
Key Points
• While the responsibility for responding to climate change is commonly placed 

squarely on the shoulders of government, the technical skills and innovative 
potential required to design effective responses are often located in the private 
sector. 

• Small and medium-sized enterprises (SMEs) are responsible for up to 
60 percent of total carbon emissions but are rarely engaged by government 
due to their incredible diversity and abundance.

• SMEs possess an array of assets —  including a close link between the vision 
of the entrepreneur and the firm’s operations, and a nimble organizational 
structure that allows the firm to recognize market opportunities and capitalize 
on them — that make them ideal sustainability innovators.

• SMEs face barriers to responding to sustainability challenges such as 
greenhouse gas (GHG) reduction. Most of these barriers pertain to capacity 
gaps because, relative to larger firms, SMEs often lack the time, personnel and 
technical expertise to identify GHG reduction opportunities.

Introduction: Canada’s Climate Change Commitments in 
Light of the Paris Negotiations
On April 22, 2016, Canadian Prime Minister Justin Trudeau signed the Paris 
Agreement to limit and respond to global climate change. He was joined by 
representatives from 174 other countries — more than have ever signed a deal 
of this kind. The Paris Agreement emerged out of the twenty-first session of 
the Conference of the Parties (COP21) to the United Nations Framework 
Convention on Climate Change (UNFCCC). The agreement states that the 
parties should work to limit the increase in global average temperatures over pre-
industrial levels to 1.5°C, an ambitious goal supported by Canadian Minister 
of Environment and Climate Change Catherine McKenna. Holding global 
warming to this level can only be achieved by making specific commitments 
to reduce GHG emissions, and until new targets are set by the current federal 
government, Canada will be held to the targets set by the previous government 
led by Stephen Harper: emissions at 30 percent below 2005 levels by 2030.
While the Paris Agreement is an important symbol of the global collective will 
to significantly reduce GHG emissions and to manage the impacts of climate 
change, it does not enter into force until the next step is taken: 55 countries 
representing at least 55 percent of global emissions must ratify it. In other words, 
domestic decisions breathe life into international law, giving it force and effect 
for individuals and communities. Canada (and other countries, especially large 
emitters such as the United States and China) must develop ambitious, nation-
wide climate change policies that target the largest sources of emissions while 
also limiting potential trade-offs and unintended consequences for vulnerable 
populations. 
On March 3, 2016, Trudeau emerged from his First Ministers’ Meeting with 
premiers and territorial leaders to announce that they were taking steps to create 
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a national climate change plan, including a price on carbon.1 Not 
long before the Paris negotiations, Ontario’s premier, Kathleen 
Wynne, had declared that the province would be developing 
a cap-and-trade system to price carbon, joining Quebec, 
Manitoba, British Columbia and some US states in the Western 
Climate Initiative,2  while British Columbia has had a revenue-
neutral carbon tax in place since 2008. In Alberta, the heart 
of Canada’s resource-based economy, Premier Rachel Notley 
confirmed that a price will be placed on carbon starting in 2017, 
a controversial move by a new provincial government grappling 
with dramatically diminished oil and gas revenue. 
Although responsibility for responding to climate change and 
other sustainability problems (such as biodiversity conservation, 
social equity, air quality and water quality) is commonly placed 
squarely on the shoulders of government, the technical skills and 
potential for innovation required to design effective responses are 
often located in the private sector. Small businesses, in particular, 
are responsible for approximately 40–60 percent of commercial 
GHG emissions in countries such as the United Kingdom and 
Canada (Aragón-Correa et al., 2008; Martín-Tapia, Aragón-
Correa and Rueda-Manzanares 2010), but they are rarely 
engaged by government, due to their incredible diversity and 
abundance. This policy brief aims to address the potential 
gap between Canada’s ambitions and the realities of creating 
resilient, low-carbon communities by proposing a collaborative 
and creative avenue to achieving both GHG reduction and a 
more transformative approach to sustainability.
This brief explores the idea of sustainability entrepreneurship, and 
the potential role that small businesses, if they are coordinated 
effectively, could play in response to the climate change challenge. 
Examples of small business innovation and unique partnerships 
with different levels of government are offered as evidence for 
the sustainability potential in this sector. 

