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(that is, whether they are principally aimed at improving the environmental
reputation of the products sold by adopters or at influencing policy
mbuedamhoqamkm) Thm
analyses the aforementioned be-di 1 > p in order 10 und
u-mmdumﬂqenhbungAsthm
competition in industrial markets.

B s ofien ssserted that VAs could represent a threat to competition under
mmth-mh-bmwuuqupﬁdnh-
since the Comemumication ca Enviroomestal Agreements issued by the
Ewropean Commission in 1996 (CEC, 1996). Indeed, many VAs necessitate
collective sction and the cstablshment of agroements among firms. By
mmcmwhmmumauecrw(m
-udnu(l))mﬁ-‘dlq by

of akings and d i M-ymm
WWMMWMuw-MMNMM
prevention, restriction or distortion of coenpetition within the coesmon
market' shall be prohibited because icompatible with the common market.

It is well known that Asticle 31(1) is tempered by the provision of Article
81(3), to which the Communication explicitly refers by allowing the
Commission to weigh the restrictions on competition resulting fom o

environmental agreement against the coviconmental cbjectives ® be atiained
by that agreement. H these icticns must be indispensable 1o the
mtxinment of the environmental goal,

To discuss in depth how scholars, the Ewropesn Commession and the

national competition authorities have imterpreted or put into practics the
providons contsined in the Communication is beyood the scope of these
pages.’ Here, the focus is mather on the economic mechanisms by which the
adoption of volustary [aatistives can undermine competition in the market,
and oo the trade-off between restrictions oo competition and envirommental
effectivencss, Therefore, of the many facets of VAs, we would like to explore
the ome that reiastes this policy imstrumest 10 market strocture and
competition, leaving 10 some of the other contributions of this book the goal
of assessing other economic effects of VAs.

The sitns of this chapeer, although unlikely to be the most relevant when
wuvumuwnkhmwueummm

of the cbstacles to the adopts I m-mm-hh
uumdcnomu by
m.mmmuwmo{m
fims, VAs are seen a3 8 moans 10 overcome this obstacle, because they belp
in adapting the increase of production costs 1o the abatement capabilities of &
given firm. However, by protecting firms, VAs may harm consumers. Not
caly because VAs may be less environmentally effective thas other policy

4. Voluntary Approaches as Climate
Policy Tools: Competition Issues and
the Role of Market Structure

Rinaldo Brau and Carlo Carraro*

INTRODUCTION

Climate policy is by no means sokely based om 3 single policy instrament. A
wide mray of tools is often implemented in different coumtries (see
Egenhofer, 200, for a recent overview). Voluntary spproaches (VAs) so
ooe of the policy instruments often adopted %0 achieve GHG emission
reductions af the industry and domestic level (see ten Brink, Morére and
Wallace-Jones, 2003, for a survey). The ressom for the wide use of VAs in
climate policy is twofold. Fiest, flrms 2ad industrics are ofien reb: [
accept more stringent policy tools, such as carbon taxes (see Comvery, 2001).
This is particularly true for eacrgy imensive industrics, where the burden of
GHG emission reductions is very rel Second, VAs constitute a first step
towards the implementation of emissico trading (see ten Brink and Morére,
2000). In several cases, VAs see fint wsed to determine the emsssion target 10
which firms and'or industnies must comply. Once the target is agreed upon
aod set, emission trading can then be developed sad implemented in oeder to
mﬁ?xw“umm.memmam
costs.

