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The Business Case for Climate Change Legislation

I. Introduction

In recent years, leading businesses have emerged as some of the strongest advocates for passage of
national climate and energy legislation that mandates reductions in greenhouse gas (GHG)
emissions. While many have cheered this business engagement, others have been left confused and
at times suspicious of why businesses would support such a policy.

In many ways, the confusion is understandable. Environmental politics in this country have often
pitted business interests against environmental advocates in a binary struggle over the need for
new or more stringent regulations. But today, major corporations cutting across a range of
industries are allying themselves with nongovernmental organizations (NGOs), unions, national
security hawks, and even religious groups to urge enactment of legislation that requires reductions
in GHG emissions. To some observers on the left and the right, business backing for new legislation
is a foreign, if not completely counterintuitive, concept, and the strange bedfellows of the climate
change issue have left many scratching their heads.

This is partly because climate change is not strictly an environmental issue. Instead, it is a multi-
faceted problem, encompassing national security, international diplomacy, and most crucially for
business, economic policy. On a fundamental level, the companies supporting climate and energy
legislation have made a simple determination: the presence of a coherent national policy is better
for the economy and their business than the status quo. Put another way, the absence of such a
policy creates uncertainty, which is a hindrance to sustained economic growth and an obstacle to
the development of new markets and business opportunities.

This brief lays out the business case for national climate and energy policy, and explains why
leading companies have decided that legislation that limits GHG emissions is good for their
industries. While the details of individual companies’ policy positions will vary based on their own
specific circumstances, broadly speaking there are three main reasons businesses support
legislation that addresses climate change:

o The need for regulatory certainty. Most companies understand that some form of climate
policy is inevitable, but they do not know exactly what it will look like or what will be
required of them. Today, when businesses look to the horizon they see an uneasy mix of
evolving state and regional climate programs and burgeoning U.S. Environmental
Protection Agency (EPA) regulations. It is unclear how these policy initiatives will unfold
and interact with one another. This creates uncertainty, which hobbles business planning,
especially for industries, such as electric utilities, that build and operate long-lived, capital-
intensive assets. A clear, long-term, legislative framework for reducing GHG emissions
would alleviate much of this uncertainty, allowing for more intelligent business planning.
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e The economic opportunities arising from climate solutions. Clean energy is projected to
be one of the great global growth industries of the 21st century. Policy support can
accelerate growth in these industries, and help U.S. companies compete against foreign
firms that are quickly establishing dominant positions in these important markets.

e The reputational benefits of supporting public policies that combat climate change.
Customers, shareholders, employees, and other stakeholders are increasingly pushing
companies to
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dioxide (CO) emissions! (see “Leadership Ad” on previous page for a list of some of these
companies). Trade associations representing electric utilities? and auto manufacturers3 are on
record supporting national climate policy. The remainder of this brief provides additional detail on
why this is the case.

II. Regulatory Certainty

Perhaps the strongest driver behind business support for national climate legislation is the need for
regulatory certainty. Businesses make investment decisions based on expectations about the future.
Assumptions about economic growth, consumer preferences, trade patterns, and labor and material
costs—to name just a few—are all considered as executives plan their strategies to design, build,
and ultimately market new products and services. Assumptions about government policy are also
critical. In the case of carbon-heavy, capital-intensive industries that build and operate long-lived
assets, assumptions about the nature and shape of future climate policy can be the determinative
factor in deciding what type of plant to build. But without a clear, climate policy framework in place,
companies today face a real dilemma. There is a general consensus among businesses that climate
change regulations are coming,* but significant uncertainty remains regarding the precise form and
timing of the rules. This uncertainty has a crippling effect on business planning and investment
decisions.

