Regduiation Has
Little To Do
With Iinnovation

RICHARD FLORIDA

Dn environmental regulations
spur companies to inno-
vate? In some cases, they do.
In many other cases, they don’t. And
in still other cases, they actually hold
back innovation. The fact of the mat-
ter is that Arms differ dramatically
in their mpnbﬂiﬁ?eymmmm,dﬂ
strategies. Just as respond di
ferently to signals coming from the
marketplace, firms also react differ-
ently to regulation.

i':lg'l‘rl'ue overly simplistic notion that
environmental regulations some-
how magically cause large numbers
of firms to innovate in ways that re-
duce environmental risk and im-
prove business is a fan-
tasy that fails to capture the ways
that regulations really work and
how firms respond to thom in the
real world.

How could such a simplistic no-
tion have such wide sway? Ope rea-
somn is it that until recently it was not
subject to any real scientific scrutiny.
The Porter Hypothesis wasbased on
case studies —or more tely
a handful of “success stories.” Most
of the rebuttals, such as they are, have
also been based on a limited sample
of case studles. The debate has thus
boiled down to little more than an-
ecdote, posturing, and opinion.

In the past several years, several
systematic studies have emerged to
examine this issue. One of these
studies, done by myself and a team
of researchers at Carnegie Mellon,
surveyed a large sample of corpo-
rations across the United States. It
includead detailed field research con-
sisting of paired comparisons of
similar factories experiencing simi-
lar regulation in similar industrics.
Our basic finding was that firms re-
spond very differently to regulation.
Some firms seek simply to comply;
some firms innovate to aveid regu-
lation; other firms innovate to
prove business performance; and

THE FORUM
still other firms do nothing and hope
to avoid getting caught.

There are the innovative, com-

idve, well mana firms, ac-
E:rt:img to our meargd:,d who invest
in R&D, adopt new technology, take
on modemn ent practices,
treat their workers wcll, and also
strive to reduce environmental risk.
Then there are the laggards who in-
vest far less, If at all, in R&D, tend
to have old, outmoded technology,
avoid upgrading their workplaces,
and do not care very much about
environmental impacts. Environ-
mental violations by this group of
firms are often a symptom of deeper
problems in how they go about do-
ing their business,

One big difference between the
two groups is size. The innovative
firms have the resources and the g‘;
pabilities to do the right thing;
laggards are mnrel-i]?elg:mbesmaﬂ.
Another important point is that
many environmental improvements
c::u:ngr from doing numerous small
things; for example, by enablin
shop-floor workers to make sma
incremental improvements in the
production process.

1t is the market, not regulation,
that is driving firms to innovate in
ways that improve business perfor-
mance and reduce environmental
risk, as our research shows. Innova-
tive firms are motivated to improve
their bottom line. That is why they
are making substantial investments
in R&D, adopting state-of-the-art
Fam technology, and taking on

gh-performance management sys-
tems. The most advanced firms are
becoming leaner and greener by
adopling integrated systems that
eliminate waste throughout the
value chain by striving for zero de-
fects, zero inventory, and zero emis-
sions; environmental improvement
is less the result of regulation and
more an outgrowth of innovative
firms’ dolng what is necessary to
bolster their competitiveness.

This nation needs a new system
of environmental regulation which
is in sync with the new realities of
competition. The current
system is composed of three parts:
standards, penalties, and remedies.
Standards can promote innovation,
as firms Innovate to meet or exceed

them. This is the piece of the system
that propanents of the Porter Hy-
pothesis emphasize.

But, the two other components of
the system mainly act to retard in-
novation. Many firms seek to avoid
runs-ins with regulatory bodies and

innovative solutlons in favor
of “best available control technol-
ogy.” Others simply choose to pay
the fines when they are caught. In
this way, the current regulatory sys-
tem actually scis in place a system
of perverse incentives which at
times actually holds back the pace
of innovation.

An improved systemn of environ-
mental regulation would set tough,
transparent, and consistent stan-
dards and enable firms to flexibly
meet those standards by implement-
ing truly inmovative approaches. It
would see environmental violations
as symptoms of decper manage-
ment and technological problems
and estsblich structures and incen-
tives to encourage lagging firms,
mainly small and medium-slze com-
panies, to invest in new technology
and improved uction systems.
There also to be better fund-
ing for systematic rerearch, mea-
surement, and analysis of what
works and what does not, to get
away from the problem of policy
making by anecdote, prevalent in so
much of the debate over the Porter
Hypothesis.

It is true that many firms are in-
novative, and it is also true that
many firms are developing innova-
tive responses to cnvironmental
regulation. The nub of the Issue is
that these firms are not innovating
in response to regulation, but in
spite of it. Anew framework for en-
vironmental Euliqr would change
this calculus by providing real in-
centives for firme to innovate in
ways that improve business perfor-
mance and reduce environmental
risk, and real penalties for those who
choose not to.
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