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To protect the
economy, we need
to protect nature
The financial sector needs not only to insure itself against
risks associated with biodiversity loss, but also manage its
own impact on the environment, writes Danae Kyriakopoulou,
chief economist and director of research at OMFIF.
ECONOMISTS understand
environmental degradation as an
‘externality’: those incurring the
damage do not bear the full costs.
There are tools to address the problem,
but time-inconsistency issues often
discourage their use. An economic and
financial system structured around
the pursuit of returns, with success
based on GDP and profits, inherently
suffers from short-term bias. These
are flow measures that fail to take full
account of the stock effects that matter
for sustainability. For years, economic
actors could ignore the long-term
consequences of their actions. But
the social and environmental price
of such a structure, once a distant
threat, is becoming increasingly visible
through the rising frequency of natural
disasters.
Environmentalists and economists
can learn from each other. Economic
systems and policies that overlook
anything that cannot be directly
proven to generate returns are
inadequate. Environmental
sustainability is compatible with
economic growth. Defining nature
as ‘priceless’ is simplistic – in a world
of finite resources, conservation has
a price. But it is misguided to view
economic decisions as a series of
independent trade-offs between, say,
allocating public budgets to saving
an insect species and building more
hospitals. Covid-19 has sharpened
awareness of the interconnectedness of

non-financial risks and their potential
to cascade through economic and
financial systems to sectors previously
considered relatively safe.
Policy-makers, regulators and the
private sector are well equipped to
play a constructive role in resolving
the market failure. They have the
incentives to do so. The first step is
to measure impact of biodiversity
loss on the future economic and
financial performance of a country,
sector or firm. And vice versa: how
economic activity is impacting
biodiversity. Initiatives such as the
Task Force on Nature-related Financial
Disclosures are promising. The data
industry is making progress towards
measuring biodiversity. Central banks
and supervisors should step up in
preparing assessments of the effects of
biodiversity loss on financial systems.
As Frank Elderson, chair of the Central
Banks and Supervisors Network
for Greening the Financial System,
notes (p.12), ‘biodiversity loss-related
financial risks fall within the mandate
of central banks and supervisors.’
The second step is from
measurement to action. Financial
innovations such as the Asian
Development Bank’s blue credits (p.10)
are examples to build on. As the scale
of efforts to mitigate the effects of
the pandemic has shown, we have the
resources to avoid catastrophes. It is
urgent that we apply the same thinking
to the environment. •

‘For years, economic
actors could ignore the
long-term consequences
of their actions. But the
social and environmental
price of such a structure,
once a distant threat, is
becoming increasingly
visible through the rising
frequency of natural
disasters.’
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Key decisions by central banks on
sustainability, October-November 2020
UK PLANS TO ISSUES ITS FIRST GREEN BOND IN
2021
Chancellor of Exchequer Rishi Sunak confirmed the
UK’s aim to issue its first green bond in the first quarter
of 2021 as part of plans to become a leader in green
finance and ethical investing.

THE FEDERAL RESERVE INTENDS TO
JOIN THE NGFS
Fed Chair Jerome Powell said it was close to joining the
Network of Central Banks and Supervisors for Greening
the Financial System. The NGFS, however, has not yet
received an official letter of application. This would be
a key step in fighting climate change due to the Fed’s
expertise as regulator of the world’s biggest economy
and centre of global capital markets.

BANK OF ENGLAND MAKES COMPANY
DISCLOSURES ON CLIMATE RISKS MANDATORY
Disclosures to help markets price in risk from climate
change will become mandatory to aid the transition
towards a low-carbon economy by 2025. These
new rules would cover large companies and financial
institutions inclusive of listed commercial companies,
UK-registered large private companies, banks, building
societies, insurance companies, UK-authorised asset
managers, life insurers, pension schemes regulated
by the Financial Conduct Authority and occupational
pension schemes.

DE NEDERLANDSCHE BANK QUANTIFIES
RISK OF BIODIVERSITY LOSS FOR
FINANCIAL SECTOR
DNB found that Dutch financial institutions have
€510bn of exposure to biodiversity risks.
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Selected central
bankers’ speeches
on sustainability,
October-November
2020
CLIMATE CHANGE AND THE ENVIRONMENT
• 20 Nov: Jens Weidmann, president of the Deutsche
Bundesbank, on what central banks can and cannot do to
combat climate change
• 20 Nov: Christine Lagarde, president of the European
Central Bank, on fostering sustainable growth in Europe
• 19 Nov: Jon Nicolaisen, deputy governor of Norges Bank,
on responsible investment and active ownership
• 10 Nov: Kevin Stiroh, executive vice-president of the
Financial Institution Supervision Group of the Federal
Reserve Bank of New York, on a microprudential perspective
on the financial risks of climate change
• 9 Nov: Eddie Yue, chief executive of the Hong Kong
Monetary Authority, on managing climate risks in Hong Kong
• 9 Nov: Andrew Bailey, governor of the Bank of England, on
the role of the financial system in tackling climate change
• 28 Oct: Adrian Orr, governor of the Reserve Bank of
New Zealand, on progressing climate action by driving
transformational change
• 27 Oct: Margarita Delgado, deputy governor of the Banco
de España, on the national securities market commission’s
activity in sustainable finance
• 20 Oct: Fraziali Ismail, assistant governor of Bank Negara
Malaysia, on climate action in the Malaysia financial sector
• 16 Oct: Andrew Hauser, executive director for markets
at the Bank of England, on how financial markets are finally
getting a grip on how to price climate risks and return and
what needs to happen next
• 15 Oct: Luigi Federico Signorini, deputy governor of the
Banca d’Italia, on mobilising private finance for a green
recovery
BIODIVERSITY
• 15 Sep: Sabine Mauderer, member of the executive
board of the Deutsche Bundesbank, on three solutions for
a more sustainable and resilient planet
• 13 May: Luiz Awazu Pereira da Silva, deputy general
manager of the Bank for International Settlements on
climate change and Covid-19

