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EDITOR’S NOTE

DEAN RUSSELL is a member of the staff of The
Foundation for Economic Education. His back-
ground includes graduate study at Harvard and
Columbia Universities, and the ownership and
operation of a small business enterprise. He has
earned recognition as a lucid writer. His most re-
cent publication is “The Bill of Rights,” an earnest
plea for individual liberty.

Future government actions should be guided
by a critical analysis of past government actions.
Dean Russell’s evaluation of TVA since its begin-
ning is here summarized for those who wish to use
it for testing the soundness of such government
projects, present and future.
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CHAPTER 1

Introduction

The issue of government ownership of the means of production
is no longer open to discussion in Russia. That issue was decisively
settled by revolution.

The issue of government ownership of the means of production
is still open to discussion here in America. This study is dedicated
to that discussion.

Obviously, in a short study, one cannot examine all forms of
government ownership in America. Thus it becomes necessary to
select a specific example of government in business. Since this is
the case, why not choose an industry that is in great danger of com-
plete nationalization — the electrical industry? And within the
electrical industry, why not concentrate on the government project
that enjoys the highest degree of popular support — the Tennessee
Valley Authority?

This study of TVA logically falls into two parts. First, what is
the monetary cost of TVA?P Second, what are the social, political
and economic consequences of the TVA idea?

In examining the cost of TVA, however, we must do more
than add the figures recorded in the TVA financial statements. We
must consider what is not recorded as well as what is recorded.

Why this is so may be best illustrated by the following story:
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A young hoodlum threw a rock through the plate glass window
of a bakery. A crowd gathered. One man said: “Well, this misfor-
tune isn’t without its brighter side. The baker will buy a new win-
dow. This will mean more work for the glass makers. Thus employ-
ment will be increased. The glass makers will have more money
to spend. They will buy more products, including more of the
baker’s bread. This, in turn, will mean more prosperity for him
and for everyone.”

As far as it went, that explanation is sound economics. But
what the speaker didn’t understand is this: He was speaking
only of the things that could be seen. He completely ignored
another side of the picture. The baker was planning on buying, for
instance, a new suit from the tailor across the street. But instead,
he had to buy a new window. Thus the work and prosperity created
by the purchase of the new window were canceled out by the
work and prosperity not created because the suit was not pur-
chased. The suit was not permitted to come into being. Just as
much work and prosperity would have been created by the pur-
chase of the suit as by the purchase of the window. Thus the com-
munity, and wage earners as a group, were no better off.

True, the glass workers got more work. But for every new
glass worker hired, the same number of tailors were fired or not
hired. And in addition, the baker did not get his new suit. All he
got was a window to replace the window that he already had.

It is this hidden loss that many people forget when TVA is
being discussed. They can actually see the TVA dams, and can
count the persons hired to build them. Pictures and glowing de-
scriptions of TVA can be sent all over the world. But when one tries
to explain that TVA actually prevented an equal or greater amount
of products and services from being created, he is apt to be greeted
with a blank stare. This is because we can't see the eggs, hats,
shoes and haircuts that the taxpayers never bought due to the fact
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that hundreds of millions of dollars were taken from them in taxes
to pay for TVA. We can’t see the number of new factories and
jobs that would have come into existence if the government had
allowed the taxpayers to spend their money as they wished. We
can't see it because it was never permitted to happen. Thus there
are no pictures and no publicity. Yet, the fact of the matter is that
the taxpayers” money that was used to build TVA would have cre-
ated just as much work — and more happiness — if the individual
taxpayers had been permitted to spend the money. If they had
not been forced to pay for TVA, the taxpayers would have spent
their money on something they preferred, instead of on TVA navi-
gation, TVA fertilizer, TVA electricity and other TVA products
that the buyers did not want badly enough to voluntarily pay the

cost of producing them.
¥ % -3

The TVA project as a whole was reasoned to be within the
authority of the federal government because the Constitution gives
the federal government power “To regulate commerce . . . among
the several states. . . .” The Supreme Court has ruled that this fed-
eral power covers all navigable streams; that the control of floods is
a necessary part of keeping the streams navigable; that government
navigation and flood control dams may be used incidentally to
generate electricity as a by-product of these primary purposes;
that government may sell this incidental electric power.

Logically, then, this study should begin with an examination
of the TVA flood control and navigation programs, which are its
professed and constitutional reasons for existence.






CHAPTER 2

Flood Control

The various estimates of the total cost of TVA to the taxpayers
range from the TVA acknowledged $884 million on up to $1200
million.! This higher figure includes the interest and tax costs of
TVA production (discussed in chapters 5 and 6) that are not paid
by TVA.

Although TVA officials have claimed in the past that the entire
cost of TVA could be repaid out of income, they usually confine
these self-liquidating claims to the supposed costs of power pro-
duction — without interest or federal taxes. The costs of navigation,
flood control and other projects are charged to the taxpayers on
the assumption that the taxpayers receive benefits equal to, or
greater than, the cost to them. Let us examine the correctness of
this assumption.

