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CHAf~ER I 

INTRODuC'rION. 

During the past century in the United States there 

has been a consi·:lerable increase in the public control or 
economic activity. Today, each of the states engages in 

some form of public ut~ility regulat.ion, and in addition, 

there are several federal agencies which are charged with 

the regulation of various segments of the economy. 

Regulation has in the past been carried out through 

'the legi~lati ve, the judj.cinl, and the executive branches 

of government) but since the late 1800s the primary 

institution for the regulation of economic activity has 

beerl the independent regulatory commission. 

~lhere is widespread disccnt.ent with the commission 

form of regulation. Most stud.ents of the subject agrt3e 

that cornrnission.;~ have failed tt) live up to the expectations 

of their creators. The objective of this study is to 

ana.lyze s!~veral of thE) explanat:~ons of com.'1lission fa:tlur~ 

in order t·o determine 'fJ'lhich, if any, seem valuabl~. 

There are several theories of commission behavior 

which fall into ,two broad categories, tradit:ton.'ll approaches 

and bureaucratic 111odels. \~e -test each of 'the theories as 

1 



variants of a general model incorporating them all. The 

"test is applied to time series datu from the Virginia 

Sta.te Corporlltion CQrrunission. None of the theories is 

accepted without reservation; howEver, Stigler's theory 

of a captured bureaucracy, and the traditional theory seem 

most consistent with the data. 

While all of the theories are useful in explaining 

certain aspects of regulatory behavior, all suffer from 

serious shortcomings. We conclude that extensive research 

remains if we are to be able to adequately explain and 

predict regulatory behavior, and we offer several sugges­

tions for the scope and direction of that research. 

R.egulatlon in the United States developed in a 

rather haphazard manner. A ccording -to Fainsod and Gordon, 

regula1~ion was n. • • initiated by particular groups to 

de with specific evils as they arose, rather t,han 

inspir'ed by any general philosophy of goY.:::rnrnental 
1 

control. u-' 

rrhe groups ini tiat,ing regulatory control first 

turned to local governments for relief, hov18ver, they 

s~on found that; local governments were unable to p.:covide 

the pl'''otection they we.r'e seeking. They then turned to 

IMerle F'ainsod and Lincoln Gordon, G(),'lre:"nment and 
the ~e.tican..\.Ec(-2..nOEl}:", (rev. ed.; Ne,-~ York: yr. vi .. Norton ana t/O., T9"Z;:o}, p. L;.~6(> 
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the states and the federal government for regulatory 

action. 
, 

Several statesL initiated regulation prior to the 

Civil War, with regulation in Virginia beginning as early 

a,s 1$16. rfhe first national commission) the Interstate 

Corr~erce Commission, was established in 1887. 

Early state regulation\ias legislative in nature. 

Occasionally a legislative corunittee would be set up to 

inv€stigata some area of railroad operation and if it 

appeared that the public required relief from certain 

practices, new legislation was proposed by the committee. 2 

Enforcement of the la'fJlS passed by the legislature was left 

up to the judiciary. 

1h~-IE?epen~ent.Regulato~l Con~ission 

There was great concern that the ordinary law 

making and law enforcement este.blishment \>Jas poorly 

equ.ipped t~o handle regulation of' business. Legislative 

control was felt 'to be ineffective because of the lack of 

expertise in dealing with the issues and the absence of 

ccntinuOUB sessions. Courts were considerf:d unsatisfactory 

because in addition to their lack of expert knol'/ledge, their 

IPcnnsylvania, Massachusetts, New Jersey and 
V':L rgi.nia. 

. ~ 2Marver B~rn~tein, ~gulati~~~ B~(~_!.ness by 
In(te~ndent COmml.SS10n (Prl.nceton, i~. 'J ~; PrInceton 
lTnD/el';'Sfty-Press,J.95.5), p. 26. 
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formal, case by case process was :,;,lo'W and often excluded 

classes of evidence ,,-hich were relevant to business 
1 

decision making. 

When the tradltione.l enforcement bodies set?med' 

unable to deal with regulatory problems, attentio~ turned 

to devising a flexible administrative mechanism which would 

be more competent to deal with complicated economIc matters. 2 

The administrative mechanism devised \-Ias what. is now known 

as the independent regulatory commission. The typical 

independent regulatory commission today consists usually 

oJ: three or five members who act as judges. Commission 

staffs often consist of: directors of various divisions 

of the agency, aCColli~tants, attorneys, engineers and an 

occasional economist and rate analyst.) Independence 1s 

sought in order to keep political influence at a minimu.rn. 

Ntunerous techniques are used to assure independence. 

Among the more con~on are staggered terms, bipartisan 

representation, and the apPointment of com...rnissioners by 

the exacutive with legislative approval, though some state 

commissioners are selected by direct election. ifhe complete 

separation of the selection process from the political 

lSamuel O. Dunn, "Regulat/ing by Commission, II North 
~:~(~ri~ Hevie!!, CXCIX (February 1914), 205. 

2Bernstein, ~. cit., p. 26. 

3Charled }". Phillips, Jr.:. Th~ E~onomics 2! 
Regulation (rev~ ed.; Hornevl0od, lIT:: 1t~chard TI. -"Irwill, 
Inc. ') 11)09'); p. 125. 
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arena) regardless of the method used, would be difficult. 

Once the commissioner is selected, complete isolatiorl from 

the executive and legislative branches is practically 

impossible. Annual budgets are formulated by the executive 

branch and the legislature must enact the appropriations 

bills. This topic will be covered in more detail in 

Chapter III. 

'Jihe advantages allegedly en.joyed by the commission 

form of regulatory administration are: 

(1) Flexibility--previous legislative regulation 

was inflexible and unable to keep pace with changes in the 

economy. 

(2) Expertise--continuity in the commission assures 

increasing knowledge about the regulated industry and its 

affatrs .. 

(3) Independence.--neither political pressure nor 

pressttre by interested groups would be able to affect the 

decisions made by impartial commissioners. 

(4) Initie.tive--the commission would not have to 

wait idly by until cases were referred to it, as the courts 

nmst. Commissions could instigate proceedings and investi-

~'::3.te evidence on their own volition. '.J 

P!llE_ . .2.!~~~he Study 

In Chapter II we 'will discu.ss the historical foun-

dations of regulation in Virginia and the events which led 
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to the creation of the Stete CorpcraCion Commission. 

We will also review the history of the commission from 

its creation in 190) to present. 

The theories of the behavior of regulatory commis'­

sians are presented in Chapter III~ We specify a general 

function inco::,"porating all of the theorie sand dj.scuss 

each theory in detail. 

We test the altf-:;rnative hypotheses in Chapter IV 

and in Chapter V we summarize our findings and discuss the 

implications of those findings. 



CHAPTER II 

REGULATION IN VIRGINIA 

During most of the nineteenth century, when anyone 

expl"essed 8. concern over the public control o,f business, 

his primary interest rested with railroads. In this 

chapter we will first ,summarize the history of pre-Civil 

War railroad regulation in Virginia. After the Civil War, 

the increased abuses of the railroad's political and 

economic power resulted in renewed interest in railroad 

rE~gu.lat:lon. This culml.nated first in a relatively power­

If)sS railroad commission J and eventually in the creation 

of thl3 State Corporation Commission by constitutional 

convention. 

In order 1;0 f amiliar:tze the reader with the 

functions and activities of the sec since it.s formation 

'We wilJ. discuss the cOIn..rnissioners, the duties, some major 

trends in commission activity, and the financing of the 

corr.mission. Though Wf;.~ take an historical approach, we 

b~ke no atte~pt to write a definitive history of the 

commission's activities for the past seventy years. 

Hath~r, we attempt to lay the groundw<rr'k for empirical 

&nalysis which will be presented in later chapters. 

7 



Early_ Regulation l.r;_.Yl~lnia 

Regulntioc began in Virginia in 1816 with the 

creation of the Board of' Public Vlorks. 'l'he primary 

reason for its fo'r'mation was to assure cont,inuity in 

the supervision or state· aid to railroad.s. 'fhe Virginia 

General Assembly had recognized that rail transportation 

in that era exhibited certain publj.c goods characteristics 

and sa~l the need for public financlng o:f some segments of 

rail lines. They realized however, that the degree of 

expertise required to administer such aid was not to be 

found in the General Assembly. It, became, then, the job 

of the Board of Public Works to advise the General .Assembly 

and the railroads in sllch matters. l 

The dutj.es and responsibilities of the Board \~lere 

not those typically associated with the modern regulatorl 

commission. It had no rat,e maklng power, but could only 

ad7ise the railroads and legislature as to proper rates. 

It ~llas apparent that the Board f s rate making advice was 

not directed toward th(~ approximation of competitive 

conditions, but, l"ather toward aiding the ra:Llroads in 

establishing rates which '11ould maximize their profits. 

This '!lIas done so that t.he state might recoup some of its 

lCarter Goodrich, f~trhe VirgInia System of Mixed 
F;nterprise:A Study of Stat(~ Planrd.ng of Internal 
Improvements,U Political Scienc.e QU'1:cterly) 64 (September 
191 .. 9 ), 35 5 - 87 ~ ------.. ..~------- - --.. ~---........ 
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railroad aid in the form of high-er dividends from roads 

in which it had a financial interest. 

The next phase of regulation in Virginia began in 

the 18705. Twice (in 1872-73 and 1874-75) bills were 

· d d ,., 1" t °1 d .. 1 b.L. :lntro uce Wi1J_cn 'wou a crea 'e ra~ roa comm~ss~ons, u~ 

each time they were rejected. In 1877 a relatively strong 

bill was introduced which would form a commission with the 

power to set reasonable rates. The bill as enacted, how-

ever, left the commis3ion with only the powers of super­

vision and recommendation, with the additional charge ot 

assuring that the terms of the roads charters \"Iere carried 

out,. Once in action the newly formed commission seemed 

primarily interested in assuring tha't no traffic was 

diverted around Virginia, rather than with problems such 

bl t d t d " .. t· 2 as reasona era' es an raJe 1scr1m1na~~on. 

In the years following the creation of the railroad 

co~nis3ion until 1892, three bills, designed to restructure 

the commission after the Georgia commission, were intro­

duced. 3 All attempts to redestgn the Virginia commission 

.. --_.'--------
lHouse Journal, 1872-73, p. 378-79; Senate Journal, 

1 $74-75 , -p.T5-. ~.---
? 
-~J[ax\tlell .r"'erguson) State Retiulation of Railroads 

in the South (Neltl York: Columbfa nIVersi tyPress J 19I6) , 
pp • -'b" .. ~1)7;---

3The Georgia COTmaission, established in 1879, was 
more pouerful than any commission existing at that time 
in anv other southe:r·n state. It had the power to set 
ratesVand fw~thermore had survived court ~ests of its 
,?'uthority. See 1:.!:.!d. $ p. 60. 
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failed, and after 1892 little was dene by the proponents 

of regulation until the 1901-1902 constitutional conven'tion. 

The Railroads and Virpinia 
"PoITtics Af't_er .~-EG . G:.i ~ilvlar 

The passage of the Underwood Constitution) and the 

election of Gilbert C. "ialker as Governor, in July of 1969, 

coincided \'lith the beginning of an era of rebtdlding for 

Virginia's railroads", The rebuilding was ·to include 

numerous consolidations of existing lines, many of lihieh 

were to require legislative approval. 'llhe new constitution 

provided for universal suffrage, and the railroads often 

were able to influence the ne\V'ly enfranchised vote~s to 

electi reprenenta'tives l.mO were sympathetic to their goals. 

1::1 the campaign of 1869, the power of the railroads began 

t~o be felt :Ln Virginia politics, William Mahone, president 

of three different railroads extending from Norfolk to 

Bristol, 'VIa.s the primary financial backer of Walker f s 

campaign. Mahone's goal was to legally consolidate the 

three roads into a single line,l and without political 

help his goal '-las not attainable. Wells, the nominee o£ 

t.he Radical Republicans, opposed Mahone's consolidation 

plan and it \V'as feJ:t that the Conservative Party 'ticket 

was teo weak to dr~i'eat 'veIls. Mahone had Ii ttle choice 

lAller: W .IJioger , Virginia: Bourbcnism to B:q;d. 
1870-1925 (Charlottf!sville:""rhe UnTversity=Press 0 • 
Virgiii1"a; 1968) J pp. 10-11. 
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but to press for the nomination and subsequent election 

o.f the Conservative Republican Party i ~ nominee Gilbert c. 
y.lalker, who was s,ympathetic tu h:.ts consolidation scheme. 

The Conservatives ruled both houses of the General 

Assembly, but Negroes had a relati"vely large representation 

(22 of 181). Railroads had traditionally influenced the 

vot,ing of many legi,slators, especially the Negroes. The 

stage was set for increasing railroad influence through 

the manip~lation of the legislature. The first controver­

sial issue to come before the General Assembly was Mahone's 

consolidation plan. H~ needed legislative approval to 

purchase railroad stock held by the State of Virginia in 

order 1.,0 consolidate the three lines. The issue resulted 

in a bitter fight with the decision finally hinging on the 

dispersing of a good deal of Mahone money.l 

Another major piece of legislation which would allow 

·the railroads to purchase the states interests in roads 

other than lJfahone' s three, Has passed :tn March. 1870. The 

stock J purchased bet\l/eE~n 1816 and the Civil War) was next 

to worthless by 1870 because of 'the losses suffered by the 

roads during the war" Mahone, who had already purchased 

the S·tates interest in the three roads making up his East-

West l:i.n~:;, "!'las Yiolently opposed to -the measure, since it 

lRuJllors of bribery were so widespread that the 
Senat~e aPPointed an in·'lestigatory corrunittee J though it; 
took no action. 
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Gould result in the consolidation of No~ct,h-South line s 

and divert freight northward and to the sea via Baltimore 

rath.?r than thrO'iJgh Norfolk. However, his lobbyis't,s were 

not so adepf; clS the so-called ItbucktailsU from the North, 

and the bill pasGed both houses of the General Assembly. 

As payment for the stock, the Btate accepted 

unfunded prevlar state bonds, and even second mortgages 

on the railroad properties themselves, while allowing the 

railroads to float first mortgages on the same properties 

in order to raise opere.ting funds, making the second 

mortgages practically worthless. The total loss to the 

state from the sale of her stock has been estimated in 

f ~' "11" . 11 1 excess 0 ~o m~ 10n ao ars. 

The corrupticn and influence of the railroads was 

not confin.ed to the legislatu.re. Governor Walker, whose 

f~lection \1aa o\"J.ed in large part to Mahone t s efforts, 

apparently trias w:i.lling to bargain with other rail interests 

as well. The railroad bill of 1871, If. • • 't'las concocted 

in the Governor 1 s Mansion, and the Penn Central gave 

J[{me~ v'lalker {the governor's brother) 2,000 shares of 

stock fer his services in obtaining the road for them."2 

lGeneral J. D. Imboden, in RCPJIrt on the Internal 
Co:nmerce of th(~ United States, l$St.>;"' .ouseEXecutrVe­
Docilinen't s -;-49tF~ '(5 ong., 2d -"s-e s s .. J.886 -87-;xvl I 22-,::2)", 
'1"'f 'e-""1"1Z:,.-----­
I ';--iU. 

2Allen 'Tfl. Moger, "Railroad Practices and Policies 
in Virginia Aft~er the Civil War,·' 'yir~iI'!ia ~agaztp~ of 
!.I~!,orz and B'~oe.!."}!I)l:Y, 59 (October W)ll, ll-)9. 
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After the legislative fight of the 1$71 session, 

the railroads had sueh a firm control over the government 

in Virginia " ••• that restrictive legislation could not 

be passf~d a.nd the roads eouId get nlmost a.ny generous 
1 

concessions they might desire .. Sf 

The Ina.deguacr of Early 
Raj.:~roaCfh.·egu ati~ 

frhroughout the remainder of the nineteenth century 

the railroads reduced competition in Virginia via legis­

lative approved line consolidation and the formation of 

relatively successful pooling arrangements. 2 

The railroad commission in existence between 1877 

and 1902 had lim:i.ted powers. It had no absolute rate 

ma.king power and \'las thus unable to do anything about~ 

rate discrimination. All attempts to. give it those powers 

"flere successfully thwarted by railroad interests. 3 

A major cause of monopolistic pricing in the state 

continued to be road consolidation. ~JIuch of the 

-------------------
II· °d 4~'l ~., p. '';'' • 

" ~Pooling arrangements have been notorious examples 
of the fai.lure of collusive oligopolies be cause o.f the 
incentive to chisel, however, the Southern Hailway and 
Staamship Asscciation had been quit.e successful. rrhough 
North-South lines t;.sually had. stable rates, this was not 
the case for East-West rOD s, which result8d in consider­
able long-short haul discrimination on these roads. See 
Henry Hudson, if The Southern Hailv{ay ;.Jnd Steamship 
Association, n The Quarterly t.Tournal of Econom:tcs 
(October, 1890Y;--7u-11;.. <i.. --_._- - ... 

