
Key Points
•	 Small states suffer from a host of inherent vulnerabilities given their small 

population and economic size. They are also disproportionately exposed to 
economic and non-economic shocks and crises and the consequences these 
have for macroeconomic stability and development. In combination — and 
despite extraordinary macroeconomic, fiscal and structural policy responses 
— these factors have severely impeded the ability of small states to achieve 
sustainable development. 

•	 Inherent vulnerabilities and exposure to shocks have also proved to be a 
costly, stubborn and persistent challenge. In two crucial metrics — growth 
and participation in international trade — both long-term trends and recent 
data show that these countries are failing to keep pace with other developing 
countries and, indeed, many are falling behind.

•	 Small states, supported by development partners, need to take several steps to 
address both long-standing and more recent vulnerabilities: developing the blue 
economy and diversifying production and exports by expanding and accessing 
regional value chains; building climate-resilient infrastructure; increasing access 
to innovative sources of financing for development; and — for a growing number 
of small states — addressing increasingly unsustainable levels of indebtedness. 
Otherwise, many small states are likely to fall further behind. 

Introduction
Now, here, you see, it takes all the running you can do, to keep in the same place. If 
you want to get somewhere else, you must run at least twice as fast as that!

— Lewis Carroll, Through the Looking Glass

In Through the Looking Glass, Alice is admonished by the Red Queen to run 
“faster! faster!” Like Alice, many of the world’s small states (totalling more than 
one quarter of the world’s countries, with an aggregate population across all 
small states of some 29 million people, and typically defined as countries with a 
population size of 1.5 million or fewer), seem to have done all the running they 
can, only to stay in the same place. 
A heterogeneous and diverse group of just under 50 countries,1 located 
predominantly in the Caribbean, the Pacific Ocean and Africa, small states are 
among the most vulnerable countries in the world, due to their small population 
and economic size, remoteness, insularity, disproportionate openness and other 
factors, including susceptibility to natural disasters and other external shocks. 
Most have pursued macroeconomic, fiscal, trade and other reforms over the 
years in an effort to break out of their vulnerabilities and to build resilience 
to external shocks. Structural reforms, implemented as part of small states’ 
International Monetary Fund (IMF) and World Bank structural adjustment 
programs since the 1980s, have been extensive. In the Caribbean, for example, 

1	 The World Bank Small States Forum includes 49 countries; of these, seven have populations over 
1.5 million but many of the characteristics of small states.
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these have involved tax policy reform, including simplification 
of tax administration and improved tax collection; financial 
liberalization through the privatization of commercial banks, 
a progressive shift toward indirect instruments for monetary 
policy, deregulation of interest rates and widespread abolition 
of controls on credit; and trade liberalization, including a rapid 
phasing out of quantitative restrictions and substantial reductions 
in tariffs and in non-tariff barriers to trade (Greenidge, McIntyre 
and Yun 2016). Yet, notwithstanding continuous reform, many, 
like Alice, have found themselves back at their starting point. 
Longer-term trends and recent evidence both point to an even 
bleaker outlook, with small states as a group now slipping into a 
pattern of low growth, a declining share of global trade and — 
for a growing number — increasingly unsustainable debt. Alice’s 
paradox — running as fast as possible to stay in the same place 
— is finally breaking. But instead of running twice as fast to get 
somewhere, or to at least stay in the same place, a disconcerting 
number of small states are beginning to slip further behind.

