Wake County Sustainability
Task Force Report

An Alternate Opinion

DR. MICHAEL SANERA
FeBRUARY 2012

This Regional Brief critiques the process used by the Wake County
Sustainability Task Force and its final report. The author was a

member of the task force.

The entire task force report and this critique can be found online at
www. ces.nesu.edu/depts/agecon/ WECO/wake/index.htm.

200 W. Morgan, #200
Raleigh, NC 27601
phone: 919-828-3876

fax: 919-821-5117

www.johnlocke.org

The John Locke Foundation is a
501(c)(3) nonprofit, nonpartisan research
institute dedicated to improving public
policy debate in North Carolina. Viewpoints
expressed by authors do not necessarily
reflect those of the staff or board of

the Locke Foundation.



2

WAKE COUNTY SUSTAINABILITY TASK FORCE REPORT: AN ALTERNATE OPINION

The curious task of economics is to demonstrate to men how
[ittle tﬁey reaffy now about what tﬁey imagine tﬁey can
c[esign.

— Friedrich A. Q-(ayeé
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I. The Task Force Process: Flawed from the Start

Task force members received a “Scope and
Process” document that outlined the objec-
tives, timeline, and meeting process. The pro-
cess was a “consensus-based decision making
process rather than majority voting process.”
In other words, facilitators assisted members
in reaching consensus, and when that could
not be accomplished, disagreements were to
be noted in the task force reports.

While this consensus process is quite
common at all levels of government, it is not
without problems. Typically, proponents of
a recommendation are not asked to provide
supporting scientific or economic data to sup-
port the viability of their recommendation.
The recommendation is assumed to be the
consensus of the task force unless a member
objects. The member who objects is then
asked to explain the reasons for his objection.
This process 1s effective at reaching consensus,
but it is not an effective way to evaluate effec-
tiveness or efficiency of recommendations. It
often leads to the well-documented phenom-
enon of “groupthink.”

The process used by the facilitators inevi-
tably produces groupthink, described as

the mode of thinking that happens when
the desire for harmony in a decision-mak-
ing group overrides a realistic appraisal of
alternatives. Group members try to mini-
mize conflict and reach a consensus deci-
sion without critical evaluation of alternative
ideas or viewpoints.*

Task force membership

Task force members were not selected on
the basis of scientific or economic expertise.
On the contrary, the members were selected
because they represented special-interest
groups or governmental interests that might
be affected by the recommendations. In fact,
no resource economists were on the task force

nor were any resource economists on hand
to act as support staff. Additionally, the task
force process did not include a procedure to
evaluate recommendations for their scientific
or economic validity or effectiveness.’

Those seem to be fundamental flaws in the
process since the task force was charged with
making recommendations on three issues con-
cerning natural resources: water and energy
resources and solid waste disposal. Thus task
force members were without a mechanism to
check their recommendations for economic or
scientific validity, unintended consequences,
or costs and benefits of various options.°

Most speakers represented special-interest
groups or governmental interests

The task force did hear from a series of
speakers.” Unfortunately, these speakers repre-
sented either private interests or governmen-
tal interests. For example, the solid waste and
recycling information presented on March 18,
2010, did not include any total cost data so
that members could determine the landfill vs.
recycling costs.”

It was only after the urging of several
members of the task force that an energy panel
discussion with divergent views was presented
at the November 2010 meeting, nearly a year
into the process. Furthermore, an alternative
economic point of view delivered by a quali-
fied resource economist” was not presented to
the members until more than a year into the
process, and his presentation is not listed on
the task force website.

Definitions matter

As a further illustration of the lack of
concern for economic or scientific rigor, the
task force members did not have a common
definition of sustainability. In other words,
each member was free to apply his or her own
sustainability definition to the issues being dis-
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cussed. This lack of a common definition led
to many unproductive discussions. That prob-
lem was rectified late in the process when the
task force members were asked to arrive at a
consensus on a definition of sustainability.

After much discussion, the task force
adopted this definition:

Sustainability is utilizing practices that
protect the economic, environmental, and
social qualities of life for current and future
generations.

This definition relies on the most common
definition used in the field, first put forth in
1987 in the UN report Our Common Future:

Sustainable development is development
that meets the needs of the present without
compromising the ability of future genera-
tions to meet their own needs.'

