‘Q‘ﬁ? sustainability @y

Article

A Comparative Study of Firm-Level Climate Change
Mitigation Targets in the European Union and

the United States

Derek Wang 12

I Business School, China University of Political Science and Law, Beijing 100088, China; dwang@cupl.edu.cn;
Tel.: +86-10-58909402
2 Desautels Faculty of Management, McGill University, Montreal, QC H3A 1G5, Canada

Academic Editors: Johannes Franciscus Leonardus Marinus Maria Dagevos and Rachel J. C. Chen
Received: 13 November 2016; Accepted: 22 March 2017; Published: 24 March 2017

Abstract: While the debate on global and national carbon emission targets has dominated every
major climate change conference, setting firm-level climate change mitigation targets has become
an increasingly important issue. In this paper we present illustrative evidence on cross-country and
cross-industry differences of the firm-level mitigation targets among some of the largest
corporations in the European Union (EU) and the United States (US) with regard to five aspects, i.e.,
target adoption, target metric, target scope, target stringency, and target completion. We find that
overall 25% of the firms have not set up emission targets. The EU firms are significantly more likely
to use intensity targets than the US firms. The EU firms are twice as likely as the US firms to
incorporate indirect emissions from the supply chain into the scope of their targets. The Energy and
Materials sectors in the EU set significantly more stringent targets than their US counterparts. The
energy sectors of the EU and the US in general have not made satisfactory progress toward
accomplishment of the targets. Based on these findings, we discuss the most pressing issues that
should be addressed by policymakers and firm managers in different regions and sectors with
regard to target-setting.
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1. Introduction

Climate change has been recognized as one of the greatest challenges for human society. In order
to keep the average global temperature increase to no more than 2 °C or even 1.5 °C above pre-
industrial levels, an objective set forth by the 2015 United Nations Climate Change Conference in
Paris (COP21) [1], we have to limit the emissions of greenhouse gases (GHGs). A critical step to
control GHG emissions is to set appropriate GHG emission mitigation targets. Target-setting has
always been the most important and contentious issue at every major convention on climate change.
A great amount of theoretical and empirical studies have been conducted to investigate the global,
national and regional GHG mitigation target-setting problems [2—4]. However, in practice, striking a
global, national or regional agreement to limit GHG emissions is normally a slow and difficult
procedure [5].

From the economics perspective, the “first-best” solution to the problem of climate change is to
impose a uniform price on carbon emissions through policy instruments like carbon tax [6,7]. In this
first-best solution, voluntary actions by firms would not be needed. In reality, though, the feasibility
of the first-best solution is severely undermined by many real-world complications, such as the
conflicting interests of different countries and organizations. Indeed, many countries do not price
carbon as of today [8,9]. In face of the predicament of the first-best solution in coping with climate
change, we need to take a polycentric approach with many voluntary actions [10]. There is a growing
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argument among policymakers and researchers that firms, through voluntary actions, may play a
more proactive and significant role in tackling climate change [5,11,12]. Voluntary action from firms
is a critical element of the polycentric approach. For firms, voluntary target-setting is usually one of
the initial steps and precedes the implementation of more specific mitigation initiatives [13,14].
Moreover, various voluntary environmental management certification programs (e.g., ISO 14001)
have been set up to promote and guide environmental actions for firms, and target-setting is usually
an integral part in the implementation of such programs. Target-setting for firms can serve multiple
important purposes, including being the motivator for carbon abatement action, the indicator of
mitigation commitments, the guideline to choose appropriate actions, and the standard to judge the
progress of actions. Therefore, investigating firm-level target-setting is a critical research issue.

In this paper, we investigate the firm-level target-setting policies among the major firms in the
European Union (EU) and the United States (US). The EU and the US are among the three largest
national/regional GHG emitters in the world [15], emitting 4419 and 6870 million metric tons of CO:
equivalents respectively as of year 2014 [16,17]. Due to the importance of the two regions in
international environmental politics [18], a great deal of research has been devoted to the EU and the
US on issues related to climate change, including policy design, public opinion, and media coverage
[19-21]. Compared to the US, the EU has adopted more advanced policies for climate change
mitigation. The EU ratified the Kyoto Protocol, the first binding international agreement on GHG
mitigation, in 2002. In 2008, the EU committed to reduce GHG emissions by at least 20% below the
1990 level. In compliance with the Kyoto Protocol and commitments, the EU Emissions Trading
System (EU ETS) has been set up and remained operational since January 2005. The EU ETS is the
biggest carbon market in the world, covering heavy emitting facilities from all EU members [22]. The
US, although signing the Kyoto Protocol in 1998, did not ratify it. At the federal level in the US,
regulations to directly control the quantity of GHG emissions never existed, are not available right
now, and are not likely to be there in the near future [23]. The most notable federal policy is the
Greenhouse Gas Reporting Program (GHGRP) of the US Environmental Protection Agency (EPA), a
mandatory emission reporting program for facilities emitting more than 25,000 metric tons of CO:
equivalent per year [24]. There are advanced regulations enacted at the state level. Most notably, the
Regional Greenhouse Gas Initiative (RGGI), a cap-and-trade system covering the electricity
generators among ten northeastern states, launched trading operations in 2009. California initiated
its statewide cap-and-trade system in 2012 [23]. The comparative studies on the firm-level responses
to climate change in the EU and the US have been less common but have started to proliferate
recently. In specific sectors (e.g., oil, electricity, retailing), the EU firms have been found to be more
proactive than the US firms in responding to climate change [25-28].

Through this study, we aim to provide a comparative cross-country and cross-sector perspective
on target-setting policies of some of the biggest firms in the EU and the US. We are interested in
addressing the following questions. How common are targets set by firms in different regions and
industrial sectors? What are the characteristics of the targets? How likely are firms to achieve the
targets? To answer the aforementioned questions, we examine the targets from the following five
aspects: adoption, metric, scope, stringency, and completion. The target adoption is a binary variable
indicating whether a firm has set up an emission target. The target metric refers to either absolute
target or intensity target, both of which have been widely adopted by firms in practice. The absolute
target sets a cap on the GHG emissions of a firm, regardless of the amount of output of the firm. The
intensity target puts a limit on the emissions per unit of output of a firm. Since the intensity target
can tie total emissions to economic activities, it has been argued that at the country-level the intensity
target provides a more flexible governing framework to accommodate economic growth than the
absolute target [3]. The scope of the target specifies the breadth of emissions covered by the target. A
firm’s scope 1 emissions refer to all emissions generated directly by sources controlled or owned by
the firm itself. A firm’s scope 2 emissions arise indirectly from the generation of electricity, heat, and
steam consumed or purchased by the firm. A firm’s scope 3 emissions cover all emissions generated
by the firm’s activities from sources not owned or controlled by the firm itself, except the scope 2
emissions. In other words, scope 3 emissions refer to indirect emissions upstream and downstream
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in a firm’s supply chain [29]. A firm’s emission target can cover emissions from any of the three
scopes. The target stringency refers to the magnitude of emission mitigation as specified by the target.
A deeper emission cut from the reference year generally implies, ceteris paribus, a harder task for the
firm to reach the target. Literature has shown that target stringency can positively and significantly
impact the emission reduction in some sectors [30]. Therefore, stringency is an important attribute to
track. Stringency does not reflect the whole picture of the effectiveness of the targets. We also
introduce the target completion variable, which measures the progress toward the achievement of targets.

