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Foreword

At the request of the Small Business Policy Braaglt was then called (now the
Small Business and Tourism Branch of the Small 28 and Marketplace Services
Sector, Industry Canada) | have spent much ofithe available since March 2006
informing myself about sustainability and what gans for business. My sincere
thanks go to Nancy Graham, then Director of Padicgt Liaison at the Branch, for
having suggested this investigation as a projdatalse for a partial return to work
during my recovery from illness. | am also gratééuDenis Martel, Director -
Research & Analysis at the Branch, for re-hiringpost-retirement as a ‘casual
employee’ so that this project could be completed.

| thank my colleagues at the former interdepartiaé™orking Group on SMEs &
Sustainability for much initial material and fridpgbersonnel at the IC Library and
Knowledge Centre who retrieved many referencesi@r | am grateful to Louise
Gravel for her technical assistance.

An earlier version of this work was distributedJuly 2008 and presented at two
workshops for government officials on Septemb&t(®)8. | am grateful for all
comments received from participants in the workshapd from recipients of that and
later drafts. | remain to blame, of course, fora@maining errors and omissions. All
opinions expressed are my own and should not beratubd as representing those of
the Branch or of the Government of Canada. Theé&ugtReproduced with the
permission of the Minister of Public Works and Guaweent Services, 2009.”

The current text aims to be up to date to Octob@008, though some later
developments are at least referenced — a dozenah20@9 date.

The Summary was intended for publication on a Brnameb site. It largely merges,
in a somewhat expanded form, the Introduction gpitb§ue of the present
document. The full document text and related Feguare available at
http://web.ncf.ca/ct976/

Feedback on the document or inquiries about watksd are welcome. Please
contact me at < erwin [underscore] dreessen [dt]dat] ca > or (613) 739-0727,
fax (613) 739-1197.

E.D.
30 July 2009
ISBN 978-0-9865541-0-0 v8



Sustainability and Business - July 2009 Page 3 of 8

Summary

This document is intended for both the generaleeadgovernment and research economists or
policy analysts anywhere. Awareness of the susiality challenge and the related business
opportunity is still low, though the recent confation of human-generated climate change has
led to significant progress in both awareness hadletermination to act. Within the federal
government, the assertion-in-principle in the m@®as that sustainable development (SD) was a
central policy tenet has resulted in few rootsalehe implementation, in departmental actions.
For the general reader in government, therefoeeintent of this document is nothing more or
less than to further raise awareness about théisgce of a sustainability orientation for
businesses.

At the same time, it is hoped that the documentpudve useful for policy analysts and
researchers in the field, as a reference and pgdsap source of ideas or warnings about pitfalls
in their own work.

Besides the obvious anchor in the business pergpeatherever possible the selection of
references and the annotations seek out what pgtasmall and medium-sized enterprises
(SMEs). They always note the inclusion of Canadiata, if there are any. For descriptive
reports, an idea is provided of what is coveredhout summarizing the substantive content. For
analytical reports, the aim was to capture thesoaf data, the methodology employed and the
main results. In two dozen cases, the annotatids with a Comment.

Overall, nearly 400 references are annotated, ditiad to over 100 news reports and, excluding
government sites, over 50 web sites. An overwhamroportion of the references dates from
the last few years.

Scope and main findings

The narrative begins by putting the sustainabditgllenge in a global context, primarily with the
help of the 2005 United Nations (UN) Millennium &ssments reports and the United
Kingdom’s Stern Review. These studies make tHetbrbusiness considerations very explicit,
leaving no doubt that environmental degradation@imdate change pose both risks and
opportunities for businesses. The rest of Sedtiannotates the UN’s Global Compact initiative
(launched in 2002) to engage business leaders araHRights, Labour Practices, the
Environment and the fight against Corruption; antea a number of business voices in Canada
and abroad that advocate change. The Section dexcivith a thought-provoking 2007 report
by SustainAbility Ltd. It portrays the sustainalyiissue as the value creator/destroyer of the
21st century and sketches out four scenarios teenéxt 20 years in which either the
environment, or society, or both, win or lose.
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* By the best evidence, climate change is only giagt more widespread degradation of the
planet’s ecosystems on which all life — and busheglepends. Mitigation opens manifold
opportunities for new businesses to spring up.

