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The benefits of education and of 
useful knowledge, generally diffused 
through a community, are ewential 
to the preservation of a free govern
ment. 

Sam Houston 

Cultivated mind is the guardian 
genius of Democracy, and while guided 
and controlled by virtue, the noblest 
attribute of man. It is the only dictator 
that freemen acknowledge, and the 
.only security which freemen desire. 

Mirabeau B. Lamar 



FOREWORD 

T HIS is the twenty-fifth year of statewide debating among Texas 
high schools under the auspices of the University Interscholastic 

League. Many thousands of Texas citizens now in active life first 
faced an audience as a member of a League debating team. Hundreds 
of them are now distinguished and experienced public speakers. Im
portant public questions have been discussed before audiences aggre
gating millions of people during this period. 

The boy or girl who goes out for debate has to have something 
of the heroic temperament unless he is beguiled into it by false 
promises, for it means work, work, work. The plaudits of the crowd 
which go to the football hero come infrequently, if at all, to the 
debater. Often he must talk to empty benches; he must subdue that 
most delicate and often obstinate instrument, the human voice; he 
must delve into bewildering statistics; he must experience the dis
appointment of defeat sometimes he feels in his heart that he has 
won, and "take it with a smile." 

He must train better than an athlete, for the brain is an organ 
which requires most careful treatment and is probably more dependent 
for its proper functioning upon right living than are bone and 
muscle. Exercise, proper food, the right amount of sleep, and other 
items of a rigid training regime are just as important for the debater 
as they are for the half-back. 

But the rewards are commensurate with the effort. The ability to 
keep one's wits before an audience and under the strenuous hammering 
of competent opposition, the art of using voice and gesture effectively, 
skill in employing the information one has to the best advantage, and 
the power of concentration, are all improved by the mental struggle 
involved in a properly conducted and evenly matched debate. 

The present bulletin was prepared under the general direction of 
Dr. Claiborne A. Duval, Instructor in Economics in The University 
of Texas and now on a leave of absence in the service of the Federal 
Power Commission in Washington, D. C. He was ably assisted by a 
graduate student in economics, Clem Charles Linnenberg, Jr., and 
by Thomas A. Rousse, Adjunct Professor of Public Speaking and 
Debate Coach in The University of Texas. Professor Rousse has 
been of great help in experimenting with various phases of the 
question, and the question as a whole, in his classes in debate. 

The present question is one which should prove of interest in every 
community in the State. Electric light and power is included either 
directly or indirectly in every family budget. Even the smallest 
village is often supplied with light and power from some source. 
It is an interesting project in connection with this debate to have 
pupils entering the contest investigate the arrangement by which 
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power and light is supplied to the home community, rates, service, 
and other matters connected with the same. It may be made a part 
of the know-your-own-community movement, and will do much to 
vitalize the discussion of the debate query. 

Chief, Burean of Public School Interests, 
Extension Division, The University of ·Texas. 



EXPLANATION 

THE BRIEFS and the reading material included in the Bulletin 
cover a number of the essential points on the question of govern

mental versus private ownership of the electric industry. The material, 
however, is not at all inclusive, but merely indicative and should be 
used as a starting point to the study of the subject. The suggestive 
briefs are neither complete nor model briefs; they are given in order 
to assist the debater and the debate coach in the analysis of the 
question. For a . broader and more extensive study, the debater should 
procure, along with other readings, the valuable material which will 
appear in the supplementary Debate Bulletin to be compiled and 
distributed by the Bureau of Public School Interests. 

In this brief, an attempt is made to use reliable statistical data 
and recognized authorities on electrical utilities as references. In a 
number of cases, however, suggestions are made without cited ref
erences. 

The question of the relative merits of governmental and private 
ownership of the electric utilities, like any other economic question, 
involves a specific problem and a general one. Here the specific 
problem is the securing of a large quantity of electric service of high 
quality at a low price, under conditions satisfactory to employees in 
the industry and investors who lend funds for use in the industry. 

The general problem is the same, of course, as that involved in all 
other economic questions, the problem of the attaining of an economic 
society which as a whole functions smoothly and is highly productive. 
That, as the saying goes, takes in a lot of territory; but certainly 
these major divisions of the general problem require mention in 
passing, at least, because they thus far have received decidedly in
adequate attention: distribution, in the sense of the parceling out 
of so many goods and services to this group (as, e.g., investors) and 
so many to that group (as, e.g., skilled laborers); money, banking, 
and credit-the lubricating system of the economic society; the 
balancing of production and consumption; international economic 
relations-the matter of tariffs, etc.; and, most important of all, the 
using of our industries of rapidly decreasing costs. This last major 
division is really the key to the most curious paradox of present-day 
economic society (viz., technological unemployment) and to the ills 
of the industries of increasing costs. 

Thus a discussion of a specific economic problem, such as that taken 
up here, involves the consideration of it in a narrow setting and in a 
broad one. In thinking about the problem, one should keep both 
settings in mind, for it is only by doing so that he will be able to 
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pass judgment as to whether any line of action, proposed or already 
carried out, is for the social good. 

Quotations from the Bulletin or the other sources should be properly 
pointed out by the debater in order to avoid the charge of plagiarism. 
It should be remembered, too, that the word of a well-known authority 
has more weight with the audience and judges than the mere assertion 
of the speaker. 

In addition to constituting a very live issue, the subject matter 
covered by this debate is very broad and very deep. For the debater 
and the debate coach who combine clear thinking with hard work, the 
question will prove an excellent one at the present time. It is hoped 
that the Bulletin will be of aid in the study of the problem of institu
tional arrangements for the electric industry. 

CLAIBORNE A. DUVAL. 

The University of Texas. 
August 6, 1934. 



SUGGESTIVE BRIEFS 

Resolved, That the Government Should Own and Operate 
all Electric Light and Power Utilities. 

INTRODUCTION 

I. The question of Government ownership and operation of Electric 
Light and Power is very important, because 
A. The proper and economical administration of this utility is 

of vital concern to the entire nation. 
B. There has been much pro and con discussion on this subject 

lately. 

II. Definitions: 
A. Government. The term includes local, state, and national 

Government. 
B. Own and Operate. The Government should purchase the 

Utilities and own them completely. The Government should 
actively conduct the operations of the Electric Light and Power 
Utilities. 

C. Electric Light and Power Utilities. A business dealing in the 
manufacture and sale of electric light and power for profit. 

III. Irrelevant Matter. 
A. The Legality or Illegality of Government Ownership and 

Operation of Electric Light and Power Utilities. 
B. The advisability or possibility of changing the State or 

Federal Constitution. 

IV. Admitted Matter. 
A. Both sides will admit that the Electric Light and Power 

Utilities need some form of control and/or regulation. 
B. Both sides will admit that Government agencies exist and have 

been used to regulate certain phases of the Electric Light and 
Power Utilities. 

V. The Main Issues. 
A. Is there a need for change of ownership in the Electric Light 

and Power Utilities? 
B. Is Government Ownership and Operation of Electric Light 

and Power Utilities practical? 
C. Will Government Ownership promote the welfare of the people 

as a whole? 
D. Will Government Ownership produce economic advantages? 
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DISCUSSION OF THE AFFIRMATIVE 

I. There is a need for government ownership of the electric 
industry in the United States, for 
A. Private ownership of the industry has failed, for 

1. Competition in the electric industry is impossible except for 
a very short while,1 for 
a. Competition in the electric industry does not fix prices 

at the cost of production, for 
(1) Not all costs have to be met for the utility to con

tinue to operate but only the out-of-pocket costs, 
which are a comparatively small proportion of costs 
in this industry. Thus a firm does not have to 
receive in rates the total cost of production in order 
not to be eliminated. 

(2) When a competitor goes bankrupt it continues to 
operate (simply ceasing to pay bond interest or 
dividends on stock and ceasing to add to the depre
ciation reserve). 

(3) It undercuts the prices of its competitor and forces 
it into bankruptcy. 

(4) The competing firms see that monopoly is the only 
recourse they have. They merge. 

b. This process was amply demonstrated in the early days 
of the industry when competition actually was tried. 

2. Regulation of the privately owned electric industry has 
failed, for 
a . The common-law remedy (i.e., litigation) has proved 

ineffective,2 for 
(1) Effective regulation must be continuous, but judicial 

action is necessarily sporadic. 
(2) Inasmuch as suit is brought only by individual con

sumers who object to rates, the cost of the remedy 
is prohibitive. 

(3) The courts act very slowly and meantime the ob
noxious rate schedule remains in effect. 

( 4) The judges are not fitted by their training to handle 
the complex problems of economics, engineering, and 
accounting involved. 

'See discussion infra, p. 106, in article by C. C. Linnenberg, Jr., "The Nature and 
Economic Sig nificance of So-called Private Ownership of t he Electric Industry." 

(Throughout this discussion of the affirmative, each citation of an authority applies 
not only to the sentence in which the cita tion occurs but also to the subheads 
beneath that sentence. ) 

'Eliot Jones and Truman C. Brigham, Principles of l'ulJli< Uti'ities , pp. 102-103. 
The Macmilla n Com p any, New York, 1931. 
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(5) Most important of all, the courts can only approve 
or disapprove of the particular rate scheduled under 
consideration in the lawsuit at hand; if it dis
approves of this schedule, any other one that is 
lower by any amount is valid until its unreasonable
ness is established by further court action. 

b. Regulation by legislation (legislative acts and municipal 
ordinances) has proved inadequate,3 for 
( 1) As is the case with regulation by litigation, this 

species of regulation is sporadic and slow and is 
performed by inexpert bodies that do not have staffs 
of employees especially trained for the work. 

(2) Legislators are even less willing than judges to look 
into the problems thoroughly. 

(3) Matters that require uniform treatment over the 
state (or nation) cannot be handled by the legisla
tive bodies of smaller areas, and if they are handled 
by the legislature of the proper (i.e., large) area 
they are treated, necessarily, with more uniformity 
than particular local circumstances warrant, for 
(a) E.g., rates of a state-wide utility should not be 

set by city councils, but the legislature will not 
take into account the peculiar local economic 
circumstances which should be considered. 

c. Regulation by franchises• has proved inadequate," for 
(1) If the franchise is for a long enough period of time 

that a utility corporation is willing to accept it (i.e., 
willing to put funds into a plant which will be almost 
valueless if the right of operation is not renewed), 
the period of time is too long for a reasonable expec
tation that the rates prescribed in the franchise will 
throughout the life of the franchise be fair to all 
concerned. 

( 2) If the franchise is for a term of years (i.e., not 
perpetual), the corporation will not make extensions 
and betterments toward the end of the term and 
will allow the plant to get in bad repair. 

(3) Term-franchises make investments in utility prop
erty unsafe. 

d. Regulation by commissions has failed, for 
(1) The present status of the law on valuation, bul

warked by the opinion of the United States Supreme 

3/bid., pp. 103-104. 
4The franchises here referred to are those issued for a te rm of years or in 

perpetuity. The indeterminate franchise is usually a commission-regulation phenom
enon. As such, it is not itself primarily a means of regulation . 

•Jones and Bigham, op. cit., pp. 105- 127. 
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Court (the real constitution), makes effective reg. 
ulation impossible, for 
(a) The court holds that reproduction cost must be 

considered in valuing the physical property of a 
utility corporation. 

(b) It allows intangibles such as "going concern 
value" which by their very nature defeat the 
purpose of regulation (control over rates). 6 

(2) The utility corporations have prevented adequate 
regulation by dint of influencing the commissions, 7 

for 
(a) They have so much at stake that they cannot 

afford to refrain from this practice. 
(3) The utilities have succeeded in dragging cases out 

for periods of time so long that irrespective of the 
ultimate disposal of the case the public loses, for 
(a) The suits are very costly and are paid for by 

the taxpayers and the ratepayers. 
(b) The old rates remain in effect while the case is 

being fought. 
(c) The commissions get funds to fight cases by the 

consent of the legislature but the companies 
get funds from the public for the same purpose 
without the consent of any one, for 
( 1) This expense is allowable as a part of the 

operating expenses over and above which 
the utility is entitled to "a fair return on 
a fair value." 

3. The "system" of regulation has failed to give us complete 
utilization of the electric industry and must necessarily fail 
to do so, for 
a. The commissions are (as regards rates) charged solely 

with the duty of adjusting rates at a level such that they 
will net "a fair return on a fair value," in the immediate 
future. 

b. A period of several years would be required for the 
consumption to increase, under a low-rate schedule, 
enough that a "fair return" could be gotten at the 
sharply lowered rates. 

6William E. Mosher and Finla G. Crawford comment (Public Utility Reyulati<Ylt, 
p. 201; Harper and Brothers, Publishers, New York, 1933) that the intangible 
element "going concern value" is a device for settling as the value of the utility 
for rate-making purposes whatever its present earnings indicate to be a vroper 
price to pay in purchasing the utility. That such is the case is the commonly 
accepted view of economists in the field of public utilities. 

A brief explanation of the working of "going concern value" is made by Linnenberg, 
op. cit., Section II. 

7Carl D. Thompson, "Regulatory Commissions," infra, p. 80. 
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c. The utility control groups, being financiers, responsible 
to themselves for the execution of the self-imposed task 
of making money, still think in terms of the technology 
of an earlier day when we did not have industries operat
ing under rapidly increasing returns.s 

B. The control group of the industry has put out a huge quantity 
of anti-public-ownership propaganda in the last fifteen years, 
for 
1. A flood of propaganda was necessary in order that the 

private-ownership interests might conceal from the public 
the fact that private ownership was not functioning 
properly. 

2. The propaganda program has been unprecedented in in
tensity and extent, for 
a. It has been, according to general agreement, the greatest 

propaganda program to which any people have ever been 
subjected in peace time. 

b. It has included nearly every channel of publicity yet 
devised, for 
(1) Influence has been exerted to eliminate material in 

textbooks which revealed the corrupt activities of 
the utility corporations,9 for 
(a) Influence has been brought to bear to prevent 

the use of such textbooks.9 
(b) Influence has been brought to bear on textbook 

writers to prevent the inclusion of such ma
terial.9 

(2) "Information" creating the belief that regulation is 
adequate and that government ownership is un
desirable, un-American, and inefficient has been 
distributed through the schools by means of 
pamphlet literature and by means of supplementing 
the incomes of teachers.10 11 

(3) The newspapers have been made use of, for 
(a) "The first step was the selection of veteran 

newspaper men with wide acquaintance and 
personal friendships with editors in each region, 
as directors of the utility information com
mittees."1 2 

8"Returns" here means physical retunis. This is always the case when one sPeaks 
of "diminishing returns" or "increas ing returns." 

•Ernest Gruening, The Public Pays: A Study of Power Pro11aycrnda, Chapter IV. 
The Vanguard Press, New York, 1931. 

"Gruening, op. cit., Chapters III and V. 
"Carl D. Thompson, Confessicms of the Power Trust, Cha,1ter XXXVIII. E. P. 

Dutton and Company, Inc., New York, 1932. 
"Gruening, op. cit., p. 161. 
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(b) Flattering newspaper men on their professional 
performance has been used.1 3 

(c) Advertising has been used with the avowed 
intent of affecting the editorial policies of news
papers.14 

( d) Liberal and varied assistance has been given to 
newspapers in the getting of "educational" news 
about utilities.15 

(4) A gigantic program of public speaking has been 
planned and executed, for 
(a) "By 1924, in the report of the Public Speaking 

Committee of the National Electric Light 
Association, we find that this committee alone 
had through its speakers addressed over 6,000 
audiences, aggregating approximately nme 
hundred thousand people, not counting those 
reached by speakers sent out by other 
committees, by speakers sent out by individual 
companies, or reached over the radio . . . . By 
1927 these figures . . . had risen to 30,284 
speeches, to a combined audience of nearly four 
million."16 

(5) Indeed, we have the word of the Director of Public 
Information of the N . E. L. A. that the only form of 
publicity that the Association had neglected was sky
writing.11 

c. The power interest has been in the fortunate position of 
being able to "educate" the public for its benefit at the 
public's expense, for 
(1) Such advertising is charged to operating expenses, 

and the net return to be earned is over and above 
operating expenses (and depreciation). 

(2) As was said by Mr. M. H. Aylesworth, Managing 
Director of the National Electric Light Association, 
addressing the Public Relations Section of the con
vention of the Association's Southeastern Division 
in Birmingham in 1924 : "Don't be afraid of the 
expense. The public pays the expenses."1s 

3. A persistent effort has been made to brand as "radicals," 
"communists," and "socialists" the persons who oppose the 

13lbid., p. 166. 
Hibid., pp. 166-167. 
' "Ibid., p. 167 et seq. 
'"Ibid., pp. 131-132. 
17Ibid., p. 211. 
18Quoted by Gruening, op. cit., p . 235. 
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corrupt acts of the utilities and those who favor public 
ownership.19 

C. The institution of private property no longer exists in the 
electric industry,20 for 
1. The institution of private property on which Americans 

believed they could rely for the securing of a high and ever 
higher standard of living is a system of supervision and 
use of rather small parcels of capital goods by the holders 
of legal title who seek to further their interests as owners 
while competing against many other like owners, in a 
situation in which consumers, laborers, and owner-managers 
are all informed, to a considerable degree, concerning each 
other's economic affairs and concerning their own. 

2. The size of the industrial unit in the electric industry makes 
the existence of this sort of owner an impossibility for 
a. Granted even that by legal fiat the ownership of ea ::h 

electric utility operating company (including all neces
sary subsidiary operating companies) might be given to 
one individual, he still would not and could not be this 
sort of owner. 

3. In fact, ownership and control have become separated in 
the electric industry, for 
a. In 1930, 89.66 per cent of the installed capacity of the 

industry was controlled by nineteen holding companies 
or financial groups. ~ 1 

b. "The Middle West Utilities Company owns or controls 
public utility operating companies serving 4,741 com
munities in thirty states and Canada. It supplies elec
tricity to 1,410,000 consumers . . . . Some of its sub
sidiaries are themselves holding companies, one with a s 
many as nineteen subsidiaries."n 

c. The owners of all save a small part of the "privately 
owned" electric industry have nothing to do with the 
use of their property, for 
( 1) The owners of the bulk of the property do not 

participate in the control of it even by taking part 
in the election of the boards of directors, for 
(a) Over half of the funds for public utility prop

erty is supplied by bondholders, who do not 
have a legal right to share in management. 

(b) Many preferred-stock owners and the owners of 
"Class A" common have no vote. 

l•Thompson, op. cit . , Chapters LXII-LXIII; reprinted infra. p . 74 et. seq. 
20Linnenberg, op. cit., Sections I and II. 
21Stephen Raushenbush, The Power Fight, p . 4; Appendix A , p . 293. 
2"Mosher and Crawford, op. cit., p . 329. 
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( c) The ownership of the voting stock is so 
diffused23 that most of the owners cannot afford 
to attend the stockholders' meetings, inasmuch 
as the size of their holding does not justify the 
expense involved.H 

(d) Various special arrangements, within the law, 
are used to get control without ownership; e.g., 
pyramiding of holding companies. 

(e) Interlocking directorates within the electric 
industry and close affiliations of investment 
banking groups which exercise control over the 
utility holding companies greatly facilitate the 
concentration of controI.2° 

4. In consequence of the separation of ownership and control, 
the management (control group) are not interested in 
furthering the economic interests of the owners, for 
a. The control group has mid securities to the investors 

that make the name "insecurities" far more appropriate, 
through paying dividends for a time out of money 
received for securities.~G 

b. The control group uses various devices, some of which are 
quite legal, to concentrate in their hands enough of the 
profits that, even though the consumers pay high rates, 
nevertheless the bulk of the owners receive a rate of 
return tremendously smaller than that garnered by the 
control. 

D. The nature of the system of control now existing in the electric 
industry, made inevitable by a lack of public ownership-and
control, dictates that, if America is to get the greatest possible 
amount of economic benefit from the electric industry, the 
control (as well as the ownership) of the industry must be 
made public,2• for 
1. There is such a tremendous disparity of economic strength 

between the (non-competitive) power interests on the one 
hand and the bulk of unorganized investors and consumers 

""Adolph A. Berle, Jr., and Gardiner C. Means (The Modern Corporation and 
Private Property, p. 51) , using data from the Federal Trade Commission's National 
Wealth and Income, arrive at the following average percentages of stock o.f 46 
representative elecric light and power companies held by the respective managements: 
.common stock, 4.2%; preferred stock, 1.8%. They demonstrate that the typical 
"largest stockholder" ow ns but a s mall portion of the total stock. 

"·'Sumner H. Slichter, Modern Economic Society, p. 159. 
'"Louis D. Brandeis' Other P eovle'• Mon ey and How the Bankers Use It, a lthough 

written twenty years ago , before the centralization process had reached its present 
degree, is s till a good analysis of this matter. 

:tiFederal Trade Commission, report on investigation of utility corporations (Senate 
Document 92, 70th Congress, 1st Session) , part 25, Exhibit 4652, pp. 31 ff. 

::rLinnenberg, op. cit., Section II . 
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on the other that the great productiveness of the electric 
industry technology means, in this situation, that inevitably 
the small, irresponsible group in control and bulwarked by 
a system of legal-economic rules designed for another sort 
of property will get inordinate profits. 

E. The present system of control of the industry is incompatible 
with a smoothly working economic system,~8 for 
1. It promotes the concentration of wealth and hence promotes 

over-investment. 
II. Government ownership of the electric industry would be practical, 

for 
A. The economic characteristics of the industry are such that it 

is adaptable to control by .bodies (such as legislative bodies) 
that have authority over vast economic establishments, for 
1. "The engineering processes involved in generation, trans

mission and distribution have become well standardized."~~ 

2. "The product undergoes no change in form since there is 
but one quality."20 

3. "The method of measurement is simple and definitely 
standardized."20 

4. "The personnel required is relatively small, technical in 
character and engaged largely in routine work."29 

5. "If profits were eliminated and low rates prevailed there 
would be little difficulty with the promotion of sales as 
electricity would be used as universally and freely as 
water."30 

B. The change to government ownership would foster desirable 
initiative, for 
1. Already the men in the industry who have and exhibit 

technical initiative are not benefited in a financial way, save 
through salary increases, by the improvements they make. 

2. Initiative of the purely business sort (the sort exhibited by 
the persons in the present institutional arrangement by 
which the industry is governed who profit by that arrange
ment) is highly undesirable, for 
a. This is the initiative demonstrated in putting patents 

into the "morgue" in order not to render machinery 
obsolete, buying the good will of regulatory agencies, 
stifling criticism by flag-waving tirades concerning the 
"redness" of the critics' views, etc. 

3. America has had demonstrations of the ability of its govern
ments to forge ahead into new economic fields, for 

:'.!SLinnenberg, op. cit ., Section III. 
"William E. Mosher and others, Electrical Ut il ities : 1'he Cr isis in Publ ic Co·11t rol, 

p . 285. Harper and Brothers, Publishers, New York, Hf29 . 
30[bid. , pp. 285-286. 



16 The University of Texas Bulletin 

a. Private business did not enter into the electric industry 
until city governments had already shown that the 
industry would pay.31 s2 

b. The pioneering work in the construction of the American 
railroad system was largely dependent on liberal dona
tions of land and funds by the national, state, and local 
governments and the "investment" of money in railroad 
securities by local governments. 

c. The Panama Ganal was constructed by the federal 
government after several complete failures in this con
nection on the part of private business, over a period 
of 200 years. (The last two were 1850-1855 and about 
1880.) 

d. The United States Post Office Department was the only 
agency in the country that dared to do pioneering work 
in the air-mail service."" 

e. In the fields in which American governments have en
gaged sufficiently to afford to employees the opportunity 
of engaging in research, a record of invention and dis
covery has been made that is as good as that of 
"privately" employed technicians but is unaccompanied 
by a policy of keeping the new techniques out of use.34 35 

C. The trend from municipal to private ownership during the 
'twenties does not indicate that the sort of government owner
ship now under consideration will fail, for 
1. This trend was due in large part to the change in the 

technology of the industry, for 
a. The large-size steam plant with a large territory (and 

hence a good load factor) became more efficient than the 
small-scale steam driven generating plant serving a local 
area, for 
( 1) The technology of long-distance transmission was 

being developed .HG 

31fferbert B . Dora u, Materials for the S t ud11 of Public Utility E conomics, p. 944. 
The Macmillan Company, New York, 1930. 

"'Ernest Greenwood, The Great Delusion, p . 123. (Mr . Greenwood is an opponent 
-0f government~in-business . ) 

""Harry W . Laidler, "Some Lessons of Public Ownership," infra, p. 124. 
" Carl D. Thompson, Public Ownership , pp. 407-412. Thomas Y . Crowell Company, 

Publishers ; N ew York , 1925. 
auon the research activities of a municipal electric system s ee E. F . Scatterg ood. 

"The Influence of Research, in Science and Engineering. on Reliability and Economy 
of Rendering Electric Service to Consumers of the Bureau of Power and Light, 
Los Angeles, California." Bulletin 67 , The Publi c Ownership League of America, 

·Chicago, 1933. 
" Mosher and Cra wford , OJJ. cit., p. 503. 
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b. The trend is now being retarded by the ada ptation of 
the Diesel oil engine to the generation of elect ricity in 
smaller towns,37 for 
( 1) The Diesel engine is not only m ore efficient than the 

small steam engine but also more efficient than the 
system of large-scale-steam-plant-plus-very-long
distance-transmission-li nes. 38 

c. The government ownership now proposed would not be 
limited by the disadvantages that lie in the inability to 
unify a large territory, for 
(1) The central generating plants would be owned by 

the state and national governments and not by 
municipal governments (except in cases where local 
ownership of the generating system is desired). 

2. Many municipal electric systems were sold because of the 
pressure brought to bear by the utility corporations, which 
feared the spread of the public ownership idea,'rn for 
a. Prices for city plants were offered (and in many cases 

accepted) of a size such that they must necessarily be 
interpreted as efforts at eliminating the practice of a 
"dangerous" principle.4o 

b. Expensive propaganda campaigns were conducted by the 
utility companies in order to carry elections on the 
question of selling the city plant. 

3. State legislation has hampered city ownership,41 the pre
sumption underlying such legislation being, apparently, 
"that the supplying of utility services is the prerogative 
of private industry ... "4~ 

D. Government ownership of the electric industry would be rela
tively free of graft and inefficiency, for 
1. Opponents of government ownership of this industry who 

point to such facts as that the Post Office Departme)lt has a 
deficit nearly every year often neglect to touch upon the 
true cause of such phenomena, for 
a. In the case of the postal service the government has by 

means of its rate policy sought to develop national 
unity and to further (through magazine reading) con
tinuous adult education; and it has sought to develop 
(also by means of its rate policy) the technology of the 
air-service. 

31 lbid., p . 504 . 
38/bid . 
. 3D[b id., pp. 503-504 . 
''Ibid., p. 504 . 
"Ibid., p. 505. 
"'Ibid., pp. 511- 512. 
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b. If it is assumed that every industry operated by the 
government should show a profit, the education system 
is an unspeakably inefficient field of endeavor and an 
iniquitous burden on the taxpayers. 

2. The trend toward civil service and anti-nepotism regula
tions is bettering the quality of government service, 
whereas in private business people regard nepotism as the 
natural state of affairs and feel that graft is a private 
matter. 

3. Those who rail at the graft and favoritism in government 
overlook that this is a relative matter; they ignore what 
the situation is in private business. 

4. Much of the corrupt practice in governmental affairs-as, 
e.g., the buying of utility commissioners-is a result of the 
activities of private (and hence respectable) business men.44 

III. Government ownership of the electric industry will promote 
public welfare more than does private ownership, for 
A. It will be a more democratic form of control over this sector 

of our economic life, for 
1. Ultimate control will be in the hands of the electorate 

rather than in the hands of a small, self-perpetuating 
irresponsible group. 

2. Labor unions could exert more influence on the manage
ment of the electric industry than is now possible, for 
a. As voters the unionists would be able, particularly by 

reason of their being organized, to affect policy to a 
degree impossible under the present system of irrespon
sible control. 

B. It will improve the quality of American government, for 
1. No longer will there be any group which, by reason of 

the attempted application of the institution of private 
property to a situation where that institution does not and 
cannot exist,40 is placed in a position whereby it can get 
enormous financial gain if only it will spend a little money 
(other people's money) to corrupt the government and 
deceive the electorate. 

2. Making a matter of public responsibility such services, as 
electric service, as enter intimately into the lives of the 

<-•As Rexford G. Tugwell , formerly of the E ccnomics Department of Columbia 
University and now Assistant Secretary of Agriculture, remarked in a paper delivered 
before the annual meeting o.f the American Econo·mic Association in December, 1931, 
" ... it could not be reasoned that, because business had paralyzed' governmental 
organs, governments were inherently bad and ought ne\·er to be trusted . "-"The 
Principle of Planning- and the Institution of Laissez Faire," American Economic 
Revieu•, Volume XXII, No . I, Supplement. American Economic Association; Evanston, 
Illinois, 1932 . 

. Jr;Linnenberg, OJJ. cit., vassim. 
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people will have the effect of making the people more 
actively interested in their government. •G 

C. Labor will get better treatment at the hands of the govern
ment than it has gotten from private control, for 
1. American and foreign experience has demonstrated that, 

under comparable circumstances wages and labor condi
tions are better in governmental industry than in private 
industry.4 ' 

D. Distribution according to need as well as according to pur
chasing power will be increased, for 
1. The experience with the limited amount of government 

ownership of the electric industry in this country that we 
have already had demonstrates the feasibility of this means 
of helping those unable to pay for services. 

E. Profits made from the electric utilities will be available for 
the public treasury. 

IV. Government ownership of the electric industry will give the 
public economic advantages, for 
A. It will give lower rates, for 

1. Our experience has shown that the government electric 
plants already existing in this country furnish electricity 
to domestic and commercial users at a markedly lower rate 
than do the "privately" owned plants.48 

2. The existing government plants furnish electricity to 
industrial users at a rate that is only very slightly higher 
than the rate charged by the utility corporations. 

3. The above-mentioned data do not reflect the full superiority 
of government ownership, for 
a. At present the government systems are all isolated and 

do not get the benefit of a high load-factor-rn that comes 
from having a coodinated system over a wide terri
tory with a single network of high lines and cooperating 
generating plants.5o 

4. Government ownership will result in the elimination of 
each part of the capital cost within two or three decades 
after the completion of the particular part of capital-goods 
construction, for 

..,Commissioner Joseph B. Eastman, of the I. C. C., "A Plan for Public Ownership 
and Operation," Annals of the ,tmerican Academy of Political and Social Science, 
Volume 159, Part I. 

"7Thompson. op. ci t. , vassim. 
-tsBureau of the Ce ns us . report on the quinquennial census of the electrical industry. 

Infra, p . 154. 
40A high ratio of avera~e load to peak load. 
'"The desirability of a high load facto r and the ways of g etting it are explained 

in Jones and Bigham, op. cit. , p. 75 and p. 295 ct seq. 
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a . It is the practice of government-owned plants to carry 
both a depreciation charge and an amortization charge; 51 

b. Privately owned plants do not amortize their debts. 5 1 

B. It will give us a higher standard of living, for 
1. Low rates make possible electrification of the home and the 

farm," ~ thus lightening work and increasing comfort. 
2. Low rates, impossible under private ownership, are the 

first step in the getting of these benefits, for 
a. Low rates, by inducing increased consumption, make for 

low generation and distribution costs, for 
(1) Increased consumption necessitates no appreciable 

increase in total distribution costs. 
(2) Variety in use makes for a better load factor and 

hence lower generating costs per KWH. 
3. The experience of the people of Ontario, who from a social 

and economic standpoint are not markedly different from 
the people of America, shows the desirability of govern
ment ownership of the electric industry.53 

C. It will remove one of the factors responsible for depressions,54 

for 
1. The concentration of income in the private ownership of 

the electric industry helps to prevent a balance between 
production and consumption, for 
a. The recipients of the excess profits must contribute 

toward preventing such a balance, by means of re
investing a tremendous amount of their incomes. 

2. Government ownership will help to make for such a balance, 
for 
a. The profits taken in by the government will increase the 

purchasing power of those desirous of purchasing con
sumers' goods, by easing the tax burden. 

b. Lower rates will increase the purchasing power of these 
people. 

D. It will help to prevent technological unemployment, for 
1. Increased consumption of electricity will contribute toward 

giving more people employment in the manufacturing of 
electric equipment. 

5ISenator Georg e W. Norris, s peech in the Senate March 9, 1928 ; Congressional" 
Record. 

"Figures by Judson King, r ead into the Congressional R ecord March 9, 1928, by 
Senator Georg e W. Norris , indicate as the average m onthly bill and the average 
monthly use, by the American and the Ontario domesti c co nsumer res pectively : 
$2.22, 30 KWH; $1.79, 98 KWH. 

r.3Judson King, "Why This Difference ?" infra, p. 153. 
51 Linnenberg, op. cit . , Section III. 
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2. The increased purchasing power of the general public will 
make for the elimination of technological unemployment, 
for 
a. The supplying of goods bought with this purchasing 

power will help to re-employ the technologically un
employed. 

CONCLUSION 

The government should own and operate the electric light and power 
utilities, because 

I. There is a need for government ownership of the electric industry 
in the United States. 
A. Private ownership of the industry has failed. 
B. The control group of the industry has put out a huge quantity 

of anti-public-ownership propaganda in the last fifteen years. 
C. The institution of private property no longer exists in the 

electric industry. 
D. The nature of the system of control now existing in the electric 

industry, made inevitable by a lack of public ownership-and
control, dictates that, if America is to get the greatest possible 
amount of economic benefit from the electric industry, 
the control (as well as the ownership) of the industry must 
be made public. 

E. The present system of control of the industry is incompatible 
with a smoothly working economic system. 

II. Government ownership of the electric industry would be practical. 
A. The economic characteristics of the industry are such that it 

is adaptable to control by bodies (such as legislative bodies) 
that have authority over vast economic establishments. 

B. The change to government ownership would foster desirable 
initiative. 

C. The trend from municipal to private ownership during the 
'twenties does not indicate that the sort of government owner
ship now under consideration will fail. 

D. Government ownership of the electric industry would be rela
tively free of graft and inefficiency. 

III. Government ownership of the electric industry will promote public 
welfare more than does private ownership. 
A. It will be a more democratic form of control over this sector 

of our economic life. 
B. It will improve the quality of American government. 
C. Labor will get better treatment at the hands of the govern

ment than it has gotten from private control. 
D. Distribution according to need as well as according to pur

chasing power will be increased. 
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E. Profits made from the electric utilities will be available for 
the public treasury. 

IV. Government ownership of the electric industry will give the public 
economic advantages. 
A. It will give lower rates. 
B. It will give us a higher standard of living. 
C. It will remove one of the factors responsible for depressions. 
D. It will help to prevent technological unemployment. 

DISCUSSION OF THE NEGATIVE 

I. There is no need to abolish the present system of operation, for 
A. The rates charged by the privately owned utilities are not 

high, for 
1. Electric rates have been reduced 40 per cent in the last 

decade.1 
B. The service offered by the present utilities is the best possible, 

for 
1. They use skilled labor, properly trained. 
2. Inventions are used to the best advantage and for the 

improvement of the service. 
3. The service is seldom, if ever, interrupted, as is the case 

with many municipally owned electric plants. 
4. Efficiency is maintained at the highest point through im

provement. 
C. Corruption and graft charged to privately owned electric 

light and power utilities is baseless, for 
1. The charges are mostly exaggerations. 
2. The charges cannot be substantiated.2 

D. Regulation of electric light and power utilities has not broken 
down, for 
1. The State Commissions have been of great service to the 

people, for3 
a. They have aided in bringing about better and intelligent 

regulation. 
b. Although regulation is not perfect, and can be improved, 

the change should be conservative and not radical. 
c. They have made rates lower. 
d. They have lessened discrimination. 
e. They have exercised control over the securities. 
f. They have emphasized the obligation of the utilities to 

the public. 

'Prendergast, W. A., Public Utilities and the People, D. Appleton-Century Company, 
New York (1933), pp. 292-

'Ibid. 
3Jones, E., and Bigham, T. C., PriHciples of Public Utilities, Macmillan Co., New 

York (1931), p. 722. 
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g. With progressive and intelligent regulation through the 
Commissions the people will receive lower rates and 
better service. 

h. Commissions have been successful in New York. 
i. Commissions should be given more power and money,' for 

(1) They handle numerous duties. 
j. Public utilities do not control the several State Commis

sions, as has been emotionally charged by the affirma
tive.5 

2. Electric light and power utilities are and can be regulated, . 
for 
a. Twenty-five states regulate the sale of securities. 
b. Thirty-two states have standard accounting systems for 

the utilities. 
c. Federal and State Commissions control, 

( 1) The fixing of reasonable rates. 
(2) Discrimination. 

d. Interstate utilities can be regulated,G for 
(1) The conflict between Federal and State regulation of 

interstate utilities can be remidied by proper 
legislation. 

(2) Holding companies can be regulated and controlled. 
3. The results, says Mr. Prendergast,7 of regulation in the 

electric field have been gratifying, for 
a. There is order now instead of confusion as in the past. 
b. The service, generally, is adequate. 
c. There is a rate movement toward adjustment and stand

ardization of rates to lower levels. 
d. The commissions now substantially protect the investor 

of public utility securities. 
II. Public ownership and operation of utilities will prove impractical, 

for 
A. The government has failed to operate utilities successfully in 

the past, for 
1. The operation of the railroads during the war proved to be 

a financial failure. 
2. The Post Office is operated at a loss. 

B. Proper regulation, resulting in better service and rates, is 
feasible and practical, for8 

' Prendergast, op. cit., pp. 292- 3. 
'Ibid., p. 288. 
"Clay, C. M., Rc111<lation of Public Ut·il.itieH, Henry Holt a nd Company, New York 

(1932), pp. 215- . 
7Prendergast, W. A., op. cit., p. 286 . 
•Bauer, John, Effective Regulation of P1'blic Utilities, Macmillan Company, New 

.Yo1k (1925), pp. 372-
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1. Rates can be fixed, under adequate legislative authority, 
and made almost automatic. 

2. Rate making can be taken away from the courts. 
3. Appraisal of property can be made arbitrary. 
4. Unification of facilities can be attained under proper regu

lation.9 
5. Overcapitalization can be corrected. 
6. Invention can be controlled by the commissions. 

C. Politics will control the operation of the governmentally owned 
utilities, for10 
1. The party in power will control the financing and loans 

made by the utility. 
2. The employees will be hired for their party affiliations and 

not for efficiency or skill. 
3. Labor might gain control through machine politics. 
4. Civil Service has proved to be unsatisfactory. 
5. Long term planning will be impossible.10 

D. The cost of taking over the various utilities by the several 
governmental ag·encies will prove immense, for11 

1. It will cost over five billion to take over the plants alone, 
at a very conservative figure . 

2. Credit will be needed for immediate operation and improve
ment.12 

3. The government must either purchase or condemn the 
property now used and both methods are expensive. 

E. Public ownership has not been tried extensively/' but regula
tion has been found successful. 

F. Municipal ownership will deprive the communities of the 
advantages of systematic coordination for efficiency and econ
omy of utilities,14 for 
1. The utilities will be made up of small, independent units. 
2. There will be a lack of continuous policy, for 

a. Politics will bring in new officers at every election. 
III. Public ownership and operation will prove harmful to the welfare 

of the people as a whole, for 
A. It will lead to a bureaucracy,1 0 for 

1. Public utilities will be made the prizes for the politicians 
and their friends. 

9Jones and Bigham, op . d t. 
10Prendergast, op. cit . , p . 312 . 
llCooke , M. L. (Quoting Felix F rankfurter), Public Ut ility R egulation, The Ronald 

Press, New York (1929), p. 1. 
"Bauer, op. cit., p . 369. 
"Ibid. 
14Prendergast, op. cit., p. 312. 
UJ ones and Bigham, op. cit. 
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2. Political machines will use the utilities for their special 
private gain, for 
a. It will enable the "Ward-Heelers" to cont rol patronage 

of large proportions. 
b. It will enable the politicians to control the granting of 

contracts and the making of vast loans. 
c. Log rolling for certain groups will become the settled 

policy. 
B. The cost of operation of an inefficiently operated utility will 

be borne by the taxpayers at large, for 
1. Politicians may desire to keep the rates low, although these 

rates are insufficient to meet the expenses, for political 
reasons. 

2. The balance for the operation of the utility will come, not 
from the users, but from the taxpayers. 

3. Many municipalities, through inefficiency and neglect have 
come to grief with their plants.16 

4. The average user from municipal plants pays more than 
the user of privately owned plants.17 

C. Regulatory bodies can force the utilization of decreasing cost 
industries by requiring the use of promotional rates, for 
1. Rate engineers can calculate the additional cost with 

accuracy and set the unit price at this cost. 
2. The additional (marginal) costs in the super power systems 

of the private plants are lower than the public plants and 
greater utilization will result from the low unit price set. 

3. The investment charges, or demand charges, can be de
termined scientifically by the regulating engineers. 

4. Many of the public utilities are now using promotional 
rates for industrial service. 

5. Very few of the publicly owned plants are now using 
promotional rates for domestic and commercial services. 

IV. Public ownership and operation will result in many detriments , 
for 
A. There will be an increase in the expense in the purchase of the 

various plants, for 
1. Debts will have to be created for the initial purchase price 

of the equipment. 
2. Debts will have to be created, further, for the necessary 

additions and improvements. 
3. Waste and extravagance will be introduced by the poli

ticians in charge, for 
a. There will be an oppor tunity for graft and corruption 

in the letting of the contracts. 

16Prendergast. op. cit., p . 312. 
17/bid. 



26 The University of Texas Bulletin 

b. There will be no incentive to decrease costs. 
B. The municipally owned plants will be operated inefficiently, for 

1. The employees, in most instances, will be selected because 
of politics and not merit, whereas, in the privately owned 
plant, the employees are selected because of their skill 
and efficiency. 

2. Rapid development will not result in a government-owned 
plant, either for the employee or the physical equipment, 
whereas, the exact opposite is true with private concerns. 

3. There will be no incentive of competition to keep the per
formance of the plant at the highest possible level. 

4. The employees would tend to be lax, because of their 
apparent security in the jobs. 

5. Politics ·and mismanagement go hand in hand. 
6. In Iowa, where a group of towns sold to private concerns 

and were combined into one, the rates were reduced from 
20 per cent to 37.1 per cent.is 

CONCLUSION 

Since: 
A. There is no need to abolish the present system of operation 
B. Public ownership and operation of electric light and power 

utilities will prove impractical 
C. Public ownership and operation will prove harmful to the 

welfare of the people as a whole 
D. Public ownership and operation will result in many new 

detriments 

Therefore, the electric light and power utilities should not be owned 
and operated by the government. 

18Ib id. 
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GENERAL MATERIAL 

AN ANALYTICAL DISCUSSION 

By 

THOMAS A. ROUSSE * 

In attempting to present an analytical discussion of the question : 
Resolved, That the Government Should Own and Operate a ll Electric 
Light and Power Utilities, the writer will endeavor to compare the 
general pro and con arguments involved in the subject. The r eview 
of the various points is not exclusive, nor can it be considered 
exhaustive. The arguments presented here are merely indicative and 
are offered to the debaters as starting points in the investigation of the 
question. 

For a clearer ascertainment of the question, it is necessary to 
define the terms used in the proposition. By t he term "Electric Light 
and Power Utilities" we mean industries in which the right of special 
public regulation has been firmly r ecognized.1 The foregoing term 
means, further , that the business engaged in the manufacture and 
sale of electric light and power are involved in the present discussion. 
Such a business is termed a "public utility." The legal definition of 
a public utility is "a business affected with public inter est." 

By the term "own and operate," we mean that the Government shall 
purchase or establish these various public utilities and have owner
ship, full and complete. Too, it should operate or run these various 
industries by its own representatives, however chosen . 

The term "Government" includes local, state or national govern
ment. For example, an electric light plant may be owned and operated 
by the local city government, whereas, an interstate high line may be 
owned and operated by the Federal Government. 

It should be pointed out that there are certain irrelevant matters 
in this discussion. For instance, it would be irrelevant for the debater 
to raise the question of whether or not states and municipalities can 
lEogally own and operate a public utility under our Constitution. It 
should be mentioned in passing , however, that the Supreme Court, 
in Green v. Frazier, has recognized the right of the state to engage 
in business.~ Insofar, however, a s this debate question is concerned, 

•Adjunct Professor of P u bli c S peak ing, Coach of Debate, The U n ivers ity of Tex as, 
A ustin . 

'Baue r , J ohn , Effectiv e R eguJ,atfon oj Public U t i!i:t.ies, Macmillan Com pany, New 
Y c•rk (1925 ), p . 1. 

'Green t ' . Fra z ier , 253 E . S., 233 ( 1920 ) . 
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the right of a state to enter business as a legal nuitteJ' should not be 
questioned . We are interested primarily in the question of whether 
OT not state, municipal, or the Federal Government should take over 
and operate these various businesses. Another irrelevant matter is 
the question of constitutional changes. It shall be beside the point to 
raise the question of whether or not constitutional changes will be 
necessary in order to permit the several governments to own and 
operate a public utility. As a matter of fact, several authorities are 
contending that no constitutional changes or amendments would be 
necessary and that the Government can own and operate public 
utilities. Nevertheless, this question should be marked as irrelevant 
in this discussion . We might again reiterate that the major issue is 
should the Government own and operate a public utility and not 
whether it will be necessary to amend our Constitution in order to 
permit the Government to own and operate this business. 

After eliminating certain argument from our discussion, as men
tioned in the preceding paragraph, we will next proceed with our 
analysis and offer certain matters which must be admitted by both 
sides. The term "admitted matter" means that both the affirmative 
and negative will accept certain things as true and will not argue 
over them. It should be noticed, however, that admitted argument 
may be used in a debate and either side is permitted to make what
ever deductions they may logically think are necessary. Your oppon
ent, in short, may argue with you over the reasoning but he must 
admit the existence of the fact from which your deduction is made. 
With this preliminary discussion on admitted matter we may now 
proceed with the points to be admitted . It shall be admitted: 

(1) That electric light and power utilities need some form 
of control or regulation. 

(2) That governmental agencies exist and have been used 
to regulate certain phases of the electric light and power 
utilities. 

It should be noted, again, that the foregoing two admissions may be 
said to exist, but there is room for argument, for example, on the 
question of whether or not the control and regulation should be in 
the hands of the Government or in private hands. Too, the fact that 
governmental agencies exist and have been used does not admit either 
their success or failure in the regulation of public utilities. To 
reiterate, under the heading "admitted matter," we merely recognize 
the existence of certain facts. How these facts may be used in an 
argument, what deductions we might make from these facts, and the 
value of these deductions are controversial matters and as such are 
subject to refutation in a debate. 
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Since we have defined our terms, ruled out certain inconsequential 
and irrelevant matters and have admitted certain facts to exist, we 
are now in a position to set forth in a general form the main issues 
upon which a discussion pro and con of the public utilities question 
covers. For the purpose of simplicity, we offer the following general 
issues: 

(1) Is there a need for the adoption of a policy of public 
ownership and operation of electric light and power utilities 
in the United States? 

(2) Will it be to the welfare of the people at large for the 
Government to own and operate the electric lig_ht and power 
utilities? 

( 3) Is the scheme proposed by the affirmative practical? 
In other words, can we, within reasonable bounds, predict 
that the Government can purchase and operate these electric 
light and power utilities successfully? 

( 4) What benefits or detriments may be expected in the 
adoption of such policy by our Government? 

An attempt will be made to analyze each of the four arguments 
and several pro and con contentions will be submitted for evaluation. 

Before we enter into an analytical discussion of the argument itself, 
however, it might be appropriate to gain a brief perspective of general 
public utility history. During the Nineteenth Century there developed 
in the United States a strong public ownership movement.3 It was 
felt by many people that public utilities had reached maturity and 
the Government should step in and should purchase and operate them. 
These utilities had extended their services, due primarily to the con
centration of people in large cities and the service offered by these 
concerns became indispensable. Prior to 1907, control of these 
monopolies was attempted by the State by the use of the franchise. 
From 1907 on, however, state public service commissions came into 
use. The purpose of these bodies was to regulate public utilities. 
This method of regulation and control is practically universal in the 
United States today. With the Inception of the various state com
missions, the public ownership movement was retarded. Down to 
1927-1928, the extent of public utility ownership is listed by two 
authorities3 as follows : 

Waterworks, 69 .2 per cent. 
Electricity, 59.7 per cent. It should be noted, however, that 

only 4.5 per cent of the electricity used is produced by the 
59.7 per centage of the plants. 

Gas, 5 per cent. 
Street railways, 2.93 per cent. 
Telegraph, 0. 

3Jones, E., and Bigham, T . C., Principles of Public Utilities, Macmilla n Co., New 
York (1931). 
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San Francisco, in 1912, operated a portion of its street railways 
under public ownership. Cleveland established public ownership of 
electricity and power in 1914. During the war, too, the Federal Govern
ment took over and operated the railroads and telegraphs. In 1922, 
Detroit municipalized its street railways! 

It should be noted that the foregoing is merely to give a brief 
though sketchy review of the public utility movement in the United 
States. Further, the historical survey in the foregoing pages includes 
the major utilities, along with the electric light and power group. In 
other words, the electric light and power utilities represent one phase 
of the question. For a complete understanding of the problem, how
ever, it is necessary to talk about "public utilities" in general, in order 
to understand the problem of government ownership and its applica
tion to the electric light and power utilities. As has been stated by 
authorities in this field, public ownership is the exception-not the 
rule-in the United States.5 

Comparatively, however, the movement toward public ownership is 
being actively agitated by an increasing number of people who find 
that the present privately owned and governmentally controlled opera
tion of utilities is unsatisfactory. It is submitted by the proponents 
of public ownership that the public utilities question presents a very 
big problem indeed. One writer has stated that "the American people 
are confronted today and in the years immediately before us with a 
problem of greater magnitude and deeper significance, and with 
greater possibilities for good and ill, than has ever · before confronted 
this people."s The proponents of public ownership are vigorous and 
forceful in their condemnation of private interests who are now in 
control of public utilities, and a demand for public ownership of the 
utilities is vociferously advocated. On the other hand, the opponents 
to public ownership deny practically all of the evils charged against 
the operation of public utilities today and point with perhaps "pardon
able pride" to the advance of the several utilities in their service to 
the people as a whole. As Jones & Bigham7 point out, caution should 
be used in this discussion because there exists a great deal of vice 
and prejudice on both sides. The proponents of public ownership 
tend to exaggerate the defects of private ownership. Too, public 
ownership has been advocated by political demagogues for their own 
immediate and selfish ends. A third group advocates public ownership 
of the utilities because it aspires to complete socialism. The opponents 
of public ownership may be biased, too, because they may fear the 
loss of their position or profits. There is under this heading also a 

'Ibid. 

'Ibid. 
(jThompso n, C. D. , Confessions of th e Power Trust , A. P. Dutton Co., New York 

(1932). 
'Jones & Bigham, op. cit. 
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group of men who hold that a government must not enter business 
under any circumstances. 

Obviously, therefore, the debaters should look carefullly and select 
with caution the authorities to be used in this controversial discussion. 

Warning should also be issued in the use of facts and analogies. 
The debater will be tempted to use illustrations of the operation of 
electric light and power utilities in foreign countries. He should 
remember, however, that the conditions under which his instances 
operate successfully or unsuccessfully, as the case may be, might be 
totally different from the circumstances he is facing in this country. 
Foreign countries have different social, economic and political con
ditions from our own. Any analysis, therefore, drawn from these 
various unfamiliar localities should be examined with care and some 
effort made to determine the likeness of the social, economic and 
political conditions with our own. The same care should be exercised 
in the use of illustrations and examples drawn from localities within 
the United States. One locality may offer certain facilities which 
make it possible to produce the service at a cheaper rate than would 
be possible under varying conditions. The size of cities, their plants 
and equipment, and many other conditions must be considered. It is 
not suggested, certainly, that the numerous pro and con examples 
should not be used for the purpose of comparison. It is hoped, how
ever, that the debater will give proper and due consideration to the 
conditions surrounding each illustration. If this is done, better argu
ment and more accurate deductions will result. 

The purpose of the foregoing brief analysis is to enable us to better 
appreciate the vital issues presented by this most important question. 
In analyzing these issues, we will not attempt to give a detailed 
enumeration of all the arguments. This would be beyond the scope 
as well as the ability of the writer. Too, a brief contained in the 
bulletin and prepared by an authority on this subject will serve the 
purpose. Some attention will be made, however, to the more important 
argument pro and con of the public utilities question. 

NEED 

The first problem presented for our analysis is the question of 
need. It should be remembered that this debate question is one of 
policy. That is, the affirmative is to advocate a change from the 
present situation. In advocating that electric light and power utilities 
should be owned and operated by the Government, the affirmative is 
duty-bound to show that there is a need for this change. The negative, 
on the other hand, if it sees fit to do so, may deny the existence of 
this need or necessity and present its own argument to substantiate 
its contention. But whether or not the negative denies the need com
pletely or in part, this does not relieve the affirmative of its burden 
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of proving that the present situation is intolerable and must be 
remedied. 

The affirmative contends that there is a need for a change in the 
present situation because electric light and power utilities use corrupt 
practices. It contends that graft is used for political purposes in 
cities as well as in the state and national politics. It is charging that 
public utilities maintain and support large and efficient lobbies, that 
they support actively candidates running for office, and that various 
means, legal and extra-legal, are used by the so-called power trusts 
to influence the. various administrative officials. Furthermore, it is 
charged that there exists graft and corruption within the organization 
due to over-capitalization, unfair competitive methods used to drive 
out would-be competitors, and that large dividends have been paid at 
times on watered stock. 

It is also charged that centralizing control of electric light and 
power utilities has made it possible for four major companies to 
control 90 per cent of the producing companies of electric power. 

Another argument advanced is in regard to rates. The affirmative 
maintains that rates are too high. This, they maintain, has been 
shown by the Federal Trade Commission. The cost of production and 
the cost to consumer, it charges, show a great difference. Since there 
is no competition, these public utilities can name their own price. 
Again, rates cannot be effectively regulated within a state because in 
many instances producing companies locate outside the state. The 
lnsull interests furnished electricity to Illinois from their plant 
e:.:tablished in Indiana, it is contended. Obviously, the states cannot 
regulate interstate commerce, it is charged, and these vast interests 
have operated without control. The national Government has failed 
to regulate effectively, says the affirmative, because it is either lacking 
in power or the authority it possesses is inadequate. 

The affirmative charges, therefore, that regulation has failed, and 
that commissions should be abolished. It is pointed out that the com
missions cannot pass on the reasonableness of operating expenses, 
although this is three-fourths of the total cost of the service. Again, 
the uncertainty of the valuation problem makes it practically im
possible to regulate these privately-owned public utilities. There 
is no definite or well-understood method of evaluating the properties 
of public utilities and consequently a great deal of uncertainty and 
doubt has been cast on the reasonableness of the rates set by these 
various commissions and our courts. It is also charged that state 
commissions are incompetent because the selection of commissioners 
is purely political, the pay is inadequate, the tenure of office is short, 
and as a result of all these factors men of ability cannot easily be 
secured. To further aggravate this problem it is contended that most 
of these state commissions are under-staffed. 
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To further the contention that regulation has failed to properly 
control privately owned and government-regulated public utilities, 
the affirmative contends that private interests cause prolonged litiga
tion in rate questions. 

The breakdown of regulation, the use of corrupt practices, the 
use of propaganda by public utilities in schools and colleges, the fact 
that the present financial set-up has brought about concentration of 
power in the hands of a few individuals and has resulted in the 
phenomenon of the Twentieth Century-the holding company-all 
these facts show that there is a need for a change. The affirmative 
contends that the only way to abolish the foregoing evils is by 
Government ownership and operation. 

Looking now at the negative's answer and contentions, we find it 
maintaining that the corruption and graft charged by the affirmative 
ii:; baseless, highly exaggerated and cannot be proven. Lobbying, too, 
says Mr. Prendergast,s is merely representative. In other words, the 
affirmative is merely engaging in loose talk, according to the fore
going authority, when it charges the public utilities with corrupt 
practices. Most of the charges are hearsay and cannot be established. 

Again, the negative points out that the services of privately owned 
public utilities have been improving every year. New inventions are 
used as soon as they can be perfected and the employees are skilled 
and trained for their respective jobs. The relative wages and even 
the jobs themselves depend on the skill shown by the individual 
employees. As a result the utilities are able to offer the best possible 
service. It was pointed out that there was no curtailment even during 
the depression and the efficiency was seldom interrupted. In short, the 
public utilities render the best possible servic to the public. 

Rates are not high and a 40 per cent reduction in the last decade 
i~ the answer of the negative to the affirmative's contention that rates 
are exorbitant. Continued efficiency and greater coordination of 
facilities, maintains the negative, will bring about a further decrease 
in rates. The public is receiving the best possible value under 
privately owned utilities. 

Regulation, says the negative, has not been a failure, as charged 
by the affirmative. It admits that regulation has not been perfect, 
but it points out that rates have been lowered, the service bettered, 
discrimination lessened, and securities brought under control and 
influence by the various state commissions. These commissions, too, 
emphasize the obligation owed to the public and they guard the 
public interest. State commissions have helped immeasurably along 
this line. 

What is needed at the present is progress and intelligent regulation. 
Such regulation will give the people what they want-lower rates and 

•Prendergast. W. A., Public Utilities and the Peop le, D. Appleton-Century Co., 
New York (1933). 
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better service. There is need, it is maintained, for intelligent boards, 
conservative in their personnel. New York State is offered as a good 
example of such regulation. Public utilities can be regulated and are 
being regulated. Twenty-five states regulate the sale of securities. 
Thirty-two states have standard accounting systems. Finally, Federal 
and state commissions control and set reasonable rates and have done 
much to abolish discrimination. It is admitted that certain "gaps" 
exist in regulation, but these gaps may be filled in easily with intel
ligent legislation. The oustanding gap is the absence of legislation 
for interstate utility operation. However, it is maintained that this 
gap can be eliminated.u 

The charge that public utilities regulate commi"sions, says Mr. 
Prendergast, is false, and is merely an "emotional accusation not 
supported by facts."10 Holding companies have not made state 
regulation ineffective. We can and should fill in this gap in our 
regulatory system. 

The charge that public utilities have used the courts for delay 
and for the further purpose of defeating rulings of the various com
missions is denied by the proponents of private ownership and opera
tion. They contend that such delays are highly exaggerated. The 
commissions, they point out, have to perform any number of duties 
other than fixing the rates. The rate cases decided by them are 
numerous and very few are appealed and fewer still reach the 
Supreme Court of the United States. It should be remembered also 
that the courts offer the protection of the people as well as the public 
utilities, says Mr. Prendergast.ii Commissions acting in their quasi
judicial character can and do hear experts on both sides. 

The various state commissions are defended by the proponents 
of privately owned public utilities. They contend that commissions 
whose personnel is either elected or appointed have operated success
fully. They guard the public interest, promote efficiency, maintain 
the credit of utilities and have eliminated the old chaotic conditions 
existing prior to 1907. 

There is no need for public ownership and control of public utilities, 
contends the negative, because regulation has been successful in 
part and can be made increasingly successful in the future. There is 
order now and not confusion. The service is generally adequate. There 
is a movement for rate adjustment and standardization leading to 
lower rates and, finally, the commissions now substantially protect 
the investors' securities. There is more protection in the matter of 
securities in the field of public utilities than in any other. In fact, 
says Mr. Prendergast, after a review of the various arguments on 
public ownership and the failure of regulation to work, " the criticism 

''Clay. C. M .• R egulatfon of Public Utilities. Henry Holt & Co .• New York (1932). 
1.1lPrendergast, 011. cit . , p. 288. 
11 Prendergrast, oJJ. cit., p. 297. 
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of regulation boils down to the question of the reasonableness of 
rates." 1 ~ Nine-tenths of the argument is directed toward the con
tention that the consumer is exploited and the remaining one-tenth 
of the criticism contends that the investors in these public utilities 
are not protected. 

In summary, then, on the need issue, we find the affirmative con
tending that there has been a general breakdown of regulation, that 
graft and corruption exist, and that the only remedy is public owner
ship and operation. The negative, on the other hand, denies the 
existence of corruption and graft, excuses lobbying as a political 
necessity, and points out that all organizations use it, grants that 
there are certain "gaps" in our regulatory system which need to be 
filled in, but, it maintains, regulation as a whole has not been a 
failure. More intelligent regulation with private ownership and 
operation will result in better service and cheaper rates. The negative 
further points out that the state commissions have performed a sub
stantial service both for the people in safeguarding their interests 
and for the public utilities in safeguarding their credit and stability. 

PUBLIC WELFARE 

It is the contention of the affirmative that the Government should 
own and operate the electric light and power utilities because these 
businesses are natural monopolies and producing units habitually 
operating under decreasing average costs. In other words, the sub
stance of this argument is that since a monopoly affects the people 
as a whole it should not be operated on the basis of profit but on the 
basis of public good. It is contended that an industry operating under 
steeply decreasing average costs should be operated at prices or 
rates which are below average costs if the best utilization of the 
economic system is desired. The affirmative goes so far as to admit 
that even though regulation might be successful in part, even though 
lower rates were possible still under this theory a business affecting 
most of the people should be operated by the representatives of the 
people for the people's benefit. Democracy, if the foregoing argument 
is good, will then advance. In other words, the people will become 
freer and more self-conscious of their political rights. Cleaner politics 
and better government will result. The so-called corrupt influence 
of public utilities will be removed.i s Apparently, it is the contention 
of the affirmative that the powerful public utility interests are holding 
the people in subjugation, and at the same time forcing the economic 
system to break down by causing under-production in decreasing 
cost industries. It says this is an intolerable situation which must be 
remedied at once. 

"Prendergast, op. cit., p. 275. 
ts,Jones & Bigham, op. cit. 
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If the utilities are operated by the people, lower rates, better rate 
theories and better service will result. Employees will fare .much 
better if and when they are employed by the Government. Profits will 
be used for social purposes, if there be any profits, and civic improve
ments such as those we see in England and the Continent will be a 
matter of course. In short, living conditions will be improved for 
the people as a whole. . 

It should be pointed out that the foregoing argument is based on 
the supposition that a Government-owned public utility will be 
operated as cheaply and as efficiently as a privately owned one. 
Whether or not the supposition is well-founded remains to be estab
lished. 

There are several objections that may be advanced by the negative 
against this welfare argument. In the first place it can be contended 
somewhat logically that public ownership will lead to bureaucracy. 
The public will stand to lose if its businesses fall into the hands of 
these politically responsible bureaucrats. Again, although public 
ownership might eliminate the public utility corporations, it will 
nevertheless take the public utility itself into politics. Political ma
chines will use the public utilities for their own special private gain. 
E will make it possible for these machines to have access to large 
patronage. Politics will have control of great sums of .money and 
logrolling for certain groups will be almost inevitable. Again, says 
the negative, we must not forget that the cost of operation will be 
borne not by the users of these public utility services but by the 
citizens at large who receive no benefit. In other words, when the 
municipally owned public utility is inefficiently managed and fails 
to make its operating expenses, the taxpayer will be called upon to 
make up the difference. In numerous cases, rates will be kept down 
for political purposes and the deficits thus created will be made up 
by added taxes. 

And finally, the most subtle if not the most important argument 
advanced against the affirmative's public welfare contention is that 
public ownership will create a general demoralization in business. 
It contends that the average business man will work under the shadow 
of fear of having his business taken over by the Government, if and 
when said business develops to any proportion. 

In summary, then, we see that the affirmative advances the welfare 
argument on the basis of the improvements in general democratic 
principles, cleaner politics, increased economic efficiency and better 
living conditions. These four results, it is claimed, will benefit the 
people as a whole. It is the contention that even though we might be 
able to regulate public utilities, for instance, a fact which the 
affirmative does not admit as such, it will be better for the people to 
take over and operate a business that affects them as a whole. 
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The negative, on the other hand, attempts to refute the affirmative 
by pointing out that public ownership will lead to bureaucracy, that 
it will take public utilities into politics, that political parties and 
machines will use these public utilities for their special gain, and 
finally, that, due to inefficiency, the citizens at large will receive no 
benefit but as a matter of fact will be called upon to finance graft 
and corruption and inefficiency with added taxes. 

PRACTICABILITY 

In turning now to the third main issue, we find that the affirmative 
maintains it would be practical for the Government to operate the 
electric light and power utilities. They cite the operation of the 
post office and highways as instances and point to numerous .mu
nicipally operated utilities. 

The affirmative contends further that public ownership from a 
financial point of view would be practical because duplication would 
be eliminated, cost of operation would be at the very lowest point 
possible to the consumer, because the government would be operating 
at cost and not for profit. Furthermore, the ~overnment can get 
financial aid at lower rates than it is possible for private concerns. 
The investment, some proponents of public ownership maintain, could 
be retired from profits. Bartlett1 3 says that profits can be used "from 
the sale of municipal water, gas and electricity which would otherwise 
go to private corporations to carry on police, educational and other 
non-revenue producing agencies." He states, too, that 84 cities levy 
no taxes. They use the profits made from their public utility opera
tions. Even with all this profit, maintains Mr. Bartlett, these publicly 
owned utilities g ive lower rates and as good service. 

The practicability of public ownership is further advocated by its 
proponents when they cite the fact that such operations have existed 
in some form. They point out in practically all instances where public 
ownership has been tried it has been found superior to private owner
ship. Lower rates, better service and increase in traffic have resulted. 
New York City, according to Samuel Seabury, is an example of the 
foregoing contention. 

Economy of management would be practical, also. There will be 
savings realized because a certain amount of unification of services 
will be performed. Facilities will be standardized and duplication 
will be eliminated. Again, the present form of regulation will be 
discontinued and this should result in great savings. Better working 
conditions will bring about an improvement in the labor situation. 
Fewer strikes will result. The workers will feel as though they are 
part owners and this psychological effect cannot be disregarded. 
Furthermore, economies in management will be brought about in the 

13Bartlett, Louis, NatiO'n, 136 :650, May 17, 1933. 
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elimination of watered stock. Under the system of public ownership, 
there will be very little over-capitalization. It will be possible, in 
other words, to avoid any misuse of the financing power through the 
ballot. It is contended, further, that civil service can be used to avoid 
politics and give the utilities the best trained individuals. 

The affirmative maintains further that inventions will be encouraged 
much more readily than is the case at the present time. Private 
monopolies stifle technical progress when new inventions tend to prove 
unprofitable to the owner. On the other hand, public ownership and 
operation of utilities will encourage and use these new inventions in 
order to improve its service and reduce the cost to the ultimate 
consumer. The difference in either case will be that public ownership 
will be operated on the basis of cost, whereas, private ownership is 
operated on the basis of profit to the owner at whatever cost. 

The negative in answering the affirmative's contentions on the 
practicability of public ownership points out that this argument is 
definitely in favor of the negative. It is contended that one out
standing stumbling-block in the practical taking over of public utilities 
by the Government is the purchase price. It is conservatively estimated 
that it will require several billion dollars.14 The negative logically 
raises the point of how is this gigantic financial undertaking to be 
met. Who will determine the exact value of the several public utilities? 
Is the Government financially able to take over this added burden? 
fa the Government, including the several cities and other governmental 
agencies, capable of embarking on the operation of this highly 
complicated business?1 5 Would politics be eliminated merely because 
the city or state or the Federal Government takes over a public 
utility? The foregoing, as pointed out by the negative, are all 
practical objections which can be raised to the public ownership 
plan. 

The negative further contends that governmental operation in the 
past has been a financial failure and they cite the huge losses suffered 
by the Government during the War in the operation of the railroads. 
Again, the post office department, it is pointed out, is one Government
operated business which is almost always run at a loss. 

Insofar as economy of management is concerned, the negative 
insists that private ownership is superior to public ownership. It 
maintains that greater inefficiency will result if the utilities are 
operated by the Government. We will have also greater risk and as 
a result higher interest will be required by those advancing money 
to the Government.16 

14Frankfurter. See Clay, C. M., OJJ. cit. 
tGJones & Bigham, 01J. cit. 
16Jones & B igham, op. cit. 
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Unification of facilities, a claim advanced by the affirmative, is 
also possible for private owners. The best example of this is the 
American Telephone and Telegraph Company. 

Several of the other objections raised by the affirmative can be 
remedied in a very practical manner. For example, over-capitalization 
can be easily prevented. Proper accounting systems can be established 
and the legislatures of the several states can set up standards of 
proper evaluation. Thus the owners of the various public utilities 
will receive only a fair return on a fair value of their properties 
while the public will receive the benefits of a privately owned, better 
operated, more efficiently run business. Private owners, in other 
words are freer to use sound business principles in the operation of 
their business. Hiring and firing will not be based on political affilia
tions and "pull" but only on skill and ability to deliver results. The 
negative contends that inventions are fostered much more readily 
by privately owned concerns. 

Finally, regulation can be improved. The cost of proper regulatory 
machinery is insignificant and, if abolished, will add very little to the 
saving of the people as a whole. 

Mr. Bauer,17 a noted authority on public utilities, contends that 
rates under proper regulation and adequate legislative authority can 
be made automatic. It is possible, he maintains, to take away from 
the courts the function of determining rates. The appraisal of the 
properties also can be made automatic. 

Because of local variations involving inability or unpreparedness 
on the part of municipalities to properly operate a public utility and 
because the purchase price will in most instances be prohibitive, Mr. 
Bauer maintains that public ownership is not the immediate solution 
of the problem confronting the American people. How, inquires 
Mr. Bauer, will the cities go about purchasing the various public 
utilities? Will they negotiate for the purchase? If so, what reasonable 
price will be offered? How will the reasonableness be determined? 
The other alternative is for the city or state attempting to purchase 
a public utility to condemn it. Both methods of acquisition present 
practical and troublesome questions. But assuming that the property 
has been acquired either by condemnation or negotiation, a further 
question arises. How will the municipality raise the necessary credit 
for the operation of this new if not totally strange business ? And, 
last but by no means least, the affirmative is faced with the political 
obstacles. Isn't it possible for municipally owned utilities to develop 

into trading posts? 
Obviously, public ownership has not been tried extensively, and we 

cannot as a result answer the foregoing questions very accurately. 
On the other hand, says the negative, regulation has been tried. It 

.t7 Bauer, op. <.·U. 



42 The University of Texas Bulletin 

is something we are familiar with and it has practical limitations that 
can be overcome largely. 

BENEFITS AND DETRIMENTS 

The main arguments pro and con have been advanced. It now 
remains to recapitulate in part the benefits and detriments as pre
sented by the affirmative and negative. 

The affirmative in substance contends that public ownership and 
operation will eliminate graft and corruption in politics. Private 
corporations will not seek privileges as is true under the present 
system and the evil of lobbyism will be eliminated. Again, the public 
will not be defrauded through the issuing of watered stock. 

Better service will result from public ownership. Fair treatment 
for all will become a reality, and neglected regions will be developed. 

Lower rates will be made available because the profit motive will 
be abolished. Waste and extravagance and high salaries and 
premiums on watered stock will be eliminated. Costly litigation, 
lobbying and free passes will be abolished, and the cost to the con
sumer will be lessened. As the result of these eliminations, the 
government will be able to reduce its rates and it is admitted by all 
that a reduction of rates will increase the consumption of the service. 
As it has been pointed out, 84 cities were not only able to reduce 
their rates to consumers but they were also able to use the excess 
profits for the reduction of taxes. 

