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Preface

Maintaining our desired quality of life often requires that we behave cooperatively. We
need to do things for the benefit of our families, communities, and the wider society, not
just for our businesses or ourselves. The mechanisms that stimulate cooperative behaviour
are many and complex, but evidence is growing that external pressures are needed.

We already know that taxes and subsidies are two powerful tools that can change
behaviour. Taxes on cigarettes aim to cut smoking. The proposed carbon tax was designed
to cut greenhouse gas emissions. For environmental spending such as monitoring the
effects of pollution, tax deductions are available. Councils can now dip into a government
fund to investigate the cleanup of contaminated sites.

The growing science around changing behaviour shows that we frequently need a push to
cooperate. A recent Science paper (Vol 312, p108-111, March 2006) reported on a study
that compared behaviour where one group relied on cooperation only, while a second
group could punish freeloaders. Most participants opted to join the cooperation only
group. However, when they realised those with the power to punish were getting better
results, many switched groups.

Such research brings us closer to a general theory of human cooperation, and it tends to
confirm what those in waste management already know: that economic instruments are a
powerful way of changing how people create and dispose of waste.

It has been shown worldwide that economic instruments in all their forms, including taxes,
levies, charges, tradable permits, deposit schemes, subsidies, and credits, are effective
policy tools for changing behaviour. That is what prompted this study. However, in New
Zealand we seem to be somewhat fixated on voluntary measures. Yes, voluntary measures
have their place, but we should not be too starry-eyed about what they can achieve.

| chose to explore how well New Zealand is using this type of tool by looking at how they
are applied to waste management. The study has revealed barriers that prevent central and
local governments using them. Some barriers are unintentional, and some are deliberate
policy choices.

The unintentional barriers arise out of legal uncertainties. While local government has been
given powers to use economic instruments to manage waste, central government has not
provided the guidance on how to apply those powers. The waste industry has challenged
in the High Court the powers of councils to impose waste levies under section 544 of the
Local Government Act 1974. Their successful challenge highlighted the need to clarify the
current legislation.

Of particular concern are the deliberate policy choices that have led to economic
instruments being little used. The New Zealand Waste Strategy (NZWS) includes a series of
key actions involving research into, and development of, economic instruments. But the
Ministry for the Environment has failed to pursue these. The Strategy was cooperatively
developed, so this failure undermines the whole process of democratic engagement with
government. While the NZWS is not a binding document, it was, like many other national
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strategies, developed in good faith by a wide cross-section of stakeholders. People rightly
expected that the product of their collective effort would be implemented. They also
expected that, where changes were needed, there would be transparent processes for
engagement. This has not been the case.

Another obstacle to good waste management is the continued absence of reliable national,
and often even regional, data on waste. The need to collect baseline data is a matter | have
raised in a number of earlier reports, but it remains largely unresolved. It is sometimes said
that we manage what we measure. Certainly we need to know what wastes we have, if
we are to design tools to properly manage them.

Through the ‘lens’ of waste management the PCE team has identified a number of specific
obstacles to using economic instruments. However, two other more generic features also
require closer scrutiny.

The first is the government’s apparent preference, reinforced by vocal sectors of society, for
using voluntary measures to manage contentious resource management and environmental
issues. Yet we use a more diverse policy mix, including economic instruments and
regulation, to modify behaviour ranging from drinking and smoking to driving and dog
control. The weight of evidence suggests that, where a significant shift in public behaviour
is needed, voluntary measures are not enough.

The second feature that requires closer scrutiny is the role of the Ministry for the
Environment. In particular, the responsibility of a government ministry to implement a
strategy developed through an extensive partnership with wider society. The NZWS is

a good example of inclusive governance. It built up trust in, and commitment to, our
democratic processes. However, as this study reveals, key elements of the strategy on
the research and development of economic instruments have not been implemented.
Even worse, there has been no effective dialogue about why this happened. This finding
does not inspire confidence that key actions will be implemented. Nor will stakeholders
be confident that changes to the strategy will go through the same open process used
to determine it in the first place. This loss of confidence may raise questions about
government’s commitment to the NZWS, and even to other strategies.

This report concludes with five recommendations to the Minister for the Environment. They
aim to ensure that the potential for economic instruments to improve waste management
is fully realised. | believe there is plenty of evidence that they are efficient and effective
tools that should be part of our policy mix. Our local authorities already know this, as do
some of our waste management business leaders. It is now time for renewed leadership
from central government. | am confident that it will be forthcoming.

Dr J Morgan Williams
Parliamentary Commissioner for the Environment



PCE

Summary of key findings

Evidence shows that economic instruments can be effective in reducing waste. Using
economic instruments to improve the management of waste is common in other OECD
countries. Economic instruments (sometimes also referred to as market-based instruments or
market instruments) include various types of taxes, levies, charges, tradable permits, deposit
schemes, subsidies, credits and other incentives. When properly designed and implemented,
economic instruments encourage waste reduction.

Economic instruments for managing waste have not been used to their full potential
in New Zealand. Economic instruments have not been properly considered by central
government as a way to change behaviours towards waste and provide incentives to minimise
waste. Work on economic instruments was identified as a key action in the 2002 New Zealand
Waste Strategy (NZWS), but no progress has been made by central government since then

to analyse or consult on the use of economic instruments to achieve the targets set in the
NZWS. At the local government level, user charges are the most common form of economic
instrument applied to waste collection and disposal. Those few councils that have attempted
to introduce any other form of economic instrument for waste management have been
challenged on their legal right to do so.

Information on waste remains poor. Good waste data is essential for identifying waste
problems and the appropriate measures to deal with them. Without reliable data the potential
to design effective economic instruments is limited. Little progress has been made to improve
the national coordination of waste data for the purpose of assessing suitable waste policy
options, or for evaluating the effectiveness of policies already in place.

Legislative barriers to the use of economic instruments need to be addressed. The
NZWS recognised that legislation dealing with waste was inadequate for meeting the targets
and goals the Strategy set out. Uncertainty in the current legislation is acting as a barrier to
the use of economic instruments by both central and local government to encourage more
efficient management of resources and waste.

Central government needs to provide more guidance on the design and
implementation of a wider range of economic instruments for minimising waste.
While the Ministry for the Environment has produced guidance such as landfill full cost
accounting, this has been aimed at ensuring the actual costs of waste disposal are met.
Additional guidance is needed on incentives that will reduce waste at source and encourage
greater responsibility for waste at all stages of a product’s lifecycle.

Progress on meeting the key actions and targets set in the NZWS needs to be
independently reviewed. Central and local government jointly agreed to the key actions
and targets set out in the NZWS. Although the Strategy is a non-binding document, it sends
a strong signal about moving towards zero waste and a sustainable New Zealand. The
credibility of the NZWS will be adversely affected if either central or local government fail to
meet agreed targets or carry out key actions. In the absence of any obligations or sanctions
on central or local government to implement the NZWS, we suggest that an independent
review group be established to oversee and report on its progress to the Minister for the
Environment.
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Introduction and background

1.1 Introduction

This report is the result of an investigation into the use of economic instruments

as a means to implement environmental policies, with a particular focus on their
application to the management of waste. There are various types of ‘tools’ used to
implement policy. The report takes a close look at economic instruments in particular
— what they are, why they are used, how they work, how they are being used in the
management of waste in New Zealand and elsewhere, and discusses some of their
benefits and limitations.

The report analyses the evidence of the effectiveness of economic instruments as
incentives to minimise waste and as a policy tool to influence change in behaviours
towards resource use and waste generation. This is followed by a review of economic
instruments used by local authorities in the management of waste, and an outline

of developments in central government waste policy in recent years. The actual and
potential barriers to the use of economic instruments are then explored in detail.

The report concludes with a number of recommendations to overcome barriers
and encourage policy makers to use the full range of policy tools including,
where appropriate, economic instruments. The aim is to explore and highlight the
opportunities for economic instruments to contribute to the reduction and better
management of waste, consistent with environmental sustainability." It also aims
to encourage both central and local government, in their waste policy analysis,

to consider the merits of using economic instruments as a positive influence on
behaviour towards waste and to improve outcomes for the environment.

This report is not an audit or review of the New Zealand Waste Strategy (NZWS). As
we discuss, the NZWS is a major step forward in setting targets and encouraging
actions to reduce waste. Our primary focus is instead on examining the role that
economic instruments can play in the management of waste and, in particular, in
meeting the targets of the NZWS.

The report makes the case for putting economic instruments ‘back on the agenda’ of
policy measures needed to improve behaviour towards waste, and encourages a more
sustainable approach to resource use for the overall benefit of the environment.
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1.2 Background

The Parliamentary Commissioner for the Environment undertook this study to
ascertain the extent to which economic instruments were used as an environmental
policy implementation tool in New Zealand. Waste management was chosen as a
particular policy area to provide focus for the study. The main reasons for choosing
waste as a case study include the fact that:

o There are widespread and successful applications of economic instruments as
an environmental management tool in other countries within the Organisation
for Economic Co-operation and Development (OECD).

° Relative to other OECD countries, there is only limited use of economic
instruments in the management of waste in New Zealand. We wanted to
understand why this was the case, what barriers (if any) are in the way, and
what opportunities exist to make better use of economic instruments to
encourage waste minimisation behaviours.

o Waste management is widely acknowledged as a key challenge for local
authorities.
o Waste management provides an ideal case study of the use of economic

instruments to implement polluter-pays, user-pays, and sustainable
development policies.

1.3 Consideration of economic instruments as a
policy tool

Economic instruments have been widely used in other developed countries as a means
of tackling the growing problem of waste generation linked to economic growth.
Their use has also been recommended in both the Rio Declaration and Agenda 21
(see Appendix A).?

In his 2002 report, Creating our future, the Commissioner highlighted the
increasing prevalence of economic instruments, particularly environmental taxes,

in other countries in the OECD that encourage more sustainable consumption and
production patterns.® The Commissioner subsequently identified the investigation of
environmental economic instruments as a priority area in his 2003-2007 Strategic
Plan.

Initial research during the scoping of this project revealed that, in recent years, work
on the use of economic instruments in the management of waste has not been a
priority for the Ministry for the Environment (MfE), even though it was identified

as one of the key actions in the NZWS.> The Ministry's efforts have, in recent years,
largely been directed towards activities that encourage voluntary initiatives by industry,

1"
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such as the Packaging Accord. Other activities have included producing guidelines,
such as the landfill full cost accounting guide, and promoting the introduction of a
product stewardship policy.®

Our initial impression, therefore, was that the use of economic instruments to manage
waste had not been analysed in detail, nor had its potential to provide incentives
towards better waste behaviours and waste minimisation. We decided to ascertain if
this was the case; if so, why; and what, if anything, should be done about it.

1.4 OECD review of New Zealand’s environmental
performance

An opportunity to reflect on New Zealand’s achievements in the management of
waste arose during the visit to New Zealand in June 2005 by a team of experts
and staff from the OECD. The OECD team was here to take a close look at the
country’s environmental performance and evaluate progress made in relation to
the recommendations of the OECD’s last review of New Zealand's environmental
performance in 1996.” One of the areas that the OECD team was interested in
examining was waste management because it was an issue that came under
considerable criticism in the 1996 review.

The earlier review was critical of:

o inconsistent policies among local authorities

. the lack of incentives

o the piecemeal approach to waste management

. inadequate legislation

. the range of treatment and disposal facilities

. the lack of reliable, comprehensive information on the magnitude and

composition of waste streams.

Poor information on waste is an issue that the Commissioner has raised in a number
of reports since 1998.8 National data on waste streams are either unavailable or
insufficient to provide the sort of information needed for sound policy decisions or to
accurately determine whether waste reduction targets, such as those contained in the
NZWS, are being achieved.

Another issue arises from the country’s current healthy economic growth rate and the
related growth in the consumption of resources and the production of waste. This
relationship linking economic growth and waste production needs to be decoupled

if such growth is to be sustainable. The use of economic incentives is one way of
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encouraging better design, manufacture, and durability of products, less demand on
resources, and recovery of valuable materials that otherwise end up wastefully buried
in landfills. This is why it is important to take a close look at the potential benefits, in
terms of environmental sustainability, to be gained from the application of economic
instruments to the management of waste.

1.5 Purpose, scope and methodology

1.5.1 Purpose

The purpose of this report is to encourage policy makers to consider the merits of
using economic instruments, along with other policy tools, to influence behaviours
and help achieve waste reduction targets in an efficient and effective way. The aim is
to highlight opportunities for economic instruments to be used in the management of
waste and identify any barriers to their use that need to be addressed.

1.5.2 Scope

In this report, reference to waste management covers all aspects of managing

waste from reducing or minimising its generation, through to recovery of resources,
recycling of materials and the eventual disposal of any residues for which there are no
alternative uses or treatment options.

Economic instruments include such measures as taxes, levies, charges, tradable
permits, deposit schemes, subsidies, credits, and other incentives that seek to achieve
environmental goals at the lowest cost and in the most efficient and effective way.
Economic instruments are part of a range of environmental policy measures that
include, for example, command and control regulation, voluntary measures, and
moral suasion approaches (see Appendix B).

An early consideration in this project was whether to cover all types of waste disposal,
including discharges to air and trade waste discharges to sewer, for example.
However, we decided to limit the scope of our study to waste that is otherwise
destined for disposal at landfill. This is the most common and visible method of
disposing of waste, it affects the entire community, it is a critical component of
environmental sustainability, and it is one of the key areas covered by the NZWS.?

1.5.3 What the report does not cover

As mentioned in the introduction, this report is not an audit or review of the NZWS,
nor is it a critique of that Strategy, what it sets out to achieve, or what it does not
address. However, reference is made to those parts of the Strategy that mention
economic instruments.

13
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The project team did not set out to compare the merits of economic instruments with
other policy tools. Nor did we intend to evaluate the merits of one type of economic
instrument over another. We acknowledge that it is unlikely that any single approach
to implementing environmental policy will achieve significant changes on its own;
rather a strategic combination of approaches suited to the issue(s) being addressed is
more likely to succeed. Choosing the right combination and balance of policy tools is
context specific, requiring analysis that is beyond the scope of this report. It is neither
the intention of this report, nor a function of the Parliamentary Commissioner for the
Environment, to carry out the detailed policy analysis necessary for designing effective
economic instruments.

Throughout this report reference is made to other reports that have analysed in
greater depth the merits and limitations of economic instruments. We have, therefore,
referred to but not attempted to duplicate this work.

1.5.4 Methodology

Enquiries carried out to gather information for this report focused on issues such as:

] ways in which economic instruments are being used and in what form
o barriers to using economic instruments

] the limitations of economic instruments

] the effectiveness of economic instruments, either on their own or in

combination with other measures, to achieve waste policy objectives.

This study involved a number of research strategies, including:

o interviewing individuals in central government, local government, and the
private sector who are involved in waste management

o visiting waste handling facilities in New Zealand and Australia

] reviewing various waste strategies, policies and plans

o reviewing relevant legislation

o reviewing literature on economic instruments in waste management

o consulting with a reference group™

] commissioning a consultant’s report outlining the implications of introducing

economic instruments for managing waste."

For the purpose of defining outcomes that economic instruments would be
expected to contribute to, we focused on the waste reduction objectives and
targets of the NZWS.



CHAPTER

Economic instruments: Their importance in the
management of waste
This chapter describes the role and purpose of economic instruments in the

management of waste. Our analysis focuses on economic instruments as a group of
policy tools that create financial incentives to:

o minimise the creation of waste

o encourage more efficient use of resources

o avoid or remedy adverse environmental impacts of waste
o influence behavioural change among individuals and firms
o decouple waste generation from economic growth.'?

First we explore what economic instruments are and why they are important as a
policy implementation tool.

2.1 What are economic instruments?

Economic instruments (sometimes also referred to as market-based instruments or
market instruments) include various types of taxes, levies, charges, tradable permits,
deposit schemes, subsidies, credits and other incentives. Examples of some economic
instruments and their characteristics are outlined in Appendix C.

Economic instruments are one set of a range of policy implementation tools. They
are broadly defined as instruments that encourage behaviour through market signals
rather than through prescriptive regulation or other directives. This categorises them
as market mechanisms. In relation to waste management, they are intended to make
those people or businesses responsible for causing environmental damage bear the
cost of the impacts of that behaviour, and those who benefit from environmentally
damaging behaviour pay according to the proportion of the benefits that they
receive.'

Economic instruments can bring about change by altering market prices, setting a

cap on quantities (for example, of waste to landfill), improving the way a market
works, or creating a market where none currently exists. The economic justification
for environmental economic instruments is that they ‘internalise’'* previously uncosted
environmental effects into a market structure.™
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Economic instruments have become an increasingly important feature of
environmental policy internationally in recent years, as governments have sought
innovative methods for integrating environmental costs into market prices and
decisions.'® They are being accompanied by other policy measures, such as regulations,
to achieve environmental objectives. Stavins (2001) points out that:

...ho single policy instrument — whether market-based or conventional
— will be appropriate for all environmental problems. Which instrument
is best in any given situation depends upon characteristics of the specific
environmental problem, and the social, political, and economic context in
which the instrument is to be implemented."”

This highlights the point that although economic instruments have the potential to
achieve environmental outcomes at reduced cost and greater flexibility,'® they are not
the panacea for all environmental problems. The costs of setting up a scheme based
on an economic instrument should not outweigh the benefits.’® On the other hand,
economic instruments are useful where there is clear evidence of market failure and
the design, delivery, and any incentives provided by economic instruments will be cost-
effective compared to doing nothing or taking an alternative approach.?°

The effect that economic instruments will have on waste depends on what they have
been designed to do. Effects may include:

. raising awareness of the environmental, social, and economic costs of waste
o influencing behaviour towards producing less waste
. creating incentives to adopt waste minimising processes and technologies,

such as redesigning products and packaging, recycling and resource recovery,
thereby reducing the volume of waste that needs to be disposed of

] reducing the environmental impacts of waste (e.g. hazardous waste) by
imposing appropriate treatment and disposal costs

o raising revenue to help fund waste minimisation initiatives.