NEWS

Further reading
A collection of research, reports and white
papers from central banks and the industry
over the past two months, showing how the
narrative is evolving in the sustainability
policy, regulation and investment area.
• Oxfam, Climate finance shadow report 2020
The third in its series, this report explores
the state of climate finance and how close
developed countries are to reaching their
$100bn goal to help developing economies
adapt to climate change.
• United Nations Environment Finance
Initiative, Financing circularity: Demystifying
finance for the circular economy
This report covers the role of financial
institutions in the shift to circular business
models, exploring the strategies and actions
they can take to manage risk and opportunities.
• Organisation for Economic Co-operation
and Development, Developing sustainable
finance definitions and taxonomies
As countries begin to develop comprehensive
sustainable finance classification systems, this
report compares taxonomies in the European
Union, People’s Republic of China, Japan,
France and the Netherlands.
• Carbon Tracker Initiative, Fault lines: How
diverging oil and gas company strategies link
to stranded asset risk
This report underlines the financial risk that
fossil fuel producers face and shows that
US companies are lagging their European
counterparts in the green transition.
• World Bank Group, Riding the wave:
Navigating the ESG landscape for sovereign
debt managers
This presents an overview of the areas sovereign
debt managers should focus on to respond to
the changing ESG investment landscape.
• Asian Development Bank, Accelerating
climate and disaster resilience and lowcarbon development through the Covid-19
recovery: Technical note
This technical note provides ADB member
countries with an assessment framework to
help decision-makers ensure their economy is
climate- and disaster-resilient.
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Review focus:
Biodiversity key
developments in 2020
The unprecedented number of hurricanes, typhoons,
floods, forest fires and melting ice sheets, along with
nature loss such as deforestation and extinction
of species, are alarming signals that biodiversity
requires greater attention.
Efforts are underway to develop biodiversity-related
financial risk analysis and disclosures, including the
establishment of the Task Force on Nature-related
Financial Disclosures. With an informal working group,
the TNFD will work on reporting, metrics and data
needs of financial institutions.
Green bonds focused on biodiversity have been on
the rise. Ecuador and Indonesia have issued green
bonds to fund biodiversity conservation projects.
The Republic of Seychelles launched the world’s first
sovereign blue bond, supporting sustainable marine
and fisheries projects.
Asia Pacific has scaled up investment in agritech
projects that aim to use innovative technology to
ensure sustainable food supplies and mitigate the
climate risks that agriculture poses.
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Selected reports on biodiversity, 2020
Most biodiversity reports published in 2020 focus on the novelty of biodiversity risks and their
impact on the financial sector. These reports emphasise the urgency of biodiversity conservation
and the need to mobilise finance and develop practices that align with this goal. Others address
ocean sustainability and the financial mechanisms needed to maintain them.

• Nov: Finance for Biodiversity, Aligning development finance with nature’s needs
• Oct: Principles for Responsible Investment, An investor guide to negative emission technologies and the
importance of land use
• Oct: Global Canopy, Fuelling the fires: Why investors need to do more to protect the Amazon
• Oct: Finance for Biodiversity, Aligning global finance with nature’s needs: A framework for systemic 		
change
• Oct: High-Level Panel for a Sustainable Ocean Economy, Ocean finance: Financing the transition to a 		
sustainable ocean economy
• Oct: UNDP, Moving Mountains: Unlocking private capital for biodiversity and ecosystems
• Sept: Principles for Responsible Investment, Investor action on biodiversity paper
• Sept: OECD, Sustainable ocean for all: Harnessing the benefits of sustainable ocean economies for 		
developing countries
• Sept: Global Canopy and Vivid Economics, The case for a Task Force on Nature-related Financial 		
		Disclosures
• Sept: World Bank Group, Mobilising private finance for nature
• Sept: OECD, Biodiversity and the economic response to Covid-19: Ensuring a green and resilient recovery
• Sept: High-Level Panel for a Sustainable Ocean Economy, A sustainable and equitable blue recovery to the
		Covid-19 crisis
• Sept: Finance for Biodiversity, Recapitalising sovereign debt: Why nature performance bonds are 		
needed now
• Aug: Planet Tracker, Ocean recovery: Can blue bonds finance a fish stock recovery?
• July: Nature4Climate, Nature-positive recovery for people, economy and climate
• June: WWF, Conserving our common heritage: The role of spatial financial in the protection of world heritage
• June: DNB, Indebted to nature: Exploring biodiversity risks for the Dutch financial sector
• June: UNEP and Natural Capital Finance Alliance, Beyond ‘business as usual’: Biodiversity targets and finance
• June: Finance for Biodiversity, Emerging market debt crisis: Biodiversity as a lever for building back 		
better
• May: Finance for Biodiversity, Integrating climate change and biodiversity into the response to 			
Covid-19: Bail-out measure
• Apr: Finance for Biodiversity, Towards a common framework at the nexus of financing biodiversity
• Mar: International Institute for Environment and Development, Making the market work for nature: How 		
biocredits can protect biodiversity and reduce poverty
• Mar: Environmental Finance, Finance for Tomorrow, Global Landscape Forum, Sustainable Trade 		
		Initiative, Mobilising investors to protect climate, land and biodiversity
• Jan: World Economic Forum, Nature risk rising: Why the crisis engulfing nature matters for business and the
		economy
• Jan: pwc, WWF, Nature is too big to fail: Biodiversity: the next frontier in financial risk management
• Jan: Asian Development Bank, The role of ocean: Finance in transitioning to a blue economy in Asia and 		
the Pacific
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OMFIF’s latest sustainable finance activity
Reports
OMFIF published three reports
on sustainable investment
analysing the uptake of ESG
investment policies and the
shift towards a more holistic
view of the three ESG pillars, as
well as a focus on responsible
infrastructure. Significant
barriers remain, such as
difficultly measuring impact and
technical gaps.