The electric utility industry provides perhaps the best example of this conundrum. The industry
may need to invest up to $2 trillion over the next 20 years to replace an aging fleet and help meet
the energy needs of a growing population.5> These investment decisions will be extraordinarily
consequential, both in terms of the dollar amounts involved as well as the longevity of the assets
produced. Commercial scale coal power plants can cost up to $2 billion to build,é while a one-
gigawatt nuclear plant can cost up to $6 billion,” and both can last for 50 years or more. Faced with
a suite of fuel choices and generation options, a price on carbon and other regulatory details could
mean the difference between building a new coal plant or a natural gas facility, or investing in wind,
solar, or other low-carbon alternatives.

Many in the utility industry are thus urgently calling for rules of the road to help guide their
investments over the next couple of decades and avoid spending billions of dollars on power plants
that need to be shut down or retrofitted as a result of future regulatory shifts. This is what Duke
Energy CEO Jim Rogers calls “stroke of the pen risk,” or “the risk that a regulator or congressman
signing a law can change the value of our assets overnight.”8 In the face of this uncertainty, many
executives have decided that the smart investment decision is to simply wait: “With billions of
dollars at stake, many utilities are holding off as long as possible before committing themselves to
massive, long-term investments,” says Peter Darbee, CEO of PG&E Corporation, speaking about the
electric industry at large.?
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In short, regulatory uncertainty delays investments and
“With billions of dollars at drags down growth at individual businesses and across the
stake, many utilities are economy. While electric utilities provide a stark example
of this effect, they are not alone. Carmakers have also
suffered from the absence of a clear national climate and
energy policy. In this industry, it can take up to seven years

holding off as long as possible
before committing themselves

to massive, long-term to bring a product to the market1?, and the technology
investments.” development process can take even longer, sometimes up
to a dozen years.!! This means that auto engineers are
—Peter Darbee, CEO, currently designing vehicles for the 2017 market at the
PG&E Corp. earliest—a market that will undoubtedly look very

different than today’s. As a result, automakers are calling
for alonger-term regulatory framework to help guide their investment decisions over the next few
decades.'? Such a framework would help automakers more intelligently assess the relative costs
and benefits of various low-carbon options including electrification, lightweighting, biofuels, and
hydrogen fueling, and lower the probability of making expensive bets on the wrong technology.

Still, some companies continue to believe it is in their best interests to try and beat back climate
change rules for as long as possible. Permanent abandonment of GHG regulation provides its own
sense of certainty, or so the thinking goes. But it is naive to think the climate issue will just go away,
even if opponents are successful in blocking new federal legislation this year or the next. The
evidence is clear that in the absence of federal legislation policymakers will continue to address
climate change, but they will be forced to do so in ways that may be less consistent, more costly,
and potentially less effective. States, for example, are establishing their own climate programs, 13
and while there is an effort underway to coordinate these regional efforts, concern exists that
conflicting standards could drive up costs and complexity for businesses that operate throughout
the country. EPA is also moving forward with regulations, as directed by the Supreme Court. 14
Regulation will require the agency to use existing legal authorities which may be less flexible and
have fewer economic safeguards than new legislation could provide. In the meantime, legal
challenges based on common law nuisance claims are being filed against GHG emitters; !5 the U.S.
Securities and Exchange Commission has issued guidance on carbon-related risk disclosure (both
regulatory and potential physical damage);1¢ foreign countries are taking increasingly aggressive
action on climate change (driving investment dollars in low-carbon, clean energy technology
overseas);17 and investors are filing a record number of climate change-related shareholder
resolutions seeking to pressure companies to take more aggressive action on climate change.18

Much of this action is undergirded by the fact that, despite some recent overblown controversy, the
science behind global warming is more compelling than ever.1° This provides businesses with
further justification for supporting policy action today: future legislation could be much more
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costly. The longer society waits to address climate
change, the more severe the problem becomes. This
means steeper, more abrupt GHG cuts will have to be address climate change, the
made to avert the most dangerous impacts of climate more severe the problem
change, leading to significantly higher costs to
businesses that need to meet the more ambitious targets.
There is also a very real risk that a climate change- steeper, more abrupt GHG
related natural disaster—such as a more intense cuts will have to be made,
hurricane, prolonged drought, or severe flood—could

The longer society waits to

becomes. This means

leading to higher costs to

create a knee-jerk reaction among policymakers and
lead to highly aggressive and potentially punitive GHG
control measures in the future.20

businesses.

