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WEF 2021 global risks report
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Natural capital and ecosystem services
Why and how nature matters

KEY FACTS NATURE IS IN DECLINE
* 75% of land is now degraded Natural capital has been transformed into produced capital
* At least 20 per cent of land-based species have been lost since 1900 and one million are threatened
. - . . . ' Global capital
* USD 10 trillion of economic losses estimated by 2050 due to the decline of ecosystem services o )
stocks per capita
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UNDERSTANDING WHY AND HOW NATURE MATTERS % L Source: Dasgupta (2020) S—
o
STOCKS FLOWS VALUE % 20 Human capital
Natural capital Ecosystem and Benefits to business W ——a
abiotic services and to society D 0 o smmee e
x
; -20 - Natural capital
-40 -
///\\ _w l 1 1 I 1 L I 1 1 I 1 1 l 1 1 I 1 1 l 1 1 l J
A ) 4 ~ o ™
:U:‘r[j P __?_?_S\ § § § § g § g g
4 0 A 00 . N i - J
N _ SN | (l/l/’ll/[f oo |90] o
odversty [88881pY [ 54 KEY INITIATIVES
Natural capital Ecosystem Services Source: Natural Capital Coalition (2018) “ NATURAL CAPITAL @ wbcsd  mmunversiTYOF
The stock of renewable and The benefits people obtain from natural capital. Four categories: Finance secior ladérsh o sl capta Z CAI\I:‘ISEUEE{FIOPGE
non-renewable natural = Provisioning: Material outputs from nature (e.g. water, fiber) DOSEIDON SUSTAINABILITY LEADERSHIP
resources (e.g., plants, = Regulating: Indirect benefits from nature (e.g. mitigation of ‘ PRINCIPLES NATURAL
animals, air, water, soils, climate change, water filtration, storm protection, pollination). CAPITAL
mlnebrals, eco§\/|sc;cerr]:|s) tha;[ = Cultural: Non-material benefits from nature (e.g. recreational). Eommesion o 'BUSINESS ‘ SnGanay
(l;ce)rr?efli?set? y‘lez IS owWo = Supporting: Fundamental ecological processes that support \ng, fi—‘:flif&?& FORNATURE
peop the delivery of other ecosystem services (e.g. nutrient cycling, ‘ CambridgeConservationlnitiative

Biodiversity underpins this. soil formation). - © 5



https://naturalcapital.finance/
https://naturalcapitalcoalition.org/
https://ec.europa.eu/environment/biodiversity/business/index_en.htm
https://www.wbcsd.org/Programs/Redefining-Value/Business-Decision-Making/Assess-and-Manage-Performance/Natural-Capital-Protocol
https://www.businessfornature.org/
https://www.poseidonprinciples.org/
https://www.cambridgeconservation.org/
https://www.cisl.cam.ac.uk/business-action/business-nature
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Finance and nature
Client dependence on nature and the biodiversity financing gap

KEY FACTS _CLIENT DEPENDENCE ON NATURE .
("+ USD 44 trillion of economic value generated each year is ) Percentage of gross added value (GVA) with high, medium and low dependence either directly or along the
moderately or highly dependent on nature — more than supply chain . )
50 per cent of global GDP Direct Supply chain
. o . Foestry [ NN
* Up to USD 143 bn of finance flows toward biodiversity o e I I
(natural capital) conservation annually BN ey squeconse N I
* Inorder to transition the key sectors that extract natural Low Food, beverages and topacco | EEEEEEEEENEEE I S
capital to sustainable practices and protect existing Heat utities | I
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eecricty [ N
* USD 542 bn is spent on subsidies harmful to nature. water utities [ I
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https://www.oecd.org/environment/resources/biodiversity/report-a-comprehensive-overview-of-global-biodiversity-finance.pdf
https://d1e00ek4ebabms.cloudfront.net/production/uploaded-files/CBD%20Foreward%20&%20ExecutiveSumary%20Final%200908-04d14013-b20e-495f-902a-a53139d9fb7b.pdf
https://publications.iadb.org/publications/english/document/An-Amazon-Tipping-Point-The-Economic-and-Environmental-Fallout.pdf
http://www3.weforum.org/docs/WEF_New_Nature_Economy_Report_2020.pdf
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Market developments in 2020/21