However, accoeding o theory, voluotary sppeoaches have
indirect effocts on market structure and competition. Therefore, VAs could be
m.ﬂhwoﬁmﬂ‘ g market eration and

introducing bariers to entry. In general, & trated eoarket hasa
positive effect on the environmental effectiveness of the scticas undertaken
within a voluntary initistive. This clearly raises a trade-off between the goal
of eaintaining competition in the market and the objective of cxploiting the
well.recognized flexibality that generally characterizes voluntary spproaches.
mwwpmmmuvnm
=4 can be d ing %0 the motives that move firms to adopt VAs

L
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fOeksNTes — -mM-Wno‘uMdMM but
slso becauss they could negatively affect competition in
Therefore, a positive effect on intematicoal competition may translate into &

negative effect on domestic competition,
The structure of the chapter is as follows. The next sectica shows, using
results derived from the theory of oligopolisti rkots, the ady effects of

VAs on competition. The following section focuses on the reverse impact of
market structure on the implementation likclihood and esvircmmnental
effectiveness of VAs. Finally, the last section draws some policy conclusions
that could help mmproviag the design of VAs to control GHG emissicns.

IMPACT OF VOLUNTARY APPROACHES ON MARKET
STRUCTURE

Moat existing studies (for example, Lyon aad Maxwell, 2001; Khassa, 2001;
ten Brink, Morére and Wallace-Jones, 2003, mmwmm
of this book) have highlighted & senies of possibl why
mmmaua-uuvnnummm
control, From the viewpoint of & public authority somse reasons see:

* VAs can function as & starting point and learning process in the design md
implementation of the Kyoto flexible mechaniyms.

* VAs can bridge the transition period 10 the first commament period, that
5, VAs can represent an carly action to peepare industry foe the kind of
carbon comstraints it will face in the flest and subsequent commitment
periods.

* VAs are aleo 3 means to provide regulatons with information reganding
future allowance allocaticns.

ovnammmmm‘mmmm
int npetitivencss of adopting stringent emission abatcment
targets,

From the viewpoint of a firm, the main reasons can be subdivided into two
groups:

1 vnmmmwummum
firmm' reputation for energy saving products. VAs therefore b 'y
mmmuammuwwmm
markets andor help 1o identify a firm's products (see Cavaliere, this
book)
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2. VAs may provide firms with some regulatory gaine I this case, the
mhmumnmwmmormmmm
at addressing the environmental peoblem *

Hence, in the first case, & basic assumptson s that consymers sttach o
positive valoe to climate-friendly prodects or processes and that this value is
reflected in their demand for goods. [n the second case, the assamptice is that
public suthorities are sensitive 1o firma' attitude towands the envirconment, In
the following, the distinction b ‘rep enhanciag VAs' co the
demiand side and ‘regulation imfluencing VAs' on the supply side will be used
1o understand how market structure affects VAs performance and the
likelibood of their being used as chmate policy tools, as well as how VAs can
MMWWM&W!N&M«M
restriction of

rwmm.m»wvnmmﬂymumn
rostrict competition. As will be evidenced below, Vnnnkelywnhu
some imdirect effects on market o be the jon for
mwmmmumpmdm
goods. A benevolent explanation of this kind of behaviowr is that a more
concentrated market structure is likely 1o increase the enviroomental
effectivencss of the VA, More malicious views point out that the agreement
could be "strategically’ used by firms with the debiberate aim of negatively
affecting competitons” performance. In this case, the adoption of 3 VA would
allow the firm 10 achieve an additional benefit in the form of competitive

which in some cases could be the main explanation for a firm's
VA initiative.

I= oeder to xnalyse the relationship b VA& and competition, we rely
on the theory of olsgopolistic markets. There is &t least one important reason
that justifies this choice. If the analysis fs aimed at understanding how
changes of industry concentration affect VAs and vice versa, it becomes
Decessary not 80 assume a given level of concentration in & given market
structure (this would be the case under the two polar cases of perfect
competition or monopoly). I ceder to analyse the variability of the number
and size of firms in the market, that is, of industry concentration, the focus
must be 00 & market structure in which concentration is a variable &mension.

Market Structure and Competition [a the Case of Reputation Enhancing
VAs

In this case, cither firms exploit the increasing demand for groen products,
sedlor they will differentiate their products or processes in oeder 10 increase
their own market demmand viy & wis their competitiors. Hence, by using their
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GHG emissions per unit of outpet. A VA can thus de scen a8 the choice of
firms to adopt positive, albest different, GHG abatement Jevels.

