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EXECUTIVE
Summary

Financial institutions are increasingly exposed to nature-related
risks that threaten long-term asset performance and economic
stability. Nature-based solutions (NBS) offer a strategic pathway to
mitigate these risks while unlocking new investment opportunities.
However, their adoption in mainstream finance remains limited
due to technical, structural, and market barriers. This guidebook
provides financial institutions with a step-by-step framework

to understand, evaluate, and integrate NBS into investment
strategies—supporting risk management, sustainable growth, and
innovation in emerging markets. By aligning capital flows with
nature-positive outcomes, financial actors can enhance portfolio
resilience, meet regulatory expectations, and contribute to a
thriving, sustainable economy.
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HIGHLIGHTS

Financial institutions face increasing
nature-related materiality risks, with over 50
percent of global economic sectors highly
dependent on nature.

These risks—both physical and transitional—
can lead to systemic financial impacts,
eroding asset performance and undermining
long-term progress toward the Sustainable
Development Goals.

Nature-based solutions (NBS) offer a holistic
approach to mitigate these risks and avoid

an irreversible collapse of ecosystems that
underpin the global economy while unlocking
opportunities for value creation. Yet most NBS
financing is still borne by the public sector.

Despite their promise, NBS remain underused
in mainstream finance. Key barriers include

a lack of standard definitions and metrics for
NBS in finance, limited internal capacity, high
transaction costs for small-scale projects, and
liquidity concerns—challenges often tied to
the public-good nature of these solutions.

Adoption is further hindered by evidence
gaps in financial returns, benefit distribution
among economic sectors, and measurable
environmental and social impacts.

This guidebook identifies key challenges in
scaling NBS finance and provides a clear
roadmap for financial institutions to follow.
It highlights how financial institutions can
tap into NBS-related opportunities across
three domains: risk mitigation and portfolio
resilience; sustainable financial growth;
and emerging market opportunities and
financial innovations.

The context

The global economy is deeply interconnected with the
health of natural ecosystems, with approximately 50
percent of global gross domestic product highly depen-
dent on nature, according to the World Economic
Forum (WEF 2020). However, ongoing ecosystem
degradation presents significant financial risks, particu-
larly for nature-dependent sectors such as agriculture,
real estate, utilities, manufacturing, and tourism (GFI
2024a). These risks, compounded by climate change
impacts, are expected to become increasingly material,
leading to higher capital expenditures related to post-
disaster recovery and resource scarcity, as well as greater
uncertainty in the stability of the real economy. In turn,
this can negatively affect companies’ financial perfor-
mances, risk profiles, profitability, and long-term returns,
ultimately influencing investors’ perceptions of revenue
growth potential and confidence in market valuations.

The traditional business model is increasingly viewed
as financially unsustainable in the face of rapidly
intensifying natural disasters. In recent years, the grow-
ing frequency of natural disasters—such as the wildfires
in southern California and extreme floods in Europe and
Kenya in 2024—alongside expanding scientific evidence
on the materiality of these risks and evolving regulatory
policies, has led to increasing recognition of nature-
related financial risks in the private sector.

Moreover, key regulatory developments—including
the European Union (EU) Regulation on Deforesta-
tion-Free Products (EUDR), the EU Corporate Sus-
tainability Reporting Directive (CSRD), EU Sustain-
ability-Related Disclosures in the Financial Services
Sector (SFDR), and EU Sustainability Taxonomy—
have increased the risk and cost of noncompliance.

At the same time, shifting consumer preferences toward
sustainable products are reshaping market dynamics,
further reinforcing the need for financial institutions to
integrate sustainability considerations into their invest-

ment strategies.

In response, nature-based solutions—actions that
protect, restore, and manage ecosystems to address
social, economic, and environmental challenges while
enhancing well-being, resilience, and biodiversity
(UNEA 2022)—offer a holistic approach for financial
institutions to mitigate these risks, improve financial
stability and future returns, and comply with the
evolving regulatory landscape. Figure ES-1 highlights
the opportunities NBS offer financial institutions to
reduce risks, strengthen nature’s resilience for long-term
financial performance, and generate positive impacts for

both people and nature.

By integrating NBS into their investment strategies,
financial institutions can take a more proactive role in
driving positive environmental and social outcomes.
'They can act as direct drivers by allocating capital to
NBS projects that protect, enhance, or restore ecosystems
or by prioritizing investments in companies committed
to making nature-positive impacts. Additionally, they
can serve as system enablers by addressing the underly-
ing drivers of ecosystem degradation through targeted
investments or by divesting from environmentally
harmful activities. These investments will contribute to
healthier, more resilient ecosystems, helping to mitigate
natural disasters, support climate change adaptation and
mitigation, and generate lasting benefits for local com-

munities and society as a whole.



Figure ES-1 | NBS as an opportunity for financial institutions to mitigate risks and reshape the future finance landscape

Reduce nature-related materiality risks for 50% of the world economy highly reliant on nature and improve long-term financial performance and risk-adjusted returns
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Note: NBS: nature-based solutions.
Source: WRI authors.

However, NBS investments require specialized techni-
cal knowledge and expertise that are often lacking in
the traditional finance sector. Many financial institu-
tions face internal capacity constraints, including limited
technical knowledge of and expertise in NBS, which

are required to effectively assess NBS opportunities. At
the same time, the unique characteristics of NBS assets,
combined with the nascent state of the NBS market,
create several challenges. For example, there is a lack of
availability of high-integrity (and therefore lower-risk)

projects for scaling investments. Additionally, the struc-
turing of small-scale projects often incurs high transac-
tion costs, while the long investment horizons (exceeding
10-30 years) and uncertain risk-return profiles associated
with the emerging NBS market can lead to liquidity
concerns. These challenges are often incompatible with
traditional investments—such as bonds, cash, real estate,
and equity—where investors expect short-term capital
appreciation, dividends, and interest earnings, deterring
the incorporation of NBS into investment strategies.

i

Positive social impact

About this guidebook

Against this backdrop, this guidebook provides a clear
framework for financial institutions to understand,
invest in, and leverage NBS effectively. Leveraging, in
this context, refers to the broader role financial institu-
tions can play, not just by investing directly in NBS, but
by influencing the companies within their portfolios. By
shifting investment strategies toward nature-positive

outcomes, financial institutions can incentivize the
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companies they invest in to drive further investments
into nature, amplifying the impact of NBS across their
entire portfolios. Informed by consultations with the
finance industry and a comprehensive literature review,
the guidebook addresses key knowledge gaps and ofters
practical guidance tailored to mainstream financial
institutions with limited experience in nature-related
investments, enabling them to integrate NBS into their
investment strategies, develop solutions to overcome
barriers, and drive and accelerate financial innovations to

bridge critical nature-finance gaps. The guidebook is pri-

marily designed for institutional investors or asset owners

(such as banks, insurance companies, and pension funds)
as well as asset managers (including investment firms,

private equity firms, mutual funds, and hedge funds).

We offer step-by-step guidance for financial institu-
tions on how to integrate NBS considerations into
their investment strategies—f{rom identifying relevant
NBS investment opportunities aligned with an existing
portfolio to structuring finance and conducting impact
assessments and reporting (see Figure ES-2). While
these steps are presented sequentially for clarity, they
are not strictly linear but rather reinforce one another.
For instance, internal capacity-building is shaped by

a clear strategic direction for NBS investment, yet it
also plays a fundamental role in strengthening all other
steps over time.

Figure ES-2 | Stepwise guidance to “INSPIRE” alignment of investments with NBS opportunities

This guidebook equips financial institutions with clear
definitions of investable NBS opportunities; an over-
view of existing methodologies, tools, data platforms,
and regulatory and reporting frameworks; and innova-
tive financial instruments to support the advancement
of their NBS investment strategies and practices. It
outlines key areas where NBS have the potential to
catalyze sustainable economic growth and generate long-
term financial returns for financial institutions. Institu-
tions can leverage NBS-related investment opportunities

across three domains:

B Risk mitigation and resilience in existing portfolios
B Sustainable growth of financial returns

B Emerging market potential and finance innovation

Clear strategic directions guide effective capacity building

Step 2.
Step 1.

DENTIFY NBS opportunities to
derisk traditional investments

engage stakeholders

Note: NBS: nature-based solutions.

URTURE partnerships and

Step 4.
Step 3. UT into action and monitor
TRUCTURE the NBS investments
investment framework

Source: WRI authors, based on initial consultations with financial experts specializing in nature finance.
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Step 5.

Strong internal capacity and incentive ensure successful and sustained NBS integration

Step 6.

R INFORCE internal capac-
transparency ity and incentive structure

and reporting



Each domain offers distinct investment strategies
tailored to different risk tolerances and financial goals.
By strategically integrating NBS into their investment
portfolios, institutions can unlock opportunities that
align with specific risk appetites—whether focused on
capital preservation, long-term growth, or high-reward
innovation—while advancing sustainability objectives.

This guidebook also underscores the need to increase
data transparency, improve reporting practices, build
technical capacity and partnerships, and reform

incentive structures within financial systems to drive

impact-oriented investments while ensuring credibility

and avoiding “impact washing.” However, achieving this
transformation requires change from within. Financial
professionals must adopt a systemic approach, deepen
understanding of the technical challenges unique to
NBS projects, and demonstrate a strong commitment to
reforming traditional financial systems to prioritize long-
term sustainability over short-term gains.

Integrating NBS into their investment strategies will
enable financial institutions to proactively manage
the financial risks linked to nature degradation and
climate change, seize emerging market opportunities

aligned with sustainability objectives, and enhance

portfolio resilience—all contributing to improved

long-term financial performance and generating posi-
tive impacts for people and nature. By actively engaging
with key stakeholders, financial institutions could take a
leading role in mobilizing much-needed private capital
into nature, unlocking new pathways for sustainable
finance and driving the transition toward a nature-

positive economy.
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SECTION 1.
Introduction to the guidebook

Nature-related risks pose growing financial threats to global
markets, particularly in nature-dependent sectors. Nature-based
solutions (NBS) offer a powerful way for financial institutions to
manage these risks while unlocking new investment opportunities
and supporting long-term sustainability. This guidebook provides a
practical framework for institutional investors and asset managers
to understand, assess, and scale NBS investments. It aims to

build technical capacity, align nature with investment goals, and
catalyze action toward nature-positive, carbon-neutral outcomes.
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The global economy is intricately linked to the health of
natural ecosystems. According to the World Economic
Forum, approximately 50 percent of global gross domes-
tic product (GDP) is highly dependent on nature (WEF
2020). The ongoing destruction of ecosystems presents
significant financial risks, particularly for sectors that
depend heavily on natural capital, including agriculture,
real estate, utilities, manufacturing, and tourism (GFI
2024a). This poses significant material risks for both
macroeconomic and financial systems (NGFS 2024).

For example, between 2000 and 2018, the Caribbean

region experienced 189 nature-related disasters, caus-

ing over US$26 billion in total damages—equivalent

to approximately 2 percent of regional GDP annually
(CDB 2019). In the United Kingdom (UK), a recent
study suggests that environmental decline could lead to
an estimated 12 percent GDP loss by 2030—surpass-
ing the 11 percent contraction caused by COVID-19
in 2020 (GFI 2024a). Ultimately, these macroeconomic
risks can extend to and significantly impact finan-

cial institutions.

Moreover, nature-dependent sectors make up a sub-
stantial share of many banks’ portfolios, increasing their
exposure to nature-related risks. These risks can impair
assets and collateral, reduce corporate profitability,

and lower insurability, ultimately affecting traditional

financial risk categories (NGFS 2024). A recent analysis
suggests that the seven largest UK banks could face valu-
ation adjustments of 4-5 percent in domestic holdings

(excluding finance) over the next decade due to physical
nature-related risks (GFI 2024a).

‘The global private sector’s growing focus on nature-
related financial risks is driven by the rising frequency of
nature-related disasters; expanding scientific evidence of
their materiality impact; shifting consumer preferences
toward sustainable products; and regulatory shifts such as
the European Union (EU) Regulation on Deforestation-
Free Products (EUDR), EU Corporate Sustainability
Reporting Directive (CSRD), EU Sustainability-Related
Disclosures in the Financial Services Sector (SFDR),
and EU Sustainability Taxonomy.

For instance, the failure of breadbasket crops and signifi-
cant global food and water shortages caused by extreme
weather events could lead to an estimated $5 trillion loss
to the global economy over five years, with the potential
cost soaring to $17.6 trillion in the most extreme sce-
nario (Ranger et al. 2023). These compounded nature and
climate risks will become increasingly financially material
in the coming years, adversely affecting companies’
financial performances, profitability, and future returns.
Ultimately, this could diminish investor confidence,
negatively affecting market valuations and the future

earnings potentials of the affected companies.

In response, nature-based solutions (NBS)—actions
that protect, restore, and manage ecosystems to address
social, economic, and environmental challenges while
enhancing well-being, resilience, and biodiversity
(UNEA 2022)—provide a holistic approach to address-
ing these aggregate nature-related financial risks. NBS
projects focusing on ecosystem restoration, protection,



and sustainable management offer viable strategies to
mitigate nature-related financial risks, generate financial
value, and deliver benefits for both nature and people at

the local and societal levels.

Implementing NBS projects such as ecosystem restora-
tion, green infrastructure, and sustainable agriculture
can enhance the resilience of economic sectors heav-

ily impacted by and dependent on natural resources.
Strengthening this resilience against future risks deliv-
ers public benefits by supporting essential ecosystem
functions that underpin long-term financial stability and
sustainability. It also has the potential to drive increased
private value creation and improve ecosystem health.
Research highlights that urban green infrastructure,
particularly large-scale urban parks, which are often
financed by public funds through urban planning, not
only increases property and asset values but also delivers
substantial health benefits (Hoover et al. 2020; Ding et
al. 2021). Additionally, NBS projects have the potential
to unlock new revenue streams for private sectors and
expand their share of benefits captured by tapping into
emerging investment opportunities including nature-
tech start-ups and the trading of biodiversity and

carbon credits.

In recent years, nature has gained prominence among
investors, supported by frameworks like the Taskforce

on Nature-related Financial Disclosures (TNFD), the
launch of the International Sustainability Standards
Board, and the creation of the Science Based Targets
Network (Pollination Group 2023a). This momentum
has been further strengthened by global policy develop-
ments like the Paris Agreement and the Kunming-Mon-
treal Global Biodiversity Framework. In parallel, research

on NBS has grown substantially in Europe since 2015,

partly supported by the research grants from Horizon
2020 (2014-2020) (Dunlop et al. 2024), empowering
researchers and stakeholders to explore and implement
innovative nature-based strategies. Proactively adopting
these frameworks, alongside supporting net-zero and
nature transitions, can help reduce the compliance costs

associated with evolving regulations.

Despite this progress, financial institutions still lack
comprehensive guidance on how to integrate nature- and
biodiversity-related factors into their transition plans
and decision-making processes (GFANZ 2024). Fur-
thermore, while financing NBS can generate multiple
environmental, social, and economic benefits, quantify-
ing and disentangling these impacts can be challenging,
complicating accurate measurement and increasing the

risk of double counting.

In this context, we developed the Financial Sector
Guidebook on Nature-Based Solutions Investment (hereafter
referred to as the Guidebook) to serve as a framework for
financial institutions seeking to understand, invest in,
and leverage NBS opportunities effectively. Informed by
consultations with the finance industry and a compre-
hensive literature review (see Appendix A), the Guidebook
is designed for private institutional investors and asset
managers looking to advance their NBS investment
strategies. It helps address key knowledge gaps and

offers practical guidance to inspire action and scale up
private capital toward nature-positive and carbon-neutral
projects. Further, it aims to catalyze impactful NBS
investments while aligning environmental and social
impact metrics with company fundamentals, supporting
institutions in embedding nature into their investment

decision-making processes.

More specifically, the objectives of the Guidebook
include the following:

B Highlight priority areas: It identifies key areas
where NBS can act as a strategic lever for financial
institutions to drive sustainable growth in the real

economy and protect future financial returns.

B Provide step-by-step guidance: It offers a
framework to help institutional investors and asset
managers strengthen their NBS technical capacities.
This enhanced knowledge will enable them to
independently assess how NBS opportunities align
with their institutional investment goals and identify
both direct and indirect investment opportunities.
Indirect opportunities can be realized by reducing
material risks within existing portfolios through
strategic influence on portfolio companies—such as
setting expectations, developing new financial services
and products, engaging informally, and assisting
clients in integrating NBS strategies into their

business models.

B Inspire investment action: Through real-
world examples, the Guidebook aims to motivate
asset managers and institutional investors to
recognize the imperative to invest in NBS and the

opportunities they provide.

While NBS play a crucial role in sustainable finance,
they may not be equally applicable to all existing
portfolios across sectors and geographies. Therefore, the
Guidebook will emphasize the connections between NBS
and broader asset classes, helping to clarify for financial
institutions how NBS-related investments can impact

their financial, environmental, and social objectives.
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SECTION 2.

Why NBS investment? Why now?

This section highlights the fundamental rationale and urgency for
financial institutions to integrate NBS into investment portfolios as
a holistic approach to drive long-term growth and value creation.

Financial sector guidebook on nature-based solutions investment | 15



The rising nature-related
risk exposure in investment
portfolios and the real economy

Nature-related risks are increasingly affecting investment
portfolios and the broader economy, posing both direct
and systemic financial threats. Fourteen of the 18 ecosys-
tem services—defined as goods and services provided by
ecosystems to humans, such as provisioning (e.g., food,
freshwater, raw materials), regulating (e.g., air quality,
pollination, climate, water runoff), cultural (e.g., recre-
ation, tourism), and supporting (e.g., nutrient cycling,
photosynthesis) services—have declined since the 1970s
(IPBES 2019). This ongoing degradation poses signifi-
cant financial risks for businesses and investors reliant
on natural capital. A collapse in key services like wild
pollination, marine fisheries, and timber provision could

result in annual economic losses of 2.3 percent of global

GDP (or $2.7 trillion) by 2030 (WB 2021).

