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EDIT ORIAL DE P AR T ME N T NOT E
The public utilities question has always been a political question and always will be because, as its na me
indicates, it is a public question. In solving the ever
recurring phases of the question, what is desired by all
good citizens is a full appreciation of both its business
and political aspects in most of its ramifications. T ha t
probably is too mu ch to expect bu t not to hope for. W e
are glad therefore to present these two papers which
analyse several aspects of this importa nt question.
Theodore J. Grayson prepared for college at Haver ford School, Ha verford, Pa ., subsequently attended
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a member of the Edu ca tiona l Committee of the America n
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New Jersey Public Utility Informa tion Committee and
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Companies," "Ma na gement Problems of Holding Companies," "Pu blic Utility Accou nting," a nd "Pu blic Utility
Economics." In a ddi tion h e is t he a u t hor of "Social and
Beneficial Associations in Pennsylvania" and of a forthcoming book entitled "Investment Tru sts."
P . H . Gadsden is a descendant of General Gadsden,
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it the symbol "Don't Trea d on M e l " H e is a gra du a te
of the University of Sou th Carolina a nd he received the
honora ry degree of LL.D. from that University in 1918.
He practised law for some seventeen yea rs and was a
very well -known lawyer. H e served in the Legislature
of the Sta te of Sou th Ca rolina for m a ny yea rs, a nd la ter
became the President of the Street Railway and Electric
Lighting Systems in Cha rleston, S. C. He ha s been with
T he United Gas Improvement Company for a number
of yea rs, bu t d u ring the wa r wa s loca t ed a t Wa shin gton,
in connection with the question of Pu blic Utilities. He is
Presiden t of the Philadelphia Cha mber of Commerce a nd
also a member of the Pennsylva nia Sta te Chamber of
Commerce. H e is a Vice- President of T he United Gas
Improvement Compa ny.
These papers were presented before a recent meeting
of our Philadelphia Chapter, N. A. C. A.
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EC O NO M IC S O F P U B LI C U T IL I TI E S
B y Dr . Theodor e J. Grayson
HE Public Utility Industry today faces something of a crisis.
Public utilities, as an industry, have passed through crises
so many times that no longer does a crisis hold any particular
terror for the observer of public utility operation and control.
Therefore this particular crisis is not alarming. But it needs thorough understanding on the part of the people who use the service
of public utilities as well as on the part of the operators of public
utilities themselves.
If I may summarize the situation in a word, I would say that
the public utilities of the United States are suffering today from
too much prosperity. The public utilities of the United States
are in the position today of having rebuilt their fortunes since
the Great War, against all predictions, under great handicaps and
with much difficulty. The very difficulties that they faced stirred
within the minds and the souls of those true Americans who control the destinies of our great service companies those attributes
of courage, of ingenuity, of invention, and of careful operation
which have resulted in the present successful condition of the art.
Let me take you back a few years and compare the conditions
that exist in the industry today with those that obtained during
the time of the Great War. You will remember that even before
we entered the struggle the rise in prices in the United States was
very nearly like the Fourth of July roman candle in rapidity of
ascent. Prices went sky high with great speed, and, so f ar as the
public utilities were concerned, the cost of their raw materials rose at
an alarming rate. I particularly remember that the gas companies
had to pay more for coal and oil than they had ever dreamed of
and their wage costs rose even more rapidly. You cost accountants
have been through that period, and you know what it meant to
industry as a whole.
Where the public utility industry differed f rom the ordinary
industrial companies was in this important particular, that while
in the case of the manufacturer it was perfectly possible to raise
the price to the public a little bit faster than the cost of wages
and raw materials rose to him, such a method was not open to the
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public utility operator. Instead of that, application for higher
rates had to be made on the part of the railroads, for example,
to the Interstate Commerce Commission, and on the part of the
other utilities application for increase in rates had to be made
to the Public Service Boards or Public Utility Commissions in a
great number of states.
It should be remembered that when those applications were
made during the war period, these bodies had not been educated
by experience or by training to look favorably upon demands for
increase in rates. In fact, at that time their education was all
the other way, and they received such applications with considerable hesitation and doubt. They conferred about them endlessly,
considered them for months at a time in many cases, and finally
gave, in the generality of instances, insufficient approval.
