THE ECONOMICS OF
WASTE INCINERATION
TO GENERATE ELECTRICITY

IN THE REGION OF
METRO VANCOUVER

By Jack L. Carr*
February 17, 2014

* Professor Emeritus of Economics, University of Toronto



| am a Professor Emeritus of Economics at the University of Toronto (150 St. George Street,
Toronto, Canada, M5S 3G7), where | have taught since 1968. | am also a former acting Chair
of the Department of Economics and a former Director of Graduate Studies. | have a B. Com.
degree from the University of Toronto and an M.A. (economics) and Ph.D. (economics) from
the University of Chicago. My research and teaching interests focus primarily on monetary
economics, financial economics and law and economics. | attach a copy of my curriculum
vitae which summarizes my research and teaching experience.

INTRODUCTION

On October 11, 2013 the Region of Metro Vancouver passed Bylaw 280, which if approved by the
provincial government, would force private collectors of residential and commercial non-hazardous
waste 1o send these materials to the Region’s processing, treatment and disposal facilities such as
incinerators or waste to energy facilities, materials recovery, composting and/or landfills. This regulation
is commonly referred to as Flow Control. Flow Control will result in a system where all users of the
system are charged the same amount; $107 a tonne in 2013 and $108 a tonne in 2014 in tipping fees.

It should be noted that tipping fees in Metro Vancouver were at a constant level of $65 a tonne from
1991 to 2007. By 2010 these fees were $82 a tonne. The July 19, 2013 Finance Committee meeting of
Metro Vancouver projected that tipping fees would increase to $157 a tonne by 2017. These tipping fees
of $157 a tonne represent a significant increase (ie. 47%) over currently charged tipping fees.

ECONOMIC EFFECTS OF FLOW CONTROL

Economic theory defines a sole seller of a product or service as a monopoly and a sole buyer of a
product or service as a monopsony. What is the economic rationale for Metro Vancouver to set up a
monopsony, where there is a sole buyer of waste materials?' With monopsony, competition in disposing
of waste is completely eliminated.

A possible rationale for Metro Vancouver to institute Flow Control is the belief that incinerators or waste
to energy facilities are the most efficient method of waste disposable and flow control is needed to
ensure adequate long run supplies of waste materials for the incinerators. | believe this rationale for Flow
Control is incorrect and that the imposition of Flow Control will impose a number of harmful effects on
the economy of Metro Vancouver.

1. Ifincinerators or waste to energy facilities were the most efficient technology then they
would prevail in the free market without the need for flow control. If incinerators or waste
to energy facilities were the most efficient technology then private firms would build
them on their own and because they were the most efficient technology these private
incinerators would be able to charge lower tipping fees than the tipping fees currently
charged by existing waste disposable technologies. These private firms would be
able to enter into long term supply arrangements with existing haulers to provide for a
sufficient supply of waste materials for the incinerator.?

2. The fact that Bylaw 280 forces private collectors of waste to send their materials to the
incinerator and the fact that the proposed tipping fees are higher than the fees charged
by existing competing technologies means that the incinerator or waste to energy
facilities are not the most efficient technology. The incinerators or waste to energy
facilities require significant subsidies to make them economically viable.

3. ltis inefficient and wasteful of resources to implement the inefficient technology of
incinerators and waste to energy facilities. It is not clear why the Region of Metro
Vancouver is pursuing an inefficient waste disposal technology.

4. The subsidies to make incinerators and waste to energy facilities viable will result in
higher costs to the residents of Metro Vancouver and in addition these subsidies will
slow economic growth.

1 It should be noted that the monopsonist in this case pays a negative price for waste materials, that is haulers pay a tipping fee for
the disposal of waste materials.

2 If long term contracts are difficult to negotiate then vertical integration of haulers and incinerator companies could solve any costly
contracting problem.
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There is competition in the waste hauling business. Higher tipping fees will be passed
on to the end user. Higher tipping fees for commercial waste will result in higher costs of
waste collection for commercial users and this will increase the cost of doing business
in Metro Vancouver. An increased cost of business will depress economic activity in
Metro Vancouver. In the uncertain economic times facing North America, there is no
need for policies which further depress economic activity.

Higher tipping fees for residential users will result either in higher costs for waste disposal
(if waste is privately collected) or higher taxes (if collected by the municipality). These
higher user costs or higher taxes will also have a negative impact on economic activity.

Flow Control does not give direct subsidies to incinerators. Flow Control results in
hidden subsidies (via higher tipping fees) to the incinerators or waste to energy facilities.
As such the public may not realize the full cost of Flow Control. Good public policy
requires full transparency of the costs and benefits of the policy.

If Flow Control and incineration were an efficient policy, it would be expected to be
increasingly adopted. As of 2011, there are 89 waste to energy facilities in the US but
since 1997 only one new facility has been built due to public opposition because of high
costs of such facilities, the identified health risks and the increase in practices such as
recycling and composting.

The American Economic Review (AER) is one of the leading economic journals. An
article in the August 2011 AER by Nicholas Z. Muller, Robert Mendelsohn and William
Nordhaus concluded that the Solid Waste Combustion and Incineration Industry had the
highest Gross External Damages (i.e. Air Pollution ) relative to the value added of the
industry. Specifically air pollution costs from the solid waste combustion and incineration
industry were 6.72 times the value added of this industry. This value exceeded the
values of all other industries.

It is significant to note that the pollution costs from the solid waste combustion and
incinerator industry exceeded the value added of this industry.®

CONCLUSIONS

The elimination of competition in the waste disposal industry, will have significant negative economic
effects. It will result in higher costs for the end users of waste disposal and this will depress economic
activity. The subsidization of an inefficient disposal technology will result in a waste of resources which
will also depress economic activity. | would recommend that the provincial government not approve

Bylaw 280 of the Region of Metro Vancouver.

Jack Carr
Professor Emeritus of Economics
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Value added is the value of goods and services of this industry, minus the value of the intermediate goods used in production of

the goods and services.
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