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PREFACE 

::'THE GREAT I>lPFICULTIES 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 pan of the period in which the policy of admin­
istrative rate making by commissions has been in effect;) In the 
decade prior to the W mid 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 teduced 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 adjustment 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 tht 
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 .at would generally maintain 
eq~lity of the prices of utility services with their costs of pr0-
duction, this was not in fact achieved 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 fate 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 promptly to changing operating costs':: The rate 
making methods developed during th., period of unstable prices 
were designed to introduce greatq flexibility in the rate making 
process, and for this reason they dese...,e 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 wereexperienced 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 Utility Rate Making fZtJa the Price Level 
was undertaken at the suggestion ofi,"ofessor F. W. Taussig. 
In his Principles of Economics (II, u8), 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 poft)var years and during the recent depression. 
The aid and advice iK"&',;ofessor 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 Ig28. 
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139 
nUWons pzc£er, 48, no; consider­
ation required, 8, l2, 83. and con­
stirutional ri%hts. 22, ~3; and c0r­
porate needs. 38; ClU'CCDt prices. and. 
12.4; durinjt dcpres:sioJl, Ill; disad­
vantaJ!eS o~ 122; economic aspects 
of, 36-28; investors and, 2'; kR31 
theozy of. 23; method of dctermi.n­
insr. 26; price BuctUations and.. 2r~ 
22; security issacs and, 38; and sta­
bility of return, 25; and split iDvea.­
tory, 7S. 8g, 90; and wortim. valu­
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Public int~ .3 
Public owaershiPt ,~ 131, 132 
Public pun:ha.se, .131 • 
Purcha.siog power, 25, S5, 71, 110 
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Railroadss 30, 33. 44. 83-55, 133 
:Rate base. s~ Fair value 
Rate making. administrative. 6; com­

petitive. 3 •• ,; legislative. 4. s; prcb­
lems~ ,-,j rule. " 6, 8, 16J 18; 
unifurm methods 0£, 16; unit prices 
and, 12; unsettled questions of. 9. 
wartime methods. 0£, 6, '1, 33-34. 31. 
41. See also Average prices, Correc­
tive indkcs. Fair value. Procedure 
for rate making, Prudent investment. 
Rate of return, Reproduction cost, 
Split inventory 

Rate of mum, base to which applied,. 
91; capital cost and. 28-2~ 31~ cap­
ital structure andJ 30-31; compensa­
tory. 19; in competitive industry, 31; 
controversies on, 29; in depressioa, 
II4-15. u,; dividends and, 97. and 
em~ rates. III; excessive. 30-
31; furors a1icctinJt, 14; interest 
rates and. 21, 91; past earnings and. 
16; pronts and. Its; proposed meth­
ods of dc:termininjf~ uS; in prosper_ 
ity. 101-8. 1I9; variability of,. :29; 
wartime methods of dctcrminin2'. 
3%. S" slso Capital Q)$l., ComlDOft 
stock basis for return. Corporate 
needs, Normal retUrn, Stable.retumJ 

Standard rate of rerum. 
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come and. :2:2, 111; emer~, lIZ; 



inadequale, Si prices and, 2;I~3; 
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Rncr. P. J., 73 . 
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Reaulabon. 3, 1, 134 
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121; advantages ois 23.25: and av· 
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ript! and, 11; durinx depression, 
112; disadvana:~ of. 23'"25; domi­
nant consideration JtivCA to, 105. 
106; economic asp!:Cts of, 22-25; and 
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J!3i theory of, 23; =thod of de ... -
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and, 21, 22; and wartime valuatioa., 
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Richberg. D. R., 92 
Rigidity of rates.. 27 
Risk, 14. 15. 28, 30 
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Roosevelt. Franklin D.. 125. 121 
Rosenberry, Judge, 80 
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ST. JOSEPH Railway, Lijlbt, Heat .. 
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Securities. 25. 28, 38, 91 
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rate makina:. 41, 42 
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Southern Califomio Telephone Co. 
(Calif.), 105 
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(Mo.), 20. 430 62. 93, 101, JI,3 