In our later analysis of economic instruments (Section 2.3) we deliberately focus on
those instruments that encourage change in behaviour and thereby minimise the
impacts of waste on the environment. The revenue-raising characteristics of some
economic instruments are mentioned only in relation to the potential environmental
benefits to be gained from that revenue. We do not comment on how any such
revenue should be used or distributed. This is a matter for policy makers?' to
determine in consultation with interested parties.
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2.2 Types of economic instruments used for
managing waste

Economic instruments used in the management of waste are described as either price-
based or quantity-based.?? 2* Price-based instruments assign a price to environmental
impacts within existing markets (or may create new markets) through the imposition
of charges, taxes, or subsidies. Quantity-based instruments create a market in the
rights to engage in an activity by restricting the total level of activity and allocating
those rights.

2.2.1 Price-based economic instruments

Price-based economic instruments such as charges, taxes, and subsidies may have an
incentive effect and/or raise revenue. The incentive effect depends on the cost and
price changes brought about by the charge, which encourages waste generators

to continually find ways to minimise waste and thus reduce payment. When the
purpose is solely to raise revenue, the charges are usually too low to have a significant
incentive effect (that is, to encourage behavioural change). The revenues collected
may be used to cover the social and environmental costs of waste, or to fund activities
ranging from public awareness campaigns to research into clean technologies.

Examples of price-based economic instruments include:

o up-front charges or advance disposal fees
. deposit-refund schemes

o user charges

. environmental taxes

o subsidies and tax concessions.

These are discussed in more detail in the following sections.

Up-front charges or advance disposal fees

Up-front charges or advance disposal fees are charges added to a product at the point
of sale. Such charges are meant to cover the cost of collection, treatment, resource
recovery, recycling, reuse or disposal of that product, depending on its nature and the
options available to deal with it (see box on next page).

For example, the Motor Trade Association operates a voluntary scheme known as
“Tyre Track’ to deal with waste tyres.?* In order to fund the ‘responsible disposal’ of old
tyres, costs are passed on to consumers as part of the purchase price of new tyres.

Other voluntary ‘take-back’ programmes have been developed for other products
such as waste oil, electronic waste, and paint,?> but these do not so far include an
up-front product charge. These programmes are more correctly described as ‘product

17
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stewardship’ or ‘extended producer responsibility’ (EPR) schemes. EPR has been
described as a cost-sharing principle.?® In other words, the costs and responsibilities for
waste are shared between the producer and the user of the goods. The distribution of
these costs needs consideration so that costs do not fall unfairly on particular groups.

Switzerland’s Recycling Guarantee Programme

The rapid development of information and communication technologies has
created an increased volume of electrical and electronic waste. Switzerland's
approach to addressing this type of waste and discourage its disposal in landfills
highlights the use of advance disposal fees to encourage recycling.

The Swiss Association of Information, Communication and Organisation Technology
(SWICO)? runs a ‘recycling guarantee’ programme. Participation in the programme
was initially voluntary, but was mandated by a national ordinance in July 1998.2
The Ordinance on the return, the taking back and the disposal of electrical and
electronic appliances (ORDEE) provides the regulatory framework, which facilitates
the establishment of efficient return and recycling schemes.

The ORDEE requires that:

e owners of electrical and electronic appliances are obliged to return worn-out
appliances to the manufacturer, importer, or dealer, or to a specialised disposal
firm

e manufacturers, importers and dealers of electrical and electronic appliances are
obliged to take back the worn-out appliances from the owner (not other dealers)

e worn-out appliances must be recycled or disposed of in an environmentally
sound way, using the most up-to-date technical means.?°

A broad range of products is covered by ORDEE, ranging from household
appliances and consumer electronics to information and communications
equipment.® A charge is included in the purchase price of products. For example,
a television carries a recycling charge of 20 francs, while for a digital camera it is
just 2 francs.

Deposit-refund schemes

Deposit-refund schemes also involve a charge levied at the point of sale, similar

to advance disposal fees. They are most commonly applied to food and beverage
containers that can be recycled. The key difference from advance disposal fees is that
the point of sale charge is refunded, in full or in part, when the product or container is
returned for recycling. The primary purpose of such schemes is to encourage recycling
rather than just to cover the cost of disposal.

A deposit-refund scheme that has been operating successfully in South Australia
for over 30 years has a recovery rate for recyclable containers of around 80 percent
(see box opposite).
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Container Deposit Legislation in South Australia

Container Deposit Legislation (CDL) was introduced by the South Australian
Government in 1975 and is overseen by the South Australian Environmental
Protection Agency.?' This legislation imposes a mandatory deposit on a range of
beverage containers (5c or 10c), which is included in the retail price. The deposit is
refunded to consumers when they return the containers to a collection point.

CDL was originally introduced in order to tackle a growing litter problem that was
due, in part, to the increasing use of non-refillable beverage containers. Since its
inception, however, CDL has evolved to become an important strategy for waste
minimisation in South Australia. CDL provides an incentive to recycle or reuse
containers, meaning that material is diverted from landfill. It conserves resources,
and reduces pollution and energy consumption.?

CDL has been highly effective in not only reducing beverage container litter (items
covered by CDL make up less than 4 percent of litter in South Australia), but also
achieving high recovery rates for recycling (around 80 percent). The table below
lists return rates (based on industry estimates) for CDL containers over a number
of years.

Beverage container return rates*

Return rate (%)

Beverage container 1993 1997 1998 1999 2000 2001 2002
Aluminium cans 89 80 84 85 88 86 87
Glass bottles (soft drink, beer) 90 84 84 75 81 82 88
Plastic (soft drink) 62 74 74 72 72 72 72

CDL enjoys strong public support, and has many social and economic benefits,
for Adelaide in particular, with more than 600 people employed directly as a result
of CDL.

CDL is not without controversy though, with a number of other Australian

States (e.g. NSW and ACT) debating its value for introduction in their areas. CDL
programmes have never been introduced into areas that already have a well-
established recycling programme, so the impact of CDL on kerbside recycling
schemes is unclear. Some argue that CDL would undermine established recycling
programmes, taking beverage containers and the associated revenue away from
kerbside recycling. Others see that CDL could improve the viability of kerbside
recycling programmes by reducing the cost of highly subsidised schemes (paid for
by local councils and their ratepayers). The deposit value of containers that remain
in the kerbside recycling scheme would also provide local authorities with an
additional revenue source.?

19
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User charges

These are charges paid by those who use waste disposal services, consistent with the
user-pays principle. Charging that reflects a truer cost of those services can provide
incentives to reduce waste.

User charges come in many forms, some direct and others indirect. Indirect charges
include those imposed by councils through general rates on property. They are indirect
in the sense that all property owners pay irrespective of the quantity of waste they
produce. Direct charges include refuse collection charges per bag or bin, or by weight
or volume; landfill charges for the disposal of waste; and landfill levies (see box
opposite). Further information on local authorities’ charges is outlined in Chapter 3.

Environmental taxes

Similar to user charges, environmental taxes are intended to partially or wholly
internalise the costs of environmental impacts and elicit behaviour change.
Environmental taxes act as an incentive to find ways of minimising waste and its
environmental impacts, and so reduce an individual’s or firm'’s tax liability.

In the countries where environmental taxes are adopted, the intention is generally to:

o ensure that users pay for the environmental costs they impose on society
o fund environmental protection measures or capacity building measures

o introduce incentives for more environmentally benign behaviour

] provide revenue to allow for the reduction of other less efficient taxes.

At the national level in New Zealand, environmental taxes are not used for managing
waste.?> An example of their application elsewhere is the UK landfill tax introduced in
1996 to help reduce the amount of waste to landfill and provide funding for research
into more sustainable ways of managing waste (see box on page 20).3® Another
example is Denmark’s differentiated waste tax system, which makes it most expensive
to landfill waste, cheaper to incinerate it, and tax-exempt to recycle it.?’

Subsidies and tax concessions

Both subsidies and tax concessions are instruments designed to provide an incentive
to modify behaviour. A subsidy is a payment by government to those who undertake
certain activities the government wishes to promote, while a tax concession reduces
the amount of tax owed to the government by those undertaking such activities.
Funding for the cleanup of contaminated sites is an example of a subsidy scheme.
The Government's Contaminated Sites Remediation Fund has been established to
assist regional councils with the investigation and cleanup of contaminated sites
that pose a significant risk to human health and the environment.*® In August 2004
the Government announced the availability of tax deductions for environmental
expenditure such as preventing, remedying, or mitigating the discharge of
contaminants, monitoring the effects of pollution, and testing options for dealing
with environmental issues.*
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Weight-based charging in Denmark*

Waste disposal was traditionally paid for in Denmark using a set fee per house. During the
1990s, however, 18 municipalities adopted a unit-pricing approach to charging for waste
disposal. This shift was an attempt to reduce the amount of waste being disposed of in landfills
or by incineration and increase recycling, by motivating households to separate their waste.*'

Household waste is weighed automatically on the collection trucks. The data is transferred to a
fee payment system that generates an account for each household.*? Households typically pay a
fixed fee that covers the expense of collecting and recycling glass and paper/cardboard, as well
as the operating costs of recycling stations, handling hazardous waste, and so on. This fixed fee
also provides an allowance of ‘free kilograms’ of waste (e.g. 5 kg every 14 days). Households
are then charged for every kilogram of waste over this allowance that they dispose of. Charges
may vary for different types of waste.

Several municipalities that have introduced this weight-based system have also introduced
differential charging to encourage separation of wastes and reward those households that
recycle. For example, in some municipalities, the charge for organic waste collection is lower
than the charge for general 'mixed waste'.

The table below illustrates the impact of the weight-based system of charging. The generation
of mixed household waste in municipalities with weight-based charging is less than half that of
areas that have a flat charge per household. There is also significantly higher recovery of paper
and cardboard and organic wastes in areas that have the weight-based charging system. The
European Environment Agency could not find any indication of large-scale illegal disposal of
wastes.*?

Waste generation in pay-per-kg municipalities and reference municipalities.*

Type of waste Average household  Average household

waste in weight-based waste in reference
municipalities municipalities
(kg/year) (kg/year)

Mixed household waste 325 729

Paper & cardboard for recycling 105 67

Glass for recycling 38 36

Organic waste for recycling 124 44

Total 592 876

This system of weight-based charging for waste management is well supported by local
communities, with most citizens believing that this system of paying for waste disposal is fairest
to them.

There is an increased administrative cost to weight-based charging, in comparison to a flat fee
per household. However, the clear reduction in mixed waste being landfilled or incinerated and
the increased recovery of recyclables demonstrates the results attainable through the correct
pricing of waste collection. It reduces waste, encourages recycling and saves people money. As
Sinner and Salmon state in their 2003 report — it is ‘a true win-win’ situation.*
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The UK landfill tax

The UK landfill tax was introduced through the Finance Act 1996 as the country’s
first ‘green tax'. This was the first attempt by the UK Government to transfer taxation
away from labour and profits (i.e. taxing ‘goods’) to pollution and resource use (i.e.
taxing ‘bads’). By increasing the cost of landfill disposal (which is otherwise a low-
cost waste disposal option) relative to waste minimisation, resource recovery, and
recycling, the latter options would become more financially viable. The overall aim

of the tax was to encourage waste producers to increase the proportion of waste
managed by methods towards the top of the hierarchy* of waste management
options.*’ It provided an incentive for waste producers to seek more sustainable
methods of managing their waste.

The tax is currently charged at two rates: £2 per tonne for all inert waste and £15 per
tonne for all other active waste (substances that either decay or contaminate land,
including household waste). There are exemptions for wastes such as dredgings,

and waste from mining, quarrying, and reclamation of contaminated land under
certain circumstances.

At the same time as the landfill tax was introduced, a credit scheme (the Landfill
Tax Credit Scheme) was developed to fund environmental protection projects from
revenue raised by the tax.

One of the possible consequences of introducing the landfill tax has been the
increased risk of ‘fly-tipping’ (illegal dumping), but information on the actual
incidence of this is unreliable. Other concerns include the fact that landfill disposal
is still a relatively cheap option and that the rate of tax is insufficient to encourage
significant change in waste generators’ behaviour.“® Since 1997-1998, the amount
of waste going into landfill has fallen from about 96 million tonnes to just under 77
million tonnes in 2003-2004. In 2003-2004, landfill tax brought in £0.6 billion in
revenue, almost double the amount received in 1998-1999.4°

Although some weaknesses have been identified such as in the collection of the tax
and in the operation of the credit scheme, overall the tax has acted as a catalyst for
change. There is growing awareness of sustainable waste management, and the
credit scheme has funded numerous worthy projects.>

2.2.2 Quantity-based economic instruments

Quantity-based economic instruments work by limiting the quantity of waste to
landfill and allowing trading to take place among landfill operators. Unlike price-based
economic instruments, which give some price certainty but often uncertainty

of outcome, quantity-based instruments provide certainty of outcome but uncertainty
of price.”’
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Tradable permits

Tradable permits or allowances are an economic instrument aimed at reducing the
amount of municipal waste going to landfill. This type of instrument is sometimes
referred to as ‘cap and trade’. It works by allocating the maximum amount of waste
that can be disposed of at each landfill in order to meet certain targets for reducing
the overall amount of waste to landfill (the ‘cap’). Landfill operators can then either
use or save up their allowances from year to year (subject to restrictions), or trade
them with other operators if they are able to successfully divert waste away from
their landfill. A landfill operator who does not hold enough allowances to deal with
the waste that needs to be disposed of can either increase the rate of waste diversion
from that site or purchase additional allowances from other operators. A scheme
along these lines, known as the Landfill Allowance Trading Scheme was introduced in
Britain in April 2005 (see box below).>?

Landfill Allowance Trading Scheme®

The Landfill Allowance Trading Scheme is an example of innovative waste policy
that has been introduced in Britain in order to meet the targets set by the European
Union (EU) Landfill Directive. Targets have been set to reduce the amount of
biodegradable municipal waste that is sent to landfill.>* The Waste and Emissions
Trading Act 2003 provides the legal framework for the landfill allowance trading
scheme to operate. It also places a duty on waste disposal authorities to reduce the
amount of biodegradable municipal waste (BMW) that is disposed of in landfills.

Waste disposal authorities are able to landfill BMW up to the level of allowances
held in each scheme year (1 April to 31 March). Waste disposal authorities have the
flexibility to choose whether to trade allowances with other disposal authorities,
save them for future use, or use some of their future allowance in advance, subject
to certain restrictions. This flexible approach as to how targets are met allows
waste disposal authorities to find the most cost-effective method of meeting

those targets. For example, waste disposal authorities that face comparatively low
additional costs to divert waste from landfill have the incentive to divert as much
waste as possible from landfill and sell their surplus allowances to those that face
higher costs of diversion.

The Department of Environment, Food and Rural Affairs has developed an
electronic register of landfill allowances to record all allowances allocated to
each authority and to facilitate borrowing, banking and trading. Waste disposal
authorities may incur penalties if they breach their targets, or fail to provide
monitoring information.

The Landfill Allowance Trading Scheme allows waste disposal authorities to retain
control over waste disposal planning, and facilitates the meeting of targets in the
most cost effective way. The gradual reduction in targets provides waste disposal
authorities time to adapt and find low cost means of reducing and diverting waste
from landfills.

23



24

CHANGING BEHAVIOUR: ECONOMIC INSTRUMENTS IN THE MANAGEMENT OF WASTE

2.3  Why economic instruments are important to
consider

A more detailed analysis of the use of economic instruments in waste management
is covered in a report that the PCE commissioned for this project.> This section
summarises the key features of economic instruments and matters to consider when
they are used to implement policies on waste.

As outlined in Section 2.1, economic instruments generally complement rather than
substitute for other policy mechanisms. They almost always require legislation to
set them up, as well as institutional and funding arrangements to implement and
monitor them.

Economic instruments applied to the management of waste offer a number of
benefits:

J they provide direct or indirect monetary incentives to avoid or reduce waste.

o they may provide the impetus and flexibility that industry needs to research and
develop technologies that minimise waste.

o under certain circumstances, economic instruments may deliver outcomes faster
and at a lower cost than more prescriptive measures.>®

] they introduce efficiency gains by forcing those who generate waste to
pay the full costs, including environmental costs, of dealing with the waste
they produce.

J by encouraging more efficient use of resources and effective management of
waste, economic instruments contribute to environmental sustainability, while
also being conducive to economic growth. This makes them a promising tool
for advancing sustainable development.>’

J they help to fund alternatives to waste disposal, such as recycling and
resource recovery, providing individuals and firms with practical and cost
effective choices.

o where there is a financial advantage for those who reduce their waste, as well
as an overall benefit for the environment, economic instruments create a win-
win solution that cannot necessarily be achieved by other policy tools.

Issues to consider when choosing to use economic instruments include the following:

o calculating and applying efficient waste taxes, or charging rates to encourage
behaviour change, can be complex.

] there may be practical difficulties in identifying and valuing environmental
damage costs, especially of long-term impacts and liabilities such as those
associated with land contaminated by hazardous waste disposal.
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even where landfill sites have undergone full cost accounting, the total cost
may still be low compared to alternative means of dealing with the waste,
resulting in price inelasticity®® and little incentive to respond to price signals.

payment of a waste levy may be construed as purchasing a ‘right to pollute’.

some stakeholders may perceive a tax or charge as simply a revenue-raising
device, particularly if the revenue is not used for some specified environmental
benefit (i.e. hypothecated).>

the level of charges should be sufficient to act as an incentive to modify
behaviour without creating undue hardships for low income households or
increasing the risk of illegal dumping of waste.

the distributional effects of economic instruments need to be considered.
They should not create social inequities by disadvantaging some groups within
society while favouring others.

economic instruments cannot be assumed to automatically result in least-cost
solutions. There are costs associated with implementing economic instruments,
which need to be weighed against the benefits to be gained.®’

in some situations regulation may be more appropriate and more effective than
economic instruments (e.g. the management of risks from hazardous waste).

economic instruments should generally be applied as close to the point of
environmental damage (market failure) as possible. When instruments are
applied more broadly, the link between behavioural change and environmental
benefits sought may be more tenuous, thereby reducing the effectiveness and
efficiency of the instrument.®?