A Sidebar following Section 1 briefly deals withfistions. The “triple bottom line”
(Environmental, Social, Economic) is recognizedh&sstandard concept today, though the
“ESG” acronym (for Environmental, Social and Gowaeroe issues, factors or risk exposures) is
also prevalent, especially in financial circles.

Sections 2 and 3 deal with what a change to m@®siable conduct entails. Section 2 first
reviews general frameworks and guidebooks. Spattehtion is paid to the work of Lynn
Johannson for both Canadian and international audg& because it is the best guide found that
is expressly applicable to small and very smaliresses. A dozen other general guides are also
annotated. Then follow five special topics inchglannotations on eco-efficiency, standards and
environmental management systems (EMSs), and canii@ng.

* Triple-bottom-line thinking, and adoption of sofieem of EMS, is applicable to all manner
and every size of business. Studies based oga @uganisation for Economic Co-operation
and Development (OECD) survey suggest that fornd$& become more attractive the
larger the firm, if the firm is profitable, andtliere is effective regulation.

* Whether through cap-in-trade or as a carbon takpth, carbon emissions will soon carry a
price.

Section 3 references initiatives, progress repttds etc. in 20 industry sectors, starting with
Canada’s own Responsible Care® program in the adanmdustry.

* In many instances, in sector initiatives as welh#re broadly, an elite group of very large
corporations is the most advanced in integratipdetbottom-line thinking into its decision
making. This will affect smaller firms if they apart of the supply chain to these large firms.

A brief Section 4 reviews the business case foremsastainable behaviour, interpreted as
responding to the question whether such chang®fdgble. Surprisingly few studies were
found that offer a rigorous answer to the questiooyugh a majority do conclude that it pays to
be green or sustainable. There are also annatatiomvays of making the business case.

* The resource theory of the firm appears best glazédentify winners and losers.
Essentially however, the case that it pays to beeig’ has long been proven and perhaps it's
time to move on to developing solid metrics forpmate applications of sustainability
initiatives.
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Section 5 references the literature on CorporatgabBesponsibility (CSR), highlighting the
international CSR Implementation Guide — slightlgdified from the Canadian original. A
separate section is devoted to what drives firndigdose sustainability-related information and
what the uptake is in Canada and worldwide. Thiemiavers for reporting appear to be
regulation, risk management or reduction, emplaogegvation, the rise of ethical consumerism,
brand reputation management, and pressure frofReébponsible Investment community. By
last count, about 100 firms in Canada producedshility reports.

The Section concludes with brief annotations onGhabal Reporting Initiative (GRI), the
Carbon Disclosure Project (CDP), and various s@vdscand awards. The GRI has formulated
the gold standard of sustainability reporting praest; some 1000 corporations around the world
adhere fully to the GRI guidelines while many mseek inspiration in it. The CDP surveys the
2400 largest corporations in the world on volumas management of their greenhouse gas
emissions.

* While the practice is spreading, triple-bottomelireporting is still long from being
mainstream, especially in North America.

* There is a close correlation between good reppdimd good ESG performance.

Section 6 asks whether the stock market rewardaisable behaviour. Firstis a discussion of
the legal requirement to disclose material factstae interpretation of fiduciary duty. It would
seem that corporations probably should discloseerti@n they do, and that investment advisors
must at least consider such ‘non-financial’ infotima. A Sidebar offers an overview of efforts
made to supply investors with sustainability-rel@vaformation. Then follows, under three
headings, a review of a selection of 15 studiestthae examined the relationship between some
measure of sustainable behaviour and stock prsomstations, backcasting studies, and
economic models. With one exception, each studkgiown way points to the positive
relationship between sustainability performance stodk market returns. The same strong trend
is evident in several review studies, which arectawed next. Brief references follow to
sustainability-sensitive investment vehicles cuttyeon the market.

* It would appear that there @ssustainability premium. Companies that scoréaveESG
factors produce higher Total Returns, even in tireenit downturn.

