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Key Points
• There are a variety of domestic approaches to corporate sustainability and
climate-risk reporting. Analysis of the differences in these approaches appears
to be lacking in existing research.

• Domestic reporting approaches differ along seven central policy themes: legal
environments, chosen reporting format, the established boundary of reporting
companies, the type of disclosure content, the applied disclosure approach, the
intended audience and report verification mechanisms.

• In considering the recent report by the Task Force on Climate-related
Financial Disclosures (TCFD) of the Financial Stability Board (FSB), the
TCFD should be aware of broader conceptions of corporate sustainability,
more rigorous disclosure requirements and the challenges of applying
materiality to non-financial information disclosure.

Introduction
The emergence of the FSB’s TCFD represents a significant opportunity to
clarify the existing complex regime of standards that govern climate change
risk disclosure in the global economy. The TCFD recently released its first
report outlining the objectives and scope of its work. The report included
a review of existing climate change risk disclosure standards “to identify
commonalities and gaps across existing regimes and areas that merit further
work and focus by the Task Force” (FSB 2016). This review is an important
exercise as most international financial standards build from existing
standards that are already in practice.

There are over 400 standards currently used throughout the global economy.
Sustainability and climate change risk disclosure, however, are distinct
compared to other areas of financial regulation, such as standards for
banking, accounting and insurance, which can rely on existing regulatory
frameworks developed by states. Private actors, such as non-governmental
organizations (NGOs) and private firms, are more involved in the
development and implementation of standards for sustainability and climate
change, which creates a challenge for the TCFD and the FSB. The adoption
of financial regulation at the domestic level provides a starting point for the
development of international regulation. International financial regulations,
such as International Financial Reporting Standards developed by the
International Accounting Standards Board, are more likely to be adopted by
governments that have adopted similar domestic approaches, based on lower
costs of compliance.
Unfortunately, research on domestic approaches to sustainability and
climate change risk disclosure does not currently provide a comprehensive
analysis of national differences in disclosure practices. Existing international
analyses often categorize companies with respect to their size. For
example, economic boundaries such as the Global Fortune 250 (G250) and

N1001 are often used when assessing sustainability reporting
(see KPMG 2015), as opposed to geographical boundaries.
There is a minimal understanding of the trends within
countries, specifically of those companies not included in
large economic groups (Buhr, Gray and Milne 2014). Ian
Thomson (2014), in his content analysis of accounting and
sustainability literature, found that international boundaries
were a common area of research, while assessment of state
laws and policy making were quite uncommon topics of
study. Thus, there appears to be a gap whereby the national
differences in sustainability reporting are neglected in favour
of more common economic and international categories.

The objective of this policy brief is to assess national
variations in the sustainability and climate change risk
disclosure as a means of informing the TCFD’s development
of an international standard. The first section will examine
existing research that can be used to compare current
domestic approaches to sustainability and climate change
risk disclosure. The second section will use this framework
to assess a range of disclosure approaches from South Africa,
France, the United Kingdom and Canada. The third section
will synthesize these findings and develop some policy
recommendations for the TCFD based on this analysis.

Background
Although research on national approaches to sustainability
reporting is emerging, national differences in institutions and
domestic politics have long been associated with different
approaches to financial regulation. National history, industries,
regulatory agencies, and the politics and preferences of
national institutions are often cited as an explanation for
the interests of different governments that are involved in
international financial regulatory negotiations. For example,
David Andrew Singer (2007) identifies the preferences
of domestic regulators that take positions on international
financial regulation to preserve their autonomy from
legislative oversight during major crises. Domestic opposition
among interest groups affected by the costs of international
regulation has also been identified as a factor explaining
national interests toward financial regulation. Similarly,
domestic actors that benefit from changes in international
financial regulation can also influence national positions on
financial regulation (Helleiner and Pagliari 2011).
The influence of domestic politics on financial regulation
justifies further exploration of existing approaches to
sustainability and climate change disclosure practices, as
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The G250 are the largest companies in the world by revenue. The N100
are the largest 100 companies in 45 countries by revenue, totalling 4,500
companies (KPMG 2015).