Finally, not only will the consumer of the service be benefited 
but the employees of these utilities will be vastly benefited. Better 
working conditions will be afforded and more equitable wages will be 
made possible. Further strikes and unemployment will be eliminated. 

The negative, however, refuses to accept this rosy picture and 
would submit certain detriments for public ownership and operation. 

In the first place, the proponents of the status quo contend that 
public ownership and operation will bring about inefficiency. Politics 
and not merit will insure employment in a municipally owned utility, 
whereas the private concerns train their employees and hire them 
because of their technical skill and not on the basis of their political 
affiliation. Again, private enterprises offer rapid development in the 
plant and quick promotion to the worthy, whereas the exact opposite 
i;; true of a Government-operated utility. Waste and extravagance 
has been a tendency and a fact in most Government-owned and 
operated businesses, because there is no check or incentive to better 
service. Competition is eliminated and the employees feel secure in 
their jobs. As a result they give less and less of their time and effort. 
Too, politics and mismanagement are terms almost synonymous. 

Publicly owned utilities have been notorious for their greater 
expense. When the Government purchases or condemns the various 
plants it will be forced to create a large debt. This debt will naturally 
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be increased by the necessary additions and improvements that the 
Government must make. Obviously, these debts must be paid, but by 
whom? The consumer of the service or the taxpayer? The affirmative 
certainly has not made this rather practical point clear. If the debt 
is paid out of the earnings of the utility the user of the service would 
be forced to pay a rate even higher than the one he is paying to the 
private concern. If, on the other hand, an attempt is made to shift 
this burden from the user, the average taxpayer will have to carry it. 
In other words, the average citizen either as a user of the utility or 
as a taxpayer will have an increased burden to bear. And, it should 
be pointed out, this would be true even though we assume equal 
efficiency on the part of both systems. Certainly the negative will 
not admit that a publicly owned utility can be operated as efficiently 
as a privately owned one. 

The differences in public ownership are aggravated further by 
the influence of politics. One is always faced with the change in 
the officials as well as the temper of the people. As the result of 
this there will be no continued policy and it will be almost impossible 
to have long-range planning. Again, it will be rather difficult to enter 
into agreements between representatives of different communities in 
order to realize the benefits of mass production. This lack of systematic 
coordination will result in the establishment of numerous small plants 
with their well-known inefficiencies and higher operation cost. 

CONCLUSION 

In the final analysis, pro and con arguments appear to show that 
the regulatory system of public utilities is not exactly what we might 
hope for. But whether or not it is possible to improve this regulatory 
machinery, that is a different question. In other words, is it possible 
to improve our commissions, the procedure of our courts, the regula
tion of holding companies in order to give the people the best possible 
service at the lowest possible cost? In short, the question is, can 
the system of private ownership of pu,blic utilities be justified eco
nomically, socially or politically? The affirmative answers this ques
tion in the negative. Strangely enough, the negative answers in the 
affirmative! 

The affirmative as a result, so it contends, of the breakdown of 
regulation and of the welfare argument, maintains that the electric 
light and power utilities should be owned and operated by the Govern
ment. The general arguments pro and con on this issue have been 
presented somewhat briefly. Several questions, however, over and 
above those already mentioned, occur. In the first place, many 
economists believe that before a public utility can be operated by the 
Government it must have reached the stage of maturity. This argu
ment of course the affirmative need not admit. The negative, however, 
can find responsible authorities who maintain that any business, 
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utility or otherwise, is more efficient in its early stages operated by· 
private enterprise. When, however, a business reaches maturity, the 
possibility of efficient management by governmental agency is greatly 
increased. Is electric light and power utilities industry mature? It 
should be apparent that if the affirmative accepts maturity as one 
of the grounds for efficient public ownership, then it must proceed 
h• elaborate and prove within reason that these industries are mature 
and ready for governmental ownership. On the other hand, if the 
negative discovers that the affirmative will not grant maturity as an 
argument, it should press it severely and for whatever it is worth. 

Again, it should be pointed out that before we can answer the 
question "what utilities are ready for public ownership?" we must 
look upon the local conditions. If low rates and reasonable service 
exist, if the privately owned company is progressive, if the purchase 
price is too large, or if the political situation is disadvantageous, 
then public ownership and operation of a utility would be inadvis
able.rn In other words, the negative can with reason contend that 
conditions in numerous electric light and power utility fields are not 
always the same. In short, the affirmative should be made to answer 
as many of the conditions as is possible before the negative should 
agree that conditions are such as to warrant the radical departure 
which the affirmative is advocating. The negative should meet the 
affirmative's argument on regulation, destroy or minimize as much 
of it as it can, show that a certain amount of correct regulation can, 
as a practical matter, be obtained and finally stand rather definitely 
on the proposition that a privately owned, intelligently regulated 
electric light and power utility is far superior to a Government-owned 
and inefficiently operated business. The negative should not forget 
that after all this whole question has in mind but two things: Lower 
rates and better service for the consumer. The stand of the negative 
is that these two results can be attained much more adequately and 
efficiently through private ownership and operation of public utilities. 

The affirmative should remember that it is charged with the burden 
of proof. It is advocating a policy calling for a different if not a 
radical change from the status quo. Consequently, the affirmative 
team must attempt to establish rather definitely that the present 
situation is unsatisfactory and cannot be remedied by modification. 
The only remedy for the evils of the existing status quo is the estab
lishment of public ownership and control. In other words, regulation 
has broken down and cannot be remedied. But as an alternative, 
however, the affirmative may say, "although we might be able to 
regulate privately owned utilities for the public benefit, although we 
de not grant this, it will be much better to have them owned and 
operated by the Government." After establishing the need of adopting 
the so-called "Socialistic" reason for government ownership, the 

19J ones & Ilig ham, op. cit . 
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affirmative then must proceed to the plan it proposes to put into 
operation. How will the purchase be financed? What will determine 
the value of the property? What if anything will be done about the 
so-called watered stock? How will you avoid depriving some of the 
present holders of stocks of their savings? Once the property is 
properly valued and purchased, the question of future financing might 
be touched upon. How will improvements be financed? How will 
credit be secured? Turn now to the personnel element of the plan. 
How will employees be selected Will there be any radical changes 
from the employment policy of the privately owned concern? If so, 
what? 

It should not be supposed that the foregoing questions were inserted 
merely to increase the burden of the affirmative. It may not be 
necessary to have all these questions in your affirmative case. How 
much you will prove will depend entirely upon your own interpretation 
of the question. It has been our intention merely to point out some of 
the questions involved in this question. Certainly the affirmative 
should set up a case definite enough for the negative to meet and 
sufficient to convey a rather clear idea of how public ownership and 
operation will work. If you contend, for example, that there is a 
need for a change because our present rates are too high and service 
is inadequate, you should proceed in some degree at least to establish 
that under Government ownership we will have lower rates and bette:· 
service. Finally, it should be pointed out that the good affirmative 
team should be prepared to meet the negative squarely on the point 
of lower rates and better service. The negative will no doubt maintain 
that regulation can improve to the extent that lower rates and better 
service can be procured for the public with less expense to them. 
The affirmative should meet the negative on this point. 

Finally, as it will be noted, the whole argument might very easily 
resolve itself around the question, Under which system is it possible 
to procure lower rates and better service? The affirmative of course 
will maintain that only Government ownership and operation will 
give the desired results to consumers. The negative, on the other 
hand, can contend that private ownership and improved regulation 
will in the long run bring about lower rates and better service to 
the ultimate consumer. 

As has been stated before, the problem of public or private owner
ship of the electric light and power utilities is of vital concern to a 
large part of our population. There is argument pro and con in 
plenty. The debater will do well to look to his authorities and to his 
facts very thoroughly and to defend his side to the best of his ability. 
He should remember that he is striving to arrive at a truth, a truth 
hard to perceive, perhaps, in its clearest outline, but one which we 
can at least approximate. He should remember also that he is offering 
an opinion and not a fact. If he were to recall this the speaker will 
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remember to be less dogmatic and more persuasive. He should 
remember further that good argument "is a sharp process of investi
gation, leading by mutual criticism to some nearer ascertainment of 
truth." To the large number of debaters and their directors who are 
striving toward "some nearer ascertainment of truth," the writer 
wishes to extend his encouragement and best wishes. Good luck! 

RATE-MAKING 

(From Chapter XVIII, "Public Utilities," An Outli~ of the Principles of EcO'flomics, 
by Clifford L. James, Ph.D. Barnes and Noble, Inc., New York, 1934. ) 

Rate-making for public utility services involves two problems: first, 
the determination of specific rates for different services; and second, 
the determination of the general level of rates. The second problem 
deals with the rate of return which public utilities are to be allowed 
on their investment-primarily a valuation problem which is discussed 
in the next section. The fir st problem deals mainly with the fairness 
of different rates to different customers, that is, with differential rates. 

A. PROBLEMS OF DIFFERENTIAL RATES 

2. Electric Rates. Electric light and power rate-making presents 
about the same differential rate problem as railroad rates. The use 
of electricity varies with the time of day. Electric plants are con
structed to provide adequate service at the peak of use. Both plant 
and lines, moreover, are built to accommodate future increases in 
business. Large plants with large generating units tend to have 
lower unit costs than smaller plants. Fixed costs form a high per
centage of total costs, and hence, unit costs decrease with increased 
plant utilization. Economical operation, then, depends upon an even 
volume of business, as well as a large volume of business. 

a. Value of Service.-Since the cost of different kinds of service 
is extremely difficult to determine (overhead cost allocation uncer
tain), rates are based on the value of service. Large industrial users 
of electricity are granted much lower rates than residential users. 
Large industrial users increase the volume of business; they may 
provide a more even volume of business (use power mainly at 
off-peak periods during the day or night); and finally, they may 
produce their own power unless the rates are made attractive. With
out the large industrial users, residential rates would be even higher 
and some service might be discontinued. 

Residential rates are usually arranged in schedules-the greater 
the amount of electricity used, the lower the rate. A minimum rate 
or service charge may be imposed which the consumer pays although 
no electricity is used. Service for small, infrequent users of electricity 
is possible only because of other consumers, and hence, a minimum rate 
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or service charge lowers the rate for those who make the service 
possible. Special low power rates for residential users, as well as 
the above rates, tend to increase the volume of business. (A power 
meter for household appliances may be installed in addition to a 
light meter). Large residential users benefit directly; other con
sumers benefit indirectly. 

b. Cost of S ervice.-Electric rates based on the value of the service 
are in the main satisfactory, but cost of service should not be entirely 
ignored by state commissions when utilities present their schedules. 
Any rate should at least pay for slightly more than the extra direct 
expense incurred in providing a given service. Some large industrial 
consumers may use more peak-power than off-peak-power which neces
sitates an expansion in utility equipment. Low industrial rates and 
high residential rates in such cases may result in a subsidy to the 
industrial consumer and discourage mass consumption by residential 
users. 

B. PROBLEMS OF GENERAL RATE LEVELS 

The general level of rates involves the problem of a fair return on 
a fair valuation (i.e., should all rates for a given utility company 
be higher or lower in order to allow the utility a fair profit?) . To 
determine a fair valuation, and to a lesser extent a fair return, is a 
difficult task for the commissions. The value of a competitive 
business enterprise is mainly determined by capitalizing its present and 
prospective net income. The rates of public utilities, however, are 
regulated which limits their net income and their capitalized value. 
Consequently, in order to determine the fairness of general rates 
and income for public utilities, the value of the investment 
must first be determined (rate base) and then rates can be 
altered until the net earnings (regulatory commissions should have 
effective control over the account of utilities) represent a fair return 
on the investment. 

1. Rate Base.1 The rate base, as stated previously, has in recent 
years usually been determined by the reproduction cost method; that 
is, a 15-year-old plant has a value equal to the cost of reproducing it 
at prevailing prices less depreciation (spot valuation). Less em
phasis has been placed on valuations based on the original cost of 
construction. The utilities favored the reproduction cost method 
because of rising prices which inflated the rate base. (A fixed return 
on an inflated rate base permitted higher rates and income.) The 

'Dr. James considers only the value of the physical plant. There are also certain 
"intangibles" ca.nsidered in arriving at the value--for-rate-making-purposes. The 
most significant one by far is 'going concern value." (See pp . 196-201 of Public 
Utility Regulation, by William E. Mosher and Finla G. Crawford; Harper and 
Brothers, Publishers, New York, 1933. ) An explanation of this intangible is given 
on p. ____ __ of this Bulletin by C. C. Linnenberg-, Jr., "The Nature and Economic Sig-
nificance of So-Called Private Ownership of the Electric Industry."-Ed. note. 
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courts generally favored this method because other industries gained 
from price changes, and hence, to deny public utilities the increase 
in property value from rising prices seemed to take property without 
due process of the law. Regulatory commissions and consumers 
preferred the original cost method of valuation. 

a. Reproduction cost: Disadvantages. The reproduction cost minus 
depreciation (spot valuation) method of valuation is less satisfactory 
than the original cost method in the determination of a rate base. 
Public utilities are not competitive industries, and hence, are not 
entitled to increases in property value because of rising prices (the 
stockholders, not the bondholders, gain from increases in property 
values). The hypothetical reproduction cost, moveover, of a new 
plant which duplicates the old one is not valid even on a competitive 
basis, because a new plant, if actually built, would use different 
equipment (more modern) and the cost might be greater or less, 
but the efficiency of production would be improved. The use of the 
reproduction cost method when prices are falling would bankrupt 
many utilities. (Since the price decline of 1929, some utilities have 
objected to its use.) The service rendered would likely deteriorate 
and although the consumer paid lower rates, he would receive less 
service. And finally, if the rate base determined by the reproduction 
cost method of valuation is revised with changes in the price level, 
valuations become expensive and frequent changes in the rate base 
complicate the work of regulatory commissions. 

b. Original Cost: Advantages. The original cost method of val
uation (or prudent historical cost method) is easier to determine and 
administer, and the consumer pays only for the capital actually pro
vided. The regulatory commission would take from the accounting 
records of a given utility figures of the actual money outlay for the 
original plant and subsequent equipment. If early records were 
incomplete, estimates would be used. To encourage prudent manage
ment, careless outlays would not be included or included at a proper 
figure. Organization expenses (interest during construction and 
early losses) would be included as part of the investment. No deduc
tion would be made for depreciation. Stockholders, as well as bond
holders, would receive a fixed money return. The real income of 
both groups would decrease with rising prices, but increase with falling 
prices. Standards of service could be formulated in order that effi
cient utilities would not be penalized by low rates. And finally, the 
rate of return, rather than the cumbersome rate base, could be changed 
to encourage or discourage investment in public utilities. A fair 
valuation, or fair rate base then, should mean an original cost valua
tion. 

2. Rate of Return. The rate of return for public utilities should 
usually be less than the rate of return for highly competitive industries. 
Their monopoly position and public regulation gives them greater 
stability of income. In recent years many utilities have been allowed 
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a return of 6 to 8 per cent on their investment. (The reproduction 
cost rate bases, however, made the actual return much higher) . .. 
a fair return is one which attracts sufficient capital into utilities to 
maintain satisfactory services. 

FINANCIAL CENTRALIZATION IN 
PUBLIC UTILITIES 

BY SENATOR THOMAS WALSH 

Adapted from a. speech in the United States Senate, February 28, 1927 

(From Keezer, Cutler, and Garfield, Problem Economics, pp. 172-174. Harper & 
Brothers, Publishers. New York. 1928.) 

Prof. William Z. Ripley of Harvard has recently published three 
articles in the Atlantic Monthly, widely read and commented on, in 
which he refers to the incredible number and gigantic character of 
combinations launched in recent years and points out new perils 
attendant upon them. He calls attention, among other features 
giving rise to concern, to the vastness of the territory into which their 
ramifications extend, to the control upon control until at times as 
many as half a dozen organizations intervene between a particular 
corporate unit and the central governing body; to the intricacies 
of the financial structure includihg no-par stock, and non-voting stock 
insuring permanence of control by a limited number on the inside; 
to the paucity of information afforded stockholders in reports giving 
the crowd in control an advantage in market dealings in the shares 
involved, and to many old abuses in new form and others never 
known before. 

The articles referred to have been collected in a book entitled Main 
Street and Wall Street. The title is expressive of the passing of 
control of the plants supplying communities, large and small, or being 
operated therein, from the local people, through whom they were 
originally installed and developed, to the financial giants of the great 
commercial centers, usually a banking group. 

The tendency toward centralization in industry is particularly 
noticeable in the field of public utilities, where are exhibited as well 
many, if not all, of the vices of corporate organizations and manage
ment, to which attention is so pointedly directed by . the writer 
referred to. 

The growth of the industry in question has been phenomenal. Very 
naturally this expansion of the business has been attended with the 
organization of many new operating companies, with refinancing to 
meet the enlarged demands and opening opportunities, and conspicu
ously with the consolidation of going concerns through holding com
panies, or by the acquisition by operating companies of some or all 
of the stock of others, or through the direct purchase of properties 
in operation. 
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The ramifications of one of the great holding companies may be 
noted for purposes of illustration. The Standard Gas and Electric 
Co., the Byllesby Co., is the giant among giants in this industry, with 
subsidiaries whose capitalization aggregates $1,171,000,000, all of 
which it controls through its own stock issue of $197,976,400. Its 
organization is intricate and involved. In the primary group under 
its control is included the Standard Power and Light Co., which 
controls the Pittsburgh Utilities Co., which controls the Philadelphia 
company, which controls the Pittsburgh Railway Go., which controls 
the Consolidated Traction Co., which controls the Fort Pitt Traction 
Co., which controls the Allegheny Traction Co., which controls the 
Millville, Sharpsburg, & Etna Railway Co., eight steps away from 
the central governing authority. Just how this company, whose cap
ital stock is but about one-fifth of the total stocks and bonds of its 
subsidiaries, exercises control over them my investigations have not 
disclosed, but some idea of the system may be gathered from a con
sideration of the financial set-up of the Associated Gas and Electric 
Co. Its bonds and debentures, preferred stocks, common stock, class 
A stock, and class B stock, total $155,200,565. The sole voting power 
is vested in the class B stock to the amount of $10,500,000. Its sub
sidiaries are capitalized at $205,209,395, making a total capitalization 
of $360,409,960 under the control of stockholders owning a little over 
$5,000,000 of B stock, less than 11h per cent of the interests affected. 
Doubtless the case cited is exceptional, but it is offered only as sugges
tive. Quite aside from the restricted voting power, it is now generally 
recognized that in the case of any corporation whose stock is more 
or less widely distributed, the ownership of stock to the amount of 
20 to 331/a per cent of that outstanding by the directors or those with 
whom they habitually act or whom they, in fact, represent, suffices for 
all practical purposes to control. 

Whether the centralization thus taking place is a natural develop
ment redounding to the interest of the public and therefore to be 
encouraged, or whether it is fraught with perils and likely to be 
attended with abuses, the consequences of which outweigh any good to 
be anticipated, is a subject that has evoked much discussion. The 
American people view with alarm any such development. They are 
prone to believe that the concentration of wealth means the concen
tration of political power. They associate transactions such as those 
implied in the movement with attempts at monopoly, though they 
realize that in most instances the operating companies absorbed are 
not competitive, each doing business within a limited field. They 
look for financing in connection with it as more or less questionable 
in character, and fear the issuance of securities in unreasonable 
amounts to pay dividends upon which rates will be demanded upon 
the specious plea that such securities have passed into the hands of 
innocent holders. Similar mergers and reorganizations have given 
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rise to tales of fabulous fortunes realized out of the sale of the proper
ties involved or of the stock representing them or those brought into 
being in the new financing. The reflecting easily reach the conclusion 
that an equivalent loss must fall upon the consumers in the rates they 
pay or upon the investors in the securities which do not meet the 
roseate expectations with which they were acquired. Such tales are 
current in connection with the utility mergers of recent years. I 
hesitate to specify the almost unbelievable sums given to me on what 
seems reasonably reliable authority as having been realized by some 
of those on the inside in transactions of that character. So sedate a 
financier as Samuel Insull, the head of one of the great holding com
panies, in an address delivered in July, 1925, warned those undertaking 
new financing in public utilities against the issuance of securities upon 
inflated values. Other conservative managers of light and power 
plants have been equally outspoken. 

On the other hand the holding company is extolled with much jus
tification as a device of high merit introducing economies that permit 
and lead to reductions in rates and consequent savings to the 
consumer. It is advanced that through it the little local company 
gets the benefit of supervision and direction by the highest engineering 
talent; that the stronger credit position of the holding company 
enables it to secure advances for the operating companies to install 
improved equipment on more favorable terms; that the needs of the 
various communities linked may be supplied by a lesser number of 
units; that plants the heaviest draft on which is for night service, may 
be utilized to help out others supplying day service chiefly, and that 
in like manner the excess capacity of any plant may be utilized in the 
adjacent territory of another in which the equipment is unequal to 
the demand. 

Just how far the economies thus rendered possible have been 
reflected in reduced rates to the consumer is quite another question. 

THE MUNICIPAL PLANT 

IS IT COMING OR GOING? 

BY DR. RALPH L. DEWEY 

Ohio State University 

Here is an analysis, written without bias and based upon facts and figures, of 
present-day trends in the electric power field. In it the author, who is a 

widely-known economist, points out the probable development of both the 
privately-owned and the city-owned plant, and the relative position 

that each is likely to occupy in the future. (From PUBLIC 
UTILITIES FORTNIGHTLY, Vol. V, No. 12, June 12, 1930.) 

In the United States, public opinion has for some decades favored, 
in the main, two devices for controlling the sale of electric light and 
power to consumers; one is private ownership and operation with state 
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and local control of rates and service; the other is municipal owner
ship and operation. 

The relative merits of these two forms of control have been widely 
discussed on the platform and in the press during the past few years
a rather surprising situation in view of the relatively minor role being 
played by the municipally owned systems. Since much of the data 
and arguments presented by both the proponents and opponents of 
municipal ownership and operation has been inaccurate, incomplete, 
or otherwise misleading, it seems desirable at this time to review 
the data and to secure, if possible, some warranted conclusions con
cerning the past development, present status, and immediate prospects 
of municipal ownership. 

The past development and present status of municipal ownership 
may be displayed, absolutely and relatively (first) in terms of the 
number of systems or what the United States Census calls "establish
ments," and (second), in terms of the importance and scale of opera
tions. These two general aspects of municipal ownership and 
operation are considered in more detail in the following sections. 

I. 

Municipal ownership of central electric light and power stations 
first appeared in 1881 when one such company was organized. 

During the eighties, municipalities were loath to build plants and, 
as a result, nearly all electric light and power establishments were 
constructed by private capital. Toward the end of 1889, however, 
small municipalities, believing thoroughly in the benefits to be de
rived from central stations and yet unable to induce private capital 
to furnish the necessary equipment, began to set up their own 
companies. 

This movement developed so i:apidly that 815 municipal companies 
were in operation by 1902, the year of the first Federal census of 
electrical industries. Concerning the development of municipal owner
ship in the United States during the period 1881 to 1902, Mr. Thomas 
C. Martin, special United States agent, who compiled the text of 
the first census report, observed : 

The spread of the agitation for municipal ownership of 
public service enterprises is illustrated in a somewhat 
striking manner. . .. Of the 815 municipal stations enumer
ated, only 68 had been put in up to 1889. In that year 40 
were introduced, and, in 1895, the number of new stations 
reached 73, increasing in 1898 to 82. The returns for 1902 
indicate that the ratio was fully maintained in the census 
year. 

Thus the movement toward municipal ownership was fully main
tained and going forward rapidly at the turn of the century. 

Beginning in 1902 and continuing at intervals of five years until 
1922, the Federal census of electrical industries has contained valuable 
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data concerning the development of municipal ownership. The num
ber of systems advanced from 815 in the former year to a peak of 
2,581 in the latter year, an increase of 216.7 per cent. Since 1922 
(relying upon data published by the National Electric Light Associa
tion) the number of municipals has declined steadily to 2,030 at the 
end of 1927, a loss of 21.3 per cent. 

Superficially, these data would seem to indicate the rise and fall 
of municipal ownership in the United States, but a comparison with 
the development of private ownership of the industry shows this 
conclusion to be true only in part. 

Municipal ownership continued to increase until 1922, while private 
ownership reached its peak in 1917. Between 1902 and 1917, the 
total number of private operating companies increased from 2,805 
to 4,224, an increase of 50.6 per cent, which is a much smaller relative 
advance than that achieved by the municipals (184.4 per cent). In 
terms of actual increase, the municipal increase of 1,503 establish
ments was but little more than the private increase of 1,419 estab
lishments. After 1922, both municipally and privately owned plants 
suffered recessions, but this was more noticeable among the com
mercial than among the municipal companies. At the end of 1927, 
there were 1,237 (33 per cent) less private companies and 551 (21 
per cent) less municipal companies than in 1922. 

Thus the municipals have shown a marked tendency either to increase 
more rapidly (1902 to 1922) or to decrease less rapidly (1922 to 1927) 
than private companies. 

The fact that the number of municipals has steadily increased in 
proportion to the number of private plants may be observed by comput
ing the ratio of municipal to all operating establishments. In every 
5-year period, the proportion of municipal systems to the total num
ber steadily advanced: 2.5 per cent in 1902, 26.6 per cent in 1907, 
29.9 per cent in 1912, 35.4 per cent in 1917, 40.6 per cent in 1922, and 
44.4 per cent in 1927. If one may rely on the statistics published by 
the Electrical World (which are only estimates), the municipals will 
become 50.1 per cent of the total in 1929, the first time in history 
that municipally owned electric light and power companies have out
numbered the private companies. 

In terms of numbers, and in proportion to privately owned com
panies, municipal ownership has assumed greater significance with 
each passing year. 

II. 

Among the questions which naturally are raised by these observa
tions one seems to be of sufficient importance to warrant immediate 
analysis. 

What factors caused the number of municipal establishments to 
expand so rapidly until 1922 and thereafter to decline with even 
greater rapidity? 
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The answer to this question depends largely upon the economic 
conditions of the times. 

Before the World War, two considerations caused cities and towns 
to own and operate electric light and power establishments: 

First, the inability of isolated small towns to secure the construc
tion of generating plants or transmission lines by private capital; 

Second, the belief of many citizens in towns and cities already 
served by private establishments that public control of rates and 
service by franchise, by local and State Commissions, or by any 
means then available other than municipal ownership did not secure 
to consumers, especially domestic consumers, as low rates and ade
quate service as conditions of operation would warrant. 

In 1922, over 84 per cent of all municipal establishments were in 
towns of less than 5,000 population. If the size of the municipality 
is increased to 25,000 population, almost 98 per cent (2,522) of all 
municipal establishments are included. Only 0.6 per cent of municipal 
companies were in cities of 100,000 inhabitants or over. 

In addition, 52.4 per cent of the value of plant and equipment, 64.8 
per cent of the revenues, and 68.4 per cent of the number of customers, 
in 1922 were in cities and towns of less than 25,000 population. 

These data taken from United States Census reports indicate the 
part that municipal ownership and operation had come to play in 
the smaller cities, towns, and hamlets during and immediately after 
the war. 

Although municipal ownership is confined largely to small centers 
of population, the census of 1922 nevertheless listed 59 municipal 
establishments in cities of 25,000 population and over. Eight of 
these establishments were in cities of 100,000 to 500,000 inhabitants 
and eight more in cities of 500,000 population or more. Included in 
these larger cities are Los Angeles, Cleveland, Seattle, Tacoma, and 
Jacksonville, Florida. 

Most of these larger municipal systems are in competition with 
private companies and were established with the express purpose 
of compelling a reduction in rates or an improvement in service. 
Probably the most notable systems are those in Los Angeles, in 
Cleveland, with its domestic lighting rate of 3 cents per kilowatt 
hour, and in Tacoma, with its extremely low rates due to an advan
tageous situation with respect to hydro-power generation. 

These facts are mentioned not only to give some notion of the num
bers of large municipal establishments, but also to indicate that the 
larger cities have installed municipal systems after an unsatisfactory 
experience with privately owned and operated companies. 

The next part of our inquiry relates to the rapid decline of the 
number of municipal establishments since 1922. This development 
has been simply one sidelight of the consolidation and merger process, . 
a process made possible economically by improvements in the effi
ciency of large steam-electric turbo-generators and in coal utilization, 
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together with more efficient methods of transmission. As a result, 
the scale of central electric station operation has expanded in two 
directions, first, in a much larger generating unit than formerly
now 160,000 kilowatt capacity in some cases-and, second, in greater 
transmission distances-now 200 miles or more when costs of genera
tion are relatively low. 

In order to take advantage of the economies of large-scale opera
tion, the electric companies sought to enlarge the market for their 
power by purchasing or building additional transmission and distribu
tion lines; in fact, they reduced rates to industries, to private 
electric companies, and to municipalities, in order to induce them 
either to purchase current or in many cases to sell their systems to 
the large-scale private company. 

According to data compiled by the National Electric Light As
sociation, some 1,412 cities and towns are listed as having at one 
time or another turned from municipal to private operation. Of this 
number 845 places (59.8 per cent) were hamlets of less than 1,000 
inhabitants. Another 494 systems were in towns of 1,000 to 5,000 
population. Thus 1,339 of the 1,412 municipalities turning to private 
operation were small towns, villages, or mere hamlets. 

Very few of the larger cities (that is over 30,000 population), 
possessing municipal establishments are to be found in the list, 14 
to be exact. Only one city (Pittsburgh) has a population of over 
100,000. Beside,s, others either abandoned the municipal system 
many years ago or had only a plant for street lighting and other 
municipal purposes. Berkeley, California, disposed of its plant in 
1893, a plant which produced only street lighting. Lakewood, Ohio, 
and Portsmouth, Ohio, both turned from municipal to private opera
tion about 1908. Another city of over 30,000 inhabitants to espouse 
private operation a good many years ago was Moline, Illinois (in the 
early eighties). 

In fact, of the 14 cities mentioned in the National Electric Light 
Association survey, only five have chosen to change from municipal 
to private ownership since 1922. At the same time, uot one of the 16 
municipal systems serving cities of 100,000 population or more in 
1922 has chosen to change over to private operation. 

These facts merely serve to emphasize again the point made above, 
namely, that the rapid disappearance of municipal establishments is 
to be found only in the extremely small towns and villages; in the 
larger cities there is no marked movement away from municipal 
ownership and operation. 

It is important to note that the small systems-municipal or pri
vate-have become parts of the superpower, consolidated corporations 
generally not because of dishonest or inefficient management, but 
because merger meant economies of operation and lower rates, which 
would not accrue under small-scale, isolated operation. That this 
decline in numbers of companies-municipal or private-has been due 
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predominantly to technical and economical forces and not to inefficient 
management has been recognized by most students of the electrical 
industry. 

Not all municipal systems, which have been purchased by private 
companies, are expected to aid the new owners through further 
economies of operation. In some cases, excessive prices (over
capitalization of the earnings) have been paid for municipal estab
lishments because of a desire to eliminate municipal ownership or 
because of an expectation of recouping these outlays later through 
ineffective state control of rates and service. 

Furthermore, some cities and towns have disposed of their estab
lishments-often at a heavy loss-because of the chicanery or 
incompetence of public officials, the ignorance of the public, or actual 
or threatened price cutting where the private company was in a 
position to compete with the municipal establishment. On the whole, 
however, it is undoubtedly true that the vast majority of municipal 
systems, which have been sold to private companies, have disappeared 
before the irresistible advantages of large-scale, consolidated opera
tion. 

III. 

Thus far the tacit assumption has been made that the small isolated 
municipal establishment has uniformly given way to superpower 
.systems. 

Such is not the case. 
According to a preliminary report issued by the United States 

Census on August 17, 1927, the significant reductions in municipal 
ownership have occurred in only 20 of the states, including Alabama, 
Florida, Georgia, Kentucky, Louisiana, Mississippi, Missouri, North 
Carolina, Oklahoma, South Carolina, Tennessee, Virginia (all south
ern states), and Illinois, Michigan, Minnesota, Ohio, and Pennsyl
vania (principally in the eastern and middle-western section). 
These states, all with a substantial amount of municipal ownership 
in 1922, had a combined loss of 370 establishments or somewhat more 
than 20 establishments per state. 

In contrast with this situation, the preliminary report disclosed an 
actual increase in the number of municipal systems in 13 states 
between 1922 and 1927, the significant increases occurring in Cali
fornia, Colorado, Iowa, Kansas, Massachusetts, Nebraska, Utah and 
Wyoming. No change was noted in Connecticut, Idaho, and Rhode 
Island. Thus 16 of the 48 states, including Kansas and Nebraska 
with more than 200 municipal establishments apiece, either experi
enced no decline or an actual increase in numbers. 

There appear to be at least three reasons for this contrast in 
development: 
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First, most of these states in which municipal ownership has 
declined are in the Appalachian Mountain area, which contains val
uable hydro-power sites and deposits of high quality coal, both of 
which facilitate the development of highly efficient generating plants. 
An extensive interconnected electric system must have low cost genera
tion per kilowatt hour in order to overcome the expenses of long 
distance transmission. The fact that a large majority of the mu
nicipal establishments which have been discontinued in recent years, 
were in states in close proximity to coal and hydro resources and where 
large private electric systems have developed since the war, is evi
dence of this relationship. 

Second, the density of the number of isolated establishments
municipal or private-in any given area, has been a factor. In 
states with a high density of small isolated municipals, Georgia, 

• Illinois, Michigan, Ohio, Oklahoma, and Minnesota, among others, it 
required fewer miles of transmission line on the average to connect 
the various distributing systems with central generating plants than 
it does to connect the widely scattered municipals in California, Colo
rado, Utah, Washington, or Wyoming. Hence, it was more profitable 
for the private companies to purchase municipal establishments in 
the former than in the latter groups. 

A final consideration, which has caused the municipals to disappear 
more rapidly in the South and Middle-West than in other sections of 
the country, may be tenned the "drive" of certain power utility 
executives in the former area. It is pretty generally true that the 
large private establishments have sought out the municipals for 
purchase more often than the municipal establishments have 
approached the private owners with the same purpose in view. Un
doubtedly, many municipals have sold or otherwise disposed of their 
electric light and power plants both in the South and Middle-West 
because of the aggressive action of the few leading executives in 
these areas. When such pressure is absent, the cities and towns 
already operating electric plants more often retain them. 

IV. 

The preceding analysis has dealt with municipal establishments, 
regardless of whether the municipality generated or purchased the 
power it distributed to consumers. It is important to ascertain, how
ever, what the trend of development in this direction has been in 
recent years. · 

Studies completed by Professor Dorau and others under the direc
tion of the Institute for Research in Land Economics and Public 
Utilities for the states of Wisconsin, Massachusetts, Missouri, and 
Minnesota, reveal quite clearly the fact that a much larger propor
tion of municipals are purchasing energy than ever before. Until 
1919, more than one-half of the 105 municipal establishments in 
Wisconsin generated all of the current distributed. In 1926, only 
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25 out of the 90 municipals generated all or even part of the energy 
sold to consumers. 

In Massachusetts, this movement has been even more striking. 
Until 1914, at least one-half of all municipal establishments there 
generated all of the energy distributed. After 1914, in spite of a 
slight growth in the number of establishments from 39 in 1914 to 
42 in 1926, the ownership of generating equipment so declined that 
no municipally owned generating plant remained in 1923. Similar 
trends were observed in Missouri and Minnesota. 

For the United States, as a whole, according to United States 
Census figures, more than three-quarters of municipal establishments 
generated at least part of the electricity distributed until 1917. 
After 1917, the movement away from generation and towards pur
chase was rapidly extended. According to the United States Census 
of 1922, only 1,739 (out of a total of 2,58"1) municipal establishments· 
generated all or part of the energy distributed, leaving 842 estab
lishments to purchase all energy from other sources. For 1928 it is 
estimated by the Electrical World that not more than 1,120 generating 
plants remained among the 1,910 municipal establishments then in 
existence. 

These data help to explain, along with other factors, why the 
private systems have been unable to absorb more than a fraction 
of the municipal systems in such populous states ;is Massachusetts, 
Iowa, Missouri, Wisconsin, and Minnesota. The people apparently 
are in fayor of retaining their distributing systems and disposing 
of their generating plants. Thus there is developing a mixed system 
of municipal and private ownership which promises to go farther 
before an end is reached. 

v. 

In the preceding sections, I have dealt with the number and loca
tion of municipal establishments and drawn some comparisons, in 
these respects, with "commercial" or private establishment. Let us 
now note the importance of municipals, absolutely and relatively to 
private companies, as shown by value of plant and equipment, gross 
revenues, kilowatt capacity, number of consumers, number of em
ployees and number of towns served. 

In spite of the decline in the totals of municipal and private estab
lishments since 1917, the electric light and power industry has gone 
forward rapidly during the past decade or so. 

Between 1917 and 1928, the capital invested in the industry rose 
from $3,245,000,000 to $10,300,000,000; the gross revenues increased 
from $526,000,000 to $1,908,000,000; the energy generated and im
ported increased from 26,663,000,000 to 84,700,000,000 kilowatt hours; 
and the number of customers advanced from 7,178,000 to 23,400,000. 
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Most of this expansion has taken place under private auspices, 
and serves to emphasize a condition which has always prevailed
that either in terms of totals or averages, only a small fraction of 
value of plant and equipment, of revenues, of sales, of consumers, or 
of employees, has been under municipal auspices. The pertinent data 
are brought together in the following paragraph. 

In 1922, according to United States Census figures, the value of 
plant and equipment of municipal stations was only 5.3 per cent of 
the total value of all stations; their gross revenues from the sale of 
energy, 8.2 per cent; their expenses, 7.8 per cent; their dynamo 
capacity, 6.3 per cent; their output, 4.9 per cent; the number of their 
employees, 9.7 per cent; and the proportion of customers served, 12.9 
per cent. 

In addition to controlling practically the entire electric light and 
power industry, the average private station is much larger than the 
average municipal station. Considering the total of 6,355 establish
ments operated in 1922, it appears that the average value of plant and 
equipment was $1,120,656 for private stations and $91,306 for mu
nicipal stations; the average total revenues for the year were, private 
stations, $261,443 and municipal stations $33,102. The private com
panies served on the average of 2,936 customers, while the municipals 
served 637 customers. 

In terms of ratios, the private companies on the average owned 
plant and equipment valued at about 12 times the value of similar 
municipally owned property, received about 8 times as much revenue, 
and served nearly five times as many customers. 

Data published by the national Electric Light Association for 1927 
show that on the whole these discrepancies in favor of large scale 
private operatiOn have increased slightly in recent years. Even so, 
it is surprising to learn that in spite of a decline in the number of 
cities and towns served by municipals from 2,940 in 1922 to 2,250 in 
1927, and an increase of cities and towns served by private companies 
from 12,953 in 1922 to 17,750 in 1927, the percentage of energy sup
plied to consumers by municipals remained constant. 

Apparently, municipal establishments, although losing out in the 
extremely small hamlets, are attracting customers even more rap
idly than the private companies in the larger towns and cities. 

Nevertheless, the fact remains that municipal establishments secure 
a very small proportion of the electric light and power business of the 
country-even in sales to domestic consumers, their chief field of 
operation. 

Why? 

VI. 

Undoubtedly, many reasons for this situation might be discussed, 
but three seem worthy of special mention. 
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In the first place, the public in this country is now and always has 
been skeptical of the merits of public management which it believes 
to be incompetent and corrupt. This fact is well known and has been 
effectively used by political and industrial leaders to keep the public 
from becoming too much interested in government ownership. Prob
ably, it will take an extraordinarily convincing showing of the superior 
merits of municipal ownership over private ownership to change this 
attitude, although the existence of about 2,500 municipal stations 
in 1922 serving over 1,640,000 consumers in 2,940 cities and towns 
suggests that these fears apply only partially to this utility. 

Aside from the traditional prejudice against government owner
ship, one must cite certain difficulties encountered by municipals, but 
not by private owners, and all apart from questions of chic2.nery 
or other public immorality. 

The states often restrict municipal activities within the confines of 
the city limits and thus keep the municipals from making advantageous 
contacts with other municipalities or the citizens of outlying areas. 
No similar limitations are ordinarily laid upon the private com
panies. The municipal systems cannot, therefore, gain the advantage 
of interconnection and highly specialized engineering and manage
ment now accesible to private plants except by becoming a part of 
privately owned interconnected systems. 

Furthermore frequent changes of public officials and the absence 
of adequate salaries tend to keep the quality of municipal manage
ment somewhat below that secured by private capital. 

Finally many states limit the bonded indebtedness of municipalities 
to a certain amount, and this forces the city or town to have private 
utilities, including the electric light and power system, if the city 
or town is already bonded near the limit. 

These are three important reasons why it is difficult to manage a 
municipal plant as well as a private one, and, therefore, why it has 
been difficult to secure the establishment of municipal systems--even 
granting the public wanted them. 

A third major cause of the failure of municipal ownership to 
;make greater strides is the ignorance or indifference of the small 
domestic users towards the problem of control of rates and service, 
particularly rates. Few Americans seem to know that municipal 
ownership in Ontario, Canada, has secured for domestic consumers, 
that is, household users, unbelievably low rates without placing any 
burden on the taxpayers (except for rural electrification) or the 
commercial and industrial power users of the province. 

In 1928, the municipalities served by the Hydro-Electric Power 
Commission of Ontario distributed 86.8 per cent of the kilowatt hours 
sold for domestic service at an average charge of 1.9 cents or less per 
kilowatt hour. About 12.1 per cent more was sold at an average 
charge of 2.0 to 3.9 cents per kilowatt hour and only 1.1 per cent 
was disposed of at an average charge of 4.0 cents or more per 
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kilowatt hour. The average charge for all domestic service was 
about 1.8 cents per kilowatt hour. 

A recent study of electrical rates in New York state indicates that 
the average charge in that state by private companies for domestic 
service was about 5.6 cents per kilowatt hour in 1926. Since the 
Ontario Hydro Power system pays only a small amount in taxes, 
some allowance should be made for this element in favor of the private 
companies . Experience has shown that the portion of xevenues 
paid in taxes by private electric light and power companies in the 
United States averages not more than .15 cents per kilowatt hour, 
an amount which, if added to the average charge of 1.8 cents in 
Ontario, would not raise the cost to dom:estic consumers above 

.2.3 cents per kilowatt hour. This still leaves a discrepancy of over 
3 cents per kilowatt hour in favor of municipal operation. 

Part of this is due, undoubtedly, to the influence of low cost genera
tion made possible by Niagra Falls, which is responsible for some 
85 per cent of all power sold by the Hydro-Electric Power Commis
sion. But this does not explain all, for we find that the Buffalo 
General Electric Company, using power generated at Niagra Falls, 
charged ·domestic consumers in 1926 on the average, 3.4 cents per 
kilowatt hour, or nearly double that of the whole Hydro Power sys
tem including cities far distant from sources of supply (Windsor) 
or served by higher cost hydro power stations (Collingwood in the 
Georgian Bay System). 

If rates in Buffalo are compared with those in Hamilton, Ontario, 
the discrepancy is made a little more real. In 1926, according to 
Professor W. E. Mosher of Syracuse University, an ordinary domestic 
consumer, using 36 kilowatt hours per month, with a permanently 
connected load of 1 kilowatt, in a house of six rooms and a floor area 
of 1,400 square feet exclusive of unused basement and attic, paid 
95 cents (2.6 cents per kilowatt hour) in Hamilton and $1.59 in 
Buffalo ( 4.4 cents per kilowatt hour). Hamilton is not only a much 
smaller city than Buffalo, but it is about twenty miles farther distant 
from the source of power at Niagra Falls. 

It is believed by some that the low rates to small domestic consumers 
in the Hydro Power system are made possible only by placing the 
rates on industrial power somewhat higher than necessary. If power 
rates in Western New York are a criterion for judgment, it is an 
undoubted fact that users of power in Ontario are again the recipients 
of lower rates except when the amounts consumed are very large. 

Again comparing Hamilton and Buffalo, the small user of industrial 
power in 1926, consuming 2,000 kilowatt hours per month, with a 
connected load of 10 kilowatts, a power factor of 85 per cent and 
with no restrictions as to hours or month of usage, paid a rate of 
$23.19 (1.16 cents per kilowatt hour) in Hamilton and $35 (1.75 cents 
per kilowatt hour) in Buffalo. If the consumption of industrial power 
is raised to 288,000 kilowatt hours per month, with a measured 
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demand of 1,000 kilowatts, a power factor of 85 per cent, a voltage 
of 4,000, and no restrictions as to time of use, the rates favor Buffalo 
slightly. The cost in 1926 for this power in Buffalo was $2,379.75 
(.83 cents per kilowatt hour) and in Hamilton $2,427.64 (.84 cents 
per kilowatt hour) . 

The conclusion is obvious, therefore, that this "league of municipal
ities" in Ontario, which must meet fully all items of cost, including 
operating expenses, depreciation, interest, and rentals, as well as 
retire its bonds in a definite period of time and create reserves for 
contingencies and obsolescence, and at the same time, can cut domes
tic charges to an average of 1.8 cents per kilowatt hour without 
burdening the taxpayers or other classes of consumers, must cause 
the public to wonder at the reasonableness of domestic light rates in 
the United States. As yet however little has been done by citizen 
groups to investigate the situation. 

No municinal light and power system in the United States can be 
compared with the Ontario "league of municipalities," either as to 
extent of operations or low rates charged. Nevertheless, the mu
nicipal systems in many cities and towns are able to meet all operating 
and fixed charges and retire the bonds against the property at rates 
which are either no higher or actually less than those charged by 
private companies operating under the same conditions in the same 
area. 

For example, the domestic consumer may purchase power from 
the Cleveland Municipal Company at a rate of 3 cents per kilowatt 
hour, whereas in the neighboring city of Columbus, Ohio , which is 
served by the privately owned Columbus Railway Power & Light 
Company, the charge is 6 cents per kilowatt for the first 50 kilowatt 
hours per month, 5 cents per kilowatt hour for the next 75 kilowatt 
hours per month, 4 cents per kilowatt hour for the next 100 kilowatt 
hours per month, and 3 cents per kilowatt hour for all over 225 
kilowatt hours per month. Both of these establishments are in a 
prosperous financial condition, yet the municipally served domestic 
consumer enjoys considerably lower rates than the privately served 
domestic consumer. 

Where the municipal does not lower its rates to consumers below 
the level generally charged by priv-ate companies i.n the same terri
tory, it has been possible in some cases for small cities and towns 
to meet all operating and fixed charges as well as to contribute power 
free for city purposes and to contribute to the general fund whereby 
certain services-such as city hospital benefits, public health nursing, 
and sewage disposal-are rendered to the community below cost. 
Princeton, Illinois, a town of a little more than 4,000 population, 
between 1900 and 1914, received enough in revenues to ineet all 
taxes, principal, and bond interest incurred in the construction of its 
electric light and power system, and, at the same time, to meet all 
the economic costs of operation. Recently this town, through the 
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installation of modern Diesel generating equipment, has been able 
to lower rates to a · level slightly less than that proposed by the 
Illinois Power & Light Company which wished to purchase the 
Princeton plant. Along with this reduction in rates, the city of 
Princeton has continued to furnish free services to its citizens from 
surpluses of electric light and power revenues. 

It is not safe from these examples to offer the generalization that 
municipally owned companies will in all cases be able to operate 
successfully at rates equal to or less than the schedules generally 
applied by privately owned companies. The fact , however, that 
such cases of successful operation may be found should, if known, 
cause domestic consumers to ask whether the domestic rate structure 
in this country is not somewhat higher than necessary or whether 
municipal management may not under certain circumstances secure 
lower rates-assuming that private management has already fixed 
its rates on a basis consistent with reasonable earnings. 

VII. 

If the data here presented are accurate and representative and 
the analysis sound, the following conclusions would appear to be 
warranted: 

First, that the number of municipal establishments increased until 
1922 and decreased after 1922. 

Second, that the number of private systems, although more numer
ous than municipal systems, have declined in number since 1917 and 
today are actually in the minority. 

Third, that the municipal establishments are located primarily in 
small cities and town~ and hence are small scale in character, 
although some sixteen cities of more than 100,000 population possess 
municipally owned plants. 

Fourth, that the decline in the number of municipal establishments 
after 1922 occurred among the smaller cities and was primarily a 
phase of the consolidation movement which eliminated even more 
rapidly the small privately owned electric light and power plants. 

Fifth, that the decline in the number of municipal establishments 
was not uniform throughout the United States, but was confined 
largely to the southern and middle western portions of the country 
where cheap hydro and steam generating power, together with a 
high density of isolated plants, created a favorable situation for the 
development of extensive interconnected systems. 

Sixth, where such favorable conditions were lacking, or where the 
municipal operating unit was large in scale, or where there was a 
disposition to retain distributing equipment and purchase power 
from private companies, municipal establishments tended either to 
hold their own or actually to increase in numbers. 
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Seventh, that a marked tendency for municipals to distribute 
purchased power in recent years was noted. 

Eighth, that municipal systems, in terms of value of plant and 
equipment, of gross revenues, of kilowatt capacity, of output and of 
number of consumers, have always been of relatively small impor
tance in the electric light and power industry. 

Ninth, that this failure is probably due to a variety of causes, 
chief of which are the widespread skepticism of the competency and 
honesty of public management, the legal and technical difficulties 
which place municipalities at a disadvantage in comparison with 
private ownership and operation, and the ignorance and indifference 
of the small domestic users toward the problem of public control 
of rates and serv-ice. 

So far as the immediate future is concerned, it seems highly prob
able that a considerable number of municipal establishments will 
continue to disappear and large operating units under private owner 
ship will be in turn substituted. 

Pride in municipal ownership (an undoubted fact in many cities 
and towns) will sooner or later be forced to accept private ownership, 
if privately owned, interconnected systems make possible lower rates 
than small scale isolated municipal systems. 

Furthermore, there is no evidence of any recent development of 
sentiment in favor of municipal ownership, and the role played by 
this method of control will probably decline in relative importance 
if not in absolute importance. 

Nevertheless, the writer does not believe that the present rate 
of decline in the number of municipal establishments will be main
tained until all have disappeared. When conditions of generation and 
transmission are not favorable to interconnection, municipal estab
lishments will be able to compete in rates and service with the pri
vate companies. Even when conditions are favorable to intercon
nection, local pride, inertia, a desire to frame a financial policy for 
both local utilities and city government as a whole, and a belief that 
state regulation of private companies fails to assure low rates to 
domestic consumers, will tend to keep in existense a considerable 
number of small municipal electric light and power systems. 

Besides, the larger cities, already operating electric plants, have the 
advantages of an extensive market as well as large, efficient, generat
ing units, without the disadvantage of heavy transmission costs 
from busbar to distribution lines. There seems to be no reason, on 
economic grounds, why these plants should not continue to operate 
indefinitely under municipal ownership. 
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THE EFFECT OF COST OF ELECTRICITY ON USE 

BY J. D. ROSS 

(From WHAT ELECTRICITY COSTS, New Republic, Inc., New York, 1933. Edited 
by Morris Llewellyn Cooke) 

FIXED COSTS 

There is a vast amount of housecleaning to be done in the methods 
of charging interest and depreciation in our accounting system. 

For instance, every power system has a large item for "Operating 
Costs." The average for this should be about the same relative 
amount whether public or private, as it represents largely the cost 
of labor and materials used in operation. Certainly the private 
concerns are not lower in operating costs than the public concerns. 

Besides this, all private power concerns and mo~t public concerns 
carry depreciation often to the extent of 3 per cent of property value. 
The Seattle Municipal Plant marks off about 3 per cent per annum. 
A careful check showed that only about 5 per cent of this depreciation 
allowance is actually used for replacements, that being done under 
operating expense. The carrying of Operating Costs and Deprecia
tion is confusing to say the least. Only a negligible amount of 
depreciation allowance is used for the purpose a ssigned. One 
account, that of Operating Expense, is sufficient. 

In addition to this, an allowance should be made for redemption 
of bonds. This sum certainly would not be more than 3 per cent. 
Now, if any concern under State regulation does not so expend this 
allowance for bond redemption, it is its own fault and its status year 
by year should be adjusted accordingly. 

Most public plants carry both redemption and depreciation. Why 
they do so no one knows, possibly as the song says, because "it's an 
old Spanish custom." It is time this custom was obsolete. 

We set aside depreciation supposedly to pay off the indebtedness 
over the life of the plant.3 We carry redemption for the same reason; 
this time the price of a second plant; we are paying the same thing 
twice, and all the time under Operating expense we keep up our 
plant to a high standard. Surely one generation should not do all 

3Private companies usually make a nnually a depreciation appropriation. In earlier 
days this was supposed to be s uch an amount ( l) t h a t if a llowed to accumulate at an 
assumed r a te of interest for a p er iod equal to the s up posed li fe of the plan t would 
at the en<l of the p eriod r esult in an amount equal to the cost of t he plant less any sal
vage value, or (2) a lareer annual appropriation that would without compound inter
est produce the same result; in the latter case, the reserve would be used to pay for 
new pla nt, u pon which the public would not be expected t o pay a r eturn. When, 
as in publicly o wned pla nts , the capital is raised through a bond issue, we make an 
annual redemption appropriation, w hi ch will at the end of the redemption period 
resul t in a fund equal to the amount of the bonds, this tim e also equal to the priee 
of the plant-Ed. note. 
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this. One well maintained plant at the end of the life of the bonds 
with all indebtedness wiped out is surely enough t o hand to the next 
generation. Especially is this true when state regulation g ives the 
next generation not only a plant well maintained but one with all its 
debt still on its back with no actual fund to meet it. 

Let us stop estimating fixed costs that should never materialize. 
Let us use a proper r edemption account and quit at that. 

Since this r edemption money pays off the debt year by year, the 
average debt will be only half of the initial debt, or nearly so. Thus, 
the interest charge will average only half the initi al interest charge, or 
nearly so, in those cases wher e r edemption is delayed in the first 
years. 

Thus, if the interest rate is 6 per cent the average interest rate of 
any bonds will be closer to 3 per cent. 

Interest and Redemption then become the items of fixed cost. Taxes 
and insurance are not fixed but variable. They are often included 
as fixed costs and may be placed there or in operating costs, or in the 
case of a public plant taxes should come from profits. 

If dividends a r e hidden as depreciation, the practice should stop. 
If one plant can reduce its actual fixed costs and another cannot 
there must be something wrong with its financing methods. 

That this is the true situation is easily proven by the actual 
fixed costs now being paid by the following electric systems: 

The Ontario system, the largest in the world, pays: 

Per Cent 
Interest · ·········--------------·----·------········------------·················-·-------···-2.77 
Depreciation ............................................................................... 1.96 
Redemption ................................................................................ 2.28 

Thus, if depreciation is used, the fixed costs become: 

Per Cent 
Interest ...................................................................................... 2. 77 
Depreciation .............................................................................. 1.96 

Total ................................................................................ .... 4. 73 

Or, if we choose to use redemption to pay off our debt, the fixed 
costs become : 

Per Cent 
Interest ··································--··-·········------------·--·········-------- -----2. 77 
Redemption -----------------------------------------------------·········------ ------------2.28 

Total ----························-------------------············ ········--------------5.05 

It is absurd to demand both when all the private concerns do not 
charge redemption or use depreciation for this purpose as intended. 

The fixed costs of Los Angeles public plant are given for 1931 as: 
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Per Cent 
Interest ------------------------------------------------------------------------------ --____ __ 2.82 
Depreciation ------------------------------------------------------------------------------ 2.57 

Total -------------------------------------------------------------------------------- ____ 5.39 

The fixed charges of Tacoma including depreciation-5.01 per cent. 
The fixed costs of Seattle are: 

Per Cent 
Interest -------------------------------------------------------------------------------------- 3.16 
And Depreciation ________________________________________ __________ ____ __________ __ ____ 2. 94 

6.10 

Or Interest ---------------------------- ----------------------------------------------------3.16 
And Redemption ____________________________________ ________________ __ ____ ____ _____ ___ 2.86 

6.02 

The fixed costs of Winnipeg are ____________________________ 5. 73 per cent 

Where can anyone find justification for estimating 11.5 or 12 per 
cent as is so often done? 

And yet, the light and power user of this nation has paid for years 
6 per cent on billions of dollars, 6 per cent, unearned, a stupenduous 
tax with no reason for its existence. 

The latest figures for the light and power industry of the United 
States give a Capital Cost of $12,600,000,000 (twelve billion, six 
hundred million dollars); 6 per cent of this amounts to $756,000,000 
(seven hundred fifty-six million dollars) per year. 

The yearly revenue from sale of electric energy ($2,140,000,000-
two billion, one hundred forty million dollars )-is about 17 per cent 
of the Capital Cost; therefore, 6 per cent of the Capital Cost is 35 
per cent of the yearly bill for electricity, a possible reduction that 
is enormous indeed. 

The fault here lies wholly with the state legislatures, the men who 
framed the utility regulation laws. Our utility commissions must 
follow these laws . . They have no other alternative. What we need 
is an entirely new deal as to interest, depreciation allowance, and 
redemption of bonds. Approximately half of the interest now being 
paid would carry the inv-estment at the same interest rate, and the 
3 per cent depreciation allowance usually given is more than enough 
to redeem the bonds and bring the fixed costs down to nothing as 
the years go by. 

Average costs of interest and redemption are really only 5 per 
cent to 6 per cent of capital cost when properly handled instead of 
10 or 11 per cent to 12 per cent under systems carrying no redemption. 



68 The University of Texas Bulletin 

PROSPEEITY AND RATE REDUCTIONS 

EXTENSION OF REMARKS OF HON. EDWARD P. COSTIGAN 
OF COLORADO 

In the Senate of the United States Monday, March 26 (legislative day 
of Tuesday, March 20), 1934 

Address of Basil Manly, Vice Chairman Federal Power Commission, City Club of 
Boston, March 9, 1934 

Mr. Costigan. Mr. President, on March 9, 1934, Hon. Basil Manly, 
Vice Chairman of the Federal Power Commission and former joint 
chairman with ex-President Taft of the War Labor Board, delivered 
a carefully considered and forceful address in which, in part, he 
stressed the value for industrial leaders and the public of mass 
production and distribution, with reasonably reduced rates, in the 
electric light and power industry. I ask unanimous consent to have 
this address printed in the Congressional Record. 

There being no objection, the address was ordered to be printed 
in the Record, as follows: 

I am here today to tell you about the work of the Federal Power 
Commission and its relation to the efforts of citizens in every part 
of the country to secure cheap and abundant electricity. 

The power question has become a national issue. It directly con
cerns every American household and every American business. Our 
domestic comfort as well as our national prestige depend upon our 
working out a practical and constructive solution of the many prob
lems which it involves. That is the objective of the Federal Power 
Commission. 

Such a program is necessary because the leaders of the industry 
failed to discharge the public trust which had been reposed in them. 
They have had an almost unrestricted opportunity to serve the public 
and build up a sound, well-managed industrial structure. But, with 
rare exceptions, they have been weighed in the balances and found 
wanting. 

For many years before the crash of 1929 the utility magnates 
were sitting on top of the world. Their friends were entrenched in 
the seats of the mighty at Washington. They were free from any 
effective regulation by States or the Federal Government. Their 
stocks and bonds had been built up into an unstable pyramid, whose 
sole foundation was operating-company profit. But, in spite of the 
insecurity of this financial structure, their securities continued to sell 
at fantastic prices, because of the belief of investors in the honesty 
and integrity of the leaders of this great public-service industry. 

The press agents and propagandists, lavishly financed by the 
power corporations, were teaching the public, as well as the children 
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in private and public schools, that the utilities were model corpora
tions managed by archangels and supermen. Contributing gener
ously to the campaign funds of both the, great political parties, the 
financiers, promoters, and managers of the power industry felt secure 
against the growing opposition in both Houses of Congress and in 
the legislatures of the widely scattered States. 

Today these utilities are on trial to determine whether their 
responsible officers and directors now have sufficient courage, intel
ligence, and statesmanship to adjust their policies and methods to 
satisfy the demands of a public opinion that has been aroused in every 
section of the country. 

I have no intention of reviewing here today the misdeeds of 
those who have wrecked great corporations, robbed the consuming 
public, ruined innocent investors, and sought corruptly to influence 
the schools, the colleges, and the public press of the nation The people 
now know the facts and are insistently demanding that the old order 
of things in this industry be ended forever. 

It is sufficient to direct your attention to the fact that the difficulties 
under which the utilities are now laboring and the losses which 
innocent investors in their securities have suffered are the result 
indefensible mismanagement, wreckage, and looting by corrupt or 
incompetent officials, directors, promoters, or financiers rather than 
the result of any policy or any punitive action on the part of the 
authorities of the Federal Government or those of any State. 

Insull holding-company stocks and bonds are today almost worth
less, not because of anything that has been done by Government 
officials but because Samuel Insull and his henchmen sold the pub
lic what were in effect counterfeit securities and then deliberately 
diverted to their own private gain the relatively small amount of 
real value that underlay them. And Insull's best defense, which is 
no defense in either law or ethics, is that he did only what other 
leaders of this great industry were doing. 

It is true that public-utility securities are now depressed, but that 
is not due to Government competition in the Tennessee Valley or at 
Boulder Dam, or to any other policy of the Roosevelt administration, 
as the utility propagandists are seeking to make the public believe. 
The best proof of this is the fact that the price index of public-utility 
securities, as reported by the Wall Street Journal, reached its lowest 
level of 16.35 in July, 1932, when Herbert Hoover was President of 
the United States. Now the public-utility-security index stands at 
about 26.50, representing an increase of 62 per cent above the level 
at which it stood when Franklin Roosevelt was nominated. 

The worst damage now being done to investors in utility stocks and 
bonds is coming from the calamity howlers of Wall Street, who are 
shouting from the housetops that the industry is being wrecked by 
the Federal Government's program for the development of great 
waterpower resources, that would otherwise be running to waste, 
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and by the efforts of State commissions to reduce excessive rates 
for electric light and power. 

These prophets of destruction are pursuing the same mad course 
in relation to the utilities that they followed for a generation with 
respect to the railroads. Resisting every public effort to secure lower 
railroad rates, to modernize equipment, to regulate securities in the 
interest of a sound financial structure, and to place the valuation of 
railroad properties on a basis of actual prudent investment, they so 
loaded the rail carriers down with high freight and passenger rates, 
excessive capitalization, and obsolete equipment, that they were unable 
to meet the competition of busses, trucks, airplanes, and waterways. 
Today progressive railroad executives, under the inspiration and 
leadership of one of the ablest citizens of Massachusetts, Hon. Joseph 
B. Eastman, Federal Coordinator of Transportation, are cutting 
freight and passenger rates, installing modern high-speed equipment 
and providing house-to-house freight delivery. These progressive 
policies are already building up freight and passenger traffic and re
storing their railroads to a sound competitive basis. 

The leaders of the electric utility industry in the present crisis 
have an exceptional opportunity to display industrial statesmanship 
and check the rising tide of public hostility and suspicion which the 
policies and events of recent years have directed against them. They 
can, if they choose, place the industry on a sounder and more endur
ing financial basis than it has ever enjoyed since Thomas A. Edison 
opened the Pearl Street Station some 40 years ago. They are in 
control of an industry that is sound and relatively efficient from an 
operating standpoint. To succeed they must rebuild its financial 
structure and revolutionize its public policies. 

First of all, they must immediately and voluntarily revise the rate 
structure for residential and small commercial consumers so as to 
give home owners and storekeepers cheaper rates and more desirable 
service. They must provide rates that will promote rather than 
discourage the use of electricity through the score of appliances that 
science has developed to lighten household burdens and increase 
domestic joys. The utilities will inevitably be repaid by an increase 
in the use of electric current that will not only expand the volume 
of business but materially straighten out the load curve and thus 
reduce unit costs of operation. 

After they have taken this initial step of promotional rate reduc
tion they must keep on reducing rates from time to time in progres
sive steps until a rate structure approximating that of the Tennessee 
Valley Authority has been put into effect throughout the length and 
breadth of the land. In pursuing this policy of progressive rate 
reduction they will not only bring back the sunshine of public favor 
which they once enjoyed but they will put their companies in a sounder 
and more stable financial position than they have ever enjoyed. 
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This apparent paradox of securing larger and steadier profits by 
reducing residential and small commercial rates arises out of two 
fundamental principles which every intelligent utility operator 
knows but which have never been understood by the bankers and 
financiers who control the industry and determine its policies. 

The first of these principles is that there is no industry in which 
the expansion of mass production and mass distribution yields 
such handsome returns as in the electric light and power industry. 
The reason is so simple that even a child can understand it. After 
the distribution system is in place for a house or a store, every kilo
watt-hour of energy sold to a customer over and above the amount 
necessary to cover fixed charges, maintenance, and commercial ex
pense costs a utility nothing more than the bare operating expense. 
Even if you have an old, high-cost generating plant, in which your 
bare operating costs run as high as 6 or 7 mills, you can make money 
by inducing customers to use more current at 2 cents a kilowatt-hour 
after your basic costs have been provided for in the earlier steps of 
a promotional schedule. But if you have a really modern, low-cost 
plant, in which operating costs are 2 mills or less, the profit possibili
ties that flow from increasing the consumption of electricity are 
tremendous. 

The second principle, which has been abundantly demonstrated 
during the depression, is that the business of supplying residential 
and small commercial consumers is, year in and year out, the stead
iest that any utility can have. When a business slump comes, the 
industrial electric load fades away like the proverbial snowball in 
Hades. But no matter how hard the times, homes must be lighted, 
dinners must be cooked, and stores must display their wares. 

It follows from these two principles that those utilities will be most 
enduringly prosperous which bend their energies to building up their 
domestic and commercial business to a high level of consumption and 
a high load factor through a policy of progressive rate reductions. 

In support of the validity of these principles, I might cite the ex
perience of many municipal plants, both in the United States and 
Canada, which have progressively reduced rates to very low levels 
with satisfactory financial results. I prefer however, to describe 
the results achieved by a privately owned company located in the 
Nation's Capital which is some 200 miles from the source of its fuel 
supply and has almost no industrial load to boost its plant-capacity 
factor. 

Ten years ago, after a period of endless litigation which had exas
perated public opinion in Washington, the Potomac Electric Co. 
entered into a contract with the Public Service Commission of the 
District by which it agreed to reduce rates each year by an amount 
representing one-half of its surplus earnings over and above 71h 
per cent on an agreed valuation of its property. For convenience, 
we will call this the "Washington Plan." At that time the rate 
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charged for domestic service was 10 cents a kilowatt-hour. In the 
first year, under this plan, rate reductions amounting to $762,000 
were made. The domestic rate was cut to 71h cents. 

The board of directors of this company, like those of every other 
utility with which I am acquainted, naturally expected that this would 
be the end of rate reductions, because it was impossible for them 
to conceive that there would be any profit at all, much less a surplus, 
after a 25 per cent rate cut. But the principles which I have 
enunciated came into play, the people used more electricity, and each 
year a substantial surplus was piled up to be applied to rate 
reductions. Every year for 10 years there has been a substantial rate 
reduction for the people of Washington, until today they have a rate 
.schedule which approaches that announced by the Tennessee Valley 
Authority. They pay 3.9 cents for the first 50 kilowatt-hours, 3.3 
cents for the next 50 kilowatt-hours, 2 cents for the next 100 ·kilo
watt-hours, and 1.5 cents for everything over 200 kilowatt-hours. 
I use electricity in my home for lighting, cooking, refrigeration-in 
fact, everything except heating-and my bill for a 12-room house 
averages less than $8 a month. 

Now, what has happened to the poor utility company while this 
ruinous and unending series of rate reduction has been taking place? 
Get out your handkerchiefs and prepare to weep for the widows and 
orphans and other innocent investors who had put their savings in 
in bonds or preferred stock of this oppressed company. They couldn't 
buy its common stock because that was all held by the street-railway 
company. 

In 1924, before this terrible rate-reduction policy went into effect, 
the company earned three and four-tenths times its bond interest, 
after allowance for depreciation and taxes. That made it a fairly 
sound investment; but in 1932, after 8 years of rate reductions, and 
with rates less than a third what they were in 1925, the company 
earned 12 times its bond interest. At the same time the earnings 
on the common stock, which is tightly held by the street-railway 
company, have advanced under this policy of progressive rate reduc
tion from $26.90 in 1924 to $68.08 in 1932. 

These spectacular financial results, I want you to understand, have 
been achieved under a voluntary agreement and substantially without 
litigation, except for the proceedings relating to the recent successful 
move of the Public Service Commission to secure a more generous 
provision for continued rate reductions. This freedom from litigation 
and the complete elimination of the valuation controversy are, in my 
opinion, two of the most valuable features of the "Washington Plan," 
because they not only remove an incentive for inefficiency and padding 
capital accounts, but give the responsible operating officials a chance 
to attend to business and improve service instead of spending their 
time seeking to circumvent commissions and influence legislatures. 
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Before leaving this case of the electric rates in the Nation's 
Capital, I want to point out one other feature that is most impressive 
and which may perhaps penetrate even a Wall Street banker's intel
ligence. In 1924, when the domestic rate was 10 cents a kilowatt
hour, 25 cents out of every dollar of gross revenue taken in by the 
company was available for dividends, after the payment of interest, 
taxes, depreciation, and all expenses. In 1932, when the domestic 
schedule had been cut to a maximum of 3.9 cents, the balance avail
able for dividends amounted to 40 cents out of every dollar of gross 
revenue. These facts and figures seem to demonstrate not only that 
this company has not been ruined by rate reductions but that it can, 
if it will, meet the Tennessee Valley rate schedule and, if necessary, 
go it one better. 

This is true, I firmly believe, of every soundly financed and well
managed operating company that is not being bled by holding company 
or other parasitical affiliations. This view finds support in the re
cently expressed opinions of some of the more progressive leaders 
of the industry. Samuel Ferguson, of Hartford, Conn., one of the 
few utility executives who has the sanity and courage to stand out 
against the holding-company mania, recently said: 

"Our ultimate goal is the complete electrification of every 
home with the use therein of from 300 to 600 kilowatt-hours 
per month for light, cooking, heating, refrigeration, hot 
water and other uses. Recently the T. V. A., backed by the 
resources of the Federal Government, has avowed its intention 
of achieving a similar goal and it has been inferred that pri
vately owned companies would suffer by comparison. Your 
company welcomes this challenge to match Yankee dollars and 
ingenuity against taxpayers dollars and the efficiency of 
governmental bodies. (From the Electrical World, March 3, 
1934, p. 319). 

If other utility executives and bankers will quit whining and show 
the same courage and business acumen, investors will have little to 
fear from public competition. 

I have taken a long time to reach the question of the policy and 
activities of the Federal Power Commission, but I have felt that it 
was necessary first to lay before you the necessity for a national 
power program and to show you why I believe that . the policy of 
securing for the people cheaper and more abundant electricity, which 
President Roosevelt has proclaimed, will not destroy the privately 
owned utilities, but that, if they will themselves adopt sound progres
sive policies, they will enter upon a period of enduring- prosperity, such 
as could never have been attained under the leadership of the Insulls 
and other plunderers who threatened the very existence of the indus
try ... 



AFFIRMATIVE MATERIAL 

(From Franklin D. Roosevelt, Looking Forward, p. 140. The John Day 
Company, New York. March, 1933.) 

... there has not only been lack of information (on the subject 
of power), and information difficult to understand, but there has 
been in the past few years, as the Federal Trade Commissi~n has 
shown, a systematic, subtle, deliberate and unprincipled campaign of 
misinformation, of propaganda, and, if I may use the words, of lies 
and falsehood. 

The spreading of this information has been bought and paid for 
by certain great private utility corporations. It has permeated the 
schools, the editorial columns of newspapers, the activities of political 
parties, and the printed literature in our book stores. 

