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Executive Summary

Today, the price of electricity has a powerful influence on the competitiveness of
manufacturing because manufacturing industries are often electricity’s largest consumers.
Econemic regulation: of the electric utility business has changed very little over the last decade
while regional and national policy makers debate the volatility of energy markets. The
electricity industry, because of the large size of the units of its production, wholesale, and
distribution, draws major benefits from the economy of scale. At the same time, energy
efficiency has become the by-word of energy-intensive manufacturing businesses, which in the
Midwest accounted for 60% of industrial fuel and feedstock energy use in 2006.* In 2010, Ohio
had the highest level of manufacturing activity among Midwestern states resulting in value
added mainly from the energy-intensive sectors such as primary metals, petroleum and coal
products, chemicals, food, nonmetallic minerals, paper, and wood products.?

The goal of this report is to define electricity-intensive manufacturing export industries in Ohio
that are sensitive to ejectricity pricing and to illustrate the impact of electricity pricing on
manufacturing productivity through the industrial electricity pricing model. The first section of
the report identifies Ohio’s manufacturing industries that are electricity- intensive as part of
their production (high costs of electricity per unit of production) and Ohio manufacturing
industries that consume large quantities of electricity overall due to the large size of this
industry in the state (high total expenditures on electricity). Some of these industries have a
competitive advantage in the state and demonstrate 2 high Location Quotient {LQ) ® of Gross
State Product {G5P) and growth in GSP since the last recession. The second section of this
report explores the impact of electricity rates, together with states’ efforts to deregulate
electricity markets, on the competitiveness of manufacturing industries in Chio and benchmark

states expressed through manufacturing preductivity,

Tweive Ohio industries are a part of economic base of the state and manufacture a high
number of electricity-intensive products. These industries belong to four industrial sectors:
Primary Metal Manufacturing, Chemicol Manufacturing, Food Monufecturing, and Nonmetailic
Mineral Product Manufacturing. Together, these 12 industries employed over 86,000 people In

Ohio In 2010,

According to our empirical modeling of industrial electricity pricing, the growth of
manufacturing emplayment is negatively related to manufacturing productivity. At the same

11. Bradbury et al. "Midwest Manufacturing Snapshot: Energy Use and Efficiency Policies.” World Resource
Institute, Working Paper, February 2012. P.5

2
P4
? Loeation Quotient measures the speciallzation of an industry in a region by comparing it to data in a larger region.

£ |
For our analysis: LG = 4 where g; = The Ohio Gross Preduct in industry i; & = Totdl Gross Product In Ohio; Gy US

Gross Product in industry i; G = Total US Gross Product, A lecstion quotient > 1.0 indicates spedialization In an
industry.

Pag |
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time, the presence of large manufacturing establishments in the state s, as expected, positively
associated with manufacturing productivity. This analysis indicates that manufacturing
productivity might benefit from both economies of scale and the ability of large electricity
consumers to negotiate individual contracts with suppliers at, most likely, lower than average
market prices. This finding allows us to consider whether enabling a lower market price across
the board for manufacturing users might further benefit the productivity of the manufacturing

sector in the state.

An increase in the industrial electricity price by 1 cent per kilowatt-hour (16.3%) is likely, in 99%
of cases, to decrease average manufacturing preductivity in the five selected states,”® on
average, by $2,527 of annual gross state product per employee (2.2%). The productivity change
associated with the industrial electricity price change has low efasticity: 2.294/16.3%=0.13. The
measure of elasticity below 1 is known as inelastic response. This means that for 1% increase of
industrial electricity prices, manufacturing productivity drops by 0.13%,

Description of Dhio Electricity-Intensive Industries

in the first section of the report, a number of variables were analyzed to identify Ohlo’s
economic base. These variables include the LQ of G5P, the growth of GSP, and industries’
productivity over three time periods, 2000-2010, 2007-2010, and 2009-2010. With a LQ of
greater than 1, fifty-two manufacturing industries (Table 7) potentially represented the
economic base of Ohio’s economy in 2010.° Chio’s economic base was heavily represented by
manufacturing industries of Food {NAICS 311), Chemica! (NAICS 325), Nonmetallic mineral
product {NAICS 327), Primary metol {NAICS 331), Fabricated metof product (NAICS 332),
Machinery (NAICS 333), Electrical equipment (NAICS 335), and Transportation equipment

(NAICS 336).

Twenty-eight manufacturing industries in Ohlo experienced positive GSP growth (at least 1%)
between 2007 and 2010° . With a 51% increase, the Petroleum and Coal Products
Manufocturing industry (NAICS 3241) had the greatest GSP growth during the study period
followed by Electrical Equipment and Component Manufacturing (NAICS 3359) and
Pharmaceuticai and Medicine Monufacturing [NAICS 3254) industries which grew by 31% in the

same time period.

The industries that were growing from 2007 to 2010 and were likely to have high preductivity in
2010 were Petroleum ond Coal Products Manufocturing (NAICS 3241); Pesticide, Fertilizer, and
other Agricultural Chemical Manufacturing (NAICS 3253); Household Applionce Manufacturing
{NAICS 3352); Pharmaceutical and Medicine Monufacturing {NAICS 3254); and Basic Chemical

Manufacturing {NAICS 3251}

* Ohio, Indiana, Kentuicky, Michigan, and Pennsylvania
*The Industries that represent economle base are also cafled baske Industries.

¢ For mors information see Table 8.

R T ) g T T A e e L =TT P, =2 =
Center for £conomic Development, Cleveland State Universi
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Basic manufacturing industries that use electricity Intensively as a part of production {those
with electricity expenditures greater than 1% of total expenditures) were categorized as high,
moderate, or low electricity-intensive industries. Ten industries were classified as high
electricity-intensive industries, with average electricity expenditures greater than 2% of total
expenditures. The Alumina and Aluminum Production and Processing industry {NAICS 3313)
ranked highest, with electricity expenditures composing 5.7% of total expenditures {Tabile 1)

There were seventeen moderstely electricity-intensive industries, spending at least 1% of thelr
total expenditures on electricity. The Sawmills ond Wood Preservation (NAICS 3211) industry
ranked highest in this group, with electricity expenditures composing 1.9% of total
expenditures.

Twenty manufacturing industries were identified as large consumers of electricity by total
expenditures on electricity (Table 2}. The top industry, Basic Chemical Manufacturing (NAICS
3251), spends over $357 million on electricity per year, followed closely by fron and Steel Mills
and Ferroolloy Manufacturing (NAICS 3311) at $305 million. The top eleven industries in this
category spend greater than $67 million per year on electricity expenditures per industry.

The other nine industries are considered moderate consumers {based on total expenditures)
and spend individually between $41 and $56 milfion on electricity peryear. This group was led
by Other Fabricoted Metal Product Manufocturing (NAICS 3328), at $59 million per year in

electriclty expenditures,

Fourteen industries were identified as both {1) electricity-intensive in regards to the unit of
production and (2) high overall consumption of electricity. These manufacturing industries
create electricity-intensive products while purchasing large volumes of electricity relative to
their size in Chic. This group consisted of primary metal, chemical, food, paper, glass, and

nonmetallic mineral industries.

Eleven nonmanufacturing industries and broader sectors were identified in Ohio as those that
have high per-unit eiectricity costs and high total expenditures on electricity. These industries
cover diverse activities —from farming to large institutions and accommodations — and can
occur on such a large scale that electricity needs are magnified, such as in museums, hospitals,
universities, and warehouses. Electricity costs as a percentage of total expenditures for non-
manufacturing industries exceed 1%. The Accommodation industry (NAICS 721) Is atop of the
list of iaige non-manufacturing energy consumers, spending 2.9% of its total expenditures for
electricity. Total expenditures for electricity in this group of industries vary from over $103
million for Construction to over $15 million for Newspaper, Periodical, Book, and Directory

Publishers.

Emgpirical Model

The second part of the report explores the impact of electricity pricing on manufacturing
productivity through an industrial electricity price regression model. This model was conducted
on the data from five comparable states: Ohio, Indiana, Kentucky, Michigan, and Pennsylvania.

J i
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The research team chose neighboring states with economic structures and electricity
consumers comparable to those of the state of Ohio as the geographic area for statistical
modeling. This analysis seeks to answer two research questions: (1) How does industrial
electricity pricing influence the productivity of the manufacturing sector? and (2) What are the
influences of electricity market deregulation on the industriai electricity market and

manufacturing productivity?

The manufacturing productivity and industrial electricity rates in Ohig, Indiana, Kentucky,
Michigan, and Pennsylvania were analyzed for the period between 1990 and 2010 - the latest
years for which industrial electricity pricing data were available. A statistical model was built to
test the effect of policy variables on manufacturing productivity (industrial electricity price and
deregulation variables), controlling for the demand on the electricity market (manufacturing
employment and presence of large manufacturing companies), the supply on the electricity
market {size of power generation industry), and overall economic conditions (using a business

cycle variable to estimate the recession).

The results of this analysis indicate that electricity price had a statistically significant negative
effect on manufacturing productivity across the five targeted states between 1990 and 2010.
The higher the industrial electricity prices were in the five selected states, the lower
manufacturing productivity was in these states in 99% of cases. However, productivity change
from the movement of industrial electricity price was inelastic—indicating that electricity is only
one of the supply price factors influencing manufacturing productivity,

The deregulation of the electricity market was statistically significant (above the 99% critical
value) and positively associated with manufacturing productlwty To further assess the impact
of electricity market restructuring, an independent sample t-test’ was used to tompare
industrial electricity prices and other economic indicators between the states that deregulated
their wholesale electricity markets and those that did not. Generally, deregulation had a
positive effect on the change of industrial electricity prices and some economic variables
characterizing the state of manufacturing industries in the five targeted states. The most
profound effect of deregulation was a significant drop in industrial electricity prices. However,
the model is based on a small sample of five states and did not control for the level of industrial

electricity pricing at the beginning of the study peried.

The variables characterizing the demand side of the electricity market shows that the growth of
manufacturing employment is negatively reiated to manufacturing productivity with statistica!
significance only above the 90% critical value, Also, it should be noted that the presence of a
conslderable number of large manufacturing establishments in the state was positively
associated with manufacturing productivity at the $9% critical value, which might reflect the
venefits from the economy of scale where many large companies share the regional supply

thaln,

7 The t-test illustrates whether the differences between the states were slat!st[cailv slgn]ﬂcant

Center for Economtheve!opment Cleveland State Umvers;ty ] T ] pm
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The controf variable that represents the supply side of the electricity market, capacity of
electricity production and distribution, was also positively related to manufacturing productivity
and was statjstically significant above the 99% critical value. The variable approximating the
national recession was negatively associated with manufacturing productivity, indicating that
during economic downturns manufacturing productivity was declining.