3perguson, .£2. £.i.t .• , pp. 60-62. 
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consolidation 'Wa·~; f.lccompl:lshed through tho manipulation 

of sE:curities, a practice which the comrnlsslon was 

powerless to control. The only control ;dlich tho 

cOlnmission had ''''las the enforcement of the terms of the 

rililroad's charter. crhe legislature, \'lhich was the agency 

empowered with the authority to grant charters, did little 

to control railroad operation through charter restrictions. 

In fact "the charters ,,,ere excessively liberal, and only 

one instance has been discovered of the veto of a railroad 

charter because it contained too many conr.:!essions. ,,1 

The state had become an integral part of the 

workings of the railroads. Railroads 'N'ere able to get 

favorable legislation passed practically at will and they 

\vera "regulated" by a commission which was po\~erless to 

harm them and could 0!11y benefit them. 

The 1901-1902 Constit'tJ.tional 
{;6'nvention 

Pol:ttical corruption c>.nd rate discrimination of 

the late 19th century set the stage for the formation 
. 2 

by constitutional convention of a strong commission 
----,-_._---

IMager, "Railroad Practices ••• ,n P..E • .sit., 
p. li-~ .. 8" 

2The issue of railroad regulation was not the 
pr'imary reason for calling the convent.ion. Mississippi 
and st:v8ral other southern states had met with success 
in rEforming their reconstruction const:ttutions in the 
18903. The primary reform WAS literacy tests as pre­
requisites for voting. 'rhe suffrage issue ''las of utmost 
importance to the :::;outhside Virginia cour...ties where the . 
major concentJ'at~ion of Negroes I1ved. 
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designed, in principle at least, to rid the state of the 

:tlls l'Jhich had plagued it for so m~).ny years. Once it 

convened in Richmond the convention began to consider 

some form of effBctive ccmmis&tcn \'lhich could regulate 

railroads D.nd remove them from politics. The committee 

on corporations included elevt"!n men. The talo most out-

standing were Allf:n Caperton Braxton of Staunton, who led 

the figh"t for the commission and carried the major burden 

of drafting the corporat.j.on article, and Eppa Hunton, Jr. 

of Fauquier Cotmty, ~who cosponsored the minority report 

on corporations. 

Braxton believed that the early railroad consolida­

tion had benefitted society in efficiency gains to as 

great an extent as the loss of competition had harmed it, 

n hOl"ever, the business cons 4.)lida'tions of modern 

times, particularly among railroads, have created an 

ent:i.rely new condition or affairs which requires new 

governmental agencies 'co deal with. ,,1 

Opponents of reguJ.atlon at i;he convention urged 

tha't i.f Virginia should est.~ablish a regulatory commission 

that it be properly done by the General Assembly. Braxton 

objected to this on t,,,:o counts. First J the rallroads 

controlled t,he General Assembly, and secondly, if created 

---~--.----.----.-. --,-
l A1.1en Caperton BraY.t':)n, "The Virginia State 

Corporation Commission, tf Y.irginia ~~ B:..e~is~~.£J Vol. X, 
No.1 (May 1904), p. 5. 
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by the legislature the commission could have only 

legislative (i.e., rate makine) and administrative 

power:3. Braxt,on had in mind a fourth bra.nch of govern-

ment J one 1,"Iith Ct.drnj.nist~rative, legislt:rtive and judicial 
1 

Early co~nissions had cften met with failure 

because they lacked ,judicial pc,wer. Commission regula-

'tion could be defeated by the railroads by merely with-

holding material evidence from the commission proceedings, 

then introducing it for the first time in an appeal to the 

courtiS. If successful, the railroad could force the entire 

regulation to be sent back to the commission for proceed­

ings 'de novo,t possibly resulting in indefinite delays.2 

Even 8. ra:llroad commission 1!!hich had ample legis-

la ti ve and administrati·vc powers \'las unable to cope with 

such .an oceurrence. F'or this reason Braxton would not 

co~promise on the powers to be given the Corporation 

Corrtmiss1on.3 

lWi thout judicial power) the eni"orcement o:f any 
administrative or legislative ruling of a commission must 
be IHft up to the courts. In addition, should an individual 
be injured by either the railroads or the commission his 
only remed.y 'ttJould be the courts. Braxt:,on characterized the 
cottrt ~ontest between an individual and a rai.lroad as 
It. • '. but the ~hopeless struggle of a pigmy with a giant. II 
I 'l?:~., p • 2. 

,... 
"-lbid., p. 11. 

JThe new Commission was endowed with all the powers 
of a court of record. Anyone affected by -the Commission t s 
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The commission was to consist of three members 

serving staggered six year 'terms.. Initially the members 

of the commission were to be selected by the Governor 

sul)ject to ·the approval of the General Assembly, but after 

1908 the General !\ssembly could provide for 'the popular 

election of commissioners. l The article creating the 

ConlInission further stipulated that commissioners could 

not be employed by or hold office in any transportation 

or transmission company or practice law while a member of 

!he cow~issio~. In addition, at least one member of the 

com.'!1ission must have the qualifications of a judge of the 
2 Supreme Court of Appeals. 

A long-haul, short-haul clause was \I]ritten directly 

into the constitution. However, if the elimination of 

rate discrimination result.ed in freight being diverted 

from Virginia ports, exceptions to the clause would be 

al1olll/ed. 

The Commission bf,;gan j.ts duties on March 1, 1903 

but was able t,c do little its first year. The Corrmission 

----------~.~----------

decisions had the right. of appeal directly to the Supreme 
Court~ of Appeals. In addit.ion, should the Supreme Court 
of Appeals find the COInroission in erre>r, rather than 
sending the regulation back to the Commission for rehearing, 
it is charged with correcting the error. 

IPo~ular election was Braxton's only major concession 
to the opposition at the convention. 

r, 

':"Article XII, SE~C. 155, 156, Virginia Constitution, 
1902. 
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reported numerOU5 complaints agairlst railroads, however, 

most were settled without formal hearing. A complete 

3'tudy of rates in the state was notmada during the first 

year of operation; hO'tiever, the Commission planned to 

u..'t1dertake such a study once its other duties became more 

· t,tl ~ 1 se J ea. 

The Conwissioners 

Since its ~stablislunent in 1903 J there have been 

twenty-seven commissioners of the State Corporation 

Commission~ The mean commissioner tenure has been 7.85 

years. The most COInmon range of service has been from 

three to ten years, with one conunissioner (H. Lester 

Hooker) serving for forty-eight years, and a few for as 

little as one year (see Table A-I). 

A major complaint often aired by students of 

r(~gulation has been tha.t salaries earned by commissioners 

and staff have been too low to attract. and retain highly 

qualified personnel. l.r~(j.e salary of sec corrunissioners was 

set at~ *l..,OOC per year in 1904. The current salary of the 

sec commissioners is $30,000 per year. \fuile the increase 

in salary over the years seems quite large, a better 

comparison might be made by deflating the salaries in the 

two years. itlhen defl!3.ted using the conSlLiler price index 

lAnnual Rf~1)o:r·t J Virginia State Corporation 
Commission, 190~;,p,-"1ii. 
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(194$-49 ~ 100)) the 1904 salary is $10,870 and the 1971 

sa18ry is $17,036. 'jlhis represents a real increase of 

only about fifty-seven per cent over a nearly seventy 

year peri.ad. 

~'hen discussing the levels and. changes of commis­

sion~rsf salaries, it is best to keep in mind that the 

typical commissioner is an attorney, and often he has the 

qualifications to serve on the Virginia Supreme Court of 

Appeals. It is quite likely then, that salary alone has 

not been a prime motivation for most commissioners to 

accept appointment to the Commission. If it has been, 

then the quality of commissioners should not have been 

expected to be very high. 

Duties of" the Commi.ssion 

The Commission was charged with thirteen duties 

prior to its first year in exj.stence. Several were 

specified in the CrJnstitutiol1, and others were added by 

the Ge!1er~l Assembly during the first year of the Commis­

sion 1 s life. The duties have been expanded over the years 

to a present total of sixty-four (see 'rable A-2). 

Irhe Work L2§'~ of __ .the Comrnissi*?!! 

It is virtually impossible to find a widely accept­

able me8.sure of output of a regulatory commission. 'l'here 

al*e numerous possible meaS'Ltres of cormnission workload 

lr-lhich may be mean:i.ngfuJ., the most obviolls being the number 
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of cases heard in a given year. This measure is imperfect, 

though, primarily becauoe of the heterogeneity of ca.ses. l 

For any detailed er.'ipirical work it \'c'ould no douo'c be 

necessary to develop a consistent weighting process to 

standardize the cases handled by the commission. However, 

for our descriptive analysis of CO~1lission output it seems 

accep'cable to break d01-'m the cases into various categories, 

make certain broad assumptions regarding the typical type 

of cases which appear year in and year out, and discuss 

trends in caseload. 

The primary 'lork of the Commission in the first 

several years was in the area of transportation regulation 

(see Table A-3). This is hardly surprising since the sec 

was initially croated to deal with the abuses of railroad~. 

After 1923, when modes of transportation other than 

rail and canals were specifically placed under sec regula-

tion, transportation proceedings increased from twenty-

fi ve to onc htUldred .. forty in 1924. The primary reason 

for the incroased ,~orkload was the hearing of seventy-

five cases in "whlch trucklines and buslines requested 

certificates of public convenience and necessity, and 

1<:1 ~ome proceedings may involve the determination of 
a rate base, possibly complicated with the determination 
of wha"t~ pllrt of a na'f':,ional firm's assets are to be 
included in the base, determination of the fair rate of 
return, etc., whj~le anot,hl;r may be as simple as finding 
against a common carrier for failure to correctly report 
taxes due and ordering him to remit. 
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t*wenty~~'thr~)e additional cases dealing '·/ith trucks and 
1 

bllse~~ • 

In 1930 tllf~ COlfuvnission was charged \-'Iith collecting 
2 gross receipt,s taxes on motor 'fehicle common carriers, 

resulting in a slight increase in transportation case 

load.. In 1940 the Corrmlission was required to assess and 

collect motor fuel road taxes. In 1942 the base of the 

tax was extended to cover actual mileagta driven in 

Virginia, regardless of the amount of fuel actually 

purchased in the state. Apparently some confusion 

resulted from the new law, or perhaps there was wide-

spread evasion, because there was a large increase in 

t:cansportation tax cases, rising to a high of forty-four 

~n '9' '} .t., ..L lr..J" By the 19506 however, the administration of the 

motor fuels tax became routine, as in only one year did 

the number of motor fuels tax cases heard in formal 

session reach four. 3 

~----.-------------~ 

lBy comparisorl J from 1903 to 1923 there had been 
only two cases conCerning motor vehicle transportation. 

2These cases are recorded and included in the 
category of Corporate matters and Tax cases in 
'rable A-3 a 

') 

JFor a T:lOre detailed su..rnmary of transportat.ion 
regulation in Virginia~ see Barry L. Thomas, "Regulation 
of Transportat.i.on Within 1l he State of Virginia by the 
St.9'ce Co.rporat.t.on Commission" (unpublished 14.A. Thesis, 
Virginia Polytechnic Institute and State University, 
1973. 
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The Conunission hea,rd fe'V-I CDSCS dealing wi,th banks 

and other financlaJ. intermediaries until the depression 

years. Hearings held prior to thls time usually involved 

the appointment of a receiver for un occasional bank which 

had failed, or the invest;igation of irregularities 1flhich 

the banking division found in its periodic audits. In the 

1930s there 'Nere large nUInbers of orders for banks to 

limj_t withdra)-lals because of near insolv'sncy conditions. 

In addition, quite a few savings and loan associations 

requested permission to join the Federal Home Loan Bank 

Board for deposit insurance purposes. 

The next large increase in formal hearings on 

banking matters began with the passage in 1962 of new 

b .. '\.. l ' "l . 1 t' rancn oan.K~ng . ,eg~s a _:Lon, In addition, during the 

1950s and 19605 the suburban growth around cities resulted 

in increased requests for permits to establish new banks. 

In 1956 the added dut:i.es of issuing certificates of 

convenience and adYantr3ge to small loan companies resulted 

in grea.tly increased caseloads in the banking area. This 

trend has c()ntinued into the 1970s. 

Few formal insurance cases i;V'ere heard by the 

cOITLrnissicn pr.ior to 1928. E~yen after 1928, the bulk of 

the workload consisted of administrative orders of the 

C orn.mj.3si-on a.nd not formal matters brought before the 

r'-omn' ",·1 C!s': oy 1 V. It..l..;;) ... .t. J.~. There were numerous insnrance rate cases 

lA 'typica,l administrative inGurance order might 
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reported over the years, though in many instances they 

were requests for d,~vlat.ions from st.andardized rates set 

by rating boards. 

Prior to the enactment of a Plue Sky Law in 1918,' 

the securities division's prim.ary duties were to record 

new stock issues of corporations f'tnd banks when they made 

revisions in their charters and capital accounts. After 

191e) hO\-iever J emphasis turned t,C the control of the 

widespread abuses of securities fraud. From 1919 to 1924 

the Commission heard an average of one hundred-fifty 

securi.ties cases annually, up from only three in 1918. 

In 1931rJ legislation was passed which required sec approval 

of new secttrities issued by public utility companies and 

also regulated contracts between regulated utilities and 

their affiliates. The nuraber of formal securities cases 

heard ranged from th:Lrty-seven in 1935 to as high as two 

hundred forty-c,ne In 1948.. Since most of the cases were 

cut and dried, and required only the sec stamp of approval, 

the use of formal hearing time was discontinued afer 1948. 

~ehe securit:tes division began in 1949 to handle the bulk 

of securities cases administratively j.nstead of through 

relate to a rate deviation by one company, or perhaps a 
change :i.n the forlll of a policy, etc.. }tlor a more detailed 
su.rnmary of rate hearings and insurance casBs, see Thomas 
viilli.:un Hannigan I nAn Hist~orical and Economic Analysis of 
In~:urance :fl;~gulation in ·the United States and Virginiall 
(1;.npubIt:..')hcd M..A JI Thesis, Virginia Polyt,echnic Institute 
and St3ta University, 1973). 



24 

the formal hearing proces$~ From 1949-1970 the securities 

division acted on a.n average of 'three hundred-nine cases 

per year, while the Commission heard an annual average 

of only seven securities cases in formal ·session during 

the same period. This represented a substantial reduction 

(from an annual aver.age of one hundred-ten formal securi .. , 

ties cases from 1935-1948) in the formaJ. work load of the 

Comm.ission. 

The Commission Bud~et _____ 0 ...... _ .. 

The General Assembly ~ppropriated $8,666.66 for the 

t · f th sec d· 't f' t f· t 1 opera J.on 0 e, U1.""J.ng]. S J.rs year 0 exJ.s ence. 

Cow~issioner salaries accounted for $5,000 of the total and 

salaries of all employees .Cor all but $1,333.33 of the 

total. The first full biennial budget appropriation 

{1905-1906} was in the amount of $95,910, a far cry from 

the $9,136,950 appropriated for operation in the 1972-7.3 

bienniuJrl. gven when deflated the comp8.rative budgets are 

$260,600 versus $5,18$,500 (see Table A-4). 

-rhe general trend in sec expenditures as a propor­

tion of the total appropriations for the state has been 

downward throughout, the past seventy years. With the 

exception of seven periods of ·time, 2 the sec share of the 

-------,,----
1 The appropriation was for only the remaining five 

months of the fiscal year. 

21907-1912, 1925-1928, 1933-1936, 1951-1952, 1955-
19Sa, 1964-1965, 196$-1969. For more detail, see Table A-4. 
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total state budget has decreased since 1903. In most ot 

the years that the sec share increased, there were also 

increases in jurisdiction. In some casez as many as four 

or slx new duties "Jere added either in 'the year preceding 

the increased share or the year of the increase. 

There may be some reason to suspect that recent 

interest in "consurnerismtl could partially account for the 

slight increases j.n the sec share during the 19605. Even 

in the y~ars during the 19605 when the sec share fell, the 

decline was small, perhaps indicating some leveling off of 

the sec share of total appropriations. l 

You will recall that the Commission was originally 

formed to stem the abuses of the railroads. There was 

widespread public support for the Commission at that time, 

and its activities were much in the limelight. From 1903 

to 1927 the SCC share of the total state budget remained 

stable at about one per cent of the total budget. While 

it is llii1ikely that the abuses of the railroads remained 

a major concern of the public for that entire t'ltlenty-four 

year period, therG may have been other factors working to 

keep tha sec in th~ limelight, at least more so than in 

later years. Since the commissioners were elected by 

popular vote [room 1919 until 1926, the political nature 

IThe sec share ranged from twenty-five hundredths 
to twenty-eight hundredths of one per cent between 1961 
and 1973. 



26 

of the Commission may have been Rufficient to maintain 

public interest in its activities. From 1926-1928 the 

Governor appointed members of the Conlmisslon, and after 

1928 they were appointed by the General Assembly. A 

traditional reason for the appointment of members of 

independent commissions has been to take them out of 

politics. One result of this may also have been a 

partial removal of public support for the activities 

of the Commission, which shows up in the declining 

budget share. 