In 1938 TVA made an estimate of flood damage in the Ten-
nessee Valley. Then it estimated its own value in stopping this
flood damage. The estimate was based on the dollar value of
yearly flood damage before the TVA flood control project. TVA
decided that $1% million was a fair estimate of the average yearly
flood damage that it would stop in the Tennessee Valley. Then

1 The source of this reference, as well as all other numerical references, is found on
page 1014F.
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TVA arbitrarily increased this estimated value by 50% to cover
“intangible benefits.”

The vital part of this TVA estimate is quoted here: “The esti-
mate of gross annual benefits in the Tennessee Valley thus becomes
$2,250,000. If these benefits be capitalized at 4 per cent, the value
of complete protection is determined at $56,250,000. However, the
Authority’s storage reservoirs will not furnish such complete control
as to eliminate all the damage. It will be necessary for Chattanooga
and other communities to invest considerable sums in local flood-
protection works in order to gain full protection. Such local works
will cost on the order of $20,000,000. If this be deducted from the
above total figure, the remaining $36,250,000 may be said to repre-
sent the contribution of the Authority’s development toward flood
benefits.”?

Thus TVA estimated the capital value of its total contribution
to flood control in the Tennessee Valley at $36% million. But by July
of 1947, TVA had allocated $153 million in construction costs to
flood control.? The yearly interest cost to the taxpayers on this
amount is at least $3% million. Yet TVA estimated the average
yearly flood damage it would prevent in the Tennessee Valley at
only $1% million.

TVA has since materially increased this estimated flood protec-
tion value. But this increase is due primarily to increased prices
and to economic growth in the Tennessee Valley. Thus this TVA
claim of additional flood protection value is misleading. The exist-
ence of TVA has resulted in some sections of the natural flood plain
of the Tennessee River being used as sites for new homes and
factories that would otherwise have been built outside the flood
plain. TVA now adds a large part of the value of this property to
its flood protection figures. By this same logic, TVA could add
many of its own structures to the property it now prevents from
being flooded. TVA is on firm ground when it claims that it has
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stopped a portion of the flood damage that occurred before TVA
was built. But it is on questionable ground indeed when it adds
to that figure the value of industries that would have been located
elsewhere had not the bargain rates of TVA electricity and other
inducements caused the investors to build in the Tennessee Valley.

Let us examine this flood control picture from another angle:
According to a report by the Corps of Engineers of the United
States Army, a flood that would cover 666,154 acres of land may
be expected in the Tennessee Valley once in 500 years.* Yet, in
the name of flood control and navigation, TVA has acquired 1,131,-
286 acres of land.® This is an area 1% times the size of the entire
State of Rhode Island. Not counting the normal river channel,
463,000 acres of this land are now submerged below the normal
level of the man-made lakes that TVA has created as a part of
its flood control program.® An additional 128,000 acres are held
for flooding when the reservoirs are full.®

In other words, once every 500 years the Tennessee River might
flood as much land in Tennessee as TVA has permanently flooded
or set aside for flooding in its flood control program. As the Chair-
man of the House Committee on Flood Control Projects said: . . .
careful estimates aver that substantially all the lands that were
[formerly] overflowed [by flood waters] are now condemned as
bottoms for reservoirs.”

Was this land which TVA took out of cultivation merely waste-
land — marshes and swamps, or barren hillsides?

On the contrary, much of it was rich valley land, among the
best and most productive in Tennessee. A committee of Tennessee
Farm Bureau presidents, for example, in 1941 estimated the annual
crop loss due to TVA flooding of bottom lands along the Tennessee
River at $132% million.® This was at prewar prices for agricultural
commodities. The President of the University of Tennessee esti-
mated the annual crop loss at $1% million for the area flooded by
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Douglas Dam alone.® Dr. W. V. Howard, in his penetrating analy-
sis, Authority in TVA Land, concludes that the average annual
loss of farm products for the entire TVA holdings should be placed
at $27 million — prewar prices."

This loss, plus the capital investment of $150 million and the
annual costs of operation, interest, depreciation and maintenance,
are to be compared with the original TVA estimate of an average
yearly preventable flood damage of $1% million. And TVA did not
claim that it could prevent more than a part even of this. For
instance, in discussing the flood problems of the Tennessee River,
a study by the Army Corps of Engineers reports that “The greater
part of the average annual damages . . . is caused by floods at
Chattanooga.”* As pointed out before, TVA itself concluded that
it would be “necessary for Chattanooga and other communities to
invest considerable sums in local flood-protection works. . . . Such
local works will cost on the order of $20,000,000.” Mr. E. N. Munns
of the United States Forest Service recently stated before a con-
gressional committee that “. . . there have been numerous floods in
the tributaries in the Tennessee Valley. Such cities as Asheville,
for example, have experienced quite often serious floods because
the flood protection works in the main stem do not provide flood
protection to the higher elevations or the tributary areas. The TVA
has asked us in times past to help them out in some of their flood
problems in such rivers as the Flint in Alabama and the French
Broad [in North Carolina-Tennessee].”* By and large, many of
those tributary sections will shift for themselves during flood sea-
sons just as they did before TVA arrived on the scene.

