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A changing financial landscape

Historically, the financial sector has allocated little capitals to forestry: limited profits from
raw material production (wood) and relevance of services non-rival, non-excludable services

(public goods)
- Relatively few philanthropic investments (donations)

Recent developments have changed this landscape: two major drivers

a push for investments including
biodiversity protection, climate change
mitigation and adaptation and, more
recently, land restoration

Demand side: an informed civil
society
+

Supply side: values awareness

and threat of potential erosion
of reputational value by l

companies

Sustainable investments/ finance
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Demand and
supply trends
and related
drivers
influencing
forest

investments
(Dasos Capital, 2020)
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Economic Growth (+)

* Rapid growth in emerging countries driven
especially by China and India

« Huge difference in per capita consumption of forest
products

Demographic Trends (+/-)

« Rapid population growth in emerging countries
« Household and population increase in the US

- Stagnant populations in most western countries

Consumer Trends and Substitution (+/-)
+ ICT and consumer preferences reduce demand for
paper in most developed countries

» Need for low-energy and low or zero-carbon products
favors wood products

« Increasing use of wood due to “green housing

« New products and technology

Climate Change Policies & Regulation
« Role of forestsin global and national climate
change policies increasing

- Carbon credit trade, offsets

Shift Towards a Biomass-based
Economy (+)

« Increasing scarcity of fossil fuels

« Energy policies favor bioenergy

« Increasing demand for wood biomass due to
environmental reasons

for Envir tal Services

Pay
(PES) (+)
« Biodiversity conservation
+ Landscape conservation
« Watershed mgmt.

Increased role of sustainable

forest finance

Increased level of profits

Overall
Increasing Reduced Area for Production (-)
« Natural f, creasingly put aside for
Demand conservati rotection
edased ievel o1 pro
proved Governance (-)
stainability requirements reduce supply
Improved control of illegal logging and trade
reduces supply
INCREASING
TIMBERLAND
PRICES Competing Land Uses (-)

« Agriculture and livestock
« Bioenergy production
- Residential and recreational land use

Productivity Improvements (+)
« Higher yielding plantations
« Improvement of genetic material

Overall
Decreasing

Supply
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Various types of commitments/claims 2>

investments (also in forestry)

Climate-related commitments/claims

Carbon neutral(ity)
Zero carbon
Climate neutral
Zero emissions

GHG neutral(ity)
Climate positive
Carbon negative
1.5°C target

Biodiversity commitments/claims

* Nature positive

* Biodiversity neutral(ity)
* Nature neutral(ity)

Environmental commitments/claims

* Net zero
* Net negative

* Science-Based Targets Network
(SBTN) Compliance
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Different meanings of sustainable
finance/investments

Sustainable investin, like sustainable finance, is an umbrella term:

* Investments that take into account of environmental, social and governance (ESG)
criteria

* Investments aligned with the SDGs

or, more operationally, investments that are aligned with some criteria and indicators

defined by public authorities (Taxonomy) or private ones

A more specific approach is taken with the terms ”“green investments”, which are usually
aligned with Do No Significant Harm (DNSH) principle and criteria related to
environmental aspects, but have also a positive effect on the environment

An even narrower perspective is that of "climate, biodiversity or conservation
investment/finance”: more specific targets
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Investments in all types of forests have unique challenges
compared to other forms of investment (sinkiey et af., 2001; carroll, 2003;
Hua et al., 2022; Lundgren, 2005; Lutz, 2004; Mortimer, 2009; Toppinen et al., 2012)
Positive aspects:
* Diversified revenue components: rising real prices for timber and forest land, biological growth
(although generally very slow)
Timber Historical sources of timberland return
price Source: The ilnternational Woodland Company 2009
changes
25-35%
Biological
growth
65-75%
Landvalue
changes
2-5%
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Investments in all types of forests have unique challenges

compared to other forms of investment (sinkiey et al., 2001; carroll, 2003;
Hua et al., 2022; Lundgren, 2005; Lutz, 2004; Mortimer, 2009; Toppinen et al., 2012)

Positive aspects:

* Inflation hedging: forest returns are generally positively correlated with inflation

*  Returns on forest investments are less correlated with returns on other financial assets >
portfolio strategies

*  Presence of generally positive environmental externalities; forest investments can improve
green credentials = reputational value for investors

Negative aspects:

*  Relatively long-term investments (return is linked to the growth cycle of trees)

*  Presence of disruptive factors (e.g. storms, fires, pests, floods) € more frequent extreme events
*  Presence of local and international stakeholders - transaction costs

Further info:
European Forest Institute
www.efi.int