Based on the results of this analysis, we can conclude that higher industrial electricity rates in

Ohio will most likely be associated with lower manufacturing productivity. Moreover,

manufacturing productivity is likely to benefit from both economy of scaie and the ability of

targe electricity consumers to negotiate contracts with suppliers at a lower than average

market price. Finally, an increase in the state’s capacity to generate, transmit, and distribute

electricity will most likely support higher productivity in its manufacturing sector.
SR

Z—?nof——spﬁaﬁ—- ol c
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introduction

This repart is prepared for The Ohio Manufacturers’ Association by the Center for Economic
Development and the Center for Energy Policy and Applications at the Maxine Goodman Levin
College of Urban Affairs at Cleveland State University. The authors of the report would like to
acknowledge the research assistance of Ellen Cyran, a senior programmer analyst at the Center
for Economic Development for her database support, James Whyles, visiting instructor in GIS and
Urban Geography for his mapping, and Joe Andre and Serineh Baboomian, graduate assistants
at the Center for Economic Development for their editorial support. We appreciate thoughtful
comments by the OMA leaders and staff for thelr insights and continued support through the

duration of this project.

Ohio today faces a considerable challenge in keeping its manufacturing base competitive.
Energy-Intensive manufacturing, in particular, is threatened by rising electricity costs and the
potential need to reduce carbon emissions. One of the responses to mitigate rising electricity
prices is developing a model of distributed generation.®

In order to examine if electricity rates have a critical influence on Ohio’s manufacturing industry,
it is imperative to identify Ohio’s electricity-intensive manufacturing sector which has
comparative advantages across the United States. We present this in the first section of our
report, as well as the geographic concentration of electricity-intensive, economic-base
manufacturing industries In all Ohio counties. In Ohio’s manufacturing base, there are 14
industries that are electricity-intensive industries® and industries that are large consumers of
electricity.”’ In particular; atop of this list are primary metal manufacturing; chemical
manufacturing; food manufacturing; and paper, glass, and nonmetallic mineral product

manufacturing.

in the second part of this report, the researchers empirically estimate the impact of electricity
rates coupled with the deregulation of electricity markets, and how these impact Ohio's

manufacturing competitiveness.

This study is intended to Inform manufacturers about the structure of electricity-intense
tndustries of the manufacturing sector, regional distribution of electricity-intense industries,
and the largest consurners of electricity in Ohio. Moreover, this study alms to provide insights
on major factors influencing electricity pricing. The study empirically Hustrates that industrial
electricity price is one of the major factors that negatively impacts manufacturing productivity.
The authors hope that the study of the state of electricity-intensive manufacturing industries’

help craft better electricity pricing public policies in Ohio.

* A. Thomas and I. Lendel, “Distsibuted Generation a5 a Response to Rising Electriclty Costs in Ohio.” February 2013.
? Electricity-intensive are atop of the list of industries defined by the ratio of an industry's expenditure on
electricity to the industry’s total expenditures in Ohio, measured as unit expense for electricity.

1% ) arge consumers of electricity are industries that pay large shares of thelr total expenditures for electricity,

measured in doilars.

LI e s [T oy e
Center for Economic Development, Cleveland State University
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Part 1: Analysis of Ohio Electricity-Intensive Manufacturing Export

industries
The goal of the project is to define a group of efectricity-intensive manufacturing export

industries that could possibly be eligibie for special electricity rates. The Center for Economic
Development defines and lists these electricity-intensive industries and then analyzes the
distributlon and concentration of electricity-intensive industries across the state of Ohio. Steps

and methodologies of the analysis are as follows:

Dehrng £
Indezrins

Defining Electricity-Intensive Industries

tn order to identify electricity-intensive industries, IMPLAN's technical input-output coefficients
were used. IMPLAN is a proprietary input-output economic model that provides information on
supply relationships (backward linkages) between industries. Two indicators signify electricity-

intensive industries:

1. The ratio of an industry's expenditure on electricity to the industry’s total
expenditures in Ohio, measured as unit expense for alectricity

2. Industry's tatal expenditure on electricity (electricity generation and
transmission industry), measured in dollars

The indicator unit expenses for electricity refiect the share of efectricity cost in $1 of output of
IMPLAN industry Electric Power Generation, Tronsmission, and Distribution (industry code 31).
Chio's manufacturing industries {at the 4-digit NACS classification) were ranked separately by
each indicator: unit expense for electricity (Table 1) and industry's total expenditure for

electricity (Table 2).

e W] e T P Sl S Egmin g
Center for Economic Development, Cleveland State University
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v Per each $1 of expenses, the Alumina and Aluminum Production and Processing
industry spends 5.7cents on electric power generation, transmission, and
distribution (Tabfe 1)

v The same industry spent $144 million in 2009 buying their supply of electricity

from Chio (Table 2)

Using the “natural break” method,? Chio's manufacturing industries were classified into three
groups of electricity users: high, moderate, and low electricity-intensive industries (Figures 1
and 2). Our definition of High and Moderate Electricity-Intensive industries is consistent with
the Energy-intensive and Non-Energy-Intensive Manufacturing groups defined for Industrial
Demand Module of the National Energy Modeling System™ {see Appendix Table 1).

Figure 1. llilustration of Break-Point Method Based on Ratio of Expenses for Electricity in $1 of
Total Expenditures

o R R P
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 The “natural break” methed is based on identifying the significant change of a ranked dependent variable
between two observation points. The significant variation in a dependent variable points fo the change of a

henomenon, which this varizble illustrates.
* Office of Energy Analysis, U.S. Energy Information Administration, 2011.
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Table 1. Electnclty intensive Manufacturing Industries by Umt Expenditures for Electricity

! " NAICS

s

el W

a3

REFF WY

_ 34
High _a3u
3251

Electricity- :
Intensive J= 3272‘

Manufacturing |
3279

3253

327
3an
3117
3328
3112

3252

__and Flaments

3131

273

.32

Moderate 3212
electricity-
intensive

Manufacturing

3312
L3115
3113

3114

3321 |

3262 !
3359

3314

3315

Industry Name

L it A e ik by e o g g e

Afumtna and Aluminum Productlon and Prnmsing
Pulp, Pqper, and Paperboard Mills B
: Lfmo and vasum Proo‘ur:t Manufacumng ————

Basu: Chemi:al Manufactunng '
Glass and Glass Product Manufactunng .
Fuundnes

Other Nonrnetallm Mmeral Product Manufaclunng
Pestn:wle, Fertiluzer, and Other Agncultural Chemical
. Manufacturing L
¢ Clay Product and Refractory Manufar.turing
Sawmills and Wood Preservation

.

s“f‘"'d P “’d”ﬂ ""eParatlon and Packaging

Coatlng, Engraving, Heat Treaung, and Alfied Actwmes 1

Gram and DlIseed M‘llrng )
Resfn. Svnthetn: Rubber, and Artificial Syntheuc Fibers

Fiber, Yarn, and Thread Milis
Cement and Concrete Product Manufacturing

Fabnc Mills. . :ﬂ_ ‘

Veneer Plvwood and Engmeered Wood Product
! Manufacturing
Steel Product Manufactunng from Furthased Steel
Darry Product Manufal:tunng N
Sugar and Confecuonerv Product Manufar:turrng
Fruit and Vegetahle Presennng and Specialty Food
Manufactunng

. Forging and Stamping
! Rubber Product Manufacturing
: Other Electrical Equipment and cUmponent
Manufacturing ‘
Nonferrous Metal {except Aluminum) Production and
Processing

High Electricity-intensive Monufacturing Industries

ol W

T

Ehxtricitv Expamﬂtures i
Per $1 of Industry
5 {

0.05721

e e

i Rl 003534

0.03280 |
0 03091 !
002702 .
0. 02577
0 02311 1
0.02240 |

0.02975 ,

0.01882 .
0.01500 ¢

o.ozaus .
~ 0.01307
0.01245
001156 l

001132 |
001211 |
0.01094 |
0.02085 |

0.01082 |
0.01052
0.01047 | ;

0.01022

Table 1 includes industries with relatively high unit expenditures on electric power generation,
transmission, and distribution. Ranked by this indicator, all manufacturing industries were
divided into three groups: High Electricity-Intensive Manufacturing, Moderate Electricity-
Intensive Manufacturing, and Low Electricity-Intensive Manufacturing. The High Electricity-
Intensive Manufacturing group includes ten manufacturing industries that annually spend 2% or
more of their total expenditures on electricity. The Alumina and Aluminum Production and
Processing industry (NAICS 3313) alone spends 5.7% of all expenditures on electricity. This is

Center for Econornlc Deve!opment Cleveland State University
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almost twice the next High Electricity-intensive Manufacturing Industry, Pulp, Paper, and
Paperboard Mills (NAICS 3221), which spends 3.5% of all expenses annually on electricity. The
top ten electricity-intensive manufacturing industries include three groups of industries: metal-
product manufacturing, chemical manufacturing, and paper-producing industries. Two out of
three groups historicaily have had a large presence in Ohio.

Moderate Electricity-Intensive Manufacturing Industries

The 17 industries that belong to the Moderate Electricity-intensive Manufacturing group spend
at least 1% of their total expenditures for electricity. Sawmills and Wood Preservation {NAICS
3211) and Seafood Product Preparation and Packing (NAICS 3117}, the two top industries in this
group, are not typical for Ohio. The rest of this cohort represents industries related to metal
and equipment manufacturing, food manufacturing, resin and rubber industry, and cement and
concrete manufacturing. The 17 industries included in the High and Moderate Electricity-
Intensive Manufacturing groups are the subject of further investigation.

Figure 2. llustration of Break-Point Method Based on Indicator of Total industry Expenses for
Electricity
AOLH30.000 =0
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Table 2. Large Consumers of Eleciricity Identified by indicator of Total Expenditures for

Electricity in Ohio
nas 7 " Industry Name T Total industry !
Expenditures for :
= MO LR S0 R e .. Electricity in OK

e g;@l Basic Chemlcal Manufactuﬂqg “—1 _...9357,569,572 |
3311 iron and Steel Mills and Ferrozlioy Manufacturmg | $305,430,664 |

3313 Alumlna and Aluminum Productlon  and Processing il I $144 121 601
| 3241 ! Petroleum and Coal Products | Manufacturing $120,952,662 ;
High 3261 ¢ Plastlcs Product Manufactunns e . 5103.429 390 I
Electricity- 3363’ Moter Vehicle Parts Manufacturing | $102,961,395 )
Consuming o321 Pulp. Paper, and Paperbnard Mills _ 596,450,783
| Manufacturing 3252  Resin, Synthetlc Rubber, and Artificial Synthetlc Fibers and $86,811,888

! . . F“aments e el AN gt e
3253 Pesticide, Fertilizer, and Other Agriculturaf Chemical $77,580,568 -
... Manufacturing | ;
3 31;.5_ . Dairy P Product Manufactunng ! $?1 619 224 T
3 | 3315 ' Foundries o 567,169, 998 |
‘| 3329 Other Fabricated Metai Product Mandfacturing | $55978,697 |
3114  Fruitand Vegetable Preserving and Specialty Food $58 834,373
v . Mandfactudng N

3312 . Steel Product Manufactura ng from Purchased Steel 549 857,376

Moderate 3;ﬁ_2 i cﬁnverted Paper Product Manu‘!acturmg o - 549 73? 892
éf:;ﬁ::; an Glass and Glass Pruduct Manufacturing $48 513,642 .
Manufacturing 3279  Cther Nonmetalllc Mineral Product Manufacturing | .$48513,197 :

3112 Gram and Oilseed M‘Itmg _ 543 094 463

3314  Nonferrous Metal {except Aluminum) Production and 542 555 602

- . Processing o _ | o

i 3361 _ Motor Vehu:fe Manufacturlng - e '§4“_g19;[_19.6§§~ i

High Electricity-Consurmning Manufacturing

Twenty (20) manufacturing industries were identified as the largest consumers of electricity in
Ohio. Each of these manufacturing industries spends at least $40 million per year on electricity
supplies. Of those 20 industries, 11 were considered high electricity-consuming manufacturing
industries. Each industry in high electricity-consuming manufacturing group spends over 567
million annually on electricity supplies. This group is led by the industry Basic Chemical
Manufacturing (NAICS 3251), which spends over $358 million annually on electricity supplies,
followed by Iron and Steel Mills and Ferroalloy Manufacturing (NAICS 3311), which spends over
$305 milllion annually. The other largest consumers of electricity in Ohio belong to industries
producing such products as aluminum, petroleum and coal, plastic products, motor vehicle
parts, paper, raisin, pesticide and fertilizer, dairy products, and foundries.

