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What We Found!

Hydroelectric generation in Quebec is currently falling due to drought in the 
northeastern part of Quebec around the James Bay Basin. In response to this fall, 
Hydro-Québec (HQ), consistent with its green energy strategy, has turned to using 
wind turbines. This has helped but the domestic production of electricity is still falling.
Traditionally, Quebec has had to rely heavily on imported power. The primary source of 
this power has come from the Churchill Falls hydro generation station at very low, 
long-term contractual prices. A rough calculation shows that the effective cost of this 
power to Hydro-Québec is about .312 cents per kWh. The contribution of Churchill 
Falls electricity to Quebec’s available electricity is now around 17%.
With growing domestic demand, Hydro Quebec, even with its imports, has little 
surplus electricity for exports to its traditional markets. Surprisingly, because of the 
situation described above, Hydro-Québec’s export markets are increasingly becoming 
the source for its imported power from the New York grid.
Now, Hydro-Quebec advertises that its electricity prices are the lowest in Canada and 
the lowest in the G7. They acknowledge that these low prices are due to its very heavy 
reliance on low-cost hydroelectric power available to it, which, of course,  includes 
the imported power from Churchill Falls.
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For over half a century, hydroelectric power from Churchill Falls has been an 
integral part of the electricity available to HQ. It is also very inexpensive as a 
result of the 1969 contract with CFL(Co) and the fact that HQ is a major (34.2%) 
shareholder, which lowers the effective cost of electricity from Churchill Falls.

HQ’s increasing use of wind turbines attests that cheap hydroelectric sites 
capable of meeting its needs within Quebec are no longer available.

A low-cost alternative for HQ is to turn to Churchill Fals to replace the older 
turbines with newer, more modern, efficient turbines. Hydro Quebec also 
proposes to enlarge the CF facilities by adding two new additional turbines. 
Using the generating model used along Quebec’s rivers, HQ has also suggested 
developing new generating capacity at Gull Island on the Churchill River. Due to 
public grievances related to the pricing of the 1969 contract, Quebec has 
agreed to slightly increase the output prices charged by CFL(Co) in a new 
contract to end in 2075. This proposal is likely seen as being essential before 
beginning any new discussions on the new infrastructure projects outline in the 
December MOU.
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Hydro-Quebec is a very well-managed company whose strategies are consistent with its 
economic objectives.  Overall, it is a cost-minimizer. It passes these cost savings on to users 
in Quebec as part of its efforts to increase the economic well-being of household users. 
Quebec also utilizes inexpensive power as part of an industrial strategy to foster competitive 
enterprises to locate there.

With respect to exports, Hydro-Quebec is a profit-maximizer. Consistent with this objective, it 
takes advantage of price fluctuations in electricity demand on both a daily and seasonal basis 
in the competitive markets. The Canada Energy Regulator reported that Hydro-Québec 
received $193.43 CAD per MWh for its electricity in the NY market during July of this year. 
However, the price in April was only $38.14
The implication here is that the reservoirs associated with hydro generation can be thought of 
as large storage batteries in which water should be released to produce electricity for export 
markets when prices are the highest, typically in the winter months.

Climate change and advances in economic modelling have highlighted the importance of 
considering potential negative environmental costs and the responsible efficient use of natural 
resources. This recognition requires the responsible calculation and implementation of water 
royalties and land rents associated with hydro generation. Hydro-Quebec has started down 
this path, setting a royalty rate of $9 per MWh of hydroelectric power.  The revenue from this 
royalty goes directly to the Government of Quebec’s “Generation” Fund to be used to reduce 
Quebec’s debt.
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CF(L)Co does pay a royalty to the Government of Newfoundland and Labrador of 
about 25 cents per MWh or 1/36 of the royalty rate paid by HQ to Quebec for 
hydroelectricity generated in Quebec. The more traditional use of differential or 
scarcity rents related to water usage has, to our knowledge, not been calculated. The 
Government of Newfoundland and Labrador would directly set such rents linked to 
the Churchill River and would be an external input cost paid by CFL(Co).

The proposed infrastructure projects in the MOU have potential. While we know the 
total cost, the timing of those costs and others is unknown. Also unknown are the 
various scenarios related to output pricing over time. Without much more information, 
independent professional analyses of these projects are not possible.

The pricing of the existing electricity under the current long-term contract ending in 
2041 has been and continues to be a contentious issue under the MOU. The 1969 
contract was set in unusual circumstances. CF(L)Co sells to a monopolist, which sets 
“transfer” prices, which are 34.2% paid to itself. While the contract is legally binding, 
economists cannot say that the prices are efficient or optimal from a well-being 
perspective.
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Take Care
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Policy Suggestions
• These suggestions generally follow the management practices of HQ
• Recognize water as a valuable resource and have the province 

determine socially optimal economic rents. The rents would flow 
directly to GNL and would represent an input cost to CFL(Co).

• Set water rents/royalties at approximately $35/MWh.
• Maximize the economic well-being of NL’ers by allocating a portion of 

the rents directly to households at a lower price than faced by Montreal 
households, lowering electricity prices, extending the NL HST tax credit 
to reduce poverty, and following Alberta's lead in lowering the HST.

• Use rents as part of an industrial strategy. (Vardy)
• Use some of the rents as part of a “Generations Fund” to reduce debt 

costs. (The Quebec Model)
12/18/25



• Similar to Quebec, there would be a land rent for the land used by 
the generating station and its facilities, as well as for the land used 
for transmission lines. These rents would go to local or indigenous 
governments. 

• The pricing of such rents would be based on the differential costs 
associated with the least cost alternative generation processes. 
Such costs typically vary by month due to seasonal fluctuations in 
demand and the resulting adjustments in supply costs required to 
meet that demand.

• The four new proposed infrastructure projects could be handled 
separately, as David Vardy has suggested. One has to be aware 
that these projects will result in alternative scarcity rents.
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• As others have noted, the contracts should be for a period of 
twenty years, with a thorough review every five years.  This is 
consistent with Hydro-Québec's practices.

• Newfoundland and Labrador Hydro, along with Hydro-Québec, 
would determine the price of electricity charged by CFL (Co), 
taking into account the costs of its inputs. In this economic 
framework, the primary inputs are capital and labour and the 
purchased external inputs are purchased goods, purchased 
services, and purchased water resources.

• All the data necessary to make an informed economic decision 
should be readily available. Mark Carney, in his book Value(s) 
argues for the application of cost-benefit analysis.
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