Contents

Acknowledgements 7

1 Introduction 9
Characteristics of public enterprises 11
Objectives 12

2 Marginal-Cost Pricing 15
Derivation of the pricing rule 15
Short- or long-run marginal cost? 17
Investment decisions 21
Disequilibrium 24
Capacity adjustments with indivisible plant 28

3 Peak Loads and Joint Costs 32
Firm-peak case 33
Capacity adjustments 35
Shifting-peak case 37

4 Uncertainty 41
5 Problems of Second Best 44
6 Introducing System Effects and Time 54
System effects 54
Time 59

7 Problems of Implementation 63
Domestic-tariffs experiment 68

8 Financing Deficits 71

Second best 76



9 Pricing in Practice
The Post Office
Electricity-bulk-supply tariff
Airports

10 Some Concluding Comments
Average-cost pricing
Informational requirements of marginal-cost
pricing

Bibliography

79
81
82
85

87
87

91

92