CHAPTEH III 

THEORIES OF REGULATORY BEHAVIOR 

In this chapter "Ie outline the'tradi tional goals 

of regulation and the results we might expect from a 

properly functioning ccmrnj.ssion. VIe then discuss the 

failure of regulatory commissions to achieve those goals 

in terms of theories which fall into tvlO broad schools of 

thought, the traditional and the political economic. 

vfe present several explanations of commission 

behavior as alternatives to the traditional approach. 

'rhese alternatives fall into six, not necessarily 

independent classifications. They are: Bernstein's 

tradltion-sl explanation which allows for loss in commis-

3ion vitality as the result of a natural aging process; 

~1Jl1son 1 s random behavior model \'~hich implies that com,-

mi.ssioners hc.ve no well defined pattern of behavior but 

rather haphazardly rule on a given case O~ the basis of 

tever particular goal they are pursuing at the moment; 

Posner's, a.nd Comanor and Hi ~jchel1" s models ,,,hich assert 

tha:t the goal of regulat.ors is to redistribu"te income on 

i.~{},e be.sis of th'zir own preferences; and three related 

theories of bureaucratic behavior" Nlskanen'a purely 
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bureaucratic behavior model suggest,s that the maximiza-

tion of commis on budget is all important. Eckert's 

bureaucratic mode1 with tenure included asserts that 
.. 

commissioners behave more bureaucratically the more 

secure is their prospect for reappointment. Finally, 

Stigler's "captured U bureaucratic model suggests that 

commissioners behave bureaucratically as regards budget 

but subject to the constraint that they. must regulate in 

the interests of the firms. 

We specify a general model which simultaneously 

incorporates each of these theories. In a later chapter 

we empirically test each of the theories against this 

general model. 

A t this pOint we wi.ll summarize the ge neral mode 1 

as: B = f(t, T, R, A, J), where B is the budget of the 

agency, t represents the aging process over time, T is a 

nH~&SUre of commissioner tenure prospects, R is the revenue 

a"'fe.l1able to the commissiorl f s sponsor (it is assumed that 

a g00d bureaucrat will attempt to get his "share 1i of the 

sponsor's revenue), A is thn activity of the firms being 

regulated (a properly functioning commission should 

receive a budget commensurate with the magnitude of the 

job it has to do), and J is the jurisdiction of the agency. 

Jurisdiction is treated differently by various schools of 

thought. Bernstein's aging traditional theory treats it 

as a variable for new commission vitality_ Eckert's 
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bureaucratic th::;ory, wh:i.ch stresses dlfferent behavior 

due to tenure prOdpocts, sees expanded jurisdiction as a 

means by which long term bureaucrats will attempt to 

secure budget increase8. Stigler's captured bureau theory 

argues that increased jW'isdiction results in a decline in 

"capturability, nand u'thers vioW' the variable as an 

alterna·te measure of regulated activity. 

Table 1 summarizes the expected signs for the 

coefficients on the variables as predicted by each of the 

theories. 

TABLE 1 

Signs of the Coefficien.ts Predicted by 
the Theories 

------.------:.:.:------::..--.~~: 

Tradit..ionala 

Bernstein 

Niskanenb 

lt~ckert 

Stigler 

vJilson 

Posner and 
Comanor Clnd ~ql1son 

t 

o 

o 
o 

o 
o 

o 
------~--- ,----_._---

T R A 

o + + 

+ + 

o + + 

+ + + 

o + + 

+ + + 

o + + 

J 

+ 

+ 

+ 

+ 

+ 

+ 

aTradit~ional theories suggest that while R and A 
have ~ositive coefficients, the coefficient on R would 
be smaller than the coefficient on A~ 

bBureuucratic theories suggest, that \-lhile R and A 
have positive coefficients, ~he coefficient on R would 
be larger than the coefficient on A. 
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1"", '"' 1 f' T" 1 1 i _.~~_~oa ~.:.:-r~~",-£i~!! 

Strictly truji~ional theocies of regulation view 

its goal as a n(k It • subst.itute for competition (which) 

should attempt to put the regulated industries under the' 

same restraints competition places on nonregulated 

industries."l A typical textbook example illustrating 

the effects of regula.tion shows tha-t monopoly sets price 

above the competitive level and produces a smaller output. 

If the state should then impose price regulation on the 

monopoly, price would fall, output rise, and the previously 

lost c()nsu~mer surplus would be recovered. In add:i.tion, 

thers is an income transfer, equal to the monopolist's 

ex~eGS profits, from the monopolist to the consumers of 

the product. 

Commission Failure: The 
!radi.tj2~rvrew 

Roger Noll places students of regulation into two 

broad classifications, the traditionalists and the 

politi cal c conomisijs. 2 There is general agreement among 

students of both schools that regulatory goals have not 

been adequately i11(;t by independent commissions. 
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Traditionalists often accept without question the 

desirability of regulation, asslwling that if carried 

out properly by well-meaning commi~sioners, the public 

interest will be served. Commission failure is expla~ned 

as governmenL failure in general is often explained--

evil government stems 1 from the evil lnen ,·,ho govern. 

Stigler, on the other hand, maintains that It ••• 

as a rule, regulation is acquired by the industry and is 

designed and operated primarily for its benefit. H2 In 

addition to its failure to approximate competition, regu­

lation has in fact led to the creation of monopolies which 

could not exist in the absence of regulation. One 1s not 

hard pressed to find examples which sUPFort these charges.) 

lJames Q. itlilson, uThe Dead Hand of Regulation, It 
The l~b~j~ Intere~l, XXV (1971), 39. 

2George J. Stigler, uThe Theory of Economic 
Regulation, tt The Bell ~Jour:nal of Economics and Management 
Scienc.£ (Springr9'71-r,):-~-- -_. '----.-. -- -

'1 
.IAccording to Spalm and Erickson the primary 

result of early ICC regula'tion ";as t.he stabilization of 
the rail cartels to prevent long haul rates from falling 
to competitive levels, see Robert M_ Spann and Edward W. 
Erickson, S!'l'he Economics of ,Railroading: The Beginning 
of' Cnrteliz8 tion and Regulation, n Th9 Bell ~Journal 
{Auturnn 1970), 237.. \Vhalen .found rrqu::)r--prI'"'C'eSh1.:gher 
:tn states ~'?i.t~h resale price maintenance laws, see T OJ J. 
VJhalen, J'r., "State 1111onopoJ.y of Pac:.c,3gec. Liquor Retailing," 
Jou!'tnal of Polit.ical Ecnnocry: 75 (April 1967); and Knutson 
r'ouna:t;-h'a-E tne'''U:-lrarr-rr-i~~J'ae--Pract ices Law passed in 
Min~lesota resulted in coopera-tiv6 market activity in the 
dairy ind.u.stry s see Ronald D. Knl:.t~30n, "The Economic 
Cons~qnences of the Minnesota Dairy Industry Unfair Trade 
Pr .. actlC6.;S A.ct (u Journal of LCJVl and Economi. cs, XII 
{October 1968 J, .--.---- -~ --- --
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A major theme of the Ash Council report is that 

commlssions have failed to carry out the public interest 

because they are inflexible. They have been unable to 

respond to "changes in industry structure, technology, 

economic trends, and public needs. n1 The inflexibility, 

according to the report, is due par"tially to the inability 

of the commission to attract and keep qualified personnel, 

the result of low salaries and wlstimulating duties. 

Additional blame is placed on the commission's independence. 

Though designed to limit control and influence by 'the 

executive and legislative branches, commission independence 
2 has also resulted in a lack of support from those branches. 

Finally, t.he report blames the somewhat random, and often 

inappropriate, distribution of responsibilities among 

agencies~ This often leads to conflicting policies 

because of conflicting agency goals. 

Commission Failure: The 
PCJl1.:crcal Economic View 

Political economists, says Noll, maintain that 

ac't:Lvity of indi'lidual commissioners can be both". • • 

expl.ained and predicted on the basis of their effects on 
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the distribution of (their own) income and \'lealth. ,,1 

We find then, not surprisingly, t.hat underlying the 

theories offered by students of the political economic 

school is the basic tenet that the reg\llator, as anyone 

else, is a utility maximizer. 

The nonmonetary arguments in a regulator's 

utility function are often of a negative nature. He 

may be the first to draw the scorn of the public, and 

especially the legislature, when massive service failures 

occur. Blackouts, brOltl110uts, gas shortages, and poor 

service, often ara blamed on the regulator, whereas the 

firm often gets credit for price cuts. 2 

It is hardly sUl~prising that the regulator, when 

faced with a mandate to manage a particular industry in 

Inoger Noll, £E. ~it., po 39. We should note that 
though we speak of income and wealth, financial motives, 
,"rhile important arguments, are by no means the sole 
maximands of the regulator. Among the more common argu­
ments suggested are: salary or wealth? perquisites of 
office, prestige or public reputation, agency budget and 
out put) pO't,l;ier} convenience and ease of man8,ging t·he 
agency, and the ability of the regulator to implement 
his c.oncept of the public interest. See \villiam A. 
Ni.skan!:3:tl, B1fre~ucra2.:i and Repr~sentat~fl .Governmen~ 
(Chicago: Al.dl.ne A t.lierton --;-1:<J11T, espe cially Chapter 
Fou.r; and Ross D. Eckert, "On the Incentives of 
Hegulators: The Case of 'l'axicabs, n Public Choice 
(Spring 1973). 

2professor Stigler cites one example of a helpful 
regulated firm whose management informed the commission 
of che company's desire £or a price cut in order that the 
c<)rcmiss:ion might receive credit fer ordering the desired 
r~du.ction. 8tH;' George J. Stigler J !fTh~ P:cocess of 
Economic Regulation, H 'rhe Antitrust Bulletin (Spring 
1972 ), 208. -- -" ---- -_. __ ._. 
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the public interest, nften interprets this to mean that 

uninterrup·ted service must be assured at all cost. One 

way of assuring thi,s is to allow rates sufficiently high 

to attract ample amOuIlts of investment in the industry. 

Public s[{fet;y criteria often accompany a public 

J.nterest mandate. Rules governing the quality of certain 

practitioners, e.g., attorneys, physicians, architects, 

and more recently even auto mechanics, to assure a higher 

degree of public safety result, as any principles of 

econom5.cs student could tell, in a restricted supply of 

the s~rvice ~nd an artificially inflated price.
l Taken 

together til,en, public interest and public service mandates 

may result in a regulatory commission which is little more 

th~U1 a legalized cart(~l, yet such an outcome seems quite 

cons,istcnt with the political economics theory of a utility 

maximizing regulator. 

Regulators are often accused of acting in the 

inter'est of the finn. and not in the public interest. 

Such regulcrtors are ofter1- :3aid to be n capt.ured" by the 

£lrm8 they are su.pposed to regulate. Traditionalists 

o,f-cen blaJ:O.e capture on evil or corrupt ct1mmj~ssioners or 

on -the inal)il:Lt.y of commissions to attract high quality 

s't'; . .ff for the pursuit of the public interest. Political 
___ '_"' __ ~' ___ N' __ ' __ _ 

lSlmilar results occur \'then public safety criteria 
are applied to consumer goods. 
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economists w'ould arl~ue t,hat capt,ure is consistent with 

utility maximizing behavior by the regulators. 

Regulation is net on.e of the more glamorous 

professions. Few of the general public can name 

commissioners, much less have any sense of appreciation 

for "'/hat they do. The regulated firms, t,hough, have a 

keen interest (or perhaps self--interest) j,n what regula­

tors do, and they have ways of showing .their appreciation 

for rulings favorable to the industr/. 

We may expect similar capturability, for different 

reasons, from both Ij.fetime bureaucrats and commissioners 

who choose a short tenure. The regulator is concerned 

\,li th his budget, and he is often aided in his que st for 

expanded budgets by regulated fir.ms who testify as to the 

necessity of the job the commission is doing. However, 

the regulator \vho proves to be a thorn in the side of the 

industry finds his renomination vigorously opposed and 

has difficulty getting increased appropriations. 

The regulator who is not career-minded also finds 

:it to his advantage to be sympathetic to industry problems. 

The expertise he gains 't'lhile on the commission often 

prepares hi.m to £1.11 a post with a regulated firm after 

he leaves the commission~ In addition, since a large 

nurnber of commissioners are a.ttorneys J the opportunity 

to represent the r~gula.tcd firms after retirement from 

the co~mission may present itself. Professor Stigler has 
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studied the profllf!3 of past commissioners of various 

federal agencies and concluded that "the commissioners 

are of an age, bc.ckground, and prospects such that they 
, . 

are not likely to benefi't by a major con'troversy with 

the regulated j~ndustry .. '11 

rrhe L~~£;;cle. HYJ?_~~h~!?..!. 
1f:~g~~~~~£adl.tionar~st. 

r ... 1arver Bernstein explains, through a life cycle 

model, how regulatory co~nissions for.med to carry out 

policies in ·the public interest wind up captured by the 

industry they are charged with regulating. -He specifies 

lour distinct phases or stages through which regulatory 

agencies pass over 'tlme: gestation, youth, maturity and 
2 old age. 

Ifhe gestation period begins when organized groups 

begin to press for legislation. vlhen such legislation is 

pa:ss(~d the raandate is usually unclear, leaving the specific 

-~---.-- ----
lGeorge Stigler, "rrhe Process of Economic Regllla­

tion~ nOD. cit, .. ~ p. 231. Such a controversy could con­
ceiv';lblybe-'o:!'f value to a commissioner \'l/ith political 
ar1bitlons but net a career r11inded bureaucrat or to a 
corr'.:nissioner ;..;ho is going back int.o private life or to 
another regula.tory agency after his tenure on the com­
mission. Of t.be one 1l1.mdred forty-three men whose 
profiles 'were studied by Stigler, scventYw.five of whom 
had left; office- and were still alive, only three were 
SUbSf:.!tr101Yt.ly e Ie cted to Congress.. Tt.'lenty-fi ve \A/ere in 
legaJ. prnctice I .f01.lrteen in business and nine held another 
appointive office. . 

? 
. *"'7'larver B<:rn~tein, Ff.eg}.!.1:..at.i~ .B.!:!sin~ s? £L 

Independent Cornmls810n (Pr1nceton t ~.J.: Pr1nceton 
Tfr!:l'V'e:.7i3 -fry -~ Pres s , -J:CJ55): PP It 7 i .. -102 • 



37 

f'llllctions of the agency up to the commisnioners to 

establish. 'rhey are usually unsure as to how their 

initial decisions will stand up if tested in court, 

hence they set up strict judicial procedur~s which 

assure due process. There is little pressure for 

setting out specific regulatory goals and techniques. 

The second phase, youth, is characterized by nan 

aggressive, crusading spirit_"l The commissioners are 

still very much in the limelight and in an attempt to 

corrunand public respect they instigate proceedings on 

their own and t17 new and different techniques to promote 

the public interest. 

As the characteristics of youth fade away, phase 

three, maturity, begin.s~ l'his process of devitalization 

is charact9rized by the commission settling in'to standard 

procedures. As the reasons for forming the commission 

fade from the public eye, it becomes difficult for the 

c;orrunission to mai:ntain appropriations without the help 

of the regulated industry, and even more difficult to 

expand its po\vers and budget. The bureaucrat, facing 

de clining staff and power, becomes less concerned vlith 

crusading and more concerned w:tth fighting his own battles 

lJJith legislative appY-opriations committees. The day to 

day mDnagement of th(~ affairs of the commission and the 

industry being regulated become routine. 



In phase four, old age, the commission is 

maintaining the status quo in the regulated industry. 

It suffers from a backlog of \'Iork and is unable to get 

additional staff to clean up the backlog because of 

budget reductions. The period of old age drags on for 

an unspecified period of time until the cycle begins over 

again, perhaps with the death of the old and birth oi" a 

new agency; or more likaly, by the enactment of new legis­

lation expanding the jurisdiction of the existing agency 

to attack some 11<H"l found evil. Along \"Iith the new legis­

lation comes increa.sed budgets and perhaps a new division 

to oversee the new jurisdictional duties. Then, according 

to Bernstein, tha agency begins to age once again. 

vf.nen analyzed within the contex't of the general 

model we have p:cesented, Bernstein's hypothesis suggests 

negative coefficients on both time and tenure. Bernstein 

argues that comnLission vitali.ty (measured by the budget 

of the agency) will, after a brief period of vigorous 

eX'1)p..nsj.()n, begin to decll.ne as the agency matures and 

eventually reaches old age. This may not necessarily 

imply actual declines in the budget, but rather declining 

rat.es of gro~rth, a phenomenon not unlike diminishing 

returns to scale in production (see Figure 1, p. 59). 

We may also expect the loss of vitality to affect 

a single commissioner in a similar way, hence longer 

tenure may resul'c in lowered agency vi'tality (budget). 
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Since Bernstein argues that added jurisdiction is 

the means to new commission vi tali ty) "tie should expect. 3 

positive relationship between jurisdiction and budget. 

l;le have two rem;,tining variables, firm activity and 

sponsor's revenues. The traditionalist can be expected 

to argue that regulated firm activity greatly affects the 

magnitude of the job to be done. If a regulatory agency 

were pursuing strong regulatory goals and performing well 

in this respect, we should expect firm activity to have a 

significant positive impact on budget size. 

