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Abstract

Voluntary Environmental Agreements (VEAS) are agreements among the corporate, government,
and/or nonprofit sectors not required by legidation that aim to improve environmenta quality or natura
resource utilization. VEAS represent a new environmenta policy approach and have experienced recent
growth in many countries and regions, such as the United States and the European Union. These agreements
are diversified and incorporate various kinds of objectives, incentives, and procedures. This paper explores
the incentives that induce the corporate, government, and nonprofit sectors to participate in or develop
VEAs. The analysis of corporate incentives is based on empirical evidence from participants in the Climate
Challenge Program, while the examination of the other incentives is based on existing literature. This
research provides the opportunity to initiators of VEASs to motivate potential participants by providing the
appropriate incentives, which in turn can lead to more effective ingitutions and sustainable governance.
Also the andlysis clarifies the forces that shape the behavior of VEA participants and allows non-participants
to identify potentia incentives that they have not captured yet.



1. Introduction
Voluntary Environmental Agreements (VEAS) are agreements among the corporate, government,

and/or nonprofit sectors not required by legidation that aim to improve environmental quality or natural
resource utilization." VEAS represent a recent environmental policy approach that is growing in importance
in many areas, such as the United States and the European Union. In 1996, approximately 300 agreements
existed in Europe (Commission of the European Communities 1996b), while a variety of VEAS have
developed in the United States, mostly by the Environmental Protection Agency (EPA) but also by the
Department of Energy (DOE).? Green Lights increases energy efficiency through lighting improvements,
while 33/50 targets the reduction of the emissions of 17 chemicals by 33 percent in 1992 and 50 percent in
1995 (EPA 1998). Other countries have also developed VEAS, such as Japan where more than 2000
agreements were formed in 1992-1993 between local governments and the business sector (Storey 1996).

This paper examines the incentives that induce the corporate, government, and nonprofit sectorsto
participate in VEASs.? Given that several VEAs include the corporate sector the analysis of corporate
incentives includes empirical evidence from interviews with representatives from ten electric utilities that
participate in the Climate Chalenge Program; a VEA with agoa of reducing the impact of greenhouse gas
emissions [U.S. DOE, 1996a]. The analysis of government and nonprofit sector emissionsis mainly based
on exigting literature.

This study provides the opportunity to initiators of VEAS to motivate potentia participants by
providing the appropriate incentives, which in turn can lead to more effective ingtitutions and sustainable
governance. The analysis clarifies the forces that shape the behavior of VEA participants and alows non-
participants to identify potentia incentives that they have not captured yet. Findly, the empirical study of
electric utility behavior is particularly relevant, due to the potentia role of the utility industry in meeting

policy objectives for the reduction of greenhouse gas emissions.

2. Why doesthe cor porate sector participatein VEAS?
Although some research explores the incentives for participation in VEAS, such as the 33/50

program (Arora and Cason 1996, 1995; Khanna and Damon 1999), a number of studies have suggested the



need for more research on the characteristics and incentives that induce environmentally responsible actions,
including participation in VEAS (Lyon and Maxwell 1999; Cohen 1998; Labatt and Maclaren 1998; Konar
and Cohen 1997; Hansen 1996). This section examines the incentives that induce company participation in
VEAs and is related to the works of Lyon and Maxwell (1999) and Davies and Mazurek (1996). For the
purposes of this study, incentives are defined as. "underlying, unobservable factors that induce, or influence,
the VEA participation decision." The classification of incentives is based on the benefits that companies
obtain from their commitment to VEAs.

Direct incentives are related to information provision, technical assistance, and financia assistance
that facilitate the adoption of environmental projects. Economic savings refer to short- and long-term
economic benefits from reductions of operation cogts, regulations, liability-related costs (e.g., lower accident
risks, lower payments), future compliance costs (e.g., reduction credits), and administration costs (e.g.,
accelerated permitting). Strategic marketing encompasses benefits from projects that are appealing to
consumers, business partners and investors. Organizational culture is related to incentives that are consistent
with the organization's values (i.e., the right thing to do). Public recognition refers to improvements of the
company's image and benefits from closer cooperation with groups, such as environmental and community
groups. Findly, incentives can be classified as external (E) or interna (1) depending on the main source of
the benefits. For example, technica assistance is an external incentive, sinceit is usudly provided by the
government sector.