Obstacles to using economic instruments in the management of waste include
the following:

institutions may have limited administrative and technical capacities. Some
studies contend that government agencies have little experience or expertise

in designing economic instruments.®* In addition, the skill base of firms may be
structured around technological compliance within regulatory settings, rather
than those skills needed to capitalise on the flexibility offered by economic
instruments.® Upskilling of staff may be required in both the public and private
sectors in order to provide them with the capabilities to design, implement, and
take advantage of the flexibility offered by economic instruments.®

resistance to changing the status quo can arise from misconceptions that
implementing economic instruments will bring little environmental gain and
weaken regulatory controls. Such misconceptions highlight the importance of
complementary approaches, such as providing information, and consulting to
communicate how economic instruments operate and what benefits are to be
gained from implementing them.
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Economic incentives for motivating sustainable development

The New Zealand Business Council for Sustainable Development (NZBCSD)
published a report on the role that economic incentives play in motivating
sustainable development.®® In summing up its case supporting the use of economic
incentives, the NZBCSD points out:

The great promise of incentive-based approaches is that they can help to
reconcile conflicting objectives, by making it easier to achieve all of them.
This is because, while incentive-based policies are firm about the desired
outcomes, they are flexible about how to get there.

They give affected businesses and individuals real choices about how to
respond to community goals. By doing so, they can pre-empt conflict,
stimulate innovation and creativity, and lower the total cost of meeting the
community’s goals.

Properly implemented and applied, economic incentives achieve
environmental objectives effectively and at lower cost than other
approaches. Sometimes they can make solutions possible at reasonable
cost when no other realistic solution is available.

While economic incentives have mostly been targeted at achieving
environmental objectives in an economically efficient manner, they can
also be designed to enhance social objectives. Because they facilitate least-
cost solutions, economic incentives are a key component of any business-
friendly route to sustainable development. They present a great opportunity
for a country that needs both to improve its rate of economic growth, and
achieve broader community goals at the same time.®’

2.3.1 Motivating factors

Among the things to consider when analysing options for implementing waste
policies is what attitudes towards waste motivate people’s actions. Appealing to
environmental altruism alone will limit the acceptance of waste policies to those
who are already motivated to reduce waste.% In the business sector, for example,
successful motivations would include cutting costs, increasing revenues, improving
efficiency and quality, or expanding market share.®

Our analysis leads us to conclude that, in general, businesses and individuals will
respond positively to the right incentives, especially incentives that make it easier
for them to reduce waste. Economic instruments, properly designed, can fulfil this
objective, potentially at a lower cost than regulatory methods, and faster and more
surely than voluntary programmes alone. On the one hand, imposing regulations
tends to standardise actions and stifle innovation. On the other, voluntary
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The European Union policy on end-of-life vehicles

A study of the European Union (EU) policy on end-of-life vehicles,” which
incorporates the producer responsibility principle (PRP), examined the role that
economic instruments play in implementing such a policy.”" Although the report did
not analyse whether economic instruments were superior to command and control
or other instruments, it outlined some advantages of using economic instruments
to implement the EU policy on end-of-life vehicles.

The advantages of using instruments such as free take-back or up-front disposal
fees to reduce or eliminate the cost of delivery will increase the delivery rate to
vehicle dismantlers, thus avoiding illegal dumping of end-of-life vehicles. Using
economic instruments to cover all or part of the additional costs of environmentally
safe dismantling and treatment of vehicles will encourage non-polluting and
efficient dismantling activities. Economic instruments that encourage recycling
(such as recycling subsidies or disposal charges) promote the recovery and reuse of
resources, and reduce the amount of waste going to landfill.

Possible negative side effects of economic instruments highlighted in this study
include the risk of illegal dumping due to high disposal charges. Tax on virgin
materials and recycling subsidies can give rise to subsidised markets for recycled
materials, distortions in primary material markets, and/or an oversupply of
recycled materials.

The study concluded that policies based on PRP should consider economic
instruments in conjunction with ‘enforceable’ voluntary agreements.”? The dynamic
efficiency’® of economic instruments in dealing with issues such as end-of-life
vehicles depends both on where (along the production-to-waste chain) and how (in
terms of net cost allocation) the specific incentive is introduced.

measures allow non-participant ‘free-riders’ to benefit from the actions of
motivated participants.

A study by De Young, which examined motives for environmentally responsible
behaviour, found that there is a complex range of influencing factors and that:

...the vast majority of attention has been given to only two motivations:
providing material incentives and disincentives sufficient to make the
behavior worth attending to, and focusing on the altruistic reasons for
engaging in the behavior. 7

Some of the drawbacks of relying on incentives are that they are difficult to design
and implement, they need constant review to ensure they remain effective, and
their reliability in all circumstances is uncertain. Altruism also has its drawbacks,

one of which is the lack of procedural guidelines that would be useful for measuring
its effect.

27



CHANGING BEHAVIOUR: ECONOMIC INSTRUMENTS IN THE MANAGEMENT OF WASTE

Voluntary glass levy

ACI Glass Packaging (part of the Owens lllinois Group) is New Zealand's principal
recycler of glass.” ACl recycles green, amber and clear glass.

In 2004, ACI announced its intention to reduce the price paid for glass cullet from
$92/tonne for all colours to $75/tonne for green and amber glass and $10/tonne
for clear glass.”® There were concerns that the decrease in prices paid for cullet
would reduce the viability of glass collection and recycling.”” The glass sector, a
signatory to the New Zealand Packaging Accord 2004, developed a voluntary
agreement to pay a levy on imported clear glass, to cover the difference between
the cost of collecting glass for recycling and the price paid for it by ACI.7® The levy
was intended to apply for six months, from May to October 2005, and during this
period work on finding alternative markets for cullet would be carried out. Part of
the funding from the levy was to be used for this research work.”®

By November 2005 the temporary levy had raised $1.5 million. These funds were
used to pay recyclers $65 per tonne for clear glass sent to ACI.

However, a study carried out in Otago showed that the levy had no benefit for the

community in that region.®

The study points out that, despite popular theories about single determinants

of behaviour, there are more likely to be multiple motivations impinging on
environmentally responsible behaviour. Important factors include the durability
and reliability of the behaviour change: the extent to which the change is long
term and self-maintaining without repeated intervention. Monetary incentives

can initiate environmentally responsible behaviour but sometimes fail to produce
durable behaviour change, resulting in behaviour returning to baseline levels when
reinforcement stops.

The study concluded that:

o no single motive is optimal for promoting environmentally responsible
behaviour

o no motive has universal appeal, or works under all conditions or in all situations

o no motive is likely to meet both short-term and long-term goals

o there is great diversity in the motives that people find acceptable and
empowering

o it is prudent to explore those techniques that are durable and can be applied to

a wider range of environmental problems.

Another report, prepared for Environment Waikato, examines ways to promote
positive environmental behaviours.®' It discusses a number of issues relating to
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“We need to reduce our piles of waste.”

In an article written for the New Zealand Herald, Rob Fenwick, chairman of the
New Zealand Business Council for Sustainable Development, a director of Living
Earth Ltd, and a member of the former Waste Minimisation and Management
Working Group, commented on the need to address the growing waste problem in
New Zealand.

...in many cases the economic levers are being pulled in the wrong direction to
produce the community responses which lead to significant change. ...In point of
fact, volumes of waste to landfills have increased since the introduction of the [New
Zealand Waste Strateqgy]. Strategies and voluntary targets clearly aren’t enough,
particularly when the cost of disposal is relatively cheap and the cost of recovering
resources by recycling, reuse, composting and so on is comparatively expensive. Many
who were involved in the development of the national strateqy arqued the need for
a national waste levy, an environmental charge that helps recover the true cost to
the economy and the environment of chucking stuff away. ...Provided levy funds
are ring-fenced or hypothecated for investment in recycling and resource recovery,
it will be a positive economic instrument to reduce the nation’s embarrassing waste

mountain.®?

specific types of intervention, including monetary incentives, to encourage waste
minimisation. The report recognises monetary incentives as one means of successfully
fostering waste minimisation behaviours. However, a cautionary note in the

Waikato study is the potential for some price controlling strategies to impose a
disproportionate hardship on poorer households, creating a social equity issue. For
example, a small fee per rubbish bag may have a significant economic impact on

low income households, but be insufficient incentive for higher income households
to significantly change their waste behaviours. Conversely, studies have shown that
lower income households produce less waste, so actual effects may be minimal.®

The report points out that the effectiveness of a monetary incentive policy depends on
a number of factors, including:

public awareness of the policy

the local authority’s ability to enforce the policy

° the extent to which individuals’ habituation®* or defiant reactions undermine
the policy.

Monetary incentive policies are likely to be most effective when they are combined
with complementary services that provide an alternative to waste disposal (e.qg.
convenient access to pre-paid rubbish bags or stickers combined with kerbside
recycling services).
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2.4 Key points

Waste management provides a useful case study for examining the role of economic
instruments as a policy implementation tool. It helps to illustrate the circumstances
under which economic instruments are an effective and efficient means of achieving
environmental goals and objectives.

Economic instruments have a number of significant advantages. Properly designed
and implemented, they can help to correct market failure, influence waste behaviour,
and ensure that those who generate and dispose of waste meet the actual costs of
their actions. However, they are unlikely to provide the complete solution. No single
environmental policy tool, whether market-based or otherwise, will succeed in all
circumstances. Nevertheless it is important for policy makers to consider the use of
economic instruments as part of a range of policy tools. All available tools may be
needed to help achieve the desired level of waste reduction.



CHAPTER

A review of economic instruments used by
territorial authorities for waste management

The management of waste is primarily, but not exclusively, a statutory function of
territorial authorities. They develop waste management plans and determine their
own range and levels of charges for waste collection, disposal, and recycling — the
‘end of pipe’ functions that are their responsibility.

Price-based economic instruments in the form of user charges, as discussed in

Section 2.2.1, are the most common type of economic instruments used by territorial
authorities for managing waste. These include a variety of direct and indirect charges
relating to the collection and disposal of waste, as well as recycling services. As
discussed later in Section 5.3.1, territorial authorities’ ability to apply charges or levies
is confined to those activities and services specified in the Local Government Act 1974
(LGA 1974) and Local Government Act 2002 (LGA 2002).

Territorial authorities are able to set user charges, such as kerbside collection and
landfill charges, through bylaws, for the public use of council owned or operated
waste management facilities, under section 542 of the LGA 1974. Under section 150
of the LGA 2002, territorial authorities are limited in setting charges to those that
provide reasonable cost recovery for matters for which the charge is set.

As will be discussed in Section 3.3, a number of councils have sought to implement
waste levies. These levies are applied under section 544 of the LGA 1974, which
enables the territorial authority to recover the costs of the implementation of their
waste management plan using economic incentives and disincentives. Again,
territorial authorities are limited to recovering the costs of implementing the waste
management plan.

3.1 Kerbside collection systems

A user charge ranging from $1 to $2 per bag or bin is the most common method

of funding kerbside waste collection services. In some cases, weight or volume
restrictions also apply. Some councils use a combination of direct charging (user-pays),
indirect charging (targeted rate, rates-funded, or levies), and differential pricing to
cover the cost of waste collection, disposal, and recycling. Examples follow:

o Wellington City Council charges $1.85 per bag, and the city’s kerbside
collection of recyclable materials is funded by a landfill levy.
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. Auckland City Council funds its waste services through a targeted rate of $129
per household per year which funds the provision of wheelie bins for waste
collection. In recent years the Auckland City Council reduced the size of its
wheelie bins from 240 to 120 litres.

. Mackenzie District Council introduced a differential pricing system in order to
encourage sorting of waste by households, to reduce the amount of waste to
landfill. Approved rubbish bags for kerbside collection cost $1 for a black bag
for mixed rubbish, 50c for a green bag for compostable materials, and 25c¢ for
a clear bag for clean, sorted recyclables.®

3.2 Landfill disposal charges

Landfill disposal charges vary quite significantly throughout the country. This is to be
expected given the differences in land prices and other factors affecting the cost of
landfilling waste.®® Figure 1 shows that the price per tonne of waste disposed of in
landfills ranges from $21 (Taumarunui) to $196 (Kawerau).®” Additional landfill levies
may be imposed on particular types of waste to discourage disposal of materials that
can be recycled, to deal with hazardous waste that requires special attention, or to
help fund particular waste minimisation initiatives.

Landfill charges are not necessarily effective as a means of changing waste
behaviours. A previous PCE report noted that, in the early 1990s, many councils
charged solely on the basis of landfill operating costs, which underestimated the real
costs of landfill disposal, including the long-term management of the site.® With
the introduction of landfill full cost accounting,® and the NZWS targets for full cost
recovery,? local authorities have been encouraged to develop waste disposal pricing
policies that, as far as possible, reflect the full cost of disposal. This enables councils
to raise revenue to recover such costs. Despite this, the cost of disposing of waste to
landfill remains relatively low, and so it provides little incentive to divert waste from
landfill or to minimise waste at source.

3.3  Waste licensing and levies

In two parts of New Zealand — Christchurch City and the three Councils in North
West Auckland (Waitakere City, North Shore City and Rodney District) — councils have
implemented bylaws that either imposed a waste levy or enabled the councils to
impose a waste levy under section 544 of the LGA 1974.

The Auckland Councils’ bylaws and one of the Christchurch City Council bylaws were
the subject of a legal challenge in the High Court in February 2006 (see Sections 3.3.2
and 3.3.3).°" The High Court quashed the parts of the bylaws that imposed waste
levies, after finding that the waste levies, in the form implemented or proposed by the
Councils, were not authorised by the LGA 1974 or the LGA 2002.
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Figure 1: Examples of landfill charges per tonne (March 2006)
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33



34

CHANGING BEHAVIOUR: ECONOMIC INSTRUMENTS IN THE MANAGEMENT OF WASTE

3.3.1 Christchurch City Council’s Cleanfill Licensing Bylaw 2004

The first economic instrument to be applied under section 544 of the LGA 1974
was the Christchurch City Council Cleanfill Licensing levy. The levy was applied
under the Cleanfill Licensing Bylaw, which came into force on 1 March 2004. One
of the purposes of the Cleanfill Licensing Bylaw was to better manage cleanfill

sites in Christchurch.®? Cleanfill is defined in the Bylaw as “material that does not
undergo any physical, chemical or biological transformations that will cause adverse
environmental effects or health effects once placed on or in a disposal area”.

With the opening of the landfill at Kate Valley (which takes all of Christchurch City's
waste to be disposed of at landfill) and an increase in waste disposal charges, the
Council was concerned that people would attempt to dispose of non-cleanfill material
at cleanfill sites.®® The Council also viewed construction and demolition waste as able
to be recovered for re-use or recycling or for other beneficial purposes.®

The bylaw provides that any land used for the disposal of cleanfill requires a licence,
and that disposal of cleanfill be carried out in accordance with the licence conditions.
A fee of $50 for the licence is payable by the cleanfill operator. The bylaw provides for
a maximum fine of $20,000 and/or suspension of the licence for breach of the bylaw.

The bylaw imposes differentiated waste minimisation levies in respect of materials
disposed at the cleanfill. The levy for construction and demolition materials disposed
of is $9 plus GST per cubic metre. There is currently no levy on natural hardfill or cover
material. Volume is measured by the truckload, and if there is a mix of levied and non-
levied material the higher levy fee applies.

The expected annual income from the levy is $1 million, which is invested in the
Council's waste minimisation fund.® There have been several effects of the Cleanfill
Licensing Bylaw. A number of poorly performing cleanfill sites have closed, and
there has been increased recycling of materials at cleanfill sites.®® It is estimated that
after one year of operation, there has been a 10 percent reduction in material going
to cleanfill.*”

3.3.2 Christchurch City Council’s Licensed Waste Handling
Facilities Bylaw 2005

The Licensed Waste Handling Facilities Bylaw came into effect on 1 June 2005. As
with the Cleanfill Bylaw, this bylaw was prompted by the opening of the Kate Valley
landfill. The Council sought to minimise the amount of waste that was going to
landfill.%® To do this, the Council passed a bylaw licensing waste handling facilities to
ensure that all Christchurch City waste that is to be disposed of at landfill is sorted to
agreed standards before disposal. Under the bylaw the Council can impose handling
requirements on the waste to ensure that only waste that cannot otherwise be
diverted will go to landfill.
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The bylaw also imposed a waste minimisation levy on every tonne of waste
transported from the licensee’s waste handling facility to landfill. Christchurch City
Council's general waste disposal charge of $125 per tonne included a $10 levy, of
which $8 funded waste minimisation initiatives and $2 went toward the work of
Terranova.®® The levy did not apply to materials that were extracted from the waste
stream and then recycled or reused.

As noted above, this levy was quashed by the High Court and is no longer applied.

3.3.3 Rodney District Council, North Shore City Council and
Waitakere City Council waste bylaw

The three Councils in North West Auckland decided to pursue a cooperative approach
to waste policy work, including regulatory functions and waste management plans.'®
As part of this process, the Councils identified a lack of reliable data on the waste
stream in their areas, which made it difficult to monitor whether they were meeting
their waste minimisation targets.'"!

All three Councils contract out most elements of waste management in their
districts, that is, collection, transportation, and disposal services.'® The landfill sites
in the region are all privately operated and the operators are reluctant to pass on
information to the Councils on details of the quantities of waste being disposed of at
each site, for commercial reasons (see also Section 5.5).