Befoee commenting o0 their consequences oo competition, lot us stress
that the sbove effects are only partly VA specific. On the one hand, demand
can also shift upwards when a firm improves its environmental conduct
because of the imposition of a standard or a tax. Therefoce, upward shifts of
demand are not VA specific. On the other hand, the effects of incressed
demand slope are more related 10 3 firm's volantary decision: (i) in the case
of an incredas in consumer awareness, as argued by Cavaliere (this book),
because VAs may constitute &a ‘information disclosure’ lnolonwytn
‘convince' comsumers If groen products are to be adered
goods™; (i1) in the case of eavirommental product differentiation, because this
is & direct implication of 3 voluntary action which is not undertaken by the
industry as 3 whole.

The above changes in market & d induced by reputation enhancing
VAs affect market strocture and concentration. On the one hand, an increased
dermand may induce some firms to enter the market. On the other hand, an
increased slope of market demand favours market concentration, Finally,
product differentiation may lead some firms to exit the market As a
consequence, it is not possible to conclude that reputation-enhancing VAs
always have a direct pegative effect on market concentration, but VAs can
certainly modify market stracture.

As for entry deterrence, the intuition is that the possibility of capeuning the
willingness 10 pay for “climate-friendly’ products can lead 10 strategic over-
fmvestment by the incumbent firm in order to impose & quality level that
cannot be afforded by the entramts, One could argue that, in this case,
environmental effectiveness would be achieved However, the so-called
‘brand proliferstion’ phenceneson, which takes place when the same
company tries to fillis the market by occupying the largest possible number
of market niches, may actually reduce a VA's environmental effectivencss. In
the case of GHG emission cootrol, we could have a firm or an industry
sssociation that, by means of a VA, enters the market with & new “energy-
saving' product, while coetinuing to produce an old but similar - and
‘encrgy-intensive’ ~ good. By doing so, the incumbent firm or cartel is
deteering entry. The mcumbent redoces the maximwm distance in the space of
the environmental characteristios - and, as a coasequence, the profit level -
that the entrant could obtain.’ When participsting i segotistions with
incumbent firms and deciding whether to adopt a VA, the public counterpan
should therefore take care not to contnbute fo the crestion of bamiers to entry
sgainat some firms that may well have been prepared 1o adopt a (relatively)
encrgy-saving peoduction process.
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envircomental performance &8 & strasegic variable, firms may affect market
demand in two ways:

1. through the upward shift or increased slope of market demand (Carraro
and Soubeyran, 1996; Garvie, 1995);

2. through product differcatiation (for example, Aroes and Gangopadhyay,
1995; Nadal and Morel, 2000; Bagno¥i and Watts, 2003).

ible in market 4 d mduced by & VA is easy to
wnmammnammm they are
ready 1o pay & higher price for climate-frendly products or products
produced using energy-saving technologies. Hence, market demand shifta
upward when ‘climate-friendly’ products are sold in the market. All other
unbah.mll.mnmﬁmn profits, thus providing firms with the
o costly voluntary GHO eomssion abatement
hﬂdmuuktmﬂ-m.VAmmuW

Consumers’ sensitivity 10 the environmental performance by firms also
causes a change in the slope (that is, in price sensitivity) of market demand.
th..stm(lM)M-Mifmm
Mﬂu i ent and environmental quality is related to firms® outpat

1551008), then the & d curve is generally steeper for any output level.
n-m.rmm-w-mmm—mm»
mmmmmmmmmm
waffering This o saymg that fims
face 3 less clastic demand finction and therefore their market power
ncreases.

