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Report Summary
Canada is the worst climate performer among G7 nations due to the ongoing
expansion of our fossil fuel sector, which will cause us to overshoot our 2050
net-zero target by 94%.1 While the stringency and ambition of Canada’s climate
policy regime is increasing over time, our energy exporting sector remains the
elephant in the room. As the clean energy transition is happening faster than
predicted, this is creating significant transition risk for Canada. Canadian energy
companies plan to increase fossil fuel production by 30% by 2030,2 and as these
are assets that are near the top of the cost curve and are comparatively emissionsintensive, they will be among the first to suffer demand decline. Policies are
needed to end funding for fossil fuel expansion, and catalyze a managed phaseout of fossil fuels and a just transition for fuel-producing regions.
This paper addresses the following four arguments:
1. The energy transition is happening faster than predicted;
2. Canada is significantly exposed to stranded asset risk;
3. Canadian energy firms are falling far behind;
4. Canadian financial institutions are not doing enough.
Canada must adjust to the accelerating pace of the global energy transition.
Peak fossil fuel demand is imminent, and today’s growth rates for deployment of
renewable technologies are already approaching the pace of change required
by the IEA’s Net Zero by 2050 (NZE) scenario.3 In 2022, for the first time in its
history, the International Energy Agency (IEA) forecasted in its World Energy
Outlook that fossil fuel demand will peak in every region in all future scenarios.4
According to the Rocky Mountain Institute, 58% of nations in the world have
already reached peak demand for fossil fuels.5
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Hughes, D. Canada’s Energy Sector Status, evolution, revenue, employment, production forecasts,
emissions and implications for emissions reduction. Canadian Centre for Policy Alternatives (June 2021),
https://d3n8a8pro7vhmx.cloudfront.net/parklandinstitute/pages/1890/attachments/original/1622560768/
canadas-energy-sector.pdf?1622560768.
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World Energy Outlook 2022. IEA. (2022, October 27). Retrieved October 30, 2022, from https://www.
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The Energy Transition Narrative. Rocky Mountain Institute. (2022, October 25). Retrieved October
30, 2022, from https://rmi.org/insight/the-energy-transition-narrative/.
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S-shaped learning curves for renewable technology, coupled with accelerating
global climate policy ambition and the decline of fossil fuel demand growth in
China, will make the low-carbon transition inevitable. A tipping point may have
already been reached, with solar and wind energy occupying 5% of primary energy
supply and growing at a rate of approximately 20% per year.6 Production costs
for clean technologies have declined significantly, with solar power being the
cheapest form of electricity in history (see Figure 1). Renewable power presents
a superior risk-return profile as compared with fossil fuels, generating 422.7%
returns over the last decade as compared to just 59% for traditional energy.7
Combustion vehicle sales peaked globally in 2017 and are now in decline,8 and 50
countries are now planning to ban ICE cars, up from a mere 5 countries in 2015.9
Policy measures adopted to deal with the energy crisis, such as the Inflation
Reduction Act in the United States or the RePowerEU plan in the European
Union, will dramatically accelerate the transition to a clean energy economy. In
particular, China is on track to hit its renewable target in 2025, 5 years ahead
of schedule, while the Chinese government plans to peak fossil fuel demand
by 2030.10 A new model developed by the Oxford Institute for New Economic
Thinking shows that the expected net present savings of a rapid transition to
100% clean energy is approximately $12 trillion, which is the cheapest of all
possible future energy scenarios.11
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Canada’s energy sector is unprepared for the scale of this change. Incumbent
industries in the process of getting disrupted underestimate the scale of
non-linear change until it is too late to profitably pivot. Stranded assets occur
when assets that are built with the expectations of growth suddenly face an
environment where growth dries up, disproportionately affecting assets at
the top of the cost curve and leaving survivors to contend with overcapacity
issues and collapsing prices.13 According to reasonably conservative estimates,
Canada’s economy faces stranded asset risk of at least $100 billion, or 35% of
the book value of oil and gas properties and 31% of the market capitalization
of all TSX-listed oil and gas issuers.14 The Bank of Canada and the Office of the
Superintendent of Financial Institutions estimate that the oil and gas sector
could see an 80-90% devaluation of equity assets between 2020 and 2050,
and that the Canadian economy more generally could experience an 8-10%
decline in GDP.15 The proposed Emissions Cap will not be sufficient to address
this exacerbated risk as it excludes Scope 3 emissions, despite the fact that
Scope 3 typically accounts for over 80% of a company’s actual GHG emissions.16
Canadian energy firms are departing from the norms and best practices set
by their international peers, particularly energy firms based in Europe. As
demonstrated by the comparative analysis in Figure 2, European firms such as
BP, Total, and Eni have made public commitments to decline oil production,
adopted net-zero targets that are inclusive of Scope 3 emissions, and committed
to drastically increasing capital expenditures on renewable power in a bid to
transition into clean energy providers. While there is only a single Canadian
firm that has begun allocating capital to renewable energy (Suncor, at 1% of
total capex), major European firms have begun spending significant sums on
renewable energy acquisitions, and are targeting a green capex ratio of 50% by
2030 (see Figure 2 and 3). These differences make sense when considering the
divergent assumptions that go into economically rationalizing these production
planning decisions. While Canadian firms habitually project oil prices that remain
over $80 per barrel in real terms by mid-century, European firms such as BP and
13
RMI 2022b. Peaking: A theory of rapid transition. Rocky Mountain Institute. (2022, October 26).