At this point, however, defenders of TVA claim that TVA flood
control is worth many millions of dollars in flood control benefits
in the Ohio and Mississippi valleys. TVA estimates, for example,
that under certain conditions its flood control works could reduce
the flood height on sections of the Ohio and Mississippi as much



FLOODS NOT STOPPED; AID TO MISSISSIPPI 17

as two feet. But even if this claim is correct, the “certain conditions”
are not always present. The tributaries of the Ohio, Missouri and
Mississippi are not necessarily all in flood stage at the same time.
There can be destructive floods on the Mississippi even when the
flow of the Tennessee River is relatively normal. And it is also
possible for the Tennessee River to be in flood without causing
any appreciable damage along the Mississippi. Even if the Ten-
nessee River drained east into the Atlantic, destructive floods on
the Mississippi would still continue.

On the other hand, as TVA claims it did for Cairo, Illinois, in
the spring of 1945, the holding back of the Tennessee could mean
the difference between extensive damage and relatively minor
damage. During that flood, TVA estimates that its flood control
efforts reduced the flood gauge at Cairo by 0.7 to 1.7 feet.'® Since
the river at Cairo rose to within six inches of the top of the levees,
TVA claims that it kept the flood waters out of the city. But how
much credit should go to TVA for reducing by some 9 or 10 inches
a flood that gauges from 50 to 60 feet? Would it not be both safer
and cheaper for the residents to raise the levees another foot?

On this subject of TVA flood control value to the Mississippi
Valley, the United States General Accounting Office in its 1948
report to Congress stated: “We believe that there is considerable
question as to the ability of the Authority to reduce effectively all
the floods and thus increase the land values in the lower Mississippi
River Valley, and that, as a result, it has not conclusively sub-
stantiated the flood control benefits.”**

So, while TVA does contribute in some degree to flood control
on the Mississippi, it is doubtful that the total property saved will
ever equal the estimated annual loss from lands which TVA has
permanently flooded and withdrawn from production.

Nevertheless, it is this flood control program that TVA uses as
its main excuse for expanding. And much of the cost of its electricity
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production is charged off to the supposed gains from its flood
control program. TVA already has complete ownership and control
of an area 1% times as large as Rhode Island. That is merely the
amount so far. The law does not prevent TVA from taking, in the
name of flood control, as much land as it deems necessary for its
various other projects.

Furthermore, besides flooding large areas of productive land
in the name of flood control, TVA has been known to sacrifice flood
protection in favor of electricity production.

For instance, consider the implications behind this quotation
from a TVA annual report: “During the period of emergency war
power demand, Cherokee, Chatuge, Nottely and Douglas, although
multiple-use dams, were considered separately from the remainder
of the system, and their costs were assigned entirely to power
purposes. Since February 1, 1945, the entire system has been oper-
ating in conformity with its normal multipurpose functions, and
the costs of these dams have been allocated accordingly.”?

This means that for a considerable period of time those four
dams were used exclusively for the production of electricity. They
were of little or no value for flood control purposes. But TVA still
maintains the fiction — necessary to keep within the United States
Constitution — that its power program is incidental to flood control
which, in turn, is secondary to navigation.

As industry expands and the demand for TVA power increases,
it becomes more and more likely that the reservoirs will be kept
filled for extra power production. Then, if TVA misjudges the flood
season, or if there should be an unexpected flood, or if any of the
multipurpose dams are ever again used exclusively for the pro-
duction of electricity, the results could be disastrous.

A recent incident showed that this doubt of the infallibility of
bureaucratic authority is not unfounded. This incident was the 1948
Columbia River flood disaster. Many of our politicians refer to
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this disaster as a further argument for applying the TVA idea in
other regions. But before accepting this solution, it might be an
excellent idea to see who was responsible for building Vanport
City, Oregon on a flood plain. The following extracts are taken
from a summary story by reporter Sam Stavisky in The Washington
Post of June 13, 1948: “Early in 1942, Henry Kaiser began to seek
housing for his expanding shipyards. . . . In September of 1942,
the Federal Public Housing Authority signed a contract whereby
Kaiser was to build the houses and Uncle Sam finance them. . . .
Within 30 days all interested governmental agencies — Federal,
State, county and city — had agreed on the site [Peninsula Drain-
age District No. 1, or Vanport City]. . . . The advantages of the
site were overwhelming, despite the recognition that the low-
lying tract — bounded and criss-crossed by rivers, sloughs and
lakes — was ever in danger of seasonal floods. Still, the site was
girdled by four walls of earth, and the authorities, Federal and
local alike, agreed the dikes would hold back the anticipated flood-
waters. . . . In 1940, United States Army Engineers had rebuilt the
north and south dikes. . . . When the U. S. Army Engineers com-
pleted their levee project, the dikes were turned over for manage-
ment to Peninsular Drainage District No. 1, ... (alocal administra-

tive unit). . . . After the war . . . some 18,000 persons were living
there. . .. On May 20, the Columbia was running at the 15-foot flood
stage level. . . . The danger was now at hand. . . . An emergency

council was formed in Vanport to plan for any eventuality. Engi-
neers of the housing project, drainage district, railroad, etc., kept
in constant communication. The Army Engineer Corps assigned
two officers to the area. Heads of the Portland Housing Authority,
a local body which managed Vanport City for the Federal Gov-
ernment, joined in the 24-hour vigil and consultations. Close watch
was kept for leakages, seepages, and sandboils as the water steadily
rose about a foot a day around the ring of dikes. . .. The emergency
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council met Saturday, and decided that if anything the situation
appeared favorable. It was agreed, nonetheless, to issue a bul-
letin. . . . “The flood situation has not changed since the prediction
made last Thursday that highest water would come next Tuesday,
that the dikes were high enough and strong enough to withstand
the crest, and that barring unforeseen developments, Vanport is
safe.” . . . Within two hours after the breakthrough, Vanport City
was drowned in story-high flood waters. . . .”

