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The Marketplace as Policy Innovator
The proposed power plant rule shows how EPA is using its authority to convene business 

and its various stakeholders to plan beyond controlling pollution from individual  
products and sources to value chain approaches that incorporate flexibility and innovation

to consumers over time, convert climate risks into 
business opportunities — and create jobs.

Following the formal notice and comment peri-
od and the inevitable legal challenges, a final regula-
tion will likely include specific limits to greenhouse 
gas emissions from existing power plants, modifica-
tion of state implementation plans, and timetables 
and guidance for compliance and enforcement.

Underneath the thrust and parry of this highly 
consequential regulatory parlor game, a major piv-
ot in policy strategy is taking place. In peeling the 
onion of EPA’s climate proposal, a much broader 
concept of regulatory governance emerges — reg-
ulation across the entire value chain of businesses 
that generate electricity. The agency’s power plant 
proposal borrows from its own history in apply-
ing value chain regulatory frameworks, recognizes 
recent innovative practices from the private sector, 
and leverages already existing changes in the mar-
ketplace in value chain management, and electric-
ity production in particular. EPA’s proposed rule 
clearly aims to reduce greenhouse gases from spe-
cific power plants. However, it has crafted a regula-
tion that opens the door to further optimize elec-
tricity production by creating new opportunities 
for energy efficiency and has invited competition 
among alternative technologies or fuel sources (in 
particular, natural gas, nuclear, and renewables) to 
determine which of these can best advance a lower 
carbon future.

Together, these competing fuel sources and en-

S
ince the publication of the Environmen-
tal Protection Agency’s proposed regula-
tion to reduce carbon dioxide emissions 
from existing power plants last June, 
many predictable responses have been 

recorded. For example, a number of green orga-
nizations, while supporting the policy direction 
of the EPA proposal, decried that it didn’t go far 
enough in responding to the imperiled state of the 
planet. Meanwhile, the coal and petroleum indus-
tries and their supporters in various trade organi-
zations projected large cost increases to electricity 
users, reduced reliability of the energy supply, and 
job losses.

More cautious and nuanced initial responses 
emerged from organizations such as the Natural 
Resources Defense Council and business groups 
such as the American Chemistry Council, Business 
Roundtable, and Edison Electric Institute, many of 
whose members are directly affected by the avail-
ability and cost of natural gas (a source of fuel or 
feedstock for their operations), whose consumption 
for electricity and other uses is rising as a substitute 
for coal. Meanwhile, the Obama administration, 
deciding that EPA Administrator Gina McCarthy 
should be its spokesperson, mounted a full court 
press aimed at persuading the American public that 
the proposed rule would strengthen public health 
protection, advance clean energy innovation, in-
crease the efficiency of the U.S. energy produc-
tion and distribution system, reduce energy costs 
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ergy management strategies for future electricity 
production comprise the transition to value chain– 
based regulation. This article will examine several 
dimensions of the transition: defining the scope of 
value chains; examining policy and legal precedents 
for value chain regulation; assessing the dynamics 
of value chain behavior in the context of EPA’s pro-
posed greenhouse gas rule for existing utilities; and 
evaluating the potential for value chain regulation 
across other business sectors.

A value chain consists of the economic partici-
pants involved in the creation and use of a prod-
uct or service. The business functions involved in 
a value chain include product or service design, 
sourcing and storage of raw and processed materi-
als, procurement of goods and services from sup-
pliers, manufacturing, packaging, distribution and 
logistics for produced goods, customer or consumer 
use, and post-consumer reuse or recycling of goods, 
materials, and wastes.

Every business sector — from aluminum and 
automobiles to textiles and toys — contains a value 
chain involving the collaboration, at local, regional, 
and global scales, of hundreds to millions of par-
ticipants. In recent years, as concerns about the ad-
equacy of food supplies, scarcities of water and oth-
er essential materials, and fears of climate change 
have increased, so has the evaluation of emissions or 
other stressors that contribute to these business and 
societal risks originating across value chains.