IIL. Clean Technology Market Opportunities

Markets for clean technologies, which include renewable sources of energy, energy-efficient
technologies, and other low-emitting goods, have exploded in recent years.2! Prior to the global
economic downturn, which caused business investment to decline virtually across the board, the
clean technology sector was attracting record levels of capital. Investments in clean energy reached
$148 billion in 2007, which was 60 percent higher than the previous year’s level.22 The figure
climbed again in 2008, albeit at a slower rate, to $178 billion, before falling off in 2009 due to the
economic downturn.23 There is already evidence that the rebound in this sector will be swift,24
which makes sense as the drivers for expansion are clear and compelling. Population growth and
rising standards of living in the developing world are adding to global demand for conventional
energy resources, leading to higher and more volatile energy prices. At the same time, governments
around the world are pursuing policies to conserve energy and reduce GHG emissions. As a result,
clean energy markets are expected to continue to grow rapidly into the future. The International
Energy Agency (IEA) projects that even without any additional policy support, cumulative global
investments in clean power generation technologies?> between 2010 and 2020 will total about
$1.55 trillion, a number that expands significantly when the IEA builds in assumptions about future
policy support.2é

Many U.S. companies have the desire and capability to tap into these new markets, and many are in
fact doing so. PG&E, for example, is investing aggressively in energy efficiency, renewable energy
sources, and smart grid technologies. But the absence of a clear policy framework that incentivizes
the development of low-carbon technologies has left U.S. firms at a disadvantage vis-a-vis their
international competitors.2” Consider that among the top five biggest wind turbine companies in
the world only one is American. Similarly, there is only one U.S. company among the top 10 solar

Pew Center on Global Climate Change
2101 Wilson Blvd., Suite 550
June 2010 Arlington, VA 22201
Phone: 703.516.4146 Fax: 703.841.1422
www.pewclimate.org

The Business Case for Climate Change Legislation




The Business Case for Climate Change Legislation

companies, and only two among the top 10 advanced battery manufacturers.28 The Pew
Environment Group noted recently that relative to the size of their economies, Spain last year
invested five times more in clean technologies than the United States, with China, Brazil and the
United Kingdom investing three times more.2°

The fact is that the longer the United States waits to enact comprehensive climate and energy
legislation, the further American businesses will fall behind their foreign competitors in the race to
develop clean energy technology. This concern has been raised by American businessmen and
political leaders alike. “If our country doesn’t get an energy vision and start incentivizing alternative
sources of energy, this whole international movement to clean up the planet is going to pass us by,
and we’re going to be following China instead of leading China,” said Sen. Lindsey Graham (R-SC).30

A few examples help illustrate this point:

e American Electric Power (AEP), one of the largest domestic coal-burning utilities, is
working with Alstom, a French manufacturer of power plant and transportation systems
with significant operations in the United States, on a pilot program to test carbon capture
and sequestration (CCS) at one of AEP’s
facilities in Mountaineer, West Virginia.
Buoyed by early success at Mountaineer,
AEP CEO Mike Morris has grown
increasingly optimistic about the prospects
of ramping up CCS elsewhere in his coal
fleet, but has made clear that the United
States needs to put in place a price on
carbon before the technology can be widely
deployed.3! Commercialization of CCS
would present significant business
opportunities for companies not just in the
United States, but around the world,
especially in China, which relies heavily on
coal to meet its electricity needs.

e GE has invested billions of dollars in
building up a successful suite of renewable
energy and energy-efficient technologies.