Unfortunately, neither of those definitions
conforms to the basic principles of resource
economics. Both imply using governmental
power to force people to save resources now
because some “experts” think they might be
useful for future generations. Such a propo-
sition 1s economic nonsense and violates the
basic principles of a free society and a free
economy. Even the most knowledgeable sci-
entific experts in the 1930s could not have
comprehended then that, in a few decades,
copper telephone wires would have become
less necessary because fiber optics (using ordi-
nary sand) and satellites would carry much of
our telecommunications. So had there been a
government-enforced sustainability policy in
the 1930s that required people to save copper
for future generations, it would have wasted
important resources and stifled technological
innovation.

In the same wayj it is an absurdity to base
sustainability policy on a definition that does
not understand fundamental facts of resource
€Conomics.

As economist Dr. Roy Cordato concludes:

The reality is that there is no empirical or
historical evidence that any generation has
been less prosperous than previous genera-
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tions as a result of overuse of resources by
previous generations. In fact, the evidence
is exactly the opposite. It is the resource
usage of previous generations, and the cap-
ital formation that it generated, that gives
generations to follow opportunities for pros-
perity that they would not have otherwise
had." (Emphasis added.)

Why was this biased process used?

If the process was not geared toward
developing economically or scientifically
tested and sound policy recommendations,
why was the consensus process used, and what
was 1t designed to produce?

The reason this process was used, and
why it is popular at all levels of government,
is that it normally creates a politically acceptable
outcome. 'This process did not rely on environ-
mental science, natural resource economics,
or scientific or economic data related to the
issues of water, energy, or solid waste. With a
few rare exceptions explained in detail below,
little or no attempt was made by facilitators to
bring in independent sources of scientific or
economic information. No scientists or econo-
mists with expertise in the areas were selected
to be task force members.

The first indication of the political goal of
the task force process was the selection of the
task force members.'? A wide variety of politi-
cal interest groups were represented. Cities,
environmental groups, agencies, etc. all repre-
sent political interests in Wake County. These
are often referred to as “stakeholders.” As I
argue in “The Most Important Stakeholders
Often Have No Say,”" it is impossible to get
all of the people or groups represented, so
the policy recommendations produced by the
typical “stakeholder” process often pass costs
on to unrepresented individuals and groups
who have no say in the process. For example,
recommendations’ changes in the building
code and the land use “incentives” offered to
home builders would likely drive up the cost
of housing for future Wake County residents
who cannot be represented directly because
no one knows who they are.
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II. Principles of Resource Economics

The issues addressed by the task force—
water, energy and solid waste—are funda-
mentally related to resource economics. This
section of the report shows that by relying on
interest-group representatives instead of qual-
ified resource economists, the task force pro-
duced a hodgepodge of conflicting, confusing,
and counterproductive recommendations.

The following discussion only hints at the
potential economic problems contained in the
recommendations developed by the task force.
It is by no means a complete list of problems.
County commissioners’ decisions to imple-
ment any of the task force’s recommendations
must be based on evaluations by qualified
€Cconomists.

Economics 1s about scarcity, and econo-
mists evaluate various institutional arrange-
ments to determine which arrangements use
resources most efficiently. Resources include
not only natural resources such as the ones
reviewed by the task force—water, energy
and landfill space—but labor that goes into
any production process and capital that is
necessary for buildings and equipment. (I will
summarize these three resources by using the
terms land, labor, and capital.) Simply put,
institutionalized market economies use these
three resources more efficiently than govern-
ment ownership of production. The Soviet
Union’s economic system failed because the
communist government owned and allocated
resources based on what the Communist
Party leadership wanted, not what consumers
wanted. This system of government owner-
ship produced not only a declining standard
of living, but also an actual decline in the life
expectancy of its citizens.

Principle #1: Efficiency
To the non-economist, efficiency is usu-
ally defined as the most output for the least

input—"“more bang for the buck.” But econ-
omists use a broader definition: “The mea-
sure of how well an allocation system satisfies
people’s wants and needs.”* In other words,
competitive free markets are considered the
most efficient allocation system because they
not only produce more goods at lower costs,
but the goods produced are what people want. The
Soviet Union produced lots of tanks, guns,
and missiles because that is what the Com-
munist Party leaders wanted. Even though the
people wanted toasters, cars, and televisions,
few were produced because political decision
makers, not consumers, controlled the coun-
try’s resources—land, labor, and capital.