So you will find, as a result of the war period, that the utilities
of the United States came out of the struggle in a very doubtful
condition. I remember the necessities of that trying, critical time.
I remember very well indeed, how, in order to raise money for a
small utility with which I was intimately acquainted it was absolutely necessary for the officers and members of the Board of
Directors to sign their names on the back of the company's paper.
Today when I hear the investment bankers who attend our conventions rise and say to us, "You have us to thank, dear friends,
for your present hopeful state; we came to your assistance; we did
the yeoman's work in those trying times"; and when I hear that
remark repeated with even more enthusiasm by the commercial
bankers who may happen to be present, I think to myself, "Do
they remember how in those days of stress they used to say, with
that pleasant smile which always characterizes the banker, no
matter what his feelings may be, that they were glad to take the
company's paper, if properly endorsed."
So, having finally emerged from this period of doubt, trial, and
personal endorsement, we came into the reconstruction period of
the post -war era, and then the utilities of the country were met
by a situation which I assert they have wonderfully conquered.
They were met by a tremendous demand which arose immediately after the Armistice for an increase in all kinds of service.
Remember that for a period of some four or five years everything
had been at a standstill; no building worthy of the name had been
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done; production had ceased, except that production necessary to
continue the lives of the people on a restricted basis and the
production required by the exigencies of war; and then with that
reversal of form, that nervous, energetic dash for further conquests in the fields of peace which characterizes our countrymen,
the United States turned its face away from the struggle with
Germany, turned its face away from the memories of blood and
horror, and decided to exert the same energy in pushing forward
the standards of America in the fields of industrial warfare. There
was an instantaneous demand for all kinds of additions and extensions to the equipment and facilities of the public utility companies
of America. For instance, the greatest urge was felt by public
utilities in the electric field; the demand for electric power came
like a whirlwind, and it had to be met.
We all know that since the war the cost of wages has not been
materially reduced. We all know that some raw materials have
been reduced in price; but I do not t hin k t hat an y one of you
accountants will deny that the general level of prices and of costs
has been on an entirely new basis since those anxious days of
the late war. There was no hope for the utilities along the lines
of a return to the old basis of production. The economics of the
question lie largely there. A situation arose that required action;
there was a great nation -wide demand for extension of service;
there was a call to arms, as it were, in the field of peace; but
there was no going backward. There was no chance to return
to the old- fashioned costs of an earlier day. The year 1914
marked more than a mere historical epoch; it marked a turning
point in the economics of the world, and particularly of the United
States.
The only way in which this great economic crisis could be successfully met was for the men who were the leaders in industry
to bend their energies to some means to bring about economies
in operation which would enable them to give better service at
less cost and at reasonable rates to the millions of Americans who
so earnestly asked it. Now it is the successful response to this
nation -wide call which has caused the crisis that the industry faces
today. It is common knowledge that in all lines of the public
utility industry the work since the War has been monumental in
its ingenuity and in its success. The great central power stations
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of the electrical industry that cover the country furnish a degree
of power transmission which was unthought of in those days of
1914. The amount of power that is generated in this land every
year is colossal compared with pre -war records. Seventy -five
billion kilowatts of power would have seemed impossible in those
days, but now they are simply a standard which already has been
passed and which points like a white finger along a long road
to other great standards which in the future will be successfully
left behind.
The public utility industry, more than any other with which I
am acquainted, has in this last decade surmounted great obstacles
and it has given to the people —the consumers and the passengers
of America —the most wonderful service they have ever known,
and along with that service I can assure you there has been a
reasonableness in the rates charged which I do not think you will
find equaled in any other branch of industry. I do not say that
that reasonableness has been due to altruism. This is a regulated
industry, and true regulation is just as useful to the utilities as it
is to the common people; but with that regulation, both by the
Interstate Commerce Commission and by the numerous State Commissions of our country, we have seen that adequate rates have
been maintained all over the country for greatly increased service
and remarkably better facilities.
Along with that situation has come a very natural development,
and that development is something that you are going to hear
viciously criticised in the halls of Congress within the next few
weeks. It is a perfectly reasonable development, from the economic
standpoint, and I think I can show you why.