While the previous effects still take place at individual firm level, even
when the whole industry increases its envircmmental performance, single
firms can also use & VA to increase profits by dsfferentiating their peoduct or
process from those of the other finms i the industry. The product
differentiation effect differs from others because it & a relative offect that
benefits cnly & subgroup of firms. The wsual Hotelling's model of product
&fferestiation can be applied 10 malyse fims' green differentiation
strategies (see Arors and Gasgopadhyay, 1998, Lutz, Lyon and Maxwell,
2000). In particular, is ceder 10 allow for peoduct differentiation, it must be
-MMWMOGM atitade (owards ‘chmate-
friendly” or friendly” charactenistics of
mnunnmmmmwamum
(1986), if costs (o coosumers that cannot buy the moat preferred prodect ace
noe-linear, the optimal choice of firms will be 1o &ifferentiate. This will lead
%0 two types of fimss in the market, coe with high and the other coe with low
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Market Structure snd Competition i the Case of Regulation IafNucaciag
VAs

In this case, by undertaking a VA, firms avesd o postpane the introduction of
 regulation that would have caused higher costs than those associated with
the VA, or obtain technical or finsncial incontives that similarly reduce their
production costs, The direct counterpart of a firm s no loager the consumers,
but a public institution. As a g what is expected is not a change in
market conditions, but an inatitutional change, whether in terms of Jegal
framework or the astitade of public opimion. In particular, when an altermative
mandatory climate policy is considered feasible, the adoptioa of a VA is
expecied 10 produce two main effects: (i) to pre-empt the imposition of a
(possibly more stringent) direct regulation, whose seventy cannot be
infdocnced; (1) 1o influence the sevenity of the regulation.

The first effect i what actually represents & “regulatory pee-emption’ (oc
even a “legislative pre-emption’, whea the VA replaces the establishment of &
carbon tax). For example, by committing themwelves to reducing GHG
emissions beyond what is demanded by law, firms avoid being faced with 2
dhrect rogullatory regime, that is, & condition where public suthorities set the
GHG emission target, of the (energy-saving) technology 50 be wsed by the
fims.

Within the regulatory pre-emption hypothesis, an additional dastinction
can be made:

* Cases in which firms can reach a given objective ot lower costs than in
inatances where they are forced to satisfy & compulsory standard. This
effect of VAs caly affects the way in which the environmental target is
achieved and not the definition of this target. In thas case (see Segerson,
|m)mmmmmeﬂuamm

those implied by direct regulation.

* Cases im which a given sbatement level can definitively pee-empt a
reguiatory intervention that would have imposed a tighter standard. In this
second situation, the eavironmental tanget under the VA regime is actually
lower (Lyon and Maxwell, 2001; Segerson and Miceli, 1998). This case
can be socn 2 the extreme of & situstion where carrying out a legislative
action is costly and the benefits offered by the VA are always greater than
the fixed costs implied by the legal interventicn.

From a normative perspective, for a regulatory pee-emption 10 cocur there
must be & situation where the adoption of the VA is profitable both from »
private and a socisl viewpoint, However, by abandoning the assuropeion that
public bodies parsue & given social interest somehow defimed, a VA may also
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be undertaken whencver the public inatitution charged with signing VAs has
a private agends to satisfy which does not calncide with the objective of the
imstitution (for exampie, the legislator) charged with implementing the
eoviroamental policy 10 be pre-empted. In this case, 10 sign a VA is, first of
all, & ‘shorteut” to satisfying the regulstos”s interests and firms may be able o
sign a VA which is less stringent than a truly effective environmental policy
(Hansen, 1999).* This third effect of a VA aimed a1 achicving  regulatory
380 is a0 example of ‘regulatory capture

mmhmauemaum«vnmum
reguistory advantages should also take mto sccount that the regulation that is
being pee-cmnpted by the VA may also have some effects on competition. As
& matter of fact, it is by no means cbvious that the effects of VAs oo
compention are larger or different from those of carbon taxes, R&D subsidses
or tradable emissions permits. However, as the influcnce of these laster
instruments oo competition is well-known (sce Carraro, Katsoulscos and
Xepapadeas, 1996), in the following we will only mention those effects that
seem 1o be specific 1o VAs, As was done for the reputation enhancing effects,
it is Wkewise important to Jook above all for any dynamwe and strasegic
effocts.

