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THE U.S. PHYSICAL ECONOMY

Northwest Still Devastated
By California Dereg’s Impact

by Richard Freeman

Starting in 2000, the insane California electricity deregulation
policy delivered the final blow that destroyed the economy of
the Pacific Northwest. Then-Enron chairman, crook Kenneth
Lay, working under the protective wing of the synarchist
bankers’ frontman Dick Cheney, manipulated upward the
price of electricity in the California energy market. Over the
next 18 months, to the end of 2001, the Enron swindle looted
the consumers of power, destroyed the existing generating
and distribution networks, and drove up the price of power to
the point of triggering chain-reaction collapses in the econ-
omy through unaffordable prices, power shortages, and unre-
liability. Jobs and industries vanished.

From California, dereg’s damage soon spread to the Ore-
gon-headquartered Bonneville Power Administration (BPA).
Gathering hydropower from dams on the Columbia River,
BPA is the main supplier of power to the states of Washington
and Oregon, and to parts of the states of Montana and Idaho.

The Northwest’s industry was devastated in the process,
led by the aluminum industry. The Northwest got its start in
1933, when President Franklin Delano Roosevelt directed
planned infrastructure building, especially dam construction,
on the powerful Columbia River that dominates this region.
This infrastructure produced flood control, sediment elimina-
tion, water for irrigation, and, in particular, plentiful, inexpen-
sive electricity generation. It elevated the Northwest from its
sparsely populated, water-deficient, non- industrialized un-
derdevelopment, and enabled the emergence of the alumi-
num, aircraft, and other industries. With irrigation, the
parched but fertile soil generated flourishing crops, like
wheat.

Aluminum’s entire history is intertwined with that of the
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Northwest. It is indispensable for a modern economy: By
weight, aluminum is the second-most-used metal after steel;
and because of aluminum’s outstanding qualities—strong,
but light; highly ductile and malleable—it is used at the fron-
tiers of industrial processing, and found in literally hundreds
of thousands of products. For decades, the Northwest’s ten
aluminum smelting facilities produced one-third of the na-
tion’s output. Energy deregulation ravaged that. Today, most
of the aluminum plants are shut down, some for several years;
two are being dismantled.

The ongoing U.S. economic breakdown has intersected
energy deregulation. The Boeing Company’s main plant is
located outside Seattle, Washington. Because of the cancella-
tion of both domestic and international civil aircraft orders,
Boeing has been frantically slashing employees and capacity.
Many thousands of high-tech companies linked to the Infor-
mation Age—Oregon and Washington fancied themselves a
“Silicon Valley North”—have blown out, after the rupture of
the dot.com bubble starting in March 2000. The economic
collapse has cut tax revenues and set off intense financial
crises on state and local levels. There has been a wave of
budget-cutting, eliminating the repair or improvement of
much infrastructure and closing down essential services. In
2003, the cash-strapped Portland, Oregon school system went
to a school schedule of nine days on and one day off every
two weeks, to save money.

Economist Lyndon LaRouche warned strongly that en-
ergy deregulation is criminally mad, violating all fundamental
economics as well as the U.S. Constitution’s General Welfare
clause. His warning is writ large in deregulation’s impact on
the Northwest—on top of the deep-seated deindustrialization
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of the past 40 years, with special attention to the marker sec-
tors of aluminum, aerospace, energy supply, and water man-
agement. We give here a first-approach assessment, using the
method LaRouche recommended in “What the EIR Econom-
ics Charts Will Show You” (see EIR, Sept. 3): a county-by-
county, and per-household and per-capita study of physical-
economic reproduction.’

The Principle of Electricity

The modern Northwest’s genesis was the command deci-
sion by FDR to build it up as a single, integrated regional
economic unit, based on water infrastructure on the Columbia
River. On Sept. 21, 1932, campaigning for President in Port-
land, Roosevelt unveiled the plan to build four extraordinary
infrastructure projects in the “four quarters” of the United
States:

“We have, as all of you in this section of the country know,
the vast possibilities of power development on the Columbia
River. And I state in definite and certain terms, that the next
great hydroelectric development to be undertaken by the Fed-
eral government must be that on the Columbia River.