Our study draws on a sample of 989 firms in the EU and the US. The sample is extracted and
constructed from the Carbon Disclosure Project (CDP: http://www.cdp.net), a non-profit
organization based in London that maintains the currently largest database of firm-level climate
change performance and policies. To the best of our knowledge, the CDP provides the most
comprehensive and detailed data on firms’ internal carbon management activities of the major firms
around the world. The firms in the sample are typically among the largest and most notable ones in
each country. This distinguishes our study from research on small and medium-sized firms, which
display significant difference in engagement with the climate change problem compared to the large
firms [31].

Our study provides illustrative evidence on the use of emission targets among some of the most
notable and largest firms in the EU and the US. We find that around 75% of the firms in the sample
have established emission targets, and the EU and the US display little difference in overall target
adoption. More than 50% of the EU firms have adopted targets based on intensity measures, and the
fraction is significantly higher than the US firms. Firms in the EU and the US have similar adoption
rates for scope 1 and scope 2 targets. But the EU firms are twice as likely to integrate scope 3 emissions
into the targets as firms in the US. This shows that the EU firms pay more attention to emissions along
the supply chain. We also delve into the analysis of targets across a spectrum of industrial sectors.
The Energy and Materials sectors in the EU set significantly more stringent targets than the US firms.
The Energy sector is relatively slow in accomplishing the target. The difference between the two
regions can be caused by regulatory, economic and operational reasons.

The remainder of this study is organized as follows. Section 2 provides a brief review of related
literature. Section 3 describes the data and the methods used in the study. Section 4 presents the
results. We further discuss the significance and implications of the results in Section 5. Section 6
concludes with future research directions.

2. Literature Review

Our research is related to the broad category of literature on the firm-level environment and
climate change management strategy. While national governments and regional organizations have
traditionally been active players in responding to climate change risks, a burgeoning trend is that
firms start to actively participate in climate change management. Prior literature has argued that firm-
level climate strategies will be a key driving force toward a low-carbon future [32,33]. Further,
empirical results point out that there is a growing willingness among business leaders to make bold
investments on climate change mitigations [34], due to mounting consumer and investor pressures,
regulatory requirements and increasing perceptions of opportunities associated with climate change.
Indeed, empirical evidence has shown a spectrum of climate strategies employed by firms, including
the voluntary disclosure of carbon footprints, the introduction of eco-design, the use of low-carbon
energy, and the improvement of energy efficiency [35-38].

Despite the abundance of studies on firm-level climate strategies, target-setting, as a critical
precondition to mitigation actions, has not received sufficient attention in the past. However,
recently, there has appeared an emerging and rapidly growing stream of research on firm-level
emission target-setting, including the development of target-setting methodology, the
characterization of target-setting behaviors, and the motivations behind target-setting. Prior
literature has used the CDP survey data in 2002 to analyze the corporate climate strategies of a broad
sample of large multinational firms, and found that the target-setting process displayed great
variations among firms in different sectors and more than half of the respondents had targets to
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reduce or stabilize the direct GHG emission [32]. There are also studies on the efficacy and reliability
of firm-level emission target-setting as a response to climate change among the major supermarkets
in the United Kingdom (UK) [39,40]. These studies found that the voluntary targets set by firms not
only aligned with the goals of national governments, but also had a high likelihood of being achieved.
Through content and data analysis of sustainability reports voluntarily published by firms and CDP
responses, [25] compared the target-setting behaviors of representative UK and US retailers, and
found that UK retailers were more prone than their US counterparts to setting ambitious emission
reduction targets and addressing emissions along the supply chains. Researchers suggested that
setting firm-level emission targets would be a critical step in attaining national and global climate
goals, and proposed a methodology to derive the firm-level targets [5]. The target-setting procedure
of firms has also been analyzed in detail under specific energy management and carbon accounting
schemes [41]. The study argued that the target-setting process should be improved to incorporate
well-defined criteria and complete conformity checks. Also, the link between target-setting and
emission reduction has been examined based on CDP data of 2009-2010 [30]. Significantly positive
associations were identified between target adoption and emission reduction for non-financial
sectors, and between target stringency and emission reduction for dirty sectors and sectors under the
EU ETS.

3. Data and Methods

The main data used in this study is provided by the CDP database. The CDP collects the data
through an annual survey sent to major corporations worldwide at the end of each calendar year.
The survey is very detailed, with more than 100 questions covering topics like management attitude
toward climate change, incentive policy for carbon abatement, GHG emission level, and abatement
activities implemented. For each question, CDP also provides very detailed reporting guidance on
the answer, such as the type of information to be included and the format to be used.

Our sample consists of 989 firms extracted from the CDP 2013 survey. The data includes 598
firms in the EU (219 in the UK, 69 in France, and 68 in Germany among others) and 391 firms in the
US. Almost all of the firms in the sample have been listed in one major stock index, such as FTSE 500,
Global 500, S & P 500, and Russell 1000. The few exceptions are representative private companies,
such as Cargill and Levi Strauss & Co. in the US, and British Airways in UK. To facilitate the analysis,
the firms are further divided into 24 industry groups based on the Global Industry Classification
Standard (GICS). The dataset is enclosed in supplementary materials.

We derive the relevant target-setting variables from the CDP survey data. Target adoption,
target metric and target scope can be extracted from the survey directly. Target stringency is
indicative of how difficult it is for a firm to accomplish the target. We define target stringency as the
percentage reduction of emissions from the reference year in the target. We note that this definition
has its limitations, since targeted percentage reduction from the reference year may not exactly reflect
the efforts that a firm needs to make in order to achieve the target. For instance, other factors may
also play a role in determining the difficulty of the target, including the choice of the base year, the
time horizon of the target, and characteristics of the firm itself. However, as pointed out by previous
literature [42], “the actual level of effort required to meet a given target may be difficult to measure.”
Therefore, we use the percentage reduction as a proxy for target stringency. We note that this proxy
is also used in existing literature [43].

While target stringency is an important indicator of a firm’s commitment to climate change, it
remains unclear whether the firms have indeed made sufficient efforts to achieve the targets.
Therefore, we need a measure to assess how well the firms have achieved the targets. To this end, we
define target completion as the progress of the target scaled by the elapsed time since the
establishment of the target. For instance, if the targeted mitigation has been achieved by 20% while
time has elapsed by 25%, the target completion is 20%/25% = 0.8. The number shows whether the
progress toward the target is on time or not. If target completion is less than 1, it means the progress
is slower than elapse of time and the target will not be attained at the current pace of emission
reduction. If target completion is greater than 1, it means that the firm may overachieve the target at
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the current reduction rate. We understand that mitigation does not happen at a homogeneous rate
over time and the measure of target completion may be biased for some firms. For instance, it may
take longer to initiate and build some carbon management programs so the mitigation may well
happen at a later point in the target time horizon. However, it is impossible to gauge the exact target
completion without detailed information of the mitigation actions and we have to approximate it
with the aforementioned method.