In the case of regulation influcecing VAs, their dynamic effects on
competition seem o be univocally negative, particularly siace they peovide
cpportunities for tackt collusion. The existence of a regwlatory threst
represents an implicit tool that makes collusion amoag firms more difficu.
As & comsequence, the we of & VA aimed &t pre-empting oc lesscning
regulatory threat provides scope foe collusive strategics amoog firms (Besu
d Carraro, 1999, Millock and Salaié, 2000).

The intuition for this rosult is as follows. Cortainty (that is, the removal of
uwm)mmmmcrmwu(u

mu-mmw-umm are thus
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which the outcome of negotiations must satisfy the requisements of the firm
mmammumm cas). When firms are

8 in GHG emission abatement costs, a larger number of firms
makes the expected outcome of the agreement lower, In adSition, the fasling
of negotiations is more likely, unless the regulator is willing to sccept any
devel of voluntary abstesnent (Manzini and Manoeti, 2003),

A second important cooclusion, (soe for example Garvie, 1959; Maxwell,
Lyos and Hackest, 2000), can be phrased &3 follows. VAs aze more beneficial
in terms of emission reductions If firms e allowed to co-operate on the
setting of the VA. Therefore, & co-operative behaviowr in addressing climate
chasge control may help to reduce GHG emissions, but the competitivencss
of the market may be reduced as well. When the potential pegative impact of
the collusive behaviour on competition is neutralized - for example, relying
00 & scparste sntitrust regulation (Garvie, 1999) — social welfare is increased
by firms' co-operating because the free-riding incentive is offset and thas
leads to higher emission reductions (Garvie, 1999, Maxwell, Lyon and
Hackett, 2000). Moceover, in some cases, namely where green consumensm
s an influcstial factor or with production costs reductions related 10 the
adoption of a VA, total output sold in the market could even be higher. This
rules out the traditional negative offect that co-operation is sald to bave on

The following third coaclusion further highlights the importance of the
effects of market structure on the eaviroomental effectivencss of VAx In
very competitive markets, VAs are unlikely 10 be signed, which implies that
m»m-ma«hwn—wmmmy
moce costly, policy instnaments 1o schicve the I goals (Sege
=d Dawson, 2001), whkuiﬁnofhm&ubhmbpﬂ
the benefit of the VAs without paying the costs i terms of cemissicn
shatement, If some other firms in the industry sign the VA, This incentive
may lead 10 equibitriums in which no VAs are signed. Hence, by making the
adoption of VAs more difficult, high levels of competivon reduce the
coviroamental effectiveness of this policy tool.

LESSONS FOR CLIMATE POLICY

The aumber of VAs for climase change control and epergy related issues is
steadily increasing snd the sophistication of the schemes is developing. As
noted by Coavery and Lévéque (2001), there appears to be an evolution from
» situation in which firms played a leading role im setting targets (if any), %
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deced 10 redefine their Individual cutput levels and market shares
Ecomomic theory in this case foresees that this indirect effect, provided that
the market is already concentrated 10 some extent, will incresse coocentration
(Carraro und Soubeyran, 1956).

Finally, Jet us consider a particalar case of regulstory gain, namely the
sitation of “induced regulation’ Giscussed by Cavaliere (this book). Should
induced regulation cccur, the entry of competitors of an over complying firm
could be deterred. Hence, there is again & oegative impact of VAs co

A

THE IMPACTS OF MARKET STRUCTURE ON
VOLUNTARY APPROACHES

In ceder to further explore the trade-off between envirommental effectivencss
and the impact of VAs on market strecture and competition, it s impostant to
recognize that not caly do VAs affect market structure, bat, conversely,
market structure aiso affects the cxistence and e  environmeseal
performance of VAs. More precisely, it is possible to demonstrate that VAs
designed 1o reduce GHG emissions and to improve climate change comtrol
are Nkely to be more effective in more concentrated Industries. The main
resalis proposed in the recent literature can be summarnized by the following
ree conclasions.

