Vermont Electric Costs: A Different Perspective
We've heard for years that electricity is too expensive in Vermont and that it's an impediment to business growth and job creation. So what's this all about and do the facts support these assertions?
First, there's no question that electricity costs more in New England than in some other parts of the country. Western states have access to comparatively cheap hydro power from federally subsidized dams paid for (in part) with our tax dollars. Midwestern states use cheap - and dirty - coal that helps keep their prices down (and fouls our air). Thus, the claim about competitiveness is partly true but there's nothing we can do about it. 
If those concerned about electric costs were right, there would be a strong inverse relationship between costs and rate of growth. That is, states with higher rates would have lower growth and vice versa. However, the data does not support this view. In fact, Vermont's growth in Gross State Product ranks 19th even though our rates are ranked near the bottom (see p. 2).  
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Let's examine the underlying claim that electric costs are a significant expense for many businesses. According to the Census Business Survey, the average cost of purchased electricity as a percentage of the value of shipments is quite modest for most industries. Indeed, it ranges from 0.2% to 1.6% for various industries present in Vermont (0.8% for semi-conductor manufacturers). Therefore, even if we could wave a wand and reduce these costs by 15%, it would represent a tiny savings and could hardly be considered an important element in location decisions.
To illustrate, I created hypotheticals using national average data for manufacturers of upholstered and non-upholstered furniture. Assuming a company with $100 million in annual sales, the cost of electricity would be $475,000 and $1.2 million per year respectively. If these costs were reduced by 15% it would save the companies about $71,000 and $185,000 annually. This is certainly a lot of money but what does it really mean to a firm with $100 million in annual sales? As it turns out, $71,000 equals 0.07% of sales and $185,000 equals 0.19% of sales. Thus, the savings would be the equivalent of 7 cents and 19 cents for every $100 of sales (see p. 3)
Obviously, every business must attempt to control costs and maximize its profit margin. And the state should do everything possible to help businesses improve efficiency and productivity. But the amount of lobbying (and misinformation) on this issue is way out of proportion to its relative importance. Indeed, I chose an example at the high end of the scale. The potential savings for most other industries in Vermont would be considerably less. There are very few industries that are heavily reliant on electricity and we would be better served by focusing our attention on the things we can control like investments in energy efficiency. 

The real competitive disadvantage for Vermont manufacturers is payroll, which dwarfs electric costs as percent of overhead. We can't compete with Mexico and China; nor should we. The most important location factors are workforce education & training, quality of life, and infrastructure. That's where we should devote our resources. Electric costs are a diversion and will not solve our problems.
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	State
	Revenue / kWh                       
July 2003 (cents)
	GSP growth: 1986 - 2001 (chained)
	GSP growth Rank
	Overall Rate rank
	Indus. Rate Rank

	
	Industrial
	All classes
	
	
	
	