they offer insights into domestic preferences that could be
exercised to influence the emerging international regime.
There is, however, significant diversity in the governance of
sustainability reporting at the national level. Some countries
have mandated sustainability reporting through financial
reporting standards, stock exchange listing requirements or
other policy measures, such as adopting corporate governance
codes. Other countries have decided to leave sustainability
disclosures at the discretion of the company, to be included as
a material disclosure in financial reporting if it is of concern
to investors, or in a voluntary corporate social responsibility
report for interested stakeholders. Some governments have
decided to suggest existing voluntary sustainability reporting
standards as guidelines to follow, exemplifying a hybrid policy
approach. These reporting models reveal a spectrum of policy
approaches (Buhr 2010; Herzig and Schaltegger 2011).

Domestic Approaches to Sustainability and
Climate Change Risk Reporting
To compare different approaches, it is important to briefly
review some themes common to literature on sustainability
and financial reporting.

Literature often discusses the policy creation process — in
particular, the history, context and national circumstances
— that initially motivated sustainability reporting (Adams
and Kuasirikm 2000; Buhr and Freedman 2001; Visser and
Tolhurst 2010). The circumstances of policy development
are important to consider in order to understand the initial
motivations and purpose of sustainability reporting in a
jurisdiction.

Due to the differences in national legal systems, local customs
and political environments, reporting policy can be motivated
through a variety of actors and institutions. Evidence in
the financial reporting literature suggests that domestic
institutions and politics matter when assessing corporate
reporting (Fioretos 2010; Quaglia 2010). In addition,
national financial structures, legal environments and culture
can influence the extent and the content of sustainability
disclosures (FSB 2016). Understanding domestic factors will
thus be outlined in this assessment of sustainability reporting.
South Africa, for example, saw the King Code of Governance
as a way to create corporate transparency in tandem with a
new post-apartheid political system, while also attracting
foreign capital to make South Africa a leading developing
economy (Eccles and Krzus 2014).
Studies often discuss reporting format, due to the variety
of approaches companies currently use when issuing
sustainability and climate change disclosures ( Jensen and
Berg 2012; Eccles and Krzus 2014). Understanding what
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report format a policy promotes is important, as this may
impact the function of the report, and the audience for the
information (SASB 2015). There are three main approaches
to the report format. Most corporate social and environmental
reports are included as addendums to the traditional annual
report (common in Europe), There are also stand-alone
reports, where corporate sustainability information is located
in a separate report (common in North America). Integrated
reports represent a third approach, whereby sustainability
and financial information is integrated into one report,
centred on long-term value creation through different types
of capital. This approach has gained popularity as a way of
simplifying the opportunities for interpretation of data by
end-users. Financial and sustainability information that is
combined helps establish whether there are links between an
organization’s business and company strategy and its social
and environmental performance.
The type of companies participating in sustainability reporting
varies among countries. For example, some laws may only
apply to publicly listed companies, while others will apply to
publicly listed, private and/or state owned companies. Other
jurisdictions restrict reporting to companies that exceed a
certain revenue threshold. Reporting is most common among
large, publicly traded companies, which are influenced by
their increased exposure to reputational risk. Small to midsized companies, and companies in emerging economies, are
untapped markets for sustainability reporting.

