperatives no longer applied so that incomes no longer should
be separated out as in the classical construct.?
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Land as a Factor of Production 11

At the turn of the century, American political economists were
heterodox in their approaches to economic theory. Several had
studied in Europe, especially at German universities.?” Doctorate
programs were developing that permitted a greater specialization
in economic theory. Professional journals were established, and
the publication of texts in economics expanded rapidly, frequently
with “Principles” as a title. American scholars were achieving in-
creasing recognition in the older centers of study.

John Bates Clark, who studied at Heidelberg under Karl Knies
and later taught at Columbia University, is considered by several
commentators to be the first prominent American economic theo-
rist. Clark’s definition of capital denied land a separate role. He
argued that the traditional treatment of land was based on its ab-
solute fixity as opposed to other factors as well as on the differen-
tial nature of its return.?® His analysis fixed all “instruments,” or
resources, and illustrated that the distributive shares were deter-
mined in a differential fashion. Marshall once wrote to Clark: “I
have been looking a little at your Distribution of Wealth recently
again. I am always struck by its power and freshness. But it does
not lead me to yield an inch on the controverted distinction be-
tween interest and rent proper.”® Three other important theorists
of this era were Frank Fetter, Irving Fisher and Herbert J. Daven-
port. Although they debated frequently and at length with one an-
other as well as with Clark, they were unified in their rejection of
the traditional approach.

Fetter, Fisher and Davenport

The debate on the significance of land in economic theory was
enlivened with the publication of Clark’s The Distribution of
Wealth in 1899 and Fetter’s articles in the Publications of the
American Economics Association and the Quarterly Journal of
Economics.® Economists who applied the “traditional” classifica-
tion seemed driven in their attempts to defend it against the “mod-
ern” view. Fetter’s arguments were more detailed and emphatic
than those of previous authors. He challenged Bohm-Bawerk’s
reasons for viewing land as separate from capital. After refuting his
arguments one by one, Fetter concluded that Bbhm-Bawerk was
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12 Harry Gunnison Brown

influenced by a labor theory of value that perceived land as a gift
of nature and capital as the result of nature3! During the same
year, Fetter argued that Marshall had mixed individual versus so-
cietal and “static” versus “dynamic” views in distinguishing land
from capital 3> Essentially, Fetter felt that land should be consid-
ered augmentable under dynamic conditions in a manner com-
mensurate with capital. Furthermore, he argued that a distinction
based on a societal rather than an individual viewpoint relied
upon a “real cost” concept of rent. Whereas Marshall had found
that the property of extension (situation) led to “true rent” even in
a “new country,” Fetter maintained that from a static view, no such
distinction could be made between incomes from a property of a
factor and the income of the factor itself. Marshall’s response in
the 1907 edition of his Principles of Economics was that extension
was the chief property of land and thus justified consideration of
“true rent”; he added that other properties as well worked to co-
determine the composite value of land.3 Fetter’'s own classifica-
tory system differed radically from previous usage3* In another
article, he stressed the impossibility of a practical division between
land and capital.

The notion that it is a simple matter to distinguish between the yield of
natural agents and that of improvements is fanciful and confusing. ...
The objective classification of land and capital as natural and artificial
agents is a task that always must transcend the human power of dis-
crimination.3

From another standpoint, Fetter was concerned (as were other
economists of the time) with the terminological differences be-
tween academic and business usage of terms. He pointed out that
the distinction between land and capital was of little importance
for practical businessmen. (Many years later Fetter would be criti-
cized by an otherwise sympathetic commentator, Murray Roth-
bard, for having “completely misunderstood” the distinction be-
tween land and capital goods. In Rothbard’s interpretation of
Austrian economics the “permanence” or “non-reproducibility” of
a resource distinguishes it from other goods.3¢)

Irving Fisher’s definition of capital consistently included land. In
Elementary Principles of Economics, he pointed out that other
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Land as a Factor of Production 13

authors limit the concept but that “such a limitation, however, is
not only difficult to make, but cripples the usefulness of the con-
cept in economic analysis.”¥ However, he conceded the impor-
tance of land as a special category of capital as well as the signifi-
cance of land’s relative fixity for purposes of taxation.® In
reviewing Fisher’s 1906 The Nature of Capital and Income, John
Commons grouped Fisher with Clark and Fetter as developing the
theory of what he termed “business economy” as opposed to po-
litical economy. Commons said:

The issue is now clear. The older political economists were working
on a serious social problem—that of earned and unearned incomes.
They carried everything back into terms of cost, effort, enterprise, sac-
rifice, abstinence, and distinguished the income that corresponded to
cost from that which came as a surplus above cost. They were political
economists.?

Herbert J. Davenport, Brown’s colleague at Missouri, investi-
gated the separation of land from capital in more detail than
Fisher, although Davenport agreed in large part with Fisher’s view
of capital. In the preface to Value and Distribution in 1908, he
listed the doctrines he would eliminate from economic theory.
Last on the list was the tripartite classification of the productive
factors. Denying that a clear distinction could be made on tech-
nological grounds, he suggested that as many factors could be
distinguished as were pertinent although they may be myriad. As
to the relative fixity or perceived inelasticity of the supply of land,
Davenport pointed out that this view involved conjecture or
prophecy and as such should not be admissible in rigorous the-
ory.#! Although he was convinced on technical grounds that no
distinction was tenable, he examined the influences behind the
tradition and remarked, “With these spatial qualities of land are
more or less closely associated certain legal, jurisdictional and ter-
ritorial aspects possessing great social significance.”#? He indicated
that the English common-law distinction between realty and per-
sonalty is parallel to and interrelated with the traditional division
of the factors. For Davenport, separating land from capital was
valid in “a larger social, historical and philosophical view,” and
invalid for competitive analysis. What he may have been referring
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14 Harry Gunnison Brown

to in the first case was his Veblen-like views of “capitalized privi-
lege and predation” in which he included land ownership.#

Other American Views

In a publication of the American Economics Association in 1902
titled “Rent in Modern Economic Theory,” Alvin S. Johnson, one of
J. B. Clark’s students, included a long chapter on land as an inde-
pendent factor in production. Johnson began with the proposition
that only if land has distinct characteristics of true economic sig-
nificance can rent from land be treated as a distinct class of in-
come. He discounted the “origins” or “gifts of nature” as inade-
quate or metaphysical. Where Alfred Marshall and John Commons
had found situation or extension a distinguishing element, John-
son denied that this was substantial enough to make the distinc-
tion meaningful. He also dismissed the argument that the value of
capital will tend to equal “cost” while the value of land will exceed
its “costs”; Johnson thought the argument relied upon unreal as-
sumptions made with regard to the capital market, that is, perfect
competition with perfect knowledge or insurance. He further
found economic land to be augmentable but added, “The laws
that govern the increase in land are not identical with those which
cause capital to increase.” Ultimately he accepted land as a factor
for the dynamic analysis of price and income movements.

At least 11 members of the American Economics Association
were given an opportunity to respond to a paper by Fetter pre-
sented at the Association’s meeting in 1903.% Their response was
not only to Fetter’s position given previously, but also, in part, to
the well-known views of J. B. Clark on the subject of land’s rela-
tionship to capital. Although the responses were largely critical,
they did contain concessions to the newer approaches. Thomas
Nixon Carver maintained that a clear distinction between income
from land and other incomes existed in the particular sense that
“rent does not enter into cost or into price.”¥ He also believed that
“production would be quite as efficient as it now is even if no one
were allowed rent as a personal income.”® Carver conceded,
however, that for a functional view of distribution (rather than a
personal view), the distinction was unimportant. Carver’s remarks
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Land as a Factor of Production 15

were rebutted by Fetter who argued that land rent is necessary to
maintain the supply of land’s productive qualities as well as to in-
duce their expansion.

Among the other dissenting discussants were Jacob H. Hol-
lander, Richard T. Ely, James E. LeRossignol and W. G. Langworthy
Taylor. Hollander provided a defense along the lines of Marshall,
arguing that land (as opposed to capital) would be available for
“normal, long-time” production only in diminishing efficiency
with respect to extensive use. Ely contented, in this instance, that
Fetter’s approach underestimated the “inseparable conditions of
land.” Ely’s position in later writings emphasized that he viewed
land as differing from capital in degree only: “Land in any usable
shape had normally and regularly to be produced.”® LeRossignol
stressed the difference between goods that are reproducible and
those that are not. Finally, Taylor emphasized, in the dynamic
view, land’s greater inherent scarcity.

Henry Seager in a review of Clark’s The Distribution of Wealth
commented

From the point of view of economic dynamics the fact that land is a gift
of nature while other instruments are themselves the products of hu-
man industry attaches to the former an interest which the latter are
without.>

Charles Tuttle presented a similar critique of this aspect of Clark’s
book.>!

John Commons maintained that for social and ethical reasons
land should be viewed as distinct from capital. He acknowledged
that soil is capital but situation per se is not, as it neither produces
nor is it produced. Land in the sense of its situation was, for Com-
mons, a “social relation.” He argued, “If there is a difference be-
tween patent right and capital, there is a similar difference be-
tween land and capital.”>?

Frank T. Carlton’s article, “The Rent Concept, Narrowed and
Broadened,” published in the Quarterly Journal of Economics
1907-1908, was illustrative of the strategic retreat taken by many
writers in their defense of land as a separate factor. Reacting pri-
marily to Clark and Johnson, Carlton pointed to the rapid growth
of urban lands wherein the capital and site values may be distin-
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16 Harry Gunnison Brown

guished more easily than in the case of agriculture. He follows
Commons by defining land as only that which “furnishes standing
room and situation with regard to markets.”3 He proceeded to
broaden the concept of rent by including special privileges or
special relations to markets that cannot be duplicated or physically
depreciated.

Harvard’s Frank Taussig retained the classical division of the
factors while admitting to the practical difficulty of distinguishing
land from capital; he employed the term “natural capital” to desig-
nate land and other “natural agents.” Making a number of qualifi-
cations, he argued that there was a broad margin toward which
the return to capital would tend while no such tendency governed
the return to “natural capital.”>* For Taussig, truly permanent im-
provements embodied in land should be treated as land and their
return as rent.>

E. R. A. Seligman closely followed Marshall’s approach to the
classification of factors by alternatively using a two, three, or four
breakdown, whichever was appropriate. For example, if capital
were a fund, then land would be a sub-category. Seligman’s justifi-
cation for the separation of land from capital was that he found
“peculiar consequences” in the law of diminishing returns when
applied to land.5¢

It is noteworthy that in 1928 Paul Douglas and Charles Cobb
concluded their famous article by saying:

We should ultimately look forward to including the third factor of natu-
ral resources in our equations and seeing to what degree this modifies
our conclusions and what light it throws upon the theory of rent.5

Brown’s Position

Harry Gunnison Brown’s position reflected portions of earlier
conceptions. He accepted the narrower view of the rent concept
in defining land as “land space,” thereby excluding all improve-
ments associated with land. As did other economists, he included
(but without great emphasis) mineral and water resources in his
concept of land. The return to “land space” was thus a situation
rent very similar to Marshall’s true or ground rent. Brown’s pri-
mary defense of the continued distinction was based on the non-
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Land as a Factor of Production 17

reproducibility of land space as a key property distinguishing it
from ordinary goods.

He admitted that this property was not unique to land space be-
cause works of art, genius and so on have a like characteristic. The
reproducibility of land was physically improbable and entailed
prohibitively high marginal costs in all but exceptional circum-
stances.’®® Brown attempted to integrate his distinction between
land and capital into a theory of value and distribution, by estab-
lishing that the return to land space was only superficially similar
to the return to “made capital.” The essential difference, in his
view, rested on the mode of land and capital’s valuations and the
belief that capital was a derivative factor.® These arguments will
be elaborated on in the succeeding chapter as they bear directly
on Brown’s part in controversies dealing with capital and interest
theories.

Later Commentary

WHEN BROWN BEGAN HIS ACADEMIC CAREER, the question of the place
of land in economic theory was far from resolved. Several more
contributions to the debate were yet to be made, usually in con-
nection with capital theory, methodology, or simply terminology.
The exchanges of Knight and Kaldor may be noted as one exam-
ple. Knight contended that

land is capital merely; defined in any realistic way, it presents an infinite
variety of conditions as to maintenance and replacements, and possi-
bilities for increase in supply, as does any other general class of capital
instruments.%

He also remarked,

The notion that what are called “natural agents” are not produced is
false and reflects a false conception of production.®!

For Kaldor,

Even if the distinction between “permanent” and “non-permanent” re-
sources or between “original” and “produced” is untenable or irrele-
vant, there is still a distinction to be drawn between “producible” and
“non-producible” resources.®?
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18 Harry Gunnison Brown

As late as 1937 L. M. Fraser commented,

The truth is that economists have not as a whole clearly made up their
minds what to mean by “land”—much less, how important a part it
should play in their expositions of value theory.53

However, from the 1928 date of Warburton’s article forward one
must look ever more closely to find expressions relevant to the
question of the role of land in economic theory.% It was certainly
not the central point of contention in the later capital theory de-
bates alluded to above. The scrutiny required to find such relevant
references might well be indicated by Mason Gaffney’s mention of
a footnote to the chapter, “A Digression on Rent,” in Joan Robin-
son’s 1933 The Economics of Imperfect Competition, wherein she
wrote: “From the point of view of society, land, by definition, is
provided free, and the whole rent is a surplus and none of it is a
real cost.”® More representative of the sparse commentary is the
1951 resolutory statement, also found by Gaftney, of Tibor Scitov-
sky in his well-known text Welfare and Competition: “there is no
logical reason for treating land as a separate factor because, from
the economist’s point of view, it is similar in all essentials to pro-
duced factors. This is why we propose to regard land as a capital
good.”® Later microeconomic texts such as those of C. E. Ferguson
and Henderson and Quandt did not find it necessary to even pro-
vide the explanation found in Scitovsky’s note/appendix.

That this has become the modern view is seen by Blaug as the
“final nail in George’s coffin.”®” However, the proposition that, in
Blaug’s terms, “a line between land and capital” should be drawn
is argued extensively in two contemporary studies: indirectly, us-
ing a study of the history of the rent concept in Terence Dwyer’s
1980 Ph.D. thesis; and directly, in Mason Gaffney’s chapter, “Land
as a Distinctive Factor of Production,” in Land and Taxation of
1994.%8

Concluding Comments

SOME GENERAL TRENDS IN THE EARLIER DISCUSSION can be discerned.
Marshallian theory retained the usage of land but reduced its theo-
retical importance. Marshall’s justifications, although more precise
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Land as a Factor of Production 19

than Ricardo’s “original and indestructible powers,” were open to
question. Modes of analysis, especially the general equilibrium
approaches of Walras and Pareto, facilitated the exclusion of land
in the sense that their assumptions attributed to any “factor” that
property thought to be representative of land alone. Also, the
growing concentration on price theory, as reflected in Clark, Fet-
ter, Fisher, Davenport and others, found consideration of land as a
factor redundant given their definitions of capital.

Given the strengths of these variations of neoclassical econom-
ics as well as emerging statistical studies that indicated that a sur-
prisingly small share of income accrued in the form of rent,® it
would appear that an explanation for the continued reference to
land as a factor of production in contemporary introductory text-
books would be in order. One must bear in mind the strength of
tradition in economic thought. Marshall’s thought on the subject
“marginalized” land but retained it as well. His treatment left open
a limited acceptance of the views of Ricardo and J. S. Mill. Thus,
the followers of Marshall, such as A. C. Pigou, tended to carry for-
ward variations of his ideas.” As I have noted previously, many of
the justifications for retaining land as an independent factor draw
implicitly on Marshall. Other prominent theorists, such as Wicksell
and Bohm-Bawerk, undoubtedly had a like influence on their
readers.