Therefore, inherent in some of the task
force’s recommendations are two fundamental
economic mistakes. First, many of the recom-
mendations claim to focus on efficiency, but
that focus is only on one resource; e.g., increas-
ing energy efficiency. These recommendations
ignore what could be wasteful expenditures
of other resources—such as labor and capi-
tal—in order to achieve increased energy effi-
ciency. When that happens, the overall result
1s actually inefficient.

The second mistake is that many of the
recommendations are based on decisions by
political and bureaucratic elites, not consum-
ers. Providing a taxpayer subsidy for consum-
ers to buy an energy-efficient refrigerator is a
clear sign that the consumer, left to his own
decision, might opt for another item. The elite
decide they must prevent the consumer from
making this purchasing “mistake” by offering
him a taxpayer subsidy.

The task force’s report defines “energy
efficiency” in the glossary attached to the
Energy “Energy efh-
ciency involves technology that produces the
same end product while using less energy.”
This definition takes only one of the major

Recommendations:
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resources into account. It ignores labor and
capital. The example provided in the glossary
is an air conditioner that produces the same
amount of cool air while using less energy."
But it is foolish to consider only the energy
side of the equation. Consider: would any
rational person buy a 9,000-BTU window air
conditioner costing $30,000 even if it used less
energy? The high price—which is a measure
of the value of all the resources that go into pro-
ducing an item—indicates that lots of other
valuable resources were used to make this
“energy efficient” air conditioner.

To make matters worse, government sub-
sidies sometimes encourage people to buy
“energy efficient” items that waste not only
productive resources, but taxes, which are
taken out of the private sector where they
would have been used in more productive
ways (see section on government subsidies
below).

The task force’s Energy Strategies #1 and
#6 recommend building buildings based on
energy-efficient designs. Building or retro-
fitting buildings to save energy is a laudable
goal, but if the new design requires higher
cost materials and more construction labor,
the new building may be energy efficient, but
the total use of resources may make it ineffi-
cient and wasteful of resources. Thus it would
not be sustainable.

Similar problems exist in the solid waste
recommendations. Throughout the entire dis-
cussion of solid waste, the economic literature
on landfill vs. recycling was ignored. Instead,
the task force established Waste Strategy #1,
which is intended to extend the life of the
South Wake Landfill; i.e., find other ways
to dispose of trash so that the landfill would
fill up later rather than sooner. This goal
assumes, without any economic evidence, that
alternative waste disposal costs—for example,
recycling—are less than continuing to use the
landfill. Thus without any economic data,
the recommendations call for diversion of
high volume materials, diverting food waste,
converting waste cooking oil to biofuel, and
establish construction and demolition waste.
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Actually, the task force was presented with
evidence that some types of recycling are not
sustainable because they waste resources.'®

While the task force recommendations call
for waste characterizations studies, pilot stud-
les, etc., they do not require true economic
analysis of the costs of those programs com-
pared with the costs of using the landfill to dis-
pose of solid wastes.

In fact, extending the life of the landfill
has nothing to do with the sustainable use of
resources. Extending the life of the landfill is a
political goal created by a mix of environmental
special-interest groups and Not-In-My-Back-
Yard (NIMBY) political pressure on elected
officials.

The NIMBY problem stems from the fact
that landfills impose uncompensated costs
(noise, increased road traffic, smells, lower
land values, etc.) on nearby landowners. If
those costs were compensated by lower prop-
erty taxes, for example, much of the NIMBY
factor would dissipate.

To have truly sustainable solid waste dis-
posal, commissioners should focus on using
environmentally safe methods at the lowest
possible cost.

Principle #2: The Price Mechanism

Generally speaking, in market economies,
scarce resources—land, labor, and capital—
are efficiently allocated using the price mecha-
nism. Economists define the price mechanism
as the system used by buyers and sellers to vol-
untarily determine a mutually agreeable price
where both buyer and seller expect to gain
from the voluntary exchange.

Simply put, if the supply of a resource
becomes scarcer, the corresponding price
increase signals entrepreneurs to produce
more supply and consumers to conserve or
look for substitutes.

The sustainability task force was charged
with developing recommendations for two
resources, energy and water.

Concerning water,
pricing systems are set by a political dynamic,
not the price mechanism. Historically, elected

government water
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officials who wanted to please voters have set
water prices lower than would be expected if a
market price mechanism were operating. On
the other hand, current pressures from envi-
ronmental interest groups have caused elected
officials to price water too high. Fixed-tiered-rate
systems indiscriminately punish consumers
for using water. Cary’s top rate is $8.10 and
Greensboro’s is $6.80 for about 750 gallons of
water.'” Barring a wholesale transference of a
government water system to the private sector,
it is impossible for a government water system
to use a market-driven price mechanism.