So there we have it. In the final analysis, Vanport City was
primarily planned and managed by government — federal, state,
county and city. All of them approved the flood-plain site for the
government housing project. The dikes and levees to control the
floods were built or approved by government. The government
subsidized new industries to move onto the flood plain. The govern-
ment supplied these industries with “cheap” government produced
electricity. From beginning to end, the whole project was planned
and built by government; or was built under government super-
vision; or was approved by government — and paid for by the
taxpayers.

Then the floods came — earlier, bigger and of longer duration
than the government planners had expected. A railroad fill that
the government had approved as adequate flood protection gave
way under pressure from the flood waters. The government-built
multipurpose dams were of no value whatever in controlling the
floods. The government-planned city that was built on a flood plain
was inundated. The government-approved housing projects were
washed away. The government-subsidized industries were flooded.
Property damage ran into the millions. Lives were lost.

Many of the survivors appealed to government to “save and
protect” them from “this disaster that was caused by free enter-
prise”l Apparently they were completely unaware of the fact that
government planning was primarily and directly responsible for
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getting them there in the first place. As a result of that disaster,
there is increased pressure for a complete Federal Authority on the
Columbia River as on the Tennessee River to control floods and
to bring the “blessings” of government planning and authority to
an entire region. Thus more government planning is proposed as a
remedy for the mistakes of government planning.

Now it is true that disasters have also occurred because of the
failure of dams built and operated by private enterprise. But these
failures have never been used as reasons for repudiating govern-
ment. So why should government’s mistakes and failures be used
as excuses for repudiating freedom? Why doesn’t government admit
its blunders instead of blaming them on innocent parties?

Most Americans are compassionate and charitable persons.
These are excellent virtues in themselves. But under improper
leadership, these virtues could be used to mislead us into embracing
destructive socialism in the guise of beneficent flood control.






CHAPTER 3

Navigation

So far, the total construction cost that TVA has allocated to its
navigation program is $149 million.”® The operating expense
charged to navigation in 1947 was almost $3 million.'” This does
not include the yearly War Department, Coast Guard and dredging
expenses for operating and maintaining the TVA locks and related
services. In 1947, this additional cost was about $900,000.1%

Are these the proper amounts that should be charged to navi-
gation? TVA claims that they are. But TVA decides how much
cost it wishes to allocate to what.

One method of arriving at the true cost of TVA navigation is
to use the test of alternatives. That is, how much would it cost to
build a complete navigation system all by itself? It would seem
that the portion of total cost which TVA now allocates to naviga-
tion should be less than the cost of a separate navigation project.

Fortunately, for purposes of rough comparison, the Army Engi-
neers made an estimate of the cost of a separate navigation project
for the Tennessee River in 1930. This report to Congress concerned
a contemplated project to do for navigation on the Tennessee
River just what TVA later did. The estimate for the total project
was $75 million.” Yet, in a period of much lower construction costs,
TVA allocated $149 million for the project. This correspondingly
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reduces the costs charged to power production, permits lower
electricity rates to TVA customers, and puts a larger share of the
load on the taxpayers.

TVA is exceedingly proud of the many new river terminals it
has built or helped pay for along its 9-foot deep, 650-mile long
water-road. But the main selling point used by TVA to induce
shippers to use the Tennessee River water-road is the claim that it
is “free.” The fact that the cost of operating this water-road is paid
by the taxpayers is not so well advertised.

The total cost of maintaining navigation on the Tennessee in
1944 was about $7 million. In 1947 it was about $834 million. This
includes the actual annual maintenance expenditures by TVA and
the Army — plus the estimated interest on both maintenance expen-
ditures and capital investment.*® Using these figures for total costs,
let us see how this works out as a cost per ton-mile of freight actu-
ally handled on the river. The following table shows this cost. It
also shows the average cost of freight handled by the railways in
that area.

Average rate per ton-

Ton-miles of freight Estimated cost mile on railroads in

on Tennessee River™ per ton-mile the Southern region™
1944 159,495,634 4.37 cents 0.976 cents
1945 258,465,193 288 7 0.993
1946 192,805,241 413 ”~ 1.000 ~
1947 350,000,000 245 1.094 ~

According to these figures, it would have cost shippers about
one cent per ton-mile to ship by rail. Therefore, from 1944 to 1947
it cost taxpayers from 2.45 cents to 4.37 cents per ton-mile to
make a gift of one cent per ton-mile to shippers using the TVA
water-road.