Finally, in all computations, data entries with missing values have been ignored. It is also
noteworthy that a mitigation target usually spans multiple years and consequently, features like
target adoption, metric, scope and stringency, are unlikely to change frequently. The annual CDP
survey yields a snapshot of the target-setting activities at a specific time point. In this study we focus
on the 2013 survey data, which is the most recent data we obtained.

Similar to prior studies on firm-level target-setting [25,41], we examine the variables via content
and data analysis. Various statistical methods are employed to analyze the difference between the
EU firms and the US firms, including the nonparametric Wilcoxon rank sum test, the two-proportion
z-test, and the t-test. The results are summarized in the next section.

4. Results

In this section we present the empirical evidence on five aspects of targets, i.e., adoption, metric,
scope, stringency, and completion. For each aspect, we discuss the most remarkable distinctions
between the EU and the US in both the overall pattern of target use and pattern in specific sectors.

4.1. Target Adoption and Target Metric

Table 1 shows the adoption of the emission targets in the two regions and the comparison based
on two-proportion z-test. Overall, 748 of the 989 firms in sample have some emission targets in place,
representing about three quarters of the sample. Among them, 317 firms have adopted intensity
targets only, 249 firms have absolute targets only, and 182 firms have employed both absolute and
intensity targets. The fraction of firms with targets is slightly higher for the EU firms (76.76%) than
the US firms (73.91%), and the difference is insignificant. The relatively small gap between the EU
and the US firms in target adoption rate indicates that firms in both regions display roughly the same
degree of prevalence of emission targets. Since governmental pressures on US firms to take mitigation
actions has been relatively weak in the past [26], the high adoption rate of mitigation targets in US
may reflect pressures from other entities such as investors and consumers. Both regions have far
greater adoption rates than the 51% record of year 2002 in early study [33]. With regard to target
metric, the EU firms have a relatively higher fraction of using absolute and intensity targets jointly
(21.74%) than the US firms (13.30%). The z-test shows the difference is strongly significant (p <0.001).
Furthermore, the EU firms are significantly more likely to employ intensity target than the US firms
(p <0.001), while the adoption rates of absolute target are roughly the same.

Table 1. Distribution of targets in the EU and the US.

Total No. of Target Adoption  Absolute Target Intensity Absqlute and
Firms Target Intensity Targets
No. Percent No. Percent No. Percent No. Percent
European Union 598 459 76.76% 261 43.65% 328 54.85% 130 21.74%
United States 391 289 73.91% 170 43.48% 171 43.73% 52 13.30%
Total 989 748 75.63% 431 43.58% 499 50.46% 182 18.40%
Two Proportion Z Test: z-statistics (p-value)
EU-US -1.018 (0.154) 0.053 (0.479) 3.420 (0.000) 3.349 (0.000)

Table 2 presents the distribution of target metrics by industrial sectors. We rank the sectors based
on adoption rate in the EU from high to low. In the EU, Semiconductors & Semiconductor Equipment,
Diversified Financials, Consumer Durables & Apparel are the three sectors with the lowest target
adoption rates (50.00%, 52.17%, and 54.17%, respectively), and all other sectors have adoption rates
higher than 60%. In the US, Food & Staples Retailing, Software & Services, and Semiconductors &
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Semiconductor Equipment are the three sectors with the lowest target adoption rates (37.50%, 54.55%,
and 56.25% respectively), and all other sectors have adoption rates higher than 60%. The pattern of
target-setting across the sectors can be attributed to operational and regulatory factors pertaining to
specific sectors. Sectors that are less carbon-intensive in operations (e.g., Diversified Financials,
Consumer Durables & Apparel, Food & Staples Retailing, and Software & Services) are less likely to
be threatened by regulatory and market pressures [44]. Since regulatory and market risks are
instrumental in driving environmental practices [44,45], it can be expected that less carbon-intensive
sectors lag behind in using emission targets. As to the semiconductor sector, most companies in the
sample are design companies at the upstream of the semiconductor value chain. These design
companies typically operate on the fabless business model to concentrate on research and
development, by outsourcing the energy-intensive production to fabrication plants owned by other
foundry companies in East Asia [46,47]. Consequently, semiconductor companies in the EU and the
US are not significant contributors of direct GHG emissions.

It is also noteworthy that the Energy sector, as a heavy emitter of GHG, has a relatively low
target adoption rate in both the EU and the US (63.64% and 62.50%), which reflects insufficient
commitments from the energy firms. A high fraction of firms in the Utilities sectors of the EU (94.12%)
have set emission targets, far above the adoption rate in the US (74.07%). The finding is in line with
literature that indicates the EU utility firms are more progressive than their US counterparts in
managing climate-related risk [48]. The utility firms in the EU are typically subject to EU ETS, under
which participating firms have to acquire and submit emission allowances for GHG emissions they
generate. In the US, utilities firms are free from cap-and-trade regulations except for those with
operating facilities under regional programs, such as the RGGI in the northeast.

Notably, all firms in the Household & Personal Products sector have adopted emission targets
in both the EU and the US. The Food, Beverage & Tobacco sector also has high target adoption rates
(85.71% and 95.83%). Firms in these two sectors produce the final goods (e.g., cosmetics, food
products, drinks) and hence are in closer contact with consumers than firms in the upstream value
chain. Decreasing consumer demand for carbon-intensive products has been argued to be one of the
primary risks for firms [44], and firms in closer contact with consumers naturally bear greater
pressure from the consumers to improve environmental friendliness. Indeed, the literature has
shown that being a final goods producer has a significant and positive effect on environmental
practices [45]. Similarly, these firms show a great tendency to adopt emission targets. We also find
that the preference for absolute or intensity target can be quite different in some sectors for the EU
and the US firms. The Food & Staples Retailing and Utilities sectors in the EU employ significantly
more intensity targets than their US counterparts (p < 0.01). The Transportation sector in the EU uses
significantly more absolute targets than that in the US (p < 0.01).
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Table 2. Target adoption and metric by industrial sector.

7 0f19

European Union: No. (%)

United States: No. (%)

Two Proportion Z-Test: z-Statistics (p-Value)