Whereas traditional regulatory policy has fo-
cused on pollution from specific sources — air re-
leases at the stack or wastewater discharged from 
the outfall — more recent evaluations by the Car-
bon Disclosure Project as well as individual com-
panies have revealed that a growing proportion of 
environmental releases originate across entire value 
chains rather than at production sites. For example, 
Unilever has estimated that the distribution of its 
greenhouse gas footprint is as follows: 23 percent 
from raw material sourcing, 2 percent from manu-
facturing, 3 percent from transportation activities, 
3 percent in retail operations, 68 percent from con-
sumption of Unilever products, and 1 percent from 
disposal activities.

An obvious conclusion from analyzing specific 
footprint distributions is that a traditional regula-
tory policy focused on emissions reductions from 
point or area sources is, depending on the specific 
sector, less effective for reducing greenhouse gases 
that occur largely as the result of fuel choices for 
electricity generation to heat water and homes, 

power computers, and consume a variety of other 
essential products and services. EPA’s proposal 
recognizes that the most environmental, econom-
ic, and efficient way to reduce such emissions is to 
provide utility managers and fuel providers with 
more choices across fuel types and energy man-
agement strategies. In developing this rule, the 
agency was, in essence, piggybacking on existing 
market forces that have already led many utili-
ties to alter their mix of fuel choices toward less 
carbon-intensive alternatives by switching from 
coal to gas.

Similar, non-greenhouse gas challenges in other 
business sectors have prompted a growing number 
of companies to institute collaborative initiatives 
with their suppliers and other business partners. 
Their common aim is to lessen environmental re-
leases, reduce uses of specific chemicals, packaging, 
and waste products — and alter business processes 
to improve the efficiency of their use of energy and 
natural resource consumption, with the added vir-
tue that such measures can frequently save money 
and increase profits.

Other leading examples of value chain initia-
tives include Walmart’s sustainability scorecard, 
Nestlé’s Creating Shared Value initiative, the Con-
sumer Goods Forum’s agreement to phase out 
certain refrigerant gases that cause stratospheric 
ozone depletion and trap greenhouse gases, and 
General Motors’ Greening the Supply Chain pro-
gram.

In addition to economic efficiency, a principal 
motivation for these growing value chain initia-
tives is the management and mitigation of business 
risks. These risks are much broader in scope than 
traditional environmental risks and liabilities as-
sociated with air emissions, wastewater discharges, 
or hazardous waste management. Value chain busi-
ness risks impact the ability to grow sufficient food 
supplies in the midst of water scarcity, result from 
denial of market access due to cascading contami-
nation in product ingredients used across the sup-
ply chain, and interrupt business continuity due to 
an inability to obtain critical materials or through 
disruption of business infrastructure from climate 
change.

Initiatives developed by business and NGOs 
during the past decade form a growing baseline of 
experience that EPA and other agencies continue 
to examine as they embed new concepts, tools, and 
practices into their existing regulatory programs.

Continued on page 28
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S i d e b a r

Businesses Must Take a Leadership Role

T he proposed EPA rules for  car-
bon emissions reductions offer 
the private sector an opportu-

nity to move beyond incremental 
voluntary efforts and display leader-
ship in ways that count — helping to 
solve the planet’s most pressing en-
vironmental challenge through ini-
tiatives throughout the value chain.

Moving from what is considered 
business-led environmental prog-
ress today — generally centered 
around in-house sustainability ini-
tiatives — to at-scale solutions to-
morrow will require a new type of 
corporate leadership. This is not to 
say that voluntary industry efforts 
over the past two decades have not 
made a difference or that sustain-
ability initiatives will not continue to 
be critical pathways for innovation. 
They most certainly will. 