The role of data in
sustainable investment,
policy and regulation

GPI 2020: Sustainable
investment

GPI 2020: Responsible
infrastructure

Meetings

Commentaries

OMFIF’s virtual meetings covered sustainable
recovery from Covid-19 and opportunities for
growth in climate finance.

Commentaries centred on Covid-19 and supporting a
green recovery, looking at the role of central banks,
monetary policy and risk analysis tools for the transition
to a low-carbon economy.

Virtual Roundtable, 14 October:
Africa’s financial markets: Opportunities, challenges
and sustainable growth

3 November Covid, central banks and climate change
14 October How to ensure a sustainable recovery

Virtual Panel, 15 October:
Europe’s sustainable recovery –
How the world sees it

6 October Climate risk analysis tools are public goods

Virtual Panel, 20 October:
The sustainability agenda for central banks:
Reflections after the IMF-WG Annual Meetings

Podcasts

Virtual Roundtable, 19 November:
Addressing climate change with capital markets
Virtual Roundtable, 25 November:
Global economic crisis and gender equality
Virtual Panel, 25 November:
The role of governments, policy-makers and
finance in building green infrastructure

Sustainable infrastructure was a key theme for
OMFIF podcasts. Episodes covered the role of data,
risk management and fintech to support the green
transition.
19 November:
The role of financial intermediaries in transitioning to a
green economy
12 November:
Leveraging fintech for sustainability
20 October:
Technology, sustainability and governance in smart
cities
6 October:
Infrastructure’s role in the Covid recovery

OMFIF.ORG/SPI
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Financial sector can help
world with natural goods
Markets are not valuing the contributions of nature to the global economy properly.
Backing projects that protect and promote the natural world can create significant value,
writes Jason Eis, executive director of Vivid Economics.

T H E VA LU E OF N AT U R E to
economic and overall wellbeing
has not been financialised,
unrecognised by markets. Either it is
completely external to transactions
or markets understand it only
poorly. Nature’s value is unpriced,
uncommercialised and untradeable.
Correspondingly, our natural assets
– biodiversity, a stable climate,
usable water and flood defences –
have diminished.
The total value at stake per year
is at least in the tens of trillions
of dollars. The World Economic
Forum estimates that $44tn of gross
domestic product is moderately or
highly dependent on nature. The
value of ecosystem services that
are excluded from GDP has been
estimated at over $100tn. There
is a vast quantity of nature-based
goods and services that are not fully
valued. Opportunities are emerging
to finance these.
Perhaps the most radical relates
to the emergence of new naturerelated assets. The most discussed of
these are natural climate solutions.
These sequester carbon dioxide
and contribute to a stable climate.
Niche markets for NCS, with modest
financing volumes, exist in landrelated carbon offset markets.
However, an assessment of emerging
policy and market developments
suggests an inflection point in the
next 10 years, with a rapid move to
scale by 2030. If realised, market
revenues from NCS could ultimately
represent asset values in the

trillions of dollars.
Although further behind in
development, there is a large
opportunity for similar markets
to protect biodiversity. Policies in
places such as Germany require
biodiversity offsets to ensure ‘no net
loss’ from large-scale projects. Many
countries have made commitments
to preserve and restore biodiversity,
with some implementing policies
that could enable biodiversity offset
markets. As the value of biodiversity
is better measured and understood,
such solutions could come to
represent annual market revenues in
the hundreds of billions of dollars.
Natural infrastructure also
represents an opportunity. Examples
of such infrastructure include
watershed protection, flood control
and coastal storm protection. A
fairly sizable market exists but it is
predominantly funded by the public
sector. As the economic benefits of
these projects become more well
known, this market will continue to
grow.
Finally, opportunities exist to
finance projects that minimise
economic strains on nature and
preserve natural capital. Many
of these exist in the agriculture
and fisheries sector, where more
sustainable technologies continue to
appear. Opportunities are hard for
investors to identify, but emerging
green taxonomies, public-private
investment models and green bond
structures should make it easier to
access growth over the next decade. •