Further, its Energy Financial Services unit

has invested over $4 billion in renewable Photo courtesy DOE/NREL
energy projects and companies.3? It is eager
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to do more, but CEO Jeff Immelt cites the U.S.
government’s climate and energy policies—
mainly the lack of a clear national framework—as
the company’s “principal obstacles to success.”33
Applied Materials is the global leader in
nanomanufacturing technology, which has broad
applications, notably in the production of
computer chips and solar photovoltaic panels. The
firm’s solar business, in particular, is flourishing.
In just the last two years it has built 14 new solar

“If our country doesn’t get an
energy vision and start
incentivizing alternative
sources of energy, this whole
international movement to
clean up the planet is going to
pass us by, and we're going to
be following China instead of
leading China.”

panel factories. But despite being headquartered
in Silicon Valley, all 14 of these new plants have
been constructed overseas. 34 This is due largely to
the fact that other countries have put in place
more aggressive policies to support domestic demand for renewable energy. “We need to be
where the customers are,” said Howard Clabo, a spokesman for Applied Materials.35

—Sen. Lindsey Graham

American companies are successfully pushing low-carbon innovations and deployment forward,
but much of what is being deployed is occurring in anticipation of a future climate policy
framework. Without a predictable policy framework in place, large-scale domestic investment will
not occur. With assets such as leading scientific research institutions, a world class higher
education system, and an entrepreneurial culture that values creativity and rewards risk taking,
there is no reason why the United States cannot dominate these new clean technology markets.
The only missing ingredient is intelligently designed policy.

IV. Corporate Social Responsibility (CSR)

Support for national climate policy has recently emerged as an important component in many
companies’ broader CSR agendas. In effect, policy support can bolster a company’s corporate
reputation by demonstrating a commitment to broad societal change, as opposed to the more
narrowly targeted, company-specific initiatives that characterized many previous CSR efforts. This
CSR rationale for supporting climate policy is typically most compelling for consumer product
companies with strong brand images.36

Generally speaking, demonstrating social responsibility is important for companies seeking to build
brand value, avoid negative public relations, and maintain customer loyalty. Broadly defined, CSR
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covers a number of different business issues,
including: protecting workers’ rights; respecting local
communities; contributing to philanthropic ventures;
and promoting environmental sustainability.

Environmental sustainability in particular has moved
up the list of CSR priorities. According to a 2010
survey by the Economist Intelligence Unit, 86 percent
of companies polled said operating sustainable
environmental practices was either a very or
somewhat important goal, while 87 percent agreed
with the statement that “sustainability will become
considerably more important to my company over the
next three years.”37 A separate McKinsey & Co. survey
found that consumers and business executives both
anticipate that environmental concerns will be the sociopolitical issue that will attract the most
attention over the next five years—more so than demand for healthier and safer products, stronger

human rights standards, and improved workplace conditions.38

Within the category of environmental sustainability, climate change has clearly received the most
attention. Media exposure, pressure from NGOs and shareholders, and consumer demands have
focused business attention on the need to reduce GHG emissions and offer products and services
that help reduce energy use, promote clean energy, and generally help solve climate change. Today,
companies are going a step further by including support for strong climate change policy as part of
their overall CSR efforts. The rationale is simple: voluntary commitments alone will not be sufficient
to reduce GHG emissions to safe levels. If companies truly want to demonstrate commitment to
protecting the climate, they should be pushing for strong mandatory policies that reduce emissions
throughout the economy.

As Auden Schendler, executive director of sustainability at the Aspen Skiing Company, puts it: “[A]
company might be incorporating recycled fiber into its product. That’s great, but it shouldn’t be the
thrust of a company’s green efforts. The company should be in Washington working to ensure we
get strong policy on climate change. That's what matters. Everything else is dinking around the
edges.”39

Some companies are also finding that support for climate change policy helps insulate them from
accusations of greenwashing. In effect, policy support demonstrates an additional level of
seriousness on the issue, making it more difficult for critics to dismiss a company’s environmental
initiatives as public relations puffery. Negative, or even neutral, stances on policy can also attract
unwanted attention from NGOs and investor activists. The Carbon Disclosure Project (CDP)40
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recently began asking the thousands of companies that receive its climate risk questionnaire about
the companies’ specific policy stances, while some investor activists are filing shareholder
resolutions demanding that companies adopt climate change principles that include support for
national policy.#!