TVA states that its “savings” — in reality, subsidies — to ship-
pers on grain shipments “average $1.75 per ton, as measured by
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the difference between charges for barge-rail and alternative all-
rail movements.”” But how much did it cost the taxpayers to give
this “saving” to the shippers? On this point, one thorough study
concludes with these words: “And it cost $149 million — plus some
$4.00 in expenses in 1946 for every dollar of estimated savings, plus
some terminals that covered ‘out-of-pocket expenses of operation’
except for a loss of $1.50 on every ton of freight handled, exclusive
of depreciation, plus whatever it costs to maintain the illusion that
the region is greatly benefited by the improvements of navigation
on the Tennessee.”* .

In its 1948 report to Congress — after conducting a thorough
study of the “savings” produced by the TVA navigation project —
the United States General Accounting Office states: “On the basis
of the foregoing determination, the benefits are not sufficient to
cover the out-of-pocket expenses.™®

Admittedly, these TVA navigation improvements and services
do give a few merchants and barge owners lower shipping costs
than they could get in a free market. But these “savings” could
have been provided at about one-third the present cost to the tax-
payers merely by paying the full freight cost to these favored
merchants for shipping by rail instead of by the “free” TVA water-
road.

If these merchants wish to use the Tennessee River water-road,
why shouldn’t they pay the cost themselves? Why should the tax-
payers’ money be taken and used to subsidize an automobile dealer
or a grain merchant in Tennessee? TVA has an answer for that.
It says that the automobile dealer — and all other merchants who
save on shipping charges by using the tax-supported TVA water-
road — should pass that saving along to the consumers. But why
should the taxpayers be forced to subsidize the consumers any
more than the shippers?
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If the shippers had been willing to pay the cost, they could
have — and would have — had these navigation improvements long
before TVA stepped in with government funds. But if the shippers
don’t consider the improved service to be worth its full cost, why
should other people be forced to bear the burden of giving it to
them at a fraction of its cost?

If the shippers or carriers using the Tennessee River had to pay
the cost of the navigation improvements, there would be little, if
any, freight left on the Tennessee.

Even with rates at a fraction of the cost, the tonnage of freight
on the Tennessee was greater three years before TVA began its
navigation project than it was after 13 years of TVA improvements.
A TVA chart shows 2.5 million tons of freight on the Tennessee
in 1930.2¢ The same chart shows 2.2 million tons in 1940 — a de-
crease of 300,000 tons after TVA had poured millions of our tax
dollars into its super waterway.

In 1938 TVA estimated: “It is reasonable to base the present
computations on an assumed movement of 8 million tons, a figure
which should be reached in 1946. . . .”*" In 1946 the amount of
freight was 2.4 million tons.”® This was less freight than in 1930
when TVA navigation was still a dream instead of a government
project to “increase the amount of freight on the Tennessee.”

Suppose that such a mistake had been made by a privately
owned business? What would happen in a free economy if a large
transportation company missed its estimated volume of business
by almost three-fourths? The owners of that company would lose
their capital and go out of business. In a free market, they would
automatically be replaced by persons capable of supplying the
consumers with the goods and services they want at a price they
are willing to pay. But when TVA makes a bad estimate or mis-
take, the government merely collects additional amounts of tax
money from the private railroads, electric companies and the gen-
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eral taxpayers. This money is then turned over to TVA to continue
its mistake indefinitely.

Meanwhile, this uneconomic policy enables TVA to charge
off a large part of its total costs to “navigation” — really to the tax-
payers. This in turn helps TVA to show a “profit” on its electricity
program.






CHAPTER 4

National Defense

One of the announced purposes of TVA is to contribute to na-
tional defense. The following statement by a columnist in The
Washington Post of March 31, 1948, is typical of the many such
claims about TVA’s contribution to the war effort: “Without TVA
power, the aluminum to build 50,000 airplanes a year during the
war could never have been produced. If TVA had not been built,
the war might have lasted two or three years longer. These are
demonstrable facts.”

Thus it would appear that TVA was primarily responsible for
the production of about 200,000 airplanes! And since TVA might
have shortened the war by “two or three years,” it would appear
that TVA deserves full and exclusive credit for saving two or three
million American lives and hundreds of billions of American dollars.

It is impossible to make an accurate comparison between the
war effort of TVA and, for instance, the United States Steel Cor-
poration. But one might argue that if it hadn’t been for United
States Steel, the resulting shortage of ships, tanks and landing
barges would have caused the war to last five to ten years longer.
Thus the United States Steel Corporation, like TVA, would appear
to deserve full and exclusive credit for saving the lives of possibly
ten million American soldiers. And the number of dollars thus
saved by United States Steel would exceed the limits of imagina-
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tion. At least that seems to be the reasoning used by the above-
mentioned TVA enthusiast.

The probable truth of the matter is that if there had been no
United States Steel Corporation the war would not have lasted one
minute longer. There would have been other steel companies. Or
the existing steel companies that now compete with United States
Steel would have been considerably larger.