Report content is often discussed in sustainability reporting,
specifically within comparative analyses of reports and their
respective governing policies (Morris and Badache 2012; van
Wensen et al. 2011; van der Esch and Steurer 2014). Reports
can include guidance that emphasizes certain sources of
information over others, such as economic, environmental
or social disclosures. In climate change risk disclosure, for
example, some reports would like details on how climate
change is influencing company strategy, whereas others focus
explicitly on tracking greenhouse gas (GHG) emissions.
Report content has become a source of debate between
investors and accountants and sustainability reporting
advocates. Investors and accountants support content that is
relevant to a company’s financial performance, whereas the
advocates seek a broader range of information relevant to
non-financial stakeholders, such as NGOs and consumers.
Sustainability reporting also offers different approaches to
the disclosure guidance. For example, organizations such as
the Global Report Initiative (GRI) and governmental bodies
such as the European Union have expressed support for the
“report or explain” approach, whereby companies choose to
disclose their performance based on a reporting framework
or standard, explaining any sustainability information

they choose not to disclose (GRI and UN Environment
Programme 2013). This soft approach to regulating disclosure
has been interpreted in different ways, such as the “apply or
explain” approach in South Africa’s King Code of Corporate
Governance, which states companies are responsible for
interpreting the principles, and the stricter “comply or
explain” principle in Denmark’s Corporate Governance Code
(Institute of Directors in Southern Africa 2016; van Wensen
et al. 2011).

The intended audience for the sustainability disclosures is
also discussed in existing studies. Under the “business case”
approach, the primary goal of the sustainability report is
to mitigate sustainability challenges faced by management,
in order to provide useful data intended for investors,
management and audit firms (Brown, de Jong and Levy 2009;
Lozano 2013). This disclosure will then lead to maximization
of shareholder returns (O’Dwyer 2002). This view mimics the
investor-centric model of financial reporting (International
Financial Reporting Standards 2014). The stakeholder
accountability approach, on the other hand, supports the
stand-alone sustainability reporting movement, by providing
voluntary disclosures to audiences typically not reading the
annual report and financial statements.
Lastly, the audit and verification process of sustainability
reporting is often cited as a central component of the reporting
practice (Coglianese 2012; Brown, Prieato and Tarca 2014).
Current studies often assess if there is an external verification
of the sustainability reporting, to what extent the report is
verified, and if any possible sanctions come from this (Kolk
2008; Brown, Prieato and Tarca 2014). Professional services
firms, certification bodies, consultants or government bodies
may perform verification on the disclosures, however,
professional services firms are the most common groups that
perform audits of sustainability information (Kolk 2008).
The role of institutions and legal settings in countries can
impact the audit practice, as some countries have national
audit standards (for example, Comité francais d’accréditation
in France, AccountAbility 1000 Assurance Standard in the
United Kingdom), while others do not.
These seven emergent themes from sustainability reporting
policy literature provide an opportunity to look at how these
approaches are employed by different countries. The TCFD
looks at similar themes, including differentiating mandatory
and voluntary disclosures and identifying reporting bodies
and their respective audiences, the report format and
specified materiality standards. However, the approach of this
policy brief is distinctive, given its focus on national regimes,
domestic policy features and emergent trends in sustainability
reporting. This analysis allows for an assessment of the FSB
TCFD’s emerging approach to disclosure and, specifically,
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whether there is any alignment with existing domestic policies.
This framework includes the format of disclosure, the scope
of companies included, the report content, the existing legal
or policy approach that is applied (for example, the “report or
explain” principle), the intended audience of the report and
the audit/verification practices that are in place.

National Diversity in Sustainability and
Climate Change Risk Reporting
The following analysis will examine sustainability and
climate change risk reporting in South Africa, France, the
United Kingdom and Canada. This assessment can facilitate
a “scanning of the environment” as a way to evaluate existing
governance models (Adams and Whelan 2009).
South Africa