A false public policy has been spread through the land, through 
the use of every means, from the innocent school teacher down to 
others far less innocent. 

THE APPEAL TO PREJUDICE 

"PIN THE BOLSHEVIK IDEA ON THEM" 

(Chapter LXII of Carl D. Thompson, Confesmons of the Power Trust. E. P. Dutton 
and Company, Inc., New York, 1932.) 

One of the settled policies in the propaganda of the utility corpora
tions seems to have been a steady and constant appeal to prejudice. 
Those who opposed the views or plans of the utility companies, and 
especially those who were active in their efforts to protect or promote 
publicly owned utilities and services, were persistently denounced 
as socialists, communists, and bolsheviks. 

Rob Roy McGregor, Assistant Director of the Illinois Committee 
on Public Utility Information, is on the stand. Judge Healy is 
conducting the examination: 

Question: In this paper here Mr. Mullaney stated to you 
that if you were running for the nomination for United States 
Senator against a man whose speeches had indicated that he 
favored public ownership, and you had to get up a series of 
speeches tackling him on that line, what have we that you find 
pertinent and useful? That was the thing put up to you? 

Answer: Yes, sir. 
Question: In response to that you prepared this document 

here? 
Answer: Yes, sir. 
And then the Judge went on to ask Mr. McGregor: 
If a Senator had made a declaration on the subject in favor 

of public ownership and operation ... you were prepared to 
use this piece of ready-made unpopularity against him? 
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Answer: I was not prepared to use anything. 
Question: You prepared this memorandum and recom

mended the use of this thing .... Point out to me the para
graph in which the merits of government ownership are 
discussed in that article. 

Answer: They are not discussed. 
Question: Read the last paragraph aloud for the record. 

Answer (reading) : This, of course, is not an attempt at 
writing a speech. My idea would be not to try logic or reason 
but to try to pin the Bolshevik idea on my opponent. (Our 
italics.) I do not believe that the theory of government own
ership would be much use except before a hand picked 
audience. 

Question: Is that the reason why you did not discuss the 
question of the merits of government ownership, as stated in 
that last paragraph? It was your idea not to try logic or 
reason. Logic or reason was to be left out of it. 
Answer: Yes, sir. (Our' italics.) 

Question: You were just simply trying to pin the bol
shevik idea on your opponent? 

Answer: Yes, sir. 
Question : Or if there had been no other kind of ready

made unpopularity you could use against him, you would use 
that? 

Answer: If I had been asked that question for the pre
paration of it, I would have prepared it to the best of my 
ability. 

Question: 
Answer: 
Question: 

of it? 

Did you prepare it to the best of your ability? 
Yes, sir. 

Why didn't you discuss the reason or the logic 

Answer: As I stated in the last paragraph, I did not think 
that it would be a political discussion; that the merits in an 
abstract way of government ownership would be of much 
use. 

Question: You simply tried to raise a prejudice against 
the man that proposed it and tried to pin the Bolshevik idea 
on hirn? (Our italics.) 

Answer : Yes, sir. (Our italics.) 
Mr. Healy: That is all.2 

EPITHET AND INNUENDO 

Besides this definitely settled policy of appealing to prejudice 
against those who advocated puQlic ownership, the literature of the 
utility corporations, their speeches, writings, etc., abound with innum
erable instances of epithet and innuendo. Efforts to promote public 
or municipal ownership are "insidious attempts."3 The municipal 
or public ownership movement is a "malignant cancer,"' "pure soph
istry," bunk,'" "hokum,''" a "pernicious doctrine."' The advocates 

'Notations such as this were inserted by the author.-Ed. note. 
2Pt. 2, pp . 68-72. 
•Exh. Pt. 3, p . 267. 
'Idem, p . 289. 
•Idem, p. 287. 
•Idem, p. 288. 
7Idem, p. 289. 
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of public ownership are "soothsayers." The government ownership 
movement is "like fire"; "it is our duty to step on its viper head 
whenever and wherever it appears."" 

Speaking of the public ownership movement, it is designated as 
"a damnable menace to the prosperity and progress of the electrical 
industry."0 Those who criticize the utilities or seek public ownership 
or control are denounced as "ignorant," "malicious," and "stirring up 
trouble in the hope of gaining personal or political advantage."'0 

The advocates of public ownership are "enemies of society."11 "They 
propose to overthrow the movement."12 The public ownership move
ment is "a monstrous outrage" ;13 "a sore boil"; "the din and howl of 

blatant politicians";" "rapacious incompetence .of irresponsible poli
ticians."15 "We must fight this deceitful propaganda as we would a 
den of rattlesnakes or a raging fire threatening destruction to our 
business and our people."'0 

Over and over again the public ownership movement is r eferred to 
as "communism's stepping stone."'1 

In a speech delivered in London on the subject of municipal own
ership versus corporate or private ownership, Mr. Bernard Mullaney 
of the Illinois Committee said: 

Government ownership is the masked advance ageP.t of 
communism-not merely the socialization of basic indus~ries 
for the common good as the "pinks" have it, but the commun
ism of the reds as the dictionary has it.lS 

SOCIALIST RIOT IN CHICAGO HIGH SCHOOL 

An illustration of the lengths to which the speakers for the utilities 
have gone in some cases in trying to create prejudices against public 
ownership and its advocates on the ground that it is socialistic is 
found in the case of a story of a riot that is said to have occurred on 
the part of certain high school students in the Englewood High School 
of Chicago in Englewood. 

According to this story, one of the teachers in the economics 
department in this particular school was said to have abandoned the 
use of the textbook entirely and was teaching and promoting public 
ownership, socialism, and radicalism to such an extent that parents 
of the scholars went to the superintendent of the school to protest. 

8/dem, p . 291. 
9 E xh. Pt. 4, p . 782. 
1•Exh. Pt. 3, p. 302. 
11Pt. 4, p. 219. 
12Exh. Pt. 3, p . 291. 
13E xh. P ts. 7, 8, & 9, p . 214. 
14ldem, p . 213. 
" Idem , p. 214. 
10E xh. Pts. 5 & 6, p. 882. 
'

7 E xh. Pt. 2, p. 353. 
18Pt. 2, p. 95. 
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Thereupon, according to the testimony, they were astonished to find 
that the superintendent knew what was going on but told them that he 
was helpless because, although he had three previous teachers in ecr
nomics dismissed for teaching this sort of thing, these teachers had 
been reinstated in spite of his protest because of certain political 
influences which they were able to use. 

And then, this utility speaker goes on to say, there was an after
math of all of this. The students of this particular high school 
staged a riot around the Art Institute on Michigan Avenue, Chicago, 
in behalf of some socialist leader in Mexico. And the riot was so 
serious, according to this speaker that it was necessary to call out 
the police and a more or less serious fight followed in which many 
arrests were made.19 

THE BOLSHEVIK IDEA 

WHO AND WHAT ARE SOCIALISTS, BOLSHEVIKS, ETC.? 

(Chapter LXIII of Carl D. Thompson, Confessions of the Power Trust. E. P. Dutton 
and Company, Inc., New York, 1932.) 

In view of the persistent charge of socialism, communism, bol
shevism, etc., against those who at one time or another have advocated 
to any extent or in any respect the public ownership of any utility or 
service, it is interesting to inquire just what is meant by socialism, 
and who and what is included in this epithet as used by the repre
sentatives of the utility corporations and their propagandists. 

No distinction is made, of course, between socialism and commun
ism; or between socialism and bolshevism. All are classed together 
indiscriminately, although, as every well-posted person knows, there 
are sharp distinctions. But the literature of the utilities is not 
written for discriminating thinkers but for popular purposes. 

The following references to the literature of the utilities in which 
the epithet of socialism, bolshevism, etc., is hurled indiscriminately at 
so many different classes and types of our American citizenship will 
serve to illustrate how loosely and unjustly these terms are used. 

ARE WE ALL SOCIALISTS? 

The following are the individuals, organizations, and groups that 
have been denounced by the utilities as socialists, socialistic, commun
ists, bolsheviks, etc. : 

(1) Those who believe in the Post Office and Postal Service are 
socialists, according to the power company propagandists.' 

'°Exh. Pts. 10-16, p. 938. Inquiries by the author directed to the superintendent 
of the Englewood High School and to the f>olice Department of Chicago developed 
no record of such a riot as is here described. 

'Exh. Pt. 3, p. 729. 
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(2) Those who believe in public roads are socialists, according to 
these people.2 

(3) The 7,000 cities in the United States that own their water 
works are socialistic, according to these definitions." 

(4) .Those who believe in and promote the Boulder Dam project 
are denounced as socialists.< 

(5) Those who advocate a minimum wage for workers are social
ists.° 

(6) The government ownership and operation of Muscle Shoals 
is denounced as socialism and an "outstanding example of the utter 
failure and wretchedness of recent attempts at government owner
ship or operation."° 

(7) Free silver and greenback money are included. 
(8) Populism. 
(9) The public ownership of railroads. 
(10) Public ownership of telegraph and telephones.7 
( 11) State hail insurance in North Dakota.• 
( 12) The compensation of soldiers and sailors oy insurance for 

military service is classed along with other socialistic plans. 
(13) Irrigation and reclamation projects are denounced as social-

istic." 
(14) The limitation of profits of utilities is classed as socialistic.10 

(15) An inheritance tax. 
(16) The regulation of public utilities is denounced as socialistic." 
(17) Those who call themselves progressives are especially danger-

ous socialists.12 

(18) Those who advocate a publicly owned power system such as 
they have in Ontario. 

(19) The government printing of corner cards on stamped en
velopes is socialistic.l3 

(20) The League of Women Voters is "implanting discontent, 
erroneous, and socialistic ownership propaganda."" 

(21) The Georgia League of Municipalities and Mr. John J. Egan1
• 

and all of their bulletins are socialistic.'" 

2Exh. Pt. 3, pp. 260, 629. 
•Idem, p. 259. 
•Idem, p . 259. 
•Idem, pp. 259-60. 
6 Exh. Pt. 3, p. 258. 
7/dem, pp. 236, 228. 
8Idem, p. 233. 
9Exh. Pt. 3, p. 259. 
10Idem. 
ll/dem, pp. 263, 264, 291. 
12Exh. Pt. 3, pp . 263, 265, 294, 295. 
13Idem, p. 749. 
14Exh. Pts. 5 & 6, p. 900. 
15Pt. 3, p . 536. 
16Exh. Pt. 3, pp . 1228-38, 1240. 
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(22) We are told that 98 per cent of all the textbooks in use in 
the public schools is "socialistic."17 

(23) The Kansas League of Municipalities "is extraordinary bol
shevik."'8 

(24) The representatives of the utilities even complain that the 
government building of levees in the Mississippi River is an unfair 
intrusion of the government into private business. Judge Healy was 
evidently somewhat surprised at this contention, for he pointed out 
that this was distinctly a public or government function. But the 
utilities do not see it that way. It is another example of "govern
ment in business" and, to that extent, of socialism.10 

(25) The Non-Partisan League of the Northwest, of course, is 
denounced as socialistic."0 

These and this class of people, then, are socialists, and the views 
which they advocate and promote, and the things which they and 
their municipalities, their state and federal government do are social
istic; and this is socialism, according to the views expressed by the 
representatives of the utility corporations. 

ARE YOU ONE OF THEM? 

If you receive or mail a letter-you are a socialist. If you walk 
on public streets or ride on the public roads-you are a socialist. 
If you live in any one of the 7,000 cities of America-New York City, 
Chicago, Boston, Philadelphia, Cleveland, Seattle, San Francisco, etc., 
and use water from the city owned mains-you are a socialist. If 
you believe in compensating the soldiers and sailors; if you believe 
in or support the United States Government in its reclamation proj
ects; if you believe in and support what the government has done at 
Muscle Shoals or Boulder Canyon; if you believe in inheritance tax; 
if .you believe in an effective regulation of public utilities; if you are 
a progressive; if you are a member of the League of Women Voters; 
if you are a member of leagues of municipalities, such as the one in 
Kansas or Georgia; if you live in any one of the 2,000 or more 
municipalities that own and operate their electric light and power 
systems and use the service of the city; if you read or study the 
textbooks in the public schools-

If you do any of these terrible things you are lost-you are a. 
socialist. 

17Exh. Pt. 2. p. 611. 
1•Exh. Pts. 5 & 6, p. 485. 

·'"Pt. 15, p. 238. 
20Exh. Pts. 5 & 6, p. 976. 
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WHAT IS A FAIR RATE OF RETURN? 

(.Excerpt from the Federal Trade Commission Report on Utility Corporations: 
Seventieth Congress, First Session ; Senate Document 92, Parts 

23 an d 24, Page 146.) 

Question. I asked you for the rate of return on the investment 
in Lehigh Power and Securities Corporation. That had not been 
figured out before you went on the witness stand, and I understand 
that you made the computation as you sat here? 

Answer. Yes. 
Question. Do you want to make a correction in your answer to 

that question? 
Answer. Yes. The return of $1 a share on the equivalent of the 

428,710 shares of Lehigh Power and Securities Corporation stock, in
stead of having been 460 per cent, was 2,191 per cent. 

REGULATORY COMMISSIONS 

(From Carl D. Thompson Confessions of the Power Trust, pp. 596-612, Chapter LXV) 
Published by E . P. Dutton & Co., Inc., N~w York 

REGULATING THE REGULATORS 

Three things stand out in the evidence presented in the hearings of 
the Federal Trade Commission in reference to regulation and reg
ulatory commissions: 

First, that a very close and friendly relation is maintained between 
the utility corporations and the regulatory commissions. 

Second, that the utility corporations regard the regulatory commis
sions as their chief protection and defense and, therefore, use their 
influence and efforts to have them maintained. 

Third, that there is a widespread and growing dissatisfaction with 
the performances of the utility commissions and a growing movement 
to have them abolished. 

FRIENDLY RELATIONS BETWEEN UTILITIES 
AND COMMISSIONS 

First of all, we note the "friendly relations" between the utilities and 
the utility commissions. From the Director of the Alabama Public 
Utility Information Bureau we have this: 

We also maintain friendly relations with the members of 
the Public Service Commission of Alabama, as 'Ne stand for 
state regulation, which is an issue to a greater or less extent 
in many states; they feel that we will uphold their hand. 
The Alabama Public Service Commissioners seem to appre
ciate the work of this organization.1 

'Exh. Pts. 10-16, p. 18. 
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This friendliness between the utilities and the commissions is further 
evidenced by the fact that in state after state, whenever the Com
mission has been under fire the utilities have come to their rescue. 
In Virginia, for example, we learn from the records that a "resolution 
has been introduced in both houses, . .. the effect of which, if passed 
and approved, will be to destroy the jurisdiction of the State Cor
poration Commission," and, therefore, the r epresentative of the 
utility organizations of the state is urging upon all of the companies 
that "every step should be taken to defeat the resolution in the inter
est of the public, the forward policy of the state, and the good of the 
utilities .. . Be sure to register your opposition to this measure by 
letters and telegrams to your representatives in the legislature, and 
by all other means in your power, and do it now."2 

Responding to this call, Mr. Cecil L. Reid, Vice-President ·of the 
Halifax Power Company of South Boston, Virginia, writes: 

I have personally taken the matter up with the Kiwanis 
Club and the Young Men's Business Association, and they 
have promised their active support and their efforts to kill 
this bill. 

Mr. Reid's letter then goes on to explain that he had written to the 
president of the First State Bank in Chase City to the effect that if 
this bill went through, the company would not consider building a 
transmission line into their town. He says: 

I have mailed him a copy of this resolution, and he promises 
that the business men of Chase City will use their efforts to 
align their representatives against same. 

The owner of this company is a very wealthy Philadelphian 
and is very ambitious for the development of this section. 
I expect to be with him Thursday and Friday. I will get him 
to have the representatives from this territory, with whom he 
has considerable influence, to try to kill the bill. 

The Young Men's Business Association and the Kiwanis 
club have decided to send a representative to Richmond 
tonight and take up the matter personally with their senator 
and representatives. 

If the writer can be of further service you may rest assured 
that I will be glad to do so.3 

VIGOROUS DEFENSE OF THE COMMISSIONS 

That the above is only a typical instance of the way the utilities 
went to the support of the reg ulatory commissions when they were 
endangered is shown by reports of the companies from New York 
State. The annual report of the committee on public service secur
ities for 1923 on its "legislative activities," says: 

'Letter of F. W. King to the Public Service Companies of Virginia. Exh. Pt. 3, 
v. 177. 

•Exh. Pt. 3, pp. 177-78. 
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The current year is one in which many state legislatures 
have been in session. There were more or less active efforts, 
in some cases political, in six states to break down statewide 
regulation of utilities and to revert to the harmful method of 
local regulation by the municipalities (so-called home rule). 
Much time and attention has been required of your committee 
and several group legislative committees, but in every case 
these home rule efforts were unsuccessful.' (Our italics.)" 

Similarly, in Tennessee, we are told, that "only the concerted 
activity of every public utility industry in the state saved the Com
mission in the Senate, the repeal bill being tabled by a vote of 18 to 11 
. . . Several times our back was to the wall but we managed to 
retrieve and came out sailing pretty smoothly ... When the governor 
called a conference of mayors and officials of the cities of the state 
to discuss the public utilities repeal, we saw that the gathering was 
liberally attend1:,d by about 15 or 20 of the smaller cities where the 
Commission's activity had been particularly helpful. This counter
acted the political hullabaloo of Memphis and Chattanooga to a very 
large extent."" 

In Missouri, according to the report of J. B. Sheridan of the 
Missouri Committee on Public Utility Information, "certain proposals 
looking to the abolition of the (regulatory) commission have come 
up in the constitutional convention," and he writes: 

I see the necessity of being prepared to support the com
mission either tactfully and quietly or openly and boldly, as 
the committee might decide when the time comes. 

Subsequent records show that the committee was active and suc
cessful in their efforts to protect and maintain the commission. 

Discussing the general policies of the utilities in a meeting at St. 
Louis in 1924, the secretary of the state organization mentions as 
one of the "well-defined general policies and plans of action, based 
upon the fundamentals of the public utility industry" and one that 
"is of great advantage in the direction of publicity work"-"support 
of the public service commission."' 

COMMISSIONERS GUEST SPEAKERS AT CONFERENCES 

Pursuant to this policy of creating friendly relations with the 
utility commissions, the National Electric Light Association made 
a point of inviting members of the various state commissions to 
attend their national conventions as guests and speakers. The re
cords show that in pursuit of this policy 

'Exh. Pt. 2, p . 738. 
•Nota tion s of this sort were inserted by t.he author.-Ed. note. 
•Exh. Pts . 5 & 6. P. 637. 
7ldem , p. 593. 



Ownership of Power and Light Utilities 83 

The total expenses for such speakers at the national 
conventions, 1920 to 1928, inclusive, is $12,332.20 The speak
ers included state commissioners of railroads and utilities, and 
employees of such commissions ... 

Mr. John F. Shaughnessy was paid $1,000 for his expenses in con
nection with attending and addressing the utility convention of the 
National Electric Light Association in 1926 at the time that he was 
Vice-President or Vice-Chairman of the National Association of 
Railway and Utility Commissioners and a member of the Nevada 
State Commission.• (Our Italics.) 

Hon. 0. C. Merrill, Executive Secretary of the Federal Power 
Commission of the United States Government, was introduced "as 
the chairman of the southern Appalachian water power conference" 
held in Asheville, N. C., in June, 1922, and delivered an extended 
address in which, among other things, he stated very clearly the 
basis for rate regulation and for purchase of the properties by the 
government or other public agency at the termination of the license 
or for their transfer to another licensee.• 

SUBTLE INFLUENCES 

In a speech by Mr. Leon C. Bradley, Director <if the Alabama 
Public Utility Information Bureau, reference is made to the efforts 
of the utility companies to influence the regulatory commission. He 
says: 

We have not overlooked members of the public service 
commission in our work and maintain the most friendly rela
tions with all of them, as well as the members of their staff. 
We have been assured of their appreciation of our work, and 
as one of them recently told the director, our work was mak
ing it easier for the commission to give the utilities fair 
treatment without arousing unfavorable criticism on the 
part of a misunderstanding public.'0 

The subtle ways in which the utility companies use their influence 
over the state regulatory bodies is indicated by such instances as 
that reported in New Jersey. At the annual meeting of the New 
Jersey Utility Association in May, 1924, a banquet was tendered, 
paid for by the association, and one of the prominent members in 
attendance was the "chief engineer of the New Jersey Utility Com
mission, Col. Philander Betts, whose expenses were paid."" 

•Pt. 7, p. 71. 
"Exh. Pts. 7, 8 & 9, pp. 191-196, especially p. 195. 
10Pt. 7, p . 128. 

"Idem, p. 61. 
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COMMISSIONERS AGAINST PUBLIC OWNERSHIP 

That these friendly relations had the desired influence in bringing 
about a fr iendly attitude on the part of the regulatory commissions 
towards the utilities is shown by the fact that in various reports, 
statements, and addresses by these regulatory commissions and their 
officers, there is a decided stand in favor of private ownership and 
in opposition to public ownership. For example, according to the 
record, "publia utilities commissioners favor private ownership 
(March, 1927) . The committee on public ownership and operation 
of the National Association of Railroad and Utilities Commissioners, 
who are charged with the regulation of public utilities in the various 
states, does not believe in public ownership, and in a report submitted 
at its annual meeting at Asheville, N. C., points out" a long list of 
arguments against municipal and public ownership." 

State utility commissions have not been quite so outspoken, it ap
pears, but we find at one place an extended address by Lewis E. 
Gettle, chairman of the Railroad Commission of Wisconsin, on "The 
Importance of State Committee Work as Regulatory Bodies See It." 
In this report Mr. Gettle highly commends the work of the various 
state committees of the utility corporations, saying that they are 
"admirably conceived and organized" and doing a work "closely 
essential not only to the comfort and convenience of the people but 
to the very existence of our modern social and business fabric. I am 
sure that the commissions welcome the activities of these committees 
and their bureaus as effective aids to the accomplishment of the com
mon purpose of the utilities and the commissions to establish and main
tain the highest class of service at the lowest r easonable cost."'" 

Halford Erickson, chairman of the Wisconsin State Railway Com
mission, "summarizes the results of his investigation of municipally 
owned utilities in Wisconsin," concluding that "municipal plants, as 
a rule, furnish poorer service than privately owned or operated 
utilities"; that they are "slow in r esponding to new discoveries and 
improved methods"; that discriminations in rates were as flagrant in 
municipal as in private plants"; that "low rates charged by municipal 
plants are not often due to the low cost of production but largely, in 
one way or another, upkeep, and other costs are shifted from the con
sumer as such to the taxpayer as such," and that " municipal plants 
are exceedingly backward in their methods of bookkeeping."" 

UTILITY MEN ON THE COMMISSIONS 

Looking more closely into the record we discover that this " friendli
ness" between the utilities and the commissions is something quite 

12Exh. Pts. 7, 8 & 9, p . 329. 

13Exh. Pt. 2, pp. 693-94. 

"Exh. Pts. 10-16, p. 846 . 
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substantial. In some cases the utilities seem to have had their own 
men on the commissions. 

Thorne Browne of Nebraska.-Horace M. Davis, Secretary of the 
Nebraska Public Utility Information Bureau, testified that when 
Thorne Browne was a candidate for re-election to the Nebraska Rail
way Commission the utility companies were discussing ways and 
means of "raising some money to assist Mr. Browne's campaign."15 

And Mr. Davis himself although of a different political party than 
Mr. Browne was also discussing means of raising further contribu
tions to Mr. Browne's campaign fund. When pressed for details, and 
especially for the name of the party with whom he was carrying 
on this discussion, Mr. Davis repeatedly declined to mention the 
name. Finally he was told that the commission would adopt meas
ures compelling him to answer, whereupon he finally mentioned the 
name of F. E. Helvey, Secretary for the Insurance Federation of 
Nebraska, as the party with whom he had discussed the matter of 
contributions for the election of Thorne Browne to the State Railway 
Commission of Nebraska. 

In spite of the support of the utility corporations, Thorne Browne 
was defeated for re-election, and Mr. Davis was discharged as Direc
tor of the Nebraska Utilities Information Bureau, and Mr. Browne 
was given the place. In a letter written by Mr. Davis to John N. 
Cadby, Executive Secretary of the Wisconsin Utilities Association, 
Mr. Davis throws this interesting light upon this political situation: 

Last fall T. A. Browne was defeated for re-election to the 
State Rail Commission. Our people were particularly inter
ested in him and lost immeasurably in his defeat. They fig
ured they owed him something-true enough. 

So they let Davis out to make a place for Mr. Browne. 
Here is certainly an interesting and significant situation. A mem

ber and chairman of a state utility commission is revealed as a man 
in whom the utilities are "particularly interested"; so particularly 
interested that they seem to be deeply concerned about securing his 
re-election to the commission; and, failing in that, felt that they 
"owed him" so much that they make a place for him as secretary 
of their state information bureau, and do it in such a "clumsy way" 
that Mr. Davis, who was discharged to make the place for him, 
"felt peeved" and gave the whole thing away in a letter to a fellow
secretary in another state.16 

In one place Mr. Browne is spoken of as "a common carrier from 
the outside-who is now doing his work from the inside."11 

Frank Smith on the Illinois Commission.-Another glaring instance 
of the close and friendly relations between a state utility commission 

1 5Pt. 11, p. 76. 
'"Exh. Pts. 5 & 6, p . 1083. 
11Exh. Pt. 3, p. 608. 
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and the utility corporations was that of Frank Smith, Chairman of 
the Illinois Commerce Commission. Here was a man in whom the 
Insulls of the Middle West Utilities Company were so interested 
that, according to the record, they contributed heavily to secure his 
election to the United States Senate. Before the Reed Committee 
of the Senate, as we have explained in a previous chapter, Samuel 
Insull testified that he contributed $272,000 for use in the Illinois 
political campaign of 1926, and that the money was distributed to 
the Frank L. Smith, Small-Lundeen, and Harding organizations. 
Dec. 9.1" 

OTHER COMMISSION "FRIENDS" OF THE UTILITIES 

Another significant evidence of the friendly relations between the 
various regulatory commissions and the utility corporations is found 
in the numerous instances in which members of these commissions 
are promoted to lucrative positions in the employ of the utilities. 
The number and frequency of these instances cannot be overlooked by 
one who reads the record. Without attempting to compile a complete 
list, the following are some of the more striking examples of these 
promotions of the members of regulatory commissions to positions 
of importance in the service of the utility corporations: 

(1) George F. Oxley, formerly secretary of the Colorado Public 
Utilities Commission, becomes director of the Department of Public 
Information of the National Electric Light Association.1

• 

(9) G. C. Maxwell, former secretary of the Ohio State Public 
· Utilities Commission, becomes an active speaker and propagandist 
for the utility companies and "traversed the entire State of Ohio, 
telling the story of the utilities." Especial emphasis was placed 
upon the fact of his previous membership in the regulatory body 
of Ohio by the utilities in advertising the importance of his service 
to them. 

His position and long service with the State Utilities Com
mission, of course, had made it possible for him to learn of the 
problems, affecting the utility industry from the standpoint 
of both the operators and the public. This gave him a pres
tige before audiences and a drawing power that could hardly 
be accorded any one else in other situations. (Our italics.) 20 

Mr. Maxwell was paid $3,600 a year and expenses and, according 
to the word of the utilities, he was such an extremely effective 
speaker that "if any came to scoff, they remained to pray. If any 

I•Pp. 245, 274. 
1"Pt. 1, p. 19. 
2"Exh. Pts. 5 & 6, p. 948. 
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came resigned to being bored ... they met with surprises. If any 
came with deeprooted prejudices, they left thinking and wondering."21 

(11) Thorne Browne, above mentioned, chairman of the Nebraska 
State Rail Commission, became secretary of the Nebraska Utilities 
Information Bureau upon being defeated for r e-election to thle 
regulatory body.22 

COMMISSIONS AS "BUFFERS" FOR THE UTILITIES 

Whatever may have been the attitude of the utilities towards regu
lation and regulatory commissions at the beginning, they seem now 
to have come to look upon them as their surest and best defense. On 
every possible occasion and in connection with every phase of the 
question, the utilities are constantly assuring us that regulation and 
the regulatory commissions are a complete protection to the public 
and an absolute safeguard in all respects. 

In an article in The A m erican City of March, 1921, quoted in the 
Commission records, there is a discussion of "the change in attitude 
of the public service companies toward state regulation." And in this 
article the utility commissions are described as buffers for the 
corporations. This article reads: 

Now the utilities fear that the Legislature of Illinois may 
do away with the Public Utility Commission of that state. 
They fear that by so doing the utilities will become a "politica l 
football." They want the protection of the commission, even 
though they do sometimes reduce the profits, operating salar
aries, and management fees, and criticise managerial meth
ods of the utilities. Utilities realize that it is due to the 
public utility commissions alone that many of them are able 
to live and do business. These · are, of course, hard days for 
the public service commissions . . . The public is dissatisfied 
with the creature it has created. It is not keeping rates for 
gas, water, electricity, trolleys, and telephones down, but 
constantly permitting them to mount higher and higher ... 
Thus that which was the protect ion of the public a few years 
ago is now considered by the public to be its menace, and that 
which, in the mind of the utility operator, menaced the life 
of the utility and took away its individuality and independ
ence is now its protec tor!' 

In view of this changed attitude of the utilities and the settled 
conviction that the utilities are their chief defenders, these utilities 
have ·gone to great lengths in trying to convince the public not only 
of the need and value of the regulatory commissions but that this 

ZlE xh. Pts . 5 & 6, pp. 950-51. 
" E xh. Pts . 5 & 6, p p . 1082-83. 
23Exh. Pts. 7, 8, & 9, p . 415. 
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method is the one that guarantees the public the best and surest 
protection with reference to rates, service, etc. For example, as 
we have explained elsewhere, an elaborate and labored report, cost
ing many thousands of dollars, is prepared for the utilities by 
Murray and Flood, a firm of engineers, arguing at great length 
that "privately owned and regulated public utilities are superior to 
publicly owned and operated utilities.""' 

WHY THE UTILITIES DEFEND REGULATION 

In defense of regulation and the regulatory commissions the utility 
corporations are at great pains to emphasize the following matters: 

(1) N o Watered Stock.-Under regulation, according to the con
tention of the utilities no such thing as watered stock or the inflation 
of capital accounts is possible. We read in an article under "Dem
agoguery Versus Facts" that-

For years certain standardized terms-'extortionate rates'
and 'swollen profits'-and the 'watered stock, and 'Wall 
Street,' and 'oloa1;€d plutocr a t s' had been t he rhetorical 
Roman candle kit of every domagogue. There was no 
counter-emphasis upon the f acts, namely: 

(a) That public utility companies' rates are fixed by reg
ulatory authority ... which restrict earnings to an amoum 
sufficient only to cover operating costs and a fair return on 
the fair value of the company's property. 

(b) That 'swollen profits' are impossible since the com
pany keeps its books as prescribed by regulatory authority 
and reports under oath its income from ali sources, its 
rates being always subject to reduction if its net im'.ome 
exceeds regulatory sanctions. 

(c) That under regulation 'watered stock' is a term 
of no significance in relation to a company's rates and 
earnings (or in relation to its capitalization, so far as 
users of its service are concerned), since only fair value of 
the property and not capitalization-neither face value nor 
market value of stocks and bonds-is taken into account 
in ratemaking.'" 

Over and over again this idea that regulation has protected the 
investor and the public against the evils of watered stock or the 
inflation of capital accounts occurs. We read: 

There is no such thing, can be no such thing, as so-called 
"watered stock" in a utility company under commission form 
of regulation.'"' 

In previous chapters we have referred to the statement that 
" there is not enough water in the public utilities in Missouri to wash 

" Exh. P t. 2, p. 630 ff. 
2•Exh. Pt. 2, p . 147. 

2•E xh. Pt. 2, p. 729. 
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a baby's face";"' to the complaint against school textbooks because 
they said that the utilities water their stock; 23 and to the arguments 
of Dean Heilman and others to the effect that even if there were any 
inflations of capital stock it would not affect rates anyway.29 

Under this control of the regulatory commissions we are told that 
"all the water of the Atlantic would not affect rates under modern 
utility regulation.'"0 And, again, "even were a utility to be loaded 
to the guards with stock issues in excess of valuation, it would not 
have the slightest effect or bearing on the rates for service paid by 
the customer, as earnings of the utility company are based upon 
the value of its property; the securities outstanding having nothing to 
do with the amount the" utility is permitted to earn.'m And this 
same position is taken by Dean Ralph M. Heilman of the Northwest
ern University as we have mentioned." 

(2) No Excessive Rates.-It is also argued by the utilities that 
regulatory commissions protect the public from excessive rates. 
"Rates are fixed by regulatory authority," we are told ... "which 
restrict the earnings to an amount sufficient only to cover operating 
costs and a fair return on the fair value of the company's property.''33 

(3) No E xcessive Earnings.-It is also contended by the utilities 
that regulatory commissions prevent the utilities from receiving 
excessive returns."' 

Indeed we are told that the utilities earn no profits at all in the 
usual sense of the word: 

A grocer, butcher, dry goods storeman, manufacturer, etc., 
makes a profit. He has an article to sell; he takes the price 
it costs him; adds to that a charge known as overhead, a pro
portionate amount of his rent, light, heat, interest on his 
investment, clerk, or other labor charges; then he adds to that 
a certain sum which is his own profit. He does that with each 
article. 

But in the utility industry it is entirely different. There 
is no profit charged on a telephone call, a kilowatt hour of 
electricity, a cubic foot of gas, or an electric railway ride. 
Instead of charging a profit on its sales of service the u tility 
makes no profit. That charge, common to every other bus
iness is eliminated.35 

The same idea is found in the writings of the Missouri Committee 
on Public Utility Information."" 

21Exh. Pts. 5 & 6, p. 277. 
28/dem, p. 341. 
29Exh . Pt. 2, p. 37. 
30Exh. Pt. 2, p. 37. 
n1aem, p. 729. 

32Exh. Pts. 5 & 6, p. 493. 
"'Exh. Pt. 2, p . 147, and other r eferences as above and elsewhere. 
usee references above. 
a' Taken from the handbo<>k by the IIIin<>is Committee on Publi c Utility Infor mation; 

Exh. Pt. 2, p . 728. 
' 6E x h . Pts. 5 & 6, p . 466. 
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REGULATION A MEANS OF COMBATING 
PUBLIC OWNERSHIP 

Regulation is regarded not only as a buffer, a means and method 
of protecting the utilities from attack, but even more, it is considered 
by them as a means of combating public ownership. In the proceed
ings of the National Electric Light Association convention of 1926 
appears an article under the heading "State Regulation Through 
Commissions Urged as a Method of Combating Public Ownership and 
Operation." This appears in the form of a report of the Public 
Policy Committee of the National Electric Light Association, of 
which no less a person than Martin J. Insull was chairman." We 
have already seen how the utilities have made excellent use of the 
reports of the committees on public ownership and operation, gotten 
out by the National Association of Railway and Utilities Commis
sioners, which, of course, are distinctly f avorable to private owner
ship and against municipal or public ownership. In fact, these re
ports are quite partisan and distinctly propaganda material against 
public ownership.30 

PUBLIC FUTILITY REGULATION 

BY E. MICHAEL WHITE 

(From the Nation, May 3, 1933, Vol. 136, No. 3539, pp. 498-500, Oswald Garrison 
Villard, Publisher, 20 Vesey St. , New York.) 

The ability of the public-utilities monopoly to keep rates up to the 
1929 level has been one of the bright spots in the depression-that 
is, bright for the companies. It is a major problem for the con
sumer with a reduced income. In the three and a half years since 
November, 1929, all other prices have dropped with unbelievable 
rapidity to unbelievably low levels. This drop in prices has been 
accompanied by reduced incomes. Why have utility rates escaped 
the deflationary process? The answer is that the purchaser of a 
competitive product or service is at the mercy of the law of supply 
and demand and the vagaries of a competitive market, while the 
purchaser of gas, electricity, and telephone service is "protected" 
by public-utility regulation. This regulation which preserved utility 
properties from confiscation, so-called, in periods of rising prices, 
has utterly failed to protect the consumer in a period of falling 
prices. The facts tell the story. 

In September, 1929, the food bill for a typical workingman's 
family in New York City was $381.58 per year. In February, 1923, 

38Exh. Pt. 1, p. 139. 

••For the 1921 report see Exh. Pt. 2, p. 558. A similar report for 1920 will be 
found in Exh. 651, Pt. 2, p. 707. 
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the bill had been reduced to $212.65, a drop of 44 per cent. In Sep
tember, 1929, the same family paid $97.80 annually for three neces
sary services furnished him by the great utility companies. He paid 
$4 a month for his telephone, for which the New York Telephone 
Company allowed him sixty-six calls, $2.30 to the Consolidated Gas 
Company for 2,000 cubic feet of gas, and $1.85 to the New York 
Edison Company, a subsidiary of the same Consolidated Gas Com
pany, for twenty-five kilowatt hours of electricity per month. In 
February, 1933, he paid $4.25 for the telephone, $2.30 for the gas, and 
$2.30 for the electricity; a total for the year of $106.20. In other 
words, his annual bill for the three services increased $8.40 or 8 per 
cent. During the same period factory employment decreased 44 per 
cent in New York State, and factory pay rolls dropped 60 per cent. 

The electric bill of the average domestic consumer in the nation 
increased from $31.65 in 1929 to $33.64 in 1931. To be sure, he got 
more current for his money, owing to a decrease in the rate per 
kilowatt hour throughout the nation of approximately 7 per cent. 
During the same period, however, his income dropped approximately 
45 per cent, and a larger share of that reduced income ·went to pay 
what the economists call "rigid" utility prices. In addition to 
causing hardship for the individual consumer, the increasingly large 
share of our national income which is required to pay these "rigid" 
prices is a major barrier to economic recovery. 

Now let us look at the dividend record of the utility companies 
during the depression. In New York State total dividend payments 
to gas and electric companies increased from $72,020,334 in 1929 to 
$89,806,855 in 1931. This was in addition to increases in surplus. 
The companies serving New York City, most of which are owned 
by the Consolidated Gas Company, increased their accumulated sur
pluses during this period from $223,458,282 to $251,809,399. In 1932 
Brooklyn Edison, in addition to paying 8 per cent on its overcapital
ized common stock, increased its surplus by almost three million 
dollars. (That surplus had increased 250 per cent in the past five 
years.) The theory of a surplus is that it is built up in the fat 
years to provide for the lean. 

The rate of return on the book value of common stock of the 
New York utilities ranged from 8 per cent in the case of Brooklyn 
Edison to 25 per cent for the Syracuse Lighting Company, 41 per 
cent for the New York Light and Power Company, and 60 per cent 
for the Long Island Lighting Company. The 1931 dividend record 
was maintained in practically all instances in the low-water year of 
1932. One notable exception was the New York Edison Company, 
which was forced to reduce its dividend rate from 12 to 10 per 
cent! However, Consolidated Gas, the holding company to which 
the dividend was paid, declared the usual fifty-six-million-dollar divi
dend, which is at the rate of 11.7 per cent on its common. 

How about rates in New York City, where we are supposed to have 
one of the most enlightened and alert public-service commissions in 
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the country? Milo R. Maltbie, the new chairman of that commis
sion, in a letter to the New York electric companies in July, 1930, 
made an eloquent plea for lower rates. He wrote: 

The trend of electric rates has been generally downward, 
and N ew York City should lead the procession. A number 
of other cities have lower rates than New York City, and with 
the exception of areas having cheap hydro-electric power, New 
York companies ought to be in a position to serve their con
sumers at as low rates as any metropolitan center. A factor 
in the approval of mergers and consolidations permitted by 
this commission has been the economies which could and 
should be effected, and you have freely conceded that consum
ers should share in the economies. 

Does New York "lead the procession"? The following table of 
annual electric bills of customers using fifty kilowatt hours of cur
rent per month-the average for the country-demonstrates that 
the only procession which New York City leads is the procession of 
exploited consumers: 

Annual Bill 
New York CitY--------------------------------------------------------------------$36.60 Average for the country ____ _______________________________ _________________ 34.88 

Publicly Owned Plants 

Cleveland, Ohio _________________________ ______________________ __ ____ _________________ 18.00 
Los Angeles, California _____ _____________________ __ ________________________ ____ 24.60 
Kansas City, Kansas ____________________________________________ __ ______________ 21.60 
Seattle, Washington __________ _______________________ _______________ ______________ 28.80 

It is true that there have been tremendous economies in the pro
ducing of electricity in New York City as a result of mergers and 
advances in the industry, but these economies have not been passed 
on to the consumer. Between 1920 and 1930 the four subsidiaries of 
Consolidated Gas furnishing New York City with electricity enjoyed 
operating economies of at least $14,000,000. (These figures do not 
take into account the tremendous savings due to lower prices since 
that date.) The extra profit made -possible by these economies was 
paid to the holding company in the form of dividends on common 
stock. Consolid[(ted Gas raise1d capital necessary to expand its 
plant during these ten years by the sale of 51h per cent preferred 
stock to the general public. It used this money to buy the common 
stock of its subsidiaries, on which it receives a return of from 8 to 
16 per cent today-annual differential, $13,571,379. While the eco
nomies were taking place, the four electric companies increased their 
surplus by an average of $9,360,000 a year. 

One further fact and the picture is complete. That is the fact 
of monopoly. Five great banker-industrial groups control from 85 
to 95 per cent of the electric light and power industry of the nation. 
The electric and gas industry in New York State is dominated by 
three great holding companies-the Associated Gas and Electric 
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Company, the Niagra-Hudson Power Company, and the Consolidated 
Gas Company. The last two companies, controlled by J. P. Morgan 
and Company, supply over 80 per cent of the gas and electric con
sumers of the State. 

In 1929 the Legislature of the State of New York created a com
mission to investigate the system of regulation in the State. That 
commission, composed of the outstanding utility experts of the 
country, reported as follows: 

Effective regulation along the lines originally intended by 
the act (the public-service commissions law) has troken 
down and the consumer has been left to the exploitation of 
the monopolistic private companies which control the public 
services. 

The commission stated that Manhattan homes, for example, could 
get their electricity for a maximum of five cents per kilowatt hour if 
they were charged in accordance with the cost of serving them. That 
estimate was based on peak 1929 prices. But in 1933, when prices 
are at the bottom of the trough, the average consumer pays six cents 
per kilowatt hour and the small user pays an average of seven cents 
per kilowatt hour. Consolidated Gas, which was overcapitalized 
$150,000,000, had from 1921 to 1928, by means of coal surcharge 
fraud, collected $20,000,000 more than the increased cost of coal 
warranted. While the consumer was being defrauded, Consolidated 
Gas absorbed Brooklyn Edison, and the concrete result of that merger 
was an increase in cash dividends of $18,000,000. 

At the conclusion of its investigation, the legislative commission 
had this to say about the Public Service Commission: 

The Public Service Commission, as the evidence showb, has 
felt willing or obliged to sanction rates which cannot possibly 
be justified on any economically sound basis of control. It 
has tended to dodge every vital issue of a controversial char
acter because of its fear of court reversal, and has in effect 
surrendered to the utility companies the right to charge what
ever rates the conditions of their business and the monopoly 
character of their enterprise will support. 

If that was true in 1929, what words in the vocabulary of respectable 
men can describe the situation in 1933, when the 9light of the con
sumer has reached a new low? Following the report of that com
mission, Milo R. Maltbie, long an outstanding figure in public utility 
regulation, was appointed chairman of the commission, to replace 
Mr. Prendergast, who took a $50,000-a-year job with E. L. Phillips 
interests, whose companies he had been regula ting ineffectually. 
Under the leadership of Mr. Maltbie the New York Public Service 
Commission has attempted to reduce rates by a policy of negotiation. 
This new policy was a result of the difficulties inherent in a system 
of regulation. In a decision involving electric rates in New York 
City in 1931, Mr. Maltbie sought to justify a reduction of $5,500,000 
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which he had negotiated in place of reductions of from $15,000,-
000 to $20,000,000 which the consumers demanded, on the ground 
that "a bird in the hand is worth two in the bush." He pointed out, 
quite ably, the numerous obstacles to regulation-the time and expense 
involved, the uncertainty of the outcome due to the confused 
state of the law, the large number of companies under the jurisdic
tion of the commission (over 1,000) for whose regulation the com
mission has a limited staff, and the lack of a scientific basis for fixing 
rates. He referred to the New York Telephone case, which is a 
classic example of the wastefulness and inefficiency of the present 
system of regulation. That case was started in 1920 and is now on 
appeal to the Supreme Court. It required the taking of 62,864 pages 
of testimony and 4,232 exhibits, and cost $10,000,000. 

Mr. Maltbie went on to say that if the reductions offered by the 
companies in that case were not accepted, they would be withdrawn 
and the commission would be forced to resort to rate hearings, 
with all their delay and uncertainty. What a position for the public! 
If it does not want to accept reductions offered by the companies, it 
can take its chances with the courts and a commission whose chair
man is pessimistic about the outcome of a rate case. Here is a 
frank admission that the commission cannot regulate, that it can 
only "force" reductions which are consented to by the companies. 
This hat-in-hand policy means a surrender to the very monopolies 
which public-service commissions were created to regulate. It is 
such abrogation of control which was criticized by the legislative 
commission in 1929. 

In its annual report of 1932 the New York Public Service Commis
sion defended its policy of negotiation, stating that "the policy of 
obtaining reductions in rates by negotiation rather than by formal 
cases has been justified again by the results obtained in 1932." 
What were the results? Reductions in 1932 resulting from both 
negotiations and rate cases in 1931 amounted to $1,884,200. Reduc
tions negotiated in 1931 are supposed to save the consumers another 
$8,200,000 annually. Most of this last amount is accounted for by 
the reduction in electric rates in ;New York City, which resulted in an 
increased bill for 50 per cent of the customers, the small users who 
are least able to bear the increase. The total reduction is less than 
2 per cent of the revenues of the companies involved. A reduction in 
the dividend rate of gas and electric companies to 6 per cent would 
have meant an annual saving of $40,000,000. Such a reduction of the 
dividend rate of the New York Telephone Company alone would 
have meant a saving of $7,500,000 per annum. 

During the war and after, many utilities, faced with ruin because 
of the sudden increase in labor and commodity prices, sought imme
diate relief-without the formality of rate cases and valuations upon 
which they now insist. They got it. Rate increases were allowed 
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throughout the country on very limited showings by utility com
panies, and courts uniformly sustained these emergency measures. 
It was during this very crisis that Section 72 of the New York 
Public Service Commissions law was amended, giving the commission 
the power to fix temporary rates; and the New York Commission has 
stated recently in several cases that it can fix temporary rates without 
the necessity of a complete valuation of all company properties. 

The Wisconsin Public Service Commission has recently attempted 
to give the public the benefit of immediate and drastic reductions. 
In January, 1932, it cut telephone rates 12 % per cent, thereby reduc
ing the dividend rate of the Wisconsin Telephone Company to 6 per 
cent. The reduction had been preceded by an investigation of eleven 
months. It was set aside by a federal court after a three-hour 
argument, between trains. The federal court was recently reversed 
by the Supreme Court on procedural grounds and the case was sent 
back for reconsideration. The Wisconsin Commission does not know 
today whether its decision will be upheld by the Supreme Court. 

There is only one sure relief for the apparently helpless consumer. 
That is public ownership. The figures contained in the table quoted 
above are more eloquent than argument. Even the threat of public 
ownership would force the companies to see the light, but in New 
York State we are denied that weapon. The public-operation bill 
annually introduced into the New York State legislature, giving 
cities the power to operate their own utility plants, was defeated 
again this year. The representatives of the utility companies argued 
to the legislative committee that to allow cities to go into the business 
of producing gas and electricity would lead to "racketeering" and 
"extortion"! The politicians of New York City who recently appro
priated $50,000 in order to force rate reductions were noticeable by 
their absence from the hearing on the public-operation bill, which 
the Democratic Senate failed to pass. 

THE STATE ABDICATES: UTILITIES 
GOVERN THEMSELVES 

BY JOHN H. GRAY1 

(From a paper, bearin11: t his title, which Dr. Gray rea d a t the semi-annual meeting 
of the Academy of Politica l Science, April 11, 1930. Proceedings of the 

Academy of Political Scien ce, Volume XIV, No. 1; A cademy of 
Political Science, New York, 1930.) 

No nation can live permanently if any of its citizens or subjects, 
or any organized group of its citizens or subjects, is stronger than 
the state. This dictum conforms to the legal maxim that no man is 
fit to be judge in his own case and to Lincoln's statement that no 

'Professor in and Head of the Department of Economics, Graduate School of Amer
ican University, Washington, D. C.-Ed. note. 
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man is fit to have unrestrained power over another. We are always 
in an emergency in America. Emergency action is always ill
considered and usually temporary. 

The truth is that in all countries, at all times, the dominant eco
nomic group gives shape to governmental policies and accepted ethical 
codes. But this fact has taken on a new and more sinister signifi
cance in America today than ever before. The world never before 
saw a race so virile in body and mind thrown into contact with so 
great an extent and variety of natural resources and so far removed 
by nature from danger of outside interference. Furthermore, the 
race was not restrained by the age-old traditions of European 
nations. The people really believed that the natural resources were 
unlimited and inexhaustible. Therefore, when one appropriated and 
even wasted these resources he wronged no man, present or future. 
What he did, any other man could do. The economic doctrines of 
individualism, free competition and free contract were accepted as 
natural laws and worshiped as a religion. The closest parallel we 
have of an economic doctrine becoming virtually a religion is in Soviet 
Russia today. Again the pioneer population was chiefly agricultural, 
and was virtually equal in social, economic, and educational power. 
The population was politically speaking free and every man was left 
to look after himself. The Jeffersonian doctrine of the less govern
ment in business the better prevailed. Capital was but little devel
oped-credit less so. Transporta tion and credit were largely local. 
Such savings as were made went largely into the business that created 
them. Corporations were few. They were created mostly by special 
legislative act; in theory their capitalization in both stock and bonds 
were strictly limited by the state. Such were the theories, the ma
terial, social and political backgrounds of America until after the 
Civil War. 

To understand the transformation that has since taken place and 
its significance, we must look a little closer at some of these doctrines, 
particularly at that of competition. 

The economic doctrine of competition, as formulated by Ricardo 
more than one hundred years ago, still dominates the popular, the 
legislative and the judicial mind, but has been deserted entirely by 
business practice. That doctrine rested ultimately on natural law 
and involved certain fundamental assumptions which have no rational 
affiliation with a capitalistic age dominated by large, fixed, specialized 
capital, with world-wide markets, and all resting on an ocean of 
credit. 

Briefly stated, this highly individualistic doctrine assumed that, 
when two or more producers seek the same market, prices will be 
cut until a point is reached at which the most efficient sells at a 
profit, all others at a loss. It is further assumed that, thereupon, 
all who cannot sell at a profit can and will transfer, without serious 
loss, their capital and labor to more promising fields. If prices are 
then raised, capital and labor will return and again reduce prices. 
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In other words, both capital and labor are entirely mobile. Further
more, so far as the assumptions are true, all prices are .based on 
costs to the most efficient, and all reduced to a uniformity. All 
profits are leveled to a uniformity and to a minimum, based on costs 
to the most efficient plus the customary minimum profit, until only 
the most efficient remain: then you have monopoly. Every tyro 
now knows that in an age of fixed, specialized capital, serving wo'rld 
markets, and resting on credit, none of these assumptions is true. 
No company with billions, or even millions, of fixed capital stops 
selling goods because prices fall below cost. One of the leading 
retail merchants recently testified before a congressional committee 
that a skillful buyer could buy most of his goods below cost. Instead 
of ceasing to produce, under the circumstances, the producers, theory 
or no theory, law or no law, simply combine to limit output and 
to adapt the supply to the demand at a profitable price. But such 
a combination, to survive must take in a great lot of inefficient 
producers to prevent outside price-cutting. The result is that prices, 
instead of being based on cost to the most efficient, are based on cost 
to the less efficient, and the consumer is charged what the traffic will 
bear. Another result is a constant overproducing capacity. It is 
probable that from 70 to 80 per cent of the American manufacturing 
capacity could supply the demand today at any ~rice that would 
yield a profit on the investment. Another result is the alternation 
of boom and depression, known as the business cycle. The result of 
depression is wholesale unemployment. The latter gives us a side 
glance on the mobility of labor, and on the general slowness of 
competition. Perhaps the English coal-mining situation throws the 
most light on this problem. 

As overinvestment in industrial and commercial enterprises grows, 
the persons engaged in such fields bring more and more pressure on 
the government for legislation and administrative action to enable 
them to hold and enlarge their opportunities. It is not too much 
to say that for half a century now these classes have dominated the 
government, not in the interests of a permanent and worthy civiliza
tion, but to their own financial advantage and to the endangerment of 
civilization. So far as America today is not planless, the plans are 
all in the interest of special groups and not for the public welfare. 
England and America, being the first capitalistic nations to attain 
stable governments, were able to press this urbanization and com
mercialization with apparent safety so long as wealth and population 
were increasing at a phenomenal rate and vast overseas territory and 
populations could be exploited. When Germany undertook to emu
late them, war was the result. The collapse of England's for
eign trade showed the results of such a system. On the other hand, 
we, being virtually untouched by the war in man-power and wealth, 
found an added opportunity to expand the system. But apparently 
the rest of the world is about exhausted and we find ourselves at 
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present in depression with overinvestment in manufacturing capacity, 
considerable unemployment, falling prices, foreign trade dropping off, 
and general social unrest increasing. We go at the problem by true 
American emergency methods, under control of the dominant element. 
Their cry is, raise the tariff. They attempt to save themselves at 
the expense of the rest of the world. They prescribe the worst pos
sible remedy, sure to increase the hostility of all other peoples against 
us, to decrease the foreign trade on which we are now dependent for 
profits on our overexpanded productive investment, and to cause 
retaliatory action on the part of foreign nations. This element has 
not yet learned the primary lesson that impoverished people are not 
good customers and that in the long run a nation cannot sell goods 
to foreigners unless it buys foreign goods. 

If exploitation of natural resources was to go on after the Civil 
War on a large scale, larger corporations were necessary, and the 
corporation laws were relaxed. Up to 1889, the state determined the 
powers and duties of corporations, and prevented the growth of com
binations and even large-scale production. But beginning in New 
Jersey in 1889 powers were granted to one corporation to own shares 
in another, and, what was much more important, the incorporators 
were allowed to determine in their charters their own powers. Until 
that time, corporations were organized largely by men who owned 
the controlling shares and managed the companies. They had grown 
up in the business and knew it from beginning to end. The era of 
combinations, trusts and mammoth corporations then began. They 
were promoted by outsiders, financed profitably by bankers, and the 
uninitiated public was appealed to for funds. The stockholders lost 
all semblance of control over the management. Not only was the 
management separated from the ownership, with all the evils of 
absentee ownership, but the directors, under the new form of char
ter, were allowed to determine not only the policy of the corporation, 
and the distributive shares of the income, but even the values of the 
different shares in the ownership. The state thus abdicated its 
part in the control over corporate affairs. This is what Berle has so 
aptly called the new form of feudalism. 

The answer of the voters, justly afraid of unjust exploitation and 
monopoly extortion, was a mass of legislation meant to enforce com
petition. We got the federal Sherman Anti-Trust Law of 1890 and 
the Federal Trade Commission Act and the Clayton Act, 1914, and 
anti-trust acts in most of the states. If the public wanted the bene
fits of large-scale production, all these acts were a mistake from 
the beginning. For they rested on the profound fallacy (explained 
above) that competition in the Ricardian sense is impossible with 
large, fixed capital. The public then had its choice of doing without the 
benefits of large-scale production, of recognizing monopoly and at
tempting to regulate it, or of submitting to unregulated private mono
poly. But the public was too ignorant to recognize the facts, and un-
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dertook to compel competition. That effort has proven futile. Inci
dentally the United States alone of the great capitalistic nations has 
attempted to enforce competition. Interested parties found it easier 
to control the government, including the Supreme Court, and caused 
the acts to become a dead letter rather than repeal them. Hence the 
rule of reason and the putting to sleep of the Federal Trade Commis
sion. At least, we do not have competition and we do have monopoly, 
through single large corporations, through pools, through community 
of interest, through cartels, and through trade associations. The 
anti-trust acts, state and federal, have not enforced competition, pre
vented combinations, or protected the consumer. 

Let us turn now directly to the public utilities. The great Ameri
cancan public and the small business world (carefully coached on 
the point by propaganda of interested parties) still believe in competi
tion. When in any field it breaks down and results in intolerable 
conditions according to true American emergency action the legisla
ture declares the industry in question an exception to the general 
rule and undertakes to fix prices directly by public authority. Reg
ulation here is supposed to be a substitute for competition. But in 
the theory of competition fair prices-minimum prices based on 
cost to the most efficient-are fixed automatically, and no public action 
is necessary. Natural forces furnish the standard and achieve the 
results without the aid of man. But there is positively no standard 
of fair prices for the legislature or a commission to take as a meas
uring rod of fair prices. For no authority, public or private, has 
ever made significant cost studies as to the general costs in these 
industries or in different classes of service. Existing prices must 
always be compared with hypothetical prices. Still furthei- the 
apportionment of prices to different classes of consumers is purely a 
matter of social policy, resting neither on law nor on statistics, but 
on what portion of consumers it is socially advantageous to favor. 
After the total operating outlay of the whole enterprise has been 
met, how much shall be collected for capital return and how it shall 
be apportioned to different classes of consumers is purely a matter of 
social policy, a legislative matter of determining property rights and 
corporate rights, and no proper business of the courts. From what 
has already been said, it ought to be plain that the distinction between 
public utilities and other industries is simply a legal fiction with no 
economic basis whatever. Wherever competition in an economic 
sense, fails to work, there is the same need for r egulation as in public 
utilities. Competition actually fails to work in the case of most 
manufactured goods that enter into wide markets. 

When regulation was forced on the public utilities, in the face of 
tremendous opposition, it was customary for the promoters to water 
stock to the full extent of their ability, to unload the stock at any 
price whatever, within any time that they were willing to wait. 
It was then common for promoters to sell enough bonds to construct 
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the property, pay themselves large construction and financing profits, 
and keep stock which cost them nothing. If the country grew up 
to the enterprise rapidly enough, they made large profits. If the 
enterprise failed, they had already made large profits and the loss 
fell on the bondholders. This was the standard set by the utilities 
for themselves. When regulation tightened up on formal stock
wab~ring, the interests involved, yielding no whit of their desires 
or aims, set about to accomplish the same end by other means. First, 
by their influence on government, they induced the courts by tortuous 
reasoning to reverse their ruling to the effect that the fixing of a 
rate is a legislative function, to make it in fact a judicial function. 
No one cares, in the least, who has a right originally to determine 
a rate, so long as he has a right to prevent its going into effect. The 
right to annul a rate is, economically, a right to fix a rate. No 
legal quibble or judicial legerdemain can change the fact. 

The dragging into this field of the fourteenth and fifteenth amend
ments to the Constitution destroyed, once for all, the power of regu
lation. The fifth amendment was meant to prevent arbitrary 
action. It was aimed at absolute kings and despots and was not 
meant to prevent expert opinion on complex economic facts or 
sound public policy. The fourteenth amendment was enacted to 
prevent reenslavement of the blacks and not to furnish a code for the 
government of vast aggregations of capital. The sole occasion for 
regulation was to prevent speculative gains permitted from 
unregulated property. The doctrine of the court rests on the law 
of eminent domain, the expropriating of the title and the use of 
property. When the state fixes a rate it takes neither the title 
nor the use, but simply a part of what would be the speculative gains 
if there were no regulation. The aim is simply to fix a fair price 
when competition or natural forces fail to do so. In that sense regu
lation is meant to reduce what, without regulation, would be the value, 
based on earnings. When in Smyth v. Ames, 1898, the Supreme 
Court said that the company is entitled to "a fair return on the fair 
value of the property," it made all regulation impossible. The phrase 
fair value has never been defined by the court or by any one else. 
It cannot be defined. The phrase is not a legal phrase. The word 
"fair" belongs not in law or in economics. It is an ethical term. 
The word "value" has a well defined meaning in economics. The 
value of an industrial good is what it will exchange for and is de
termined primarily by its earnings, real and prospective. But the 
earnings of a utility depend on the rates. Therefore if a utility had 
a value it could not be determined until the rates were known. But 
value is determined on an open and unrestricted market for free 
and unrestricted goods. But there is no market in the sense here 
used for utilities, and utilities are restricted goods. Hence, there is 
no value. Mill truly said that where prices are not fixed by compe
tition they are assignable to no fixed law. But we are dealing here 
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with a field from which competition is excluded by law. We are, in 
fact, dealing with what the economist calls monopoly values. But 
by definition monopoly values are based on what the traffic will bear: 
that is, on what the public will pay rather than do without the 
service. 

The object of the monopolist is always to charge what will give 
him the largest net profit. So far as the economist discusses what 
he calls monopoly value, he concerns himself with the complex fears 
and social restraints and psychological influences which guide the 
legally unrestrained monopolist in fixing his price to get the largest 
profit under the existing circumstances. These influences range all 
the way from the fear of assassination and social ostracism to the 
fear of expropriation or government regulation. Such considera
tions do not concern us here. But in this field with which we are 
dealing, prices are fixed by governmental fiat with the sole pur
pose of preventing the utility from charging what the traffic will 
bear. The moment the state takes an industry out of the realm of 
unrestricted property, calls it a public utility and declares it subject 
to regulation, that property ceases to have value in the economic 
;:;ense of that word. The law has created a new category of property, 
a new phenomenon has appeared in the economic world. The prop
erty is then subject to a multitude of restrictions wholly inconsistent 
with and contradictory to the idea of value. Value implies and 
requires competition, a market and free contract, all of which are 
lacking from the utility field. 

To introduce the idea of value or the word value into the field of 
regulation is to confuse ideas and to destroy the possibility of any 
regulation. To add any qualifying words such as "fair value," 
"reasonable value," "actual value," or "value for rate-making pur
poses," is simply to add to the confusion, not to clarify it. 

The medieval schoolmen put in their time discussing how many 
angels could dance on the point of a needle. They are well worth 
reading for their intellectual acumen and logical hairsplitting. So 
much can be said for the court's discussions of value. They are 
fully as hypothetical, but since they fail to define their terms, 
logic fails them. Consequently the reader lands in a morass of con
fusion and contradictions. He gets neither enlightenment nor 
pleasure, only weariness and disgust. The result of this confusion 
is that we have legal monopoly without regulation. The only bene
ficient result of this expensive and long-drawn-out attempt at regu
lation is considerable investigation and some degree of publicity. 
This doubtless, has a restraining influence on the unregulated mon
opolists. They do fear expropriation and may even have some fear 
that an aroused public opinion may introduce effective regulation by 
entirely new methods. 

To show how we have come to the present impasse, a brief review 
of government activity in this field since the case of Smyth v. Ames 
will be useful. The courts speak of finding value just as one would 
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speak of finding a lost dog, as if value were a definite, fixed thing. 
As already indicated, value is not a fixed entity, but an opinion or 
judgment, fluctuating from moment to moment and determined only 
under circumstances and conditions that have been formally excluded 
by law from the whole field of public utilities. 

When the court said, in 1898, that rates must be based on value, it 
mentioned several things that must be considered in arriving at value, 
but assigned no specific weights to these things and said that other 
things not named here might possibly be considered. Some of the 
things named were irrelevant to anything the court said then or 
has said since; some were virtually contradictory and mutually ex
clusive; several have since been quietly ignored by the court itself. 
The two that have received the most notice since are "original cost" 
and "present cost." The latter has since been transformed into "cost 
of reproduction." A determination of any value on any basis was 
wholly unnecessary for the decision of the case. All of the railroads 
of the state were involved in the case. Each of them had cost more 
than the par value of the bonds. The rates declared void would 
not pay operating expenses and interest on the bonds. On but two 
of the roads would the rates pay operating expenses, and that but 
for a small part of the time considered by the court. Therefore, the 
famous reference to a "fair return on the fair value" is aside from 
the point and logically must be regarded as pure .dictum. It is true 
that W. J. Bryan, special counsel for the state, urged upon the court 
the use of the cost of reproduction in the sense in which that 
phrase is used today, but there is no indication in the decision itself 
that the court paid the slightest attention to this argument. The 
only reference in the decision to cost of reproduction comes after the 
passages declaring the statute unconstitutional and consists of cita
tions, without comment, from a report made to the Transportation 
Board by its employees seven years before this case was decided. It 
may be doubted whether the court, in the whole proceeding, gave any 
thought to cost of reproduction. 

It is not impossible that in its loose phrase "present cost" it 
merely meant to distinguish from the cost of the original roads the 
additions and betterments added since the roads were originally 
constructed. For there is no indication in the decision itself that 
the court gave any consideration to the change in general prices. It 
was not necessary to do so to arrive at the conclusion that the statute 
was unconstitutional. The interested parties, however, at once siezed 
upon the phrase "present value," and turned it into "cost of repro
duction." Thus was regulation transferred from the realm of fact 
to one of fancy and opinion. Such properties are never reproduced. 
Nobody proposes to reproduce them. It would be a mere waste. In 
case a miracle removed a large utility, and a new one to render the 
service were considered necessary, no one would think of reproducing 
an identical property in the same locality. An improved, more 
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modern and better located property would naturally be produced 
under entirely different circumstances, and because of improvements 
in the arts, at entirely different cost, even had there been no change 
in the general price level. When we enter upon an estimated cost 
of reproduction of a large property, such as the Pennsylvania Rail
road, there is no possible rational basis for proceeding. It is entirely 
outside the realm of human experience. The whole procedure must 
be based upon assumptions as to conditions, prices and time required. 
The hypotheses are so far removed from human experience that, 
within the widest limits, one set of assumptions is as rational as 
another. How long would it take to reproduce the Pennsylvania 
Railroad under one contract, by one impulse, as the Interstate Com
merce Commission expresses it? What effect would such a propo
sition have on the price of steel or of labor? What assumptions 
should be made as to transportation of material and transportation 
facilities? Or as to clearing the right of way? Are parts of 
the road when completed to be put into operation and begin to 
earn, or must we wait until the whole system is completed? If parts 
are. to be operated, what parts and how long? 

When the Western Pacific Railroad was built, no railroad crossed 
its right of way. It was necessary for the company to spend over 
a million dollars in building wagon roads and to haul the construc
tion material hundreds of miles by wagons. Today seven railroads 
cross the right of way and can deliver material at various points on 
the line. In estimating the cost of reproduction, are we to assume 
the original conditions or the present conditions with all the modern 
machinery and methods? The answer to this conundrum is that it 
depends entirely on the results one wishes to obtain. For, as already 
said, one set of assumptions, within wide limits, is as rational as 
another. All that can be said is that in practice the utilities reach 
a result that will equal or more than equal their capitalization and 
arrive at a sum as large as or larger than the company could earn 
a fair return upon in the absence of any pretense of regulation. 
Having thoroughly fortified such sum behind constitutional barriers, 
they then announce to the court out of the pure kindness of their 
hearts a willingness to accept a smaller sum as a rate base or value. 
But they always ask for more than their capitalization and a sum 
larger than the traffic will pay a return upon at any rate they hope 
to be able to induce the court to fix as a fair rate of return. Thus 
does the state abdicate and make the utilities judges in their own 

cases. 
As the court has denied one so-called element of value after an

other-such as good will, franchise value, and the like-the utilities 
have simply invented new items and valued them on a purely hypo
thetical basis. Sometimes, when the courts arbitrarily wish to add 
to the total and excluded items are again urged upon them, the 
courts include the item previously excluded and solemnly rechristen it, 
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as when, recently, the franchises of the Baltimore Street Car Com
panies were valued as easements. For thirty years now the chief 
energies .of the utilities have been applied to the invention or 
discovery of new items or elements of value such as conceiving the 
idea of a street-car system in the National Capitol in the twentieth 
century, for which they claimed a value of two million dollars, or 
training employees who do not exist, for a utility that does not 
exist. Does the state in a rate case propose to take the employees 
of the Company? How far removed this is from the idea of condemn
ation or expropriation on which courts base the necessity of valuing! 
No one proposes in a rate case to expropriate the employees that 
exist, to say nothing of non-existent, hypothetical employees that 
no human being wants to beget. To such extent has folly carried us 
by pursuing fictions and deserting facts. It must be remembered 
that the consumers pay all the expenses of these so-called valuation 
proceedings, often extending over ten or more years and running into 
many millions of dollars in a single case. Such ex9enses are charged 
to operation and the company is entitled to a fair return on the value 
in addition. 

Likewise, the expenses of propaganda to convince the public that 
this is regulation and in the public interest, and even the political 
contributions to secure newspaper support and judges and commis
sions that are favorable to the utilities and to corrupt teachers are all 
charged up to operation. That the consumers ought to pay the legiti
mate expenses of the companies goes without saying, but this has 
no relation to valuation or to the rate base. When general prices 
go up, expenses of operation necessarily also go up, but that has no 
relation to the contributions or sacrifices the owners make in serving 
the public. The rates should be such as to recoup the company for 
expenses whether prices are high or low, but this has nothing what
ever to do with valuation of existing property. So long as valuation 
is a prime element in rate-fixing, the industry will literally govern 
itself in its own interest, not that of the public. When the court 
decreed valuation, the state lost its influence and control over rates. 
In other words, it abdicated. But wholly apart from the ques
tion of valuation other forces have taken the industries entirely out 
from under regulation and made the pretense of regulation a farce. 
Certain corporate forms of ownership and methods of management 
enable the companies to load their expense, over and above the items 
already mentioned, to an extent to support rates as high as the traffic 
will bear and thus to escape entirely from regulation so far as the 
general level of rates is concerned. · 

The electric industry above all others, under present theories of 
valuation, lends itself to inflation of values, because of the· rapid 
changes in the arts; this is particularly true of the generating plants. 
When a holding company buys up a multitude of small plants and 
establishes large central generating plants a very large part of 
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the old investment becomes useless. But under the theories of valuing 
identical property on the principle of cost of reproduction it is still 
ca:rried on the books nominally as stand-by equipment. The public 
then pays on the old and also the new investment as if the old 
investment were in full use and the plants depended on it for their 
life. Hence the company, not the public, gets all the gains from 
progress. With the possiblity ,of wide transmission, consolation 
was both inevitable and necessary. Here, as elsewhere, it was not 
a question of large-scale production or small-scale production, but of 
how the gains from the economics of large-scale production ought to 
be distributed. If regulation has any justification, in economics or 
ethics, here was its greatest opportunity to exercise its power in 
establishing a sound public policy and a just distribution of bene
fits from what Mill calls the progress of the arts. A generation 
ago, just about the time electricity became practicable, the corpora
tion laws were relaxed to allow one corporation to hold shares in 
another. Groups of finaciers and promoters began to buy up control-. 
ling interests in different companies. These companies are under 
state charters, and so far subject only to state regulation or con
trol. But no sooner did this movement begin than the promoters 
began not only to own and control under one management large 
numbers of companies, but they organized and owned auxiliary finance 
companies, investment companies, engineering companies, manage
ment companies, service companies and holding companies piled upon 
top of holding companies as high as the Eiffel Tower. As a result, 
these groups operating nationally and many of them not in law 
utility companies, are entirely exempt from regulation. Each state 
jurisdiction is limited to property in its territory. Only the local 
operating companies in a state are nominally subject to regulation 
by that state. But a holding company spread all over the country 
has complete control over the affairs of all the companies owned. 
Through promotion contracts, financing contracts, construction con
tracts, service contracts, inter-buying and selling contracts, manage
ment contracts, material-purchasing contracts and the like, they 
can run up the expenses of any local company to any limit they wish. 
For they are always contracting with themselves for their own 
benefit. 