That idea also applies to TVA. But many people seem to believe
that TVA brought the first electricity into Tennessee; that TVA
was the inventor of the hydroelectric dam. Of course, there were
hydroelectric dams — and electric lights in Tennessee homes — long
before TVA arrived on the scene. TVA took over the hydro dams
and the electrical facilities that had been built by private enterprise.
Naturally, TVA expanded those existing facilities and built new
facilities. Would private electric companies in Tennessee have
done otherwise? Private companies have doubled and trebled their
production in many other sections of this nation before —and
after — TVA came into existence. Can it be logically assumed that
they would not also have continued to meet the full demand for
electricity in Tennessee if government had not forced them out of
business?

Naturally, TVA did contribute a part of its facilities to the war
effort. But so did other private and public agencies. A little thought
on the matter should cause one to realize that TVA’s contribution
to the war effort was at most only a tiny fraction of one per cent
of the total war effort. This includes whatever electricity TVA may
have sold to the private company that contracted to produce the
atomic bomb. Since this particular subject is still concealed by
censorship, the amount of electricity used in the process is not
known. But we do know that a 238,000 kilowatt steam plant was
installed at Oak Ridge when the atomic plant was built.?® As the
Vice Chairman of the Joint Congressional Committee on Atomic
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Energy recently said: “ . . in order to make sure that the Commis-
sion’s activities at Oak Ridge would not be completely dependent
upon TVA power during slack periods, it has constructed and is
operating a steam generating plant, and . . . in times past has sold
its surplus power back to TVA. So the answer is that if the Atomic
Energy Commission needs additional power, and there is some
indication that it does, the way to get it is not to rely on TVA, but
simply to expand its presently operated steam-generating plant at
Oak Ridge, which I understand can be done by the installation of
one additional boiler.”*

If there had been no TVA, we would have produced the atomic
bomb just the same. If there had been no TVA, there seems to be
no logical reason whatever to assume that the war would have
lasted any longer than it did last.

Finally, it is true that the production of electricity — like the
production of many other products — necessarily has a vital part
in any discussion or plan for national security. This may include
types and sizes of generating stations, transmitting and switching
facilities, and reserve capacities. It may include additional inter-
connections among the existing privately owned power stations,
even though the immediate expense in some cases may be greater
than the resulting economies. It may include adequate consultation
among federal and state regulatory agencies, the armed forces,
the electrical equipment industry, and the power producing com-
panies themselves.

Necessarily, since government is charged with the primary
responsibility for adequate national defense, government must
play an important role in these discussions and plans. But none of
these measures indicates any necessity whatever for government
to take over the electrical industry “for reasons of security.” If
uneconomic, peace-time reserves and locations are deemed neces-
sary, is there any logical reason why government can’t pay pri-
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vate industry to build them and to maintain them on a stand-by
schedule?

Is there any more reason why government should use military
security as an excuse for nationalizing the electrical industry than
there would be for nationalizing the steel or transportation indus-
tries? In truth, our experience in winning two world wars shows
that the best possible national security lies in the encouragement
of private industry to make more automobiles, nylon hosiery, and
aluminum pots and pans for a profit. This automatically insures the
building of more electrical capacity — at no cost to the taxpayers.
It also insures adequate reserve capacities for building tanks, uni-
forms, guns and airplanes when the need arises.



CHAPTER 5

Interest

With one minor exception, TVA accounting ignores the interest
cost on the money invested in this project. As a result of this policy,
the cost of about $120 million of accumulated interest from 1933
to 1947 on the total TVA project was borne by the taxpayers.

The technicalities of this question of interest are discussed at
length in the Appendix, page 95. But the following quotation from
a recent report to Congress by the United States General Account-
ing Office recognizes the fact that interest is a cost of TVA produc-
tion. After a thorough investigation of TVA financial practices, the
General Accounting Office reported: “The fact that no interest is
currently being charged or paid results in failure to reflect the
total cost to government.” (That is, to the taxpayers.) Then the
General Accounting Office recommended: “Therefore, the interest
rate on the amount of the investment [in the power program] . . .
should be calculated by the Treasury Department so as to reim-
burse . . . the Treasury for its costs.™!

The fact that the TVA electricity rates do not include interest
and other inescapable costs of doing business, does not mean that
these costs are thereby avoided. It means only that these costs are
borne by the taxpayers instead of by the TVA customers.

Probably everyone who ever heard of TVA is familiar with the
original claim that TVA was to be a “yardstick” to measure the
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rates charged by private power companies. For this purpose, it
was announced that TVA was to operate financially as much like
a private power company as possible. But on this matter of interest
cost, the TVA “yardstick” seems less than the customary three feet
long.

This estimate of an interest cost of $120 million on the total
TVA project is based on low government interest rates. Thus, even
if TVA paid interest, the rate would still not be an accurate yard-
stick because government forces down its own interest rates below
the true value of capital in production. It does this by inflating the
national currency and credit, and by taxation. First, by its monopoly
of money and control of banking, government can make its own
bonds convertible into currency. Thus it can and does print the
money or create the bank credit used by purchasers to buy govern-
ment bonds. Second, government can and does meet the losses on
its own undertakings by taxing the profits of successful private
enterprises. Thus it eliminates the risk factor, not from enterprise,
but from government interest rates. It does this not by superior
efficiency in production, but by shifting its losses to private
industry.