Target Absolute Intensity Absolute. and Target Absolute Intensity Absolute' and Target Absolute Intensity Absolute. and
Total Adoption Target Target Intensity Total Adoption Target Target Intensity Adoption Target Target Intensity
P 8 8 Targets P 8 8 Targets P 8 8 Targets
House};iilizersonal 6 6(100.00)  2(3333) 4 (66.67) 0 (0.00) 8 8(100.00)  2(25.00) 6 (75.00) 0 (0.00) 0.00 (0500)  0.34(0.366)  —0.34 (0.366)  0.00 (0.500)
F 1
Oﬁiﬁfg s 12 12(100.00) 8(66.67) 10 (83.33) 6 (50.00) 8 3(37.50)  2(25.00) 2 (25.00) 1(12.50) 316(0.001)  1.83(0.034)  2.61(0.005  1.72(0.042)
Utilities 34 32(9412) 22(6471) 26 (7647) 16 (47.06) 27 20 (74.07)  17(62.96) 7 (25.93) 4(14.81) 219(0014)  0.14(0.444)  3.93(0.000)  2.66 (0.004)
Retailing 14 13 (92.86)  6(42.86) 10 (71.43) 3(21.43) 2 15(68.18)  10(45.45) 8 (36.36) 3(13.64) 174 (0.041)  -0.15(0439)  2.05(0.020)  0.61 (0.270)
Materials 58 50(8621)  21(36.21) 40(68.97) 11 (18.97) 29 21(7241)  12(41.38) 16 (55.17) 7 (24.14) 157(0.059)  -047(0320) 127(0.103)  -0.56 (0.287)
FOOd%SE;’:Crzge & 21 18(85.71)  7(3333) 16(76.19) 5(23.81) 24 23(95.83)  9(37.50) 20 (83.33) 6 (25.00) -119(0.117) -029 (0385) —0.60 (0.275)  -0.09 (0.463)
Transportation 32 26(8125) 17(53.13) 19(59.38) 10 (31.25) 14 12@8571)  2(1429) 11 (78.57) 1(7.14) ~037(0.357)  2.46(0.007) -126(0.104)  1.76 (0.039)
Banks 37 30 (81.08)  22(59.46) 12 (32.43) 4(10.81) 10 7(70.00)  6(60.00) 1 (10.00) 0 (0.00) 076 (0224)  —0.03 (0.488)  1.41(0.080)  1.09 (0.139)
Insurance 33 26(78.79)  15(4545) 18 (54.55) 7(21.21) 15 11(7333)  11(73.33) 4 (26.67) 4(26.67) 042 (0338) -1.80(0.036)  1.80(0.036)  —0.42 (0.338)
Consumer Services 18 14 (77.78)  8(44.44) 9 (50.00) 3(16.67) 11 10(9091)  4(36.36)  8(72.73) 2(18.18) -091(0.182) 043 (0334) -121(0.114)  -0.10 (0.458)
Real Estate 26 20(76.92)  11(42.31) 12 (46.15) 3(11.54) 7 6(85.71)  5(7143)  1(14.29) 0 (0.00) —051(0.307) ~-137(0.086) 153(0.063)  0.94 (0.173)
Capital Goods 91 70 (76.92) 39 (42.86) 53(58.24) 22 (24.18) 33 25(75.76)  12(36.36) 16 (48.48) 3(9.09) 0.14 (0.446)  0.65(0.258) 097 (0.167)  1.85(0.032)
Telecosfsi‘z;cahon 21 16(7619) 12(57.14) 10(47.62)  6(2857) 6 6(100.00)  4(66.67)  3(50.00) 1(1667)  -132(0093) -042(0.338) -0.10(0459) 059 (0.279)
Ag;‘r’n“;’)l:ii:‘ 16 12(75.00)  8(50.00) 12 (75.00) 8 (50.00) 7 6(85.71)  1(1429)  6(85.71) 1(14.29) —057(0.283)  1.61(0.053) -0.57(0.283)  1.61 (0.053)
Software & Services 15 11(7333)  6(40.00) 8 (53.33) 3 (20.00) 2 12(5455)  6(27.27) 7 (31.82) 1(4.55) 116(0.124)  0.81(0208)  131(0.095)  1.49 (0.069)
Commercial &
Profo o o s 25 18 (7200)  6(24.00) 16 (64.00) 4(16.00) 14 11(7857)  7(50.00) 7 (50.00) 3(21.43) —045(0.326) -1.65(0.049) 0.85(0.197)  —0.42 (0.336)
Pharmaceuticals,
Biotechnology & Life 16 11(68.75)  9(56.25) 5 (31.25) 3(18.75) 15 13 (86.67) 10 (66.67) 4 (26.67) 1(6.67) ~119(0.117)  -0.60 (0276)  0.28 (0.289)  1.00 (0.158)
Sciences
Media 25 17 (68.00) 12 (48.00) 9 (36.00) 4(16.00) 8 5(62.50)  5(6250)  1(12.50) 1(12.50) 029(0387) —071(0238) 126(0.104) 0.4 (0.405)
TEChzoéZiyipTé:t‘Nare 14 9(64.29)  6(42.86)  6(42.86) 3(21.43) 32 20(6250) 13 (40.63) 11 (34.38) 4(12.50) 0.12(0454)  0.14(0.444)  055(0292)  0.78 (0.219)
Health Care 11 7 (63.64) 1(9.09)  7(63.64) 1(9.09) 15 10 (66.67)  5(33.33) 6 (40.00) 1(6.67) —0.16(0.436) -1.45(0.074) 119(0.117)  0.23 (0.409)
Equipment & Services ’ ’ ' ' ’ ’ ’ ’ ' ’ ' ’ ’ ’ ’ '
Energy 22 14(6364) 7(31.82)  9(40.91) 2(9.09) 16 10(6250)  5(31.25 8 (50.00) 3(18.75) 0.07(0471)  0.04 (0485) —-056(0.289)  —0.87 (0.192)
CO“su“:;rp]erlables & 13(54.17)  7(2917) 9 (37.50) 3 (12.50) 14 14 (100.00)  9(64.29) 8 (57.14) 3 (21.43) -301(0.001) -2.12(0017) -1.17(0.120)  —0.73 (0.233)
Diversified Financials 23 12(5217)  8(3478)  7(30.43) 3(13.04) 18 12(66.67)  8(44.44)  5(27.78) 1 (5.56) —093(0.175) -0.63(0256)  0.19(0.426)  0.80 (0.211)
Semiconductors &
Semiconductor 4 2(50.00)  1(25.00)  1(25.00) 0 (0.00) 16 9(5625)  5(3125)  5(31.25) 1(6.25) —022(0411) -024 (0.404) —0.24 (0.404)  -0.51 (0.304)

Equipment
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4.2. Target Scope

The scopes of the targets reflect the focus of the mitigation actions along the firms’ value chains.
The scope 1 emissions refer to all emissions generated directly by sources controlled or owned by the
firm itself. The scope 2 emissions arise indirectly from the generation of electricity, heat, and steam
consumed or purchased by the firm. The scope 3 emissions refer to indirect emissions upstream and
downstream in a firm’s supply chain. Table 3 shows the distribution of target scopes by sectors,
ranked based on scope 1 target in the EU from high to low. Overall and in most of the sectors, the
adoption rates of scope 1 and scope 2 targets do not differ much. Scope 3 targets are much less
common, with 250 of the 989 corporations using them. As pointed out in [29], “although scope 3
emissions are widely known to be important, they are rarely estimated because they are not well
understood, and there is little motivation or technical capacity to do so in current carbon footprint
protocols”. Moreover, scope 3 emissions are not subject to any direct regulatory measures such as the
cap-and-trade scheme, so firms lack incentive to control them.

It is worth noting that while the fractions of targets covering scope 1 and scope 2 emissions do
not vary much for the EU and the US, the percentage of the EU firms with target on scope 3 emissions
(30.77%) is almost twice that in the US (16.88%) and the difference is strongly significant (p < 0.001).
This result is not only in line with but also greatly extends the finding in [25], which reports that the
US retailers fall behind their UK counterparts in addressing supply chain emissions. In Table 3, the
EU firms have higher scope 3 target adoption rates than the US firms in all but two sectors (i.e.,
Automobiles & Components, and Food, Beverage & Tobacco), and the differences in these two sectors
are rather small. The higher adoption rate of scope 3 targets in the EU reflects the more proactive
stance of the EU firms on carbon mitigation beyond their own boundaries in the supply chain.