The power trust investigation has brought out the facts that some of 
these contracts have called for payments by the local companies four 
times as large as the expense of executing the contracts. There is 
literally no limit to the degree of elasticity of such contracts. Ex
penses can be raised within practicable limits as high as the managers 
wish. What is going on has been concealed by the fact on the one 
hand, that most of these contracts are never known to the public 
and on the other hand by the fact of the enormous progress in the 

' ' arts, which has resulted in fabulous earnings for the owners with 
substantially stable prices to the consumers. The question arises 
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here whether all the gains from the progress of society should go 
to a handful of owners and whether the mass of the people should 
get no advantage from the advance of science. One is reminded 
of the late James J . Hill's speech in New York in 1911 on the gen
erosity of the railroads in reducing rates. H e showed how many 
billions of dollars more the public would have paid in rates if they 
had paid on the traffic moving in 1911 the same rates they had paid 
twenty years before. The clear assumption was that the roads 
were entitled, legally and morally, to deprive the public of railroad 
service or make them pay an amount that would leave them no better 
off than if railroads had never been invented. He might just as 
well have compared the cost of transportation by ox carts. 

In this age of abundant capital and universal engineering knowl
edge, the tacit assumption that the private owners of a fundamental 
necessity performing a function of the sovereign state by license
a function which even our bewildered Supreme Court declares the 
state has both the legal right and duty of performing directly if it 
does not find it more advantageous to authorize a private agent to 
perform it-should be able to put the public under penalty of being 
deprived entirely of the function seems carrying the idea of individ
ualism and individual property rights a little too far. We had rail
roads before Mr. Hill was born. We have them since his death, and 
probably should have had about the same railroads we now have if 
he had never lived. 

THE NATURE AND ECONOMIC SIGNIFICANCE OF 
SO-CALLED PRIVATE OWNERSHIP OF THE 

ELECTRIC INDUSTRY1 

BY C. C. LINNENBERG, JR., M.A.2 

This article was prepared especially for the Bulletin.- Ed. n<>te. 

I. 

Is private ownership of the electric industry functioning as we 
have a right to expect it to function? The answer, made abundantly 
clear in other articles in this bulletin, is that it is not. I do not 
propose to go into detail here concerning the flood of propaganda 

1The basic ideas here used are in no sense new or original. Needless to say, the 
imperfections of the use <>f them are my <>wn, but the basic ideas themselves which 
I employ in this analys is a r e in the nature of community property <>f the economists 
wh<> follow Thorstein Veblen (the first of the group known as the institutional 
school), who died several years ago. That g round work has been developed by 
innumerable writers, including the ones named in the references in fra. There arc 
m any more names which could be added; limitations of space here make an all-inclu
sive list inadv isable. 

2Fellow in Economics, The University of Texas, 1933-1934; Fellow in Political 
S cience, Yale University, 1934-35. 
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which the power interests have poured out in the last fifteen years 
in order to render even more secure their extremely advantageous 
position; or the amazing profits which have, by their commonplace
ness, almost ceased to amaze any longer; or the control by the 
public utilities of commissions presumed to be controling the utilities; 
or the general failure in this country to increase enormously the 
consumption of electricity by dint of charging low rates. In this 
article I choose (1) to analyze the nature of the institution we call 
private ownership of the electric industry, with a view toward ex
plaining why these underisable phenomena accompany it; and from 
this analysis I shall (2) turn to the more far-reaching ill effects to 
which "private" ownership of the electric industry necessarily con
tributes. 

Obviously we cannot measure the success with which any economic 
order or a part of an economic order operates unless we have in 
mind rather definitely what we expect it to do. In that connection 
most of us are at least in part on common ground. The success of 
an economic system (or a part of an economic system called an 
'"' onomic institution) is gauged chiefly by the extent that it pro
motes security and progress. These twin objectives we have accepted 
for hundreds of years. There are other criteria by which we judge 
institutions also; but there are no others that are as commonly 
ac~epted or as easily employed or-most important of all-as sig
ni1icant from any standpoint whatsoever. 

:E:conomic security and economic progress are the means whereby 
life, in a purely biological sense, is preserved and bettered. We 
sometimes judge institutions on a basis of an indefinable intangible 
such as democracy, the brotherhood of man, monarchism, or commun
ism. We feel that one of these ideals is highly meritorious and we 
praise or denounce an economic institution in the light of what we 
deem to be its degree of conformity to that ideal. The nobility or 
the charm of any particular "-ism" or "-acy" is totally irrelevant to 
a consideration of the biological welfare of the race; and certainly, 
as regards the relative importance of biological welfare and that of 
an "-ism" this much is indisputable; biological welfare has to obtain, 
in some measure, if we are to have "isms" of any sort. But the 
existence of biological well-being is not dependent on that of any 
"-ism." 

As to the relative importance or the relative meritoriousness of 
any two -isms per se, that is solely a matter of opinion. Millions 
of quite intelligent people have believed devoutly that monarchy is 
the most beautiful form of government possible; other millions of 
equally intelligent people have had the same opinion as regards the 
republican form of political organization. So the story goes, all 
along the line. There is one ideal which we all have, and that is the 
ideal of giving everyone a secure standard of living, as high as can 
be achieved-and not only high but increasingly higher: we can 
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all agree on the standard of judgment which is based on life itself. 
There are other ideals concerning which people differ-but in this 
country, I think one may say without fear of contradiction, the ideal 
most generally accepted in economic and political activity on a non
economic basis is democracy. We ought to recognize that this is a 
matter of group preference on our part; that is, we ought to recog
nize the limitations of a process of judgment in which we simply 
select a criterion. Yet there cannot be any objections to our using 
such a criterion. It is our privilege to do so if we like. 

In passing judgment on a standard-of-living basis, we need not-in 
fact cannot-exercise any choice whatsoever. There is only one 
standard-of-living basis, and it is absolutely mandatory that we judge 
institutions on that basis. Nothing happens that matters to human 
beings-unless there are human beings. Hence the purely economic 
standard-conformity to the promotion of life-is inescapable. 

If we use this standard in the process of shaping our institutions, 
those institutions and the system they constitute will of course still 
be classifiable in terms of an acce-pted terminology of politico-socio
economic organization: democracy, state socialism, oligarchy, etc. 
But as tags such names are harmless. As concrete ideals which we 
understand and which we know how to go about getting, they can
separately or even, in some instances, in combinations-be achieved 
and hence, if we feel that achieving them is worthwhile, these ideals 
can be "useful." But as shibboleths the meaning and functioning of 
which we do not understand and do not care to understand, they can 
do us a great deal of harm. 

We shall return to this shortly. Meanwhile let us consider a dis
tinction we have implicitly been making use of. The words "system" 
and "order" have been used synonymously, and the word "institution" 
has been used to denote a part of an order or system. Any culture 
is composed of two great classes of behavior patterns-institutions 
and techniques. (The latter are commonly spoken of collectively as 
"technology" or "the arts.") This is the distinction just referred 
to. Techniques are the material processes of production of goods 
and services; institutions constitute the social organization and 
control by which our lives are governed. 

Let us consider, by way of an illustration, the technology and the 
institutional set-up typical of a "privately" owned electric system 
using steam turbines for generating current. On the technological 
side there is a large central generating plant and a distributing sys
tem sprawling over the territory served. At the plant we find, if 
a high degree of mechanization has been reached, and if coal is the 
fuel used, telphers to carry the coal to bunkers which let it down 
onto endless-belt conveyors in the furnaces; the coal moves along on 
these ·conveyors, burning all the while, and is clinkers by the time 
it reaches the far ends of the furnaces. If oil is used, this is pumped 
from tanks into the furnaces, where it is sprayed out of jets. In boil
ers above the furnaces steam is generated. This operates engines 
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which provide the power for the dynamos, from which current goes out 
through the distributing system to consumers in a number of towns. 

These are the facts of the creation of service and delivering it to 
the users. We have said nothing about "control," "rules of the game," 
or "law." The only laws and rules involved directly are those of 
engineering; the only control is a strictly non-human matter--control 
in the sense of controlling one's car, not in the sense of controlling 
one's son. 

What are the institutions imolved-the rules of the game? Here 
is where we come upon owners of stocks and bonds of a company which 
owns the physical property we have just left; in addition, a holding 
company-a sort of owner, it is true, but immeasurably different 
from individual owners; a public utility commission which is presumed 
to be an agency for the protection of the consumer and the utility; 
courts which review the actions of the commission; Congress, a state 
legislature, and a city council which make rules governing the relation
ships of consumers and laborers and investors and managers; a trade 
association designed to insure "desirable" legislation and to prevent 
the enactment of "undesirable" legislation. We also speak of as 
institutions the functions these groups perform: ownership regulation 
by commission, judicial review of commission regulation, etc. 

It is the private ownership of the electric industry-an institution, 
or a cluster of institutions-that we are considering. The reason is 
simple. We ordinarily assume that the technology which should be 
used is that which yields the greatest quantity of goods and services 
for the least amount of effort-the one that is the most effective from 
an economic standpoint. Thus it turns out that, because of what we 
expect of techniques and because actual experiments under controlled 
conditions are conducted to determine which of several alternative 
techniques is the most effective, there is never any great difficulty in 
settling questions of the relative desirableness of techniques. But 
institutions are a matter of human organization and hence are not 
kept and operated under carefully minutely controlled conditions, as 
are techniques that we desire to test. Moveover, we not only gauge 
institutions by their economic effectiveness (i.e., how nearly complete 
a utilization of the productive potency of techniques they allow) but 
also by their conformity with more intangible standards of value
as democracy. Any proposal of instutitional change necessitates some 
degree of prediction as to what human beings will do; this brings 
on argument. And in our thinking about institutions we are much 
more apt to think in terms of things that used to be than is the case 
in our thinking about techniques, inasmuch as social organization 
seems much more a part of our own personalities (and hence con
stant!) than do brute machines. Hence those who favor old institu
tions often rely upon talking about what the institutions were and 
those who favor new ones to take the place of the old seek to point 
out the failure of our thinking to take into account that the old 
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institutions no longer are what they once were and what we still 
think them to be. 

IL 

Reference has already been made to the danger that lies in our 
clinging to an ideal without attempting to understand what it is 
or how it works out in practice. The danger is fairly obvious: to the 
extent that we follow this procedure, we act on a basis of emotion and 
ignorance; we simply close our eyes to the effects that come from the 
pursuit of the ideal. Meantime, if this ideal has changed in content, 
if it no longer applies to the facts of life because those facts have 
changed, or if its indefinable and elusive nature has enabled the wary 
to fleece the unwary• by telling them that the fleecing process is 
more in conformity to the ideal than any other conceivable line of 
action-then our ideal has proved to be our undoing. 

This is what has happened in the case of the ideal of private 
property in certain industries of which the electric industry is an 
outstanding example. On what grounds have we traditionally de
fended private property? We have employed certain emotional bases, 
of course; we have prated about the naturalness of it (completely 
overlooking that calling a thing "natural" is just a way of preventing 
ourselves from inquiring into its desirableness) and we have said 
ecstatically that it was good enough for our great-grandparents and 
so it is just bound to be good enough for us. But we have also 
defended it on economic grounds. The majority of the economists 
of the eighteenth and nineteenth centuries built up a considerable 
body of argument, which the general population also subscribed to 
but of course wrote and talked about less, in defense of this institu
tion and the system of laissez-faire ("let alone") of which it is an 
essential part. An individual is the best judge of his own economic 
interests, it was argued. If the government will leave him free to 
acquire and own property, he will work very hard to do this and 
will of course use the property and his labor in the way that 
will result in the greatest possible amount of production from them. 
What the nation as a whole produces is the sum of what the 
individuals comprising it produce; hence the national wealth is 
enhanced, by private gain-seeking; and there is no better way of 
producing this happy result. Competition forces people to try to 
improve techniques and to use the improved techniques. The net 
result of all this is that everybody is, in an economic sense, better 
and better off. 

There certainly can be no objections to defending private property 
in this fashion-if only the things actually happen that are alleged 
to happen. The argument is in definite, standard-of-living terms; 

"In any such procedure the wary are those who make use of ideals and the unwary 
are those who believe in them. 
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if it is at fault, that is not because of indefiniteness. The fault, if 
any, lies in this: the alleged facts just are not true. Once they 
were to a very considerable extent, and they still are true to a very 
considerable extent in much of our economic activity. But they do 
not hold for the electric industry. The argument applies where 
property ·is operated by the individuals who own it; where competi
tion exists; where people do know their own economic interests by 
reason of the fact that they are well acquainted with the nature of 
the businesses with which they have dealings-know what costs 
are, etc.-and where the people who control the business are well 
acquainted with it. 

In the electric industry these conditions simply do not obtain. The 
institution of private property cannot be defended in the electric 
industry on economic grounds; it can be defended only as an ideal. 
Only as something fine and noble for its own sake can it be defended; 
and any institution whatsoever can be defended on that basis. Every 
one that ever existed has been so defended-from human slavery to 
communism. If we feel that some particular institution is fine and 
noble for its own sake, that is entirely unobjectionable. There are 
no absolute standards; we may make our own.4 But we at least 
should know whether the institution we revere is what we think it is. 

The opponents of public ownership of the electric industry do try 
to use economic arguments for so-called private ownership-but they 
are successful only to the extent that they get their hearers to envision 
private ownership of the electric industry as a variant of private 
ownership of grocery stores and dairies. 

Stated most simply, the outstanding fact about the "private owner
ship" of the electric industry is that it does not exist. Certainly this 
ownership is not "private" in the same sense as is the private owner
ship of establishments actually operated by the owners. The separa
tion of ownership and control in the electric industry has been made 
abundantly clear time after time, the outstanding performance of 
this sort being that Adolph A. Berle, Jr.," and Gardiner C. Means, 
of the Columbia University law and economics faculties, respectively. 
In The Modern Corporation and Private Property they demonstrate 
with a wealth of irrefutable evidence that the typical situation as 
regards the relationship of ownership and control is that almost 
none of the security-holders take part in the selection of the boards 
of directors. The owners are scattered all over the country. It is 
a rare owner who has seen more than a tiny fraction of the property 
of which he is, so far as the law is concerned, an indirect manager. 
It would not pay him to travel hundreds or thousands of miles to 
attend a stockholders' meeting; if he is a bondholder he does not 

•we do not even have to accept t he bi oloe-ical (i.e., economic) standard of judg
ment. Only in case we feel that living is a desirable thing is the promotion of living 
a basis of judgment that forces itself upon us. 

5Mr. Berle has served the Rocsevelt Administration in -an adviso1·y capacity and 
is now Chamberlain of the City of New York. 
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even have this (meaningless) privilege. There are several devices 
whereby a few persons exercise control over the "private property" 
of hundreds of thousands of people: (1) Ownership of a majority of 
the voting securities; almost never do bo~ds have voting power and 
many preferred stocks and even some common stocks do not (so-called 
"Class A" common). (2) Ownership of a minority of the securities 
with voting power which, because of the wide dispersion of the rest 
of the securities with voting power, constitutes a majority of the 
ones actually voted. (3) Employment of a corporate financial 
structure in which some stocks have much more voting strength per 
dollar of par value than do others.° (4) The holding company de
vice; the operating companies can be controlled by one (or a combina
tion) of the above devices-e.g., by ownership of enough voting shares 
to control a majority of the votes; this ownership is in the hands of a 
holding company, the "control" (controlling ownership) of which 
is in the hands of another holding company; as the holding company 
structure is built higher and higher, less and less ownership is neces
sary to control the operating companies. 

"In 1930,'' says Dr. Harry W. Laidler, "H. S. Raushenbush esti
mated that one-half of the electric power generated by the larger 
power companies in the country was in the hands of three great 
holding company groups, the United Corporation, the Electric Bond 
and Share and the Insull groups; that two-thirds of the electrical 
energy was controlled by six groups and over 90 per cent by fifteen 
groups.'" 

Such figures do not reveal adequately the degree of concentration 
of control. The part played by interlocking directorates, and by the 
concentration of control in the field of investment banking, which 
field in turn controls the utility holding companies, is the tremendous 
intensification of the phenomenon.8 

This situation means that the owner of a security of a utility cor
poration is the owner of private property in the same sense as is 
the owner of a security of a government: he has the right to receive 

•"A str iking use has been made of this device in the case of the Ci tie~ Service 
Company. In 1929 this corporation sold to H. L . Doherty and Company one million 
shares of a $1 par preferred stock. Each share of this stock was entitled to one 
vote in the election of directors. Yet each share of common stock outstanding was 
entitled to only 1/ 20 vote per share. Twenty-seven per cent of the votes cast could 
be cast by the million shares of preferred. Since the other classes of stock were 
widely distributed (81,470 holders of preferred and 377,988 holders of common stock 
on June 15, 1930) the excessive voting power given to this cheap stock practically 
nullified the voting privilege of the regular stockholders. By the use of this device a 
million dollar par value of stock held virtual control over assets of approxims.tely a 
billion dollars."-Berle and Means, op. cit., p . 76. 

7Laidler, Concentration of Control in American Industry, pp. 152-153. 
•see especially Other People's Money And How the Bankers Use It, by Louis D. 

Brandeis. This book was one of the chief reasons why Brandeis' appointment to 
the Supreme Court (by President Wilson) was so bitterly e>pposed. Available in the 
Jacket Library edition, National Home Library Foundation, Washington, D. C. Fif
teen cents per copy. 
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income if income is paid, he runs a risk of losing principal and 
income, and he derives from his status as a property owner absolutely 
no control over the use of the property. Two of the incidents of 
ownership he retains: viz., the right to receive income and the neces
sity of risk-bearing. The third, right of control, he does not have. 
The first two incidents are, in his case, qualitatively no different at 
all from these incidents in the case of the government-bondholder; 
the only differences are quantitative. What has happened to the 
third incident? In the case of physical property purchased by a 
government by dint of selling bits of intangible property (bonds) to 
the investing public, the function of control is vested in the electorate. 
In the case of physical property purchased by a power company by 
dint of selling bits of intangible property (bonds and stocks) to the 
investing public, the function of control is vested in a self-perpetuating 
group of captains of finance. In neither case does what Berle and 
Means call "the traditional logic of property"• apply. This is not 
the kind of private ownership of property in terms of which we still 
think; and despite the ease with which we recognize that the owner 
of a city light-plant revenue bond is not an owner of private property 
in the traditional sense, we go on blithely swallowing the nonsense we 
are fed so generously, to the effect that private ownership is better 
because it stimulates the owners to make us all a better living. We 
are plagued with this conception of private property even when we 
least suspect that we are. That is why we find ourselves bewildered 
with the sundry unfortunate consequences of "private" ownership 
which I have referred to at the beginning of this article. We are 
sorely puzzled that little Red Riding Hood's grandmother should 
act like this-for we still believe it is the dear old lady herself and 
not the wolf. 

One of the most ironical aspects of the changed nature of the in
stitution of private property wrought by big business is that it no 
longer is true that for an enterprise to become richer means that 
the owners become better off. There is a delightfully varied assort
ment of arrangements whereby the security-holders \ or, usually, just 
most of the security-holders) can be prevented from sharing in the 
gravy too heavily. Some of these are highly complicated.10 That 
they are used is not at all surprising in view of the fact that they 
have all grown up as perfectly legal practices by reason of the fact 
that the courts have attempted to apply the traditional concept oi 
private property in which it is presupposed (implicitly or explicitly) 
that the management necessarily works for the benefit of the owners. 
The courts have not, it may be safely assumed, been entirely unaware 
of the separation of management and ownership;-but courts are 
made up of judges and judges like other human beings, can learn 

"Stated m ost simply, this is the idea that the incidents are all in the hands of one 
person or set of pe rso ns. 

t•See Berle and Means , op . ci t . , Cha pters I-IV of Book II. 
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things so well that it is impossible for them to forget them. We all 
have a Jot of forgetting-and learning anew-to do as regards the 
concept of property. 

Much as we might like to have the time-honored institution of 
private property in the field of the generating and distributing of 
electricity, that is utterly impossible. If we are to use the technology 
that we know to be the most efficient, the industrial unit must be far 
larger than a sole-proprietor or the members of a partnership can 
supervise; hence the business unit must be larger than a one-man 
(or two or six-man) affair." A business unit can be larger than 
the correlative industrial unit,12 but the reverse is not true. If we 
use the best technology, ownership and control must separate, for we 
must have a business unit large enough to encompass a large industrial 
unit. Even if we forbade the various devices referred to above 
whereby this separation is deliberately wrought, there would remain 
the factor of the high cost of attending stockholders' meetings. If 
one says we could make ownership and control coincident by donating 
all of the ownership to the control group, he overlooks the essential 
point that there still would not exist that comparative minute super
vision by the owner-operator that is part of the traditional logic of 
property. We have defended private ownership on the ground that 
beneficient economic results accrue from a diligent attention, on the 
part of the owner, to the employment of his property. One man 
cannot give the sort of diligent attention to the use of the property 
of a state-wide electric system that he can give to the operation of 
a restaurant. The state of the arts has made private ownership 
an impossibility in the electric industry. 

Moreover, competition is impossible and was impossible when small 
electric systems were the rule. In the electric industry there are 
very large fixed costs (interest and depreciation) and comparatively 
small out-of-pocket costs. If only the latter can be covered by the 
income, the plant will continue to operate. Furthermore, the prop
erty is so specialized that it cannot be used for purposes other than 
generating and distributing electricity. If two plants are competing, 
they will cut their rates down to the point of barely meeting operating 
costs (out-of-pocket costs); this brings on bankruptcy; and bank
ruptcy does not put them out of business. Bankruptcy enables them 
to ignore fixed costs completely; not even bond interest has to be 
met. The property of the bankrupt corporations is taken over by 
the bondholders but neither set of bondholders can get any income 
above operating expenses because of the rate war. And the bond
holders (now owners) cannot start using the property for some pur
pose other than the rendering of utility service. Both competitors 

11The industrial unit is the technological unit; the business unit is the institutional 
unit. 

"This is true in the case of chain stores-and in the case of most utility holding 
companies. 
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see that the situation calls for monopoly; and that is the outcome 
of the competitive struggle. We do not witness this process any 
more simply because we do not allow unrestrained competition in 
the public utility field, or competition of any sort in cases where it 
did not already exist when laws were first passed providing for the 
granting of monopolies. But if we tried to rely on competition again, 
we would soon learn as we did before that competition is an impossibil
ity in industries with large fixed costs. If competition does not exist, 
the results which supposedly follow from the competitive effort at 
utilizing one's property to the best possible advantage do not and 
cannot exist. 

Here again we are faced with this issue: we must sacrifice an 
ideal (the institution of private property) or we must sacrifice a 
technique and an ideal. We can have electricity without private 
ownership, or we can do without electricity and hence without the pri
vate ownership of the electric industry. Or, of course, we can have 
electricity (in comparatively limited amounts at comparatively high 
rates) and also have what we think is private ownership of the 
electric industry but in fact is not. 

What we have is ultimate control by financiers, and administration 
and technical supervision by more or less skilled administrators and 
engineers, respectively. It is the financiers who formulate policies. 
Despite this fact we go on talking glibly about the necessarily benef
icient results of private ownership as though the owners, the policy
determiners, and the administrators and technical supervisors were 
all one person or group of persons. We ignore the separation of 
functions. We fail, somehow, to see that a change from "private" 
ownership to governmental ownership means, so far as the change 
of staff is concerned, the substitution of persons responsible to the 
electorate for persons responsible to themselves; it is the "control 
group" that is changed. We talk fluently of nepotism and graft 
as necessary adjuncts of government ownership-forgetting that the 
degree of these is a comparative matter, forgetting that we take 
nepotism as a matter of course in private business and limit it only 
in public business, forgetting that holding company and construction 
company graft1

" has set some records which the politicians will have 
to work hard to equal. 

We even presume that governmental ownership stifles improve
ments in technology-here again enjoying the delusion that a public 

1aselling Jegal and engineering services to operating compa.nies for several times 
what they cost, financing O·Perating companies at a too- handsome profit, diverting 
profits of operating companies (and even the lower layers of holding companies) to 
upper holding companies in which the control group are financially interested- such 
are the most familiar sorts of holding company graft. The construction co·mpany 
racket cons ists of ha ving your specially organized construction company sell a plant 
to a utility which you control at m ore than it costs ; either the consumers or the 
scattered investors who own most of the utility's securities, or these two groups jointly 

foot the bill, 
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utility owner has the same relationship to improving the techniques of 
the industry in which he has a plant as did the blacksmith or miller 
of old. We overlook that the utility owner knows nothing about 
utility techniques; that the chance of accumulating property never 
has more than a slight effect on inventing; that invention is a cumu
lative process consisting of taking the more or less obvious next step 
(as combining steam power and the mechanical cotton gin);" that 
invention today is carried on chiefly by persons on a salary basis in 
the laboratories of corporations and universities-persons whose only 
special rewards if any, are a rather small increase in salary and the 
acquisition of some prestige. 

Once we have a clear understanding of the nature of the "private" 
ownership of the electric industry, we have no difficulty in under
standing why its functioning has the unfortunate accompaniments 
with which we are so familiar. The institutional set-up that controls 
the electric industry is a small, irresponsible oligarchy, wielding im
mense power over a large sector of our economic activity. It has 
such a tremendously greater interest in controlling the commissions 
than have the consumers, considered individually, that it controls them 
just as a matter of course. It deluges us with propaganda-because 
it must try to conceal the ever-widening divergence between the facts 
of the case and our conception of them. It makes enormous profits
because the technology is highly productive, we allow huge profits 
to exist by virtue of attempting to apply our old property concept to 
public utility property, and the scattered owners are not in an 
economic position such that they can force a wider distribution of the 
excess profits. The "control group" of the electric industry is a state 
within a state. It has more power than most of the members of the 
American Union. Though we attempt to apply to this new kind of 
property a very old concept that does not fit, we fondly believe that 
we have made an adequate adjustment. The phenomenon known as 
"going concern value" will serve to illustrate that we have not. 
(Alone it would be quite adequate proof. ) In competitive industry, 
income is limited by competition. It goes no higher in any one line 
than is necessary to attract new capital because if it does new com
petitors will come in and undersell the old producers. (Such is the 
familiar story, and to a considerable degree it is true.) In this way 
is income determined. The vcilue of a plant is determinedly the 
amount of income; we buy business property on the basis of what it 
will earn. 

In the public utility field we either forbid competition or we do 
not allow rivals to compete on prices (but only on the quality of 

14A. P . Usher, The H istory of Mechanical Invention, passim; Thorstein Veblen , The 
Instinct of Workmanship, passim; Clark Wissler, An Introduction to Social Anthro
pology, Chapter XVI. 
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service offered). We (ostensibly, at least) set the rates at a level 
intended to yield just a fair return15 on a fair value of the property. 
This we regard as an adequate adjustment of the status of this prop
erty-this is thought an adequate change from the status of property 
in the feed-retailing industry. What is the value of the property? 
Obviously we cannot reason from the income, as we do in competitive 
industry, for our purpose here in valuing the property is to decide 
how much income shall be allowed. We pretend to have ceased this 
circular process long ago, but still we use it. Over and above the 
value of the physical property we include an item called going concern 
value. This is a capitalization of the excess earnings; the mathe
matical procedure is precisely that involved in arriving at that part 
of the value of a competitive concern which is indicated by the income 
but not indicated by the cost of the property.1

• 

III. 

What is the broad economic significance of our public-ownership
and-very-private-control of the electric industry? Tremendous prof
its are put into the hands of people who must reinvest most of their 
incomes if they are to use them at all. Our millionaires spend 
lavishly-but not lavishly enough to prevent the phenomenon of 
over-investment. The vast majority of people in this country could 
very readily make use of larger real incomes but they do not have 
the money incomes to enable them to get the larger volume of goods 
and services they would like to have. The "over-production" result
ing from the efforts at operating a quantity of plant much larger than 
that necessary to produce the goods which can be purchased 
by the amount of purchasing power given out to the public-this 
"over-production" is as we have been reminded over and over during 
the last few years actually underconsumption. 

Offhand it seems very strange that the persons contributing to 
production should be unable to buy all of the goods they produce. 

15This means a return just large enough to attract new cap ital-for extensions and 
betterments. 

1•1f the rate o.f return just sufficient to attract new capital into some mercantile 
line is 121ho/o per annum, the value of a store which earns an averge return on the 
investment m ounting to $10,000 is 

100 
-- x $10,000, or $80,000 
121/z 

This is true no m atter what the store cost. If the store cost $60,000, it h as a value 
of $20,000 that in th e public utility field would be called "going concern value" but 
in competitive business is listed as "good will." 

If a public utility is supposed to make 81f.i% per annum and has physical plant 
worth $90,000 but makes $10,000 net income Per year, $7 ,500 of the income is justi
fied on the basis of the value of the p hysical property. The other $2,500 can- on 
the basis of United States Supreme Court Decisions on the point-be capitalized. 
The courts and commissions do not g o t hrough the p recise mathematical process 
of capitalizing this at 81h% (going concern value, $30,000). but in effect this is 
what they do. Thus the excess profits are, like beauty, their own excuse for being. 
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The difficulty is that much of the purchasing power goes to such a 
limited number of persons that there is not anything for them to do 
with it but put it back into capital goods which will then be used in 
producing more goods which people want but cannot buy. This 
situation eventually results in an impasse, known as a business de
pression, in which the average production per plant starts dropping 
because the consumers have fully utilized both their present and 
their future incomes; the slowing down of industry produces a dimi
nution of the total amount of wages and salaries paid out; this pro
duces a further diminution of buying; this produces a further slowing 
down of industry; and so on and on the process goes, with the whole 
economic system whirling down and down in a spiral, headed for 
disaster. 

Fortuitous circumstances have gotten us out of our previous de
pressions. In the early 'twenties we were rescued by the development 
of the automobile and radio industries. This process pumped large 
quantities of purchasing power into the channels of trade. Th·e spiral 
started upward. During the first three and a half years of the 
current depression we waited for prosperity to appear from around 
the corner; but alas! it failed to come. Now the national administra
tion is making virogous efforts at getting things started again. Mr. 
Roosevelt himself subscribes to the commonly accepted explanation of 
depressions sketched above; and whatever may be said to his dis
credit, it cannot be denied that he has made strenuous and sincere 
effort s at restoring the purchasing power so vital to recovery. 

But it is not anticipated that funds shall be poured out permanently 
by the PW A, the CCC, the FERA; already17 the CW A has passed out 
of the picture. Granted that we are able to "get things going again," 
what then? "Economic recovery" means, in part, making it possible 
for business to take in more profits. Every part of our institutional 
set-up that, like the "private" ownership of the electric industry, 
facilitates the concentration of income, endangers prosperity more 
and more as the profits become larger and larger. And why is this 
true? What is this paradox of plenty, this feature of our economic 
arrangements whereby prosperity breeds depression? 

It is the necessary result of an effort at applying to the unprece
dentedly productive technology of the twentieth century the economic 
institutions of a time when people never starved because there was 
too much to eat but rather often because there was not enough. We 
are trying to operate with obsolete institutional arrangements. 

We need to annex this foreign state that has grown up in our 
territory under the name of "private ownership of the electric in
dustry." It is one of the chief sources of difficulty lying in the path 
of a smooth functioning of the economic order. It is one of the chief 
factors in the concentration of income in this country and hence one 
of the principal means whereby a disparity is created between the 

17 August, 1934. 
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production of consumers' goods and services and the distribution of 
purchasing power to the people who would like to take off the total 
output-and even more. 

Those lines of economic activity where competition will work-i.e., 
where the old sort of "private property" still exists-the government 
need not take over. In those lines where the institution of private 
property has been succeeded by the institution of oligarchy," the 
program made necessary by force of economic exigency is entirely 
different. Here the presumption is in favor of government owner
ship. In the case of the electric industry the facts all favor that line 
of action overwhelmingly. In addition to the need for bending the 
control of this industry to suit the demands of national economic 
safety there is the desirability of giving to the people themselves the 
full benefit of natural resources (instead of allowing the favored few 
to take a heavy toll for their use); and there is the comparative 
simplicity of operation both in the generating field and the distribut
ing field that make it possible for large control bodies such as the 
federal and state legislatures and the utility corporation structures 
to carry on the industry efficiently, by delegating the (comparatively 
routine) work to a host of trained employees . 

One other special feature of the electric industry makes the gov
ernmental ownership of it peculiarly urgent. That is the inability 
that "private" ownership has shown to adopt its rate policy to the 
modern technology.1° Elsewhere20 in this bulletin it is brought out 
that the amount of electricity used could be enormously increased 
by means of drastic reductions in rates. Moveover, profits can be 
kept up in spite of the rate reductions because of the very much 
lower cost of production that accompanies a large and steady output.21 

The captains of finance in control of our utilities have almost without 
exception continued to think in terms of an economy of scarcity when 

.tSThis happens, as I have sought to show in Section II, by rear.on of the economic 
factors of ( 1) the large-sized industria l unit and ( 2) a high proportion of fixed 
costs (hence monopoly in due course of time). (High fixed costs not only mean 
that an enterprise .which sells below the cost of production is not put out of business
since the fixed costs do not have to be met- but it also means, in manufacturing and 
public utility industries as contrasted to agriculture, that the average cost per unit 
of product falls rapidly as output is increased. ) 

, 19Note that it is policy determination that is the function of the "control." Tech
nical work is done by quite proficient men who, unlike the "control," are trained to 
make kilowatts rather than p rofits. 

""See the articles, addresses, etc. in the Bulletin by the following men: E . V. Buch-
anan, p. ; Marshall E. Dimock , p. ; Robert C. Gillies, p. ; Basil Manly, p. 

J. D. Ross, p. 
21one factor that m akes for a lower avera.c-e cost is the increased s teadiness of 

demand. This means that the "peak load," which a p lant must be ab~e to carry, 
is eliminated by means of a rise in the load a t other times up t oward the level of 
the peak. Thus the capacity of the plant no longer has to be much above the 

average demand. 
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they have under their authority one of the most conspicuously produc
tive technologies of the economy of abundance.22 They still think in 
terms of making large profits by means of high prices. But that is 
not the only barrier in the way of their using a true promotional 
rate policy (one making for full utilization of plant). If rates were 
lowered to the level that exists in Ontario, for instance, it would take 
several years for the consumers to get fully adjusted to using large 
quantities of electricity. They would not be inclined to purchase 
additional equipment immediately. Meantime, the utility corpora
tions would lose money. Moreover, the electric industry, the gas 
industry, and to a considerable extent the ice industry are subject 
to the same investment-banker control. To the extent that the 
increase in consumption of electricity makes for inroads on the profits 
of the gas and ice companies, the common control is opposed to any 
serious change in the consumption habits of the consumers of elec
tricity. The old arguments for private property and freedom of 
business enterprise show here, again, that they do not apply, for they 
do not and cannot produce by means of competition the beneficent 
economic results promised, when competition is non-existent, even 
between industries. 

But the very political pressure for keeping down the prices of 
government services that is so often · deplored by opponents of 
government-in-business would have here, in a decreasing-cost industry, 
a highly salutary effect. It would give us a better standard of 
living-not only directly, but indirectly, through cheapened power 
to commercial and industrial users. At the same time, the profits 
which, if garnered by the financial oligarchy, would serve only to 
bring on another spell of Hoover prosperity, would be available for 
the public treasury. It all sounds fantastic, utopian, absurd-I grant 
that. But that is only because we still think in terms of an ox-cart 
technology. We simply have not waked up to the fact that we have 
a technology which has (even after we make a generous allowance 
for loss due to the additional trans-shipping that goes with geo
graphical specialization) increased ten-fold in its productive ability 
in a hundred years.23 Only by stupendous waste-as through adver
tising, building plant that is not used, exporting goods and refusing 
to receive imports, etc.-have we succeeded in getting an increase in 
the standard of living merely about two-fold in amount."' One of 
our favorite ways of keeping down the average standard of living 
is to go on the economic-paralysis sort of spree we have been enjoying 
since 1929. 

22The thesis here touched on, that we have today in many industries a technology 
for which our economic institutions are unsuited, is developed very effectively by 
Fred Henderson in The Economic Consequences of Power Production (The John Day 
Company, New York, 1933) and by Stuart Chase in The Economy of Abundance (The 
Macmillan Company, New York, 1934). 

23This is the figure given by Stuart Chase, op. cit., p. 5. 
"'Stuart Chase, Ibid. 
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In the extractive industries-agriculture, mining, and lumbering
we have a decidedly different economic problem from that which 
obtains in the large-scale highly mechanized manufacturing and pub
lic utility industries. In the one case we have not only real competi
tion by reason of the small size (and hence multiplicity) of the 
industrial units but also production at increasing average costs per 
unit of output. In the other, there is no competition (and cannot be 
any) and production is at decreasing average costs per unit of output. 
This means that when the number of kilowatt hours of electricity a 
plant produces is increased, the average cost per KWH declines. 
The same sort of thing is true of the first few bales of cotton we might 
raise in any one year on a given farm as compared to a still smaller 
number, but if we increase very greatly the number of bales raised 
per annum, the average cost per bale soon begins to become greater. 

In the truly competitive industries we have had a perennial de
pression. The Republicans in the campaign of 1928 pointed with 
pride to the apparent prosperity of what we commonly call "industry" 
(non-agricultural industry) and TJTOmised to do something to remedy 
the doldrums in which agriculture had been for years. In agriculture 
we have had real competition. Farmers have sought economic 
betterment by the method of producing more and more goods at 
less and less cost, but of course the net result for each farmer, since 
his competitors have all followed this same policy while industry has 
not, has been that he has only worsened his condition. Industry 
has, to the extent to which it has been non-competitive, kept prices 
up and production down. Agriculture was buying in a non
competitive market and selling in a competitive one that made the 
farmer an economic invalid when the captains of finance who control 
big business were happiest.25 

Moreover, while business was happy, its ex-employees were not. 
During the late New Era (the 'twenties) there was a standing army 
of unemployed of upwards of around two millions at all times.213 The 
rapid rate of mechanization of that decade made for the social ail
ment we call technological unemployment. If increased production 
per person employed had been paralleled by a commensurate increase 
in the purchasing power of the persons employed, no doubt the people 
dismissed by reason of the mechanization of industry would have 
been taken back in order that the people not dismissed might have 
some consumers' goods to buy with their tremendously increased pur
chasing power. But the proportion of the national income paid out 

•'These facts concerning the s ickness of agriculture are brought out quite clearly 
in 40 Economic Bases for the Agricultural Adjustment Act," a bulletin by Mordecai 
Ezekiel, Economic Advisor to the Secretary of Agriculture, and Louis H. Bean, Ec<>
nomic Advisor, Agricultural Adjustment Administration; published by the United 
States Department of Agriculture, December, 1933. 

26For the seven years 1920 and 1922-27, there was, amang non-agricultura l workers, 
an average unemployment per year of 2,094,000 , or over 6.7%. (Figures derived from 
data given by Leo Wolman in R ecent Economic Changes, 1929, p. 478.) 
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m wages and salaries grew less and less. The proportion paid in 
interest, dividends, rents, etc. grew greater and greater. The recip
ients of this class of income, called "unearned" income by the United 
States Internal Revenue service, are, on the whole, much better off 
than recipients of "earned" income and reinvest a very large part 
of their funds. 

The lesson of all this is quite clear. If the highly mechanized 
industries are operated at capacity instead of a fraction of capacity, 
there can be no technological unemployment and no disparity of 
agricultural and non-agricultural prices. Moreover, if the profits 
of the decreasing-cost, non-competitive industries are in the hands 
of the government and are invested in industry only as the effective 
consumer demand renders such action advisable, we will not go into 
the sort of economic tailspins from one of which we are now seeking 
desperately to escape. Government ownership of the electric industry 
is a first step in the direction of effective . and sane operation of the 
national concern. 

Judged on an economic basis-i.e., by the biological standard of 
desirableness-the so-called private ownership of the electric industry 
is a thoroughgoing failure. No amount of prating about the inven
tions that technicians (not financiers!) in the employ of the utility 
corporations have made, no imposing array of figures on the increase, 
since the 'eighties, in the number of KWH generated per annum is 
highly relevant here. The one is not at all the job of the "control"; the 
other is a persuasive fact but not a convincing one. It is still per
tinent to ask, "What could have been done?" and "What is the price
direct and indirect-that we have paid." 

Earlier I referred to a certain non-economic ideal which, though not 
mandatory, finds general acceptance in this country; viz., democracy. 
It does not take paragraphs to explain which is the more democratic, 
the resting of ultimate control in the hands of a small and irresponsible 
group or the resting of ultimate control in the hands of the electorate. 
But democracy in economic affairs need not depend for its support 
on our preference for it per se. It is here the key to a better stand
ard of living. It is the means whereby the mass consumption made 
necessary by mass production can be brought to pass. 

WHAT THE CONFESSIONS SHOW 

(Excerpt from Chapter II of Confessions of the Power Trust, by Dr. Carl D. Thompson. 
E. P. Dutton and Company, Inc., New York, 1932.) 

(1) That the utility companies do inflate their capital accounts, 
a matter which they have strenuously denied until the facts were 
established in the hearings of the Commission. 

(2) That the inflation of capital accounts forces up rates, a matter 
which they have always denied and apparently seem still to persist in 
denying. 
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(3) That utility rates are too high. 
( 4) That municipal plants have lower rates than private plants 

under similar and comparable conditions. 
(5) That municipal plant accounts are properly kept, at least in 

many cases. 
(6) That it is just as logical for a community to own and 

operate light and gas plants as it is for them to operate highways, 
schools, streets, sewers, and water plants. 

(7) That the taxes paid by private plants do not account for 
the difference in the rates charged as compared with municipal plants 
and have little effect upon rates. 

(8) That bankers are involved in the electrical industry. 
(9) That the investment bankers are making enormous profits 

playing with the utility interests as with loaded dice at the expense 
of investors and the public. 

(10) That utility companies do not keep their promises that they 
will not increase rates. 

(11) That corporations make huge profits in the purchase and 
resale of their properties which results in further increases in 
rates to the public. 

(12) That efforts on the part of men in the industry who have 
declared themselves against extortion and exploitation in the hope 
of reducing it were silenced and repudiated by hired publicity men. 

(13) That the utility industry is killing itself by treating public 
utilities as dice, cards, or chips in a poker game instead of a public 
trust to be carefully, cautiously and economically administered in 
the interests of the public. 

(14) That there is much in the service of the utility corporations 
that breeds hypocrisy, dishonesty and insincerity. 

( 15) That the greatest of human rights, free speech, is largely 
surrendered by those in the service of the utility corporations. 

(16) That the great boast of patriotism on the part of the utility 
companies is often a mere hypocritical pretense, a fake and delusion. 

( 17) That in the service of the industry is much "lying, faking, 
and downright evasion." 

(18) That it is the greed for profit that works havoc in the 
utility as in other fields. 

(19) That regulation is breaking down. 
(20) That the utilities are determined to destroy municipal own

ership and acquire every municipal plant. 
(21) That the utilities block and prevent the passage of legisla

tion helpful to municipal plants. 
It would be hard to find encompassed within so small a space such 

a complete and sweeping indictment of the methods of the utility 
companies as is here confessed by some of their own most trusted 
and effective representatives. 
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SOME LESSONS OF PUBLIC OWNERSHIP 

(Chapter V of Harry W. Laidler , Public Ownership Here and Abroad. League for 
Industrial Democracy; 112 Eas t Nineteenth St., New York; 1931.) 

In the preceding chapters, we have attempted t0 set forth some of 
the more significant evidences of the increasing control by the mu
nicipality, the state and the nation of the industrial life of the world, 
and have indicated some of the tendencies toward public ownership 
in the United States and Canada. 

What have been the economic, social and political results of this 
tendency? What possibilities does it hold out for the future? 

The Fabian Research Department, in its study of pre-war public 
ownership, attempted to answer the first, and, to some extent, the 
second of these questions. Their members arrived at the following 
interesting conclusion: 1 

· 

CHARACTER OF SERVICE IN PUBLIC INDUSTRIES 

Public ownership has "shown itself to be an effective alternative to 
capitalism, by successfully conducting, in every civilized country, an 
extensive, and constantly widening range of production, distribution 
and exchange." 

While there is scarcely a craft of service that is not somewhere 
carried on by one or more local or federal governments, "this 
state and municipal administration has been most highly de
veloped, and has proved most strikingly successful in certain 
branches-namely, most forms of communication and transport; land 
improvement; sanitation and the public health service; the organiza
tion of education and recreation; the extraction of coal and other 
minerals; banking and insurance in nearly all of its branches; the 
manufacture and distribution of certain special commodities on a 
large scale, and the construction and preparation of articles required 
in the various branches of the public service itself." 

On the other hand, the consumers' cooperative movement which 
conducts about one-hundredth of the business performed by public 
enterprise-has thus far "undertaken mainly the production and 
distribution of the ordinary household supplies," as distinguished 
from such general services as transportation and communication, and 
has competed in but few instances with state industries. The infer
ence seems to be that some such division of functions as at present 
exists will continue in the future. 

Public ownership and operation prior to the war showed on the 
whole definite advantages over private control. It tended toward a 
more democratic form of government. It tended to reduce waste. 
It showed that industry could be conducted without the profit incentive. 

'For these conclusions see State and Municipal Enterprise, a supplement to the 
N ew S tatesm an, May 8, 1915. The quotations a re taken from this report. Also see 
Carl D . Thompson, Public Ownershi p. 
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It produced on the whole cheaper and more reliable goods. It im
proved the conditions of the brain worker. 

On the other hand, it failed to adjust governmental machinery 
as effectively as may be to economic purposes. It failed to provide 
adequate representation to the producer, or for continuous expres
sion on the part of the public or the special consumer. It was, how
ever, developing a machinery that could be used with telling effect for 
the development of a more democratic social order, when once labor 
obtained control of the various governments.2 

Can these conditions of the Fabians regarding the general success 
of government ownership--.despite certain defects-be proved in 
concrete instances? 

CONCLUSIONS TESTED-THE BRITISH ELECTRIC 
LIGHT INDUSTRY 

The Fabians elsewhere have made concrete studies of the relative 
efficiency of private and public ownership. In 1913, they selected, 
for instance, the electric light industry of Great Britain and asked 
C. Ashmore Baker, E.E., to analyze scientifically the results obtained 
by private electric light plants and those secured by municipal 
plants in the United Kingdom. These private and public plants are 
comparable. They exist in the same country at the same period of 
time, and are subject to the same economic and political conditions. 
Those compared total a respectable number-about 300. They secure 
their raw material from the same sources. The value and cost 
of their respective units-the units of electricity-can be accurately 
gauged. The quality of these units cannot vary much from definite 
standards. The yearly returns, on forms prescribed by the govern
ment, are easily available. 

Mr. Baker examined the records from the point of view of an engi
neer. After a painstaking investigation he came to a number of 
significant conclusions.• 

(1) Private electrical lighting plants charge their customers on 
the average of 48 per cent more per unit than do municipal plants. 

(2) They spend in working expenses 59 per cent more per unit 

sold. 
(3) They expend in cash or credit 60 per cent more than do the 

municipalities as regards capital expenditure for each kilowatt max
imum load (that is to say for a given capacity for meeting the 
demand for energy at any time). 

2Since the war, as has been indi cated, the development of workers' councils of 
various kinds abroad and the increased strength of labor in a number of countries 
on the economic and political fields h ave tended somewhat to ch ange this situation. 

•See C. Ashmore Baker, Public and Private Electricity Supply. (London, 25 
Tothill St., The Fabian Society, 1913) ; See also Lincoln, The Result of Municipal 
Electric Lighting in Mass. (1918) . 
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(4) The companies put aside each year on the average less than 
half as much for sinking fund as do the municipalities ( 1.32 per 
cent as compared with 3.15 per cent). 

(5) It is reasonable to deduce from the evidence at hand that 
they pay less than do municipalities for wages. 

(6) On the other hand, they have to pay on the average anything 
from 75 per cent to 300 per cent more for the management of their 
undertakings than do their publicly owned competitors. This is 
indicative of the truth, Mr. Baker believes, that "men will do better 
work at a cheaper rate when working for the public good than when 
working for private gain."' 

WHAT COMPARISONS ARE LEGITIMATE? 

It is impossible, in this brief study, to examine all governmental 
enterprises, and to state the results of these examinations. The reader 
from time to time will be confronted with the most conflicting reports 
concerning the success or failure of publicly owned industries, and 
with comparisons which point to the most diverse conclusions. On 
examination he will find that, while some of the comparisons presented 
are legitimate, others are utterly without merit. 

As a practical guide amid the mazes of conflicting arguments and 
statistics, the following rules may be laid down : 

1. Select for comparison the largest number of units possible in 
a given instance. A comparison such as that made by Mr. Baker, 
which included practically all of the electric plants in Great Britain, 
is much more conclusive, for instance, than one which considers but 
a small number of units. When samples are taken, be sure that 
these samples are typical, not extreme. 

2. If instances are given of reversion of plants to private owner
ship, be sure to find out the number of changes from private to 
public ownership in a given industry during the same period. 

3. Units compared should in reality be comparable. If the public 
and private plants differ materially in size, allowance should be made 
for this difference, when the relative operating costs, etc., are exam
ined. Allowance should also be made for the relative distances of 
private and public plants compared from sources of supply, t he relative 
costs of raw material and labor, due to location, and the differences 
in the periods of time under consideration. 

•Mr. George Evetts' book on The Administration and Finance of Gas Undertakings 
(1922), indicates s imila r advantages in municipal control of this utility. (See sum
mary, p. 277.) See a lso Annals, V. 57, p. 203 (1915) ; Todd, Municipal Ownership, 
etc. (1918). 

Also note success of municipal water supply, as seen in the Municipal Year Book 
(London, 1923, p. 502) ; of municipal markets a nd slaughter houses (Municipal 
Year Book, 1923), and of municipal tramways, Annals, V. 57, p. 203 ; consult The 
Result of Municipal Electric Lighting in Mass., by Edmond E. Lincoln (1918 ' . 
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4. In comparing private and public industries in various countries, 
account should be taken of the varying economic, political and psycho
logical developments of these countries. Too many comparisons have 
been made in the past between private and public businesses in 
Europe and America without considering these differences. 

MONEY NOT ONLY CRITERION OF SUCCESS 

5. One should seek to discover the primary purpose of public 
operation in a given industry and judge the success of the venture 
with that object in mind. The post office service of America has 
often been denounced on the ground that it runs at a deficit. However, 
it should be realized that the object of this service has never been 
that of money making. That object- though not always adhered to
has been primarily service to the community, encouragement of com
munication, of industry, of education. If profit were its object, it 
could readily have followed the precedent of other industries in the 
periods of rising prices and have charged for its stamps, parcel post 
and other services all that the traffic would bear. This is particularly 
true in the case of second-class postal rates. 

The chief object of municipal and federal ownership in certain 
European countries has been to obtain a profit to Be used in the 
reduction of taxes. While the best thought of the day condemns 
this practice and urges that this surplus be used to improve the 
service, to reduce the charge to the consumer and better the condition 
of labor, the purpose nevertheless must be borne in mind in appraising 
the success of the undertaking. 

Many national undertakings, such as the railroads of Australia, 
have had as one of their objects the development of the sparsely 
settled portions of the country. Others, namely the railroads of 
Belgium, Germany, etc., have had in view, as has been pointed out, 
military advantage and the promotion of foreign trade. In pursu
ance of these objects, lines were often laid in districts immediately 
unprofitable from a financial point of view. 

During the war, speed, not economy, was regarded as the chief 
object to be attained, yet many persist in judging the results of war 
enterprise from the latter standpoint. Public health, safety, edu
cation are the main objectives of other forms of public services, and the 
difference between income and outgo in these services cannot there
fore be regarded as the chief criterion of success. 

6. Mr. Herbert Hoover and others appealing for the preservation 
of "rugged individualism" fear the bureaucracy which government 
ownership might entail. However, the bureaucracy in great private 
corporations should not be overlooked. Further, public enterprise has 
been recently developing a far more flexible form of organization in 
many instances than formerly. This is seen in the formation of gov
ernment corporations during the war, and in such post-war organiza
tions as the New York Port Authority, the German governmental 
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electrical and other works, the Russian trusts and syndicates. Here 
separate corporations are set up outside of government departments, 
not subject to political red tape, and controlled by technical experts 
who are responsible for the success or failure of the concern and are 
given such autonomy as is consistent with general well-being. When 
to this corporate form is added representation on the Board of Con
trol of the workers and consumers, the management becomes far 
less bureaucratic than in the average large private business. 

Nor is it possible to assume that government institutions are 
necessarily less enterprising than private companies. The chief 
objection to the Ontario Hydro-Electric Power Commission under the 
direction of Sir Adam Beck was not its lack of enterprise, but the 
aggressive initiative in new developments displayed by it-an initiative 
which fully justified itself in after years. The United States Post 
Office was for many years the one agency in America which dared to 
sponsor an air service. After it had experimented and shown results 
then the commercial air companies were willing to come on the field, 
as the 1927 Report of the Postmaster General clearly shows.• 

7. Many critics of public ownership condemn it on the ground 
that it does not obtain labor so cheaply nor speed up the worker 
so effectively as does private ownership. But it must be realized that 
one of the grave evils of private ownership is overspeeding and under
payment, and to the extent that public ownership eliminates these 
evils, while at the same time keeping the standard of production 
reasonably high, to that extent it is performing a distinct social 
service, even though at a financial loss. As it is, in most public 
employments the wages and salaries should be considerably increased 
rather than diminished. 

8. The success of many private ventures is due to public aid. The 
private railroads in the United States could never have obtained 
their start had it not been for the enormous grants of land and 
money from state and federal governments. In comparing the rail
roads of this country with those of other lands, such public support 
should not be ignored. 

9. Many municipal and national enterprises have found them
selves at times in the control of public officials who were bent on 
discrediting public operation, and on compelling their return to 
private enterprise. It has been charged that this sabotaging existed 
in the case of the municipal gas works of Philadelphia and of many 
of the war industries. Public enterprise cannot run itself. Obviously 

•"The accomplishment of the Post Office Department in the successful development 
of the air mail service to a point where private enterprise and agencies are able to 
take it over and operate it under government contracts is a signal achievement. 11 

Annual ·Report, Postmaster General, 1927, pp. 26-27. 
(Ed. note: Even so vigorous an opponent of government-!.n-business as Ernest 

Greenwood recognizes that in electric lig-hting the municipal governments led the 
way, by reason of the uncertainty of business success that ch aracterized the electric 
industry in its pioneer days. See his The Great Delusion, p. 123. 
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public services encumbered by such administrators suffer materially. 
Failure under these circumstances proves little regarding the pos
sibilities of community operation. 

PRIVATE PROFIT HAMPERS PUBLIC ENTERPRISE 

10. Account should be taken, in estimating the results of public 
operation, of the hampering influence on such operation of the profit 
system. 

(a) In municipalizing many utilities the public has often paid for 
the industry far more than its actual value warranted, as a result of 
misrepresentation by private interests or of actual corruption. The 
price paid has subsequently been a heavy and unnecessary burden on 
the publicly owned plant. 

(b) Large numbers of workers in modern industry are each year 
thrown on the scrap heap, after years of loyal service to private 
industry. They often have no recourse but to apply to the public 
for aid. The public is put to the alternative of supporting them 
without work, or giving them jobs in some public service, such as the 
park system. Their inefficiency is charged to public administration. 
It should rightly be charged to private enterprise. 

(c) Much of the corruption in public ownership results from the 
pressure brought to bear on public officials to award public contracts 
to private concerns. Thus corruption may leak in where a city 
trolley system purchases cars from private contractors. Glasgow 
eliminated the possibility of such corruption by making its own cars, 
as well as running them. 

(d) The public service is often drained of its best officials by 
private corporations offering much higher salaries, although, in many 
cases, officials even now remain in the public employ in spite of offers 
of salaries from private concerns of several times their present com
pensation. With the expansion of public industry, private business 
is likely to possess less and less charm for the public administrator. 
For the public will then be in a position to offer increasing opportuni
ties to participate in the big undertakings of the country, while a 
changed public morale is likely to give distinction to those who have 
performed unique community services, rather than to those who have 
gained wealth in private ventures. Many of the best engineers in 
Ontario, for instance, are turning to the public service as the public 
hydro-electric power system becomes more of a factor in the life of 
the community. 

IMPRESSIONISTIC CONCLUSIONS 

11. It is unnecessary to state that "impartial surveys" made by 
privately owned public utilities cannot usually be taken at their face 
value. A reading of the answer made by the Ontario Commission 
to the "impartial" "Murray" report on the Ontario electric power 
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lighting will sufficiently explain the reason why. There is another 
group of conclusions that must be carefully analyzed, those made as 
a result of mere impression or preconceived opinion by otherwise care
ful economists. The libraries teem with articles and books written 
by such students who gladly admit the success of public ownership 
abroad, but who end with the sweeping statement, unattended by 
substantiating evidence, that public ownership in this country could 
not possibly work-at least for many years to come. 

These conclusions often carry weight on account of the author's 
scientific approach to ot her phases of the subject. And yet the writer 
usually makes little or no attempt to analyze in any adequate fashion 
just why public ownership which succeeds in one country. is bound 
to fail in another. He usually fails utterly to base his statement 
upon any satisfactory analysis of the actual operation of publicly 
owned water, electric or gas works, or of the reclamation, forestry, 
agricultural, parcel post and other services conducted by municipal, 
state or national governments in this country. No attempt is made 
to discover what defects thus far found in public ownership can 
be easily remedied by intelligent action and what defects, if any are 
inherent in the system. No attempt is made to examine the effect 
of municipal and government ownership abroad in stimulating public 
interest in the honest and efficient conduct of governmental services, 
in creating a group of administrators whose chief incentive is that of 
public service, in removing corrupt private interests from the control 
of government agencies. No attempt is made to compare the extent 
of the possible "graft" under public ownership with the actual "honest 
graft" in the form of property income under private ownership; to 
analyze the competitive wastes that public management might elim
inate; to appraise the higher social values of an evolving democracy 
in industry. And yet no conclusions worth the paper they are written 
on can be formed regarding the success or failure of public owner
ship and operation in this country until these questions among 
others are considered. 0 

12. Many economists of late have contended with a finality that 
admits no argument that industries that were operated successfully 
by the government during war times would fail miserably during 
times of peace. The chief reason generally put forth is that only 
during a national crisis, such as a war, could men be so inspired 

•see Howe, European Cities at Work, pp. 356-8. 
"The American city owns so few things and does so little for the people that it 

fail s to awaken their pride or affection ... Municipal ownership h as much to do 
with the attitude of the voter in English and German cities . . . The progress of the 
city, the services it renders, its intimate touch with all classes, awaken their interest 
and affection . . . Men of talent are allured by such opportunities-opportunities 
which do not exist in the American city. We have reversed the naturnl order of 
things in this country. We say that municipal ownership must wait on honesty 
and efficiency. Rather we should say that honesty and efficien cy will be brought in 
with municipal ownership; that only through making the city an important thing 

will it awaken interest and enthus iasm." 
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by love of the common welfare that they would work loyally and 
efficiently in public industry without thought of large personal profit. 

Before accepting such a judgment one must consider, however, 
that it is a judgment in phychology, not in economics, dealing as it 
does almost entirely with the motives of human action, and that most 
economists are not as yet masters in the field of psychology, partic
ularly in its newer phases. It is indeed an unfortunate fact that 
comparatively few economists outside of such "economic heretics" as 
Hobson, Tawney, etc., have made any careful analysis of non-profit 
incentives that are today actually motivating men and women in 
private, cooperative or public industry. Without a more thorough 
study of industrial motives, and further experimentation as to the most 
effective incentives that can be utilized under public ownership
outside of the incentive of getting one's livelihood by owning rather 
than by working-the snap judgments of our economists and business 
men are worth but little. It may be said in passing that the incen
tives of a steady and graded salary, of social prestige, of joy in creative 
work, of occasional prizes and honors, of the thrill of doing a big 
public job (as the building of the Panama Canal), are spurring 
increasing thousands of public administrators both here and abroad 
to loyal, efficient and self-sacrificing service for their city and for 
their nation.7 

Finally, one must realize that public administration is only in its 
infancy; that the last generation has witnessed a marked improve
ment in the conduct of public industry8 and that, with the development 
of the civil service, budget and standard accounting systems; with 
the appearance of efficiency methods which pay due regard to 
personality as well as to production; with the influx of technicians 
and men and women of unusual capabilities and social vision into 
the public service; with increased constructive criticism on the part 
of the nation's thinkers and increased emphasis on industrial as 
opposed to political administration of public enterprises; with im
proved educational standards among the mass of people, and among 
the most important, with the growing influence of labor in the con
duct of industry and politics the possibilities for future social service 
on the part of publicly owned industry are indeed great. 

THE CHALLENGE OF PUBLIC OWNERSHIP 

Those who believe in the public ownership movement should think 
through the complex problems of social ownership; work out as 

7See Hobson, Incentives in the New Indus trial Order. (N. Y.: Seltzer, 1922) ; 
Tawney, Sickness of an Acquisitive Society. 

B" There is no revolution that I know of in the American nation so complete, so 
adequate and so wholesome as that which has ba nished the crass forms of corrup .. 
tion from American municipal councils. As one looks over the life of the American 
city now, we see that sort of brutal corruption is sporadic where it exi~ts at all, is 
unusual and under severe condemnation. There is not the sort of tolerant attitude 
toward it that there used to be." Newton D. Baker, in Annals, V. 57, p. 190 (1915). 
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nearly as may be, plans for public ownership in particular industries 
that are likely to insure both efficient management and democratic 
control, and bring their challenge of public control by every legiti
mate channel before the general public. 

In all this, they should realize that public industry, while it has 
shown concrete advantages and has given promise of great possibili
ties, has, nevertheless, left unsolved many vital problems and has failed 
to rise to its opportunities. The best friend of public ownership is 
not he who shuts his eyes to present defects, but he who, with a 
profound faith in industrial democracy, takes up one by one these 
administrative questions and gives his best contribution to their 
solution. What principles should govern the transference of industry 
from private to public ownership? When should an industry be left 
to voluntary cooperative groups? When to the community as a 
whole? How should the boards of control be constructed? What 
should be the control of the ordinary worker, of the financial, tech
nical and managerial staffs, of the consumer? How should the 
managers be appointed? What qualifications should be possessed 
by thuse who stand for election? How should compensation be 
determined? What incentive should be relied upon to obtain the 
most socially useful results? What should be the international rela
tions of national industries; the state and national relations of local 
industries? 

These and similar problems demand the best constructive thought 
of the day. It is to be hoped that they will be tackled with the utmost 
vigor by individuals and by groups throughout Amer ica within the 
next few years. And in all their thinking it is to be hoped that 
these groups may not lose touch with the realities of the present 
situation. 

Hand in hand with this educational program advocates of public 
ownership should do all that in them lies to assist in the development 
of those labor activities in their national and international aspects
trade and industrial unionism, independent politica! action, coopera
tion, workers' education-that are calculated to develop the power 
and the capacities of labor. 

If the movement develops along these lines, it may well hold out to 
humanity a number of possibilities: 

(1) The elimination of the wastes of our competitive system. 
(2) The abolition of the present unjust inequality of wealth, based 

on the private ownership of the vital industries of the nation. 
(3) The· regulation of prices in such a way as to encourage the 

use of commodities and services which best conserve human happiness 
and to discourage the use of those of less real utility. 

( 4) The restoration to the nation's producers of a share in the 
ownership and the conduct of the industrial life of the country; a 
sense of security in employment; a full chance to develop all of their 
potentialities. 
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(5) The development of higher incentives than that of profit. 
making among the administrators and creative minds of the country. 

(6) The abolition of the chief cause of class and na tional war
fare--namely, the operation of industry for profit, instead of for 
communal service.° 

This goal cannot be attained in a day. It cannot be attained without 
the clearest thinking and wisest and most devoted service. But its 
attainment is worthy of the finest efforts that humanity can give. 

POWER WITHOUT PLUNDER 

BY QUENTIN POPE 

Quentin Pope is a New Zealand correspondent for The New Yor/c T imes and The 
Chicago Tribune. He is the author of a novel, "Boy in the Dark," and of a 

social study of Australas ian condition , "Democracy ;n the South." 
(From t he New Republic, February 7, 1934. ) 

New Zealand has become an object lesson in hydro-electric develop
ment. In the past decade she has built a public-owned power industry 
that rivals any in the world, for size, for careful planning, and, above 
all, for economy of results. From the beginning the work has been 
under a comprehensive plan, that submitted by Evan Parry in 1918, 
and although later developments have changed details here and there, 
the fundamental lines of the plan, calculation as to the individual 
needs for power in r elation to the available sources, have been main
tained unaltered. Thus the original plan called for the development 
of 202,500 kilowatts, assuming a consumption of .15 of a kilowatt per 
person and a population of a little over a million. But the popula
tion of New Zealand has increased nearly half a million beyond the 
estimates of Parry's original plan and new power sources have had 
to be developed to provide for this growth. 

The original plan called for five government-owned hydro-electric 
stations, three on the more populous North I sland and two on the 
South I sland. All are now at least partially in operation, although 
one, Arapuni, has been seriously crippled by earthquakes. High t en
sion interconnection among all stations is eventually to be installed 
and a few temporary coal stations have been built to fill gaps until 
this can be done. But already, after only eight years of complete 
operation, the city of Auckland alone is dependent entirely upon steam
raised power. 

The first costs of these developments have been considerable. Up 
to March 31, 1933, the government had spent $56,700,000 on the 
hydro-electric plan. Of this t otal $32,500,000 was for works already 

•For the relation of private ownership to the present social evils , see Chiozza Money, 
Triumph of Nationalization, Ch . XIV; Chase.The Challenge of Waste; Laidler, Social
ism in Thought and Action, Chs. I, II (N. Y.: Macmilla n , 1920 ) ; Thom as, The Chai· 
lenge of War (N. Y.: L eague of I ndustrial Democracy. 1923) ; Webb, The Decay of 
Capitalist Civilization (N. Y.: H a rcourt, Brace & Co., 1923) . 
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in operation, though Arapuni, biggest generating plant of all, has 
been out of commission most of the time. Because of this unexpected 
accident, the electrification scheme has not shown the large return 
that it otherwise would have. 

From the beginning, the policy of the government has been not to 
sell power direct to the consumer. Instead, electricity has been sup
plied to local bodies and these local authorities left to handle reticula
tion and retail supply. Power lines from the generating plants to 
the point of sale have, of course, been built and financed by the state, 
but distribution within their own territory has been the responsibility 
of the cities and counties themselves. To organize and administer 
this sale of power, the necessary machinery was set up in the form 
of forty-eight power districts, thirty-nine of which are now in opera
tion. Provision was made for several local authorities to combine, 
and authority was given these f•Jsed bodies to set up a special electric 
power board with administrative and contracting powers and the 
right to make tax assessments in their districts. The first important 
task of these boards was the building of power lines within their 
territory, and during the last few years they have constructed lines 
that now cover more than 70,000 square miles. The next step was 
to contract with the government for a minimum supply of power. 
The single weakness in the scheme so far revealed has been this 
contract, for the three small boards, over-estimating the growth in 
population, made agreements for more power than they could use. 

This rapid development of the resources of a country rich in rivers 
and waterfalls began in earnest only eight years ago. Because of 
earthquakes, its greatest power project has not yet functioned uninter
ruptedly for more than seven months. Moreover, the final develop
ment of the power plan has taken place in a time of world crisis, 
with economy the universal demand, with taxes mounting, with con
stant lay-offs in industry and an unemployment total in New Zealand 
touching one-fifth of the employable population. Yet in the past 
two years what do we find? In 1930-31 the state-operated power 
scheme showed a return equal to 7.49 per cent on the capital invested; 
it paid interest charges and depreciation and allowed a profit of 
$261,000. In 1931-32 an even worse year, the return on the capital 
in operation stood at 7 per cent, and after interest and depreciation 
had been paid the profit for the year was $178,000. 

Here are the figures for the last two years of the state-owned 
plants.1 

1930-1 
1931-2 

Invested 
Capital Operating Depre-

Operating Revenue Expenses Interest ciation Profit 

$31,200,000 $3,289,000 $1,048,000 $1,451,000 $528,000 $261,000 
32,500,000 3,264,000 966,000 1,626,000 494,000 178,000 

'Exchange equivalent at respective dates. The depreciation of the dollar would 
make recent rates more difficult to compare. 
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In the last year the hydro-electric works have earned enough to pay 
their operating charges, meet interest payments at the rate of 5.2 
per cent on the capital invested, provide for depreciation at the rate 
of 2 per cent, and establish general reserves from profits. These 
general reserves, since 1925, have grown to the total of $3,082,000. 

The remarkable side of this feat is the level of charges upon which 
success has been achieved. The average government rate for the 
whole country (there are slight variations according to cost of 
installation of the various schemes, distance of transmission to the 
local authority, etc.) today stands at eighty-five one-hundredths of 
a cent per kilowatt hour. That is, the New Zealand government sells 
for 34 cents the same amount of power which in New Jersey, for 
example, costs $3.48. And New Zealand makes it pay. Of course, 
this charge is not the rate at which power is sold to the New Zealand 
public. The retailing of electricity is in the hands of other local cor
porations which have had to modify their original ideas of the proper 
level for power charges. But against the rates calculated by Mr. 
Stephen Raushenbush for New York, New Jersey, Massachusetts and 
Kansas, the rates for New Zealand's four largest cities are illum
inating. Here are the figures:. 

40 Kilowatt 
Hours 

New York (private> ------------------------------- $2.936 
New Jersey ( private) ---------------------------- ____ 3.485 
Massachusetts (private> ---------------------------- 2.995 
Kansas (private) ________________________________________ 3.188 
Auckland (public) ______________________________________ 1.114 
Wellington (public) ------------------------------------ 1.304 
Christchurch (public> -------------------------------- .910 
Dunedin (public) ------------------------------------____ . 788 

80 Kilow,,tt 
H ours 

$4.550 
5.858 
5.189 
fi.959 
2.228 
2.608 
1.820 
1.476 

Not only does New Zealand get a cheap, efficient and profitable 
power service, but the local power boards and other local organizations 
get a profit as well. Figures for 1930-31 show that the thirty-nine 
operating boards made net profits of more than one million dollars. 

The rise of the electrical industry in New Zealand has been little 
known to the outside world. Industrial statistics show that this side 
of the country's development has outstripped all other industries. 
The investment of $148,000,000 ($91,000,000 by the cities and 
counties) in a short space of time has given the electric-power industry 
an important place in the country's economy, and the rate of growth 
is expressed in the rise of investment per capita from $12.50 in 1919 
to $93.50 in 1930. At the same time the units generated per head of 
population, rising from 97 to 507, have shown the eagerness of the 
people to have electricity. There seems little doubt that the electrifica
tion of farm services is responsible for a good part of the record 
increase in primary production in New Zealand between 1925 and 
1928, when production indices rose more steeply than ever before. 
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Most farmers now have ample power and that fact explains why New 
Zealand's exports, even today, are the highest per capita in the world. 
Factories have cheap electricity which has enabled them to show the 
common phenomenon of rising output even though this is not a highly 
industrialized country. But, most important of all, the people have 
the benefit of a power supply cheap, efficient, soundly financed and well 
equipped, able to meet all present needs and to provide for the future, 
adequately administered and operated with an eye to the common 
good. There are no preventable losses, there is no bonus for ineffi
ciency, there is nothing to be gained by inflating capital. The one 
object is community service and it is apparent that that object is 
being attained. 