=1 e e T el i [ o e T T ST N e s ey N e Ve et 2
Center for Economic Development, Cleveland State University Page 6
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Maoderate Electricity-Consuming Manufocturing

The Moderate Electricity-Consuming Manufacturing group includes nine industries that spend
between $41 and $56 million annually on electricity supply. The largest electricity consumer in
this group was Other Fabricated Metof Product Manufacturing {NAICS 3328), which pays about
$56 million per year for the supply of electricity in Ohio. Other industries in this group include
those that manufacture steel products, converted paper products, glass, nonmetallic minerals,
mator vehicles, and specialty food. We used both ranked indicators (high unit electricity-
intensive and large consumers of electricity) to identify 14 manufacturing industries in Ohio

{Table 3).

Table 3. Ohio Manufacturing Industries: Electricity-intensive and Large Consumers of
Electricity

NAKCS Industry Name

3313 Alumlna and Alurmnum Pmduct:nn and Processing
3221 . Pulp, Paper, and Paperboard Mills

t
t
H

High | 3311 " tron and Stee! Mills and Ferroziloy Manufacturing
lnf-{(:i..t#:::\- a I 3251 i ! Basic Chem::al Manufacturing == =
Consurmin g 27  Glass and Glass Product Manufacturmgw_ _—— B
Manufacturing |- 3315 f Fo”"d"es - —

.,...3.279 ! Othe.r Nonmeta!hc Mmeral Product Manufacturmg I
3253 PESthIdE Fertihzer, and Other Agricultural Chemical Man ufactunng'
3112 Grain and Oilseed Mllfmg -
Moderste | 3252 Resin_. Syntheﬁc Rubber, and Artificial Synthetk: Fihers and Fllaments '
Electricity- ' A 3312 ol Steel Product Manufactur!ng from Purchased Steel
Intensive and | 3115 _Dalrv Product Manufactunng )
Consuming 3114 Fruit and Vegetab!'e Preserving and Specialty Food Manufacturing
Marufacturing ; 3314 Nonferrous Metai (exoepi Alumlnum] Production and Processing

]

Industries that fit both criteria are large, electricity-intensive consumers. This group creates
electricity-intensive products and purchases large volumes of electricity due to their industry
size in Ohio. Fourteen {14) manufacturing industries are electricity-intensive and large
consumers of electricity due to thelr size in Ohio. These 14 industries include all industries in
primary metal manufacturing sector (NAICS 331: NAICS 3311, 3312, 3313, 3314, 3315); three
chemical manufacturing industries (NAICS 3251, 3252, 3253); three food manufacturing
industries (NAICS 3112, 3114, 3115}; and paper, glass, and nonmetallic mineral product
manufacturing {(NAICS 3221, 3272, 3279).

e e e P e e B I s S B S T o S s 5 o e e
Center fcr Economic Development, Cleveland State University Page 7
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Table 4. Electricity-Intensive, Non-Manufacturing Industries Identified by Unit Expenses for

Electricity
l" Nacs T " industry Name I eecwicity
!' Expenditures Per 51
i R _| of industry Expenses ;
721 - Accommodation I ) i .. 0029303 '
a2 1 Nonmeta[lu: Mineral Mming and Cluarrving [ 0 028517
a1 ' Other Crop Farming __ 0022541
712 i Museums, Historical Sites, and Similar lnstltutlons 0.020142 |
112 | Vegetableand MelonFarming 0018514 '
| 1113 Fruitand TreeNutfarming Y .0.017923 |
{611 Educational Services 1 0017522
i 713 : Amusement, Gamb!lng, and Recreaunn Industries ' D 015856 !
a1 |CoalMining _ .. ODIB4BR
722 I Food Services and Drinking Places i i 0. 015693 2
531 ' Real Estate L 0015551
: 493 5_ Warehnusing and Storage - — =i " 0 015231 s
112 _* Animal Production o . oopidess
g2 ! Nursing and Remdent:al Care Faclhtles e - . i Tl 0 01;_337{ !
8121 '_Persnnal ‘Care Serwces , ) 0 o:mZz N
| 533  Lessors of Nonf'nanmat lntang| ble Assets [except Copvrighted Works} D 010497 .
) "Hospitals | 0010485

To identify electricity-intensive, non-manufacturing industries in Ohio, we applied the same two
criteria used for manufacturing industries: unit expenses for electricity and total industry
expenditures for electricity. Seventeen (17} 4-digit NAICS non-manufacturing industries and
broader industrial sectors spent at least one cent per each dollar of expenses on electricity
supply (1% of their total annual expenditures in Ohio}. The fargest sectors and industries
include farming, accommodations, and industries that utilize large commercial buildings, such
as museums, universities, hospitals, and warehouses. To identify the large consumers of
electricity among non-manufacturing industries, the total expenditures on the electricity
indicator was applied to three groups of industries classified by the level of NAICS: 2-digit
sectors, 3-digit sectors, and 4-digit non-manufacturing industries (Table 5).22

* IMPLAN’s industry classification corresponds to a combination of 2-, 3-, and 4-digit NAICS industry classifications
for non-manufacturing industries.

T

Center for Economlc Deve!opment Cleveland State University Page 8
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Tahle 5. Non- Manufacturmg Industries Identified by Total !ndustrv Expendltures for Electricity

| 2-digit
i NAICS

3-digit
NAICS

4-digit
NAICS

} NAICS | industry Name | “Total incustry |
i i Expenditures for
SRRt DR . Electricity in OH
.23 __|Construion e _ $103,084,857 '
42 | wholesaleTrade i i ' ~ $365,244,919
i 55 . Managementof f Companies and Enterprises 91,376,320
| 531 i ReslEstate $385,968,940 !
P72 ' Food Services and Dnnhng Places o 5342 473, 541

622 | Hospitals B ~_$304,688,721
611 J(Educatlonal Serwoes ¢ 5124 426, 390

| 623 ! MNursing and Residentiaf Care facilities _ | $115215073 .

{ 621 __ Ambulatory Heaith Care Services N | %90999,878
' 721} Accommodation . $7,800729
493 Warehouslng and Storage _i 850 096, 107

713 Amusement, Gamhling, and Recreation industries "7 444,469,857 |

| 813 Religious, Grant making, Civic, Professionai, and Simflar $43,985,471 |

i ] ' Drganizations e ~

5415 | Computer Systems Design and Related Semces 7 580 921,712 i
1113 Oilseed and Grain Farming $26,859,565 |

I v Persnnal CareSenﬂca . = $26,‘]97,682 J
i 2123 Nonmetallu: M:nerai Mlnrng and Quarrying $22 850 DI_E
B:_ll_l' | Automotive Repalr and Mamtenance 518 308 483
i _:__5417 ! Scientific Research and Development Services | $17,613, 731

[ 2121 | Coal Mining | $15592,757 |
5111 . Newspaper, Perindical, Boak, and Dtrectory Publishers [ 515 106 413 |

Eleven (11) nan-manufacturing industries and sectors were identified as la rge consumers of
electricity due both to their significant size in Chio and the high electricity inensity of their
products and services (Table 6). Eight (8} 3-digit NAICS sectors and three 4-digit NAICS
industries were the largest electricity consumers and most electricity-intensive non-

manufacturing industries in Ohio.

Tahle 6. Electricity-lmenswe, Large Won-Manufacturing Consumers

uaus
7
2123
611
713
2121
722
531
493
623
8121
622

Accommaodation

Ind ustnr_ﬂl\‘lame

Nonmetallic Mineral Mining an.i:.l- Qhé;rvlng

Educational Services

Amusement Gambllng, and Recreat!un Industries

" Coal Mining )

| Food Services arid Drfnking Places

| Real Estate

Warehousing and Storéﬁe '
Nursing and Residential Care Facilittes
Personal Care Senrices

Hospitals

Note: Ranked By unit expenses on electricity

Center for ECDI‘IOITI!C Devetopment Cleveland State Unwersnty
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Defining Chio’s Economic Base Industries

To identify Ohio’s economic base, we researched the Location Quotient (LQ) of Gross State
Product {G5P), the growth of GSP, and industries’ productivity over three time periods: 2000-

2010, 2007-2010 and 2009-2010. According to G5P LQ, 52 4-digit NAICS manufacturing

industries represented the economic base of Ohio’s economy in 2010.1 The manufacturing

industries presented in Table 7 are ranked by 2010 GSP LQ.

