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Alternative approaches to 
meeting economic and 
environmental challenges

On September 16, business and indus
try leaders from the Great Lakes region 
met in Rochester, N.Y., to discuss the 
economic and environmental challeng
es facing the region. This event 
marked the first annual meeting of the 
Council of Great Lakes Industries, a 
binational organization dedicated to 
promoting the economic vitality of the 
region in harmony with the human 
and natural resources of the Great 
Lakes. This conference particularly 
emphasized the environmental chal
lenges facing Great Lakes industries 
and efforts by industry to arrive at poli
cy solutions which accommodate both 
economic growth and environmental 
protection. Speakers discussed the 
increasing necessity of an active busi
ness community role in policy forma
tion in light of increasingly stiff global 
competition and outlined the ap
proaches which industry can use to 
become more actively involved in the 
public policy process. Through efforts 
such as this council and greater partici
pation by business in the policy pro
cess, public policy can be crafted that is 
consensus based, and consequently less 
costly and more effective.

This Chicago Fed Letter reviews the pro
posals of several speakers at this confer
ence and provides some examples of 
the benefits anticipated from greater 
industry involvement in public policy 
formation in the Great Lakes region.

Why does industry need to be more 
involved in the policy process?

The rapid pace of change throughout 
the world means that businesses are 
operating under new global pressures 
which often require firms to be low

cost producers of high quality products 
and to accomplish this in a clean envi
ronment. The costs of operating in 
such an environment can be staggering. 
The U.S. already spends more on the 
environment than any other country 
with the cost of environmental cleanup 
estimated to be running at just over 2% 
of gross national product and rising.1 
To put this in perspective, this figure is 
equal to roughly 40% of U.S. defense 
expenditures.

In order to succeed under these condi
tions, industry is looking for ways in 
which to serve as a full and active partic
ipant in setting regional policy. All too 
often the policy and legislative process 
has resulted in regulations that are 
unnecessarily burdensome in relation 
to the benefits achieved and that im
pede economic growth. This seems 
especially so in the environmental are
na. Good environmental policy should 
identify which environmental risks 
matter most and should direct resourc
es toward reducing these risks. Both a 
cleaner environment and more eco
nomic growth can often be achieved 
through an approach by which the 
business community sets up an internal 
goal of zero discharge of hazardous 
waste and works cooperatively with all 
environmental stakeholders to fashion 
sound public policy. For example, 
companies such as Monsanto, DuPont, 
AT&T, and 3M are pursuing strategies 
designed to cut emissions and waste 
discharge. 3M’s goal is to reduce air 
and water emissions by 90% and solid 
waste by 50% by 1995 from 1990 levels, 
while cutting the inflation adjusted cost 
per unit of most products by 10%.2 At 
stake is the ability to balance economic 
growth with environmental interests 
and to move away from the traditional 
regulatory environment where com
mand and control strategies are im
posed on business operations at unac
ceptably high costs.
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The potential for reconciling the ap
parently competing interests of eco
nomic growth and environmental 
quality is best exemplified in the 
Council of Great Lakes Industries’ 
efforts to create a Total Quality Envi
ronmental Management Award for 
Great Lakes industries. Patterned after 
the Malcolm Baldrige National Quality 
Award (which recognizes firms that 
integrate total quality into their man
agement principles and practices), the 
council’s award is designed to recog
nize companies that show a commit
ment to environmental management. 
Just as the Baldrige award provides a 
benchmark for improvement even for 
those firms that never compete for the 
award, the Total Quality Environmen
tal Management Award will be used to 
raise industry standards in general and 
to show how firms can balance eco
nomic success and sound environmen
tal practices. The award winners will 
provide models which other firms 
could adapt. Toward this end, the 
council has developed a self-assess
ment matrix which will identify 
progress among award applicants and 
help educate companies outside of the 
award process about the concepts, 
benchmarks, and methods behind 
quality environmental management. 
Now that the Council of Great Lakes 
Industries has completed the develop
ment of the award, the award’s spon
sorship rests with the Council of Great 
Lakes Governors.3