‘As the value of
biodiversity is
better measured
and understood,
such solutions could
come to represent
annual market
revenues in the
hundreds of billions
of dollars.’
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Blue credits can save
our oceans
As continued pollution, climate change and overfishing undermine marine biodiversity,
new funding tools are needed to prevent an environmental, social and economic disaster,
writes Ingrid van Wees, vice-president for finance and risk management at the Asian
Development Bank.
OV E R T H E past 50 years, the
world has lost nearly half of its
coral reefs, mangrove forests
and marine populations. Marine
ecosystems in Asia Pacific are
disappearing at an alarming
rate due to ocean warming,
acidification, overexploitation and
increasing coastal populations and
developments. One-third of global
fish stocks is already depleted. If
trends in illegal unregulated and
underreported fishing go unabated,
it is estimated that the region will
have no stocks left for commercial
fishing by 2048.
Synthetic nitrogen fertiliser is
entering marine ecosystems at a
rate of around 11m tonnes per year,
on top of other agricultural and
fossil fuel pollution. As a result, the
ocean’s dead zones – areas where
no aquatic life can survive – have
quadrupled in size and are forecast
to expand dramatically.
Eight million tonnes of plastic
enter the ocean every year – up to
95% coming from 10 rivers, of which
eight are in Asia. The continent, as
a leader in plastic pollution, is the
key to the solution.
Asia Pacific has an extensive
coastline and many large coastal
marine habitats. These are central
to the region’s biodiversity and
livelihoods. A breakdown of
these ecosystems is likely to have
catastrophic economic, social and
environmental impacts. We need to
work together to regenerate ocean
health and build a sustainable

‘blue ocean economy’. Increased
investments in recovering and
maintaining functioning marine
ecosystems are long overdue. If
implemented properly, they can
form the foundation of such an
economy.
Financial innovation and
assistance are needed to fund
essential ‘blue’ projects that lack
bankability. This can result from
low tariffs, high investment cost, or
a revenue shortfall. Heightened or
intrinsic risks, such as technology,
environmental clearance, or
regulatory uncertainties, can
further deter the flow of private
capital, resulting in a growing
demand-supply gap. The postCovid-19 climate will probably
exacerbate this disparity, leading to
further pressures on already tight
government budgets to fund such
projects.
Several models exist within the
blended and leveraged finance
toolbox to improve blue projects’
bankability by apportioning risks
to a party – public or private –

‘Eight million tonnes of
plastic enter the ocean
every year – up to 95%
coming from 10 rivers,
of which eight are in
Asia. The continent,
as a leader in plastic
pollution, is the key to
the solution.’

best suited to manage the risks.
Arranged by governments or
development finance institutions,
they provide much-needed credit
enhancement to projects. One
potent instrument is blue credits.
Like carbon credits, blue credits
provide revenue support based
on the value of a high-impact
project’s avoided costs. These are
costs saved from alleviating future
economic or health disasters, such
as diseases arising from lack of
access to clean water, polluted
river bodies, or decline in fishing
stocks. An estimate of avoided costs
could provide a benchmark for blue
credits.
The credits can bridge viability
gaps for standalone projects
and incentivise private sector
investments. They could be
instrumental in improving the
creditworthiness of blue bonds and
make it easier to raise long-term
capital for blue projects.
The ‘hybrid annuity’ model,
successfully introduced in India
for its public-private partnership
road projects, may be an effective
payment mechanism for blue
credits. It would entail a local or
national government providing a
pre-determined annual payment to
a company, linked to performance
indicators.
The private sector takes on most
of the capital expenditure and the
construction risk, and subsequently
focuses on operational efficiencies.
It is insulated from revenue risk as

OMFIF.ORG/SPI

‘Like carbon credits, blue
credits provide revenue
support based on the
value of a high-impact
project’s avoided costs.’

long as project results are delivered.
Similar to higher feed-in tariffs
for wind and solar energy plants in
the past, the need for this financial
support is likely to fade over time
once scale and technologies develop,
costs fall, and accounting for
environmental damage improves. The
payment mechanism for ‘blue credits’
could be ring-fenced into dedicated
vehicles funded by governments,
multilateral development banks and
donors. The Asian Development
Bank could work with interested
governments in developing the
mechanisms and structures for such
vehicles or ‘blue credit funds’ as
well as in implementing early pilot
projects.
A visible mechanism of this
type strongly signals governments’
commitment to create momentum for
leveraging private capital. Including
such measures, along with strong
regulatory frameworks and credible
sovereign funds, in post-Covid-19
recovery packages would be a critical
step to regenerating ocean health
and restoring aquatic biodiversity,
supporting a safer, healthier and
sustainable economic growth in the
region. •
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Central banks go
beyond climate
Biodiversity loss poses a serious threat to the financial sector, but there is a lot financial
institutions can do to mitigate the risks, Frank Elderson, executive director of supervision
at De Nederlandsche Bank, tells OMFIF.

Danae Kyriakopoulou: In what
ways are financial institutions
exposed to risks associated with
biodiversity loss and what are
the tools they can use to manage
them?
Frank Elderson: Biodiversity loss
is a driver of financial risks. It poses
physical, reputational and transition
risks to the financial sector. These
arise from the dependency of
companies on ecosystem services
– the benefits society and economy
derive from nature – or from their
negative impact on biodiversity.
Physical risks occur when
financial institutions finance
companies that depend on
ecosystem services to produce their
goods and services. Biodiversity
loss threatens ecosystem services.
This in turn damages the ability
of these companies to generate
profits and repay loans. Financial
institutions that invest in or lend to
these businesses face physical risks.
A decline in animal pollinators can
reduce cacao yields. This not only
has an impact on cacao farmers,
but also on chocolate producers.
Dutch financial institutions
worldwide have €510bn in exposure
to companies with high or very
high dependency on one or more
ecosystem services.
Second, the financial sector
finances companies whose
activities often have a negative
impact on biodiversity. Financing
such companies exposes financial
institutions to reputational risks.