Retrieved October 30, 2022, from https://rmi.org/insight/peaking-a-theory-of-rapid-transition/.
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Semieniuk, G. (2022, May 26). Stranded fossil-fuel assets translate to major losses for investors in Advanced Economies. Nature News. Retrieved October 31, 2022, from https://www.nature.com/articles/s41558022-01356-y.
15
X. Hubert Rioux. A Closer Look at the Carbon Footprint of Canadian Bank Portfolios. Oxfam Quebec, https://oxfam.qc.ca/wp-content/uploads/2022-canada-banks-carbon-footprint-report.pdf.
16
Levin, J. Buyer Beware: Fossil Fuel Subsidies and Carbon Capture Fairy Tales in Canada. (March
2022). Environmental Defence, https://environmentaldefence.ca/wp-content/uploads/2022/03/Buyer-Beware-FFS-in-2021-March-2022.pdf.
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and Eni are predicting oil prices will decline to $45 per barrel or lower (see Figure
4). Total is unique in projecting a future oil price that is directly aligned with the
IEA’s NZE scenario (at $25 per barrel by 2050), which is significant in that this
is the figure used by Total to estimate the future value of its reserves as outlined
in its annual report. As indicated by this analysis, it is only in Europe that energy
firms have begun preparing for an oil supply curve with production in the range
of $18-35 per barrel, which has been recognized as the limit required to stay
within the goals of the Paris agreement.17
FIGURE 2: Comparative Analysis of Canadian vs. European Majors
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Canadian energy firms are also using the false promise of carbon capture and
storage to delay the necessary transition and deepen fossil fuel dependence.
The issue with an over-reliance on carbon capture and storage is that it is
designed to maintain the viability of fossil fuel infrastructure that will have to be
decommissioned in the long-term. While many observers see carbon capture
as a vital part of an “all of the above” strategy, the concern is that we are caught
between two competing futures: one is a world of high oil prices, high fossil
fuel demand, and high use of carbon capture (CCUS) and negative emissions
technologies (NETs), while another is a world of low oil prices and low demand for
CCUS and NETs given the preponderance of low-carbon electricity. The IPCC
estimates that CCUS is the most expensive decarbonization measure with the
lowest potential for emissions reductions at a global level.18 In fact, some carbon
capture plants emit more carbon than they capture; a literature review of 200
research papers on carbon capture and industrial carbon removal found them
to result in net CO2 additions, not reductions.19 By the end of 2020, more than
80% of US CCUS projects had failed.20 Over 80% of captured carbon to date has
been used for EOR in a way that merely reinforces fossil fuel dependence.21 While
the Canadian government has provided $5.8 billion in total to carbon capture
projects, these facilities currently only capture 0.05% of Canada’s emissions,
over 70% of which is used for EOR enhanced oil recovery.22
Canada’s financial system is also misaligned with our climate goals. The big 5
banks have provided $698.82 billion to the fossil fuel sector since 2015,23 and
over the past year alone the banks doubled their financing of the oil sands.24
18
Intergovernmental Panel on Climate Change. (2022b). Climate change 2022: Mitigation of climate
change—Summary for policymakers. Cambridge University Press. https://report.ipcc.ch/ar6wg3/ pdf/IPCC_
AR6_WGIII_SummaryForPolicymakers.pdf.
19
Sekera, J., & Lichtenberger, A. (2020, October 6). Assessing carbon capture: Public policy, science,
and societal need. Biophysical economics and Sustainability. Retrieved October 31, 2022, from https://link.
springer.com/article/10.1007%2Fs41247-020-00080-5.