With the rise of power as a national asset to utility operation,
with the inventions that have made the transmission of power over
zoo and 3 0 0 miles not merely a probability of the future but a
certainty of the present, there has come an ability to tie together
small and moderate -sized operating units into a series of systems
with some central organization in the middle of each system, as
it were, and with each subsidiary company sharing in the control
and in the helpful supervision and operation of the central corporation. Such a system is known in the industry as a holding company. I regret the fact that we have the name, holding company,
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coupled up with these giant corporations of the present day, because
the term has behind it a somewhat malodorous history.
Some twenty -five years ago, at the turn of the century, we were
wont to deal with another kind of holding company which resembled the present holding company in very little except its name.
The American Tobacco Trust and the old Standard Oil Company
are good examples of the holding companies of the past.
The holding companies of today do so much more than hold
securities that in their defense I must speak a sincere and earnest
word. True it i s th at every great movement has its imitators,
and there are so- called holding companies in the United States
which are essentially so selfish and are such poor imitations of the
real holding companies we know and admire that my feeling is
that the only good which may come out of some general investigation by a committee of congressmen may be the elimination of the
fakir.
Speaking now, however, of the real holding companies —companies such as The United Gas Improvement Company of Philadelphia and the great Middle Western corporations of the Insull
group —I say to you that those corporations represent a new type
of corporation, a type of corporation which has for its ideal, improved service to all the citizens whose servant it happens to be,
and that service is guaranteed and guarded by the principle of
utility regulation which was adopted in this land as long ago as
1887, when the great Interstate Commerce Commission, now
second only in importance to the United States Supreme Court,
had its inception. This principle of government control is today
an accepted principle of the people of the United States, and they
have adopted regulative control so strongly that, personally, I do
not fear any further experiments on the part of the United States
Government in the line of operating business enterprises, because
I believe that when the smoke has cleared away the popular demand will be so strong for continuing this already approved and
adopted principle that regulation will have nothing to fear.
So, returning to this subject of holding companies, I say to
you that these great corporations have given, through their inventive genius, through their energy, through their ability to overcome
the difficulties and handicaps of the war period, such improved
service in every way, in electricity, in gas, in water and in power
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and in a combination of all these various lines of industrial service,
that today the country ought to be proud and glad that it has such
able citizens as the men who have made these companies powerful
in the service of mankind.
The holding company of today is not only a holding company
but it is a great supervisory operating unit, and the subsidiary
companies of each group are heartened and helped by the splendid
efforts of the central staffs of these mighty holding corporations.
We find that at the present moment there are from sixteen to
twenty great corporations which in large measure give utility
service to the people of the United States.
We find that before these companies today there are many
concrete and exciting problems. You all know, for instance, that
the street railway companies are going through a critical and difficult time, something for which they are not to blame, and yet
something that they have to face and dispose of in the way that
the people of the country demand. You know that the increase
in automotive transportation within the last ten years has been
simply unprecedented; that the old franchises for street railway
service in our cities have, in many instances, been swept away;
and that there are two schools of thought which now dominate
the utility field. One line of thought is that the electric street
railway is bound to be superseded, even for the short haul, by
automotive transportation. The other line of thought, and I think
the more scientific one, is that co- ordination will solve the problem,
and that in the near future throughout most of this country a
combination of electric railway service and auto 'bus service will
prevail and that that combination will also be extended to the
steam railroads. I believe that the best engineering thought today
is agreed that, operated as feeders, auto 'buses are unexcelled in
their usefulness, but that when it comes to the long haul in the
city and the suburbs where great masses of people have to be
moved —as they have to be moved twice a day in our metropolitan
cities —and even in the larger towns, it will be necessary to combine
with auto 'buses the old tried friend of the masses, the electric
railway.
I bring out this problem to show you that that is one of the
questions up for solution at the present time, and that the brightest
engineering minds in the industry are devoting themselves whole -
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heartedly to the solution of that problem in the interest of the
people.
Now take another problem —one that has been solved here in
the City of Philadelphia —the combination and co- ordination of
electric and gas service. Look at the change in the picture that
has been brought about here in the past thirty years. Many of
you are too young to remember the old days of the City gas works.