Section 6 ends with a review of financial indugirgctices. Here are highlighted, first, the UN-
sponsored Principles for Responsible Investmenigiwéim to mainstream the integration of
ESG issues into investment decision making. Nextook at policies on Responsible
Investment by the Canada Pension Plan InvestmearidBaond other pension funds. Responsible
Investment practices have evolved from negativeestng to selection of best-in-class to
constructive engagement with individual firms.the financial industry as a whole,
consideration of ESG factors is increasing bubisyet a mainstream practice. In fact, short-
termism seems to have gained more ground recently.
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* In line with the research results found earlibe tinancial industry is gradually recognizing
that favouring corporations that perform well onGE&iteria also helps improve financial
performance.

» Short-termism, and the obsession with quartentgiags, is — well beyond the realm of
sustainable-sensitive investing — an ailment thaiit in the best interest of most
stakeholders.

The narrative and annotations in the final Sectmomthe role of governments, stay purposely
short of surveying current or recent governmenicpes. Instead, the Section begins with calls
for ‘new thinking’ in response to the sustainapilihperative, emanating from work in both
Canada and Australia. The Section situates Cand@@5 amendment to tAeditor General

Act that created the Commissioner of the Environmedt@ustainable Development as an early
manifestation of the central importance of the ®spective — an initiative now complemented
by theFederal Sustainable Development Act (2008).

Literature pertaining to seven policy domains ameadated next, starting with, again out of
Australia, an analysis of what works and what didesrenvironmental regulation of SMEs. The
history of ‘ecological’ fiscal policy advice in tH90s in Canada is documented. Two reports
compile what governments around the world are dalmaut Sustainable Consumption.

» Governments are indispensable partners if busises® to succeed in becoming more
sustainable.

» Government leadership is particularly indicateghareling policies on Sustainable
Consumption and Production.

Significant attention is paid to the thriving fieddl indicators — both principles and theories, and
what actual indicators are available. The nowdbrgrchived “National Environmental
Indicator Series 2003" by Environment Canada isidwnted. Apart from an abortive attempt
by the National Round Table on the Environment tliedEconomy in 1997-99 to measure eco-
efficiency, there are no SD indicators that spealfy track business sector performance. Brief
reviews of studies about governance and of commeataenergy policy conclude the list of
specific topics.

* The OECD’s Key Environmental Indicators are imgres in combining fact with measuring
issues, policy challenges, trends, etc.

Finally, advice from very diverse quarters is preed on what governments could do better to
help businesses, and especially SMEs, engagetar leetvironmental practices. For example,
from the European Union comes a report that idestibest practices to encourage SMEs to
adopt an environmental management system.
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More generally, the role of governments in helgwginesses to become more sustainable may
be categorized as follows:

1- establish framework conditions through lawsutagions and creation of institutions;

2- adopt policies, including fiscal policies andption of international treaties;

3- provide incentives or subsidies;

4- provide information (including technical assista) and support information networks

and partnerships;
5- support research and research networks; and
6- support pre-commercial pilot projects.

What could follow

The Narrative aims to increase awareness of tmafisignce of more sustainable conduct on the
part of businesses of all sizes. It is hopedithatill lead to governments placing higher priority
on facilitating businesses’ transition to greatestainability.

Researchers and policy analysts — the other auglienavhich especially these Annotations are
intended — hopefully will make a few discoverieaingsome insights and receive guidance for
their own work.

Future SME-related research could usefully exartheaelevance and feasibility of high-quality
industry-specific standards such as in chemicadsnaining — standards that are binding on the
majors — for the several thousand smaller firms plopulate these industries but are not
members of the association of majors.

There also is a dearth of carefully constructedkbasting studies of Responsible Investment
performance that are transparently reported.

Finally, the employment implications of a 'greecb@aomy appear to be severely under-
researched.



Sustainability and Business - July 2009 Page 8 of 8

Sustainability and Business
A Narrative and Annotated Bibliography

Outline
page
Foreword 2
Summary 3
Introduction 14
Acronyms 17

Section 1 Global assessments and what they medi$aress 19
Sdebar 1 Defining sustainable development 33
Section 2 More sustainable business conduct — Genera 35

Sdebar 2 On barriers encountered by SMEs against
adoption of more sustainable practices 76

Section 3 More sustainable business conduct —

Industry-specific analyses and solutions 79
Section 4 The business case 101

Sdebar 3 The business case for ecosystems* 114
Section 5 Reporting 117
Section 6 Do capital markets value sustainability? 135

Sdebar 4 Information service providers 141
Section 7 The role of government 179
Epilogue 213
Appendices 217

References 225



