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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

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



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

Notes

1. Paul Samuelson (1967). Ten Economic Studies in the Tradition of
Irving Fisher. New York: John Wiley & Sons: 17.

2. Karl Bopp (1965). Essays in Monetary Policy in Honor of Elmer
Wood. Ed. Pinkney Walker. Columbia, MO: University of Missouri Press: 8.

3. Paul Junk (1980). Preface. The Selected Articles by Harry Gunnison
Brown. New York: Robert Schalkenbach Foundation: xv.

4. Pinkney Walker (1952). Preface. “Essays in Honor of Harry Gunni-
son Brown, Ph.D.; On the Occasion of His Retirement from the University
of Missouri.” American Journal of Economics and Sociology 11 (April):
228.

5. Will Lissner (1975). “In Memoriam: H. G. Brown 1880-1975.” Ameri-
can Journal of Economics and Sociology 34 (July): 246.

6. George Santayana (1905), “Progress far from consisting in change,
depends on rententiveness. . . . Those who cannot remember the past are
condemned to repeat it.” In Life of Reason, Vol. 1, Reason in Common
Sense. New York: C. Scribner’s & Sons: 284.

7. Arnold Harberger (1979). Quoted on the back cover of The Econom-
ics of Taxation by Harry Gunnison Brown. Chicago: University of Chi-
cago Press.

8. Milton Friedman (October 6,1984), letter to author. Personal files,
Iowa City, IA. Kenneth Boulding (December 10, 1984), letter to author.
Personal files, Iowa City, IA.

9. This biography is based primarily on the material cited in Notes 3, 4
and 5 and on The National Cyclopedia of American Biography, v. 58,
Clifton, NJ: James T. White and Company, 1979: 43-44.

10. Lissner (1975): 246.

11. Frank Fletcher Stevens (1962). A History of the University of Mis-
souri. Columbia, MO: University of Missouri Press: 419.

12. See Will Lissner (1987) “In Memoriam: Elizabeth Read Brown.”
American Journal of Economics and Sociology 46 (3): 383-384.
Christopher K. Ryan (2000). “Elizabeth Read Brown (1902-87).” A Bio-
graphical Dictionary of Women Economists. Eds. Robert W. Dimand,
Mary Ann Dimand and Evelyn L. Forget. Cheltenham, UK and Northamp-
ton, MA: Edward Elgar: 89-91.

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



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
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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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36 Harry Gunnison Brown

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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