The Councils also identified that they needed further funding to implement their
waste minimisation strategies.’® As a result the three Councils decided to consider
implementing a bylaw to:

...provide both for a licensing regime to requlate waste collection and
disposal and collect associated data, and potentially a waste levy to
fund waste minimisation activities on the basis of targeted behaviour
change.!®*

Councils in the Auckland area had faced challenges in the past from members of the
waste industry, to the licensing of refuse collectors and the introduction of waste
levies, on the basis that they breached the Commerce Act and the LGA 1974.7% In
order to prevent a Commerce Act challenge from the waste industry for the proposed
licensing and levies, North Shore City Council, Waitakere City Council, and Rodney
District Council proposed a remit at the Local Government New Zealand (LGNZ)
conference in 2004 that:

...Local Government New Zealand...request a ruling from the Commerce
Commission that exempts local levies and associated legislation from
restrictive trade violations. Including amendment to section 544 of the
Local Government Act..."%
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The proposed amendment to the LGA 1974 would specifically enable territorial
authorities to impose waste levies based on refuse types, or on licensed operators of
waste facilities and refuse collectors.

Our understanding is that a ruling from the Commerce Commission has not been
obtained. In 2005, LGNZ put forward a request for an amendment to section

544 of the LGA 1974 to the Minister of Local Government. This amendment is

being considered by the Department of Internal Affairs for inclusion into a Local
Government omnibus bill, which was intended to be introduced at the end of 2005.%7

The three Councils proceeded with the waste bylaw and it came into effect on

1 August 2005. The bylaw requires businesses and individuals involved in waste
collection, transportation, and disposal to obtain a licence. As part of the licence
conditions, licensees must provide waste data to the Council. The licence also
provided that the Council could impose a waste levy on the licensee. The levy was to
be based on the amount of waste collected, removed or transported for disposal. The
purpose of the waste levy was twofold: to generate funds for waste minimisation and
to encourage waste behaviour change.'® Prior to the High Court case the Councils
were unable to set a waste levy as they had inadequate waste data, therefore the
form of the levy and the costs were to be determined at a later date.’®

As noted above, the High Court quashed the part of the bylaws enabling the
imposition of waste levies.

3.4 Key points

Territorial authorities’ role in managing waste and their ability to recover the costs

of providing waste management facilities is provided for in the LGA 1974, the LGA
2002, and the Local Government (Rating) Act 2002. Currently, territorial authorities
make use of economic instruments in the form of user charges on waste collection
and disposal. A limited number of councils have sought to introduce or apply waste
levies, but these have been quashed in a recent High Court decision on the basis that
they were not authorised by the LGA 1974 or the LGA 2002.

As both user charges and waste levies apply to waste disposal or recycling, the

scope for such economic instruments on their own to influence waste behaviour and
minimise waste is limited. They will have little influence on those who generate waste
in the first place but who do not face the charges for waste services (such as the
packaging industry).
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Developments in central government waste
policy since 2000

4.1 Introduction

Central government’s role in the management of waste includes developing
nationwide guidelines and policies such as the New Zealand Waste Strategy
(NZWS). Central government also has responsibility for dealing with issues that
have international significance, such as the Basel Convention on the Transboundary
Movement of Hazardous Wastes.

This section summarises some of the key developments in New Zealand’s waste policy,
with particular regard to efforts to analyse economic instruments as a policy tool since
2000. It indicates the shifts that have occurred in policy priorities leading up to and
since the development of the NZWS.

4.2 The New Zealand Waste Strategy

In May 2000 central and local government agreed to work together to consider

ways to minimise waste and improve its management.'™® A Working Group on Waste
Minimisation and Management was established to advise on the content of a waste
strategy. Initial advice was provided in December 2000, and wide public consultation
on that advice was undertaken in 2001.""" The Working Group provided final advice in
August 2001 and this advice was incorporated into the development of the NZWS."?

The NZWS was published in March 2002. It is a non-binding policy document, which
sets out a range of objectives and targets but has no legal status (that is, there is

no legal sanction for failure to meet the objectives and targets). Developed jointly

by LGNZ and MfE, it represents a combined central and local government waste
management policy, the goals of which:

...areconsistent with the Government’s sustainable development objectives
and it is explicitly linked to the National Energy Efficiency and Conservation
Strategy and to the Government’s climate change policies.""?
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The focus of the NZWS is to minimise waste and improve waste management. It
states that:

Reducing our waste and managing it better is vital to New Zealand'’s long-
term environmental, social and economic well-being. It is a cornerstone
of government’s commitment to sustainable development, while local
government plays a crucial part in planning for and achieving the
reduction.”*

The NZWS has three core goals:

] lowering the social costs and risks of waste,

o reducing the damage to the environment from waste generation and disposal;
and

o increasing economic benefit by more efficient use of materials.""

4.2.1 National targets

The NZWS sets national targets for each of three priority areas — waste minimisation,
hazardous waste, and waste disposal. At the time that the NZWS was developed, data
on waste was poor, and this is still the case (see Section 5.5). The NZWS stated that
MfE’s Environmental Reporting Programme would address this problem and produce
waste indicators."® The NZWS states:

In the meantime, strategy targets have been set according to available
information and should be considered goal statements rather than
mandatory requirements. They will be reviewed in 2003 with the
expectation of confirming national targets for key waste streams."

The first review of the NZWS targets by MfE in 2003 concluded that there should be
no change made to the targets in the Strategy at that time, although the Ministry
acknowledged that some targets were unlikely to be achieved nationally.''®

4.2.2 Policies

The implementation of the NZWS is based around five core policies:

J a sound legislative basis for waste minimisation and management
o efficient pricing

J high environmental standards

o adequate and accessible information

o efficient use of materials."®
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It also states that central and local government will use a range of supporting policies
and methods in its implementation. These include:

o financial encouragement of innovation

o government leadership programmes

o economic instruments (other than pricing), such as levies
o extended producer responsibility

o voluntary agreements with industry.'2°

4.2.3 Programmes

The NZWS sets out four programmes to enable central and local government to put
the policies into practice. These programmes then set out key actions with timeframes
for their achievement:

Each programme is essential to the strateqy’s medium and long-term
targets. No single programme will, on its own, achieve a significant
reduction in waste.'’

The four programmes are:

. institutions and legislation

o waste reduction and materials efficiency
. information and communication

o performance standards and guidelines.

4.3 The New Zealand Waste Strategy and economic
instruments

Central government has an important role in developing national level policy. Central
government can also introduce economic instruments, such as environmental taxes
and product charges that are more cost-effective and more efficiently applied at the
national rather than local government level.'22

The consideration of economic instruments to manage waste is clearly envisaged in
the NZWS. It states that “Waste levy options and other economic incentives will be
considered during strategy implementation”.'??

One of the three objectives of the waste reduction and materials efficiency
programme is to “...develop and implement economic incentives to change
wasteful behaviour”.'?*
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In detailing the key actions to be carried out under this programme, the NZWS states
that work on economic instruments was to be undertaken by MfE and the Ministry of
Economic Development, with the scope and terms of reference for work on economic
instruments to be carried out in 2003, and work undertaken on economic instruments
in 2003/2004.1% The NZWS also points out that waste levy options at national and
local levels and on specific wastes would be carried out in 2003, with a report to
government being produced in 2003.12¢

While we have not set out to do a detailed audit of the NZWS, our attention was
drawn to the above undertakings because they referred specifically to work on
economic instruments. One of the main objectives of our enquiries, therefore, was
to ascertain what progress had been made to complete the work on economic
instruments signalled in the NZWS.

4.3.1 Progress towards completion of the key actions in
relation to the use of economic instruments

In September 2005 the Commissioner put a number of written questions to MfE to
ascertain what analysis, if any, it had undertaken on the use of economic instruments
in the management of waste (see Appendix D). In relation to the consideration of
national level economic instruments to deal with waste, the Ministry advised us that:

Prior to the preparation of the New Zealand Waste Strateqy, the Ministry
gave some preliminary consideration to the use of economic instruments
to achieve waste minimisation objectives.'?’

This referred to a report on a landfill levy that MfE had commissioned in 2000 from
the New Zealand Institute of Economic Research (NZIER).1%8

The Ministry then undertook its own analysis of a waste levy in 2002 and prepared a
draft discussion paper:

...a number of reports were commissioned to examine the range of local
and national economic instruments utilised offshore to manage waste.
Such instruments were considered and discussed in the draft discussion
paper “A Waste Levy for New Zealand? A discussion document exploring
the issues (December 2002)". The primary focus of that document was a
national waste levy.'?°

This draft discussion paper and the earlier report of the NZIER were not released for
public comment, nor do they appear on MfE's website. The Ministry’s response to us
went on to say:

The Ministry has not taken a view for or against the application of waste
levies of any sort, at the local or national level. As noted above, our
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work programme on waste levies was terminated in 2002. We have not
researched possible levy options in any further detail since that time."°

In 2002 MfE commissioned another report looking at the legislation used for a variety
of waste management policy tools adopted by a number of other countries.”' This
document is available on the Ministry’s website.’? In that same year the Ministry
prepared a report reviewing policy tools for waste minimisation and management in
New Zealand.™? This too is available on the Ministry’s website.'34

In response to a question about guidance that MfE had provided to local government
on the use of economic instruments to manage waste, the Ministry stated:

MTfE works alongside local government to assist the sector in the
management and minimisation of waste volumes and their disposal. In
line with the NZWS, central government has always promoted full cost-
accounting for landfills (@ form of economic instrument) in its dealings
with local government, and has provided numerous quidelines, technical
standards and tools to this end.'®

MfE published its full cost accounting guide for landfills in March 2002.'% This was
published to provide guidance to territorial authorities on developing waste disposal
pricing that reflects the full cost of disposal.

The above responses clearly show that since December 2002 MfE had given little

or no further active consideration to, or facilitated discussion on, the merits or
otherwise of the use of economic instruments for managing waste. Only a waste levy
was considered, and even that work was terminated, removing any opportunity for
stakeholders to comment on the idea.

The Ministry stated in their response to us:

There was little justification, beyond revenue-raising, for a new non-
specific tax, especially as “recycling” of the revenue generated back into
waste minimisation activities (hypothecation) was rejected by Treasury.

We understand that Treasury’s concern related to their views on tied taxes (see
Appendix E). Treasury’s preference is not to link revenue raised directly to spending
initiatives, but instead judge the amount spent on any initiative based on its value

for money and consideration alongside other programmes. The merits of a levy for
encouraging behaviour change was not explicitly addressed in Treasury's comments
except to say that “levies that are used to fund specific initiatives (where behaviour
change is not required) are generally more feasible where the contributor has direct
say or influence over how those funds are used”."*” There was no further analysis of a
waste levy or any other type of economic instrument as a behaviour-changing exercise
rather than a revenue-raising one.

41
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The 2001 Tax Review

MfE’s decision to halt any further work on a national waste levy was also influenced
by the findings of the 2001 Tax Review.'® This review briefly addressed the topic

of eco-taxation at a broad level (see box). The Tax Review Committee concluded
that with the exception of a national carbon tax, it did not consider that any other
ecological taxes were appropriate at a national level.'*® The review did, however,
state that:

Where...environmental concerns are highly localised, as they currently
appear to be in New Zealand, measures such as carefully designed eco-
charges applied at the local level represent potentially sound policy.'*°

Eco-taxation

A review of New Zealand’s tax system in 2001 devoted a chapter to ‘eco-
taxation’."! The report established an arbitrary distinction between eco-taxes,
defined as “taxes levied through the national tax system”, and eco-charges which it
described as “local authority usage fees, such as those levied on water supply and
waste disposal”.'#? The review outlined three conditions that favour the use of
eco-taxes at a national level to reduce adverse environmental impacts to their
optimal level:

e the external impact of the adverse activity or use (however each unit is measured)
should be uniformly distributed and the impact of each unit should be the same,

e the adverse activity or use must be measurable to be able to apply the tax, and

e the marginal net damage of the activity must also be measurable to be able to set
the level of the tax.'®

Apart from the case of carbon taxation,’** and on the basis of the submissions
it received, the review was unable to identify cases where new eco-taxes at the
national level met the above criteria and could be considered an effective means of

addressing environmental concerns facing New Zealand.

In our view, producers of excess packaging and importers of end-of-life products
should, through national taxation, bear the environmental costs they impose. Used
tyres are one example of end-of-life products imported into New Zealand and which
soon become a problem waste (i.e. waste that cannot be recycled or poses disposal
problems). End-of-life products such as imported used tyres are cheap but offer only
short-term benefits to the consumer. They soon create long-term environmental costs.
In the absence of a product tax on such goods, local authorities carry the costs of
providing disposal services for such ‘soon-to-be’ waste.
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We believe that a product tax that acts as a disincentive to create waste would be
more appropriately and efficiently levied at the national rather than local level. Such
a tax is levied on the input (i.e. product charges)'® rather than the output (i.e. waste
charges). In this case:

o the external impact is uniformly distributed and the impact of each unit is the
same (widespread distribution of products requiring disposal)

o the adverse impact is measurable (e.g. by volume or weight of products
requiring disposal)

o the marginal net damage is also measurable (e.g. unit cost of disposal of
products that cannot be recycled), enabling the level of tax to be set.

Excess packaging and imported end-of-life products are examples of activities and
uses the impacts of which are less efficiently and effectively managed by eco-charges
at the local authority level.

The Tax Review Committee’s conclusions in relation to eco-taxation have been the
subject of criticism.#® Scrimgeour and Piddington point out that:

...the consideration of environmental taxation by the Tax Review
Committee is unsatisfactory. Further analysis is required which considers
the performance of environmental taxation against other instruments
used to achieve government goals.'’

The paper by Scrimgeour and Piddington questions a number of the assumptions
that the tax review took in relation to environmental taxation. For example they note
that the tax review sets a high standard for the application of any environment tax,
and that this requirement is not always met in relation to regulations or other policy
tools.™® The paper sets out information relating to environmental taxation that the
authors consider should form the basis for further research into the application of
environmental taxation.'®

A shift in focus

Since MfE discontinued further work on a waste levy in 2002, it appears to

have taken a narrower perspective on waste policy, favouring the promotion of
voluntary programmes and product stewardship (also known as extended producer
responsibility). In its response to our questions MfE stated:

It should be noted that in terms of managing ‘special wastes’ (such as used
oil, tyres and other end-of-life wastes which are difficult to dispose of) the
Ministry has pursued alternative policy tools to improve management. For
example, in partnership with industry, we have supported a range of very
effective voluntary programmes to deliver improvements in the handling
and management of special wastes, and have also worked to develop a
national product stewardship policy...
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While it is helpful to have such voluntary programmes in place, there is no clear
evidence showing how effective they are in reducing waste. Neither has there been
any further consideration given to enhancing or accelerating the effectiveness of
voluntary measures, as well as their appeal to a wider range of industry, by the
simultaneous introduction of economic incentives to minimise waste. For example,
the right incentives could motivate manufacturers to incorporate design features and
materials into their products so that waste is avoided or hazards reduced, or ensure
that the materials are able to be recovered, reused, recycled, and so on.

In its report to the OECD in 2005 MfE advised that the Government’s work
programme to reduce waste generation and maximise reuse, recycling, and recovery
of waste was reprioritised following the publication of the NZWS."*° The Ministry
states that:

One consequence of this was to redirect the Ministry’s work programmes
away from its earlier focus on the possible application of a waste tax
towards the development of a wider suite of tools to reduce waste
generation and enhance recovery and reuse.™"

In our view, excluding the consideration of economic instruments during the
development of waste policy does not constitute a shift to using a “wider suite of
tools”. On the contrary, the Ministry’s redirection of its work programmes appears
to have narrowed the range of tools that could contribute to better environmental
outcomes.

4.4 Action following the High Court decision on local
waste levies

As outlined in Section 3.3, the High Court held that the waste minimisation levy
applied by Christchurch City Council and the waste levies proposed by the three
Auckland Councils were not authorised under the LGA 1974 and LGA 2002."2 It has
subsequently come to our attention that MfE has undertaken to explore the possibility
of a national waste levy instead.

In late 2005, just before this PCE report was completed, the Ministry commissioned

a report entitled Issues associated with a levy on solid waste — a review of positions
and possibilities.” This report is not government policy, but is the product of a round
of consultation with some key stakeholders on the issue of a waste levy and how it
should be applied.

At the time of publication, we understand that MfE is in the process of analysing the
options for a national waste levy.
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4.5 Key points

While some initial work on economic instruments was carried out in the period
2000-2002, the key actions set out in the NZWS in relation to economic instruments
remains incomplete. The focus of MfE’s limited analysis so far has been solely on a
national waste levy, rather than a range of economic instruments, including those
that provide incentives for efficient resource use and waste minimisation at source. It
appears that MfE’s decision in 2002 to discontinue work on a waste levy has resulted
not in the development of a wider suite of tools, but rather in the use of a narrower
range, with no apparent consideration of economic instruments at all since 2002.

However, councils’ and industry’s concerns about local waste levies have prompted
some further work on a national waste levy by MfE. The outcome of this work
remains to be seen.
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Barriers to the use of economic instruments to
manage waste in New Zealand

5.1 Introduction

The purpose of this chapter is to discuss some of the significant actual or potential
barriers to the use of economic instruments to manage waste that currently exist in
New Zealand. These barriers include central government policy, legislative barriers,
and information barriers due to the lack of adequate data on waste streams.