For financial institutions, nature-related risks manifest as

the following (TNFD 2022):

B Physical risks arise from environmental degradation
and climate-related events, such as extreme weather,
biodiversity loss, and declining ecosystem services,
which affect economic activities. Physical risks will
become more material in the coming years due
to physical income, asset, and profitability losses,
increasing the exposure of financial portfolios—and
their underlying financial performance and future

returns—to nature risks.

B Transition risks stem from a misalignment with
regulatory shifts, evolving market dynamics, and

changing consumer and investor expectations

16 | WRIORG

regarding sustainability. They may be triggered by
changes in regulations and policies (e.g., EUDR,
CSRD, EU Sustainability Taxonomy), legal
precedent, technological advancement, or shifts in
investor and consumer preferences (e.g., demand for

organic products).

If left unaddressed, these risks can evolve into systemic
risks, leading to ecosystem collapses, economic disrup-
tions, and cascading sector-wide failures. For instance,
the overexploitation of natural resources (e.g., water,
timber, minerals, fish stocks) beyond planetary bound-
aries, or excessive waste and pollutants surpassing an
ecosystem’s capacity to recover, can cause severe disrup-
tions (UNEP 2024). These impacts pose significant
risks to long-term financial stability and the broader

economic system.

As ecosystems deteriorate and regulatory frameworks
tighten, businesses dependent on natural capital will face

increasing challenges, including the following:

B Resource scarcity and rising costs: The depletion of
essential resources—such as clean water, fertile soil,
and raw materials—will drive up operational costs for

industries that depend on them.

B Regulatory and compliance pressures: Stricter
environmental policies may require costly operational
changes, introduce new compliance requirements, or

impose penalties on noncompliant businesses.

B Market and reputational risks: Shifts in consumer
preferences toward sustainability place businesses
with high environmental footprints at risk of
declining market demand, investor scrutiny, and

reputational damage.

B Supply chain vulnerabilities: The degradation
of ecosystem services—such as pollination, water
filtration, and flood regulation—can disrupt
supply chains, increasing production costs and

operational risks.

B Stranded asset risks: Business models reliant on
unsustainable natural resource extraction may see
asset values decline as markets and regulations

transition toward sustainability-focused investments.

'This dynamic can lead to financial losses not only for
individual businesses but also across the broader econ-
omy. Financial institutions with diversified portfolios will
be broadly affected as companies across multiple sectors
face financial downturns due to nature-related risks. Pro-
actively managing and mitigating these risks is therefore

essential for long-term financial stability.

A real-world illustration of this risk is California’s
persistent droughts, which have severely reduced water
availability, slashing crop yields and resulting in billions
of dollars in lost agricultural revenues. The 2021 drought
alone cost the state’s agriculture sector an estimated

$1.1 billion and nearly 8,750 full- and part-time jobs.
When considering the ripple effects on other economic



sectors, the total economic impact rose to $1.7 billion
and 14,634 full- and part-time jobs lost (Medellin-
Azuara et al. 2022).

Similarly, in the tourism sector, degradation of natural
assets (e.g., coral reefs, mangroves, tropical forests) can
diminish the appeal of destinations, reducing tour-

ist footfall and revenues. Lower tourist arrivals reduce
incomes for hotels, restaurants, and local economies
dependent on ecotourism. The decline of coral reefs due
to ocean acidification and warming has severely impacted
tourism revenue in regions like the Caribbean (Waite et
al. 2014). It is estimated that the Mesoamerican Reef in
the Caribbean provided goods and services worth around
$6.2 billion in 2017 from fisheries, tourism, and shoreline
protection (UNEP et al. 2018).

As these risks intensify, financial institutions must
integrate nature-related risk assessments into their
investment strategies and scale up NBS to systemically
mitigate risks. By doing so, they safeguard portfolios that

depend on healthy ecosystems and play a critical role
in reinforcing the ecological foundations upon which
all economic activity relies. Through their influence
over capital allocation across entire portfolios, financial
institutions hold a unique lever to drive resilience and
sustainability at scale—beyond what individual compa-
nies can achieve alone.

Nature-based solutions as
opportunities to mitigate
nature risks

Nature-based solutions refer to localized actions to
protect, conserve, restore, sustainably use, and manage
natural or modified terrestrial, freshwater, coastal, and
marine ecosystems. They address social, economic, and
environmental challenges effectively and adaptively while
supporting human well-being, providing ecosystem

services, and resulting in resilience and biodiversity ben-

efits (UNEA 2022). The United Nations Environment
Assembly also recognizes that NBS

B require social and environmental safeguards;

B can be implemented in accordance with local,

national, and regional circumstances;

B can help stimulate sustainable innovation and
scientific research;

B contribute to climate actions, but do not replace the
need for rapid, deep, and sustained reductions in
greenhouse gas (GHG) emissions;

B can improve actions for adaptation and resilience to

and mitigation of climate change and its impacts; and

B improve the potential of sustainable and
environmentally sound bio-based products,
innovations, and technologies that result from
NBS to contribute to sustainable consumption and
production and be beneficial to nature (UNEA 2022).
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While the technical definition of NBS may not seem
immediately relevant to financial institutions, these solu-
tions can generate environmental outcomes that trans-
late into tangible economic opportunities. Integrating
NBS into investment strategies—through sectoral and

geographic diversification and proactive assessment of

nature-related opportunities—can help enhance portfolio

resilience against escalating natural disasters, which is

essential for long-term financial returns. This approach
also strengthens regulatory compliance and unlocks new

avenues for sustainable growth.

Figure 1 illustrates examples of economic opportuni-
ties linked to NBS in the real economy. It is important
to note that these outcomes are not mutually exclusive

but rather interconnected and mutually reinforcing. For

Figure 1 | Examples of economic opportunities linked to NBS in the real economy

example, planting protection forests in the upstream
areas of a watershed not only helps reduce disaster risks
like flooding and soil erosion but also contributes to
climate mitigation by increasing biomass for carbon
sequestration. Similarly, in coastal regions, mangrove
restoration plays a key role in climate adaptation by
enhancing coastal resilience. At the same time, it reduces
disaster risks from storm surges, protects infrastructure

Nature-based solutions (NBS): actions by

individuals, businesses, and communities

4 4 N4

To protect and To improve and To restore
conserve intact sustainably manage degraded
ecosystems ecosystems ecosystems

Nature-positive outcomes

Healthy and resilient
ecosystems

Benefits to local communities and society at large

Ecosystem-based climate adaptation

Examples of economic opportunities:

= Sustainable revenues from enhanced ecosystem resilience
against natural disasters (e.g., droughts, floods):

V' Agriculture: water-saving irrigation systems to mitigate
drought impacts; increased vegetation cover to reduce
erosion and flood risks.

V' Real estate and infrastructure protection: green roofs, urban
forests, mangrove restoration, and sponge city design to
enhance climate resilience.

= Premium pricing: high-quality natural products from healthy
and resilient ecosystems, such as agroecological farms or
sustainably managed forests, command higher market value.

Note: NBS: nature-based solutions.
Source: WRI authors based on UNEA 2022.

18 | WRIORG

Ecosystem-based disaster risk reduction (DRR)

Examples of economic opportunities:

= Avoided damage costs: strengthened coastal protection
through mangrove restoration reduces infrastructure damage
and enhances climate resilience.

= Reduced water risks: afforestation of protective forests and
watershed conservation improve water retention and reduce
risks of drought and water scarcity.

= Emerging market opportunity: rehabilitation of natural
habitats and improved ecosystem integrity create opportunities
for biodiversity credits.

Ecosystem-based climate mitigation
including carbon reduction and removal

Examples of economic opportunities:

= Emerging market opportunity for carbon credits:

v Forest-based solutions: restoration of degraded forests,
sustainably managed commercial forests, and avoided
deforestation.

v Ecosystem restoration: peatland restoration.

= Decarbonized food supply chains from reduced chemical
inputs and increased agroecological practices.

= Innovative solutions: in bioenergy, bio-based products,
emerging climate-friendly technologies, etc.



like seawalls, and increases carbon sequestration in the
mangrove biomass (Ding et al. 2021). This interdepen-
dence makes it challenging to isolate and quantify the
individual benefits of NBS investments. However, when
implemented effectively, NBS can enhance ecosystem
resilience and health, providing increased ecosystem
services that directly or indirectly benefit both the local

communities and society at large.

Additionally, by integrating NBS strategies from the
outset, financial institutions can also strengthen their
influence over investee companies’ net-zero and nature
transition plans (see Box 1 for definitions). This, in
turn, enhances alignment with their own nature and

climate goals.

The overlooked role of financial
institutions in driving nature-
positive impacts

Financial institutions play a pivotal yet often overlooked
role in shaping nature’s future. As illustrated in Figure 2,
by allocating capital through traditional financing instru-
ments in portfolio companies such as equity, loans, real
estate, or bonds, mainstream financial institutions can
directly influence economic activities. Their investment
choices can either accelerate ecosystem and biodiversity
degradation or drive restoration and protection, depend-
ing on how capital is deployed. These choices have far-
reaching implications for long-term economic prosperity,
risk exposure, and financial stability.

Investing in companies with positive impacts on nature
can help steer the economic system toward a more
sustainable trajectory by lowering both physical and

Box1 | What are net-zero and nature transition plans?

Net-zero transition plans: Using the definition given by the Glasgow Financial Alliance for Net Zero, “a net-zero transition
plan is a set of goals, actions, and accountability mechanisms to align an organization's business activities with a pathway to
net-zero GHG emissions that delivers real-economy emissions reduction in line with achieving global net zero."”* While the
definition is implicit, it should be noted that nature’s role in achieving net-zero extends beyond carbon removals. The way we
manage natural ecosystems directly contributes to emissions, making interventions such as the deployment of NBS crucial
for reducing emissions and enhancing climate resilience in sectors such as agriculture. Clearly, reaching net-zero is impos-
sible without nature, yet nature's ability to sequester GHG emissions is rapidly diminishing due to rising temperatures.®

Nature transition plans: A nature transition plan refers to an aspect of an organization’s overall business strategy that lays
out the organization's goals, targets, actions, accountability mechanisms and intended resources to respond and contribute
to the transition implied by the Global Biodiversity Framework where biodiversity loss is halted and reversed by 2030 to

put nature on a path to recovery by 2050. Actions in such plans should prioritize real economy changes and may include:
avoiding and reducing negative impacts; protecting, conserving, regenerating and restoring nature; transforming underlying
systems to address the drivers of nature loss; and collaborating and engaging with Indigenous Peoples, Local Communities
and stakeholders. It tackles biodiversity loss and nature degradation, which are closely linked to climate stability, while sup-

Notes: a. GFANZ 2022; b. Greenfield 2024; c¢. TNFD 2024,

porting efforts to improve the resilience and productivity of ecosystems.

transition risks (Figure 2, Path 1). For instance, in the
agriculture sector, poor soil health, water scarcity, and
reduced pollination caused by biodiversity loss can lower
crop yields and livestock productivity, ultimately reduc-
ing revenues. By investing in companies that promote
regenerative agricultural practices at the landscape

level, financial institutions can help improve soil health,
enhance water retention, and support biodiversity—con-
tributing to more stable yields and long-term profitabil-
ity for agribusinesses and commodity-based investments.
While some of these benefits may accrue directly to
individual firms, broader and more lasting impacts—such
as resilient supply chains and ecosystem restoration—can

be realized only if a critical mass of companies and

financial institutions within a region adopts similar
practices. Without this collective action, the system may
not transform sufficiently to secure these wider benefits.

Conversely, continued investments in nature-harming
companies reliant on unsustainable agricultural intensi-
fication and expansion—key drivers of land degradation
and deforestation—amplify these risks (Figure 2, Path
2).'The interplay between physical and transition risks
significantly impacts financial performance and returns

due to increased operational costs or direct damage costs.
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Figure 2 | How financial institutions impact nature through their investments
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However, many financial mechanisms, such as subsidies,
investments, and lending practices, are deeply embedded
in a system that prioritizes short-term financial returns
over long-term environmental sustainability (Soer et al.
2024).This system rewards industries that exploit natural
resources without accounting for their true environmen-
tal costs, leading to overexploitation, pollution, and eco-

system collapse. By failing to internalize environmental
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externalities, the financial system reinforces a destructive
cycle, jeopardizing the very natural assets that underpin
long-term economic stability and prosperity.

Addressing this challenge requires a fundamental shift
in the traditional finance landscape and in invest-
ment strategies, redirecting capital toward long-term,
sustainable, landscape-scale initiatives (FIBF 2024a;
Clark et al. 2018). While progress has been made in

securing finance, implementing initiatives, and building
knowledge, current efforts remain vastly inadequate to
bridge the $200 billion annual biodiversity finance gap
(K-MGBF n.d.) and align with the Sustainable Devel-
opment Goals (SDGs) and nature-climate goals (IATF
2024; UNEP 2023).



To help close this gap and drive positive change, financial
institutions can leverage three types of investments—
adapted from the MDB Common Principles for Tracking
Nature-Positive Finance (ADB et al. 2023)—that closely
align with NBS:

1. Investments that reduce pressure on nature:
Financial institutions can prioritize investments that
minimize harm to ecosystems by financing business
models, projects, or sectors that alleviate pressure
on natural resources. By actively engaging with
companies in their portfolios and directing capital
toward nature-positive initiatives, they can discourage
harmful economic activities and promote business
models that mitigate nature-related risks.

2. Direct investments in nature to drive positive
impacts: These investments actively restore, protect,
or enhance ecosystems, delivering measurable
environmental benefits. Examples include funding
habitat restoration, regenerative agriculture, or
reforestation or supporting corporate nature and net-
zero transition plans. While some benefits—such as
improved resource efficiency or reduced operational
risks—may be directly captured by the investing
company, many others are public goods or positive
externalities, such as enhanced climate resilience,
lower disaster-related costs, and improved ecosystem
services. Realizing the full value of these systemic
benefits, and achieving meaningful, landscape-level
transformation, requires coordinated efforts across

multiple companies and financial institutions.

3. Investments to strengthen finance architecture
to prioritize nature: Unlike (1) and (2), these
investments focus on developing data infrastructure,

innovative financial instruments, and mechanisms

that drive nature-positive investments—such as
green bonds, biodiversity-focused funds, sustainable
finance, and supply chain finance—while enhancing
engagement among key stakeholders and improving
impact metrics. They create the enabling conditions,
through policies, business models, sectoral
instruments, and market incentives, to scale nature-

positive finance.

Understanding the
challenges in upscaling
nature-related finance

Despite a growing market and an expanding number of
stakeholders, scaling private investment in NBS remains
a significant challenge. The concept of NBS is still rela-
tively new, and the NBS investment market is in its early
stages, lacking a strong track record and well-established
market infrastructure (Knight et al. 2022; van Raalte and
Ranger 2023; Brears 2022; WBCSD 2023; EIB 2023;
UNEP 2021, 2023). At the same time, NBS span diverse,
highly localized ecosystems, with benefits that emerge
through complex, interdependent, and dynamic pro-
cesses, making their measurement and valuation particu-
larly challenging (Favero and Hinkel 2024; van Raalte
and Ranger 2023; Seddon et al. 2020; Knight et al. 2022;
EIB 2023) and limiting the bankability of NBS projects
(Chausson et al. 2025). Several interlinked challenges
have hindered the expansion and mainstream adoption

of NBS investments, as shown in Figure 3.

These challenges fall into four overarching and inter-
connected categories: risk and uncertainties in returns,
illiquidity, high transaction costs, and internal capacity

constraints. Financial institutions can address these

challenges through a variety of strategies. For instance,

the strategies highlighted in the turquoise section of the
solutions ring in Figure 3 help tackle both liquidity and
risk/return challenges. Each challenge is briefly sum-
marized below, with a more detailed discussion of coping

strategies provided in Appendix B.
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Figure 3 | Key challenges hindering private investment in NBS and strategies for mitigation
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Sources: WRI authors informed by EIB 2023; WB 2020; Finance Earth 2021; Brears 2022; UNEP 2021, 2023; WBCSD 2023; Knight et al. 2022; TNC 2019; Favero and Hinkel 2024; NCSA 2024; WWF 2024; Convergence 2024; and Lofqvist et al. 2023, among others.
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Challenge #1: Risks and
uncertainties in returns

Mainstream private investment in NBS has been stifled
by perceptions of NBS as having relatively higher risks
and a limited track record of sufficient returns (Favero
and Hinkel 2024). Investors often see NBS as generat-
ing insufficient returns relative to management costs and
compared with other investment opportunities (Brears
2022).This is reinforced by the limited number of NBS
transactions taking place (WBCSD 2023) and the lack
of transparent, publicly available data on NBS project
performance, which constrain investors’ abilities to assess

risks and returns (Knight et al. 2022).

Many NBS projects operate in higher-risk sectors or
developing economies and face greater risks in relation
to commodity price fluctuations, land tenure issues,
currency vulnerabilities, political instability, and reputa-
tional damages (Knight et al. 2022; Lofqvist et al. 2023).
These challenges complicate the financing and execu-
tion of NBS projects compared with those in developed
markets (EIB 2023). Underdeveloped nature markets
are also prone to higher volatility (WBCSD 2023), as
seen in the 2022 carbon credit price drop from $16 to $5
due to decreased demand (Ahmed and Bravo Gonzalez
2023). Additionally, uncertain environmental and social
returns—such as fluctuating carbon sequestration in
reforestation (Wang et al. 2022), wetland flood control
(Liu et al. 2021), or urban cooling benefits (Rakoto et al.