“Here you have four great government power develop-
ments in the United States—the St. Lawrence River in the
Northeast; Muscle Shoals [the initiating project of the Ten-
nessee Valley Authority] in the Southeast; the Boulder Dam
[later renamed the Hoover Dam] in the Southwest [on the
Colorado River], and finally in the Northwest [where the
Grand Coulee and Bonneville Dams were built]. Each one of
these, in each of the four quarters of the United States, will
be forever a national yardstick to prevent extortion against
the public and to encourage the wider use of that servant of
the people—electric power.””

The headwaters of Columbia River, which is the fourth
largest river in North America, rise in British Columbia; the
river wends southward into the American states of Washing-
ton, Oregon, Idaho, and Montana. About 85% of the enor-
mous 259,000-square-mile watershed it covers, is in the
United States. The Columbia was a flood threat. Conversely,
its waters did not reach a portion of the expanse of the flood
plain, which had rich soil, and required only water to become
fertile. The U.S. Army Corps of Engineers did a study in 1931,
which recommended a comprehensive plan for constructing
ten dams on the Columbia for irrigation, flood control, naviga-
tion, and power generation. The Grand Coulee Dam would
be uppermost in the chain of dams located in Washington
state, and the Bonneville Dam would serve as the key down-
stream project, located in Oregon (see Figure 1). The Grand

1. There, LaRouche made clear that graphic animation is the clearest depic-
tion of historic physical economic changes. This cannot be done in print; it
is beginning on EIR online, at www.larouchepub.com/eiw.

2. See Richard Freeman, “Then and Now: Why Roosevelt’s Explosive 1933-
45 Recovery Worked,” in Economics: At the End of a Delusion, Washington,
D.C., LaRouche in 2004, April 2002.
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FIGURE 1
Columbia River Basin

Source: U.S. Army Corps of Engineers

Coulee and the Bonneville were the systems’s crown jewels,
each an engineering marvel.

The Grand Coulee is 530 feet high and 4,173 feet long,
and contains 10.5 million cubic yards of concrete, making it
the world’s largest structure. Because of its huge generators,
it was the world’s largest hydroelectric plant until the 1980s,
when Brazil’s Itaipd generating facility was built. By the early
1980s, the U.S. part of the Columbia River basin was covered
with 31 Federal multi-purpose dams, with powerhouses
which possessed acombined generating capacity of more than
18 gigawatts. The Northwest was furnished with abundant
electricity to power factories, farms, irrigation pumps, local
electricity grids, etc.

In 1937, the Bonneville Project Act was passed. The agen-
cies that constructed the dams would continue to operate
them. But a new authority was to be created, soon to be named
the Bonneville Power Administration, which would build the
transmission lines and market the electricity. The Bonneville
Project Actdirected the Bonneville Power Administration “to
encourage the widest possible use of all electric energy . . .
and to prevent monopolization thereof . . . to insure that the
facilities for the generation of electric energy shall be operated
for the benefit of the general public.” This reference to the
General Welfare clause is the guiding principle for the devel-
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FIGURE 2a
Aluminum: Operational Production Capacity, 1955
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Sources: U.S. Geological Survey; Department of Commerce; EIR.

LaRouche asks, “Do we make life better, firms, cities, and states, more efficient, by allowing Enron-like swindles, which loot the consumers
of power, loot and destroy the existing generating and distribution networks, and drive the price of power up to the point of triggering
chain-reaction collapses in economy?” Here is aluminum production in America’s Northwest states of Washington and Oregon, which
grew on President Franklin Roosevelt’s New Deal’s bountiful and cheap hydro-electricity, and from the mobilization for World War I1.
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FIGURE 2b
Aluminum: Operational Production Capacity, 1970
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Sources: U.S. Geological Survey; Department of Commerce; EIR.

By 1970, aluminum production expanded with inexpensive, reliable power, under a beneficial regime of regulation by the Bonneville

Power Authority. (Counties that are white have no aluminum production.)
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FIGURE 2c
Aluminum: Operational Production Capacity, 1990
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Sources: U.S. Geological Survey; Department of Commerce; EIR.

In 1990, the Northwest accounted for one-third of all of America’s aluminum production.
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FIGURE 2d
Aluminum: Operational Production Capacity, 2003
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Sources: U.S. Geological Survey; Department of Commerce; EIR.

In 2001, the Dick Cheney-backed deregulation of energy began in California. As the Northwest was simultaneously hit with a drought,
which lowered water levels for electricity generation, the Northwest electricity markets went sky-high. Aluminum production shut down,

likely for good.