Table 7. Ohio’s Manufacturing lndustrles

P o r— vk g ot

-y

| NAICS ! T " Description GSP 1Q, 2010
r3852 * Household Appliam:e Manufactuﬂng e . _ fuq;
i 3353 ] Motor Vehlde Parts Manufacturmg ity ! _3 7_22~
:_ 3321 _ Forging and Stamping 3703
i 3255 J Paint, Coatmg, and Adhesive Manufactunng | 3sm

3324 y Holler, Tank, and Shlpplng Contamer Manufacturmg 4 3351 .
: 32?1 E Clay Product and Refractory Manufactuting o 3.233 |

3361 i Motor Vehlde Manufactunn; e 3200
| 3312 ; Steel Product Manufacturing from Purchased Steel o . 3198
'amd ’ Cutlery and Handtool Manufecturing = A 3a86
. 3328 } Coating, Engraving, Heat Treating, and Altied Activlties 4 3.069 ,
; 3335 | Metaiworking Machinery Manufacturing B : 3.017
, 3262 | Rubber Product Manufacturing . .2985
! 3278 _ Other Nonmetallic Mineral Produtt | Manufacturing - F " s3]
{ 3369 ] Other Transportatian Equtpment Manufacturing ? 2.829 |
| 3329 | Dther Fabricated Metal Proguct Manufacturing ) 2.802

_3256 I Sozp, cleamng Compound and Toilet Preparatlnn Manufactunng E = 2_512 ]
, 3272  Glass and Glass Product Manufactunng 2.518
"3114 " Fruit and Vegetable Preserving and Specialty Food Manufacturing 2.430
! 3315 ] Foundries 2449

3311 i Iron and Stee! Mills and Ferroalloy Manufacturing 2441
i 3327 } Miachine Shops, Turned Product, and Screw, Nut, and Bolt Manufacturing 2349
f 3261 } Plastics Praduct Manufacturmg . 2278

3351 ; ! Eectric nghtmg Equipment Manufacturing 2276 -

3339 i t Other General Purpose Machinery Manufacturing 2.112 f
[ 3115 | Dairy Product Manufacturing 2.085 |
{ 3353 'E Electrical Equipment Manufacturing _ _§i . 2001
} 3332 i industrial Machinery Manufacturing i 1568

3251 J Basic Chemical Manufacturing i - ! 1841

| ocation Quotient measures tr;e speciafization of an Industry in a region by comparing it 1o data in a larger

i
in Ohio;

region. For our analysis: LQ = 1_!{ where g; = The Ohio Gross Product in industry §; g = Total Gross Product

[
Gi= U5 Gross Product in industry i; G = Total US Gross Product. A GSP LQ above 1.00 indicates that the share of an

industry’s gross state product in the total regional pross product exceeds the share of this industry's GDP in
total LS. GDP. This disproporticnally large production of GSP denotes an industry as a potential part of the

regional economic hase.

Center for Emnomlc Develupment, Cleveland State Unnrersrty

the




ATTACHMENT EWH-2

Table 7. Ohio’s Manufacturing industries (cont.)

jwacs| o Descrigon L. SsPlg, 2000
L 3253 | Pesticlde, Fertilizer, and Other Agricultural Chemical Manufacturmng _ . 1.825 |
3144 AnimalfoodManufacturing _ T T g
{3326 Spring and Wire Product Manidoctoring 1809
| 3252 | Resin, Synthetic Rubber, and Arifical Synthetic Fibers and Fiaments S
| 3833, Other Flectrical Equipment and Component Manufacturing "7 " Tigap
; 3259 ) Other Chemical Product and Preparation Manufactoring 1692 |
[ 3314 1 Nonferrous Metal {except Aluminum) Production and Processing o 1671
| 3371 Household and Institutional Fumiture and Kitchen Cabinet Manufacturing Y )

3362 l Motor Vehicle Body and Traifer Manufacturing ~ _' 1.496 |
3323 Architectural and Structural Metals Manufacturing. . L1482
| 3118  Bakeries and Tortilla Manufacturing S~ 1480 :

3231 : Printing and Related Support Activities 1.456

3274 . lime and Gypsum Product‘Man‘ufay:Quring — '1.4;3 |
3325 | Hardware Manufactoring L 13e]
E 3313 - Alumina and Aluminum Production and Processing B B _qg.;g?‘ |
| 3119 | OtherFood Monufocturing il . 1389
3334 : Ventilation, Heating, Air-Conditioning, and Commercial Refrigeration £ e —1.374 4
l 3222 1 Converted Paper Product Manufacturlng, 1.343 ;
3219 | Other Wood Product Manufacturing 1.309 !
. 3169 | Other Leather and Allied Product Manufacturing 1242
| 3121 | Beverage Manufacturing e 1226 |

324] . Petroleum and Coal Products Manufacturing L ===l 1167 |
' 3113 | Sugar and Confectionery Product Manufacturing o 1084 |

3148 | Other Textile Praduct Mills . o 1026

n Source: Moody's Eéonomy.i:om
As shown in Table 7, Ohio's economic base is heavily represented by the following
manufacturing industries:

Food manufacturing {NAICS 311)

Chemica! manufacturing (NAICS 325)

Nonmetallic mineral product manufacturing (NAICS 327)

Primary metal manufacturing (NAICS 331)

Fabricated metal product manufacturing (NAICS 332)

Machinery manufacturing (NAICS 333)

Electrical equipment, appliance, and component manufacturing (NAICS 335)

Transportation equipment manufacturing (NAICS 336)

Twenty-eight manufacturing industries in Ohio (26 of these industries ara displayed in Table 8}
experienced positive GSP growth (at least 1%) between 2007 and 2010.% GSP of the Petroleum
and Coal Products Manufacturing industry (NAICS 3241) increased by 51% over the last 3 years
(2007-2010); by 136% from 2000 to 2010. The Other Electrical Equipment and Component
Manufacturing (NAICS 3358) and Pharmaceutical and Medicine Manufocturing {NAICS 3254)

NRASNSAN S

5 Two very small industries, the Leather and Hide Tanning and Finishing [NAICS 3161) and the Tobacco
Manufacturing (NAICS 3122) are removed from the analysis due to data confidentiality.

nd State University Page 11
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ATTACHMENT EWH-2

industries grew by 31% between 2007 and 2010. The Pesticide and Other Chemical
Manufacturing {NAICS 3253) industry showed a large growth In GSP from 2009 to 2010,
However, the size of the industry is too small to influence the overall economy in Ohio.

Table 8. GSP Growth of Dhio’s Manufacturlng Industries

NAICS “!

3241

3253

- 3350
gézs4

13116
53115
;3346 |

i 3352
i 2324

3369  Other Transport.atlon Equ:pment

" Description

e R b

Petroleum and Coal Products
. Manufacturing : o i
i Pesticide, Fertilizer, and Other Agricuitural

! Chemical Manufacturing
. Other Electrical Equipment and Component

! Manufacturing

Pharmaceutical and Med:cme o

Manufacturing

Ammal Slaughtering and Processmg

3114 = Fruit and Vegetable Preserving and

! : Specialty Food Manufacturing
Dalry Praduct Manufacturing

| Manufacturing and Reproducing Magnetic
and Opti-::al Media

Hnuseho!d Appliance Manufactunng
! Boiler, Tank, and Shipping Container

i Manufacturing

Manufactunng

3256 Soap, Cleaning Compound and Toilet
_; Preparation Manufacturing

3119 Other Food Manufacturing

:

3353

! 3111

3118
! 3255
i 3274
3251
;3121
. 3113

‘3391

! 3252

Eiectncal Equipment Manufacturmg
{3279 Other Nonmetalic Minerat Product

Manufactunng

i 1 Animal Food Manufacturing

Bakens and Tortilla Manufacturing

; Paint, Coating, and Adheslve Manufacturing
; Lime and Gypsum Product Manufacturmg

' Basic Chemical Manufacturing

Beverage Manufacturing

g Sugar and Confectionery Product

i Manufactunng

Manufacmmg

; Resin, Synthetic Rubber, and Artificial
; Synthetic Fibers and Filaments

1 MedicaI'Equ{ pfnent and Supplies

3112 Graln and Oilseed Milling

3272

Giass and Glass Product Manufactunng

Source: Moody’s Economv com

Pl —" =

Center for Economu: Development Cleveland State University

-

i

2010

{in 2010
i dollars)

i

s;ééi";é $4,963,152 |
966 | !

$585 050

6,280 i'sz;ois,ésé 1 -

5,793 i $1,583,134 f’

8,768 - SJ, 061,118
1, 684 | Sl 834, 442

I
_ 8178 . $1,409 510 I
T 1,180 | $27,903 !

4533 | $1,515,133 ,

8,045 ¥ $1,102,876 |

B :—:éé | 332,151 ‘

10,231 | $1 761,906 ]

6196 ; .\31,217421,L

7.091 : 51 423,332 |

6171 ' $708,435 f

|

2,333 | $502,929 i

9,856 $1.s7o,sse ;

6,305 ! 51 363 263 | *
592 533,441
8,737 | 52,832,472

6,870 } $1,126,952 i

1488 | $321,315 |

9,034 | $1,107,998 i
; |

5,307 | $1,286,891 [ -

2,029 | $335240 |
7,685 | $750,979

% GSP |

r.hange, ;change, ' change, |
2000- | 2007- ! 2009 |

2010 | 2010 | 2000 |
136% | 51% - O%
6% ae% | 17%
I AR S
7% 3% 0%
131% | 31% 1% |
: | |
RELTO T Y
RS Il 0%, 11%
20% 1 19% (9%
66% . 18% | 10%
7% | 1% } 0%
13% | 18% | 49@
30% | 18% 0%
59% . A7% | 10%
= W,
o . W% 0%
% 6% 2% |
1% 0 16% (1%
5% . 12% 8% -
6% 12% N
6% 1 1% 10% |
-30% ] 10%;  10% .
37% 0% &%
_16% mt 6%
66% | 4% 791
v S ——
1%, 4% 6%
S ——, S—
Sa% i 3% 6%
2% B, 7%
A% M1 6%
Page 12
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industries that were growing from 2007 to 2010 were likely to have high productivity® in 2010

{Table 9):
¥ Petroleum and coal products manufacturing
v Pesticide, fertilizer, and other agriculturat chemical manufacturing
v" Household appliance manufacturing
v’ Pharmaceutical and medicine manufacturing
¥ Basic chemical manufacturing
Table 9. Ohioc Manufacturing Industries with High Productivity, 2010
‘ NAICS Description | Employment, | 2010 Gsp ! Productivity,
2010 {in2010 | 2020($ per
i dollars) ? emplwee) !
i A" W—— L SR
3241 : Petroleum and Cosl Products Ma'nufactu'ring 3964 $4,963 152 $1,252,056
"3253 ! pesticide, Fertilhzer, and Other Agricultural Chemical 966 | 5535,'056'3 " $805,642 |
; Manufacturfng T ) i n__
3352 ; Househald Apphance Manufacturmg 4,533 i$1,515,133 } $334,245 |
3254 Pharmaceutlcal and Medicine Manufactur!ng 5,793 'g -$1,83'3,134 s'éz"s.mi,‘
B2s1 sas.c Chemical Manufacturing T 8,73?-]; $2,832472 | ¢324,103
" 3253 7| Resin, Synthetic Rubber,& Artificial Synthetic Fibers & 5,307 | $1,286,891 |  $242,489 |
: | Filaments L T . i
3369 | Other Transportation Equipment Manufactuning 1,386 | $332,151 $239,647 |
285 1 | Paint, Coatiﬁg; and Adhesive Manufacturing 6,305 ;“5'1,365,255 1 Sil‘s:i:l!l‘-:
3113 , Sugar and Confectionery Product Manufactunng 1,488 - 8321, 315 - $21:5 538 :
3111 ! ! Animal Food Manufacturing i 2333 | $502,529 | $215,572
3353 | Ele:tnca! Equipment Manufacturlng = 7,001 ] $1,423,332 ; $200724
3119 IOtherFood Manufacturing ! 6,19 51,217,421T 196,485
3259 ' Other Chemical Product and Preparation Manufacbunng 5,482 | 51,004;093 i $1B3,162 E
wd = . . . J R i
3361 | Motor Vehicle Manufacturing 16,968 ] $3,027,235 ©  $178,408 |
3115 Dairy Product Manufacturing 8179 081408510 $172,333
3256 ' Soap, Cleaming Compound, and Toflet Preparation 10,231 | $1,761, 05  $172,213 |
7 - Manufacturing ‘
3112 |‘ Grain and Oilseed Milling 2,029 - %335, 240 $165,224
3351 Electnc Lighting Equnpment Manufactyring 2,768 I 5456, 1191 5154 783

= Manufacturing industries’ productivity is calculated as industry manufacturing GSP divided by industry’s

employment for the same time period.