The first conclusion, {for example, Dixit and Olson, 2000; Garvie, 1999;
Maxwell, Lyos and Hackem, 2000, Maazisi and Maricsti, 2003), can be
phrased as follows. The environmental effectiveness of VAs increases whea
industry is more concentrated, that is, a larger number of firms (moee
competition) implics less voluntary abatement of GHG emissices.

This result can be shown both for reputation enhancing and for regulation
mflucncing VAs. The main explanation is based on the role of *free-riding”
(Garvie, 1999; Maxwell, Lyon sad Hackett, 2000), If the benefits provided
by the adoption of a VA -~ either in the form of positive demand effects or of
a change in the regulstor's astitude — are not fislly excludable, then firmm i
the market have an incentive o undersupply their own level of GHG
emissson sbatement, As is well kaown from geasral economic theory (Olson,
1965), the extent of free-riding is directly related 10 the number of actors i
the market; and the phenomenon is even stronger when the possibility not to
adhere to the VA is taken into sccount (Dixit and Olson, 2000).”

An addstional cxplanation specifically concerns industry-wide VAs. When
mﬂ&uw-wwwmmmu

the regulator and firms is usually subjest to the

so-called Wﬂmw (Manzini snd Mariotri, 2003), sccceding to
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oo in which government agencics arc the prodominast shaper of the targets
o be achieved by the voluntary spproach, Furth VAs have become
mmmmnmdwwmamm
reporting mechanisms. However, how can cli related VAs also take into
MMMwﬁwmmMuwmgM
exploit the p of eoergy-i i
khmmuﬂdﬁalm?lsm-nyumm:m
incentives that may undermune the existence of chimate-related VAs?

Before answering these questions, et us summarize the main implications
of the analysis carried out in the peevious sections. The firt genceal bessons
that can be derived from owr analysis of VAs in oligopolistic markets are
that: (1) some effects of the adoption of VAs ca competition are % be
M(-)umdiuudmbm!yhpmhw
of maintsining or increasing competition in the market. These rosults
highight the relevance of VAs 25 3 poteatial theeat 10 competiticn sad scem
to calt for an spplication of Article 81(1) or 82 of the EC Treaty also in the
case of chimate-related VAs,

However, the relationship between VAs and competition is bi-directicoal,
unce macke! coocentration i gooerally & crucial factor that favoun the
adoption of VAs and enhances thear environmental effectiveness.

The above thecretical conclusions are also supported by the custing
empinical evidence. There Is indeed evidence (see ten Brink, Morére and
Wallace-Jones, 2000, Brau sod Cararo, 2001) that VAs, in particular
mdutry-wide VAs, often provide incentives for firms to adopt an ann.
competitive behaviour, However, the scrtiny of recest decisions taken by
the Exropean Commassion and by domsestic regulstory bodics (soe Brau and
Carraro, 2001) shows that: (i) the econcemic costs of redeced competition
may be largely offset by the environmental benefits provided by the VA sad
(ii) it is generally posssble 0 intervene 10 regulate the market and modify
firma" bebaviour in a way that climenates the cconomic costs while
preserving the environmestal benefits of the VA,