The task force’s water recommendations
try to solve the dilemma presented by gov-
ernment bodies that determined water prices
without a market price mechanism. Water
Strategy #1 calls for a study of the “full ben-
efit-cost analysis of water resource facilities
and programs” leading to the development of
a “dynamic water resource pricing policies.”
This recommendation is a step in the right
direction, assuming (1) that qualified econo-
mists conduct the study, not ideological con-
sultants or special-interest research organiza-
tions, and (2) that “dynamic pricing” means
price will change based on water supply and
demand.

Unfortunately, Water Strategy #1 under-
mines the core principle of a dynamic pricing
system by specifying counterproductive goals.
It also states that “pricing policies that ... pro-
mote efficient use of water resource, and equi-
tably allocate costs to individuals based upon
the benefits received from, and the impacts
placed on, water resource facilities and pro-
grams.”

Instead of allowing consumers to use water
as they choose within a price based on sup-
ply and demand, that section invites special-
interest pressure on elected officials to dictate
how consumers use their water. For example,
it encourages such policies as outdoor water
restrictions, mandatory low-flow toilets and
showerheads, etc.

A dynamic water pricing system should
only be concerned with adjusting the price
based on the supply of and demand for water.

For example, once the relative costs of the
system are determined, a base price could be
set. Then the price should change based on
changes in supply and demand, not the politi-
cal preferences of the policymakers. If total
demand increases due to population growth,
or if a drought condition decreases supply,
then the price should increase. On the other
hand, if supply increases due several years of
wet weather, price should decrease. The fact
that Wake County’s population will increase
must motivate system administrators to find
more supply, not engage in so-called demand-
side management of this resource.'®

Demand-side management policies such
as mandatory conservation with fines for
enforcement are the kind of “nanny state”
policies that are unproductive, discrimina-
tory, and inconsistent with the values of a free
society. During the 2007 drought, Raleigh
and other Wake County cities passed restric-
tions on personal lawn watering and car
washing and on commercial ventures such as
car washes and pressure-washing businesses.
These regulations and the fines to enforce
them drove some places out of business and
punished someone who wanted a green lawn,
but at the same time it did nothing to people
whose water use was less visible; e.g., people
who like long showers or who water numerous
houseplants.

While a government pricing system based
on supply and demand would be less effi-
cient than a true free-market pricing system,
it would still cause people to conserve volun-
tarily in ways that suit them best. It would
still be better than managing consumption
through arbitrary, capricious, one-size-fits-all
nanny-state regulations (see more in the Regu-
lations section below).

Principle #3: Regulations

Governments use regulations to influence
individual behavior when actions by one party
harms others. Historically, these have gener-
ally concerned specific and limited health and
safety regulations. For example, speed limits,
traffic lights, and so forth regulate driving
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behavior, making our highways safer for every-
one. More recently, special-interest groups
have lobbied to regulate areas unrelated to
specific health or safety issues, giving rise to
the nanny state. New York City’s banning
trans-fat from restaurants and San Francisco’s
banning of fast-food happy meals for kids are
just two examples of special interests’ lobby-
ing interests succeeding in forcing conformity
to their ideologically preferred behaviors.

The task force’s water and energy rec-
ommendations call for the review of build-
ing codes. Energy Strategy #1 states that the
county should “evaluate existing building
codes, policies and regulations to identify limi-
tations to, and opportunities for, the energy
efficient design of building and outdoor light-
ing.” Water Strategy #2 contains similar lan-
guage. While it is important to examine build-
ing codes in order to eliminate unnecessary or
ineffective restrictions on individual actions, it
appears that some task force members want
to add regulations that would force people to
conform to “environmentally correct” ideol-
ogy. For example, Energy Strategy #1 calls
for changing building codes to encourage
“energy efficient design of buildings.” Given
the discussion of the term “energy efficient”
above, this recommendation could cause the
county to pay double or triple the cost of con-
structing buildings in order to save a small
amount on energy. Economists would call that
a highly inefficient—or in task force parlance,
an unsustainable—use of total resources to
save on just one resource: energy.