I give you my word that until The United Gas Improvement Company took hold of the situation I did not know what a yellow gas
light was. I remember the old blue flames of those days, and I
can still recollect the odor —not one of sanctity, either —which surrounded municipal gas in this vicinity. The progress of service
has been remarkable in the past twenty -five years.
Side by side with The U. G. I. came the Philadelphia Electric.
Starting from small beginnings we have seen within recent years
the erection of the magnificent plant of the Philadelphia Electric
Co. up the Delaware River, and we have noted, within a comparatively short period, four reductions in the rates by our local
company as a result of operating economies and splendid supervision by officers all of whom I think are Philadelphians. Now
we see a combination of these two great corporations. I am
informed by their engineers that the idea in the combination from
an operating and economic point of view is so to co- ordinate the
service of The U. G. I. Company and the Philadelphia Electric
Company that in the off -peak hours of one the great power of
that company may be used to boost the supply of service by the
other and that when the great demands of the future are made
we may call upon the limitless reservoir of power that is now
held in check by that monumental dam at Conowingo so that the
men and women and children of the future will have their wants
plentifully supplied as the result of the careful, earnest work and
the great forethought of the present day. Is not that something
to be proud of ?
I have used these local utilities as yard- sticks tonight simply to
measure the general situation. I stand here earnest and unashamed
to defend the tremendous triumphs of a group of operating financiers and managers who have succeeded since the terrible, trying
days of the late war in rendering great service to the people of
the United States. Perfection, they being human, could never
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hope to attain, but that their main desire, their devoted efforts
and their earnest thought have been for the welfare of their country, men can never successfully deny.
Now, therefore, in these days when this industry of ours is
called before the bar of public opinion we are ready to go forward
to defend the things which we are proud to have had a part in
doing, and I ask from you, as I would as a lawyer ask from any
jury, that you will consider and weigh the evidence; and when
the evidence is in and due consideration has been given to it, you
will return a proper verdict, which in this case will not be merely
"not guilty" but a new verdict, and the name of that verdict will
be "Success."
PUBLIC RELAT IO NS
By Mr. Philip H. Gadsden
say that one of the characteristics of the American people
T HEY
is their insatiable capacity to listen to public speaking, and in
view of the very generous reception which you have accorded me
after listening to the splendid address of Dr. Grayson, I am
quite prepared to believe it. While I have done more or less
speaking during my life, I never get in the presence of a lot of
accountants without feeling a certain amount of embarrassment
and restraint, because their mental processes and their methods
of doing business are so foreign to anything that I am accustomed
to. The accountant has a passion for exact figures. He wants
a definite mathematical answer to all of his problems. He feels that
every entry of one side of the ledger must have an offset entry
on the other. He shudders at the word, approximation. It has
to be exact. All that is foreign to my way of living and method
of doing business. Raised as a lawyer, I always felt that when
making an argument to a jury if I could get seven votes out of
the twelve I was entirely satisfied that I would get a verdict. As
far as arguing a case before the Supreme Court was concerned,
I felt that if I got five of them on my side I had won the case.
So when it comes to talking to a body of men who spend their
lives seeking mathematically exact answers to all their problems
I wonder what they are going to think of the approximations
which I am going to talk to you about tonight.
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I am supposed to talk to you tonight on the subject of public
relations. Dr. Grayson has talked to you about the economics of
the questions which relate to the material side of the public utility.
I want for a few moments to talk to you about the human side of
public relations. When that word is mentioned as a rule you think
of the relations between the company and its customer, or between
the company and the city council. But I want to direct your
attention to a much broader phase of the problem than that. The
basis of success of any public utility rests, in the last analysis, upon
the theories and philosophy of your government, and it is that
point to which I want to address myself for a few moments.
The theory of this government as framed by those who participated in the Declaration of Independence was that in this country
of ours a government should be established based upon the encouragement of individual initiative and private enterprise and upon
that foundation has been constructed this wonderful civilization
which we now enjoy.
Two hundred years ago when the Puritan, the Cavalier, the
Jew, and the Quaker fled to this country, what were they fleeing
from, and what did they seek to find in this new country of ours?
Today we have a million people coming from the old world to this,
and there are millions more who would come but for our restrictions on immigration. I heard the Consul General in New York
say on one occasion that in his judgment there were twenty millions
of people in Europe who would come here if allowed to come.