In a traditional model sponsor's revenue should not 

have a significant impact on budget size. In fact, a 

significant. positive relationship between sponsor revenue 

and budget may indicate bu~eaucratic behavior. Any good 

bureaucrat will attempt to get his "share" of the sponsor's 

:t"€venue and will be interested in pursuing only the 

appropriate means to that end. Even the most staunch 

traditj.onalist, thou.gh, would not argue that sponsor 

revenue has no bearing on co~nission budget. However, 

we might expect him to argue that the effect of' revenue 

is less than that of activity. 

Regulators as Bureaucrats ___ '1 .... _ ......... _ 

We will now take a closer look at some theories of 

bureaucratic behavior and in particular at their possible 

application to comm~ssi()n behavior. 



We begin by discnssing a very general theory of 

the supply of' ser<:li.cesthrough bur'oau3. Here we rely on 

work by William A. Niskanen. Extensions of the Niskanen 

model will incorporate Ross Eckert's findings that 

bureaucratic regulators behave differently toward the 

acquisition of new duties than do short term appointees. 

lJle then discuss Stigler's model of bureaucrats who a.re 

captured by the regulated firms. 

Niskanen defines a bureaucracy as " ••• a nonprofit 

organization ••• financed, at least in part, by a 
1 periodic appropriation or grant." In his book Niskanen 

develops a theory of bureau output based cn the assumption 

of' a utility maximizing bureau manager. ~lost of the 

arguments m'3ntioned abo-vc (salary, pt~rquisites J power, 

patronage, bUrf:3&U output, ease of bureau management and 

ease of mak:i..ng ch8.ngt~s) ~ are inclu.ded as arg1.lL"r}.ents in the 

uttlity ..function of Niskanen's bureaucrat. However, 

Niskanen asserts that all of the variables except the 

last t"ilO are nposj.tiv(:: monotonic functiol1(s} of the total 

iTi .. lfl,p"et of \illc bur(~au during the bureaucra-ts tenure in ___ ;}_A_ 

''''f' • if :2 lrlh b h' f · t . t .... .. OJ.._ ~ce » .t. e ur~C1U C l.e , l.n a "Gemp lng ...,0 maXlml. ze 

1~4~1~~n~n O'p cl't r]5 It.'':'>.~.C\, v , _It __ ., j:'" •.• 

.... 
":·Ibid. t p .. 38. POl"er, though a function of bud.get 

in a typI'c-a-T bui~Gau is probably mor\~ ~3 function of the 
,3.mount of COlttrol vest~d in a regulatory agency in its 
el?a.b~~ing legislation, and to a lesser extent its jur.is­
dJ..ct.l.on ... 
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his own utility then must maximize the budget of his 

bureau. 

Niskanen specifically says that his theory of 

bureau output is not, directly applicable to regulatory 

commissions. I There are several reasons why this seems 

correct. First, his model concentrates on bureaus which 

supply a service. Society has some concept of valuation 

of outpu.t of most bureaus, since in many cases some of 

'the output is sold on a fee basis. A regulatory commis-

sion, on the other hand, produces a rather nebulous 

product, or service. 

A second, and perhaps more important reason to 

argue that the Niskanen model ls inapplj.cable to regula-

tory conunisslons is that his model predicts a greater 

than optimal supply of output. One need only reflect 

momentarily on the consequences of an oversupply of 

regula:tion. Comfllissions 1."lhich overregulate industries 

und 9r -their cont.rol are certainly not typical. Such 

behavior would be quite inconsistent with the widely held 

{llew that regulatlory commissions are basically pro 

industl~Y or h« ve been captured by the firms 'they regulate. 

lIn a letter to Professor Thomas Hogarty in :May 
1972, Niskanen stRtes, If I \l/ould not expect my model to 
be very IJHlu[?,ble for regulatory ag£nctes, gi venthe 
implicit collusion of the regulators and regulated parties. 
Stigler's model of regulatory agencies is probably the 
most valuable." 
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Vie will discuss more direct applicattolls of bureaucratic 

theory to regulation in the next 't'uo sections. 

Niskanen's theory of purely bureaucratic behavior 

is testable using the general model 1'le have prev'iotlsly 

specified. We expect the bureaucrat to attempt to get 

his share of the sponsor's revenue, thus the coefficient 

on R should be positive. The purely bureaucratic model, 

though, would probably also allow for ~ctivity to be 

positively related to budget. Even if the agency head 

is uninterested in the amount of regulation which is 

required by firm activity, his sponsor probably is. 

Knowing this, the regulator will no doubt try to convince 

the sponsor that budget increases are necessary if he 1s 

to do a proper job of regulation. However, any effect of 

act~ivity on agency budget should be less than the eff'ect 

of sponsor's revenue. Jurisdiction) here, is probably 

viel-/ed as an additional measure of activity and thus, 

should have a positive impact on budget. 

Niskanen argues that career bureau chiefs behave 

no differently than temporary agency heads, thus his 

"theory predicts that time and tenure h.ave no ef.fect on 

bu.dget. 

Bureaucracy and Tenure 
-......._--.....----,_~....a; •. ____ , 

Ross D. Eckert has studied the behavior of taxicab 

rp,gulators and concluded that civil-service regulators 

behave differently, and more bureaucratically, than do 
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1 
members of commissions. He assumes that all regulatory 

officials are utility maximizers, with utility being a 

function of ilpersonal prest.igo, wealth, convenience, 

and working conditions, and his desire to please other 

officials and vot,ers, expand his agency's budget, and 

i 1 t h · t' (". b- .. n 2 mp emen 15 concep' 10n O~ tne pu ~1C 1nterest. 

Eckert points out, however, that the optimal mix of these 

argur.ncnts differs substantially between regulators who are 

career bureaucrats and those who are members of a commis-

sion with short tenure. The career public servant can 

obtain a higher salary by finding ways to expand his 

agency·s duties.) 

\Ve noted in the previous section that Niskanen's 

theory seemed inconsistent with regulation. Theories of 

bureaucratic behavior tell us that we should observe 

bureaus pressing for larger budgets over time' since this 

is the way that the bureaucrat~' s personal utility is 

increased. Yet, suppose \"le have a regulatory commission 

lRoss D. Eckert, nOn the Incentives of Regulators: 
~rhe Case of Taxicabs, tt Public Choiee, XIV (Spring 1973), 

} ---- -,---t.J-99. 
2-[~, " d 6"'.l 
.:..~_., p. 0,..,. 

3 A change in jurisdiction should allow for t.Ile 
dtt~ain,ment of several of t,h.e bureaucratic goals suggested 
b7l Ni~iktu1t~n (e~g., salary> perquisites of office, public 
::::"'I:!putation, pO'v;er) patronage, and output of the bureau), 
if :it, l\.~ads to expanded budgets.. rrVIO of the goals 
suggested by Nisk~nen, ease of making changes and ease 
of managing the bureau, might be negatively related to 
expanded jurisdiction. 



which has either been captured by the industry it regu­

lates, or at least i3 generally agreed to be not guilty 

of overregulation. If the commission is successful in 

convincing its sponsor of the need for an increased 

budget, how does it go about disposing of the increase? 

Naturally the agency could dispose of those portions o£ 

the budget increase which represented price inflation and 

increases to offset increased activity of the firms it 

regulates. Some excess funds could no doubt be channeled 

into more plush surroundings, higher expense accounts and 

a general decline in efficiency, though this seems to have 

its limits. 

In view of these constraints, how then might the 

commissioner achieve his goals as a bureaucrat should he 

'viish to? One avenue may be the expansion of agency 

jurisdiction suggested by Eckert. 

Though ~~ckert. says that career bureaucrats (civil 

servants) behave this way, he contends that cormnissioners, 

because of their relatively short tenure, will not seek 

budget expansion via this route. Niskanen disagrees, and 

S9.YS that short term apPointees, ". • • very quickly become 

representatives of the bureaus they head • • • • For most 

purposes it is thus not necessary to distinguish the 

beha';iior of a CcU'''8er bureaucrat from that of a temporarily 

appointed bUret:lttCrat~. nl 

Pi 22. 
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Regardless of who is rightJ both should agree that 

when we observe agencies whose commlssion~rs typically 

have long tenure) being reaPPointed each year without 

difficulty J it seems reasonabletio assume that those 

commissioners l'lould behave burl~aucratically as regards 

the expansion of agency duties for purposes of increasing 
1 

budgets. 

The agency, with its expanded duties, could now 

find ways of spending increased budgets without having to 

engage in either overregulation or excessive waste which 

might be easily detected by its sponsor. The phenomena 

of many areas of seemingly minor or needless regulation 

may exist. Each regulated firm 13 slightly affected by 

regulation but none is seriously injured and a few, because 

of protected cartels, are benefi'tted. The consumer may be 

injured by regulation or perhaps benefitted, but in either 

case the impact is slight for anyone individual and 

certainly not worth the effort to attempt to alter the 

situation. 

lIt should be pointed out that in addition to 
increased budgets, expanded jurisdiction should lead to 

uter pO\'ler both for commissioners and agency staff. 
cormaissioners may be industry oriented and look at 

expunded jurisdiction primarily as a means to larger 
budgots. 'rh6 staff may be interested in pursuing its 
OVln 01' the public interest., "lith the same budget 
maximization goals. It can utilize the expanded juris­
diction and the resulti.ng power to j.mplement each of those 
goals. 



Eckert's theory should be consistent with positive 

coefficients on the H, A, J, and T variables. The tenure 

argument leads to a somev/hat different interpretation of 

the ,jurisdiction variable. Previously we have considered 

jurisdiction as a means to increased vitality (the life 

cycle mode1), or as an alternate measure of activity. We 

now view J as the mechanism by which budget is increased 

and additionally as a mechanism \ihich i.s used only by 

commissioners whose tenure is secure. The expected sign 

is of course the same, positive. Eckert does not imply 

any aging process in terms of the agency itself, thus we 

expect a zero coefficient on the time variable • 

.T}l!~_.~~?:p_tu.~ed Bure~.~~ 

George Stigler argues that regulation, rather than 

being forced on the firms, is actually acquired, often at 

high cost by the firr:'ls.l He triec to quantify commission' 

output and use some expenditure data and career patterns 

'0-1" t f'· b h " 2 as ~nu~ca ors 0 comnll.ss~on e av~or. 

Stigler studied a cross section 0 f regulatory 

agencies and concluded that they behaved bureaucratically. 

H(1 hyp()t.hesized -that budget is a function of sponsor 

1 Stigler, "'rhe Theory of Regulation, If 92.- cit. 

2Stiglf~rJ tiThe Process of Economic Regulation, It 
£.E' cit. 
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1 .) f"'1 t" ... 1 revenues and regu_ate~ rm ac~~v1uy. He fOlmd 

significant positiv(~ correlation bst;,~/l/een sponsor 

revenues and commission budget and an insignificant 

relationship bet,wcen activity and commission budget. 

His basic conclusion is that regulatory bodies will 

behave as tI. • .. trustworthy bureaucrac(ies) rather 

than (exhibit) the dangerous potentialities of competi­

tive politics. n2 He further states that such behavior 

is even more likely from bureau chiefs, who he says are 

n ••• even more committed to public non-elective 

service.") 

In terms of our general model Stj.gler t s hypothesis 

suggests that revenue is the most important variable in 

determining the agency budget. If the activity coefficient 

lThere have been two recent tests of the Stigler 
hypathe using time series data from the Virginia State 
Corporation Commission, by Hannigan and Thomas. Hannigan 
failed to find that state revenues had a significant 
effect on conmission budget, but that regulated firm 
activity did. This suggests that insurance regulators 
in Virgin may not have behaved as bureaucrats from the 
late 19403 llnt.il-~the mid-.1960s" Thomas found "that both 
revenues and et0tivit.y of firms \;lel~'? significantly related 
to budgets. See 'Ihomas V:" Hannigan, "An Historical and 
Economic Analysis of Insurance Regulation in the United 
States and Vil:'ginia fi (unpublishedivi.S. Thesis, Virginia 
Polytc~hnic Institute and State University, 1973); and 
Barry L. Thomas, "Regulation of Transportation Within the 
State of ~lirgi.nia by the State Corporation Commissionu 

{unpublished 111. A • Thesis, Virginia Polytechnic Institute 
and StAte University, 1973). 

2Stlg1er, fl1i he Process of gconomic Hegulation, n 

2.J2" !::~i t ." p. ;:: 30 . 
3T . 2 .:.:E1.d.", p.. 32 .. 



is positive then surely it has less impact on budget tha.n 

does revenue. This follows from Stigler's assertion that 

the commissioners are captured... A significant impact of 
" -

activity on budget is usually expected when the commission 

is performing its regulatory d'.lties '/Jell. Stigler's 

hypothesis does not suggest that time and tenure materially 

affect the budget of the regulatory agencies. 

Stigler would regard jurisdictio.n differently -than 

others have thus far. His capturability argument is 

directed primarily at single purpose agencies. He feels, 

however, that general purpose agencies (those with diverse 

jurisdiction), will not be as susceptible to capture as 

those which prima.rily regulate only one industry. He says, 

non our theory of industry-regulatory body marriage, these 

general purpose agencies will be less 'bureaucratic' in 

ir staffing, less cartel-minded in their economic 

policies--and harder put to maintain their appropria­

tions. ,,1 rrhis implies that the wider the jurisdiction 

of an agency, the less will be that agency's budget, other 

t.hings E-~quJ.l, and the less likely we are to observe bureau ... 

cratic behavior. Jurisdiction, then, should have a negative 

impact en budget within the context of our general model, 

and if the sec should qualify as a Ugeneral purpose" agency 

. ,', 4-.' t t ' . k 1 ill f'" d th t . t :111 0 v1.g.&.er S "erms, t'ie ~~ e y 'II. .,l.. ~n a revenue ~s no 

a significantly better predictor of budget than activity is. 
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Other Theories of Behavior 
-~-..... " ..... -,-.--

In this section we will discuss three additional 

theories of commission behavior; the income redistribution 

theory J the theory 'that commissioners regard themselves ::is 

planners, and the theory which argues that regulators 

behave in a random fashion. All three theories are con-

cerned primarily wi'th explaining why, in a particular case J 

a commission will rule as it does. This is, of course, a 

bit more specific than our approach, \'lhich considers broad 

behavioral patterns to explain commission failure, however. 

we will attempt to interpret each of the three theo.ries in 

our terms. 

Income Redistribution 

An explanation for the cartel-like behavior of 

regulatory commissions has been suggested by Richard A. 

Posner. He maintains that regulatory agencies perform 

certain redistributive functions which are usually con­

sidered to be in the domain of the fiscal agency of the 

government. l There occurs "deliberate and continued 

provision of many services at lower rates and in larger 

quantities than '¥'1()uld be offered in an unregulated 

competitive market. 112 Of course i·t is necessary to limit 

lRichard A. P\)sner t "Taxation by Regulation, If The 
B~)J.~. Journ?l o:rr,~con~2mics .§!ld MaI!.agement Science, II 
T~pr1ng 1971), ,2-50 • 

...., 
$'..Ibid., p. 22. 
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entry in the lucrativ~ market in order to assure sufficient 

profits to finance the below cost services, hence the 

rt:gulatory agency must .. act as a cartel. 

Examples of the so-~called n cross-subsidization" are 

many. Clearly it costs less per passenger mile to £ly on 

a high density route such as New York to Washington, D,G. 

than from Roanoke, Virginia to Warm Springs, Virginia, yet 
1 the fares per mile are the same. Indeed, it is not even 

cleRr that the rich are subsidizing the poor in most 

examples.. In -the one given above, most passengers on the 

latter .flights are patrons of a rather elegant ski resort. 

Political economic theories suggest that one ar~u­

manto in tU1 administrator's utility function is to implement 

his O'Hn concept of the public intere s·t. The cross­

subsidization may be the way he would implement tax 

subsidy plans in the public interest if he had the power 

to do that. 

One must not overlook the power of special interest 

groups in such cross-subsidization cases.. Pressure can be 

lA ruling by the FAA in March 1974 ma:,{ have partially 
remedied this situation. Other examples given by Posner 
include rail pass~nger service, domestic telegraph 
s8:t'vice 1 publie &ff2~irs broadcasting, assigned risk 
liability insnrancE-! and uniform rates for numerous public 
ut:i.lities ~/hen cost. of service differences would dictate 
different rates. For more on the airline industry, see 
Richa.rd E .. Caves, "Pc1rformance J Structure ~ and the Goals 
of Civil Aeronautics Board Regulation,tI in The Crtsis of 
th<~ Hegulatory Commtssions, by Paul MacA voy --rNe'w YorK:-­
W:-1f:-'Wj-i(1~-:5n -7£ ao'~, 197CJT: 
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applied directly on regulators or indirectly through the 

legislature which could affect other more traditional 

arguments in the regulator's ut.-ility function. 