Momentum around nature and finance picking up

e N
Taskforce for Nature-related * Formal working group currently being launched.
Financial Disclosures (TNFD) * UK government funded. Expert Group being formed
\ J
~
Indebted to nature *  Dutch Central Bank maps the financial risks of biodiversity loss. Uses the ENCORE tool from the Natural Capital Alliance to identify sectors at risk.
Exploring biodiversity risks for the Dutch * |dentifies how different sectors are reliant on the ecosystem services underpinned by biodiversity
—— * Analyses how many negative biodiversity impacts Dutch Fls are connected to, based on first order effects )
: )
[Beyond ‘Business as Usual" » UNEP FI & UNEP WCMCreferences CISUs Financial Risks of Biodiversity Loss and Land Degradation project and Soft Commodities Compact
Biodiversity Targets and Finance . .
G iitivrsiy ks * Covers howto set biodiversity targets and discusses examples
dcross business sectors * |dentifies sub-sectors with a high dependence on biodiversity )
\
* Equivalent to Stern Review of Climate Change. Will assess the benefits of biodiversity and costs of losing it. Interim report published April 2020
Dasgupta Review of the * Nature loss is an asset management problem — natural stock needs to be managed better, especially since the regenerative rate of natural capital is 19 per cent
Economics of Biodiversity * Depreciation of natural assets occurs because of pollution, mismanagement, climate and land use change etc.
N * "o sustain our natural assets, our demands on Nature must be equal to, or less than, its regenerative rate." )
4 N\
* NGFSsets up a study group to understand the relationship between biodiversity and financial stability
* Initial report published in summer 2021 with interim report to come in autumn and final one in early 2022
. J
4 I
:‘rw;‘e E;s;:;r; O”f *  WEF compendium of business ‘opportunities’ of Eﬁ%ﬁts N \ MF clreates th ree socio-economic scenarios through to 2050 and
And Business transitioning to a 'nature-positive’ economy p——LL_e  ©SLMAtes Impact on six ecosystems
B : «  $10.1 trillion of opportunities R ©  Estimates losses of $10trillion by 2050 )



https://tnfd.info/
https://www.unepfi.org/wordpress/wp-content/uploads/2020/06/Beyond-Business-As-Usual-Full-Report.pdf
https://www.dnb.nl/en/binaries/Indebted%20to%20nature%20_tcm47-389172.pdf
https://encore.naturalcapital.finance/en
http://www3.weforum.org/docs/WEF_The_Future_Of_Nature_And_Business_2020.pdf
https://www.wwf.org.uk/sites/default/files/2020-02/GlobalFutures_SummaryReport.pdf
https://www.gov.uk/government/collections/the-economics-of-biodiversity-the-dasgupta-review
https://www.ngfs.net/en/communique-de-presse/ngfs-and-inspire-launch-joint-research-project-biodiversity-and-financial-stability
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Business and nature
How does it interact with finance?

Leading companies recognise that a prosperous business There are two primary ways a financial
relies upon nature. institution can think about nature-related
finance:
They also recognise that the ‘E" in ‘ESG’ is about
protecting our biodiversity and natural capital, as well as 1. From an organisational perspective,
our climate. integrating nature considerations into risk
Finance and opportunity thinking
Nature’s health is under pressure from global trends
in consumption, population and economic growth. 2. From a client or investee perspective,
supporting clients to mitigate business
This creates long-term risks to business, citizens risks and capture investment
and wider society who depend on nature. opportunities to build resilience and long-

term shareholder value



578 UNIVERSITY OF
. . . % CAMBRIDGE
Steps to turn Impact measurement into action SUSTAINABILITY LEADERSHP

Developing a corporate biodiversity strategy

The Biodiversity Impact , Prioritise actions,
Metric is one tool —see Raise awareness interventions &

the Aligning Measures Project Wlth in vour
for more and The Capitals cam p:ny furthel"'
Coalition — Biodiversity . . .

Supplement for guidance. m’ifEStlEath ns
Developing
a Corporate
Biodiversity
Strategy:

Align with external
Set goals and Integrate with a frameworks such
targets wider strategy. as Science Based
Targets for Nature



https://www.cisl.cam.ac.uk/resources/publication-pdfs/developing-a-corporate-biodiversity-strategy.pdf
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Metric uses globally available data to measure impacts
Helps business understand their impact on nature

UNIVERSITY OF
O IRGE / atural Capital

Is my company at greater risk of having an impact
in some regions compared with others?

mpact Group

e INSTHIUTE FOR e
SUSTAINABILITY LEADERSHIP

_ _ Are particular materials likely to have greater
Measure the impact from agricultural impact?

supply chains.