[ o i e 1
Center for Economic Developmen‘t, Cleveland 5tate University
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Ohio's Electricity-Intensive Base Manufacturing Industries

Twelve (12) of the 14 manufacturing industries that produce electricity-intensive products and
are large consumers of electricity in Dhio are part of the state’s economic base (Table 10).
These industries have a location quotient (LQ) of gross state product {GSP) above 1. Seven {7) of
these industries’ LQs exceed 2. The iargest electricity consumer in this group is NAICS 3329,
Other Fabricoted Metal Product Manufocturing {LQ 1.4), which spends about $56 million per
year on the supply of electricity. Other industries in this group include those that man ufacture
steel products, converted paper products, glass, nonmetailic minerais, motor vehicles, and

specialty food.

Table 10. Economic Base Industries: Electricity-intensive and Large Consumers of Electricity in

314 Fruitand Vegetable Preserving and Specialty Food Manufacturing
3314 i Nonferrous Metal (except Aluminum) Production and Processing
Note: Ranked by per dollar expense on electricity.

The first letter in the Electricity Intensity column Indicates the group of the electricity-intense Industries (High (H)
or Moderate (M}); the second letter indicates the group of the high {H} or Moderate (M) censumer of electricity in

Ohio.

Ohio

NAIKCS Definition [7 electricity GsPLO, !
. Imensity 2010 |
s i e — fREESONS) |
3323 . Alumina and Aluminum Production and Processing I H, H ! 1397 |
3311 * Iron and Steel Mills and Ferrolloy Manufacturing _ ' “i"""" H, H ¥ - :2.44;_. ;
3251 ' Basic Chemical Manufocturing l H H ; 1941 |
3272 | Glass and Glass Product Manufactoring Y 2518”7
3315 " ! Foundries e WR e
3279 _ i Other Nonmetallic Mineral Product Manufacturing i HM 2931 r

3253 | Pestiade, Fertilizer, and Other Agricultural Chemical Manuf : H H 1825
3252 Resin, Synthetic Rubber,& Artificial Synthetic Fibers & Fi laments i M, H i 1775 1
3312 - Steel Product Manufacturing from Purchased Steef { - M, M § .= 3298 '
3115 ; Dairy Product Manufacturing M, H 2.085 i
1Y 2490

MM 167

Data Centers

Data Centers are deflned as “Iindustries {...] that provide the infrastructure for hosting and/or
data processing services” by U.S. Census Bureau, Those industries are classified under 2007
NAICS 518/5182: Data Processing, Hosting, and Related Services."” There are seven types of
data centers classified by Brown, et al. (2001} as followed:

"7 Data Centers classified under 1997 NAICS (Darrow & Hedman, 2009):

¥ NAICS 514191: Online Information Services

¥ NAICS 5142: Data Processing Services
18 ACEEE; Overview of Data Centers and Their Implications for Energy Demand, Eiizabeth Brown, R. Neal Elliott, and
Anna Shipley, American Council for an Energy-Efficient Economy, Washington, DC, Sep. 2001.

=

s e R e BEC e ‘ = st i
Center for Economic Development, Cleveland State University
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Telecoms

Internet Service Providers (ISP’s)
Co-located Server Hosting Facllities (Col.os)
Server Farms

Intermet Hotels

Corporate Data Centers

University, National Laboratory

The site selection of data centers are affected by several factors, Places which have the regional
characteristics and economic environment described below are favorable to attract data

centers to the location.

v Less Natural Disasters
v Favorable Business Climate
o Workforce — computer science, information technology, and facllity
management
o Union rules — a “right 1o work” state
¢ Financial Conslderations
» Tax breaks, incentives, costs of doing business
¢ Insurance costs inthe area
» Costof land
o fasy access to a fiber network
o Lower power costs

In Ohio, however, no establishments exist in the Data Processing, Hosling, and Related Services
industry {NAICS 5182), according to data of the Quarterly Census of Employment and Wages
(QCEW). The broader industry where the data centers fit has very low unit electricity intensity
in Ohio, Per dollar expenses of electricity for NAICS 518 industry was 0.00044 in 2009 data for
the IMPLAN model; the average per dollar expense of electricity for a manufacturing industry
was 0.00971, Total expenditure of electricity for the NAICS 518 industry was $473,337. The
average total expendliture of electricity for a manufacturing Industry was $32,559,567. The data
centers [ndustry in Ohio does not belong to the state’s economic base. The GSP LQ for NAICS
518 was 0.291 in 2010.
There are three Lexis-Nexis establishments in Ohio. LexisNexis' world headquarters is located in
Dayton, Ohio.*?

¥" NAICS 5179 - All Other Telecommunications — Cleveland {Cuyahoga County)

¥ NAICS 5411 — Offices of Lawyers ~ Miamisburg {Montgomery County)

¥ Unclassified — Springboro {Warren County)

SRNANRNAR s

19 source: Reference USA

L=l L

Center for Econoié Dével-opment, Cleveiand State University Page 1%




Summary

ATTACHMENT EWH-2

Twelve Ohlo industries manufacture highly electricity-intensive products and, at the same time,
are a significant part of the state’s economic base.
These industries belong to four broader sectors:

V" NAICS 311: Two industries in Food Manufacturing had a total employment over

20,000 and were growing since 2000.%® Average GSP growth of these Industries
in 2009-2010 was 10%.

NAICS 325: Three industries in Chemical Manufacturing experienced GSP growth
since 2000. Two of these three Industries (NAICS 3251 & 3252) were also among
the industries with high productivity in Ohio. Together, these three industries
employed almost 15,000 peopie in Ohlo in 2010.

NAICS 327: Two industries in Nonmetallic Minera! Product Manufacturing
experienced GSP growth since 2007.2" These two industries employed almast
14,000 people in Ohio in 2010,

NAICS 331: Five indystries in Primary Metal Manufacturing sector were not
among those with GSP growth or high productivity. However, this industry sector
employed 37,297 people in Chio in 2010.%2

* This statement Implies that the industry was growing from 2000 to 2010, from 2007 to 2010, and from 2009 to

2010,

* This statement implies that the industry was growing from 2007 to 2010 and from 2009 to 2010,
% See additional industry statistics In Appendix Tablel.

Page 16
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Mapping the Geographic Distribution of Electricity-Intensive Manufacturing
Industries in Ohio

Northeast and Southwest Ohio have relatively dense populations of manufacturing
employment (Figure 3). In Northeast Ohio, manufacturing employees are concentrated in
Cuyahoga, Lake, Summit, and Stark counties. In Southwest Ohio, Montgomery, Butler, and
Hamilton counties have a high concentration of manufacturing employment. Manufacturing
employees are also concentrated in tucas County {Northwest Ohio) and Franklin County
{Central Ohio}. Manufacturing employment tends to locate in urban areas; countles with large
cities are more likely to have a greater number of manufacturing empioyees: Cuyahoga
(Cleveland}, Hamilton {Cincinnati), Franklin (Columbus), Lucas (Toledo), and Stark (Canton).

Figure 3. Total Manufacturing Employment
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Northeast Chio shows relatively high levels of the gross state product {GSP). Manufactu ring GSP
is highest in Cuyahoga County (Northeast Ohio). Hamiiton County in Southwest Ohio also has a
manufacturing GSP between $7,830 and $9,460 million in 2010 (Figure 4).

Figure 4. Total GSP of Manufacturing Industries
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Companies in electricity-intensive manufacturing industries are iocated primarily in Northeast
Ohio {Figure 5). Cuyahoga, Stark, and Trumbulf counties each have more than 3,680 employees
in electricity-intensive manufacturing, Other counties in the Northeast also have relatively large
electricity-intensive manufacturing employment. Other counties with a high concentration of
electricity-intenslve manufacturing employment include Franklin County in Central Ohio,
Hamilton and Butler counties in Southwest Ohio, and Lucas County in Northwest Ohio.

Figure 5. Employment in Electricity-Intensive Manufacturing Industries
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Northeast Ohio counties — Cuyahoga, Lake, and Lorain counties —have higher GSP in
electricity-intensive manufacturing industries than other counties in Ohio (Figure 6). Electricity-
intensive manufacturing industries also generate high GDP in Franklin County (Central Chio),
Butier and Hamilton counties {Southwest Ohio), and Lucas County {Northwest Ohio).

Figure 6, GSP of Electricity-Intensive Manufacturing Industries
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Northeast Chio has relatively high employment in companies that belong to Ohio's economic
base industries (Figure 7). Other regions tend te have companies with high employment in
manufacturing economic base industries only within counties with large urban centers; Franklin,

Butler, Hamilton, and Lucas counties.

Figure 7. Employment in Manufacturing Base Industries
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Counties in Northeast Ohio show high GSP in manufacturing base industries {Figure 8).
Cuyshoga, Lake, and Lorain counties produce more than $643 million in manufacturing
econamic base industries. Other counties in the Northeast also have refatively high GSP In
manufacturing economic base industries. GSP in manufacturing base industries is high in
Franklin County {Central Ohio), Butler and Hamilton counties (Southwest Ohio), and Lucas

County {Northwest Ohio).

Figure 8. GSP in Manufacturing Base Industries
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Establishments of all manufacturing industries are concentrated in Northeast and Southwest
Ohia {Figure 9). in the Northeast, Cuyahoga and Summit are the most populous counties in
terms of number of manufacturing establishments industries. Manufacturing establishments
are also highly concentrated in surrounding counties. Hamilton and Montgomery counties in
Southwest Ohio have a large number of manufacturing establishments. Franklin County in
Central Ohjo shows a heavy concentration of manufacturing establishments,

Figure 9. Number of Establishments in All Manufacturing industries
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Electricity-intensive manufacturing base establishments are heavily concentrated in Northeast
Ohio (Figure 10}, especially among Cuyahoga, Summit, and Stark counties, which are parts of
the traditional Cleveland industrial belt. Another county with a iarge number of electricity-
intensive manufacturing establishments is Hamilton County (Southwest Ohlo), which has

Cincinnati at its core.

Figure 1. Number of Establishments in Electricity-Intensive Manufacturing Base Industries
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Part 2: Effects of Electricity Pricing Changes on Manufacturers in Ohio

This part of the study explores the industrial electricity price model through a regression
analysis addressing the productivity of the manufacturing sector and industrial efectricity
pricing. This analysis pursued two research questions: (1) How does Industrial electricity pricing
influence the productivity of the manufacturing sector; and (2) What are the influences of
electricity market deregulation on the industrial eiectricity market and the productivity of the
manufacturing sector? The results of this analysis were applied to a simulation of how Ohio
manufacturing preductivity responds to changes in industrial electricity pricing and
deregulation of Ohio electricity market.