WHY LABOR IS FOR PUBLIC OWNERSHIP 

Unions Believe That Public Service Should Be Rendered at Actual 
Cost and Property Kept Up by Sinking Fund 

BY WILLIAM H. JOHNSTON 

President International Machinists 

(Fre>m La Follette's Magazine, March, 1922.) 

I am scheduled to address this Public Ownership Conference on the 
subject "Why Organized Labor is for the Public Utilities." To 
answer this question completely would take more time than the Con
ference could allot me. I will, therefore, endeavor to answer the 
questions as correctly as possible. The trade unions of the United 
States favor public ownership for many reasons, a few of which 
I will outline: 

1. Because Public Ownership is an original doctrine in the United 
States. 

2. Because it is a genuine 100 per cent American proposition. 
3. Because wherever and whenever tried in the United States, it 

has proven to be successful. 
4. Because it is a natural development forced by economic require

ments. 
5. Because it is more rational, more economical, more efficient. 
6. Because it gives an equal opportunity for all of the citizens inter

ested to share equal rights with equal duties and with equal respon
sibilities. 

7. Because it is reasonably, inevitably and unquestionably the 
most equitable method of controlling and managing social service for 
the public. 

AGAINST PRIVATE OWNERSHIP 

The early pioneers of the American Revolution, such as Tom Payne, 
Ben Franklin, Sam Adams, Paul Revere and others of their associates 
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were representative working men of that period. They led the rebel
lion against private ownership of Government. They despised kings, 
autocracy, and private monopoly-and all good Americans should 
despise industrial autocrats. They did their work better than they 
knew at the time, and we of this later generation are slowly compre
hending the great scope of their visions. We have inherited from their 
efforts a public ownership government, even though we may not at 
times express our general appreciation of the wonderful instrumental
ity within our hands. Yet as we appraise our accomplishments as 
a people since revolutionary days we can include on the credit side 
of the public ownership ledger the following: 

1. Public ownership of streets and highways. 
2. Public ownership of schools and a few universities. 
3. Public ownership of the police departments. 
4. Public ownership of the fire departments. 
5. Public ownership of water works. 
6. An approach to public ownership of the transmission of news 

through the Post Office. 
7. Public ownership and control of instrumentalities for election 

of public officials. 

I question if there is a single reactionary in the United States who 
would favor returning to private ownership, any of the utilities that 
I have enumerated. 

The trade unions of America recognize the above accomplishments 
as basic fundamental advantages upon which the people of the United 
States can erect and expand all their other institutions, just as 
rapidly as their average intelligence will grasp the significance of 
our basic form of government, with all of the essential implements and 
institutions at hand with which to construct more public ownership 
undertakings. 

We are now as a people upon the threshold of expanding public 
ownership from streets and highways to city street car systems, city 
electric light and power service and interstate railroads. There is 
a growing and insistent demand for the public ownership of a genuine 
public press that will furnish the public with facts and not fiction; 
with hope and not depression; with honesty and not fraud; with 
intelligence and not bestial sensation. The public is rapidly coming 
to agree with our trade unions that public ownership of cold storage 
houses would be a monumental blessing to mankind. Along with 
other benefits, health, safety and comfort would follow, with a 50 
per cent decrease in the cost of living. If a poll could be taken, I 
venture to say that 90 per cent of our people would favor public 
ownership of telegraphs and telephones. As operated by the present 
private profiteers, they have become so inefficient and so expensive 
that the simple reference to either of the telegraph companies, or the 
telephone companies, is sufficient to arouse derision among any two 
persons who casually refer to them in conversation. 
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The fuel supply of the nation is one that is causing grave concern 
to all of the public, excepting a few monopolists who control the coal 
lands. Even the academic politicians of the present "Marionette" 
administration at Washington, D. C., show a little human intelligence 
occasionally when they refer to the fuel problem-especially its dis
tribution. They are not so much concerned about its production, 
because there is a great gulf between the present private ownership of
ficials and the thousands of brave men who risk their lives to furnish us 
the means for heat, health, comfort, production, and transportation. 
The national ownership of mines and control of all the means of pro
duction and distribution of coal is inevitable. The industry as now 
managed by monopolists under private ownership has become diseased. 
It must be torn from their control and placed in the hands of the 
public where it rightfully belongs. 

EFFORTS FOR PUBLIC OWNERSHIP 

The trade unions of America favor public ownership because they 
believe this doctrine is wholesomely American. We herald to the 
world as an axiom "that what one man makes is rightfully his." It 
therefore follows with equal axiomatic force "that what a number of 
men make should be rightfully theirs." Therefore, it requires but 
little reasoning or observation to recognize the development of this 
truth-that when vast numbers of people in our cities, states and 
nation contribute to the installation, development and patronage of 
public service instrumentalities, they should have an equal voice 
in determining the method of ownership and administration. This 
applies to public ownership of railroads, public ownership of tele
graphs and telephones, public ownership of a merchant marine, public 
ownership of fuel production and transportation, with especial force 
at this particular period in our history. 

This Conference should, with great profit to the general principles 
of public ownership of public utilities, endeavor to concentrate thought 
upon these four public ownership undertakings. This Conference 
should also undertake to enlighten the people as to the substantial 
difference between public ownership and government ownership. 
Government ownership and management by immature, untrained, 
unprincip!'ed, time-serving partisan politicians should not be en
couraged or recommended. We have had in the past too many lessons 
of inability, failure and disgrace by government officials who have 
undertaken government ownership functions in the Post Office Depart
ment, the War Department and the Navy Department. 

Trade unions emphatically favor genuine public ownership, with 
public control, public regulation, public management and public 
advantage as against any professional scheme of government owner
ship by untrained, irresponsiblf, thoughtless, careless, indifferent, 
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partisan officials. The trade unions of America favor public owner
ship because in its final analysis it is the most economical; not only 
more economical for general purposes, but vastly more economical 
for fiscal purposes. The debts which the public now carry that are 
assumed legally by the private owners of public utilities will never 
be cancelled by private management and ownership of public utilities. 
It is to their profit and advantage to continue such original legitimate 
investments and watered stock as a load to be carried by the general 
public with no thought or intention of ever liquidating or cancelling 
the original costs. 

The best available official data on capitalization of public utilities 
shows a total of 42 billions. 

PUBLIC UTILITY DEBT 

This internal public utility debt under private ownership is not 
only a permanent debt, but it is steadily increasing and upon which 
the people must pay the interest. 

There is no prospect or intent on the part of the private owners 
of this capitalization to ever liquidate or cancel it or squeeze out 
the water. Under public ownership this internal debt would be limited 
to actual cash investment without water and proper methods would 
be arranged to liquidate the original investments. 

The debts are subdivided as follows: 

Interstate Railroads ________________________ _. ____________________________ _ 
Intrastate Railroads ------------------------------------------------------
Electric Light and Power Companies __ ___________________ __ _ 
Electric Street and Interurban Car Lines ___ _____ : ______ _ 
Gas Light Companies ___ _____________ _____ ____________________________ _ 

19 billion 
3 billion 

10 billion 
7 billion 
3 billion 

Total -------------------------------------------------------------------------- 42 billion 

Genuine public ownership would have as its basis a concrete scheme 
of liquidating the original cost, therefore enabling it to more quickly 
reduce its productive costs to the public, with the prime object in 
view of speedily rendering public service at actual public cost without 
the need of paying continuous and additional interest upon original 
investments after the original investments had been finally cancelled 
through a legitimate sinking fund. 

We trade unionists recognize the fact that we are far in advance of 
the general public upon these problems, but we are going to do all 
that we can within our means and within the scope of our environ
ments to continue to arouse our neighbors and fellow citizens so that 
they will be able to see eye to eye with us the merit, justice, efficiency, 
safety and comfort that will result from well-managed publicly-owned 
special service organizations. 
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SAYS GOVERNMENT MANAGEMENT OF UTILITIES 
IS PROVING WORTH 

(From the Christian Science Monitor, December 28, 1933.) 

Declaring that wise governmental management of public utilities 
offers great opportunity to help overcome business depressions and 
strengthen national economic life, Prof. Marshall E. Dimock of the 
University of Chicago calls favorable attention to the new philosophy 
of utility management evolving in Great Britain in a new book on this 
subject. Published in England, Prof. Dimock's book, "British Public 
Utilities and National Development," was written after nine months 
of study of conditions in Great Britain, and points to the fact that the 
British have gone much further along the road to nationalization 
of public services than has this country. 

Prof. Dimock's conclusion is that the commission form of regula
tion of public utilities, such as the United States has, is by no means 
certain to be the most satisfactory that can be developed, and that 
the kind of governmental management which Great Britain is evolving, 
such as that illustrated by the British Broadcasting Corporation and 
the Central Electricity Board, offer a much better solution to the 
problem. He believes that the public utility question is due for a real 
showdown in the next few years, and that if consumer rather than 
the producer's interest is to be considered, many changes are likely 
to occur in public utility control. 

LARGE PROFITS UNDESIRABLE 

Although it may sound like such, it is not Utopian dreaming, he holds, 
to bring about lower prices and higher wages, if "science and social 
organization are correlated and mastered" in utility management. 

"Public Utility Development," he says, "if it is ~ounded on con
sumers ' rather than producers' economics, should help to overcome 
business depression and to strengthen the economic life of the nation. 
By now it must be obvious that the problem of industrial r econstruc
tion is primarily one of distribution rather than of production. Public 
utilities should be a means of making necessary services better and 
cheaper. Public service undertakings should make work steady, 
and they should provide for profit-sharing in the forrE of higher wages 
as the consumers' demand increases. 

"In the first place the possibility of extracting large profits needs 
to be eradicated from public utilities. Large profits earned on a 
service wherein monopoly and other forms of privilege have been 
granted is a clear case of anti-social exploitation. In some cases 
interest should be as low as 3 per cent. If, as some economists say, 
money will not always be attracted unless higher interest rates are 
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offered, the Government should supply all or part of the financial 
needs of the undertaking in return for complete or joint participation 
in the management of the service." 

FAVOR GOVERNMENT OPERATION 

The British, Prof. Dimock says, "have advanced a considerable dis
tance along the road that leads to a clear cut philosophy of public 
utility organization, management and control," even though they 
usually deny it. But after experimenting with three types of con
trol, namely, regulation by the establishment of legislative standards 
and by the creation of supervisory bodies such as the Railway Rates 
Tribunal, operation by a government department such as the Post 
Office or some other government authority, and operation by a public 
utility trust such as the Central Electricity Board, they are inclined 
to favor the last mentioned. 

The public utility trust is a corporate organization in which there 
is a monopoly or virtual monopoly, and in which voting stockholders 
have been replaced by trustees appointed by the Government. These 
act as trustees for the investors, the Government, the consumers and 
the employees, a public utility trust does not earn speculative profits 
but simply returns a fixed dividend to the investors. 

"In Great Britain," Professor Dimock writes, "the choice between 
regulation and ownership, either directly by a government unit or by 
a public utility trust, clearly seems to have been made in favor of the 
latter. In recent years Parliament has shown a marked preference 
for some form of non-profit-making enterprise either closely or loosely 
within the framework of the government, and hence free from detailed 
regulation, to the private company subject to restrictions and regula
tions." 

REGULATION UNSATISFACTORY 

Regulation of public service companies, as distinguished from gov
ernment ownership or management, has not proved very successful 
in Great Britain, Professor Dimock declares, giving good reason 
to doubt if the older forms of regulation can ever be made a desirable 
method of public control. Regulation of gas operation and regulation 
of the railways leave much to be desired, he says, and the railway 
situation, in his opinion, can only be solved by "some form of state 
ownership and unified administration." · 

Public regulation in the United States, he adds, "has proved more 
satisfactory in some respects but in view of the widespread dissatis
faction of recent years it is by no means certain that commission 
regulation will be found universally satisfactory." ... 
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TAX-FREE CITIES 

PUBLIC PROFITS FROM MUNICIPAL POWER 

BY LOUIS BARTLETT 
(From the Nation, Vol. 136, No. 3541) 

Eighty-four cities in the United States levy no taxes, yet perform 
all the functions of ordinary cities, and keep out of debt. There is 
nothing extraordinary in their location or natural advantages; they 
pay ope.rating expnses, as many efficient factories do, from their by
products, and they keep expenses down by cutting out waste. These 
cities range in population from a few hundred to over 20,000, and are 
located in sixteen states. Ohlahoma has fifty-five; Kansas seven; 
Indiana three; Michigan, Iowa, Minnesota, Wisconsin, and Nebraska 
two each; and Georgia, Texas, Vermont, Idaho, Washington, New 
York, New"Jersey, and Wyoming one each. It sounds too good to 
be true, but the fact is stubborn; these cities levy no taxes, yet they 
are efficiently run and furnish the services-police and fire protec
tion, streets, sewers, and schools-that well-managed modern towns 
need. 

How is this possible, when most American cities are reducing 
salaries, cutting down improvements, neglecting upkeep, and at the 
same time struggling under a load of taxes in many cases too heavy 
to bear, as the delinquency lists show? The answer is simple. These 
cities use the profits from the sale of municipal water, gas, and 
electricity, which would otherwise go to private companies, to carry 
on police, educational, and other non-revenue-producing services. In 
reality what citizens pay for public-utility services is a tax; but we 
are not used to calling it that, because it is not paid at the City Hall 
twice a year, but is turned over monthly to private companies which 
make a profit out of the transaction. More people pay for water, gas, 
and electricity than for the support of city, county, state, and national 
governments; and they pay far more for these services than they 
pay in taxes to any governmental unit. To illustrate: In California the 
cost of the State government for the current year is $126,000,000; gas 
and electric bills alone amount to $188,000,000, or nearly 50 per cent 
more. City governments in Galifornia cost $145,000,000 and county 
governments $123,000,000. If the cost of water, telephone and trans
portation were added to the $188,000,000, the disproportion would 
be much greater. No study of taxation, therefore, is complete if it 
omits consideration of what is paid for essential services which 
are furnished by a duly licensed monopoly, in other words, by a pub
lic utility company. Necessary services, such as the supplying of 
bread under a competitive system, are of course in a different 
category. 

Do we pay a fair price for our gas and electricity? Are the 
private utility companies honest and efficient? Ask the stockholder 
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in the Insull holding companies. He knows. So do the stockholders 
of most utility companies. Their stocks are being- put through the 
wringer and they are realizing that, with the water squeezed out, 
little remains. The first issuances of these so-called "securities" 
was a fraud on the public. But tons of paper and ink are still 
used to tell the world that the private companies which admittedly 
were dishonest in their stock dealings are honest and efficient in 
the management of their properties, that consumers receive from 
them good service at a fair price. 

But the fact that cities owning their own systems get equally good 
service at lower rates will not down. Some time ago Senator Norris 
introduced a graph into the Congressional Record showing that the 
average rate for domestic electric service in twenty-four American 
cities over a period of sixteen years was 7.4 cents per kilowatt hour, 
while during the same period in Ontario, Canada, the average for 
twenty-one cities was 1.6 cents per kilowatt hour. Since this study 
was made, prices under both public and private ownership have 
been reduced, but in about the same ratio. 

Ambassador Frederick Sackett told the World Power Conference 
in Germany two years ago that there was something wrong with 
an industry that sold its product for fifteen times its original cost. 
Two thousand cities which own and distribute their own electric 
power have discovered what is wrong-the companies make exces
sive profits which they hide from the public in a maze of holding 
companies, fictitious capitalization, and juggled bookkeeping that 
would make the Cretan labyrinth look like a four-track highway. 
And in order to keep people deluded, they employ all the arts of the 
propagandist and keep in pleasant personal touch with the leaders 
in every community-at the rate-payers' expense. 

An interesting disclosure of how it is done came out recently in a 
rate hearing before the California Railroad Commission, when the 
San Joaquin Light and Power Company was forced to give in detail 
all the items charged to its "operating expenses." It paid the follow
ing club dues and expenses for its employees: twenty-two in the 
Commercial Club, five in the Exchange Club, four in the Rotary 
C'lub, one in the Round Table, five in the Lions Club, three in the 
Bakersfield Club (outside the territory it serves) one in the Opti
mists Club, four in the Engineers Club, three in the University-Sequoia 
Club, one in the Business Men's Club, one in the Petroleum Club, one 
in the Kiwanis Club, four in the Fresno City Farm Center, seven in 
the Ad Club, one in the American Legion, one in the Dairymen's 
Club, one in the Press C'lub. And besides being a member of many 
of these clubs, the president of the company which operates in the 
vicinity of Fresno, 200 miles from San Francisco, had the rate-payers 
pay his club dues in the California Club, Commercial Club, Family 
Club and Bohemian Club of San Francisco, as well as in other clubs 
lumped together under the title "miscellaneous." One wonders when 
he found time to earn his salary of $22,900 a year. 
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No one is louder in the cause of good government than these club 
-members; in fact, that is why they are members. They must be 
leaders in their respective communities and see that the towns are 
run "right." There must be no extravagance in city government; 
salaries must be kept down to the minimum. Especially in times of 
depression the pruning shears must be used freely to keep taxes 
down. They form "economy leagues," "taxpayers' associations," and 
similar organizations with patriotic titles, and enroll many good citi
zens who innocently think they are working for the community. 
Let us look closely at one of these organizations. 

California, like other States, must pull in its belt. Since 1931 its 
government has been operating with the abandon of a flush mining 
camp and piling up a deficit. There is a legitimate place for organ
izations to study the cost of government and stimulate the legislature 
to reduce taxes. It is no wonder that the State Chamber of Com
merce and the California Taxpayers Association assumed leadership 
in this direction. When the legislature met, the senate appointed a 
"fact-finding committee on the cost of government which in three 
weeks made a survey of every department of the state government 
and of many county and city activities, and presented four hundred 
bills to the legislature. It seemed a superhuman task for a small 
group-but it developed that they had been "assisted" by the Cali
fornia Taxpayers Association. According to the survey, salaries 
were to be cut to the bone, consolidations and eliminations were to 
be made, schools were to be curtailed. Among other things the aggre
gate salaries of the seven Supreme Court justices were to ·be cut 
from $77,000 to $56,000, or from an average of $11,000 to $8,000 
every year. 

But who runs the California Taxpayers Association? Among its 
directors are the heads of the most important public-utility companies 
of the State. They want governmental taxes reduced. But what 
about the taxes they themselves collect in gas, ~lectric, telephone, 
telegraph, and railway rates? Is this clamor for tax reduction a 
means of diverting attention from their own extravagance? One 
hesitates to say, but the list of salaries of over $5,000 a year recently 
reported to the California legislature by the Railroad Commission is in
teresting, to say the least. A. F. Hockenbeamer, president of the Pac~ 
ific Gas and Electric Company, the largest electric utility in the state, 
receives $75,000 a year or enough to pay the seven salaries of the 
Supreme Court, at the figure his "California Taxpayers Association" 
thinks just, for a period of one year and four months; Paul Shoup, 
president of the Southern Pacific Railway Company, listed at $100,-
000, reported by the press to have been kicked upstairs at a salary 
of $125,000, gets enough to support the entire Supreme Court for 
two years. Other presidential salaries reported are: Pacific Telephone 
and Telegraph Company, $60,000; Southern California Gas Company, 
$50,000; Western Pacific Railroad, $43,500; Southern California 
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Edison Company, $68,500. The total of salaries of over $11,500 paid 
by the last-named company would pay reduced salaries of the seven 
Supreme Court justices for seven years. 

The presidents of these companies are generous to others as well. 
The Pacific Gas and Electric Company pays one salary of $40,000, 
seven of $21,600, two of $18,000, seven more over $11,000-in all, 
ninety-four salaries over $5,000. The Southern California Edison 
Company reports one of $45,500, one of $33,500, one of $27,500, three 
more over $15,500, thirteen more over $11,500- in all, eighty-two 
over $5,000. The Southern Pacific Company, in addition to one 
salary of $125,000, pays one of $36,000, one of $35,000, two of $30,000, 
two of $25,000, two of $24,000, one of $20,000, two of $18,000, three 
of $15,000, and in all 160 over $5,000. 

Even small electric utilities are solicitous for the welfare of their 
presidents. The Vallejo Electric Light and Power Company, generat
ing no power and serving a small community, pays $15,000 a year to 
its president, not far from a dollar apiece from every man, woman, 
and child in the town. 

These fine salaries should enable the companies to get the very 
best brains in the community, which should be reflected in good service 
and lower rates to the consumers. Service, in general, is good, but 
rates are another story. Exact comparison of rates is difficult to 
make, because each company has a policy all its own, usually making 
up its rates by adding to a minimum charge a price per kilowatt 
hour which varies according to the quantity used. Such comparisons 
are not available in all the states, but I recently made such a study 
for the Commonwealth Club of San Francisco, published in its 
Transactions for June, 1932. It may be said that the private com
panies' rates in California are lower on the average than those of 
companies operating elsewhere in the United States, though more 
than twice as high as the rates in Ontario, Canada, under public 
ownership. Twenty-one California cities own thefr own distributing 
systems, most of them buying power wholesale from the private 
companies. A comparison of domestic rates in these cities for light
ing, heating, and cooking with those of the Pacific Gas and Electric 
Company shows that three small towns in the group charge slightly 
higher rates and that all the others charge less. 

For instance, for $1 a month the.Pacific Gas and Electric Company 
gives 13 kilowatt hours; Los Angeles, Glendale, and Burbank give 21. 
For $2 the P. G. and E. sells 37 kilowatt hours ; Palo Alto sells 46, 
Pasadena 47, Los Angeles 48, and Healdsburg 60; Ottawa, Ontario 
sells 128 and Tacoma, Washington, 130. Much the same ratios are 
found in the amounts of current for domestic use that can be bought 
for $3, $5, or more per month, and apply also for energy for commer
cial lighting and industrial use. Los Angeles attributes a large part 
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of its industrial growth to its cheap municipal power rates, which had 
to be met by private competitors. 

These cheaper power rates would hardly justify the cities, however, 
if they caused a deficit which had to be met from taxes. That side of 
the picture should be examined also. Do the cities subsidize their 
electric plants? The report I have cited contains exact data on this 
subject. It was found that after paying all operating expenses, 
depreciation on the investment, interest on debt, and so on-all of 
the items except taxes that the private companies pay-the cities 
made the following net profits per annum: Pasadena 47 per cent, 
Redding 46 per cent, Anaheim 46 per cent, Glendale 45 per cent, Lodi 
38 per cent, Healdsburg 37 per cent, Alameda 35 per cent, Riverside 
35 per cent, Palo Alto 34 per cent, Roseville 32 per cent, Santa 
Clara 28 per cent, Los Angeles 28 per cent. Moreover, the least net 
profit was 19 per cent, in Burbank, where the city has not a monopoly 
and must compete with the Southern California Edison Company. 
In California electric-utility taxes average about 10% per cent of 
gross receipts. After that item is deducted (for bookkeeping pur
poses) the cities operating wit.h low-paid management, make from 
8% per cent net to 35% per cent net profit every year, the average 
being well over 20 per cent. 

This theoretical tax allowance of 10% per cent has no real signifi
cance, however, as all of the net profit of the municipal plants is 
used for city purposes. None goes out as dividends. What the 
private companies pay is an involuntary contribution to the cost of 
government, which we call a tax; the profits on operation made by 
the cities are all voluntary contributions for the same ends, and 
remove the necessity for a tax to raise the amount of this contribution. 
These are the sums that make "tax-free cities." In California there 
are none such, for the cities have adopted the policy of reducing 
rates and thus giving a wider usefulness to electric energy, but as 
we have seen, even at the lower rates great profits are made. Some 
statistics gathered just before the crash by Bird and Ryan in their 
book "Public Ownership on Trial" show that the net profits of the 
public electric plants aggregate over 30 per cent of t.he amount raised 
by taxation in the same cities. The results of later years show 
substantially the same percentage. The new profits of the public 
plants have suffered less from the depression than almost any private 
business, and their net profits are approximately the same as three 
or four years ago. Those cities which also distribute gas make 
a · comparable showing, so that if we add to the profits made from 
the sale of electricity those to be made by selling gas and water and 
g1vmg telephone service at fair rates, the mystery of the tax-free 
city is solved. 
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THE LIGHTS OF SARNIA 

BY JOHNSTON MACADAMS 
(Taken from the New Republic , December 9, 1931) 

Situated on the bank of the broad St. Clair some distance north 
of Detroit is a busy little Canadian city named Sarnia. Many readers 
of The New Republic may have heard its name called out on trains 
dipping into a great tunnel under the river, on the route from New 
York to Chicago. Others doubtless have seen it from the deck of 
passing Great Lake steamers by day or glimpsed its electric lights by 
night, necklaced in a double row along the water. This article is 
about the electric lights. 

I propose to reveal the actual working out of the world's greatest 
municipally owned super-power system in simple terms by showing 
it in operation in this my home town. The excuse for thus portraying 
the Ontario hydro-electric systems rests in the fact that most dis
cussions of the subject are heavily clogged by figures of millions of 
dollars and billions of watts, whereas the essentials of the thing 
can be easily understood from a sort of "Middletown" survey. 

When the municipal union was first mooted in Ontario, more than 
two decades ago, to draw power from Niagra and wholesale it to 
a little group of towns and cities, Sarnia held aloof. Sarnia was 
already served by a privately owned plant on the shores of Sarnia 
Bay. The local rates did not seem high, as private-ownership rates 
go, and it was the general local opinion that the geographical location 
of the little city was rather too remote from the source of current 
to make it logical to join fortunes with the Hydro group. In order 
to do so it would have been necessary to buy out the local private 
company, pledge the city's credit for this and for a long stretch of 
transmission line westward from the main stem, as well as for a share 
of the latter. 

"Play safe," counseled the wise ones. "Our privately owned utility 
has an advantage over the inland places in cheap coal near water, 
and will show an advantage in commercial management. If we join, 
we stand to lose the taxes which the city gets from the . privately 
owned plant. We have no guarantee that the ~ommission acting 
for the group can furnish us with power more cheaply than at 
present. It is all conjecture." 

Seven years passed. Things happened. The little group move
ment of a dozen municipalities became, by 1917, a big group of 143 
municipalities before Sarnia climbed over the ropes and into the 
ring. The by-law was passed, the local utility was purchased, the 
full responsibilities were shouldered, and Sarnia found itself in the 
well known electrical utility business, with assets of nearly a quarter 
of a million, 89 per cent in debt, or worse, with heavy annual pledges. 
The retail rate was fixed by the commission. Unfortunately for the 
supporters of the project, the rate was found to be six cents and six 
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mills to domestic consumers. The rate charged by the private utility 
had been six cents, and the private utility had contributed to the 
taxes. 

However, by the end of the year there was a surplus of $8,000. 
The rate was dropped from six cents and six mills to five cents and 
two mills-and there was a surplus at the end of the ensuing year. 
The rate was cut once more, this time to four cents and seven mills, 
and the surplus jumped to $24,000. In the fourth year the rate was 
pared down to four cents and three mills and the tiurplus at the end 
of the year bobbed up once more, larger than ever-over $44,000. 
The snorters became discreet. 

At the beginning of 1929, the commissioners perceived that they 
had not yet succeeded in sinking their rates to consumers low enough 
to conform with the diminishing ratio of costs caused by volume and 
economies. Two dollars was lopped off the power prices and a mill 
was lopped off both the commercial lighting and the domestic rate. 
Nevertheless, at the end of the year, the commissioners found them
selves confronted with almost the largest surplus of thirteen uninter
rupted years of plus figures-a surplus of $43,334.46. 

The panic year, 1930, is the period covered by the most recent official 
report. Rates for household and shop were not again reduced, but 
power prices were given a two-dollar cut. Once again the effort to 
keep prices low enough to avoid a surplus failed of its object. Con
sumption grew and costs diminished. The panic year closed for the 
municipal utility with flying colors and a surplus of over thirty-seven 
thousand dollars. There was an increase in all classes of consumers, 
and apart from the incidental surplus, the full statutory quota went 
into the sinking fund to free the plant from its original debt. 

But what about assets and liabilities? 

It will be recalled that when Hydro started in Sarnia, the net debt 
amounted to 89 per cent of the total assets. But nt that time the 
a ssets were only $319,000. Now they have grown to $971,000. Is the 
percentage of the debt still about 89? Not at all. At the close of 
1929 it had fallen to 33 per cent. At the moment of writing it is 
again lower, something under 28 per cent, and dropping. The annual 
surpluses are applied to increase the assets, and th'e sinking fund item 
concealed in the charge for current nibbles continuously at the debt. 

Let us view our Middletown to see the effect of current at two cents 
and less- an average monthly bill of $1.89 per domestic consumer. 
When the private plant was taken over, the average domestic user 
bought fifteen kilowatt hours a month. Today he uses ninety-seven. 
The commercial user (store lighting, etc.) then used seventy-five 
kilowatt hours. Today he is using 404. Power users then absorbed 
1,014 horsepower; several local industries used ~team power. In 
1930 the horsepower sold was 5,536-more than five times as much. 
"White coal" has supplanted bituminous. 
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By every standard of measurement (including a doubling of the 
number of customers) the utility has grown out of all proportion to 
the increase of population. 

The population of Sarnia is 17,003. Out of the 5,245 places of resi
dence, 98 per cent are customers of Hydro. The city has cheap 
natural gas for cooking and heating, but there are more than 900 
electric ranges. Ice is available from Sarnia Bay and from an 
ice plant run by cheap power, but there are more than 250 e'.ectric 
refrigerators. There are Chinese laundries and steam laundries, 
as elsewhere in Canada, but Sarnia housewives prefer to use their 
2,500 electrical washers and 4,500 electric irons. The use of all 
electrical conveniences runs in the same proportion. Sarnia is mainly 
the home of the industrial and railway employees. In the 5,140 
dwelling places (out of 5,245 in all) where the current is a member 
of the household, the smallest of worries is the monthly yellow bill 
for current. The minimum gross monthly bill, including service 
charge, may be as low as eighty-three cents, less a 10 per cent cash dis
count. As a matter of convenience the bills are not monthly, but less 
frequently rendered. Even the full average bill of $1.89 would 
scarcely warrant the expense of a monthly rendering. 

How about taxes? 
Manager Phelps of the Sarnia Hydro was formerly connected 

with the privately owned utility, and recalls the taxes which the pri
vate company paid and which the municipal utility escapes. His 
letter states: 

One of the main arguments of private owners against 
municipal owners is that the latter do not pay taxes. We pay 
taxes on 25 per cent of the value of the lands used for Hydro 
purposes. If we charged the same rates as were charged by 
the private company which we took over in l!ll 7, we could 
easily pay taxes. But at those rates the people of Sarnia 
would not have got their supply of current for the $318,862.06 
which we collected, for example, in 1929. At the private 
rates referred to we would have been entitled to collect 
$1,056,586.18. 

One might add that though the city treasury no longer receives 
certain tax money from the private utility, it also no longer pays out 
a tidy sum in the form of excess rates for city-street lighting, water
works pumping, etc. The city hall is but little out on balance. But 
the city itself is immensely the gainer, a s the manager shows. Two
cent electricity and cheap power is a money benefit, directly or 
indirectly, to every one of the 17,003 inhabitants and to every front 
foot of property-residential, business or industrial. 

But what about the commercial-power user? How does he fare? 
Let us check up on a statement, frequently made on behalf of the 
United States privately owned utilities, that though their rates are 
admittedly higher to the small user, they are comparatively lower 
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than those prevailing in Ontario to the industrial user of power. 
Moreover, it is alleged that though the Ontario public utility grants 
a low rate to the small domestic user "in order to catch votes," it 
evens things up like Robin Hood by soaking the big fellows. Though 
one may admit that there is not the same spread between prices in 
the two power fields as there seems to be in domestic prices, this is 
far from admitting that the United States manufacturer is actually 
better off in power matters or that the Canadian manufacturer is 
mulcted in order that cut-rate electricity may be distributed among 
the many. 

An illustration of the actual difference in power rates may be 
obtained by comparing two industrial plants owned by the same 
United States interests. One plant, located at Sarnia, is a customer 
of Hydro, while the other, at Port Huron, Michigan, just two miles 
away, uses Detroit Edison power. Reports showed that the Port 
Huron plant paid $14,625.44 for a certain month's power, whereas 
the same power, if bought at the Sarnia factory, would have cost 
$11,311.17. This is a difference of $3,314.27 in a month, or enough in 
a year to pay 6 per cent on half a million. But the difference really 
is more, for the Sarnia price covered a contribution to a sinking 
fund tending to lower future prices. The month used for compar
ison was August, 1926. Sarnia power rates have gone down at least 
twice since then, and in 1929 the price in Sarnia for the identical 
block of power had dropped to $9,292.01. I have not the corres
ponding figure for Port Huron in 1929 before me, but if the rates 
have not been cut there, the directors are paying nearly 60 per cent 
more for power on one side of the river than is paid on the opposite 
shore. 

Of course there may be local modifying factors in the comparisons. 
The Detroit Edison Company, it will be conceded, pays 5.4 per cent 
of its income in taxes, and the cost of developing power in Port 
Huron and of bringing it fifty-five miles from its generating plants 
at Detroit may be greater than that of producing it by water at 
Niagra and carrying it over 200 miles at Sarnia. The purpose of 
this article is narrative rather than controversial, but several other 
instances might be cited where United States industries are paying 
60 per cent more for power than Ontario industries in a correspond
ing geographical location. 

To reveal graphically the past year's operations of the local Hydro 
at Sarnia, let us imagine an annual meeting of the commis;;ion. We 
will assume that the year's income from all sources (three classes of 
consumers) is in a heap on the table. To simplify figures, let us 
suppose the money to be in the form of ordinary thousand-dollar bills, 
amounting to the sum of $330,000, which the utility has collected 
during the year. There are several claimants for a share of the 
money. We will deal with the most important first, and ask him to 
explain his claim. 
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"I represent the Hydro-Electric Commission of Ontario," says the 
applicant. "We are the people who developed and transmitted to 
you the current you sold. We are the trustees for this purpose on 
behalf of all the municipalities, half a thousand in all. We have 
billed your power to your city at cost. Hand me the money for 
1930." 

He is given a wad of 206 bills. 
The local manager rises. "Give me the money for running ex

penses," he says, "including salaries, wages and ordinary mainte
nance." 

He is given forty-two bills from the diminishing pile. 
A lineman in overalls rises. "Don't forget that this distributing 

system can't last forever," he says. "It is well maintained, but 
each year some money should be put into the box marked 'Reserve 
against Depreciation'." 

We satisfy him by placing fifteen bills in the box. 
A banker rises next. "I represent the people who advanced this 

city the money to buy out the utility. You agreed to pay interest and 
to reduce the principal by a cash payment every year." 

He takes thirteen bills for interest, and seventeen to apply on 
reducing the principal. 

All the bills and disbursements have now been met, but there are 
still thirty-seven of the big bills on the table. This is the surplus, 
caused by better business since the beginning of the year. It will 
be applied to plant betterment. 

Let us complete our picture by asking the representative of head
quarters what disposition is to be made of Sarnia's contribution of 
$206,000 toward main operations. 

"Six per cent will be put aside for depreciation reserve," he states. 
"Seven per cent will be set aside to be held as a reserve against 
obsolescen-ce and for contingencies. Ten per cent will go directly 
to pay off some of the debt on our works, or will be reserved for 
that purpose. Twenty-four per cent will take care of our running 
expenses. Three per cent will cover certain miscellanies, and the re
maining 50 per cent will go for interest. This ratio applies to all 
money that comes into our hands," he adds, "in payment for current 
delivered 'wholesale'." 

Do you tell us seriously," we ask, "that the interest eats up half 
the money you collect from the municipalities for power'?" 

"Yes, and we are applying one dollar out of every ten we receive 
to pay off the principal and reduce this interest. Let me read the 
official statement on this: 

"Ontario consumers can can look forward to the time when 
present plant will ~e clear of en~u~brance and they will_ be 
· \ieved of paying mterest and smkmg fund thereon, which 
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together amount to 60 per cent of our total expense for gen
erating and transmitting power. Concurrently, the munici
palities in their local fields are carrying out the same sound 
financial procedure with respect to their local systems." 

We pause to grasp the significance of this. We perceive that if the 
present thrifty policy is continued, of retiring principal borrowings 
out of proceeds of current sold to the public ostensibly at cost, then 
the great province will be able to make even further reductions in 
prices that already are low enough to challenge the attention of 
the world. Since these low prices will be immediately available to 
every industry, we can see grounds for a prediction already heard in 
Ontario, i.e., that the local branch plants of United States parentage 
already in Ontario, and new ones which are steadily arriving, may in 
the future become the logical seat of manufacture for foreign export 
orders received at the office of the parent plant. There is already 
evidence of this, as Dr. Julius Klein, Assistant Secretary of Commerce, 
will testify. In an article in The Saturday Evening Post on "Migrat
ing Machinery," he specifically mentions the fact that big United 
States industries are finding it advantageous to fill their export 
orders to South America and other countries from plants on the 
Canadian side of the border. "This is a phase," writes Dr. Klein, 
"which is frankly disconcerting." 

These matters, however, are beyond the scope of our present article. 
It is a sufficient indication of the progress of Hydro finance merely 
to recall that the Sarnia plant collected in the past year from its con
sumers $330,000, and tucked away, including all reserves, $78,000 of 
it as a sort of rainy-day fund, to achieve fuller financial liberty and to 
clear the way for lower prices later on. And all this was accom
plished at the surprisingly low consumers' prices previously cited. 

"But-but-" objects a friend who happens to be a staunch up
holder of individualism and giant private-power mergers, "you have 
failed to show that your sample town is typical, in regard to prices. 
Does it in fact represent a fair average?" 

No. We have been cunning in selecting our sample. Middletown, 
as our friend suggests, is not in the middle. Sarnia is, of course, 
up-to-date and thriving, but its power cost of $31.24 and its domestic 
cost of two cents cannot at all be described as fairly typical of the 
group of sister cities of the Niagara system to which it belongs. 
Sarnia was not an early member of the family. Her border advan
tage is her electrical disadvantage. Sarnia was selected because, in 
defending Ontario Hydro, a writer can afford to b;) generous-and 
Sarnia happens temporarily to be not the lowest priced but one of the 
highest of the group. 



Ownership of Power and Light Utilities 153 

WHY THIS DIFFERENCE? 

BY JUDSON KING 

Ed. note: The following statistics were on a chart by Judson King, 
bearing the title here given the statistics alone, which Senator George 
W . Norris of Nebraska read into the Congressional R ecord on March 9., 
1928.) 

The thirty-two American cities referred to had a total pop
ulation of 25,377,000. The twenty-one Ontario cities had a 
population of 1,179,240. 

The chart included also a diagram comparing the average 
rate-per-KWH in the two groups from 1910, the year the 
Hydro began operating, to 1926, inclusive, and showing data 
on the average rate-per-KWH for all of Ontario for 1914-1926. 
This figure was 1.8 cents in 1926. 
Average Price in These American Cities to 

Domestic C'onsumers in 1926 ___________________ ___ __________ 7.4c KWH 

Average Price "Service at Cost" in 
Ontario Cities in 1926 ______ __________________________ 1.6 c 

Since Hydro does not pay taxes in 
proportion to U. S. add 10 %-------------------- .16 

Since Hydro does not pay dividends, 
add a fair profit of 10%---------------------------- .16 

Since Hydro generates by water power 
and 23 of the above U. S. cities generate 
chiefly by coal, add per KWH ____________________ .48 

Adding these American extras would 
raise the Ontario price to _____________________ __ __ __ _____________ 2.4c KWH 

Leaving Unexplained Why American 
Consumers are Forced to Pay an Added ____ __ ______ ____ 5c KWH 



1932 QUINQUENNIAL REPORT ON THE ELECTRICAL INDUSTRIES 

BUREAU OF THE CENSUS, UNITED STATES DEPARTMENT OF C OMMERCE 

(Par tial Report) 

Type of Service Commercia l 
(Private) Government Come. Gov't. 

Consumption C'onsumption Yr. Bill Yr . Bill 

(United States) (Average) 
KWH per yr. KWH per yr. Av.$ Av. $ 

DOMESTI C ------------------------------------------------------ 600 708 34 33 
COMME RCIAL (Small Come.) -------------------- 3,286 5,199 140 133 
I NDUSTRIAL (Lar ge Coinc.) ______________________ 87 ,4 7 4 31,249 1,303 532 

(West South Central ) 
DOMESTI C ------------------------------------------------------ 532 707 35 41 
COMMERCIAL ------------------------------------------------ 2,994 3,383 136 128 
I NDUS T RIAL __________ , _____________________________________ 65,998 18,631 1,027 412 
STREET LIGHTS -----------------------------------------
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PUBLIC POWER FIRST 

(From the New R epublic, February 17, 1926) 

A clear issue has arisen in New York state between public and 
private development of hydro-electric power, which deserves atten
tion throughout the country. For the same principles apply in the 
main to Muscle Shoals, to the Colorado River project, to federal and 
state interest in power wherever it arises, and in general to the 
problem of regulation versus public ownership of utilities. 

In the St. Lawrence and Niagara rivers there are about 2,000,000 
potential horsepower to be developed under projected plans. This 
power may be of great use to the population of New York and neigh
boring states. The prices charged for current and the manner of 
the apportionment will have a determining influence on industrial 
development, the values of agricultural life, city and regional plan
ning, the convenience of urban dwellers-in other words upon many 
of the basic conditions of life for future generations. 

The present law, administered by a Water Power Commission, 
provides for leasing to private corporations the right to develop this 
power, the corporations to be subject to the usual forms of commis
sion control, the lease to terminate at the end of fifty years, and the 
state to have the right to purchase the properties of the corporations 
at the termination of the lease. The commission, composed entirely 
of Republicans, is on the point of executing two leases for a greater 
part of this power, one to aluminum interests in which Secretary 
Mellon is a dominating influence, and one to a subsidiary of an inter
state power combination with which a former Republican Speaker of 
the New York State Assembly is closely connected. 

Governor Smith opposes both the law and the specific leases in ques
tion. He wants the state to develop its own water power. He wants 
to achieve this aim by abolishing the Water Power Commission and 
substituting for it a State Power Authority which like the Port of 
New York Authority would have corporate powers and would be 
backed by state credit. It could issue bonds to raise the money 
necessary for construction and could proceed to build its own plants 
and operate them in behalf of the people of the state. It would 
have no stock and would pay no dividends. 

Two elementary advantages of this measure over private develop
ment are pointed out by Governor Smith. One concerns its cost to 
the people during the period which would be covered by the lease 
to the private corporation, the other concerns the ability of the State 
to recapture the private corporation's property at the end of that 
period. If the state made the development, the entire cost would be 
covered by the bond issue which, being relatively safe, would carry 
a low rate of interest. This interest charge and the payments for 
amortization of the loan would constitute the sole tribute to private 
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capital. Users of current would have to pay, besides operating ex
penses, only a low rate of interest on the actual cost of the develop
ment-a quantity known and unchangeable except in so far as it 
would be reduced by retirement of the bonds. If private corporations 
made the development, the users would have to pay interest charges 
at somewhat higher rates on private bond issues. They would also 
have to pay dividends to stockholders at higher rates still. Further
more, the capitalization on which these interest charges and dividends 
would be paid would not be a minimum quantity fixed by the actual 
cost of construction, but a variable quantity complicated by such 
factors as future estimates of "reproduction cost," "going concern 
value,'' etc. And the chances are ten to one that when the time came 
for the state to recapture the properties it would have to pay a sum 
far greater than their cost of construction, a sum so great, in fact, 
as probably to make purchase impracticable. Whereas if the state 
owned the properties from the beginning it would by the end of fifty 
years have amortized a large part even of the original cost and would 
have few fixed charges to meet. 

Adherents of private operation of public utilities seem to assume 
. that regulation really checks the price for service sufficiently so that 
there is little to choose in this. matter between private and public 
enterprise. Yet it is difficult to see that regulation as it is now 
practiced furni shes much protection to the consumer. Rates are 
held by the courts to be confiscatory of private property unless they 
furnish a "fair return" on a "fair valuation." A "fair return" is 
often held to be 8 per cent-sometimes it is higher but not often 
lower by more than a point or two. This in itself provides a far 
larger charge than it would be necessary to pay in interest on state, 
federal or municipal bonds, even if the valuation were the same under 
both private and public ownership. But the valuation is not the 
same. In the case of public enterprises the value is automatically 
determined by bookkeeping-it is inevitably the original cost of the 
investment made. But the courts have often held that a valuation 
of a privately owned utility which considers the element of original 
cost alone is confiscatory-if the original cost is below what it 
would cost to reproduce the properties, or does not include a vague 
commercial sort of value supposed to be possessed by a "going con
cern." The result is that when the price level rises, or when technical 
improvements or economies are made, or wider use reduces overhead 
and unit cost, the privately owned utility is legally enabled to take a 
large share of the benefits for its investors, while a publicly owned 
enterprise automatically passes them on to the consumer. And so on, 
through the many technical complications of accounting. 

Although Governor Smith did not mention it, there are other 
considerations of the utmost importance. These concern the policies 
of management which, though they may not directly affect the return 
on the investment, do affect materially the welfare of the public or 
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the workers. Given the necessity of a certain total return, for in
stance, how shall rates be apportioned among various classes of con
sumers? Shall we charge low rates to the large users like manu
facturing plants, and high rates to the farmers and householders, or 
shall we encourage use for the convenience of individuals even though 
that may involve somewhat larger charges to factories? The strategy 
of rate-fixing affects the life of the community in vital ways. And 
shall we encourage greater urbanization or a decentralization of 
population through the way we arrange our lines? In such things 
the initiative rests with management; regulation provides a clumsy 
afterthought. Can anyone doubt that the Mellon type of manage
ment would be likely to follow these less socially desirable policies 
than a public authority? 

The public interest struggling through state or local commissions 
to cope with an entrenched private interest with its inter-state affil
iations, its holding corporations, its tremendous resources is a poor sub
stitute for direct public management in the beginning whether in 
rate-fixing or other matters. Regulation has in the opinion of many 
who have followed it carefully well nigh broken down in protection of 
the public interest. That is why it is so important for the public 
to retain and develop whatever rights it still has in the ownership 
of power sources. 

There remains of course the standard argument that private owner
ship and operation is more efficient than public. Suppose for the 
moment that it is. May we not pay too high a price for such "effi
ciency"? But in the case of power development::; there is little 
necessity for conceding this argument. The public can hire as good 
engineers and buy as excellent machinery as a private corporation. 
Private capital has no monopoly of the technique either for producing 
power or distributing it. A public corporation can use as good 
administrative methods. What magic is there in the existence of a 
few thousand private shareholders who, as Professor Ripley has so 
well shown, exercise not the slightest control through the existing 
tangle of holding corporations and banker managements, that can 
safeguard a great power monopoly against the "bureaucracy" which 
is supposed to inhere in ownership by consumers through their 
political organization'? Ontario owns her own power and manages 
it so well that the apologists for the utility interests are kept busy 
trying to destroy the well earned reputation of the project. New 
York State now owns minor power plants. It is absurd to argue 
that in the nature of things a state corporation can handle this 
important development only with such gross inefficiency that all the 
obvious advantages of public ownership would be neutralized. If there 
is doubt about it, why not try public ownership first? The state can 
always turn its properties over to private interests, but having turned 
them over, it cannot always get them back. 
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THE EFFECT OF COST OF ELECTRICITY ON USE 

BY J. D. ROSS 

(From WHAT ELECTRICITY COSTS, New Republic, Inc., New York, 
1933. Edited by Morris Llewellyn Cooke. ) 

RELATION OF AVERAGE RESIDENCE RATES
C'ONSUMPTION AND BILLS 

In the United States it is more difficult to get these data as they are 
deliberately held confidential by the private power concerns and are 
not available for publication, even to the United States Bureau. 

Many of these data are compiled by various agencies on condition 
that only over-all figures be published and that data of the individual 
concerns will be confidential. 

In the national Electric Light Association Statistical Bulletin, 
Number 8, of July, 1932 (N.E.L.A. Publication Number 292, July 
1932), an excellent summary of domestic service figures is given from 
1913 to 1931. 

The number of domestic consumers for 1931 is given as 19,658,018 
for the nation. The average rate paid by the customer was 5.78 cents 
per KWH., a rate several times higher than those of Ontario or 
the public plants of the Pacific Coast. The average consumption 
was only 48.6 KWH. per month (584 KWH. per year) and the 
average monthly bill was $2.81 ($33.78 per year). 

In the Seattle City Plant in 1931 the average rate charged to 82,259 
residence customers was 2.818 cents. The average consumption was 
1,098 KWH. per year, 91.5 KWH. per month, making the average bill 
per year $30.94, or $2.58 per month. 

There were 25,200 ranges in service, making 30.6 per cent using 
electric cooking. 

'As bearing on a point made in the Introduction it is interesting to note that 
even in a low-rate city the ceneral average is markedly affected by the 20 per cent 
having usages much above the mode. 

The average annual consumptio-n per residential customer in Tacoma for 1932 was 
l,550 kwh. Approximately 75% of the residential customers pay 4 'hc per kwh. for 30 
kwh. or less after which the rate changes to le per kwh. The following tabulation shows 
the number of customers involved in each group of customers based on the number of 
kwh. used per month ; the percentage each group bears to the total number of resi
dential customers; and the average rate per kwh. paid by each group. 

Mo. Con- No . of Per cent of Average 
sumption Customers Customers per lcwh. 

0-19 kwh .................... -....................................... 3,919 14.5 4.5c 
20-100 kwh ................................ ·-···-··---···--·---···-·---- 15,679 58.0 2.9c 

101-300 kwh. ________________ -·········----·-··--···---·--------------· 5,164 19.1 1.6c 
301-500 kwh·----·-···-------------······-------····-·-·-··------------- 1,512 5.6 1.3c 
501-800 kwh ......... ---------------·········---···--·-······-··-----·-·· 469 1. 7 1.2c 
801-up kwh· ------·---·-···--···--------·-·-······--------------------· 313 1.1 1.0c 

27 ,056 100.0 
(Averages certainly are s ignificant. But one should be careful to discover what 

that significance r eally is.-Ed. note. ) 
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The average bill in the Seattle plant for 20,340 out of 82,297 
residence customers for 1932, analyzed to find the effect of range load, 
was $3.13, and the average consumption 109 KWH. per month, or 
1,308 KWH. per year. The average rate was 2.87 cents. 

This is only a partial list. The totals will stand almost exactly as 
for 1931. 

The details of domestic service customers, i.e., electric range cus
tomers, is particularly interesting because Seattle has the greatest 
number of ranges on its lines of any city in the country, a total of 
about 33,600 of which the city plant serves 25,897. Those of the city 
plant use an average of 231.5 KWH. per month, or 2,778 per year, 
while the customer without the range uses 66.2 KWH. per month, or 
794.4 per year. 

Five years ago the average range consumption was only 1,331 KWH. 
per year. 

January and July consumption is almost the same for range cus
tomers. Those without ranges use about 50 per cent more in 
January. 

Tacoma's figures for 1931 show 27 ,443 active residence accounts. 
The population is 106,000. The average rate charged was 1.726 

cents and the average consumption was 1,550.3 KWH., making the 
average bill $26.77 per year, or $2.23 per month. 

Tacoma's ranges in service were 6,321, so 23 per cent of her homes 
use electric cooking. 

Winnipeg City Plant gave an average r esidence rate of .879 cents. 
The average consumption was 4,169 KWH. per year, 347 KWH. per 
month, and the average yearly bill was $36.64, $3.05 per month. 

The average residence rates, consumption and bills above enu
merated are tabulated below. The comparison shows the rise of con
sumption with the lowering of the rate. 

Ave. Ave. Consump- Ave Bill 
Year 1931 Rate tion KWH. P er Per 

Cents Monthly Yearly Month Year 
All Private Power 

Concerns in u. s. ___ ___ 5.78 48.6 583.2 $2.81 $33.72 
Twenty-six cities 

of Ontario ---·------------ 1.45 148.3 1,779.6 2.14 25.68 
Seattle Municipal Plant 2.818 91.5 1,098.0 2.58 30.94 
Tacoma Municipal 

Plant ------ -·------- _____ _______ 1. 726 129.2 1,550.3 2.23 26.77 
Winnipeg Municipal 

.879 347.0 4,169.0 3.05 36.64 Plant ------- ----- --------------

Winnipeg's remarkable rate produces very high consumption and 
the high bill. The question is : How is such a reduction in cost 
brought about? Money at lowest rates is one factor but Winnipeg 
deserves the credit. The range and appliance business is given the 
closest attention. The interesting study now to be made is the rela
tion of the peak load to the KWH., i.e., the load factor of all kinds 
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of loads. Is the increase of the load due to longer hours of use 
or does it require extra machinery and what proportion requires 
extra generation, transmission and distribution? 

AN ANALYSIS OF ONTARIO DISTRIBUTION COSTS 

BY ROBERT C. GILLIES 

(From WHAT ELECTRICITY COSTS , edited by Morris Llewellyn Cooke. 
N ew Republic, Inc., New York, 1933. ) 

The outstanding lesson contained in the foregoing contribution by 
Mr. Buchanan, we believe, is that a power company can separate out 
its costs of distribution from its total expenses if it has the mind to. 
It can even divide its distribution costs among its principal groups of 
customers. Perhaps the most surprising thing is the relatively small 
amount of extra bookkeeping required to do that reasonably and 
accurately enough for all practical purposes of rate making. 

Evidently, the original entries in the investment accounts may be 
made to bear a great deal of the burden with only minor segregation 
between residential and industrial users, etc. Mr. Buchanan's organ
ization has done that for transformers. We should think it would 
also be feasible for meters and services, and in many cases for con
ductors. There are other categories that can be broken down accord
ing to class demand, or wire mileage. We were also much struck with 
the successive totals taken of known items in order to obtain a basis 
for allocating to the various customer groupings, the other items, 
such as offices and stores. We are not sure that depreciation could 
not be handled in large part directly from the debits to that account. 
The less that has to be apportioned arbitrarily the better. Street 
lighting, of course, is the easiest service to reckon separately, either 
in investment or in operation. The principles governing the allocat
ing of the fixed charges apply to operating expenses too. 

When Mr. Moses1 and I began investigating this matter of distribu
tion costs of electric current, we soon came to the conclusion that the 
best grist for our mill lay in the reports of the Ontario Hydro-Electric 
Commission. The Commission itself prepares one set of figures to 
take care of generation and transmission, because it performs those 
functions itself. Municipalities by the score have taken over the 
duties of distribution, and their accounting is concerned wholly with 
distribution. The Hydro-Electric Commission supervises the mu
nicipal accounting, for sake of soundness and uniformity, but nothing 
more. Furthermore, they have much the same conditions in Ontario 
in regard to terrain, density of population variation in the size of 
cities etc., as the Power Authority must face in northern New York. 
Lastly, we must look forward to the time when the Power Authority 
and the Hydro-Electric Commission will be distributing the same 
power from the St. Lawrence, though on opposite sides of the river. 

1 Percival Robert Moses, Con sulting Engineer, New York City. 
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Each municipality in Ontario, using the Hydro-Electric current, has 
its own distribution accounts. Substations are included both in the 
balance sheets and the expense reports . Since we are here concerned 
primarily with the costs ex-substation, the figures we are about to 
quote exclude substation items. Twelve municipalities were chosen 
for examination, ranging from Acton, Ont., a village of 2,000 people, 
up to Toronto at 606,000. 

It is true that taxes in Ontario are not assessed on public property 
to any great extent. Besides, they have the commendable habit 
over there of paying off their bonds so rapidly that the actual interest 
paid is very small. For example, in Acton only $96 interest was 
paid in 1931 on the whole plant. To avoid discrepancies in the very 
important matter of fixed charges, the actual interest paid has 
been ignored and nine per cent calculated instead on t he present 
value of plant i.e. ex-accrued depreciation. This nine per cent con
sists supposedly of seven per cent return on property investment and 
two per cent for taxes and insurance. Our procedure thus puts the 
Ontario plants on a par with utilities in the United States for com
parative purposes. We did not alter in any way the annual charge 
for depreciation which is considered an operating expense. 

The next step was to take off the operating expenses from the an
nual reports of the twelve municipalities omitting anything charged 
to maintenance and operation of the substations. The result may be 
called the distribution operating expense for each city. Added to 
the respective nine per cent fixed charges it gives the total distribu
tion expense by cities. The problem arose then of allocating this 
total expense to the several customer groups such as residential, com
mercial, etc. 

Not having access to such detailed information as that possessed 
by Mr. Buchanan, we resorted to the expedient adopted by Mr. 
Cooke in his article of four years ago,2 also mentioned in Mr. Pike's 
paper. That is, we took the other classes of consumers and reduced 
them to terms of residence subscribers. With the power customers, it 
was assumed that they used their current only one-quarter of t he 
time, or about the same as the residence customers seem to use theirs. 
In other words, they were assigned, for thi s purpose, a load factor 
of twenty-five per cent. There being 720 hours in a month, the 
average monthly power demand by the average power consumer, in 
kilowatts, was multiplied by 180 (25 per cent) to give the number of 
kilowatt hours the oower consumer would have used if his equipment 
were of the same so-rt as that owned by the typical re::;idence customer . 
The result, a relatively large figure, of course, was divided by the 
average monthly current use of the residence subscribers in the same 
city. The quotient gave the number of residence subscribers one 
power customer might be considered as equal to in t he cost of service 

'"On the Cost of Distribution of Electricity to Domestic Cons umer s," by Morris 

Llewellyn Cooke. 
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he occasioned. But such a ratio is too large, and we took instead 
the square root of this ratio. 

For example: in London, Ont., Mr. Buchanan's city, there were 
503 power consumers in 1931. Their combined demand was 19,602 
horsepower or 14,620 kilowatts, an average of 29.1 kilowatts per 
consumer. Used 180 hours, that would mean a consumption of 
5,240 kilowatt hours. But the average residence customer used 
only 170 kilowatt hours a month. The ratio between the two figures 
is 30.8. Is, then, the power customer in London 30.8 times as costly 
to serve as the residence subscriber? Both practical and theoretical 
considerations say he costs somewhat more, but not 30.8 times more. 
The solution seemed to be to take the square root, or 5.6. Needless 
to say, we were somewhat startled to find that Mr. Buchanan had 
taken for his ratio a simple 5. The agreement is striking. The 503 
power customers, therefore, were considered equivalent to 2,807 
domestic consumers, and added to the 16,965 actual consumers of the 
latter type. 

The "commercial" consumers, 2,726, were added without adjust
ment. The street lights were of many types and sizes and difficult 
to handle in equating to domestic users. The simulest expedient was 
to use the average annual bill of the domestic consumer as a divisor 
into the total annual bill to the city for street lighting. That gave 
a quotient of 1,871; and a grand total of residence subscribers, actual 
or the equivalent, of 24,379. 

The total carrying charges for London, by the nine per cent 
method, were $159,352. Operating expenses were $219,896, giving 
a total of $379,248. Dividing by 24,379 gave an annual distribution 
cost per residence consumer of $15.58 a year. That sum includes, 
by the way, all commercial, utilization, promotional, general and mis
cellaneous expenses-everything. 

As the average residence consumer in London used 2,040 kilowatt 
hours in 1931, the total distribution cost per kilowatt hour there was 
0.76 cents. Mr. Buchanan tells us that that checks very well with 
his 1.39 cents per kilowatt hour for all costs to this type of consumer, 
the difference of .63 cents being near the average cost to the city 
for power per kilowatt hour. The larg!er carrying charges we 
have taken must be considered, offset by our rejection of expenses 
for substations. 

Examination of the following table does not give much support to 
the theory that costs, either per kilowatt hour or per customer, are 
greatly dependent on customer density. As pointed out by Mr. 
Pike, customer density is likely to be counterbalanced by more under
ground construction. Evidently that is the trouble in Toronto, 
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though power users near the center of town may be responsible for 
some of the high cost there. Acton, for example, can hardly be 
built up very densely, yet it costs only 1.16 cents per kilowatt hour 
to serve. Sarnia, a much larger place but with the same annual use, 
approximately, gives much the same results. A far higher correlation, 
though inverse, is found between costs per kilowatt hour and annual 
use, Ottowa being extreme. The cost per customer tends to rise some
what with use, but not in anything like simple ratio. 

The following table gives the results for each of the twelve cities 
(or villages) : 

Annual Annual Per 
City Population Use* Cost* KWH. 

Acton ---------------------------- -- 1,950 1,114 $12.89 1.16c 
Amherstburg ----- ----- ------ 3,100 1,452 14.97 1.03 
Dundas ------------- --------------- 5,100 1,008 11.37 1.13 
Smith's Falls ---------------- 7,500 960 14.05 1.46 
Welland -------------------------- 10,100 1,236 18.77 1.52 
Sarnia ------------ ---------------- 17,000 1,164 15.19 1.30 
Guelph ---------------------------- 20,400 1,212 10.95 0.90 
St. Catharines ________________ 25,300 1,884 13..43 0.71 
London ---------------------------- 69,700 2,040 15.58 0.76 
Ottawa -------------------------- 125,500 3,588 21.80 0.61 
Hamilton ------------------------ 144,500 1,764 14.70 0.83 
Toronto -------------------------- 606,400 1,608 21.50 1.34 

*Per residence custo-mer. 

Our answer is that distribution costs are more than anything else 
a function of use; and we are happy to say that Mr. Buchanan agrees 
entirely with us in that point also. 

SUBDIVISION OF DISTRIBUTION COSTS IN 
AN ONT ARIO CITY 

BY E. V. BUCHANAN 

(From WHAT ELECTRICITY COSTS, N ew Republic, In c. New York, 
1933. Edited by Morris Llewellyn Cooke.) 

PROMOTION OF BUSINESS UNDISTRIBUTED 
AND GENERAL EXPENSE 

These have been charged on the basis of the total of all of the 
other combined expenses for operation and mainten'lnce. 

The analysis thus obtained is, of course, set forth in dollars and 
cents, totaling up to the gross annual expenses. For the purpose 
of this discussion I have reduced this analysis to the basis of a cost 
per KWH. which is shown on the following table: 
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ANALYSIS OF COST OF DELIVERING ENERGY TO VARIOUS 
CLASSES OF CONSUMERS EXPRESSED IN CENTS PER KWH.* 

Water- Street 
Light Power works Railway Lighting 

Kwh ---------------- 44,992,860 38,544,113 5,146,763 1,958,220 2,200,000 
Power purchased .92c .61 c .33 c .55c .54c 
Fixed charges 
and Depreciation .24 .109 .051 .31 .82 
Total operation 
and Maintenance .23 .084 .021 .32 .89 

Totals ------------ 1.39 .803 .402 l.18 2.25 

*These costs have been reduced to a Kwh. basis s imply because all other speakers 
have used this unit as the basis for comparing costs, although one might equally 
well use the Kw. or Hp. as a basis for unit cost•. 

You will note that the major item on this table, except street 
lighting, is the cost of power purchased, and that the cost of local 
distribution is a comparatively small factor. It will also be evident 
that by varying slightly the method of distributing the cost of power 
purchased considerable variation will be produced in the result. 

You will also note that the method adopted has resulted in loading 
up the cost of energy for lighting as against industrial power. 

The price for waterworks appears extremely low, but it should be 
borne in mind that this is an entirely off-peak business, being under 
direct control of the chief operator who shuts off power from the 
waterworks at will; the pressure being obtained on the water system 
by gravity from a reservoir. 

Again, the cost for railway supply is higher on account of the 
fact that the direct current power is delivered to the trolley. 

The apparently higher cost for street lighting is accounted for 
by the fact that this cost includes complete maintenance of the 
street lighting system, lamp renewals, replacement of fixtures, servic
ing, etc. 

As there always has been considerable controversy regarding the 
analysis of cost of distribution, and as all methods suggested have 
been subject to attack and criticism especially with regard to the 
low cost of domestic service, it might be well, therefore, to show the 
maximum cost of domestic service by the ridiculous assumption that 
the total cost of operating the system should be borne by the domestic 
consumer, and that commercial lighting, power, including street 
railways and waterworks and street lighting are without cost even 
though these departments consume two-thirds of the total energy. 

A statement for the city of London might then be compiled as 
follows: 



Ownership of Power and Light Utilities 165 

The total cost of power delivered at the 
city limits is ------------------------- --------------------------------$ 

The local operating costs are ------------------- ----------------
Depreciation and other reserves _____________ ______________ _ 
Return of 7 % on $3,442,093.22 ___________ _____ _______________ _ 

690,059.92 
154,343.94 

94,223.81 
241,000.00 

$1,179,627.67 

Kwh. sold for domestic service, 34,286,682 
or ------------ ------- ---------------------------------------------------- 3.46c per Kwh. 

Add 10 % for taxes ________ ___ ______________ __ _________________ .35 

3.81c per Kwh. 

This purely hypothetical case is taken merely to demonstrate that 
with comparatively large domestic consumptions the ratio of cost 
of domestic service to industrial power cannot possibly be as great 
as 5 or 6 to 1. And in conclusion one outstanding reason for the 
low domestic service cost is the high consumption, and with the use 
of reasonable promotional rates any electrical utility can develop its 
domestic business to a point where the consumption is many times 
what it is now and can do so profitably. 

INTEREST 

BY ARTHUR E . MORGAN1 

Interest on savings is not a natural right. Society is under no 
obligation to find a way to return me more money than I lend. 
What interest should be paid? Only enough to stimulate the lending 
of as much capital as society needs. 

With international peace and social justice, capital would become 
so abundant that little or no interest would be paid, and more often 
a charge would be made for its safe administration. 

Interest on loans serves three chief purposes. It stimulates and 
rewards thrift, energy, and foresight, and so supplies a reservoir of 
capital for financing productive undertakings. Second, it provides 
compensation for risks, since income from successful undertakings 
may make up the losses of those that fail. Third, it provides an 
orderly means by which vested privilege can collect tribute. 

Two classes of persons desire to confuse the various functions of 
interest: those who would appropriate all savings and destroy the 
present social order, and those who confuse legitimate interest with 
tribute so they can enforce tribute with public approval. It is to 
the interest of wholesome, stable society that the uses of interest be 
clearly distinguished from each other. 

Interest should include the open market rate for safe loans, plus 
compensation for risk, plus fair charges for administration. Any 

'Mr. Morgan is President of Antioch College and one of the three directors of 
the TVA. 
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further charge, solely for the use of capital, is exploitation. Half 
a per cent a year on substantial issues will cover fiscal administration, 
and three and a half to five per cent will cover interest on safe loans. 

Especially in electric utilities, much of the charge for capital often 
is not interest or service, but tribute. A total charge of eight and 
a half per cent a year for twenty years will retire five per cent serial 
bonds and pay all financial administration. Utility rates commonly 
provide much greater return on actual necessary investment, in 
addition to all charge for business management of the properties; 
while the public acquires no title, but must continue paying capital 
charges indefinitely. The rage of utility men against public owner
ship is partly fear that the issue will be clarified, and the public will 
learn how much of what it pays for ca.pit.ll is in fact exploitation. 

It would be good social policy to furnish all men with the elemental 
necessities-plain but adequate food, plain clothing, simple whole
some shelter, medical attention, and education. Beyond that I want 
my own savings to be at my own command. I desire during my 
prime to work to full capacity, producing much more than I consume, 
saving the balance for old age, to help my children, to finance years 
of public service. Many men are thriftless. I do not want my 
savings dissipated, but wish them available for my personal and 
social purposes. 

I can claim the right to keep or use what I have saved, but not 
that others must pay me an income on my saving. Given a genera
tion of peace between nations and social justice at home, with liqui
dation of the claims of privilege, society would soon amortize its just 
debts, and with great producing power there would be slight demand 
for loans. New capital investments would satisfy but a small part 
of our need for saving. With social justice there would be no need 
to pay tribute to privilege. 

If sure income from investment is a fantasy, and if capital invest
ments are not needed, how then could one save? Most savings will 
be in actual, somewhat durable goods, such as wheat, chemicals, 
metals, and the less ephemeral products of industry. Savings com
panies will purchase, store, and sell. Wheat, for instance, will be 
purchased during abundant years and sold during scarcity, thus les
sening price fluctuations. Economic forecasts will guard against 
obsolete stocks. Charges may be made for administering savings. 

Then, at last, saving will be actual saving of physical goods, not 
just claim on future production, as are many present investments. 

Each man within his abilities will control the extent of his saving, 
his public service or creative effort, the support of his children, and 
the duration of his leisure. Thrift and savings will not carry their 
present threat of over-extended productive capacity through enlarge
ment of capital investments. 
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THE REASONS FOR MUNICIPAL OWNERSHIP 

BY DELOS F. WILCOX, Ph.D. 

From a n address before the City Managers ' Association at its Eighth Annual 
Convention a t Kansas City, Missouri, November 16, 1922: 

FINANCIAL CONSERVATISM NECESSARY 

I am for municipal ownership because I see the necessity for 
reasonable conservatism .in the financing . and development of public 
utilities. 

Money invested in public utilities is devoted to public service. 
The stocks and bonds issued by public service corporations for 
transit development, lighting, power and telephone facilities are in 
law and in equity a quasi-public obligation. Now, it is a fact that 
the capitalization of these principal utilities in private ownership is at 
this very moment at least four or five times as great as all the 
debts of all the cities for all public purposes, including municipal 
water supply. When we talk of the burdens of debt borne by a 
given city we should look beyond the city comptroller's report. He 
gives us only a small part of it. He omits the traction company, and 
the electric company, and the gas company, and the telephone com
pany, and holding companies in New York, Philadelphia, Boston, and 
Chicago, that stand back of them and control them and determine their 
policies and fix their rates for the support of another pyramid of capi
talization invisible to the nearsighted eyes of public regulation. From 
the beginning the policy of private ownership has been to make two 
or three or four dollars of debt grow where one was planted. The 
promoters went into the public utility game not to render service, 
but to get rich by the capitalization of hopes and the exploitation of 
community needs. Did you ever hear of a privately owned utility 
paying off its debts or shrinking its capitalization except reluctantly 
and under compulsion of bankruptcy? And if perchance, a bond 
is paid, its retirement does not inure to the benefit of the public, 
but only adds to the value of the stockholders' property. 

CAPITAL BURDENS CONSTANTLY INCREASED 

It is the theory of private ownership that the burden of the public 
on account of the cost of capital should never grow less, but on the 
contrary should be increased at every possible opportunity. If a 
franchise was profitable, it was immediately capitalized against the 
public who gave it. If it was unprofitable, the losses incurred were 
piled up as equity claims to be added to the investment. I remember 
very well how the Metropolitan Street Railway Company here in 
Kansas City walked up eight years ago and said: "Here is our fran
chise. We cannot live under it. It is bankrupting us. Give us a new 
one that will recognize and protect the value of our property, includ
ing $3,000,000 for this precious franchise that we are trying to get 
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rid of." And the people of Kansas City, urged on by every interest 
opposed to municipal ownership, were geese enough to fall for 
that kind of a bargain. 

I am opposed to private ownership because it has proven itself 
incapable of honest and conservative financing. It denies deprecia
tion upon its investments. It claims that the mules of 1888 are pull
ing the electric cars of 1922; that the cables are still working; that 
the old car barns and power houses discarded twenty years ago are 
still rendering public service. It claims the unearned increment 
in land upon which the consumers have paid interest and taxes ever 
since it was devoted to public service. It claims inflated values 
based upon the calamity of war. It claims what it gave away and 
what was given to it. It uses only addition and multiplication. Sub
traction and division are anathema to it. 