However, such efforts that focus 
almost exclusively within the four 
walls of the firm, or in some cases 
the operations of major suppliers, 
are not sufficient to meet the size 
and scale of the challenges we 
face. The bar for what constitutes 
real sustainability leadership is now 
higher — both because consumers 
and communities expect more and 
because biophysical constraints of 
the planet demand it. Businesses 
must take the next leadership step, 
helping to shape and support the 
smart regulatory and policy chang-
es required to preserve the natural 
systems that people, communities, 
and companies need to thrive.

In the coming months, there will 
be opportunities for firms to put this 
new level of business leadership to 
the test in support of EPA’s Clean 
Power Plan, which is expected to 
achieve a 30 percent reduction in 
carbon pollution from the U.S. pow-
er sector by 2030 from 2005 levels.

These new carbon pollution stan-
dards are rolling out on a state-by-
state basis, giving room for custom 
implementations that fit the needs 

Andrew Hutson

of the state’s specific economy 
and its manufacturing and energy 
sectors. Executives and managers 
across the country have the op-
portunity to help shape how these 
carbon reduction goals are met in 
their states. For companies in the 
energy efficiency, renewable energy, 
and demand-response sectors, the 
Clean Power Plan will provide clear 
growth opportunities. Once the rule 
is final, it will give entrepreneurs, 
corporations, and venture capital-
ists the market signal they need to 
go full steam ahead with low-carbon 
innovations. This plan may be one of 
the largest market opportunities in 
history to drive the devel-
opment and implementa-
tion of clean energy on a 
national level.

More broadly, the 
Clean Power Plan will 
create a host of benefits 
to companies across 
the economy, including 
greater access to energy 
efficiency and renewable energy 
and lower average electricity bills. It 
may also offer a hedge against vola-
tile fuel and electricity costs and an 
opportunity to make the grid more 
resilient to some effects of climate 
change such as drought and water 
shortages, provides market cer-
tainty which can help smooth out 
electricity prices, and lastly, offers 
expanding markets for companies 
in the energy efficiency and renew-
able energy sectors as well as those 
that feed into their supply chain.

There is an additional imperative 
for companies to get into the game 
as well: Incentives for energy effi-
ciency and renewable sources aren’t 
necessarily a sure thing, especially 
in the current political environment. 
Businesses interested in these re-
sources and reliable, consistently 
priced power have a great opportu-
nity to make their voices heard.

The Clean Power Plan’s broad, 

flexible framework allows for the 
private sector to engage in how the 
states in which they do business roll 
out the plan. Many states are doing 
stakeholder outreach in advance of 
the finalization of the rule, which 
means that companies have a 
near-term opportunity to contribute 
to shaping policy in ways that help 
them achieve their goals in carbon 
reduction, green power sourcing, 
and efficiency. Any manager who 
has tried to price green power on 
the market or build the business 
case for an energy efficiency pro-
gram has a stake in the outcome. 

Companies have an opportunity 
to engage with officials, 
power companies, and 
other stakeholders to 
shape implementation 
plans. Specific avenues 
for engagement will vary 
state by state and re-
gionally, but some ways 
to get involved in this 
process include: Taking 

part in stakeholder groups; offering 
public comments to decisionmakers 
working on state plan development; 
weighing in with state energy regu-
lators overseeing energy planning 
decisions; and engaging state legis-
lators and members of Congress by 
sharing energy efficiency or renew-
able energy stories or advocating for 
specific policies and programs.

The Clean Power Plan is a power-
ful tool that will help shift us toward 
a lower carbon economy and expand 
the market demand for renewable 
energy and energy efficiency. The pri-
vate sector must take the next vital 
step by engaging in public policy — 
and engaging on EPA’s Clean Power 
Plan offers companies a singular 
opportunity to help cut carbon pollu-
tion and create real business value 
throughout their value chain.

