2026 T RIBLFHHKEBLTEFRICIR
Contribution ID: 139 Type: [I2KIRE

Driving Out Bad Money with the Good: Policy
Design for Retired Electric Vehicle Batteries
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Abstract

Problem definition : In developing countries, most retired electric vehicle batteries (REVBs) are recycled by
informal battery recyclers (IBRs) rather than by formal battery recyclers (FBRs), reflecting a market failure
described as “Bad money drives out good money”. We investigate the root causes of this market failure
and evaluate the effectiveness of existing policy instruments—namely, government-funded recycling subsidy
policy and manufacturer-based EPR policy—in addressing the problem. We also try to propose responsibility-
sharing policy that combines the strengths of both policies, aiming to offer a more comprehensive solution to
this market failure.

Methodology/results : We develop a closed-loop supply chain model with recycling price competition be-
tween the IBR and FBR. Four policy scenarios are considered: No policy, recycling subsidy, EPR and responsibility-
sharing policies. Results show that without policy intervention, the recycling cost gap between IBR and FBR
—determined by battery manufacturers—continues to increase, driving the market failure. When IBRs remain
active in the recycling market, none of the three policies effectively incentivize manufacturers to lower the
cost gap. However, the responsibility-sharing policy can first drive IBRs out of the market when FBR recy-
cling is socially efficient and subsequently incentivizes battery manufacturers to reduce the recycling cost gap,
which establishes the conditions under which EPR and stand-alone recycling subsidies can be effective.
Managerial implications . Given the large recycling cost gap in developing countries, the government should
first implement the responsibility-sharing policy. After IBR exit the market and the recycling cost gap narrows,
it can shift to EPR, and finally to recycling subsidy.
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