5.2 Central government policy

Central government policy on the use of economic instruments for waste
management is currently unclear. The Ministry for the Environment has advised us
that it:

...remains ready to explore all low-cost, high-return options to reduce the
generation of waste and minimise waste to landfill, including best practice
quidance, voluntary programmes, central-local government partnerships
and economic instruments.'>*

In its report to the OECD in 2005 the Ministry stated:

While economic incentives are potentially an important element in
changing wasteful behaviour, central government policy over the past
decade recognises that other tools and work programmes can also
contribute significantly to this objective.'>

MfE informed us that neither economic instruments nor regulation will be
introduced by the Ministry to manage waste unless industry wants these policy
tools to be used.™®

This approach is a clear departure from previous views MfE held on the types of
policy tools required to address the waste problem and implement the NZWS. As
outlined in Chapter 4, up until the end of 2002 the Ministry was clearly considering
a broad range of policy tools to implement the NZWS, including the use of economic
instruments.’™” In determining which policy tools were to be applied, the Ministry
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stated that the programmes in the NZWS were designed to consider the range of
policy tools available and the programme elements were designed to:

e ...provide for a combination of both immediate action and long-term
solutions;

e work with government, business and communities to establish long-
term solutions and alternatives to waste generation;

e ensure that instrument design is a transparent process and that the
community is engaged in the process.'®

The selection of policy tools has not been a transparent process: neither the NZIER
technical report (on a landfill levy)™ nor the waste levy discussion document'®® were
released for stakeholder comment, as outlined in Section 4.3.1. Furthermore, the
decision to stop working on a waste levy was not publicly announced.

The NZWS, which is the outcome of a public consultation process, recognised that a
variety of policy tools would be necessary to tackle the waste problem. It set out key
actions to enable these policy tools to be used. It appears that MfE has chosen instead
to rely on a limited number of policy tools to implement the Strategy.

The reasons for discontinuing any further analysis of economic instruments remain
unclear. In response to a question from the Commissioner about which, if any, key
actions (in the NZWS) have been abandoned or postponed, and why, the Ministry
responded:

...the Ministry has not abandoned or postponed any NZWS targets. In
recognition of the division of ownership and tasks within the Strategy
across the breadth of actors in the waste arena, we accept that some
targets may not be met on time, or in full. This also reflects that the world
has moved on since 2002, and that improvement in waste management
in New Zealand is achieved through a raft of different actions and
programmes.

While the NZWS clearly envisaged the use of economic instruments to manage waste,
and set out key actions to enable this to occur, MfE appears to have decided not to
complete these key actions. The only economic instrument that was considered in any
depth was a national waste levy, but even that was not pursued. The Ministry prefers
to use voluntary agreements with industry, partnerships, and best-practice guidance
in preference to any other type of policy tool (or combination of tools) such as
regulation, economic instruments, or both. There are risks attached to this approach
including poor compliance or non-compliance with voluntary agreements, and
"free-riders’.
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5.3 Legislative barriers

5.3.1 Overview of legislative barriers

This section provides an overview of the current legislative barriers to the use of
economic instruments to manage waste by either central government or local
government. More details of the legislative barriers are in Appendix F.

There are four statutes which potentially enable either central government or local
government to use economic instruments to manage waste:

o the Hazardous Substances and New Organisms Act 1996 (HSNO)
J the Local Government Act 1974

J the Local Government Act 2002

o the Local Government (Rating) Act 2002.

Responsibility for waste management and waste minimisation is largely devolved
to territorial authorities. There is no specific power for central government to use
economic instruments to manage waste generally. Central government is able to
use economic instruments to manage waste ‘hazardous substances’ and waste
‘substances’ under HSNO.

Territorial authorities can use economic instruments to manage waste under the
LGA 1974 and LGA 2002, but only in a limited way. The economic instruments that
territorial authorities can use apply only to waste disposal or diversion — they cannot
be used directly to prevent the waste being created in the first place. They apply
only within the district’s boundaries, which can create perverse incentives for the
management of waste e.g. encouraging ‘waste flight' to another district.

Waste flight may occur where neighbouring territorial authorities have different
economic instruments, with one having higher charges than another (see Figure 1 in

Section 3.2), and people or businesses choose to dispose of waste in the district with
the lower charges. One of the problems with waste flight is that the waste produced

in one district is disposed of in another, and the district where the waste is created
loses the benefit of the economic instrument (both the behaviour change and the
revenue of the economic instrument). The other district has to deal with the costs
of disposing of waste generated elsewhere. Where the district with the lower waste
charges has landfills with lower environmental standards, this may lead to greater
adverse environmental effects from the disposal of the waste.

In practice, the difference in waste charges would need to be significant for waste
flight over large distances to occur.
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Regional councils can only create economic instruments to manage waste in the form
of rates, using their powers under the Local Government (Rating) Act to manage
hazardous waste and discharges of waste to air or water. Regional councils are
mainly involved in managing the effects of waste hazardous substances when they
are discharged to the environment, and this derives from their functions under the
Resource Management Act 1991 (RMA).™®

The main problem with the current legislation is that it does not enable the
development of economic instruments to prevent waste being created and to
promote efficient resource use. There is no provision for economic instruments, such
as a product tax or container deposit scheme, to be applied at an early stage in the
product life cycle. The types of economic instruments that are able to be applied at an
early stage in the product’s life cycle are most efficiently and effectively applied on a
national basis, that is, by central government. There are some voluntary schemes that
have been established by industry to deal with certain aspects of waste (for example,
the Packaging Accord [see Appendix B] and the voluntary levy on ozone-depleting
substances [see box]), but there are no broad-based, comprehensive schemes.

Voluntary ozone-depleting substances levy

New Zealand is a party to the Montreal Protocol on substances that deplete the
ozone layer. New Zealand’s obligations under the Protocol are given effect to in the
Ozone Layer Protection Act 1996. This Act places restrictions on the importation,
use, and manufacture of a range of ozone-depleting substances or goods made
from those substances.'®?

In 1993 a trust called Recovery was formed by the New Zealand Institute of
Refrigeration, Heating and Air Conditioning Engineers to “arrange for a fund
to cover the costs incurred in the collection and storage and disposal in an
environmentally acceptable way of CFCs and HCFCs and mixes containing them
which have been used in the refrigeration and airconditioning industries. "3

The trust is funded by a levy on bulk imports of ozone-depleting refrigerants, paid
on every kilogramme when purchased from wholesalers in New Zealand. The

levy funds are then used by Recovery to pay for the collection and destruction of
unwanted refrigerants.'®

The phase-out period for the importation of ozone-depleting substances concludes
in 2015, and the levy will therefore cease to be payable after that date. Recovery
estimates that about 80 percent of ozone-depleting substances imported into New

Zealand are sold through wholesalers who apply the levy.'¢>
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Economic instruments can be more effective where they are supported by legislation.
Mandatory economic instruments can deal with issues such as ‘free-riders’,
enforcement and sanctions for non-compliance. As discussed in Appendix C, industry
will tend to establish targets that meet their interests, which are not necessarily the
same as those of society as a whole.

Local government’s powers to use economic instruments to manage waste derive
from the LGA 1974, the LGA 2002, and the Local Government (Rating) Act 2002.
Any economic instruments used by local authorities to manage waste must be
permitted by that legislation.’®® There is also a constitutional principle that statutory
authorisation is required to impose any tax or charge.'®” Therefore, if a territorial
authority or regional council is seeking to use an economic instrument that may be
treated in law as a tax, it must be authorised by statute.'® Whether any particular
economic instrument is treated in law as a tax will depend on the way it is designed.
The courts have held that “A tax is ‘a compulsory exaction of money by a public
authority for public purposes, enforceable by law and is not payment for services
rendered’."” 169

Legislative barriers to the use of economic instruments for waste management are
discussed further in Appendix F.

5.3.2 The New Zealand Waste Strategy and current waste
legislation

The NZWS acknowledges that, unlike a number of other OECD countries, New
Zealand does not have comprehensive waste minimisation and management
legislation.’”? It further states:

Analysis of the waste minimisation and management provisions in
these countries indicates that legislation is required to support programmes
and targets.'”!

The Strategy states that the current New Zealand waste legislation (that is, the LGA,
RMA, HSNO, Health Act, and Building Act) “...can only be a partial basis for achieving
the strategy’s goals.” 72

One of the key actions to be carried out under the institutions and legislation
programme of the NZWS was a review of the current New Zealand legislative
framework controlling waste. The Strategy provided that this review was to be carried
out by the Ministry for the Environment with local government and other government
agencies in 2002, with a report to be presented in January 2003.

The review of institutional and legislative provisions has not been undertaken. The
Ministry advised us:

A review of the institutional provisions across central government was not
pursued, however, given a preference to focus on developing or amending
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legislation as and when the need arises. Legislation continues to evolve in
this way.'”

However, in advice given to the OECD team during its visit in 2005 to assess New
Zealand's environmental performance, MfE stated:

During the development of the New Zealand Waste Strategy, there were
some requests by interested parties for legislative changes to help minimise
and better manage waste. Inclusion of a specific objective in the strateqy
relating to institutional and legislative arrangements was intended to
provide an opportunity to critically assess whether the policy direction
articulated in the strategy was well supported by the existing legislative
and institutional framework.

After the development of the New Zealand Waste Strategy, officials
undertook a comprehensive analysis of the existing legislative base. The
exercise identified some ‘gaps’ in the legislation relating to the management
of contaminated sites, hazardous wastes and waste minimisation... All
of the issues identified in the ‘gaps’ analysis have either already been
addressed since that time, or are under active consideration.'”

We consider that the current legislation is a barrier to the implementation of
economic instruments especially at a national level, and therefore a review of the
legislative provisions is required. The recent High Court challenge to some councils’
waste bylaws highlights the uncertainty at the territorial authority level. A legislative
review was clearly envisaged by the NZWS, and there is no evidence that such a
comprehensive review has been undertaken.'”® As is discussed in Chapter 4, the
achievement of the targets in the NZWS is predicated upon the completion of the key
actions. It is unclear how these targets will be met if key actions are not completed.

5.3.3 Do economic instruments have to be supported by
legislation?

It appears that MfE considers that economic instruments do not need to be supported
or imposed by legislation:

...the Ministry does not believe there is an automatic linkage between
legislation and the introduction of economic instruments. The present
voluntary levy on glass is one example of an existing economic instrument
developed in the absence of compliance or legislative drivers.'’®

While economic instruments may be voluntarily agreed to by industry, as has occurred
with the voluntary glass levy, it is unclear how durable this approach is likely to be
in the long term. Economic instruments applied without the support of legislation
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could only be imposed on those parties who agreed to it. So if, for example, large
waste producers refused to agree, a segment of the market would be left with higher
costs than others and thus be less competitive. Imposing economic instruments

by legislation avoids the ‘free-riders’ situation and provides greater certainty and
effectiveness, as well as generally providing effective mechanisms for enforcement.

5.4 Limitations on territorial authorities’ ability to
develop and implement economic instruments

Territorial authorities are responsible for a wide range of matters, particularly under
the RMA and the Local Government Acts 1974 and 2002, and continuing devolution
of functions from central government is adding to this burden. Territorial authorities in
New Zealand vary in size and rating base. This variation directly affects the capability
of some territorial authorities to adequately carry out their functions.

As outlined in Chapter 2, economic instruments can be relatively complex policy

tools to design and implement. Not all territorial authorities will have the resources
available to undertake the analysis necessary, and given the uncertainty of the LGA
1974 provisions, external advice may also be required. For some smaller and less well-
resourced territorial authorities, the level and cost of policy and legal advice may be
prohibitive. Designing and implementing an economic instrument such as a waste levy
may be a major challenge, and hence a low priority.

Apart from the common use of instruments such as user charges for kerbside
collection and landfill disposal, only one territorial authority — Christchurch City
Council — has introduced waste levies under section 544 of the LGA 1974 (see Section
3.3). North Shore City Council, Rodney District Council, and Waitakere City Council
were intending to introduce a waste levy in 2006. However, the Auckland waste
levies and one of the Christchurch waste levies were quashed by the High Court. The
High Court decision is likely to deter other councils from seeking to apply economic
instruments in the form of waste levies.

There is currently no detailed advice available for territorial authorities as to how to
develop and apply economic instruments to manage waste. Apart from the guidance
on landfill full cost accounting, there has been no advice from central government
or LGNZ on the design and implementation of economic instruments for managing
waste. Nor has there been any detailed advice available on the scope of territorial
authorities’ powers under the LGA 1974 to impose economic instruments.

As territorial authorities are likely to have similar issues in relation to the design and
application of economic instruments to manage waste, it would seem appropriate to
provide some generic advice for them on the technical and legal issues involved.
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5.5 Information barriers

To successfully design and implement economic instruments, good waste data is
required. In New Zealand the availability of national waste data is inadequate.’”’ In
1997, MfE's National Waste Data Report highlighted the poor data, but no attempt
has been made to update such a report.'”® Adequate national waste data is also
required in order to evaluate whether the waste management policies pursued by
central and local government have been successful, and to determine whether the
targets set in the NZWS have been achieved.

The NZWS stated:

Good national information about waste is not readily available. Local
information varies in quality — some districts and regions have sound,
reqularly updated information, but others have little idea of the size
or composition of their waste streams. The information we do have is
mainly about how much waste we dispose of, rather than how much
we generate.'”®

The NZWS set out key actions to improve waste data, which included:

o MfE, local government, and industry undertaking an update of the National
Waste Data Report in 2002

o MfE determining gaps in information requirements and methods of filling those
gaps in 2002/2003

o MfE and local government together developing indicators for waste generation
in 2003/2004.

MfE has pursued a number of initiatives since 1992, with the aim of improving the
collection and aggregation of waste data. The Ministry states that:

While these reports and underlying policies have resulted in improvements
in data collection and/or provided a snapshot of waste disposal, or
composition in time, they have not succeeded in producing an integrated
and ongoing system for generating and collecting waste data.'®°

The Ministry undertook a waste data pilot project in 2003 with local authorities in the
Waikato and Bay of Plenty regions. The project’s aim was to improve the sharing of
waste disposal and diversion data.'' There is no mention of this work having been
extended to improve data collection at the national level.

Some territorial authorities in New Zealand have very good waste stream data, while
others do not. It depends partly on the extent to which the territorial authority has
contracted out its waste management functions. Some territorial authorities have
contracted out collection of household and commercial waste and recycling. In some
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districts landfills and cleanfills are also operated by the private sector. Where these
services are provided by the private sector, operators may regard the waste data they
collect as commercially confidential, and thus be reluctant or refuse to provide it to
territorial authorities. Part of this problem may also be the way the collection contracts
between the territorial authorities and waste collection companies have been drafted.
We understand that MfE is currently in the process of developing advice on best
practice for contracts, for use by local government.'®?

As an example, up until July 2005 the Christchurch City Council owned the landfills
and transfer stations in the city and so had good records of the amount of waste
going to landfill and to recycling. However, cleanfills were operated by the private
sector and before the Cleanfills Licensing Bylaw, Christchurch City Council had no
data on materials going to cleanfills (see Section 3.3.1)."82 This new bylaw requires
cleanfill operators to provide the Council with data on materials received.

Under the Waste Handling Facilities Bylaw all waste must now go through a licensed
Waste Handling Facility before disposal, and waste data must be provided to the
Council. Thus the Christchurch City Council will retain good waste stream data, even
though the Kate Valley landfill is operated by a private joint venture company.

In Auckland, some councils have contracted out the operation of waste collection
services to the private sector, and most landfills are also operated by the private sector.
Waitakere City Council, North Shore City Council, and Rodney District Council are
examples of this. Before the introduction of the Waste Bylaw in 2005 the Councils
had poor waste stream data, as they were unable to obtain such data from the waste
collectors or from the landfill operators.’®* Under the Waste Bylaw the Councils are
able to license the waste collectors, who then have to provide the Councils with data
on the waste they collect and where they dispose of it.

In 1992 MfE developed the Waste Analysis Protocol. This was updated in 2002, and

is now the Solid Waste Analysis Protocol (SWAP). Data from SWAP surveys carried

out under the Protocol provides information on the composition of waste disposed

to landfill.’® The Ministry is also carrying out a SWAP Baseline programme. This
programme involves the collection of SWAP survey data from four landfills around
New Zealand. The aim is to establish generic waste composition data for New Zealand
and to provide a basis for designing and interpreting SWAP surveys. A number of
other councils also undertake periodic SWAP surveys (either due to consent conditions
or to obtain information for waste management planning).'s®

Thus a potential barrier for some councils on the use of economic instruments is
the quality of the waste stream data that they collect. Without good information
it is very difficult to design economic instruments that are effective in influencing
waste behaviour.
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5.6 Key points

The current preferred waste management policy tools that are being used by MfE
include voluntary agreements with industry, best practice guidance, and partnerships.
We were advised by a senior MfE official that neither economic instruments nor
regulation will be introduced by the Ministry to manage waste unless industry wants
these policy tools to be used.

Current legislation allows only a limited range of economic instruments to be

created for managing waste. To date, a limited range of economic instruments have
been created by territorial authorities under the Local Government Act and Local
Government (Rating) Act. Waste levies applied by four territorial authorities were
quashed by the High Court on the grounds that they were not authorised by the LGA
1974 or the LGA 2002.

Potentially, economic instruments could be applied by central government to manage
waste hazardous substances under HSNO, but this has not been explored.

Section 544(2) of the LGA 1974 is not prescriptive as to what types of economic
instruments may be imposed. As a result of this and the High Court decision there is a
high degree of uncertainty as to what types of economic instruments can be applied
under the LGA, and how. This is likely to deter some councils from choosing to use
economic instruments.

One of the NZWS key actions was a review of the legislative provisions controlling
waste. It appears that only part of this review has been carried out by MfE.