Andrew Hutson is Environmental Defense 

Fund’s director, global value chain initiatives.
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A
s the recognition of the growing impor-
tance of value chains to public health and 
environmental protection has increased, 
policy frameworks designed to address 
their broader scale have emerged. A very 

prominent example of such thinking occurred fol-
lowing the enactment of the 1990 Clean Air Act 
Amendments that required the petroleum industry 
to change the composition of motor gasoline and 
other fuels to reduce ground-level ozone precursors 
and air toxics. Given the ambitious statutory dead-
lines for introducing reformulated gasoline into the 
marketplace, neither EPA, the petroleum industry, 
nor other influential stakeholders believed that ad-
herence to the traditional, adversarial regulatory 
process would likely result in certified fuels being 
available to the marketplace on time.

Using its authority as a convener under the Ad-
ministrative Procedure Act, the agency authorized 
the establishment of a regulatory negotiation pro-
cess to involve all major participants in the value 
chain of motor fuels manufacturing, distribution, 
and consumption. These included in the reg-neg 
process were major petroleum re-
finers and industry associations 
(including the American Petroleum 
Institute and the National Petro-
chemical and Refiners Association), 
fuel additive manufacturers, oxy-
genated fuel producers, automotive 
companies, state and local regula-
tory agencies, and major public 
health and environmental orga-
nizations. By design, agreement 
through the regulatory negotiation 
would subsequently be converted 
into a formal rulemaking subject to 
public notice and comment.

The clean fuels negotiations were 
further enabled by the decision of 
petroleum and automotive companies to make 
available the results of their joint research that test-
ed the results of specific combinations of reformu-
lated fuels across different engine families to ana-
lyze and model tailpipe and evaporative emissions 
under various operating conditions. The results of 
this Auto/Oil Air Quality Improvement Program 
provided all participants in the negotiations valu-
able information to design a road map for develop-
ing fuel specifications under differing meteorologi-
cal and geographic conditions in different seasons 
of the year for reducing ozone and air toxics. All 

participants save the ethanol interests endorsed an 
agreement that EPA subsequently developed as a set 
of proposed regulations for formal notice and com-
ment. The final rules withstood legal challenge and 
were issued in advance of the statutory deadline.

Another prominent example of value chain-
based regulation originated through the enactment 
of the Food Safety Modernization Act of 2010. 
FSMA shifted the focus of federal regulation by the 
Food and Drug Administration from responding to 
contamination incidents to instituting prevention 
programs across the value chain for both produce 
and processed foods, supplier verification activities 
to ensure that imported food is safe, inspection of 
foreign food facilities, and certification of imported 
food.

Specific value chain initiatives include mandat-
ing that food facilities evaluate the hazards in their 
operations, requirements for better monitoring and 
recordkeeping, contingency plans for both pre-
venting and managing contamination outbreaks, 
standards for water used in irrigation, crop wash-
ing, and other applications, procedures to prevent 

fresh food that may contain bacte-
ria from coming into contact with 
already cooked food supplies, and 
sanitary standards and facilities for 
field workers.

To implement the statute, FDA 
is building institutional capac-
ity across the food value chain by 
building partnerships with other 
governmental entities, domestic 
and international, the business 
community, and nongovernmental 
organizations.

Other value chain initiatives 
have been designed by various 
government agencies to encour-
age a greener supply chain in the 

automotive industry (by EPA), expand the use of 
biofuels by military aircraft (by the Department of 
Defense) and institute sustainable building certi-
fication and implementation (by the General Ser-
vices Administration). Enactment of the Dodd-
Frank Wall Street Reform and Consumer Protec-
tion Act of 2010 mandated the public disclosure 
by certain companies of “conflict minerals” that 
are necessary to products they (or a contractor) 
manufacture. Implementing rules developed by 
the Securities and Exchange Commission are de-
signed to increase transparency across the supply 

Given the 
interdependent 

relationships among 
producers and 

customers, there 
will be many more 
such demands for 

regulators to adopt a 
value chain approach 

in future years
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chain and applies directly to companies that report 
to the SEC.