Where might | need to improve my

Identify high-risk locations
traceability/visibility of suppliers?

T Measuring
Inform the development of strategies, business impacts

goals and targets. on nature Where should | prioritise interventions—e.g.

certification, work with farmers?

A framework to support
better stewardship of

Align with global goals for nature S

Can | assess risk of potential suppliers?

Where might | need more granular biodiversity
data?
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https://www.cisl.cam.ac.uk/resources/natural-resource-security-publications/measuring-business-impacts-on-nature

Investment fund impact

How to measure the impact on biodiversity and help clients

Investment
Leaciers Olm.v

| &y

@ In search
- of impact

All investment has an
impact on the real world.
This framework shows how
and includes a ‘Healthy
Ecosystems’ metric.

Read more

Measuring the full
“ volue of capitsl
mm b re——

Figure 3: Combining information on the six impact themes:

yiealthy €COSYsten,

SUSTAINABLE

DEVELOPMENT

Wellbeing

Impact per US$ 1m invested

|deal
metric

Area of
degraded land
utilised by the

asset
_ y,
e N
Hectares per
USDmn
invested
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Base
metric

use (surface +
groundwater +
municipal)

o
Fresh water

Cubic meters
per USDmn
invested

4 )
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https://www.cisl.cam.ac.uk/resources/sustainable-finance-publications/in-search-impact-measuring-full-value-capital-update
https://www.cisl.cam.ac.uk/business-action/sustainable-finance/investment-leaders-group/measuring-investment-impacts

Nature loss is a source of financial risk

Economic activity that is
dependent on ecosystem services
IS causing nature loss

Nature loss results in physical risk

To combat nature loss, we also see
transition risks emerging and
liability risks crystallising

ECOSYSTEM
SERVICES

Drivers of
nature loss,
e.g. pollution

Reduces
ecosystem

Physical Transition &
risk Liability risk
Ecosystem Policy, reguilation,
services technology, consumer
at risk sentiment, business
models, litigation
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When risks manifest they impact companies,
households and financial institutions

Sources of
nature-related
financial risk

Physical,
Transition or
Liability risk

Feedback
possible

Nature-related
financial risks
Transmission Risks to
channels financial
institutions

Impact on Financial

companies, risks

households
and financial
institutions

Financial
Institutions
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Transmission Channels
1. Disruption of activities

2. Raw material price
volatility

3. Pricing externalities

4.  Adjustment or relocation
of activities

5. Stranded assets

6. Capital destruction



Framework for identifying nature-related financial risks

A
Type of risk

Physical risk

Ecosystem services
at risk due to:

Climate change
Invasive species
Land use change
Overexploitation of

natural resources

Pollution

Transition risk
In response to
nature loss

Liability risk

B

Risk
manifests as
aresult of...

The decline of:
Air ity and local
climate

Food and other goods

provision

Habitat intactness
Hazard requlation
Water security

Policy and regulation

Technology

Business model
innovation

Consumer and investor

sentiment

Litigation

C
Impact on

companies

Disruption of
activities or
value chain

Raw material
price volatility

Adjustment or
relocation of

activities

Pricing
externalities

Stranded assets

Capital
destruction

D
Resultant

financial risk

Credit
Market
Liquidity

Business
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Included in CISUs Handbook for Nature-
related financial risks

Handbook enables financial institutions
to identify these risks

Five direct drivers of nature loss [A] can
damage five types of ecosystem service
[B], e.g. water security

Transition and liability risks [A]
contribute a further five risk categories
[B], e.g. policy and regulation


https://www.cisl.cam.ac.uk/resources/sustainable-finance-publications/handbook-nature-related-financial-risks
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Climate change is only one cause of nature-related risk

A B
Type of risk Risk

C
Impact on

D
Resultant

financial risk

manifests as
a result of...

companies

e Considering climate-related financial

Physical risk The deciine of; risks thinking made framework possible,
&M services A{r ity and local Di - f . .