This explanation for the continued usage of land must be sup-
plemented with sociopolitical considerations. Political economists
of the late nineteenth century were uniformly concerned with so-
cial questions of land and land ownership. This may be seen in
those arguments that presented social or ethical reasons for the
retention of land as a factor. This reasoning, of course, had its ori-
gin in the connection between social class and a particular type of
income. The connection surely was eroding in most European
countries and, perhaps, was never perceived as strongly in this
country. Yet many political economists gave currency to the clas-
sification of incomes as “earned” and “unearned.” For them the
rent of land and monopoly profits were prime examples of “un-
earned” incomes. In addition, toward the end of the century,
economists became keenly interested in both the practical and
theoretical questions of taxation and tax reform. In this respect, the
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20 Harry Gunnison Brown

work of John Stuart Mill and Henry George was important because
most students of economics of the time were likely to have read
both. In his work, Mill advocated, with qualifications, greater taxa-
tion of land, as had earlier English reformers. The influence of
George (although academic reaction to his theories was largely
negative’’) was widespread and profound as his teachings
brought forth both a positive, renewed vitality to the study of the
dismal science,”? and a “negative” determination to undermine the
theoretical relevancy of his proposal.”> Of George’s ideas at the
time of his death only the single tax idea survived in active aca-
demic debate. The underlying principles of his proposal gathered
wide support among many economists even if its implementation
tended not to.

The peculiarities of land so often mentioned by the economists
cited here also motivated the retention of land as a concept in
economic theory when stronger currents of thought found little or
no use for it. Some of these peculiarities became the focus of spe-
cial fields of study, such as land economics, aspects of urban eco-
nomics, and, more recently, resource economics.

The reasons for the abandonment of land as an unique or spe-
cial factor in economic theory stem clearly from the negative reac-
tions to Ricardian rent theory and its modifications by J. S. Mill and
Marshall, but most strikingly to Henry George’s proposal to tax
away, in its entirety, the rent of land.” This proposal and Brown’s
analysis and advocacy of it are the subject of Chapter 6 so I will
defer further discussion.

Harry Gunnison Brown in his efforts to emphasize the concept
of land and integrate it into economic theory would find increas-
ingly fewer colleagues with a like interest. His advocacy of land
value taxation played a double role in his theoretical defense of
land as an independent factor. First, if land were to be treated ex-
actly like capital, economic arguments for its special taxation in
effect would be erased. Second, even if land were treated as a sub-
category of capital, the effect would be to diminish the weight and
clarity of the arguments for land value taxation. However, in sur-
veying the views of the early neoclassical economists and his no-
table contemporaries, Brown could not have anticipated that his
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position on the role of land in economic theory would be, before
long, found to be outside of the discipline’s orthodoxy.
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Chapter 3
Capital and Interest Theories

Introduction

HARRY GUNNISON BROWN IN HIS YEARS as an instructor at Yale (1910-
1916) is said to have solidified his interest in Henry George’s pro-
posal to tax land rent. As was argued in the previous chapter, the
defense of the distinctiveness of land space from capital was a key
to the Georgist proposal. Brown would object to theoretical treat-
ments of interest rate determination in which this distinction
played no role. Although Brown never tried to justify Henry
George’s interest rate theory, he came to oppose the pure time
preference theory as espoused by Frank Fetter and he never rec-
onciled his own views with those of Irving Fisher.

The Fisher-Seager Exchange

IN THE YEARS OF BROWN’S EDUCATION, questions on capital and in-
terest were among the most, if not the most, difficult subjects of
economic theory. Bohm-Bawerk and Fisher both attested to their
intricacy. Moreover, numerous debates and exchanges in journals
attracted wide interest, especially in this country. The longest and
perhaps best known of these exchanges was between Bohm-
Bawerk and John Bates Clark concerning (among other points)
the concept of capital. Bohm-Bawerk’s theories had greatly influ-
enced the thinking of American economists; however, his theory
of interest was received unevenly. Some economists, such as Fet-
ter, Patten and Taussig, were inclined to accept it in part and to
emphasize Bohm-Bawerk’s “time preference” explanation of in-
terest rates. Others, such as Seligman and Seager, tended to reject
the theory for explanations of interest rates that emphasized the
“productivity” of capital along the lines of Clark. Irving Fisher’s
1907 book, The Rate of Interest, took an intermediate position. In
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an article in Scientia' and later in his Elementary Principles of
Economics, Fisher reiterated his theory in simplified form and in-
troduced the term “impatience” to distinguish his view from
Bohm-Bawerk’s “agio” theory and to replace the term “time pref-
erence” that Fisher had employed earlier. Fisher saw the term
“impatience” as expressing the “real basis of interest”? as well as
constituting “a fundamental attribute of human nature.”?

In 1912, Henry Seager initiated an exchange that ultimately in-
volved Fetter and Brown as well as Fisher5 Seager attacked
Fisher’s “principles” treatment of capital and interest. Fisher later
would counter that this was unfair, as his more complete state-
ments were ignored. As mentioned in the previous chapter, Seager
took issue with a definition of capital that incorporated land, un-
like Bohm-Bawerk’s formulation. Moreover, Seager felt that
Fisher, in rejecting Bohm-Bawerk’s third explanation for interest
or the “technical superiority of present over future goods,” had
denied a role to the productivity of capital in determining interest
rate levels. Seager implied that Fisher’s theory was methodologi-
cally incapable of serving as a theory of production and distribu-
tion. Fisher, in his first approximation, had taken income as a
given but then had relaxed the assumption in his second ap-
proximation in The Rate of Interest. Fisher also countered that he
already had given special emphasis to the role of productivity in
his theory (if not explicitly in his textbook) and felt that his contri-
bution in this regard was the most original and difficult of the un-
dertaking.®

Seager went on to criticize Fisher’s refutation of productivity-
related theories. Bohm-Bawerk, among others, had found a petitio
principii fallacy in using the productivity of capital as an explana-
tion for interest wherein implicitly an existing interest rate was
presupposed in the valuation of capital via the discounting of fu-
ture income from it. To Fisher’s reiteration of this charge, Seager
gave a somewhat oblique defense. He first charged Fisher with
using land to represent capital, thereby obscuring the role of the
“expenses” of production in the determination of value in ex-
change. Fisher had used a hypothetical example of an orchard
whose physical productivity doubled while the value of its prod-
ucts remained unchanged; the return or interest would remain the
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same while the value of the orchard would double.” Seager agreed
in this case that the rate of interest would remain the same, but for
a different reason. He viewed the orchard as consisting of repro-
ducible machines or tools and argued that these tools would be
multiplied under competitive conditions so as eventually to elimi-
nate in large part a rise in the value of the tools. Yet, the greater
returns to the tools would have insufficient impact on the capital
market to significantly alter interest rates. Seager clearly felt that
Fisher had obscured the issue by adopting the not-so-easily re-
producible orchard for his example. Also, inadvertently or not, the
orchard example tended to identify productivity theorists with
older discredited theories that attempted to find in the productivity
of nature a cause for interest.

Fisher recognized that his first example was insufficient and al-
tered the proposition to that of a universal doubling of capital’s
productivity. He argued,

It is true that doubling the productivity of the world’s capital would
not be entirely without effect upon the rate of interest; but this would
not be in the simple ratio supposed. Indeed, an increase in the produc-
tivity of capital would probably result in a decrease, instead of an in-
crease, of the rate of interest.8

He added that the value of capital would be at least doubled. For
Seager, this result was unimaginable, and he argued as before that

time being allowed for an adjustment to the new conditions, the values
of produced means to further production will be brought into confor-
mity to the expense of producing them.”

Thus for Seager, some large increase in the interest rate, if not a
doubling, was inevitable. In Fisher’s reply to Seager, he expanded
his argument by considering effects upon the prices of capital’s
products and the costs of producing capital. He maintained that
product prices should fall while costs should rise, thereby miti-
gating a substantial rise in the return to capital. Further, the ulti-
mate effect would be a lowering of the interest rate as the lower
rates of impatience to which interest rates must eventually adjust.®
Seager was unconvinced by Fisher’s rebuttal and replied: “He fails
to comprehend clearly the way in which productivity and time
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discount operate in the determination of the current rate of inter-
est in any given time period.”"!

Brown'’s Intervention

BROWN, THEN FISHER’S COLLEAGUE AT YALE, was similarly uncon-
vinced. He had been cited, along with a fellow student of Fisher’s,
J. H. Parmelee, “for valuable aid in proof-reading, including many
keen and fruitful suggestions” in the Preface to The Rate of Inter-
est.’? Brown wrote an article in 1913 titled “The Marginal Produc-
tivity Versus the Impatience Theory of Interest.”’? The article was
clearly inspired by that of Seager and was supportive, in part, of
Seager’s objections. Brown’s stated position and the attempt of the
paper was to show

that productivity and impatience are coordinate determinants, i.e., that
productivity is as direct a determinant as is impatience, and that pro-
ductivity may be, in a2 modern community, the more important deter-
minant.'

Brown stated in several instances that he was an earlier adherent
of “time preference” theories of interest; thus, Seager’s paper may
have been influential in an uncharacteristic change in opinion by
Brown.

Brown’s dissent from Fisher’s theory rested on the observation
that Fisher failed to admit that productivity had a direct rather than
an indirect influence on the rate of interest through its effect on
impatience rates. Brown acknowledged that the productivity of
waiting!®> could in Cassel’s terms affect the individual rates of im-
patience and thus interest rates but wished to establish that the
productivity of waiting could directly influence these rates. Here
Brown was facing the problem with which Bohm-Bawerk and
others had struggled. In addition, Brown would have to meet
Fisher’s refutation of Bohm-Bawerk’s arguments.

Brown began by assuming that “indirect” production could be
extended indefinitely without reducing the reward of marginal
waiting to less than 10 percent. He then proceeded to explain how
this would influence both the supply and demand for present
goods. In terms of demand, he argued that any rate of exchange
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(of present versus future goods) less than 10 percent will result in
an excess demand for present goods. To show that this excess
demand need not necessarily be due to “impatience,” he pre-
sented the simple case of a person needing a certain amount of
present goods that he can procure either through direct produc-
tion or by borrowing these goods and thereby undertaking
roundabout production. The decision, Brown maintained, would
not be based on the desire to provide for present goods out of fu-
ture abundance; rather, the decision would be the result of com-
paring the outcomes of the options. Brown was perhaps drawing
on Bohm-Bawerk!® when he stated: “He is comparing two futures,
rather than a present and a future.”'” Davenport, in a review of
Frank Fetter’s Principles of Economics in 1916, accepted Brown’s
point as relevant.

It is, however, not true that interest can emerge where present consum-
ables are inadequate for present need, or where, through substitution
for future purposes, they are made less than adequate. The interest
contract may present nothing more or other than a choice between fu-
ture incomes, no question of present enjoyment of incomes possibly
entering the case.!®

Fisher had criticized Bohm-Bawerk’s demonstration of the
“technical superiority of present goods” by showing that when the
first two grounds for explaining interest were absent,

the only reason anyone would prefer the product of a month’s labor
invested today to the product of a month’s labor invested next year is
that today’s investment will mature earlier than next year’s invest-
ment."?

By insisting that a present comparison of options was the rele-
vant view, Brown was making a strong point with respect to the
limits of a pure preference approach to interest determination, but
was he successfully defending the “technical superiority of present
goods” as an independent determinant of the interest rate?

On the supply side, Brown showed, with same assumption, that
the supply of present goods would be decreased if the rate of ex-
change were anything less than the assumed productivity of
“waiting” because the supplier chose to adopt roundabout meth-
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ods to attain a greater final product. Brown again argued that “im-
patience” was not decisive in this case but that “nature or inven-
tion, or more properly both”? is what gives people the option of
receiving more for present effort. As to the issue between Fisher
and Seager on the hypothetical doubling of productivity, Brown
agreed with Seager, so long as the productivity increase was de-
fined as the increase in the surplus marginal product of indirect or
direct production. He conceded, however, to Fisher that an in-
crease in wealth could eventually reduce impatience and further
the extension of indirect production such that a lower marginal
product of waiting could result.

Another significant difference in Fisher’s and Brown’s views was
Brown’s insistence that capital’s value, unlike that of land, was not
necessarily due only to its expected future earnings and a discount
rate determined by impatience.

We may say that a person’s valuation of capital, along with the valua-
tions of other persons in a like situation, is less the direct result of a
previously existing market rate of interest, than it is, by affecting his or
their attitude toward the market, a determinant of the rate of interest.?!

In emphasizing the difference between land and capital (that in
large land has no cost of production), Brown argued that the given
surplus obtainable from the use of capital will have the effect of
fixing not only the rate of discount but also the rates of impa-
tience.

He then altered the assumption to that of a constant marginal
product of waiting with respect to any indefinite decrease of
roundabout production; he proceeded to show how the demand
for and supply of present goods would be affected by the superi-
ority of roundabout production so as to hold interest rates down
to this assumed level. Finally, Brown reversed the assumption by
taking a constant natural rate of impatience invariant with respect
to changes in the income stream with the marginal productivity of
waiting declining as indirect production is extended. In this case,
the marginal productivity would adjust to the impatience rate via
the extension or reduction of indirect production. Brown con-
cluded that in the real world adjustment would take place in both
rates but that impatience was not
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the fundamental cause of modern interest or even a cause through
which all other causes must operate, but that it is one of two coordinate
causes and is also to some extent a joint consequence, with interest, of
the other cause, the superiority of indirect production.??

He clearly felt marginal productivity did not only influence the
demand for present goods and that impatience did not only limit
the supply of present goods.

Fetter and Brown

IN 1914 FRANK FETTER PRESENTED AN ARTICLE responding to Brown’s
article as well as to Seager’s and to the response by Fisher.?? Fet-
ter’s well-known position was that of a pure time preference the-
ory of interest; accordingly, he referred to himself as a capitaliza-
tion theorist. In the article, he was particularly concerned with
Fisher’s partial concessions to productivity influences in interest
rate determination. Moreover, Fetter sought to show that time
valuation was a prerequisite to the determination of interest rates,
that such a valuation did not imply a preexisting money interest,
and that Fisher’s charge of circular reasoning was mistaken. Fetter
called Brown’s theory “eclectic,” presumably because it lacked a
single unambiguous cause for interest, and he raised three specific
objections. First, Fetter maintained that those examples that as-
sumed a rate of productivity begged the question and failed to
establish technical productivity as a cause of interest. Second, he
argued that Brown’s perspective was oriented toward the enter-
priser or middleman and thereby ignored the ultimate influences
and motives of the consumer. Finally, Fetter rejected Brown’s dis-
tinction between land and capital where the cost of production
concept was used to support the distinction.

Brown replied in the next issue of the journal to Fetter’s criti-
cisms as well as to Fetter’s time-preference or psychological the-
ory of interest. He described this theory in the following manner:

Not only do the time-preference theorists explain the value of all capi-
tal by the discount process, but they explain cost-of-production in the
same way. The expense of hiring labor to construct capital is said to be
fixed by the discounted value of the future benefits constructed. The
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cost of raw materials and machinery and, further back, the wages of la-
bor employed to produce these, likewise depend, directly, only upon
the far future benefits to be yielded.?*

Brown clearly felt that the “pure” theory was unrealistic and, in
an elaborate example, tried to show that the cost of production of
capital must play a role in its valuation along with time preference.
As in his previous article, he used quantities of goods to form his
rate of productivity instead of employing value terms to avoid the
circular reasoning charge. Fetter pointed out in a rejoinder that
this constituted a present good standard that disguised an implied
value relation.?> Fisher later indicated in the 1930 version of 7The
Rate of Interest that Brown’s conclusions followed, given his con-
ditions.?¢ However, in Brown’s Crusoe-type example he repeated
an argument to which both Fetter and Fisher objected. Brown
posited two coexistent methods of producing the same good; one
was direct and the other roundabout. Fetter saw this as only a
temporary possibility in that it could occur only in a competitive
economy when the rate corresponding to the “gain” from the
roundabout process was coincident with the rate of time prefer-
ence. Otherwise, one of the two processes would be uneconomic.
In Fetter’s words, “Time preference dominated the choice of tech-
niques.”?” Although Fisher rejected this view as too narrow in that
it ignored at any moment in time “the opportunity of choosing
among many income streams,”? he later faulted Brown for trying
to prove too much with the example.

Brown’s “Capital Valuation and the
Psychological School’”

IN A 1929 ARTICLE, “Capital Valuation and the ‘Psychological
School,”” Brown made clearer his divergence with current thought
on the valuation of capital and its relation to the causes of interest.