	Nevada
	9.42
	8.76
	153.3%
	1
	41
	47

	Oregon
	4.74
	6.20
	122.7%
	2
	10
	23

	Idaho
	4.05
	4.80
	117.6%
	3
	1
	6

	Arizona
	5.78
	7.69
	113.7%
	4
	36
	37

	Colorado
	5.17
	6.84
	99.1%
	5
	21
	34

	Utah
	4.18
	5.55
	97.4%
	6
	6
	7

	New Mexico
	4.96
	7.02
	96.5%
	7
	25
	28

	Georgia
	4.29
	6.72
	87.9%
	8
	19
	12

	New Hampshire
	9.65
	10.83
	85.6%
	9
	45
	48

	Washington
	4.34
	5.69
	83.7%
	10
	7
	14

	Texas
	5.60
	8.21
	78.6%
	11
	37
	36

	Delaware
	4.70
	7.46
	77.2%
	12
	33
	21

	Florida
	5.52
	7.68
	74.4%
	13
	35
	35

	North Carolina
	5.08
	7.03
	72.3%
	14
	27
	31

	Tennessee
	4.43
	5.83
	70.1%
	15
	9
	15

	Minnesota
	4.88
	6.66
	69.2%
	16
	17
	27

	South Carolina
	4.26
	6.31
	67.7%
	17
	14
	11

	South Dakota
	4.69
	6.67
	67.3%
	18
	18
	20

	Vermont
	7.92
	11.07
	66.8%
	19
	46
	43

	California
	10.17
	13.41
	65.9%
	20
	50
	50

	Wisconsin
	5.01
	6.90
	63.8%
	21
	23
	29

	Virginia
	4.26
	6.59
	60.5%
	22
	16
	10

	Indiana
	3.94
	5.41
	59.8%
	23
	5
	5

	Arkansas
	4.78
	6.28
	59.7%
	24
	13
	25

	Kentucky
	3.86
	4.90
	59.3%
	25
	2
	4

	Nebraska
	4.61
	6.25
	57.2%
	26
	12
	17

	Massachusetts
	9.04
	11.10
	56.9%
	27
	47
	46

	Iowa
	4.60
	6.86
	56.1%
	28
	22
	16

	Illinois
	4.72
	7.53
	54.5%
	29
	34
	22

	New Jersey
	7.22
	9.59
	54.2%
	30
	42
	42

	Connecticut
	8.33
	10.37
	53.5%
	31
	43
	45

	Alabama
	4.32
	6.24
	50.5%
	32
	11
	13

	Maryland
	4.24
	7.29
	50.4%
	33
	30
	9

	Mississippi
	4.67
	6.78
	50.1%
	34
	20
	19

	Rhode Island
	9.87
	11.62
	48.3%
	35
	48
	49

	Missouri
	5.16
	7.05
	47.2%
	36
	28
	33

	Kansas
	5.02
	6.95
	47.1%
	37
	24
	30

	Pennsylvania
	5.81
	8.39
	46.1%
	38
	39
	38

	Ohio
	4.77
	7.22
	44.4%
	39
	29
	24

	New York
	5.16
	12.62
	43.2%
	40
	49
	32

	Maine
	3.06
	8.51
	41.6%
	41
	40
	1

	Montana
	4.85
	6.45
	40.2%
	42
	15
	26

	Michigan
	4.63
	7.02
	38.3%
	43
	26
	18

	Wyoming
	3.82
	5.00
	37.6%
	44
	3
	2

	North Dakota
	4.20
	5.77
	37.4%
	45
	8
	8

	Oklahoma
	5.84
	7.44
	34.2%
	46
	32
	40

	Hawaii
	11.89
	14.22
	31.8%
	47
	51
	51

	West Virginia
	3.84
	5.13
	31.5%
	48
	4
	3

	District of Columbia
	6.79
	8.27
	24.8%
	49
	38
	41

	Louisiana
	5.84
	7.36
	23.5%
	50
	31
	39

	Alaska
	7.96
	10.78
	2.5%
	51
	44
	44

	
	
	
	
	
	
	

	Sources: Rates: Energy Information Administration, U.S. DOE
	GSP: Bureau of Econ. Analysis, U.S. Dept. of Commerce


	Energy Costs and Potential Savings for Furniture Manufacturers

	
	
	
	
	
	

	
	NAICS code 337121
	Hypothetical   $100 million annual sales
	Potential savings as a % of total revenue @ 15% reduction

	
	Upholstered household furniture                        (national total)
	
	

	Value of shipments
	$8,398,652,000
	
	$100,000,000
	$
	%

	
	
	
	
	
	

	Cost of Materials
	$4,145,011,000
	49.35%
	$49,353,289
	
	

	Payroll
	$2,022,565,000
	24.08%
	$24,082,019
	
	

	Fringe Benefits
	$384,756,000
	4.58%
	$4,581,164
	
	

	Depreciation
	$70,978,000
	0.85%
	$845,112
	
	

	Advertising
	$49,272,000
	0.59%
	$586,666
	
	

	Rent - buildings
	$45,699,000
	0.54%
	$544,123
	
	

	Electricity
	$39,961,000
	0.48%
	$475,803
	$71,370
	0.07%

	Rent - machinery & equipment
	$28,753,000
	0.34%
	$342,353
	This represents a savings of $0.07 for every $100 in sales

	Purchased services for repair of mach. & equip.
	$23,361,000
	0.28%
	$278,152
	

	Contract work
	$11,467,000
	0.14%
	$136,534
	

	Fuels
	$10,266,000
	0.12%
	$122,234
	

	Communications
	$9,438,000
	0.11%
	$112,375
	
	

	Cost of purchased services for repair of buildings
	$9,337,000
	0.11%
	$111,173
	
	

	Software & other data processing
	$6,162,000
	0.07%
	$73,369
	
	

	Legal
	$5,287,000
	0.06%
	$62,951
	
	

	Refuse removal incl. hazardous waste
	$3,934,000
	0.05%
	$46,841
	
	

	Accounting & bookkeeping
	$3,924,000
	0.05%
	$46,722
	
	

	
	
	
	
	
	

	
	NAICS code 337122
	Hypothetical   $100 million annual sales
	Potential savings as a % of total revenue @ 15% reduction

	
	Non-upholstered household furniture                        (national total)
	
	

	
	
	
	
	
	

	Value of shipments
	$11,252,749,000
	
	$100,000,000
	$
	%

	
	
	
	
	
	

	Cost of Materials
	$4,634,910,000
	41.19%
	$41,189,135
	
	

	Payroll
	$2,677,569,000
	23.79%
	$23,794,799
	
	

	Fringe Benefits
	$580,379,000
	5.16%
	$5,157,664
	
	

	Depreciation
	$263,347,000
	2.34%
	$2,340,290
	
	

	Electricity
	$139,007,000
	1.24%
	$1,235,316
	$185,297
	0.19%

	Purchased services for repair of mach. & equip.
	$70,971,000
	0.63%
	$630,699
	This represents a savings of $0.19 for every $100 in sales

	Rent - buildings
	$58,519,000
	0.52%
	$520,042
	

	Advertising
	$58,195,000
	0.52%
	$517,163
	

	Contract work
	$46,806,000
	0.42%
	$415,952
	

	Rent - machinery & equipment
	$41,308,000
	0.37%
	$367,093
	
	

	Software & other data processing
	$29,386,000
	0.26%
	$261,145
	
	

	Fuels
	$27,653,000
	0.25%
	$245,744
	
	

	Cost of purchased services for repair of buildings
	$18,957,000
	0.17%
	$168,466
	
	

	Communications
	$15,134,000
	0.13%
	$134,492
	
	

	Refuse removal incl. hazardous waste
	$14,682,000
	0.13%
	$130,475
	
	

	Legal
	$8,987,000
	0.08%
	$79,865
	
	

	Accounting & bookkeeping
	$7,871,000
	0.07%
	$69,947
	
	

	
	
	
	
	
	

	Source: 1997 Economic Census - Business Expenses Survey
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