Ii~.,gulators eoS Planners 

While most regulatory agencies are charged with 

regulating in the publlc interest, the spe cifie in'terpre­

tation of this r&ther broad instruction has been, as 

mentioned above, left up to the agencies. 

The vagueness of the statutes, coupled with the 

regulator's destre 'to implement the public interest as 

he sees it has, according to Comanor and Mitchell, pro­

vided fla temptation for regulatory authorities to play the 

role of economic planners~"l 

Since regulators often have neither the funds nor 

the power to implement the public interest (as they see 

it), directly, they have been forced to find alternative 

means. One method often employed is cross-subsidization 

of monopoly profits to unprofitable areas, discussed above. 

The planners though do not necessarily engage in the pro­

-vision of goods It!h:Lch alternatively would be considered 

public goods and supplied collectively, as do the regu­

lators described by Posner above. Rather they often 
-.~--.-----, 

.L\'lilliam S .. Comanor and Bridger M. Mitchell, 1f11he 
Costs of Planning: The FCC and Cable rrelevision, n The 
~2~!1!al9-£ ,~2_~ ~Ed ~con~mic~, XV (April 1972), 178. 
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provide goods or services for which there seems no demand, 

either public or priYate. 

Comanor and Mitchell polnt out that along with the 
.. 

social gains from such planning ~hore may be major social 

costs of such activity, In their study of the Federal 

Communications Couunission and cable television they have 

concluded tha.t the value of the welfare loss, due to the 

particular plans suggested by the Federal Communications 

Commission, could easily be between one and two billion 

dollars, and perhaps more. 1 

If a regulator is going to implement his OWll 

concept of the public interest, either by the redistribu­

tion of income via the provision of public goods, or by 

implementing the policies of planning suggested by 

Cornanor and Mitchell, he '!Ifill need as much power as 

possible. Niskanen includes power as an argument in his 

bur'eaucrat's utility func'cion and asserts that power, 

along ''lith various other arguments is a positive function 

of agency budget. 

Wt~ may expect these regulators to behave buraau-

cratically,} in \'1hich case we would expect revenue of the 

sponsor to be positively related to agency budget. Addi­

tionally, while we expect firm activity to be positively 

related to budget, revenue would likely be more important 
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than activity. Jurisdiction may be considered as both 

an additional measure of firm activity, and a means to 

greater agency power, \\1ithin the context of these two 

models. There seems little reason to suspect that the 

age of the commission or the tenure prospects of 'the 

cowmissioners would have any significant bearing on 

their ability "co obtain larger budge'ta. 

Random Behavior 

Until now we have discussed various theories of 

regulatory behavior', which have differed in their 

emphasis, yet, were all in one sense similar. Each 

theory implied that there was some pattern to commis­

sioner behavior, and that behavior could be predicted 

and explain.ed. There is one school of thought, though, 

whi~h denies that the regulator's behavior is explicable, 

but in fact is random, and attempts to explain it are 

folly .. 

James Q. Wilson simply does not buy the argwnent 

'that commissions are captured by the industry, or vice­

V"3rsa'# He finds 'that there are just too many exceptions 
1 to the rule to accept the hypothesis. He cites several 

instances where seemingly no one, and certainly not the 

industry, benefits from regulation. Among these are the 

f!The Dead Hand of Regulation," _QE~ cit., 
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Federal Power Commissi.on reg;ulatio:;:l of nR'tural gas prices 

at the \vell head, Federal Communications Commission 

insistence that more prime time be dedicated to lccal 

programming, resulting in many local markets in·dependence· 

011 syndicated reruns that most \'{ould agree are inferior to 

the potential network offerings. Wilson himself has a 

theory of the "life-cycle U of an agency: 

An agency is established, sometimes ~ith industry 
support and sometimes over industry objections, 
and then gradually creates a regulatory climate 
that acquires a life of its own. Certain firms 
will be helped by some of the specific regulatory 
decisions making up this climate, others will be 
hurt. But the industry as a whole will ad.just to 
the climate and decide that the costs of shifting 
from the knO\ffi hazards of regulation to the tmknown 
ones of competition are too great; it thus will come 
to defend the sy The agencies themselves will 
become preoccupied with the minutiae of cases in 
whatever form they first inherit then, trying by the 
slow manipulation of details to achieve various 
particular effects that happen to commend themselves 
from time to t.ime to various agency members • .l 

Louis Jaffe) says lffilson, contends that rather than 

being industry or consumer oriented, most agencies are 

regulation .9Eienteq. 

They are in the regulation business, and regulate 
they lfJ'ill, wi·th or without a rationale. If agencies 
ha v€ been n c8.ptured" by anybody i it is probably by 
their staffs who have mastered the ar~ane details 
of rate setting and license granting~ 

Paul MacAvoy reported that after reading the entire 

lIbiq.; p. 48. 

2Ibid~ 
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is difficult. to tsolate any cnnststent policy as revealed 
1 

by the language of each case. 

It seems that a theory of bureaucratic behavior 

might best describe a regulatory agency which was regula­

tion oriented. If the agency was simply captured by its 

staff, much of the agency behavior could be expected to 

stem from maximization of utility by staff members. We 

thus expect sponsor revenues to have a positive impact on 

agency budget. Additionally we might anticipate that the 

commissioners and staff yo/he have "mastered the arcane 

details of rate setting and license grantingtl might argue 

strongly for larger budgets when greater activity ~nd 

jurisdiction pOint to increased workloads. The aging 

phenomenon is not suggested by the random theory though 

perhaps as the tenure of agency heads increases they may 

master the fine art of convincing the sponsor of the 

necessity of the work they do, resulting in higher 

budgets. In such a case we might expect a positive 

effect of tenure on budget. 

lpau.l itl. MacA voy J "The Formal Vlork-Product of the 
Federal Powex' Commissioners, if The Bell Journal of Economics 
a~~ !Vl.~~~!E~nt Sci~.n£~, II (Spring-19{1), 379. -, 



CHAPTER IV 

TESTS OF THE HYPOTHES,ES 

Before we test the hypotheses it seems appropriate 

to summarize briefly the main theories presented in the 

past chapter. We began Chapter III by pointing out the 

widely held belief that the traditional goals of regula­

tion, higher output at a competitive price, are not being 

met. Traditionalists explained thts in terms of the lack 

of popular support for the commission. Members of the 

political economic school, on the other hand, argued that 

commissioners are concerned \'lith maximizing their own 

utility, and that this goal is inconsistent. with the 

traditional goals of regUlation. 

Stigler and Eckert explain cownissioner behavior 

;_n terms of bureaucratic models similar to that suggested 

by Niskanen. According to their respective theories, 

com:n:tssion budget, a leading arguIaerrt in the regulator t s 

u~ility function~ would be most closely associated with 

either the revenues of the sponsoring agency, or the 

duties of the commission, if indeed the agency heads 

behave bureaucratically. 

BOt~stein, on the other hand, views the size of 

the comxnission budget as a measure or commlssion vitality, 
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and he regards increases in jurisdiction as the means 

by which new life is injected into a dormant commission. 

He further says that commission failure is a result of a 

natural aging process \&lhj.ch besets all such agencies. As 
the sponsor becomes aware of this life cycle in commission 

vitality the agency becomes progres3ively more hard pressed 

to maintain its appropriations. 

Wilson claims that regulators behave randomly. We 

have earlier suggested that the Wilson thesis is most 

consistent with models of bureaucratic behavior, with the 

inclusion of commissioner tenure as a measure of the 

ability to master the art of squeezing budget increases 

out of the agency's sponsor. 

The theories of behavior suggested by Posner and 

Gomanor and Wilson assert that the regulators attempt to 

implement their own concept of the proper distribution of 

income, through regulatory policies. It seems that the 

behavior of such regulators is most consistent with the 

bureaucratic models suggested by Niskanen. 

The General r.iodel 

We speci.fied a general model which incorporates all 

O.r the leading theories simultaneously as: B = f(t,T,R,A,J). 

In order to test. the aging process sugges'ted by Bernstein, 

(t in our general model), \'1e specify an exponential growth 

function: B~.;: ~ bo - bI/t, where t is time, and B is the 



1 
agency budget. A plot of this "function looks like a 

typical production function displaying diminishing 

returns (see Figure 1 below). 

Eckert's theory suggests that career bure"aucrats 

behave differently than commissioners who serve for a 

limited time~ Prior to 1928, commissioners more than 

likely faced a more lIDcertain future than those appointed 

after 1928, for reasons discussed in C~apter II. This 

should result in different behavior regarding the acquisi-

tion of new areas of jurisdiction; if the gains from new 

jurisdiction cannot be effectively captured by short term 

commissioners, but can by career bureaucrats. Additionally, 

Eckert would suggest that the agency heads would generally 

behave more bureaucratically in the la"ter period. To test 

this hypothesis we utilized a dummy variable, to determine 

if budget was affected differently in the years subsequent 

to 1923, than i~ the years prior to 1928. Since the usual 

dt7!nmy variable method (alternate values of either zero or 

unity) merely tells us if there is a difference in behavior, 

and not whether the difference is the result of increased 

bureaucratic behavior, as suggested by Eckert, we use two 
2 

proc~dures to test this hypothesis. As mentioned in the 

lSee J. Johnston, Econometric Methods (New York: 
McGra1~-Hill Book Co.) 196J},-p. 50-. -.~----

20ne was t,he utilization of' a dummy variable '"lhich 
took on values of zero in the early years· (1905-1928), 
and unity in the later years {192d-1971}. The second 
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previous chapter, there is reason to suspect differences 

in the magnitudes of the revenue and activity coefficients, 

depending on whether the agency heads behave bureaucrati­

cally or in a traditional manner. We may test this by use 

of a durmny variable to determine if there are slope dif­

ferences in the two periods. That is, do we observe dl.f-

ferent revenue coefficients, or activity coefficients, or 

jurlsdiction coefficients during the two subperiods. 

Comparison of the relative magnitudes of the coefficients 

in the two subperiods should allow us to determine if 

behavior was in fact more bureaucratic in the later period, 

os suggested by the Eckert hypothesis. 

Recall that the Ash Report, referred to above, 

suggested that one explanation of failure "Jas the very 

independence of commissions. Independence results in a 

commission, whose activities are insulated from the public. 

During a brief period (1919-1926) the sec commissioners 

\'1(~re elected by popular vote. This is, perhaps, one 

period of time during which the commission was less 

independent and thus less removed from politics. During 

theSt~ years, according to the implications drawn from the 

A,,;h Report, the commission should have been able to garner 

--------------
method 'J"las to create six new variables, RL, RH) JL, JH, AL, 
and AH. RL took on actual values of R for the years 1905-
1925, and zeros for the years 1928-1971. RH took on values 
of zero for the yearG 1905-1928, and the actual values of 
R for the years 1928-1971. The other four variables were 
constructed in a like manner. 



61 

more public support, (Hnd hence largor budgets)) for the 

performance of its regulatory duties. A test of this 

hypothesis can be made by i.nsert1.ng a dummy variable for 

the years 1919-1926, then testing to determine if direct 

election had a significant impact on budget during those 

years. 

The Data ---
It is virtually impossible to construct a consistent 

series of state revenues from 1903 to present, but con­

sistent series of state appropriations and expenditures 

are available by compiling data from the Governor's .!!~dget, 

the Re£~r~ of the Co~'oller, and the ~cts of the General 

A.?~~~bly. The Sta't€; of Virginia has been a tradit;ional 

"pay-as-you-go" state throughout much of the twentieth 

century, and as such we might expect appropriations to 

closely approximat,e anticipated revenues. For this reason-

total state appropriations are used for the revenue vari-

able and for consistency, sec appropriations are used for 

the commission budget variable. In order to avoid fluc-

tU.ations caused by occasional large capital expenditures, 

in either agency budget or sponsor revenues, we have 

chosen operating budgets rather than total budget. 

Some portions of the sec operating budget are for 

expenditures not consis·tent with the typical regulatory 

functi on of the commission. 'fhe funds which appear in 
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the budget for airport expenditu.res are construction and 

m8in'ts.inence rather than regulat.ory funds J and the Un­

insured lviotorists Fund represents lnE:~rely the "pass­

throughU of fWlds collected through buto tag and auto 

insurance sales and channeled back to motorists 'I'dho are 

injured by uninsured motorists. Neither expenditure is 

representative of the amount of "regulationJ! being done 

by the two departments involved. For these reasons we 

have eliminated these two portions of the sec budget from 

our measure of operating budget. 

Stigler used per capita personal income as an index 

of regulated firm activity in his study. He felt that 

income should be reasonably well correlated with the total 

revenue of the regulated firms. For two reasons this 

measure was not used in this study. First, income data 

are not readily available on a state by state basis prior 

to 19290 Rough estimates of personal income by states can 

be made using Kuznet's national income data, but only as 

far back as 1919. The study of the State Corporation 

Commission covers the period from 1903-1971 which elimi­

nates t.he use of personal income as a measure of firm 

acti vi'by. If there were sufficient reason to believe that 

pe~rsorlal income ts a superior measure of firm activity, 

the period of time studied could be shortened to conform 

with the d3ta, however, there are some reasons to believe 

that the measure is inadequate~ 
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Ov(~r any time riod~ especially one as long 

as that under sturiy 1 ~ignificant changes in conswnption 

habits, living standards, types of economic activity 

subject to regulation, etc. J are likely to occur. Ff)r 

these reasons, in this study we used the assessed value 

of regu.lated firms, as determined by the sec, as the 

index of firm activity. The series is consistentl over 

the entire period, and since the sec makes the assess­

ment we may get some added benefits from its use. The 

assessment should reflect one measure of the sects 

evalua'tion of the magnitude of their job. In addition, 

this measure is readily available to anyone who might be 

interested :i.n the scope of regulated activity. It seems 

reasonable that an interested legislator who wishes to 

know the extent of regulated activity in the state \,/ould 

'turn t,Q the ~!!!lual Report of the see. In addition to a 

Guramar-y of such things as charters issued and withdrawn, 

certificates of public conventence and necessity granted, 

etc*, he will alw~ys find the assessed value of firms 

being regulated in a conspicuous place in each report. 2 

.~,--.------.---

131nee 1903 the commission has assessed all land 
o1>1ned by public sert,rice corporations at fair market value. 
All other assets of utilities are assessed at original 
cost less depreciation. An alternative measure of activ .... 
ity might be gross receipts tax collections, however the 

of taxation has varied from time to time, and the 
receipts of certain utilities have been included in the 
base in early years and excluded in later years making 
this measure inconsistent. 

2Changing capital labor ratios over time could 



In order to control fer price changes over time we have 

deflated the revenue, activity, and budget variables by 

the consumer price index. 

Jurisdiction has been defined as the thirteen 

original areas of activity charged to the sec in the 

Constitution and in various acts passed prior to its 

formation, plus any additions listed in the sec Annual 

Repor~ from year to year. Since each additional area of 

the jurisdiction added by the legislature adds one to the 

value of the jurisdic'tlon variable (i. e., J == 13, 14, 15 J 

etc.), early increases in jurisdiction are weighted more 

heavily than those in later years. Because of the upward 

trend in cOl'fh'llissioll budget over the period of time under 

study, this may result in und(~rstating the impact of 

jurisdiction on on budget expansion in later years. 

However, since many duties are overlapping, and even 

complementary in nature (and some seem even trivial), the 

measure of jurisdiction used may actually be too high for 

the later years, thus the net direction of bias in the 

jurisdiction variable is unknol,vn. 

bis3 this measure of firm activity. A changing capital 
labor rat might result from both technological change 
07er time and the so-called Ayerch-Johnson effect. No 
attemFt has been made to a.djust for any changes of this 
sort. Any increaso in the capitel labor ratio would tend 
to impart an upward bias on the activity coefficient, and 
perhap!3 canse 'us to understate the importance of other 
variables Ofi commission budget. 
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Each of the theories we have sUI!'..marized may be 

~ested by means of restrictions placed on the general 

model. Each theory implies testable hypotheses concerning 

the signs of the coefficients in the model and the relative 

importance of the variables. Unfor'tunately, only in the 

case of the Bernstein hypothesis may all of the conditions 

regarding the signs of the coefficients be tested simul­

taneously. In each of the other cases, we must employ 

a multipart test. In the case of the Niskanen thesis, 

for instance, one can test its implications by testing 

the null hypothesis that time and tenure do not matter. 

If this hypothesis fails to be rejected, the theory passes 

one part of a multipart test of its validity. One can 

also 'test the null hypothesis that neither revenue, nor 

activity, nor jurisdiction matters. If this hypothesis 

is r.ejected, the theory passes the second part of the test. 

However, it is impossible to formulate a null hypothesis 

against l~lich we can test the joint hypothesis; that 

revenue, a.ctivity and jurisdiction all matter, while time 

and tenure do not. Rather, it is necessary that we test 

either of these propostions, given that the other, or its 

complement, holds. The results of these tests may be 

some'tl'/hat weaker than more familiar tests (e .g., is a 

particular coefficient equal to unity, or zero, etc.); 

hO"H~ver) they \'1111 give us some basis on which to judge 
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the validity of the theories_ A theory will be accepted 

without reservation only if it passes all parts of the 

multipart test. If, h01'lever, the results are mixed, i.e., 

the theory passes one part and fails one part of a test, 

then at best the theory is partially accurate, but fails 

to completely explain the observed phenomena. 