Methodology

The geographic area used for statistical modeling in this study is defined as the state of Ohio
and neighboring states Indiana, Kentucky, Michigan, and Pennsylvania. Fach of these states is
located within the reach of the same industrial electricity market. These states also have
similar economic structures and comparable electricity customers, among which are electricity-

intensive manufacturing users,

Because the five selected states are located in close geographic proximity and manufacturing
represents a significant share of each state’s economy, we assume that the data used in the
statistical modef are homogeneous. Any variation in the data can be explained by different
state public poficies and other specific factors relevant to industrial electricity pricing and

manufacturing productivity.

We analyzed the productivity of the manufacturing industry and industrial electricity rates in
Ohio, Indiana, Kentucky, Michigan, and Pennsylvania between 1990 and 2010. The latest year
for which industriai electricity pricing data was available was 2010.

This study Is based on a total of 105 points of observation, including, for each state, 21 years of
history in industrial electricity pricing, manufacturing productivity, electricity market
deregulation, and other factors relevant to electricity pricing and manufacturing.

Influence of industrial electricity price on manufacturing productivity

In the model, we hypothesized an Inverse relationship between industrial electricity price and

performance in the state manufacturing sector over time. To measure the performance of

manufacturing, several variables were tested in the model, including manufacturing

employment, manufacturing gross state product, and employment and gross state product of

electricity-intensive subsectors within the states’ manufacturing industries. Due to the short l/\-l’_

history of statistical data Included in the model, none of the proposed variables demonstrated A 250 4
statistical relationships to industrial electricity pricing. >
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By capturing the peak of economic performance during the last business cycle, including the
most recent “Great Recession” that began in 2008, and the slow recovery therefrom, we were
able to show the relationship of electricity pricing to a more universal economic variable:
productivity, The closest proxy of true labor productivity we were able to derive was an annual
amount of gross state product produced per employee. This variable reflects both the shattered
employment during the recessionary phase of the business cycle and the enhancement of
technology that led to increases in labor productivity. Unfortunately, this variable aiso reflects
the inflationary changes of the products imbedded in the measure of GDP and is ignorant of
structural changes in the economy that are likely inflating the value of manufacturing products

over time.

We have assumed the states’ average industrial electricity prices to explain variation in
manufacturing productivity among states and over time. Manufacturing performance, however,
was influenced by more than just electricity prices. Some other influences were accounted for
in our modeling. We also considered electricity market deregulation as an Important policy
choice that has influenced manufacturing productivity. In analyzing deregulation, we
hypothesized 2 direct relationship between the variable expressing the year of deregulation in a
given state and an Increase in lagged manufacturing productivity the subsequent year.

Although industrial electricity prices and energy market deregulation were two policy variables
of particular interest, we included a number of additional variables that fit two criteria: (1) they
may influence the performance of manufacturing companies, and (2) the data for the variable
were available for ail five states and over time. This group of control variables included
consideration of the following: business cycle phases; the dynamics of manufacturing
employment; a presence of large manufacturing companies in the state; and the performance
of the “Eiectric Power Generation, Transmission, and Distribution industry” (NAICS 2211) in the

state,

Overall, the statistical model is built to test the effect of policy variables on manufacturing
productivity (industrial electricity price and dereguiation variables), controlling for the demand
on the electricity market (manufacturing employment and significant presence of large
manufacturing companies), the supply on the electricity market (size of power generation
industry), and overall economic conditions {business tycle variable “Recession®). This logic of
our statistical model can be expressed in the following equation:

Mnf Productivity = f (Industrial electricity price, Deregulation, Manufacturing employment,
Presence of large mamifacturing establishments, Size of power generation industry,

Recession)

Where:;

Mnf Productivity is the approximated productivity of a state’s manufacturing sector; and the
following variables can be defined as:
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ATTACHMENT EWH-2

Industrial electricity price (IEP) - average state industrial electricity price;

Deregulation — an approximation based upon the change in policy deregulating the electricity
market in a given state;

Manufacturing employment {%ch_mnf.emp) —the percentage change of manufacturing
employment in a given state;

Presence of large manufacturing establishments (Mnf.1000LQ) - the change in relative number
of large manufacturing companies in a state, compared to the number of large manufacturing

companies in the United States;

Size of power generation industry {%ch._2211 G5P) - the percent change of gross state
product produced by the Electric Power Generation, Tronsmission, and Distribution industry

{NAICS 2211} in a state in a given year; and

Recession — approximating the trough of the business cycles between 1990 and 2010.

Variables for the Statistical Model
Dependent variable: Productivity of manufacturing sector In the stote

Labor productivity is an indicator of value creation in the economy. Rather than employment
or absolute value of gross state product, we believe that the indicator of GSP per employee
best reflects the challenges of the manufacturing sector across different phases of the business
tycle. Over the last two decades, the Ohio economy has demonstrated prolonged periods
between the peaks and troughs of adjoining business cycles. The time period of this study—
1990 10 2010—showcases this phenomenon and features several phases of the business cycle:
the declining phase from July 1990 to March 1591; the historically long growth of the eConoOmy
from 1991 te March 2001; the crash between March and Novernber of 1991; the sluggish
recovery through December 2007, which represented the shortest expansion phase since the
1890s; a new contraction, which led to a trough in June 20089; and, since then, an uncertain

expansion of the economy.
independent Varliables

Industrial Electricity Price

The effect of energy cost on economic performance is a popular topic in academic studies
exploring the impact of federal and state policies. In particular, electricity price has been
proven to be an important factor in the site selection process of U.S, manufacturing companies.
States with relatively low priced industrial electricity are proven to better attract firms looking

Lo e S ke
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to reduce thelr production costs (Carlton, 1983).* Deschenes (2010), who employed a state
panel data mode! similar to ours, was unable to disprove the hypothesis that no correlation
exists between manufacturing employment and changes in state electricity prices.?® This study
anticipated that low industrial electricity prices may explain in part the economic growth and
competitiveness of manufacturing industries in the five targeted states through demonstrated
positive relationships with manufacturing productivity.

We used the annual average price of industrial electricity sold within a state as the measure of
industrial electricity price (IEP) for the analysis. Industrial electricity prices vary among states
and have changed between 1890 and 2010. The state’s annual average industrial electricity
price data are derived frormn the Energy Information Administration {EiA) and zll price data are

inflation-adjusted to 2012,
Electricity market restructuring in a state

Electricity market deregulation and restructuring was operationalized in the statistical model by
a dichotomous variable. A state was coded as 1 if it had an active, restructured energy market
or an effective legislative act in place allowing for the presence of a competitive electricity
market in a given year. A state was coded as 0 if neither of the preceding elements existed.
tnformation to construct this variable is recorded in Table 11,

Table 11. Status and Year of Electricity Market Restructuring and Deregulation

in Selected States
; ‘St}.ig — _ §1étg§' i Enactn{eﬂi Yeaﬁtrh Eﬂe_ﬁct'l-ve Year
N Notative ' - [ T T
KA | Notactive — _ .
M | Adtive | June3,2000 | January, 2002
| OH Active '~ July6,1999 | January, 2001
P PA Active | December,1996 _ fanuary, 2000

1 . . 5
Data source: U S. Energy Information Administration

(http://www.eia.gov/cneaf/electricity/page/restructuring/restructure_elect.html)

This variable approximates the changes in state electricity markets, hypothesizing that the —-(L.,b ' <13
increased availability and diversity of sources for generating industrial electricity is likely to T hy (o\"’“’
increase the supply of electricity and decrease industrial electricity prices. This variable alone 1 W

would not explain the difference in electricity pricing among the states as it does not account ,\92,’@
for the flexibility and competitiveness of corresponding state wholesale and transmission e ©

markets. It is expected that states with deregulated electricity markets will show positive

changes in manufacturing productivity.

* Cariton, D, {1983). The location and employment choices of new firms: An econometric model with discrete and
continuous endogenous variables. Review of Economics and Statistics, 65(3), 440-449,
* Deschenes, 0. {2010). Climate policy and laber markets. NBER Working Paper #16111.
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Employment in the manufacturing sector of the state {percentage change)

This vartable approximates a fluctuation of the change in the whole manufacturing sector at the
state level. This variable controls for changes in the demand for electricity in the state from
large-scale electricity users such as manufacturers, In regulated electricity markets with low
elasticity of demand and high cost of entrance {due to significant capital expenditures), even
small changes in demand will influence the market price with restricted access to generation
and transmission capacity of neighboring states. This variable will reinforce the disadvantage of
regulated market-states in cases of demand fluctuation. We looked at annual percentage
changes of manufacturing employment. Employment data estimates were obtained from

Moody’s Economy.com.

Shore of large manufacturing firms (LQ)

The relative share of large manufacturing establishments in the state is calculated as a location
guotient (L), which is measured as the share of the number of ma nufacturing establishments
with 1,000 or more employees in the state, divided by the same average number In the whole
United States. It hypothesizes that states with disproportionally high numbers of large
manufacturing establishments might have more individually negotiated contracts (with more
customer leverage) between large electricity users and supply companies, which is likely to
push down the average industrial electricity price in the state. It also controls for labor
productivity advantages within large firms or establishments due to the scale ecchomy found
by some academic studies (Miller, 1978).%° In other word, large firms have a relatively high
value added per employee and low unit-cost products, which leads to higher labor productivity
when compared to smaller companies and establishments. The number of manufacturing
establishments by size classes is available from the U.S. Census Bureau's County Business

Paitern (CBP} database.
Size of power industry (% GSP change)

In our study, gross state product of the Electric Power Generation, Transmission, and
Distribution industry (NAICS 2211) approximates the size and capacity of a state’s power
generation function. It reflects the supply side of the state’s electricity market and, together
with the dereguiation variable, controls for the state’s capacity to supply manufacturing
companies with the industriai electricity needed to ensure growth in manufacturing
productivity. The source of these data is Moody's Economy.com.

Business cycle (recession)

Variation in the demand for industrial electricity and, consequently, the supply of electricity
markets and electricity prices is significantly affected by business cycle fluctuations. Histerically,

= Miller, E. M. {1978). The extent of economies of scale: The effects of firm size on labor productivity and wage
rates. Southern Economic Journal, A70-87.
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recessionary years of economic activity and contraction of manufacturing production have
yielded low demand for electricity and depressed electricity markets. The influence of the
business cycle on state economies is approximated through this variable, which indicates
business cycle troughs, or the lawest points of economic recession, between 1990 and 2010.
For the years 1991, 2001, 2008, and 2009, when the national economy experienced a trough,
the dichotomous variable is equal to 1; it is equal to 0 otherwise. Business cycle reference
dates are available from the National Bureau of Economic Research.