20
Abdulla et al 2021, Explaining successful and failed investments in U.S. carbon capture and storage
using empirical and expert assessments, Environmental Research Letters, https://iopscience.iop.org/article/10.1088/1748-9326/abd19e/pdf.
21
Lee M., Dangerous Distractions: Canada’s carbon emissions and the pathway to net zero, Canadian
Centre for Policy Alternatives (June 2021), https://policyalternatives.ca/sites/default/files/uploads/publications/BC%20Office/2021/06/CCPA%20report_Dangerous%20Distractions%20Net%20Zero.pdf.
22
Levin, 2022.
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Rainforest Action Network, Banking on Climate Chaos (2022), https://www.ran.org/publications/
banking-on-climate-chaos-2022/.
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Hodgson, C. Canadian banks double financing of highly polluting oil sands, Financial Times (2022),
https://www.ft.com/content/970e5b5d-74c7-4cc9-84a0-732da35769d5.
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If these eight banks were a sovereign country, they would be the fifth largest
emitter in the world.25 As seen in Figure 5, the size of the sustainable loan
books of the major Canadian banks pale in comparison to the scale of their
fossil fuel financing.26 The largest banks also chronically overstate the size of
their investment in climate solutions (Figure 6).27 As of spring 2022, none of the
largest eight Canadian banks have yet disclosed their total financed (i.e. Scope
3) emissions, let alone released targets to reduce their financed emissions.28
Despite making public proclamations as to the importance of net-zero investing,
banks are also lobbying financial regulators to delay regulation and new disclosure
requirements.29
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FIGURE 6: Self-Reported vs. External Data
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A three-pronged policy approach is required to transform the Canadian economy
to prepare for a climate-safe future.
[1] We need improved sustainable finance regulation outlining mandatory
climate transition planning for all reporting entities. In particular, the recently
tabled Climate-Aligned Finance Act would introduce seven key measures:
1. Establishing a duty for directors, officers and administrators to align entities
with climate commitments;
2. Aligning purposes, including market oversight by OSFI, with climate
commitments;
3. Obligating the development of action plans, targets and progress reports on
meeting climate commitments through annual reporting requirements;
4. Ensuring climate expertise on certain boards of directors and avoiding
conflicts of interest;
5. Making capital adequacy requirements proportional to microprudential and
macroprudential climate risks generated by financial institutions
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6. Requiring a government action plan to align financial products with climate
commitments
7. Mandating timely public review processes on implementation progress to
ensure iterative learning.30
[2] We need improved integration between fiscal and monetary policy to
coordinate the green transition. One of the most effective ways to do this is
to combine options for green central banking, such as greening the collateral
framework and introducing dirty penalizing factors for high-carbon sectors, with
a coordinated green industrial policy that uses public investment to accelerate
cleantech development and crowd-in private sector contributions. Several
proposals, both coercive and incentive-based, are available to policymakers:31
1. Adjusting collateral frameworks to make them reflective of environmental
risks, including increasing haircuts on carbon-backed collateral assets
2. Imposing ‘ceiling’ and ‘floor’ refinancing rates for green and brown lending;
3. Applying higher capital requirements for institutional holders of fossil fuel
equity, bonds, and related ETFs and for institutional allocations to hedge and
private equity funds targeting fossil fuel assets;
4. Introducing mandatory exclusion of fossil fuel assets from indexes marketed
as ESG;
5. Introducing minimum lending quotas and ratios for sectors which urgently
need accelerated green credit;
6. Ensuring that fossil fuel borrowers cannot access ‘backdoor’ financing
through shadow lenders, by banning the securitization of loans issued by shadow
balance sheets.

30
Galvez, R. Climate-Aligned Finance, Senate of Canada, https://rosagalvez.ca/en/initiatives/climate-aligned-finance/#:~:text=%E2%80%9CThe%20Climate%2DAligned%20Finance%20Act,Canada’s%20
emissions%20to%20safe%20levels.
31
K. Kedward et al. (2022), Aligning finance with the green transition: from a risk based to an allocative
green credit policy regime, UCL Institute for Innovation and Public Purpose, https://www.ucl.ac.uk/bartlett/
public-purpose/publications/2022/jul/aligning-finance-green-transition.
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[3] We need a robust just transition framework. There has been little progress on
the just transition legislation that was promised in the fall of 2021.32 As outlined
by the Canadian Centre for Policy Alternatives, this could take the form of an
official Just Transition Commission to oversee the transition.33 As part of this
governance structure, the government must develop a just transition mandate
with clear timelines by which to achieve key objectives in the transition for
affected communities, including a federal implementation plan, governance
structure, and measuring and monitoring system.
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