The water recommendations contain
similar language. Examining building codes
to find opportunities for water efficiency and
water conservation could lead to requiring
low-flow showerheads (which were famously
ridiculed in the “Seinfeld” TV episode in
which Kramer and Newman sought high-flow
showerheads from a black market dealer in a
back alley). The county should not respond
to pressure from special-interest groups to
change building codes based on the latest
“environmentally correct” dogma. Instead,
county officials should work to use a pricing
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structure that allows individuals and families
to determine how they will use water.

Principle #4: Incentives

Economists use the term “market incen-
tives” to describe the response of individuals
and firms to changes in the price mechanism
or, more generally, changes in costs and ben-
efits. For example, when a freeze hits Florida
and the price of orange juice increases, apple
juice firms have a market incentive to pro-
duce more apple juice and consumers have
a market incentive to find a lower price sub-
stitute for higher priced orange juice. All of
this activity takes place in the context of pri-
vate property rights and voluntary exchanges.
Market incentives promote efficient use of
scarce resources and thereby lead to the sus-
tainable use of resources.

Conversely, officials are
largely unaware of the role market incen-
tives play in the promoting the efficient use of
scarce resources. Instead, they use government
subsidies to manipulate individual choices in
predetermined ways. For example, Energy
Strategy #7 states, “evaluate potential incen-
tives to promote” energy-efficient appliances
and the construction, operation, and retro-
fit of energy-eflicient buildings. In this case,
using a taxpayer subsidy to get individuals to
do what government officials think is “best”
creates an incentive. While a market incentive
encourages efficient use of resources, a gov-
ernment-subsidized political incentive does
the opposite.

Taxpayer subsidies transfer money from
the private sector to the public sector. When
public-sector decision makers use that money
for incentives to appease special-interest
groups—in this case, a program that subsi-
dizes “energy efficient” appliances—it results
in inefficient use of all of the resources used in
production.

For example, the high price of an energy-
efficient appliance such as a washing machine
or refrigerator indicates that more resources—
land, labor and capital—are required in the
production process. The government subsidy

government
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lowers the price to the consumer, but it does
not change the fact that more resources were
used 1n its production. Those resources could
have been used in the production of other
products desired by consumers. Thus the
overall impact of the subsidy is to misdirect
resources in wasteful, inefficient ways. That
means it is an unsustainable use of resources.

A second distortion of the term “incen-
tives” in the task force report involves rec-
ommended changes in land use regulations.
Solid Waste Strategy #1 states that develop-
ers should be offered “incentives to provide
recycling facilities,” which include “parking
counts, housing density credits, etc.” Offering
quid pro quo deals to homebuilders and other
developers is an increasingly popular way
for special-interest groups to get homebuild-
ers and, by extension, home buyers to pay for
their pet projects without a direct cost to tax-
payers.

Here is the way the “incentive” bargain-
ing system works: Planners with support from

special-interest groups want developers to
provide certain public amenities, in this case
recycling facilities, at no direct cost to the tax-
payers. They write planning regulations with
land use standards that are unreasonably low.
In this case, they set parking counts (number
of minimum parking spaces for a develop-
ment) and housing density (number of houses
per acre) artificially low.

Planners know that in order for the devel-
opment to be an economic success, developers
must increase those standards. Planners are
more than willing to increase those standards
if the developer provides the “free” recycling
facility.

The fact that, for the most part, the addi-
tional cost for the “free” amenity is passed
on to the buyers is no concern for the plan-
ners nor the special-interest group pressuring
for the amenity. This incentive system, which
resembles an extortion scheme, is specifically
explained and recommended in a consultant
report produced for the City of Raleigh."

III. The One and Only Recommendation

It is no accident that the task force did
not calculate the costs of its recommenda-
tions or compare them to other, perhaps less
costly, alternatives. The majority of the task
force members were not concerned with costs,
especially when other people would be made
to pay them.

This brief analysis only hints at the sys-
temic problems in the task force’s final report.
To discuss all of its problems in detail would
require a much heftier document. As the
commissioners consider the Sustainability
Task Force recommendations, it is impera-
tive that they commission qualified resource

economists, not sustainability consultants nor
sustainability university faculty, to conduct
economic analyses of the recommendations
before any of them are implemented. It is
only then that they will have the informa-
tion they need to decide if a recommendation
would produce economic and environmental

benefits for the citizens of Wake County.
Regional Brigf No. 85 » February 17, 2011

Dr. Michael Sanera
Durector of Research and Local Government Studies
at the John Locke Foundation
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