We specify two general models, one which incorporates 

the st,andard dummy variable technique, and the other \V'hich 

incorporates the alternate technique discussed above. In 

most instances, the theories can be tested in terms of 

either general model; however, in a few cases it is 

possible to tes·t a theory in terms of only one of the 

general models. 

The general equation is: 

B ~ RLb2 RHb3 ALb4 AHb5 JLb6 JHb7 ebO-bl/t (1) 

which is linear in natural logs and can be \"lritten as: 

InB = bO - b1 {1/t) + b 2 In RL + b) In RH (2a) 

+ b4 In AL + b5 In AH + b6 In JL 

+ b7 In JH +- u • 1 

The alternate form of the general equation, using 

the usual dummy variable technique, may be written in 

nat.ural logs as: 

InB = c a - cl{l/t) + c2 In R + c) In A (2b) 

+ c/ ... In J + c5 DT + u , 

l'Ilh~. . bI d fi d . f 2 5g ... varJ~a. es are e ne as 1n .n. , page • 
Varj.8.ble RL represents revenue in the period 1905-28, and 
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"ihere DT is the dummy vari&ble inriicHting periods Nhere 

differences may occur due to different tenux'e prospects. 

The Eckert Hypothesis 

We will first test the Eckert hypothesis, which 

argues that more secure cormnfssioner tenure (in our example 

this occurs during 'the 1928-71 period) results in more 

bureaucratic behavior. The theory suggests that time does 

not matt.er, and that tenure, revenue, activity, and 

jurisdiction do matter. Further, the theory would imply 

that, since the commission behaves more bureaucratically 

in the 1928-71 period, the revenue and jurisdiction 

coefficients should be larger during' that period than the 

1905-28 period, and the activity coefficients should be 

smaller. Because of the emphasis of Eckertts theory on 

tenure, and especially because of the implications of 

this emphasis on the relative magnitudes of the revenue, 

activity, and jurisdiction coefficients in the two time 

periods, it seems preferable to test the thesis in terms 

of the first general model (equation (2a»). 

Regression 1 in Table 2 is the estimate of 

equation (2a), using sec data. The calculated Durbin-

Watson statistic is l.32 t a value in the range where we 

may neither accept nor reject positive autocorrelation of 

TIM ~eprosents revenue in the period 1928-71. The other 
variables 2re defined similarly. The error term, u, is 
c\~sumed to be independently distributed with mean zero 
and finite variance. 



'l'ABLE 2 

REGRESSIONS US TO TEST 'rHE HYPOTHESES 

------,-_._-------"---
.-----.---~. -,-------------------
l~ InB = -5.307 - .17664(1/t) + 1.085e lnRL + .5942 InRH + .11935 lnAL 

(3.~8) (.2531) (~3301) (.1517) (.2347) 

+ .47665 InAH - 1.024 InJL - .45806 1nJH + u 
(.1862) (.810B) (.5742) 

2 R ~ .9854 D.W. = 1.32 F(7,26) = 250.221 SSE = .3760 

2. InB = -3.182 - .14554{1/t) + .57668 InR + .35239 InA - .27585 InJ 
(3.25) (~1636) (.1300) (.1621) (.4738) 

+ .0530$ DT + u 
(.0859) 

2 
R == .. 9836 D.W. = 1.16 F(5,28) = 335.23 SSE = .4223 

3. lnB = -6.017 + .98871 lnRL + .61548 1nRH + .18195 1nAL + .50596 lnAH 
().71) (.2971) (.1472) (.2149) (.1796) 

- .6371 1nJL - .54257 1nJH + u 
(.5876) (.5561) 

2 
R = .9851 D.W. = 1.29 F(6,27) = 297.493 

4. InB ~ 14.21 - 2.8436(1/t) + u 
(.149) (.6834) 

R2 = .3511 D .. W. = .15 F(1,32) = 17.312 

SSE = .3$30 

SSE = 16.68 

" ...... Ol-



TABLE 2--Continued _________ ·_~_w, ____ , 
5 ""! on "'I >"''''f.,, ] '7"-;'" 1 ( 1 /t) ..L. • J..nlj:: -.) /I ! ('" - • . i v"":' • _ , .61528 lnR + .36365 InA - .37127 lnJ + u 

(3.07) (.1538) (.1128) (.1593) (~4431) 

R2 :: .9833 D.Wo = 1.13 F(4,29) = 428.074 SSE = .4.281 

6. lnB =: -6.677 + .52955(lnRL + 1n1'..L) + .5691(lnRH + lnAH) + .006114 lnJL 
(3 .. 50) ( .1210) ( .1386) ( .4299) 

- .45735 InJH + u 
(.5674) 

2 
R = .9830 D.W. == 1.17 F(4,29) == 419.177 SSE = .4370 

7. InB ~ -5.035 - .0949(1/t) + .4995(lnR + InA) - .1676 InJ + .08136 DT + u 
(2.946) (.1607) (.1168) (.4716) (.0840) 

2 
R = .9826 D • YI. == 1.13 F(4,29) == 409.206 SSE == .4475 

8. lnB ~ -3.495 + .57423 lnR + .3559 InA - .1859 1nJ + u 
(3 .. 07) (.1076) (.1601) (.4150) 

R2 :: .9826 D.W. == 1.04 F(3,30) == 564.222 SSE == .4477 

9. InB == 13 .. 11 - .87276(i/t) + 1.3347 DT + u 
(.199) (.5499) (.2085) 

2 
R = .7205 D.W. == .38 F(2,31) ~ 39.961 SSE == 7.184 

10. lnB == -5.882 + .5219 (lnR + l~~) - .1622 InJ + u 
(2.525) (.101) (.4197) 

2 R == .9816 D.W. = 1.00 F(2,31) = g25.0$8 SSE = .4740 

"" '" 
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The coefficient on time has the 

expected (negative) sign; however, it is not s1gnifi-

cantly different from zero. ffhe co(:!fficient on revenue 

in the ea.rly years (ItL) is not significantly different 

from W1ity, while in t,ihe later ye;ars the coefficient (RH) 

is significantly less than one. Both coefficients are 

significantly different from zero. 2 The coefficients on 

both jurisdiction variables have negative signs, though 

in neither case are they significantly different from 

zero. The coefficients on the two activity variables are 

both significantly different from zero and are signifi­

cantly less than unity.) 

To test the Eckert hypot,hesis, the following 

testable conditions may be posed: 

Hl: b l = 0 H2: b2 > 0 b3 > 0 H3 : b 2 -< b) 

b
4

> 0 b 5 > 0 b4 > b
5 

b6> 0 b7 > 0 b7 > b6 

Hl states that time is unimportant, H2 states that 

revenue, activity, and jurisdiction are important, 

-------.~--,----

and 

lWeighted swn correction techniques also yielded a 
Durbin-Watson statistic which was in the gray area, hence 
we left the data in original form for the remainder of 
the analysis. 

2Tests indicate that the coefficients do not 
differ significantly from each other. 

3Since the coefficients represent elasticities, 
the coefficients on the activity and jurisdicticn variables 
t€Hlt.atively sl'"ggest the exister.ce of scale economies in 
rc gulat,;ion. 
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H3 st&tes that behavior is different in the two periods, 

and that it is more bureaucrattc in the later years (i.e., 

that tenure matters).' Ne first test Hl by restricting 

bl = 0, without applying other restrictions, to determine 

if time mattiers. We may test this by estimating equation 

(3), and determining if the restrict,ed regression explains 

significantly less than the general equation. 

lnB = bO + b2 lnRL + bJ lnRH + b4 lnAL 

+ b 5 lnAH + b6 lnJL + b7 lnJH + u 

If it does, then this would imply that the omission of 

time is incorrect and that Eckert's theory is wrong. 

Regression 3 in Table 2 is the estimate of 

equation (3), using sec data. The statistic used to 

test the restriction bl = 0 is: 

F = (Ql/P)/(QO/T k - 1) , 

(3 ) 

where Q1 + QO is the sum of errors squared restricted, QO 
is,the sum of errors squared unrestricted, P is the number 

of restrictions (in this case, 1), T is the number of 

observations on the dependent variable (34), and k is the 

nUAl1ber of independent vari.ables in the tmrestricted 

regression (7). The test statistic is distributed as F, 
1 

with P, and T - k - 1 degrees of freedom. The calculated 

F-statistic is .484. The critical value, F.05 is 4.22, 
-------,,--~.----

IF'cr a fUi",ther explanation of the procedure, see 
Franklin A. Graybill, An Introduction to Linear Statistical 
!~.odel~, Vol,. 1 (New York:--~Graw-Hirr-;-'-1961), pp.JJJ-lrO:-
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thus we fail to re .. i~ct that b 1 = 0, since the value of the 

test statistic does not exceed the critical value. 

We next test HZ without applying any restriction 

to b i to determine if revenue, activity, jurisdiction arid 

tenure matter. The null hypothesis for this test is that 

b2 = b) ::: b4 '= b5 = b6 = b7 = o. Consequently, the sum 

of squared resldual under the null hypothesis for the test 

of H2 is obtained by estimating 

InB = bO - b1(1/t) + u , (4) 

and then calculating the appropriate F-statistic. Regres­

sion l} in Table 2 is the estimate of equation (4). The 

calculated F is 187.9, and the critical value of F.05 is 

2.47; thus, we reject the hypothesis that R, A, J and T 

simultaneously have no effect on budget, and we accept 

H2 on the basis of the F-test. However, H2 does not say 
s 

that the coefficients on the b
l 

are non-zero, but rather 

that they are simultaneously positive. We thus reject H2 

on the basis of the incorrect signs on the b6 and b
7 

coefficients. 

Condition HJ hypothesizes certain relative magnitudes 

of various coefficients. The tenure argument suggests 

that agencies will behave ~ bureaucratically in periods 

when tenure is secure than those when tenure may be 

insecure. This implies that the coeffic1.ent on RH should 

be larger than the coefficient on RL, the coefficient on 

AH should be smaller than the coefficient on AL, and the 
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coefficient on JH should be larger than the coefficient 

on JL, since in the early years the behavior should have 

been less bureaucratlc than in the later years. Casual 

observation reveals that the expected dire ct"ion of the 

difference is not present. By restricting b2 = b3 , 

bI" == b5' and b6 = b7' we can test the significance of the 

differences in the coefficients. The null hypothesis 

regression is 5 in Table 2. The calculated F is 1.2009, 

less than the F.OS critical level of 2.98. We therefore 

reject condition H3 on the basis of both magnitudes of 

the coefficients and because of the incorrect sign of the 

estimated coefficient on the jurisdiction variables. 

Eckert's theory places primary emphasis on the 

tenure and jurisdiction variables. Since the conditions 

which test this part of the theory are rejected, we must 

reject the Eckert theory. 

,1'he w.2J~_~~n lirE.0thesis 

Wilson t s random behavior hypothf!sis suggests that 

time has no effect on budget, and that revenue, activity, 

jurisdiction, and i;.enure si.multaneously have positive 

impBct~s on budg(~t. Additionally, behavior should be 

bu.reaucr::atic. 

We may summarize the theory on the basis of the 

f 11' dOti " 0 ... o~ll.ng con 1. ons: 
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HI: bI -- 0 H2: b2 "> 0 b J :> 0 HJ: b2 < bJ H4: b2 >b4 
b :> 0 4 b 5 > 0 b 4 > b 5 bJ > b5 
b6 > 0 b? > 0 b6< b7 

The first three conditions are j.dentical to those 

used to test the Eckert hypothesis above. The difference 

in the theories primarily lies in the emphasis placed on 

the jurisdiction variable. While Eckert's theory viewed 

jurisdictiO!1. as the means to increased budgets and the 

tool of the bureaucrat, Wilson considers it an alternate 

measure of activity. In both cases, of course, the 

expected sign is positive. Since bureaucrntic behavior 

implies that revenue is more important than activity in 

determining ,ageney b'..l.dget, the coefficient on revenue 

should exceed the coefficient on activity in each sub­

period, which is the implication of condition H4. The 

results of the tests on HI, H2, and H3 are identical to 

those on the Eckert hypothesis above. The null hypothesis 

for H4 is that the restrictions b2 = b4 and b
3 

= b
5 

hold. 

The sum of squared residuals for this null hypothesis is 

obtained by estimating equation (5). 

lnB = bO + b2 (lnRL + lr..AL) + b)(lnRH + lnAH) (5) 

+ b6 InJL + b7 InJH + u 

Regression 6 in Tabl~ 2 is the estimate of equation (5). 

The calculated F-statistic is 1.406, less than the F.05 

critical value of 2.98, which means that we fail to reject 

the hypothesis thut b2 = b
4 

and bJ = b
5

- Hence, we reject 
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condit:i.on H4, I!l addition to our previous rejection of 

HZ and H3, because of signs and magnitudes, we also reject 

that the agency behaved bureaucratically in either sub­

period. Hence, we reject the Wilson thesis. 

The Bernstein Hzpothesis 

Bernstein argues that all five variables, time, 

tenure, revenue, activity, and jurisdiction, are important. 

He states that the effects of time and tenure are negative, 

while revenue, activity, and jurisdiction postively affect 

bu.dget. Additionally, behavior is not bureaucratic, hence 

the coefficient on activity should be larger than the 

coefficient on revenue. We may state the condition in 

tenns of the second general equation (2b) 1 
as: 

Regression 2 in Table 2 is the estimate of equation 

(2b). Again the Durbin-Watson statistic (1.16) is 1n 

the gray area and again \"/eighted-sum correction techniques 

resulted in a Dur'bin-Tflatson statistic in the gray area. 

IThe superiority of the primary general equation is 
restricted to its ability to illustrate different magnitudes 
of the varirus coefficients in the different sub-periods. 
This is only useful for testing the Eckert and Wilson 
theories, and for this reason we will use the simpler second 
general equation to test this and the remaining theories. 
In all cases lilierc either general model can be used to test 
a theory, those tests were conducted using each general 
model, and in no case \'lere the results different. 

2Note t~hat~ the coefficients ~}hich are restricted in 
terms of the second general model are cf rather than b7. 
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We find negative, but in3ignificant, coefficients for 

both time and jm"'>isdiction, and the coefficients on 

revenue and activity are both significantly greater than 

zero and less than unity. The coefficient on tenure is 

positive, but not significantly different from zero. 

We may test condition HI by simply testing the 

F-statistic of the entire regression, that is, the null 

hypothesis that cl = c2 = c3 = c4 = c5 = 0, against the 

alternative that at least one of the c~ are merely non­

zero) but that cl and c5 are less than zero and c2 ' c3 
and c4 are all positive. We may reject this because of 

the positive estimated value of c5 and the negative 

estimated value of c4. 

Condition H2 states that revenue is less important 

than activity. The null hypothesis for this test is 

c2 = c3- The swn of squared residuals under the null 

hypothesis is obtained by estimating equation (6). 

lnB - Co - cl{l/t) + c2(lnR + InA) + c4 lnJ (6) 

+ c 5 DT + u 

The regression ~lich estimates equation (6) is 7 in Table 2. 

The calculated F is 1.671, les3 than the critical F.05 value 

of 4.20, so that we fail to reject the null hypothesis that 

c2 = c3. Therefore, we reject the Bernstein thesis on the 

basis of the signs predicted in HI, and the magnitudes of 

the revenue and activity coefficients. 
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The Traditional Hvpothesis _y ____ ... __ ... ,,_._.,.~.....,_~.,. ____ , __ ~--3--....... __ . __ ~ __ 

Strict traditional theories predict that neither 

time nor tenure matters, and that revenue, activity and 

jurisdiction all have a positive influence on budget. 

Activity, ho\-:ever, should be more import.ant than revenue, 

since the commissioners do not behave bureaucratically. 

We may summarize the theory in terms of the following 

conditions: 

HI: cl = 0 H2: C2·'> 0 

c3 > a 

C4 > 0 

H3: C2< c3 

Condition HI states that neither time, nor tenure has an 

effect on budget. We may test this by the null hypothesis 

cl = c5 = 0 without applying other restrictions. The sum 

of squared residuals under the null hypothesis is obtained 

by estimating equation (7). 

InB -- Co + c2 InR + c3 InA 4- c4 InJ + u (7) 

Regre£sion $ in Table 2 is the estimate of equation (7) • 

1f he cali~ulated F· ... statistic is .8421 "'lith a critical F .05 
value of '1 )' • .",. ,+ ~ hence we fail to reject conditi.on HI and 

the traditional hypothesis passes the first part of a 

three-part test. 

Condition H2 states that revenue, activity, and 

,'jurisdict:i.on simultaneously have posj.tive eff~ects on budget. 

tTe test this with the null hypothesis that Cz = c3 = c4 = 0, 

given that G1 and c5 are unrestricted, and obtain the sum 



of squared residuals under the null hypothesis by 

estimating equation (8). 