EIR September 10, 2004

Economics

29



FIGURE 3a

Population of Counties in Aluminium Production Region, 1950
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County), and Tacoma (Pierce
_H;END County) in Washington state, and
QR at Troutdale (Multnomah County)

ILLE
i_\ in Oregon. At the peak of operation,
these five plants alone utilized
nearly 500 megawatts of BPA elec-
tricity.

It was during this time, also,
that Boeing Aircraft seriously ex-
panded its production at Renton
(King County), Washington, near
Seattle; and at Everett (Snohomish
County), Washington. Further,
also during the war, at a 586-
square-mile site along the Colum-
bia River, the Hanford Engineer
Works was constructed, which pro-
duced plutonium, as part of the

STEVENS |

L

fe—

WHITMAN

Idaho Manhattan Project.
Led by plentiful electric power
(and soon thereafter nuclear

power), the aluminum industry, the
aerospace industry, and abundant
withdrawable water for irrigation,
households, and industry, Roose-
velt’s great infrastructure project
on the Columbia had founded
Washington’s and Oregon’s future
growth.

After the war, as Figures 2a-c

opment of the Northwest.

The efficiency of the Grand Coulee’s and Bonneville’s
hydropower pushed the price of electricity down to less than
2¢ per delivered kilowatt hour.

Aluminum and Northwest Development

In March 1940, Roosevelt called for America to build
26,000 planes. Scientists pointed out that the outer skin of
the plane should be made of strong but light aluminum, and
emphasized that aluminum production requires enormous
supplies of cheap electricity. The choice of sites for new alu-
minum plants was trivially obvious: As the number of dams
built on the Columbia River increased, the expanding electric-
ity supply of the Bonneville Power Authority was the founda-
tion for the growth of the aluminum industry. The Aluminum

30 Economics

show in time-lapsed stages, the
expansion of the Northwest alumi-
num industry’s production, both in production volume and in
number of counties in which production is occurring. It was
concentrated in seven counties in Washington state, and two
counties in Oregon (one county in Montana is not shown). In
1955, aluminum production was still getting its legs. Produc-
tion plants had not even been established in three of the pri-
mary nine counties. The only plant producing more than 100
tons per year was located in Spokane County, Washington.
By 1990, production was at its maximum, and Northwest
alone accounted for more than one-third of all of America’s
aluminum production. Altogether the aluminum plants em-
ployed somewhere in the range of 7,500-8,000 workers, but
there were tens of thousands more employed in machine-
tooling plants, and plants which produced goods consumed
by the aluminum production.
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but the most rural counties. Other

FIGURE 3b

Population of Counties in Aluminium Production Region, 1980

factors contributed to population
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oo Then, along came Enron. We
'QRE(LLE] have written about this many times,
STEVENS| E{‘ so we only summarize the main
S points, and refer the reader to EIR
' articles on the subject.

The deregulation of electricity
in California had been spearheaded
by then-Gov. Pete Wilson (R), who
rammed through and signed the
legislation in 1996. It took effect in
1999, but 2000 was its first year of
full force. A statewide wholesale
market was created, the California
Power Exchange (PX), where
“merchant” energy companies
could buy and sell electricity, at
spot or next-day prices. The pros-
perous era of long-term three-,
five-, and ten-year electricity con-
tracts at affordable prices, set be-
tween energy producer and public
utilities, came to an end. The long-
term contracts had created stability,
so that utilities and their customers,
such as businesses or households,
knew what electricity would cost
them. Instead, on the California
PX, merchant energy companies
could either buy and sell energy

WHITMAN

Idaho

We halt before going to the last image in this series, and
shift to the series of Figures 3a-3b, which shows the popula-
tion, by county, in both states, for the years 1950 and 1980,
respectively. The FDR-inspired growth of aluminum produc-
tion, as well as aerospace, agriculture, electricity etc., had a
positive effect on population growth, as it created the goods,
and the decent-paying jobs for families to form and grow.
Figures 3a and 3b concentrate on the nine counties in which
aluminum smelting is located, plus the two where Boeing
production occurs, and, in addition, the counties which are
contiguous to these designated 11. A worker may be em-
ployed at an aluminum plant in Chelan County, Washington,
but live in a bordering county.

The increased production, and the increased conditions
for economic growth, created a growth in population in all

EIR September 10, 2004

contracts for electricity that they

didn’t have, or conspire to shut off
production, thereby forcing prices sky-high and making a
killing on trades.