South Africa’s unique social and political history has
influenced the trajectory of its corporate reporting. In a postapartheid society, South Africa wanted to emerge as a leader
of the developing economies and promote international
investment in the country. One way to establish a competitive
advantage was by reassuring capital markets that South
African companies were operating with due diligence and
a strong governance framework. In 2010, the Johannesburg
Stock Exchange ( JSE) mandated listing requirements
whereby companies had to adopt the King III Code of
Governance. The King Code has served as an innovative,
market-led initiative that forever changed the corporate
reporting landscape.
The King Code is a set of corporate governance principles
recommending companies adopt an integrated reporting
format for corporate disclosures (see Institute of Directors in
Southern Africa 2009). An integrated report includes both
financial and non-financial disclosures, such as corporate
strategy and governance structures, to understand how these
mitigate risks and lead to short-, medium- and long-term
value creation. One section of the King Code specifically calls
for sustainability disclosures to be included in the integrated
report. The code was implemented on an apply or explain
basis, whereby responsibility was on companies (as opposed
to the JSE or the government) to interpret and incorporate
the governance code into their operations, and to provide
a reasonable explanation if they chose not to apply it. The
most recent draft version of the King Code (King IV ) will
follow the apply and explain principle, a more comprehensive
adoption of the corporate governance principles (Institute of
Directors in Southern Africa 2016). Now, each principle is
to be connected to a corporate practice, as opposed to being
omitted from the report.

4

France
The French approach to corporate reporting is quite different
from South Africa’s. France has a history of mandatory
social reporting, and exists within the supranational
European Union. France was one of the first countries
to mandate sustainability reporting. In 2001, the country
passed Les Nouvelles Régulations Économiques, whereby
public companies were asked to disclose their social and
environmental impacts in their annual reports. This led
to a large uptake in environmental and social disclosures,
and motivated a more detailed and expansive practice of
sustainability reporting through the Grenelle laws of 2009
and 2010, in particular article 225. Rather than creating a
new reporting format, the French government continued
to mandate social and environmental disclosures in existing
regulated financial reporting. However, the law also stated
that public companies needed to connect their activities and
commitments to sustainable development. These sustainability
disclosures are typically found as a designated section in
the “registration document”; this registration document is
comparable to a lengthy, data-intensive annual report.

National lawmakers created the Grenelle laws, as opposed to
a market-based or private standard setter, as seen in South
Africa. The Grenelle laws present environmental, social and
societal indicators to be adopted on a comply or explain basis.
This means companies can omit information not relevant to
their company, but must explain why. This explanation is then
reviewed in the auditing of the registration document and the
sustainability disclosures that are included. Despite a focus
on compliance and verification, the enforcement mechanism
for the Grenelle laws remains weak. The French government
recognized that these disclosures are targeting investors and,
as such, investors are to hold the company accountable to their
social and environmental disclosures, or lack thereof. Under
the concept of fiduciary duty, a concerned investor could
then bring legal action against a French company. Thus, the
enforcement mechanism remains on the individual investor,
as opposed to the state.
The United Kingdom

The United Kingdom, similar to France, has a history of
strong social disclosures in its corporate reporting, driven by
union and labour movements in the 1980s. Moreover, the
country itself has some of the most comprehensive voluntary
sustainability reporting in the world (KPMG 2013). Aside
from high levels of voluntary sustainability reporting,
the United Kingdom regulates mandatory sustainability
disclosures, specifically environmental ones, through the
Companies Act of 2006. According to the act, listed and
large non-listed companies must disclose key environmental
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performance indicators in their strategic report, a separate
report from the financial statements.

UK companies are asked to disclose environmental, social,
community and human rights policies, environmental and
labour indicators in their strategic report (KPMG 2015).
Given that these disclosures are found in a document targeted
to investors, only material disclosures need to be included.
Although policy transparency is considered a boilerplate
disclosure, the United Kingdom is known for having strong
labour, health and safety, and environmental legislation,
whereby investors can hold companies accountable for absent
disclosure or poor performance. Despite differences in the
level of detail around environmental and social disclosures,
both France and the United Kingdom offer strong regulatory
frameworks from within the European Union.
Canada