It may be noted that the idea that the productivity (or the net gain
from roundabout production) has direct effect on the interest rate, and
not merely an indirect effect, goes logically with idea that cost has a di-
rect effect on capital value. On the other hand, the idea that capital
value is determined only through discounting is part and parcel of the
idea that the interest rate is affected only through time preference.?
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The “indirect effects” of cost on capital that Brown referred to
were those of discounted future repair costs and changes in the
present costs that alter the perceived value of its future services.
The direct influence that he wished to emphasize was to operate
via opportunity cost on the demand for as well as the supply of
capital goods. He added to the normal considerations of long-run
demand and supply the possibility of a demander becoming a
supplier and vice versa. Following Davenport, he defined the cost
of production as “the amount of other goods which the same ef-
fort and sacrifice would produce.”® Thus, he argued that, in this
sense long-run supply and demand for capital depends on the
present cost of production and that therefore the value of capital is
influenced directly by its cost of production. He illustrated this
view with the following example:

Nowell is a fisherman. His usual catch is $40 worth of fish a week. His
boat, a necessity of his business, is wearing out. He needs a new one
very soon. He is a pretty good carpenter. He can build himself, a satis-
factory boat in a week’s time. Kelleher, a dealer, offers to sell him a boat
for $100. Nowell and other fishermen similarly situated refuse to pay
such a price. Thus, the demand for Kelleher’s boat is affected by the
opportunity cost to Nowell and others of building their own boats.
Nowell refuses to pay Kelleher $100 for the boat.3!

Brown believed that

in equilibrium we should ordinarily have a value of capital (assuming it
to be worth constructing and not yet depreciated) which would be the
same as its marginal cost and also the same as the discounted value of
its future services. . . .

For if capital, which has its value directly (and not indirectly) con-
trolled by opportunity cost, is able to add to production, in its lifetime,
goods in excess of those which measure its costs (on an opportunity
cost basis), then its productivity influences the interest rate directly and
not merely through first affecting the distribution of income over time
and thereby affecting time preference 3

Brown, then, as in the previously cited article, applied his ideas
to the distinction between land and capital. The value of land apart
from its improvements is arrived at solely by discounting pro-
spective net income at the current rate of interest, while the value
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of capital is directly affected by the present costs of production or
duplication. Land or land space not practically reproducible earns,
for Brown, a situation rent best seen as “an absolute amount
measured and determined by the surplus over production at the
margin.”® Thus, the similarity between interest and rent viewed as
a percentage of values of capital and land respectively is only a
superficial likeness.

There were two responses to Brown’s article3* William W.
Hewett of the University of Cincinnati accepted Brown’s argu-
ments in general but wished to expand them by applying Mar-
shall’s concept of the short and long run—this is to a period where
a market disturbance has led to a disequilibrium and a period
where there is a general tendency toward equilibrium. For Hewett,
in the short run the value of capital tends to equal the discounted
prospective income and in a long run, the cost of reproducing the
capital. Hewett’s major criticism was that “the option to reproduce
capital can be instantly effective,”® and thus he suggested that
Marshall’s concept of a quasi-rent be utilized to describe the return
to capital in the short run. The other response, from Edwin Can-
non, dealt primarily with the arguments Brown had used to sepa-
rate land from capital. Cannon noted that Brown avoided Ri-
cardo’s inclusion of fertility as part of land and that situation value
“in the useful sense of relative accessibility is altered by human
efforts everyday.”3

Brown replied to both comments.3” He made a partial conces-
sion to Hewett in admitting that the alternative opportunity of
switching to the production of a good temporarily in excess de-
mand may well be a practical impossibility for many buyers.
However, Brown maintained that as long as the opportunity was
available to some, the effect would be immediate and tend to re-
duce the effects of the supposed scarcity, although the short-run
price of capital would tend to exceed the long-run price. Hewett
replied that his perception of the extent of the alternatives was
much more limited than Brown’s.

To the first of Cannan’s points, Brown replied that he had al-
ways maintained that the value of land due to the maintenance or
enhancement of its fertility be considered apart from land’s situa-
tion value as capital. He argued that the situation or site value of
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land may well have been humanly produced but this, in all but
exceptional cases, did not bear weight against his point. A reason-
able duplication of a site whose value rests on advantages in
transportation, communication or location with respect to popu-
lation and so on is a practical consideration only to a mammoth
corporation or a collective action by some institution. Brown ar-
gued that such decisions were not commonly found in the current
situation. However, he did admit to the existence of borderline
cases, such as the founding of Gary, Indiana. Brown found such
cases inadequate to support the theory that the cost of reproduc-
tion or duplication could to any significant degree influence land’s
site value.

Fisher and Brown

IN 1928 FISHER WROTE BROWN as he was preparing a revised ver-
sion of The Rate of Interest. He indicated in the letter than only he
and Brown were in agreement as to the essentials of a theory of
interest: “you have essentially the same idea and both of us have
been voices crying in the wilderness. . . .”® Fisher also said he felt
that the “productivity” side of his theory was an original contribu-
tion, although he found that Brown’s references to Jevons and
Davenport cast some doubt on this. Fisher said of The Rate of In-
terest,

I have found no other writers except you who agrees with me! And I
only know of a half a dozen others who agree with me—namely all
students who have read my book! I doubt if many more have read i,
including the Appendix. This book, The Rate of Interest, is the only se-
rious work of mine the reception of which has been a profound disap-
pointment and it is a great humiliation now to find the only other writer
who agrees doesn’t realize it! It must very largely be my fault.®

Fisher went on to request that Brown criticize, “on a business ba-
sis,” the manuscript in detail.

However, along with Fisher’s flattery and expression of hum-
bleness he added a none too subtle implication that Brown, espe-
cially in his long treatment of interest in the third edition of his text
Economic Science and the Common Welfare, was plagiarizing
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38 Harry Gunnison Brown

Fisher’s productivity treatment. He commented in the letter: “Of
course, I'm delighted that you rediscovered my theory.” Brown
made notes in preparation to answer Fisher. (The actual letter has
not been found either in the Yale or Missouri archives.) These
notes clearly indicate his distress over Fisher’s implicit charge. “I
realize full well how much I owe you as my former teacher. I re-
gret most sincerely having been the occasion of adding to your
discouragement over the reception of your book which surely
deserves more attention by scholars than it has had.”® Despite this
Brown goes on to make a case for essential differences in his and
Fisher’s presentations of interest rate theory. He reminds Fisher of
criticisms he made as a proofreader of The Rate of Interest and
maintained that his differences were “a matter of slow growth.” He
compliments Fisher for introducing the clarifying concept of the
income stream and for the precision achieved by specifying the
conditions in equation by which interest is determined. However,
he adds: “But just as a law of correlations is not necessarily a law
of causation, so equations which must be fulfilled by the interest
rate, e.g., that the interest rate must equal the time preference rate
and must equal the productivity rate, indicate nothing as to
whether the productivity rate causes the time preference rate or
vice versa. ... In short one might agree with you on the signifi-
cance of all your equations and upon the importance of the in-
come concept and yet believe that the logical (or shall I say psy-
chological) lines of causation are not quite as you seem to indicate
and as, in some passages, I believe you definitely assert them to
be.”#! Avi Cohen in a forthcoming book on capital theory points to
Brown providing a “decisive rebuttal” to one of Fisher’s, at times,
exaggerated claims.?? The rebuttal was to his assertion that “impa-
tience” is the only reason for preferring labor today over labor to-
morrow.® In arguing that the mathematical solutions do not suffi-
ciently explain causality or the “sequence of causality,” he was,
intentionally or not, harking back to Béhm-Bawerk’s 1912 criti-
cism of Fisher’'s model. Whereas many commentators found his
argument to betray a lack of understanding of the nature of si-
multaneous solution to multiple equations, Cohen (supra) has
defended Bohm-Bawerk against this charge.* Brown concluded
his preparatory letter by indicating that he felt his differences with
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Fisher to be substantive and that he doubted that Fisher would
accept his emendations.
Fisher wrote Brown in October of 1929:

I want to thank you for the time and effort which you devoted to the
reading and criticism of the manuscript of The Theory of Interest. In
spite of your pessimistic forebodings as to the effect of your criticisms
on my book, I am sure from the stimulus I have received from your
emphatic objections that they have helped rather than hindered the
forceful treatment of my theory.

It has been interesting to read in your criticisms what appears to you
to be a difference of opinion between us when I find myself in agree-
ment with the position which your criticism takes. I have a feeling that
we are perhaps closer together on the main principles of interest theory
than either of us is to any other writer.%>

Fisher thanked Brown for his criticism of his “opportunity princi-
ple” in his preface to The Theory of Interest.% In a chapter titled
“Objections Considered,” Fisher addressed his continuing dis-
agreements with Brown and in particular his 1929 article. Fisher
reproduced a more detailed version of Brown’s example¥ and
then stated,

I accept all of Professor Brown’s reasoning and conclusion except his
application to me. His contention that the cost of duplicating existing
capital will influence the value of capital is perfectly correct, but so is
the discount formula.®®

Fisher pointed out that Brown’s example was an isolated or
nonmarginal case and that when “Nowell” made a marginal deci-
sion in a “perfect” market, he would choose the income stream
that maximizes at the market rate of interest his present worth.
Turning to a brief consideration of the cost concept, Fisher alluded
to Davenport’s view as generally correct. Fisher maintained that
future costs with respect to capitalization enter on the same foot-
ing as does future income but that past costs only influence pres-
ent valuations indirectly as they affect future expected income or
cost. This indirect influence of cost would be through the limiting
of supply, which alters the quantity and value of future services.

Brown apparently was never willing to concede these argu-
ments to Fisher and repeated his ideas in several later articles and
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40 Harry Gunnison Brown

succeeding editions of his textbook. Brown may have thought that
his argument respecting the opportunity cost influence on the
demand for capital had not adequately addressed by Fisher. Also,
one might speculate that Brown did not consider Fisher’s identifi-
cation of “past” costs to be descriptive of what Brown saw to be
“present” opportunity costs.

Later Articles

IN THE AFTERMATH OF THE ABOVE EXCHANGES, Brown contributed a
somewhat obscure comment to the American Economic Review.
His stated purpose was to

merely show that such an attack as Marshall levels against the opportu-
nity cost theory as applied to rent has neither less nor more validity
against the opportunity cost theory as applied to wages or interest.%

Although Brown did not mention it, his attention was probably
drawn to the question by an exchange initiated in the Economic
Journal by F. W. Ogilvie in the previous year.® Ogilvie had ques-
tioned the continued service of Marshall’s thought on rent. Spe-
cifically, Marshall was criticized for failing to note, when he ar-
gued the “inexpediency” of saying that the rent of land does not
enter into the price of its product, that it would be similarly inex-
pedient to say that the wages of labor do not enter into the price
of what it produces. Brown simply expanded upon this point by
illustrating that like the no-rent margin for land, one could con-
ceive of a “no-wage” margin for labor and a “no-interest” margin
for capital. Perhaps due to Brown’s earlier articles he was chal-
lenged by R. W. Souter for having suggested that those who deny
the distinction between land and capital do so on the basis of the
doctrine of opportunity cost.5! Souter also classified Brown as a
“repressed utopian.” Souter’s interpretation appears to rely heavily
on imputation (Brown’s other writings on land value taxation) and
is not substantiated by what Brown actually wrote in the com-
ment.

In 1944, Brown published an article, “An Off-Line Switch in the
Theory of Value and Distribution,” wherein he suggested that
Bohm-Bawerk had erred on two counts and misled those who
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elaborated on his theory. First, Brown felt that Bohm-Bawerk’s
concept of direct production, which involved only the “naked
fist,” was misleading. Brown proposed an alternative concept to
distinguish direct from roundabout methods of production: im-
mediacy of the end product regardless of the mixture of capital,
labor and land utilized in the process. Thus, Brown would
broaden the alternatives of a worker in the sense that his (or her)
minimum offer price for one’s labor would be set by the aug-
mented opportunities available in “direct” production or the pro-
duction of “present” (immediately consumable or nearly so)
goods. Assuming some general degree of possible substitution in
the production of “present” versus capital goods, Brown main-
tained that the marginal cost of the production of capital goods
was the “present” goods that the factors producing capital might
produce instead. In this manner then, Brown argued for a direct
influence of the cost of production on the value of capital as in his
earlier writing. In a 1962 article, Brown noted the current accep-
tance, if not dominance, of Fisherian interest theory and took the
occasion to reiterate his dissent.>

Conclusion

IN SUMMARIZING BROWN’S CONTRIBUTIONS to this area of economic
thought, especially in the years 1913 to 1931, his influence on
Fisher’s revision of The Rate of Interest is of the greatest interest.
Fisher commented in the book that anything new he offered in his
revision “was chiefly on the objective side”;>® he cited only
Brown’s text Economic Science and the Common Welfare as a
“somewhat similar treatment” in a nonmathematical form.
Gottfried Haberler commented in his review that Fisher was at
great pains to clarify the role of productivity in interest determina-
tion but that his explanation still left doubts.>> The emphasis
Brown wished to lend to the role of productivity in interest rate
determination was greater in Fisher’s revision; however, it was less
than that desired by Brown. As noted previously, Brown saw pro-
ductivity as having a direct effect on interest rates coordinate with
time preference but for practical purposes dominating time pref-
erence.
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42 Harry Gunnison Brown

Brown’s disagreements with Fisher stem, I believe, from the
following considerations. First, Brown was unable, as was Bohm-
Bawerk, to convince Fisher of an independent influence of pro-
ductivity on interest rates. Second, Brown’s arguments, that em-
ployed the broad opportunity cost concepts of Jevons and Dav-
enport, were not accepted by Fisher. Brown’s attempt to portray a
supply and demand interdependency in the capital market re-
ceived no comment from Fisher or any other critic. Although con-
ceivable, the possibility was, and still is, viewed as having a negli-
gible effect, at least under competitive conditions. Third, Brown as
well as Seager found Fisher’s and even more so Fetter’s emphasis
on time preference to be deficient as a realistic explanation for
interest rate determination and capital evaluation.’® This may be
due in part to their strong assumption of perfect foreknowledge.
Lastly, although it does not appear in their published arguments or
correspondence, Fisher and Brown were mutually aware of a ba-
sic disagreement exemplified by Fisher’s comment in a 1930 letter
to Dennis Robertson: “Interest and rent are different ways of
measuring.”s” Of course, for Brown this was not true.

Subsequent capital theory debates would reformulate these
questions and find a more persuasive influence of productivity in
interest rate determination, yet Brown never alluded to these
presentations and certainly would not have supported the posi-
tions taken by Knight or Hayek. Brown could have found in later
writing on capital theory a welcome reconsideration of “waiting”
as factor of production in Robert Dorfman® and Leland Yeager.®
He may also have noted that Paul Samuelson has at least hinted
that the omission of land as a consideration in theories of capital
and interest is not justifiable.®

In his time the position taken by Brown appeared to be repre-
sentative of a not-uncommon attitude, despite inadequacies in its
presentation, that the role of physical productivity was not then
being accorded its rightful place in explanation of interest.®! A
contemporary commentator on the state of economic theory,
Daniel H. Hausman, pointed out continuing difficulties with capi-
tal theory in the following manner:
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Economists do not understand the phenomena of capital and interest.
They do not understand why the rate of interest is generally positive
(and thus how it is that capitalism can work).52
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Chapter 4
Monetary Economics

Introduction

AS ONE WOULD ANTICIPATE, Harry Gunnison Brown was a strong
and life-long adherent of the monetary approach of Irving Fisher.
Brown began his career when such views were considered ortho-
dox, saw the eclipse during the 1930s, and witnessed their revival
in part in his later years. Joseph Dorfman, in The Economic Mind
in American Civilization, characterized Brown as a monetary
specialist. This is not strictly true because his concentration pro-
duced only four articles along with the relevant sections of his
texts prior to 1940. But the characterization is accurate insofar as
Brown did collaborate with Fisher in The Purchasing Power of
Momney and in later years would write articles on macroeconomic
issues, some of which were critical of Keynesian views. Brown
also read and commented on the manuscripts of other books by
Fisher, such as Booms and Depressions. As Paul Junk noted, in
1935 Fisher called Brown one of eleven economists in the United
States “who understood the real significance of money.”! Milton
Friedman has commented favorably on Brown’s work in the area
of money.? W. W. Hutt in The Keynesian Episode ranked Brown
with such economists as Wicksell, Cannan, Mints, Hayek, Viner,
Kemmerer and Benjamin Anderson as leaders in the pre-
Keynesian thought on money.> Leland Yeager and James Dorn
have identified Brown as part of the tradition of the “theory of
monetary disequilibrium.”