Therefore, if a yardstick to measure operating efficiency is
wanted, either one of two procedures could be used. First, one
might use the costs of privately produced electricity if private
power companies had the privileged interest rates of government.
Second, one might figure TVA costs at free market rates. Obviously
the second method is much simpler and more consistent with the
facts of a free economy. Applying it, TVA total interest costs from
1933 to 1947 at free market rates would be, not $120 million, but
almost $200 million.

In addition to this $120 to $200 million interest cost, another
large capital and interest cost was involved in the transfer of the
government-owned Muscle Shoals project to TVA. When Wilson
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Dam (the hydroelectric part of Muscle Shoals) was transferred to
TVA in 1938, the government had directly invested $47 million in
it.*> When interest at low government rates — and other unre-
corded costs actually paid by the taxpayers in one form or another
— are added to this figure, the total cost of Wilson Dam to the tax-
payers becomes $86.3 million.*® But TVA took it over for $31.3
million 3¢

How much of the total cost of Wilson Dam should have been
recorded against TVA? The total cost less depreciation? The direct
investment of $47 million less depreciation? None of it? Since
Wilson Dam belonged to the government both before and after
the transfer and write-down (purely a bookkeeping transaction )
there is no accurate method to determine its value. Like any other
productive enterprise, this value could be determined by submitting
it to the impartial test of a free market. But the government decided
against this procedure. TVA was given the privilege of setting its
own value on Wilson Dam. It decided that this particular govern-
ment-built and operated hydroelectric project that cost the tax-
payers a total of $86.3 million was in fact worth only $31.3 million.
TVA may have been correct in its estimate. But that estimate would
seem to cast considerable doubt on the argument that government
— which includes TVA — can build hydroelectric dams cheaper
and more efficiently than private enterprise can build them.

It is true that government has sold — and is still selling — many
properties to individuals and to private companies at far less than
the cost of the properties. But this does not mean that the cost is
thereby avoided. It means only that the difference between the
cost and the value of this government production is paid by the
taxpayers. This procedure cannot be advanced as proof that
government is a superior productive agent.






CHAPTER 6

Taxes

As it now stands, TVA pays no federal taxes. TVA claims that it
should pay no federal taxes because TVA is the federal govern-
ment. Yet, for purposes of comparing its electricity rates with pri-
vate power companies, it is claimed that TVA operates just like
a private business. Again, these tax and interest subsidies would
appear to cast considerable doubt on the claim that TVA can be
used as a “yardstick” for measuring the rates charged by private
power companies.

TVA financial records do show a cost item called “payments
in lieu of taxes” to local governments. The reasoning behind these
payments is as follows: TVA has taken over many tax-paying indus-
tries, and it has taken many thousands of acres of productive land
off the tax rolls. The tax load on the remaining privately owned
land and businesses would have to be increased to make up the
original amount. Therefore TVA pays money to local governments
to make up part of the local tax losses caused by the TVA project.

Why doesn’t TVA use the same logic in respect to federal taxes
that it uses in respect to local taxes? The same conditions apply
to federal taxation as apply to local taxation. Federal taxes that
resulted from the private ownership of land and businesses in the
Tennessee Valley were also reduced by the TVA project. The tax-
payers had to make up that loss in federal taxes. And they still
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do. Yet TVA makes no payment in lieu of taxes to the federal
government.

Like interest, taxes are a cost of production. From the over-all
viewpoint, this fact cannot be avoided. It is true that government
can — and sometimes does — neglect to collect taxes from certain
favored productive enterprises. But this means only that the less
favored corporations and individual taxpayers are forced to make
up the difference. Even if government were to assume complete
ownership and operation of all the means of production, taxes
would still be a cost of this production. This cost of production
might then be given another name, but the fact still remains that
even under government ownership a portion of current production
would necessarily be used to support such government functions
as courts, police forces, naval and military forces, diplomatic serv-
ices and others. For purposes of simplicity, these may be called the
“government overhead” costs of all business — paid by taxes on
production.

Someone pays these “government overhead” costs — taxes — on
TV A production. These costs can be included in the TVA electricity
rates — and charges for other services rendered by TVA — or they
can be shifted to the taxpayers, directly or partially deferred by
government borrowing. There is no other choice.

Senator Norris, “the father of TVA,” once said: “A proposal
from a great association of Tennessee says, in effect, ‘Let TVA
property be subject to taxation the same as everybody else’s prop-
erty.” ... If we go to that extreme, Senators can see that the TVA
would be out of business in three months.”® In order to keep TVA
in business, therefore, the remaining privately owned electric com-
panies must keep their own rates high enough to pay their share
of the taxes needed to subsidize low rates for TVA customers. For
example, in 1947 TVA paid in lieu of local taxes 3.93% of its total
revenues received.?® Private electric companies paid in total taxes
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— federal, state and local — an average of 18.9% of total revenues
received.®” These figures do not take into account the other special
tax privileges enjoyed by TVA — but not by private utilities — such
as the franking privilege in the use of the mails, tax-free gasoline,
exemption from various license fees, and so on.