InB == Co - cl(l/t) + c5 DT + u (8) 

Note that it is impossible to restrict revenue, activity, 

and jurisdiction to simultaneously equal zero in the 

original equation (2a) without also implying that 'tenure 

has no effect. It is for this reason that we must use 

the second general equation for this test. All other 

tests could have been conducted using either of the two 

general equations. 

Regression 9 in Table 2 is the estimate of 

equation (6). The calculated F is 149.44 with a critical 

F.05 value of 2.95. Hence, we can reject c2 == c3 ~ c4 = 0 

reasoning that 'lie fail to reject condition H2 on the basis 

of the F-test. However, H2 states that c4 > 0, and the 

estimated value of c4 is negative, hence we reject H2 on 

the basis of the signs of the coefficients. 

Condition H3 states that c2 < c3 , implying the 

absence of bureaucratic behavior. The, sum of squared 

residua.ls when c2 == c
3

, assuming that HI and H2 hold, is 

obtained by estimating equation (9). 

InB ::::: Co + c2(lnR + InA) + c4 lnJ + u (9) 

The estimate of equation (9) is regression 10 in Table 2. 

The calculated F-statistic is 1.143, less than the F.05 

cri'tical value of 2.95, so that \'/e cannot reject the null 

hYl)othesis that c? ::: f'~"J. Hence, we re ject condition 113. 
• ~ J 
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Therefore, because of our rejection of H3 and the 

incorrect sign on the jurisdiction variable, we reject 

the traditional theory. 

The traditional theories suggest one additional 

testable hypothesis concerning commission behavior which 

we can test using the sec data. Traditionalists argue 

that removal of an agency from the public eye may result 

j.n a loss of public support for the commission while at 

the same time increasing its independence. 'fhis should 

result in decreased budget for the agency during periods 

when it is more independent. As a test of this thesis, 

we used a dummy variable only in the years during which 

the commissioners were elected (1919-1926), years during 

which the commission should have been most in the public 

eye. When we estimated a regression of this relationship, 

the coeffic.ient on the dummy variable was not signifi­

cantly different from zero (and in fact was negative), 

indicating that popular election had no significant impact 
1 On commission budget. 

1he l'£.isk~_n(ZD::J)!pothesis 

The Niskanen, pure bureau, model suggests that 

revenue) activity, and jurisdiction have positive effects 

IThe regression estimated ustng the dummy variable 
equal to unity for the years 1919-1926 is: 

InB ::.~ .. 2.103 .. .1983 (lit) + .5701 .. InR + .2903 InA 
(4.028) (.1588) (.1332) (.1966) 
- ~la13 InJ - .060) D 

( • 5:3 46 ) ( .0927) 
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on budget and that time and tenu~e are unimportant. 

Additionally, the theory suggests that revenue is more 

important than activIty.. 'l'h.:i;:;-; implies the following 

testable conditions: 

HI: cl = 0 H2: c2 > 0 H3: c2 > c) 

c5 :::: 0 C) > 0 

c4> 0 

Conditions HI and H2 are identical to the first two 

condltions of the traditional hypothesis and condition 

H3 differs only in the direction of the inequality. The 

identical tests are applied and we reject the theory for 

the same reasons as we rejected the traditional theory, 

i.e., 'the incorrect sign on the jurisdiction coefficient, 

and the relative magnitudes of the revenue and activity 

coefficients. 

The Posner, and Comanor and Mitchell 
Ry:riothcses' - -

The income redistribution theories both suggest 

that time and tenure have no effect on budget and that 

revenue, act,ivity and jurisdiction simultaneously have 

a positive impact. In addition J they suggest bureaucrat~ic 

behavior, hence the effect of revenue is greater than the 

effect of activity. All three conditions are identical 

to the Niskanen model discussed above, and the tests are 

the same_ We reject the theories on the same basis. 
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~eh.e Stj.g~.~.E HypO,~:tH~~:.~ 

Stigler predicts that time and tenure have no 

effect on budget and that revenue and activity have 

p<'sitive effects on budget. He further argues that if 

the agency is a general purpose one, it will be less 

bureaucratic, less cartel minded, and less able to 

maintain appropriations; hence, the theory predicts a 

negative coefficient on jurisdiction. Further, if the 

agency is general purpose, and increased jurisdiction 

leads to reduced appropriations, then the agency will be 

less bureaucratic; hence the effect of revenue on budget 

will not be expected to exceed that of activity. 

This suggests the following testable conditions: 

Hl: cl .- 0 H2: c2> 0 cJ > 0 H3 : c2 ~c3 

c5 -~ 0 c4 < 0 

The tests of the three conditions are identical 

to those conducted on the traditional theory, on the 

Niskanen theory, and on the two income redistribution 

theories. We failed to reject any of the conditions, and, 

furth'3rmore 1 all of the estimated signs are consistent 

with the theory; hence, we must a.ccept the Stigler 

hypothesis. 

~ u~1m.ary: __ 9! __ R.e suIt s 

vie may bl'iefly summarize the results of the tests 

of hypotheses. All of the theories were valuable in 
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explaining some of the behavioral phenomen&; however, 

because of the emphasis of some of the theories, we 

could reject a.ll but the Stigler hypothesis {see Table J). 

Eckert's th8ory, which emphasized tenure, failed 

on the basis of the tenure argument and because we found 

no difference in behavior in the two sub-periods and no 

evidence of bureaucratic behavior. Additonally, the sign 

of the jurisdiction variable was wrong. 

Wilson's random behavior theory suggests that 

behavior is generally bureaucratic. vie failed to find 

this in our analysis. Additionally, the sign on the 

coefficient on ju:risdiction was r.ot as predicted by the 

theory. 

Bernstein's life cycle theory failed because we 

found no evidence that either tenure or aging make any 

difference in the agency budget. It also fails on the 

basis of the relative magnitudes of the revenue and 

activity coeffiCients and the signs of the jurisdiction 

and tenure coefficients. 

Niskanen's pure bureau theory and the two income 

redistribution theories failed both on the relative 

magnitudes of the revenue and activity coefficients and 

thf? sign of the juriadiction coefficient. 

Stigler's captured bureau theory seems the most 

acceptable. This theory suggests that revenue, activity, 

and jurisdiction all have effects on budget and, further, 



TABLE 3 

F-TESTS USED TO TEST THE HYPOTHESES 

-,-~---~ -----
Decision on Decision on 

Hy;}othe Condition F(d.f.) Condition Hypothesis 

-- ---
Eckert HI: b1 = 0 .484(1,26) Accept 

H2: b2 > 0 b) > 0 

b4 > 0 b5 .> 0 

b6 > 0 b7 > 0 187.9(6,26) Reject3 

00-

H3: b 2 < b) b4 > b S 
w 

b6 < b7 1.201(),26) Reject Reject 

\vilson Hl: bl = 0 .484(1,26) Accept 

H2: b2 > 0 b3 > 0 

b. >0 
4 

b S > 0 

b6 >0 b7 > 0 187.9(6,26) Rejecta 

H3: b2 < b) b4 > b5 

b6 <b7 1.201(),26) Reject 

H4: b2 > b4 b) > bS 1.406(3,26) Reject Reject 



TABLE 3--Continued 

Decision on Decision on 
H:rpothe Condition F(d.f.) Condition Hypothesis 

Be:cns-cein HI: c1 -< 0 c,.. < 0 
:-> 

c? > 0 - c3> 0 

c > 0 4 335.2)(5,28) Rejectb 

H2: c2 < c3 1.671(1,28) Reject Reject 

Niskanen HI: c
1 

.::I 0 c
5 

=z 0 ,,8421(1,28) Accept 
m. 

H2: c
2 

> 0 c
3 

> 0 
.-

c4 > 0 149.44(3,28) Rejectb 

H3: c2 > c3 1.143(),28) Reject Reject 

Posner, H1: c1 = 0 c = 0 .8421(2,28) Accept 
Comanor & 5 
Mitchell H2: c2 > 0 c3 > 0 

c, > 0 .... 149.44(3,28) Rejectb 

H3: c2 > c3 1.143 C3,2S} Reject Reject 



TABLE 3--Con~inued 
,~--

Decision on cision on 
Condition F(d.f.) Condition Hypothesis 

Traditional HI: c1 = 0 c
5 

::: 0 .8421(2,28) Accept 

H2: c2 > 0 c3 > 0 

c > 0 J ... 149.44(3,28) Rejectb 

H3: c2 > c3 1.143)3,28) Reject Reject 

Stigler Hl: c1 == 0 c5 == 0 .8421{2,28) Accept 

H2: c2 > 0 c3 > 0 

cJ < 0 .... 149.44(3,28) Accept 

H3: cz ~ c3 1.143(3,28) Accep"c Accept 

Srrhe F-statistic given is testing the null hypothesis that b2=bJ==b4=b5= 
o against the alternate hypothesis that at least one of these bf is different from 
zero. We reject the null hypothesis, thus fail to re~ect condition H2 on the basis 
of the F-test. However, since H2 is not that these bl are different from zero, but 
rather that they are simultaneously positive, we reject condition H2 because of the 
negative estimated values for b6 and b7• 

bWe accept this condition on the basis of the F-test, but as in the case in 
note (a) above, we reject the condition because of the negative estimated value of 
c4· 

00-
V'l 
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if the agency 1s a gene~al purpose one, that jurisdiction 

is negatively related to budget_ Additionally, if the 

agency is a general purpose one and, thus, less subject 

to capture, we would expect, arid in fact found in this 

study J that revenue is not mor~3 important than activity. 



CHAPTER V 

CONCLUSIONS 

There are two primary rea.sons for studying commis­

sion behavior within the context of the alternate theories 

we have tested. First, it is widely a~cepted that 

commissions have failed to achieve the classical goals of 

regulation. Secondly, each of the models studied predicts 

b~:havior which is inconsistent with the achievement of 

those classical goals. If it can be demonstrated that 

commissions have indeed behaved in a manner consistent 

\"li th any of the theories we have studied, then we may be 

able to explain the failure of regulatory commissions. 

Furthermore, we may find it desirable in the future 

to alter the various regulatory institutions so that the 

results we desire are consistent with those predicted by 

models of behavior. In essence J if regula.tors are 

individual utility maximizers, then optimization may produce 

undesirable results. If so, the proper policy prescription 

must be to alter the institutions in such a \<Jay that the 

ut,illty D1axirn:tzingregulator is compelled to achieve the 

desired results. 

What have we learned from this study of the various 

hypotheses? It appears that a few policy implications may 



be drawn from the analysis. Here, the task remains to 

point out the obvious shortcomings of the current state 

of knowledge about the behavior of regulatory agencies. 

We may then suggest areas of expansion and improvement of 

existing theories of behavior. 

Theories of bureaucratic behavior may be valuable 

for explaining the behavior of federal agencies, because 

they are typically single-purpose agenqies and more 

susceptible to capture by the regulated industry. Such 

theories, though, seem less useful for explaining the 

behavior o£ general purpose state agencies, such as 

Virginia's S"tate Corporatlon Commission. 

The most useful models for the study of sec 

behavior seem to be Stigler's captured bureau theory, 

but only as it applies to general purpose agencies, and 

the traditional theory. The analysis is consistent with 

Stigler's arg\~ent that general purpose agencies are less 

bureaucratic and less cartel-minded than single purpose 

agencies. This may, however, imply that such agencies 

behave in a traditional m:J.nner. One implication of 

thls is to expand the duties of slngle purpose agencies 

so as torE-dace their capturabilj_ty" rrhis should not be 

construed as a panacea, however, as such a policy would 

remove only one objectionalbe characteristic of regulatory 

behavior. Nor w0uld the finding of traditional behavior 

necessarily imply that the agency is doing a good job of 



protecting the public interest. The very fact that 

traditionalists offer reform proposals indicates that they 

too feel that there a,re deficiencies in commission 

performance. 

Another implication of the enalysis is that neither 

time nor tenure have any effects on the performance of 

regulatory agencies. This tentatively suggests that if 

we are dissatisfied with regulation, a policy of shorter 

terms, or single term appointments would be ineffective 

in altering performance. 

Scale ecol1i)mies are implied by the coefficients 

on both activity and juri.sdiction. 'l'his suggests that 

the duties of the agency, espec:i.ally those which complement 

existing duties, may be expanded at small additional cost 

to the agency's sponsor. There may even be certain 

jurisdictional changes which enable the commission to 

perform its existing duties at lower cost; for instance, 

the regulation of motor vehicles reduces the difficulty 

of controlling the rates of railroads. We must, of 

course, weigh against these cost savings, the increased 

ability of the commission to enforce legalized cartel 

arrang~~ments in industries which may be basically 

competitive. 

Unfortunately, the clearest conclusion which we 

may dr.aw from the study seems that the different theories 

have testable implicati'Jns which are at best similar. and 
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at worst so trivially d.lffer;~~1t as to render the models 

useless in explaining regulatory bt1havior. This result 

i3 net surprising since all of the students of regulation 

are observing the ~arne set of facts, and attempts to 

explain those facts will of necessity be similar. 

All of the theories we have studied suffer from 

similar shortcomings.. They are all offered as explanations 

for regulatory failure, and in all cases the theories are 

somewhat valuable as tools for explaining specific 

instances of behavior. In general, however, none of the 

theories deos a good job of explaining broad behavior 

variation which is typj.cal of the regulatory agencies. 

Furthermore, no theory evidences any ability to predict 

behavior or the agency's decision concerning a particular 

issue. 

Eckert expects a short term commission to engage 

primarl.ly in the regulation of monopoly by choice, whereas 

a commission which is bureaucratic in nature should engage 

in the cartelization of basically competitive industries. 

However, there is widespread evidence of the latter 

b-::havior in agencies '¥/hose commissioners serve 'typically 

for only a. short tenure. 

Stigler explains such behavior as the result of 

c~pture by firms who have sought out and acquired 

regulati{)n ill the first place. No doubt, both Stigler 

and Eckert would suggest deregulation of competitive 

industries as the proper policy prescription. 



Vlilson t S random behavior hypothesis is unique 

since it explains everything, yet predicts nothing. 

Perhaps regulatIon is characterized by random behavior. 

Often regulatory decisions do seem contradictory, at times 

favoring the regulated interests, while at other times 

clearly injuring the firms. Such instances, however, can 

often be att,ributed to crosssubsidlzation. which is 

necessary in order to implement income redistribution or 

enforce the grand plans of the regulator. Such phenomena, 

while appearing random, may not be based on random 

decisions by the regulators •. The uninformed observer may 

interpret thesd decisions over time as random, but the 

commissioner may have in mind some carefully thought out 

reasons for his behavior. 

The traditional theories make a weak attempt to 

incorporate the interaction of the conwission and groups 

other than the regulated firms. They point out that the 

con~ission is not always independent of its sponsor; 

however, they also blame independence for the lack of 

s11pport by the sponsor and other groups. None of the 

th,:~ories explicitly takes into consideration the decision 

calculus ()f the sponsor, the public, or special interest 

groups other than the regulated firms. It'ruitful research 

rema:i.ns to be done with theories which incorporate the 

behavior of the agency with the behavior of all parties 

Ht interest, especially the agency 1s sponsor. 



'fhc decision varia.ble relied upon most heavily 

by all of the theories studied is the agency's budget. 

This supposedly measu.res either vit,ality or utility; 

however, it is not at all clear that a commission with 

a large and increasing budget is doing a good job, nor 

is it clear that there are not other important determinants 

of utility in addition to budget. The primary blame here 

mus't rest with the reliance which the bureaucratic theories 

place on the work by Niskanen. It is not apparent that 

anyone can specify the arguments in anotherts utility 

function. Even assuming that this is possible, Niskanen 

argues that all but two--ease of managing 'the agency and 

ease of making changes--are positive functions of the 

budget. The income distribution theories suggest that 

both budget and power are necessary to effect redistribu­

tion. Power, though likely a function of the budget, is 

probably also related to the scope (possibly measured by 

jurisdiction) of the agency_ Additionally, these may be 

substitutes in the regulator's utility function; hence, 

trade -o.ffs may occur. There are, of course, other arguments 

which may enter the decision calculus of the utility maxi­

mizing regulator. The usefulness of a theory which ignores 

these other argwnents is obviously subject to question. 

frhe two arguments which Niskanen states are not 

positive functions of the budget; ease of managing the 

agency and ease of making changes may be extremely important 
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variables in the decision calculus of the regulator. 

None of these theories suggests a rather obvious explana-

tion of regulatory failure, that co~nissioners simply do 

not like to work very hard. The events over time, which 

seem to be the results of the various motives suggested 

by the theories, may actually be the result of the commis­

sioners choosing the path of least resistance. If the 

sponsor is uninterested in the general behavior of 

regulation, then this may represent optimizing behavior 

on the part of co~missioners. 

The study of regulatory behavior is in its infancy. 

With the exception of the Bernstein thesis, none of the 

theories is more than a few years old. Only two of the 

theories (Stigler and Eckert) have been subjected to 

empirical verification. Relatively weak results of the 

type \tIe have found are not lliicommon when dealing with new 

theories. However, unless these shortcomings lead to 

further substantive research, little Y'/ill be known about 

the behavior of regulatory commissions. 