What are those people seeking to find in this country? And
what are they seeking to escape in the old? The answer is exactly
the same in both cases. They are fleeing from a highly centralized
form of government, a government whose philosophy is to do
everything for its citizens instead of allowing them to do things
for themselves. They came originally two hundred years ago
and they are coming now by the millions to this country in the
hope of finding here an opportunity to develop their own initiative
and their own enterprise.
Now in those two hundred years there has been a change coming
over the government of this country. While the situation in
Europe has only been intensified by the passage of years, the situation in America has radically and insidiously changed. We find
the Government of the United States gradually entering into one
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form of business after another. Senator Borah made a speech
the other day in which he said that this Government of ours —
this people of ours —was being overrun by bureaus. As a matter
of statistics, one man out of twelve in this country is now an
office holder. The bureaus at Washington are undertaking to
advise the American people upon all manner of things, with which
according to our philosophy of government they have nothing to
do whatever. For instance, there is a bureau in Washington which
has issued a bulletin, and taken great pride in it, giving advice
to the mothers of America how to feed their babies. There is
another bureau which has issued a bulletin to teach the farmers
of the United States how to feed their cattle and how to pick a
chicken. There is another bureau which has issued a lot of advice
to the merchants of this country on how to dress their windows.
I do not propose to say that all of the acts of government are
characterized by such extreme measures as this, but it indicates
how far this thing can go. This invasion of the rights of business
in this country has not come about through any particular group;
it is as much the fault of the business man of America as it is of
the politician. Whenever some social wrong or some such situation arises which seems to call for prompt action, we find one
group of business men after another in America going to Washington and insisting that something must be done by Congress. If
the price of wheat in the Northwest is too low, we have an insistent
demand that Congress shall do something about it.
Some few years ago when there was a strike in the anthracite
fields and the people of New England were threatened with a
cold winter, there was a demand from New England that the
Government should interfere and do something about it. At this
very moment there is a conference going on, called by the Secretary
of Labor, to find out what the Government can do to settle the
bituminous coal troubles. There is nothing wrong with the bituminous situation except that there are too many mines in operation. There are a lot of men out on a strike but every one of
their places has been taken by somebody else. But the Government
is giving its sanction to that situation with a view to trying to
find out what the Government can do to settle a situation which
ought to be allowed to work out its own solution by the operation
of economic law.
992

May 1, 1928

N. A. C. A. Bulletin

Some months ago we read in the papers that owing to the production in the petroleum fields and the inability of the men who
owned these fields to get together they wanted the Government
to regulate the number of wells that could be sunk. And so it goes.
Whenever any particular group is suffering from some depression
and gets restive from the delays of economic laws, the members
of that group go to Washington. Let Washington do it!
And so it is that we are facing a situation, almost unconsciously,
in which the faundamental principles of this government are
being sapped and undermined. Everyone of these steps is on the
road to socialism. We call it "centralized government" in this
country. Abroad they are much more frank and honest with
themselves than we are. They call it socialism.
Under that situation it is not surprising to find that there is a
movement going on in this country today to put the government
in the public utility field —not directly, of course. The issue of
government ownership of public utilities and railroads was fought
out in this country in the presidential election between Mr. McKinley and Mr. Bryan, and the verdict was overwhelming. But today
whenever some social situation arises which seems to demand
prompt action, these advocates of governmental ownership seek
to foist upon that particular situation their pet hobby.
I am not criticising. In this country of ours a man has a right
to advocate any theory he wants, providing he seeks to bring it
about in a constitutional way. For instance, during the war the
Government built a great power plant down at Muscle Shoals —
a perfectly proper exercise of governmental function —to provide
munitions of war. But when the war was over, under our philosophy of government that should have been sold to private enterprise. What did we do? The demand was made that that particular plant should be turned into a plant to make commercial
fertilizer and the appeal was made to a section of the people of
this country —the farmer —that this government undertaking be
turned to this particular advantage.