Other examples of value chain-based regulation 
within EPA and other agencies attest to their le-
gality and relevance to solving problems at greater 
scale.

T
he structure and content of EPA’s pro-
posed greenhouse gas controls contain 
a number of attributes that attest to the 
application of a value chain-based policy 
framework.

The first is recognition that one size does not 
fit all. In business value chains, there are multiple 
numbers of decisionmakers ranging from large 
global companies to very small mom and pop in-
gredient producers. The economic objectives and 
interests of these decisionmakers 
vary considerably depending on 
their product mix, core competen-
cies, competitive positioning, and 
market scale. Rather than adher-
ing to one set of prescriptive rules 
to determine all, or even most, 
decisions, participants engage in a 
process of information exchange, 
negotiation, and contracting that 
is customized to the needs of indi-
vidual firms or clusters of firms in 
which price, quantity, quality, and 
other variables are the common ref-
erence points.

Within EPA’s power plant rule, 
a decision was made to refrain from 
establishing a national greenhouse gas limit appli-
cable through individual state jurisdictions. Rather, 
the agency proposed different goals for individual 
states that are authorized to credit reductions al-
ready achieved, establish equivalent levels of carbon 
reduction, and apply state-wide or regional cap-
and-trade programs and carbon taxes. These goals, 
subject to compliance and enforcement, will also be 
subject to continuous negotiation not only between 
the states and EPA, or affected utilities and regula-
tory agencies, but also market participants that of-
fer alternative sources of energy or provide energy 
efficiency services.

Second is expanded transparency. Because of the 
economics of international markets and the grow-
ing scale of environmental problems, many global 
companies are seeking to further align their value 

chains by expanding the transparency of decision-
making. Best transparency practices include: cus-
tomer/supplier collaboration in goal setting and 
metrics development, greater use of technologies 
that track and trace the movement of raw materials, 
chemicals, or other ingredients as they travel across 
the value chain into finished products, and expand-
ing disclosure of potential risks that are material to 
the operation of a business.

Within EPA’s proposed rule, there are provi-
sions for increasing transparency across a series of 
electricity production and consumption activities. 
These range from tracking and disclosing the en-
ergy efficiency performance of rental properties 
(an initiative drawn from successful applications 
of energy performance transparency in New York 
and other cities) to comparing different emission 
profiles of coal, natural gas, or other electricity gen-

eration technologies. Such expand-
ed transparency will be especially 
useful to local officials in updating 
their CAA State Implementation 
Plans in future years.

Third, redefining the system 
outside the fence line. A growing 
number of global companies and 
nongovernmental organizations 
have concluded that attainment of 
their business and environmental 
objectives is not possible without 
applying a value chain planning 
framework. In 2004, for example, 
Coca-Cola conducted a business 
unit–level risk assessment to test 
the sensitivity of its operations to 

water-related risks; it followed up this evaluation 
in 2005 and 2008–09 with quantitative plant-level 
assessments. What emerged was a much broader 
understanding of wastewater compliance and water 
supply economics. Also came a realization of the 
company’s vulnerability due to competing demands 
for water resources resulting from population 
growth and community needs, the growing scarcity 
of water in key regions due to climate change, and 
the need to rethink the role of water in the com-
pany’s business strategy and its relationship to civil 
society. As a result, since 2010, Coca-Cola has de-
signed and implemented a global water strategy fo-
cused on plant performance, watershed protection, 
sustainable communities, and global awareness and 
collaboration — achieved through the participa-
tion of numerous governmental, NGO, and mul-