Brown’s exact role in The Purchasing Power of Money is im-
possible to determine. Robert W. Dimand has recently provided
an analysis of Brown’s “contribution” to the study.> Fisher felt that
Brown’s efforts were so extensive that they deserved acknowl-
edgment on the title page. As Fisher stated in his preface,
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There are two persons to whom I am more indebted than to any others.
These are my brother, M. Herbert W. Fisher and my colleague, Dr.
Harry G. Brown. ... My thanks are due...to Brown for his general
criticism and suggestions as well as detailed work throughout. In rec-
ognition of Mr. Brown’s assistance, I have placed his name on the title

page.®

What can clearly be discerned is that Brown took advantage of this
experience and wrote several texts of his own within a few years.

Early Articles

BROWN PUBLISHED THREE ARTICLES ON MONETARY TOPICS while still an
instructor at Yale; all three were cited by Fisher in The Purchasing
Power of Money. The first, “A Problem in Deferred Payments and
the Tabular Standard,” considered the problems of price indexing
set forth by Correa Walsh and Fisher.” Brown explained how the
stated purpose of the tabular standard (that of ensuring that con-
tracting parties receive or pay back with interest purchasing
power over an equivalent amount of goods) was complicated by
the type of good to be chosen as a standard: capital or consump-
tion goods. Brown saw no solution but that of a practical com-
promise, which was to

weigh the price change of each kind of good in proportion to neither
an existing stock nor to consumption during any period, but in propor-
tion to the value of the “exchanges” of that kind of goods during the
period.®

R. A. Jones has credited Brown with having “convincingly demon-
strated that the linking of payments to a price index could not
generally eliminate all price risk for both payer and recipient.”®
Brown’s second article was primarily a description of the role of
commercial banks in financial intermediation and emphasized the
part played by banks in interest rate determination.’® This short
article is quite farsighted in that Brown remarks on the efficiency
aspects of financial intermediation and its contribution to eco-
nomic growth. In addition, Brown noted in 1909 that banks and
trusts were beginning to pay interest on demand deposits. He rea-
soned that the convenience return to depositors and the competi-
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tion among banks were not sufficient to attract deposits adequate
to meet loan demands.

The third article, “Typical Commercial Crises Versus a Money
Panic,” appeared in the Yale Review in 1910.! In it, Brown at-
tempted to describe a typical credit cycle that culminated in a
speculation crisis. The key factor in the cycle was the lagging ad-
justment of nominal interest rates to unanticipated changes in the
price level. Charles Kindleberger in his Manias, Panics and
Crashes would later refer to this as the “Fisher-Brown” thesis.!?
The credit cycle would feature alternating periods of speculative
prosperity and depression, even with a sound banking system.
(Brown appears to be drawing primarily on the early work of
Fisher and Wicksell.'3) However, with a less than sound banking
system, a loss of confidence would tend to precipitate a money
panic. The panic period, according to Brown, typically would
feature plentiful currency followed by sudden scarcity, which
would drive rates abruptly upward. He then tried to identify those
crises in the United States since 1873 that displayed these charac-
teristics, taking into account those that were due, at least in part, to
other, nonmonetary causes. Using what he admitted to be inade-
quate data, Brown examined the crises of 1873, 1882-1884, 1890,
1893 and 1907. He found indications that in most of these crises
low real (virtual) rates of interest may have stimulated credit ex-
pansion, which led to a high ratio of deposits to reserves, and pre-
cipitated a crisis that featured falling prices and a rapid rise in
nominal interest rates.

The Business Cycle

BROWN ORIGINALLY PUBLISHED HIS PRINCIPLES TEXT, Economic Science
and the Common Welfare, in 1923. It underwent several editions;
in 1942 the title was changed, and subsequent editions retain the
title The Basic Principles of Economics.'* In three early chapters,
he dealt with the relationships of money, commercial banking and
business cycles to prices. His statement and explanation of the
equation of exchange followed that of Fisher. Brown maintained
that despite other influences “the effect of an increase of money is
to make prices higher than they would be if the quantity of money
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did not increase.”’> He also emphasized “the evils of a fluctuating
price level.” In regard to banking and prices, Brown’s 1942 edition
put greater emphasis on open market operations and indicated a
greater confidence in the Federal Reserve System’s ability to con-
trol the level of prices than did the 1931 edition. In the same sec-
tion, he entertained the question of whether demands for higher
wages could raise the level of prices and concluded that

We can...more reasonably think of wages and price changes as
being, in the main, joint effects of a common cause, than as being, ei-
ther, the cause of the other.1

In the chapter “Depression, Prosperity and Prices,” Brown ana-
lyzed the business cycle along the lines of Mitchell, Fisher and
Davenport. Mitchell’s Business Cycles may have convinced Brown
to abandon Fisher’s earlier emphasis on the lagging adjustment of
nominal interest rates as the key explanation for cycles. Also, as
Dorfman pointed out, Brown introduced qualifications of his own.
Dorfman singled out his emphasis on propensities to spend.
Brown said that

No theory of prices can be accepted as perfect and complete which
makes the price level depend upon the quantity of money and bank
deposits without reference to the general readiness to spend or hesi-
tancy in spending!’

Brown further emphasized this point:

But from one phase of the business cycle to another phase of the
same cycle, changes in the readiness to spend are perhaps of equal and
possibly greater significance (than changes affecting the supply of
money).!8

In the case of a depression, Brown noted that a general unwill-
ingness to spend was of particular importance in the case of busi-
nesses, as this would imply an unwillingness to borrow, despite
low or falling interest rates. This unwillingness was explained in
part by the reluctance of businessmen to accept lower prices for
their goods as well as that of labor to accept lower nominal wages.
Revival from a depression should be accompanied, if not pre-
ceded, by an expansion of credit. However, just as important for
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Brown was a positive change in business sentiment. Increased
buying and hiring by businesses would be facilitated by an in-
crease in credit, and for a time the general price level would not
be increased as businesses and workers would accept the existing
lower prices and wages respectively. Leland Yeager has noted that
Brown’s emphasis on the inability of the price system to respond
quickly to a monetary disturbance was similar to the emphasis of
Clower, Leijonhufvud and Alchian on informational difficulties.’
Yeager in a later essay on the significance of monetary disequilib-
rium quotes and interprets Brown as pointing to the “who-goes-
first” problem in a declining economy.?

In discussing the crisis and ensuing depression, Brown felt that
one of the many symptoms of a slowing prosperity was “the con-
dition of bank reserves and the policy of the controlling banking
system.”?! Speculative buying, unevenness of demand, or malad-
justment of production may arise during the course of prosperity,
but these in and of themselves should not cause a crisis. He
looked to the condition of banks for indication of a turnaround.
Banks whose loans had grown relative to their reserves may raise
their rates or arbitrarily limit further credit. The perceived defi-
ciency of reserves also could be due to restrictive central bank
policies. Higher rates and restricted credit would affect the de-
mand for goods and services as well as alter purchasing plans due
to the expectation that prices will cease to rise at past rates. As one
firm finds credit more difficult to obtain, it will begin to limit the
credit it extends to customers. As prices begin to fall, a further in-
centive to postpone purchases becomes a part of the cumulative
process. For Brown, there was “doubtless some level of prices,
wages, etc., low enough so that, even with greatly diminished
spending, business would be active.”? Yet he recognized that the
process of readjustment may well last a long period of time and
entail great waste of capital and manpower as well as extensive
social costs. Yeager, in his 1973 article, used Brown’s explanation
of a business depression as one example of a positive contribution
by a quantity theorist to the process of integrating monetary the-
ory and disequilibrium theory.?

Brown averred that at least a mitigation of the severity of crises
and depressions was possible. A panic (which he defined as “a
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disorderly process of attempted liquidation”?) could be checked
by the ability of the Federal Reserve to issue an unlimited volume
of Federal Reserve notes. The mitigation of the swings in the busi-
ness cycle would require continuing Federal Reserve stabilization
policies.

He chose to show in his text the fallaciousness of the “oversav-
ings” hypothesis of business depression. He argued that the hy-
pothesis depended on the assumption that the savings of the
capitalist-employers somehow prevents them from buying. He
maintained that this group could: spend on immediately consum-
able goods, spend on durable or investment goods, hoard its
earnings, throw its earnings into the sea.?> The first two alterna-
tives, if taken, should result in no deficiency in effective demand.
In the latter cases, Brown argued that the temporary or permanent
reduction of money in circulation must result in a lower price
level. He concluded,

It is no answer to the argument presented above, to say that de-
creased money in circulation, together with a general disinclination to
accept reduced prices, wages, etc., may lead to a depression. For to say
this is to admit that the problem is a monetary and credit problem and
is to give away the whole case for “all-around over-production.”?

In 1973, a year and a half before his death at age 95, Brown
wrote Leland Yeager to thank him for sending a reprint of his
“Keynesian Diversion” article. In it he expressed his pleasure to
find that the article recognized the contributions of Clark War-
burton which Brown had made use of in the later years of his
teaching and those of Herbert J. Davenport who is referred to as
his “very good friend.”?

The Great Depression

IN MARCH OF 1933 Brown presented his only published statement
on the causes of the Depression. In “Nonsense and Sense in
Dealing with the Depression,” published in the Beta Gamma
Sigma Exchange (a business student honorary society publica-
tion), he strongly faulted the actions of the Federal Reserve. He, as
Dorfman noted, felt no qualms about abandoning the gold stan-
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dard if ultimately it interfered with the means to bring about a re-
covery.? Lester Chandler in his American Monetary Policy 1928~
1941 commented:

one group of economists urged the Federal Reserve to take vigorous
actions to expand the supply of money and believed that such policies
would make an important contribution to economic recovery. Promi-
nent among these were such “quantity theorists” as Professors Irving
Fisher, James H. Rogers, Wilford 1. King, Harry G. Brown and John R.
Commons.?

Although Brown’s views were similar to those of Cassel, Fisher
and James Harvey Rogers,* some important differences may be
noted. Also, as Frank Steindl in a recent appraisal of Brown’s arti-
cle pointed out, Brown’s expressed views may reflect in part his
discussions with two of his colleagues at Missouri, Elmer Wood
and Karl Bopp, both of whom were students of central banking.3!

Brown began the article by attacking several contemporary
proposals as inimical to the goal of recovery. He mentioned the
proposed sales tax, the proposed payment for holding agricultural
land out of production, the proposed relaxation of antitrust laws
and proposals from the “uncompromising deflation theorists.”
Thomas M. Humphrey in a 1971 article, “Role of Non-Chicago
Economists in the Evolution of the Quantity Theory in America
1930-1950,” stated that Brown, along with Fisher and W. I. King,
were critical of the Federal Reserve policies but did not hold the
Reserve “largely responsible for the initial turndown in business
activity.”>2 Brown, on the occasion of his (admittedly obscure) pa-
per and in his correspondence, did make such a charge.

A major cause of the depression—in my opinion the outstanding
cause as far as the United States is concerned—is an inept policy of
those in charge of our Federal Reserve system.?

He felt that those in charge were not aware of the extent of their
ability to affect business prosperity. Specifically, he argued that the
Federal Reserve in 1928 and in 1929 had been unduly restrictive in
both open market and discount rate policies. He thought that the
reversal of policy in early 1931 was too late and too restrictive to
have been effective, given the existing conditions. When even the
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“heavy buying” of United States securities in 1932 was seen to be
futile, Brown’s view was that a yet-stronger policy must be pur-
sued. (Here Steindl notes that although Brown hypothesized a
one-third reduction in the money supply as defined by Fisher, he
did not provide an empirical basis for the money supply behavior
and interpreted the deflation for this purpose on a prima facie
basis.)* To remedy this situation Brown proposed collaboration
between the Treasury and the Federal Reserve wherein the gov-
ernment would borrow extensively from banks and spend these
newly created monies in public works projects. Brown considered
this a permissible unbalancing of the budget, especially because
the bonds could be sold at low rates. Brown appears to have only
taken this uncharacteristic position as an emergency response to
the intransigence of the Federal Reserve System. Although he un-
derstood the widespread tendency for banks to hoard reserves just
as other businesses were reluctant to invest, he appeared to be
confident that a resolute policy on the part of the Federal Reserve
could overcome these tendencies. He went on to suggest that
Federal Reserve Board members had been influenced by sound
banking principles in their actions and did not fully realize that
these principles were not applicable to central bank policy mak-
ing.

With regard to international financial considerations, Brown
posited that it should be possible to restore prosperity and main-
tain stability at a higher price level, although he anticipated that
the gold outflow might necessitate a presidential embargo on gold
exports. He believed that gold holdings were sufficient in 1933 to
support credit demands and maintain the gold standard domesti-
cally. His feeling was that the gold standard had become a “sacred
cow” in American monetary policy. His opinion on longer-run
policy was that

it would be better to stabilize the general price level by open market
purchases and sales of eligible securities as well as gold and not be de-
pendent upon any need to interfere with the importation and exporta-
tion of gold.®

As to the effects of a “world-wide scramble for gold,” he rea-
soned, “we had been not so much sinned against as sinning.”3¢ His
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views seemed to have been that this country must suffer the con-
sequences of repercussions from abroad, which may well have
been the result, at least in part, of errors in American monetary
policy.

Other than in this article, Brown’s views on the Great Depres-
sion may be examined in his correspondence with James Harvey
Rogers. Rogers served on national committees designated to in-
vestigate the causes of and remedies for the economic crisis.
However, he was best known for his work as financial advisor to
President Roosevelt” Brown corresponded frequently with
Rogers, expressing opinions and at times urging Rogers to support
certain policies. In his letters Brown showed support for the
Goldborough Bill that Fisher, among others, had worked on.3®
Brown also noted in support of the Bill that he had recently
learned that Wicksell had advocated price stabilization utilizing
credit control, which included open market operations and inter-
national cooperation. Rogers predicted that, despite his own
kindly feelings for the Bill, it ultimately would be vetoed by Presi-
dent Hoover and that some less objectionable approach be fol-
lowed.®

In a November 1933 letter to Rogers, Brown stressed that the
key to recovery was a monetary policy that sought to increase
purchasing power as a first priority over attempts to control ex-
change and maintain the price of gold. Citing the investigations of
his colleagues at Missouri, Elmer Wood and Karl Bopp, Brown
defended attempts to use open market operations to bring about a
stimulus for recovery. He noted the reluctance to lend or invest in
all but government securities, but he pointed out that even these
purchases would prove stimulatory. He suggested that the large
excess reserves held by banks was linked in part to vacillation in
Federal Reserve policy and that a stronger policy would induce
banks to reduce their idle holdings. Brown also commented on
the monetary critics of a managed currency in the press and in
academia.® He felt that they could be overcome should the policy
he advocated experience some measure of success. He expressed
pessimism with regard to the behavior of the Board of Governors
and inquired of Rogers if there was reason to hope for a change of
policy. Rogers, in his reply, stated fundamental agreement with
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Brown’s views, but cited political difficulties he was unable, for
reasons of discretion, to explain completely.!

Brown wrote the Committee for the Nation expressing his dis-
sent from the President’s gold purchasing program in late 1933.42
Although Brown supported a system that allowed for change in
the price of gold, he objected that gold purchases made with 90-
day Reconstruction Finance Corporation (RFC) debentures were
not likely to result in an increase in the money supply, which in
existing conditions would be sufficient. He went on to suggest that
in the face of the Federal Reserve’s recalcitrance on open market
policy that some separate commission be formed with power to
force compliance by the Board of Governors.