e clmate i but climate change is only one cause of

Climate change Food and other goods value chain

Invasive species proxision nature loss

e W Raw material

ulation 1 1l
na,g o Joitation of ﬁ price volatility Credit .
R T Adjustment or * There is a need to acknowledge the
— relocation of Market .
activities other ways nature is damaged
Liquidity
Transition risk Policy and regulation Pricing o
n response to Technology externalities Business . . . .
b I » Without moving beyond climate risk,
innovation Stranded assets

- there will continue to be unmeasured
S Capital and unmanaged nature-related risks in
Liability risk Litgation financial portfolios and business models
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Examples of leadership from financial institutions
New funds and commitments are emerging

0o

| 4X> HSBC P{_LINATE)N

0O

Climate Asset Management

Financing related to the world’s
stocks of natural assets such as sail,
airand water.

JV between HSBC GAM and
Pollination Group

Aims to mainstream natural capital
asanassetclass, e.g. soil, water

Investment themes will include
regenerative agriculture and
sustainable forestry

First fund aims to raise USD 1
billion; aims to launch in mid-2021

Second fund: carbon credit focus,
USD 2 billion target

Example of collaboration between
finance and technical partners

_ . *.*
o r i IMIrOva

Investing in sustainability

Natixis is “mobilising its business
lines to promote biodiversity”

Biodiversity to included in 2021
strategic plan

Biodiversity impact and
measurement reporting
standards for clients by 2022

Mirova’s Natural Capital focus
includes funds investing in nature-
based solutions

Mirova strategies include: ‘land
degradation neutrality’, ‘climate’
[deforestation focus], ‘sustainable
oceans’ and ‘brazil biodiversity’

Significant focus on sustainable
agriculture

Public-partnership to finance
landscapes focussed on green
growth and sustainable rural
livelihoods

Blended finance structure

Inaugural USD 95 million bond for
sustainable natural rubber
production

Tenors up to 15 years

Impacts targeted include land
conservation and fair-wage jobs

Another example of partnership
between publicand private finance,
as well as with technical partnersto
design and verify sustainability
outcomes

Landscape Finance: read more

AGRI=
FUND

FOREST FARMERS FOOD Rabobank

Provides concessional finance and
grants for nature-positive
agriculture and rural livelihoods

USD 1 billion target

Commercial and development
banks source capital, utilising
public-private guarantees

Investment targets project ticket
sizes of USD 2 — 15 million

Tenors up to 12 years

Eligibility based on KPIs related to
land restoration, CO2 emissions,
contribution to household income
and employees trained

Acknowledges that nature
degradation is often the result of
livelihood insecurity

16


https://pollinationgroup.com/climateassetmanagement/
https://www.mirova.com/en/invest/natural-capital
https://www.natixis.com/natixis/jcms/rpaz5_83808/en/natixis-mobilizes-its-business-lines-to-promote-biodiversity
https://www.rabobank.com/en/images/AGRI3Fund_leaflet.pdf
http://tlffindonesia.org/about-us-tlff/
https://www.landscapefinancelab.org/about/
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What next for nature-related finance?
Context that supports action

Biodiversity COP at Landscape finance
Kunming 2021

Advances in monitoring
technology and valuation
of the shared benefits of
protecting nature can
create new green assets

Biodiversity loss - , Interest in transition
o New biodiversity ’ e )
shifting from a to ‘nature-positive

reputational to TGRS o1 502 already creating

financial risk O opportunity

Deforestation in the Amazon New funds

affecting the rainfall cycle New finance models

17
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Points of contact

Nina Seega Grant Rudgley
Research Director, Manager, Sustainable
Sustainable Finance Finance

Nina.Seega @cisl.cam.ac.uk Grant.Rudgley@cisl.cam.ac.uk
+44 7566 289668 +44 7840 638230

Centre for Sustainable Finance
University of Cambridge Institute for Sustainability Leadership

in
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https://www.cisl.cam.ac.uk/directory/nina-seega-dr
mailto:Annabel.Ross@cisl.cam.ac.uk
https://www.cisl.cam.ac.uk/business-action/sustainable-finance
https://www.cisl.cam.ac.uk/
https://www.cisl.cam.ac.uk/directory/grant-rudgley-project-manager-sustainable-finance
mailto:Grant.Rudgley@cisl.cam.ac.uk
https://www.linkedin.com/showcase/centre-for-sustainable-finance/