Speculation, 28, 82, II9 
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tude of courts -.rei, ,.a·ao, 85; 
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and. 76; built up value, 15; claui~ 
ned invcotory~ .5; defined, 1S; divi­
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Sp<in£fic!d Gas It EIccrric: Co. (Mo.). 
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Stable return, 2" 71. See tdsfJ YlXCd 

return 
StaQdard rate of a:tum, 19, 91, 95"96, 

104. lOS. 117. 131 
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burdens of WU', 94; corrcc:cive in­
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100, n J;: DOtmal retUm. 96, 91; 
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Va.), 8,; Brooklyn Borough Gas Co. 
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Stone, Justice. 88. 102, 114 
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Supreme Court on capital COlt and rc-. 

turn. 134: constitutional .RU1ll'UlUes, 
4; contract fates. 134i corrective in­
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value. 16-170 fixed rerum, 93j for­
mulaa fer ~ makiIut". 120; juriJ.. 



diction. 9; land value. 11:; prudent: 
investment, 18~ 134; rate makinsr 
role. So rate of retum. 13. 19, 100· 
101. 108; reproduction cost. %8; 56; 
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methods of rate making. :0; war­
time return, 95 

Supreme Court, cases in. Bluefield Wa­
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Chesapeake .. Potonw: Telephone 
Co.. U4i Consolidated Gas Co., 11; 
Dayton Power Ie Light Co.. n6; 
Galvmon Electric Co •• 64. 86. 101: 
Geor~ Railway It Power Co .. 102; 
Illinois Bell Telephone Co .. uS; In­
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Gas" Electric Co., 9S. 101: MiJme.. 
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4l St. Lou;' .. O'Fallon Railway eo. 
85i San Diqv Land lie Town eo.. 
17; 8m Joaquin &: KinR$ River 
Canal & Irrigation Co., 17. SmytA fl. 

Am~s. 8~ SouthwesterD Bell TcIe-­
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Ohio Ga, Co., 118 

Sutherland, Justice, 108 
Swa~ JudRC. 100 

TELEPHONE industry, 15. 20, 33. 
7a, 13. 114 

Temporary dcJiciency of ,etum, 94-95. 

'" Temporary rate m~. Ill. $« tJlsc 
Emcra<ncy .... makin~ 

Temporary valuations, 36, 41, 81 
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CommiuiOD. 110 
Tentative valuatiom, 42, 81 
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Thorn, A. P •• 133 
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Tompkins, Jud~ 79 
Tranait CommissiOll of New York, ,8 
Transportation Act of 1920, 83-84. 102 
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fur "to making 

Unit p~. IO. I2l 26, 44~ 83, n3~ 
See ttlso A vera~ unit prices 

United Fuel Gas 'Co. {W. Va.}. 112 
United Railways .. Ekctric Co. of 

Baltimore (Md.), 108 
UI2h Public Service Commission. 94-

". 
Utica Gas .. Ill_ic Co. (N. Y.). 79 
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VALUATION, mnferenc:es on, 48. 
49. 131; expense of, 27; informal 
methods of. 42; objects of wartime. 
59; reduction of, 49, so~ wartime 
methods of. 41~42. Su mso AveraJlC 
unit pric:es.. Corrective indices, Fair 
valu~ Prudent investment. Rcpma 
duction am. Split inventory 

Valuation Act of 1913, 44. 83 
Valuation Brief of 19I5. 45. 51 
Value of money. See Purcbasing power 
Vermont Public Service Commission, 

51 
V.,..uu. Railway • Power Co. (Va.). 

60 
Vtr£inia State Corporation Commjssion, 
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WAGE rates. 33. 83. In. 
War. burdens of, 38, boards, 33' eon­

struction costs dur1na'. 38; emer­
~, 9Sj fair value in time of, 41; 
interest rates during. 29, 38; obi«ts 
of rate makiDi in time of. 33~34, 
89. rate making rule and. 41 i .sacri­
fices of, 40; valuation methods de-­
.eloped in time of.. 32. See 111m Av­
Ul.2C unit prkes. Corrective indices. 
Normal return, Nonnal value, Split 
inventory 

War Finance Corporation. 97. 99 
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Works" 39, lIS 
Water works, IS. 20, 72, 73 
Waukesha Gas ac Elec:t:rie Co. (Wise.), 
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W.., Ohio Ga. Co. (Obin). lIB 
West Palm Beach W ..... Co. (Fla.). 
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West Vu.;nia Public: Service Commis­
ti~ 58. 8" 112 

Wtlson. Woodrow, 34, 31, 97, gg 
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