Analysis Resuilts

Industrial electricity price showed a statistically significant effect on manufacturing productivity
across the five targeted states between 19390 and 2010 (Table 12). The industriat electricity
price variabie is statistically significant above the 99% critical value and is negatively associated
with manufacturing productivity across the selected points of observation. In other words, the
higher the industrial electricity prices were in the five selected states, the lower manufacturing
productivity was in these states in 99% of cases. Using this history, we can assume with high
confidence that higher industrial electricity rates in Ohio will most likely be associated with

lower manufacturing productivity.

Moreover, the deregulation of the electricity market is positively associated with manufacturing
productivity. This relationship is statisticaily significant above the 99% critical value.

Table 12. Regression Analysis Results: Determinants of Manufacturing Productivity

Manufacturing :  Unstandardized Coefficients TStandardized T t ] Pwalue
Productivity L i Coefficients | ?
| B . Std Emor | Beta : ( ]
. At vl S e I .. . i
(Constant) 108174453 | 8370131 | ! 1;_.9@41' 000 |
Industrial Electricity Price . -2527.259 795.915 | -274, 3175|002
 Percentage Changeof | -72750.268  38965.873 - .212 ? -1.867 ] 065 |
i Manufacturing ; : !
g Employment ! i ;
t Output LQ of Large 13350.313 | 30949.256 ag7 | 4.308 § L000
| Manufacturing Firms - L e T
. Recession 6344511 '3617.226 . -179 ] 4754|083
| Percentage Change of 45218611 | 20626.580 473 ‘ 2192 | 031
| Output of Power |
ndustry o f —_—
Deregulation 7263441 |  2837.308 | 236 | 2.560 5" 012
Adjusted R square = .404
N=105

The variables characterizing the demand side of the electricity market show that the growth of
manufacturing employment is negatively related to manufacturing productivity with statistical
significance only above the 80% critical value. At the same time, the over-presence of large
manufacturing establishments in the state is, as expected, positively associated with
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manufacturing productivity at the 99% critical value. This indicates that manufacturing
productivity might benefit from both economy of scale and the ability of large electricity
consumers to negotiate individual contracts with suppliers at, most likely, lower than average
market prices. This finding allows us to consider that enabling a lower market price across the
board for manufacturing users might further benefit the productivity of the manufacturing

sector in Ohio.

The control variable that represents the supply side of the electricity market, capacity of
electricity production and distribution, is also positively related to manufacturing productivity
and is statistically significant above the 99% critical value, Together with the positively
associzted deregulation variable, an increase in the state’s capacity to generate, transmit, and
distribute eiectricity will most likely support higher productivity in its manufacturing sector.

Finally, the variable approximating the national recession was negatively associated with
manufacturing productivity. However the statistical association was weak, not quite reaching
o<

the 90% critical value. i . vk
‘/l-
WA 5

These statistical results do not allow us to disprove the null hypotheses, i.e., that no statistically
significant relationships exist between industrial electricity pricing and manufacturing
productivity. On the contrary, an increase in the industrial electricity price by 1 cent per
kilowatt-hour (18.3%) is likely, in 99% of cases, to decrease average manufactu ring productivity
in the five selected states, on average, by $2,527 of annual GSP per employee {2.2%). Although
the increase of industrial electricity prices Is most likely to inversely affect manufacturing
productivity, it is necessary to assess the responsiveness of manufacturing productivity to the
changes in industrial electricity. The most appropriate measure of a variable's sensitivity or
responsiveness to a change in another variable is elasticity, which is usually expressed in
the ratio of percentage changes. The productivity change resulting from industrial electricity
price change has low elasticity: 2.2%/16.3%=0.13. The measure of elasticity below 1 is known as
inelastic response. This means that for 1% increase of industrial electricity prices manufacturing
praductivity drops by 0.13%. Inelastic productivity change from the movement of industrial
electricity price indicates that electricity is only one of the supply price facters influencing

manufacturing productivity.

Impact of Electricity Market Deregulation on Electricity Prices and Economic
Indicators

To assess the impact of electricity market restructuring, we ran an independent samples t-test
to compare industrial electricity prices and other economic indicators® between the states that
deregulated their wholesale electricity markets and the states that did not. We also probed
deeper into the states that deregulated their electricity markets by comparing industrial

% The indicators and their abbreviations as listed in the Table 1 should be listed here. See Section IV for
detailed definition and measure of variables,
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electricity prices and other economic indicators within the states for the years before and after
the restructuring. For Tables 3 and 4, a “1” in the “Deregulation” column represents
observations across the years and states where electricity market deregulation occurred: "0
represents observations across the years and states (year-states) where deregulation did not

take place,

Table 13 shows the results of an analysis comparing observations from all five target states,
including Ohio, Michigan, and Pennsylvania, where deregulation occurred in the early 2000s,
and Indiana and Kentucky, where the electricity markets were never dereguiated.?” The group
of observations for each state in each year (year-states) with deregulated electricity markets
contains 30 observations and the group representing markets that have not been restructured
contains 75 observations (column “N” in Tables 13 and 14) The comparison of industrial
electricity prices and economic indicators across year-states is a comparison of different values
due to the existence of the deregulated energy market.

For all variables included in the t-test, the differences between observations representing
deregulated and non-restructured markets were statistically significant above the 99% critical
value {according to column “t” in Tables 13 and 14). A statistically significant difference exjsts in
industrial electricity prices between deregulated elactricity markets and non-restructured
rarkets; specifically, the average industrial electricity price in deregulated markets was 6.8
cents per kilowatt hour {c/kWh) compared to 6.3 c/kWh for regulated markets (Table 13). At
first blush, based upen this simple comparison, It appears that deregulation does not work to
reduce eiectricity prices. Hawever such a comparison would be misleaging. Each non-
deregulated state enjoyed considerably lower electricity prices than the deregulated states,
prior to deregulation. To fully understand the effects of deregulation, it is necessary to
examine the history of industrial electricity prices for the three deregulated states (Figure 11)

before and after deregulation.

Figure 11 shows that Ohio, Michigan, and Pennsylvania—the three states that deregulated their
electricity markets—had higher initial industrial electricity prices than the two states that never
deregulated their markets (Indiana and Kentucky). Pennsylvania and Michigan started the study
period with industrial electricity prices in 1990 above 10 ¢/kWh, and Ohio’s industrial electricity
price in 1980 was 7 ¢/kWh. In comparison, Indiana and Kentucky started with prices between &

and 7 ¢/kwh.

¥ Ohio deregulated wholesale alectricity markets in 2001 (Senate Bill 3, passed in 1999); Pennsylvania in 2000; and
Michigan in 2002,
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Tabie 13. Comparison of Variables in Regulated vs. Non-regulated Electricity Markets:

Fnre States

b Variables Deregulation N | Mean | Std. o T !P Pvalue
Lol | | | e | R sates)
: Industriaf Electricity ! H . 30 681269 | 6GSH1S . { ,.
?Priqe B e 5. 627469 ? 1725395 i 2304 ! nw_aff"_&_w__fz?"
| Manufacturing A 30 ¢ 1.19891 5?_. 19_15_178‘6 1 |
}Produclivlty 0 75'; 11333588 | 15151, 5021 f_?il"__“__fs'w} _

Output LQ of Energv | ' 1 62924 .395581 | i |

Intansive : 0 75 2, 05504 728634 | -3.849 . 93580 000 :
| Manufacturing I , I " [
| OutputlQoflarge ! 1 30 | 134915 | _.408251' :

Manufacturing Firms 0 75 | 154542 392583 | 2.288 | 103 ;___wm"ff
! Percentoge Changeof | 1 a0 0424 05440 . !
. OQutput of Power 0 75 0155 | 05166 | 2378 i 103 018
ndusy = e e

Figure i1. Industrial Electricity Price: Five-States and the U.S., 1990-2010
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Source: Energy Information Administration

Table 13 and Figure 11 show that if we compare industrial electricity prices for the three states
that restructured their markets to prices for those same states after deregulation occurred, the
average [ndustrial electricity price dropped from 7.7 ¢/kWh before deregulation to 6.8 ¢/kWh
post-deregulation.

A similar dynamic related to the averages of indicators was observed on alt other tested
variables. Manufacturing sector praductivity nearly doubled in indiana and grew by at least
$35,000 in the other faur states between 1990 and 2010 {Figure 12}. The difference in the
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productivity of state manufacturing sectors (Mgf_Productivity) was statistically significant
between deregulated and non-deregulated markets at the 99% critical value. Comparing
average manufacturing productivity in all five target states, the difference in this indicator was
$6,556 worth of gross state product per employee annually (5119,892 in deregulated markets
compared to $113,336 in non-deregulated markets) (Table 13). If we compared state
manufacturing productivity before and after deregulation in only Ohio, Michigan, and
Pennsylvania, productivity increased by, on average, $14,869 (5105,023 before deregulation

compared to $119,892 after deregulation) (Table 13),

The relative presence of electricity-intensive manufacturing establishments {LQ of mnf high
intense)®™ also had larger averages in deregulated markets than in non-deregulated markets
{Table 13). The difference hetween these averages is statlistically significant, This finding
indicates that in the five target states, the relative share of establishments in industries defined
in Lendel (2012)% as high users of electricity {Table 15) was, on average, 1.6 times higher than
in the national economy in non-deregulated markets and 2.1 times higher than in the national
economy In dereguiated markets. The relative shares of electricity-intensive manufacturing
establishments were virtually the same before and after deregulation when considering only

the three states that underwent the process.

The relative share of large manufacturing establishments in a state compared to the U.5,
average share (mfgl000 LQ) was 1.55 for non-deregulated markets and 1.35 for deregulated
markets in the sampie including all five target states. In the sample of three states that
experienced deregulation, the relative share was 1.33 before deregulation and 1.35 after
deregulation, which shows no statistically significant difference.

Finally, the size of the Electric Power Generation, Transmission, and Distribution industry (NAICS
2211) (%change_2211GDP) was larger in states with deregulated markets than In states without
deregulated markets (Table 13). The industry was also larger in Ohio, Michigan, and
Pennsylvania after deregulation occurred, compared to before. These differences were
statistically significant. This indicates that the industry producing and delivering electricity grew

and delivered more supply after deregulation took place.