Ken Lay’s Enron, and other pirate companies such as
Mirant, Dynergy, and Calpine, were expert in manipulating
the market in a great swindle. When, in March 2001, Califor-
nia Gov. Gray Davis protested, Vice President Dick
Cheney—whose Energy Task Force was in the middle of
the swindle—snarled that California needed more, not less
deregulation. By May 2001, the average price of power on
the California PX was above $2,000 per megawatt-hour.

Historical connections transmitted the crisis to the North-
west. The Bonneville Power Authority had signed agreements
that obligated it to sell a certain portion of its power supply
to California in the event of need. Enron’s manipulations had
guaranteed a California power shortage, requiring that the
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FIGURE 4

Pacific Northwest Monthly Wholesale Electricity Prices, 1997-2003
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Troutdale (Multnomah County),
Oregon, after it had been idle for
more than a year;

e In 2002, Kaiser Aluminum
& Chemical Group agreed to sell
its 73-ton smelting plant in Ta-

450
coma (Pierce County), Washing-
400 ton, to the Port of Tacoma. Under
380 the agreement, the Port of Ta-
coma would demolish the plant;
300 e In October 2004, Alcoa
permanently fired all the work-
250 ers—whom it had kept on a spe-
200 cial basis—at its 204-ton smelt-
ing plant at Wenatchee (Chelan
150 County), Washington. This ap-
. pears to be in preparation for per-
manently closing the plant, which
50 has not operated since 2001.
. Now, look at Figure 2d,
A A S > g & e & which shows the denouement of
e\'ig \_\\'g? ég \.\{9& §§ \§§ °(§ §'§ e@ \_\(‘? Q,Q? \AQ? S@ \38 the Northwest aluminum indus-
¥ ¥ ¥ ¥ ¥ ¥ ¢ ¥ ¢ § ¥ $ ¥ 53 try. Figure 5 shows the steep

downturn of the national alumi-

Source: GAO/Platts-RDI PowerDAT data.

BPA honor its obligations and ship electricity to California.
And in 2000, the Northwest was suffering its second-worst
drought in 72 years, which had lowered water levels and thus
power generation output. The BPA was left with an electricity
deficit. As aresult, the BPA had to go onto the private Power
Exchange, to purchase electricity, whose price had been in-
flated by Enron! Figure 4 shows that by late 2000, the average
monthly wholesale price for electricity in the Northwest had
jumped to nearly $450 per megawatt-hour, more than ten
times what it had normally been in the past.

The BPA was in a vise. It had contracts to sell electricity
at a fixed price to the aluminum industry and other long-
standing customers, but it had to buy electricity at a high price
on the “market,” and sell it to the aluminum and other sectors
at a much lower price. This would bankrupt the BPA. Pan-
icked, it proposed that the aluminum industry be compensated
to shut down, at a rate that it made it more profitable for the
aluminum companies to stay shut than to produce aluminum!
Several companies agreed. This perverse arrangement, one of
several that the California electricity deregulation spawned, is
still in effect today.

The Northwest aluminum industry was devastated:

e InFebruary 2001, Alcoa sold its 116-ton smelting plant
at Longview (Cowlitz County), Washington to an investment
outfit called Michigan Avenue Partners, which, it appears,
may close down the plant on a long-term basis.

¢ In2002, Alcoademolished its 121-ton smelting plant at
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num industry, on a per-capita ba-
sis, since the 1970s.

The Aircraft Sector

Boeing is the world’s largest aircraft-aerospace company.
Its civil aircraft division controls 50% of the world market.
Since its 1997 merger with McDonnell Douglas, it became
one of the top U.S. defense aerospace companies. Itis located
in Renton, Washington, near Seattle.

But orders for civil aircraft, both domestic and interna-
tional, have fallen. In 2000, Boeing delivered approximately
550 new aircraft to customers; in 2003, it delivered just 283,
anearly 50% decline. The reason is that as the U.S. economy
has contracted and business travel has fallen, airlines such as
United and Delta, suffering losses of billions of dollars per
year, have ordered fewer new planes.