A more complete framework for the study of 

co~niS3ion behavior must encompass the decision calculus 

of all parties at interest, and the interactions of those 

EXj;)HI1sion of the single variable utility function 

is certainly necessary and surely must include those argu­

ments which are not positively related to the budget of 
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the agency_ Only by this method may we be able to 

explain, more than piecemeal, the behavior of regulatory 

commissions, or in any way predict that behavior with 

respect to specific issues. 
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TABLE 4. 

sec COrJIMISSIONERS 1903 -73 

Name 

B. T. Crump 

H. C", Stuart 

Henry Fairfax 

J. E. \'/il1ard 

R. R. Prentis 

W. R. Rhea 

J. R" Wingfield 

C. B. Garnett 

Alex Forward 

R., E fI 'Wl.lliams 

s. L. Lupton 

B. D. Adam;3 

o. L" Shewmake 

L. S. Epes 

,-----<------_. 
Term 

March 1, 1903 to June 1, 1907 

March 1, 1903 to February 28, 1908 

March 1, 190) to October 1, 1905 

October 1, 1905 to February 18, 1910 

June 1, 1907 to November 17, 1916 

February 28, 1908 to November 15, 1925 

February 18, 1910 to January 31, 1918 

November 17, 1916 to October 28, 1918 

February 1, 1918 to December 5, 1923 

November 12, 1918 to July 1, 1919 

October 28, 1918 to June 1, 1919 

June 12, 1919 to January 31, 1928 

December 16, 1923 to November 24, 1924 

November 25, 1924 to April 3, 1972 

November 16, 1925 to November 16, 1929 

\'1. :rv1. Fletcher February 1, 1928 to December 19, 1943 

G. C. Perry November 29, 1929 to April 17, 1933 

T. W. Ozlin April 17, 1933 to July 14, 1944 

H. B. Apperson January 31, 1944 to October 5, 1947 

R. 0 .. Norris August 30, 1944 to Noyember 20, 1944 

L. M. Downs December 16, 1944 to April 18, 1949 

w~ M. King October 7, 1947 to June 24, 1957 
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TABL.E4--Coptinueq 
-----,-_._-

---~-.--~------.- . 
Name Term 

R. T. Catterall April 28 , 1949 to February 1, 1973 

J. w. Dillon July 16, 1957 to January 28, 1972 

P. c. Shannon ~1arch 15, 1972 to present 

Junie Bradshaw April i} J 1972 to present 

l'homas P. Har"lOocl 
F(~bruary 1, 1973 to present 

Source: Annual Report of the Virginia State Corporation 
Commission~ 



Year 

19038 

1903 

1903 

1903 

1903 

1903 

1903 

1903 

1903 

1903 

2.90) 

1903 

1903 

103 

DUTIES OF THE CO~~ISSION 

Duties 

To oversee the creation and supervision of 
corporations, including the issuance of charters 
and amendments tn, or extensions of, charters. 

To assess annually the properties of railway 
companies for local taxatl.on. 

To assess annually the properties of canal 
companies for local taxation. 

To fix rates and regulate the service of railroads. 

To fix rates and regulate the service of 
telephone and telegraph companies. 

To levy the state franchise tax against railroads. 

To levy the state franchise tax against canal 
companies. 

To prescribe rules regulating the demurrage and 
car service charges in the state. 

To assess the value of the properties of steam­
boat companies for local taxation. 

To assess the value of the properties of electric 
railway companies for local taxationo 

To assess the value of the property of telephone 
.:l.nd telegra.ph companies for local taxation. 

To assess the value of properties of express 
companies for local taxation. 

To assess the value of all mineral lands and 
j,mprovcments J fixtures and machinery thereon. 

aDuties dated 1903 are duties V'/hich \'Iiere assigned to 
the con~ission either in the Constitution, or by the 
Ge~eral Assembly, p~ior to the time ths commission began 
operation. 



Year 

1906 

1906 

1910 

1910 

1914 

1915 

1918 

1923 

1924 

1928 

1928 

1930 

19:32 

1934 

19.34 

193(~ 

1940 

104 

TABLE 5--Continue~ 

-------... . ~--------. 

Duties 

Regulation of insurance. 

Investigate cases of suspected arson. 

Valuation of the property of public utilities 
for local taxation, and assessment of state taxes 
on them. 

Regulation of banking. 

Fixing the rates of public utilities, and 
regulating their services. 

Taxation of the rolling stock of car line 
companies. 

Administration of the Blue Sky Law. 

Regulation of transportation by motor vehicle. 

Fixing rates of pilotage. 

Regulation of aeronautics. 

Licensing of dams. 

Transferring to the Cornmission from the office 
of the Secretary of the Commonwealth the 
recording of corporate charters. 

Collection of the gross receipts tax on common 
carriers by motor vehicle. 

Regulation of the issuance of securities by 
'1' t"l"ti pUO~1C u ~ 1 es. 

Regulaticn of contracts between public utilities 
and affiliates. 

Transferring from the Department of Highways to 
the Commission functions relating to the 
construction and maintenance of airports. 

Assessment and collection of the motor fuel 
road tax, 

---_._-_._----- ~ ...... ------..-----
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TABLE 5--Continut:!d. 

----_._----'_._-------_ .. __ . 
Year 

1940 

1946 

1948 

1948 

1948 

1950 

1950 

1952 

1954 

1956 

1956 

1956 

1956 

19~)6 

1956 

1958 

Dut,les 

SupeJ."vision of Blue Cress and Blue Shield 
contracts. 

Fixing the maximum charges of small loan 
compa.nies. 

Registration of trademarks. 

Adoption and enforcement of regulations for the 
prevention of fire hazards in public buildings. 
Appointment of Chief Fire Marshall for the state. 

Regulation of household goods carriers. 

Adoption of safety regulations for liquefied 
petroleum gas. 

Issuance of certificates of public convenience 
and necessity to public utilities. 

Regulation of petroleum tank truck carriers. 

Transferring from the Division of Motor Vehicles 
the issuance of identification tags for commercial 
vehicles. 

Issuance of certificates of convenience and 
advantage to small loan companies. 

Transferring from the Secretary of the Common­
\'I10ulth to the Clerk of the Commission all 
flli,ctions relating to service of process on 
corporations. 

Coll€ction of surtax on motor fuel used in 'the 
state by heavy vehicles. 

Regulation of transpox~ation of explosives. 

Regulation of sight-seeing carriers. 

Licensing of automobile clubs. 

Administrat.lon of Uninsured Mot,orists funds. 

-,------------
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TAELE 5--pontinued 
----,---------._-------,,-----
Year 

1958 

1958 

1960 

1964 

1964 

196L~ 

1966 

1968 

1968 

1968 

1968 

1970 

1970 

1970 

1971 

-_._---------------------
DutiE!S 

Registration of service marks. 

Registration of laundry marks. 

Regulations for installation of boilers. 

Regulation of insuranc~ premium finance 
companies. 

Regulation of leasing of motor vehicles. 

Central filing office, Uniform Commercial Code. 

Publish motor vehicle reciprocity agreements and 
decide whether a motor vehicle carrier is 
entitled to reciprocity. 

Register Interstate Commerce Commission authority 
of motor carriers. 

Assessment for local 'taxation of petroleum pipe 
line companies. 

Regulation of parachute jumping. 

Administration of Take-Over Bid Disclosure Act. 

Administrati(~n of Consumer Credit Code. 

Regulation of sight-seeing and charter party 
boats. 

Regulation of Basi.c Property Insurance Inspection 
and Placement Plan. 

Hegulatioil of Radio Common Carriers. 

Regulation of Virginia Insurance Guaranty 
Association. 

Administration of Virginia Industrialized 
Bullding Unit and Mobile Home Safety Law. 

Mediate controversies oetwef)n public service 
compan1.0s and their employees and patrons. 



Category 

Utilities 

Transporta­
tion 

Banking 

Insurance 

Corp. &. Tax 

Securities 

rrABLE 6 

STATE CORPORA TrON C0Iv11-1ISSION CASELOAD, 1903, ... 1970 

Year 

190) 1904 1905 1906 1907 1908 1909 1910 1911 1912 1913 1914 1915 1916 

o o o 1 2 1 1 o o 2 5 5 12 13 

11 10 12 13 27 33 30 18 26 20 22 23 25 22 

o o 1 o 

o o o o 

1 5 4 1 

o o o o 

1 

, 
..&.. 

2 

o 

1 

o 

1 

o 

1 0 5 1 223 1 

o 0 1 0 3 0 1 2 

1 12 28 15 9 29 17 10 

o 0 0 0 o 0 a 0 

!-' o 
.....:J 



TABLE 6--Continued 

Year 
---.,----

Categor;r 1917 1918 1919 1920 1921 1922 1923 1924 1925 1926 1927 1925 1929 1930 

Utilities 21 32 28 39 27 22 15 10 15 32 33 13 15 13 

Transporta- 38 52 28 39 39 22 25 140 26 41 34 41 81 86 
tion 

Banking 2 2 3 1 o o 00 o o a o o o 

Insurance 1 0 o o o 100 2 o 0 23 30 ,~ 

..-"-' 

Corp. & ;rax 13 40 13 30 51 19 20 20 6 L; 14 26 35 27 

Securities 13 3 59 169 101 154 198 216 4 2 4 5 16 22 

t-r 
o 
~ 



TABLE 6--Con·tinued 

Year 

Category 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 1942 1943 1944 
---------.-------------,~------------------------------------------------------,---------------------------

Utilities 12 8 4 5 10 14 17 :2 4 3 14 7 3 4 

tfrs.nsporta- 162 151 72 67 76 114 115 100 103 74 93 69 50 76 
tion 

Banking 2 23 59 16 2 1 4 1 2 1 3 3 o 1 

Insurance 50 43 39 48 55 46 62 107 108 110 115 e6 75 56 

Corp. &. Tax 41 23 24 33 27 28 47 30 33 30 41 32 49 19 

Securi t,ies 22 21 13 19 37 51 63 95 90 119 122 136 99 90 

r-' 
o 
'-C 



Category 

Utilities 

Transportation 

Banking 

Insurance 

Corp. & Tax 

Securities 

TABLE 6--Continued 

Year 

1945 1946 1947 1945 1949 1950 1951 1952 1953 1954 1955 1956 1957 

8 10 12 28 22 22 21 32 24 30 17 19 20 

71 83 83 84 131 86 82 102 99 124 82 86 52 

3 1 1 6 2 1 4 5 1 2 11 49 36 

92 127 90 109 21 19 42 65 52 59 77 76 22 

12 28 42 53 61 12 9 7 -8 10 2 5 11 

116 175 109 241 521 450 409 454 371 377 416 404 337 

... .1 

r-...1 
o 



TABLE 6--Continued 

Year 

Ca.tegory 195$ 1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 

Utilities 17 21 18 5 11 10 2 12 8 g 10 35 46 

Transportation 76 35 34 61 56 47 64 46 57 62 45 32 58 

Banking 21 37 34 24 43 34 51 36 33 31 26 27 42 

Insurance 23 g 7 10 9 5 4. 8 4 10 18 17 26 

Corp. &: 'rax 5 3 6 15 3 8 5 3 -4 4 1 26 24 

Securities NA 268 243 224 242 243 275 227 253 236 240 214 93 

Source: State Corporation Commission, Annual Report, 1903-1970) passim. 

t---J 
1-' ..... 
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TABLE 7 

sec AND STATE OF VIRGINIA BUDGET t 1903-19738 

-- ----. 
Year SeC-Operating Va-Operating sec Budget/Va * Budge.t 

1905-06 *09597 8.86141,. .0108 

1907-08 .118992 10.1)04 .0117 

1909-10 .145106 11.5835 .0125 

1911-12 ,,169018 1).061 .0129 

1913-11 .. .162009 14.2382 .0114 

1915-16 .169000 15.9886 .0106 

1917-18 .. 185717 18.1$81 .0102 

1919-20 .245236 25.6336 .0096 

1921-22 .271067 29.880 .0091 

1923~~24 .337235 37 .. 3029 .0090 

1925-26 .439575 44.2500 .0099 

1927-28 .504337 47.2283 .0107 

1929-30 .482387 56. 98)LI- .0085 

1931-32 .406315 64.012 .0063 

1933-34· .511414 65.1987 .0078 

1935-36 .712207 74.6429 .0095 

1937-38 .. 737598 10).441 .0071 

1939-40 .826492 135.860 .0061 

19/ .. 1··42 .898401 150.463 .0060 

1943-,4.4 .931808 206.741 .00J .. 5 

1911-5-46 .931182 213.813 .00/.4 

1947-48 1 .. 15555 300.567 .00)8 
, ..... _-""------ ~.--------,-
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bSt.a.te bienniu..ll altered; begins in even numbered 
years after 1964. 

Source: sec Operating Expenses, 1970-1917, Acts of Assembly 
sec Operating Expenses, 1919-1973, Governor's Budget 
va. Operating Expenses, 1903-1917, Acts of Assembly 
Vn. Operattng Expenses, 1919-1973, Governor's Budget 
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TABIJ~ 8 

CONSU~1EH PRICE INDgX) 1905 .. ·1971 
------. ----_ .. _--
-.---~. --.-~ 

Year ePIa Year CPla 

--_-...-.,---------' ... _-------_ .. _*" 

1905 .368 1939 .594 

1907 .402 19L,,1 .629 

1909 .385 1943 .740 

1911 .406 1945 .769 

1913 .423 19!+7 .966 

1915 .434 1949 1.018 

1917 .548 1951 1.110 

1919 .740 1953 1.144-

1921 .764 1955 1.145 

1923 ' .1739 1957 1.202 

1925 .750 1959 1.255 

1927 .742 1961 1.284 

-''''?9 ..L7- • 733 1963 1.315 

1931 .650 1965 1.355 

1933 .553 1967 1.J+42 

1935 .587 1969 1.593 

193"1 .614 1971 1.761 

a 1olq ::::: 1 00 ,/vlc", . -l.. ... 



VITA 

lJames Alton Zellner, the son of Ben G. and Mary 

Z'ellner, was born on the first day of January, 1946 J in 

Clay Ccunty, Florida. He is married to the former 

Celia Dianne Aenchbacher. 

He attended public secondary school in Jacksonville, 

Florida. After completion of high school, he entered 

Florida State University as a freshman in the Fall of 196), 

and was awarded the A .. B. degree in April, 1967. 

After completion of the A.B. degree at Florida State 

University, he 0ntered the Graduate School of the 

Louisiana State University in New Orleans in September, 

1967.. He Vias awarded the r-i.A. degree in Economics in 

June of 1969. 

In the Fall of 1968 he was appointed to the position 

of Instructor in Economics at The Virginia Military 

Institute, where he is currently employed as Assistant 

.Profess(n'" of Eccnomics.. In the Fall of 1969, he enrolled 

in the Graduate School at Virginia Polytechnic Institute 

and State Universit.y. The reqIJ.:J.reii1~Hlts for the Ph.D. 

degr€:c in Economics wej~ compl€t~~ci in ivlay, 1974. 
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THE BEHA VIOR OF HEGULATORY COM.MISSIONS: 

A CASE STUDY OF THE VIRGINIA STATE 

CORPORATION COMMISSION 

by 

James A. Zellner 

(ABSTRACT) 

Public ut.ility regulation in the United States is 

carried out primarily by independent regulatory commissions. 

Though created to deal with problems which the courts and 

legislature had previously been at a loss to solve, the 

commission form of regulation has not been very success.fl.l.l. 

Students of regulation are in general agreement that 

commissions have failed to implement policies which serve 

the publj.c interest, though the expla.nations for that 

failure are quite varied. 

By using time series data collected from the Virginia 

State Corporation Commission, it was possible to test ·the 

usefulness of several leading theories of regulatory 

behavior'. The theories can be categorized primarily as 

either trartitional or political economic--bureaucratic. 

The tr'aditionnl theory and Stigler's captured bureaucracy 

theory were most consistent with the data. However, few 



implications could be dra\ffl from the nnalysis \..,hich could 

be used to prescribe policy changes for improved commission 

performance. 

While all of the theories proved useful in explain­

ing certain observed phenomena, they all suffered from 

serious shortcomings. None was useful as a general tool 

to describe behavior, and none was valuable for predicting 

agency behavior regarding a particular issue. 

The primary decision variable suggested by all of 

the theories is the budget of the agency_ It was concluded 

that this measure is too narrow, whether we are dealing 

with a traditional theory, where budget is a measure of 

agency vitality J or a bureaucratic theory, 'V'Jhere budget 

serves as the primary argwnent in the regulator's utillty 

function. Rather, it is necessary to include other measures 

of both vitality and utility if one is to have a workable 

theory. 

The primary weakness of all of the theories is the 

failure to include the decision calculus of the agency's 

sponsor, and other interested groups, into the explanation 

of agency behavior. 

We conclude that if we are to construct a theory 

which is able to explain more than piecemeal the behavior 

of regulatory ngencies, or in any way predict that behavior 

with rEspect t.o specific issues, such a theory must include 

intt~r .. 1ctions betvJeen t.he agency and all interested parties. 


