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Sustainable finance: Aligning Canada’s
financial system with climate and biodiversity

commitments

The global economy will suffer US$178 trillion in
damages over the next fifty years if we fail to take
action on climate change.”” In Canada, the failure to
address climate transition risks could lead to US$100
billion in stranded fossil fuel assets by the year 2036,*
and by the end of this century, the cost of inaction
could reach $5.5 trillion.” The average citizen can
expect to see rising home insurance prices,*”?!

price volatility, and increasing inflation rates due
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to extreme heat and weather events.*> Adapting the
economy to confront climate change will harness
emerging economic opportunities in sectors like
clean energy, which is projected to create 2.2 million
jobs in Canada by 2050.” For the energy sector alone,
a rapid transition to green energy could save the
global economy up to $12 trillion.** The government
alone cannot bear the full burden of providing

the required funds to realize this unprecedented
transition, private finance will be necessary to meet
the goal and is one of the only sectors with no
reduction goals in Canada.’® Regulating the financial
sector is the missing piece of Canada’s climate policy.
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COMPLEMENTARY
RECOMMENDATIONS

Bill S-243, the Climate-Aligned Finance Act (CAFA),*
tabled by independent Senator Rosa Galvez, was
developed in collaboration with dozens of national
and international experts. The Act aims to close gaps
in climate policy and governance of the financial
system, while strengthening clean growth and
biodiversity preservation and upholding the rights
of Indigenous peoples in alignment with the United
Nations Declaration on the Rights of Indigenous
Peoples (UNDRIP) in Canada and everywhere
federally regulated entities conduct business.

The bill would strengthen Canada’s economic
resilience and its ability to achieve national and
international climate commitments by legislating
the entire field of federal jurisdiction over financial
regulation, without extending the powers and duties
of federal institutions. It will do so by:

1. Establishing a duty for directors, officers and
administrators to align entities with climate
commitments;

2. Aligning the purposes of federally regulated
entities, crown corporations®” and the financial
regulator, with climate commitments;

3. Requiring the development of transition
plans, targets and progress reports on meeting

36 Senate of Canada, “Bill S-243 https://www.parl.ca/DocumentViewer/
en/44-1/bill/S-243/first-reading

37 Since the bill mandates alignment with climate commitments for

the main crown corporations providing funding, it also addresses the
problem of fossil fuel subsidies since almost none could go forward under
the “planning for a fossil-fuel free future” principle and the prohibition of
CCUS for the fossil fuel sector.
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climate commitments through annual reporting
requirements and increasing and transparency
by making them public and freely accessible;

4. Ensuring climate expertise on certain boards
of directors and avoiding conflicts of interest;

Nl

Making capital adequacy requirements
proportional to microprudential and
macroprudential climate risks generated by
financial institutions;

6. Requiring a government action plan to
align all financial products with climate
commitments; and

7. Mandating timely public review processes on
implementation progress to ensure iterative
learning.

Recommendation:

Implement a coherent legislative framework
that will enable the financial sector and
federally regulated entities to align their
activities with Canada’s international
commitments and nationally legislated targets,
as defined by Bill S-243 Climate Aligned
Finance Act. [FIN, ECCC]
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