Inherent Vulnerabilities
Small states suffer from many inherent vulnerabilities. Limited 
domestic demand and small production runs mean they are unable 
to achieve economies of scale in production, and consequently 
suffer from poorly diversified production structure, characterized 
by small and medium-sized firms, limited domestic private 
competition and relatively high levels of public intervention. 
High and indivisible fixed costs of public service provision in 
infrastructure, security, education and policy development result 
in disproportionately higher levels of government spending 
as a proportion of GDP (Becker 2012). The impact on Pacific 
small states, which are geographically isolated, widely dispersed 
and scarcely populated, is most significant. In the island nation 
of Kiribati, for example, public services must be provided to a 
population of 100,000, spread across 3.5 million km2 of ocean 
( Jahan and Wang 2013).
Exports are also highly concentrated in a few sectors and 
industries, increasing vulnerability to trade shocks. Export 
concentration is particularly acute in Pacific small states, with 
several countries predominantly reliant on a single commodity 
or service — tourism in the case of Fiji, Samoa and Vanuatu, 
and fisheries in the case of Kiribati, the Solomon Islands, 
Tonga and Tuvalu (Robinson 2015). Caribbean exports are 
similarly concentrated. Among the 15 Caribbean small states 
that comprise the Caribbean Community (CARICOM), three 
— Guyana, Suriname and Trinidad and Tobago — strongly 
rely on natural resource revenues from commodity exports, 
aggregating between one-fifth and almost one-third of GDP, 
and 10 rely significantly on receipts from the tourism sector, 

with tourism receipts as a share of total exports in 2012 ranging 
from 29 percent to 68 percent.2

A narrow production structure and limited natural resources have 
also made Pacific and Caribbean small states disproportionately 
reliant on strategic imports, in particular of food and energy. 
Volatility in international prices of both food and energy has 
further increased vulnerability to terms of trade shocks. In 2010, 
small states were more dependent on food imports than other 
country groupings, with food representing 17 percent of total 
merchandise imports, in comparison with high-income countries 
(7.5 percent), middle-income countries (MICs) (7 percent) and 
countries in Sub-Saharan Africa (SSA) (12  percent). Pacific 
small states are particularly dependent, due to the limited 
availability of arable land, with food representing 20.9 percent 
of total merchandise imports.3 And dependence on strategic 
food imports has persisted, with several Caribbean and Pacific 
small states, including Antigua and Barbuda, Belize, Samoa 
and Tonga, registering food imports exceeding one-fifth of 
merchandise imports in 2014. Similarly, almost all small states in 
both the Caribbean and Pacific regions are net energy importers, 
relying on high-cost imported fossil fuels.4 
Small states are crucially reliant on international trade as a 
source of growth, employment and revenue, and among the most 
open economies in the world, making them disproportionately 
vulnerable to changes in global trade. Their inability to 
take advantage of economies of scale and their geographic 
remoteness have also increased the costs of doing business, 
driven up trade costs and reduced trade competitiveness. Pacific 
small states are particularly remote, with five of them located 
more than 3,000 km from the nearest continent, Australia. And 
while geographical distance has the greatest impact on trade 
costs, other factors that affect small states — for example, small 
consignment size, as well as connectivity to liner shipping —
also have a significant impact on overall trade costs (Arvis et al. 
2013). Consequently, small states’ trade costs are estimated to 
exceed those for developing countries as a whole by at least 
50 percent (Razzaque and Keane 2015). 

Dealing with Shocks and Crises
Inherent vulnerabilities due to size are compounded by 
disproportionate exposure to multiple shocks and crises, 
including natural disasters as well as trade-led, economic, 
food and energy crises. Two among these — natural disasters 
and macroeconomic shocks from trade preference erosion 