The Canadian approach to corporate reporting is primarily
built upon voluntary, stand-alone sustainability reporting. The
Canadian economy is heavily dependent on natural resources,
with resource industries issuing the first environmental
reports in the 1990s. Canadian sustainability and financial
reporting is quite similar to the United States and, unlike
South Africa, France, and the United Kingdom, who have
regulatory structures in place for sustainability reporting,
Canada currently does not have mandatory sustainability
reporting standards for public companies. There are some
sector-specific regulations, such as required disclosures on
community impact for financial institutions. There is also
mandatory GHG reporting at the national level through the
National Pollutant Release Inventory.
Much like the United Kingdom and France, environmental
and social disclosures are only included in annual reports of
Canadian companies if they are considered to be material
to investors. Canadian sustainability reporting is thus
substantially driven by voluntary initiatives. Companies
are held to account for climate-related risks only insofar as
they present a reasonable risk, or are identified as such by
concerned investors. Guidance from securities agencies bears
weight for public companies to consider. With provincial
and territorial securities regulation, there is no national
body to advise securities regulation, such as the Autorité des
marchés financiers in France. However, a collective council
of provincial and territorial securities regulators issued
guidance stating that disclosure may be required concerning
risk, environmental trends and uncertainties, environmental
liabilities, asset retirement obligations, financial/operational
impacts of environmental protection and risk management.
In reviewing and comparing these national approaches
to sustainability reporting, certain trends are emerging in

sustainability-related disclosure. These trends are largely
motivated by uncertainty in capturing and communicating
climate-related risks and sustainability information. The scope,
verification, compliance principles, usage of materiality and
target audience emerge as common themes in the identified
countries. These emergent themes provide an opportunity to
identify some recommendations for the current work by the
TCFD.

Recommendations
Broaden the Scope of Disclosure to Include
Corporate Sustainability
The scope of reporting at the domestic level is broader than
with the TCFD report, and often includes other sources
of financial information besides climate change risks. The
TCFD (2016) states that climate-related disclosures should
“incorporate the principle of materiality and would need
to weigh the balance of costs and benefits.” This objective
for climate-related disclosures — to be able to provide
sufficient information on financial risks to physical and
financial assets, liabilities and future cash flows — is quite
specific to translating sustainability risks into “dollars and
cents.” Meanwhile, although this objective is embedded in
the domestic approaches discussed, countries with strong
regulation — such as France and South Africa — require
more than financial costs and benefits to be calculated. The
Grenelle II law asks French companies for environmental,
social and societal information in its call for recognizing
sustainable development. The King Code asks South African
companies to account for different types of capital, of which
financial capital is only one. The TCFD should be aware of
these broader conceptions of sustainability currently present
in climate-related disclosures.
Adopt a Rigorous Disclosure Enforcement
Mechanism

The apply/comply or explain model is the most common
enforcement mechanism used by different governments
in the study. The King Code’s apply or explain approach
demonstrates this, as companies are given discretion to
interpret the code’s guidance, as well as to explain how
it impacts their long-term value creation. Compliance
mechanisms such as the apply or explain approach, or the
comply or explain approach in France, provide a middle
ground between strictly mandatory regulation and voluntary
guidance. The TCFD suggests using a voluntary framework,
given the variety of legal institutions and market structures
present at the state level. Insufficient enforcement represents
one of the most significant weaknesses of sustainability and
climate change risk disclosure because it limits comparability.
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Investors and environmental groups both advocate for
consistent disclosure as a means of improving financial
decision making, in the case of the former, and of corporate
accountability for sustainability in the case of the latter.
Materiality Needs to Reflect Challenges Involved
in Measuring Climate Change and Sustainability
Information

The use of materiality as a threshold for disclosure is adopted
by some countries, but it is inconsistently applied. This
confirms some research that contests the use of materiality
as a means of standardizing climate change and sustainability
disclosure. Corporate reporting practices for these metrics
are still emerging and involve a great deal of subjectivity,
which the TCFD recognizes. For this reason, initiatives such
as the Sustainability Accounting Standards Board sector
standards have included qualifications in the application of
materiality by asking those that prepare reports to consider
information on future risks (for example, physical risks from
climate change) that may not be material on an annual basis,
but could be in the medium term. The TCFD states that its
recommendations “would need to incorporate the principle
of materiality,” which should be identified as financial risks
that a company is facing (FSB 2016). The TCFD later
defines materiality as information that “is highly relevant
to an organization and is expected by key stakeholders as it
may significantly affect their assessment of the organization”
(ibid.). The TCFD notes that integrating climate changerelated disclosures into financial reporting requires an “active”
investor community that is engaged (i.e., proxy voting,
shareholder resolutions put forward) rather than passive.
The TFCD should be clear which groups’ interests are to be
included in materiality assessments of climate-related risks.
Materiality could limit the availability of information that is
needed to ensure that investors are engaged.