Brown urged Rogers on several occasions to publicly support a
petition originated by agricultural economists F. L. Thompson and
O. R. Johnson and others, which had been revised in response to
comments by Commons, Fisher and Rogers.¥ Brown was aware
that the unanimity found among economists in opposition to tariff
restrictions would not be forthcoming on questions of monetary
policy. The petition itself was an attempt to emphasize the plight
of agriculture and to strongly advocate a truly stimulatory mone-
tary policy for the benefit of agriculture as well as industrial recov-
ery. Brown was anxious to have the petition presented to Con-
gress in light of what he called “the one presented by our
conservative brother economists with its low obeisance to the sa-
cred gold standard.”# Although Fisher had encouraged Rogers to
work on the “inside,” Brown questioned the effectiveness of this
strategy for Rogers as he was in the main advising officials whose
philosophy on monetary and banking matters was inimical to his
own. Brown stressed to Rogers the plight of the Midwest and con-
cluded his letter by saying,

There is a fabled center of spirit life which is said to be paved with
good intentions. Stupidity in the direction of our national economic af-
fairs when it leads to such consequences is not too harshly to be judged
as criminal

In 1937, fears of an inflationary movement arising from a mas-
sive inflow of gold and the announced scheme to pay for the gold
with new government securities prompted Brown to write to
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Fisher.“ Brown argued that these additions to the national debt,
especially if they were large, would greatly increase the interest
charge on the debt. He suggested an alternative embedded in the
Agricultural Adjustment Act of 1933, which would allow the Sec-
retary of the Treasury to refuse to buy gold at the parity level of
$35 per ounce and, thereby, to allow gold’s price to fall. Brown
felt that this alternative in the face of a massive gold inflow should
be considered, despite the legal provisions for the maintenance of
parity. Fisher, in his notes made on the letter, indicated his agree-
ment and his intention to bring the matter up in Washington.

Brown, in a later edition of his text, argued that the stability of
the price level would be enhanced if the general monetary policy
of the Federal Reserve and the government could be anticipated
reliably. He seemed to have felt that anticipation of price move-
ments by the public would tend to speed recovery as well as slow
excessive spending in an upturn. He never expressed a view on
the advisability of “money rules,” but the foregoing might indicate
his qualified support. He also stressed that monopolistic condi-
tions contributed to the adversity of a depression and counseled
continued enforcement of existing antitrust legislation.

100% Money

IRVING FISHER’S 1920 BOOK, Stabilizing the Dollar, mentioned
Brown in the preface as one of several unpublished “anticipators”
of his ideas.”” Indeed, Brown evinced support of Fisher’s general
principles, if not acceptance of his specific program, as did many
other economists of the era. In the mid-1930s several arguments
were presented to the discipline in advocacy of what was then
known as the 100 Percent Plan or the Chicago Plan. A. G. Hart,
Henry Simons and Lauchlin Currie*® contributed to the proposal,
and it was accepted by Irving Fisher, who presented his own ver-
sion in 100% Money in 1935. Several articles appeared that were
critical of some aspects of the plan but were supportive of it in
general. (It should be noted that Fisher’s version attempted to link
the plan with overall price stabilization, unlike earlier versions.) In
1940, Brown published an article that was wholly critical of the
plan.® In it, he brought up objections he judged to be both im-
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portant and generally overlooked. The objections he presented
were intentionally general in order to respond to the various ver-
sions of the plan. He argued that the advantages gained from the
intermediary role of banks would be reduced under the plan. Spe-
cifically, the implicit convenience return to depositors would have
to fall with the requirement of 100 percent backing of demand
deposits. He objected to a proposed subsidization of deposit
banking that would allow banks to continue to offer free or low
service charges on checking accounts. He feared the possible in-
cursion of political influence as well as the creation of an eco-
nomic distortion. Were subsidization linked to national debt re-
tirement as had been suggested by Fisher,® Brown argued, the
concept of the debt would undergo distortion and eventually lead
to a perpetual government obligation of unknown proportions.
Brown then challenged what appeared to be the fundamental or
underlying premise of the proposal (in Frank D. Graham’s words):
“One hundred per cent reserves will stop the private manufacture
of money and nothing short of this will serve.”! Graham said this
in rebuttal to Brown’s article. Two quite distinct perceptions of a
proper banking system can be noted. For Graham and others ad-
vocating this reform, the banking system should be restrained
from offering liquidity with interest on its accounts. He stated that
such practice “is responsible for most of the financial crises of
history.”s? Brown felt that the existing system was adequate if ef-
fective central banking principles were followed. Brown asked
why 100 percent was a sacred figure and why other means could
not be found to make deposit banking adequately safe and stable.
He also pointed out that other institutions may prosper by offering
accounts than can be withdrawn on short notice. Such near
money might become an attractive alternative to demand deposits,
and movements in these accounts would have effects similar to
the effects the plan was intended to arrest. Additional legal at-
tempts to separate or isolate demand deposits from other assets
would so deprive individuals of options that such legislation
would be unlikely to find support. Brown concluded that less
radical changes in the monetary and banking system should be
examined to attain the desired stability. In a private letter to Dr.
John K. Towles of the Chase National Bank he referred to his arti-
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cle and commented sardonically: “and certainly I should not wish
to turn to Father Coughlin for the working out of a plan to control
our monetary and banking system. . ..”>3 (It is worthy of note that
Brown as well as the proponents of the plan demonstrated little
confidence in the recently formed Federal Deposit Insurance Cor-
poration’s ability to avoid bank failures. This may be explained by
the low levels of insurance offered by this institution in its early
years.)

Comments on Macroeconomic Policies

WHILE IN HIS 60s AND 708, Brown wrote several articles on topics in
macroeconomic policy. His principal concerns were wartime
price controls and subsidies, the growth of the national debt and
the Keynesian “revolution.” All but one of these articles were pub-
lished in the American Journal of Economics and Sociology. In
one article, Brown reflected on the New Deal legislation and
found much that was ill-advised if not contradictory to the stated
purpose of the acts.5* He attacked provisions of the Agricultural
Adjustment Acts of 1933 and 1938 that intended to limit agricul-
tural supplies so as to raise prices; he pointed out that the general
effects of the programs only benefited a privileged group of
grower-owners and were detrimental to farm labor, renters of
farm land and consumers. He further argued that the Federal Fair
Standards Act of 1938, which fixed minimum wages for certain
occupations, tended to result in greater unemployment in these
occupations and lower wages in occupations not covered by the
act. In a similar fashion, he attacked the “fair trade” legislation of
the period.

Writing in 1942, Brown was critical of the decision to employ
wartime price controls, but he recognized exceptions and sug-
gested alternatives.’ He felt that the difficulties, inefficiencies and
injustices of a necessarily piecemeal approach to price controls
rendered this method inferior to a program of heavy taxation of
incomes to assist in meeting wartime expenses. However, he rec-
ognized that wartime priorities could necessitate emergency pro-
duction priorities and rationing of certain goods, especially as the
revamping of the tax system would take time and the result would
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not be adequate in all respects. He also saw price regulation and
rationing as temporary necessities to avoid panic buying and
hoarding, which, however, would be lessened if inflationary pres-
sures were not so severe. In addition, he found redundant the idea
that government subsidization of certain lines of industry would
somehow serve to keep down or reduce prices in these lines.>
Brown’s views about proper war financing were closely related
to his objections to the increasing national debt. He maintained
that the New Deal policies promoting business revival and stem-
ming inflationary pressures added to the debt. Those instances in
which the government borrowed from banks, as opposed to indi-
viduals and businesses, in order to finance public works projects
caused the debt to increase. To the extent that the gold inflow to
the Treasury was sterilized through the sale of government bonds,
the debt grew as well. Brown saw the acceptance by economists
of these increases as insufficiently critical. His objection was that
unrestrained increases in the debt would necessitate future taxa-
tion to pay the interest on the debt and that this may in turn inhibit
incentives that promote productive efficiency. He pointed out that
although an internally held debt imposed no necessary
intergenerational burden, this was not relevant to the question of
the consequences he foresaw. Brown’s view of the tax system was
that it unnecessarily inhibited incentives for productive efficiency,
and he assumed that a rapidly increasing debt would or could re-
sult in a heightening of the disincentives. In addition to future
disincentives, he felt that a large and growing debt would provide
further incentive for the government to adopt inflationary poli-
cies.”” Although he did not attempt to predict when these negative
influences would become economically significant, he argued that
alternatives to the growth of the debt could and should be found.
Brown appeared to be reflecting on his wartime thinking in his
last article in the American Economic Review in 1952, “Cost of
Production, Price Control and Subsidies: An Economic Night-
mare.”” He observed the growing tendency in the discipline to
define costs with respect to the individual outlays of the firm. He
felt that this tendency was responsible for erroneous support for
the program of subsidies during the war and in the postwar era.
He suggested that a broader view of cost—that is, as the alternative
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opportunities available to each factor of production—was the
more useful view. The argument for subsidization was that prices
could be held down or reduced by payment of subsidies to “high-
cost” firms only, with the loss to the taxpayers exceeded by the
gain to consumers. He argued that theoretically one could not dis-
tinguish a “high-cost” firm because any firm is likely to contain
both high- and low-cost elements. Thus, for Brown, subsidies
would have to be paid to the factors of production with high op-
portunity costs, which are no more productive than factors with
lower opportunity costs. The subsidy program would be unfair,
would be administratively difficult to apply and would deprive a
factor with low opportunity costs the protection to its returns af-
forded by the existence of factors with higher opportunity costs,
which could and would change their occupation should returns
fall.

Views on Keynesianism

IN 1940 BROWN COMMENTED IN A LETTER to his ex-student, Lester
Chandler, that he did not feel that the approach of Keynes need
necessarily be followed “in order to make use of a demand and
supply analysis in relation to money.”® Brown argued that the
Fisher equation for money and bank credit could be interpreted
for this purpose. However, he did not follow up on his own sug-
gestion.

Brown as a monetarist was not taken with the rise of Keynesian
ideas. Keynes’s growing influence on the discipline was apparent
by the late 1930s. Joel Dirlam, a former student of Brown, reported
in 1939 that the graduate orals at Yale included several questions
on Keynes. He also mentioned that James Harvey Rogers believed
that Keynes had thought everything out clearly first and then had
consciously mixed it up when he set it down.®’ Brown made no
mention of Keynes’s ideas until 1948 when he wrote “Two Dec-
ades of Decadence in Economic Theorizing.” His view was that
Keynesianism was a fad and, moreover, a rather unproductive
one. He began his article with a defense of the monetarist inter-
pretation of the Depression.
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The truth probably is that central banking policy has more to do with
the alternation of prosperity and depression, and that central banking
policy affects business activity through affecting the volume of circu-
lating medium of which bank deposits subject to check are, at any rate
in English-speaking countries, the major part.®2

Brown, like other earlier critics of Keynes,® questioned whether
there was anything new or even useful in the General Theory. He
pointed out that the concept of the multiplier was not new and
had been adequately understood in terms of the “velocity of cir-
culation.” He also argued at length that “liquidity preference”
could not cause a depression. Brown included a “reluctance to
spend or lend” in the contributing factors in the length and sever-
ity of a depression. However, he felt that there was no evidence
that a depression was initiated by liquidity preference considera-
tions, which were manifested “independently of any adverse
banking or general monetary policy.”* Citing Keynes as saying,
“The concept of hoarding may be regarded as a first approxima-
tion to the concept of liquidity preference,”® Brown contended
that the desire for liquidity in a depression could be overcome
with wise monetary policy.

In the same article, Brown criticized statements made by Lloyd
A. Metzler and Alvin Hansen. In a 1946 article, Metzler noted the
demise of Say’s Law of Markets and posited that, as a result, gen-
eral overproduction in the economy was a theoretical possibility.
Brown felt that Metzler failed to adequately qualify his argument
and maintained that there would be no overproduction even with
price rigidities unless a sufficient expansion in the money supply
to the “currently produced goods” market was not effectuated.
Brown also criticized Hansen’s book, Fiscal Policy and Business
Cycles.

Brown considered without merit Hansen’s hypothesis that a
slowing population growth rate was in part responsible for the
Depression. Brown thought that Hansen’s argument contained an
untenable assumption—that the diminished demand for housing
would result in a similarly diminished demand for goods in gen-
eral. Hansen had also emphasized the relative decline in new in-
dustries in the depression years, which Brown rejected as a causa-
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tive factor, arguing that Hansen had not shown how aggregate
demand must fall as a result of this lack of new industry. In reply
to Hansen’s assertion that the supply of money and its rate of utili-
zation would “adjust themselves to the demands of the underlying
real factors,” Brown argued that this assumed a monetary policy
somehow attuned to the changes in these “real” factors in the
economy. For Brown, the search for explanations for the depres-
sion need not go beyond institutional mismanagement of the
money supply combined with the price, wage and interest rigidi-
ties in the economy. He cited the work of Henry Simons as an ef-
fective critique of the “new” economics.

Several years later (at age 79), Brown reiterated his objections to
the ideas of Keynes and Hansen.® For statistical support, he re-
ferred to the work of Clark Warburton.” Brown chided the
Keynesian economists for not considering land value taxation as a
partial remedy for the supposed difficulties of periodically low
marginal efficiency of capital. He maintained that with land value
taxation, taxes on capital could be reduced, thereby raising the
expected return on capital investments.

Concluding Observations

BROWN’S OPINIONS AND PRESCRIPTIONS as a long-time monetarist are
certainly of interest. He sought, as had Fisher, the means by which
an economy could thrive with a reasonably stable price level.
Brown often stated that he would despair for the future of the
price system if the government proved incapable of taking the
necessary stabilizing measures.

Frank Steindl has identified Brown as constituting along with
Fisher and Rogers a “Yale School” of monetary thought.®® I would
stress, instead, the possible historic importance of the Yale-
Missouri connection. As students of Fisher, Brown and Rogers
largely based their monetary expositions on Fisher’s thought.
However, in Brown’s case he had never evinced support for
Fisher’s compensated dollar proposals and, as seen above, came
to openly oppose the 100 percent reserve plan. Notably, Brown
made no reference to Fisher’s publications subsequent to Booms
and Depressions and his textbook discussions of depression phe-
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nomena drew on sources other than Fisher. Yet at the same time
he clearly felt that citation of Fisher was unnecessary or even re-
dundant given the general closeness of their perspectives. He in-
dicated in a letter to Fisher that he sought not to emphasize his
differences. The Yale-Missouri connection resulted in several Mis-
souri students completing their doctorates at Yale. Up until and
even beyond (his text was used for several years) Brown’s retire-
ment in 1950, Missouri students (like it or not) were presented a
monetarist viewpoint when versions of Keynesianism were com-
ing to dominate most economics faculties. Student reactions, of
course, varied. Beryl W. Sprinkel, who may be taken as one type
of example, commented:

He was a great inspiration to me and perhaps the kindest thing I
could say is that I did not have to “unlearn” anything he taught me
when I reached Graduate School at the University of Chicago.®

Others, such as Lester Chandler, would adopt Keynesian view-
points, but retain a debt to the Missouri-Yale instruction in money
and banking. In this regard Milton Friedman stated in a letter:

I have been impressed at the number of times in which I have come
across people who had a real interest in economics and understanding
of it, who trace it back to their studies with Harry Brown at the Univer-
sity of Missouri. . .. You will find I am sure a great many people at UCLA
with whose economic approach and development you will be highly
sympathetic. Armen Alchian, Jack Hirshleifer, Axel Leijonhufvod, and a
number of others there are very much in the kind of economic tradition
that Brown represented.””