The Utilities sector in the EU has a far greater adoption rate of scope 1 targets (94.12%) than the
US (66.67%). This is not that surprising, given that the EU utilities are usually governed by EU ETS [48],
while there are no similar cap-and-trade schemes in the US except for sub-national ones (e.g., RGGI
in northeast US). In Consumer Durables & Apparel sector, the EU lags behind the US in the adoption
of scope 1 and scope 2 targets. The following sectors have higher percentages of scope 2 targets
adoption than scope 1 targets: Media, Retailing, Banks, Diversified Financials, Insurance, and Real
Estate, Software & Services, Technology Hardware & Equipment. These sectors generate more scope
2 emissions via the consumption of electricity than the direct scope 1 emissions from their own
activities. For instance, as a hardware producer, Cisco Systems reported that the quantity of its scope
2 emissions was usually more than 10 times that of its scope 1 emissions [49]. Therefore, setting targets
on scope 2 emissions is a natural choice.
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Table 3. Target scope by industrial sectors.

European Union: No. (%) United States: No. (%) Two Proportion Z-Test: z-Statistics (p-Value)

Total Scope 1 Scope 2 Scope 3 Total Scope 1 Scope 2 Scope 3 Scope 1 Scope 2 Scope 3
Household & Personal Products 6 6 (100.00) 6 (100.00) 2(33.33) 8 8 (100.00) 7 (87.50) 1 (12.50) 0.00 (0.500) 0.90 (0.184) 0.94 (0.174)
Food & Staples Retailing 12 12(100.00)  12(100.00) 6 (50.00) 8 3 (37.50) 3 (37.50) 3 (37.50) 3.16 (0.001) 3.16 (0.001) 0.55 (0.291)
Utilities 34 32 (94.12) 18 (52.94) 13 (38.24) 27 18 (66.67) 10 (37.04) 9 (33.33) 2.77 (0.003) 1.24 (0.108) 0.40 (0.346)
Food, Beverage & Tobacco 21 18 (85.71) 18 (85.71) 4 (19.05) 24 23 (95.83) 23 (95.83) 5 (20.83) -1.19 (0.117) -1.19 (0.117) -0.15 (0.441)
Materials 58 48 (82.76) 37 (63.79) 7 (12.07) 29 20 (68.97) 19 (65.52) 1 (3.45) 147 (0.071)  -0.16(0437)  1.31(0.095)
Transportation 32 26 (81.25) 21 (65.63) 6 (18.75) 14 11 (78.57) 6 (42.86) 1(7.14) 0.21 (0.417) 1.44 (0.075) 1.01 (0.157)
Retailing 14 11 (78.57) 13 (92.86) 6 (42.86) 22 14 (63.64) 15 (68.18) 2 (9.09) 0.95 (0.171) 1.74 (0.041) 2.38 (0.009)
Telecommunication Services 21 16 (76.19) 16 (76.19) 9 (42.86) 6 5(83.33) 4 (66.67) 1 (16.67) -0.37 (0.355) 0.47 (0.319) 1.17 (0.121)
Insurance 33 25 (75.76) 26(78.79) 17 (51.52) 15 8 (53.33) 11 (73.33) 3 (20.00) 1.55 (0.060) 0.42 (0.338) 2.05 (0.020)
Banks 37 27 (72.97) 30 (81.08) 17 (45.95) 10 7 (70.00) 7 (70.00) 1 (10.00) 0.19 (0.426) 0.76 (0.224) 2.07 (0.019)
Capital Goods 91 66 (72.53) 64 (70.33)  24(26.37) 33 24 (72.73) 24 (72.73) 6 (18.18) -0.02(0491)  -0.26 (0.397)  0.94 (0.173)
Consumer Services 18 13 (72.22) 12 (66.67) 4(22.22) 11 9 (81.82) 9 (81.82) 2 (18.18) -0.59 (0.279) -0.89 (0.188) 0.26 (0.397)
Automobiles & Components 16 11 (68.75) 11 (68.75) 6 (37.50) 7 6 (85.71) 6 (85.71) 3(4286)  -0.85(0.197)  -0.85(0.197)  —0.24 (0.404)
Commercial & Professional Services 25 17 (68.00) 17 (68.00) 8 (32.00) 14 10 (71.43) 11 (78.57) 3(21.43) -0.22 (0.412) -0.70 (0.241) 0.70 (0.241)
Health Care Equipment & Services 11 7 (63.64) 7 (63.64) 2(18.18) 15 10 (66.67) 10 (66.67) 2(13.33)  -0.16(0.436)  -0.16(0.436)  0.34(0.367)
Energy 22 14 (63.64) 6 (27.27) 4 (18.18) 16 10 (62.50) 6 (37.50) 1(6.25) 0.07 (0.471) -0.67 (0.252) 1.07 (0.141)

Pharmaceuticals,

Biotechnology & Life Sciences 16 10 (62.50) 10 (62.50) 4 (25.00) 15 13 (86.67) 13 (86.67) 2 (13.33) -1.54 (0.062) -1.54 (0.062) 0.82 (0.206)
Real Estate 26 16 (61.54) 20 (76.92) 5(19.23) 7 5 (71.43) 6 (85.71) 1(14.29) -0.48(0.315)  -0.51(0.307)  0.30 (0.328)
Media 25 15 (60.00) 17 (68.00) 10 (40.00) 8 4(50.00) 5 (62.50) 2 (25.00) 0.50 (0.309) 0.29 (0.387) 0.77 (0.221)
Technology Hardware & Equipment 14 8 (57.14) 9 (64.29) 6 (42.86) 32 17 (53.13) 20 (62.50) 5 (15.63) 0.25 (0.401) 0.12 (0.454) 1.99 (0.023)
Software & Services 15 8 (53.33) 10 (66.67) 8 (53.33) 22 9 (40.91) 11 (50.00) 4(18.18) 0.74 (0.228) 1.00 (0.158) 2.24 (0.012)
Consumer Durables & Apparel 24 12 (50.00) 12 (50.00) 7 (29.17) 14 14 (100.00) 14 (100.00) 2 (14.29) -320(0.001)  -320(0.001)  1.04 (0.149)
Semlmndu‘g:fistmi?mndud"r 4 2 (50.00) 2 (50.00) 2 (50.00) 16 8 (50.00) 8 (50.00) 2(12.50)  0.00(0.500)  0.00(0.500)  1.68 (0.047)
Diversified Financials 23 11 (47.83) 12 (52.17) 7 (30.43) 18 11 (61.11) 12 (66.67) 4(22.22) -0.85(0.199)  -0.93(0.175)  0.59 (0.278)

Overall 598 431(72.07) 406 (67.89) 184 (30.77) 391 267 (68.29) 260 (66.50) 66 (16.88) 1.28 (0.101) 0.46 (0.323) 4.91 (0.000)
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4.3. Target Stringency