Dutch financial institutions
have contributed €97bn in
finance to companies involved in
environmental controversies. In
addition, new government measures
to reduce damage to biodiversity and
ecosystems, or changing consumer
preferences, can result in transition
risks for the companies and financial
institutions involved.
It is important for financial
institutions to build their capacity
in time to analyse and manage the
risks associated with biodiversity
loss. Financial institutions
have various risk management
instruments at their disposal.
When granting loans, banks can ask
companies to address these risks,
and pension funds and insurers
can raise awareness of these risks
by actively engaging with the
companies in which they invest.
DK: When thinking about the
links between biodiversity loss
and the financial sector, how can
regulators create a framework
in which financial institutions
do not just consider their own
dependence on biodiversity and
ecosystem services, but also their
impact?
FE: Dependence is associated
with physical risks, while impact
cannot be viewed separately from
reputation and transition risks.
Physical and transition risks
reinforce each other. Postponing a
transition leads to greater physical
risks and ultimately, to a shorter

and more abrupt transition period,
heightening the transition risks.
DK: One of the key steps to
managing and internalising
biodiversity loss in the financial
system is devising accurate
methods of estimating natural
capital costs and linking those
to specific economic activities.
But given the challenges with
ascribing property rights or legal
ownership over natural capital,
how might liability risk channels
from biodiversity loss affect
financial institutions’ operations,
especially in terms of ascertaining
claimants and defendants?
FE: The 2010 Deepwater Horizon
oil spill showed that polluting
nature on such a large scale can
lead to enormous legal claims. The
companies involved were fined
billions of dollars on the basis
of violating the clean water act.
More recently, in the Netherlands,
the Council of State, the highest
administrative court in the country,
ruled that policies to protect
nature from excessive nitrogen
emissions were insufficient. Sectors
contributing to these emissions will
need to take measures to lower their
nitrogen emissions. This is also a
relevant risk channel for financial
institutions. The three largest
Dutch banks have an exposure of
approximately €81bn to companies
with nitrogen-emitting activities.
Policy regulation by governments to
protect biodiversity and prevent its
loss will increase transition risks.

OMFIF.ORG/SPI

DK: There has been weaker focus
on biodiversity from central banks
globally, and De Nederlandsche
Bank is a notable exception. Why
do you think that is?
FE: I am a strong advocate of
going ‘beyond climate’. The DNB
report shows that biodiversity
loss is a driver of financial risks
and the Dutch financial sector has
material exposures to risks resulting
from biodiversity loss. Financial
institutions must manage all material
financial risks, including those
risks posed by climate change and
biodiversity loss. As a consequence,
just like climate-change related
financial risks, biodiversity lossrelated financial risks fall within
the mandate of central banks and
supervisors.
Biodiversity does not have
an unequivocal metric such as
CO2-equivalents which figures
prominently in climate discussions.
One needs to look at many more
metrics such as nitrogen, phosphorus,
CO2. But let me be very clear: there is
already a lot we can do. Many analyses
can be performed and many more
are possible. When central banks
and supervisors are willing to start
seriously engaging with this topic, I
would advise them to reach out to the
institutions which have relevant data.
We co-operated with the Netherlands
Environmental Assessment Agency
because they are experts in the field
of biodiversity.
DK: How should regulators and
central banks ensure that climate
change and environmental
health are regulated with the
understanding that they are
interrelated? How closely aligned
should the Task Force on Naturerelated Financial Disclosures and
Task Force on Climate-related
Financial Disclosures be?
FE: The Central Banks and
Supervisors Network for Greening
the Financial System and the Single
Supervisory Mechanism have
published guides that cover both

BIODIVERSITY
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‘Biodiversity
loss is a driver of
financial risks.’

PROFILE
Education:
Frank Elderson earned a degree in Dutch law from the University of
Amsterdam in 1994. He obtained an LLM degree from Columbia Law School
the following year.
Career:
Frank Elderson is an executive director of De Nederlandsche Bank. He is
responsible for banking supervision, horizontal supervisory functions and
legal affairs. He is a member of the European Central Bank supervisory
board and chairs the Central Banks and Supervisors Network for Greening
of the Financial System.

climate and environmental risks.
We are aware of the fact that we
have to look at this holistically. The
DNB report stresses the importance
of the interconnectedness between
environmental and climate risks, as
well as the similarity between these
threats (for example, tipping points,
non-linearity, physical and transition
channels). This is not an easy task
since we need more and better data

to obtain a more complete picture
of the risks for the financial sector.
Better, consistent and broadly applied
standards for measuring and reporting
on biodiversity risks are needed. I
wholeheartedly support the efforts of
the TNFD. Initiatives in the field of
climate risks, such as the TCFD, could
serve as an inspiration for identifying
and formulating the goals of the
TNFD. •
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Time to align finance with
biodiversity objectives
Businesses need to systematically account for biodiversity in all areas of decision-making, write
Simon Buckle, head of the climate change, biodiversity and water division, and Edward Perry,
analyst at the Organisation for Economic Co-operation and Development.
T H E D E S T R U CT I O N of
biodiversity has significant
implications for the viability and
profitability of companies. An
estimated $44tn of global value
added depends on the ecosystem
services that biodiversity provides.
As a result, businesses are exposed
to poorly understood risks. At the
same time, the negative impacts
of many companies’ activities on
biodiversity create significant
societal risks, as well as liability
risks for the companies.
Stopping biodiversity loss
requires transforming production
and consumption patterns. These
changes can only be achieved
through coherent and effective
policies, and by aligning finance
with biodiversity objectives.
Global biodiversity spending is
around $78bn-$91bn per year,
mostly public expenditure. The