Environmental issues—an example 
o f industry’s participation in 
public policy

The potential for cooperation and 
consensus building through industry 
leadership was reflected in the re
marks of Denis Wilcock, president of 
Dow Chemical Canada, Inc. As exem
plified by a pioneering effort in Cana
da, an industry leadership approach



can solve environmental problems by 
building a consensus among key stake
holders (residents, local businesses, and 
local leaders) in the community. This 
approach recognizes that it has become 
imperative for the chemical industry to 
take stewardship for all stages of a prod
uct, ranging from development to dis
posal. But fulfilling the responsibilities 
of that stewardship at socially accept
able costs also requires public involve
ment and agreement on the processes 
of production and disposal. Involving 
the public in the decision making pro
cess is expensive at first. However, the 
benefits can be higher still because 
community acceptance can be 
achieved. For example, Wilcock noted 
that a recent Dow Chemical plant ex
pansion proceeded without public 
objection after the company had solicit
ed the input of community leaders and 
residents. Given that the public’s per
ception of the chemical industry is 
often one of suspicion, community 
outreach can reduce fears which often 
lead to costly delays.

This process has been formalized 
through a group called “New Direc
tions,” which is a cooperative effort 
between environmentalists and busi
ness to establish environmental goals 
for Canada. This multi-stakeholder 
group has established an agenda em
phasizing sustainable development, 
pollution prevention, and an action 
plan that establishes a priority list of 
toxic pollutants along with a process for 
reducing or eliminating them. During 
the initial phase of negotiations, the 
group does not include government 
representatives so that a consensus 
among environmental and business 
interests can be reached without partici
pants having to work at the details of 
implementation or becoming involved 
in political lobbying. Once a consensus 
has been reached, the results can then 
be presented to the relevant govern
ment organization.

While no such formal group currently 
operates on the U.S. side of the border, 
one illustration of the potential benefits 
of cooperative industry approaches 
concerns the implementation of certain 
aspects of the Clean Air Act by the

electric power industry. The Clean Air 
Act Amendments of 1990 is a compre
hensive piece of legislation presented 
in eleven titles which will impose sig
nificant and direct costs onto utilities 
and industrial sources.4 Vincent To
bin, vice president with the New York 
Power Authority, noted that compli
ance with the act forces the full social 
costs to be directly paid as a primary 
expense by utilities. In particular,
Title IV dealing with acid rain and 
Title I dealing with ambient air quality 
(including ozone) will require some 
electric power companies to purchase 
the rights to pollute as a condition for 
continued and expanded operations. 
The costs of purchasing pollution 
rights may be especially high in nonat
tainment areas. To obtain a new 
source permit in nonattainment areas, 
a company may be required to reduce 
overall emissions of that pollutant in 
the affected locale by as much as 
150%. These features of the Clean Air 
Act amendments impose a great chal
lenge to utilities to meet consumer 
demands for both clean air and low 
cost, readily available electric power.

One method for improving air quality 
while containing customer price 
through industry and consumer coop
eration is demand side management 
(DSM). DSM encourages customers 
to conserve energy so as to forestall 
costly additions to electric generating 
capacity. Energy saved through DSM 
will reduce power plant emissions and 
economize on the purchase of either 
allowances or offsets. DSM has been 
implemented in the New York Power 
Authority’s service area through a 
variety of power saving ideas and ser
vices which have been provided by the 
utility to its customers. By forming a 
partnership between utilities and cus
tomers, the goals of cleaner air, energy 
efficiency, and cost containment can 
be reached.