Table 4 shows the target stringency distribution, including the 25th percentile, the median, the
75th percentile, the mean, the standard deviation and test of differences. The entries are sorted based
on mean stringency in the EU. In computing the statistics, we include the firms without targets by
assigning them stringency of zero. For all the EU firms, the average mitigation is a reduction of 13.54%
from the reference year emissions. The median is only 6.00%, significantly lower than the average
mitigation. Moving from the 25th percentile to the 75th percentile in the distribution of target
stringency sees a significant increase of mitigation from 0.50% to 18.97%. Among the 24 sectors under
study, Consumer Services, Commercial & Professional Services, and Diversified Financials are the
three sectors with the lowest average mitigation. Household & Personal Products, Food & Staples
Retailing, Telecommunication Services are the three sectors with the highest average mitigation. The
EU firms set slightly more stringent targets (13.54% reduction) than the US firms (12.75% reduction),
and the difference is insignificant. With no exception, the mean is always larger than the median
regardless of the region and sector. Therefore, the distribution of target stringency is left skewed.

The Energy sector in the US has much lower stringency level than the EU and the difference is
significant (p < 0.05) under both t-test and Wilcoxon rank sum test. The sector consists mostly of oil
and gas companies, such as Chevron, Royal Dutch Shell, and BP. The sharp contrast in target
stringency is a reflection of the significant difference in the strategies adopted by the companies in
the two regions in response to climate change. The literature has shown that the oil and gas
companies in the EU have taken more proactive policies, while the US companies have adopted more
reactive strategies [28]. The proactive policies of the EU firms may drive them to set more aggressive
targets. The reasons for the difference in climate strategies of the oil and gas firms may be found in
the political, regulatory and societal contexts [28]. The Materials sector in the EU set significantly
more stringent targets than the US (p < 0.01). The Transportation sector in the EU has an average
stringency of 14.18%, which is almost three times that in the US. The Materials sector and part of the
Transportation sector (i.e., aviation) in the EU are governed by EU ETS. The Consumer Services sector
in the US sets significantly more stringent targets than the sector in the EU (p < 0.01). The sector
mainly consists of hotel and restaurant companies, for which the GHG emissions primarily come
from building operations.
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Table 4. Target stringency by industrial sectors.

European Union

United States

No. 25th  Median 75th Mean Std No. 25th Median 75th Mean  Std

Household & Personal Products 6 11.06 19.30 50.00 2701 2197 8 14.00 18.00 20.00 19.17 134
Food & Staples Retailing 12 294 18.00 30.00 23.68 2550 8 0.00 15.00 2420 23.38 35.2
Telecommunication Services 21 3.38 1394 2500 2229 2724 6 5.31 10.00 1750 1815  22.0:
Retailing 14 5.00 15.00 25.00 2056 2334 22 0.00 1298  20.00 21.19 29.5

Media 25  0.03 8.00 2250 2007 2924 8 2.50 10.00 15.00 1242 13.5

Food, Beverage & Tobacco 21 561 1250  30.00 19.79 19.63 24 530 10.00  20.00 15.38 18.3
Banks 37 144 5.62 2488 1717 2278 10  0.00 17.41 25.00 1548 12.7

Materials 58 142 10.00 2500 16.84 2048 29 0.11 3.08 17.00 1119  20.6.

Technology Hardware & Equipment 14 5.00 7.75 29.40 15.63 1837 32 0.50 7.00 19.00 1247 15.6
Energy 22 021 8.40 1488 1556 2344 16  0.00 0.56 5.30 3.21 4.9¢

Insurance 33 1.80 5.00 1500 1480 2433 15 0.03 1.50 10.00  6.64 9.2¢
Pharmaceuticals, Biotechnology & Life Sciences 16 0.14 5.00 20.80 14.48 2090 15  5.00 10.40 1596 1036  7.2¢
Transportation 32 013 4.63 2048 1418 1913 14  1.69 5.00 8.78 5.46 4.37

Software & Services 15 050 6.71 20.00 1337 1582 22 0.00 5.00 35.00 16.05 20.5
Utilities 34 024 4.45 1713 1238 1949 27  0.00 2.85 16.75 1370 232

Capital Goods 91 046 5.00 1500 1085 1579 33  0.59 10.00 2481 1285 127

Consumer Durables & Apparel 24 0.00 5.85 1875 1021 1149 14  3.01 6.50 1455 10.03 11.2
Health Care Equipment & Services 11 0.00 5.40 12.00 984 1250 15  0.00 10.00  26.00 1295 14.2
Semiconductors & Semiconductor Equipment 4 0.00 4.00 1875 9.80 1285 16 0.00 0.15 5.00 3.61 6.7¢
Real Estate 26 075 5.00 10.00 949 1692 7 0.29 12.00  35.00 24.67 36.2
Automobiles & Components 16 094 7.00 15.00 8.98 9.14 7 1.00 15.00  27.00 1449 12.0
Diversified Financials 23 0.00 2.94 14.06  6.54 852 18 044 6.73 11.54 1211 216
Commercial & Professional Services 25 0.47 2.75 10.00  6.54 8.93 14 3.60 8.00 11.10  9.30 8.1¢
Consumer Services 18 0.03 0.49 5.40 6.06 1093 11  4.09 14.40 2281 16.78 16.6

Overall 598  0.50 6.00 18.97 1354 1941 391 0.13 7.00 18.67 12.75 18.2

Notes: The test of difference displays the test statistics followed by the p-value in parentheses
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4.4. Target Completion

The effectiveness of the targets rests on their fulfillment. Table 5 reports the distribution of the
target completion (i.e., 25th, 50th and 75th percentiles, the mean, and the percentage of firms with
target completion greater than one), and the ¢-test, Wilcoxon rank sum test and two proportion z-test
results for the difference between the EU and the US. The sectors are sorted according to the mean
completion in the EU from high to low. In computing target completion, we focus on those firms that
have set up targets. Overall, the firms under study are making satisfactory progress toward achieving
the targets with a mean completion rate of 1.16 in the EU and 1.22 in the US. The overall percentages
of completion are very close in the two regions, with 71.05% of the targets for EU firms achieved on
time and 72.12% of the targets for US firms achieved on time. The overall difference between the EU
and the US in target completion is not significant under any of the tests.

In the US, 23 of the 24 sectors have a median target completion larger than one. All the firms in
the Consumer Durables & Apparel sector, the Media sector and the Real Estate sector in the US have
target completion greater than one, implying that all of them will be able to accomplish the targets if
their current pace of mitigation sustains. In the EU, 19 of the 24 sectors have a median target
completion greater than one. Also notable is the performance of the Energy sector, which has the
worst mean target completion of 0.80 among all the sectors in the EU and a mean target completion
of 0.91 in the US. The progress made by the Semiconductors & Semiconductor Equipment sector is
not satisfactory either, with a median target completion of 0.86 in the EU and a mean target
completion of 0.65 in the US. In terms of sectoral comparison between the EU and the US, the
differences are mostly insignificant under the t-test and the Wilcoxon rank sum test at p <0.05, except
for the Diversified Financials sector. Based on the two proportion z-test, we find that the following
sectors in the US have significantly more firms (p <0.05) that have made satisfactory progress toward
target accomplishment than the EU: Energy, Materials, Capital Goods, Transportation, Consumer
Durables & Apparel, Media, Real Estate, Utilities. It should be stressed that while the Energy and
Materials sectors in the US have less stringent targets than the EU, they are better in target completion.