The structure and 
content of EPA’s 

proposed greenhouse 
gas controls contain a 
number of attributes 

that attest to the 
application of a value 

chain-based policy 
framework to combat 

global warming
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tilateral partners, each with distinctive capabilities.
In examining how to reduce greenhouse gas 

emissions from existing power plants, EPA took a 
similar beyond-the-fence-line approach. In doing 
so, it concluded that a proposal limited to existing 
power plant boundaries would be insufficient to re-
duce the power sector’s contribution of 40 percent 
of greenhouse gas emissions in the United States. 
The agency is seeking to create a new system that 
includes energy efficiency improvements at existing 
power plants, leveraging opportunities to expand 
natural gas utilization for power generation (a trend 
well underway due to market forces), expanding 
zero- and low carbon–based electricity generation, 
and increasing demand-side efficiencies. This value 
chain approach extends across the international 
border by recognizing existing arrangements that 
integrate the electricity supply with Canada. Un-
der the agency’s proposal states would be permitted 
to credit the use of lower carbon technologies that 
generate electricity consumed in this country.

Understandably, many interest groups will 
challenge EPA’s legal authority under the CAA to 
implement beyond-the-fence-line and other provi-
sions of its proposal. In the meantime, other par-
ticipants in the greenhouse gas debate are exchang-
ing information and developing collaboration plans 
for how they can become significant participants in 
a new electricity-production system. They include 
independent service organizations that perform a 
critical role in managing the reliability of electricity 
production and distribution, multi-state programs 
such as the Regional Greenhouse Gas Initiative (a 
cap-and-trade system for the power sector across 
nine northeastern states) and other potential re-
gional groupings, energy efficiency service provid-
ers that have integrated carbon reduction into their 
commercial service operations, renewable energy 
companies that are seeking greater production and 
access to the electricity grid, and nuclear power 
producers.

Another dimension of the climate debate not 
directly addressed in EPA’s proposal but clearly 
germane to future electricity production, distribu-
tion, and consumption stems from proposals under 
evaluation in major urban areas to manage their fu-
ture vulnerability to climate change from sea-level 
rise, including greater swings in temperatures and 
storm surges. Options such as relocation of power 
plants and chillers and other facilities in commer-
cial buildings are in the early stages of implemen-
tation, as is the transition to a more decentralized 

system for electricity production and distribution 
to improve the resilience of electricity infrastruc-
ture. EPA’s greenhouse gas proposal is supportive of 
this broader market and societal evolution and is, in 
turn, shaped by it.

T
he debate over applying a value chain 
policy framework to greenhouse gas regu-
lation occurs in parallel with evaluations 
across a growing number of business sec-
tors and within the scientific community. 

In September, the National Academy of Sciences 
issued a report on “Sustainability Concepts in De-
cision Making: Tools and Approaches for the U.S. 
Environmental Protection Agency.” It concluded 
that “there are substantial environmental sustain-
ability challenges along a number of important 
value chains. Examples include reducing packag-
ing in consumer products such as clothing, elec-
tronics, and food; decreasing the carbon and water 
footprints of the manufacturing and service sectors; 
and reducing the carbon intensity and fine-particle 
emissions of the nation’s energy production system. 
Simultaneously, new value chains are being con-
structed in ways that have major implications for 
EPA.”

As individual companies and groups of compa-
nies seek to make their own value chains more eco-
nomically efficient and sustainable they encounter 
a number of competitive and anti-trust issues. Col-
laborations between companies and major NGOs 
have demonstrated clear progress but limited ability 
to achieve full market scale.

As a result, there is renewed interest and exami-
nation of the role of government, using its authori-
ty to convene business and its various stakeholders, 
to plan beyond controlling pollution from indi-
vidual products and sources to value chain–based 
approaches that incorporate flexibility, innovation, 
and collaboration to achieve cost-effective out-
comes at large scale. EPA’s greenhouse gas proposal 
provides a practical and useful test of this think-
ing as part of an evolution toward the design of 
more innovative policy frameworks. Given the in-
terdependent relationships among producers and 
customers in a variety of markets, there will, in all 
likelihood, be many more such demands for regu-
lators to adopt a value chain approach in future 
years. The desire for such a government role will 
in many instances originate from the private sector 
itself. TEF