We have a similar case out in the Far West. Out on the Colorado River there has been a flood situation which has, for a great
many years, threatened the property in the valley through which
the river flows. The Colorado River is subject to terrific floods
and those in the west have been gradually building up a public
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sentiment in the United States that the Government should regulate
the flow of the Colorado River. It has taken fifteen or twenty
years to bring that up to a point where it is recognized as a national
issue and just at a time when public opinion had come to a point
which would justify Congress in passing the necessary appropriation to control the flood waters of the Colorado River, this same
group of people who believed that the Government should go into
business seize upon this as an opportunity to put the Government
into the power business, utilizing the tremendous support which
had been gained for the damming of the Colorado River in order
to fasten upon it the plan to put the Government in the power
business.
Now what is the plan? The plan is to build a dam 500 or boo
feet high. Such a dam has never been built in the world before —
never been undertaken by private enterprise —and to install a
power plant with a capacity, under certain load factor conditions,
of a million kilowatts. When I tell you that the total development
at Niagara Falls on the American side is about 425,000 kilowatts,
that the maximum development at Muscle Shoals is about 17 5 , E
kilowatts, you can appreciate the magnitude of that enterprise.
The proposition would be to put the Government into the power
business on a magnificent scale.
Now that not only affects the public utility people but every
citizen of the United States. It is a direct challenge to the fundamental principles upon which this Government is based. The
public utility people are not opposed to the control of the flood
waters of the Colorado River. As a matter of fact, as a utility,
as an industry, we have not anything in the world to do with it.
It is none of our business. We are no more concerned with damming the flood waters of the Colorado River than are the members
of the banking group, the petroleum group, or the textile group.
But, as citizens and taxpayers, while we think that the Government should take all proper methods to control the flood waters
of the Colorado River as well as the Mississippi River and the
rivers of New England that have recently been flooded, we do
oppose utilizing that situation to put the Government into the power
business. We claim that it will not only injuriously affect the public
utility business itself but will still further weaken in the minds of
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the people this fundamental theory of government upon which
the entire prosperity of this country is built.
If the control of flood waters is a Government function —and I
admit that it is —the Government should undertake that work without making it conditioned upon getting its money back. The proposition that this great Government of ours should enter upon the
work of internal improvement, admittedly within its own functions,
only on condition that it can get its money back from the people
beneficially affected by it, is a novel and dangerous philosophy in
our national legislation. Carried to its logical conclusion, it would
mean that hereafter no great works of national improvement would
be undertaken by the Federal Government unless they could be
made to pay their way. Now, no such principle has been applied
in the vast sums spent by the Federal Government in the improvement of our rivers.
This principle that I am talking about —this principle of initiative of individual and private enterprise —is the basis upon which
the prosperity of America has been built. It is our political and
business philosophy. In the business field you see a poor mechanic out there in Michigan with no advantages except his own
industry and his own determination to succeed — unfettered by
Government regulation — climbing the industrial ladder, rung by
rung, until today Henry Ford is the industrial genius of the world.
You see a poor boy in Illinois, born on a farm, with absolutely no
advantages but with a passion for legal organization, studying law,
going through all the difficulties and trials of a young lawyer,
steadily advancing in the legal profession, until Judge Gary became the admitted head of the largest business in the United States.
In the political field you see a poor boy in Vermont, also raised
on a farm, with nobody to help him, no special advantages, but
free to develop his own resources according to his own industry
and his own ability, applying himself in the sphere of government,
and step by step, rung by rung, he climbs that ladder until today
Calvin Coolidge is the Chief Magistrate of the greatest nation on
earth.
What does that mean? Why, it means that the individual initiative and private enterprise which our forefathers put into the
Declaration of Independence and the Constitution is the very basis
of this Government and of this civilization of ours. It is the foun995
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dation upon which it is built, upon which the prosperity of America
has been reared. And every time that an effort is made, for whatever cause, to put the Government into some field of American
business, you are throttling and discouraging that individual initiative; you are sapping and undermining the very basis of our prosperity.
I say to you young men here tonight, if you want to keep open
wide the gates of opportunity in this country to be entered on
the basis of your own ability, your own industry, and your own
moral courage, if you want to hand down to your children and your
children's children this priceless heritage which has been bequeathed
to you by your forefathers, be vigilant to resist any and every effort
to undermine and sap the basis of American prosperity by Federal
or State legislation.
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