2	 See World Bank World Development Indicators. http://data.worldbank.
org/indicator/ST.INT.RCPT.XP.ZS.

3	 Ibid. 

4	 See, for example, CARICOM (2013). 
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— illustrate the sheer scale of impact on small states. Natural 
disasters incur disproportionately large damage and costs in 
small states, often destroying years of developmental gains. 
The Caribbean is worst affected, with six of the world’s top 10 
most disaster-prone countries (Rasmussen 2004). In the past 
40 years, the region has experienced over 250 natural disasters, 
predominantly hurricanes and floods, with a loss of almost one 
percent of GDP per year, and resulting in the deaths of more 
than 12,000 people and affecting over 12 million more, with 
estimated damages of US$19.7 billion (Acevedo 2014). Natural 
disasters have also had direct and immediate impacts on both 
growth and debt, reducing output growth by three percent in 
instances of severe floods and by more than one percent in 
instances of severe storms. Severe floods have increased debt as 
a share of GDP by approximately 16 percent due to financing 
of rehabilitation and reconstruction activities. Small states are 
also disproportionately vulnerable to climate change, such as 
the impact of rising sea levels on coastal and small island states. 
These impacts, together with the increased prevalence of more 
extreme weather events, are likely to further compound small 
states’ vulnerabilities, and are likely to escalate further given the 
significant effects of climate change in small states.
Trade preferences granted by developed countries — for example, 
in permitting entry of developing country exports on a duty-free 
or reduced-tariff basis — have eroded steadily since the 1990s. 
This erosion has represented another major shock, in particular 
for small states dependent on exports of specific commodities 
— rice, bananas and sugar — to the European Union. Applied 
over a short period, preference erosion brought about a sharp 
reduction in growth, employment and efforts to reduce poverty, 
and forced large-scale macroeconomic, fiscal and structural 
adjustment. Among all developing countries, small states were 
the most severely affected: with a population that is two percent 
of that of all developing countries, they are estimated to have 
borne between 15 and 29 percent of all losses (Cali, Nolte and 
Cantore 2013).

Mounting Challenges for Small States
Small states have responded to vulnerability through continuous 
macroeconomic, financial and other structural reforms, 
and absorbed as a matter of course the additional financial, 
institutional and human resources costs of being small, in 
national budgets and expenditure. They have adjusted to rapid 
trade preference erosion, inter alia through improved tax 
performance. Despite ongoing fiscal challenges, Caribbean small 
states now collect a share of tax revenue to GDP that is more 
than double that of MICs and over 40 percent more than the 
share collected by countries in SSA, and they have absorbed the 
recovery and rehabilitation costs following the multiple natural 
disasters, in each case seeking to return to a semblance of steady-

state growth and sustainable development. But have they run 
fast enough — or, like Alice, have they simply stayed in the same 
place? Three metrics — growth, trade and increasing levels of 
unsustainable debt — suggest that instead of coping, a number 
of small states may be falling behind, facing a future of steadily 
eroding low growth, declining trade share and high debt.
GDP growth rates in small states increased in the 1980s, 
peaking in 1990 but thereafter steadily declining, reflecting the 
continuous impact of shocks and lack of both diversification 
and global trade penetration (see Figure 1). By contrast, in 
three comparator country groupings — heavily indebted poor 
countries, low-income countries and MICs — growth rates have 
all steadily increased. The Caribbean region has been particularly 
affected, and there is evidence that the region has been getting 
poorer over recent decades (IMF 2013). 

Figure 1: GDP Growth (%) in Small States and Other 
Comparator Country Groups (1980–2010)

Data source: World Development Indicators, http://data.worldbank.org/
data-catalog/world-development-indicators. 

Small states’ share in global trade has also been steadily declining, 
with some 70 percent of small states experiencing reduced shares 
of global trade (Razzaque 2011). Since 1970, the Caribbean 
region’s share of world merchandise exports has plummeted from 
three percent to 0.25 percent, prompting the Commonwealth 
Secretariat (2015) to suggest that a “deglobalization” of these 
states may be underway.
Rising debt and debt sustainability are another growing 
challenge. Between 2010 and 2014, public debt-to-GDP 
ratios deteriorated in seven Caribbean countries. Among 15 
small states with the largest share of public debt-to-GDP in 
2014, 11 were Caribbean countries, with nine of these ranked 
in the top 10.5 They face unsustainable debt levels, with debt 
in 10 Caribbean countries exceeding the 60 percent debt-to-
GDP threshold used by the IMF and World Bank to measure 

5	 Data is from the IMF’s World Economic Outlook (WEO) database,  
www.imf.org/external/pubs/ft/weo/2014/01/weodata/index.aspx. Note that 
the database currently excludes two Pacific small states with debt-to GDP 
ratios in 2013 of 64.0 percent (Samoa) and 45.1 percent (Tonga). 
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debt sustainability. Three ( Jamaica, Grenada and Antigua and 
Barbuda) have debt-to-GDP ratios at or exceeding 100 percent; 
and a further six have debt-to-GDP ratios exceeding 80 percent.
Rising public debt is attributable to several factors, including 
external shocks — in particular, the impact of international 
terrorism on tourist-dependent small states; natural disasters, 
which have both increased debt burdens and also triggered 
debt crises, including in Dominica (2003) and Grenada (2004); 
and increased borrowing to achieve trade-induced adjustments 
(Robinson 2015).