2021)—complicate performance forecasting.

Regulatory uncertainty and shifting policies further
increase investment risks and compliance costs (UNEP
2023; Lofqvist et al. 2023). However, strong policy and
regulatory frameworks can play a crucial role in de-

risking investments and providing the clarity needed to
attract private capital (Chausson et al. 2025).

Coping strategies are detailed in Appendix B: They
include investment structuring and financial products
such as hybrid instruments, tranching, revenue stacking,
special purpose vehicles (SPVs), strategic investment
structuring, and blended finance. Additionally, active
engagement with portfolio companies can help de-risk
investments, improve project performance, and enhance

financial returns.

Challenge #2: Illiquidity

Liquidity—the ease of trading an asset and converting
it to cash without significant price changes—is crucial
for private investors (WEF 2023; Ding et al. 2017).
Institutional investors face pressure from short-term
financial market demands? and liquidity needs, driven by
misalignment between investment horizons and com-
pensation structures (Guagliano 2020). However, NBS
investments tend to be illiquid due to NBS’localized
nature, long time frames, regulatory uncertainty, and
limited market infrastructure, especially in emerging

economies (TNC 2019; Lofqvist et al. 2023).

NBS projects often take years to generate returns
(Ding et al. 2017; Chausson et al. 2025), introducing
uncertainty and increasing the risk of unmet outcomes.
While some projects like agroforestry offer quicker
returns, large-scale regeneration can take 10 to 30 years
(WBCSD 2023; EIB 2023). This long time frame
conflicts with mainstream investors’ typical 5-10-year
return expectations (EIB 2023), making alignment

with structures like private equity funds or short-term
public debt difficult (WBCSD 2023). Real assets such
as land and infrastructure are particularly affected by this

illiquidity (GFI 2024b).

Illiquidity also presents a challenge for institutional
investors, especially in sectors like insurance and reinsur-
ance, where regulatory frameworks such as Solvency

IT restrict engagement with illiquid assets (EIB 2023).
The long time horizon associated with NBS-related
investments does not align with investors’ liquidity
preferences. While some long-term investors may find
NBS appealing, securitizing long-term projects could
offer liquidity and broaden access to NBS invest-

ments (Ding et al. 2017), for example, through pooling
NBS assets into tradeable securities like green bonds
(Lofqvist et al. 2023). The application of such financial
structuring to NBS investments requires further explora-

tion and analysis.

Coping strategies are detailed in Appendix B: They
include investment structuring and financial products
such as listed vehicles, hybrid instruments, tranch-
ing, revenue stacking, SPVs, and strategic invest-

ment structuring.
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Challenge #3: Transaction costs

While sustainability targets like GHG emission reduc-
tions and achieving the SDGs have a global scope,
most NBS projects are small-scale, localized efforts.

As a result, most investable NBS projects fall short of
asset managers and private investors’ scale requirements
(UNEP 2021; Lofqvist et al. 2023; Ding et al. 2017).
Small-deal ticket sizes of under $10 million currently
dominate investments in nature, which is below the
threshold favored by institutional investors (PwC 2023;
Mayor et al. 2021; EIB 2023; WBCSD 2023; Finance
Earth 2021) and far below the average global private
equity transaction of $157 million (Finance Earth 2021).
Small deals incur higher transaction costs relative to
potential returns and often require additional inter-

mediaries to facilitate aggregation and deal structuring

(Knight et al. 2022).

The nascent NBS market, with its localized focus, small
ticket sizes, and prevalence in emerging economies,
limits deal flow, which increases transaction costs by
making each deal more complex and resource intensive.
High structuring costs and the need for new, complex
partnerships among implementers, investors, and other
stakeholders such as communities and governments
contribute to increased transaction costs (Knight et

al. 2022; EIB 2023). This issue is compounded by the
lack of standardization in definitions, verification, deal
structures, instruments, and performance metrics in NBS
investments, which literature suggests may contribute
to higher transaction costs by complicating evaluation
and risk-sharing mechanisms (Brears 2022; Knight

et al. 2022). Knight et al. (2022) linked the absence

of standardized deal structures, legal processes, and

clear definitions to increased costs in NBS, noting that
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bespoke arrangements for each project can drive up legal
tees and due diligence expenses. While the causal link
between standardization and market growth remains an
area for further exploration, emerging evidence suggests
that reducing complexity through standardization could
help reduce these costs and potentially facilitate scaling.

Coping strategies are detailed in Appendix B: They
include financial collaboration, harnessing emerg-
ing impact measurement and management (IMM)
technologies, using established financing frameworks,
pooling investments, and embedding NBS within
larger investments.

Challenge #4: Internal capacity
constraints

Financial institutions face significant internal capac-

ity constraints that limit their ability to integrate these
opportunities into their portfolios and scale investments.
These challenges stem from the nascent market, the
structure of the financial sector, and the complex charac-
teristics of NBS. A mismatch in expertise exists—NBS
practitioners (e.g., pipeline developers) lack financial
knowledge, while financial institutions often lack exper-
tise in how to drive sustainability outcomes (Lofqvist et
al. 2023). As a result, financial institutions can struggle

to identify and assess suitable NBS projects, constraining
their ability to build expertise and confidence in NBS
investing (TNC 2019; Knight et al. 2022). The limited
availability of investment-ready project pipelines meeting
investor criteria further restricts market depth (TNC
2019). Many financial institutions cite this lack of experi-

ence and expertise as a major barrier to scaling private

investment in NBS (WBCSD 2023).

Only a small portion of ecosystem benefits generate
direct market value (de Groot et al. 2012). Ecosystem
benefits, such as water and climate regulation, soil and
water retention, and soil erosion control, are public
goods, characterized by nonexcludability (benefits cannot
be restricted to those who pay) and nonrivalry (one user’s
gain does not diminish availability for others). While
these public benefits are crucial for broader societal well-
being, they are challenging for financial institutions to
incorporate into their portfolios due to the lack of clear
revenue streams and established market infrastructure,
which underscores that institutions are unlikely to put
down capital for projects whose benefits primarily accrue
to others. This highlights a key internal challenge in inte-
grating nonmonetized benefits into portfolio decision-
making. As a result, financial institutions may require
the support of public-private partnerships or other
frameworks and cooperation that help share or de-risk
the costs of delivering these public benefits while private
benefits accrue. Without such support, they may hesitate
to invest, limiting engagement with NBS and hindering

the development of institutional expertise in the sector.

Valuation challenges further complicate NBS invest-
ments, as benefits like biodiversity and water manage-
ment arise through complex ecological processes (WB
2020). While emerging frameworks exist, gaps in stan-
dardized metrics and limited access to high-quality data
and tools for quantifying impacts, coupled with a lack of
institutional experience, pose significant barriers to due
diligence in NBS investments (Rueedi and Whieldon
2022). Unlike more mature carbon markets with uniform
metrics, NBS outcomes vary widely across ecosystems,
making it harder to establish standardized key perfor-



mance indicators (KPIs) (EIB 2023). Mechanisms like
sustainability certifications, KPI tracking, and safeguards

often rely on generic and simplified metrics that fail

to capture meaningful social and ecological outcomes
(Chausson et al. 2025). To address this, the Nature Posi-
tive Initiative, among others, is developing nature metrics
to support standardization (NPI 2025).

Internal capacity gaps are reinforced by misaligned tradi-
tional financial structures. While climate risk is gaining

traction in mainstream financial training, programs such
as the Chartered Financial Analyst certification typically

exclude NBS, limiting relevant expertise development
(Knight et al. 2022). Additionally, the pressure to keep
fees low leads asset managers to prioritize low-cost,

generalized analysis over specialized NBS investments
(Knight et al. 2022). Fundamentally, reward structures

in mainstream finance favor short-term returns to meet

fiduciary obligations, discouraging investment in high-

risk, long-term NBS projects (Knight et al. 2022). As
a result, financial institutions struggle to build internal

expertise, limiting investor confidence and the ability to

scale NBS investment.

Coping strategies are detailed in Appendix B: They
include forming technical partnerships, hiring special-
ized experts, implementing impact-linked compensation,
creating specialized training programs, and leveraging

established frameworks.
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SECTION 3.

“INSPIRE" strategic alignment of
investments with NBS opportunities

This section provides practical guidance for financial institutions to
determine whether, where, and how to integrate NBS opportunities
into their investment strategies to mitigate future risks while
ensuring alignment with broader environmental and social goals.
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Figure 4 outlines detailed steps that financial institutions
can follow when considering NBS for their organiza-
tions. While these steps are presented sequentially

for clarity, they do not follow a strict order but rather
reinforce one another.

For instance, while establishing clear institutional
objectives is essential for guiding strategic financial
decisions and building investment portfolios, effective
NBS investment also requires specialized expertise such
as understanding nature-related impacts and dependen-
cies—an area where many financial institutions lack
in-house capabilities. As a result, identifying NBS
opportunities and setting strategic investment directions

(Figure 4, Step 1) often necessitate external technical
support through strategic partnerships and engagement
(Step 2). Moreover, a well-defined strategic direction
(Step 1) enables financial institutions to develop internal
capacities to bridge knowledge gaps (Step 6). In turn,
strengthened internal expertise enhances NBS-related
decision-making and supports long-term investment
success. In fact, many of these steps are part of an impor-

tant iterative process rather than a rigid sequence.

Figure 4 | Stepwise guidance to “INSPIRE" the alignment of investment with NBS opportunities

Step 1. Identify NBS investment
opportunities to de-risk
traditional investments

S1.1 Prioritize target sectors
and asset classes

'The conventional business model is becoming increas-
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nature-related risks. Institutional investors must integrate
these risks into their future return assessments and
implement strategies to mitigate them through diversifi-
cation or by spreading risks over extended time horizons.
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Step 5.

Step 2.

Step 1. URTURE partnerships and
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Source: WRI authors based on initial consultations with financial experts specializing in nature finance.
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A critical step in managing these risks is to conduct a
comprehensive analysis of nature-climate risk exposure
within the existing portfolios. This assessment helps
investors understand how their portfolios are both
impacted by and dependent on nature, enabling them to
identify key actions for building diversified portfolios and
actively mitigating and adapting to risks. This involves
assessing both physical and transition risks across various
sectors. Appendix C outlines the key steps for sector-
specific risk-exposure mapping and available tools for

conducting risk assessments.

Institutional investors can enhance their portfolios by
developing targeted NBS investment strategies that focus
on the sectors and regions most exposed to nature-
climate risks. By selecting specific asset classes, investors
can tailor their NBS-focused portfolios to align with
their risk tolerances, investment horizons, and sustain-
ability commitments. Examples of asset classes related to

NBS investments include the following:

B Public and private equity investments: direct
investments in companies actively integrating NBS to
mitigate nature-climate risks, such as those involved
in regenerative agriculture, green infrastructure,
or nature-based technology innovations. These
investments offer equity holders the potential for
long-term value creation through the growth of

environmentally responsible businesses.

B Real assets, such as properties designed with green
infrastructure, that not only improve environmental

resilience but also enhance property value.

B Fixed-income products, such as green and blue
bonds and sustainability-linked loans, that raise

capital for projects with environmental benefits,

such as renewable energy, reforestation, and

water conservation. These instruments incentivize
businesses to adopt more sustainable practices by
reducing financing costs when specific environmental

goals are achieved.

Financial support to businesses engaged in NBS invest-
ments can strengthen business resilience while mitigating
the financial risks associated with ecosystem degrada-
tion and climate change. Additionally, long-term NBS
strategies might allow financial institutions to ride out
short-term volatility; address environmental risk sources;
and position their portfolios in line with long-term
sustainability trends, such as the growing demand for
nature-positive products and services. These approaches
also support institutional sustainability goals, such as
achieving net-zero; enhancing biodiversity; and fulfill-
ing commitments under the SDGs, impact investment

policies, and environmental, social, and governance

(ESG) frameworks.

S1.2 Set the strategic directions
for NBS investments

There are two strategic directions that institutional

investors can adopt for their NBS investment portfolios:
either investing in NBS as a core component of the busi-
ness model or strategy to drive direct positive impacts on
nature, or investing in NBS as a means to address drivers

of environmental degradation.

(1) Investing in NBS as a core component of the busi-
ness model or strategy: This approach involves financing
initiatives that integrate NBS into the risk-mitigation

or future-proofing strategies of portfolio companies,
especially those highly dependent on natural ecosystems.

It also includes providing capital for NBS projects that
generate direct positive impacts on nature by protecting,
conserving, restoring, and sustainably managing natural
or modified ecosystems, including terrestrial, freshwater,
coastal, and marine environments. Table 1 provides
examples of NBS opportunities for risk mitigation by key
sector. Examples by asset class include the following:

B Fixed-income investments: Investors can allocate
capital to green or conservation bonds issued by
governments or utilities to fund large-scale green
infrastructure projects. Examples include upstream
reforestation for water retention or mangrove
restoration for shoreline protection. Such investments
are particularly suited for impact investors,
philanthropic foundations, or development banks
prioritizing environmental and social impacts, even if

financial returns are below-market rates.

B Equities: Investors can target private debt or
equity in companies engaged in sustainable forestry,
regenerative agriculture, ecotourism, and biodiversity-
friendly product development. For example,
regenerative farming practices improve soil health and
resilience, strengthen supply chains, and reduce input
costs. Investors can prioritize companies promoting
regenerative agriculture as a pillar for agribusiness
resilience. These nature-dependent businesses operate
within larger value chains, creating ripple effects that

amplify their sustainability impacts.
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(2) Investing in NBS to address the drivers of environ-

mental degradation: This approach involves financing
initiatives that minimize resource extraction and con-
sumption rather than directly restoring or conserving

ecosystems. Investments may focus on the following:

B Encouraging corporate environmental
responsibility: Asset managers can allocate capital to
companies committed to enhancing their ecological
footprints by reducing pressures on nature across their
value chains. Investments can also support companies
adopting circular economy models, which decrease
demand for raw material extraction by increasing

resource efficiency and reuse.

B Providing incentives for sustainable practices:
Banks can provide favorable credit terms, such
as higher credit ratings or lower interest rates, to
companies with strong transition plans targeting
net-zero emissions and nature-positive outcomes. For

instance, financing real estate developers integrating
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green infrastructure such as green roofs can enhance
the sustainability rating of their investments while

supporting long-term resilience.

B Ensuring compliance with environmental
regulations: Investors may prioritize companies
sourcing raw materials strictly from nondeforested
areas or those leveraging advanced technologies,
including artificial intelligence (AI) and satellite data,
to track supply chains and verify no-deforestation
practices. This approach also aligns with stricter
regulatory requirements, such as the EUDR, driving

Corporate adaptation.

By setting the right directions and investing in best-in-
class companies, institutional investors and asset manag-
ers can optimize capital allocations, balance financial
and sustainability goals with risk management, and scale
impact without requiring full operational involvement

in NBS projects.

S1.3 Conduct due diligence
Conducting thorough due diligence is crucial for NBS

investments to ensure projects or portfolio companies

are environmentally sustainable and socially responsible.
Beyond financial evaluations, key considerations for NBS
investment due diligence include the following:

B Evaluating project developers and partners: Assess
the expertise and track records of local NBS project
developers and partners. Ensure they possess the
necessary experience and commitment to manage and

sustain NBS projects effectively.

B Conducting a comprehensive impact assessment:
Evaluate the broader environmental and social

impacts of the project or portfolio company. This

includes assessing the potential effects on carbon
sequestration, biodiversity, water resources, and

local communities.

B Adhering to international frameworks: Align the
project and business model with recognized standards
such as the Equator Principles,® which provide a risk
management framework for determining, assessing,
and managing environmental and social risks in

project finance.

B Complying with regulatory requirements: Ensure
the project or business operation complies with
relevant environmental and social regulations. In
regions like the European Union, the Corporate
Sustainability Due Diligence Directive mandates that
companies identify, prevent, and mitigate harmful
human rights and environmental impacts within

their operations.

By integrating these considerations into the due dili-
gence process, investors can better factor in future finan-
cial risks while ensuring that NBS investments are both

environmentally sustainable and socially responsible.

Step 2. Nurture partnerships
and engage stakeholders

To successfully incorporate NBS into investment port-
folios and scale these investments, financial institutions
must proactively engage a diverse range of stakeholders
at every stage—before, during, and affer the NBS invest-
ment period. Before investment, this preparatory phase
ensures that investments are well informed, financially
viable, and aligned with environmental and social objec-

tives. During the investment period, active engagement



enhances transparency, improves risk assessment, and

creates enabling conditions for scaling NBS investments.

After investment, strategic partnerships and ongoing
engagement ensure the long-term success and scalability
of NBS investments.

S2.1 Before investment: focus on
knowledge gaps and due diligence
(relevant for Steps 1 and 6)

B Partner early with technical partners: Investors
considering NBS must adopt a holistic, landscape-
level approach and develop a deep understanding
of nature-related dependencies, risks, and impacts,
which often requires interdisciplinary expertise.
Partnering with technical partners, such as
environmental nongovernmental organizations (both
international and local), sustainability consultants,
and NBS specialists, provides essential expertise
in complex ecosystem modelling, socioeconomic
impact analysis, financial analysis, and regulatory
policy, areas where financial institutions may lack
in-house expertise. Such partnerships offer investors
cost-effective access to cutting-edge research,
technology, and localized data on biodiversity, carbon
sequestration, and ecosystem services. By engaging
technical partners from the outset, investors can
navigate the complexities of NBS investments,
ensuring that projects are scientifically grounded,
optimize environmental and social benefits,
balance financial returns, and align with global
conservation goals.

