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EDITOR’S NOTE

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

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

Introduction

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

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

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

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

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

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

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

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

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

cost of producing them.
¥ % -3

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

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






CHAPTER 2

Flood Control

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

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

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

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

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

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

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

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

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

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

On the contrary, much of it was rich valley land, among the
best and most productive in Tennessee. A committee of Tennessee
Farm Bureau presidents, for example, in 1941 estimated the annual
crop loss due to TVA flooding of bottom lands along the Tennessee
River at $132% million.® This was at prewar prices for agricultural
commodities. The President of the University of Tennessee esti-
mated the annual crop loss at $1% million for the area flooded by