Figure 2: Public Debt-to-GDP Ratios in 15 Highly 
Indebted Small States (2010 and 2014)

Data source: IMF WEO www.imf.org/external/pubs/ft/weo/2014/01/
weodata/index.aspx.

Key policy responses have included a series of debt restructuring 
operations, and substantial fiscal retrenchment. Since 2004, 
seven Caribbean countries have undergone debt restructuring. 
Three — Belize, Grenada and Jamaica — have conducted 
repeated restructurings, highlighting the inefficiency of 
these operations and weaknesses in the international debt 
restructuring architecture (Mitchell 2015). Many countries have 
also pursued public service reform, containing the public sector 
wage bill and sharply reducing public expenditure, with several, 
including Jamaica, Grenada and Dominica, running large and 
continuous primary surpluses. Jamaica’s success in early 2016 
in exceeding extraordinarily high IMF primary surplus targets 
(McIntosh 2016) suggests that these countries are doing all they 
can to meet the Red Queen’s injunction to run “twice as fast.”  
However, generating prolonged, continuous and unprecedented 
levels of primary surplus — for example, the IMF estimates 
that Jamaica will be required to maintain a minimum primary 
surplus of 15 percent to achieve debt sustainability in the long 
run — is unrealistic and unsustainable, and does not take into 
account small states’ inherent vulnerabilities, with small states 

obliged to spend a disproportionate share of revenue in dealing 
with natural disasters and crises. 

Key Actions 
Addressing the combination of unique vulnerabilities and 
perpetual crises requires several steps. These include identifying 
new opportunities to diversify production and exports through 
strengthened regional integration and participation in regional 
value chains; exploiting opportunities from the blue economy 
through a wide range of new ocean and coastal industrial and 
ecosystem services-based opportunities; and increasing South-
South trade (Razzaque and Keane 2015).
Development partners can also support small states in 
their efforts to implement the recently agreed Sustainable 
Development Goals on infrastructure. These include building 
climate-resilient infrastructure, energy, forestry and ocean 
resources, and developing integrated longer-term strategies for 
sustainable development, thereby allowing for a shift in policy 
focus from the pursuit of short-term growth. 
New international initiatives are also needed to address 
escalating debt and debt sustainability challenges in small states. 
Developing these will require both financial innovation and 
political will. 

Conclusion
Most small states have run as fast as they can, seeking to build 
resilient economies in the face of acute vulnerabilities and while 
meeting the extraordinary fiscal and human costs of seemingly 
perpetual crises and shocks. An increasing number of highly 
indebted small states are now running twice as fast simply to 
stave off higher levels of debt. Many face an uncertain future; 
however, collective initiatives by small states and development 
partners can reverse and transform this prognosis. Specific 
options include establishing long-term partnerships to develop 
the blue economy and to shift small states’ energy policies from 
reliance on imported fossil fuel sources toward low-carbon 
renewable energy; identifying innovative sources of development 
financing; and — for a growing number of small states — 
resolving increasingly unsustainable debt burdens.
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Definitional Issues in the Sustainability  
Analysis Framework: A Proposal
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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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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. 

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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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.

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.
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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Tapping the Potential of the Silent Majority: The 
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Building Resilient, Low-carbon Communities
CIGI Policy Brief No. 81 
Sarah Burch
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.

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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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. This 
policy brief assesses national variations in 
sustainability and climate change risk disclosure 
as a means of informing the Task Force on 
Climate-related Financial Disclosures of the 
Financial Stability Board’s development of an 
international standard. 

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 
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The Chinese Case
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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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