B Work with companies committed to nature
transitions and collaborate with project developers:
Close engagement with companies committed to

nature transitions and partnerships with project
developers are critical for establishing effective

NBS investment strategies. This interaction enables
financial institutions to identify viable projects, shape
data collection and reporting processes, and assess
project risks and returns more eftectively. By actively
collaborating with developers, investors can better
align investments with long-term environmental

and social objectives, enhancing both impact and
financial resilience. Initiatives such as PRI Spring and
Nature Action 100 provide structured platforms for
investors to engage with companies on biodiversity-
and nature-related risks. These efforts can help drive
corporate action and integrate NBS into long-term

business strategies.

Engage local communities and stakeholders:
Meaningful engagement with Indigenous Peoples,
local communities, and affected stakeholders is
essential during the due diligence process. High-
quality engagement in priority geographies and
landscapes ensures a comprehensive understanding
of nature-related issues, fosters trust through
transparency and mutual respect, and enhances risk
management. Financial institutions should set clear
expectations for stakeholder engagement, integrate
these into investment criteria, and continuously
monitor and report on portfolio companies’
engagement activities (TINFD 2023b; Chausson

et al. 2025). This approach enhances due diligence,
mitigates social risks, and promotes positive social
and environmental outcomes, aligning international

standards and jurisdictional requirements.

S2.2 During investment:
facilitate data- and knowledge-
sharing and influence policy
(relevant for Steps 1 and 3)

B Collaborate with peers across the financial sector:
Collaborating with others in the financial sector
is essential for developing shared methodologies,
standards, tools, and databases to facilitate innovation
and data-sharing in NBS investments. Advanced
geospatial tools like satellite imagery, remote sensing,
and geographic information systems enable precise
tracking of NBS outcomes over large areas, aiding
environmental monitoring impact assessments.
However, financial institutions often lack direct access
to these tools. Collaborative integration of geospatial
data with financial models can enhance predictions of
long-term returns and assessments of nature-related
risks, supporting the development of structured
NBS investment frameworks and asset classes.
Given the potential costs and time investments,
promoting shared innovation and standardized
metrics is essential to reducing costs and ensuring
consistency, thereby scaling NBS investments, and
effectively managing the risks associated with climate
change and biodiversity loss. Financial institutions
can support this by organizing multistakeholder
workshops, forums, or working groups to facilitate

cross-disciplinary dialogue and collaboration.

B Engage in dialogues with ministries of finance,
central banks, and regulators: Institutional
investors play a vital role in advocating for policy
frameworks that support NBS investment and
promote supportive regulatory frameworks for

NBS. Active engagement with ministries of finance,
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central banks, and regulatory bodies can help shape
fiscal policies, such as tax incentives, subsidies, and
regulatory adjustments, that reduce financial barriers
to NBS investment. Additionally, asset managers,
who engage with regulators, can better understand
evolving policies, enable informed decision-making
within their portfolios, and ensure compliance with
new regulations. Collectively, these efforts not only
contribute to the development of transparent and
science-based global standards for NBS, but also drive
the integration of nature-related financial disclosure

into regulatory frameworks.

S2.3 After investment: strengthen
NBS monitoring and impact
disclosure, tailoring marketing
strategies (relevant for Steps 4 and 5)

B Encourage transparent disclosure and alignment
with global standards: Institutional investors and
asset managers should require portfolio companies
to disclose their NBS-related engagement plans
and outcomes. This transparency enables financial
institutions to assess nature-related risks across
value chains and provide targeted support to
companies facing challenges. Integrating KPIs
into sustainability-linked loans and other financial
mechanisms can further enhance company
performance by aligning financial incentives with
environmental goals. However, concerns around
potential greenwashing—where companies secure
favorable loan terms without making substantial
sustainability progress (Chavkin 2025)—highlight
the need for rigorous reporting and accountability.
To address this, institutional investors should

32| WRIORG

adopt reporting and disclosure frameworks like the
TNFD* and the SFDR.* Equity investors, whether
holding minority or majority stakes, can also
exercise active stewardship to ensure that portfolio
companies remain aligned with strategic objectives
and deliver measurable environmental and social
outcomes throughout the investment period (see an

example in Box 2).

Implement robust measurement, reporting, and
verification frameworks: Effective measurement,
reporting, and verification (MRV) systems are
crucial for ensuring the transparency, accountability,
and credibility of NBS investments. Financial
institutions should continuously engage portfolio
companies and key stakeholders in establishing
robust MRV mechanisms that enable the accurate
tracking of environmental and social impacts. This
includes leveraging geospatial technologies, third-

party certifications, and independent audits to

validate reported outcomes. A well-structured MRV
system enhances investor confidence, supports risk
management, and makes it possible to scale NBS

investments by demonstrating verifiable impact.

Engage future clients with data-driven insights:
Demonstrating the financial and sustainability
benefits of NBS investments through concrete
performance data is essential for attracting future
investors and clients. Asset managers should develop
targeted communication strategies that showcase
how NBS align with financial performance objectives,
risk mitigation strategies, and evolving regulatory
requirements. By providing tailored guidance on

the long-term value of NBS investments, financial
institutions can build investor confidence, expand
market participation, and drive broader adoption of

NBS as a core investment strategy.

Box 2 | Leveraging active stewardship for NBS action among portfolio companies

Through active stewardship, investors can impact corporate policies and engagement practices in listed and private equity,
mandate the adoption of responsible practices and enhance management systems within private market investments, and
develop engagement strategies for debt origination and reissuance in fixed-income investments.*>¢ For instance, Green
Century Capital Management exemplifies how investors can effectively drive change within portfolio companies through

a structured, three-tiered biodiversity strategy. They begin by engaging in dialogue with companies to seek resolutions. If
these discussions fall short, Green Century files shareholder resolutions—either independently or in collaboration with oth-
ers—to secure concrete commitments. It then maintains ongoing engagement with the companies, monitoring progress and
providing support to ensure compliance with these commitments.¢ This approach played a role in encouraging Kraft Heinz,
a listed corporation with a market capitalization exceeding $40 billion, to adopt its comprehensive, global Deforestation- and

Conversion-Free Policy.d®

Sources: a. PRI 2018a; b. PRI 2018b; c. FfBF 2024b; d. PRI 2024; e. KraftHeinz 2023.




Step 3. Structure the NBS
investment framework

Once priority sectors and strategic directions for NBS
investment are identified (Step 1), financial institu-
tions can engage with stakeholders (Step 2) to establish
their own NBS investment frameworks, which set clear
criteria to guide the selection of NBS projects for their
investment portfolios and identify suitable investable
opportunities, instruments, and project pipelines.

S3.1 Set investment criteria
for financial performance and
environmental and social impacts

® Financial metrics: Identify KPIs such as return on
investment (ROI), internal rate of return (IRR), and
payback period. Consider the cash flow stability, risk-
adjusted returns, and cost efficiency of the NBS.

B Environmental metrics: Establish measurable
environmental outcomes such as carbon sequestration
(e.g., volume of carbon dioxide captured through
reforestation, wetland restoration, or soil
management), water quality improvement (e.g.,
reduction in pollutants or improved freshwater
availability through watershed protection and
restoration), and biodiversity enhancement (e.g.,
increase in species diversity, success rates of
ecosystem restoration projects, or improved habitat
connectivity). While quantitative metrics provide
concrete data, qualitative criteria are also vital, as
some environmental impacts are challenging to

quantify but remain equally important.

However, it is critical to recognize that NBS
investments do not always generate universal

co-benefits but may involve trade-offs. For instance,

climate and nature outcomes can sometimes be
misaligned, such as in reforestation projects where
the choice between indigenous, slow-growing

tree species—crucial for biodiversity but with low
commercial value—and fast-growing, non-native
species—better for carbon sequestration and offering
higher commercial returns—creates a conflict.
While the ideal scenario is to achieve positive results
for both climate and nature, careful evaluation is
necessary to navigate these trade-offs and balance
competing objectives. When co-benefits are
unattainable, investments must adhere to the “do no
significant harm” principle under the SFDR to ensure

they do not undermine broader environmental or

social goals (ESMA 2023).

Social metrics: Incorporate both qualitative
and quantitative social metrics to evaluate the

comprehensive impact of an NBS investment. These

may include the number and quality of local jobs
created due to the investment, capacity-building
initiatives for local communities, and projects
that address the needs of marginalized groups
while promoting equitable access to benefits and

participation opportunities.

However, social impacts can be complex and difficult
to measure. To mitigate potential negative effects,
investors must establish minimum standards. For
instance, Triodos Bank has embedded minimum
standards into its finance and investment processes,
applying them to direct investments and credit
agreements (Triodos Bank 2022). By exclusively
offering Article 9 products under the SFDR,
Triodos ensures that all investments meet the

“sustainable investments” criteria defined in Article

2(17) of the SFDR.
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S3.2 Establish clear criteria for
project and portfolio company
selection in four aspects

B Estimate financial returns: Set minimum financial
return benchmarks aligned with the institution’s
overall investment goals. Incorporate nature-based
investments into financial return estimations, develop
a scenario analysis, and use common financial metrics

to demonstrate their impacts.

B Manage risk: Assess an NBS project’s capacity
to mitigate nature- and climate-related risks (e.g.,
flood reduction, drought resilience) alongside
regulatory risks. Integrating these risk assessments
into business operation strategies can enhance risk-

adjusted returns.

B Align with sustainability goals: Prioritize
portfolios that support climate targets (e.g., net-zero

commitments), deliver positive environmental and

Table 1 | NBS investment catalog

social impacts, and align with broader sustainability
initiatives (e.g., the SDGs, the Kunming-Montreal
Global Biodiversity Framework, TNFD) and
regulations (e.g., SFDR, CSRD, EUDR).

Ensure scalability and replicability: Prioritize NBS
investment projects with the potential to scale and
be replicated to maximize both environmental and
social impacts and financial viability. Scalability refers
to the potential of a project to expand its scope or
size effectively—e.g., demonstrated financial returns
and scale of impact—while replicability involves the
ability to reproduce the project’s success in different

I'CgiOI’lS or contexts.

S3.3 Identify investable NBS
opportunities and risks

Building on the selection criteria outlined immediately
above, financial institutions can leverage the NBS
investment catalog (in Table 1) to develop NBS-related
investment strategies and financing structures. While not
exhaustive, this catalog helps identify and map invest-
able NBS opportunities by asset class, potential investor,
suitable investees, and expected environmental outcomes,
with a focus on TNFD priority sectors that are highly
exposed to nature-climate risks. Incorporating NBS into
investments in these priority sectors can enhance portfo-
lio diversification, strengthen financial resilience against
tuture risks, and improve risk-adjusted returns while
supporting global sustainability objectives and generating

positive environmental and social impacts.

CATALYZING INVESTABLE NBS OPPORTUNITIES FOR PRIORITY SECTORS

Type of financing

m Suitable investees Investable NBS opportunities Primary focus of NBS investment | Relevant TNFD priority sectors

Private equity (preferred  Angel investors, venture  Start-ups and SMEs in Invest in innovative and technological Ecosystem-based climate adaptation
shares) capital NBS innovations and nature projects to adapt to and mitigate and mitigation
technology physical and transition risks and create

nature, environmental, and social benefits

Equity financing

The investment decision
is determined by a S/M

company's underlying

financial performance, Public equity (common Institutional and retail
profitability, and future stock) investors

Large companies, Invest in shares of companies that fund
corporations, or funds NBS projects for nature-climate risk
L prevention and supply chain resilience

Ecosystem-based climate adaptation, 1) Food and beverage, (4) extractives
mitigation, and DRR and mineral processing, (5) health
care (esp. pharm), (7) consumer

returns, and reflected in
investors’ confidence in goods
the market valuation and

future earnings potential of

acompany.
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Table 1 | NBS investment catalog (cont.)

Type of financing

Asset classes

Investors

Suitable investees

CATALYZING INVESTABLE NBS OPPORTUNITIES FOR PRIORITY SECTORS

Investable NBS opportunities

Primary focus of NBS investment

Relevant TNFD priority sectors

International project
loans

M
Private loans
S/IM

Fixed income (bonds,
asset-backed securities)

L

Responsible investment
(microfinance, env and
socially responsible
investment)

S
Real estate
S/L

Infrastructure
L

Commodities (ag
products, carbon
credits, water)

)

Banks (incl.
development banks)

Banks and insurance
companies

Banks

Banks (incl.
development banks)

Banks, insurance,
and private pension
investors

Banks (incl.
development banks),
insurance, and private
pension investors

Institutional and retail
investors

Public REDD+ projects

Companies and
individuals

Govts investing in
public infrastructure,
renewable energy
projects

Smallholders, local
communities

Developers and
individuals

Developers and
governments

Commodity producers
or suppliers

Invest in large-scale green infrastructure
(public investment)

Provide loans, credits, and insurance

products to implement projects that adapt

to and mitigate physical and transition
risks

Issue bonds and securities for public
green infrastructure or projects (e.g.,
watershed restoration) with positive
impacts on nature

Provide loans and credits to support
the implementation of projects that are

proven to have nature, environmental, and

social benefits

Provide loans, credits, and insurance
products to support the integration of

NBS features (e.g., green roofs) in existing

buildings and new construction

Invest in large-scale green infrastructure
(public investment)

Invest in commodities associated with
nature conservation and restoration

activities (e.g., EUDR supply chains, carbon

credit projects, water provision)

Ecosystem-based climate mitigation

Ecosystem-based climate adaptation
and DRR

Ecosystem-based climate adaptation,
mitigation, and DRR

Ecosystem-based climate adaptation
and mitigation

Ecosystem-based climate adaptation
and DRR

Ecosystem-based climate adaptation,
mitigation, and DRR

Ecosystem-based climate mitigation
and adaptation

(4) Extractives and mineral
processing

(1) Food and beverage, (7) consumer
goods

(2) Renewable resources and
alternative energy, (3) infrastructure,
(8) transportation, (9) utility and
energy generators

(1) Food and beverage, (7) consumer
goods

(3) Infrastructure

(2) Renewable resources and
alternative energy, (8) transportation,
(9) utility and energy generators

1) Food and beverage, (4) extractives
and mineral processing (esp.
forestry), (7) consumer goods

Notes: S: small ticket size (<$1 million); M: medium ticket size ($1-$100 million); L: large ticket size >$100 million); NBS: nature-based solutions; TNFD: Taskforce on Nature-related Financial Disclosures; SME: small and medium-sized enterprise;
DRR: disaster risk reduction; pharm: pharmaceuticals; REDD+: Reducing Emissions from Deforestation and Forest Degradation plus sustainable management of forests and carbon stock enhancement and conservation; Govts: governments; env:
environmental; incl.: including; ag: agricultural; EUDR: European Union Regulation on Deforestation-Free Products; esp.: especially.

Source: WRI authors.
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Building and implementing successful NBS investment
strategies requires overcoming the challenges inherent
in NBS investments (as outlined above in “Understand-
ing the challenges in upscaling nature-related finance”).
Appendix B provides a comprehensive list of existing or
emerging financing instruments that can help address
investment barriers. Investors must identify the financial
instruments best suited for their intended investments.
Tailored financial instruments or innovative solutions,
such as blended and structured finance, are essential

for effectively deploying capital, meeting the complex
financing needs of NBS projects, and managing risks in
emerging economies (Step 4). When managed well, these
investments can create significant opportunities for risk
mitigation, future financial growth, and the development
of new markets, which are explored in greater detail in
section 4: “Harnessing NBS to create financial oppor-
tunities.” Examples illustrating these applications are

detailed in section 5: “Real-world examples.”

Step 4. Put into action and
monitor investments

S4.1 Deploy capital to NBS projects

To minimize risks, institutional investors can pilot NBS
strategies by deploying a limited amount of capital in
early-stage initiatives or supporting sector-specific part-
nerships. Given the unique challenges of NBS invest-
ments—such as uncertain returns, long payback periods,
illiquidity, and potential cost overruns—various financial
instruments can be leveraged or enhanced to manage
risk, attract different types of investors, and provide flex-
ibility in funding. Appendix B presents a comprehensive

list of these instruments. Structured financial tools, such
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as SPVs, green bonds, and blended finance, can be par-
ticularly interesting for structuring NBS investments, as
they attract larger pools of capital, enhance flexibility, and
improve risk management for scaling successful projects.

Following are two examples:

B Sustainability-linked loans for sustainable
agriculture and resilient food production:
Institutional investors can offer favorable interest
rates to companies like Unilever or farmers
implementing agroforestry and generative agriculture,
with KPIs measuring impacts. These financial
instruments can make sustainable agriculture
more accessible to farmers, reduce monoculture
dependency, and scale climate-smart farm transitions.
'The resulting benefits include carbon sequestration;
improved soil health; higher crop yields; and
resilience against droughts, floods, and pests (FOLU
2023). Additionally, these investments unlock new
revenue streams via carbon credit sales and premium-

quality crop production.

B Catalytic capital for blended finance or green bonds
supporting urban green infrastructure: Institutional
investors can invest in green bonds to finance urban
green infrastructure projects such as green roofs and
walls, rain gardens, urban forests and street trees, or
constructed wetlands. These projects help mitigate
natural disaster risks, reduce urban heat islands,
manage stormwater, improve air quality, and enhance
the aesthetic and economic value of urban spaces. For
instance, municipal green bonds have enabled cities
like Toronto, Canada; Cape Town, South Africa; and
San Francisco, United States, to raise funds for green
and low-carbon infrastructure through debt markets,

paying investors periodic interest until maturity,

when the principal is repaid (WEF 2023). Further
innovations, such as enabling corporate off-takers to
resell these assets, could be to enhance liquidity and

attract institutional capital.