‘Potentially
harmful public
support is
more than five
times total
biodiversity
spending.’

challenge is not only to increase
finance for biodiversity; it is also
to reduce financing that is harmful
to biodiversity. Potentially harmful
public support is more than five
times total biodiversity spending.
Total financing that is harmful to
biodiversity is likely to be much
higher.
Adopting an ambitious post-2020
global biodiversity framework with
specific and measurable targets
is vital for sending a clear policy
signal to businesses and financial
institutions. Governments should
mainstream biodiversity into their
own budgets and fiscal measures
– reforming harmful subsidies,
greening public procurement,
and pricing biodiversity loss
through economic instruments.
The immediate priority, however,
must be to factor biodiversity into
Covid-19 recovery measures. With

almost $12tn committed to date
globally, spending decisions by
governments could be decisive for
biodiversity and therefore longerterm economic resilience and
prosperity.
Businesses, investors, issuers
and financial regulators need
to systematically account for
biodiversity in all areas of decisionmaking. This requires metrics,
methodologies and a common
framework for measuring and
reporting biodiversity-related
dependencies, impacts and risks.
The future Taskforce on Naturerelated Financial Disclosures
will aim to address these needs,
drawing on existing measurement
approaches and instruments, such
as the Organisation for Economic
Co-operation and Development
guidelines for multinational
enterprises on responsible business
conduct. The RBC guidelines
represent international consensus
on the responsibility of businesses
regarding adverse impacts on
society and the environment,
including biodiversity.
Biodiversity loss and climate
change are urgent and interlinked
challenges. We cannot effectively
address one without tackling the
other. Yet until recently, biodiversity
loss had been relatively neglected in
policy and finance. The increasing
attention that businesses, investors
and central banks are giving to
biodiversity provides some hope
that that this is about to change. •

OMFIF.ORG/SPI

BIODIVERSITY

15

Biodiversity health
is fundamental to
economic health
Halting and reversing biodiversity loss will require action from across all sectors of society,
including the finance sector, writes Katie Leach, senior programme officer at the UN
Environment Programme World Conservation Monitoring Centre.
ACCORDING TO the World Economic
Forum, $44tn of economic value
generation, more than half the
world’s GDP, is moderately or highly
dependent on nature. Yet biodiversity
is in unprecedented decline, with
up to 1m species threatened by
extinction. A report published by
Swiss Re in September found that
a fifth of countries are at risk from
ecosystem collapse. The continued
degradation of vital ecosystem
services represents an annual loss of
at least $479bn.
The next 10 years are a vital
window for tackling the global nature
crisis, and if we succeed, there will be
substantial rewards. The WEF found
that nature-positive solutions can
create 395m jobs by 2030, alongside
$10.1tn in business opportunities.
Every part of society has a
role to play, including financial
institutions. There are real, social
and environmental consequences
to how financial institutions invest
their money. That is why they
should set biodiversity targets
and direct investments to achieve
better outcomes for people and
nature. There is growing awareness
and momentum, with a range of
analyses, target-setting guidance,
and decision-support tools in
development across the sector.
A June 2020 United Nations
Environment Programme report,
Beyond ‘Business as usual’,
highlighted the need for banks,

investors and insurers to set targets
to reduce biodiversity loss across
their activities. It identified nine
critical sectors including, mining,
agriculture, oil and gas, as well as
apparel, accessories and luxury
goods. A step-by-step guide outlines
approaches to biodiversity targetsetting, with example targets
including ‘no net loss’ or ‘net
gain’ of biodiversity. These can be
implemented through measures such
as investing in ecosystem restoration,
biodiversity conservation, and the
sustainable use of natural resources.
The report draws on the science
and analyses of ENCORE (Exploring
Natural Capital Opportunities, Risks
and Exposure), a web-based tool –

developed jointly by UNEP-WCMC
and the Natural Capital Finance
Alliance. A new biodiversity module
for ENCORE is in development to
strengthen biodiversity targetsetting. Due to be released in the
first quarter of 2021, the module
will enable financial institutions to
assess the exposure of their portfolios
to biodiversity risk and alignment
of their portfolios with global
biodiversity goals.
Biodiversity health is fundamental
to economic health. By making nature
part of its decisions, and setting
ambitious targets for biodiversity,
the finance sector can reduce risk
exposure and help to build a more
resilient global economy. •

$479bn

The continued
degradation of
vital ecosystem
services represents
an annual loss of at
least $479bn.
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Innovative investment
cleans up Great Barrier Reef
A new reef credit scheme is set to help safeguard one of the world’s most cherished habitats,
write Daniel Klier, global head of sustainable finance, and Zoe Knight, group head, Centre of
Sustainable Finance at HSBC.
A S T H E sustainable finance market
gains momentum, it is important
to innovate new products and
asset classes. Simply funding more
renewable energy, green transport
and cleaner manufacturing may not
be enough to save the ecosystems
upon which we rely.
That is where ‘natural capital’
– investment aimed directly at
protecting natural habitats – comes
in. This can take many forms,
and HSBC is at the forefront of its
development. In May 2019 we helped
the World Bank issue a €200m
sustainable development bond
designed to raise awareness of the
critical role that water and ocean
resources play in development around
the world.
Our latest step forward in this
market involves the Great Barrier
Reef. The world’s largest living
structure is under severe threat
from climate change. Rising water
temperatures and poor water quality