Boeing is now less focussed on quality, which used to be
a primary concern. Pat Waters, a longtime Boeing engineer
who retired recently, told the July 2004 IEEE Spectrum, “We
used to build a better product. I’'m not so sure we can say that
any more.” This diminished focus on quality has led Boeing—
which to assure quality used to produce almost everything in-
house—to step up the outsourcing of its parts to other compa-
nies, as a cost-saving device. This has led to a new round of
layoffs, on top of those occasioned by the downturn in the
aircraft industry.

According to the July 7, 2004 Seattle Times, in August
2001, Boeing employed 80,000 workers in Washington State.
After a wave of layoffs, in July 2004, it employed 52,806, a
fall of 34%. The rest of the Washington aircraft sector, pulled
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along in the current that Boeing creates, is also having diffi-
culty. Its workforce is among the most skilled in any econ-
omy. The aluminum and aircraft/aerospace industries have
led the parade in the accelerating manufacturing takedown.
In Washington statewide, there were 360,500 manufacturing
workers as recently as 1998; in June of this year, there were
only 263,200, a total loss of 27%.

Figures 6a-6b show the effect on a county-by-county
basis, over a longer span of time. Figure 6a shows that in
1980, there were six counties in Washington where 30% or
more of the workforce was employed in manufacturing, in-
cluding Snohomish County, which is one of the two centers
of Boeing production in the state, and Cowlitz and Klickitat
Counties, centers for aluminum smelting. Figure 6b shows
that in 2000, there was but one Washington county where
30% or more of the workforce was employed in manufactur-
ing. The next category of counties, where 20-29.9% of the
workforce is employed in manufacturing, also fell.

The spread of poverty is one marker for the fall in living
standards in real market-basket terms. As displayed in Figure
7, the 2000 U.S. Decennial Census showed that in 14 out of
Washington’s 39 counties—more than one-third—20% or
more of individuals fell below the official poverty line.

Fiscal Crises

The budget crises that erupted in Washington and Oregon
starting in 2000-2001, reminiscent of Mt. St. Helens. A con-
catenation of events was the cata-
lyst: the disappearance of decent

FIGURE 5
U.S. Aluminum Production Per Capita,
1900-2003
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paying manufacturing jobs, and of
manufacturing company profits,
led to a reduction of individual and
corporate taxes from what they
should be. The blow up of the
Northwest IT bubble also produced
similar effects.

Washington: The Washington
2003-2005 state budget faced a
$2.7 billion deficit due to revenue
shortfalls, even after making $1.6
billion in cuts during the previous
budget cycle. The state unsheathed
the budget axe:

e It cut $800 million from edu-
cation funding by giving no cost-
of-living increase to teachers with
more than seven years of experi-
ence, delaying the reduction of
class size, and reducing funding for
higher education by $131 million;

o It fired 1,000 state workers,
and made the workers who still had
jobs pay more of their health in-
surance.

FIGURE 6a
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FIGURE 6b
Employment in Manufacturing As a Percent of Total Employment,
2000
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o It slashed $600 million
from health care, by removing
20,000 out of an originally prom-
ised 120,000 openings for people
in the state’s Basic Health Plan;
by reducing enrollments in the
state Medicaid, which provides
medical assistance to the poor;
and by slashing dental care for the
disabled and the elderly. The state
also eliminated a medical pro-
gram for the indigent.

¢ The City of Seattle slashed
$90 million from its budget over
the last two years.

Oregon: According to a Sept.
1, 2004 report on OregonLive.-
com, the state government esti-
mates its shortfall for the 2003-
2005 state budget deficit could be
“as high as $600 million,” al-
though it could be even higher be-
cause tax revenues are consis-
tently coming in  below
projections. This means that Gov.
Ted Kulongoski would make new
budget cuts on top of the ones he
already has carried out.

e In March 2003, Ku-
longoski and the Oregon legisla-
ture removed funds for 100,000
people on the Oregon Health
Plan, which provides medical as-
sistance to low-income individu-
als, and removed funds for 9,000
people on the Medically Needy
Program. While some officials
have tried to restore the funds,
others keep attempting to cut
them. Hospitals have begun to re-
move the names of uninsured
poor from organ-transplant lists.

e In 2003, the Portland
school system eliminated 15-20
days from the school calendar. By
March of that year, as the situation
worsened, officials proposed rai-
sing the student-teacher ratio
from 30:1, to 42:1.

The Northwest economy now
must be rebuilt on the method uti-
lized by Franklin Roosevelt in the
first place, and perfected by Lyn-
don LaRouche.
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