By investing in NBS through partnerships and structured
finance, institutional investors can gain practical insights
into project characteristics, data challenges, capacity
gaps, and potential returns. For example, partnering with
initiatives like the Restoration Seed Capital Facility

can help mitigate early-stage investment risks through
co-financing, helping to develop NBS-focused invest-
ment funds and robust project pipelines. While these
investments may represent a small share of portfolios,
they offer a cost-effective, hands-on way to test financial

structures’ NBS at scale.

Given the prevalence of NBS opportunities in emerging
economies, institutional investors should actively engage
with development finance institutions and impact inves-
tors to mitigate structural, financial, and operational risks
in these regions. Partnerships with intermediate NBS
project developers (such as NatureVest, Ecotierra, Tree-
Vive, or Barka Fund) can help aggregate and structure
NBS projects, improving deal flow and investment effi-
ciency. By working with these developers, investors can
streamline the investment process and access larger, more
diverse project portfolios, maximizing both financial and
environmental returns. Additionally, the Coalition for
Private Investment in Conservation’s blueprints offer
model financial transaction structures that can help guide
investors in replicating successful NBS investments in
areas such as coastal resilience, green infrastructure, and

sustainable agriculture (CPIC n.d.).



S4.2 Measure and manage the
impacts of NBS investments

NBS projects often generate significant localized
impacts on nature and people, making effective impact
management essential for financial institutions. Impact
measurement and management involves analyzing both
the positive and negative effects of investment strategies
on environmental and social outcomes while implement-
ing processes to mitigate adverse impacts and enhance
beneficial ones (GIIN 2024a). However, due to the
complex interactions within natural systems, measuring

and attributing impacts remains a challenge.
As the investment landscape evolves, IMM will be
increasingly critical for capitalizing on emerging mar-

ket opportunities and managing physical, reputational,

and regulatory risks. In this context, it is essential
to distinguish impact measurements from ESG rat-

ings (see Box 3).
While the methodology and data for IMM remain

nascent, a robust system can enhance investor value

by optimizing portfolio performance through effective
management for long-term financial growth; mitigating
reputational and regulatory risks, ensuring compliance
with evolving sustainability standards; strengthening
credibility and competitive positioning by substantiat-
ing impact claims with rigorous measurement; and
expanding access to emerging economies where NBS

investments present growing opportunities. Therefore,

investing in internal capacity, data, and technology to
improve IMM is a strategic priority for financial institu-
tions seeking to future-proof their businesses in a rapidly
evolving, sustainability-driven market that increasingly
integrates NBS.

Approaching the impacts of NBS
investments through the lens of
double materiality

Double materiality enables financial institutions to assess
both financial materiality—how nature-related risks
and opportunities impact the financial performance of

investments—and impact materiality—how investments

Box 3 | ESG ratings versus impact measurements

the outcomes of regular business operations.

helping investors avoid greenwashing and ensuring tangible outcomes.

Over the past two decades, ESG ratings have become widely used by corporations and financial institutions to guide mainstream investment decisions, particularly in public markets.? However,
ESG investing is often mistaken for responsible or impact investing, despite fundamental differences:

® ESG ratings rely on publicly reported data to assess how organizations manage sustainability-related risks and opportunities. They typically rely on backward-looking measures that capture

B |mpact measurement, in contrast, takes a forward-looking approach by assessing the tangible, measurable environmental and social benefits of an investment. Unlike EGS ratings, it focuses
on real additionality?—impacts that would not have occurred without the allocated capital.

® For financial institutions, adopting robust impact measurement frameworks is essential to avoiding “impact washing"—the practice of making misleading claims about sustainability
performance—and to ensure that investments generate genuine, measurable contributions to sustainability goals.

Notes: a. Foroughi 2022; b. In NBS investments, additionality refers to the measurable environmental, social, or economic benefits that would not have occurred without the investment. It ensures that projects deliver real, meaningful outcomes
rather than just supporting existing activities. There are two key types of additionalities. The first is environmental additionality, which represents the extra positive impact on ecosystems, biodiversity, or climate from the investment, such as
increased carbon sequestration. The second is financial additionality, which measures whether the investment supports a project that would not happen otherwise due to funding gaps. Demonstrating additionality is crucial for credibility,
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in NBS affect environmental and social systems. As

a fundamental component of corporate sustainability
reporting and disclosure requirements, double materiality
assessments help financial institutions gain a compre-
hensive understanding of material risks. These risks range
from individual risks such as physical damages affecting
future returns, legal liabilities, and reputational harm,

to broader systemic risks that affect the entire financial
system (CSF 2022).

By actively engaging with portfolio companies, finan-
cial institutions can push for greater transparency in
disclosing the nature- and people-related impacts of
NBS investments, as discussed in Step 2. This approach
enables them to better assess impact risks, navigate
evolving regulations more effectively, and mitigate impact
washing (Box 4). The growing trend of stricter envi-
ronmental regulations requires financial institutions to
proactively adapt their strategies. Regulatory compliance
not only reduces risks—such as penalties and reputa-
tional damage—but also creates opportunities for growth

in the NBS sector. By aligning investment strategies with

regulatory frameworks such as the SFDR and EUDR,
institutions can strengthen their market positions and
capitalize on emerging sustainability-driven opportu-
nities (ADB et al. 2023). For a comprehensive list of
corporate and financial disclosure and reporting regula-

tions and frameworks, see Table 4 in Step 5.

Developing tailored IMM strategies for
direct and indirect NBS investments

After identifying material NBS investment—related
activities and impacts, financial institutions must develop
tailored IMM strategies to effectively manage these
impacts and mitigate risks. The approach to IMM will
vary depending on whether investors are directly invest-

ing in NBS or indirectly financing NBS.

1. Direct NBS investment involves allocating capital
directly to NBS projects, providing investors with
greater visibility into project operations. This enables
active engagement with project developers and

local communities to codevelop the impact strategy,

methodologies, metrics, and data used for effective
IMM over the long term. However, despite having
more control over impact delivery, direct investors
often face limitations due to the relatively small scale
of investable NBS projects.

2. Indirect NBS investment, on the other hand,
operates at the portfolio level, where investors
integrate impact-linked KPIs into financing
agreements. These investors rely more heavily on
borrower disclosures and third-party assessments to
track contributions to climate and biodiversity goals.
While they may have less direct control over project-
level impacts, they can exert broader influence by
engaging portfolio companies, leveraging financial
incentives, and using risk management tools to align

capital with sustainability outcomes.

For a detailed comparison of IMM actions and strategies
for direct and indirect NBS investments, see Table 2.

Box 4 | Managing reputational risks and impact washing in NBS investments

responsible investment practices.

NBS investments deliver real, measurable impacts.

Notes: a. Banktrack 2024; b. F&FC 2024; c. Huang et al. 2023; Boedijanto and Delina 2024; Moodaley and Telukdarie 2023.

Financial institutions face increasing reputational risks as watchdog organizations and transparency platforms expose problematic financial flows linked to harmful environmental or social
impacts. For example, BankTrack's Dodgy Deals database identifies investments in projects harmful to human rights and ecosystems,* while the Forests & Finance coalition tracks financial ties
between investors and companies with negative impacts on tropical forests and local communities.” These platforms serve as vital tools for holding institutions accountable and influencing

As impact washing (misleading sustainability claims) becomes more prevalent, Al and machine learning (particularly natural language processing) offer new opportunities to analyze large
volumes of sustainability data, identifying inconsistencies and false claims.c These technologies enable more effective due diligence, helping financial institutions manage risks and ensuring that
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Table 2 | Actions for measuring and managing impact in NBS investments

STEP DIRECT NBS INVESTMENT INDIRECT NBS INVESTMENT

1. Establish clear impact = Select granular, project-level metrics. = Use portfolio-level, outcome-based metrics that align with investment strategy.
metrics = Align metrics with recognized frameworks. = Align metrics with impact-linked KPIs (sometimes referred to as sustainability performance targets, or SPTs). Ensure
« Customize for local ecological and social context. KPIs credibly contribute to portfolio targets and impact.
= Engage local experts to ensure metrics are Contextua”y relevant and capture real, - Leverage external benchmarks and third—party frameworks for consistent measurement across investments.
additional impacts. = KPIs must be directly relevant, material to the specific NBS objectives and sector, adapted to the local context,

and focused on measuring outcomes, such as absolute biodiversity gains or progress against the key drivers of
biodiversity loss or toward conservation goals.

2. Develop baselines for = Engage with project developers to develop the baseline, using remote sensing, = Collaborate with borrowers to define prefinancing baseline performance and set impact expectations.
impact assessment ground truthing data, and community surveys, to establish initial conditions and  Integrate impact-linked financial incentives.
develop localized NBS impact indicators and metrics for tracking additionality
while ensuring alignment with TNFD, GRI, and SBTN.

= Use the Ecosystem Services Valuation Database to monetize ecosystem benefits.

= Ensure borrowers track relevant KPIs linked to portfolio investment goals.

= Ensure that KPIs are based on clear, objective data, and have a documented baseline that can be tracked over time for
accurate progress assessment.

= Use the Impact Management Norms' five dimensions of impact to approach measuring the impacts of investments on
nature and people.

3.Review and alignimpact - Evaluate whether investees use recognized frameworks for impact reporting. = Assess borrower impact disclosures against institutional IMM standards and regulatory requirements.
reporting practices = |dentify gaps or discrepancies in reported data and support investees in improving = Ensure verifiability of KPIs through external audits (third-party verification) to guarantee transparency and
transparency. accountability.
= Consider third-party verification for credibility. = Data and outcomes associated with KPIs must be externally verifiable to ensure transparency and accountability.
4, Establish IMM reporting = Set clear IMM requirements for investees, ensuring alignment with project-level = Define IMM reporting obligations in financial agreements (e.g., annual KPI audits for SLLs).
requirements impact goals. = Communicate expectations for reporting and third-party verification for impact-linked products to ensure credibility.
. Enﬁlagti? in ongoing dialogues with investees to refine strategies and improve data . Standardize impact disclosures across the portfolio for easier aggregation and analysis.
collection.

5. Manage and use impact = Use impact data to adjust portfolio strategies and improve future NBS investments. = Aggregate impact data to assess portfolio-wide performance trends.

data for decision-making = Apply insights to manage risks. = Use data analytics to detect underperforming impact-linked instruments and adjust broader investment strategies
- Report verified impact to investors, regulators, and stakeholders. accordingly.
- Engage with investees (active stewardship) to enhance outcomes. = Apply financial incentives and/or penalties to drive corrective actions.

Notes: NBS: nature-based solutions; KPI: key performance indicator; TNFD: Taskforce on Nature-related Financial Disclosures; GRI: Global Reporting Initiative; SBTN: Science Based Targets Network; IMM: impact measurement and management; SLLs:
sustainability-linked loans.
Sources: WRI authors, informed by PBAF 2024; IFC 2023, 2024; UNDP 2023; APLMA et al. 2023; NPI 2025; Impact Frontiers n.d.a, n.d.b; Chausson et al. 2025.
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Managing and incorporating impact risks
into NBS investment decision-making

While identifying and mitigating impact risks through
effective IMM strategies is crucial, future-proofing
investment portfolios requires integrating impact risk
considerations into NBS investment decision-making.
Although impact risk assessment remains an emerging

field within impact management, and widely accepted
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methodologies are still being developed, investors can
begin applying qualitative assessment frameworks. For
instance, Social Value International (Impact Frontiers
n.d.b) has developed an approach that integrates nine
types of impact risk into a cumulative impact risk score
for each investment. The likelihood and consequences
of these risks vary depending on an enterprise’s context
and strategy. By assessing both factors, investors can
determine which risks are most relevant and incorporate
them into their impact rating, leading to more informed

investment decisions in NBS.

S4.3 Refine and scale NBS
investments through a learning-by-
doing approach

To successfully scale NBS investments, financial institu-
tions must adopt a learning-by-doing cycle, leveraging
insights from pilot projects to refine investment strate-
gies. Key learnings include the following:

B Evaluate performance regularly: Continuously
track NBS investment performance to determine
whether projects are meeting expectations. For small
pilot cases, it is crucial to evaluate performance
regularly and scale the successful projects to maximize
institutional impact and returns. Strategies should
be adjusted as needed to align with financial,
environmental, and social goals.

B Jdentify challenges and adjust: For underperforming
initiatives, institutions must pinpoint key challenges
and implement strategies to adjust course. This
iterative approach enhances project effectiveness,
aligns investments with institutional priorities, and

ensures long-term sustainability.

Step 5. Increase transparency
and reporting for market
proposition

S5.1 Align with major impact
reporting frameworks

Table 3 provides a summary of internationally recognized
reporting frameworks. Materiality impact reporting

and disclosure regulations are under increasing scrutiny.
Leading global initiatives—including the International
Sustainability Standards Board, the Global Reporting
Initiative (GRI), and TNFD—are working together to
develop nature-related reporting frameworks that pro-

vide structured methodologies and standardized metrics.

Over time, frameworks are becoming increasingly
interoperable. In 2024, TNFD and GRI published joint
guidance for impact metrics related to carbon reductions,
biodiversity gains, and flood resilience in NBS invest-
ments (TNFD and GRI 2024). Additionally, the Inter-
national Finance Corporation (IFC), in collaboration
with BNP Paribas, the Finance for Biodiversity Founda-
tion, Natixis Corporate & Investment Banking, TNFD,
and the Wildlife Conservation Society, published a new
supplement to the IFC’s Biodiversity Finance Reference
Guide (IFC 2024). This supplement enhances impact
reporting by providing indicative metrics for each eligible
biodiversity finance activity identified in the original
guide, making it easier for investors and asset manag-

ers to effectively track and report on their biodiversity
investments. These improvements help investors and
asset managers align nature-related disclosures more
effectively across multiple frameworks and reduce
relevant materiality risk.



Table 3 | Overview of impact-related initiatives and frameworks for disclosure and reporting

SUSTAINABILITY
ACCOUNTING STANDARDS
BOARD

GLOBAL REPORTING
INITIATIVE

EUROPEAN SUSTAINABILITY
REPORTING STANDARDS

TASKFORCE ON NATURE-
RELATED FINANCIAL
DISCLOSURES

SUSTAINABLE FINANCE
DISCLOSURE REGULATION

IMPACT REPORTING AND
INVESTMENT STANDARDS

PLUS (IRIS+)

Type

Materiality

Relevant investment
goals and impact
targets

Disclosure standard

International Financial
Reporting Standards

Financial materiality

To help companies disclose
financially material
sustainability information to
investors

77 industry-based standards
focusing on financial impacts of
nature issues (e.g., energy use,
water mgmt, climate change)

Financial returns only
(corporate reporting)

Disclosure framework

GRI

Double materiality (focus on
impact materiality)

To help organizations disclose
their ESG impacts

Universal standards, sector
standards, topic standards,
including updated biodiversity
standard and community
impact

Financial returns with impact
and impact driven
(corporate reporting)

Regulatory framework (EU)

European Financial Reporting
Advisory Group

Double materiality (financial and
impact)

To standardize corporate
sustainability reporting
across the EU, primarily for
EU-regulated entities

Broad sustainability metrics
aligned with EU regulations,
covering ESG aspects

Financial returns with impact
(corporate reporting)

Disclosure framework

TNFD

Flexible materiality (includes
financial and impact)

To provide guidance for

reporting and acting on nature-

related risks and opportunities

Core metrics are by impact
driver for nature change

Financial returns with impact
(investor focused)

Regulatory framework (EU)

European Commission

Double materiality (financial and
impact)

To enhance transparency

in sustainable finance by
mandating standardized
disclosures on sustainability
risks and adverse impacts

for EU entities and those with
products marketed to EU clients

Standardized qualitative and
quantitative disclosures on
sustainability risks, principal
adverse impacts, and
sustainable asset ratios

Financial returns with impact
(investor focused)

IMM system

Global Impact Investing
Network

Impact materiality (applicable
for double materiality)

To standardize IMM for impact-
focused investors

Impact metrics across
categorizations, including
industry, SDGs, and dimensions,
and specific metrics for
ecosystem services,
biodiversity, sustainable use,
community impact

Financial returns with impact
and impact driven
(investor focused)

Note: GRI: Global Reporting Initiative; TNFD: Taskforce on Nature-related Financial Disclosures; EU: European Union; IMM: impact measurement and management; ESG: environmental, social, and governance; mgmt.: management; SDGs: Sustainable

Development Goals.

Sources: UNEP-WCMC 2024; GIIN 2024b; TNFD and GRI 2024; European Commission n.d.
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Financial institutions should determine what they will
report and align with the frameworks and standards that
best meet their objectives. They are not limited to a single
framework—in practice, many institutions use multiple
interoperable frameworks to capture impacts comprehen-
sively and meet regulatory requirements. When selecting
reporting frameworks, institutions should consider the

following aspects:

B Alignment with investment strategy and objectives:
Financial institutions should strive to exceed the
minimum requirements of these frameworks and
standards, enabling them to capture the full scope
of their positive impacts. This proactive approach
enhances transparency, builds stakeholder trust, and
strengthens risk management while guiding capital

allocation toward nature-positive outcomes.

B Relevance to sector and asset class: Ensure the
selected frameworks address sector-specific risks
and asset class characteristics. This is particularly
important for asset managers tracking detailed
project-level impacts. Frameworks like the European
Sustainability Reporting Standards, GRI, and
Sustainability Accounting Standards Board are
designed for corporations and can help financial
institutions understand investees’ impacts, though
it may be less applicable for financial institutions’

own reporting.