To examine the incentives that induce companies to participate in VEAS, this study focuses on the
participation of mgjor investor- and publicdly-owned electric utilities in the U.S. Climate Challenge Program.*
The term "maor" is defined by the Energy Information Administration (EIA) based on specific criteria (e.g.,
saleslevels). Thetwo types of utilities represent the large majority of electricity salesto ultimate consumers
(EIA 1996, 1997). The Climate Challenge Program is a VEA between DOE and the electric utility sector
with an objective of lowering greenhouse gas emissions [U.S. DOE, 19964]. It was officialy initiated on
April 20, 1994 and provides the opportunity to companies to reduce the impact of emissionsin a number of

ways (e.g., direct emission reductions, plant trees, participate in other voluntary programs).



Results about incentives are based on interviews with ten representatives from companies that had
made commitments to the program. The sample was selected purposefully based on the size of the utility,
location, and other criteria. The main question related to participation incentives was. “Can you provide me
with a few reasons why did your utility decide to participate in the Climate Challenge Program?’ The results
of the interviews are summarized in Table 1.

Table 1: Corporate Incentives for Participation in VEAS

No. of Yes Responses from 10

Categories of Incentives Type of Incentive® | Electric Utility Representatives
1. Direct Incentives 2

a Information & Technical Assistance External 2

b. Financial Assistance External -
2. Economic Savings 7

a. Direct Economic Savings Internal 2

b. Reduction of Liability-Related Costs External -

¢. Reduction of Regulatory Costs External 3

d. Reduction of Future Compliance Costs | External 2

e. Reduction of Administration Costs External -
3. Strategic Marketing -

a Improved Competitive Position External -

b. Improved Investment Position External -
4. Organizational Culture Internal 4
5. Public Recognition External 9

Note: Representatives could provide multiple responses. Bold numbers represent the sum of the subcategories.

Two respondents argued that assistance affected their decision to participate in the Climate
Challenge Program. For example, one respondent suggested that one of the main reasons for participating
was his utility's interest in measuring their level of emissions. The Climate Challenge Program provided the
utility with the support, incentives, and methodology to achieve that godl.

Two respondents indicated that direct economic savings affected their decision. For example, one
respondent suggested that the main factor that induced participation was that in the “long-run it would be less
costly.”®

Three utility representatives stated that the avoidance of regulations induced their utilities to
participate in the program. One respondent specifically referred to the avoidance of a carbon tax that would
have been very burdensome and costly.

Two representatives stated that taking credit for early action in case regulations were introduced

played arolein ther utility's decison to participate in the CCP.



Four representatives provided explanations, which indicated that participation in the Climate
Challenge Program was consistent with the utility’ s corporate culture. For example, two respondents
suggested that participation is "the right thing to do.”

Finaly, nine utility representatives indicated that some form of public recognition induced their
utilities to participate in the Climate Challenge Program. For instance, one respondent stated that his utility
was interested in establishing a public record of their environmental contribution, while two respondents
indicated that improvement of government relations and policies induced their utilities to participate in the
Climate Challenge Program.

In conclusion, companies face alarge number of incentives to participate in VEAS. It is unlikely that
any of these incentives independently induces participation. It is more probable that a combination of
incentives encourage commitments to these agreements. Further, several of the incentives areinterrelated
and as aresult, the boundaries of the incentive categories may overlap. In the Climate Challenge Program
public recognition and economic savings were the major factors that induced utility participation, while
direct incentives and organizationa culture played a secondary role in the participation decision. Given the
importance of public recognition, it may be appropriate for future initiators of VEAS to provide this type of

incentive to maximize corporate participation.

3. Why gover nment agencies participatein VEAS?
A number of reasons may explain the interest of the government sector in participating in VEAs

(Table 2). This section discusses six of these incentives (i.e., highlighted incentives).”