Data on waste is still inadequate. This needs to be urgently addressed if robust waste
policy is to be developed, implemented, and later evaluated.
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Conclusions and recommendations

6.1 Getting economic instruments back on the waste
policy agenda at central government level

6.1.1 Conclusion

The Ministry for the Environment has not given proper consideration to the use of
economic instruments for the management of waste. While some preliminary analysis
was carried out in the period 2000 to 2002, the focus was mainly on a national waste
levy. A report written for the Ministry by NZIER in 2000 has not been made publicly
available, and a later draft discussion paper produced in 2002 was not released

for public comment. The Ministry advised us that their work programme on waste
levies was terminated in 2002, and no research on possible levy options has been
undertaken since then.'®’

The 2002 NZWS clearly envisaged the use of economic instruments as part of a range
of policy tools for waste management. We acknowledge that no single type of policy
tool will be sufficient to deal with all waste management issues, nor will any single
policy tool be sufficient to deal with any particular aspect of the waste problem.

As the NZWS recognises, a mix of policy tools, including economic instruments, is
required to address New Zealand's waste problem.

The NZWS set out some key actions in relation to the use of economic instruments.
There is no evidence that any progress has been made on these key actions. We
note that the achievement of the targets set in the NZWS is predicated on the
completion of the key actions. It is unclear how these targets can be met if key
actions are not completed.

Waste management is a significant responsibility of local government, particularly in
relation to the provision of collection, recycling, and disposal services. But there are
aspects of waste management, particularly policies that discourage the generation of
waste in the first place, which are more efficiently addressed by central government.
Central government also has a responsibility to ensure that local government has the
policy and legislative tools available to it, to meet their waste management functions.
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6.1.2 Recommendations
That the Minister for the Environment directs the Ministry for the
Environment to:
(a) complete the key actions relating to economic instruments as set out

in the New Zealand Waste Strategy

(b) release all Ministry for the Environment’s analyses of economic
instruments for waste management for public discussion

(c) examine ways in which economic instruments can be used
to complement other approaches adopted to achieve waste
minimisation.

6.2 Improving the data on waste

6.2.1 Conclusion

New Zealand currently does not have good, reliable waste data. Such data is essential
both for designing effective policy tools and evaluating the success of any instruments
used. The inadequacy of waste data has been known since at least 1997 when the
first National Waste Data Report and the first New Zealand State of the Environment
Report highlighted the deficiencies.

Some efforts have been made to ascertain the composition of the waste stream
through the SWAP surveys (see Section 5.5), but more needs to be done to
standardise and coordinate information on waste composition and quantities. This will
help to reveal trends in waste quantities and composition over time, contribute to the
development and targeting of waste policies at the appropriate stages in products’ life
cycles, and assist in evaluating the effectiveness of waste policies.

6.2.2 Recommendation

That the Minister for the Environment directs the Ministry for the
Environment to:

(a) establish and maintain, with the cooperation of local government,
a national waste database to monitor and report on trends in waste
quantities and composition, for the purpose of policy development
and evaluation.
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6.3 Removing legislative barriers

6.3.1 Conclusion

The NZWS identified that legislation was inadequate for meeting the targets and goals
for waste. The Strategy set out key actions in relation to reviewing the adequacy of
the legislation. There is uncertainty as to whether the Ministry for the Environment
has conducted a comprehensive review of the adequacy of current legislation. It
appears that the Ministry for the Environment has instead carried out a ‘gaps analysis’
to identify where existing legislation could be strengthened. We consider that this

is insufficient, and that a comprehensive review of legislation is needed to ensure
support for the NZWS. Uncertainty in the current legislation is likely to act as a barrier
to greater use of economic instruments by local authorities. This is particularly true in
light of the recent legal proceedings taken by sections of the waste industry against
councils that have implemented waste levies.

6.3.2 Recommendations

That the Minister for the Environment directs the Ministry for the
Environment to:

(a) carry out, in conjunction with the Department of Internal Affairs
and Local Government New Zealand, a comprehensive review
of the legislation to achieve the objectives of the New Zealand
Waste Strategy

(b) address any legislative barriers to the use of economic instruments in
the management of waste.

6.4 Central government support for local
government in the use of economic instruments

6.4.1 Conclusion

Economic instruments are complex instruments to design and implement. There are
issues that need to be addressed at the design and implementation stages. Many
territorial authorities are small and have limited capability to develop successful
economic instruments. The Local Government Act provisions relating to the use

of economic instruments for waste management are uncertain, and so councils
may be reluctant to adopt economic instruments if they think they may face costly
legal challenges.

In developing economic instruments for their districts, many territorial authorities will
have to address the same issues — such as creating a bylaw that enables the use of
economic instruments, and the bylaw making process. Central government needs to
provide guidance to councils on such issues.
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6.4.2 Recommendation

That the Minister for the Environment directs the Ministry for the
Environment to:

(a) provide guidance to local authorities on the development and use of
economic instruments to manage waste.

6.5 Regular review and reporting on key actions in
the NZWS

6.5.1 Conclusion

The NZWS is the result of a comprehensive consideration of the waste problem in
New Zealand. It identifies a number of waste management objectives and targets, as
well as key actions to enable those objectives and targets to be achieved.

The NZWS is a non-binding strategy involving the Ministry for the Environment and
local government. If either party chooses to abandon, or fails to meet, a target or key
action, there is no sanction for either party. Nor is there any requirement for either
party to report on the Strategy’s progress and achievements. While the targets were
reviewed by the Ministry for the Environment in 2003/2004, and the intention is to
review the targets again in 2006, a regular assessment of the performance of the key
actions also needs to be independently carried out and the results published. If key
actions are not going to be carried out within the time frame set out in the NZWS, or
they have been abandoned or changed, then this too needs to be made public.

We consider that, since both central and local government have responsibilities for
meeting targets in the Strategy, an independent review group should be established
to monitor and report on progress with the NZWS. This group could be similar to the
Waste Minimisation and Management Group which advised on the establishment of
the NZWS in the first place.

6.5.2 Recommendation

That the Minister for the Environment:

(a) establishes an independent review group, similar to the Waste
Minimisation and Management Group which advised on the
establishment of the New Zealand Waste Strategy. This review group
should be given the responsibility of overseeing the monitoring
and reporting on progress by central and local government in
meeting the objectives and targets of the New Zealand Waste
Strategy. Where necessary, the review group should also make
recommendations to the Minister on any changes that need to be
made to the Strategy, its targets, or how it is implemented.
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Glossary and acronyms

Charges or fees

Cleanfill

End-of-life products

ERMA

Externalities

Free-rider problem

Full cost pricing

Glass cullet

HSNO
Hypothecate

Levy
LGA 1974
LGA 2002
LGNz

Marginal cost

Market failure

MfE
NZBCSD

Revenue collected and usually earmarked for a
particular use, or used for specific service provision.
Payments for which a good or service is rendered
in return.

Material that does not undergo any physical,
chemical or biological transformations that will
cause adverse environmental effects once placed
on or in a disposal area.

Used products that are close to the end of their useful
life, such as second hand tyres.

Environmental Risk Management Authority.

These occur when one person’s actions affect another
person’s wellbeing and the relevant costs and benefits
are not reflected in market prices.®®

“The problem, arising in many situations, that no
individual is willing to contribute towards the cost
of something when he hopes that someone else will
bear the cost instead. " '®

Ensuring that environmental costs (e.g. costs of
disposing of a product when it is discarded, or
diverting it from landfill) are incorporated into the
price of a product.

Container glass, such as empty bottles, jars, and other
glass vessels, returned for recycling.

Hazardous Substances and New Organisms Act 1996.

To earmark particular sources of finance to particular
uses.

A generic term covering taxes, charges or fees.
Local Government Act 1974.

Local Government Act 2002.

Local Government New Zealand.

The increase in total costs resulting from an increase
in output of one unit.'®

“ An outcome deriving from the self-interested
behaviour of individuals in the context of free trade, in
which economic efficiency does not result.”

Ministry for the Environment

New Zealand Business Council for Sustainable
Development



NZIER
NZwWSs
OECD

PCE
Polluter-pays

Price elasticity

RMA
Subsidy

SWAP

Taxes

Total economic value

Waste

PCE

New Zealand Institute of Economic Research
New Zealand Waste Strategy

Organisation for Economic Cooperation and
Development

Parliamentary Commissioner for the Environment

A pricing principle where the agent directly
responsible for pollution bears the cost of resulting
environmental damage.™?

The rate at which demand for a good or service
responds to a price change. A good or service is
considered to be highly elastic if a slight change

in price leads to a sharp change in the quantity
demanded or supplied. On the other hand, an
inelastic good or service is one in which changes in
price lead to only modest changes in the quantity
demanded or supplied, if any at all. These goods
tend to be things that are more of a necessity to the
consumer.

Resource Management Act 1991

Financial assistance to achieve an environmental
objective or to ‘kick-start” an initiative.

Solid Waste Analysis Protocol

Revenue collected and transferred to a general
budget. Payments on the basis of, for example, the
level of pollution, for which no direct return in terms
of goods or services is given.

Total economic value is the sum of use values and
non-use values. Use value refers to the contribution
that an environmental asset makes to current
production or consumption through direct use. Non-
use value refers to what people are willing to pay for
not using an environmental asset to avoid the risk of
losing it.

As defined in the NZWS: “any material, solid, liquid
or gas, that is unwanted and/or unvalued and
discarded or discharged by its owner”.'%3
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Appendix A: Agenda 21 and economic
instruments

PCE

At the 1992 Earth Summit the New Zealand Government adopted the Rio Declaration
and Agenda 21. Both the Rio Declaration and Agenda 21 contain non-legally binding

principles that parties will take into account in considering actions that affect the

environment.'®* Both the Rio Declaration and Agenda 21 recommend the use of

economic instruments.

Principle 16 of the Rio Declaration states:

National authorities should endeavour to promote the internalization of

environmental costs and the use of economic instruments, taking into
account the approach that the polluter should, in principle, bear the cost
of pollution, with due regard to the public interest and without distorting

international trade and investment.

Agenda 21 is a programme of action to be carried out by various actors such as

governments, local authorities, and individuals to implement the principles of

sustainable development contained in the Rio Declaration. There are a number of

references within Agenda 21 to the use of economic instruments, particularly in

Chapter 8: Integrating environment and development in decision-making, Part C:

Making effective use of economic instruments and market and other incentives.

The objectives state:

Recognizing that countries will develop their own priorities in accordance
with their needs and national plans, policies and programmes, the
challenge is to achieve significant progress in the years ahead in meeting

three fundamental objectives:

(@)

(b)

©

To incorporate environmental costs in the decisions of
producers and consumers, to reverse the tendency to treat
the environment as a “free good” and to pass these costs
on to other parts of society, other countries, or to future
generations;

To move more fully towards integration of social and
environmental costs into economic activities, so that prices
will appropriately reflect the relative scarcity and total value
of resources and contribute towards the prevention of
environmental damage;

To include, wherever appropriate, the use of market principles
in the framing of economic instruments and policies to
pursue sustainable development.'®>
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The activities listed in Chapter 8 of Agenda 21 to achieve these objectives include
the following:

o Governments should consider reorienting their policies in order to “establish
effective combinations of economic, regulatory and voluntary approaches”.'®

] Governments should explore, in cooperation with business and industry, how
to make effective use of economic instruments in areas such as waste.'®’

Chapter 21 of Agenda 21 deals with the environmentally sound management of
solid wastes and sewage related issues. This chapter sets a number of objectives in
relation to waste data and information (see para 21.11) and also recommends the
consideration of economic instruments. In particular, para 21.24 states:

Incentives for waste reuse and recycling are numerous. Countries could
consider the following options to encourage industry, institutions,
commercial establishments and individuals to recycle wastes instead of
disposing of them: ...

(@) Applying economic and regulatory instruments, including
tax incentives, to support the principle that generators of
wastes pay for their disposal,...

(e) Implementing specific mechanisms such as deposit/refund
systems as incentives for reuse and recycling.
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Appendix B: Command and control regulation,
voluntary measures and moral suasion
approaches to managing waste

Command and control regulation

‘Command and control’ regulation represents a prescriptive and comparatively
inflexible approach to environmental management. A specific (environmental)
standard is prescribed, which leaves the resource user or polluter the choice of
complying with the standard (the command), or facing penalties for non-compliance.
The technology to be used to achieve environmental goals can also be prescribed.
Monitoring and enforcement is then used to ensure that the standards are met

(the control).™®

Such a prescriptive approach to environmental management requires a lot of detailed
information. There are also high administration and compliance costs.

The straightforward nature of command and control regulations provides a high
degree of certainty and means that governments can have a great deal of involvement
in and control over the behaviour of resource users.' Because regulations are applied
across the board, costs are imposed on all resource users or polluters regardless of
whether or not they are directly responsible for the environmental damage.

Command and control regulation may discourage innovation. There is no incentive
for polluters or resource users to strive to develop more effective and efficient
technologies to reduce their effects on the environment. If they do so, they risk having
even more stringent standards set. Neither can they lower their costs by doing better
than the standards. Meeting minimum standards is all that is encouraged.?®

While there have been some successes using a command and control regulatory
approach, particularly with regard to improving water and air quality, it is unlikely
that such an approach to environmental policy will facilitate the most cost effective
attainment of environmental goals, particularly when used in isolation from other
policy tools.?°!

Voluntary measures and moral suasion approaches

Voluntary measures, including moral suasion approaches, aim to raise awareness of
environmental issues in order to change attitudes and priorities for both individuals
and firms.2% Education, information sharing, training, or using moral suasion such as
social pressure, negotiation, or threat of regulatory action, are all means of achieving
this. Such suasive measures can be used to encourage industries to develop and abide
by voluntary agreements.?%
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Voluntary approaches have some advantages. Associated establishment and
administrative costs are low. Polluters and resource users have flexibility in the choice
of goals and how to meet them.?%

However, the effectiveness of voluntary approaches strongly depends on the level of
participation?® and the motivation of the individuals involved in the programmes. This
motivation can be difficult to sustain. Environmental outcomes from such measures
are therefore uncertain in the long term.

Suasive and voluntary approaches do offer much potential to support the
implementation and operation of economic instruments and regulatory approaches.
Altering attitudes through the use of suasive measures increases the chances that any
complementary policy tools being used to change behaviour will be accepted.?%®

While the use of voluntary approaches should be welcomed, there is a limit to what
can be achieved when relying solely on them. The jury is out regarding the success of
voluntary approaches. The OECD reports that some regard voluntary approaches as
providing the opportunity to address environmental issues in a low cost, flexible way
that is based on consensus building between various stakeholders. Others believe that
voluntary approaches provide few environmental improvements beyond what would
have occurred anyway through “business as usual’.?%’

Effectiveness of voluntary approaches

While the use of voluntary agreements was envisaged in the NZWS, it was intended
that such measures would be used as part of a mix of policy tools.? There are doubts
about the effectiveness of voluntary agreements on their own to achieve improved
environmental outcomes. While voluntary actions taken by the private sector have a
number of advantages, a study by the OECD found that:

...even if the targets set for a voluntary approach have been met, it remains
a question to what extent this is due to the approach in question.?®

On the basis of the case studies it examined, the OECD report concluded that only
in a few cases did voluntary approaches contribute to environmental improvements
significantly different from what would have happened in the normal course of
business. Hence the OECD study found that the environmental effectiveness of
voluntary approaches is questionable. The report also points out that care should be
given to not constrain a later introduction of other, possibly more environmentally
effective, policy tools.

In a report on economic instruments for waste management that the PCE
commissioned for this project, Denne notes:

Fundamentally companies are profit maximisers. While there is evidence
of industry taking steps to reduce its environmental burden, in broad
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terms, where this is not in response to some requlatory requirement, it
can be expected to be:

e in pursuit of longer run profit maximisation, e.g. part of a
marketing strateqy;

e because of a wider set of managerial objectives, e.q. personal
beliefs of management which cannot be expected to be
broadly shared, certainly not by publicly listed companies with
responsibilities to shareholders; and/or

® ashort measure to avoid government regulation i.e. just enough
to stop government regulating.

Voluntary measures will thus tend to be small in scale i.e. the level of
burden that will be accepted voluntarily would be expected to be small.
They will also tend to be applied inconsistently across industry — there
will be free-riders that do not act and those that act to different degrees,
e.q. reflecting different markets (and thus consumer interest in positive
environmental image), different personal views and different expectations
of government’s likelihood of regulating. This means the cost burden is
spread inefficiently.?1°

A study of the performance of voluntary programmes associated with product
stewardship?'" examined whether such programmes had the potential to achieve
environmental objectives. Among other things, the study found that:

Firm-level voluntary programs are not likely to achieve a socially desirable
level of waste reduction and recycling for the same reasons that laissez-
faire private markets don’t achieve the socially desirable level of waste
reduction and recycling: the firms bear the costs of their activities but
don’t capture all the benefits.

Industry-level initiatives face similar problems. A firm may choose not to
participate and “free-ride” on the efforts of others. And for firms that do
sign on, the absence of a penalty for non-compliance makes it easy to
drop out.?'?

The evaluation goes on to say:

Voluntary programs can have positive effects, however. They can lead to
some environmental improvements, relative to no regulation. In addition,
firms may learn about the costs and feasibility of certain approaches to
collecting and recycling end-of-life products. This can lower the costs of
product stewardship programs and policies in the future.
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All in all, however, voluntary product stewardship initiatives, as they
currently exist, fall short. At best, they are either short-run, stopgap
measures that provide information for future policy choices or they are
complements to more formal government policy instruments. If they are
to do more, they need to overcome the problem that firms can easily opt
out of the agreements at any time. Moreover, current voluntary programs
do not provide incentives for consumers to do their part. For any product
stewardship program to be cost-effective, it needs to provide incentives
— either directly or indirectly — for consumers to return products for
recycling. And for products where product design is a key determinant of
the cost of recycling, it is essential that incentives are provided for design
for environment (DfE). Thus, the crucial factor in any product stewardship
program, requlatory or voluntary, is the nature and extent of the incentives
it provides — incentives for consumers to recycle, for firms to design for
the environment, and for firms to comply.?'?