B Geographic considerations: Select frameworks
that align with regional regulatory requirements.
For example, financial institutions operating
in the EU or marketing to EU clients must
comply with the SFDR.
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S$5.2 Communicate impact
results effectively

Financial institutions must clearly communicate invest-
ment impact results to clients, regulators, and internal
teams, ensuring alignment with impact goals and regula-
tory requirements. Transparent communication builds
trust with stakeholders, demonstrates accountability, and
highlights the environmental and financial impacts of
NBS investments. By proactively engaging with stake-
holders, institutions can reinforce their market positions

and drive long-term commitments to sustainability goals.

Step 6. Reinforce internal
capacity and incentive structure

As outlined in previous steps, NBS investments require
specialized technical knowledge and expertise that are
often lacking in the traditional finance sector. While
leveraging external expertise through strategic engage-
ment (Step 2) provides a cost-effective short-term
solution, financial institutions must also invest in internal
capacity-building—whether through recruitment or
staff training—to improve engagement with external
experts and ensure long-term success. This effort should
be guided by clear NBS investment strategies (Step 1) to
maximize efficiency and impacts. Additionally, incentive
structures should be strengthened to reward impact-

oriented investments, facilitating sustained success.

S6.1 Invest in internal staff training

Ideally, internal training should be conducted by exter-
nal experts. Financial institutions can collaborate with
universities to design and implement targeted training
programs that address specific knowledge gaps when
integrating NBS into investment strategies, as outlined
in the Guidebook. For instance, asset managers may need
training to navigate diverse client mandates related to
NBS objectives and effectively incorporate NBS projects
into broader investment strategies. Institutional inves-
tors, such as pension funds, would benefit from training
on how to set impact targets aligned with their fidu-

ciary obligations.

Focused training programs should also cover IMM
frameworks and data analysis to ensure financial pro-
fessionals can apply these methodologies effectively.

For asset managers, this means integrating IMM at

the portfolio level and leveraging advanced metrics to
demonstrate value to clients. For institutional investors,
training should emphasize selecting fund managers with
proven impact expertise and monitoring their adherence

to impact objectives.

S6.2 Align incentives to strengthen
impact-based investments

Due to a misalignment between the long-term benefits
of projects and fiduciary requirements that prioritize
short-term returns, asset managers have limited incen-
tives to invest in impact measurement and management
(Thirion et al. 2022). While evolving regulations can help
bridge this gap at the institutional level in the medium
to long term, challenges remain in translating regulation

changes to the investment or portfolio level.



To address this, financial institutions can integrate incen-

tive mechanisms into their strategies to enhance align—

ment between their financial and impact objectives.

B Strengthening institutional understanding of
impact risk: A foundational step in driving impact-
focused investments is improving institutional
awareness of impact risk—the likelihood that an
enterprise’s impact performance will diverge from
expectations (see Step 4). Enhancing institutional
expertise in impact risk can motivate behavioral shifts

toward impact-driven investment strategies.

B Establishing an internal NBS taskforce: Financial
institutions can establish a dedicated taskforce to

develop and implement long-term incentive plans

that prioritize stable returns over short-term gains.
'This is especially critical for institutional investors,
such as pension funds and insurance providers,
whose long-term horizons can accommodate NBS
investments. Asset managers can leverage such
taskforces to identify high-impact opportunities and
communicate to their clients their alignment with
both financial and impact mandates. Additionally,
result- or impact-based financing instruments can
align incentives for both debt and equity investors

with specific impact outcomes.

Implement impact-linked compensation: To enable
accountability within financial institutions, impact-
linked compensation (ILC) should be incorporated

into staff performance evaluations, merit increases,

and promotions. For asset managers, ILC can
motivate investment teams to incorporate impact as

a performance metric for their portfolios, ensuring
alignment with client goals. Institutional investors can
extend ILC to external fund managers, mandating
adherence to specific impact benchmarks. This
incentive model can be applied across multiple levels,
from executive bonuses to individual asset manager
incentives and fund performance evaluations. Despite
its potential, ILC remains underused in the sector
(Blue Mark 2024). However, the Asia Climate-Smart
Landscape Fund, managed by ADM Capital and
discussed in section 5: “Real-world examples,” offers
an example of how ILC can be effectively integrated
into a broader impact-focused strategy.
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SECTION 4.

Harnessing NBS to create
financial opportunities

This section outlines key areas where NBS have the potential to
catalyze sustainable economic growth and generate long-term
financial returns for financial institutions. Institutions can leverage
NBS-related investment opportunities across three domains: risk
mitigation and resilience in existing portfolios; sustainable growth
of financial returns; and emerging market potential and finance
innovation. Each domain offers unique strategies catering to
different risk tolerances and financial goals.
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By strategically integrating NBS into their investment
portfolios, institutions can tap into a variety of oppor-
tunities that align with specific risk appetites; financial
goals, such as capital preservation, long-term growth,

or high-reward innovation; and sustainability objec-
tives. These opportunities enable financial institutions to
develop tailored investment strategies that support their
unique objectives, whether focused on risk mitigation or

creating diverse, impactful investment products.

Risk mitigation and resilience
in existing portfolios

Focus

As environmental risks grow, financial institutions and
asset managers can leverage NBS within their existing
portfolios to enhance resilience and protect long-term
asset stability within defensive investment strategies
(i-e., lower-risk, lower-return profiles). With over 50
percent of the market value of firms listed on 19 leading
stock exchanges exposed to nature-related financial risks

(Evison et al. 2023), managing these threats is crucial.

NBS can mitigate climate change and biodiversity risks
while reducing operational costs. For risk-averse inves-
tors like insurers and pension funds, these strategies
enhance portfolio resilience over time. For example,
eco-engineered stormwater management systems—such
as bioswales and permeable pavements® integrated into
urban developments—help lower maintenance costs,
insurance premiums, and flood risks, preserving property
values. These can help mitigate physical and transition
risks while improving overall financial performance.
However, individual investments in NBS, such as perme-

able pavements or wetlands restoration, can provide
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localized benefits, but their effectiveness may be limited
unless adopted at a larger scale. The positive impact often
extends beyond the individual investor, and without sufhi-
cient collective action from other firms or sectors, the full
risk reduction or productivity boost will not materialize.
'This underscores the “public good” nature of many NBS
solutions, where the environmental and financial benefits
depend on broader adoption. Without sufficient collec-
tive action, investors may still face risks from inaction in
neighboring areas (e.g., from floods), underscoring the
need for coordinated investment and potential govern-

ment support to ensure broader impact.

For asset managers, evaluating nature- and climate-
related risks to assets can identify opportunities to
mitigate threats to portfolios. For those with a risk
management mandate, especially in vulnerable sectors,
NBS investments can help reduce emerging physical and
transition risks while enhancing long-term resilience and
stability for clients. A comprehensive approach includes
determining which nature-related risks can be addressed
through private investment and which require public sec-
tor involvement, ensuring efficient capital allocation and
alignment with broader systemic efforts. Complementary
private investments can amplify the impact of public sec-
tor interventions, creating mutually reinforcing strategies

for risk reduction and management.

Active stewardship plays a central role in how asset man-
agers engage with portfolio companies on nature-related
risks and encourage NBS adoption as part of their strate-
gies to strengthen financial performance. Asset manag-
ers can prioritize companies well-positioned for NBS,
offering better financing terms to drive uptake, manage
immediate risks, and enhance both asset protection and

long-term financial performance.

Manage nature-related risks in
investment portfolios

Institutional investors and asset managers are highly
exposed to physical risks linked to biodiversity loss
within their portfolios. A study of 11,812 listed compa-
nies (2004-18) found $7.2 trillion in enterprise value was
at risk due to unmanaged biodiversity impacts, despite
one-third of these companies having biodiversity policies
(de Carvalho et al. 2023). Further, just 250 companies
account for 73 percent of the biodiversity impacts in the
MSCI World Index, with 20 food and beverage compa-
nies alone contributing 20 percent of this impact (FfBF
2023). This concentration of risk gives investors signifi-
cant leverage to influence corporate practices through
active stewardship, shareholder engagement, and capital
allocation. The scale of action can be crucial here. While
investors can mitigate risks through active engagement
and capital allocation, the environmental benefits and
long-term profitability linked to NBS investments often
become more significant when adoption is widespread
across industries, particularly for those solutions that

protect shared ecosystem services.

Asset managers can manage these risks by directing
capital toward sustainable transitions, either by divesting
from high-risk companies or by actively engaging with
underperforming companies to improve practices in
sectors with high dependencies and impacts on nature,
such as food and beverage (see Table 4). Climate Asset
Management, a joint venture between HSBC and Polli-
nation, engages with portfolio companies on climate and
nature issues and uses voting rights to promote stronger
environmental practices (HSBC 2024). Similarly, AXA
Investment Managers excludes deforestation-linked

companies, applies active stewardship to drive better



practices, and invests in sustainable forestry and natural
capital, using specific exclusion criteria based on certifi-
cations, controversies, and biodiversity impact (Kousky
2022; AXA IM 2025). These strategies are particularly
relevant in forestry and packaging, where reforestation
and reduced-impact logging mitigate supply chain risks
related to pests, soil erosion, and lack of pollinators

(see Table 4).

Transition risks, including regulatory changes and mar-
ket shifts toward sustainability, are critical for investors.
Growing pressure from regulations like the EU’s SFDR
requires asset managers to disclose how investments
align with sustainability objectives. Integrating NBS
helps them mitigate these risks and ensure compliance
with emerging sustainability frameworks, while position-
ing portfolios for the market shift toward nature-positive
strategies. Additionally, other thematic regulations affect
investor clients, making NBS a strategic tool for asset
managers to enhance both portfolio stability and long-

term resilience.

Enhancing financial performance
through cost efficiency and risk
reduction

Investors can drive value creation and risk reduction

by allocating capital to companies that leverage natural
processes for ecosystem services—such as improved
water management, enhanced soil health, and increased
biodiversity. By engaging with portfolio companies and
targeted capital deployment, investors can influence cor-
porate strategy and incentivize the adoption of practices
to address risks, such as the drivers of biodiversity loss
(PRI 2018, 2024a, 2024b). In sectors like infrastructure,
utilities, food and beverage, forestry, and health care,

integrating NBS can enhance operational efficiencies,

reduce costs, and mitigate nature-related risks (Kooijman
et al. 2021; Al-Mashagbeh et al. 2024; Griscom et al.
2020; CI and IFC 2023; Debele et al. 2023), ultimately

safeguarding their portfolios to protect financial returns.

Investors in real estate and infrastructure funds, includ-
ing real estate investment trusts and private equity with
sustainability-aligned mandates, can unlock long-term
value by investing in developers implementing NBS.
Projects like vegetative facades, permeable surfaces,

and rain gardens promote asset protection and improve
maintenance cost-efliciency by reducing stormwater
runoff, decreasing heating and cooling needs, extending
waterproofing lifespans, and lowering exterior damage,
though the maintenance and installation costs may not
always be offset (Teoténio et al. 2021; Kasprzyk et al.
2022). For example, Wuhan, China’s strong city project,

incorporating green infrastructure, has reduced water-
logging risks and saved RMB 10 million ($1.5 million)
annually in pipeline maintenance costs (Han et al. 2023;
Ding et al. 2021). These benefits help protect financial
returns for investors that are backing developers incorpo-

rating NBS into infrastructure design.

Capital allocation to companies incorporating NBS can
also enhance asset longevity and hedge against inflation,
especially in economies with fluctuating interest rates.
While sustainable building features incur a median green
surcharge of 4 percent for office buildings and 2 percent
for other commercial buildings (Hu 2022), energy-
efficient buildings command higher commercial rental
premiums: 11.6 percent in London, 9.9 percent across
major Asian markets, and 7.1 percent in major American

and Canadian markets (JLL 2023).

Financial sector guidebook on nature-based solutions investment | 47



Table 4 provides a structured overview of examples of
NBS investment opportunities across key sectors, illus-
trating how investors and asset managers can apply these
strategies to mitigate nature-related financial risks and
enhance portfolio resilience. While many NBS generate
direct productivity or cost-efficiency benefits at the asset
or firm level (e.g., improved soil quality, water retention,
on-site pollination, or erosion control cost savings), oth-
ers—particularly those that safeguard shared ecosystem
services (e.g., biodiversity, flood control)—realize their
full risk mitigation potential only when widely adopted.
By engaging with companies to assess nature-related
dependencies and NBS implementation plans, financial
institutions can identify both private value opportunities
and areas where collective action or regulatory alignment

may be needed to unlock broader, systemic benefits. This

dual lens allows them to strengthen defensive investment
strategies, improve risk-adjusted returns, and align with

emerging sustainability-focused regulations.

Sustainable growth of
financial returns

Focus

Financial institutions seeking sustainable growth can

strategically integrate NBS investment strategies that

enhance portfolio value and long-term asset appreciation.

'This domain aligns with balanced strategies targeting
moderate risk-return profiles, as well as asset managers
pursuing growth-focused investment strategies. While

such NBS investments may take longer to generate

Table 4 | Examples of NBS opportunities for risk mitigation by key sectors

returns, which may challenge short-term investors
(Ding et al. 2017), their potential for long-term growth
and risk-adjusted returns makes them an attractive
opportunity for investors prioritizing sustainable value.
These investments can enhance portfolio diversification,

financial resilience, and long-term returns.

Increase asset value through
NBS integration

Financial institutions can drive portfolio growth by
investing in companies that leverage NBS to enhance
competitiveness and asset value. This shifts from tradi-
tional risk management to proactive value creation, back-
ing businesses that integrate NBS to differentiate their

market positions and strengthen financial performance.

SECTOR OR INDUSTRY KEY NATURE IMPACTS KEY DEPENDENCIES EXAMPLES OF NBS OPPORTUNITIES EXAMPLE APPLICATION

Food and beverage, agricultural
commodifies, seafood, and
processed foods?

= Air pollution, GHG emissions
= Land/ocean use, soil pollution

pollution, water use

Health care, biotechnology, and
pharmaceuticals®

= Air pollution
= Soil pollution, solid waste
- Water pollution
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- Freshwater ecosystem use, water

Pollination, nursery habitat, soil quality,
water quality/flow
= Bioremediation, waste dilution, filtration

- Climate regulation, disease control, flood - Agroforestry
and storm protection, land stabilization
and erosion control, pest control

- Groundwater/surface water, genetic
materials, fibers, and fodder

= Genetic materials
- Water resources

= Regenerative agriculture
- Forest restoration and conservation in
productive landscapes

= Riparian buffer zones
= Wetland restoration and conservation
= Pollinator habitats

= Sustainable harvesting and cultivation
- Wetland restoration and conservation chains

= Restore and maintain soil and water quality
for production

= Enhance soil health and water regulation and
quality; maintain biodiversity, pest control,
pollinators for crops, carbon sequestration

= Increase farming system resiliency, enhance
yields

= Enhance water quality and filter pollutants

= Protect seafood value chains via mangroves,
ensure groundwater and surface water
quality and quantity

= Maintain pollinators for crops

= Maintain ecosystems relevant to supply

= Ensure water quality and quantity needed by
active pharmaceutical ingredient suppliers



Table 4 | Examples of NBS opportunities for risk mitigation by key sectors (cont.)

SECTOR OR INDUSTRY KEY NATURE IMPACTS KEY DEPENDENCIES EXAMPLES OF NBS OPPORTUNITIES EXAMPLE APPLICATION

Utilities and water utilities - Freshwater ecosystem use, water use - Groundwater/surface water, soil quality = Infiltration and treatment-based landscape = Reduce flood risk, decrease soil erosion,
- Land use « Bioremediation, filtration « Horizonal levees protect built assets, increase groundwater
- Water quality, water flow - Permeable pavements, bioretention, and infiltration, recharge water tables

biofiltration = Reduce flood risks to coastal wastewater
treatment plants by reducing impact of floods,
surges, waves

= Decrease pollutant discharge, flood risks, and

= Climate regulation, flood and storm protection

heat islands
Forestry and packaging?® = Air pollution, GHG emissions - Pollination, nursery habitat, soil quality, - Afforestation and reforestation = Prevent soil erosion, enhance biodiversity,
- Land use, soil pollution water quality, water flow « Reduced impact from logging sequester carbon
- Water pollution, water use - Bioremediation « Agroforestry and silvopastoral systems - Maintain pollinators, control pests and
- Climate requlation, flood and storm diseases
protection, land stabilization, erosion, = Enhance biodiversity and land productivity,
pest and disease control sequester carbon
- Groundwater/surface water, fibers and
fodder
Electricity (solar, wind, hydropower, = Noise/light disturbance = Water flow maintenance, water supply = Forest restoration = Decrease sedimentation, reduce maintenance
transmission, and distribution) « Land use « Soil/sediment retention - Wetlands, coral reef restoration costs, regulate water flows, sequester carbon
- Freshwater ecosystem use, seabed use » Climate regulation, storm protection, flood = Agrivoltaics = Protect offshore assets/facilities from scours,
mitigation storm surges, sea level rise, and coastal
erosion
= Improve energy production, reduce
maintenance costs, improve stormwater
management, increase land productivity
Extractives and mineral processing = Air pollution, GHG emissions = Climate regulation, flood and storm protection = Bioengineering roads = Reduce erosion, landslide, and flood risks of
= Land use, soil pollution, solid waste, - Water flow maintenance, water resources = Ecosystem restoration, incl. quarry lakes conventional roads
disturbances « Constructed treatment wetlands = Reclamation to improve local water supply
« Freshwater ecosystem use, water pollution and reduce flood risks
water use = Alternative to chemical treatment to improve

water quality and reduce flood risks via
infiltration and storage, sequester carbon

Notes: a. Denotes impacts and dependencies adapted from Ching et al. 2024 and ENCORE 2024; others adapted from ENCORE 2024. Bolded and underlined: very high materiality rating in at least 50 percent of sector subcategories reporting (bolded and
underlined follow ENCORE materiality rating); bolded: high materiality in at least 50 percent; not bolded: medium materiality in at least 50 percent and/or high and/or very high in at least one category; low materiality is not included; GHG: greenhouse
gas; incl.: including.