VII. Conclusion

Businesses support climate change policy largely due to the need for regulatory certainty, an
eagerness to tap new markets, and a desire to burnish their CSR credentials. Not all companies are
driven by all three factors, and some companies are motivated by additional, sometimes highly
personal reasons. For example, Wayne Leonard, CEO of Entergy, the New Orleans-based electric
utility, said Hurricanes Katrina and Rita were a wake-up call to his company on the dangers of
climate change. Such storms could become routine if GHG emissions are left unabated, he said. In
explaining his company’s support for national climate change policy, Leonard stated: “I believe that
allowing the probability of such monstrous consequences is simply unacceptable.”42

Whatever the reasons, the trend is clear: more companies today support strong national climate
change policy than ever before (see addendum below for a listing of business-NGO coalitions that
support mandatory climate policies). General support for climate policy, however, will not
necessarily translate into unanimous business support for specific pieces of legislation addressing
the issue. Climate policy is inevitably complex; the goal is to reduce multiple types of greenhouse
gases, transition our economy to one powered on low carbon energy, and do this over a time frame
that extends beyond any one CEO’s or policymaker’s tenure. Legislation introduced so far has
contained numerous detailed components that affect different industries, and even different
companies within the same industries, in very different ways.

As a general rule, though, policies that achieve the greatest level of emission reductions at the
lowest possible cost will attract the greatest level of business support. For this reason, companies
have largely coalesced around cap-and-trade as the preferred policy mechanism for reducing GHG
emissions.*3.44 Most economic analyses project that the costs of a well designed GHG cap-and-trade
program will be quite small.#5 A growing number of businesses have made the decision that these
costs are manageable, especially in light of the clear business benefits of regulatory certainty,
expanded markets for clean energy technology, and public support for companies to demonstrate
climate and corporate social responsibility. Additionally, many companies have had positive
experiences with voluntary GHG reduction targets, often meeting or surpassing these targets and
enjoying significant cost savings along the way due to energy efficiency improvements.46
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VIII. Addendum: Policy Focused Business-NGO Coalitions

Demonstrating the growth in business support for climate policy, a number of business-NGO
coalitions have formed in recent years that either advocate or express general support for policy
solutions to global warming. These groups are not completely aligned on the details of climate
policy, and some are more active than others from an advocacy perspective, but they all agree on
the need for mandatory approaches to reducing greenhouse gas emissions.

o The Pew Center’s Business Environmental Leadership Council (BELC): With 46 companies,
the Pew Center’s BELC is the largest U.S.-based association of companies dedicated to
business and policy solutions to climate change. While not a lobbying organization,
companies in the BELC agree to four principles, including: “The United States should
significantly reduce its GHG emissions through economy-wide, mandatory approaches,
which may vary by economic sector and include a flexible, market-based cap-and-trade
program.” For more information on the BELC, see:

http://www.pewclimate.org/companies leading the way belc.

e U.S. Climate Action Partnership (USCAP): USCAP is a group of leading companies and
nongovernmental organizations (NGOs) that have come together to advocate for enactment

of mandatory climate and energy legislation at the earliest possible date. The coalition
supports cap-and-trade as the cornerstone of policy efforts to reduce emissions, but also
supports a number of complementary policy options. USCAP is made up of 23 companies
and five NGOs. For more information on USCAP, see: http://www.us-cap.org/.

e Business for Innovative Climate & Energy Policy (BICEP): Organized by the environmental
group Ceres, BICEP is a group of 17 largely consumer product companies that are
advocating for climate and energy legislation that reduces emissions 80 percent below 1990
levels by 2050. BICEP supports a cap-and-trade system to reduce emissions, while also
advocating for a national renewable energy target, and aggressive energy efficiency targets.
For more information on BICEP, see: http://www.ceres.org/bicep.
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