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Corporate Strategy by Leif Johnson

Ultilities face debt pileup

Unless Reagan eases credit, electricity production’s annual
growthwill stagnateat 1.5 percent.

In the early 1970s, annual growth
rates for electrical consumption in
the United States were projected at
between 6 and 7 percent. On Jan.
21, 1981, Northeast Utilities, a
leading electricity producer, an-
nounced that a Connecticut state
conservation program would limit
annual growth in demand from its
customers to 1.5 percent for several
years.

A report by the Congressional
Research Staff last summer consid-
ered a scenario in which electricity
demand would grow by only 3.3
percent annually for the entire next
decade, based on reserve margins of
capacity at 5 percent less than what
authorities consider to be safe lev-
els.

The plight of U.S. utility corpo-
rations is one of the leading chal-
lenges awaiting Reagan adminis-
tration action to reverse four years
of regulatory dictatorship over cap-
ital investment.

The most capital-intensive in-
dustry in the country, utilities spent
$26 billion on over 300 construction
projects last year, with most funds
going into nuclear- and coal-relat-
ed capacity.

In 1981, the industry will inject a
new $29 billion of capital outlays
into the economy.

Preliminary estimates by our
staff indicate that if the Carter era’s
environmentalist assault on power
generation were lifted, up to $30
billion in additional capital outlays
annually could beinjectedinto U.S.

construction, capital goods, and
other supplier firms at an early
date.

While many industry executives
have greeted Mr. Reagan’s com-
mitment to review the recent years’
regulatory assault on investments,
there is little optimism in the indus-
try that its problems can be reversed
in the short term.

Although it is clear that no-
where near adequate deliberation
on the possible solutions to the in-
dustry’s problems has yet taken
place, the scope of the electricity
grid crisis emerging across the
countryis well documented.

From thecredit standpoint, two
additional problems currently
hamstringing investment are a seri-
ous deterioration in industry earn-
ings, and the recent years’ pileup of
short-term debt.

At this point, even if Reagan
implements a 10 percent tax cut at
an early date, this will have little
effect on utility planning. As one
securities analyst put it, “In order
to benefit from a tax cut, you have
to already be paying taxes. Many
utility firms stopped paying taxes
long ago, because they’re not gen-
erating any profit.”

Since utilities are highly capital-
intensive, firms in this industry can-
not delay expenditures.

When a utility firm can’t get
financing on the long-term market
to meet capital needs, it must go to
a bank, get those funds, and refi-
nance them at a later time with

long-term paper.

In October 1979, when Federal
Reserve Chairman Paul Volcker
imposed his credit slowdown on the
U.S., high-interest debt whacked
the industry hard. During 1980,
Moody’s and Standard and Poor’s,
the leading investor rating services,
downgraded the credit ratings on
the debt issues of over 20 firms. In
one typical case last year a leading
nuclear producer was paying more
on its first mortgage bonds than the
13.7 percent return it was getting on
its own equity.

In 1980, utility firms projected
that they would borrow $17.3 bil-
lion on the long-term market. Due
to the weakness of the long-term
markets last year, however, they
never received more than $14 bil-
lion.

By the end of 1979, short-term
bank debt had shot up to $7.3 bil-
lion after just three months of
Volcker’s credit constraints. Al-
though 1980 short-term debt tallies
have not yet been released, analysts
predict that another significant in-
crease, possibly hitting $10 billion
total, will turn out to have occurred
last year.

After 15 months of Volcker’s
policies, the same utility corpora-
tions which had been 60 percent
self-financing just two decades ago
—that is, were able to finance 60
percent of their capital outlays from
earnings, despite consumer rate de-
clines—had become 70 percent de-
pendent on external credit sources.

Preliminary analysis thus shows
that the nation’s power grid will be
endangered unless low-interest
credit, in addition to lifting of regu-
latory penalties, is made available
at an early date. The cost to the
economy as a whole would other-
wise be intolerable.

EIR February 3, 1981

Economics

© 1981 EIR News Service Inc. All Rights Reserved. Reproduction in whole or in part without permission strictly prohibited.

13


http://www.larouchepub.com/eiw/public/1981/eirv08n05-19810203/index.html