What Is Needed to Reach Canada’s Climate 
Change Goals?
In answer to the Kyoto Protocol, and in the run-up to the 
more recent Paris Agreement, climate change mitigation and 
adaptation strategies have multiplied at the municipal, provincial 
and federal government levels in Canada. Yet the momentum 

1 While this policy brief focuses mainly on the topic of reducing GHG 
emissions, it has frequently been argued that the types of transformative 
change necessary to build fundamentally resilient, low-carbon communities 
require more holistic sustainability approaches (Burch et al. 2014; Shaw et al. 
2014). A summary of these perspectives can also be found in Burch (2016). 

2 The Western Climate Initiative, Inc., is a non-profit corporation that was 
formed to support the design and implementation of GHG pricing and 
trading (such as cap-and-trade) policies in North America. More information 
can be found at www.wci-inc.org. 

behind the creation of these strategies has not been enough to 
produce significant reductions in GHG emissions. However, 
municipalities, many of whom pursued the “five milestone” system 
for measuring and reducing GHG emissions as offered by the 
Federation of Canadian Municipalities and ICLEI (the latter 
founded as the International Council for Local Environmental 
Initiatives but now known in full as Local Governments for 
Sustainability),3 often first addressed the emissions over which 
they had direct control (such as those from municipally owned 
facilities, buildings and fleets). These sources typically generate 
only one to three percent of total community emissions, 
suggesting the need for climate change action plans that target 
emissions from residences, businesses and industry. Nonetheless, 
this milestone-based system has enabled municipalities to also 
identify the key sources of emissions in their communities, 
including the residential and commercial sectors. 
Each level of government holds jurisdiction over different 
sources of GHG emissions, necessitating coherence and 
compatibility among policies at each level (Burch et al. 2014; 
Dale 2009). For example, while municipalities developland use 
plans that can shape the need for individually owned vehicles, 
provinces play a role in public transit funding and the federal 
government regulates fuel efficiency. Provincial ministries of 
economic development and employment, along with ministries 
of environment and climate change, are well placed to enable 
municipal governments that have close physical links to the 
SME community. But even if all three parties are fully supportive 
of emissions reductions (which is far from assured), other gaps 
must be filled to deliver results. Are fuel-efficient and cost-
effective vehicle technologies available? Do employers encourage 
employees to work from home or share rides? Do smartphone 
applications enable drivers to avoid congestion and conserve 
fuel? SMEs might be able to provide answers to these questions, 
but they are rarely engaged in the process of climate-change 
decision making. While SMEs possess particular capacities that 
make them ideal innovators in the sustainability space, they also 
face distinct barriers that require partnerships with government, 
other SMEs and civil society groups to overcome.

What SMEs Have and What They Lack
It is no surprise that SMEs are often ignored when climate 
change mitigation is being discussed. Transnational corporations 
such as Walmart emit quantities of GHG emissions equivalent 
to those of small countries (International Energy Agency 
[IEA] 2011), and can make decisions that have upstream and 