The New Zealand Packaging Accord

The Packaging Accord was signed in August 2004. The principal parties to

the Packaging Accord are the Packaging Council of New Zealand and Central
Government. Local Government New Zealand, and Recycling Operators of New
Zealand are endorsing parties. The term of the Accord is five years.

The Accord sets recycling targets for the amount of recovered materials, to be

met by 2008. These targets are: aluminium 65 percent, glass 55 percent, paper 70
percent, plastic 23 percent, and steel 43 percent. In October 2005, the Year One
Progress Report for the Accord was released. The report, while noting that the first
year was devoted to benchmarking and the establishment of sector action plans,?'4
did include the following two graphs on packaging recovery and consumption.

As can be seen from Figure 1, in some cases recovery rates for some types of
packaging have previously exceeded the target recovery rates. For example the
2008 target rate for aluminium is 65 percent, and the recovery rate was exceeded
in 2002. This raises the issue of whether the target recovery rates have been set
too low.

The key indicator of the success of the Packaging Accord will be whether there

is a reduction in the amount of packaging going to landfill. At present, as can be
seen from Figure 2, while overall packaging recovery is increasing, so is packaging
consumption. Thus, although the recovery rate is increasing, the amount of

packaging that is going to landfill has remained largely constant since 2002.
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Figure 1 Packaging recovery trends and targets
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Appendix D: Questions put to the Ministry for
the Environment by the PCE in September 2005,
and the responses to those questions

Parlia maentary Commistioner for the Environment
Te Kevitiaki Taioo a Te Whare Paremato

20042038
T September 2005

Mr Barry Carbon

Chief Executive

Ministry for the Environment
PO Box 10362
WELLINGTON

Dear Barry
Economic instruments investigation

The purpose of this letter is to formally request your response to a number of questions that we
have so far been unable to obtain answers to through less formal contact with your staff, We
would also welcome any other information that you consider would assist our investigation,

Altached is some background information on our investigation and  list of questions to which 1
now seek your response within 15 working days, This is a request under section 1901} of the
Environment Act 1986. This section states:

The Commissioner may from time to time require any person who in the
Commissioner's opinion is able to give any information relating to any maiter wiich is
freing investigated or inguired into by the Commissioner to furnish ro the Commiissioner
any such informarion and o produce any documents or papers or things which in the
Commissioner's opinion relate to any such matter and which may be in the possession
ar under the control of that person.

I must advise you that your responses to these questions may be published in my report when my
inquiries are completed.

1 regret having to take such a formal approach to sesking information from your team; the first
time in my cight years as Commissioner, However [ believe, on the basis of the initiative we
jointly took this week, that it will be the last.

I look forward 1o receiving vour reply on or before 28 September 20035,

//z/f Wl

D J Morgan Williams
Parliamentary Commissioner for the Environment

MFE QUESTIONS PAGE 10F 1
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PCE Economic Instruments Investigation — background and
questions for the Ministry for the Environment, 7 September
2005

1. Background

‘The Parliamentary Commissioner for the Environment is carrying out an investigation into the
use of economic instruments as an environmental management tool. The aim is (o determine the
effectiveness of economie instruments using the management of waste as a case study, The
investigation focuses on questions such as how economic instruments are being used {or if they
are not, why not), what forms they take, and how successful they have been in achieving
environmental abjectives.

In the context of this project, economic instruments are part of a range of environmental policy
1o0ls that also include, for example, command and control regulation, voluntary programmes and
maral suasion approaches. We recognise that no single policy tool on its own is likely to be
suecessful in achieving all environmental policy goals, For this reason we do not set oul Lo
advocate the use of any one particular policy tool over another, but acknowledge that a mix of
instruments may be necessary in many circumstances, We are taking o close look at economic
instruments because they help to raise awareness of environmental costs, influence behaviour
that protects or improves the environment, and generally encourage sustainable practices.
Economic instruments include such things as taxes, levies, charges, tradable permits, deposit
schemes, subsidies, credits, and other incentives that seek to achieve environmental goals at the
lowest cost and in the most efficient way.

In his 2002 report, Creating owr Future, the Commissioner highlighted the increasing prevalence
of economis instruments, particularly environmental taxes, in other OECD countries’ approaches
to encourage more sustainable consumption and production patterns. The Commissioncr
subsequently identified the investigation of environmental economic instruments as a prionty
arca in his 2003-2007 strategic plan®,

In order 1o provide some focus for this study we chose to target the management of waste as a
case study. The main reasons for this can be summarised as follows:
« There are widespread and successful applications of economic instruments as a means of
minimising and managing waste in other QECD countries.
o There appears to be only limited use of economic instruments in the management of
waste in New Zealand and we want to understand why this is the case.

» Waste management provides an ideal case study of the use of economic instruments to
implement polluter pays, user pays and sustainable development policies.

1 Pudiamentary Commissints ke the Esviroresont (POE). (2002}, Craating Our Fulrs: Surtainabip Dovelopment for Mew Fraland PCE: Wallnglon,
TRCE. (2008 Fulure Focus: Straogis Plan of tha Parksmentary Comizsionar kor Me Emvronmant 2000-07. POE: Wellngion

100081 PACE10OFS
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2. Questions

2.1 Economic instruments and the New Zealand Waste Strategy (“NZWS")

The NZWS was released in March 2002, One of the five core policies of the NZWS is waste
reduction and materials efficiency. The NZWS states:

“Levies and other economic instruments can acl as incentives to change behavionr, reduce
resource use, and improve recovery and recyeling rates when applied at national, regional or
lacal levels.

Waste levy options and other economic instruments will be considered during strategy
implememation.” (page 35, NZWS)

One of the programme elements for the waste reduction and materials efficiency programme is
the development and design of economic instruments to fund waste minimisation and change
wasting behaviour, We wish to obtain information on the work that the Ministry undertook to
carry out under this programme, specifically in relation to economic instruments:

1 What work has been carried out by the Ministry on the development and design of
economiec instruments to fund waste minimisation and change wasting behaviour?
In particular, what progress has the Ministry made with the following key actions
outlined on page 36 of the NZWS:

a) establish scope and terms of reference for future work on economic instruments
to change wasteful behaviowr;

b} undertake work on economic instruments;

¢) consider waste levy options at national and local level and on specific wastes in
consultation with stakcholders;

d} initiate projects to demonstrate the value of economic instruments, such as a levy
te Facilitate recovery of used oil, and assess efficacy of this tool for other wastes;

¢} report to Government?
Please provide us with all relevant reports and decisions relating to the above,

2 What work has been carried out by the Ministry on the use of economic
instruments as a component of the extended producer responsibility programme
element on p 37 of the NAWS?

Please provide us with all relevant reports and decisions relating to this
programme ¢lement.
2.2 Economic Instruments under current legislation

From our review of eurrent legislation it appears that economic instruments 1o manage waste can
only be created at a national level for a very narrow category of waste. However, cconomic
instruments to manage waste at a local level can be created by territonial authorities under the
Local Government Acl.

Llie 1] PMGEZOFS
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2241 Mational level economic instruments

Mational level economic instruments to manage waste cannot be created under the Health Act,
Building Act, Local Government Act or Resource Management Act. Economic instruments, in
the form of environmental user charges, can be created at a national leve] under the Hazardous
Substances and New Organisms Act (HSNO). No envirenmental wser charges have been created
1o date. The provision in HSNO empowenng the Environmental Risk Management Authorily 1o
report on environmental user charges (section 96) makes no reference 1o environmental user
charges being used to manage or minimise the generation of hazardous waste. Under section 96
environmental user charges can only be applied to hazardous substances. Therefore there is
uncertainty as to whether environmental user charges could be used direetly to manage or
minimise hazardous waste,

3 What national level economic instruments to deal with waste has the Ministry
examined? If none have been examined, why not? Please provide us with any
relevant documents and decisions.

4 (i) What are the Ministry's views on the effectiveness of current statutory
provisions for waste minimisation and management?

{ii) What options exist under current legislation to create economic instruments to
minimise or manage waste where it is more efficient and effective to do so at the
national level rather than the local level?

5 What are the Ministry’s views on the potential use of environmental user charges
under the HSNO Act to manage or minimise hazardous waste?

222  Local level economic instruments

Local level economic instruments to manage waste can be created under section 544 of the Local
Government Act by territorial authorities. No other legislation empowers territorial authorities
or regional councils 10 use economic instruments to manage wasle,

From our interviews with local authorities and others we understand that some members of the
waste industry consider that the use of economic instruments under section 544 of the Local
Government Act breaches the Commerce Act. We further understand that the Commerce
Commission has not yet been asked to make a ruling on this issue,

Owr inguiries so far have revealed that differences in local waste disposal charges are likely to

encourage waste being transferred from one district to another (excluding those districts that

have joint disposal arrangements) for disposal at landfills that have lower charges and lesser
environmental controls, This can result in adverse environmental effects, wasie generators’
behaviour not changing, and fewer funds being collected and available for waste minimisation
initiatives.

6 What analysis has the Ministry done on the impact of the Commeree Act on the
powers of lerritorial authorities to use cconomic instruments under section 544 of
the Local Government Act? What has the Ministry concluded from any such
analysis? Please provide us with any relevant reports or documents containing
analysis of the impact of the Commerce Act on the powers of territorial
authorities.

7 What guidance has the Ministry provided to local government on the use of
economic instruments to manage waste. Please provide us with any relevant
documents detailing any guidance.

100081 PAGE 30F 5
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8 Under what, if any, circumstances does the Ministry consider that economic
instruments at the local authority level are inappropriate for dealing with waste,

9 What other options has the Ministry analysed with respect to economic incentives
to reduce the generation of waste and to minimise waste to landfill (i.e. to meet the
NZWS targets)? Please provide us with copies of any documents containing this
analysis.
23 Completion of key actions in the New Zealand Waste Strategy (“NZWS")
The NZWS is based on five core policies:
« sound legislation
+ high environmental standards
o efficient pricing
« adequate and accessible information
+ efficient use of materials.
The NZWS sets oul key actions for putting the policies into effect under four work programmes:
* institutions and legislation
o waste reduction and matarials efficiency
e information and communication
s performance standards and guidelines.

The NZWS states that “each progranune is essential fo the sirategy’s mediwm and long-term
targets. No single programme will, on its own, achieve a significant reduction in waste,” (page
20, NZWS)

10 What review of the key actions set out in the NZWS has the Ministry carried out,
and what has been the outcome of any such review? If no review has been carried
out, why not?

11 Which, if any, key actions have been abandoned or postponed, and why?

12 If any of the programmes or key actions of the NZWS have been changed what
steps have been taken to revise the NZWS and to notify any changes?

Please provide us with any relevant documents or decisions relating to the above.

2.4 Review of legislation and institutions to enable implementation of NZWS

One of the Nive core policies under the NZWS is sound waste minimisation and management
legislation. The NZWS notes that the current legislation dealing with waste (Local Government
Act, Health Act, Building Act, the Resource Management Act and the Hazardows Substanees and
MNew Crganisms Act) could only be a partial basis for achieving the strategy’s goals (page 27
NZWS). As a consequence one of the strategy’s programmes is a review of institutional and
legislative arrangements for minimising and managing waste, to ensure that there is a sound
basis for implementing the strategy. Page 33 of the NZWS sets out the elements of this work
programme and key actions.

lice:H] PAGE 4 0F 5
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13

14

What work has been carried out by the Ministry to complete the key actions, listed
beside the review of institutional and legislative provisions programme element on
page 33 of the NZWS? Please provide us with any relevant reports.

{i) What are the Ministry’s views on the current legislation dealing with waste?

{ii) Does current legislation provide an adequate basis for achieving the NZWS
goals? If not, what additional legislative support is required?

Please provide us with any relevant documents containing an analysis of the
adequacy of the current legislation dealing with waste.

PAGESOFS



MfE Responses to Questions from the Commissioner

QUESTION 1:

What work has been carried out by the Ministry on the development and design of
economic instruments to fund waste minimisation and change waslting behaviour? In
particular, what progress has the Ministry made with the following key actions outlined
on page 36 of the NZWS:

(a) establish scope and terms of reference for fulure work on economic instruments
to change wasteful behaviour,

{b) undertake work an economic instruments

(c) consider waste levy options at national and local level and on specific wastes in
consultation with stakeholders;

(d) initiate projects to demonstrate the value of economic instruments, such as a
levy to facilitate recovery of used oil, and assess efficacy of this tool for other
wastes;

(e) report to Government?

Please provide us with all relevant reports and decisions relating to this programme
element.

MfE Comment:

As the PCE will be aware, the New Zealand Waste Strategy was launched in March
2002, The strategy’s vision, “Towards zero waste and a sustainable New Zealand”, is
of a society that values its environment and resources, where people use all resources
efficiently and at a sustainable rate, and where waste is no longer regarded as
inevitable or someone else's problem. It was recognised that progress towards this
vision would require changes in the way people currently behave, and that there were
a range of policies and tools to encourage less wasteful behaviour.

Prior to the preparation of the New Zealand Waste Sirategy, the Ministry gave some
preliminary consideration to the use of economic instruments to achieve wasle
minimisation objectives.

In 2000, the Ministry commissioned a technical report from the New Zealand Instilute
of Economic Research entitled “A Landfill Levy: Economic principles and implications
of implementing a landfill levy". This report evaluated options for funding wasle
minimisation in Mew Zealand, and also examined the issues surrounding any
introduction of a waste levy (local or national) from an economic perspective. The
report concluded that there was no major problem in the (then) level of direct
government intervention in waste management. The report identified, however, a
number of issues surrounding the costing and pricing of waste services as follows:

« the main factor inhibiting the achievement of an optimal level of waste
minimisation is the costing and pricing of waste services

+ the solution to this would not be generating extra funding for waste minimisation
activilies, but correcting this mis-pricing

+ {hat while correction of mis-pricing could potentially be achieved by government
intervention in the form of a levy, there could be some problems with such an
approach (eg diversion of revenue raised from a levy 1o subsidise waste
minimisation activities would change relative pricing between two services (e.g.

PCE
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landfill vs recycling), but not correct the fundamental mis-pricing of waste 1o
landfill).

« that if {then) current initiatives such as the revision of the Landfill full costing
Guidelines identifies correct costing procedures, and local authorities reflected
these in their pricing structures, the mis-pricing could be alleviated mare
directly. {(Note: The most recent edition of the Landiill Full Cost Accounting
Guide for New Zealand was published in March 2004)

+ this would leave levy funding as primarily suited to short-term, interim
measures, or to specific market failures in waste minimisation that are
incapable of being covered by pricing measures.

In September 2002 the Ministry for the Environment published a technical report that
examined the legislative foundations adopted by a number of different jurisdictions
offshore in providing for waste policy instruments. The scope of this work included
regulatory as well as economic instruments, and was aimed at helping the Minisiry
understand the legislative foundations needed for different types of policy instruments
(see:  hitp:/iwww.mie.govt.nz/publications/waste/legislative-basis-policy-instrumenls-
sep02.pdf). This was a step in scoping work to begin consideration of economic
instruments and their alternatives in achieving waste minimisation outcomes as
identified in the NZWS.

In September 2002, the Ministry also undertock a general review of policy instruments
far waste minimisation and management in New Zealand. This repert included some
discussion of economic instruments (e
http://www.mfe.govt. nz/publications/waste/policy-instruments-sep02.pdf). At the time,
this report was seen as a preliminary examination of the more specific work the
Ministry expected 1o undertake to implement the New Zealand Waste Strateqgy.

In the context of both of the reports listed above, it should be noted that the issues
raised in the 2000 report in respect of economic instruments were still seen as ‘live’
and reguiring further consideration.

One economic instrument in managing waste is the price paid for waste disposal. The
Ministry for the Environment has produced a landiill full cost accounting guide (Landiill
Full Cost Accounting Guide for New Zealand, March 2004).

A draft discussion paper "A Waste Levy for New Zealand? A discussion document
exploring the issues" was commenced by officials in December 2002 1o explore the
idea of a national waste levy.

After concerted consideration, this work was terminated. There was little justification,
beyond revenue-raising, for a new nen-specific tax, especially as “recycling” of the
revenue generated back into waste minimisation activities (hypothecation) was
rejected by Treasury. Another telling input was Chapler 4 of Treasurny's 2001 tax
review (Tax Review 2001: Final report, October 2001}, which examined the benefits
and disadvantages of eco-taxation as a tool for achieving environmental oulcomes,

Some use has been made throughout the country of local waste levies. Section 544 of
the Local Government Act enables the setting of local levy through a waste by-law 1o
fund waste minimisation aclivities. Examples of these types of levies exist in
Canterbury on a regional and Christchurch city basis. Recently a joint by-law was
enacted between MNorth Shore and Waitakere City Councils and Rodney District. The
recently enacted by-law contains provision for the establishment of a levy to fund
waste management activities.

A volumtary levy is used at present to support the recovery of ozone depleting
substances.




It should be noted that in terms of managing ‘special wastes' (such as used oil, tyres
and other end-of-life wastes which are difficult to dispose of) the Ministry has pursued
alternative policy tools to improve management. For example, in partnership with
industry, we have supported a range of very efiective voluntary programmes to deliver
improvemeants in the handling and management of special wastes, and have also
worked to develop a national product stewardship policy, as noted below.

QUESTION 2:

What work has been carried out by the Ministry on the use of economic instruments as
a component of the extended producer responsibility (EPR) programme element on
page 37 of the NZWS?

Please provide us with all relevant reports and decisions relating to this programme
element.

MfE Comment
The key actions of relevance in the NZWS include:
« Determining the issues and options for introducing EPR in NZ

+ |dentifying key products that could have priority for EPR
+ Establishing pilot schemes

+ Review experience and report back with a business case for a more substantial
programmae; Address whether EPR requires statutory backing.