6

Conclusion
This brief provides a window into the domestic policy trends
influencing sustainability and climate change reporting.
Most research on sustainability reporting tends to focus on
international or economic groupings. This is unfortunate as
international financial reporting in other areas of practice,
such as banking or accounting, often rely on and reflect
domestic policy choices. A review of domestic approaches to
the format of disclosure, the scope of companies included,
the report content, the existing legal or policy approach
that is applied (i.e., the comply or explain principle), the
intended audience of the report, and the audit/verification
practices in place supports several policy recommendations
for the TFCD. More specifically, the TFCD should consider
expanding the scope of disclosure beyond climate change
to include corporate sustainability, should adopt a rigorous
enforcement mechanism, and should assess how materiality
can address the uncertainty involved in reporting on climate
change and sustainability.
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fosters dialogue and debate on policy-relevant ideas and
strengthens multilateral responses to the most pressing
international governance issues.

Melissa Menzies is a recent graduate of the
Sustainability Management program in the School of
Environment, Enterprise and Development at the
University of Waterloo. Her thesis focused on the
governance of sustainability reporting and how different
governance systems impact report quality.
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Sarah Burch

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 preindustrial 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, nationwide 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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THE G20’S
“DEVELOPMENT”
AGENDA:
FUNDAMENTAL,
NOT A SIDEBAR
Rohinton P. Medhora

Key Points
• For the most part, the family of existing international institutions dates back
to the Bretton Woods era and, more broadly, to the power structure and
thinking that prevailed at the end of World War II.

• The G20’s leaders have tried to balance the dual roles of managing the global
economy and stewarding globalization since its creation. A fundamental
aspect of the leaders’ deliberations revolves around restructuring the current
system to manage globalization by strengthening selected institutions,
streamlining overlaps and addressing gaps in governance.
• This brief outlines concrete proposals for addressing three issues where the
gaps are particularly salient, and the intersection between development and
wider global challenges are particularly pronounced — climate change, the
Internet and sovereign debt.

Background: G20 Summits and Development
Since the creation of the G20, its leaders have tried to balance the twin roles of
managing the global economy and stewarding globalization more broadly. The
G20’s development agenda straddles this fault line, as financial, development and
global governance issues converge. As a result, even the first three summits held
at the depths of the financial crisis1 went beyond short-term crisis management
to pronounce on such matters as harnessing the International Monetary Fund
(IMF), World Bank and other multilateral development banks (MDBs) to
cushion the effects of the crisis on developing countries; the importance of
maintaining course in achieving the UN Millennium Development Goals
(MDGs); and keeping the international flows of goods and services buoyant.In
Pittsburgh in September 2009, the last of the true “crisis” summits, energy and
climate change — two areas that also demonstrate how finance, development
and globalization overlap — had also crept into the summit discourse and
therefore into the leaders’ final statement.
While debt relief for Haiti made it to the leaders’ final wish list in Toronto in
2010, it wasn’t until Korea’s presidency that followed in the same year that a
comprehensive (or at least consolidated) agenda for development was discussed
by leaders. The elements of the discussion (infrastructure, labour markets, food
security, trade, investment, small and medium-sized enterprises, and sharing
of best practices) resonate singly and together, but what really matters is their
sustained advancement.

Other items that have caught the G20 leaders’ attention, such as corruption, tax
havens and green growth, also have strong implications for developing countries,
and go some way to demonstrate the joined-up nature of financial and broader
global governance problems.

