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PREFACE

THE crear DIFFICULTIES that have been experienced by public
utilities commissions in regulating utility rates have to a consider-
able extent been due to the large fluctuations in prices throughout
the greater part of the period in which the pelicy of admin-
istrative rate making by commissions has been in effect. In the
decade prior to the World War the rise in prices was moderate
and it was possible, although not without some difficulty, to
make the necessary revision in utility rates. The tremendous
rise in prices during and immediately after the war necessitated
large and frequent revision of rates which could not be made
satisfactorily in view of the general opposition of consumers, The
short period of relatively stable prices in the 1920’s relieved util-
ities commissions to some extent of the burden of frequent rate
revision. However, with the sharp decline in prices during the
recent great depression, difficulties were once more encountered.
Consumers pressed for large reductions in rates, and utility com-
panies faced with a decline in revenue from decreased sales
resisted rate revision that would have reduced their net incomes
even more. ‘
Even the instability of prices would not have prevented ef-
fective regulation of utility rates if a satisfactory rate making
method had been available. Unfortunately, the rate making rule
established by the courts was too complex in its required pro-
cedure to permit the prompt and complete adjustmeth of utility
rates in'the period of rapidly changing prices. The ultimate pur-
pose of the rule that utility rates must provide a fair rate of re-
turn on the fair value of utility property was to duplicate in the
field of regulated rates the process of normal price determination
in competitive society. Although it would have been desirable to
regulate utility rates in a manner that would generally maintain
equality of the prices of utility services with their costs of pro-
duction, this was not in fact achicved under the rate making rule,
With the complex, dilatory, and expensive rate making procedure
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required under the rate making rule it was impossible to bring
about prompt adjustment of rates with changing costs of pro-
duction. Utility rates thus acquired an undesirable rigidity en-
tirely out of harmony with the purpose of the rate making rule.
The+experience of the past twenty years shows conclusively the
futility of attempting to regulate utility rates on the precise
pattern of the price making process of competitive society.

Throughout the war and again in the great depression, com-
missions found it was impossible to use the rate making method
and procedure required by the rate making rule. Instead, it was
necessary to develop new methods of rate making that permitted
the use of a simpler procedure under which rates could be ad-
justed more prompdy to changing operating costs. The rate
making methods developed during the period of unstable prices
were designed to introduce greater flexibility in the rate making
process, and for this reason they deserve consideration with other
proposals for increasing the effectiveness of rate regulation,

It is the purpose of this study to show how the rate making
rule and its procedure were developed, to consider the difficulties
that were experienced under this rule, to discuss the new methods
of rate making that commissions used during the period of rapid
fluctuation in prices, and to offer a reasonable solution for the
rate making problem.

‘This study of Public Utlity Rate Making and the Price Level
was undertaken at the suggestion of Professor F. W. Taussig.
In his Principles of Economics (II, 118), Professor Taussig has
commented briefly on the effect of the abrupt price advance dur-
ing the war on the public utility industries. I have tried to carry
the analysis into various aspects of the rate making problem dur-
ing the war and postwar years and during the recent depression.
The aid and advice of Professor Taussig have been invaluable
in completing 'the study.

I should like to record my obligation to the Harvard Club of
Chicago for the scholarship I held in 1927, and to the authorities
of Harvard University for the Ricardo Prize Scholarship and the
University Fellowship in Economics that I held in 1g28.
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Acknowledgment is made of the kindness of the McGraw-
Hill Book Company for permission to use data on construction
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E. M. B.
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Works & Improvement Co. (W.
Va.), 87; Brooklyn Borough Gas Co.
(N. Y.), 19, 47; Columbus Gas
Light Co. (Ind.), 97; Elizabethtown
Gas Light Co. (N. ].), 54, 100; Iro-
quois Natural Gas Co. (N. Y.), New
York Interurban Water Co. (N. Y.),
78: New York State Railways (N.
Y.), 80; Scuthwestern Bell Tele-
phone Co, (Mo.), B6; Springfield
Gas & Electric Co. (11L.), 96; United
Railways & Electric Co. of Balti-
more (Md.), 108; Waukesha Gas &
Electric Co. (Wisc.), 82

