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This research examines the delegation of industrial waste disposal from a waste generator to
awaste handler, under the presence of adverse selection and moral hazard, when the waste handler
may engage in illegal dumping if it is economically beneficial to do so. The problem is posed
as providing incentives for legal disposal from the waste generator to the waste handler through
incentive contracts. When the waste handler is at large asset base, the waste generator employs
the reward and the penalty to discourage the waste handler to conduct illegal dumping. When
the waste handler is at small asset base and may face the potentials of bankruptcy if illegal
dumping is detected, the waste generator employs only the reward to discourage illegal dumping.
Regardless of the waste handler’ s asset level, strict liability of the waste generator will
attain the highest social welfare level. Furthermore, non-pecuniary sanctions on the waste
handler such as revoking licenses or imprisonment will have additional effects on legal
disposal.