Sources: WRI authors based on information in ENCORE 2024; Ching et al. 2024; Giglio et al. 2023; SIF 2021; Cl and IFC 2023; Evison et al. 2023; FSB 2024; IUCN and FOLU 2023.
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A key opportunity exists in consumer-oriented industries
heavily reliant on natural resources, such as consumer
goods, commodities, and the food and beverage sectors.
Studies indicate consumers are increasingly willing to
pay premiums for environmentally responsible products
(Pollination Group 2023b). Between 2017 and mid-
2022, ESG-related products drove 56 percent of US
retail sales growth, outpaced non-ESG products in two-
thirds of categories, and achieved a 28 percent cumula-

tive growth rate (McKinsey and NielsenlQ 2023).

Sustainability-focused marketing has also driven market
share growth in sectors like consumer goods and cosmet-
ics, with a study of 36 categories showing notable growth
between 2013 and 2018 (Whelan and Kronthal-Sacco
2019). For instance, Unilever’s sustainable living brands
grew 46 percent faster than the rest of its portfolio

in 2017 and delivered 70 percent of turnover growth
(Sustainable Brands 2018). While this growing demand
does not guarantee higher financial returns, it indicates a
strong market opportunity.

For example, the global beauty company Natura & Co.
has embedded NBS-aligned principles, such as the
sustainable sourcing of biodiversity-rich ingredients from
the Amazon and support for supplier communities, to
mitigate supply chain risks and enhance brand differen-
tiation. Despite challenges, including higher initial costs
and reputational risks—such as 2009 biopiracy allega-
tions that were later dropped—Natura’s commitment to
improving practices has attracted premium pricing from
both consumers and investors. Its stock price tripled
between 2015 and 2020, reflecting investor confidence in
its sustainability-driven strategy (Simdes-Coelho et al.
2023; Boehe et al. 2014).
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Institutional investors in private equity or venture capital
can embed NBS criteria into investment mandates,
incentivizing asset managers to prioritize companies
that integrate or commit to integrating NBS into their
business models. In listed equities, investors can adopt
screening frameworks to identify companies with strong
NBS-aligned strategies that enhance risk-return profiles.
For example, the AXA WF ACT Biodiversity fund,
which follows a listed active equity investment process,
invests in listed companies contributing to ecosystem
preservation and restoration (AXA IM 2022). It has
reported returns of approximately 10 percent (Cox 2024),
demonstrating the financial viability of such invest-

ment approaches.

While corporate NBS data remain limited, frameworks

like TNFD and expanding regulations on nature-related
claims are enhancing much needed transparency, provid-
ing investors with better tools to assess opportunities and

manage risks effectively.

Enhancing asset value through
sustainability-linked financing

Investing in sectors where NBS contribute to sustain-
able, long-term growth and value creation offers finan-
cial institutions a strategic opportunity. This approach
underscores the potential for asset appreciation and
enhanced portfolio stability while aligning with sustain-

ability commitments.

As public scrutiny of greenwashing and misleading envi-
ronmental claims intensifies, financial institutions must
ensure that portfolios align with credible, science-based
sustainability practices to mitigate reputational and regu-

latory risks. Conversely, those that conduct rigorous due

diligence and incentivize credible practices can transform

this heightened scrutiny into a strategic advantage.

Financial institutions aiming for long-term returns and
growth can adopt an outcome-based investment model
that links financial performance to environmental and
social milestones, including NBS. Sustainability-linked
financing instruments, such as sustainability-linked loans
(SLLs) and sustainability-linked bonds (SLBs), provide
a mechanism to achieve this alignment. SLLs typically
consist of three key components: a standard interest rate,
specific sustainability targets, and a discounted interest
rate contingent upon meeting those targets (Hsu et al.
2024). Similarly, SLBs offer enhanced yields by adjusting
the bond’s coupon rate based on the issuer’s achievement

of sustainability milestones (GFI 2024b).

These instruments enhance financial flexibility and
creditworthiness, promoting long-term portfolio stability.
Research on European companies shows that companies
with strong sustainability commitments have lower
credit risks (Hock et al. 2020). Additionally, by aligning
borrower incentives with sustainability targets, SLLs can
reduce default risk and improve financial performance.
Studies also indicate that issuing SLLs can strengthen
lenders’ financial positions by increasing deposit inflows

after issuance (Du et al. 2022).

While the application of SLLs to NBS is still in its

early stages and poses challenges for scaling relevant
investments, asset managers and commercial banks like
Lloyds Banking Group and HSBC are increasingly
integrating nature into their financing frameworks (LBG
2023; HSBC 2024). For example, Lloyds’ Sustainable
Financing Framework includes nature and biodiversity

criteria for SLLs, ensuring alignment with “do no harm”



principles, independent sustainability verification, and
mechanisms for client engagement or exit if unintended

negative impacts arise (LBG 2023).

One key challenge in sustainability-linked finance for
NBS is developing appropriate KPIs. Unlike carbon-
related KPIs, which are relatively standardized, nature-
related KPIs must address multiple interconnected
environmental factors such as biodiversity, water, and soil
health. This complexity makes structuring sustainability-
linked finance more challenging. However, companies
with established policies and targets provide clearer
benchmarks for setting relevant KPIs. A notable example
is BNP Paribas’s role as sustainability coordinator for
UPM'’s €750 million ($856.5 million) revolving credit
facility. The loan’s pricing mechanism was linked to both
a carbon reduction KPI and a biodiversity impact KPI in
Finnish forests (BNP Paribas 2020). This suggests that
active stewardship and engagement, using initiatives like
PRI Spring and Nature Action 100, can help investors
ensure that companies develop appropriately robust KPIs
and commitments, creating stronger foundations for

nature-linked financing.

Commodity investors in agriculture and energy, sec-

tors with significant environmental impacts, are well-
positioned to leverage sustainability-linked finance. These
sectors have global supply chains, clear KPIs, growing
investor demand, and strong potential for innovation. For
example, the World Wide Fund for Nature (WWF) has
proposed financing models for palm oil operators that
emphasize regenerative agriculture, forest restoration,
yields, biodiversity, and climate resilience (WWTF 2023).
Adopting these practices can strengthen sector resilience,
enabling industries to better manage climate-related risks

while enhancing long-term risk-adjusted returns.

Emerging market potential
and finance innovation

Focus

Financial institutions with higher risk tolerance and a
focus on maximizing value creation can target direct
investments in NBS opportunities that explore new mar-
ket potential and pioneer innovative financial products,
such as direct investments in restoration projects, carbon

trading, and nature-tech innovations.

Emerging economies carry higher risks, such as vola-
tility, political instability, inadequate regulation, and

tech uncertainty. However, by targeting these evolving
markets and developing innovative financial products,
institutions can secure first-mover advantages, diversify
exposure, and unlock new revenue streams, positioning
themselves to benefit from long-term growth as these
markets mature. Asset owners can commit to allocating
an absolute amount or a percentage of their assets to
nature-positive investments, making NBS a permanent
portfolio component to capitalize on high-growth, high-
risk opportunities, while balancing nature-negative expo-
sure. For example, BNP Paribas set a €4 billion ($4.33
billion) biodiversity protection financing target for 2025,
which it had already exceeded by the end of 2023, having
allocated €4.3 billion ($4.65 billion) (BNP Paribas 2024),
while Triodos Bank has committed €500 million ($541
million) in investments, loans, and contributions to the
NBS sector by 2030 as part of its biodiversity targets
(Triodos Bank 2024c).

These opportunities are well-suited for institutional
investors with a mandate to explore new markets. Com-
mercial banks can play a key role through active stew-
ardship and structured financing, while asset managers

specializing in high-risk, high-reward strategies, such as
venture capital and private equity, can capitalize on these
high-growth opportunities.

Emerging nature-tech solutions
and system transitions

Innovations in nature technology present significant
growth opportunities for early-stage investments in
start-ups and scale-ups. These innovations—including
Al-driven conservation tools; digital monitoring, report-
ing, and verification; blockchain for sustainable supply
chains; and biotech solutions—align with the United
Nations Environment Assembly’s definition of NBS

by promoting adaptive, sustainable ecosystem manage-
ment with co-benefits. For example, Mirova’s Sustain-
able Ocean Fund invests in aquaculture technology to
improve sustainability and reduce impacts on marine
ecosystems. Its portfolio includes JALA, an Indonesia-
based company that provides data-driven solutions for
shrimp farming sustainability, and UK-based SafetyNet
Technologies, which designs precision fishing technolo-
gies that reduce bycatch and contribute to the recovery of
fish populations, improving marine biodiversity (Mirova
2024). While nature-tech presents substantial market
opportunities, these ventures carry inherent risks, includ-
ing technological uncertainty, regulatory hurdles, and
scalability challenges, necessitating careful due diligence

and structured financing approaches.
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By investing in companies that tackle the root causes of
nature degradation or business models that support the
sustainable management of natural resources, financial
institutions can uncover high-growth opportunities. Sup-
porting circular economy models that bolster regenera-
tive agriculture efforts and reduce resource extraction can
generate an estimated $4.5 trillion in economic value by
2030 (WEF 2023). Currently, only 9 percent of extracted
materials are reused, while 62 percent of global green-
house gas emissions stem from extraction, processing,

and production (WEF 2023).

However, businesses that prioritize efficiency without
integrating nature-positive strategies may still deplete
ecosystems, increasing material risks and threatening
long-term financial stability. Financial institutions can
play a critical role by engaging with such companies

to improve their nature-related impacts. This strategic
approach enables investors to capture value while ensur-
ing that economic gains are not achieved at the expense
of long-term ecosystem resilience.

Emerging financial products

Nature-based carbon credits

Nature-based carbon credits present a compelling oppor-
tunity for investors as demand for high-integrity credits
grows. Well-designed NBS projects—such as those
geared toward natural forest regrowth, regeneration,

tree plantations (that do not replace or degrade natural
ecosystems), and ecosystem restoration—can generate
carbon credits to meet growing corporate and regula-
tory demand while delivering environmental and social
co-benefits, including biodiversity enhancement and
improved ecosystem resilience. In 2023, approximately

$723 million worth of carbon offsets was traded in

voluntary carbon markets (VCMs) (FTEM 2024), while
compliance carbon markets were valued at approximately
$850 billion in 2021 (Credit Suisse 2022).

While overall demand in the VCMs has stagnated,
driven by increased public criticism and buyer scrutiny of
the credibility of credits, high-quality credits remain in
short supply. This creates an opportunity for investors, as
buyers increasingly prioritize credits with strong envi-
ronmental integrity and co-benefits, leading to higher
prices (Carbon Direct 2024). Several initiatives are
strengthening the credibility of carbon credits, including
the Core Carbon Principles by the Integrity Council for
the Voluntary Carbon Market, which evaluate carbon
crediting methodologies. With several methodologies
approved, these standards provide investors greater
confidence in credit quality (FTEM 2024; Braverman
2024; ICVCM 2024).

Regulatory advancements are expected to drive further
growth, with NBS projects poised to play a pivotal role.
'The finalization of the Article 6.4 operational framework
under the Paris Agreement in 2024 established the Paris
Agreement Crediting Mechanism, which is expected

to significantly boost demand for standardized, high-
integrity carbon credits (Braverman 2024; TNC 2024;
Khan 2024).” Additionally, Brazil’s Bill No. 182/2024
mandates that insurance companies, pension funds,
capitalization companies, and reinsurers allocate at least
1 percent of their technical reserves annually to environ-
mental assets under the national carbon credit scheme or
environmental investment funds (Mattos Filho 2024).

A strong example of a high-integrity NBS project is
Mombak, a Brazilian Amazon reforestation initiative,
which is selling carbon credits at over $50 per ton, far

above the $3—-$15 market average. Focused on restoring



deforested land with native, biodiverse reforestation,
Mombak works to store carbon, create new habitats,
and drive socioeconomic development. Its claims are
backed by advanced methodologies like satellite and
drone imagery and bioacoustics, and Mombak adheres
to stringent certifications and standards for co-benefits,
impacts, environmental and social risks, and institutional

grade governance (TCCT et al. 2024).

Asset managers can strengthen market integrity by
working with portfolio companies to ensure responsible
use of carbon credits. For example, BNP Paribas Asset
Management, part of the Net-Zero Asset Manager ini-
tiative, does not rely solely on carbon credits to meet its
net-zero commitments but uses them as a supplementary
measure across approximately €2 billion ($2.16 billion) in
assets under management in funds (BNP Paribas 2023b).
The firm prioritizes direct emission reductions and offers
voluntary carbon credits only to clients with credible
climate strategies, ensuring credits are used to offset

residual emissions rather than as a primary decarboniza-

tion tool (BNP Paribas 2022, 2023a).

Additionally, financial institutions can enhance market
infrastructure by investing in blockchain-based trans-
action platforms and other auxiliary services, helping
to scale high-integrity credit markets. By improving
transparency, traceability, and liquidity in carbon credit
transactions, such innovations can address concerns
about market credibility and drive further institutional

investment in NBS.

Biodiversity credits are tradable units representing mea-
surable biodiversity gains (Maron et al. 2025), covering
activities such as protection (e.g., areas for conserva-
tion), regeneration (improving degraded ecosystems),
stewardship (maintaining ecological value), or adaptation
(enhancing ecosystem resilience to climate change) (Pol-

lination Group 2024).

Investment opportunities in this space are beginning

to gain traction, as seen with the UK’s Biodiversity Net
Gain mandate, which has created a regulated compliance
market. This has opened avenues for banks to provide
commercial debt to innovative pilot projects, such as
Triodos’s £3.85 million ($4.92 million) loan for the
Avon Needs Trees project (Triodos Bank 2024b). Future
opportunities are expected through Colombia’s voluntary
scheme, as well as in other at-risk biodiverse regions
(Climate Focus 2023).

However, biodiversity credits pose unique challenges
compared with carbon credits. Unlike carbon, which

is globally fungible, biodiversity is place specific and
involves complex and unique dynamics, making it
harder to measure and compare with one single metric.
Consequently, ensuring additionality, avoiding double
counting, and developing robust measurement frame-
works remain critical hurdles (Miles et al. 2025; Maron
et al. 2025; Attwell et al. 2023; Pollination Group and
TNM 2023; Pollination Group 2023a). Lessons from
the implementation of programs like Victoria, Australia’s
biodiversity offset initiative highlight key challenges. An
evaluation of the program, which analyzed “avoided loss”
and “regeneration” offsets through statistical matching
and comparisons with future offsets, found a lack of

measurable impact from avoided loss offsets, concerns

about the additionality of regeneration projects, and

data limitations that complicate the ability to assess true
biodiversity gains (zu Ermgassen et al. 2023). Further-
more, biodiversity gains in one region cannot offset losses
elsewhere, making it difficult to establish a standardized
global market.

Parametric insurance, or index-based insurance, pro-
vides predetermined payouts based on the magnitude of
specific events, rather than actual losses. This nontradi-
tional insurance has gained importance in the disaster
insurance market. Its appeal lies in bypassing the claims
process, enabling faster payouts to policyholders (Visser
et al. 2023). A notable example is the Quintana Roo Reef
Protection Policy in Mexico. Created by Swiss Re and
'The Nature Conservancy, the policy provides rapid fund-
ing for coral reef restoration, maintenance, and resilience
after hurricanes. Premiums are financed through a trust
supported by coastal property owners, the tourism sector,
government, and philanthropy, helping to protect the
region’s $10 billion tourism industry (Visser et al. 2023;
Swiss Re n.d.; GFI n.d.).
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SECTION 5.

Real-world examples: NBS
Investments and innovative
financial solutions

cEa e

This section presents real-world examples that highlight
successful NBS investments and innovative financing instruments
implemented by financial institutions. While these examples

focus on positive outcomes, this does not suggest that successes
outweigh challenges in scaling NBS finance. Instead, they illustrate
how financial innovation can help overcome key barriers.

A
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These examples align with the three categories of NBS
opportunities outlined in the section “Harnessing

NBS to create financial opportunities” and showcase
how financial innovation can overcome key hurdles (as
detailed in “Understanding the challenges in upscaling
nature-related finance”). While Appendix B provides

a comprehensive inventory of commonly employed
financial instruments designed to tackle these obstacles,

the cases here are illustrative rather than exhaustive.

The examples underline the critical role of financial
expertise in developing practical solutions, demonstrating
that scaling nature finance is achievable. However, suc-
cess requires financial professionals to deeply understand
the challenges in upscaling NBS investments and com-
mit to addressing them directly. These examples serve as
evidence that, with a strong internal drive, transformative
change within the financial sector can unlock the full

potential of nature-based solutions.

Risk mitigation and resilience
in existing portfolios

Zephyr wind farm

Integrating mangrove restoration as an NBS component
of the Zephyr Wind Farm investment in Pakistan is
projected to yield monetary returns up to 20 times the
initial investment for investors. The wind farm acts as a
natural physical barrier that enhances infrastructure resil-
ience against escalating climate change risks and coastal
erosion and reduces asset replacement and maintenance
costs, while providing socioeconomic and biodiversity
benefits to local communities through ecosystem restora-
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tion and protection (Visser et al. 2023; Earth Security
2021b). Key investment characteristics are detailed in
Table 5, while key investment challenges and the strate-
gies used to overcome them are outlined in Table 6.