1

Summits were held in Washington, DC (November 2008); London (April 2009); and Pittsburgh
(September 2009).
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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.

Tapping the Potential of the Silent Majority: The
Role of Small Businesses and Entrepreneurs in
Building Resilient, Low-carbon Communities
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Key Points
• The blue economy approach offers small developing states — countries with
populations of 1.5 million or less — the opportunity to diversify from a narrow
production base; invest in and develop growth and employment opportunities
in a wide range of both existing and new sectors and industries; and shift away
from predominantly land-based industries toward those that integrate and
sustainably develop a broader range of land-based, coastal and ocean-based
sectors.
• Small states have had limited success, and are at the very earliest stages of
mobilizing and securing finance and investment for the blue economy, with
most resources typically confined to established areas rather than new blue
growth sectors.

• A small but growing number of international public financing and other
innovative instruments are emerging to finance investments in nascent and
new sectors, but many challenges remain in scaling up finance and attracting
investments in a wider range of blue growth sectors. A strengthened enabling
environment to attract investment, improved information sharing among small
states, support from international development partners and new partnerships
to leverage blue investments are needed to overcome these challenges.

Introduction
The blue economy approach seeks to balance growth with sustainability
objectives. It offers small island and coastal developing states, and the regions in
which they are located — primarily the Caribbean, Pacific and Indian Oceans
— a unique and untapped opportunity to break their dependence on a narrow
range of goods and services, predominantly tourism, fisheries and agriculture,
and to expand into new blue growth sectors, including marine biotechnology,
deep seabed mining (DSM) and ocean renewable energy.

Although government is tasked with responding to
climate change and other sustainability problems,
it is often the private sector that has the innovative
approaches and technical skills needed to design
effective responses. This policy brief proposes that
Canada seek to engage small business in finding
collaborative and creative solutions to achieve
reductions and develop a more transformative
approach to sustainability.

The G20’s “Development” Agenda:
Fundamental, Not a Sidebar
CIGI Policy Brief No. 80
Rohinton P. Medhora

Pursuing the blue economy requires access to affordable long-term financing
at scale, yet small states have thus far experienced limited success in catalyzing
public and private investments in the blue economy at scale. Immediate
financial constraints, common to most small states, include a lack of fiscal
space, and stagnant or declining flows of both official development assistance
and foreign direct investment. Among Caribbean and Pacific small states, many
also suffer from large, unsustainable levels of external debt. Other challenges
include: developing the enabling conditions for the blue economy, including the
institutional, regulatory, governance, legislative and human resources needed to
achieve both intersectoral and transboundary coordination; the high upfront
research, development and capital costs; and insufficiently developed ocean
industry technologies. Not unique to small states, these challenges have proved
daunting for much better resourced developing countries, many of which still
lack institutional support and capacity to achieve integrated coastal and ocean
management (Economist Intelligence Unit 2015).
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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-intoarrears policy in the current framework.

Introduction

This policy brief outlines concrete proposals for
addressing three critical issues — climate change,
the Internet and sovereign debt — where the G20
could address gaps in governance among selected
international institutions.

The Impact of Green Banking Guidelines
on the Sustainability Performance of Banks:
The Chinese Case
CIGI Policy Brief No. 79
Olaf Weber

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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DOES THE
LEVEL OF
PUBLIC DEBT
MATTER?
Susan Schadler

Key Points
• After years of heated debate, the academic literature has seriously questioned
whether the level of public debt matters to economic growth or to early
warning indicators (EWIs) of potential crisis.

• Nevertheless, the International Monetary Fund (IMF), in its lending and
surveillance activities, has a central, although appropriately nuanced, place for
the level of public debt relative to GDP in its analysis. The IMF has sound
reasons for its approach to the debt level, but the difference in perspective visà-vis the academic literature is striking.
• The IMF would do well to bring its targets (at least over the medium to long
term) for the level of debt for crisis countries in line with its thresholds for safe
debt levels in non-crisis countries. This would require formulating policies
for fiscal, monetary, structural and debt restructuring policies around these
targets.