First, government agencies may develop VEAS to save resources and reduce regulatory costs
(Incentives 1 and 2). The growth of environmental problems and legidation during the last two decades
requires more financial, human, and technical resources to effectively administer the various programs. As
these resources become scarcer, government agencies may try to find alternative ways to achieve their
objectives, such as VEASs. Voluntary initiatives are attractive to governments that want to reduce spending
(Jenkins 1995). For example, the interest in VEAs in Denmark is partialy attributed to the lack of

government resources (Georg 1995). VEAS can lead to government savings through reductions in policy



design, implementation, monitoring, and enforcement costs (which in some cases are shifted to the
participating companies), and in general transaction costs.®

Government agencies devote capital to design and implement regulations and monitor compliance.
In the U.S., regulation and monitoring costs for air, water, solid waste and other types of pollution increased
from dmost 1 hillion dollarsin 1972 to approximately 1.7 billion dollarsin 1993 (Rutledge and VVogan 1995,
42-4; 1994, 45°). On the other hand, EPA outlays (e.g., water infrastructure, Superfund expenditures,
research and development, salaries) have stabilized at around 6 billions dollars, after a dramatic reduction
between 1980 and 1984. Based on projections until 2003 the stabilization will continue (Executive Office of
the President of the U.S. 1998). Given the increase in the number and complexity of environmenta problems
itislikely that these funds will not meet the needs for a clean environment. Overall, the lack of human,
financial, and technical resources of government agencies, and the increased number and complexity of
environmental problems have induced agencies to develop VEAS.

Table 2: Government Agency Incentives for Participation in VEAS

Reduction of the agency’s administration and enforcement costs of regulations.

Reduction of the agency’s human resour ces needs.

Increase of freedom and flexibility regarding the design of environmental policies.

Acceleration of the implementation of environmental policies.

Experimentation with a new environmental policy approach.

Exchange of information with the cor porate sector regarding policy design.

Protection of the international competitiveness of U.S. companies.

Forewarn the corporate sector about forthcoming regulations.

Provision to the corporate sector with the opportunity to go beyond regulatory requirements.
. Creation of a more flexible regulatory environment for companies (e.g., lower costs, freedom in

selecting method for pollution reduction, adoption of a multimedia approach).
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Second, government agencies may develop VEASto increase their flexibility in the design of
environmenta programs (Incentive 3). Currently, in the U.S., environmental legidation is prescriptive; thus,
government agencies have limited freedom on how to handle environmental issues (Fiorino 1995). VEAs
provide agencies with the opportunity to design, implement, and change their own programs in aflexible
manner. The involvement of legidaturein VEAs s limited (Hansen 1996), whileiit is relatively easy to

change VEA structure compared to laws (Gaines and Mfodwo 1996; Baggott 1986).*°



Third, VEAs may be developed faster than the formal regulatory process, which may lead to faster
improvements of environmental conditions (Incentive 4). The development of VEAS requires less time than
the creation of laws (International Energy Agency-1EA 1997; Gaines and Mfodwo 1996; Potier 1994,
Schmidheiny 1992; Baggott 1986),* while one of the reasons for the development of the Climate Challenge
Program was that the creation of legidation with smilar objectives would be time-consuming (Kinsman et
al. 1996).

Fourth, government agencies may develop VVEAS to improve communication with the corporate
sector and design more effective environmental policies (Incentive 6). In many cases the government lacks
information about business operations or environmental problems that is essentia for the development of
environmentd policies. VEAS encourage information exchange (EEA 1997; Goodin 1986) and promote
coordination between the various parties that can lead to improved environmental solutions (Long and
Arnold 1995)."> The negotiation phase of VEAS can encourage the development of better policies based on a
shared understanding of environmental issues between government and companies (Commission of the
European Communities 19964). One of the major benefits of EPA's Common Sense Initiative (i.e., a
multiparty VEA for the development of comprehensive environmental solutionsin six industries) is the
closer collaboration between people that were not used to working together (Davies and Mazurek 1996).