Furthermore, we would like to point out that the combining of target stringency and target
completion still may not accurately embody the degree of commitment and endeavor made by the
firms to cope with climate change. Even without climate concerns, for the purpose of cost saving and
efficiency improvement, firms may still employ various initiatives that can reduce GHG emissions.
In that case, target stringency and target completion spring from planned business activities as usual
rather than climate-oriented efforts.
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Table 5. Target completion by industrial sectors.
European Union United States Test of Difference
% of % of Wilcoxon Two
No. 25th Median 75th  Mean . 25th Median 75th Mean . t-Test Rank Sum Proportion
Completion Completion
Test z-Test
Telecommunication Services 21 083 138 196 154 7143 6 0.00 1.00 107 0.80 60.00 164 (0110)  175(0.081)  0.67 (0.252)
Ph icals, Biotechnol
armaceuticals, Biotechnology 1 109 146 185 135 79.17 15 079 1.00 133 1.00 57.14 173(0.093)  1.89(0.058) 1.4 (0.074)
& Life Sciences
Media 25 090 100 200 132 6154 8 1.00 128 175 160 100.00 -0.89(0.379)  -148(0.138)  -2.20 (0.014)
Capital Goods 91 072 100 152 131 67.72 3 1.00 1.00 146 130 86.96 0.03(0978)  -150(0.135)  -1.86 (0.031)
Retailing 14 095 117 161 129 75.00 2 087 127 213 150 76.47 -0.65(0522)  -0.33(0.740)  —-0.11 (0.457)
Household & P 1
ouse P‘io di‘ct:rsom 6 094 111 171 127 80.00 8 0.77 1.67 175 125 80.00 0.04 (0.976)  0.00(1.000) 0.0 (0.500)
Automobiles & Components 16 0.88 129 167 124 69.70 7 100 1.04 123 113 87.50 042(0677) 056 (0.573)  -1.02(0.154)
Health ng\ig:;pmem & 11 087 100 144 118 77.78 15 100 1.04 149 162 80.00 -0.65(0.524)  -0.08(0.934)  -0.12 (0.453)
Software & Services 15 100 117 149 117 77.78 2 070 1.00 170 112 62.50 019 (0.847)  031(0.758)  0.81(0.209)
Banks 37 100 100 149 117 81.13 10 100 1.37 193 177 85.71 -194(0.057)  -1.20(0228)  -0.29 (0.384)
Semiconductors & 4 036 08 203 116 33.33 16 000 100 100 065 60.00 121(0243)  050(0616)  -0.85(0.198)
Semiconductor Equipment
Transportation 32 047 099 134 115 49.09 14 1.00 1.04 145 132 90.91 -041(0.685) -1.61(0108)  -2.55 (0.005)
Utilities 34 075 100 141 114 6222 27 1.00 1.00 148 125 83.87 -058(0.560) 114 (0253)  -2.22 (0.013)
Materials 58 064 100 141 107 58.06 29 1.00 1.00 132 110 79.31 -020(0.838)  -0.70 (0482)  -1.98 (0.024)
Food, Beverage & Tobacco 21 062 108 159  1.06 68.18 24 064 1.00 162 112 60.61 -028(0780)  -0.03(0.979) 057 (0.284)
Diversified Financials 23 099 100 100  1.06 74.07 18 1.00 1.25 200 146 8571 -135(0.185)  -2.36 (0.018)  -0.85 (0.197)
Insurance 33 097 100 130  1.05 74.47 15 1.00 1.00 100 127 90.91 -126(0213) -0.32(0.752)  -1.18 (0.120)
Consumer Durables & Apparel 24 044 098 127 104 50.00 4 1.00 1.00 105 107 100.00 -0.09(0.933) -1.39 (0.163)  -2.78 (0.003)
Real Estate 26 000 09 116 103 4545 7 115 2.20 246 194 100.00 -162(0.118)  -1.87 (0.061)  -2.22 (0.013)
Technology Hardware & 14 030 100 148  0.99 66.67 2 076 100 100 102 67.86 -0.18 (0.854) 040 (0.686)  -0.08 (0.467)
Equipment
ial & Professional
Commem;aericerso essiona 25 066 100 100 096 64.29 14 100 1.00 191 154 81.25 -1.87 (0.068)  -1.77(0.077)  -1.19 (0.118)
Consumer Services 18 067 100 130 091 64.29 1 073 0.99 149 139 4615 -131(0203) -0.34(0733)  095(0.172)
Food & Staples Retailing 12000 100 141 091 5263 8 075 1.07 163 131 62.50 -121(0238)  -0.83 (0408)  -0.47 (0.319)
Energy 2 065 092 102 080 50.00 16 099 1.00 100 091 76.47 -110(0.280)  -0.61(0.542)  -1.65 (0.049)
Overall 508 072 100 149 116 71.05 # 100 1.00 149 12 72.12 -0.76 (0448)  -0.96 (0.336)  —0.57 (0.286)

Notes: The column “% of completion” indicates the percentage of firms with target completion no less than one. The test of difference displays the test statistics followed

by the p-value in parentheses. The two proportion z-test compares the two columns of “% of completion”.
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5. Discussions

The analysis of the GHG emission targets in Section 4 indicates that different regions and
industrial sectors should have different priorities in target-setting. We discuss the most urgent issues
for the regions and industrial sectors below. For the ease of presentation, we summarize the overall
performance for the two regions on key target features in Figure 1.
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Figure 1. Overall performance for the two regions.

As shown in Section 4 and Figure 1, the EU and the US firms are generally on par in adopting
emission targets, and the adoption rate has substantially improved compared to earlier results [32].
However, there is still room for further improvements given that roughly 25% of the firms in the
sample still do not have mitigation targets. To this end, we recommend that policymakers in both
regions take actions to enhance the transparency and publicity of the targets set by the firms.
Transparency and publicity can promote competitive pressure among the firms and surveillance of
social responsibility by the general public. A brief search shows that firms in both regions, though
having reported to CDP, are not likely to disclose their climate policy themselves through other
channels such as annual reports or official websites. To encourage disclosure and achievement of
target, policymakers may set up voluntary programs and awards that recognize the leading domestic
firms in climate change mitigation, similar to the previous EPA Climate Leaders program in the US.
Literature shows that participation in specific voluntary programs can lead to significant
improvement in environmental performance, for pollutants like toxic chemicals [50]. Further, it has
been argued that the voluntary programs work by providing “firms with a mechanism to acquire an
environmentally friendly reputation and to credibly differentiate themselves from their competitors,”
so firms have incentive to participate in the programs [45]. In light of earlier experience and literature,
we anticipate that firm-level climate change performance can be improved with the introduction of
properly designed voluntary programs. Meanwhile, since soft measures like voluntary programs
have their limits, more radical approaches with legally binding terms may also be considered. For
example, policymakers can enforce the disclosure of risks and goals related to climate change in
firms’ regular filings through mandatory reporting rule and securities law. To the best of our
knowledge, none of the countries in our sample have the climate disclosure rule in place.