THE DRIVE FOR CAPITAL PROFITS 

The drive for capital profits under private ownership has been and 
is universal and resistless. Public utilities as servants of urban 
civilization are nothing unless they are cheap. At best the burden 
of capital cost is a tremendous one. New York City is now paying 
$8,500,000 a year out of taxes to subsidize cheap transportation. On 
the subways, with the cars jammed to the doors, capital charges at 
6 per cent on the necessary cost of construction and equipment eat 
up practically 50 per cent of gross earnings. And now the Inter
borough claims as the value of its investment everything that it put 
in and everything that the city put in, too; and claims that it is 
entitled to earn 8 per cent on this inflated sum. 

THE CONTRAST OF MUNICIPAL OWNERSHIP 

In contrast with the universal policy of inflation pursued by private 
ownership, the policy of municipal ownership is a paragon of sound
ness and sanity. Glasgow, the pioneer in municipal ownership of 
street railways, paid off its entire tramway debt out of earnings in 
less than 25 years, while at the same time the financial freebooters 
in control of the traction lines of America were doing all in their 
power to wreck the street railway industry, taking the expected 
economies of electrification as the occasion for doing it. When 
American cities issue bonds for public utilities or for other purposes, 
they have to make provision for paying them when due. Refunding 
is the rare exception. San Francisco, during the first seven years of 
municipal ownership of a growing street car system accumulated 
a depreciation reserve equivalent to $15,000 per mile of single track 
in service at the end of that time. S€attle, in taking over the 
street railway system, undertook to pay for it in 20 years. Detroit 
is scheduled to pay off the purchase price of the Detroit United Rail
way lines and the cost of new lines within 30 years. Even New 
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York will pay for the subways and its Catskill water supply in 50 
years. 

In finance, which is a matter of controlling importance in the 
development of public utilities, Municipal Ownership means a sound 
policy; while private ownership means reckless financing and ultimate 
disaster both to honest investors and to the rate paying public. 
I know of no way in which this speculative financial policy can be 
completely eradicated from public utilities and the reverse policy 
effectively adopted, under private ownership. 

PUBLIC REGULATION HAS FAILED 

I am for municipal ownership because public regulation has been 
tried and has failed. The experiment has been going on for fifteen 
years. In spots and at times, regulation has given promise of a 
certain degree of success. The regulatory movement has failed polit
ically, financially, and from the point of view of service. At first 
the utility companies were dead against regulation. When they 
saw that it was inevitable, they undertook to control it. They 
helped write the laws; they helped select the commissioners; they 
got their own men in on the commission staffs; they cultivated the 
commissioners socially and kowtowed to them officially; and most 
effective of all, they took care of the lame ducks among them. 

NOT ACCEPTED IN GOOD FAITH 

The utilities of the country have · never, with rare exceptions, 
accepted regulation in good faith. They have made every effort 
to thwart it, to divert it from its purposes, and to transform it into 
an agency for the furtherance of their own selfish ends. The reg
ulatory movement is up to its neck in politics; commissions are over
thrown and reconstituted with changes in party control of the state 
government; and frequently furnish the most burning issue in state 
campaigns. The utilities favored state control with the plea that 
control should be taken out of politics, which meant that the regulatory 
bodies should be far removed from the consumers who grant the 
franchises and pay the bills, and close to the financial powers that 
control the companies and reap the financial rewards. The plan 
did not work, and the commissions almost everywhere are in politics. 
Unfortunately it is not responsible politics, but the politics where 
passions are aroused without anybody being able to vote directly on 
the issue, or make himself count for a constructive policy. 

FINANCES NOT MADE SOUND 

Regulation has failed because it has not succeeded in introducing 
soundness into public utility finance. The free distribution of the 
stock of operating companies has been checked, but the manipulators 
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have merely retired from the second story to the attic, and have con
tinued to flood the country with unregulated public utility securities 
through the medium of holding companies. Even with respect to 
the operating companies, the commissions have not been able to effect 
a correction of past blunders in finance except partially in a few 
instances. In most cases the old stocks and bonds and contracts still 
hang like lumps of lead tied to the ankles of the companies as they 
try to make the grade in these troubled times. The commissions 
have succeeded to some extent in paralyzing the financial initiative 
of the companies, by their incomplete restrictions affecting the future 
but not curing the past. The commissions have raised the rate of 
return, usually upon excessive valuations, and have thus deprived 
the public of any other recourse. The Federal courts are company 
tribunals to which appeal can be made from the commissions for the 
protection of property rights. If the commissions make the rates 
too low, the Federal courts bowl them over; if they make the rates 
too high the Federal courts are not interested. They have no juris
diction to reduce rates for the benefit of the public. 

The failures of the commissions with respect to service may not 
be quite as general as in other respects, but in New York City, with 
15 years of regulation in the background, the State Transit Com
mission a few months ago proved by its own engineer at a public 
hearing that the effort to control the service on the transit lines 
during this period had been one long succession of futilities. 

The failures of State regulation have been due in part to special 
conditions, but in the main they are inherent in the very theory 
of regulation, which is an attempt to force private l!Ompanies to act 
as if they were not private companies. Theoretically and practically, 
it is and always must be more difficult to get public service through 
private agencies whose controlling motive necessarily is profit, 
than directly through public agencies responsible to those who receive 
the service. 

Regulation has had a partial success in bringing about publicity 
of utility accounts, but here also the expenditures which would not 
look well in an accountant's report have been transferred to the books 
of the holding companies, and the public has been told to mind its 
own business when it manifested any curiosity about them. 

Regulation has done one thing most effectively. It has paralyzed 
municipal control, destroyed franchise contracts, and reduced the 
cities to a condition of helpless rage or deadly indifference. 

PUBLIC FUNCTIONS BY PUBLIC AGENCIES 

I am for municipal ownership because I believe in government, not 
in anarchy. I believe that public functions should be performed by 
public a gencies. I regard political action in the broad sense of the 
term as the highest category of human activity. Public utility serv
ices stand out a s a supreme obligation of the org-a1.ized community 
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to ·its individual members. Municipal ownership oifers democracy 
its best opportunity to educate itself in co-operation and develop 
intelligence and responsibility in its citizenship. In the great cities, 
comparatively few families can own their own homes. The develop
ment of a great body of common wealth devoted to common service 
is the only possible alternative to the development of a large property
less class, unattached and irresponsible-the proletariat that is one 
of the prime dangers of every great city. Without a b~tter balance 
between public and private interests than we now have in this coun
try, the overload of individualism is bound to destroy us in the end. 

THE CALL FOR LEADERSHIP 

What American cities need is vigorous, sane, progressive commu
nity leadership. Municipal ownership opens the way for the develop
ment of public-mindedness and for honorable and interesting public 
careers. What cities need is to render more services where every 
citizen is impelled by his individual interest and understanding to 
hold public agents responsible for good service. In the past, and to 
a great extent even today, the prestige and financial and political 
power of the utilities have been and are pitted against honest and 
efficient municipal governments. It has been and is to the interest 
of these utilities to have a corrupt, reactionary, weak or ignorant 
city government. The development of independence, efficiency and 
power at the city hall is dangerous to their selfish aims. 

THE FUTILITIES OF RATE CASEE: 

I am for municipal ownership because that seems to b~ the only 
way of escape from the corrupting futilities of rate ctses. The 
utilities of the country have an annual income of abmt three 
billion dollars. This revenue almost collects itself. Day by day 
and month by month the cash flows in from the millions of street car 
riders, and gas consumers an! electric light and power mers, and 
telephone subscribers. This flood of money is two or three times the 
amount of all the municipal taxes collected by the cities everywhere. 
No matter how hard up these companies may be, they always have 
enough ready cash to hire engineers and accountants, and lawyers, 
and economists and publicity men to think the way they want them to 
think. One of the most terrible things in American public liie today 
is the extent to which these utility companies, with the proceeds of 
the public service, gather into their fold, whenever a fight is c.n, the 
leading lawyers in every town-ex-judges, ex-commissioners and ~x
governors are preferred. I think it is safe to say that after th~y 
leave office, ten men are employed by public service companies to figl.t 
against the public to one who is employed on the public side. Thret 
billion dollars a year is a lot of money and it takes only a small per
centage of it to make a great many able and honorable public servants 
change their minds. 
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have merely retired from the second story to the attic, and have con
tinued to flood the country with unregulated public utility securities 
through the medium of holding companies. Even with respect to 
the operating companies, the commissions have not been able to effect 
a correction of past blunders in finance except partially in a few 
instances. In most cases the old stocks and bonds and contracts still 
hang like lumps of lead tied to the ankles of the companies as they 
try to make the grade in these troubled times. The commissions 
have succeeded to some extent in paralyzing the financial initiative 
of the companies, by their incomplete restrictions affecting the future 
but not curing the past. The commissions have raised the rate of 
return, usually upon excessive valuations, and have thus deprived 
the public of any other recourse. The Federal courts are company 
tribunals to which appeal can be made from the commissions for the 
protection of property rights. If the commissions make the rates 
too low, the Federal courts bowl them over; if they make the rates 
too high the Federal courts are not interested. They have no juris
diction to reduce rates for the benefit of the public. 

The failures of the commissions with respect to service may not 
be quite as general as in other respects, but in New York City, with 
15 years of regulation in the background, the State Transit Com
mission a few months ago proved by its own engineer at a public 
hearing that the effort to control the service on the transit lines 
during this period had been one long succession of futilities. 

The failures of State regulation have been due in part to special 
conditions, but in the main they are inherent in the very theory 
of regulation, which is an attempt to force private companies to act 
as if they were not private companies. Theoretically and practically, 
it is and always must be more difficult to get public service through 
private agencies whose controlling motive necessarily is profit, 
than directly through public agencies responsible to those who receive 
the service. 

Regulation has had a partial success in bringing about publicity 
of utility accounts, but here also the expenditures which would not 
look well in an accountant's report have been transferred to the books 
of the holding companies, and the public has been told to mind its 
own business when it manifested any curiosity about them. 

Regulation has done one thing most effectively. It has paralyzed 
municipal control, destroyed franchise contracts, and reduced the 
cities to a condition of helpless rage or deadly indifference. 

PUBLIC FUNCTIONS BY PUBLIC AGENCIES 

I am for municipal ownership because I believe in government, not 
in anarchy. I believe that public functions should be performed by 
public agencies. I regard political action in the broad sense of the 
term as the highest category of human activity. Public utility serv
ices stand out as a supreme obligation of the or~·a1.ized community 
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to its individual members. Municipal ownership olfers democracy 
its best opportunity to educate itself in co-operation and develop 
intelligence and responsibility in its citizenship. In t'1e great cities, 
comparatively few families can own their own homes. The develop
ment of a great body of common wealth devoted to common service 
is the only possible alternative to the development of a large property
less class, unattached and irresponsible-the proletariat that is one 
of the prime dangers of every great city. Without a b~tter balance 
between public and private interests than we now have in this coun
try, the overload of individualism is bound to destroy us in the end. 

THE CALL FOR LEADERSHIP 

What American cities need is vigorous, sane, progressive commu
nity leadership. Municipal ownership opens the way for the develop
ment of public-mindedness and for honorable and interesting public 
careers. What cities need is to render more services where every 
citizen is impelled by his individual interest and understanding to 
hold public agents responsible for good service. In the past, and to 
a great extent even today, the prestige and financial and political 
power of the utilities have been and are pitted against honest and 
efficient municipal governments. It has been and is to the interest 
of these utilities to have a corrupt, reactionary, weak vr ignorant 
city government. The development of independence, efficiency and 
power at the city hall is dangerous to their selfish aims. 

THE FUTILITIES OF RATE CASE8 

I am for municipal ownership because that seems to b~ the only 
way of escape from the corrupting futilities of rate ctses. The 
utilities of the country have an annual income of ab~ut three 
billion dollars. This revenue almost collects itself. Day by day 
and month by month the cash flows in from the millions of street car 
riders, and gas consumers an! electric light and power mers, and 
telephone subscribers. This flood of money is two or three times the 
amount of all the municipal taxes collected by the cities eve1ywhere. 
No matter how hard up these companies may be, they always have 
enough ready cash to hire engineers and accountants, and lawyers, 
and economists and publicity men to think the way they want them to 
think. One of the most terrible things in American public liie today 
is the extent to which these utility companies, with the proceeds of 
the public service, gather into their fold, whenever a fight is c.n, the 
leading lawyers in every town-ex-judges, ex-commissioners and ~x
governors are preferred. I think it is safe to say that after th~y 
leave office, ten men are employed by public service ccmpanies to figl.t 
against the public to one who is employed on the public side. Thret 
billion dollars a year is a lot of money and it takes only a small per
centage of it to make a great many able and honorable public servants 
change their minds. 
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HIRED IMAGINATION 

Out of the depths of engineering and economic imagination bright 
fancies are conjured up to make property appear where it is not. 
The sight of money begets concepts of value that would seem weird 
to minds not affected by the same stimulant. With all their money, 
the utilities Jo not always have to pay the men who are working for 
them. I wculd say that all of the expert work on the utilities' side 
and about two-thirds of the expert work nominally on the public side 
is done by men who have the utilities' point of view. Valuation 
chaos get& deeper from year to year. The subsidizing of private
mindedness has reached such a pass that a technical man with ability 
seems like a fish out of water unless he is representing some private 
interest in opposition to the city or the state. Even many of the 
teachers in Clur great universities, themsE>lve~ paid by the state, have 
been organized into a sort of auxiliary educational service to lend 
professional dignity to the intellectual vagaries laid before the 
commission or the court in every valuation proceeding, and to teach 
the young men in college that scientific thinking is always on the 
side of thf three billion dollars. How pitiful and how tragic it is 
for a demo;racy to be educating its young men in contempt for itself. 
How doubly dangerous to the future of democracy to entrust the 
performance of public functions to men who do not believe in public 
service. 

CO-OPERATION IS IMPOSSIBLE 

I am for municipal ownership because co-operation between govern
mental arencies and the utilities under private ownership is impos
sible, except on the basis of the surrender of the public interest. You 
are likel~ to hear every chamber of commerce shouting for co-operation 
and decrying the attitude of hostility often shown by municipal 
authorites toward the public service corporations operating locally. 
But evuy time a city goes into conference without a big club, it 
throws its case away. This is particularly true in all matters affect
ing va'uation. The companies have so tied their own hands with the 
bonds they have issued, the contracts they have made and the stock 
they have sold that they cannot voluntarily get down to a basis that is 
just to the public. When the city officials go into conference with 
them, it is not with men who are free to negotiate on a basis of fair
ne~s and justice, but with mere dummies whose minds are made up 
for them in advance by the invisible forces in the centers of finance 
tliat control their securities. Ordinarily it is either a futile or a 
:'.atal thing even to open negotiations with these utilities for a volun
tary settlement of the valuation for any purpose. They have sold 
the city in advance and given such title as they could, and the only 
basis of negotiation that they can recognize is ransom. 
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I recognize the inherent evils of competition in public utilities
principally over-development and economic waste. Yet it is not 
a strange thing that in the street railway business and in the electric 
lighting and power business, practically every important city that 
has achieved municipal ownership has made progress only through 
the process of competition. 

They say that a cat has nine lives. That is not a circumstance 
to the number of lives in public utility franchises. These curious 
animals have been known to live for fifteen years after they were pro
nounced dead by the head surgeons at Washington and long after 
they had been buried by an avalanche of votes. 

A COMMUNITY POLICY 

I favor municipal ownership, not as something easy to achieve 
and sure to succeed under any and all conditions. Merely throwing 
the subways at the mayor's head will not insure the perpetuation of 
the five-cent fare in New York, or guarantee everybody a seat at 
the rush hour. Municipal ownership is a vast, immensely difficult 
and immensely important program. American cities are perishing 
for lack of a definite community policy. Private ownership is no 
policy at all; it is a mere shirking of civic responsibility. A city that 
is not ready for municipal ownership should get r eady. I hate a 
town that has no courage. I despise a community that does not 
know enough to attend to its own business. In my opinion public 
utility service is municipal business. 
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HAVE THE STATE COMMISSIONS FULFILLED 
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(From Pttblic Control of Pou•er,-l'roceedinas oj the Academy of Political Science, 
Vol. XIV, No. 1, May, 1S30. Edited by Parker Thomas Moon.) 

The answer to the question whether the state public service com
missions have fulfilled their intended functions will depend to a 
considerable extent upon what one thinks the regulatory aim was. 

If the commissions were expected to cut existing rates in two 
whether this would pay the utilities or not, the commissions have 
failed. If the hope was that the commissions would put utility service 
within the reach of rich and poor alike without respect to its cost, or 
its effect on various groups of consumers, the commissions have not 
come up to expectations. If it is the sole business of the commissions 
to protect the ratepayers, the commissions have never functioned as 
intended. Finally, if our standard is perfection, we must admit that 
the commissions have fallen short of it. We could no more say that 
our commissions are functioning as they should than we could assert 
that our courts, our schools, our colleges, or even the states themselves 
are doing so, for all of these institutions are huma!!. 

On the other hand, if we do not demand the impossible, if we think 
that all the commission should reasonably be asked to do is so to 
regulate the utilities as to secure adequate and non-discriminatory 
service at rates which will encourage development because fair to 
both the ratepayers and the utilities, it is possible to say that the 
commissions have been acting in a creditable manner. 

If we compare state commission control of utilities with control 
prior to 1907 when the commissions began to be set up, and if we 
consider the tremendous development and improvement in utility 
service since that time, we can confidently assert that commission 
regulation has functioned much better than direct legislative control, 
state or local, and that commission regulation has at least not been 
a stumbling block to utility development. 

Everyone who knows that commission regulation has been subjected 
to savage attacks at times, followed by investigations, often by hostile 
legislative committees, and that invariably these investigators have 
advised continuing and stiffening the commission laws, can safely 
conclude, without any other information on the subject, that the 
commissions must be functioning fairly well; otherwise the recom
mendations would have been that the commissions be abolished. 
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State commission regulation is theoretically sound. It should be 
better than regulation by the free play of competition, by contracts, or 
by direct legislative action, state or local. Cut-throat competition in 
the utility field is now generally held to be bad for the public. The 
contract method has serious drawbacks. If we do not deal with the 
utilities through contracts, regulation must be by legislation, state or 
local. Local legislation has its disadvantages. For one reason
although there are others-the locality is too limited a unit of control. 

If the state is to regulate, it must do so either by direct legislation 
or through the agency of a commission. Regulation by a commission 
ought to be better than regulation by direct action of the legislature. 
The legislature does not have time to ascertain facts upon which 
specific regulatory action should be based. It is not in session 
throughout the year. It could not act quickly in an emergency such 
as that created by the war. A commission, on the other hand, may 
be continuously in session. It can ascertain the facts upon which 
its legislative and administrative action should be based. It can 
conduct hearings and give both sides a chance to produce their evi
dence. Theoretically, I repeat, this would seem to be the best form 
of regulation. How has it worked out? 

We can probably all agree that the new system was intended to 
end existing evils. These evils were wasteful struggles between 
utilities for the occupation of fields not capable of supporting 
more than a single utility; unfair discriminatory practices; political 
bickerings between local authorities and the utilities over franchise 
rate contracts; and arbitrary actions of the legislature, often inspired 
by political motives, in fixing rates by direct legislation without an 
adequate knowledge of the facts. The purpose of the new regulatory 
laws was to put the utilities under the control of a state agency 
equipped to assure the public of adequate service on fair terms and 
the utilities of a reasonable compensation. 

Good service at reasonable rates was the chief aim. Elimination 
of losses due to rate wars was an incidental policy embedded in the 
commission laws for the purpose of obtaining the best service at 
reasonable rates. The elimination of unfair discrimination in re
spect to both rates and service, a notorious evil, was a major purpose 
of the commission laws. 

With these main objects in view state commission r egulation was 
launched. Over the utilities to be regulated the commissions were 
given general power of supervision and control. They were authorized 
to enter upon utility premises for the purpose of inspection; they were 
given authority to examine employees and records; to prevent un
reasonable rates and discrimination, local and personal; to fix rates; 
to value property for the purpose of determining rates; to establish 
joint rates; to compel the filing and posting of schedules; to prescribe 
forms of schedules, reports and uniform accounts; to regulate service 
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and to prescribe standards of service; and some of them were given 
supervision over security issues. 

What the commissions were given power to do they were of course 
expected to do. So it is apparent that their functions were to be 
partly legislative, partly administrative, and partly quasi-judicial. 

Since their establishment the commissions have heard and decided 
thousands of disputed questions , brought before them. They have 
exercised their regulatory powers without controversy in thousands 
of other cases. They have often on their own initiative moved against 
the utilities. 

By the exercise of their power over certificates of convenience and 
necessity they have protected the utilities, the public and the rate
payers from wasteful competition. 

They have established uniform rules of accounting, a public service 
of undoubted value. 

They have forbidden unlawful discrimination in the shape of 
concessions to various classes of consumers such as the government, 
municipalities, employees, officers, stockholders and large consumers. 

They have prevented the discontinuance of service because of dis
putes over bills. 

They have compelled reparation for overcharges. 
In a number of states where commissions have the requisite power, 

they have maintained a close supervision over security issues. The 
present California Railroad Commission, for example, since its organ
ization in 1912, has supervised the issuance of nearly $3,000,000,000 
of utility security issues. · 

The commissions have established standards of service and en
forced them. They have ordered extensions of service where they 
would otherwise not have been made. They have prevented abandon
ment of service where it would otherwise have been abandoned. They 
have ordered physical connections between telephone lines and rail
way Jines which would not have been made except through the com
pulsory action of the commissions.. They have maintained labora
tories for standard tests for the purpose of improving service. 

They have eliminated many grade crossings and apportioned the 
expense of making the highways safe from crossing accidents. 
Pennsylvania, for instance, spends $1,000,000 a month for the elimina
tion of dangerous crossings. The commission has supervised the 
expenditure of $180,000,000 for that purpose. In addition to elimina
tion, the commissions have ordered the protection of grade crossings by 
modern signaling devices. 

They have investigated accidents for the purpose of establishing 
measures for their prevention. They have inspected utility property 
for the purpose of insuring safe and adequate service. This is an 
important administrative function. As a result of inspection of 
overhead electric construction by the staff of the California Railroad 
Commission, for example, 350,000 potential causes of accidents to 
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utility operators or to the general public were corrected upon the 
orders of the commission. 

The commissions are · handling an enormous number of informal 
complaints . The New York Commission gets over forty of these for 
every working day. These complaints are generally regarded as 
minor, but they are important to the customers involved. The com
plaints relate to service, discontinuance for nonpayment of bills, over
charges, and many other matters which constantly arise between 
business concerns and their customers. These informal complaints 
are adjusted through the office of the commission. Often a single 
letter is all that is necessary. Sometimes a personal investigation 
by the commission's staff is required. If action is not secured, the 
matter becomes a formal complaint to be disposed of by the commis
sion. 

Here is a story by a small town publisher in Oklahoma. His print
ing shop was located in a building in which there was also a small 
machine shop. He thought his bills for electricity were too high and 
upon investigation found that his shop and his neighbor's shop were 
connected to a single meter and that he and the other tenant were 
each charged for the full amount of current registered on the meter. 
He reported this to the office of the company but got no redress. He 
reported it a second time. No response. Then he wrote to the 
Corporation Commission. Within thirty-six hours two men from 
the company were in his shop to fix the meter and figure out a proper 
adjustment of his bill. This was better than an expensive court 
action. 

The very fact, moreover, that complaints may go in this informal 
way before the commission and receive the commission's attention is 
likely in most cases to secure prompt action from the utilities when 
complaints are made in the first instance at their office. There is 
an entirely different atmosphere at the headquarters of the public 
utilities with reference to complaints than there used to be before 
commission regulation. Without doubt this is largely owing to the fact 
that complaints can easily reach the ears of the commissions and that 
if the utilities do not listen to the first plea the commissions will listen 
and compel adjustments. 

In respect to all of the matters mentioned, commission regulation 
has functioned admirably well. There has been no serious complaint 
as to the manner in which the service of the companies has been 
regulated . The service of our American utilities as a whole is prob
ably the best in the world. 

There is no question but that they have eliminated local politics 
from regulation and that they have in a large measure done away 
with arbitrary legislative action in regulation. 

Whatever complaint there has been as to commission shortcomings 
in respect to any of the activities mentioned bears upon a question 
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which I now come to. If you will examine the charges that commis
sion regulation has broken down, or is halting and ~eating time, you 
will find that they are mostly based on a mere difference of opinion as 
to the reasonableness of rates. The idea is that the utilities are still 
charging exorbitant rates and that the commissions have not been 
able to stop them, either because the commissions are utility-minded, 
or limited in power, or inadequately financed, or else because the 
courts are blocking them. If we go to the bottom of the matter we 
find that all roads of discontent lead to that source of controversy 
known as the rate base. 

I shall not attempt to discuss the merits of that question; but let 
me in passing state a fact which is often overlooked. When the com
mission movement was started, valuation of utility jn-operty was the 
ratepayers ' panacea for low rates. They had succeeded in getting 
a rule from the Supreme Court to the effect that railroads were entitled 
to earn a return on no more than the fair value of their property. The 
ratepayers, in the interest of low rates, even tried to have the 
Supreme Court announce the rule that present value is to be measured 
by the cost of reproduction, but they failed in that. The Supreme 
Court held that other factors must be considered, including the cost 
of the property. 

At the time the commissions were established there was a wide
spread belief that utilities were charging extortionate rates based on 
watered stock. What the public at that time wanted was to limit the 
return to the value of the property, rather than to allow the companies 
to pay dividends on water, so valuation was made the cornerstone 
of most of the new laws. Congress felt the impulse of this new 
movement and ordered the Interstate Commerce Commission to value 
the railroads. There is not the slightest intimation in any of the 
statutes that the legislatures expected the return to be based on 
prudent investment. The evidence to the contrary is overwhelming. 

It may therefore be said that even in limiting the return to the 
fair value of the property, the courts have not prevented the commis
sions from fulfilling their functions as originally intended. About all 
that can accurately be stated by those who declare that regulation has 
not turned out as expected in respect to rates, is that the values 
allowed have been too high; and that of course simmers down merely 
to another difference of opinion. 

But suppose for the sake of our inquiry we overlook that. Let us 
assume that the fathers of regulation were wrong; that times have 
changed. Suppose we say that every decision of !l federal court de
claring a utility rate confiscatory is wrong, and that every decision 
of a f ederal court in favor of a utility company is an interference 
with commission regulation. How have the commissions functioned 
with respect to rate control in spite of this handicap, and to what 
extent has state r egulation been interfered with by fed eral court 
decisions 
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Before the war the tendency of the commissions was to reduce 
rates. During the war they increased rates. Recently they have 
been reducing them again. 

Some time ago I asked the commissions to estimate the savings 
which had resulted from decreases in gas and electric rates for the 
last five years through the efforts of the commissions. Here are 
some of the estimates furnished by the commissions. 

California, five years, $6,500,000 (cumulative savings not esti
mated). 

Georgia, for the last two years, $1,500,000 per annum. 
Indiana, reduction in electric rates for five years, $6,000,000. Re

duction in gas rates for the last two years, $200,000. 
Maryland, conservative estimates of savings to gas and electric 

consumers since 1923, between $13,000,000 and $14,000,000. 
Michigan, savings through rate reductions in five years, $14,597,388 

for electric service, and $1,175,171 for gas service. 
Missouri, reductions in rates since 1928 through formal investiga

tions and conferences with utility operators over $2,000,000 a year. 
New Jersey, estimated savings to gas and electric consumers for 

1929, $8,134,810, based on production over a period beginning in 
1924. 

Pennsylvania, savings of approximately $25,000,000 a year over 
rates that were in effect in 1914. 

Oklahoma, estimated savings, $3,730,000. 
Utah, savings approximating $1,000,000. 
Virginia, savings for five years, $2,675,000. 
Henry A. Frazier, recorder of the California Railroad Commis

sion, says that for every dollar expended by the Railroad Commission 
in regulating the utilities, there have been returned to the ratepayers 
$7 in reduced utility charges, irrespective of any savings accruing 
because of the refusal of the commission to sanction requested in
creases in rates or because of the part played by the commission in 
winning substantial reductions in interstate rates. 

Certainly a return of seven dollars on every dollar invested is a 
handsome profit for the public on the regulatory enterprise. And we 
could hardly say that commission regulation is a failure even if we 
thought it should have produced a return of eight dollars instead 
of seven on every dollar invested. 

How far have the federal courts interfered with the proper func
tioning of the commissions, on the theory that the federal court 
decisions are wrong? The utility companies have been represented 
as rushing headlong into the federal courts to thwart the state 
commissions. This has even been said to be an interf erence with 
state rights. Statements of this sort not only show a lack of under
standing of the value of fundamental liberties which the courts 
protect, but they are a gross exaggeration of the situation. 



180 The University of Texas Bulletin 

Take New York State. From 1921 to 1928 inclusive, the New 
York Commission entered 11,440 formal orders in proceedings brought 
before the commission. Of these 11,440 cases only three were 
appealed to the federal courts. Only two involved the question of 
rates. This does not appear to be a very serious interference on the 
part of the federal courts with the functions of the state commission 
in New York. The same is true in other states although in varying 
degrees. Chairman Henry C. Attwill, of the Massachusetts Depart
ment of Public Utilities, has said that since 1869 Massachusetts has 
attempted to regulate railroads and railways by commissions, and 
since 1885 gas and electric companies. He doubts that in all that 
period of time the decisions of the Massachusetts Commission have 
been reversed by appeals to the courts more than ten times. The 
present department has been reversed but once and the chairman 
declares that in rate cases he knows of no instance of reversal. 

The· fact is that the number of appeals to federal courts as com
pared with the total amount of business done by the commissions 
throughout the nation is negligible. The disposition of the utility 
companies, especially the electric utilities, has been to avoid litiga
tion. Where it has been necessary to thresh out disputed questions 
before the commissions the tendency has been to abide by the com
mission decisicns. We have had a few great rate cases which have 
gone to the federal courts and which have been expensive and slow
moving, but these are only exceptions to the general rule. Commis
sion procedure is usually final. 

The disposition to abide by the decisions of the commissions is 
not due to the fact that the commissions are in practice following the 
Supreme Court value rule, and that the utilities are insisting on it. 
In Massachusetts, for example, where they have had so few court 
appeals, the utilities have never been allowed to earn a return on 
the value of their property. A former chairman of the Wisconsin 
commission once said that out of hundreds of rate cases before his 
commission he could count on the fingers of one hand the utilities 
that had stood out for a return on the full value of their property. In 
my judgment a law in New York State requiring the valuation of all 
utility properties would result in a benefit to the utilities rather than 
to the ratepayers, because the probability is that the utilities are not 
now insisting upon a return on the full value of their property. 

It is said that the commissions are not functioning as intended 
because they have tended to become too judicial. The theory seems 
to be that the utilities have an ample safeguard in the courts; that 
the utilities are able to protect themselves, but that the ratepayer 
must be looked after by the commissions. But if the utilities on the 
one hand are going to receive no protection by the commissions from 
the unjust demands of the ratepayers and on the other are to be 
considered as blocking regulation by appeals to the courts, they are 
certainly not getting much encouragement. 
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The contention that the utilities should not have fair judicial treat
ment before the commissions finds no support either in ethics or in the 
statutes. To adopt such a policy would be only to invite what the 
critics of regulation profess to deplore, that is to say, appeals to the 
courts. Utilities are entitled to fair treatment somewhere. If they 
cannot get it before the commissions they will be forced into the 
courts. New York furnishes a good illustration of that fact. 

I have already said that out of 11,440 formal orders entered by 
the present judicially-minded commission, between 1921 and 1928, 
there were only three appe11-ls to the federal courts. From three 
regulatory acts of a partisan-minded legislature during the same 
period there were twenty-seven appeals to the federal courts, one of 
which is pending. In all the others, the acts were declared unconsti
tutional because confiscatory. 

It is charged that the tendency of the commission to assume the 
judicial role puts a handicap upon the ratepayers because they are 
not able to hire as high-priced lawyers and experts as the utilities. 
But if we judge by the results of the commission decisions, the sup
posed handicap has not been very serious. The dissenting opinion of 
Mr. Justice Brandeis in the Southwestern Bell Telephone case has 
b.een regarded as the ratepayers' Magna Charta. In support of his 
opinion, Mr. Justice Brandeis cited 363 cases decided by the state com
missions from 1920 to 1923. Of these, 358 were in support of Mr. 
Justice Brandeis' views, and only five were opposed. This is not a 
very bad record for handicapped ratepayers before "judicially
minded" commissions. The fact is that notwithstanding any sup
posed disadvantage the ratepayers may labor under by reason of 
lack of legal and technical talent, they have more often been success
ful before the commissions than the utilities in contested cases. 

Moreover, the theory that the commissions should be partisan to 
ratepayers is unsound as well as unethical. The ratepayers do not 
constitute the public any more than do the stockholders. The people 
of the entire state are the ·~public." The ratepayers and the stock
holders are both moved by a private interest. Utility service has a 
much wider interest than that of the locality in which it is rendered. 
If all of the utilities in the City of New York were to shut down for 
a week, the welfare of the people of the entire state would be affected. 
It is therefore to the interest of the entire state that there shall be a 
continuous flow of utility service and to that end, that rates shall be 
fair and non-discriminatory on the one hand and on the other that 
they shall not be so low as to cripple the utilities. 

Consequently the preservation of the public interest in public utility 
service demands that private interests of the ratepayers and stock
holders shall be balanced for the public good. It is that public 
interest which the commissions are supposed to protect; it is that 
interest they have endeavored to protect by acting in an impartial, 
judicial manner. I believe that in this respect they have functioned 
as intended. I hope they always will. 



182 The University of Texas Bulletin 

This tendency of the commissions to be fair to the utilities must 
have been greatly heartening to capital. It is different from the 
political and partisan methods which formerly prevailed in dealing 
with regulatory questions. The commission method has undoubtedly 
greatly accelerated the flow of capital into the utility field. The 
development of utility service has unquestionably been hastened by 
this type of equitable commission regulation. It would be hardly too 
much to say that it is regulation's greatest contribution to the public 
welfare. 

Commission regulation has, of course, been far from perfect. 
Without any change in the laws governing their functions, the effect
iveness of the commissions could be increased by larger appropriations, 
providing better compensation for the commissioners and their staffs. 
Their powers could also be enlarged and regulation could be more 
extensive than it it. Utilities could and should be subjected to federal 
control of interstate matters which cannot be reached by the states. 
But how far regulation should be extended over the conduct of the 
business itself is a debatable question. I believe that regulation can 
be overdone to the detriment of the public. 

If wasteful competition between utilities of the same kind is 
prevented; if satisfactory accounting practices are enforced; if stand
ards of adequate service are established and enforced; if reasonable 
complaints are satisfied ; if unfair discriminatory practices are abol
ished; if security issues are scrutinized for the protection of investors; 
and if scientific rate schedules are insisted on, containing rates which 
will permit fair treatment of various classes of consumers and which 
at the same time will promote the expansion of the service, we have 
gone a long way toward the end of the road. The courts will never 
allow state commissions to become managers of public utilities, nor 
would it be wise to do so. 

When it comes to the question of keeping the return for the service 
down to the lowest notch possible by forcible commission action, I 
believe we are often penny-wise and pound-foolish. 

The utilities have made the people of the country richer, not poorer. 
That means that they have never charged the full value of the 
service. As an economic proposition, no business could have expanded 
to the extent that the utility business has on the basis of extortionate 
rates. 

There was once a time when our great modern utility services did 
not exist. These services have been presented to the public by 
inventive and commercial genius, by men of vision who have had the 
courage to risk their money. The demand for their service is a 
created demand. The demand eixsts because the service has been 
demonstrated to be of great value. It would not exist if the people 
did not believe that it was worth much more than has ever been 
asked for it. The mere size of the business is a complete answer to 
the charge of extortion. 
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One inventor who was also the organizer of the business of exploit
ing his invention, made a fortune of $20,000,000 in twenty years. But 
his invention saved the people of the country $120,000,000 a year. 
The people got $120,000,000 a year in return for $1,000,000 a year. 
Why be too finicky about that $1,000,000 payment? 

Out in a country district a telephone subscriber threatened to sue 
the company for $60 which he claimed he had lost because his tele
phone was out of order for three days. At that rate his service was 
saving him $600 a month. Why claim that the company is picking 
his pocket by a charge of $10 or $20 or even $30 a month for that 
service? Assuming that he exaggerated his losses for the three 
days his phone was not working, his telephone service was undoubtedly 
putting at least $2 in his pocket for every dollar the company 
charged him. 

If, then, our utilities are making the people richer every day they 
operate, why get too much wrought up over the question whether they 
should earn six or seven per cent on the value of their property or on 
their actual investment in it? 

The men who have presented this gold mine to the people are 
entitled to something for themselves. If they are making the people 
richer, as they are, they should hJJ.ve something more than the lowest 
possible wage. In my judgment they are entitled to a liberal wage. 
But aside from that, I think the public would get more by the adoption 
of this policy. 

It seems to me that we do not need to be very much concerned about 
this question of utility return, because in the case of most of the 
utilities the people are pretty well protected by competitive forces 
which are still at work. Gas is now a heating proposition and in 
constant competition with coal and oil. Domestic electric service 
would be a luxury were it not for commercial service, and com
mercial service is on a competitive basis. Control of rates in the 
electric railway field would seem to be no longer necessary, because 
competitive forces are in the saddle and seem to be riding roughshod 
over arbitrary attempts at regulation. I do not say that we should 
not attempt to regulate the return, but I do think that we should 
not endeavor to carry the answer to the problem to the tenth decimal 
point. 

All things considered, I think the commissions have functioned 
remarkably well as originally intended. They have eliminated local 
politics in regulation. They have to a large extent prevented arbi
trary legislative action. They have protected the public and the 
utilities from wasteful competition. They have eliminated discrim
inatory practices. They have established uniform accounting and 
reasonable standards of service. They have adj usted an enormous 
amount of complaints, and thereby not only satisfied utility customers 
but helped to build up better public relations between the utilities and 
the ratepayers. By a broadminded policy of dealing fairly with the 
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utilities as well as their customers the commissions have accelerated 
the flow of capital into the utility field and thereby hastened develop
ment. They have not hesitated to increase rates as well as to de
crease rates when necessary. They have not blocked development 
of the service. In a word, they have made a tremendously important 
contribution to the public welfare. 

Commission regulation, being a human activity, has been far from 
perfect. It may be strengthened, but it must not be carried so far as 
to defeat its purpose, which is the greatest economic good to the public. 

WELL-KNOWN ECONOMIST FAVORS PRIVATELY 
OWNED POWER PLANTS 

Warren M. Persons, Former Harvard Professor, Doubts 
Efficiency of Political Control ... 

(From the Christian Science Monitor, March 10, 1934. ) 

Private electricity plants, if freed from the tax burden imposed by 
municipal, county, state and federal governments, could give sub
stantially lower rates than tax-free municipal plants, was the 
conclusion drawn by Dr. Warren · M. Persons after an extensive 
study of the utilities subject. 

Dr. Persons, well-known consulting economist, was a professor of 
economics at the Harvard Graduate School from 1916 to 1928 where 
he was a colleague of Prof. 0. M. W. Sprague. His conclusions 
based upon factual findings were published recently in a pamphlet. 
Some of this material was used with his consent by the attorney for 
the Niagara-Hudson Company at the hearing on Wednesday in 
Albany of Governor Herbert H. Lehman's proposal to strictly regu
late the State's public utilities. 

FAVORS PRIVATE PLANTS 

With the controversy waging pro and con against municipal owner
ship of public utilities, Dr. Person's study is of timely interest al
though he compiled his data last summer. 

"I am inclined to favor privately owned plants," Dr. Persons told 
a representative of the Christian Science Monitor in a special inter
view yesterday. 

"I doubt the efficiency of political management," he added. "The 
way our government has developed, we don't have much civil service 
in cities and particularly in the higher positions. 

"Municipal ownership may work out if we would develop a class of 
'career men' in government whose operations would ~10t be controlled 
by political reasons. Until such time, I favor private initiative." 
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Reminded of reports of glaring irregularities on state power com
missions allegedly controlled by powerful financial interests, Dr. 
Persons denied this was generally so, to the best of his knowledge. 
Regarding the New York Public Service Commission, he said: 

NOT POWER-CONTROLLED 

"As far as I know, the members of the commission have been ap
pointed with the public view in mind and I don't believe they are 
controlled by power interests. There is no question in my mind 
that the sympathy of the able chairman of the board, Mr. Milo R. 
Maltbie, is with the consumer. Another member was formerly a 
minister and then Socialist mayor of Schenectady before appointed 
to the commission." 

Professor Persons was of the opinion that public utilities should 
be owned privately for the sake of efficiency. He added that there 
were some very effi'Ciently operated plants owned by municipalities, 
but that generally the most advanced and leaders in introducing new 
methods have been the privately owned ones. He pointed to the Hart
ford Electric Company at Hartford, Conn., as such an outstanding 
example. 

There are innumerable factors that enter into a comparison of rates 
that probably make them all unfair, Dr. Persons stressed. He 
said that the rates in different states or cities in which diversity 
of operating conditions is sure to exist "tell little or nothing as to 
whether customers in one city are more economically supplied with 
light and power than those in another city." 

"Differences in density ·of population, fuel costs, proximity to water 
for power or condensing purposes, taxes, continuity in use of plant, 
and other factors necessitates wide diversity of rates per kilowatt 
hour, and of monthly bills to consumers for identical service in dif
ferent localities," he continued. 

Dr. Persons, however, made a comparison of data from 24 large 
municipal plants and from 24 large private companies and came to 
the following .assumption: 

"In 1932 taxes paid by private companies (and indirectly through 
rates by the customers of private companies) amounted to more 
than a third of the gross receipts from domestic* consumers. If pri
vate plants were to be made tax free, like municipal plants, it would 
be possible for the private companies in the 24 cities examined to 
reduce their domestic rates far below the average rates of 24 compar
able municipally owned plants." 

Discussing the Tennesee Valley project, Dr. Persons held that the 
aim of the Tennessee Valley Authority to set a standard of rates 
for comoanies was all right for just that section, but it was impossible 
for it t~ serve as a "yardstick" for the whole United States. The 

*Italics are ours. 
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costs would be different in different sections of the country, and the 
consumption, of course, differs. "Price also depends on how much the 
section is industrialized," he added. 

CANNOT HA VE SAME PRICES 

"The idea of having the same price for kilowatt hours in all parts of 
the country is just as foolish as having the same price for bananas," 
Dr. Persons stated. "You certainly can't have the same price for 
electricity on top of Pikes Peak as any place else. 

"If the people in Tennessee Valley electrify widely enough the rates 
there will be paying rates. If they don't they will be losing rates. 
In order to completely electrify they will have to buy the equipment and 
if they do that it will cost the Government about $2 for every $1 it put 
into the project." 

The chief obstacle to using electricity is not ~he rates, but the 
cost of equipment like refrigerators and other appliances, the use of 
which would boost electricity sales, he said. 

Dr. Persons emphasized that the problem which most plants had to 
solve was evening out production over 24 hours of the day and 
throughout the year. Public utilities have to build their plants large 
enough to give service at the "peak load" and maintain the cost of 
maintenance throughout the idle periods. 

"The more uniformly the service is distributed, throughout the day 
and year, the lower rate the plants can give," he noted .. 

NO SALVATION IN POLITICS 

Business Recovery Will Not Come Through 
Government, But the Working of 

Great Economic Forces 

BY WENDELL L. WILKIE 

(From Public Service Magazine. August, 1933. Pp. 37-38. Harvey J . Gonden, 
Publisher, 35 East Wacker Drive, Chicago, Ill.) 

This is part of an after-dinner speech before a national 
convention of federated advertising clubs of America in Grand 
Rapids, Michigan. 

Mr. Wilkie is president of the Commonwealth and South
ern Corporation, the holding company for Consumers Power 
Company of Michigan and many other electric light and 
power and gas companies in Illinois, Indiana, Ohio, and sev
eral of the southern states. This large family of public 
utility companies has been highly commended by the govern
ment because it has achieved the ideal of having only one 
holding company for all its operating subsidiaries. 

The public utility industry some years ago had a distinguished 
speaker appear before its convention and in effect he said: 
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"Gentlemen, you complain of criticism, you complain of adverse 
criticism of your industry and yet you never tell the story about it. 
You never advertise, you keep your light under the bushel. You 
never speak out and tell the public what it is all about." 

That seemed like a rational suggestion and so the utility industry 
began to organize, to tell the public about its business. It published 
pamphlets descriptive of the business, all of which were clearly 
marked. It had men make speeches about its affairs, all of whom 
were clearly designated. After it had done that for four or five 
years and a change in the public attitude began to set in towards the 
utility industry, the great Senate of the United States passed a reso
lution authorizing the Federal Trade Commission to investigate the 
industry, and that Commission has been at it since 1928 at an expense 
of $1,500,000 to the government and $5,000,000 or $6,000,000 to the 
industry. 

LEADS TO HOSTILITY 

In this day of government by headline, when people only read the 
headline in the newspitpers and not the basic facts, there has grown 
up as a result of the publicity attendant on that inver.tigation, a more 
severe criticism of the utility industry than existed before it started 
on its advertising program. 

I say to you gentlemen, and I know whereof I speak, that after 
all that five years of investigation, all that has been proven is that 
the utility industry did advertise and that in the utility industry as an 
average there was a 5 per cent writeup of property values during the 
period when there was a 115 per cent write-up in the value of farm 
lands. Yet that criticism has resulted in the most unjust, the most 
discriminatory legislation in the history of the country. 

At its last session Congress passed a 3 per cent gross tax upon the 
utility industry to be absorbed by the industry. Never before has 
any such tax been placed upon any industry-a form of taxation that 
is vicious because a tax upon the gross is not measured by the net 
and has nothing to do with the ability of the person paying it to 
pay. 

That, ladies and gentlemen, is our sacrifice upon the altar of adver
tising, and yet, I am still for advertising . 

. . . It seems to me within the last three or four months there has 
grown up in this country a belief that we can rely upon government
that government can save us. I want to say not alone as a democrat, 
but as an American citizen, I think Franklin Roosevelt is one of our 
greatest presidents, but I don't think Franklin Roosevelt or the gov
ernment is going to save you and me. I don't think political forces 
are going to rehabilitate this country. If it is saved it will be by the 
economic forces. It will be by the unleashing of individual activity 
and initiative. 
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In 1920, as in all our economic depressions, it was new inventions, it 
was new industrial ideas, it was new advertising ideas that builded 
again this country to prosperity. I plead with you to take up this 
old American faith again. Do not pass your problems to the political 
leader s, even though they may be as able, astute, and charming 
as our distinguished guest here this afternoon. You take up and 
bear the burden; it's yours, not theirs. 

WHO SHALL BEAR THE COST OF FIGHTING 
MUNICIPAL OWNERSHIP 

BY HENRY C. SPURR 

(From the Publi.c U tilities Fortnightly. January 8, 1931.) 

The California Railroad Commission has dismissed a proceeding 
inquiring into the lawfulness of the expenditure of money by utility 
companies and as to the use of their employees for political purposes 
in a municipal ownership campaign. 

It was found that the moneys were taken ftbm surplus and, there
fore, not charged against ratepayers, and that the use of employees 
was not such as to interfere with the company's service. The decision, 
however, was not unanimous. 

In the dissenting opinion the duty of the commission to see that 
utilities keep strictly within their lawful rights as to political activi-
ties was stressed as follows: · 

We think these utilities should be required to furnish this 
commission, prior to their engaging in any political activities, 
the names of their regular employees who will be r equired to 
devote to such activities all or part of their regular working 
hours, and the approximate period of time for which each 
employee will be withdrawn from regular working hours. In 
addition to this a general order along this line affecting all 
utilities should be promulgated. 

On the other hand, Commissioner Decoto, concurring with the ma
jority, held that such a requirement by the commission would be not 
only futile but unlawful. 

He also declared that there is no particular sanctity to the acts of 
municipal governing bodies. H e said: 

Experience has not shown that the members of such boards 
or bodies have displayed the same careful judgment displayed 
by our major businesses; neither have they attracted to them
selves men of as great ability as have been attracted to the 
governing boards of private businesses. Therefore, in many 
cases it is to the best interests of the community that a little 
light be shed upon such activities from a nonpolitical source. 

There would seem to be no question as to either the legal or moral 
right of a utility company to protect its investment from assault. 
That the menace is political should make no difference. 
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The only commission question which might arise is whether expend
itures for this purpose are properly chargeable to operation. The 
most likely answer would be that they are not. 

But why not? 
Heretical as this last question may seem, we are puzzled as to the 

answer because we know that expenditures of an analogous nature 
are held properly chargeable to operation. 

However, we maintain an open mind on the question. 

SOUTH DAKOTA ABOLISHES STATE SOCIALISM 

With Millions of Losses for Taxpayers to Meet It 
Seeks to End Orgy of Government 

in Business Begun in 1917 

(From the Public Service Magazine, August, 1933. Pp. 39-40, Harvey J. Gonden, 
Publisher, 35 East Wacker Drive, Chicago, Illinois. ) 

Since 1917 there has been a long, long trail of state socialism 
awinding for South Dakota which to date has netted the state losses 
and deficits of many millions of dollars, and the end is not yet, though 
South Dakota has abolished the worst of these government in business 
projects. 

It was the legislature of 1917 caught up in the transport of Non
partisan League schemes and dreams, which put South Dakota into 
business on a broad scale. It was one of the most extensive adven
tures into state socialism ever made in this country. The recent 
legislature of South Dakota enacted laws which abolished several 
of these state industries as of July 1, but no legislature can abolish 
the effects of this wholesale plunge into government in business. The 
taxpayers of South Dakota will be struggling with these effects for 
long years to come. 

RURAL CREDITS FIASCO 

Daily newspapers r ecently published stories "predicting" losses for 
all of these South Dakota state enterprises. The fact is these predic
tions came true several years ago. In December, 1931, Public S ervice 
Magazine published a story based upon an official report made by 
W. H. Willy, director ,of the Rural Credits Board of South Dakota, 
showing the details of losses sustained by that, the largest of all these 
state enterprises, from July 1, 1917, to July 1, 1931, inclusive. These 
losses, on account of the Rural Credits Board alone, totalled $10,457,-
100.22 up to July 1, 1931, according to official statement. And pro
duced no benefits to offset these losses. 

South Dakota had other state enterprises such as hail insurance, 
coal mines, and cement plants. Its hail insurance was reported on 
July 1, as being in debt $395,000 to the state s~nking funds .with 
assets exceeding one-half million dollars in uncollected premmms. 
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(Rather questionable assets.) Its coal mine on that day had cost 
that state $185,000. Its sale was authorized by the legislature and 
the highest offer to date was $20,000. 

But the crowning failure of all was the Rural Credits Board. This 
Board was created under the rural credits act enacted by the legis
lature in 1917, under which a state system of rural credits was 
established, for the valuation of the farmer. The official audit 
showed that the department issued and sold $47,500,600 of rural 
credit bonds bearing interest at from 4 % to 6 per cent. The auditor 
in 1931 pointed out that these bonds are an obligation resting upon 
all the citizens of South Dakota." That is to say, these bonds were 
a first mortgage lien on every dollar's worth of taxable property in 
the state. They were not secured only by the department which 
issued them or by the project for which they were issued. 

WHERE HAS THE MONEY GONE? 

Director Willy showed in 1931 that the Rural Credits Department 
had collected a total of $15,957,415 in bond principal and taxes, and 
at that time he asked the pointed question, "What has become of 
this $16,000,000?" He showed that only a fraction of it had been 
used to retire bonds, the only purpose for which the money was 
collected. Another interesting comment on government in business. 

Just here it should be noted that the last legislature not only voted 
to abolish the state's bonding and hail insurance departments and 
to speed up liquidation of the rural credits business as of July 1, but 
it also submitted a constitutional amendment limiting the state's 
future debt to $1,000,000. Only one senator voted against this 
proposition. In doing so he said: 

"I am in favor of the general idea, but what's the use of wasting 
another million dollars?" 

It is interesting to note that up to the time South Dakota was 
plunged into state socialism by the Non-partisan League, it had no 
bond debt and one of the lowest tax rates among all the states of 
the union. Today its relative bond debt and its tax rate are up 
toward the top. This is the tribute the state has paid to state social
ism, to government in business, to the Non-Partisan League. 

OFFICIAL ASKS WHERE'S THE MONEY? 

Getting back to this total issuance of $47,500,000 of bonds to carry 
on the business of the Rural Credits Board, a statement made in 1931 
by Director Willy, with reference to the nearly $16,000,000 of prin
cipal and interest collected, is significant. 

"What has become of this $16,000,000? It would be expected that 
it had been used to retire bonds or to create a sinking fund to pay 
the bonds as they matured. It was plainly the intention of the leg
islature that such a course should be followed, but as a matter of 
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fact less than $6,000,000 of it has been used to retire bonds, and in 
place of the balance of it being to the credit of the department on 
July 1, 1931, we had at that time an overdraft with the state treasury 
of $132,388.82. 

"Our bond account on that date stood as follows: 

Total bonds issued ________ __________ -- ---- ---------------------- --__ ____ $4 7 ,500 ,000 
Total bonds paid __________ __ __ ____ __ ___ -------------------------------- 5,725,000 

Bonds outstanding ---- -------------------------- -- -------------------- $41,775,000 

"To gain a clearer picture of the shrinkage of principal the follow
.ing figures are repeated in statement form: 

Total principal and tax collected since 
July 1, 1917 ________ --------------------------------------------- -- $15,957,415. 71 

Less paid on bonds -------------------- --------------------- ---- --- 5,725,000.00 

Balance -------------------- --- --------------------------------- --------- --- $10 ,232, 415. 71 

"What has become of this $10,000,000 balance? It is a reasonable 
question for it is a sizeable sum of money. 

"It has gradually and regularly been consumed during the past 
14 years to pay the operating expenses of the Rural Credits Depart
ment." 

Then Mr. Willy goes on to describe the kind of expenses the depart
ment incurred. 

LEGISLATURE WIPES IT OUT 

In his report Mr. Willy urged that the legislature convening on 
January 1 1933, provide this Rural Credits Department with an 
outside income, including a million dollar levy of from 2 to 3 million 
dollars a year. 

Instead of that, however, the legislature seems to have wiped out 
the whole tax-devouring scheme and put it into the inglorious siege 
in which the Non-partisan League imprisoned the state and its 
people for these long years. 

When this Non-partisan League scheme of government in business 
was dumped upon the people of South Dakota, it was with a blare 
of trumpets and roseate promises that the Rural Credits Boar d, the 
hail insurance, coal mine and all the rest of the state enterprises 
would make a lot of money for the people and be a constant spur to 
prosperity. As the state's own records show, they have continued 
to lose millions for the people, have continued to roll up increased 
taxes for the people to pay, have produced a large bond debt, and 
.in g•:meral have brought chaos insofar as they could. 
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SAME OLD GANG 

In the face of all these monumental failures and losses produced 
by state socialism, many of the very men who were responsible for 
the Non-partisan League and its costly operations are still today 
advocating government in business on the part of states and muni
cipalities as well as the federal government. It is in the light of 
such experiences as South Dakota has had that Boulder Dam, Muscle 
Shoals, the Tennessee Valley development, the proposed Columbia 
River development, and all the rest of the state, municipal and fed
eral government adventures need to be studied. The system that is 
being instituted in so many places today is the system which has 
brought disaster not only to South Dakota, but about everywhere else 
in which it has been given an opportunity to prove itself. 

The anomaly of the situation is that while South Dakota as a state 
has through its legislature just turned away from state socialism, its 
representatives in Congress are still voting for the same principle of 
state socialism on the part of the federal government. 

THE OMINOUS LESSON FROM AUSTRALIA'S ORGY 
OF PUBLIC OWNERSHIP 

The recent overwhelming defeat of the Labor Government in Aus
tralia-following the repudiation of the Labor party in England

gives the following article importance and significance, 
especially in view of the pending state and Federal 

legislation for further extension of governmental 
activities into public utility enterprises in 

the United States. 

BY LOTHROP STODDARD 

(From the Pnblic Utilities Fortnightly, February 4, 1932, pp. 161-168. Public Utilities 
Reports, Inc., Publishers, Munsey Building, Washington , D. C.) 

Nothing is more extraordinary than the contrast between the 
status of public utilities in America and in Australia. With us, the 
principles of private ownership and private initiative are generally 
accepted; and despite a loudly vocal minority, are not seriously chal
lenged. In Australia, on the contrary, public ownership is the rule. 

Furthermore, in Australia, the term "public utility" covers a much 
broader field than it does with us. For there, the state and the 
municipality have not stopped at the acquirement of quasi monopolies 
like railroads and tramways, telegraphs and telephones, gas and 
power plants; they have also entered many fields which, in America, 
no one except a handful of extreme radicals would dream of invad
ing. Coal mines, saw mills, brickyards, textile factories, canneries, 
meat-packing plants, shipping, banking, even food-shops and retail 
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stores-these are an incomplete list of the businesses into which one 
or more of the states of the Australian commonwealth have embarked 
at various times. 

To many Australians, public ownership is a fetish-a panacea to 
cure all their economic ills, while the powerful Australian Labor 
Party stands committed to a radical program of state Socialism 
whose ultimate objective is the extinction of private enterprise. 

This amazing contrast requires an adequate explanation. In some 
respects, America and Australia have much in common. They are 
about the same size-in each cas'e, approximately three million 
square miles. They are both "young" countries, Australia having 
been settled shortly after our Revolutionary War. Most important of 
all, they were both settled by colonists of British stock, and they 
have conserved the heritage of English speech and culture. 

These striking similarities are apt to make us assume that the 
two peoples should think substantially alike. But when we look closer, 
we discover equally striking differences which tend to produce sharp 
divergencies in outlook and action. 

To begin with, the climate of Australia is very different from 
ours. Most of the Australian continent is arid land, much of it fit 
only for stock-raising on a large scale. Except in the temperate 
southwest and the (as yet undeveloped) semi-tropical north, agricul
ture is profitable only through irrigation, which implies expensive 
water-conservation projects. In other words, Australia is climat
ically akin to our southwestern states; it is not, like America, a land 
inviting spontaneous settlement by pioneers relying solely on their own 
resources and independent of governmental aid. 

Again, while America was settled mainly by individual initiative, 
Australia began as a penal colony. Its early government was a 
military autocracy based upon forced convict labor_ Even when this 
gave place to free settlement and self-government, Australia's remote
ness from the mother country made it difficult to attract capital for 
private undertakings, so the colonial governments had to raise the 
money needed for development through public loans floated in London 
on state credit; and this, in turn, implied state-owned public utilities. 
The history of the Australian railroads is a good example. At first, 
some of the Australian colonies would have gladly seen the railways 
built by private enterprise. But capital could not be raised privately 
in sufficient volume, so the state had to assume the task. Only by 
degrees did the principle of state ownership of railways become uni
versally established. 

Equally important is the distinctly urban character of Australian 
national life. America was, until recent times, an overwhelmingly 
agricultural land with no large cities, and with a population of small 
farmers and frontiersmen, equally impregnated with individualism 
and distrustful of state interference. Even our cities have been 
recruited mainly by country-bred folk, with their strong individual
istic heritage. In Australia, on the other hand, city and country have 
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developed apart from one another. The hardy souls who penetrated 
the illimitable stretches of the Australian "bush" and there established 
their ranches and stock farms shared the pioneering spirit of the 
American frontiersman . It is their descendants, together with the 
business men and professional elements of the towns, who have 
consistently upheld the principles of individualism and private initia
tive, and who have never ceased to protest against socialistic trends. 
But the nature of the country has kept the rural element small, rela
tive to the growth of urban population. 

Australia's towns and cities were settled mainly by British working
men, seeking urban jobs. Town dwellers at home, they retained the 
townsman's reliance upon municipal or state activity and were pre
disposed to collectivism. Furthermore, many of them came out to 
Australia thorougnly imbued with the soc'ialistic doctrines long 
rife among British industrial workers. Here we find the germs of 
that state ownership program which was to become the fixed objective 
of the Labor Party. And when we recall that something like two
thirds of Australia's population live in cities and towns, we can 
Tealize the solid basis of Australian Labor's power. 

This preliminary analysis of the Australian national temper en
ables us to understand the basic reasons for a trend towards state 
Socialism which, to American readers, might otherwise be well-nigh 
incomprehensible. 

The way in which the public ownership movement in Australia 
has spread to ever wider fields is clearly set forth in a handbook 
recently published under Labor auspices. Says this semi-official 
volume: 

Some activities enjoyed a natural or artificial monopoly 
which might be used in a harmful manner. For instance, 
there could be no freedom of enterprise in supplying a town 
with gas or trams. The work must be put in the hands of 
one company, which was given a legal monopoly. But this 
monopoly might be used to give inferior service, charge 
excessive prices, and make big profits. Such evils might 
be checked by vigorous regulation, but it would be much safer, 
and possibly cheaper, if the enterprise was publicly owned. 
This applied to postal facilities, means of transit, and docks, 
as well as light . . . 

When governments undertake certain tasks, they need large 
supplies of materials. If these were obtained from private 
producers, a profit was made by the seller. Therefore, the 
state saw that it must produce the goods for itself. If it 
ran railways it must have its own coal mines, engineering 
and carriage building works . . . 

In Australia the state has undertaken the manufacture 
and sale of commodities or the r endering of service in order 
to break monopoly prices. The state has come in as com
petitor, trying to give services more cheaply than they were 
rendered by private parties. State butcheries, fish shops. 
woodyards, shipping, insurance, and banking are the chief 
lines of such action . 
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There, in brief, we have a survey of Australia's public utility 
situation, together with a clear statement of the attitude of mind 
which has chiefly brought it about. Obviously, Australian Labor 
is bent upon full-fledged state socialism. 

Such being the general situation, let us now examine specific in
stances, to see how public ownership works out in practice. 

The railways offer the best starting point, since they are at once 
the oldest and the most important single field of public ownership 
in Australia. Both the several states and the commonwealth have 
been enthusiastic railroad builders, the upshot being that Australia 
today has a greater per capita mileage than any other country in 
the world. 

This ambitious program has been made possible by the fact that 
Australian railroads cannot go bankrupt when they get "into the 
red," the taxpayers making up the difference. And they have gone 
pretty consistently "in the red," because the avowed aim has been, 
not profit, but "the public good." Thus, lines have been built so 
far in advance of settlement that, for many years, they could not 
possibly pay their way. Furthermore, operating costs are high. 
The labor item is especially heavy. Australian railwaymen get high 
wages, short hours, and many emoluments such as sickness benefits, 
long vacations, and generous pensions-all at state expense. Also, 
the railways are over-staffed, judged by American standards. In 
1929, there were nearly 134,000 railway "civil servants" on the pay
rolls-a pretty high figure, considering that Australia's total popu
lation is somewhat under 6,500,000-less than that of New York 
City. Operating expenses steadily increase, and the combined rail
way deficits are among the most burdensome charges upon the state 
and Federal budgets. 

Furthermore, operating efficiency leaves much to be desired. The 
root evils in this connection appear to be bureaucratic red-tape and 
political interference, especially on the part of organized labor. These 
ills are not confined to the railways; they are common to nearly all 
Australian public utilities. In 1915, a Royal Commission investigated 
public utilities under Federal ownership-especially the Post Office 
Department, where inefficiency had become notorious. The commis
sion found the entire Department enmeshed in red-tape and cursed 
by excessive centralization. Says the report: 

Subordinates are given responsibility and yet not trusted; 
prompt decision is impossible; all threads must pass into the 
hands of headquarters; time, paper, and labor are wasted, 
and the big men are so occupied with trivialities that they 
have no time to g ive to broad problems. 

The commission concluded that the basic trouble wr.s: 

Want of what is known as business management, which is 
difficult to describe beyond saying that i.n well-managed 
concerns unnecessary work, especially correspondence, is 
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avoided, simple methods are sought, and brains are kept cool 
and clear for important matters. . . . The training of the 
staff has been secretarial rather than managerial-vastly 
different things .... Above all, your men must be encouraged 
to think for themselves, even when they make mistakes. 

Political interference with state-owned utilities is a particularly 
stubborn and ubiquitous evil. As already remarked, its most vex
atious manifestations are due to the activities of organized labor. 
This is understandable when we realize that, in Australia, state em
ployees are 100 per cent organized, and since all labor unions are 
federated in the Labor Party, their craft and political aspects are 
virtually indistinguishable. 

Labor dictation was the chief factor in the lamentable failure of 
the Commonwealth Steamship Line-the most notorious disaster in 
the checkered annals of Australian public ownership. This venture 
started under highly favorable auspices. The Great War was on, 
and the world-wide shipping shortage enabled these boats to operate 
at good profits. But when normal conditions returned and private 
competition became effective, the situation rapidly grew impossible. 
High operating costs, including fantastic wage demands, forceq the 
Commonwealth Line to charge such high rates that freight carried 
between Australian ports cost more than freight from England to 
Australia-clear around the world! The upshot was that the line 
had to be sold, and by the time the business was liquidated, Australian 
taxpayers found themselves saddled with a burden of over 8,000,000 
pounds sterling ($40,000,000). 

Yet this los8, spectacular though it was, is no greater than the 
average annual loss on the state railways. For the fiscal year 1929-30, 
for instance, the combined railway deficits ran to the tune of 10,000,-
000 pounds sterling ( $50,000,000). 

Become increasingly aware of the damage done by political inter
ference, Australians have sought to remedy the evil by various 
methods. Instead of administering a public utility as a mere govern
ment department, where officials are apt to be politicians rather than 
industrial experts and where legislators and lobbies combine to upset 
things by constant intervention, many enterprises have been set 
apart and granted varying degrees of executive independence. The 
two outstanding methods are the statutory committee with special 
functions granted by the legislature, and the statutory corporation. 
The latter method has been furthest developed in the state of Victoria, 
and appears to offer the most hopeful way by which an industrial 
agency may function in the interest of the state without being unduly 
subject to the handicap of political control. 

This state agency is, in form, quite similar to the private corpora
tion. It has a charter, defining the statutory corporation's powers 
and privileges. It has an executive head and a board of directors, 
holding office either for a fixed term or during good behavior. 
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Though appointments are usually made by the state, nominees must 
usually possess expert qualifications. 

Experience has proved that, even under this method, political 
influence is by no means eliminated. The state continues to be the 
final authority; the power of appointment is a potent lever; and 
there seems to be an irrepressible desire on the part of government to 
interfere, ranging from the determination of general policies to the 
letting of contracts and even to petty details of administration. 
Still, "politics" is less in evidence, while lobbyists (especially labor 
lobbyists) find it harder to bring pressure for selfish or sectional 
ends. 

One of the most interesting, as well as important, fields of Aus
tralian government ownership is in the domain of light and power. 
Continental Australia (excluding the remote and undeveloped tropical 
north) is not rich in water power. Present surveys estimate the 
total energy potentially available from this source at not much over 
1,000,000 horsepower. However, the adjacent island of Tasmania 
(one of the states of the Australian commonwealth), owing to its 
rugged topography and more abundant rainfall, is relatively richer 
in "white coal." Tasmania's total potential water power probably 
aggregates at least 700,000 B.H.P. (continuous rating); though at 
present less than 15 per cent of it has been utilized. On the continent, 
electric power is today largely developed from coal. The most 
important single source is the vast brown coal deposits of Victoria
government owned and operated. 

State ownership of power and light utilities is today firmly estab
lished throughout the commonwealth. Formerly, the Tasmanian 
state government was willing to grant water rights for private 
development, but only one such concession of importance was granted 
(in 1909), and this venture soon failed for lack of capital and had 
to be taken over by the state. Since the establishment of the hydro
electric department, Tasmania has fallen in line with its sister 
states. Today, hydroelectric power is a state monopoly, the policy 
being for bulk sale at low rates to industries establishing themselves 
in the island. The classic instance is, perhaps, the long-t erm contract 
for a block of 30,000 horsepower at two pounds ($10) per horsepower 
year, between the state and the Electrolytic Zinc Company of Aus
tralasia, Ltd. 

Despite a rapid increase of hydroelectric consumption, the depart
ment is still "in the red." At first, deficits were very heavy. As 
late as the fiscal year 1926-27, the net loss (including allowance for 
depreciation) was 200,000 pounds sterling ($1,000,000). Since then, 
the situation has improved, and the department expects ultimately 
to be at least self-supporting. However, temporary deficits have 
not seemed to disturb the state authorities, since they announced that 
their intention was "not so much to make a profit out of the sale 
of hydroelectricity as to make electric energy available in the state 
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at the lowest possible figure and to encourage the establishment of 
industries within its borders." 

Such long-range optimism may have been justified during the 
prosperous post-war decade. But, by the autumn of 1928, deflation 
was plainly casting its shadow over Australia. The commonwealth 
lives by its exports. These are almost exclusively raw materials, 
especially wheat and wool. With wheat glutting the world market 
and wool prices tobogganing, Australia's favorable trade-balance rap
idly sank to zero and then went the other way. 

Yet something remained unchanged. And that "something" was 
the mountain of debts contracted to finance all those public utilities, 
all that elaborate program of social betterment on which Australia 
had so gaily embarked. The Australians awoke from a dream of 
continuous prosperity to find themselves faced with a public debt 
amounting to over $5,500,000,000 (nearly $1,000 per capitcd) so much 
of it in foreign loans that fully $150,000,000 per year had to be 
exported to meet foreign debt charges. Furthermore, many of these 
loans were almost due-and no money in sight to pay them. 

What was to be done to avert the specter of national insolvency? 
Having been privately approached by the commonwealth authori

ties, the Home Government appointed a British Economic Mission 
to study the Australian situation. This mission, composed of four 
eminent financial experts, landed in Australia late in 1928, and spent 
several months in an exhaustive investigation. During 1929, they 
issued a report whose verdict, though couched in polite phrases, 
contains some pretty plain speaking. The commonwealth was frankly 
warned that it had been borrowing heavily for projects many of 
which were economically unsound; that Australia's credit was 
gravely affected, and that drastic retrenchment was the only safe 
policy to pursue. 

These British investigators had scant patience with Australia's 
wholesale acquirement of public utilities, for they remark: 

Among the causes which have led to unprofitable expendi
ture we are led to believe that an important element is the 
undertaking of schemes, such as railway schemes, under the 
pressure of sectional interests, without due regard to their 
financial and economic justification; that is to say, without due 
regard to the interests of the community as a whole ... 

Generally, we are so much impressed with the financial 
and economic risks surrounding government borrowing for 
purposes of development that we are moved to suggest that 
governments should restrict the sphere of their activities in 
this direction and in that of business undertakings, and should 
leave the field more widely open than in the past to private 
enterprise . . . Within this field we think that private enter
prise, with no public purse to fall back upon in the event of 
failure, exposed to no political pressure to embark on un
profitable courses, and stimulated by the hope of gain to the 
maximum of economy and efficiency, would produce results 



Ownership of Power ancl Light Utilities 199 

mori; beneficial to Australia as a whole than the present sys
tem is calculated to yield. Progress might, indeed, be slower 
than in the case of successful government action, but it would 
be more sure, and the risks of loss and failure which entail, 
not progress but regression, would be greatly diminished ... 

We realize that a curtailment of loan expenditure by the 
Australian governments must involve the inevitable concomi
tants of deflation. Deflation nevertheless remains the course 
of wisdom if it be true, as we think it is, that free expendi
ture on schemes very doubtfully remunerative has cont:i;ibuted 
to produce an inflated position. The temporary apparent 
prosperity which such a position creates cannot in any case 
be lasting. If it is sought to prolong it, it brings with it 
its own inevitable nemesis." 