Findly, government agencies may develop VEAS to protect the competitiveness of home-based
companies (Incentive 7). Because of economic globalization governments are less willing to enact new
regulations. Instead, they prefer amore flexible, innovative, and cost-effective approach (IEA 1997).

Additiond explanations for the interest of the government sector may include experimentation with a
new environmental policy approach, interest in forewarning the corporate sector about forthcoming

regulations, and the opportunity provision to the corporate sector to go beyond regulatory requirements.

4. Why nonpr ofits participatein VEAS?
A number of incentives may induce nonprofitsto participate in VEASs (Table 3). They are interested

because these agreements can increase public interest for environmental issues, employee satisfaction,

interactions with other groups, access to resources of other organizations, and effectiveness of environmental



programs (Long and Arnold 1995). In particular, the lack of human and financia resources (Caudron 1995;
Milliman et al. 1994) and technica resources (Milliman et d. 1994) of environmenta organizations
encourage them to collaborate with companies. In other cases development of VEASs may lead to image
promotion for the nonprofit.

Table 3: Nonprofit Incentives for Participation in VEAS

Increase of public interest for environmental issues.

Increase of employee satisfaction.

Increase of interactions with other groups.

Access to resources of other organizations (e.g., financia, human).
Increase of effectiveness of environmental programs.

Image promoation.

oA WNE

Pollution Probe, a Canadian environmental group, endorsed some "environmentaly friendly"
products sold by Loblaws Inc., a Canadian grocery chain, to promote environmental awareness and to (a
lesser degree) increase the group's income (Westley and Vredenburg 1991, 66, 78). The Wildlife Habitat
Enhancement Council improved wildlife protection through cooperation with companies and other groups
(Cothran 1993). EDF devel oped the Paper Task Force to learn more about the environmenta problems from
paper, to contribute to a solution to this problem, and to increase the group's "visibility" and "prestige”

(Lober 1997, 14). Overdl, VEAs are becoming an attractive tool for nonprofits to protect the environment

and improve their organizationa operations.

5. Conclusion
The recent growth of VEASs indicates the increasing interest of the corporate, government, and

nonprofit sectors in this approach. These sectors face a number of incentives that may induce their
participation in VEAS, such as resource reductions, increase of environmenta effectiveness, and
improvement of policy design. The convergence of interests from these actors facilitates the development of
this policy approach, which in turn can contribute to sustainable governance. Future research should provide

additiona theoretical and empirical support on the participation incentives of the three sectors.
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7. Endnotes

! Definition adapted from Long and Arnold (1995, 6). To provide some consistency | use theterm "VEA" for
agreements that fit the above definition, even when other authors have used different terms.

2 CEC (1996b) is cited in European Environment Agency (EEA 1997, 22).

3 Several of theincentives apply to the decision to develop VEAs aswell.

4 The information about the various aspects of the Climate Challenge Program mentioned below is based extensively on
U.S. DOE [1996a]. Additional information is provided by the Climate Challenge Options Workbook [1994], Kinsman
et a.[19967], U.S. DOE [n.d], the Climate Challenge homepage at: http://www.eren.doe.gov/climatechallenge, and
direct contacts with DOE.

® The type of incentive indicates whether the incentives are mainly external or internal.

® The response from this representative was relatively generic. Therefore, although it seemsthat it fitswell in this
category, it may also be related to other categories within the “ economic savings’ section.

" Inthe next few weeks | am planning to interview government agency representatives to determine the types of
incentives that encourage them to participate in VEAS.

8 For adiscussion of cost savings and transfers from VEAs or general voluntary agreements see Segerson and Miceli
(1998), IEA (1997), Gaines and Mfodwo (1996), Georg (1995), Potier, (1994), Baggott (1986), Goodin (1986).

9 Numbers for 1993 were preliminary at the time of publication.

10 Baggott refers to general voluntary agreements.

1 Baggott refers to general voluntary agreements.

12 Goodin refersto general voluntary agreements.