The presence of scope 1 and scope 2 targets is more common than scope 3 targets. For firms in
both regions, particularly in the US, increasing the coverage of scope 3 emissions in target-setting is
important. This is due to three reasons. First, the scope 3 emissions account for a significant fraction
of a sector’s carbon footprint (more than 75% as reported in [29]). Second, holding a firm accountable
for GHG emissions beyond its own boundary will present opportunities to influence the mitigation
actions of and collaborate with other firms upstream and downstream in the supply chain. Third,
upstream and downstream emissions are determined by a firm’s decisions and thus it is natural to



Sustainability 2017, 9, 489 15 of 19

make the firm at least partially responsible for the emissions [51]. While prior research has
highlighted the importance of scope 3 emissions [52], a great obstacle in dealing with the scope 3
emissions is how to measure the emissions in the scope [29]. Recently some protocols have been
developed for estimating the emissions in the supply chain, such as the Corporate Value Chain
Standards from the GHG Protocol (http://www.ghgprotocol.org/standards/scope-3-standard). Firm
management may consult those protocols.

A target is ineffective in carbon mitigation if it does not come with proper levels of stringency
and fulfillment. Overall, the EU and the US firms have no obvious difference in terms of target
stringency and target completion. For the EU and the US policymakers, the priority should be on the
stringency and accomplishment of mitigation targets in key sectors. The Energy and Materials sectors
in the US should strengthen their targets with deeper emission cuts. According to [30], more stringent
targets in these two dirty sectors can lead to higher emission reduction. Analysis in Section 4.4
highlights that the Energy sector and the Materials sector in the EU and the US are not making
satisfactory progress toward target completion. Given the two sectors’ large volume of GHG
emissions, it is important for the EU and the US policymakers to urge the sectors to take actions and
accomplish the targets on schedule. A proper policy instrument is one that can pressure the firms to
achieve the established targets without being too intimidating and forestalling the establishment of
the voluntary targets. This may be achieved by rules that are specifically designed for the two sectors.
For example, the Energy sector mainly consists of oil and natural gas companies, which emit GHGs
in exploration, drilling, transmission, processing and distribution operations. Right now in the US,
the EPA’s Greenhouse Gas Reporting Program, a mandatory emission reporting program for
facilities emitting more than 25,000 metric tons of CO2 equivalent per year, covers many large oil and
gas facilities. However, regulations that directly control the quantity of emissions in the sector are
not available right now. Therefore, we resort to the reporting method. We suggest that the
policymakers strengthen the reporting program by requesting the firms to report their targets along
with the firm-level emission data. Reporting the target will put the emission data into the context of
corporate climate policy. Moreover, it gives the regulatory body and general public a clearer picture
of whether the firms have lived up to their promises. Since publicity puts reputation at stake, firms
will try harder to attain their targets.

It would be intriguing to see if more stringent targets lead to inferior target completion or not.
We find a positive and significant correlation (0.07, p < 0.01) between target stringency and target
completion for the entire sample. This result is generally in line with [43] which finds that target
stringency has a positive association with target completion. The reason, as argued in [43], may be
that difficult targets motivate the firms to undertake more mitigation projects and invest more
resources into tackling climate change. The positive relationship between target stringency and target
completion implies that from the mitigation perspective, difficult targets are unlikely to backfire and
policymakers in general should encourage firm management to set difficult targets.

While the focus of the paper is on regional and sectoral differences, it is also important to
benchmark the target-setting activities for firms within the same sector. Take the Semiconductors &
Semiconductor Equipment sector in the EU as an example. The targets set by the four firms in the
sector are presented in Table 6. Clearly, ARM Holdings is the most proactive firm in using the
emission targets. There is a significant level of variation among the firms in their target-setting
policies. Similar great dispersions of target features can also be observed in many other sectors. The
dispersions of target-setting, which is a specific form of environmental management practice, can be
linked to firm-specific factors, such as the organizational structure of the firm, the financial leverage,
and the management attitude toward climate change [45,53,54]. The topic may be explored in
future research.
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Table 6. Targets set by the EU semiconductor firms.

Company Target Adoption  Target Metric  Target Scope  Target Stringency Target Completion
AMS AG No N/A N/A N/A N/A
AIXTRON SE No N/A N/A N/A N/A
Dialog Semiconductor Yes Absolute Scope1+2+3 20% 20%
ARM Holdings Yes Intensity Scope 1+2+3 30% 85.67%

6. Conclusions

Target-setting by firms as a voluntary action is an important and integral part of the global
efforts against climate change. In practice, target-setting usually serves as a precondition for other
GHG mitigation actions. In this study, we have examined the use of GHG mitigation targets at the
firm level by analyzing a sample of 989 large corporations in the EU and the US. The results are based
on five aspects of target-setting, i.e., target adoption, target metric (absolute target, intensity target),
target scope (scope 1/2/3), target stringency, and target completion. For each aspect, we conduct cross-
country and cross-industry comparisons to uncover the distinctive patterns of target-setting by firms
in different regions and industrial sectors.

We find that while the adoption rate of emission targets has greatly improved since early 2000s,
the targets are still absent in about 25% of the firms for both the EU and the US. The EU firms are
significantly more likely to base the target on intensity measures than the US firms. Moreover,
significantly more EU firms have targets for scope 3 emissions than the US firms. This reflects that
the EU firms are more proactive in incorporating GHG emissions upstream and downstream in
supply chain into their climate change strategies. Overall, the differences between the EU and the US
firms in terms of target stringency and target completion are relatively small. Among the 24 industrial
sectors under study, the Utilities sector in the US has a significantly lower target adoption rate than
that in the EU. The Energy and Materials sectors in the EU set significantly more stringent targets
than their US counterparts. The Energy sectors in both regions fail to make satisfactory progress to
achieve the targets.

The aforementioned results shed light on some crucial issues in firm-level target-setting that
policymakers and firms in the EU and the US should focus on. For example, there is still substantial
room for policymakers and firm management in both regions to further the use of firm-level
mitigation targets. The US policymakers and business leaders should make the US firms more
accountable for emissions in the supply chain. Special attention should be paid to the Energy sector
with regard to the achievement of the targets. Furthermore, we have discussed potential policy and
management tools to address the issues with firm-level target-setting.

There are three interesting directions for future research. First, we would like to point out that
target-setting is a dynamic process. In reality, firms can revise, repeal or replace the targets already
established. It would be interesting to examine how the firms adjust the targets over time in response
to changing political, economic and market conditions. Second, to get a better understanding of firm-
level mitigation targets around the world, other major GHG-emitting countries, especially China,
Russia and India, should be included in the study. However, the current CDP survey does not cover
as many firms in those countries as the EU and the US. A more comprehensive study is possible when
more data on other major emitting countries are available. Finally, this study documents illustrative
evidence on regional and sectoral differences on target-setting, and the analysis is preliminary.
Further and more rigorous analysis are needed to pin down the root causes behind the differences.
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