3 ICLEI’s five milestone system provides guidance to municipalities that are 
tracking their corporate and community GHG emissions, and consists of 
measuring emissions, setting targets, developing an action plan to address 
the emissions, implementing the action plan and monitoring progress. More 
information can be found at www.icleicanada.org/programs/mitigation/pcp.
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downstream ripple effects through vast supply chains. While 
many of the suppliers to retailers such as Walmart are themselves 
transnational corporations, others are SMEs that are struggling 
to grow, compete and innovate. 
The sheer number of SMEs makes them an unwieldy and diverse 
“sector” with which to engage: fully 99.86 percent (over one 
million) of Canada’s businesses are considered small or medium 
(having fewer than 500 employees), and the vast majority of 
these (98.2 percent of Canada’s businesses) have fewer than 100 
employees (Industry Canada 2013). More important than the 
quantity of registered businesses, however, is their role in the 
economy. In 2012, SMEs employed 89.9 percent of the total 
private labour force in Canada, or around 10 million individuals, 
and created approximately 52 percent of private sector GDP (ibid.). 
In comparison with their larger, multinational counterparts, 
SMEs are generally understood to be nimble firms that can 
recognize market opportunities and capitalize on them with 
fewer organizational encumbrances (Bos-Brouwers 2010; 
Masurel 2007; Moore and Manring 2009). The individual 
entrepreneur or visionary who leads an SME may be more closely 
linked to the daily activities of the business (Hansen and Klewitz 
2012), allowing them to make adjustments to organizational 
practices (such as hiring, promotion and employee engagement 
programs, for instance) and product development to reflect 
sustainability objectives. As such, the owner’s own values and 
identity (for instance, as a socially responsible leader) are more 
likely to influence the SME’s activities (Rodgers 2010). SMEs 
might also be deeply embedded in their communities or physical 
neighbourhoods, leading to a social enterprise logic wherein 
social or environmental benefit is of equal importance to profit.
One of the most important assets that SMEs possess, especially 
when compared to government, is an intimate knowledge of 
the products or services that they offer and the organizational 
practices that go into their development. This knowledge allows 
an SME, if it is also equipped with the relevant information and 
capital, to tailor sustainability solutions that address key sources 
of GHG emissions and resource consumption. For instance, 
with the help of a Vancouver-based social enterprise (Climate 
Smart4) the River Market in Westminster Quay engaged food 
vendors to minimize food waste and maximize recycling, while it 
also upgraded heating, ventilation and air conditioning systems 
to reduce emissions by 23.8 percent between 2011 and 2013. 
Similarly, Aggressive Tube Bending, a steel-fabricating service 

4 Climate Smart is a social enterprise that trains SMEs to measure their GHG 
emissions and make the technical or organizational shifts required to reduce 
them. These activities are often carried out through a partnership model, 
in which municipal and regional governments provide funds to reduce the 
costs faced by SMEs in pursuing Climate Smart’s training program (while 
simultaneously helping to reach policy priorities set out by partnering 
governments). For more information see www.climatesmartbusiness.com 
and www.vancouvereconomic.com/climatesmart/. 

in Vancouver, obtained incentives from the provincial electrical 
utility (BC Hydro) to replace old air compressors. This change 
led to a 13 percent reduction in annual GHG emissions with a 
payback period of only 1.6 years. Clearly, opportunities exist to 
reduce GHG emissions and material consumption with modest 
payback periods and even the potential for increased profits 
in the short to medium term — but incentives and technical 
expertise must be available to reveal these opportunities. 
Despite these valuable assets, however, SMEs responding to 
sustainability challenges can be impeded by gaps in their own 
capacity. Relative to larger firms, SMEs often do not have 
the time, personnel and technical expertise to identify GHG 
reduction opportunities (Granek and Hassanali 2006; Hansen 
and Klewitz 2012). With less capacity might come risk aversion 
or conservatism, leading some SMEs to be viewed as reactionary 
rather than proactive in the face of environmental regulation (del 
Brío and Junquera 2003), or in the case of a carbon cap-and-
trade system that only targets large emitters, to escape regulation 
completely. Sufficient, dependable funding for organizations in 
the start-up stage might also prove central to developing and 
implementing a sustainability vision. 
These capacity gaps are specific to individual firms, but 
a collective challenge exists as well. SMEs often lack the 
coordination mechanisms necessary to give them a powerful 
voice in decision making at the local, provincial, national and 
international levels. Chambers of commerce, boards of trade, 
business associations, sector-by-sector networks (such as the 
Canadian Clean Technology Innovation partnership, a network 
among non-governmental organizations, investors and clean 
technology companies, whose aim is to increase the influence 
and success of this sector in Canada) and transnational networks 
begin to fill this gap, but participation in these organizations 
can be viewed as yet another role to be filled by an already 
overworked entrepreneur. 
Taking these capacity gaps and barriers into account, it is 
apparent that significant motivation already exists among some 
SMEs to apply an entrepreneurial approach to sustainability 
challenges. These motivations are diverse, including cutting 
costs through energy or materials efficiency (Bos-Brouwers 
2010; Friedman, Miles and Adams 2000), employee retention, 
social responsibility and regulation (Masurel 2007), as well as 
government-initiative incentives (Granek and Hassanali 2006) 
and a longer-term focus on sustainability objectives (del Brío 
and Junquera 2003). 
So what does it take to transform a latent potential for 
sustainability innovation into tangible action on pressing issues 
such as climate change, overcoming significant barriers in the 
process? Ultimately, achieving this tangible action is a challenge 
of multi-level governance; SMEs are one set of actors that can 
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be enabled by incentives, partnerships and policy to innovate 
more actively in the sustainability space. 