Although the “Chicago School” would become most closely asso-
ciated with the monetarist revival, Robert W. Dimand has pointed
out its ties to Fisher and other earlier quantity theorists.”* One may
also note that the only monetarist-leaning Federal Reserve District
Bank for many years, that of St. Louis, had as its president Darryl
Francis, a one- time student of Brown. Thus while never a spe-
cialist in monetary theory nor making any claim for original con-
tributions to it, Brown’s participation was noteworthy. As he did
not find adequate Henry George’s thought in this area of eco-
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nomics he provided an alternative to modern Georgists that he
believed to be compatible with George’s economic philosophy.
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Chapter 5

Taxation

The Economics of Taxation

IN BROWN’S EARLY YEARS AT THE UNIVERSITY OF MISSOURI, he taught
the advanced undergraduate course in what was then titled “Pub-
lic Revenues.” As not infrequently occurs, years of interaction with
students in a particular subject coupled with the publication of
several articles dealing with the same subject culminated in the
writing of a textbook. In Brown’s case the decision to develop a
specialization in the field of public finance was clearly motivated
by its close relation to his advocacy of land value taxation. In 1924
The Economics of Taxation was published by Henry Holt and Co.
The book was reprinted in 1938 by Lucas Brothers and in 1979 by
the University of Chicago Press (Midway Reprints). The initial re-
views by Henry Simons, Frank Knight and Fred Rogers Fairchild
were favorable; however, each reviewer expressed certain objec-
tions.! Simons concluded,

Professor Brown has contributed a great deal of acute analysis to a
more or less specific field of inquiry in which most the stuff that is
written and preached is of exceedingly unattractive quality.?

Knight noted, “the economic analysis is at all points careful, thor-
ough and competent, and is stated with admirable lucidity.”?
Fairchild, a successful author of textbooks, had similar praise for
the book. Overseas the book was praised by W. Twerdocleboft, a
Russian professor of the University of Leningrad, in a review arti-
cle as one of the most important of recent publications. Aside
from this single reference there is no evidence of awareness of
The Economics of Taxation outside of North America.’> Several of
the contributions of Brown’s text were to be noted only many
years later. In 1979, Arnold Harberger in a publisher’s blurb for the
reprint stated, “This is truly a classic.”®
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Preface and Comments

Brown’s preface to the text was a noteworthy comment on con-
temporary approaches to the study and instruction of economics.
He argued that with few exceptions advanced or intermediate
courses in economics were less rigorous in terms of theory than
the introductory “principles” courses. The tendency was to elabo-
rate on an area of economics, such as public finance, in a narrative
or descriptive fashion rather than attempt to deepen the student’s
theoretical grasp of the economic principles involved. Brown ob-
jected: “Only a thorough study of the cause and effect relations in
taxation can, in fact, make one a competent leader of opinion on
tax problems.”” Thus, Brown’s approach was to present ten chap-
ters dealing primarily with tax shifting and incidence. This was
done without the usual historical background found in McCulloch,
Bastable, or Seligman. Brown generalized about the type of tax to
be discussed. For example, he treated the incidences of taxes on
capital and land in lieu of examining the effects of a property tax
per se. A tax on labor income would be studied prior to consider-
ing income taxes. This prompted Fairchild to object: “This book
deals exclusively with abstract theory, telling us virtually nothing
of the relation of these theories to the facts of present day prob-
lems.”®

That at least a part of this criticism was anticipated by Brown is
evident in his preface. He believed it was unwieldy to deal with
specific tax forms as opposed to basic taxation, whether realistic
or not, of commodities, labor, land and capital. He felt that the de-
velopment of general principles of taxation would be better
served in this way. Moreover, he recognized and regretted the lack
of inductive or empirical verification of the theory he presented.
While welcoming empirical studies along the lines of Fisher and
Mitchell, Brown argued that those who would criticize the book
for being too theoretical were likely to be ignorant of the difficulty
of the required statistical analysis.’

In his introductory chapter, Brown placed the study of taxation
within the broader area of public finance. He thought that ques-
tions of taxation, and especially of its incidence, could be most
fruitfully explored with economic analysis and that this could be
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done objectively. Knight pointed out that Brown did not deal with
the “objectives of taxation, the canons of justice or administrative
problems.”'® Brown maintained that knowledge of tax incidence
was a necessary prerequisite to any discussion of proper policy.
His stated intent was

to keep the problems of policy in the background, and devote attention
to the discovery and explanation of economic laws as such, leaving it to
the readers to make such application of the conclusion reached as may
seem to be proper.!!

By this time he was a recognized advocate of land value taxation,
yet none of the reviewers (and in particular Knight) found
Brown’s personal bias reflected in the book.

The benchmark of scholarship on taxation at that time was set
by E. R. A. Seligman. The breadth of Seligman’s work in the field of
taxation was unparalleled. His major works, The Shifting and In-
cidence of Taxation, Essays on Taxation and The Income Tax
clearly established him as the leading American authority on the
subject. The first two books went through over ten editions and
were clearly the dominant texts in the field for much of the first
half of the century. Brown frequently referred to Seligman, al-
though often to dissent from his views. Of the eleven times Brown
cited Seligman, seven were to criticize his analysis. In Brown’s
correspondence he ventured the opinion that Seligman was
“fearfully vulnerable on basic principles.”'? There is a similarity
between Brown’s and Seligman’s works. Both attempted to syn-
thesize past thought on the subject, thereby rendering the deter-
mination of original contributions difficult.

Brown’s methodological approach to the determination of tax
incidence is hard to classify in modern terms. He proposed first
that the effects of a tax be examined by analyzing “the conditions
of supply and demand insofar as they are significant for our pur-
poses.”’3 Further, his approach was nominally that of partial equi-
librium analysis. However, as a student of Fisher, Brown was
aware of the deficiencies in applying such analysis across the
board. Therefore, in most instances, he extended the theoretical
analysis toward a general equilibrium approach without the aid of
a formal model. Simons noted this in saying in his review: “Espe-
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cially noteworthy is the emphasis upon the extent of the diffusion
process and precise definitions of its limits.”*4 Brown did not spe-
cifically employ balanced-budget incidence; rather, he implied
that the governmental expenditures from tax revenues would
have minor or neutral effects, although he was aware of compli-
cations arising from this source. Nor can his approach be de-
scribed as one of differential incidence, as he did not utilize a basis
of comparison such as a proportional income tax. He would in-
troduce a tax, analyze its incidence in the hypothetically simplest
case and then extend the analysis to what he saw as relevant
variations in each case. These variations might be long- versus
short-run incidence, differing cost conditions, general versus spe-
cific taxation and so on.

Monetary Inflation as Taxation and the Incidence of
Government Borrowing

Brown’s first two chapters were unorthodox in that first he treated
monetary inflation as a type of taxation and second he discussed
the incidence of government borrowing. He wished to emphasize
that governmental issue of inconvertible paper money in effect
was taxation. He proceeded to show the effects of an increase in
paper money in two cases. First, where the new issue serves pri-
marily to displace metallic money via the workings of Gresham’s
Law, he argued that there would be no special burden on the is-
suing country’s residents. He assumed no barriers to trade, gold as
the medium of international exchange and government spending
the new money on domestic goods and services. The initial rise in
prices is modified as purchases from abroad increase with gold as
payment. Thus, in roughly equivalent terms, the public loses
goods to the government and replaces them with foreign goods.
Then, if the paper money remains an acceptable substitute for the
metallic money, no significant burden falls on the public.

Brown’s second case was one in which the paper issue is con-
tinued beyond the point where metallic money ceases to circulate.
Here the government in effect bids away a portion of the goods
and services initially corresponding to the percentage increase in
the money supply. For this result to hold, he employed several
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simplifying assumptions. First, the price rise could not be moder-
ated by increased importation, as there would be no international
reserves and the paper money would depreciate so as to check
any increase in imports unless there was foreign speculation in
this currency. The velocity of circulation was assumed to be un-
changed. (However, Brown felt that it would increase with a rapid
inflation, citing the cases of Germany and Austria.) Finally, for
proportionality to hold, he assumed that the second-round effects
of the new money spent by the government were not yet realized.
With money incomes as well as prices proportionately higher, the
burden of this “taxation” was “the wealth and services abstracted
from them by the government when the new money was first put
into circulation.”®s

Brown then discussed the distribution effects of this induced in-
flation. In the most simple cases—with prices all rising at the same
rate—the burden was distributed according to the proportion of
purchases, thus resembling, at least nominally, a general sales tax.
He noted that in practice, prices and incomes do not rise to the
same extent or at the same rate, thus causing the burden to be
shared unequally. Brown emphasized the role of expectations in
the process, whereby some gain and others lose as a result of in-
flation. He concluded with the admonition that such induced in-
flation must be recognized as taxation and should be seen by en-
lightened politicians as an undesirable alternative to direct
taxation, despite the political difficulty of doing so. He further
condemned the tendency of conservatives to find scapegoats for
inflation in organized labor on one hand and radicals to find
scapegoats in profiteering capitalists on the other.

A recent article by Ephraim Kleiman investigating “early infla-
tion tax theory” sheds some light on what may have prompted
Brown to present his analysis of inflation as a tax.® Kleiman noted
that neither Jevons, Marshall, nor Fisher make mention of an “in-
flation tax,” but that J. S. Mill had presented the basic idea without
using the term “inflation.”'” J. M. Keynes is credited by Kleiman as
presenting the “first full exposition of the inflation tax” in 1922 in
an article titled “Inflation as a Method of Taxation” in a supple-
ment to the Manchester Guardian Commercial, which was re-
produced in Keynes’s 1923 Tract on Monetary Reform. Kleiman
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goes on to show that Hugh Dalton, Keynes’s one-time student,
drew on Keynes’s writing in his 1923 presentation of the idea in
the first edition of his popular text, Public Finance. Brown made
no reference to either Keynes or Dalton in his text and it is highly
unlikely that he had read either Keynes or Dalton. However, Klei-
man notes that Foster and Catchings’ 1923 Money, which was the
second in a series of books published by Houghton Mifflin’s Riv-
erside Press for the Pollak Foundation for Economic Research,
spoke in a brief section of “inflation as indirect taxation,” and in a
separate section referred to another of Keynes’'s Manchester
Guardian articles which reported on the Soviet inflation. Brown
was much more likely, despite the tight timing, to have been
aware of this publication as Irving Fisher’s The Making of Index
Numbers was the first in this series.'® Yet it would appear more
likely, as Kleiman suggests, “The occasional reference to it sug-
gests that rather than have been forgotten, the notion of inflation
as a tax was being taken for granted.”? If indeed Brown did have a
precursor in his presentation of the idea, it seems most likely to
have been Mill, who he had read in his youth.

Brown began his discussion of government borrowing with
some general comments related to wartime finance. He referred to
the exchange between T. N. Carver and H. J. Davenport that took
place during and after World War 1. Brown examined bond issu-
ance and higher taxation for their economic consequences, and
he emphasized the similarity between the two since both redirect
economic resources from the private to the public sector. He felt
that subtle and unpredictable differences may arise with regard to
saving and investment behavior.

Discouragement to business or charitable contributions can only re-
sult if the tax method takes a larger proportion of the funds secured
than does the bond-issue or borrowing method, from the particular
persons who are inclined to business investment or to charity.?

Brown felt that the bond issuance was more likely to draw funds
from those having a greater tendency to save and invest. He was
not specific as to how the taxes were to be raised, but appeared to
be thinking of a proportional income tax.
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He had reservations about government borrowing, even for
wartime revenue, which he recognized as politically expedient.
However, he did not subscribe to the idea that such borrowing
imposed a burden on posterity, where the borrowing is from the
country’s own citizens. He demonstrated that a person hypotheti-
cally could buy a bond and end up repaying the interest and prin-
cipal through tax payments. Brown then showed that the much
more likely case would involve intra- and intergenerational trans-
fers but that later generations as a whole would not be burdened.
He did note, however, that discriminatory tax schemes and exten-
sive immigration would alter this conclusion somewhat in prac-
tice. He briefly considered Davenport’s idea that war finance was
“a mortgage of the masses to the classes.””! This was a possibility
when the bond issue was sold primarily to wealthier citizens,
Brown admitted, but he pointed out that the incidence and effects
of the total tax system would have to be considered to support this
contention.

Brown’s prime reservation about government borrowing lay in
its inflationary tendencies. Only if there were a reduction in pri-
vate spending commensurate with the increased purchasing
power lent to the government through bond sales would the pro-
cess not be inflationary. Especially under conditions of war,
Brown thought that this was unlikely. Banks would tend to lower
reserve requirements, purchase government bonds themselves
with extended credit in the form of checking accounts or bank
notes and allow as collateral government bonds on private loans.
In addition, this would to some degree extend the borrowing
needs of the government as prices rose, depending upon the elas-
ticities of supplies. Brown formally offered no opinion on the de-
sirability of a restrictive policy regarding bank behavior sufficient
to stem inflationary tendencies. However, in reacting to the
growth of the national debt during World War II, he adamantly
opposed what he considered to be an unwise growth in debt fi-
nancing.?
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Taxes on Competitively Produced Goods

In the remainder of the book, Brown considered several forms of
government finance that were not taxes in disguise. He treated
taxes on competitively produced goods and taxes on monopolis-
tically produced goods. The two chapters (consisting of some 80
pages) represent a summation of the then-current views in micro-
economics; Brown drew most heavily on Marshall, Seligman and
Davenport. Having written well before the concepts of imperfect
competition were elaborated by Robinson and Chamberlin,
Brown anticipated some of these developments in theory, as will
be shown later. The theory of firm he utilized lacked the precision
of later presentations, and this, on at least one occasion, led
Brown to err. One of the earliest economists to incorporate im-
perfect competition conditions and a more detailed theory of the
firm into studies of incidence was John F. Due in his The Theory of
Incidence of Sales Taxation (1942).% Due cited Brown more fre-
quently than any other author and, with few exceptions, more fa-
vorably. This was due in part to Brown’s 1939 article “The Inci-
dence of a General Output or General Sales Tax,” which added
significantly to and amended his text’s chapters on the taxation of
commodities.

Brown first tested the case of a tax on the production of goods
in a perfectly competitive industry where constant costs prevail
over the relevant range. Assuming that all producers in the indus-
try are marginal in the sense that any lower return would force
them to cease production of the good, then this tax would be
shifted in its entirety to the consumers of the good. Brown recog-
nized the likelihood of there being inframarginal producers in the
industry, but he treated this incidence under that of increasing
Costs.

Brown next turned to the consideration of the effect of com-
modity taxation on the general price level and was criticized se-
verely for the attempt by Simons. Brown found that a tax on a par-
ticular commodity produced under constant costs would not alter
the general price level. The tax would result in the price of the
taxed good rising by almost the amount of the tax and all other
prices falling slightly so as to leave the general price level sub-

This content downloaded from
149.10.125.20 on Thu, 20 Jan 2022 04:08:42 UTC
All use subject to https://about.jstor.org/terms



Taxation 79

stantially unchanged. He assumed no international trade effects,
an unchanged money supply and a constant velocity of circula-
tion. Simons felt that the treatment was an oversimplification, but
he did not elaborate on his preferred approach. He said that the
argument “appears to presuppose an altogether mysterious disap-
pearance of effective demand.”? Brown very briefly extended his
argument to a tax on all goods, maintaining that the effect would
be to lower all money incomes in relation to the prices of these
goods. The 1939 article elaborated and modified this conclusion.

Brown next examined the case of increasing cost of production
for the competitive industry. He felt this to be the normal or inevi-
table case as extension of production would eventually tend to
encounter rising costs. He noted the factors of production may
differ in their likely contributions to increasing costs. A tax in this
case would be partially shifted to consumers but also would bur-
den the factors of production in all but the extreme instance of a
totally inelastic demand for the good. Brown’s reasoning was that
the incomplete shifting of the tax would drive from the industry
those factors that were marginal between this and other industries
and reduce industry supply. Further diffusion effects of the tax
would operate either through the higher price of the taxed good
or the altered factor supplies. The higher price may reduce
spending on other goods or the addition to the factor supplies of
other industries may lead to lower prices and money income
there, however slightly. Brown saw no general or average effect
on prices unless efficiency was lessened by the changes wrought
by the tax. He illustrated his general point with examples and
graphs.

His emphasis on the possibility of changes in factor prices was
unusual at that time; Due noted that this possibility “has been for
the most part ignored despite the fact that in terms of orthodox
value analysis the incidence would be modified significantly by
changes along these lines.”” Due also pointed out that Brown’s
further treatment of short- as well as long-run incidence was an
early contribution.?® Brown maintained that the industry’s short-
run supply was likely to be less elastic than in the long run, due to
the existence of specialized factors—especially capital and labor.
Thus, the extent of the shifting of the tax to consumers would be
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less in the short run, as would be the rise in price. In the long run,
the competitive conditions would dictate an almost complete
shifting to consumers of the good unless elements taken as ex-
ogenous (such as tastes or technology) change.