‘Our analysis shows that
global warming scenarios,
and the associated
projected changes in
physical risks, are not
reflected in aggregate
equity valuations.’

are rapidly killing off the reef’s
coral, endangering the thousands of
animal species that live there, and the
local employment that relies on reef
tourism.
To help combat this, HSBC
Australia is spearheading investment
that will establish the world’s first
water quality market, and help clean
up the reef. HSBC Australia and
the Queensland state government
have become the first private and
public sector buyers of ‘reef credits’,
financial instruments that put a
monetary value on the work needed to
improve the quality of water flowing
into the area.
The reef credit scheme pays
farmers and graziers along the
Queensland coast for actions they
take to reduce sediment, nutrients and
contaminants in the water running off
from their lands.
The investment required to meet
water quality targets for the reef is
estimated to be at least Aud4bn –

good value in the long run, given that
the reef itself contributes Aud6.4bn
to the Australian national economy
and supports more than 64,000 jobs in
Queensland.
Our purchase of reef credits marks
another first in our broader efforts
to protect natural environments and
help our clients lower their carbon
emissions. We have already set up
HSBC Pollination Climate Asset
Management, which will establish
a series of natural capital funds,
investing in a diverse range of
activities that preserve, protect and
enhance nature over the long term.
More broadly, in October we
announced an ambitious set of climate
commitments that will align our client
portfolio with the net-zero pathways
set out in the Paris climate agreement
by 2050. Having already facilitated
more than $52bn in sustainable
financing and investments, we will
aim to raise that figure to between
$750bn-$1tn by 2030. •

‘The investment required to meet water
quality targets for the reef is estimated
to be at least Aud4bn – good value in
the long run, given that the reef itself
contributes Aud6.4bn to the Australian
national economy and supports more
than 64,000 jobs in Queensland.’
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Fresh ideas needed for
measuring biodiversity
What gets measured is what matters. Most companies do not report on their impact on
biodiversity. Coming up with a standard way of doing so will help it flourish, writes Sherry
Madera, chief industry and government affairs officer at Refinitiv.
FINANCE IS increasingly
considering the impact on nature
when allocating capital. Or
perhaps financiers would like the
opportunity to do so. Measuring
biodiversity is complicated because
the asset being protected doesn’t sit
on one balance sheet. Razing a forest
to build a solar farm is a clear credit
on the ledger of alternative energy,
but the impacts of deforestation
on biodiversity aren’t recorded
anywhere. In this crude example, we
can see why investors are seeking
ways to ensure that their support
of sustainability is genuine and the
effects of their investments are truly
positive.
Measuring biodiversity relies on
the data. Consider the availability of
biodiversity data and how to make
investors value it.
Biodiversity data availability is
poor. According to Refinitiv, only
20% of companies report their
impact on biodiversity or activities
that reduce their effect on nature.
What and how they report is not
standardised. The water waste
metric is much tighter than those
looking at environmental restoration
efforts. Defined as the ‘total weight
of water pollutant emissions in
tonnes divided by net sales or
revenue’, only 13% of companies
report on this. The challenges
in making environmental, social
and governance data consistent,
comprehensive and comparable are
acute when it comes to biodiversity.
We need data with useful definitions
and granularity.

Once we have the data, we need
to make it valuable for investors.
For example, geospatial data,
increasingly hyped, give investors
insight into asset risks based on
mapped data. However, the utility
of standalone geospatial data is
limited. Only when it is added to a
company’s physical asset location
disclosures does geospatial data
become powerful. By combining
datasets, investors can determine
which assets may be exposed to
more risk. Analysts can also consider
negative impacts on nature posed
by a company’s physical footprints,
such as a new power plant destroying
an area of dense biodiversity.
Actionable investment decisions
can often only be driven by putting
two or more datasets together. This
requires us to think differently about
data.
Biodiversity risks aren’t the new
climate risks. They are part of an
evolution to net positive investment
cases that recognise both sides of
the environmental balance sheet. As
regulators progress from voluntary
to mandatory disclosure regimes,
data availability is increasing. To
make that data useful, we need to
ensure biodiversity data is included
and that the financial community
combines and considers the data
effectively. •

‘Actionable investment
decisions can often only
be driven by putting two or
more data sets together.’
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Water security and
biodiversity need to be part
of the mainstream
Many businesses damage the very ecosystems they need to survive, writes Herry Cho, director
and head of sustainable finance Asia Pacific and Natalia Rajewska, sustainable finance Asia
Pacific associate at ING Group.
WITHOUT freshwater, there is
no food, no energy and no life.
The Intergovernmental Panel
on Climate Change’s 2019 report
states, ‘Ecosystems, species, wild
populations, local varieties and
breeds of domesticated plants and
animals are shrinking, deteriorating
or vanishing.’ Nearly all terrestrial
life, habitats and ecosystems depend
on freshwater. Likewise, biodiversity
protects against extreme weather and
promotes clean water.
Asia accounts for around 57% of
the world’s annual freshwater use.
Water security in Asia is at risk from
overextraction, mismatches between
supply and demand, excessive
pollution and climate change.
Geopolitical decisions, such as those
involving the use of shared water
resources, can harm water security
too. Population growth, an expanding

‘Freshwater needs
to be viewed as a
scarce resource.’