A Multi-level Approach to Triggering and 
Accelerating SME Innovation
A common assumption, subtly reinforced during Canada’s 
federal election of 2015 (for instance) is that economic prosperity 
and environmental or social sustainability are fundamentally at 
odds with one another — a benefit to one comes at direct cost to 
another. This assumption shapes perceptions of GHG reduction, 
perpetuating the myth that reducing emissions is inherently 
costly and has the potential to slow economic growth from the 
scale of the firm to the nation. 
Since 2000, however, more than 20 countries have reduced 
annual GHG emissions while growing their economies (Aden 
2016). Although there might be carbon leakage implicit in these 
numbers (i.e., in some countries the industrial share of the GDP 
went down, which means manufacturing was moved elsewhere), 
something else was at play because the average change in 
industrial share was three percent while the average emissions 
reduction was 15 percent (ibid.). Globally, GHG emissions 
remained flat in 2014 and 2015, while GDP grew by 3.4 percent 
and 3.1 percent respectively (IEA 2016).
The first step toward the inclusion of SMEs in the effective 
governance of sustainability is to challenge the assumption 
that climate action is costly, and to explicitly cultivate win-win 
solutions that are economically attractive for individual countries, 
regions or firms.
The next step is to forge partnerships between SMEs and other 
actors who can fill capacity gaps, scale up action and support 
innovation with policy. There appears to be considerable 
agreement within the literature that, while SMEs may have 
significant transformative potential, external organizations are 
instrumental in engaging SMEs in improving the environmental 
aspect of their operations. Intermediaries and networks or 
collaborative spaces can be crucial tools in the effective governance 
of sustainability transitions, particularly in urban spaces. It is at 
this scale, rather than at the national or international scale, that 
dialogue can most effectively be fostered and trust built. Even 
so, the federal government in Canada can play a central role in 
fostering urban sustainability entrepreneurship by developing a 
nation-wide SME engagement strategy that provides incentives 
for potentially transformative innovations, delivers crucial 
research and development support, and connects SMEs with 
non-governmental organizations and other civil society partners.
Ultimately, sustainability entrepreneurship and the growing 
momentum behind social enterprise models create an opening 
to fundamentally redefine what is meant by economic growth. 
Long-term profits are more likely to be secured by firms that 

address sustainability concerns and remain competitive in a 
shifting global market. Even so, well-being consists of more 
than profit, and small businesses can contribute to crucial health, 
equity, environmental and community vitality outcomes. 