Stocks and bonds. See Securities

Stone, Justice, 88, 102, 114

Street railways, 20, 34, 732, 73

Supreme Court on capital cost and re-
turn, 134; constitutional guaranties,
4; contract rates, 134; corrective in-
dices, 114; current prices, 53; fair
value, 16-17; fixed rewurn, 93; for-
mulas for rate making, 1z0; jurs-
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rule, 5; rate of return, 13, 19, 100~
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split inventory, 8s5-86; wuniform
methods of rate making, 10; war-
time return, 95

Supreme Court, cases in, Bluefield Wa-
ter Works & Improvement Co., 87,
102; Cedar Rapids Gas Co., 18;
Chesapeake & Potomac Telephone
Co., 114; Consolidared Gas Co., 17;
Dayton Power & Light Co., 116;
Galveston Electric Co., 64, 86, 101;
Georgia Railway & Power Co., 102;
Ilincis Bell Telephone Co., 118; In-
dianapolis Water Co., 56; Lincoln
Gas & Electric Co., 95, 101; Minpe-
sota rate cases, 18; Muns v. Hlinois,
43 St. Louis & Q'Fallon Railway Co.,
85; San Diego Land & Town Co.,
17; San Joaquin & Kings River
Canal & Irrigation Co., 17; Smyth v.
Ames, 8; Southwestern Bell Tele-
phone Co., 62, 86, 1or; Texas rail-
road rate cascs, §; United Railways &
Electric Co. of Baltimore, 108; West
Ohio Gas Co., 118

Sutherland, Justice, 108

Swayze, Judge, 100

TELEPHONE industry, 15, 20, 33,
72, 73, 114

‘Temporary deficiency of return, 94-95,
111

Temporary rate making, 111, See alvo
Emergency rate making

Temporary valuations, 36, g1, B1

Tennessee Railroad and Public Utlities
Commission, 110

Tentative valuations, 42, 81

Texas railroad rate cases, 5

Thom, A. P., 133

Toledo Railways & Light Co. (Ohio),
41, 95

Tompkins, Judge, 79

Transit Commission of New Yerk, 78

Transportation Act of 1920, 83-84, 102

TUNIFORM methods of rate making,
16, 20, 21, 22, 121, Ser also Formula
for rate making
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Unit prices, 10, 12, 26, 44, 83, r13.
See also Average unit prices

United Fuel Gas Co. (W. Va.), 112

United Railways & Electric Co. 'of
Baltimore (Md.), 108

Utah Public Service Commission, 94,
112

Utica Gas & Electric Co. (N. Y.), 79

Utilides. See Eleetric light and power
industry, Gas industry, etc.

VALUAT[ON’, conferences on, 48,
49, 131; expense of, 27; informal
methods of, 42; objects of wartime,
59; reduction of, 49, 50; wartime
methods of, 41-42. See also Average
unit prices, Corrective indices, Fair
value, Prudent investment, Repro-
ducton cost, Split inventory

Valuation Act of 1913, 44, 83

Valuation Brief of 1915, 45, 51

Value of money. See Purchasing power

Vcrmont Public Service Commission,

Vigguna Railway & Power Co. (Va.),

0

Virginia State Corporation Comimnission,
6o, 61

W AGE rates, 33, 83, 112

War, burdens of, 38; boards, 33; con-
struction costs during, 38; emer-
gency, 95; fair value in time of, 413
interest rates during, 29 38; objects
of rate making in tme of, 33-34
89; rate making rule and, 41; sacri-
fices of, 40; valuation methods de-
veloped in time of, 32. Sec alro Av-
erage unit prices, Corrective indices,
Normal return, Normal valvee, Splic
tnventory

War Finance Corporation, 97, 99

Washington Department of Public
Works, 30, 115

Water works, 15, 20, 72, 73

Waukesha Gas & Electric Co. (Wisc.),
82

West Ohio Gas Co. (Ohio), 118

WestsPalm Beach Water Co. (Fla.),
11

West Virginia Public Service Commis-
sion, 58, 87, 112

Wilson, Woodrow, 34, 37, 97, 99
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Wisconsin-Minnesota Light & Power
Co, (Minn.), 64 '
Wisconsin Public Service Commission
on average prices, 45; common stock
basis for returm, 117; corporate
needs, 100; emergency rates, IIT;
rate of remrn in depression, 130;

split inventory, 77, 80-82
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Worcester Electric Light Co. (Mass.),
106
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Yield on utility bonds, 94, 104, 107,
114, 315

York Water Co. (Penna.), 52
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