In defense of these tax exemptions, TVA says that private com-
panies pay only a certain percentage of their profits as taxes to
the federal government. TVA claims that it pays all its profits to
the federal government, call it taxes or whatever you wish. But this
TVA claim begs the question of its costs as compared to the costs
of private companies. It assumes that TVA makes a profit. But how
can a profit be determined until all costs are calculated and fully
met?

The issue involved in a true comparison between rates charged
by TVA and the rates charged by private electric companies in-
cludes more than unpaid interest and taxes. It includes a detailed
and technical analysis of TVA’s questionable method of dividing
its total costs among the flood control, navigation and electricity
programs. It requires the inclusion of many TVA expenses now
borne by other departments of government — for instance, the
compensation insurance that TVA carries on its 15,233 employees
but does not pay for.

A recently published study, An Analysis of the Real Cost of
TVA Power, by C. J. Green, undertakes to make this difficult com-
parison.®® Mr. Green is a professional engineer-accountant who
recently retired from the Federal Power Commission after twenty
years of service. In his detailed and thorough accounting-study on
the TVA electricity program, he reaches the conclusion that the
present TVA rates would have to be about doubled if TVA had to
compete on an equal basis with private utilities. Thus, instead of
TVA supplying “cheap” power, its rates would be higher than
the rates of private power companies in the same region.
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On this same point, here is a summary extract from the results
of an investigation of federal power projects authorized by the
House Appropriations Committee in 1947. In his report of Decem-
ber 20, 1948 to the Chairman of this Committee, the chief of the
investigating staff, Robert E. Lee, wrote: “In general, federal power
is not cheap, but can be made to appear so by allocating substantial
portions of the investment and expenses to other than power. Also,
our studies indicate that if the federal projects pay taxes at the
levels paid by the privately-owned utilities, the federal rates would,
in general, be higher than the rates of the privately-owned utilities
in the contiguous areas.”

Here is a comparative tax picture between private utilities and
TVA for the past three years:

1945 1946 1947
TVA payments in lieu of taxes
as per cent of revenue 5.40% 5.85% 3.93%*
Private utility taxes as per
cent of revenue 21.7% 20.4% 18.9%"

If one wishes to add the payments in lieu of taxes made by the
TVA municipal and cooperative distributors, this would make the
total TVA payments in lieu of taxes 5.5% of revenues for 1947.%°

At this point, it may be argued: “Well, suppose that, as you
claim, taxes from all the people are used to benefit TVA customers.
What of it? Eventually all of us will get our money back in cheap
electricity when the federal government builds a TVA or some
similar project in every community.”

This view ignores an undeniable fact: Of the money thus taken
and spent by the federal government, only a part can come back
to the people who earned it. The government’s cost of handling
must be taken out. These charges are often a large fraction of the
total. As Carl J. Faist says in a Saturday Evening Post editorial,
November 20, 1948: “When we need a new bridge, or an addi-
tional health nurse, or an addition to the airport, we go down to
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Washington for the money. It is called a ‘Federal grant,” but it
looks like some of our own tax money coming back to us, with a
great many restrictions as to its use. For every dollar we get back
this way, I'll venture to guess that another dollar is eaten up in
Federal administrative expense — collecting it from us in the first
place, telling us how, when and where we may spend it, then
compiling voluminous statistics about it afterward. Certainly it is
not a gratuity, as some might think. . ..”

It seems to be axiomatic that the spending of money that has
not been earned by the person who spends it, usually results in
inefficiency and waste. In addition, the tremendous political power
over others that goes with this spending is an open invitation to
corruption, greed and favoritism. That is what Lord Acton had
in mind when he said: “All power corrupts, and absolute power
corrupts absolutely.”

For these reasons, a taxpayer in any state is on questionable
ground when he imagines that he can get back the cost to him of
a government project in another state by voting to have the gov-
ernment tax the people of that state to build a project in his own
state.






CHAPTER 7

The TVA “ldea”

In previous chapters a summary of certain TVA statistical facts
and figures has been given. But no advocate of TVA will accept the
figures alone. Invariably he will say: “TVA is more than a mathe-
matical operating statement — it is an ‘idea.’” And this ‘idea’ must
be grasped before you can fully appreciate TVA.” That is fair
enough. But what is this “idea” and where can it be found?

Many persons, when asked that question, recommend Mr.
David Lilienthal’s book, TVA: Democracy On The March.** Mr.
Lilienthal has been closely associated with TVA since it came
into existence. He was chairman of the TVA Board from 1941 to
1947. Probably that explains why so many people praise his book
as the most authoritative story ever written about TVA and the
“idea.” It would be almost impossible to examine this “idea” —
the philosophy behind TVA — without quoting the man who has
written the leading defense of it.*But let it be clearly understood
that this review is a discussion of ideas, and not of persons.

To begin with, we should note that Mr. Lilienthal claims not to
advocate a strong central government which might endanger the
people’s liberty. Quite the contrary. On page 149 of his book he
writes: “The shortcomings of highly centralized administration of
national policies are not due simply to the stupidity or wrong-
headedness of particular individuals. Naming a scapegoat when-