Introduction
Research on links between the level of a country’s public debt and its broader
economic developments has been heatedly debated in the economic literature.
Two strands of the research stand out — one linking the level of debt to a
country’s GDP growth rate and the other examining the debt level as an EWI
of economic crises. As a broad generalization, research at the moment favours
the view that high levels of debt are not a cause, in and of themselves, of low
growth nor are they particularly good predictors of impending economic or even
debt crises.

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.

In principle, the empirical findings have obvious implications for policy makers
confronting the question of how to fashion policies (and fiscal policy in particular)
when a country has a high debt burden. The IMF, as both a contributor to the
literature and an adviser concerned with preventing or dealing with debt crises,
has a particularly important stake in navigating the findings. Whether in its
surveillance (routine annual advice to all member countries) or the construction
of its lending programs to support countries in or near crisis, the IMF must
answer the question “how much does the level of debt matter?” Despite the
empirical research that casts doubt on the importance of debt, the level of debt
figures prominently in the algebra of debt sustainability and the IMF’s realworld policy advice.
This policy brief examines the nexus of the relatively strong conclusions coming
from the academic research and the IMF’s policy advice. It addresses the
following question: given that the broad conclusion from the academic literature
is that the level of debt itself is not systematically bad for growth or stability, why
does the debt level seem to figure rather prominently in the IMF’s policy advice
and conditionality?

Financing the Blue Economy in Small States
CIGI Policy Brief No. 78
Cyrus Rustomjee
The blue economy approach offers small developing
states — countries with populations of 1.5 million
or less — the opportunity to diversify from a narrow
production base; invest in and develop growth and
employment opportunities in a wide range of both
existing and new sectors and industries; and shift
away from predominantly land-based industries
toward those that integrate and sustainably develop
a broader range of land-based, coastal and oceanbased sectors.

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.

Does the Level of Public Debt Matter?
CIGI Policy Brief No. 76
Susan Schadler
After years of heated debate, the academic
literature has seriously questioned whether the
level of public debt matters to economic growth
or to early warning indicators of potential crisis.
Nevertheless, the International Monetary Fund,
in its lending and surveillance activities, has a
central, although appropriately nuanced, place
for the level of public debt relative to GDP in its
analysis.
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China’s participation in the Washington G20 Summit in 2008 — under the shadow of the global financial crisis —
marked the country’s first substantial involvement in global economic governance. China played a significant role
in global efforts to address the global financial crisis, emerging onto the centre stage of global financial governance,
and has contributed to global macroeconomic policy coordination and global growth in the G20 ever since. China’s
hosting of the Hangzhou G20 Summit in 2016 provides a significant opportunity and platform for it to promote
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Emerging market and developing countries have doubled their share of world economic output over the last
20 years, while the share of the major developed countries has fallen below 50 percent and continues to decline.
The new powers are not simply emerging; they have already emerged. This will remain true despite financial
turmoil in some of the rising powers. This historic shift in the structure of the world economy affects the
governance of international economic and financial institutions, the coordination of policy among member
states and the stability of global financial markets. How exactly global governance responds to the rising
powers — whether it accommodates or constrains them — is a leading question, perhaps the leading question,
in the policy discourse on governance innovation and the study of international political economy.
Global Financial Governance Confronts the Rising Powers addresses the challenge that the rising powers pose for
global governance, substantively and institutionally, in the domain of financial and macroeconomic cooperation.
It examines the issues that are before the G20 that are of particular concern to these newly influential countries
and how international financial institutions and financial standard-setting bodies have responded. With authors
who are mainly from the large emerging market countries, the book presents rising power perspectives on
financial policies and governance that should be of keen interest to advanced countries, established and evolving
institutions, and the G20.
ISBN 978-1-928096-17-7
CDN $28 + shipping
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