To relate the political and financial crises of the past two years, 
during which the commonwealth has sought to extricate itself from 
its dilemma, would lead us too far afield. We have surveyed the 
public ownership movement in Australia; its obscure beginnings, its 
rapid rise, its heyday-and its discrediting. For, surely no shrewder 
condemnation could be penned than the verdict just quoted, phrased 
so temperately yet so incisively by those dispassionate British inves
tigators called in to diagnose Australia's ills. 

Unless Australian public opinion resolutely combats the Labor 
Party's dream of state Socialism, Australia is headed for further 
troubles on an even bigger scale. Yet, whatever Australia may de
cide to do, the lessons already set by sad experience should teach all 
the rest of the world-including most emphatically ourselves. 

THE POWER TRUST, THE POLITICIAN AND THE 
PLUNDERBUND-PART III 

BY ERNEST GREENWOOD 
(From the Public Utilities Fortnightly, September 17, 1931. Public Utilities 

Reports , Inc., Publi sher») 

Not so very many years ago the socialists and various allied 
groups of radicals abandoned, publicly at least, their announced pro
gram of nationalization-(that is, government ownership and opera
tion of all processes of production and distribution including trans
portation, communications, electric light and power, mines, manu
facturing, and agriculture)-in favor of concentration on some one 
industry and, as it has so happened, even on isolated units of some 
one great national industry. Gommunism--and nationalization accord
ing to the socialistic use of the word is only a species of communism 
differing not at all in principle from the Russian system-has but 
little appeal for the great mass of the people in a country such as 
ours where the capitalistic system, in spite of its faults and occasional 
inefficiencies has produced the means for a standard of living for 
all classes far superior to that of any other country in the world. 
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The World War provided them with what looked, at first, like 
a golden opportunity to make a fresh start with an entirely new 
layout. It was a scheme which, while it might mean a postponement 
of "Der Tag" when they would be in control of the United States 
sector of the world revolution and our participation in international 
conferences would be confined to their hand-picked delegates to the 
Third, or Fourth, or Seventh International, would nevertheless assure 
ultimate success to some future generation. 

This opportunity came gliding over the horizon when the govern
ment undertook the operation of the railroads as a war emergency 
measure. 

Now there was every reason in the world for centralizing control 
of transportation when the nation was at war except a socialistic one. 
Everybody was entirely too busy to give any thought to the Social
ists at that time, except when some particularly radical group of
fended the whole nation by an obstructionist or pacifist attitude to
ward the prosecution of the war. Fortunately these occasions were 
very few and of little importance. 

Railroad executives endorsed the idea of centralized control in 
order that priority might be given to the movement of men and 
materials all along the line and gave their services freely in the 
work of organizing that control. Organized labor exhibited exactly 
the same patriotic attitude and everybody co-operated for the accom
plishment of a single purpose-the movement with all possible speed 
of men and of those materials without which our armies would be 
utterly useless. 

So no one thought of the possible implications of government opera
tion of the railroads during an emergency except the socialists, and 
for a time they kept very quiet about it. 

After the war was over and all the glaring inefficiencies of govern
ment operation of transportation in times of peace became more and 
more apparent the socialists began to show their hand. 

If the government could operate the railroads successfully in time 
of war there was no reason why it could not do the same thing in 
time of peace. 

This may sound quite logical, but if we accept it as sound reason
ing we must deliberately overlook one or two most important factors. 
The government in its operation of the railroads was not at all 
concerned with economic laws which must be observed if any enter
prise, whether it be a railroad or a corner grocery store, is to be, and 
remain, a permanent part of our economic structure. To the govern
ment the railroads simply represented physical property with which 
it could accomplish its war purposes and it was only concerned with 
setting up a situation where some central authority had control over 
the movement of trains, freight, and men anywhere in the United 
States without interference on the part of trains, freight, and men 
which were non-essential. Incidentally, government ownership and 
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operation of transportation in Europe is due in a large measure to 
a feeling of "military necessity" on the part of government; the 
people of various European nations or of any other nation do not 
generally feel that the railroad systems of Europe are superior to 
ours or that their virtues are due to government ownership and 
operation. 

The American railroads got in a bad way in so far as the condition 
of their physical properties and rolling stock was concerned but no 
one gave a hoot as long as the war was on. The winning of the war 
was first in everybody's mind-except in the case of a certain type 
of pacifist with a twisted order of intelligence. 

After the war was over, it was discovered that not millions but 
billions of dollars would be required to restore the railroads to their 
pre-war condition and general efficiency. The taxpayers became 
restless. They demanded that these railroads be restored to their 
former owners and operators. The government was in favor of such 
a move and finally handed the roads back. 

It was estimated that government operation had cost the American 
taxpayers more than one and a half billion dollars. 

But the taxpayers did not care very much. The war had been 
won and the winning of the war by the Allies had been, after all, 
the great objective. 

Naturally this was not all to the liking of the socialists, who had 
seen in the retention of the railroads by the government the first big 
step in their new program of nationalization of one industry after 
a.nother until complete communism had been accomplished. But they 
could not say very much, for both the government and the vast major
ity of the people were intent on returning the roads to their former 
managements. Conscientious objectors to such a move might become 
extremely unpopular. 

Casting around for some other great national industry on which 
to center their attentions, their aggregate eye naturally fell on the 
light and power industry. 

The rapidity of the development of the electric utilities had been 
phenomenal. Its properties represented billions of dollars of invested 
capital. Its very bigness rendered it particularly susceptible to criti
cism whether justified or not. It represented a very great accom
plishment of men still alive and active in the public service. It 
produced a commodity which touched the lives of nearly every man, 
woman, and child in the United States. This commodity was fully 
as necessary as transportation, and, in fact, had made tremendous 
contributions to the development of transportation. The nation had 
been tremendously enriched by it, and therefore, a lot of folks must 
have acquired unearned riches. 

The important place occupied by the electrical utilities in our 
economic structure presented unlimited opportunities for the wreck
ing crew. 
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"We'll attack the electrical utility industry piece-meal," they said. 
"We'll preach municipal ownership of the local light and power plant 
in every community where there seems to be the slightest dissatisfac
tion with service or rates. We'll preach the doctrine of water 
powers as great national resources belonging to all of the people and 
with the creation of which man had nothing to do. We'll proclaim 
the fact that water runs down hill and costs nothing; that, therefore, 
no one man or set of men has any right to profit by this law of 
nature at the expense of his fellow men. We'll urge the completion 
of the Muscle Shoals project and the authorization of the Boulder 
Canyon and St. Lawrence River projects and their operation by the 
Federal governments as yardsticks to prove that the government 
can generate and distribute electricity for less money than this 
terrible 'power trust' in charging a helpless people. Above everything 
else we'll concentrate on Muscle Shoals, Boulder Canyon, and the 
St. Lawrence river. Here are three great powers which are as yet 
undeveloped and private capital does not seem to be particularly 
interested in developing them. We'll get the government to do it 
and thus provide us with ammunition for our war on capitalism." 

The consistent failure of the socialists and their allied organizations 
to make any progress with that portion of the program which had to 
do with the development of a sentiment in favor of municipal own
ership-the sentiment against it .has been growing-brought undevel
oped water powers more and more into the limelight of their regard 
until it finally settled down on these three projects. 

The Wilson Dam was completed and the hydroelectric plant is 
now being operated by the government with a privately owned and 
operated company distributing the product. 

Boulder Canyon Dam and its attendant electric power plant has 
been authorized. The St. Lawrence River development project is 
still on the lap of the gods. 

It is by no means my intention to deal with these three projects 
and their economic virtues and vices in this one introductory article. 
I propose to give each project a separate treatment in succeeding 
articles. What I do hope to do, however, is to give a sketchy picture 
of the events leading up to governmental action on them and show 
why they cannot be treated simply as three great water power proj
ects having exactly the same characteristics both as to the reasons 
for their initiation and as to their ultimate future as government 
enterprises. 

These three power development projects are entirely different, have 
nothing in common and there can be no similarity in any discussion 
of them. Economic factors, of course, must be considered. 

It is a well-known fact that the only excuse as well as the only 
constitutional right which the government may have to undertake 
any developments of any kind on inland waterways except in the 
public domain is the improvement of navigation. If a river is nav
igable in any sense of the word and if it can be made more navigable 
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by certain improvements, the Federal government has the right to 
step in and make those navigation improvements. If water power is 
developed it must, ostensibly at least, be developed only as a by
product. 

The government has no authority over non-navigable streams or 
water falls which are a part of non-navigable streams. 

The Muscle Shoals development, while it started in life as a navi
gation improvement project, was taken entirely out of the class of 
all other Federal government water-ways enterprises by the war. 
The issue became one of nitrate supplies and the possibility of water 
power in connection with their manufacture brought hydroelectric 
power into a distinctly war picture. Improvement to navigation 
became a secondary matter. It, therefore, is resolved into a war 
emergency measure which has nothing to do with navigation, flood 
control, reclamation, or even agricultural relief as we will see in a 
future article. 

Wilson Dam, having been authorized, was completed and becomes 
nothing more or less than a Federal government enterprise, the pri
mary purpose of which is the generation and distribution of hydro
electric power-a scheme which is not contemplated in the Commerce 
Clause of the Constitution. The situation is exactly the same as 
though the war had never happened and the government had suddenly 
decided to build a great hydro-electric plant in Alabama for the 
purpose of going into competition with the citizens of Alabama. In 
normal times its authority over the utilization of the Tennessee river 
for the purpose of generating electric power extends only to the 
limits of the Federal Water Power Act placing hydroelectric power 
developments by private persons or corporations on navigable 
streams under the authority of the Federal Water Power Commission 
and the measure of that authority is well defined by the law. 

The Boulder Canyon Dam project is in an entirely different cate
gory. It started in life as a flood control measure to protect the 
Imperial Valley from the devastating effects of a possible overflow 
of the Colorado River. 

The government decided that the Colorado River is a navigable 
stream and that, therefore, it had some jurisdiction. When it was 
shown that flood control could be accomplished by the expenditure of 
not more than $15,000,000 for a dam further doi,vn the river, the 
possibility of reclaiming several hundred thousand acres of land in 
the Imoerial Valley by means of the larger proj~ct was suggested. 
With n~vigation improvement, reclamation and flood control it seemed 
like a reasonable undertaking for the Federal government. Power 
was only a by-product which would help to pay interest on the invest
ment. 

As a matter of fact the generation and distribution of hydroelectric 
power by the Federal government as a yard;,;tick to prove that govern
ment ownership and operation is in the interests of the taxpayers has 



204 The University of Texas Bulletin 

been the main purpose of the advocates of Boulder Canyon Dam all 
of the time. 

Flood control has not interested these advocates becau~e this could 
be accomplished with the expenditure of a small fraction of the 
cost of Boulder Dam but without a power project tied in with it. Recla
mation interests only land speculators and promoters. Agriculture 
is already suffering from overproduction and reclamation is only 
another name for farmer exploitation. 

All the navigation improvement in the world will never make the 
Colorado a commercial highway. 

There remains only a government-owned and operated power pro
ject-which is exactly what our socialist and radical friends have 
been angling for all of the time. It hasn't even the excuse of war 
emergency. 

The St. Lawrence River must be placed in a third category. The 
St. Lawrence is not an inland waterway that comes under the juris
diction of Congress or the War Department. It is an international 
highway, and by a treaty signed with Canada in 1909 no obstruction 
can be placed in the international section of it by either one of the 
two countries without the consent and approval of the other. Its 
improvement has been a matter of international discussion these 
many years, the interest of the United States being largely in the 
benefits which are supposed to accrue to the farmers of the middle 
western states. 

At present all thought of the St. Lawrence is centered on the 
development of a great New York state hydroelectric power project. 

Our socialist friends have joined eagerly in the proposal to build 
a large state-owned and operated generating plant along the interna
tional section of the St. Lawrence Rapids. It fits in better with 
their scheme of things and the future of the socialist movement than 
even Muscle Shoals or Boulder Dam. 

The fact that over in London the British Government has an insti
tution known as the Privy Council which might have at least some
thing to say about "placing any obstruction" in the international 
section of the rapids and that England is still smarting under certain 
matters in connection with the operation of the Panama Canal does 
not seem to have occurred to their alert minds. The Constitution of 
the United States (Art. I, Sec. 10) is brushed aside with the same 
insouciance of a Norman Thomas campaigning for election as Pres
ident of the nation whose very roots are embedded deeply in that 
same Constitution. 

Potential or lack of potential markets for the product of such a 
plant are matters hardly worthy of discussion because, in their 
larger view of things, such a plant will eventually have the entire 
market which has been developed, at the cost of much hard work 
and money, on the part of private enterprise. When government 
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ownership and operation enters the field, then comes monopoly and 
all that the word implies. 

Summing up the situation, we have three proposed government
owned and operated enterprises with the same objective but entirely 
different in essential characteristics with the exception that there 
is not the slightest excuse for any one of them either in law or in 
fact. 

How does it happen that t he soCialists have succeeded in creating 
so much public interest in them? 

For some curious reason there is a rapidly growing belief in the 
United States that in waterpower lies the whole future of an adequate 
and continuous supply of electric light and power. 

It is the great American Delusion. 
Various groups, more interested in the power of the ballot than 

the power of the waterfall are continually holding up a picture of 
America as a great desert in which all manufacturing must eventually 
stagnate because of a lack of sufficient electrical energy due to fail
ure of fuel supplies. In this desert, they claim the only oases are 
the undeveloped water power resources. 

If these claims are true, then these oases are only mirages. 
Geographic placement is a significant factor in estimating the 

value of a water power-approximately 80 per cent of the undeveloped 
water power of the country lies in the Rocky Mountains and Pacific 
Coast region while the large market for power, unfortunately, is 
east of the Mississippi. We cannot move the water powers and 
industry refuses to move any considerable distance away from its 
own markets. 

Great as have been the advances in the transmission of electricity, 
the art has not yet reached the stage where it is probable, or even 
possible, that electrical energy can be transmitted from the Pacific 
to the Atlantic. The majority of hydroelectric plants depend on fuel
burning plants for their economical operation. Many of the un
developed water powers are extremely seasonal in their water flow 
and costly to develop. Hydro stations are individual and tempera
mental; no two are alike. Their costs vary with topography and 
geology and their values vary even more than their costs because 
they depend on the water available, the control that can be exercised 
over the water, and the distance their product must travel to reach 
an available market. And so on and so forth. 

Due almost entirely to the preaching of a false doctrine of power 
economics, water power has obtained a remarkable hold on the 
popular fancy. Its possibilities have become glorified and its advan
tages enlarged until the idea of its inherent cheapness and its profit
able disposal in communities hundreds of miles away are firmly rooted 
in the public mind. 

Water runs down hill and costs nothing; coal and oil must be 
mined and cost something; the waterfall is a manifestation of 
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great power without apparent effort; fuel must be transported and 
buried; water power is America's greatest gift among a long list 
of natural resources and can never fall into the hands of the "interests" 
if the people are only intelligent enough to demand that the govern
ment prevent them from doing so. 

These and innumerable other stock arguments are advanced period
ically, mainly in the interest of government ownership and operation of 
public· utilities. 

What the public has not understood in the past is that the justifica
tion for the development of any particular water power does not lie in 
the waterfall, no matter what it;; size may be and no matter how 
cheaply it can be developed. It lies at the other end of the transmis
sion line which takes its product to the nearest available markets. 

In these markets it must compete with other power producing 
agencies. The factor of marketing is of far greater importance 
than the factor of producing. 

The question is: "What will the energy cost at the customer's 
meter?" and not, "What will it cost at the busbar of the generating 
station?" ' 

It may cost only a few mills to produce a kilowatt-hour of electrical 
energy and several cents to deliver it to the nearest market. 

Muscle Shoals, as an individual, isolated hydroelectric power proj
ect competing with existing systems, is an economic monstrosity. 

Even though we spend the many millions of dollars necessary to 
-produce and distribute one billion kilowatt-hours of wholesale power 
a year, as provided for by Senator Norris' measure, this plant would 
cost the taxpayers two million dollars a year in operating deficits if 
it does no more than meet the present price for this class of service 
in its territory. If it undersells existing power companies, or if the 
government should go into the business of retailing power, this annual 
deficit would be much greater.1 

Boulder Ganyon Dam, as an isolated and strictly individualistic 
power project, is even more of an economic monstrosity than Muscle 
Shoals. 

It will cost a lot more money and will have to transmit its power 
250 miles or more before it can reach a market of any considerable 
size. In that market it must compete with cheap oil and natural 
gas as power producing agencies and the Southern California Edison 
had made it very plain that water powers, even those located in 
California, cannot compete with fuel burning plants using cheap 
oil. The company has announced that for the present, at least, it 
will build no more hydroelectric plants. 

The St. Lawrence River power project lies too far in the future to 
require any further discussion here. As I will show in a subsequent 
article its main difficulties lie in heavy capital charges, international 
complications, and lack of market. 

1 (See Pres ident H oover 's veto message dated March 3, 1931.) 
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The relative values of hydroelectric power and steam generated 
electric power are rapidly changing. With the continued improve
ments in the efficiency of fuel burning plants which are yet to come to 
offset the increased power demands our coal and oil supplies will 
carry us indefinitely into the future in spite of the somewhat amusing 
picture of socialistic pessimists crying aloud in the wilderness over 
the immediate exhaustion of our natural resources and warning us 
that they will "run out on us" within the next fifty years. 

Water power will always be inadequate to meet the demands for 
electrical power, and when our coal and oil is exhausted posterity 
will have to develop other substitutes. This, however, is so far in 
the future that, like the cooling of the sun, it need give us no concern 
today. 

The importance of water power in the development of industrial 
America should not be minimized, but just as long as it is considered 
as a cheap substitute for coal and oil, or as an unlimited source of 
electrical energy, which can be produced and distributed for prac
tically nothing by the waving of some governmental magic wand, 
its best development will not only be retarded but may even be 
indefinitely postponed. 

Furthermore it should be noted that water power did not create 
the electrical industry-it was the industry which made possible the 
development of the water powers. 

POLITICS IS THE REASON 

BY JAMES B. WOOTAN 

Editor of Public S ervice ;vfogazine 

(Excerpt from an article appearing under this title in the Public Sen1ice Mar1uzi11r. 
November, 1933 , pp. 135-136. Harvey J. Gonden, Publisher, 35 East 

Wacker Dri ve, Chicago, lllinois .) 

There is one point which we believe unassailable and yet which 
all advocates of public ownership persist in minimizing or overlooking 
entirely, and that is this: if the state-meaning by the state the 
government (local, state or federal)-if the state finds that it cannot 
successfully and adequately regulate a business so as to make that 
business regard the . interest of the public as paramount to every 
other interest, then how can it be claimed that the state can attain 
that end by ownership nnd operation? In other words, of the two 
tasks ownership and operation is admittedly the greater; regulation 
the lesser. If it be admitted that the state or the government cannot 
adequately succeed in the lesser of these two tasks, by what rule of 
rhyme or reason can it be contended that it can succeed in the greater? 

There, again, the record clinches the point. E very time the gov
ernment has undertaken the ownership and opera tion of a business it 
has disclosed its incapacity for that thing. 
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The difficulty with all such policies as this one is that they proceed 
upon the wrong assumption. They assume that government owner
ship and operation of this or that is the sin qua non of ideal service. 
The record is against it for the reason already stated that thus far 
in the affairs of government all over the world it has never been 
found possible to eliminate political interest to such an extent as to 
make the government a competent substitute for private enterprise. 

CAPITALIZING THE DEPRESSION 

(Chapter XVIII of The Great Delus ion, by Ernest Greenwood, Harper and 
Brothers, Publi shers, New York, 1933.) 

As the depression stretches out from month to month and year 
to year the mental attitude of a large proportion of the mass of the 
people becomes more and more unsettled and more and more alarming. 
This does not mean that folks begin to have communistic leanings. 
It does mean, however, that they become more susceptible to emo
tional appeals made by politicians out of office trying to "crash the 
gate" and politicians in office trying to keep from being ejected, 
which, while they may not be technically communistic, would lead 
straight to communism if the road they offer is followed to its 
logical end. 

Frankly, I do not see how there can be halfway measures in any 
social, political, and economic organization. It is either capitalistic 
or communistic. It is highly impractical to try and inject commu
nistic institutions into a capitalistic state, just as it would be highly 
impractical to inject capitalistic institutions into Communist Russia. 
When any unit of the government of a capitalistic state, such as ours, 
whether it be a municipality, a state, or the Federal government, 
engages in any kind of private business such as electric light .and 
power, transportation, or manufacturing, at the expense of the tax
payers as a whole, it becomes communist to that extent. It may be 
highly localized for the moment, but the disease of communism is 
virulent and, like any plague, spreads rapidly among under-nourished 
people. 

The converse is quite as true. The government of Communist 
Russia, for example, would not dare to permit the establishment of a 
privately owned and operated bank, or public utility, or manufacturing 
establishment, or any retail or wholesale business which might pos
sibly compete with the government. The comparison would be en
tirely too odious to suit Messrs. Stalin and company. The anti
communist sentiment would spread so rapidly that the present regime 
would be overthrown with greater celerity than the brief regime of 
Kerensky. 

This does not mean that the capitalistic system cannot be social. 
In fact, it must be social in the face of present-day circumstances and 
conditions if it is to survive, and it may well be that one of the weak 
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points in our own capitalistic system is its slowness to recognize this 
obvious requirement. True, more and more of our large industrial 
organizations are realizing that they are quite as dependent on labor 
as on capital for successful production, and that wages and salaries 
of human beings are quite as important as the wages and salaries of 
dollars. But this realization has been forced upon them, to some 
extent, by organized labor, and American industry is indeed fortunate 
that American trade unions are, on the whole, as conservative as they 
are. Stability of employment and guaranties against the hardships 
of disability and old age are in the same category. One does not 
have to be a socialist to demand an equitable division of the profits 
of the processes of distribution and production between money and 
labor. 

The point is that capitalism, in its concern for the safety of great 
business institutions, is inclined to forget the individual who is at 
the bottom of the heap and leave him to the mercies of the radical 
socialist, who is always willing to don the costume of a savior and do 
battle for the downtrodden and much-exploited public. 

When a great institution like the Insull group of public utilities 
sways in the winds of depression, topples over and crashes into a 
score of units, folks shiver and ask one another, "What next?" The 
public had come to regard the public services in the United States as 
tpe most stable businesses in the world-enterprises which are able 
to weather any financial storm. If electric light and power, the 
railroads, the street railways, the telephone, and the telegraph, with 
their virtual monopolies of location, their regulation by government
fixing rates and quality of service, and millions upon millions of what 
are practically cash customers, are in the same danger of financial 
disaster as a corner grocer or a small manufacturer during times of · 
unusual depression, then there can be no such thing as business sta
bility. 

The public does not stop to think, nor can it realize, that the 
operating electric light and power companies of the lnsulls are just 
as sound as they ever were and are going along producing and 
selling just as many kilowatt-hours at a price which will pay operating 
-expenses, overhead fixed charges, depreciation, and a fair return 
on the property in use or usable in the public service. The receiver
ship simply means over-expansion on the part of the holding com
panies organized to operate and control these operating companies. 
Unfortunately, a lot of investors in holding-company securities have 
lost their money and a lot of other people have joined the ranks of 
the unemployed, but business is going on at the old stands in the same 
old way. 

American finance and business, however, does understand that 
the Insull business, the operating companies, is just as sound as it 
·ever was and rushes to its support, just as the banks of a community 
.rush to the support of a thoroughly solvent bank faced, for some 
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unknown reason, with a heavy run. If these operating companies 
have been depending on the holding company for refinancing or new 
financing, as in the past, it is provided for at once. The business must 
be saved from embarrassment, and, in the rush and hurry, the indi
vidual who has lost his savings, or his job, or both, is forgotten in 
schemes for reorganization. 

But the radical socialist hasn't forgotten him. He knows that here 
is a group of potential recruits and he wastes little time getting into 
action. A brilliant student of economics and history, a command of 
the English language which might easily put to shame a professor of 
English in any of our great universities (often he is a college pro
fessor), and an abnormal ability to juggle facts and figures, he pours 
out socialist propaganda which does not sound socialistic, which has 
a definite appeal to intelligent people, and which is extremely difficult 
to answer. 

Unfortunately, this propaganda does not stay within the narrow 
limits of the group or groups who have suffered because of a financial 
disaster like the Insull tragedy. If the seemingly impregnable Insull 
financial fortress can be blown to bits by two years of depression, 
there can be no stronghold where the employed and the investor are 
safe. Capitalism has betrayed weaknesses which could not exist in 
a Communistic state. At least, so argues the socialist advocating 
government ownership and operation, while the outpourings of certai.n 
types of Senators, Congressmen, state legislators, governors, and 
ambitious politicians seeking a place on the front page of the news
papers give him all of the support he requires in his campaign. 

A great metropolitan bank with its numerous progeny shivers, 
closes its doors, and finally, with the help of other banking institu
tions pays its depositors fifty cents on the dollar. Immediately there 
is a great hue and cry about the laxity of banking institutions and 
governmental banking departments, accompanied by a demand that 
somebody be sent to jail. Nothing seems to give the average American 
citizen so much satisfaction as a headline in his morn:ng paper to the 
effect that a high public official or a formerly prosperous private 
citizen has been sentenced to some penal institution for a term of 
years. He does not stop to think that this will not alleviate the 
distress caused by the incident nor will it prevent others from doing 
exactly the same thing in the future if they think they can get 
away with it. 

In this case it seems almost impossible that other great financial 
institutions which go to make up this fiduciary department of our 
capitalistic system did not have some inkling of the condition of 
affairs or that they could not have taken steps to prevent the catas
trophe. If they didn't they must be unusually stupid and if they did 
there is certainly some merit in the claim that they should have 
picked up the whole load and carried it instead of leaving half of it 
on the backs of individuals already weakened by the depression. Again 
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we see the individual, the little fellow, ignored in the necessity for 
clearing up the mess and the sincere and commendable efforts to 
bring about some sort of a reorganization which will soften the blow 
as much as possible. The individual wants the money he has worked 
for and on which he has depended for the support of his family. 
Economic essays on the subject of frozen assets and the processes 
required to make them liquid after a term of years do not comfort 
him. 

When the Bell Telephone System announces that nearly a million 
telephones were disconnected during the first six months of 1932, 
investors shake their heads and start selling American Telephone and 
Telegraph stock, although that great company continues to pay 9-per
cent dividends on its common stock. Their reactions are exactly the 
same as the reactions of investors in electric light and power secur
ities when they read that during some recent month the industry pro
duced and sold 12 per cent less electricity than it did during the 
same month last year. They cannot understand that this may have 
no effect on the net operating income and that the companies are 
still earning a fair return on the value of their properties. 

The socialist, however, is quick to point out that if nearly a million 
people had their telephones disconnected it must be that they could 
not pay their bills. "Why don't the stockholders of the A. T. & T. 
carry some of the burden?" they ask. "Why not cut the dividends to 
5 per cent and use the rest of the profits as a fund for extending credit 
to the individual beyond the usual limits or for stabilizing employ
ment in the telephone business? If the telephone system, which has 
a monopoly, can lose a million customers and still pay its regular 
dividend, then it must have cut its operating expenses materially and 
it could only do this by adding heavily to the unemployment sit
uation." These arguments advanced by the advocate of government 
ownership and operation are extremely difficult to answer in a manner 
which will satisfy the average citizen out of a job who has had his 
telephone disconnected for non-payment of his bill. They can be 
answered, of course, but the English language is not sufficiently 
elastic to turn the answer into a bedtime story which will lull to 
sleep a hungry family . 

Turning to the electric light and power industry which the socialist 
always speaks of as the "power trust," we find the door open to much 
the same sort of criticism, with the same difficulties in the way of 
satisfactory reply. To support the claim of absolute stability the 
industry points out that in 1931 its gross income fell off only about 
$12,000,000 or a little more than one-half of 1 per cent. But the 
Department of Labor tells us that its payrolls were reduced $42,500, -
000. "Well?" asks the socialist. "Did the industry make $30,000,000 of 
clear velvet out of the depression by reducing salaries and wages, 
and employment itself 3¥2 times as much as its loss in gross income?" 
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Of course, this is an entirely erroneous deduction but these questions 
are actually being asked, and the longer the reply is delayed the 
more impressive they become. Capitalism is sometimes inclined to 
hide its head in the sand, without a thought of what communism. 
may do to certain tender parts of its anatomy. 

The above generalizations offer little in the way of constructive 
suggestions for the solution of the problems with which capitalism is 
faced, except to point out the attention which is attracted by the 
condition of the affairs of great business enterprises as contrasted 
with the attention paid to the affairs of the great ma~s of individuals. 
A great airplane catastrophe is still uncommon and full of dramatic 
possibilities; when one happens it makes the front page of newspapers 
all over the world. Automobile accidents are so common that any one 
of them is lucky if it gets a paragraph or two next to the classified 
advertising section of the local paper. 

The trouble is that capitalism contemplates the mass of individuals 
as a mass-so many millions unemployed, etc. It has not found a 
way to consider them as individual and extremely important units 
in our economic system. The communist, however, deals with them 
as individuals until communism has been accomplished, and then sets 
about to crush all forms of individualism. In the next chapter the 
author makes an effort to tell what, in his opinion, might be done, 
without attempting, however, to explain how it can be done. After 
all, this book is the presentation of a real problem which society is 
facing, and not an attempt to solve it. 

A SIMPLE MATTER OF MORALITY' 

(From the N ew R e public, Ma y 26, 1926.) 

The time has come to stop pussyfooting on the question of govern
ment ownership. This does not apply particularly, perhaps not at all 
to men of the electrical industry. These men have generally been 
outspoken and consistent. The application is to all men of common 
sense-and they are many-who have been misled into passive 
acquiescence in various specific local schemes for government owner
ship based upon supposed local benefits ... 

The plain truth should be told. Advocates of government owner
ship, whether they know it or not are enemies of society. If some 
cult of faddists tried to bring yellow fever back to the communities 
it once ravaged, it would get short shrift ... 

Government ownership has been tried ever since there were gov
ernments. It is an old discarded policy. Government ownership 
built the pyramids of Egypt, but no one claims that Egypt's form 

1 E xtra cts from an a rticle entitled Pussyfooting with Government Ownership, by 
John 13. Miller, Pres ident of the Southern Califor nia. Edison Company. Reprinted, 
with the permission of the Electrical World, from a symposium of National Leaders 
on Industry Top ics in the Electrica l World of May 8, 1926. 
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of government was either democratic or desirable. Government 
ownership brought a dictator to Italy; they were so deep in the mire 
that a dictatorship was the only way out. Germany, not quite so 
badly off, turned its railroads over to a corporation in order to change 
deficits into net revenues . . . Out of all the experiments, from Pharoah 
to Pinchot, there is not a single known instance where government 
ownership-national, state, municipal or other-has been beneficial. 
It is known that the system cannot continue in a democracy. Either 
the democracy or the system must go. The evidence is complete. We 
need no more experiments. 

Let us tell the plain facts. The system is wicked; its advocates are 
enemies of society. 

"LIFE, LIBERTY, AND THE PURSUIT OF 
HAPPINESS"' 

(Introduction, by George F. Oxley ,2 to E·rnest Greenwood, The Great Delusion. 
Harper and Brothers, Publishers, New York , 1933.) 

"Life, liberty, and the pursuit of happiness." 
So were the inalienable rights of mankind in America written into 

the Declaration of Independence by our forefathers. 
There is a well-authenticated story that the original draft read, 

"life, liberty and property." It was written this way in the old Bill 
of Rights of Virginia, but for euphony's sake, or some other reason, 
it was translated for the Declaration of Independence. 

Certainly there can be no question that the framers of the Constitu
tion believed the right to own property without undue interference by 
government or other agencies was essential to individual happiness 
and the well-being of the whole. 

Throughout, the Constitution and the government organized there
under rests upon the very foundation of individual initiative and 
private enterprise. This subsequently was strengthened by amend
ment, and from the beginning has been further strengthened by action 
of the three branches of the government-legislative, judicial, and 
executive. 

In my opinion, this basic principle of our economic, social, and 
political organization has been not the least of the factors directly 
responsible for the success and progress of this nation. 

I believe there are three sides to this question of government in 
business-the side of those who favor it; the side of those who are 
adamant against it in any form or for any purpose; and the side of 
those who believe in it only when private industry and private initiative 
cannot meet the public need. 

'Title supplied by editor o f the Bulletin.- Ed. note. 
2Formerly Director of P ublic Information for the National Electric Light Associa

tion.- Ed. note. 
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The last, in my opinion, is the one leading to continued progress 
and conditions best fitted in this nation for the maintenance of our 
inalienable rights to "life, liberty, and the pursuit of happiness." 

THE POSSIBILITY OF CAPITALISTIC ABUSES 
UNDER GOVERNMENT OWNERSHIP 

(From the l'ublic Utilities Fort11ightl.v. March 3, 19'32. Pp. 292 -293. Public 
Utilities Reports, Inc., Publish ers, Munsey Building, Washington , D. C. 

It is difficult to understand how any important angle of the contro
versy over government versus private ownership of public utilities 
could have been overlooked, in view of the vast volumes of printed 
matter that have been published upon the subject. Yet a line of 
argument that seems almost new did recently appear under the 
editorial masthead of the New York Sun. 1 The editorial advances 
the proposition that it is possible for all the abuses of capitalism to 
thrive just as strongly under governmental operation as it does under 
our individual economy, plus the annoyance of being more r epugnant 
to the average citizen. 

For years one of the favorite slogans of those who oppose govern
mental operation of utilities has been "Less government in business 
and more business in government." The inference is, of course, that 
our governments would function more efficiently if they applied private 
business methods to the transaction of purely governmental affairs, 
and that they should do so before attempting to apply political 
methods to the transaction of affairs heretofore conducted by private 
business. The Sun editorial, however, indicates that business in 
the government would not be an unmixed blessing; it takes the posi
tion that no method has yet been devised for turning the business 
over to the government that did not end in turning government over 
to business. It stated in part as follows: 

Professor James Mavor's book, "Niagara in Politics." and 
the Smithsonian Institution's report of the Gregory investiga
tion should be r ead for light on this demonstration. From 
these accounts it is clear that the bill creating the Hydro
electric Commission originally gave it permissive powers only; 
nothing was to be done by it without the approval of the 
Provincial Government. It was not long before the commis
sion controlled that government in respect of all matters of 
concern to the hydroelectric business. 

With the assistance of its overstaffed working force, the 
Hydro built up a political machine that made its influence 
felt in every town and hamlet. It controlled municipal as
semblies and the provincial leg islature. It obtained legis
lat ive immunity from prosecution or civil action arising out 

'Ed itorial, New York Sun, December 18, 1931.- Ed. note. 
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of interference with property r ights in its negotiation of 
contracts; it could not even be sued for damages risin.,. from 
breach of contract. Whenever it desired to exceed the ~owers 
conferred by its charter it promptly obtained legf~lation 
authorizing the desired act or validating it if it had already 
been done. When auditing methods favored by the govern
ment became objectionable to the commission, the commission 
had influence enough to cause those methods to be changed. 

The Gregory report affirms that the commission frequently 
exceeded the wide powers given it; that it committed illegal 
acts that were afterward ratified and confirmed by 1egisla
tion; that it exceeded legislative appropriations by millions 
of dollars; that it made agreements "clearly beyonJ the 
powers of the commission, while auditors protest and govern
ments look on"; that the government is sometimes called upon 
"to deal with a project which the commission has already 
launched," and finds itself powerless in the face of commission 
propaganda. Professor Mavor asserts that the Hydro altered 
the political character of the province, inflicted serious harm 
upon spontaneous industrial action, and "contributed bward 
driving industry and intelligent organization either into the 
province of Quebec or across the line into the United States." 

Government can conduct business only by means of bu
reaus and commissions; those bureaus and commissions 
inevitably tend to become autonomous. That they may .be
come in some respects more powerful than government itself 
is obvious. Dangerous as private plutocracy may prove to be, 
regnant public plutocracy is a thousand times more to be 
dreaded. 

This argument, of course, is not new, but it does not receive 
nearly a:;; much attention as other arguments. The report of the 
Gregory Commission (an investigating body appointed by the Canad
ian Parliament) was never made public. Mr. Samuel S. Wyer, na
tionally known power engineer, had access to the report, however, 
and from his verbatim summaries' it would appear that the Ontario 
Hydro Commission was just as ruthless in brushing aside the law of 
the land as the various American trusts have been painted as doing 
during their heyday in the nineties. 

True, there is no evidence that individuals connected with the 
Ontario Hydro Commission ever amassed huge personal fortunes 
out of its operation or ever could do so, but aside from the money 
problem, there is presented the possibility that the people can be 
made to suffer from the lust for power and the greed for complete 
political domination, just as much under the shadow of governmental 
bureaucracy as under the shadow of a privately operated industrial 

"octopus."-M. M. 

zsalient F 1>udi1'1fJS of Roya.l Commi.'isio11. Published by Samuel S. Wyer, Beg-gs 

Building, Columbus, Ohio.-Ed. note. 
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MORE ABOUT THE RADICAL ATTACK ON 
AMERICAN INDUSTRY 

(From Chapter V of Ernest Greenwood, The Great Delusfon. H arper & Brothers, 
Publishers , New York, 1933.) 

While, for the moment, the electric light and power industry is the 
center of the attack of the Socialist Party and its allied propaganda 
organizations, such as The League for Industrial Democracy, The 
Public Ownership League of America, The National Popular Govern
ment League, and the People's Legislative Service, every industry in 
the United States has been, is, and will continue to be under fire 
just as long as these organizations can raise money with which to 
pay their printing bills, office rent, postage, and the traveling expenses 
of paid lecturers. Basic evidence of this can be found in the 1920 and 
1928 platforms of the Socialist Party. In 1928, when Norman 
Thomas, executive director of the League for Industrial Democracy, 
was nominated as the Socialist candidate for President, the party said: 

We propose: 
1. Nationalization of our natural resources, beginning 

with coal-mines and water sites, particularly at Boulder Dam 
and Muscle Shoals. 

2. A publicly-owned giant power system under which the 
Federal Government shall co-operate with the States and 
municipalities in the distribution of electrical energy to the 
people at cost. Only when public agencies have full control 
over the generation, transmission and distribution of electrical 
power can the consumers be guaranteed against exploitation 
by the great electrical interests of the country. Public own
ership of these and other industries must include employee 
representation in the management, and the principle of 
collective bargaining must be recognized. 

3. National ownership and democratic management of 
railroads and other means of transportation and communi
cation. 

4. Nationalization of the banking and currency system, 
beginning with extension of the service of the postal savings
banks to cover every department of the banking business. 

5. The recognition of the Soviet government of Ru~sia. 

While this is a consistent follow-up of the platform adopted in 
1920, it will be noted that more stress is laid on the electrical utili
ties than on any other industry. This is in line with the change in 
.socialist policy which now provides for the sniping of one industry 
at a time, and even to attack that industry piecemeal. The 1920 
platform reads, in part, as follows: 

I. Social. 
1. All business vitally essential for the existence and wel

fare of the people, such as railroads, express service, steam
ship _lines, telegraph, mines, oil wells, power plants, elevators, 
packmg houses, cold-storage plants, and all industries 
operating on a national scale should be taken over by the 
nation. 
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.. 2. All publicly-owned 'industries should be administered 
Jomtly by the government and representatives of the work
ers, i:iot for revenue or profit. but with the sole object of 
securmg just compensation and humane conditions of em
ployment to the workers and efficient and reasonable service 
to the public. 
. 3. All banks should be acquired by the government and 
mcorporated in a unified public banking system. 

4. The business of insurance should be taken over by the 
government, and should be extended to include insurance 
against accident, sickness, invalidity, old age, :>.nd unemploy
ment, without contribution on the part of the worker. 

This seems to be quite an ambitious program for any group in a 
country like the United States. It is significant that Eugene V. 
Debs, standing on this platform, was able to secure no less than 
919,000 votes for President. The only national industry not men
tioned is agriculture, but no doubt the socialists feel that the 
public takes the nationalization of agriculture for granted, in
asmuch as one of their basic tenets is government ownership of the 
land as well as the means of production and distribution. 

There has been much talk in the past of "the pollution of the 
sources of education" and the "prostitution of public school and col
lege faculties" by the "power trust" and various other institutions of 
our capitalistic system. Apparently what is sauce for the goose is 
not a suitable condiment for the gander-we find the socialists paying 
a great deal of attention to educational institutions of all kinds. This 
very League for Industrial Democracy, of which Norman Thomas is 
an executive director, was organized in 1905 as the Intercollegiate 
Socialist Society and its activities still largely consist of spreading 
socialist thought among the students in schools and colleges through
out the country. 

In a pamhplet entitled "The College Student as a Rebel" the 
League says: "The L. I. D., as it is universally known, is an educa
tional organization which co-operates with college students in four 
ways, through lectures, discussion clubs, student conferences, and 
literature. Its favorite form of campus activity is the student liberal 
or social problems club which brings live speakers to the campus 
and holds discussions on controversial problems. The League offers 
for lectures to college groups its three executive officers, Norman 
Thomas, Harry Laidler, and Paul Blanchard, and for occasional 
addresses many other notable speakers. The League's representa
tives are qualified as experts to speak on many phases of the indus
trial problems." On the first page of this pamphlet they offer col
lege students this philosophy advanced by George Bernard Shaw: 

"All who achieve distinction in life begin as revolutionists. The 
most distinguished persons become more revolutionary as they grow 
older .. . Any person under the age of 30 who, having any knowledge 
of the existing social order, is not a revolutionist, is an inferior." 
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The tempo of these activities in schools and colleges is shown 
in a striking manner by a report of an Annual Intercollegiate 
Conference of the League for Industrial Democracy. The following 
are paragraphs from this report : 

Militant Tactics or Quiet Discussion? 
Following the reports of delegates those present discussed 

the best methods of arousing interest in social problems on 
the campus. The best way to start students thinking, the 
City group held, was to give them a specific and concrete 
grievance against the present order, and conduct a fiery agi
tation to remove the grievance. Carl Weissberg of the C. C. 
N. Y. Social Problems groups pointed to the recent agitation 
in his college for the abolition of compulsory military training 
as a conspicuously successful example of how mass thought 
might be induced by mass action. 

"The same methods apply to educating students to think 
socially," he declared, "as applied to the Passaic strikers. 
Those who were educating the Passaic workers did not con
duct little study groups. They went to the strikern and 
presented them with their grievance-a cut in wages. Now 
go out on the picket lines and get it back, they said. The 
strikers went out and soon began to be hit 0ver the head by 
the clubs of policemen. Then the mass began to think, 
about Capitalism, about the State, and about all kinds of 
social problems." 

The extent of the penetration of socialist and government owner
ship ideas into the schools of the country is shown by the following 
report published in the League's News Bullet in: 

Of the utmost importance in the work of the League during 
the past season has been its college activity. Paul Blanshard, 
our Field Secretary, was on the road in our behalf almost 
continuously from October 1924 to May 1925. During- this 
time he crossed and recrossed the continent, speaking before 
some 40,000 students in 101 colleges and universities and 
before many thousands of townspeople. He addressed stu
dent assemblies, college classes, and other student groups in no 
less than 25 states. I doubt that this record has ever been 
equalled by any college lecturer. His trip to the South was 
the first made by a L. I. D. or an I. S. S. lecturer since 1916. 

Norman Thomas, one of the two Executive Directors of 
the League, found time, in the midst of his editorial and other 
work of the League, to address some 7,000 students in 29 col
leges in New England, New York, and Middle Atlantic States, 
and more than 9,000 men and women in city groupi:. He 
spoke twice or more during the year in Princeton-his Alma 
Mater-Yale, Brown, and Simmons. Among the most inter
esting of his meetings were his debates with Judge Huggins 
of the Kansas Industrial Court on "Socialism" at the Uni
versity of Pennsylvania, and with Admiral Rogers on "Pre
paredness" at Yale University. Mr. Thomas also addressed 
many conferences throughout the year, including the 
Y. M. C. A. Conference at Silver Bay and the Congrega
tional Ministers Conference in New Hampshire. 
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M;r . . Laidl.er (Harry W. Laidler), while engaged chiefly in 
adm1mstrat1ve and research work, also spoke in a number of 
Eastern colleges, and, on his return from Mexico, in the col
leges of the Southwest-about a dozen in all. . .. Over 1,200 
undergraduates have sent in their membership dues since 
9ctober. The League has at present student correspondents 
m about 100 colleges. 

In the News Bulletin of May, 1928 a list of 86 colleges is printed 
showing the organization of stud~nt councils affiliated with the 
League, in each of these institutions, including such well-known 
colleges as Yale, Princeton, Harvard, Amherst, Dartmouth, Cornell, 
Barnard, Smith, Wellesley, and Vassar. In this -=;ame issue reports 
from a number of these colleges are published . 

In 1925 the League appointed a committee to ml!.ke a study of coal 
and superpower "with a view to preparing plans for their efficient 
public ownership." McAllister Coleman and H . S. Raushenbush are 
both members of this committee, as are Norman Thomas and Harry 
W. Laidler, the two executive directors of the League for Industrial 
Democracy. Of the 24 members at least eleven are, or have been, 
officers or directors of the League, two have been vice-president of 
the Public Ownership League of America, and another is on the 
National Council of the American C'ivil Liberties Union, closely 
affiliated with the League For Industrial Democracy through inter
locking directorates. Commenting on this committee, the National 
Electric Light Association says: 

The most significant fact concerning this Advisory Coun
cil of the Committee on Coal and Giant Power (organization 
for 1926), however, is that although appointed by the League 
for Industrial Democracy and controlled by the members of 
that socialist League, plus one of the National Councillors of 
the American Civil Liberties Union, a prominent member of 
the committee is United States Senator George W. Norris of 
Nebraska, who has consistently led the fight on the floor of 
the United States Senate to force the government of the 
United States into the power business. 

Senator Norris has been a tower of strength for some of these 
organizations. In 1929 we find the Public Ownership League of 
America boasting of its arrangements for the use of his frank in its 
Twelfth Annual Report, as follows: 

During the year arr~ngements haY~ . been ;nade with 
Senator Norris for securmg large quantities of his addresses 
in the Senate dealing with public ownership, and especially 
with the Ontario Hydro-Electric Power System and with the 
question of comparative rates under public and private owner
ship. These reprints of Senator Norris's speeches are in 
franked envelopes so that they may be used to great advan
tage throughout the country_ in connecti?n with 1'.lunicip~l 
campaigns where these quest10ns are at issue. This consti
tutes a new feature of the educational work of the League 
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which is very valuable because it enables us at very small 
cost to reach every voter in a community. 

But the Public Ownership League of America is not the only 
organization to make use of the Senatorial frank for the distribution 
of propaganda. Judson King and his National Popular Government 
League are apparently on very friendly terms with the Nebraskan 
Senator, for we find a statement by Mr. King on Muscle Shoals, sent 
out in Mr. Norris's franked envelopes, the following advertisement 
appearing on the envelope: 

SENATE UNITED STATES 

Public Document-free 

Hearings on Muscle Shoals Before the Committee on 
Agriculture and Forestry 

HOW ONTARIO DOES IT 

Statement by Judson King, Director, National Popular 
Government League, Washington, D. C. 

May 21, 1934 

ANSWERS TO QUESTIONS 

Yes, the Ontario System is highly profitable to its owners as we 
shall presently see. 

No; not a single man has paid a cent of taxes on account of this 
system. On the contrary, it has lowered taxes. 

No; it was not set up by socialists or radicals, but was started and 
put over by manufacturers, financiers and business men. Such leg
islation as was necessary was passed by a conservative government 
with Sir James Whitney, conservative Premier from 1905 to 1914. 

No; it was not inspired by sentimentalism. It was a cold-blooded 
business proposition, done for selfish reasons and cash in hand; in
cidentally, it has benefited the farmers and the working people more 
than all the "uplift" chatter, conferences, investigations, academic 
articles and pious hopes we have witnessed in the United States for 
a quarter of a century. 

No; results obtained in Ontario are not due to Niagara River. 
The cost of generating a kilowatt of electricity in ::i. modern power 
station driven by coal is 5 or 6 mills. By water power, 2 or 3 mills. 
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See the remarkable article inclosed on Giant Power by Governor 
Pinchot. That does not account for customers paying 10 cents in 
American cities as against 2 cents in Ontario cities. 

So the statement by Judson King and the article by Governor 
Pinchot are broadcast all over the country at government expense 
in the franked envelopes of Senator Norris with a resume on the 
outside of the envelope. This sort of thing may be quite all right, 
providing that everybody has the same privilege. There is no more 
reason why capitalistic doctrines should not be disseminated through 
the mails by means of the Senatorial frank than socialistic doctrines. 
Under such an arrangement I might well write a resume of this book, 
get some friendly Senator to read it into the Congressional Record, 
obtain for me an unlimited number of copies from the Government 
Printing Office, and then furnish me with enough franked envelopes 
with an advertisement on the outside to conduct a very satisfactory 
mail-order campaign. I confess the idea is inviting. On the other 
hand, the taxpayer certainly has some equity in the matter, for it 
costs the government just as much to carry franked mail as it does 
to carry mail with postage stamps on it. The franking privilege 
has been greatly abused-it is a form of petty graft which leaves a 
rather unpleasant taste in ,one's mouth. 

One could go on almost indefinitely presenting exhibits showing the 
socialist propaganda activities of the organizations named in the 
opening paragraph of this chapter. The whole thing is admirably 
summed up at the conclusion of a brief which Mr. Bernard F. Wea
dock, executive director of the National Electric Light Association, 
attempted to introduce into evidence during the hearings in the 
course of the investigation of the electric light and power industry 
by the Federal Trade Commission, and which says: 

The documentary evidence which supports the facts set 
forth in this brief establishes: 

1. That for more than ten years a campaign has been 
brewing against American business. 

2. That this campaign has for its object the "gradual 
socialization of industry." 

3. That the tactics by which this result is to be achieved 
include the gradual demoralization of key industries prepar
atory to having their functions taken over by the Federal 
government. . . . 

4. That the campaign agamst busmess has been fomented 
by a group of or&"a11:izations ~it~er directly or indirectly con
nected with the National Socialist Party. 

5. That these organizations include the socialist League 
for Industrial Democracy, the Public Ownership League, 
the National Popular Government League, and the People's 
Legislative Service. 

6 That after the colossal and expensive failure of govern
me~t operation of the railroads during and after the war, 
these socialistic groups turned their guns upon the electric 
utilities of the country, and began to agitate for government 
ownership and operation of electric utilities. 
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7. That in pursuit of this objective a conelatd campaign 
of propaganda and publicity hostile to private electric utilities 
was started by the interlocked socialistic groups. 

8. T.hat this propaganda campaign was carried into 
schools and colleges through pamphlets and paid lectures, 
"many years before any public-utility publicity bureau in 
this country ever made the least effort to reach these 
channels." 

9. That the first suggestion that electric power be made 
a political issue sprang from a meeting of various elements, 
including the Socialist Party, the League for Industrial 
Democracy, the Public Ownership League, and the Non
Partisan League, which formed the Conference for Progres
sive Political Action in Chicago in February, 1922. 

10. That a Socialist deleg·ate introduced this issue into the 
platform of the Conference for Progressive Political Action 
in December, 1922. 

11. That in conjunction with the demand that the gov
ernment compete with private industry in the electric field, 
these anti-business groups advocated the destruction of con
stitutional government by giving Congress the power to 
repass any measure which the Supreme Court declared 
unconstitutional. 

12. That after the repudiation of these doctrines by the 
American people in 1924, these same groups continued their 
campaign of hostile publicity against the utilities. 

13. That since 1920 an anti-business lobby has been main
tained in Washington by the People's Legislative Service, 
which has used its influence seeking to intimidate Congress 
and the Senate on matters affecting the utilities. 

14. That this lobby has boasted of its influence on the 
reputable newspapers of the country. 

15. That the groups behind this lobby have been able to 
use a frank of a United States Senator to circulate their 
propaganda against the utilities at public expense. 

Mr. Weadock presented eighty-eight exhibits. The presiding com
missioner refused to accept them. All that he would accept was a 
list of the exhibits, which he permitted in the record a::: "an undisputed 
list of those who have advocated government ownership." Because 
of this ruling the National Electric Light Association published the 
evidence and exhibits accumulated by Mr. Weadock. 

LAST WORD ON "TAX FREE" TOWNS 

Facts From the Records Totally Disprove This 
Fallacious and Absurd Claim 

BY J. A. WHITLOW 
(From the Pul>l-ic SM·v ice Magazine, October, 1933. pp . 107-109, Harvey J. Gonden, 

Publisher, 35 East Wacker Drive, Chicago, Illinois.) 

FOREWORD 

Honest differences of opinion prevail among citizens regarding the 
economic advantages or disadvantages of city owned electric utilities. 
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Our friend Abe Martin has remarked that it is queer how a few 
facts will put an end to' a controversy. The important thing, there
fore, is-first: to get the facts and second: to so arrange them as 
to be quickly and easily understood. 

The principles underlying this condition in one town are generally 
similar to those in another town, and to the writer it has long seemed 
desirable to determine all the facts and then arrange them in some 
standard order. It may not be possible to do this according to a: 
formula, but there can at least be a standard method, so that various 
investigators will know what to look for and the student of affairs 
will spend the minimum of time on the various situations. 

Edward F. McKay, Manager of the Oklahoma Utilities Association, 
has collected some very important and reliable information, and dur
ing the past several months, R. D. Cockrell, at the request of the 
Association, has made a study and report of certain typical city 
owned electric utilities, which form a valuable reference, and which 
can be added to from time to time. 

The writer, therefore, presents this discussion of the theories of 
public ownership of electric utilities with brief exhibits taken from the 
information assembled by Mr. McKay and Mr. Cockrell, as well as 
from the writer's own studies, with the hope that others will improve 
on the discussion, and interested persons in various localities will 
present analyses of local situations, to the end that a complete and 
up-to-date summary will at all times be available. 

BEST SERVICE, LOWEST RATES 

In receiving public utility services, the consumer is entitled to the 
best practicable service at the lowest practicable rate. This principle 
has been recognized for a long time and the arrangement that will 
give .the consumer these advantages over a long period of years is 
the one he will choose. 

The furnishing of electric utility service is a very complex matter. 
The development of methods for more cheaply generating and dis
tributing electricity in adequate quantities and with greater reliability 
has brought about a highly developed and complicated system, requir
ing large investments and unusual training on the part of those who 
operate such systems. This development toward greater efficiency 
and lower costs has been brought about by close co-operation between 
the electrical manufacturers and the owners and operators of electric 
utility systems. In other words private initiative is responsible for 
the outstanding progress in this industry. 

The greatest men of the age, such as Mr. Edison, Mr. Geo. 
Westinghouse, and Mr. Steinmetz devoted their lives and their ener-· 
gies to this great program. They were not only interested in scien
tific development and manufacturing, but also in applications in the 
field, and have helped prescribe the methods of generation and dis
tribution of electricity. Associated with such men have been other 
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energetic and farseeing men, whose particular field has been the 
bringing of these advantages to the public. Their success is evi
denced by the fact that when other costs were rising tremendously in 
the decade following the great World War, the use of electricity 
increased enormously at constantly descending costs. Because elec
tricity has become a necessity and because the electric business is 
"impressed with the public interest," and because it is a natural 
monopoly the states have assumed the duty of regulating the rates 
and policies of the utility companies. In practically all the forty-eight 
states there is now governmental regulation of public utilities in one 
form or another. 

COMPLICATED PROCESS 

As previously explained the generation and distribution of elec
tricity is a very complicated matter and therefore difficult to under
stand. So in spite of the fact that utilities are regulated by the respec
tive states, there are many who are dissatisfied. Any industry that 
is successful excites envy and develops critics and enemies. Any 
industry, also, has its own particular faults and there are those who 
believe in this case that the way to cure the disease is to kill the 
patient. There are also many who believe that the co-operation that 
has existed within the industry is no longer necessary and can now 
be discontinued. In addition there is that school of thought that 
would put the government into business as one means of bringing 
about a different social order. The taking over of the electric in
dustry by the government or municipalities, is one step in what they 
call the "gradual socialization of industry." 

We are chiefly concerned, however, with those who believe that 
the "best service at the lowest rate" can be brought about by city 
ownership and management of the light plant. They would take 
advantage of the most modern developments by scrapping existing 
facilities, junking not only the equipment but also the investments of 
millions of citizens, who in one form or another are interested in the 
industry as it has now developed. By starting from the ground 
up, with entirely new equipment, and avoiding the expense of former 
mistakes and costs of experimentation, they would have the munici
palities build and operate those utilities. It has been pointed out 
that in a few years they would be in the same situation as now 
exists, with obsolete and partly worn equipment; in fact, most cities 
who have already attempted this experiment of municipal ownership, 
have gone through an expensive cycle which accounts for the large 
burden of bonded debts of many cities. 

WHAT CONSTITUTES THE COST OF SERVICE? 

In the case of a plant owned by a utility company, the costs are 
all included in the rate of charge. These rates must cover not only 
ordinary operating expense, but interest on the investment. Some 
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people think that there is also a "profit" or earnings sufficient to "pay 
out" the investment. This is not true. The company is allowed 
enough above operating expenses and interest, to pay depreciation, 
i.e., to replace property as it wears out or is discarded. But the 
company is not allowed to earn its capital back, it is very important 
to understand this. 

In the case of a city owned plant it is very rare that the earnings 
of the plant are used to pay interest on the investment. When a 
city purchases or installs a light plant, it raises the money by selling 
city bonds. Immediately it must provide a tax levy to do two 
things, namely: 

1. Provide the annual interest on the bonds. 
2. Provide an accrual of money to retire the bonds in a certain 

number of years. 
These two together are called the "sinking fund." 
Note now these two differences between the company plant and 

the city plant: 
1. The company m.ay not retire its investment; the city is re

quired to retire its investment. 
2. All the charges of the company are in its rates; the city 

charge is divided into two parts-first: the rate charged for electricity 
in the light and power bill; and second: the charge through taxation 
to provide the sinking fund (interest and accrual) on bonds. 

Almost invariably when comparing electric rates of a company 
plant with the city plant, the municipal ownership advocate will 
compare rate schedules only, neglecting entirely the taxes for bonds, 
which are a part of the cost of the service. 

There is another point : 
The city plant is exempt from city, county, school and federal 

taxes. The company pays all these taxes, which relieves other tax
payers, causing a reduction in their individual taxes, so the taxes 
the company plant pays are a credit against its rates, making the 
actual cost of the service less. 

THE "TAX FREE" CLAIM 

Any utility plant, whose interest and other investment charges 
are carried by the taxpayers, should have a surplus or "profit" in 
its earnings. To actually make such a plant self-supporting these 
earnings should be used to pay the bond interest and accrual. This 
is rarely done by a city plant, for the reason that the result would 
not be creditable to the plant. Too often these surplus earnings are 
insufficient to pay the bond charges (sinking fund). The city offi
cials will, therefore, allow the taxpayers to continue to pay the 
sinking fund by means of a tax levy. Then they wiil use the plant 
net earnings to pay the cost of city government. When this is done 
the word is passed around that the plant is so successful that it not 
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only pays its running cost but is paying the cost of city government 
and, therefore, the plant has made the city "tax free." 

The joker in this is that by the law in Oklahoma, a city cannot 
levy more than 6 mills per dollar of assessed valuation for city gen
eral expenses (General Fund), while there is no limit to the debt 
it may build up for acquiring utilities, hence the sinking fund levy 
has no limit and as a general thing is much more than the levy for 
general city expense. Later we will show how this works out for 
Oklahoma towns. We will cite instances where cities are claiming 
they are "tax free" because the light plant earnings replace the 6 mill 
general levy, while at the same time they are taxing themselves 
twice that amount to take care of the sinking fund on light plant 
bonds. 

There are some cities that have had their plants so long and have 
advanced so much of the cost, through taxation, that their sinking fund 
requirements are now small and the light plant earnings will not 
only take care of the general levy but also the sinking fund. These 
cases are rare and the present situation has been accomplished at a 
high cost. 

There are some who try to say that a city owned plant can carry 
its own investment and also reduce taxes from the very beginning 
of its operation. Whether or not this can be done, it has never 
happened in an Oklahoma city or town. It is also self evident this 
could not happen unless the rates for the utility service are exorbitant. 

ADVANTAGES CLAIMED FOR MUNICIPAL OWNERSHIP 

There are two advantages that must accrue to the citizens of any 
community that owns a light plant in order to justify this method 
of operation. 

1. It must serve the public at lower rates than a privately owned 
and operated system, and 

2. It must cause a reduction in the tax rate in that community. 
Both these advantages need not occur if one is brought about 

without increasing the other rate above what it would be if the 
utility were operated by a company. Conversely, if a lowering of 
electric rates causes a corresponding higher tax rate, or if lowering 
the tax rate causes a correspondingly higher electric rate, the theory 
of municipal ownership is exploded. 

That those two advantages actually accrue in towns owning their 
light plants is the claim of the municipal ownership advocates. They 
present various examples to try to back up their claim. They never 
give the whole story for the simple reason that records are so poorly 
kept, or so effectively juggled that the whole story cannot be easily 
determined, and anyway, a half truth is often more damaging than 
a whole lie. They will cite a town that they claim is "tax free," 
made so by public ownership of its utilities, never at the same time 
giving you a comparison of its rates with company systems. Or, they 
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will name some place with a startlingly low rate (this is usually a rate 
for some one class of customers only) never at the same time giving 
the comparative taxes. -

In some way they manage to get into even the neutral press with 
these statements. Our newspaper friends say that the story of a 
town that has reduced its taxes is "news" and therefore should be 
published. When we ask them if they have tried to find out whether 
that town had merely shifted the cost from the taxpayer to the 
user of utility service, they generally act crestfallen and acknowledge 
that they wish their paper had done that. 

It is the intention of this paper to discuss the economics of the 
two claims, above mentioned, and then set out the whole truth, not 
merely half truths, with respect to Oklahoma towns owning electric 
utilities. 

WHAT OTHERS THINK 

A Crusader Assails the "Power Trust" 

BY JOHN TRACY FLEMING 

(From the Public Utilities Fortnightly; Public Utilities He ports, lnc., 
Publishers, May 12, 1932.) 

"The Power Fight," by Mr. Stephen Raushenbush, does not pur
port to be a summary of the Federal Trade Commission's findings, 
but in it he has touched directly or indirectly upon most of the evidence 
assembled against the power industry, not only by the Federal Trade 
Commission, but by other investigating bodies as well as noted 
anti-utility advocates. 

Unlike the authors of a number of similar volumes now current, 
Mr. Raushenbush is quite honest in his espousal of the cause of com
plete government ownership for American power service. He favors 
chiefly the German method of ownership by a politically controlled 
operating corporation, with the possible right of private capital to in
vest in a minority interest. He is frankly bitter in his hatred of our 
present private ownership of the power industry and in his contempt 
for our attempts so far to regulate it. It is a fairly complete indict
ment. Mr. Raushenbush and his associates have done an expert 
job of reporting and gathering data on one side of a great contro
versy. And so far as he deals with simple facts, the author's state
ments appear quite trustworthy. 

It is when he begins to argue however that the author shows 
both lack of depth and balance. For example there is his description 
of how America could buy out the electrical industry at its present 
value and make it pay for itself in thirty years. He adopts the 
ingenious analogy that the power industry is a house worth at 
present about ten billion dollars. The rate of 7 % per cent return 
is what the American public now pays for rent on this house which, 
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of course, increases in value from year to year. Now if we bought 
this house upon money raised on government bonds paying only 
4% per cent interest, we would save the diffreence or about 3 per 
.cent which in thirty years would amount to over twenty-five billion. 
Mr. Raushenbush states: 

At the end of thirty years we have paid off the mortgage 
and own the house. Under private ownership our rent would 
have been $1,500,000,000 in 1960 and $1,521,500,000 in 1961. 
Under our own ownership we collect the same rent in 1960, 
pay out $900,000,000 for the actual use of money, and put 
aside in savings $600,000,000. In 1961 our rent bill is 0. We 
are absolutely clear. From that time on to eternity we pay 
nothing for rent. Our children pay nothing for it. Their 
children pay nothing for the use of funds. We own the 
house free and clear. 

Probably the easiest way of puncturing this rosy bubble is by 
applying the old logical test of the scholastics-the "reducto ad 
absurdu1n." Let us assume that the people instead of buying the 
electrical house bought all of the industrial houses upon which we 
pay a yearly rental of-say 7% per cent ad valorem. After all why 
pick on the electrical house anyway? In Father Marx's home there 
are many mansions. If the people can "save" twenty-five billion 
in thirty years on a power investment that will then be worth only 
twenty billion, they could at the same rate "save," if all business were 
nationalized and earning an equal return, more money in thirty 
years than the total national wealth would be worth at the end of 
that period. Which naturally raises the question, "where did all 
that money we saved go?" 

Of course, the obvious answer to the absurdwn is that the very 
money we figured on "saving" is the same money we calculated on 
being available to buy our government bonds. If all industry were 
nationalized, of course there would be no privately earned capital 
available and we would not be able to sell our bonds at any price. 
It follows from this also that partial nationalization of industry will 
pro tanto cut down the privately earned capital, and make our bonds 
correspondingly harder to sell except at a higher rate of interest. 

Incidentally, Mr. Raushenbush has figured in this calculation that 
our annual rate of rental on the electrical house (which, he estimates, 
costs us at present $750,000,000) will not be cut down. In this way 
he figures that we will "save," during the first year $300,000,000 over 
and above the payment of $450,000,000 on our government bonds. 
This would mean that the present level of electrical rates would have 
to be continued. Surely this assumption, however, is only for pur
poses of argument. For practical purposes, Mr. Raushenbush assures 
us that the rates charged by the private industry are too high and 
that "at the present the public is paying at least $1,000,000 a day 
more than it needs to pay for light and power." If this be true the 



Ownership of Power and Light Utilities 229 

government would owe it to the people to cut the rental by $365,000,-
000 a year which deducted from the present return of $750,000,000, 
would leave only $385,000,000 profit with which to pay our annual bond 
interest obligation of $450,000,000. At this rate the people would 
be a good deal longer than thirty years paying for their electrical 
home. The chances are greater that the bondholders would fore
close as certain bondholders are threatening to foreclose on a street 
railway property in Seattle, which was purchased by that city under 
plans similar to those outlined by Mr. Raushenbush. 

The principal difficulty with Mr. Raushenbush seems to be that he 
suffers from all the astigmatisms peculiar to a zealot. The effect 
.of this unbalanced attitude is reflected in the following passage: 

A certain amount of decent human sympathy ought to be 
available for the young men and women who are employed by 
the utilities and then put into those positions ... where they 
are forced to become slick and crafty liars. It is not a very 
decent life for honorable people and some of them know it. 
The one man who spat it all out, in confidential letters to a 
friend, who called his superiors crooks, masquerading pa
triots, and the like, ended his life not long after his own views 
became known to the country and to his superiors. It was 
an impossible situation for him. He had been brought up to 
expect something better. His trouble was idealism. Not 
all people are troubled that way. Future generations may 
have an easier time of it. If the teachers and ministers of 
the country would only stop giving the young people ideals 
about life they might get on much more comfortably. 

One wonders that Mr. Raushenbush's sense of hnmor did not cause 
him to strike out the above paragraph when the first proofs came 
back from the printer. If one were to take this passage seriously, 
this reviewer thinks, with all due respect to the author, that it would 
severely tax the limitation of one's normal common sense. 

The author goes on to tell how the power industry has not only 
become itself centralized through the process of mergers until it is 
in the hands of four groups, but has also worked its poisonous way 
into the balance of our industrial life, until it today dominates the 
press, the little red schoolhouse, farms, and both political parties. 
Can it be possible that this single industry, representing an invest
ment of only ten billion in a country whose total national wealth is 
estimated at four hundred billion, is really running the country, and 
dictating to the butcher, baker, and candlestick maker? 

Are the princes of steel, and the barons of great manufacturing 
enterprises taking their orders from the "powei.f trust"? Mr. Raush
enbush doe~ not say so. He stops at the brink of his own conclusions. 
His reasoning leads him up to a point where he almost suggests that 
the power industry permeates and dominates every type of business 
in the country. 

Something-probably his own common sense-stops him. But he 
does not say so-he is satisfied to hint as follows: 



230 The University of Texas Bulletin 

This account started out to be something more than the 
story of the power fight. It started out to be the story of 
the rise in our country of a group which has been outstand
ingly active in converting those with whom it came into con
tact into adherents of the new industrial feudalism. That 
conversion has not been brought about on a particularly high 
level of religious expression. The converts are largely cap
tives. 

Mr. Raushenbush seems to be somewhat inconsistent or confused in 
assessing the blame for the failure of regulation. He says in one 
place that the commissions have been lax and have let utilities get 
away with murder. He intimates that many of them are corrupt. 
Again, he says that the courts are to blame and proceeds to cite 
decision after decision in which the courts-particularly the Federal 
courts-have, in these very proceedings restrained the enforcement 
of state commi.ssion rate orders. Here is a typical statement con
demning the state commissions: 

At this point the commissions seem to have let down the 
public through indifference. They have rarely looked at the 
cost of money in the open market. They accepted the cost 
of money during the war, which was high, and allowed the 
utilities to charge the consumers the same high rent in all 
the years since then, during which the cost of money has been 
lower. This was neglect of the public interest. 

It so happened that during the same week in which Mr. Raushen
bush's book was published, the Electrical World published a chart 
showing the rise and fall of return allowances by state commissions 
in all decisions between 1915 and 1930, inclusive. This chart 
is not a matter of opinion. It is based on reported decisions. It is 
an effectual answer to Mr. Raushenbush's accusations. 

Summing all of the author's argum\lnts up, it would appear that 
the leaders of the power industry have systematically and deliberately 
defrauded the American public and plan to continue to do so. If this 
be true, we have alternative explanations: (1) all business men are 
devoid of moral sense, or (2) just the electrical business magnates are 
the industrial crooks. 

If the first conclusion is true, then we are indeed, fallen on evil 
days, for the corporate immorality of our business leaders would 
surely be but the outward expression of the innate moral deficiency 
of the genus homo, given only an opportunity to demonstrate itself. 

It would follow from this that governmental operation would be 
just as likely, or even more likely, to result in public oppression, for 
if all men are knaves at heart, how can control by a whole govern
ment of such beings reduce dishonesty. 

As to the second point, our common sense tells us that there can 
be no mystic influence of the electrical business which turns an honest 
man into a villain as soon as he associates himself with it. The 
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electrical business is probably no more honest or dishonest than 
the oil business or the coal business. 

But Mr. Raushenbush has the strength of his weakness. In his 
zeal for preaching the crusade against power, he has searched every 
nook and cranny for information and evidence. His factual data 
is widespread and accurate; it is only his interpretations that must 
be scrutinized. In his criticism of the holding companies, of cap
italization of franchises, of intercorporate manipulation of operating 
expenses, Mr. Raushenbush raises many fair questions which it is 
the duty of power industry spokesmen either to answer or plead 
guilty of and clean house. 

The book is well written and has a complete list of references and 
index. Utility executives would do well to buy and read it. It is 
the complete indictment against them; it is their enemy at his 
worst. This reviewer read every word of it and enjoyed it immensely. 

PUBLIC VERSUS PRIVATE OWNERSHIP 
OF ELECTRIC POWER 

BY FLOYD L. CARLISLE 

(From Current History , August, 1930.) 