Policy Recommendations
Build a Canada-wide strategy for engaging SMEs on 
both climate change mitigation and adaptation.
The key features of SME engagement on climate change and 
sustainability across Canada have been its modest scale and 
piecemeal approach. A coherent, ambitious Canada-wide 
strategy has the potential to mobilize a much wider swathe 
of the Canadian economy, facilitating a transition toward a 
more resilient, low-carbon development pathway. This strategy 
requires collaboration among municipal, provincial and 
federal governments (with leadership by a federal ministry 
such as Innovation, Science and Economic Development or 
Environment and Climate Change), taking into account the 
multitude of incentives and tools that are already in existence. 
Civil society and non-governmental organizations will play a 
central role in facilitating this collaboration, serving as trusted 
messengers to the business community. 

Send the right signals: put a price on carbon to address 
market externalities.
Without a price on carbon, individuals, firms and governments 
lack the incentive to find cost-effective strategies to reduce 
GHG emissions and manage resource consumption. While 
a price on carbon is not a silver bullet, it is a first step toward 
acknowledging the true social and environmental costs of doing 
business. Provincial carbon pricing schemes are a first step toward 
this objective, but a harmonized federal approach is necessary to 
ensure that commitments made under the Paris Agreement are 
reached, and that businesses and individuals based in one province 
are not unfairly penalized relative to their counterparts elsewhere. 

Learn more about SMEs.
Given the incredible diversity of small businesses in Canada, 
any initiatives to engage them must be based on a robust 
understanding of their motivations, capacities and barriers. While 
case studies of sustainability leadership exist, studies that explore 
the transformative potential of SMEs not explicitly identifying 
as environmental leaders or social innovators are scarce.
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Uncovering the Implications of the Paris 
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This policy brief examines the power of exploring 
synergies between responding to climate change 
and other development priorities in cities: in other 
words, can decision makers devise response 
strategies that are both adaptive and mitigative, while 
simultaneously creating healthy, vibrant, innovative 
communities? Using examples from communities 
around the world that take a holistic approach to 
sustainability rather than addressing climate change 
in isolation, this brief uncovers the roots of climate 
change co-benefits, and possible governance 
strategies for achieving them. 

Key Points
• Synergies exist between climate change adaptation and mitigation that will 

help to accelerate progress toward climate change goals.
• Climate policy alone cannot deliver the transformative levels of greenhouse 

gas reduction and adaptation that are required to meet the goals set out in the 
Paris Agreement.

• Sustainability is a challenge of multi-level governance, and so requires policy 
coherence among municipal, provincial and federal levels of government.

Introduction: The Need for Transformative Thinking
Leaders, negotiators and scientists returned home from the recent United 
Nations climate change negotiations in Paris with a new mandate: to explore 
pathways to a world that warms no more than 1.5°C; to finance climate change 
adaptation and mitigation in developing countries at a meaningful pace and 
scale; and, ultimately, to create real policy tools that can deliver prosperity that is 
not so fundamentally tied to burning fossil carbon.
The Paris Agreement is historic in that it is universal (both industrialized and 
less-developed nations have agreed to the text), a heavy focus is placed on 
transparency and reporting of progress, and opportunities to periodically re-
evaluate and ratchet up ambition are built into the process. The ultimate power 
of this agreement, however, is not in its technicalities and legal implications. 
Rather, the Paris Agreement represents the manifestation of collective ambition, 
creating and demonstrating shared norms around the reality of climate change 
and the responsibility to act. This international process of negotiation and 
commitment is triggering a wave of conversations about how to reach these 
ambitious greenhouse gas reduction and adaptation targets. This will require 
a rapid and fundamental transformation of all sectors, including the design of 
urban spaces and the ways in which we produce and consume energy.
Commitments made at the international level, whether in the context of binding 
or non-binding agreements, must be met through domestic legislation and policy 
efforts. The reputational penalties are likewise both domestic and international: 
as witnessed in the 2015 Canadian federal election, there are political 
repercussions at home associated with failing to meet both the target-setting 
and implementation obligations of an international treaty.1 So, the challenge of 
meeting the Paris Agreement is one that is deeply local, and influenced by policy 
decisions at the federal, provincial and municipal levels. Furthermore, the scale 
of transformation required by the Paris Agreement suggests the need to look 
beyond “low hanging fruit” to holistic, systems-oriented sustainability strategies. 
This policy brief examines the power of exploring synergies between responding 
to climate change and other development priorities in cities: in other words, can 
decision makers devise response strategies that are both adaptive and mitigative, 