middle class, urbanisation and
industrialisation drive these risks.
They also play a role in deforestation,
which affects global water cycles
while harming biodiversity.
The solutions, however, can
reinforce each other. Restoring
biodiversity, say through
afforestation, leads to increased
absorption of carbon dioxide,
contributing to mitigating climate
change and decreasing freshwater
scarcity risks. Businesses must
respond to growing pressure
to minimise negative impacts
on freshwater availability and
biodiversity. This is a key part of longterm survival since businesses rely on
healthy ecosystems.
Freshwater needs to be viewed as
a scarce resource. Water productivity
and conservation should be widely
promoted and adopted through

appropriate incentives. Efficient
wastewater management needs to be
integrated into the mainstream. But
these efforts addressing biodiversity
loss risks are not enough. Furtherreaching action, from conservation
efforts to halting deforestation
throughout businesses’ supply chains,
is required.
Market standards have improved
over the past year, which will
boost sustainable financing. Key
developments in this area include
the establishment of the Partnership
for Biodiversity Accounting
Financials, a group of financial
institutions exploring the assessment
and disclosure of the impact on
biodiversity associated with loans and
investments. This was followed by the
launch of the Task Force on Naturerelated Financial Disclosures, which
aims to steer finance towards naturefriendly outcomes. Improved supply
chain assessments and disclosures
will help businesses and financiers
understand the risks, dependencies
and impacts of biodiversity loss on the
bottom line.
Proceeds from green bonds are
already earmarked for projects
supporting areas such as sustainable
water, sustainable land use and
biodiversity. Financial solutions must
continue to innovate and scale-up,
especially when multi-use water
facilities become the norm with the
onset of circular economy. •
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Regulation needed for
nature-related risk action
A new task force for nature could accelerate understanding and reporting of unrecognised
risks and opportunities for the financial sector, writes Andrew Mitchell, founder of Global
Canopy and chief executive officer of Equilibrium Futures.
T H E WOR L D W I DE F U N D for
Nature reports that the world has lost
two-thirds of the animal populations
that underpinned these services.
This combination could do more
in the medium term to destabilise
our economic system than climate
change. Yet many regulatory
authorities and financial institutions
do not appreciate this. What could
convince them to act?
Covid-19 is an example of a naturerelated risk. It has endangered human
lives and businesses, prompting
governments to deploy $12.5tn to
prop up hard hit economies. Many
link the degradation of nature to the
illegal trade of animals in markets
where the virus emerged. The scale of
Covid-19’s effects should be a wakeup call to the finance sector. Nature
won’t wait while it tackles climate
change.
In-flows to environmental, social
and governance funds in 2020 have
far exceeded expectations. Their
performance is dispelling the view
that profit must be sacrificed to
protect the planet. The market
senses a change is imminent. Today
the focus is on transforming energy
systems that threaten climate
change, tomorrow it will be on
transforming systems that threaten
nature.
De Nederlandsche Bank was the
first central bank to undertake a
comprehensive study of naturerelated dependency risk. Its ‘Indebted
to nature’ report found that 36%,
or €510bn , of Dutch financial
institutions’ portfolios were highly or

very highly dependent on ecosystem
services. Other central banks are
considering similar studies.
The Central Banks and Supervisors
Network for Greening the Financial
System’s analysis of ESG measures
published in September offered
insights on climate, but little
on nature. There is not yet a
framework to report on nature as
comprehensively as that developed
by the Financial Stability Board’s task
force on climate-related financial
disclosures. That is about to change.
In September 2020, the United
Nations Development Programme,
UN Environment Programme
Finance Initiative, WWF and Global
Canopy initiated a working group
of representatives from financial
institutions, governments and
corporations to launch a task force on
nature-related financial disclosure.
This will build and disseminate

a framework for reporting
nature-related dependencies and
opportunities by 2023.
Creating such a framework will
be challenging. There is no number
equivalent to the 1.5 degrees Celsius
target as a limit to global warming set
by the Paris climate agreement. There
is no shortage of data, but there is no
‘decision grade’ metric. Regulators
must play a role in recognising
nature-related risks and growing the
appetite to integrate such risks into
financial reporting.
That will help move money
away from nature-negative
investments and toward naturepositive ones. That is what the
TNFD will do. It will help develop
comprehensive reporting standards
for sustainability, aligned with the
sustainable development goals. But
strong regulation is still needed if
these efforts are to be successful. •

‘The Central
Banks and
Supervisors
Network for
Greening
the Financial
System’s analysis
of ESG measures
published in
September
offered insights
on climate, but
little on nature.’

Forthcoming meetings
JANUARY
Roundtable on bridging data gaps in partnership with the
Central Banks and Supervisors Network for Greening the
Financial System.
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Roundtable with the Banque de France on central
bank engagement with financial institutions on the
green agenda: Reflections on the latest NGFS report,
‘Environmental risk analysis by financial institutions’.

FEBRUARY
Roundtable with De Nederlandsche Bank on biodiversity
risks for the financial system: Discussion on the economic
and financial impact of biodiversity loss and the
framework for a Taskforce on Nature-related Financial
Disclosures, drawing on the DNB’s ‘Indebted to nature’
report. Practical insights on integrating sustainability
practices in central bank operations.
Roundtable discussion on the implications of Joe Biden’s
presidency for the green agenda in the US and his plans to
tackle climate change.

FEBRUARY
Launch of the eighth annual Gender Balance Index, which
tracks the presence of men and women in senior positions
at central banks, sovereign funds and public pension
funds.

Other forthcoming meetings:
Roundtable with Danmarks Nationalbank: Reflections on
how central banks can engage with sustainable finance
to green their portfolios, including pensions, foreign
reserves, and monetary policy.