Whether private or government operation of power util
ities can better serve the consumer is a question over which 
experts are battling today. At the second World Power 
Conference in Berlin last June Frederick M. Sackett, United 
States Ambassador to Germany and a former utility presi
dent, declared: "I know of no other manufacturing industry 
where the sale price of the product to the great mass of con
sumers is fifteen times the actual cost of production. There 
exists in America a rapidly growing body of public opinion 
led by laymen of great ability which is demanding govern
mental competition in rates with private power enterprises. 
This public clamor cites with enthusiasm the delivered cost of 
certain municipally owned systems in neighboring countries 
as proof of the iniquity of charges for electricity by our pri
vately operated plants." This is the issue discussed ty Mr. 
Carlisle, chairman of the Niagara Hudson Power Corporation, 
in the following article, comparing governmental and private 
plants operating side by side in New York State and Ontario. 
Governor Roosevelt of New York regards the question as the 
outstanding national issu_e, and the controversy has ~plit 
asunder political groups m Congress and m State Legisla
tures. 

The first electric generating station in the United States was 
opened in New York City on September 4, 1882. The growth of the 
electric industry was slow but progressive. In 1902 2,500,000,000 
kilowatt-hours of electricity were generated in the United States 
from all sources. Since then the figures computed by the United 
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States census and the Electrical World on power generated at cen
tral stations are as follows: 

Kilowatt 
Hours 

1907 ---------------- 5,862,000,000 
1917 ---------------- 25,438,000,000 
1922 ----------- ----- 43,560,000,000 

1927 
1928 
1929 

Kilowatt 
Hours 

7 4,686,000,000 
82,927 ,000,000 
92, 737 ,000,000 

The gross revenues received by the electrical companies grew from 
1902 to 1929 as follows: 

1902 ---------------- $ 
1907 ----------------
1917 ----------------
1922 ---- -----------

85,700,000 
175,600,000 
521,000,0001 

1,084,000,0001 

1927 
1928 
1929 

$1,802,655,000 
1,941,955,000 
2,073,100,000 

The number of individual customers, including householders and 
manufacturers, grew as follows: 

1908 
1923 
1928 

Jan. 1-
1,946,000 

12,709,868 
21,790,238 

Jan.1-
1929 -------- --- - -------- 23,219,513 
1930 ---------------------- 24,257,159 

The growth of capital invested has been as follows: 

Jan. 1-
1903 ---------------- $ 627,000,000 
1908 ---------------- l,3'11,000,000 
1918 ---------------- 3,245,185,000 
1927 ---------------- 8,400,000,000 

Jan. 1-
1928 -------------- $ 9,500,000,000 
1929 --------- ----- 10,300,000,000 
1930 -------------- 11,100,000,000 

During this period no exact figures are available as to the change 
in rates, except that the domestic average has been declining, and is 
now, for the country as a whole, 6.18 cents per kilowatt-hour for 
domestic use, as compared with 8.3 cents per kilowatt-hour for 
domestic use in 1914. On the basis of reductions in the domestic 
rate in New York State outside Greater New York, savings to con
sumers were $21,000,000 for the year 1928 over the amount that 
would have been paid had the 1912 rates prevailed. The cost of 
electricity to industry has been steadily on the decline, and in most 
sections the old individual plants generating for industries have 
been abandoned and their power is being purchased from the central 
stations. 

Municipal operations in the United States produce less than 5 per 
cent of the total. The greater number of municipal plants are in 
very small villages, where no real comparison is available. It is 
almost impossible to make comparisons between municipal and private 
operation, owing to the fact that municipalities do not pay taxes, and 

1Includes income from merchandising and other miscellaneous income. 
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there are no figures available to ascertain the amount of operating 
expenses borne directly by the city and not charged to the electrical 
operating department. 

The amount of taxes of all kinds paid by the public utility corpora
tions varies from 10 to 20 per cent of their gross income. This 
amount is so large that municipal operations would have to be subject 
to the same charges in order to make a comparison valuable, for, after 
all, taxes paid by the power plants reduce the burden to the general 
taxpayer to that extent. 

The Hydro-Electric Power Commission of Ontario and its allied 
municipalities furnish the nearest basis for comparison. The writer 
has the highest personal regard for the ability and honesty of its 
members and for the Government of Ontario. Our companies trans
act business with the Hydro satisfactorily to us and we hope to 
continue it, for the arrangement is mutually beneficial. The com
mission is, in the writer's opinion, the best managed and operated 
government enterprise in the world. 

Assuming a 10 per cent loss of energy in transmission, a very con
servative estimate upon the energy sold by the Hydro, and deducting 
the kilowatt-hours passing to the United States, in 1928 the Hydro 
sold within its own borders 3,061,545,371 kilowatt-hours for $32,431,-
648. In that same year the Buffalo, Niagara and Eastern group of 
companies, being quite comparable with the Hydro as to location, 
sold 4,436,403,784 kilowatt-hours for $32,911,782; yet, during that 
year, the latter companies paid in taxes $4,546,413. These sales in
clude all power sold to householders, to farmers and to industry. 

The Hydro Commission and its associated municipalities paid sub
stantially no taxes to the government. Deducting taxes to make the 
figures comparable, the American companies in the Buffalo, Niagara 
and Eastern group received 6.4 mills per kilowatt-hour sold, whereas 
the Canadian Commission received 10.04 mills. The Hydro Commis
sion generated all its energy from waterpower, largely at Niagara 
Falls, while 20 per cent of the Buffalo, Niagara and Eastern energy 
was produced by steam at a much higher cost owing to lack of water
power. 

The figures are all conclusive on an overall comparison of the two 
systems, but the critic says to privately operated companies, "Your 
household rates are higher." This is true, and must necessarily 
be true in a system which pays taxes. In 1928, for the entire Niagara 
Hudson system, householders and farmers alone paid $14,937,189.91 
for their electricity. In that year the companies paid taxes of 
$10,118,867. The Hydro Commission paid substantial~y not~i1:1g. 
Obviously, the Niagara Hudson system could have sold this electricity 
to the householders and farmers for $4,818,322.91, and made as much 
money for their stockholders if no taxes had been paid . . 

The low oower rates in New York State have resulted m enormous 
industrial ~xpansion. In fact, they have made that State the great
est center for the use of power in the world. Additional capacity of 
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300,000 horsepower is being completed in Buffalo at the present time, 
and all this has been sold for industrial uses in the years 1930 and 
1931. 

If the State of New York were to take over the gas and electric 
properties within its borders and pay for them at their present values, 
the cost would be over $4,000,000,000. These companies are expending 
for 1930 over $150,000,000 for normal growth. If the State owned 
the companies it would require at least that additional capital per 
year. If the St. Lawrence River, Niagara Falls and the inland 
streams were to be further developed, the State would have to bond 
for billions more. 

While no exact figures are available, the gas and electric com
panies of New York State are annually paying in all forms of taxa
tion at least $40,000,000 to the towns, villages, cities, counties, and 
State and Federal Government. Consolidated Gas of New York com
panies pay more than $25,000,000, and the Niagara Hudson group 
more than $10,000,000. In addition, the companies are paying inter
est · on bonds and dividends on preferred and common stocks of 
approximately $150,000,000 per year, which sum, in turn, is subject 
to the payment of taxes by those who receive it. While no figures 
have .been compiled, the revenues recived by the various governments 
from this source may be estimated at approximately $15,000,000. The 
amount which the governments receive from death dues or inheritanc.e 
taxes varies from year to year, but is another very large sum, prob
ably averaging $10,000,000. Stock issue and stock transfer taxes 
constitute another large source of revenue to the State, which the 
writer estimates at $5,000,000 per year. It is difficult to see how, 
under government ownership, the various governments can replace 
the loss of this $65,000,000 in taxes annually without imposing it else
where. The advocates of government ownership are all advocates 
of much lower power rates than are now being charged. Lower rates 
will mean less income, and that can only be made up in the form 
of additional taxation. 

If the State should take over the power companies and if science 
should evolve a new and cheaper means of generating and distributing 
e.l.ectricity, the State or municipalities bonded for $4,000,000,000 plus, 
t~ take over the present companies, might well be in the position of 
paying for a dead horse. This is exactly what would have happened 
had the State taken over the interurban railways, whose economic 
status was changed by the automobile and truck. 

In the event that the State or municipalities should take over the 
existing public utilities, the money would have to come from the. same 
investors who now buy the public utility securities. There could be 
no change in the sources from which the money comes. These 
sources will always be those who have available money with which to 
make the investments. Assuming that the State itself acquired the 
existing utilities and issued bonds free from taxation to the present 



Ownership of Power and Light Utilities 235 

owners of their securities, nothing would happen immediately, except 
that all the securities now outstanding would be no longer available 
to be taxed, and that the risk and hazard of the public utility business 
would be shifted from the investor himself to the State, and the 
State would have no means of paying such debt or the interest thereon, 
except through earnings of the properties and the ability to tax pro
perty and private incomes. 

For centuries it has been believed that the function of govern
ments was to engage only in such activities as the building of roads, 
schools and charities, providing for the health and policing for the 
security of its citizens. As a corollary of this principle, governments 
were restricted in the pledge of their credit for only these purposes. 
As soon as the credit of a government or subdivision thereof is ex
tended into the legitimate fields of private business, the use of credit 
for proper functions is jeopardized. 

It is, furthermore, difficult to see any compelling reason for a 
change in the present system of regulation. Against rising taxes, 
higher cost of labor and higher cost of materials, the electrical indus
tries have in the past twenty years been reducing the selling price of 
their product. The critics of the present form of regulation cannot 
deny the fact that the industry as a whole has done its job well and 
enormously increased the quality of its service at descending rates. 
This ordinarily would be the measure of success of an industry. 

Rate cases and controversies between the companies and their con
sumers have almost entirely centered in the household rate, and the 
interest in government operation is also concentrated on this feature. 
In the Niagara Hudson group of companies only 41h per cent of the 
kilowatt-hours sold are used by the householder, the balance going 
almost entirely to industry. The proportion of gross revenue is ap
proximately 20 per cent from the householder and the balance from 
industry. Government operation would therefore mean injecting the 
State into dealing with its basic industries and manufactures for 
80 per cent of operating income, when its real purpose would be con
cerned with only 20 per cent. The intimate relation between the 
sale of electricity for industrial purposes and the manufacturer using 
it is such that it should be entirely divorced from any vestige of 
political control. As a matter of fact, manufacturers using large 
amounts of electricity would not dare to rely upon political operation 
for the basic element in their manufacturing cost. Changing politi
cal parties and doctrines might well mean changing rates on power 
to manufacturers. The great number of large purchasers of elec
tricity cover their requirements by contract for twenty or more years 
at a fixed rate. From the power company's standpoint this manu
facturing load is the backbone of its business. Such sales of elec
tricity are furthermore really competitive, because the industry using 
large quantities will only purchase more cheaply than they could 
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generate the ene1:gy in their own plants. This phase of public owner
ship has never received its proper stress. Furthermore, to separate 
the household use and the manufacturing use would raise the cost 
of both classes of service. One dovetails into the other. 

Regulation limiting the earnings of companies to a reasonable 
return on the value of the property at the time the rate is fixed is a 
sound basis upon which enormous expansion has taken place and 
capital has freely flowed into the industry. To change this for public 
ownership would be an experiment warranted only by rising costs 
and inadequate service and not by any conditions existing today. 

The hope of the consumer does not lie in a multiplicity of new 
statues and new theories. It lies in the economic sources that we have, 
plus a standard of morality in the management of the corporatio_n 
that truthfully has a public point of view as well as a private one. 
Sound economics and able, public-spirited management are the only 
things that can produce lower rates. 

PUBLIC SERVICE, PRIVATE PROFIT 

(From t he Chri.,tian S ci<m ce Monitor, November 8, 1927.) 

To the widespread and growing discussion of the intricate prob
lems involved in the question of public or private ownership and opera
tion of public utilities, distinctly valuable additions were made at 
the recent annual convention of the National Association of Railway 
and Utilities Commissioners at Dallas, Texas. These were furnished 
in two reports submitted to the convention by its committee on public 
ownership and operation. Four members constituted this committee. 
Three of them gave a majority report. One of them, Joseph B. East
man, a member of the Interstate Commerce Commission, submitted 
a minority report. The majority argued against public ownership 
and operation of public utilities along familiar lines. Mr. Eastman 
favored public ownership with private operation. In the opposing 
presentations of the subject an important point may be discovered that 
is worth most careful consideration. It is the essence of the whole 
discussion-the relation between public service and private profit. 

The majority report discloses the universal objection to public 
ownership and operation in these words : 

Throughout the business world the best service is ren
dered where there is hope of reward and the best commodity 
is produced where there is hope of profit. Where reward 
and profit are lacking, service and commodity depreciate in 
value. The rewards of public life are dubious and th€ pro
fits are not forthcoming by honest means. 

Mr. Eastman in his minority report points out clearly the distinction 
between public ownership and private operation, saying in substance: 
Public ownership is not the same as public operation. Each can exist 
without the other. The Boston subways are a good illustration of 
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the advantages of public ownership. They were built without scan
dal, with funds procured at low interest rates and leased to an operat
ing company. They involve no valuation problem. There is no claim 
that they must earn anything more than 4112 per cent of their orig
inal cost, although they could not be built today for anything like 
that cost. 

He then goes to the heart of the matter in replying to the majority's 
statement of the necessity of the attraction of profit. Only one other 
subject, he says, "so excites prejudice as fear of being separated from 
opportunity for profit," and he confesses that his plan would remove 
many such opportunities. But he finds plentiful evidence that money 
is not the only or even the best incentive to excellence of work. He 
makes a plea for a "change of keynote from management for private 
profit to management for the public good." He does not believe that 
"the pursuit of profit is the chief end of man" and asserts that is a 
"base principle that public good can only be attained to the extent that 
it happens to coincide with the ends of private profit." 

These words of the Interstate Commerce Commissioner furnish a 
clear guide for profitable discussion of the whole subject of the owner
ship and operation of public utilities. If those on both sides of the 
discussion will always remember that the chief object of public 
utilities is efficient service to the general public, that private profit 
not only is not "the chief end of man" but is a distinctly secondary 
consideration in the management of public utilities, and that such 
private profit as accrues from their management must be both fairly 
and honestly obtained, a just and advantageous solution of the prob
lem for all concerned can be reached. Such a solution can be found 
in no other way. 

PUBLIC OWNERSHIP: III, WATER POWER AND 
FUND AMENT AL PRINCIPLES 

(From Chapter XXI of William A. Prender1rnst, Pulilic U tiliti<' -' am/ the P eople. 
D. Appleton-Century Co., Inc., New York , I 93a.) 

It is electric power from water-hydroelectric power-not electric 
power from fuel, which public ownership partisans want the Fe?eral 
Government of the United States to develop. They want the national 
Government to build, own, and operate hydroelectric plants. Some 
would have the government stop with the generation of the current; 
others would have the government build great transmission lines and 
sell current to municipalities in a manner similar to the Ontario 
scheme. The Ontario Hydro is pointed to as indicating what t~e 
Federal Government could do, particularly with Muscle Shoals, and is 
also referred to in connection with the Boulder Dam, t;he St. Lawrence, 
and the Columbia River projects. For example in the United States 
Senate, on May 9, 1930, Senator Norris, discussing his Muscle .shoals 
Bill which had passed the Senate and was before the House, said: 
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That measure is modeled after the law in Ontario, Canada, 
as nearly as we could follow it. Keeping in mind thf; dif
ference in conditions between this country and Ontario, the 
same things that have been done over in Ontario can be done 
in Tennessee, Alabama, Mississippi, and Georgia if the bill 
which the Senate has passed shall be acted upon favorably 
by the House and signed by the President. 

There has been practically no demand that the Federal Government 
enter into the generation of elctric power by means of coal or oil. 
That may come later. But at present, so far as the Federal Govern
ment is concerned, however different it may be with the municipal 
governments and power districts, the demand is for development and 
operation of water power. Although water power is only about one
third of the productive power of the country, political agitation has 
given it a place in the public mind out of proportion to its real signifi
cance. A distinction has been made in the political world between 
electric current generated by water and electric current generated 
by coal or oil. The political cry has been that the streams of the 
country are a natural resource which belongs to all the people. An 
attempt has been made to inject a moral issue into this, the plea being 
that it is immoral to turn over to private companies the power 
derived from the people's rivers. 

The power of the rivers-so runs the argument-is a God-given 
resource for all the people and should not be diverted to private 
ownership and control for private gain. Not to get into a discussion 
of theology, I cannot see that the water in the streams and its poten
tial use are any more God-given to the people as a whole than are 
the coal, iron, gold, silver, or oil in the earth, or the indispensable 
surface soil of the earth itself, or the forests growing upon it, or the air 
above the earth. The fact is that all the products that people use 
have their base in natural resources. The rivers and waterfalls of 
the country may be more visible but they are no more natural than 
the coal or oil deposits, the iron and all other mineral deposits, no 
more natural than the fields from which come the vegetable and 
animal foods of the people. All private business is based upon the 
utilization of natural resources of one sort or another. All material 
things that man uses from the cradle to the grave were once natural 
resources. 

There is nothing about water flowing in streams which makes it 
more sacred or more logically dedicated to public ownership than is 
any other natural resource. Like any other natural resource, it 
should be utilized in the way which will be of the greatest service 
to the people as a whole. There has been no evidence presented to 
show that hydroelectric projects should be put into any different 
class than steam-power projects. If one class is to be government 
owned and operated, so should the other class be government owned 
and operated. 
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The long battle (which has now resulted in legislation) over the 
final disposition of Muscle Shoals has been cited many times as indic
ative of the difficulties inherent in attempts to operate business 
projects with the ultimate control in political bodies. Public owner
ship advocates insist that Congress had twice decided upon a definite 
final disposition of Muscle Shoals but that vetoes by President Coolidge 
and President Hoover nullified the Congressional action. Congress 
wanted government ownership and operation, and the two Presidents 
favored leasing the property to private companies. The prolonga
tion of the wrangle, say the public ownership advocates, was due to 
the opponents of public ownership and cannot logically be offered 
as an argument against the public ownership idea. There is some 
reason in this point of view, to be sure. Yet is not this difference 
in attitude, exemplified in the conflict between Congress and the 
Presidents, more or less typical of efforts to handle business enter
prises by political bodies? Is it not to be expected when businesses 
are publicly owned and publicly operated? And does this not mean 
costly delay and ineffidency and sometimes virtual paralysis of 
needed development and service? And does not this very clash of 
views about Muscle Shoals serve to emphasize the fact that publicly 
owned and operated projects are always under the threat of a change 
in political views and in political control, and therefore lack the 
desirable continuity of policy and administration? 

The experience of New York State with respect to water-power 
development gives an indication of the delay and relative stagnation 
in development which may be brought about when there is a conflict 
of policies between different political groups. In 1921 the New York 
Legislature, with the approval of Governor Miller, passed a Water 
Power Act which established the state policy of private development 
of water power in accordance with and upon thE' authority of a 
license to be granted by a State Water Power Commission. The act 
was modeled upon the Federal Water Power Act of 1920. Among other 
things, the act provided that the licenses should run for not longer 
than fifty years and that at the end of the license period all interest in 
the licensed properties should become the property ot the state (with 
certain allowances for payments for improvements). This policy of 
private development under license with provision for ultimate rever
sion of the properties to the state was nullified through the power of 
Governor Smith, who consistently championed the cause of state 
development of the water -power resources which it owns or in which 
it has definite rights, who advocated the creation of a State Power 
Authority to develop these resources, and who took the stand that 
"the water-powers of this state are the property of all the people, 
and that, when developed, the people should be the beneficiaries." 
Governor Smith's plan was that the Power Authority should construct 
the projects, install the machinery, and sell the current to private 
transmission companies. His plan called for long-term contracts for 
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the sale of this current, which contracts would not only fix the whole
sale price, but would provide for the price at which the current 
would be sold to the ultimate consumer. This arrangement was in
tended to be regulation through the "contract power" of the state. 
To Mr. Smith's vitalizing influence on the power question must be 
credited the policy now being followed by New York State. 

New York State, while for years having a law providing for priYate 
development of water powers under lease, has really been under the 
negative control of those favoring public development and at least 
able to block private development. The result of this deadlock on 
policy in New York State has been failure to develop the state's 
water powers, and this has been a costly failure. Water power 
not utilized is gone forever; it is not like coal or oil which can be 
used at pleasure. 

In an address to the Economic Club of New York on March 5, 1928, 
Colonel Hugh L. Cooper, famous hydro-electric engineer, combated 
the idea of public ownership advocates and supported private develop
ment of water powers. In concluding his remarks, he said: 

If the public interest in Western New York is ever really 
understood by our lawmakers, and idle water-power is allowed 
to be harnessed under strict public service regulation by 
private capital in Western New York, the existing savings 
in this market will be vastly increased and the expansion of 
industry can be resumed. In New York State, where we are 
richly endowed with idle water-power resources, we are main
taining for the education of our people and our children and 
as an illuminated monument to our ignorance what amounts 
to a huge bonfire where over 30,000,000 tons of coal are 
needlessly burned annually, while politicians in both parties 
are unable to put out the fire. Meanwhile, great industries 
are locating everywhere about New York, but not in New 
York. 

Colonel Cooper has recently been decorated by the Soviet Govern
ment of Russia for building the great hydroelecfr!c project on the 
Dnieper River, but there is no evidence that he has changed his views 
in favor of private ownership and operation of ntilities, including 
hydroelectric developments. 

The Federal Government has now a considerable part in the water
power development of the nation. Through the Reclamation Bureau, 
it builds and operates hydroelectric projects in connection with irriga
tion schemes. Through the Federal Power Commission, it licenses 
hydroelectric projects on the public domain and on navigable streams. 
The Federal Government claims control over navigable streams, basing 
its claim on the so-called Commerce Clause of the Constitution. This 
is Article 1, Section 8, Clause 3, which gives Congress the power "to 
regulate commerce with foreign nations, and among the several states, 
and with the Indian tribes." The Supreme Court has said, in the 
case of Gilman v . Philadelphia ( 1865) : 
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Commerce includes navigation. The power to r egulate 
commerce comprehends control, for that purpose and to the 
extent necessary, of all of the navigable waters of the United 
States, which are accessible from a state othPr than those 
in which they lie. For this purpose, they are the public prop
erty of the nation, and subject to all the requisite legislation 
by Congress. This necessarily includes the power to keep 
~hem open and free from any obstruction to their navigation, 
n:1terposed by the states or otherwise; to remove such obstruc
tions when they exist; and to provide, by such sanctions as 
they may deem proper, against the occurrence of the evil 
and for the punishment of offenders. 

Asserting its authority over navigable waters, Congress in 1920 
passed the Federal Power Act which created a Federal Power Com
mission. The Commission was composed of the Secretaries of War, 
of the Interior, and of Agriculture. It was authorized to issue fifty
year licenses to citizens, corporations, or states for projects "for the 
development and improvement of navigation, and for the development, 
transmission and utilization of power across, along, from or in any 
of the navigable waters of the United States." The act provides: 

That the licensee shall pay to the Dnited States reasonable 
annual charges in an amount to be fixed by the commission 
for the purpose of reimbursing the United States for the 
costs of the administration of this chapter; for recompensing 
it for the use, occupancy, and enjoyment of its lands or other 
property; and for the expropriation to the Government of 
excessive profits until the respective States shall makP pro
vision for preventing excessive profits or for the expropria
tion thereof to themselves, or until the period of amortization 
as herein provided is reached, and in fixing such charges the 
commission shall seek to avoid increasing the price te the 
consumers of power by such charges, and charges for the 
expropriation of excessive profits may be adjusted from time 
to time by the commission as conditions may require. 

According to the act, the Commission has complete control of the 
plans of construction of licensed projects and the estimates of costs. 
Amortization reserves for the retirement of the properties must be 
set up under the control of the Commission. The Commission has 
authority to fix the sum a licensee must pay to another licensee or 
to the Federal Government for benefits derived from the construction 
of some headwater improvement. The Federal Government may 
take over and thereafter maintain and operate any project included 
in whole or in part by a license, at the expiration of the license 
period, by paying the net investment as determined in the act. Or 
the Commission, at the end of the period, may issue a new license to 
the same licensee or to a new one. The Commission is required to 
regulate the service rendered by any licensee if the state in which the 
project is situated has no regulatory commission 01· if any of the 
current enters into interstate or foreign commerce, in case the states 
do not agree on service, rates, or issues of securities. 
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In June 1930, C'ongress passed, and President Hoover signed, the 
Couzens Bin to reorganize the Federal Power Commission by making 
it consist of five full-time members instead of three members of the 
Cabinet. According to the last annual report of the old Commission, 
made public in November, 1930, 449 projects had been licensed in the 
ten years of the Commission's existence. The total capacity of all 
the licensed plants that had been completed and placed in serYice at 
that time amounted to 2,608,868 horsepower. The :first annual report 
of the new Commission, issued in December, 1931, stated that the 
power plants under license had a total installed ·~apacity of nearly 
3,000,000 horsepower. The 1930 report recorded the fact that "the 
production statistics for 1929 show for the first time in 10 years a 
failure of the hydro-power to record a gain in output. During the 
same period the energy manufactured by fuel plants increased nearly 
10 billion kilowatt-hours." This was in accord with the fact, well 
known in the electric industry, that most of the cheap water-power 
plants have been built, that the cost of steam-generated current is 
constantly getting less while the cost of hydroelectric current cannot 
be much reduced, and that there is a tendency to exaggerate the im
portance of the water-power question and of the water power remain
ing for development. 

The Constitutionality of the Federal Power Act has been questioned. 
Its public policy has also been challenged more than once. It has 
been called an invasion of states' rights. The possibility that all the 
licensed projects may become the property of the Federal Govern
ment at the end of the license periods, thus projecting the govern
ment into the power business on a large scale, has also been pointed 
out. This prospect has been emphatfoally condemned by opponents 
of public ownership and welcomed by advocates of it. 

For my part, as I have said, I see nothing about running water 
which makes it more logically appropriate to public ownership
municipal, county, state or Federal-than is any other natural 
resource. If the Federal Government is to go into the hydroelectric 
business, why should it not go into the business of producing power 
by fuel? There may be a few instances, in which the proper func
tions of government are involved, that call for the government
construction of great dams. In the construction of those dams, pro
vision can and should be made for hydroelectric developments. But 
that does not mean that the government should operate those hydro
electric projects. Control of navigation and control of flood waters 
are proper functions of government. In some instances such control 
requires dams. The government may build them and provide for 
hydroelectric development in the plan of . such building. But unless 
it intends to commit itself to a general public ownership and opera
tion policy with respect to power, the operation of those hydroelectric 
plants is not for the government. In some instances the building and 
ownership of works involving control of navigation or of flood waters, 



Ownership of Power and Light Utilities 243 

or both, can be entrusted to private companies which will build accord
ing to the government instructions so that the governmental functions 
will be cared for. The government would, of course, retain its 
power to control navigation and flood waters in such cases. 

To be specific, I would say that the building of a dam for control 
of the floods of the Colorado River was a proper function of the 
Federal Government, but the magnifying of that dam beyond all 
the necessities of flood-control into the greatest hydroelecti'ic dam in 
the world was not such a proper function. The Federal Government, 
of course, will properly participate in the forming of the plans for 
the proposed St. Lawrence improvements and in carrying them out, 
first, because navigation is involved, and secondly because the St. 
Lawrence is an international stream. But the Federal Government 
should have no more to do with the hydroelectric phase of the project 
than to see that it harmonizes with the plans for navigation. As to 
the part of New York State in hydroelectric development on the St. 
Lawrence, it should be in accord with the proper g'meral policy on 
public ownership. Because of the long-continued vigorous agitation 
about Muscle Shoals, politicians are timid about it. The propaganda 
that Muscle Shoals belongs to all the people, and that the octopus 
"power trust" is reaching out its tentacles to snatch away the people's 
property, has scared the officeholders and officeseekers. Congressmen 
who believe in private ownership dare venture no further than to sug
gest that the government lease the great property. The suggestion 
that the government should sell it strikes them with fright. And 
public ownership advocates have spread the idea that for the govern
ment to sell Muscle Shoals would be unthinkably wicked. No one 
seems to think it wicked for a private company to own and operate 
the great Conowingo plant on the Susquehanna or the great Keokuk 
plant on the Mississippi. 

The argument that the Federal Government should own and operate 
great hydroelectric plants as "yardsticks" to learn the real cost of 
generating and distributing electric current and to keep down rates 
of private plants is not a reasonable one. There is no difficulty about 
finding out the real cost of generation, and, in the final price to most 
consumers, that cost is a rather minor element. Regulatory bodies, 
if they do their duty, can see that the rates of private plants are just 
and in the public interest. 

The great underlying principle controls this matter of Federal 
ownership and operation of hydroelectric plants, just as it does in 
other forms of public ownership-municipal, county, power district, 

and state. 
I am against public ownership and operation of electric plants and 

other public utilities, just as I am against the entrance of government 
into any other line of business unless compelled by actual national or 

social necessity or emergency. 
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There are certain well-known and perfectly genuine and effective 
arguments against public ownership and operation of power systems; 
and there are, I think, other convincing arguments that are not 
generally brought forward. 

Public ownership and operation is destructive of private profit. The 
profit motive has been, is, and will remain the most dependable 
motive in human affairs so far as all economic and business matters 
are concerned. It stimulates initia,tive, invention, efficiency, economy. 
Without it, all these are likely to languish. 

Public ownership and operation, lacking or minimizing the profit 
motive, is generally less efficient than private ownership. This is 
proved by the greater number of men employed per kilowatt-hour of 
product, by higher rates on the average, by a generally slower pace 
in improvement of plants and adoption of new machinery and new 
methods. 

Public ownership and operation of the electric industry is un
desirable for the very practical reason that it would mean a gigantic 
loss of taxation which would have to be paid by other taxpayers. 
Such a situation eists now wherever there is a publicly owned proj
ect. In 1930 the taxes paid by the electric industry amounted to 
about $200,000,000. Of this, about 32 per cent went to the Federal 
Government, 10 to 15 per cent to the state governments, and the rest 
to cities and counties. If this industry (at a cost of, say $12,000,000,-
000) were taken over by various branches of government, that 
$200,000,000 would have to be made up each year by other taxpayers. 
Public ownership advocates say that the taxpayers would be reim
bursed in another form-in lower electric rates. Statistics of present 
rates of private and public plants do not indicate it. 

Public ownership of the electricity would mean converting approxi
mately 275,000 employees of the industry into government employees. 
Imagine the effect of adding this army of people to the present vast 
list of government employees. And it is safe to say that if the 
electric industry became publicly owned, the number of employees 
would be more likely 400,000 than 275,000. That is deduced from the 
fact, already mentioned, that the publicly owned plants now not only 
have more employees per unit of output than the privately owned 
plants, but that in practically all its operations, the government re
quires, or employs, more people than private business would employ, 
or does employ, for similar work. This new army of perhaps 400,000 
government employees would mean a new political force inside the 
government machine a new field for partisan appeal a new source of 
pressure on Congress and other branches of government for favors 
and selfish demands. 

Those who clamor for public ownership and operation of the electric 
industry are in the same breath condemning regulation by state com~ 
missions. But if regulation is a failure-regulation by appointed and 
elected public officials-what chance would there be for the success 
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of public ownership and operation with public officials in charge. The 
proposed task is certainly ten times as great as the present one! 

The above are some of the arguments quite generally advanced 
against public ownership and operation of the electric industry. They 
are sound and practical arguments. 

As I have said before the chief argument for public ownership is 
that it brings lower rates. The "power trust" is "gouging," exploiting 
the consumers and public ownersqip would put an end to that. We 
have seen that considering the average rates of existing plants and 
making other comparisons the lower rate claim does not stand scrutiny, 
although there are notable instances of low rates maintained bv indi
vidual publicly owned plants. But why should current be cheaper 
under public ownership? What are the reasons advanced? Public 
ownership advocates do not claim greater efficiency, and they are 
wise not to do so. They do claim sometimes that lower rates are made 
possible by the freedom from taxation, but they do not push that 
claim. Everyone realizes that it will not bear analysis, that any 
saving due to this source is balanced by the imposition of heavier 
taxation on taxation sources other than the power system. There 
is also the claim that publicly owned systems can fix lower rates 
because they do not need to make profits to pay security-holders 
interest and dividends. But if they owe money on bonds, they must 
make profits to pay bond interest. And if they do not make a fair 
return on the plant corresponding to fair dividends, it means that the 
consumers of current are unduly favored as compared with the citizens 
as a whole. 

But is is claimed that lower rates are possible fo r publicly owned 
plants because they can get more money more cheaply than private 
companies can. If a municipality, a state, or the nation builds or 
buys a power plant or system and issues bonds to pay the cost, the 
interest on that borrowed money will be at a lower rate than the 
interest on money borrowed by private companies. Also there will 
be an even greater disparity between that rate of interest and the 
average rate paid by private companies on all their outstanding 
securities-dividends and interest. We shall assume that the private 
companies are allowed to earn 7.5 per cent net, and, in normal times, 
municipalities, states, and the Federal Government can borrow at a 
considerably lower rate than 7.5 per cent, say, at 4.5 per cent. It is 
contended that the difference is a real saving for public ownership, 
which can be, if desired, used for lowering rates. Or, of course, it 
can be used for other purposes, for paying off bonds or for piling up 
a sinking-fund. 

Let us give this argument a little thought. In the first µlace, if the 
borrowings of towns, cities, counties, states, and the Federal Gov
ernment were increased in order to provide money to buy out the 
privately owned electric industry, the average rate on such borrowings 
would be much higher than the average rate for municipal. state, and 
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Federal loans today. That, however, is not the fundamental matter 
involved. Let us say that under public ownership 3 per cent per 
annum less would be paid out in interest than is now paid out in 
interest and dividends. On a valuation of $12,000,000,000, that would 
be $360,000,000 a year-quite a saving! That is, the consuming 
public, according to the argument, would be saved $360,000,000 each 
year. Very fine-a vast relief! But what about the investing pub
lic, the public now receiving the interest and dividends from the 
private companies, the public which would then receive interest from 
the divisions of government? Naturally they would get $360,000,000 
less a year. 

In other words, there would be no gain at all so far as the people 
as a whole are concerned. I do not admit the correctness of the 
figure. It might be $100,000,000 instead of $360,000,000. But, how
ever much it might be, the basic fact would remain the same, that 
whatever the gain in lower cost of money, it would be exactly equaled 
by lowered income to investors. In other words, there is no real 
saving, no genuine economic saving. Some pay less; others get less. 

How essentially unreal is this saving-in-the-cost-of-money claim is 
disclosed if one considers what would happen if this same plan were 
applied to all industry and business-all taken over by the govern
ment and paid for by bonds paying 3 per cent lower interest rate 
than the returns on industry and business (in normal, happy times). 
That would mean (making the violent assumption of equal efficiency) 
that the cost of capital would be 3 per cent less per annum. That 
would permit reduction of prices to exactly that amount. And the 
reduction in the income of the whole people would be exactly that 
amount, too! We should simply be on :{. lower price and lower income 
level. 

Of course, as a matte1· of cold fact, even if the saving in the cost 
of money were real (which it is not, so far as the whole people is 
concerned), that saving would be more than balanced by the lack of 
efficiency and economy which is the usual state of things in publicly 
operated projects. 

This question of a theoretical saving to consumers under public 
ownership through cheaper money, and an equal sure loss to investors, 
suggests the propriety of inquiring, speculating, on what . is public 
ownership. What does it really mean? Consider, as the easiest 
example, a municipally owned plant. Legally, of course, the title to 
that plant is in the municipality. What does that really mean·? 
The City of A owns the local electric plant. Who are the real owners? 
Is each inhabitant of A an equal owner? Or each voter of A? If 
each inhabitant is an equal owner, each is entitled to equal benefits 
from the property. Does each get equal benefits? Or are the 
taxpayers of A the real owners in proportion to the taxes they pay? 
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If so, do they get benefits in proportion to their ownership? Disre
garding words, names, this question of the real ownership of a 
"publicly owned" property is not such a simple one! 

The chief benefits of a publicly owned plant, if any, must be in the 
rates. If all the inhabitants of A are supposed to be the owners of 
the plant-equal owners-some of them, if they use no electricity, get 
no benefits at ' all. Are they, then, really owners? It is hard to see 
in what way they have any reality of ownership. Or is it only the 
users of current who are the real owners? And among the users are 
the benefits, if any, eqiwlly distributed as they should be among equal 
owners? Obviously not, as the use of current is very unequal, and 
the supposed benefits proportionately unequal. If the users do benefit 
in proportion to their use of current, are they not, then, in fact, not 
in words, the real owners, and necessarily unequal owners? Certainly 
there is no distribution of real ownership in proportion to taxes paid, 
for persons and firms are not users of current in proportion to their 
taxes. Is there any justification in public policy for real owner
ship of an electric property in proportion to current used? Is there 
any correspondence in this sort of real ownership-uncertain, chang
ing-to the contributions to the building of the property made b~· 

these owners? It is the taxpayers-direct and indirect, owners of 
property and renters-who built the plant. Do they get benefits 
from it in proportion to their contributions? Clearly, no attempt is 
made to apportion benefits, if there are any, in that way. In an 
Honestly organized and conducted private corporation, ownership
real ownership-is proportioned to contribution. Is that not nearer 
justice than this so-called public ownership in which the reality of 
ownership is hard to find and is surely not in proportion to contribu
tion? 

In my opinion, the central government and the subsidiary units of 
government should confine themselves to the true functions of gov
ernment. They should look after the public safety, should maintain 
justice between citizens, should provide certain services especially 
connected with health which private persons or organizations cannot 
or will not provide, and should seek to create an equality of opportunity 
for all. I am not going to enter at length into the question of the true 
functions of government. But I do think that the true functions of 
government do not include the production and distribution and sale 
of goods, commodities, or services. They do not include entering into 
businesses in which individuals and companies are willing to engage. 
Those activities are for private enterprise. 

The Federal Government and the subsidiary branches of govern
ment should not be thinking of getting into more businesses. Rather, 
they should be withdrawing from business activities in which they are 

now engaged. 
The depression has shown that our present economic system needs 

new adjustment to adapt it more harmoniously to modern life, to the 
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age of marvelous machines and mass production. Perhaps it needs 
more regulation by government. But while there should be a new 
adjustment and perhaps more regulation, it must be remembered that 
our system is not the result of accident or of a blind, despotic com
mand, but is the result of a slow growth of many centuries in conform
ity with human nature and with human needs. Our ills will not be 
cured by having the government take over the ownership and opera
tion of the economic system, the industry, and business of the country. 
Along that line lie the dulling of incentive, inefficiency, extravagance, 
stagnation, and a deadly leveling, a leviling not up, but down. 

It happens that the electric industry has been singled out as the 
point of attack. It has been made the test case. Logically, there is 
no more reason why the electric industry should be made the goal of 
the public ownership people than the steel industry, the textile 
industry, the oil industry, the coal industry. But it has. The Amer
ican people should realize that the contest over this one industry is a 
crucial and significant one, implying contests over other industries in 
the future and involving the whole principle of private enterprise on 
which our economic system is built. The best answer to the public 
ownership attack on the electric industry is for that industry under 
private ownership to keep its finances sound and to furnish to the 
American people the maximum service at rates th:it are as low as 
justice to investors permits. The strengthening of regulation by 
public service commissions is essential to assuring that best answer. 
It is not too much to say that upon effective regulation of the electric 
industry may hang the future of the American economic system. 

THE COST OF A PIG 

(.4. Tomahawk L eader. editorial. reprinted in the P1'blic Service 
N e ws, April 9, 1928.) 

Henry Ward Beecher once told of buying a $9 pig, feeding it $40 
worth of corn, and selling it for $10; he said that he lost money on the 
corn, but he cleared a whole dollar on the pig. 

That is the way with municipal ownership of most utilities. They 
buy a $9 pig-the plant; they feed it $40 worth of political favoritism, 
political inefficiency, everybody's business, irresponsibility, taxes that 
it does not pay-and then they sell $10 worth of service and claim a 
saving. The "pig" seems to show a profit under that system of book
keeping; but the golden corn-the taxes, the incentive, the intelligent 
development, growth and management-vanishes in the pig's hungry 
jaws. 

This gives point to the recent study made by J. A. Van Osdol, for
merly president of the Indiana Municipal League, showing that in the 
municipally owned electric utilities of Massachusetts it costs 35 per 
cent more to manufacture current and 21 per cent more to distribute 
it than it does in private plants of the same state. 
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The press is united in saying that the government has no right to 
go into the printing business and print envelopes. It is united in say
ing that the absurdly low quoted price does not actually cover the 
cost of the service; that the rest is made up in excess postal rates, 
if not in general taxation, and that the local printer is made the goat 
of a vicious political monopoly. 

Municipal or state ownership and operation of utilities is a similar 
assault on the businesses by which free men live. It pays no taxes
it is not bound by the rules that bind private competition. It has 
no responsible control that must in self-protection know its cost 
and efficiency. It can make up losses by taxation or impaired or 
curtailed service. Established as a principle, public ownership might 
well start printing offices, brick factories, stores, banks, law offices, 
shoe factories, movies, foundaries and farms. 

The press that has seen the viciousness of the so-called cheap 
federal printing that is really exorbitantly paid for by indirect taxes, 
may well condemn the advancing tide of socialized ownership. 

THE GREAT TENNESSEE BUBBLE 

The Practical economic aspects of the contemplated 
Federal power development project 

BY WILL IRWIN 
(From the Public Utilities Fortni.Qhtly, Vol. XI, No. 8, April l :l, 1933. Public 

Utilities Reports, Inc., Publishers, Munsey Building, Washington, D. C. ) 

The Muscle Shoals illusion has taken a new shot in the arm and 
passed from the paretic to the paranoiac. As first conceived-and 
actually passed through Congress-it involved an expenditure of a 
hundred and fifty million dollars. President Hoover vetoed the 
bill, and his cogent reasons seemed to appeal to the country. In a 
period of a taxpayers' revolution, that hundred and fifty millions 
looked like a lot of money for a doubtful enterprise. The Muscle 
Shoals proposal began to lose its drawing power. A stimulant was 
necessary. And daringly, the partisans of Muscle Shoals raised the 
ante from about one hundred and fifty millions to at least four 
hundred millions. 

Franklin D. Roosevelt, then President-elect, probably acting at the 
moment as spokesman for his radical Western supporters, suggested 
in vague outline a new plan. It involved creation of an "economic 
unit" around Muscle Shoals as a nucleus-an earthly paradise of 
rich farms with their fertilizer manufactured at their very pasture
fences, of newly planted forests, of factories and flourishing towns. 
Such an enterprise, the tentative announcement told us, would put to 
work almost immediately, 75,000 men; would eventually create jobs 
for 200,000 men; thus relieving unemployment by just so much and 
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g1vmg our economic system-perhaps-that jolt, that sudden stimu
lus, which we really used for recovery. 

Most discussions of the Muscle Shoals question have been highly 
technical-filled with kilowatts and ohms and peak loads and other 
terms which are as Greek to that average citizen whose attention falls 
on electricity only when he pays his monthly bills. And perhaps the 
time has come to put this question into layman's language. This is 
the Muscle Shoals problem, therefore, as reduced to its lowest popular 
terms: 

Begin with Geography. 
The Tennessee River, rising through the confluence of three tribu

taries in the Appalachians flows westward to the Mississippi through 
the state to which it gives a name, and empties into the Mississippi. 
Half way along, it takes a loop into northern Alabama. And there, 
for thirty miles, it falls by a series of swift rapids. These the old 
river boatmen named "Muscle Shoals" because it took muscle as well 
as skill to negotiate them. 

From the time when men learned how to turn waterfall into 
electric power, experts have perceived that there were kilowatts in 
those rapids. Only their enthusiasm depended upon the season in 
which they viewed Muscle Shoals. Visit these rapids in February, 
and they look like El Dorado. Visit them in August "and the flow's 
a knitting needle!" remarks one expert. In short, the Tennessee 
has those fluctuations between fioodwater and high water common 
to most southern rivers. 

Now, a company which contracts and delivers electric power must 
maintain a steady load the year through. In circumstances like 
these, producers correct the vagaries of a fluctuating river by two 
processes; a great reservoir-necessarily expensive--or a steam plant. 
This waterslide, experts knew, was a valuable proposition-if rightly 
handled. The Alabama Power Company had long perceived that 
Muscle Shoals would be a useful part of its electric system. Before the 
war, it had spent a half million dollars in exploration work and for 
lands for the necessary dam. 

Enter now the second major factor in the Muscle Shoals problem. 
Before the war, we imported from Chile most of the nitrates which 

we used both for explosives and fertilizer. Not only did the war 
bring unprecedented demand, but the sea routes to South America 
might at any time be broken. It became necessary to find a 
domestic supply. Economical extraction of nitrogen from the air
then a comparatively new process-involved large quantites of water
generated electricity. The government cast its eyes on Muscle Shoals. 
The company asked compensation for its half million dollars' worth 
of expenditure. Nothing doing! Accepting the inevitable, it made 
a patriotic gesture and sold the site for a dollar-paid by check. 
That introduces a comic episode, prelude to a larger and longer 
comedy. A publicity agent of the company, advertising its generosity, 
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published a "cut" of this bit of paper-and was fined $500 for repro
ducing a government check! 

The government had its eye, of course, on fertilizer, not power. And 
in manufacturing fertilizer-naturally-the fluctuations of a tem
peramental southern river do not count so much. When the flow 
recedes, you simply shut down part of the plant and resume full-head 
when the river rises. Nevertheless-and on account of the emer
gency-it constructed a steam-plant for supplementary power. It 
began the great Wilson Dam. It threw together hastily, and at a 
cost of $80,000,000 two units of the great nitrate plant which would 
make us independent of Chile. Then, before a wheel had turned or 
a dynamo buzzed, except experimentally, the war c;ame to an unex
pected end. 

And that gold ingot at Muscle Shoals turned at once into a gold 
brick. 

In the fifteen ensuing years, came some technical changes which 
powerfully affect this problem of Muscle Shoals. At that period it 
seemed that electricity generated from full and perpetual water 
power could over any long space of years undersell electricity gen
erated from coal. But inventors and experts were working on the 
steam problem. The result: today, one ton of coal, with modern 
equipment, produces nearly twice as many kilowatts as it did in 
1918. This consideration is vital to an understanding of the Muscle 
Shoals problem. In 1918, we may have faced the danger that com
binations of monopolists would grab our power sources. That danger 
has diminished, at least for many generations; since we favored 
Americans have hundreds of years of coal supply still in sight. 
Consciously or unconsciously, many advocates of the great govern
ment-controlled Muscle Shoals enterprise are talking in terms of 
fifteen years ago, living in the last chapter. 

But there it stood, half ready; the machinery idle in grease, the dam 
half finished. The government, perhaps wisely, threw in more good 
money and completed the dam. It could now generate electric power. 
But the nitrate plants never worked; and in their present shape never 
will. For after the war private enterprise took notfre of our depend
ence on Chile, studied the problem, found improved and cheaper 
methods, and developed a domestic nitrate industry. Even in a 
war blockade, we stand ready now to produce all the nitrates we 
need either for explosives or fertilizer. And the $80,000,000 factories 
on the river bank became gradually almost as obsolete as a 2-cylinder 
automobile or a single-shot Sharps rifle. 

The government did the only sensible thing in the circumstances and 
arranged to lease its power-transmission plants to those local com
panies which supply light and power to that sparsely populated region. 
They use, in the months of low water, almost the full force of the 
flow over Wilson Dam. They supply the lack either from their own 
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separate resources or from that supplementary steam plant beside 
the dam. On that last device they fall back as seldom as possible. 
For the plant is, of course, antiquated; and the long haul of coal 
creates additional expense. The Muscle Shoals assembly, as it 
stands, is a useful part of a light and power system, but only a part. 
One may judge its real value by the fact that when Henry Ford 
proposed a few years ago to take it off the government's hands, his 
tentative offers ran between five and ten million doliars. 

However, the Muscle Shoals illusionists kept right on. If the 
Wilson Dam stood troubled by irregular flow, let us correct that by 
raising a large proposition to the dignity of a colossal proposition. 
On the tributary Clinch river, three hundred miles away, lies a spot 
suitable for a huge reservoir and known now as the "Cove Creek site." 
Construct and dam this, and it would supplement the flow-not 
wholly; the steam plant must still exist; but partially. And it would 
increase greatly the total of power from Muscle Shoals. They added 
in the Cove Creek project. 

By now, the proposal came to-well, call it $150,000,000; a few 
millions more or less do not matter when you are viewing a paper 
scheme through rosy mists. This cost included a new big dam at the 
Cove Creek reservoir, an improved steam plant, rehabilitation of the 
obsolete nitrate plant. They wrapped this up with provisions to 
encourage those enlightened communities which kicked out the "Power 
Trust" and took control of their own electric power distribution, with 
other provisions assuring that jobs on the new project would be safe 
for the boys, and somehow got the whole package passed through 
Congress in 1931. President Hoover, being an engineer expertly 
advised by the army engineers, vetoed it, and it did not pass over 
his veto. He gave his reasons fully and publicly. Only one of these 
needs mention at this moment: 

Where, he asked in effect, were the consumers? 
Expounding that thought, our big cities, our industrial centers, 

were settled into their places by old economic and political laws, and 
none of them is near Muscle Shoals. If this fruitful waterslide lay 
in the Catskills, adjacent to the great New York center of machine 
production and consumption, in the Illinois hills convenient to Chicago, 
in the Sierra near Los Angeles, Muscle Shoals would, indeed, be 
El Dorado. 

But it doesn't. 
The region immediately about it subsists by agriculture, has few 

manufactures and relatively low standards of consumption. The 
average voter, not being a specialist, was incapable of grasping the 
finer technical points in President Hoover's veto message. But every
one could understand the futility of producing goods when you had 
no customers. That argument had to be met. Very well, bring on 
consumers. And the new Muscle Shoals scheme-the pipe drawing 
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freely-expanded from grandiose to colossal to cosmic, became a 
"new economic unit." 

Among the minority reports of engineering experts was one per
fectly sound exercise in idealistic mathematics. It showed the max
imum possibilities of the whole Tennessee river for production of 
electric power, combined with a scheme for flood control; including 
eight big installations beside the one at Wilson Dam. The estimate 
of cost ran to $345,000,000. If you wanted to juggle the books a 
little, you could deduct $74,000,000 for improvement of navigation, 
and reach the more moderate sum of S271,000,000. The Tyler plan, 
considered in the 1931 Muscle Shoals report, was more modest. It 
omitted navigation, included one less dam, and ra!'! to $228,000,000. 
But neither of these plans comprises one feature which the true Muscle 
Shoals fanatic holds indispensable. This is a proposal for additional 
storages in the headwaters of the tributaries. The estimates of 
potential power, as given out, often include the effect of such stor
ages. The cost has never been surveyed. But an expert who does 
not sit in on the big game estimates the construction of forty-six addi
tional storage dams at $350,000,000 ... 

I wrote modestly a few paragraphs ago, that the estimated cost 
of the Muscle Shoals proposition had risen to four hundred millions. 
Oh well, I was just following example, and throwing figures about 
loosely. Make it five or six hundred millions and you'll be just 
as accurate. Also, there's the matter of bringing the eighty-million
dollar nitrate plant up to date. That will be only a minor item, 
however; not more than ten or twenty-five or maybe forty million 
dollars. When you're thinking in terms like these, that's small 
change. 

The less ambitious of these schemes involves 509,500 kilowatts, 
or 4,460,000,000 kilowatt-hours per year; of course more than the 
population of the Tennessee valley and environs can use. Ah, yes, 
but we're going to move in a population! With the Muscle Shoals 
plant manufacturing nitrates, hard-scrabble farms along the Ten
nessee valley will blossom like the rose. There will be cheap, abund
ant power. Enterprising men will see the opportunity and start 
factories. Then we can add a scheme for reforesting such of the 
basin as our happy, new-prosperous farmers do not need for agri
culture. Of course, that will not involve electric power, but it will 
help dress ~p the show. Finally, as the new government plan begins 
to put out of business the merely commercial power-and-light com
panies in Tennessee, Alabama, and vicinity, the government plants 
will employ more and more men at the generating stations. It will 
take-say-seventy-five thousand men to install thi,; ambitious proj
ect. And when it is installed, and farmers begin to appreciate the 
beauty of cheap government fertilizer, and factory owners clamorous 
for good government power arrive on every train, the new project 
will support-well, let's say 200,000 people. 
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True, sodden souls, reviewing this work of art, express craven 
doubts. They remark, for example, that we seem just now to be 
producing considerably more farm truck than we can consume or 
sell abroad, that modern factories are lying idle all over the country, 
that every engineer or electrician or stenographer or laborer put to 
work on the new Muscle Shoals electric plants will only displace an 
engineer or electrician or stenographer or laborer in the bourgeois 
plants now supplying light and power to that region of the South. 
Such small spirits, however, are incapable of perceivfog the higher 
and more imaginative economics. 

Then there is the bookkeeping feature of the plan-one of its chief 
beauties. It is not a power enterprise alone, though that stands as 
the main point. It is a power, flood-control, and navigation enter
prise. 

As for flood control; the Tennessee is by no means one of our 
major problems, except as it affects the mighty, troublesome Missis
sippi. When in 1926 a combination of weather factors brought such 
a flood on the Mississippi as may not recur for three hundred years, 
a proposal to control the river by storage dams at headwaters of 
the tributaries drew much attention from the newspapers. I reported 
that disaster, and talked remedies with the best river engineers in 
the United States-which means the best in the world. One and all 
dismissed this plan because of its prohibitive expense and its probable 
ineffectiveness. The present Federal scheme for Mississippi control
revision of the levee plan, spillways, emergency reservoirs in the 
marshy lowlands---€xpresses the best engineering opinion on this prob
lem. As for navigation, any really fruitful use of such rivers as the 
Tennessee must wait one or two more generations. The condition 
of our railroads shows that we are just now over-provided with trans
portation. But if the ship of state, tacking up Muscle Shoals, runs 
into snags, the losses and deficiencies can always be charged up to 
navigation improvements and river-control. A little jugglery, and 
the inquisitive taxpayer cannot tell for years and years whether or no 
it is running at a profit. 

The scheme of finance is just as interesting, original, and-in a 
certain way-useful. Its proponents point out that the Muscle Shoals 
enterprise will stand in a splendid position to undersell privately owned 
companies because it has no dividends to pay, no interest charges to 
meet-no capital expenses whatever. That is true. If it happens to 
be somewhat efficiently managed, if its bookkeeping shows even 
mediocre ingenuity in juggling items, it can probably put the privately 
owned lines in the region out of business. But a little rudimentary 
thinking shows who will pay the capital expenses. Whether the three 
or four or six hundred million dollars come from the overburdenea 
national treasury or from the sale of bonds, it will be the grocer of 
Dubuque and the garage keeper of Sacramento and the school teacher 
of Minneapolis-the whole body of American taxpayers coming 
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through with one more little bit in order to support the Great 
Tennessee Boom. 

The Muscle Shoals bubble is being blown by politicians; and it 
has for them three great uses. First, and dearest always to the 
political heart, votes. Then-almost equally dear-pork. And 
finally, a splendid chance to exploit a theory which is a campaign 
best seller in parts of the country. 

Taking these in order: the inhabitants of the Muscle Shoals region 
will naturally feel tenderly toward the party or faction which has 
handed them a four, five, or six hundred million dollar chunk of bus
iness. But as a political element, they shrink to insignificance beside 
the nation-wide agricultural vote. The politicians most interested in 
Muscle Shoals as a government proposition come from the corn and 
wheat belt. They have educated the farmer into believing that he is in 
the grip of a fertilizer trust. By means of the hidden-card financing 
and super-bookkeeping I have described above, they can probably 
undersell the ordinary, commercial nitrate producers-for a time. 
And they can see that the time does not pass until after one or two good, 
smashing elections. 

As for pork-here is pork in a gilded barrel. The Muscle Shoals 
bill of 1931 contained a curious provision which lays this intention 
wide open to view, and upon which President Hoover put his finger in 
his veto message. The whole enterprise--construction, electrical 
operation, and fertilizer manufacture alike-was to lie under control 
of three directors, "not more than two of whom shall be members of 
the same party." 

Nothing about their qualifications a s engineers, electrical experts, 
or chemists-only their politics. But a qualification still more curious 
followed this piece of self-revelation: 

No man was to occupy one of these positions unless he professed 
"a belief in the feasibility" of this whole show. 

This "test," applied to a coldly scientific enterprise, smacks quaintly 
of the medieval. "Profess," says the bill. Since mendacity is in 
these days easy and common, there is only one way to prove that the 
applicant for a position as director is not assuming belief in order to 
get a job-put a lie detector on him! But the intention of the 1931 
.act was perfectly plain; and doubtless it has not changed in two 
years. These three jobs were to serve as rewards to constituents of 
the men and factions in Congress who have been urging the Muscle 
Shoals proposal. And so it would go down through the list-engi
neers and electricians, chemists and fertilizer experts, contractors and 

subcontractors. 
Tammany never conceived anything half so brilliant. 
Third point: The men in Congress who have fought for ten years 

to "put Muscle Shoals on the map" have one common political motive
a battle to "smash the Power Trust." 
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Now, this writer does not profess to say whether there is a Power 
Trust or no. This is a complex world just now, and full of special
ties. In a controversy over anything so technical, the layman must 
spend years investigating for himself or take his beliefs on authority. 
Here, the authorities on both sides are self-interested parties-the 
proponents interested in a political issue, the opponents in keeping 
their business and their profits. The hard-minded man must, under 
these circumstances, refuse to form a snap-judgment. But I do know 
this: if I stood convinced that a Power Trust was fastening its grip 
on our homes and factories, our sons and daughters, our legislators, 
and our institutions, I should look for some less clumsy and cracked 
weapon to fight its sinister intentions than this Muscle Shoals plan. 

Finally, an electric power expert has produced of late some interest
ing figures parallel to the more modest of the Muscle Shoals proposals. 
That, remember, would cost $228,000,000. Subtract from this the 
cost of Wilson Dam and the Sheffield steam plant, already built, and 
you have a total of about $176,000,000 for construction of the full plan. 

It would produce 509,500 kilowatts-at an operating and mainte
nance cost-including items that would be charged to "navigation and 
river control"-of $20,739,000 a year. As I have said, the efficiency 
of coal as a generator of electric power has grown amazingly in the 
past decade. Further, steam-generated power, in contrast to water
generated power, has what you might call mobility. You can locate 
your plants with relation both to sources of coal supply and to 
centers of distribution. 

"The order," said the expert as he sat down to work, "is for 509,000 
kilowatts, steam-generated, delivered in Tennessee and northern Ala
bama. Very well." 

And his results: Cost of installation complete, $58, 700,000. Yearly 
cost of operation and maintenance (including interest, taxes, and 
renewals) $12,190,000. 

In short, private capital, working with steam, could install the 
same job for one-third of the government price; could deliver the 
product for three-fifths of the government price ... 

Yes, this man is an interested party. It would be difficult to find 
a real expert on electrical power who isn't. But I hesitate to think 
that he would hazard his professional reputation on a set of faked 
estimates; especially since they must presently stand the searching 
test of a congressional investigation. 

WHAT BUSINESS WANTS FROM CONGRESS 

BY LAURENCE TODD 

(From the Nation, Vol. 125, No. 3257.) 

No public competition with private investment: that, in substance 
is the demand which organized business will make upon Congress in 
the session just beginning. 
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Whether one examines the legislative program of the National 
Association of Manufacturers or that of the Chamber of Commerce of 
the United States, or looks into the activities of the compact new 
Joint Committee of National Utility Associations, or speaks to one 
of the hundred special representatives in Washington for some one 
industry, the inquiry brings this consistent reply. Business desires 
aid from the government, but it requires first that the government 
refrain from competing with private initiative. 

Water-power is the spearhead of conflict, at the moment, between 
the forces of organized business and the elements that seek to adapt 
government to the service of the commonality. Seventeen billions 
of dollars of investment, according to George B. Cortelyou, chairman 
of the Joint Committee of National Utility Association, is repre
sented in that body. Its chief component parts are the National 
Electric Light Association, the American Electric Railway Associa
tion, and the American Gas Association. Its director is Stephen B. 
Davis, former solicitor of the Department of Commerce under Mr. 
Hoover, and now vice-chairman, under Hoover, of the American Dele
gation in the International Radio-Telegraph Conference. Its coun
sel in Washington-described by Senator Hiram Johnson as its chief 
lobbyist-is Josiah T. Newcomb. What Newcomb asks of the new 
Congress is significant-the leasing of Muscle Shoals power plant to 
private interests, the abandonment of public construction of a power 
plant at Boulder Canyon on the Colorado River, and the shelving of 
the resolution offered by Senator Walsh of Montana, inquiring into 
the power trust and other recent rapid consolidations of investment 
capital. 

For several years past the National Electric Light Association 
has sought to convince the American public that electricity is sold 
in this country by private corporations at a low cost. It has pro
moted the publication of arguments seeking to show that the publicly 
owned giant-power system operated by the Ontario Hydro-Electric 
Commission is not selling electricity at half the rates charged in the 
United States. Yet so rapidly has risen the tide of public interest 
in Ontario Hydro Electric, and so firmly have the hopes of consumers 
been grounded upon declarations against the private-power monopoly 
by Governor Smith of New York and former Governor Pinchot of 
Pennsylvania that the Electric Light Association has joined forces with 
the street-railway and gas companies' federations, to deal directly and 
openly with Congress. It now purposes to stop the current of public 
enthusiasm for a government-owned giant-power system based on the 
Muscle Shoals and Boulder Canyon power resources. Moreover, it is 
determined that the Senate shall not look critically into the mergers, 
consolidations, purchases, recapitalizations, and other steps which 
have advanced the General Electric group to domination not only of 
electric power but of the radio industry. 
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Senator George W. Norris deli\·ered a speech at a reception given 
in his honor, last spring, by the National Popular Government League, 
in which he decl a red for the Ontario plan and said that the govern
ment should proceed to develop a chain of power plants across the 
country, which would duplicate the Ontario performance. That is, 
they would cut in half the present charge to consumers for electric 
current, and \WJuld correspondingly stimulate the electrification of 
industry, commerce, and housework. This speech created such 
anxiety in the offices of the power companies that Xewcomb delivered 
an address on October 13, before the Southern Appalachian Power 
Conference at Chattanooga, devoted to denial of the existence of a 
power trust and declaring that "the progress desired and the solution 
of the problems presented" in the industry today "are constantly being 
delayed and obscured by go,:ernment ownership projects. These 
schemes are inadequately prepared. Practically none of them is ever 
put through." 

That none of them shall be put through the new Congress is the 
practical task which :.\Ir. Xewcomb has set himself. To his aid have 
come the rival general organizations for promotion of business meas
ures before the national legislature-the National Association of 
:.\lanufacturers and the Chamber of Commerce of the United States. 

In the resolution adopted by the X . A . :.\1. at its convention in 
Chattanooga in October the water-power issue is obliquely dealt 
with in connection with the problem of )lississippi flood control. 
Federal action and federal responsibility for prevention of future 
floods are demanded, but if dams at resen·oir sites are to be built, 
power plants in public hands are barred. Thus: "Such plan for 
control of our greatest and most dangerous river should be shaped 
with that single object in view and relieved from the handicap of 
any other plans or secondary proposals which interested groups or 
sections or partisan interests may seek to attach to it." 

.. The Chamber of Commerce is of opinion that flood control of the 
)lississippi Ri\·er is a work of such magnitude and urgency that it 
should be dealt with in legislation and administration upon its own 
merits, separate and distinct from any other undertaking." 

If there be ambiguity in these phrases, there is none in the further 
declaration by the chamber in its official current program issued on 
October 17, that 

In the National Chamber's confession of economir faith 
this principle stands paramount-that government scrupu
lously refrain from entering any of the fields of transporta
tion, communication, industry, or commerce, or any phase of 
business when it can be successfullv undertaken and conducted 
by private enterprise. The chamber, to be sure, recognizes 
that the utilities, invested with a public interest, are subject 
to government regulation, but it insists that such regulation be 
so exercised that it become not burdensome as to cost and not 
palsying to that initiative without which adequate and efficient 
service is impossible. 
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One of the second-rate powers in the world of business-representa
tion in Washington is the American Mining Congress. Early in 
November it issued a press statement. 

Government ownership or control of busines& is opposed 
by three-fourths of the r eplies to a nation-wide questionnaire 
by the American Mining Congress which was sent to a selected 
list of 500 leading authorities on banking, taxation, industry, 
production, and transportation, as well as t o editors, econ
omists, engineers, college presidents, lawyers, and clergy 
men. . .. During the past two years there ha~ been much 
discussion as to the proposi tion for the invasion of the gov
ernment into private industry. Its ramifications lead from 
municipally operated street-r ailway and lighting systems 
into State-operated insurance and construction of public 
works by day labor instead of by contract; construction serv
ice by navy yards for outside parties . . . etc. 

At a conference staged by the Mining Congress in Washington for 
December 1 to 3, Phil P. Campbell, former Congressman from Kansas 
and now identified as counsel for oil interests, is scheduled to talk on 
Federal Control-the Bugaboo of Industry. 

If the power lobby appears certain to hold the center of the stage 
in Congress with its fight against the beginning of any public experi
ment in production and sale of electricity, the shipping and railroad 
groups will be no less busy defending their sectors against the com
mon foe. In the programs of the National Association of :Manufac
turers and the Chamber of Commerce is the demand that the 
American merchant marine be developed as a private enterprise and 
that railroad consolidation be left to the railroad owners. The 
N. A. l\L declares firmly against public ownership or operat ion of 
transportation facilities "wherever private ownership and operation 
is possible." The chamber is " unalterably opposed to government 
ownership of land carriers as it is opposed to government ownership 
of ocean carriers." The chamber says that 

Experience of ten years of government in the shipping 
business has proved beyond cavil that American business has 
not that degree of confidence in a government marine that 
must prevail if the American marine is to meet commercia l 
needs in peace time and defense needs in war time. The 
chamber, moreover, is opposed tc a proposal coming befor e 
Congress for yet another costly experiment in gove:·nment 
shipbbuilding in furtherance of government ownershi p. 

But the chamber is not content with mere opposition. It 
is in support of sound measures to encourage private invest
ment in shipping enterprises . . . Congress can assist in brmg
ing this about a nd at materially le~s cost to the taxpa;;er 
than by supinely accepting the defeatist propaganda t_hat gov
ernment ownership is the on!~- way to keep the _.\men can flag
on the seas. 

Former Chairman Hurley of the United States Shipping Board 
has come fo rward with a proposa l, which may possibly be in line 
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with this declaration, that Congress provide for a loan of $500,000,000 
at 21h per cent interest, to private shipbuilders in this country. 

The ubiquitous Joint Committee of Mr. Newcomb, realizing the 
need for general propaganda against the public ownership doctrine, 
has issued a pamphlet entitled "Government-Federal, State, Local
Fails in Industry." It begins with selected sentiments from Abraham 
Lincoln and Herbert Hoover, enters into a misrepresentation of the 
degree of success achieved by public ownership in Ontario :oi,nd else
where, quotes George E. Roberts of the National City Bank to prove 
government operation of railroads, navy yards, and mints inefficient, 
and finally comes to a symposium entitled Great Minds Speak. 

Calvin Coolidge is selected as the first great mind. The first 
sentiments quoted from an address delivered when he was Governor 
of Massachusetts are these: "The alternative to private ownership 
and control is public ownership and control. Broadly extended, this 
is communism." Other great minds, quoted in balanced statement, 
are William Howard Taft, Charles Evans Hughes, Herbert Hoover, 
Senators Watson of Indiana and Fess of Ohio, the late Cardinal 
Gibbons, and John Spargo. 

Spargo raises the question of a broadened capitalism: 

Unless I misread the signs of the times, the great need of 
the world, the fundamental requisite for economic rehabilita
tion, is a vast strengthening of the capitalist system of the 
several countries. This requires a tremendous augmentation 
of private enterprise and the incentives to such enterprise. 
It requires a great strengthening of faith in the security 
of investments and the opening up of all possible channels 
for investment in productive enterprises. It requires the 
development of a vast army of investors in every country. 

This is the most effective line of opposition which lobbyists in 
Washington have found, in recent sessions, against sentiment for 
public ownership. Newcomb's organization will demand the private 
leasing of Muscle Shoals and the blocking of the Swing-Johnson bill 
for construction of the dam and power plant at Boulder Canyon, in 
the name of the "vast army" of shareholders and bondholders in 
public-utility enterprises. Newcomb has already suggested, at a 
luncheon given to a selected group of press correspondents in the 
capital, that investments in the industry should not be disturbed by 
the threat of government competition or by government inquiry into 
private business affairs. 

For this reason the public-ownership advocates, stubbornly holding 
out against the "vast army" of investors, hopefully will quote the 
American Economic Review's discovery that, of the stock of a big 
railroad in the hands of "employees,'' 89 per cent is owned by officials, 
8 per cent by higher-paid clerical employees, and only 1 per cent by 
engineers, conductors, and other manual workers. Wide diffusion of 
stock ownership, as a realization of public ownership under efficient 
private management, will be claimed by the spokesmen of organized 
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business to be the :most significant fact in American economic life 
today. The fact will be denied by the spokesmen of organized labor 
as well as by the public ownership specialists. And in face of that 
dispute as to fact the session will muddle through. 

FREE ENTERPRISE AND TECHNOLOGICAL 
ADVANCE' 

(From Neu• York T imes. October 25 . 1933 ; r ep rinted in the Public Ut ilit ies F ort
n ightly, January 4, 19 34, p . 39. Public Utili t y R eports , Inc., Publis her s, 

Munsey Iluildin g-. Washington , D. C.) 

Ninety per cent of the exhibits (at the Chicago World's Fair) mark 
advances in our civilization working without inspiration, compulsion, 
control, or even suggestion from the government itself. In fact, it 
is noteworthy that the government has done very little to contribute 
to this century of progress, while, on the other hand, much has been 
prevented, much has been thwarted, much has been hindered by the 
heavy, cold, clammy hand of bureaucracy. 

IS GOVERNMENT OWNERSHIP A CURE-ALL FOR 
OUR ECONOMIC ILLS? 

(Excerpt; from an arti cle in the Pu.blic Ut ilities Fortni ghll!I. July 23, 1931. P ublic 
Utilities Reports, Inc., Publishers , MunRey Building, Washington, D. C. ) 

Government ownership seems to be advocated as a solution for 
problems as far apart as the poles. Critics of the electrical utilities, 
for instance, who suggest government ownership as the only way in 
which the common people will ever get a square deal, stress alleged 
exorbitant and extortionate profits realized by the power utilities 
during the last few years as the principal reason why the government 
should put an end to this exploitation of the public. Those who 
advocate government ownership of railroads, on the other hand, point 
out the seeming failure of the railroads to operate profitably under 
private management as a real argument for social control. 

In other words, government ownership is suggested (1) for the 
electrical utilities because they are making too much money; (2) for 
the railroads because they are not making enough money. 

This proposal of an identical remedy for contrary economic ills is 
not necessarily prim a f acie evidence of an unsound analysis. To use 
a homely analogy, it is fairly respectable medical practice today to 
prescribe a diet for obesity that does not differ radically from that 
prescribed for lack of weight. Such a paradox, however, does require 
a reasonable explanation before meriting the approbation of clear
thinking citizens. 

tTitle su pplied by the editor of t he llulletin.-Ed. note. 
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