1 There were frequent questions and criticism during the campaign about Canada’s withdrawal 
from the Kyoto Protocol and the level of ambition of future plans to reduce emissions.
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Growth, Innovation and COP21: The Case for 
New Investment in Innovation Infrastructure
CIGI Policy Brief No. 73 
Céline Bak
Forged by private and public sector cooperation, 
Mission Innovation was announced at the 
twenty-first Conference of the Parties (COP21) 
to the United Nations Framework Convention on 
Climate Change as a commitment to doubling, 
by 2020, the investment in energy innovation 
by participating countries. Mission Innovation 
heralds a new period of active private-public 
sector engagement on energy, climate and 
innovation policy. 

Key Points
• Forged by private and public sector cooperation, Mission Innovation was 

announced at the twenty-first Conference of the Parties (COP21) to the 
United Nations Framework Convention on Climate Change as a commitment 
to doubling, by 2020, the investment in energy innovation by participating 
countries. Mission Innovation heralds a new period of active private-public 
sector engagement on energy, climate and innovation policy.

• Energy innovations beyond wind, solar, lithium batteries and light-emitting 
diodes (LEDs), in fields as diverse as methane control, transportation, 
post-fossil fuels chemistry and materials, the circular economy and second-
generation carbon capture, sequestration and use, are ready for scale-up. The 
firms commercializing these solutions are already substantial employers. 

• The timing of country-specific global greenhouse gas (GHG) peaking can be 
accelerated by scaling up these innovations. Their potential contributions to 
GHG reductions from 2020 to 2030 could be substantial if scale-up policies 
are enacted now. Mechanisms to address market failures in finance and 
market access for these innovations will have direct and significant impacts 
on GHG reductions and will result in employment growth as firms grow both 
manufacturing and innovation to meet rising demand.

• Policy leaders will need to coordinate multiple policy interventions to 
backstop financial risk and to enable scale-up of innovations via fiscal policy, 
trade finance and public procurement policy for infrastructure, as well 
as through international development and climate finance. Coordinated 
policy implementation will facilitate increased global trade in manufactured 
environmental goods, and this increased trade may serve as the bridge to a 
lower-carbon global economy that sustains growth and good jobs for citizens 
(Bak 2015a).

Introduction: COP21 and Mission Innovation 
On the way to Washington, DC, for a September 2015 visit, Chinese President 
Xi Jinping stopped in Seattle, WA, to sign an agreement aimed at combatting 
climate change by increasing the business ties between Chinese and US clean 
technology companies (South China News 2015). Five US states signed the 
agreement on commerce between China and clean-tech businesses from 
California, Iowa, Michigan, Oregon and Washington. On the same day, Bill 
Gates’s energy company, TerraPower, signed an agreement with the China 
National Nuclear Corporation for joint cooperation on next-generation 
renewable and fusion nuclear power. In early 2015, Malaysia’s sovereign wealth 
fund invested in General Fusion, a Canadian company based in Vancouver, to 
advance its energy innovation. 
These agreements foreshadowed the launch of Mission Innovation made by Bill 
Gates with US President Barack Obama, French President François Hollande 
and Indian Prime Minister Narendra Modi on the first day of COP21 in Paris. 
Mission Innovation’s state-level participants pledged to double investments 
in clean energy research by 2020, with the goal to shore up research budgets 
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The Impact of Green Banking Guidelines  
on the Sustainability Performance of Banks:  
The Chinese Case
CIGI Policy Brief No. 79 
Olaf Weber
The Green Credit Policy introduced guidelines and 
regulations for integrating environmental issues 
into financial decision making. The results of the 
analysis presented in the policy brief suggest that the 
environmental and social performance of Chinese 
banks improved significantly between 2009 and 
2013 because the Green Credit Guidelines require 
banks to become active with regard to integrating 
environmental risks into their credit risk assessment 
procedures.

