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 The post-World War II developments of regulatory policy for the U.S. electric 
industry reinforced the policy of preventing “undue” price discrimination. The policy 
developments of that time period also spurred the advancement of production efficiency.  
Regulatory lag and specific cost disallowances were seen as providing incentives for the 
prudent acquisition and use of resources.  The Public Utilities Holding Company Act 
(1935) represented an earlier attempt at preventing abuses stemming from intra-company 
transactions.  In the 1950s and 1960s the same concerns for production efficiency and 
cost minimization continued to be addressed—concern arose with over-capitalization due 
to rate-of-return (ROR) regulation, management audits, yardstick, performance 
comparisons, selective disallowances, and dependence on cost allocation rules. 
 
 Consider the extent to which ROR on rate base regulation constrained electric 
utilities through the 1950s.  With technological change resulting in greater scale 
economies, with increasing availability of electric appliances, and with real income 
growth, the industry faced dramatic expansion and substantial profit opportunities.  
Financial indicators provided an indication of how investors viewed profit potential.  
Increases in expected dividends plus stock price appreciation leg to high stock market 
prices.  The market to book ratios of electric utilities were often greater than two—
suggesting that investors were faring well under this scenario.  Furthermore, regulators 
were able to take credit for real price reductions that occurred throughout the first half of 
the century.  From 1900-1960, the real price per kWh nearly halved every twenty years. 
  
 The stability and growth that characterized the industry made it relatively easy for 
decision-makers to be successful.  Customers tended not to complain when real prices 
kept falling and growth quickly erased costs associated with excess capacity.  We can 
now identify important developments that are changing the nature of regulation.  Few 



realized it at the time, but the electric utility industry was on the verge of a new era: one 
dominated by environmental concerns, a slow-down in technological advances, and an 
awareness of the benefits resulting from market incentive systems. 
 
 Drawing upon the past, we can envision regulation as having the following 
structure: 
 
Near-Term: some regulation will increase because of market arrangements will need to 
be monitored; terms and conditions of access to transmission facilities will be debated by 
incumbents and potential entrants.  Vertical integration and diversification greatly 
complicate residual oversight responsibilities.  As regulators move away from 
micromanagement, more comprehensive incentive regulation (including price caps) is 
likely to emerge in various jurisdictions. 
 
Environmental Regulation: will become more pervasive—i.e. renewable power will 
loom larger; there will be stricter standards set for energy-efficient appliances; also, 
barriers to cost-effective energy conservation will need to be identified. 
 
 Traditional cost-of-service regulation will not survive the decade.  No one can 
predict the optimal industry configuration, nor the nature of the transitional regulations 
that will lead to more open markets.  Regulators are not likely to drop “fairness” from 
their list of objectives, yet insulating favored customers from market forces is fraught 
with difficulty.  The California Public Utilities Commission’s recent proposal is a result 
of pressures to attain higher levels of efficiency—command and control regulation cannot 
match competition when it comes to cost containment.  However, some degree of 
residual regulation will still be required.  The CPUC’s ruling points towards numerous 
state experiments to design a transition to a less regulated (more highly competitive) 
electricity sector. 
 
 
 
 
 