In contrast to the successful begin
nings of industry-stakeholder partner
ships in Canada and in the New York 
Power Authority’s service area, Super
fund and other legislation which man
dates hazardous waste cleanup of pol
luted sites exemplify the onerous costs

to industry and society of stringent 
regulation designed without signifi
cant industry input or consensus. Sus
an Sadler, a partner with the Detroit 
law firm of Clark, Klein, and Beau
mont, indicated that environmental 
litigation based on site cleanup liability 
has mushroomed at both the federal 
and state levels. Superfund and relat
ed state legislation have vastly expand
ed the liability for toxic waste cleanup 
in many instances to include such 
parties as previous owners, banks, and 
other lending institutions. The eco
nomic effect has been to make compa
nies wary of expansions and reloca
tions at sites where chemicals may have 
once been disposed (often older devel
oped areas such as many central cit
ies), in order to prevent incurring 
liability for the cleanup. At the same 
time businesses are encouraged to 
place new development in “green- 
fields” where they can be reasonably 
certain that toxic chemicals will not be 
found in the soil.

Furthermore, the process by which 
Superfund cleanup sites are deter
mined and resolved often entail stag
gering costs. Even within the designat
ed Superfund sites, there are wide 
ranging and uncertain risks from the 
site’s contamination. The lack of com
munication between industry and the 
public has led to perhaps erroneous 
public perception that anything short 
of complete removal of the soil in the 
affected site is inadequate. But such a 
policy may result in massive cleanup 
efforts when a more limited cleanup 
would result in greater overall health 
and esthetic benefits per dollar ex
pended. With the federal Superfund 
program facing reauthorization in 
1994, industry has an opportunity to 
help revise cleanup procedures to 
insure that the costs of Superfund 
cleanups bring about greater public 
benefits. Since nearly 36% of the 
federal Superfund sites are located 
within the Great Lakes region, the 
involvement of the Council of Great 
Lakes Industries in defining a more 
rational approach to these cleanup 
efforts would greatly benefit the re
gion’s residents.



Profile: Council o f Great Lakes Industries

M ission: un iting  m ajor C anadian  an d  U.S. firms 
an d  associations with interests and  investm ents in 
the G reat Lakes basin to p rom o te  the econom ic 
vitality o f the region, in harm ony with its hum an  
an d  natural systems.

Strategic goals

1) E nhance  the econom ic vitality o f the region.

2) Advocate the com m on interests o f industry.

3) E xpand  public awareness o f industry’s 
contributions.

4) S uppo rt env ironm ental progress.

5) C reate a fo rum  to assist in industry grow th 
and  developm ent.

Program s include work groups, com m unity  aware
ness program s, public ou treach  strategies, sabbati
cals o r personnel exchanges, and  technical tra in
ing designed to develop productive interfaces 
betw een industry and  o th e r basin stakeholders 
such as governm ent, colleges, universities, and  
trade associations.

As an example of how a government 
agency can benefit from a multiple 
stakeholder policy process, Gordon 
Durnil, the U.S. commissioner to the 
binational International Joint Com
mission (IJC) spoke on the topic of 
eliminating toxic substance discharge 
into U.S.-Canada boundary waters.
The IJC is a nonpartisan commission 
that is charged with protecting the 
ecosystem of the Great Lakes and, as 
part of that charge, has continued to 
pursue the elimination of toxic dis
charges into the lakes. In pursuing 
this goal, the commission solicits scien
tific information from all of the con
stituencies in the Great Lakes basin. 
Through such a process the commis
sion has recently established a list of 
the most onerous toxic substances 
which need to be eliminated.

Similar to the spirit of the Council of 
Great Lakes Industries, the IJC has 
chosen to adopt a balanced approach 
to reaching the twin goals of eliminat
ing these toxins from the Great Lakes 
while protecting the economic vitality 
of the region. By phasing in regula
tion, rather than requiring overnight 
adherence, a realistic timetable can be 
established to insure that the most 
onerous toxic substances will be elimi

nated while limiting eco
nomic dislocation and 
excessive compliance costs. 
This approach allows com
panies to adapt new tech
nologies to meet environ
mental standards.