The Ministry for the Environment has a substanlial work programme supporting the
development of specific product stewardship (or EPR) schemes. Product stewardship
is a tool with the potential to improve how MNew Zealand producers, brand owners,
importers and consumers manage their waste,

Several industry-led product stewardship schemes already exist in New Zealand,
including the well-known 2004 Mew Zealand Packaging Accord aimed at reducing
packaging waste which grew out of a Ministry initiative. The Ministry has also been
instrumental in the development of “Tyre Track”, which is directed at the better
management of end-of-life tyres. In addition, the Ministry has partnered industry 1o
develop the used oil recovery programme and support for schemes covering
agricultural chemical containers, silage wrap and electronic waste. Industry-led take-
back schemes for some paints and mobile phones are also in operation,

Such pilot schemes have illustrated a number of learnings about EPR-type schemes,
and helped officials identify what types of products would be most suitable for similar
schemes.

The Ministry for the Environment has spent some time reviewing existing voluntary
approaches to product stewardship and considering the development of a more
comprehensive product stewardship policy in New Zealand.

In July 2005, the Ministry for the Environment released a public discussion document
(see  hitp:/iwww.mfe.govt.nz/publications/waste/product-stewardship-water-labelling-

juldS/index.html) on the issues involved with product stewardship, and some of the
options the government could consider in developing a national approach to the issue,
The discussion document sets out a number of options for dealing with wastes that are
particularly hard to manage or dispose of (e.g. televisions, other electrical products,

vehicles and household chemicals),
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While the discussion docurmnent sets out the Government's preferred option, the final
shape of a product stewardship policy and its adoption by government will be
determined after consultation. Submissions closed on 31 August, with decisions by
government expected before the end of the year,

The success of voluntary schemes can be limited by the reluctance of some parties to
participate, especially if they can gain some competitive advantage by not participating
in the scheme and “free riding™ on the benefits (such as a collection facility) of a
scheme. Some countries have legislated for product stewardship.

QUESTION 3:

What national level economic instruments to deal with waste has the Ministry
examined? If none have been examined, why not? Please provide us with all relevant
reports and decisions.

MfE Comment

As indicated in our response to Cuestion 1 above, a number of reports were
commissionad to examine the range of local and national economic instruments
utilised offshore to manage waste, Such instruments were considered and discussed
in the draft discussion paper “A Waste Levy for New Zealand? A discussion document
exploring the issues (December 2002)". The primary focus of that document was a
national waste levy.

The Government's climate change programme to manage waste carbon dioxide and
industrial process emissions relies heavily on economic instruments (e.g. the carbon
tax, the Negotiated Greenhouse Agreements programme, and the Projects to Reduce
Emissions programme) 1o achieve climate change policy cutcomes. The carbon tax is
applied at the national level,

QUESTION 4:

1] What are the Ministry’s views on the effectiveness of current statutory
provisions for waste management and minimisation?

(i) What options exist under current legislation to create economic instruments
to minimise or manage waste where it is more efficient and effective to do so
at the national level rather than at the local level?

MfE Comment

MIE believes the current statutory provisions are safisfactory in terms of managing and
minimising waste. In our view, the legislative framework is open to the creation of
economic instruments. We note that under Section 24 of the Resource Management
Act one of the functions of the Minister for the Environment is the “consideration and
investigation of the use of economic instruments”™. The recent national environmental
standards on air quality developed under the RMA include provisions for the trading of
discharge permits to enable air quality standards to be met.

The Ministry has not taken a view for or against the application of waste levies of any
sort, at the local or national level. As noted above, our work programme on waste
levies was terminated in 2002. We have not researched possible levy options in any
further detail since that time.



It should be noted that the Ministry does not believe there is an automatic linkage
between legislation and the introduction of economic instruments. The present
voluntary levy on glass is one example of an existing economic instrument developed
in the absence of compliance or legislative drivers.

QUESTION 5:

What are the Ministry's views on the polential use of environmental user charges
under the HSNO Act to manage or minimise hazardous waste?

MfE Comment

Section 96 of HSNO would only apply to wastes that qualified as “waste hazardous
substances”. Officials have not entertained the notion of, and nor would there appear
to be any benefit in, amending the HSNO legislation to allow wider application of user
charges provisions to wastes which do not gualify as “waste hazardous substances”.

Officials have not given consideration to including similar provisions in other legislation
in order to apply environmental user charges on other wastes,

QUESTION &:

What analysis has the Ministry done on the impact of the Commerce Act on the
powers of territorial authorities to use economic instruments under section 544 of the
Local Government Act? What has the Ministry concluded from any such analysis?
Please provide us with any relevant reporls or documents containing analysis of the
impact of the Commerce Act on the powers of territorial authorities,

MfE Comment:

At this stage, the Ministry has nol analysed the impact of the Commerce Act on the
powers of territorial authorities to use economic instruments under section 544 of the
Lecal Government Act. MIE is aware that the introduction of local by-laws and the
introduction of local wasle levies has in the past been accompanied by threats of
referral to the Commerce Commission andfor legal scruting through the courts.
However, 1o date, none of the local by-laws or levies have been tested in this way.

QUESTION 7:

What guidance has the Ministry provided to local government on the use of economic
instruments to manage waste? Please provide us with any relevant raports or
documents delailing any guidance.

MfE Comment

MIE works alongside local government to assist the sector in the management and
minimisation of waste volumes and their disposal. In line with the NZWS, central
government has always promoted full cost-accounting for landfills (a form of economic
instrument} in its dealings with local government, and has provided numerous
guidelines, technical standards and 1ools to this end.

The pre-eminent document in this context is the Ministry's Landfill Full Cosl
Accounting Guide for Mew Zealand (March 2004) which can be accessed at:
hittp:/fwww.mie.govt.nz/publications/waste/landfill-full-cost-accounting-guide-
marQ4/index.html).
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QUESTION B:

Under what, if any, circumstances does the Minisiry consider that economic
instruments at the local authority level are inappropriate for dealing with waste?

MFE Comment
The Ministry has not taken a position on this issue.

QUESTION 8:

What other options has the Ministry analysed with respect to economic incentives to
reduce the generation of waste and to minimise waste to landfill (i.e. to meet the
NZWS targets?) Please provide us with copies of any documents containing this
analysis.

MfE Comment:

The Ministry remains ready fo explore all low-cost, high-return options to reduce the
generation of waste and to minimise waste to landfill, including best practice guidance,
voluntary  programmes, cenfral-local government parinerships and  economic
instruments. Given the devolved nature of waste management in this country, new
initiatives could potentially be led by a range of actors, including local government and
the private sector,

QUESTION 10:

What review of the key actions set out in the NZWS has the Ministry carried out, and
what has been the outcome of any such review? If no review has been camied out,
why not?

MiE Comment;

In 2004, the Ministry undertook a review of NZWS targets. The review indicated that
some targets would not be met on time. Officials expect that a further review of NZWS
targets will be undertaken before the end of 2006,

QUESTION 11:
Which, If any, key actiens have been abandoned or postponed, and why?

MfE Commaent:

The Ministry has not abandoned or postponed any NZWS targets. In recognition of
the division of ownership and tasks within the Strategy across the breadth of actors in
the waste arena, we accept that some fargets may not be met on time, or in full. This
also reflects that the waorld has moved on since 2002, and that improvement in waste
management in New Zealand is achieved through a raft of different actions and
programmeas.

QUESTION 12:

If any of the programmes or key actions of the NZWS have been changed, what steps
have been taken to revise the NZWS and to notify any changes.



MfE Comment:

The Ministry has no plan to revise the NZWS at this stage. |f this were seen as a
necessary step, we would undertake this activity jointly in consultation with local
government and other relevant cenfral government depariments which are co-partners
in the Strategy.

QUESTION 13:

What work has been carried out by the Ministry to complete the key actions listed
beside the review of institutional and legislative provisions programme element on
page 33 of the NZWS? Please provide us with any relevant reports.

MfE Comment:

The responsible agencies (MIE, local government and cother central govemment
depariments) have made varying degrees of progress in implementing the listed key
actions. The Ministry left unrepealed part XXX of the Local Government Act 2002, A
review of the institutional provisions across cenfral government was not pursued,
however, given a preference to focus on developing or amending legislation as and
when the need arises. Legislation continues to evolve in this way.

Central government has made a number of waste-related amendments to legislation
since 2002, Recent amendments 1o the BMA strengthen management of and clarify
responsibilities relating to contaminated sites. Legislation has also been enacted 1o
put in place a raft of climate change policies and programmes. In addition, a suite of
14 Mational Environmental Standards have bsen enacted under the RMA which
strengthen waste management in New Zealand. A work programme is now underway
to consider further National Environmental Standards or National Policy Statements to
achieve envircnmental cutcomes,

QUESTION 14:

What are the Ministry's views on the current legislation dealing with waste?

Does current legislation provide an adequate basis for achieving the NZWS goals? If
not, what legislative support is required?  Please provide us with any relevant
documents containing an analysis of the adequacy of the current legislation dealing
with waste.

MfE Comment:

As noted above, legislation evolves as the need arises. A number of legislative
mechanisms (e.g. National Environmental Standards and amendments to legislation)
have been utilised since the launch of the NZWS to strengthen the management and
minimisation of waste in New Zealand. As noted in section 11 above, it may be that
not all NZWS goals are achievable on time and in full. It is not a given that changes to
current legislation will achieve NZWS goals any faster or to any greater degree.
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Appendix E: Treasury’s view on tied taxes¢

The New Zealand Treasury opposes the use of tied taxes as they reduce the
Government’s ability to move resources from areas of low priority to areas of
high priority.

These are the relevant points on tied taxes:

o If the expenditure were justified in the absence of a tax applied specifically for
that purpose, the Government would fund it anyway.

o Tied taxes reduce the general flexibility of the tax structure, restricting
government choice on the mix of taxes and the redistributive impact of the tax
system. Such spending becomes off-limits to normal budget procedures despite
the activity funded being no different from other government expenditure.

o Such taxes create a precedent for ad hoc funding sources for additional
spending initiatives, undermining the general budget process.

o There are no grounds for believing that the desirable level of expenditure in
future would correspond to future levels of tax revenue.

o If revenue from a tied tax exceeds expenditure, expenditure tends to rise.

] If expenditure exceeds tied revenue, general revenue tends to be called on
as a supplement.

] Tied taxes reduce the general flexibility of the tax structure, restricting
government choice on the mix of taxes and the redistributive impact of the
tax system.

o Tied taxes tend to remain in force after the expenditure for which they were

intended ceases.

o Tied taxes carry additional administration and compliance costs compared to
general funding.
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Appendix F: Legislative barriers to the use of
economic instruments to manage waste

Hazardous Substances and New Organisms Act 1996

There are two types of economic instruments that can be created under HSNO:
environmental user charges and a transferable permit system.?'” The economic
instruments available under HSNO can only be used to indirectly manage a limited
range of hazardous waste.

A transferable permit scheme would apply to the ‘hazardous substance’ rather than
the waste hazardous substance.?'® It would limit the total amount of the hazardous
substance in circulation, and thus lead indirectly to a reduction in the amount of
waste hazardous substance created. Similarly, an environmental user charge would be
applied to a ‘substance’, leading to a reduction in the use of the ‘substance’, and so
indirectly leading to a reduction in the amount of the waste substance created.?"

HSNO is silent as to how an environmental user charge would be applied and
administered. Issues such as who would collect the charge, who would receive the
revenue, and what the revenue would be applied to are not specified in the Act.
Unlike the LGA, the revenue from an environmental user charge would potentially go
into central government’s consolidated fund, and there is no requirement that such
revenue be spent on waste hazardous substance minimisation.

HSNO came into force in 1996. The key focus of the Environmental Risk Management
Authority (ERMA) in relation to hazardous substances has been setting up the
regulatory regime to manage hazardous substances. Most of the work has been
focused on transferring hazardous substances from the transitional controls to the
control regime under HSNO.??° Problems with the workability of the current legislation
led to the passing of the Hazardous Substances and New Organisms (Approvals

and Enforcement) Amendment Act in December 2005, to enable this process to be
simplified.??" As a result of this, ERMA has only recently begun to consider whether
and how economic instruments could be used to manage hazardous substances.???

Local Government Act 1974

The Local Government Act 1974 is the key statute providing for the regulation of
waste in New Zealand. Part 31 of the LGA 1974 sets out the powers, functions and
duties of territorial authorities in relation to waste management. Part 31 of the LGA
1974 requires every territorial authority to promote effective and efficient waste
management within its district.??3 Every territorial authority is required to adopt

a waste management plan, which must provide for the collection and reduction,
reuse, recycling, recovery, treatment, or disposal of waste in the district.??* Territorial
authorities are able to undertake or contract out waste management activities such as
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the collection of waste, recycling, operation of landfills etc.??> Territorial authorities are
required to allocate the costs incurred in implementing the waste management plan in
accordance with section 544.22° The High Court has held that:

Such costs are not just incurred in providing only a facility for public use.
They could include all manner of costs that have nothing to do with
facilities, but, rather, are connected to the practical implementation of
council policies.??”

The LGA 1974 enables territorial authorities to use economic instruments to manage
waste. Section 544(1) of the LGA 1974 requires territorial authorities to allocate

the costs incurred in the implementation of the waste management plan in a way
that the territorial authority considers will effectively and appropriately promote the
objectives of the plan. Section 544(2) enables a territorial authority to allocate the
implementation costs of the plan in a way that “establishes economic incentives and
disincentives that promote any or all of the objectives of the plan”.

Thus section 544(2) enables a territorial authority to use economic instruments to
allocate the costs incurred in the implementation of the waste management plan for
their district. However, the power to impose economic instruments is constrained.
Economic instruments can only be used to allocate the costs incurred in the
implementation of the waste management plan for the district.??® The High Court has
held that where a levy seeks to do more than recover costs, it is a tax and is therefore
not authorised by the LGA 1974 or LGA 2002.2*° The economic instruments must also
promote any or all of the objectives of the waste management plan. Section 544(2)

is an enabling rather than a prescriptive provision. Thus the boundaries of section
544(2) are uncertain; for example, in relation to the kinds of economic instruments
that can be applied under section 544(2). The allocation of costs through economic
instruments is implemented through bylaws imposed under section 542 of the LGA
1974.

Economic instruments created under section 544 can only be applied by a territorial
authority (not by central government or regional councils). This has the potential

to lead to each district having different economic instruments and a wide range of
charges. From a business perspective, different types of economic instruments are
likely to lead to increased compliance costs for nationwide or regional companies
disposing of waste.

As economic instruments under the LGA are created through bylaws, the bylaw must
be valid and can be legally challenged if it is not. There is a possibility that bylaws
imposing economic instruments may be challenged on the basis that either the
economic instrument or the bylaw itself is invalid. Such a challenge could be brought
by way of judicial review, or on the basis of invalidity under the Bylaws Act 1910.
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Arguments have also been raised previously by the waste industry that economic
instruments created under the LGA 1974 may breach the Commerce Act’s restrictive
trade practices provisions.2*® This argument has never been tested by the courts and it
is uncertain whether such a challenge would be successful.

Section 544(2) of the LGA 1974 is not prescriptive as to what types of economic
instruments may be imposed. As a result of this and the current High Court decision
there is a degree of uncertainty as to what types of economic instruments can be
applied under the LGA, and how. This uncertainty is likely to deter some territorial
authorities from choosing to use economic instruments.

The economic instruments that may be applied by territorial authorities apply only
at the ‘end of pipe’ — that is, the LGA 1974 does not enable territorial authorities

to impose economic instruments directly on products (i.e. product taxes) that would
reduce the amount of material ending up as waste. However, economic instruments,
such as landfill charges, that are imposed by territorial authorities may indirectly lead
to less waste being created.

Local Government (Rating) Act 2002

Under the Local Government (Rating) Act, local authorities can set general rates and
targeted rates. A general rate does not act as an economic incentive, as the rate
levied does not attempt to influence individuals’ behaviour. For example, a component
of a territorial authority’s general rate on residential ratepayers may be for waste
services provided by the territorial authority. The component is likely to be uniform
across all householders in the district, regardless of how much or what type of waste
the residential ratepayer produces. However, a targeted rate is a form of economic
incentive. A local authority can levy a targeted rate for one or more goods or services
that are provided by or on behalf of a local authority.?*" A targeted rate can be applied
to all rateable land within a district or to only some types of rateable land.?*? A local
authority can also levy the targeted rate either uniformly or differentially (that is either
the same amount or different amounts for particular services).?*

As territorial authorities have specific waste management powers in Part 31 of the
LGA, including the power to use economic instruments, it is unlikely that they
would choose to rely on a targeted differential rate as an economic instrument for
waste management.

As regional councils have no waste management powers under Part 31 of the LGA,
then using a differential targeted rate is one possible way they could use an economic
instrument to manage waste.?** Regional councils are mainly involved in managing the
effects of waste hazardous substances when they are discharged to the environment,
and this derives from their functions under the RMA.2*> While a regional council could
potentially use a targeted differential rate for hazardous waste producers, it is likely to
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be difficult to apply in practice. First it would require a council to identify all hazardous
waste producers in its region, which may be difficult. Secondly, a rate can only be
levied on the basis of council expenditure on the service. Thus if council expenditure
on hazardous waste services was relatively low, the targeted rate may itself be too

low to result in any behaviour change.?® Thirdly, a targeted rate on hazardous waste
may not necessarily lead to any reduction in the use of the hazardous substance in
situations where there is no alternative, less hazardous substance available.

The Resource Management Act 1991

The RMA does not provide for waste management or waste minimisation, but it
controls the effects of the disposal of waste to land, air or water. The RMA, through
the New Zealand Coastal Policy Statement, national environmental standards, regional
policy statements, plans, and resource consents, sets controls on the effects of the
disposal of waste to land, air and water. There is uncertainty as to whether and what
types of economic instruments could be applied to control the effects of the disposal
of waste under the RMA.
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