With respect to the case of decreasing costs, Brown said, “It
would seem, then, only doubtfully worthwhile to discuss the inci-
dence of a competitive industry operating under decreasing
cost.”?” Knight, in his review, concurred that in general the case is
of “doubtful occurrence,” but he noted that this view was consid-
ered unorthodox.?® Brown argued that the external economies to
an industry resulted in no advantage to a single management but
only operated as an inducement to larger scale production in the
area where the economies were effective. Were all producers
marginal, a tax on production would result in a higher price by the
amount of the tax plus the increased cost to the firms of producing
a smaller quantity. He also pointed out that where no external
economies were present, internal economies may not lead to a
monopoly situation. This could be true where no one plant is ca-
pable of providing all the product demanded; thus, increasing or
constant cost conditions arise. Brown recognized that unless cost
conditions changed in transition, no Marshallian stable equilib-
rium was possible, and the inevitable result would be monopoly.
The tax therefore would have an uncertain incidence depending
largely on the pricing strategies of the competing firms and their
capacities of supply with regard to total market demand. The ex-
tremes of incidence in this transitory state were between no shift-
ing and a complete shifting of the tax.

Finally, in this chapter Brown noted a further effect of a com-
modity tax that he termed a net loss in utilities to the community.
This appears to be his term for excess burden. He suggested that if
the product taxed were considered injurious, the net effect of the
tax may be beneficial to the community.

Taxes on Monopolistically Produced Goods

Cournot was the first to analyze the possible effects of a tax on a
monopoly’s product. Brown’s treatment, some 86 years later, was
described by Due as the most complete of the then more recent
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analyses.?? Brown began by noting that the monopolistically de-
termined price after the imposition of the tax could stay the same,
rise by more than the amount of the tax, or rise by less. He dis-
cussed the different demand conditions and, following Marshall,
illustrated the first and second possibilities where constant costs
prevail3® The tax would not be shifted when a small rise in the
price greatly diminished the quantity demanded, assuming the
pretax price to be at or near a point on the demand curve where it
becomes more elastic. Here Brown suggested that the most profit-
able alternative for the monopolist may be to absorb the tax. A tax
may be shifted where the monopolist faces a demand that be-
comes much more inelastic above the current price due to the ex-
istence of two distinct classes of buyers in the market. Thus, he
made use of what would later be known as “kinked” demand
curves. (Brown’s usage in the no-shifting case was, I believe, a
clarification and acceptance of Seligman’s analysis, to which
Edgeworth had objected.)’! (See Appendix 5A.) Finally, Brown
utilized a geometrical proof to show that a linear demand would
result in a price increase of one-half of the amount of the tax.
Where the monopolist operates with increasing costs,? Brown
argued that the increase in price and the shifting would be less
than in the case of constant costs in all of the foregoing demand
conditions. He stated simply that “the gain from raising the price,
when the tax is levied, is sooner offset by the loss of cutting off
some of its former business.”?? In the case of decreasing costs or of
a “natural” monopoly, he found the distinction between the short
and long run to be significant. His reasoning was that in the short
run (except where the tax resulted in the abandonment of the
business), the monopolist would only consider operating costs
that would be largely unchanged. However, this would not be true
in the long run, and the monopolist would tend to raise the price
by more than he would in the case of constant costs. Brown dem-
onstrated this by using the same demand for both constant and
decreasing cost conditions in examples using graphs and tables.
Brown rationalized his conclusion in the following manner:

For by raising its price it gains as much on each unit of business still
done as if operated under conditions of constant cost; while its loss on
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the business cut off is less since the cost of this business (except for
marginal units) is greater than in the case of constant cost.34

Brown’s conclusion was the opposite of the earlier views of
Seligman and H. C. Adams but in accord with that of Edgeworth.
Brown concluded by noting that a tax on monopoly’s net profit
could not be shifted.

Brown was aware that imperfect information on the part of the
monopolist and governmental regulation of monopolies would
render uncertain his conclusions. Also, he mentioned the difficul-
ties of deciding whether monopolistic or competitive conditions
tended to prevail in a given case. “What shall we say, for instance,
of a tax on entertainments in towns and cities having one, two or
three movie theaters?”3

In a footnote, Brown entertained the somewhat minor but illus-
trative question of how a specific or per unit tax would differ in its
effects from one that was ad valorem. The question is illustrative in
that it shows how his approach could lead to errors or at least to
some confusion. Brown was concerned with how a specific tax
and an ad valorem tax would alter final prices in the competitive
and monopolistic cases. He found in the competitive case no fun-
damental difference in the effects of these methods of taxation. He
reasoned that, in general, in the monopoly case, the ad valorem
tax on gross revenues would not tend to raise the price as much as
would a specific tax. He was aware that this was not always true,
but he felt that this was due to the difficulties of making the com-
parison. He presented in tabular form two different models of
comparison—one of equal yields and one of equal initial burden.
Although the second comparison bore out his reasoning, he failed
to discover the reason for exceptions arising in his examples.
Richard Musgrave later explained that had Brown assumed linear-
ity of cost and revenue schedules as well as tax rates at or below
the maximum yield, his reasoning “would have admitted no ex-
ceptions.”¥’

Taxes on Labor

Brown’s next two chapters dealt with taxes on labor. He divided
his brief treatment into three cases: taxes on wages in general;
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taxes on wages in a given line of work; and taxes on “surplus” la-
bor incomes. A then largely hypothetical tax on wages had for
Brown long-run effects that depended primarily on how popula-
tion was affected. That the revenues from such a tax may be used
to benefit wage-earners was not ignored, but he pointed out that
this may not be the case and that nominal incomes were lowered
regardless of other sources of income. The effect of such a tax on
population growth was seen as uncertain, although a sufficiently
large tax probably would reduce this rate of growth and thereby
tend to raise future wage rates. He further argued that should the
rate of population growth fall, the landowning class definitely
would find its income reduced as the Physiocrats had maintained.
However, he saw this only as a possibility contingent on many
factors, as he viewed an increased birth rate as a conceivable con-
sequence of lower living standards.

Otto von Mering, in his text The Shifting and Incidence of Taxa-
tion (1942), referred frequently to Brown’s treatment of a wage on
a particular line of work or occupation.?® Brown saw wages in the
taxed line of work eventually rising to their original position rela-
tive to other lines of work and thus putting downward pressure on
other wage rates. Mering objected to Brown’s implication that la-
bor and labor alone would bear the burden of the tax.? Further-
more, Mering noted that this was not compatible with Brown’s
view of the effect of a particular commodity tax. Mering was cor-
rect in part. However, Brown had qualified his position by point-
ing out that his conclusion required a redistribution of workers out
of the taxed area, which may occur slowly and incompletely be-
cause of a lack of substitutability in employment, tastes in work, or
the existence of rents in highly specialized areas of work. Mering’s
point as to compatibility remained, yet Brown had indicated an
awareness of the problem:

we have to reopen for possible qualification of our conclusion, the case
of taxes on commodities. For although such taxes may seem to be
shifted, in large part, on consumers, in the first instance, it is possible
that in the long run some or all of the consumers (in our present prob-
lem, the wage earners) will find the burden again shifted upon the
shoulders of some other class or classes.®
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Brown’s last case was the incidence of taxes on surplus or un-
usually high labor incomes. He described the present system of
income taxes as a discriminatory tax where it applied to labor in-
comes. He concluded that such a tax would not be likely to reduce
the numbers in these high-paying areas because advancement
toward them would remain relatively unimpeded as long as lower
incomes were not taxed at the same rate.

In an article published two years earlier and included in his text,
Brown considered the incidence of compulsory insurance of
workers.#! The article was probably inspired by his dissent from
the then common opinion that the incidence of such a tax would
ultimately lie with the consumers of the goods produced by in-
sured workers. Brown cited Taussig® as holding in general the
correct view and in the article Brown expanded and refined this
view. Compulsory insurance programs were under consideration
in this country, while Germany in 1884, Great Britain in 1897 and
the state of California in 1916 had implemented insurance pro-
grams.*> Brown examined in succession the cases where the in-
surance was general (paid by all employers) and where only high-
risk industries were made to pay. Brown took into consideration
the advantages of compensation for employees. He maintained
(with Taussig) that in the first case the long-run effect would fall
on wage earners alone with only minor qualifications. By the early
1930s unemployment insurance schemes were topical and studies
would cite Brown’s analysis, such as Dale Yoder’s 1931 Quarterly
Journal of Economics article: “Ultimately, wages tend to be re-
duced by the amount of the tax and employment to return to its
former level. Professor Brown has described this result and the
manner in which this readjustment takes place with care and clar-
ity.”# J. A. Brittain has pointed out that Brown assumed in addition
to a fixed labor supply that “the tax would not increase the money
supply and have little effect on aggregate demand.”® In their text
Public Finance, Earl Rolph and George Break referred to Brown’s
article as the original one to treat this subject.® As late as 1997 a
political scientist would attribute, somewhat incorrectly, the inci-
dence of Social Security taxation to Brown and Brittain.’ E. H.
Downing, in his posthumous Workmen’s Compensation, argued
(as noted by Dorfman) that Brown had taken the marginal pro-
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ductivity doctrine to extremes in order to reach his conclusion.
Downing, an advocate of such insurance, mistook Brown’s posi-
tion and implied that he did not favor compulsory insurance when
he actually did.

Where insurance was required in only certain lines of work and
the workers fully valued the certainty of accident compensation,
the result, as Brown saw it, was ultimately a reduction in the de-
mand for insured labor on the part of the firms and an increase in
the supply of labor to the insuring firms. Thus, employment
should remain the same at a wage lowered by the amount of the
premium. He then considered the situation wherein workers im-
pute no value to the insurance and demand for the industry’s
product is inelastic. Workers, at least those who are marginal be-
tween their present and other employment, will resist wage re-
duction, which normally would result in higher prices. With an
inelastic demand, consumers would tend to buy less of other
goods, which in turn would bring about lower wages and prices in
other industries, with no net effect upon the returns to capital and
land. However when noninsured workers are diverted to the in-
sured lines, the burden would be shared more equally by all
workers. Where the demand is elastic, the result is the same, but
the impact of labor leaving the insured industry would be greater
than the effect of redirection of spending on the part of the con-
sumers.

Brown mentioned several qualifications to his argument, such as
possible efficiency losses, special cost and competitive situations
and population effects. He wished to emphasize that his was a
long-run view and that actual adoption of such programs would
appropriately burden employers initially. Also, if premiums were
made to depend, for example, on safety conditions at individual
plants, the incentives created for employers would have desirable
consequences.

Taxes on Capital and Profits

Brown’s treatment of the incidence of taxes on capital and capital
incomes is similar in some respects to the early work of Arnold
Harberger. Brown considered the incidence of a tax on capital
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used in some but not all industries. This is comparable to Harber-
ger’s corporate and non-corporate division of the economy. It also
is applicable to the question of the incidence of a tax on urban
property, as was noted by Herbert A. Simon in a 1943 article.
Simon therein indicated that conceptually a tax on urban property
could be separated into a tax on site value and a tax on improve-
ments—that is, housing.>

Once again, Brown used the competitive case and noted that
little or no shifting of the tax may take place in the short run. This
would be the case were the taxed capital durable and specialized.
The owners of such capital would bear the burden of the tax.
However, in the long run Brown maintained that capital would
tend to leave these industries, which would result in a higher rela-
tive price for their products. He rejects at this point a possible im-
putation of incidence as superficial. For Brown, neither consumers
of these goods nor workers in these industries were likely to bear
the ultimate burden of the tax. Lower prices of the goods pro-
duced with the nontaxed capital should compensate consumers,
on the average. In the case of labor, should the lowered produc-
tivity not be compensated with higher prices, migration to other
industries should leave the wage level as before. Brown con-
cluded that:

the burden of the tax on some capital is finally (assuming that it does
not tend to decrease the aggregate volume of capital) distributed upon
the owners of all capital in the taxed community. The marginal product
of labor in general is not less. The demand for labor is not reduced. The
assumed tax is not on commodities and does not rest with the consum-
ers. It is not on wages and does not rest on wage-earners. It is not on
land rent and does not rest on landowners.

It does not rest exclusively on the owners of capital in the industry or
industries taxed, since capital tends to be driven to some extent from
such industry or industries into others. It does rest on the income of
capital-in-general including capital in the industries not taxed as well as
in the industries taxed.>!

He implied that this “distribution” would tend to burden what he
called the “more strongly competitive capital.”>? Jen Peter Jensen’s
thorough 1931 study, Property Taxation in the United States,
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found Brown’s view to be “tentatively correct.”” Simon noted in
his article that

It is Brown’s contribution to have shown that this change [a lowering of
the return to capital], though small, when multiplied by the total of the
amount of capital supplied may significantly affect the total amount of
interest paid. The point is a subtle one, but one not all uncommon in
the realm of mathematics.>

And

Professor Brown has performed a very valuable service, however, in
pointing out that a tax upon a particular use of capital has repercus-
sions upon income from capital in general. He has supplied an impor-
tant corrective to the classical analysis which ignores these repercus-
sions, and has shown that earlier theory is valid only if the demand for
houses is entirely inelastic and independent of the demand for other
commodities.>

Simons’s “however” refers to his criticism of Brown’s methodol-
ogy, especially in that he made no explicit assumption about the
elasticity of demand for capital goods (housing) relative to that of
other goods which would determine the extend to which Brown’s
conclusion would hold.

Peter Mieszkowski, as early as 1969, recognized the import of
Brown’s insight.*® Mieszkowski with George Zodrow found appli-
cations for what they referred to as the “Brown proposition.” They
interpreted this “general proposition” in the following manner:

taxes on perfectly mobile capital, even when imposed in relatively
small sectors of the economy, tend to be borne by all capital through-
out the nation due to general equilibrium effects.>”

Mieszkowski also credited Brown with an early recognition of
the close similarity of a general property tax (where the tax is at
the same rate taxing all income-producing wealth) and a general
profits tax.>® Mieszkowski and Zodrow in a 1989 survey article in
the Journal of Economic Literature recount not only their own
applications of the Brown proposition, but those of Courant and
Rubenfield and of Wildasin.®® They also note that David Bradford
in 1978 had applied Brown’s reasoning to a broader application in
the following way:

This content downloaded from
149.10.125.20 on Thu, 20 Jan 2022 04:08:42 UTC
All use subject to https://about.jstor.org/terms



88 Harry Gunnison Brown

The assumption that actions of a given economic unit do not affect
prices elsewhere in the system of which the unit forms a part, is one of
the most useful approximations in economic analysis. .The approxi-
mation is clearly justified when the unit in question is small in a well-
defined way relative to the larger system and the larger system allows a
certain scope for substitutability.

It may not be widely understood that the superficially similar as-
sumption under the same circumstances, that the products of prices
and quantities elsewhere in the system can safely be treated as a con-
stant, may well not be justified.(V®

Bradford footnoted this statement as follows:

(D) This idea is, however, not new. As has been pointed out to me by
Wallace Oates, an analysis similar in spirit to the present one was given
by Herbert A. Simon in 1943, who attributed the idea to Harry Gunni-
son Brown (1924), who attributed it in turn to yet earlier contributors.
[See Appendix 5B.]