This latter statement i also supported by some recent theoretical
sdvances. Conuider, for example, the problem of free-riding, which may
-hmhuymum-vthmm-u
in some cases, of g i St This prodlem can be
mmwm:qwsedm-mwumvxm
example, if the benefits in terms of increased demand or offset regulation
provided by the VA are a1 loast partially exchadable ~ Mu.edydm
get most of these benefits - and if & mininwen participation constraint
MM&VAmnmtyhmunthhw
»unmbummm-«mmmmm
& minimum ab is imposed, then the & ive to reduce
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emissions by less than the quaseity initially established is slso offect and
Muyulandbwmly'dnmhmwwd
1 lmhldupo(ﬂuVAmledton
mlﬁmmh-&hmmmmw
behaviows occwrs and, at the same time, the optimal emission abatement level
is ackieved.
Let us pow analyse the implications of the sbove coaclusions for climnate
policy. It is well known that climate policy focuses above all oo the reduction
of fossal foel energy consumption, either by increasing energy efficiency or
by increasing the use of renewsble coergy sources. As for this lacer
objective, VAs constitete an important policy tool, because they can set 3
framework (possibly inchading financial subsidies or tax pticas) that
provide firms with adequate (ocestives to invest in e development of
rencwable encegy technologies. In this context, the danger of aaticompetitive
behavicur is real. Fms may use the VA either to create barmiers 0 the entry
of other firms and’or 10 colbade with other firms in the same industry,
Therefoee, a regulstor must be very carefil in designing & VA in which free
entry is guarmnteed and where energy prices remasn close to competitive
levels.

As for the reduction of energy this goal can be achieved by
Mw-mm&iynw“wmw
!Mmd\a* d by a small der of flrms and by an
ligop Therefore, VAs may encourage existing

importantly, VAs may b mare enve Iy effective thanks to the
copcentrated structure of these Industrics. M may isdeed be casier to
undertake 8 VA and design its features to achicve the desired reduction of
GHG emissions. Negotiations among a small number of parties may facilitate
mutual understanding and trust. The high visibality of the VA may benefit
emission-abating companics by increasing their market demand. Minimum
shatement efforts may be moee casily imposed. Technological cooperation
nd joint R&D investments can probably be implemented. Lasge companics
may find it convesscat 10 couple a VA - where an emission target is set -
with an intemal emdssion trading scheme designed %0 mimimize abstement
CoRts.

In this a conflict b Iy policy snd competition policy
may occur. The two policies may bave conflicting objectives if the adoption

optimal environmental policy tool 1o deal with & gives environmental
problem, an cnvirommental regulator may prefer a concentrated industry
strocture in which the VA can more casily be implemented and is hikely 1o be
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5. Self-enforcing Voluntary Approaches
with Incomplete Information and
Environmental Uncertainty

Alberto Cavaliere*

INTRODUCTION

With e diffesion of vol y spproaches (VAs), environmental p

has entered 3 new era. Instially, mwmﬂpokyumvelym
by peblic concerns sbout pollution sbatement. The roasom for public
intervention was clear both from the point of view of theorists and policy-
makers: after more than a century of widespread industrialization, the quality
of the environment was deteriorsting more and more because of market
faidores in internalizing the social costs of human activities. The need %o
impose enviroemental regulation was then perceived as an important issue by
| incressing amount of the population, New economsic tools like
environmental taxes and subsidies were adopted, as well as environmental
lisbility amd standards, in oeder %o achieve the public goal of pollution
abatement.

The increasing concerns about environmensal guality have thus modified
even comsumer preforcaces, while huge environmental regulations were
cresting unavoidable coestraints for firms. In the mcastime, technological
progress has proved able to provide some anically feasible sobations for
enviconmental problems, both as a result of demand pull and technology pash
{Ashford, 1999). Due both 10 green preferences and the regulatory threst,
environmental issues are no loager just a question of negative extersalities
wrising from private consumption and production activities, but cao be
internalized 10 & certain extent by firms and markets. In our opisicn, VAs are
Just & ool (one of the tools) usefisl 1o support this iternalization process in
market economies.

A central issue concemning corporate environmentalism is the credibility of
firms* mmmmmmum
pollution abatement costs. Due 0 asy information b firms and

1os