Key Points
• Financial sector sustainability regulations are an efficient means to support 

the green economy and to foster financial sector stability.
• The central banks of the Group of Twenty (G20) countries should introduce 

green banking policies similar to the Chinese Green Credit Policy to support 
banks to finance the green economy.

• Green banking policies must be supported by implementation guidelines 
that help the banking sector assess environmental risks and opportunities in 
financial decision making.

The negative environmental impact of many economic activities has been 
problematic for Chinese economic growth. Currently, China emits more than 
23 percent of global greenhouse gas emissions (Vaughan and Branigan 2014) 
and air and water pollution have become major threats for human health and 
economic development (Chan and Yao 2008; Shao et al. 2006).
In 2007, the People’s Bank of China (PBoC) established an internationally 
recognized program on green finance (Zadek and Robins 2015) — the Green 
Credit Policy (China Banking Regulatory Commission [CBRC] 2012; 
International Finance Corporation [IFC] n.d.), which introduced guidelines 
and regulations for integrating environmental issues into financial decision 
making (Bai, Faure and Liu 2013), in particular in commercial lending decisions 
that focus on banks and other lenders directly. It is still unclear, however, what 
effect this policy has on both Chinese banks’ sustainability performance and 
their financial stability. 

The Chinese Green Credit Policy and the Green Credit 
Guidelines
Three agencies, the Ministry of Environmental Protection, the PBoC and the 
CBRC (Aizawa and Chaofei 2010) are responsible for the Green Credit Policy.1

Based on the Green Credit Policy, the PBoC developed the Green Credit 
Guidelines, implemented in 2007 (see Box 1 for chapter 1 of the guidelines). The 
guidelines demand that banks put restrictions on loans to polluting industries 
and offer adjusted interest rates depending on the environmental performance 
of the borrowers’ sectors. Pollution control facilities, and borrowers involved 
in environmental protection and infrastructure, renewable energy, circular 
economics, and environmentally friendly agriculture qualify for loans with 
reduced interest rates (Zhao and Xu 2012), while polluting industries should 
pay higher interest rates.

1 In 1995, the PBoC published its Notice on Implementation of Credit Policy and Strengthening 
of Environmental Protection Works. The policy asked financial institutions to implement 
the national environmental protection policy in credit activities. Since then, the Chinese 
environmental agency has worked with banking authorities to identify companies that fail to 
comply with pollution standards or that bypass environmental assessments for new projects. The 
Green Credit Policy restricts polluting companies from receiving loans and forces them to focus 
their business on environmentally friendly projects to get access to new credit.
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Definitional Issues in the Sustainability  
Analysis Framework: A Proposal
CIGI Policy Brief No. 77 
Martin Guzman
The definition of public debt sustainability in the 
International Monetary Fund debt sustainability 
analysis framework refers to fiscal adjustment and 
primary balance as the central elements of the 
policy course that is most likely to ensure debt 
sustainability; the induced policy approach is not 
contributing to the recovery of economies in distress, 
and instead it is contributing to delays in sovereign 
debt restructuring, as well as to insufficient debt 
relief (when the restructuring occurs) for distressed 
sovereign debtors. The definition needs to be revised 
to be in tune with macroeconomic theory that is 
overwhelmingly supported by evidence. 