% Presence of energy-jotense manufacturing establishments (LQ of mnf high intense) is defined as the change in relative number
of energy-imense manufacturing companies in a state compared to the number of energy-intense menufactoring companies in the

Us.

|, Lendel, et al, “Moving Ohio Manufacturing Ferward: Competitive Electricity Pricing,” the Urban Center, Levin
College, Cleveland State University (March 2012),
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Table 14, Comparison of Variables in States with Restructured Electriclty Markets- Mi, OH, PA

|7 Variables  Deregulation N T Mean std. |t df | Pualve |
oo d i Deviation ,_' e ctaled)
Industrial Electricity 1 . 30, 681260 g 665816 i i
Price e 33 770435 | 1492626 | '3‘_308 | f5 _154 . 0% |
Manufactwring | 1 . 307 11989159 9151786 | ‘? e, i ' ooo'
Productivity L. 0§ 310502328 sgagsei, o0, A 000
Output LQ of Energy 1 30! 1e292a) " 305581 | | | ,
Intensive 0 [ =3 157591[ 575377 | -378 | 56941 707
Manufactyring . m=t I | { '
Output LO of Large 1 | 30 134915 408251 | |
‘“Ma:ufactunng Firms 0 | 33 13200 _:2534151 ] 2 samaf B0
“Percentage Change of 4 1 30 0a2a; " ysado i ’ i
| Output of Power o 33 0043 | 0s547 | 2752 61 ! 008
Industry | P NS " L do

Figure 12. Manufacturing Productivity: Five-states and the U.S., 1690-2010
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Tah!e 15, Electricity Intensive Manufacturing Industries

m e e ——— i Bon oome et ——

?L NAICS | Industry Description B
. 3313 * Alumina and Aluminum Production and Processing !
! 3221 ; Pulp, Paper, ‘and Paperboard Mllfs T T
;3274 Limeand Gypsum Product | Manufecturing S
‘ 3311 . ' lran and Steel MIIIS and Ferrb;rll'ov Manufae-turmg - :: "::_J
3251 Basu- Chernlcal Manufactunng i

— e A o e e

J 272 “ﬁi Glass and Gfass Prnduct Manufactunng 7 !
l 3315 il Foundrles

,' nmr o i Other Nonmetalﬂc Mlneral Product Man ufacturmg
| 3258 Pesuelde, Fertll:zer, and Dther Agncultura! Chernical Manufacturing
3271 ClayProduct and Refractory Mandfacturing

Overall, deregulation seems to have had a positive effect on the change of industrial electricity
prices, and some economic variables characterizing state of manufacturing industries in the five
targeted states. The most profound effect deregulation had was on industrisl electricity prices,
which is evidenced by the significant drops in average price that Ohio, Michigan, and
Pennsylvania—the states with the highest average base prices in 1990—experienced after
deregulation occurrad.

Conclusion
Identifying energy-intensive and large consumers of electricity industries

v' There are 27 unit electricity-intensive industries and 21 industries that are large
consumers of electricity in Ohio’s manufacturing industries.

v We found 14 farge electricity-intensive consumers (including both high- and medium-)
manufacturing industries in Ohio, at the 4-digit NAICS level,

¥ All industries in primary metal manufacturing sector (NAICS 331) are defined as large,
electricity-intensive consumers of electricity {NAICS 3311, 3312, 3313, 3314, 3315).

v’ Three chemical manufacturing industries (NAICS 3251, 3252, 3253); three food
manufacturing industries (NAICS 3112, 3114, 3115); and paper, glass, and nonmetallic
mineral product manufacturing (NAICS 3221, 3272, 3279) are large electricity-intensive
consumer industries.

v' Aluminum manufacturing is the top electricity-intensive consumer, with 5.7% of its
expenditures on electricity. The iron and steei, chemical, glass and foundry
manufacturing follow, each with a 2.3% or greater portion of its expenses made on the
acquisition of electricity. In terms of total dollars spent, chemica! manufacturing leads
the state, with expenditures of over $352 million per year on electricity. Iron and steel
industries, at $305 million, and afuminum at $244 million per year, are next. These
industries all employ many thousands in Ohio, and are highly sensitive to increases in

electricity ¢costs.
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v Besides manufacturing industries, eight 3-digit NAICS sectors and three 4-digit NAICS
industries were identified as the largest electricity consumers and most electricity-
intensive non-manufacturing industries in Ohio. They are accommodation (NAICS 721},
nonmetallic mineral mining and quarrying (NAICS 2123), educsticnal services {(NAICS
611), amusement, gambling, and recreation industries (NAICS 713), coal mining (NAICS
2121), food services and drinking places {NAICS722), real estate {NAICS 531),
warehousing and storage {NAICS 493}, nursing and residential care facilities (NAICS 623),
personal care services (NAICS 8121), and hospitals {NAICS 622).

Defining Ohio’s economic base industries

¥' According to the location quotient of Ohio manufacturing industries’ output or gross
product in 2010, 52 4-digft NAICS industries are Ohio’s economic base industries, They
are represented by food manufacturing (NAICS 311), chemical manufacturing (NAICS
325), nonmetaliic mineral product manufacturing (NAICS 327), primary metai
manufacturing (NAICS 331), fabricated metal product manufacturing (NAICS 332),
machinery manufacturing (NAICS 333), electrical equipment, appliance, and component
manufacturing (NAICS 335), transportation equipment manufacturing (NAICS 336).

Chio’s electricity-intensive base manufacturing industries

v Twelve of 14 large electricity consumer manufactu ring industries are part of Ohio’s

economic base.

¥ The Other fabricated metal product manufacturing industry (NAICS 3329) is the largest
electricity consumer spending about $56 miilion per year on electricity consumption.

¥ Manufacturing Industries that produce steel products, converted paper products, glass,
nonmetaliic minerals, motor vehicles, and specialty food are aiso Ohio’s base industries

that are large consumers of electricity.

Geographic distribution of electricity-intensive manufacturing base establishments

v’ The traditional Cleveland industrial belt in Northeast Ohio, especially among Cuyahoga,
Summit, and Stark counties are where electricity-Intensive manufacturing base
establishments are heavily concentrated (Map 8). Southwest Ohis, Hamiken County,
which has Cincinnati at its core which has alse a large number of electricity-intensive
manufacturing establishments,

In the second part, we analyzed how industrial electricity pricing and electricity market
deregulation influences the performance/productivity of the manufacturing Industry in the

state of Ohio and surrounding states

¥" Research area: Ohio and neighboring states of Indiana, Kentucky, Michigan, and
Pennsylvania

.
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Period of study: 1930 and 2010

Among five states, Ohio, Michigan, and Pennsylvania, which have relatively high

industial electricity price, deregulated their electricity market around early 2000 while

Indiana and Kentucky did not restructure their efectricity market.

Analysis results present that the lower the industrial electricity prices were in the five

selected states, the higher manufacturing productivity was in these state over the last

20 years. We can assume with a high degree of confidence that higher industrial

electricity rates in Ohio will most likely be associated with lower manufacturing

productivity.

Deregulation of the electricity market explains the increase of manufacturing

productivity in Ohio and neighboring states. — L P

ingreasing the state’s capacity to generate, transmit, and distribute electricity measured A e
GDP change of power industry will most likely support higher productivity in its

manufacturing sector. [ody S
Manufacturing productivity in those five states is affected by the national economic \J/ Cod¥3 .
recession.

Manufacturing productivity might benefit from both economy of scale and the ability of d; 4 &

large electricity consumers to negotiate individual contracts with suppliers at, most

tikely, lower than average market prices.
Examining only three states that have deregulated their electricity market, Ohio,

Michigan, and Pennsylvania

o-.r‘zum-‘—-dr“'

¢ The average industrial electricity price dropped since deregulation.
o Productivity in manufacturing industry increased after dereguiation,
© The size of power industry grew after deregulation occurred.

Center for Economic Development, Cleveland State Universuv = Pea
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Appendix Table 1. Employment and Gress State Product of Electricity-intensive Industries

naics ‘Description "~ employment | 2010G5P | %Empl | % G5A of

! 2010 | (in20108) of allON  allOM ‘
i i e Industries ':tégﬂ?j‘
! 3313 Alumina and Aluminum Production and 3,291 321982 i T0.06% 0.07% |

| Processing ' 3 SV, I
I'3311 Iron and Steel Mills and Ferroarlox_Manufactunng ; _ 9,890 | | $L,117,600 ©  0a9% 023%«]
3251 | Basic Chemlcal Manufacturing . = 8,737 | $3§32 A72 017% ! 59% !
[ 3222 Glass and Glass Product Manufactunng ) 7, 685 _ 3750979 ) 15% . {_}_}6‘.} ]
3315 *Foundrfes 13341 ; i | $968,542 | 0.26% | 0.20% !
3279 i Other Nonmetamc Mineral Product 5, 171 $708435 | 0.12% ' 0.15% |
3253 ; Pesticide, Fertilizer, and Other Agricultural 956 . $585,050 0.02% , 0.12% |
_ ... Chemical Manufacturing | L o

| 3252 | Resin, Synthetic Rubber, and Arttflc;alSyntheﬂc 5307 i $1,286,891 ' 0.10% | 0.27%
.| Fibers and Filaments ) { ) .
3312 ' Steel Product Manufacturing from Purchased _ 5881 [ $702,224 0.11%  0.15% |
Steel ! ! ; |
| 3115 | Dairy Product Manufacturing, ] 8179 | $1,809510 | 0.16% | _ 0.30% |
3114 | Fruitand Vegetable Preserving and Specialty 11 684 $1,8344d2 | 023% 0.38% |

. . . 1 Food Manufacturing i L

- 3314 | Nonferrous Metal (except Aluminum) Production 4,3941 $450,210 | 0.09% 0.09%
! and Processing I
311 | Food Manufacturing 51610 | 38,256,565  100% |  173%
325 ' Chemical Manufacturing St 42,821 ; $10,716810 |  0.83% . 224%
327 | Nonmetallic Mineral Product Manufacturing 23,987 | 52478087 opasx  0.52%
a :

331 | Primary Metal Manufscturing i 37,207 | $3560818 | o072%  075%

Note. Bolded are industries respective 3-digit NAICS sectors of electncnty—mtensive industries.
Source: Moody's Economy.com, November 2011,
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Appendix Table 2. Industries by Energy-Intensive Categories

T - = T — -
e ST S e

Energy-intensive Manufacturing f
i;o;tﬁ;rér&ucts {NAICS‘SliJ - T R o T
Paper and Allled Products {NAICS 322}
Bulk Chemicals i

Inorganic (NAICS 32512 to 32518)
Organic (NAICS 32511, 32518)
! Resins (NAICS 3252)

Agricultural {(NAICS 3253)
Glass and Glass Products (NAICS 3272)
Cement (NAICS 32731}
Iron And Steel (NAICS 3311} ¢

i Aruminpm {NAICS 3313)

NnmEnerﬁ-inﬁnshé Manufacturing
" Metal-Based Durables T T
Fabricated Metals (NAICS 332}
Machinery (NAICS 333}
Computer and Electronics (NAICS 234)
Electrical Machinery {NAICS 335)
Trensportation Equipment (NAICS 336}
Wood Products [NAICS 321)
i Plastic Products {NAICS 326)
Balance of Manufacturing (all remaining manufacturing NAICS, excluding Petroleum Refining |

(32410))

~ Non-Manufacturing Industries =
Agriculture, Crops (NAICS 111) R
Agriculture, Other [NAICS 112-115)
Coal Mining (NAICS 2121) f
Oil and Gas Mining (NAICS 211) |
Other Mining [NAICS 2122-2123)
Canstruction (NAICS 233-235)
Note: NAICS = North American Industrial Classification System
Source: Office of Management and Budget, North American Industry Classificstion System, United
States, 2007 (Springfield, VA, National Technical Infermation Service, 2007)
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