The David E. Wildasin article applied the proposition to “The Non-
negligible Impact of a Small Project.” Interestingly, Wildasin drew
on a different section of Brown’s than had the other authors—that
of the case of the incidence of a tax on bricklayers where the re-
sulting slight reduction in all other workers’ wages would equal
the total tax collected.®! Wildasin in 2000 showed how the propo-
sition could be interpreted in case of local taxes with international
factor mobility in the European Union.®? William C. Wheaton pro-
vided yet another application wherein state taxation with a mobile
capital tax base can lead to a “higher national cost of investment”
and a subsequent underprovision of welfare.®

Brown in concluding his discussion of a tax on some capital
pointed out that the federal income tax of the time, to the degree it
taxed capital income but exempted state, local and Federal Farm
Loan Act bonds, “illustrates the tendency of a tax on some capital
to affect the rate of return on other capital.”® Brown’s treatments
of a tax on some capital, a line of work, or an “income” tax on
some capital all represent departures from partial equilibrium
analysis. All are in need of further refinement to bring forth defi-
nite conclusions of which Brown was generally aware. Yet despite
their consistency, Brown did not seem fully aware of the general-
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ity of his treatments and more specifically of the idea of very small
changes affecting a very large number as having significant eco-
nomic effects. The citations of Brown made by the writers men-
tioned above beginning with Simon are not specific in nature and
can be categorized as reasonable interpretations. (Even Wildasin’s
quite specific reference utilizes an interpretation of what Brown
actually wrote.)® In all cases it appears that Simon’s insightful in-
terpretation (principally via Peter Mieszkowski or Wallace Oates)
influenced later readers to the extent that it may be proper to re-
name the “proposition” the Brown-Simon proposition.

Turning to the case where all capital is taxed, Brown argued that
the effect of the tax on the aggregate supply of capital would de-
termine the tax’s incidence. He pointed out that with an open
economy such a tax may reduce foreign investment in the taxing
country and increase overseas investment, but he did not pursue
this argument. He felt that the effect of the tax on aggregate sav-
ings was a complex question. He could not find deductively a sat-
isfactory relationship between rates of interest and savings levels.
He felt that the common supposition that savings will decrease as
rates of return are diminished by the tax could not be regarded as
a certainty. He pointed out that the tax may be shifted in part via
higher interest rates to all capital users. However, should savings
remain largely unaffected, the burden would fall on capital own-
ers. He would only say that a tax that seriously decreased net re-
turns could be shifted, especially in the very long run.%

Brown saw some merit to the taxation of inherited wealth even
where it took the form of non-land property, especially where it
did not appreciably diminish the motive for accumulation, fell
primarily on direct descendents and was progressive in lightly af-
fecting smaller estates. Yet all these conditions he saw as uncertain
and evasion difficult to legally prevent.

The possible incidence of excess profits taxes was analyzed. (In
1919, such a tax had been enacted by Congress.) Brown indicated
three ways in which this tax could be shifted. He thought that the
tax may retard the redistribution of capital and penalize risky in-
dustries. The tax might reduce the accumulation of capital, as may
a tax on capital. Brown did admit that a monopoly could be taxed
so no shifting of the tax was possible. But he added that the cost
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and difficulties of evasion could still have economic effects, espe-
cially if the tax were viewed as temporary.

Other Taxes

Brown wrote at great length on the subject of taxes on land. His
conclusion that a tax on pure land value would fall exclusively on
landowners and would be fully capitalized in the price of land was
the traditional one where static, general equilibrium analysis was
employed. Although some writers in the past had attempted to
challenge the view that a tax on land value could be shifted, none
did so successfully. Few ideas in economic thought remain sacro-
sanct. Martin Feldstein in 1977 argued that shifting of a pure land
tax could take place due to induced capital accumulation or port-
folio balance requirements.”” However, in response, Calvo, Kot-
likoff and Rodriguez maintained that shifting depended on the
nature of the life-cycle model used in the dynamic analysis.®® They
went on to demonstrate that a compensated tax on pure land rents
would not be shifted in the long run in a life-cycle model with
intergenerational transfers. On Brown’s part, the only qualification
of the principle were instances where a tax on land value actually
taxed more than the site value, including elements that were better
classified as capital. The impossibility of decreasing the supply of
land made shifting likewise impossible. (Because most of Brown’s
analysis and advocacy of land value taxation are treated in the
following chapter, I shall postpone further discussion of his argu-
ments in this area.)

He did, however, treat some tax incidence questions related to
land taxation that do not bear directly on land value taxation. He
discussed the relationship between taxation and capitalization, the
incidence of taxes on land according to quantity and the general
question of whether all taxes discourage accumulation. On the last
question Brown pointed out that one must hypothesize as to the
use to which tax revenues are put.

He noted that even if the source is a non-shiftable base such as
land values or net monopoly profits, were the government to
waste this wealth the taxes would diminish accumulation. If, how-
ever, the assumption is that the state makes reasonable use of its
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revenues the result may be no diminution of accumulation, or
even an increase. Shiftable taxes which adversely affected the mo-
tivation to accumulate in addition to taking away wealth, he ar-
gued, represented inferior public policy.

As earlier mentioned, Brown found much actual taxation to in-
volve compound taxation. The two most prominent instances
were property and income taxes. The general property tax was
thus a tax on rent of land and the interest from its associated capi-
tal. An income tax would draw in addition on wages broadly de-
fined. Writing in the early years of federal income tax Brown ex-
pressed a common concern with evasion, particularly in the cases
where incomes were determined by declaration. As has been al-
luded to above, some of Brown'’s ideas relative to the incidence of
property taxation have become associated with what has been
called the “new” or more recently “capital tax” view. As most of
this discussion took place subsequent to his death one can only
speculate that although Brown may have been flattered by this
attention he would have felt uncomfortable even in this “Room
with Three Views” wherein the focus is upon the capital portion of
the residential property tax.®

Brown’s treatment of the incidence of inherited wealth or death
taxes in The Economics of Taxation came up in James K. Hall pa-
per, presented to a 1940 AEA Round Table on the Incidence of
Taxation which Brown chaired. Hall summarized Brown’s posi-
tion as that of seeing the burden falling upon the successors with
disincentives to save resulting in a smaller capital stock which
leads to a long-term sharing of the incidence by the successors
with laborers and landowners in general.” Brown did, however,
stress the speculative nature of the disincentive effects and the
likelihood of evasion. He also noted the growing popularity of
such taxes and opined that, were the duties sufficiently progres-
sive, such taxation was not “entirely without merit.””* (This Round
Table was made much more memorable by Henry C. Simons’ pa-
per which urged tax specialists to pursue differential incidence in
general equilibrium framework with definite monetary assump-
tions.)

Brown chose to include consideration of the incidence of im-
port and export levies or tariffs in his text. In considering a protec-
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tive tariff as a tax, he concluded that in general the tariff or export
duty burdened consumers more than it aided the protected pro-
ducers. It would require exceptional circumstances for some or all
of a tariff to fall on foreign producers.”?

“The Incidence of a General Output or a
General Sales Tax”

BROWN’S LAST ARTICLE ON TAX INCIDENCE, “The Incidence of a Gen-
eral Output or a General Sales Tax,” appeared in 1939 in the Jour-
nal of Political Economy.”

This article represented a refinement of his earlier thought as
well as a correction of some earlier views. His interest in this sub-
ject perhaps was sparked by the rise of state retail taxation during
the 1930s and by what he perceived to be a faulty analysis of the
incidence of such taxation. The then commonplace conclusion
was that taxes on retail sales would be passed on to consumers.
Due noted Brown as an exception to this view in his book, which
was completed in thesis form but not published until after
Brown’s article appeared. Brown’s conclusion was that, with cer-
tain qualifications, such a tax would fall on the owners of the fac-
tors of production. Due said:

It is interesting to note that no discussion of retail tax incidence has
considered this aspect at all; the usual brief analysis merely indicates
that the tax will pass to consumers, and ignored entirely the reactions
on investment, employment and interest rates which are inevitable un-
der the orthodox theory of distribution on which the analyses are
based.”4

In 1953, Richard Musgrave credited Brown with being the first to
note the fallacy in the presumption that a general sales tax would
raise the prices of consumer goods and not reduce cost payments
to factors.” Earl Rolph in 1952 commented,

In 1939 Professor H.G. Brown demonstrated in a rigorous fashion that a
general system of excises is not shifted to consumers, does not affect
the product mix, but does reduce factor incomes. For reasons not easily
discerned, his argument has rarely even been thought worth refuting.”
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Brown began his argument by assuming that the tax would ap-
ply to “all lines of production,” including purchases by the gov-
ernment. He implicitly assumed perfect competition in both factor
and commodity markets, a given supply of money and perfectly
inelastic factor supplies. Brown, as in other analyses, was vague
with regard to the uses of what he assumed to be new revenue.
Due suggested that Brown assumed the use of the revenue would
not alter the aggregate money demand for goods.”” However, H. P.
B. Jenkins thought that Brown intended that the tax would not
cause any additional divergencies between marginal rates of sub-
stitution of goods in production and those in exchange.” In any
case, Brown was aware that collective versus individual spending
patterns could alter relative demands for goods and have an effect
on relative prices.

Brown maintained that a general sales tax would not reduce
output and thus that prices need not rise unless for exogenous
reasons the money supply were increased. Here he appears to be
following J. S. Mill.” Brown further argued that the reduction in
factor incomes would be proportionate, which in turn implied that
labor would contribute more than capitalists and landowners in
absolute terms. He described the general output tax as “in practi-
cal effect, the same as if it raised prices . .. without either decreas-
ing or increasing money incomes.”®

Brown then turned to a more practical analysis of state retail
taxes wherein rates vary from state to state. Here he found that
retail prices would rise by roughly the amount of the tax in the
taxing state while slightly lowering retail prices in surrounding
states. He saw the tax driving a “wedge” between retail and
wholesale prices. In a correction to the article, he stressed that

average prices (counting producers,” wholesale and retail prices and
also individually received wages, interest and rent and the govern-
mentally received tax monies) as actually charged and paid in markets,
are not made either higher or lower by output or sales taxes, and the
average is, therefore, the same regardless of where the “wedge” is
driven.®!

He added in the correction that the additional transactions cre-
ated by collection of the taxes may slow the spending of money
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for goods, which is the equivalent of saying that the velocity of
circulation would be reduced. However, he thought this to be of
little quantitative significance. The existence of friction in the form
of sticky prices and wages was used by Brown to show how the
introduction of sales taxes may have contributed to the unem-
ployment problems of the era. This obtains from his argument that
in the long run the general sales tax could not raise commodity
prices.

Brown sent copies of his article to several economists who were
specialists in taxation and received responses from Howard Bo-
wen and Richard Musgrave, among others. Bowen praised the ar-
ticle: “I am glad that you have pointed out so clearly the true na-
ture of general output and sales taxes.”®? Musgrave, although
agreeing that the tax was likely to be shifted backward, felt that an
increase in money velocity could also result in forward shifting of
the tax.# Brown responded that he could see no reason to attrib-
ute a rise in money velocity to the imposition of a general sales
tax, but he did concede that money velocity might fall slightly.8
Musgrave expressed other objections, which he elaborated in sub-
sequent publications. Subsequent to his exchange of letters with
Musgrave, Brown never published again on the questions of tax
incidence.

With one exception,® Brown’s article received no published re-
sponse for several years, as Rolph noted. Due, in his Theory of
Incidence of Sales Taxation, appeared to accept Brown’s reason-
ing if what he called the “traditional analysis” is employed and a
given level of income is assumed. Due later came to refer to this as
the “Brown Case” or the “Rolph-Brown Case.”® Rolph’s paper was
a direct challenge to the orthodox view of sales tax incidence. He
not only accepted Brown’s view of sales tax incidence, but argued
it should be extended to the case of partial excise taxes as well.
Both Due and Musgrave objected to the views of Brown and
Rolph for different reasons. Due in his 1953 article found that
Brown’s assumptions, explicit and implicit, led to a case of “very
limited scope and usefulness.”®

The assumptions of perfect competition with perfectly inelastic
factor supplies do certainly limit the analysis; however, they do
provide a convenient and useful starting point for such analysis.
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The lack of a clearly stated assumption with regard to the effect of
a new tax revenue upon product and factor demand was also em-
phasized by Due in his criticism. Brown seemed to envision
somewhat vaguely a neutral or minor effect. In 1953, Musgrave
conceded that factor payments may fall, but found fallacious the
view that the tax would fall ultimately on the factors in a manner
equivalent to a proportional income tax. “The direction of adjust-
ment does not determine incidence,”® he declared. The difference
for Musgrave was that adjustments on the income-uses side would
not leave the two taxes equivalent, as the market price for un-
ripened capital goods would fall relative to the market price of
consumer goods. Brown made no provision for “unripened”
capital goods and appeared to have conceived the general sales
tax as affecting both capital and consumer goods, whether pur-
chased by the private or public sector. Jenkins, writing in 1955,
found that Brown was “not quite able to distinguish between the
price effects of his tax and those of his assumed constant quantity
of money.”® However, he found Brown quite close to grasping
the significance of the distinction between the direction of adjust-
ment to the tax and the direction of tax shifting.

Brown’s statement as to the direction of adjustment was inter-
preted by Jenkins as a prediction of a partial forward shifting and
backward adjustment. He faulted Brown for not attributing this to
a decrease in the circular velocity of money in active circulation or
the monetary effect of the tax.

James M. Buchanan entered the discussion first in a 1955 article
in Italian that was subsequently republished in a modified form in
his 1960 collection of essays, Fiscal Theory and Political Econ-
omy. Although Buchanan focuses on the contributions of Rolph,
Due, Musgrave, Jenkins and Parravicini, he presents some points
of interest on Brown’s contribution to the debate. Buchanan found
as “substantially correct” Brown’s conclusion as to the backward
shifting of a genuinely general excise tax, finding that the tradi-
tional “all-too-facile” extension of partial equilibrium tools had
lead to “wrong” conclusions.® Further, Buchanan stressed a fun-
damental difference between Brown’s and Rolph’s analysis: “The
difference is that the Brown analysis is admittedly framed in terms
of balanced-budget incidence, with particular attention given to
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the government’s securing and spending of newly collected tax
revenues.”! Thus Brown was not unaware that the composition of
output could be altered by the tax. Buchanan points specifically to
Brown’s cautionary statement: “Of course, less individual spend-
ing and more collective spending might change the relative de-
mands for and marginal cost of various kinds of goods and so
have some effects on their relative prices.”? Buchanan, somewhat
prophetically, ends his article commenting on the importance of
the proper monetary framework for tax incidence analysis and the
admixture of analytical and methodological questions that were
yet to be clarified.

A further contribution of Buchanan in this period was to “re-
connect” the largely American or Anglo-Saxon public finance lit-
erature to that of an ongoing Italian equivalent. One expression of
this, especially relevant to Brown, is Domenico da Empoli’s 1966
book, Critical Analysis of Some Effects of a General Sales Tax.%?
Da Empoli chose to examine closely Brown’s article—not for its
originality,” which is questioned, but for the acuity of his treat-
ment and its position as the genus of such a long-running contro-
versy whose breadth cannot be fully captured without reference
to the Italian commentary, little of which has been translated. In a
manner similar to that of Buchanan, da Empoli found Brown’s as-
sumptions to be acceptable for approximate, if not definitive, con-
clusions. Further, he questioned whether the “Brown case” re-
quired an explicit assumption of fixed factor supplies to hold.
Brown did, in his reply to Musgrave, indicate that a distinction
between short- and long-run elasticities of supplies of factors
should be taken into account.”

Despite Peter Mieszkowski’s 1967 charge that in general equilib-
rium terms the questions of tax shifting forward or backward are
rendered “sterile,” in 1978 Edgar Browning chose to readdress
the question of sales tax incidence.”” He included transfers in his
model and found that the burden of sales and excise taxes fell on
factors earnings rather than on consumers. John F. Due responded
to a 1985 clarification of Browning’s argument in the next year by
criticizing among other things the all-consumption nature of
Browning’s model.”® Browning replied, defending the usefulness
of this type of model.”®
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Conclusion

IN CONCLUSION, BROWN’S WORK in the area of taxation was an im-
portant contribution. Nevertheless, it is only very rarely referred to
in contemporary texts.® A comment on Brown by Joseph A.
Pechman is illustrative, perhaps more than intended, of Brown’s
position in the field of public finance. In his last book, Who Paid
the Taxes, 1966-1985? in a chapter on incidence assumptions
Pechman made the following statement and footnote: “During the
past twenty-five years there has been substantial change in the
method used by economists to analyze tax incidence.”” “(2.) Es-
sential elements of the basic theory can be found in Harry Gunni-
son Brown, The