Key Points
• The definition of public debt sustainability in the International Monetary 

Fund (IMF) debt sustainability analysis (DSA) framework refers to fiscal 
adjustment and primary balance as the central elements of the policy course 
that is most likely to ensure debt sustainability; the induced policy approach 
is not contributing to the recovery of economies in distress, and instead it is 
contributing to delays in sovereign debt restructuring, as well as to insufficient 
debt relief (when the restructuring occurs) for distressed sovereign debtors.

• The definition needs to be revised to be in tune with macroeconomic theory 
that is overwhelmingly supported by evidence. A reform in the definition of 
debt sustainability that refers to consistent macroeconomic policies instead of 
fiscal adjustment would be better aligned with sound economic theory, and 
would improve debt policies.

• This reform would not only improve the quality of the Fund’s sustainability 
judgments, but would also enhance debt sustainability itself. Such a reform 
would also reduce the inter-creditor inequities created by the lending-into-
arrears policy in the current framework.

Introduction
It is efficient that insolvent debtors restructure their liabilities. A timely and 
efficient process of debt restructuring is in the best interest of the aggregate. 
Conversely, delaying the restoration of debt sustainability may aggravate the 
economic situation of the debtor. This is inefficient: the prolongation of a 
recession decreases the amount of resources to be shared by the debtor and 
its creditors. The costs can be enormous for societies, as deep depressions are 
usually accompanied by high and persistent unemployment (generally unevenly 
distributed among the different cohorts and segments of the labour force), 
inequality and poverty.
In this respect, the IMF plays a crucial role, as its DSA framework is a critical 
element of the architecture of sovereign debt markets. The IMF’s sustainability 
judgments have a decisive influence on the timing of sovereign debt restructuring 
of countries in distress, and on the IMF lending policies toward those countries. 
This policy brief assesses a set of the DSA framework’s key aspects. The analysis 
concludes that the definition of public debt sustainability and the economic 
models that the IMF uses in its debt sustainability assessments need to be 
revised. In particular, the definition of sustainability is not aligned with sound 
economic theory, and is logically inconsistent. Importantly, the economic theory 
embedded into the DSA is not in tune with cutting-edge research produced by 
the IMF research department.
The flawed DSA performance has implications on multiple fronts. First, it is 
contributing to the so-called “too little, too late” syndrome — according to 
which debt relief is generally inefficiently delayed and, when it occurs, often 
insufficient to restore the conditions for economic recovery. Second, it creates 
inter-creditor inequities. The reason is that the lack of recognition of the need 
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Role of Citizen Suits and Domestic Courts — 
Despite the Paris Agreement 
CIGI Paper No. 101 
David Estrin
This paper focuses on the emerging new role of 
citizen suits, domestic courts and human rights 
commissions in limiting dangerous climate change. 
Given the failure of states to stop the almost constant 
increase in global carbon emissions (and now the 
worrying practical and legal gaps in the 2015 Paris 
Agreement), frustrated citizens are increasingly 
looking to domestic courts to require governments 
to mitigate emissions and limit climate harm. This 
emerging role is demonstrated in three important 
2015 decisions: Urgenda from the Netherlands; 
Leghari from Pakistan; and Foster v Washington 
Department of Ecology from the United States.
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Closing the Gap Between Canadian Emissions 
Targets and Performance: The Role of a National 
Carbon Tax
CIGI Paper No. 105 
Jeff Rubin
Prime Minister Justin Trudeau has announced 
his intention of forging a national climate change 
strategy with the provinces to reduce carbon dioxide 
emissions to at least 30 percent below their 2005 
levels by 2030. Yet without a national standard 
for emissions pricing, and a federal mechanism 
to enforce it, the country has been left with a 
hodgepodge of highly disparate provincial emissions 
regulations that put Canada in no better position 
to achieve current emissions targets than it was to 
meet past targets. The federal government needs to 
assume a leadership role by establishing a national 
carbon tax that can be harmonized with existing 
provincial pricing mechanisms to achieve national 
emissions reduction targets.
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