What does the future hold 
for the Council o f Great 
Lakes Industries?

In its first year, the Council 
of Great Lakes Industries 
has already begun to dem
onstrate the potential for 
greater industry involve
ment in the environmental 
field. While continuing 
these environmental efforts 
in the coming years, the 
council’s attention will 
expand to include eco
nomic challenges faced by 
the region’s industries.

This can include such issues as improv
ing advanced and basic infrastructure, 
education and training of the work
force, and issues of energy cost and 
availability. An example of govern
ment participation in this new style of 
policy formation in other issues can be 
found in the forthcoming Canadian 
National Competitiveness Plan as de
scribed by John Capan from the Cana
dian Ministry of Science, Industry, and 
Technology. Borrowing from indus
try’s concept of “total quality manage
ment,” the Canadian government has 
embraced total quality commitment in 
which innovation and improvement is 
essential to success in an economy 
characterized by relatively high costs 
and high wages. In this innovation 
driven model of the economy, compet
itiveness challenges can be solved only 
by a consensus. In particular, industry 
can identify barriers to competitive
ness and, by working with local stake
holders, develop strategies for over
coming these barriers and promoting 
growth.

As the efforts in the environmental 
area have shown, industry participa
tion as both a leader and a partner can 
help in crafting economic policy 
which will promote an economically

vital Great Lakes region on both sides 
of the border. The Council of Great 
Lakes Industries may serve as a model 
for others looking for industry leader
ship and commitment to the public 
policy making process.

—David R. Allardice, 
Richard H. Mattoon, and 

William A. Testa

1 The Economist, “E nvironm entalism  runs 
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T h e  C ouncil o f G reat Lakes G overnors, a 
private n o n p ro fit organization , fosters 
coopera tion  on env ironm ental and  eco
nom ic policy issues com m on to its e igh t 
m em ber states: Illinois, Ind iana, M ichi
gan, M innesota, New York, O hio , Pennsyl
vania, an d  W isconsin and  the C anadian  
provinces o f O n tario  and  Q uebec. T he 
council develops regional ag reem en ts tha t 
are signed and  im plem en ted  by the G reat 
Lakes governors.

T o r  a discussion o f the costs o f the Clean 
Air Act on  the G reat Lakes region, see 
“T he 1990 C lean Air Act: a to u g h er regu
latory challenge facing Midwest industry ,” 
by D onald  A. H anson, Economic Perspec
tives, Federal Reserve Bank o f Chicago, 
M ay/June 1992, pp. 2-18.
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Manufacturing activity in the Midwest edged down slightly (0.1%) in August, on a 
seasonally adjusted basis, reflecting the recent weakening in auto production and 
a slowing in Purchasing Managers’ Surveys around the District. While the nation 
also showed an August decline (down 0.3%), the Midwest continued to fare 
somewhat better than the nation.

Manufacturing activity over the next few months should improve. Auto produc
tion was up in September and both light trucks and autos are scheduled to in
crease production in the fourth quarter. The Purchasing Managers’ Surveys for 
production in the District are already showing an improvement in September, 
despite a steady deterioration at the national level in recent months.

SOURCES: T he Midwest M anufacturing  Index 
(MMI) is a com posite index o f 17 industries, 
based on  m onthly hours w orked and  kilowatt 
hours. IP rep resen ts the FRBB industrial p ro 
duction  index  for the U.S. m anufacturing  sec
tor. Autos and  light trucks are m easured  in an
nualized physical units, using seasonal adjust
m ents developed by the Federal Reserve Board. 
T he PMA index for the U.S. is the p roduction  
com ponen ts from  the NPMA survey an d  for the 
Midwest is a w eighted average o f  the p ro d u c
tion com ponen ts from  the Chicago, D etroit, 
and  Milwaukee PMA survey, with assistance 
from  Bishop Associates and  Com erica.
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