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We ask: Are suppliers subject to climate policies more likely to suffer the termination of their cus-
tomer relationships relative to their peers operating outside climate policy regimes?

« Climate policies are heterogeneous and bounded within legal jurisdictions, but through their supply chains, firms operate globally and over several climate policy regimes.
» Supply chains, and their emissions, might shift away from climate policy regimes, resulting in carbon leakage (Ben-David et al., 2021; Bartram et al., 2022):

—Why: To avoid potential supply chain disruptions, customers might rewire away from suppliers exposed to climate transition risks while favoring their peers operating
outside climate policy regimes (Pankratz and Schiller, 2023).

—Why not: Cutting ties with suppliers can be costly (Barrot and Sauvagnat, 2016).

We study: Supply chains in the context of uncoordinated climate action in the U.S.

« Event: Introduction of the California cap-and-trade program in 2013

exposes affected suppliers to climate transition risks. ~P
- California cap-and-trade program: Imposes a declining cap on GHG

emissions produced by industrial plants, electricity generation and

imports and (from 2015) distributors of petroleum and natural gas

in California and requires firms to buy and sell emission allowances Supplier

to comply with the cap. NLICOE

- Treated suppliers: Suppliers subject to the cap-and-trade program
produce at least 25’000 tCO2e in their plants in California.

» Control suppliers: Non-treated supplier peers (e.g., no plants in Cali-
fornia) are matched on industry, size and profitability; in some spec-
ifications, peers are required to share customers to control for de-
mand effects.
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 Data: EPA GHG Reporting Program (plant-firm-level emissions);
FactSet Revere (supplier-customer pairs).

We find: Supply chains rewire away from suppliers subject to the California cap-and-trade program
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Environmental implications of uncoordinated climate action: Differential increase in supply chain and upstream scope 3 emission intensity.
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