The primary revenue stream of the total investment is
generated from the sale of electricity produced by the
50-megawatt wind independent power project (Visser

et al. 2023). The restoration of on-site and surrounding
degraded mangroves and intertidal mudflats is included
as part of the investment’s operational expense; they
serve as adaptation measures to protect project roads and
wind turbine platforms (Visser et al. 2023) in response to
increasing climate change-related flood risks in Pakistan
(UN Habitat 2023; Eckstein et al. 2021). The costs of
restoration are considered low with baseline studies and
stakeholder engagement, staft costs for on-site mangrove
nurseries, and monitoring and costs for regenerating 14
hectares (ha) of mangroves expected to total $352,000
(Earth Security 2021b). Projected cost savings over

the project’s lifespan range from $875,000 to $7 mil-
lion, depending on infrastructure needs (Earth Security
2021b). This includes the following:

B $875,000 to $1 million ($35,000-$40,000 per
year) in reduced maintenance costs for project

infrastructure (Earth Security 2021b)

B Up to $6 million in avoided civil infrastructure
replacement costs (e.g., roads, submarine cables)
if infrastructure replacement is needed (Earth

Security 2021b).

Table 5 | Investment characteristics of Zephyr
Wind Farm

INVESTMENT CASE-SPECIFIC DETAIL
CHARACTERISTIC

NBS type Mangrove restoration
Location Pakistan
Sector Renewable energy infrastructure
Instrument Debt
Equity
Vehicle Blended finance SPV
Size $352,000 (NBS); $110 million (total)
Revenue Savings in maintenance, replacement costs

($875,000-$7 million)

Projected returns  145-1,886% ROI (on NBS component)

Horizon 20-year investment, 25-year asset lifespan

Liquidity Iliquid

Risks High managed to low through governance
frameworks

Investee Zephyr Power Limited

Investors Equity: BII, Khaleeli family, Gul Ahmed Metro

Group, Sadek Dossa

Debt: BII, Dutch Entrepreneurial Development
Bank, United Bank Limited

Note: NBS: nature-based solutions; SPV: special purpose vehicle; Bll: British
International Investment; ROI: return on investment.

Sources: WRI authors based on information in Cl and IFC 2023; Visser et al.
2023; Earth Security 2021b.



Table 6 | How Zephyr Wind Farm addresses common NBS investment challenges

TYPICAL CHALLENGE IN NBS HOW ZEPHYR WIND FARM HELPS ADDRESS IT
INVESTING

Illiquidity, high risks with uncertain
returns: illiquid long-term asset,
generating nonmarketable benefits

improved risk management

= SPV structure: isolated risks by consolidating debt and equity investors, enabling targeted financing and

- Blended finance: combines concessional capital with private investment to de-risk projects and compensate for

nonmarketable socioeconomic and environmental benefits

High transaction costs: small ticket
size for NBS component

Internal capacity constraints:
primarily a renewable energy
investment

- Embed NBS: integrating NBS within a larger infrastructure project lowers operational costs, enhances revenue
stability, and reduces transaction costs by eliminating the need for a standalone investment

= Partnerships: close coordination and collaboration among the project owner, investors (including development
and commercial banks), and implementation partners with technical expertise, including Sindh Forest Department,
IUCN Pakistan, Mott MacDonald, Business and Conservation Group, the University of Karachi

Note: NBS: nature-based solutions; SPV: special purpose vehicle; IUCN: International Union for Conservation of Nature.
Sources: WRI authors based on information in Cl and IFC 2023; Visser et al. 2023; Earth Security 2021b.

Investment structure

'The ~$110 million Zephyr Wind Farm investment is
structured through an SPV that combines equity and
debt contributions from multilateral development finance
institutions—namely, British International Investment
(BII) and the Dutch Entrepreneurial Development Bank
(FMO)—and a consortium of local partners including
United Bank Limited, one of Pakistan’s largest com-
mercial banks. During negotiations, BII, FMO, and the
shareholder groups made funding conditional on the
integration of biodiversity conservation and demonstra-
tion of positive impact on the local community (Visser et
al. 2023; CI and IFC 2023).

Measuring and managing impact

The Zephyr Wind Farm project developed an Envi-
ronmental and Social Action Plan in line with IFC

standards, in collaboration with lenders and contractors,

to manage environmental and social impacts (Visser et
al. 2023; Earth Security 2021b). A key component, the
Habitat Management and Monitoring Plan, outlines
strategies to offset environmental effects (including
minimizing construction-related damage and planting
14 hectares of mangroves to offset impacts) and actively
involves local communities to prevent disturbances to
restored mangroves (CI and IFC 2023; Visser et al. 2023;
Earth Security 2021b). Partnering with the Sindh Forest
Department further increased community engage-
ment, with restoration commitments growing from 14
ha to over 160 ha by 2023 (Visser et al. 2023; Earth
Security 2021b).

Local fishers have reported that mangrove restora-
tion has resulted in a doubling of their daily catches
of higher-value shrimp, rising from 5 to 10 kilograms
per day (Visser et al. 2023; Earth Security 2021b).

BIl’s commissioned ex ante study by Earth Security
demonstrated the potential for mangrove restoration to
generate over $7 million in economic benefits to local
communities (2021b). The project aimed to enhance
local support and reduce project risks by providing these
benefits (Visser et al. 2023; Earth Security 2021b). How-
ever, impact measurement and management would be
strengthened by conducting an ex post analysis to verify
whether the projected ecological, social, and economic
impacts align with the actual results and to what extent
they accrued to investors. This analysis could also provide
a basis for comparing these outcomes with those of other
comparable projects that did not incorporate such NBS
components to objectively assess whether local support
was enhanced and project risks related to community

disturbances reduced.

Scalability and replicability

The substantial projected ROI from the NBS component
of the Zephyr Wind Farm project demonstrates that
integrating NBS into existing infrastructure and renew-
able energy investments offers a scalable strategy for
investors. By incorporating elements such as mangrove
restoration, investors can enhance asset resilience and
reduce maintenance costs without the need to rely solely

on standalone NBS initiatives.

'The use of SPVs provides a flexible investment struc-
ture that isolates risks while blending equity and debt
financing from key stakeholders, including development
finance institutions, commercial banks, and local imple-
mentation partners, enabling the pooling of expertise
necessary for managing complex projects and integrating
NBS. This structure not only is applicable in renewable
energy but can be replicated in other sectors and regions

Financial sector guidebook on nature-based solutions investment | 57



where climate and nature risks affect asset infrastructure.
Partnerships with technical experts, government bodies,
and community groups further mitigate project risks,
secure social licenses to operate, and preserve reputa-

tional integrity.

As the renewable energy sector expands (Hale and
Wasserman 2023) and climate and extreme weather
risks intensify in Pakistan and around the world (UN
Habitat 2023; Eckstein et al. 2021), integrating NBS can
help private investors safeguard returns and protect asset
value while delivering co-benefits such as biodiversity
gains and enhanced community resilience. By reducing
maintenance and replacement costs, as demonstrated

in the Zephyr Wind Farm project, investors can pursue
substantial long-term financial benefits in their existing
long-term-oriented investments, ensure compliance with
regulatory requirements, and future-proof their invest-

ments against climate impacts.

Sustainable growth of
financial returns

Stora Enso’s dual tranche
green bond

Overview of NBS investment

Stora Enso’s dual tranche green bond aims to raise €1
billion ($1.08 billion) for sustainable forest management
and circular economy initiatives, targeting a coupon rate
of 4-4.25 percent (Environmental Finance n.d.b; Stora
Enso 2023b). This investment seeks to deliver stable
fixed-income returns while advancing corporate sustain-
ability goals in renewable packaging and biomaterials,

enhancing both financial and environmental performance

within the circular bioeconomy (Stora Enso 2023a). Key
investment characteristics are detailed in Table 7, while
key investment challenges and the strategies used to

overcome them are outlined in Table 8.

Revenue model

Stora Enso’s dual tranche green bond generates fixed-
income returns for investors through coupon payments
ranging from 4 percent to 4.25 percent, funding the
company’s initiatives in forest management and innova-
tion in fiber-based packaging (Environmental Finance
n.d.b). These investments are expected to yield energy
and resource savings that enhance profitability for

this €10 billion ($10.8 billion) market-cap company, a
leading provider in renewable packaging, biomaterials,
and wooden construction, while capitalizing on growth
opportunities in biomaterials and the circular bioecon-

omy (Stora Enso 2024).

Investment structure

'The €1 billion ($1.08 billion) corporate bond comprises
two €500 million ($541.2 million) tranches, offering
coupon rates of 4 percent and 4.25 percent, maturing

in three years (2026) and 6.25 years (2029), respectively
(Stora Enso 2023b; Environmental Finance n.d.b). This
dual tranche format enhances marketability by cater-
ing to both short-term and long-term fixed-income
investors. The structure provides liquidity premiums
that increase with bond maturity, aligning with broader
market evidence that long-term investors seek compen-
sation for higher liquidity risks (Tomczak 2024). As the
dual tranche green bond is a sustainability-linked bond,
if Stora Enso fails to meet specified KPIs or sustainabil-
ity performance targets (SPTs) or fails to verify adequate



Table 7 | Investment characteristics of Stora
Enso’s dual tranche green bond

INVESTMENT CASE-SPECIFIC DETAIL
CHARACTERISTIC

NBS type

Location
Sector
Instrument
Vehicle

Size

Revenue
Projected returns

Horizon

Liquidity
Risks

Investee

Investors

Sustainable forest management integrated with
circular economy practices

Sweden and Finland

Biomaterials and packaging

Debt

Dual tranche sustainability-linked bond

€1 billion ($1.08 billion) (dual tranche, €500
million [$541.2 million] each)

Interest payments
Interest (4-4.25% coupon)

3 and 6.25 years (maturities: June 2026 and
September 2029, respectively)

Limited, due to bond structure

Moderate, mitigated by Stora Enso’s approach
and use of certified forestland

Stora Enso (issuer and listed corporate)

Bond investors (oversubscribed, 4x demand)

Note: NBS: nature-based solutions.

Sources: WRI authors based on information in Stora Enso 2023a, 2023b, 2024;

Environmental Finance n.d.b.

reporting and KPI performance, a higher coupon rate

or a premium on the redemption price may be triggered

(Stora Enso 2023a).

The bond issuance follows Stora Enso’s Green and

Sustainability-Linked Financing Framework, which is

Table 8 | How Stora Enso’s green bond addresses common NBS investment challenges

TYPICAL CHALLENGE IN NBS HOW STORA ENSO'S GREEN BOND HELPS ADDRESS IT
INVESTING

IIliquidity, high risks with uncertain
returns: moderate liquidity and
bond-related risks

financial viability

- Revenue stacking: allocates proceeds across six eligible categories to diversify income streams and enhance

- Hybrid instruments: leverages SLBs to enhance liquidity and align risk-return profiles by attracting diverse

investors through performance-based financial returns
= Dual tranche: structured to cater to diverse investor preferences regarding liquidity and returns

High transaction costs:
administrative and technical
complexities of NBS financing

Internal capacity constraints:
difficulty in managing and reporting
NBS investments

= Pooling investments: aggregates smaller projects into a larger fund structure

- Standardized financing frameworks: financing frameworks aligned with established principles (e.g., SLBP, SLLP,
Green Bond Principles, Green Loan Principles)

- Partnerships and capacity-building: collaborates with external experts and positions sustainability at the core
of its business to innovate practices and improve assessment of NBS investments

= Aligns KPIs with established frameworks: develops KPIs and sustainability performance targets in accordance

with SLBP, SLLP, Science Based Targets Network, and SDGs

Note: NBS: nature-based solutions; SLBs: sustainability-linked bonds; SLBP: Sustainability-Linked Bond Principles; SLLP: Sustainability-Linked Loan Principles; KPI:

key performance indicator; SDGs: Sustainable Development Goals.

Sources: WRI authors based on information in Stora Enso 2023a, 2023b; Environmental Finance n.d.b.

aligned with the International Capital Market Associa-
tion’s Green Bond Principles and Green Loan Principles
to define project evaluation, proceeds management,
reporting, and external review processes (Stora Enso
2023a). Bond proceeds are allocated to projects in the
following categories: sustainable forest management,
sustainable production processes, energy efficiency,
renewable energy and waste-to-energy, sustainable water
management, and waste management and pollution

control (Stora Enso 2023a).

Beyond Stora Enso, key partners involved in the bond
issuance include Sustainalytics as the external reviewer
to ensure alignment with green bond standards, and lead
managers BNP Paribas, Crédit Agricole CIB, Danske

Bank, and SEB Group, which underwrite the bond and
manage its distribution to investors (Stora Enso 2023a,

2023b; Environmental Finance n.d.b).

Measuring and managing impact

Stora Enso’s Green and Sustainability-Linked Financing
Framework, which is also aligned with the Sustainabil-
ity-Linked Bond Principles and Sustainability-Linked
Loan Principles, ensures that capital raised delivers
measurable positive outcomes in the three sustainability
areas most materially significant to their operations

and the broader societal and environmental context:
climate change, circularity, and biodiversity (Stora Enso
2023a,2023b).
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A central component of the framework is the establish-
ment of KPIs and SP'Ts, which track annual progress
toward reducing GHG emissions by 50 percent (Scopes
1,2, and 3) by 2030, achieving 100 percent recyclabil-
ity by 2030, and planting 3.4 million birch trees in
Sweden by 2030 (Stora Enso 2023a, 2023b). However,
to ensure more meaningful impact measurement, it is
recommended that future biodiversity KPIs also reflect
long-term ecological outcomes. Progress should be
measured not only by outputs (e.g., trees planted) but
also by ecological impacts on ecosystem health, such as
by incorporating metrics for biodiversity (as discussed in

subsection “Sustainable growth of financial returns”).

Progress is systematically monitored at both the group
and divisional levels, with Stora Enso using historical
performance data and relevant benchmarks, such as
industry standards and science-based targets, to assess
progress alongside ambition levels and strategies to
achieve them (Stora Enso 2023a, 2023b). Quarterly
updates on KPIs and SPTs are provided in Stora Enso’s
interim reports, while consolidated results are reported
annually in the Green and Sustainability-Linked Financ-
ing Report, following external verification of KPI perfor-
mance against SP'Ts (Stora Enso 2023a).

Incentives for achieving KPIs are embedded in the
bond’s structure as an SLLB and in the remuneration of
Stora Enso’s leadership team, with sustainability metrics
included in both short- and long-term incentive plans
(Stora Enso 2023a,2023b).
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Stora Enso’s dual tranche green bond represents a stra-
tegic opportunity for institutional investors to integrate
NBS into their portfolios through stable fixed income.
'This innovative financing structure, offering both short-
and long-term maturities, provides flexibility to accom-
modate diverse liquidity preferences and risk profiles
while mitigating liquidity and market risks in accordance
with established green financing principles. The bond’s
issuance under Stora Enso’s Green and Sustainability-
Linked Financing Framework enhances its credibility
and transparency in the allocation of proceeds, while
regular KPI monitoring reinforces accountability, foster-
ing investor confidence and ensuring compliance with
sustainability mandates—elements that can be replicated

across various sectors.

Stora Enso’s position as one of the world’s largest private
forest owners presents significant opportunities for the
geographic expansion and scalability of NBS investments
(Stora Enso 2024). By initially targeting developed
markets, the company effectively mitigates the risks asso-
ciated with emerging economies, allowing institutional
investors to assess the viability of NBS models before
committing to broader geographic deployment. Upon
validation of these models, Stora Enso’s extensive global
footprint supports the scaling of successful initiatives
into new regions (Stora Enso 2024). The strategic focus
on high-growth sectors, such as renewable packaging
and biomaterials, further enhances this scalability; for
example, the anode materials market is projected at €10
billion ($10.8 billion) over the project’s lifespan, offer-
ing a long-term EBITDA (earnings before interest,
taxes, depreciation, and amortization) margin potential

of 50 percent, while bio-binders represent a €20 bil-

lion ($21.6 billion) market with a 40 percent EBITDA
margin (Stora Enso 2024). This approach underscores
the financial viability and scalability of NBS investments
through a structured framework that allows institutional
investors to effectively assess risk, capitalize on growth
opportunities, and implement successful models across
diverse markets.

Emerging market potential
and finance innovation

ADM Capital’s Asia climate-
smart landscape fund

ADM Capital’s Asia Climate-Smart Landscape Fund
(ACLF) targets $200 million to finance land regenera-
tion, forest and mangrove restoration, and sustainable
agriculture projects in Indonesia (ADM Capital 2023,
n.d). Through a blended fund, ACLF provides senior
secured loans to small and medium-sized enterprises
(SMEs), aiming for a net IRR of 6-8 percent, while
incentivizing significant environmental and social impact,
including carbon sequestration, rural gender-equitable
job creation, and improved sustainable land-use practices
(Bang 2023; ADM Capital 2023). Key investment char-
acteristics are detailed in Table 9, while key investment
challenges and the strategies used to overcome them are
outlined in Table 10.



Table 9 | Investment characteristics of
ADM Capital’'s Asia Climate-Smart
Landscape Fund

INVESTMENT CASE-SPECIFIC DETAIL
CHARACTERISTIC

NBS type

Location
Sector
Instrument

Vehicle

Size

Revenue

Projected returns
Horizon

Liquidity

Risks

Investee

Investors

Note: NBS: nature-based solutions; SMEs: small and medium-sized enterprises.

Land regeneration, forest and mangrove
restoration or protection, sustainable agriculture

Indonesia
Agriculture
Debt

Blended finance fund (secured by 50%
guarantee at asset level)

$200 million (target size); investment $5-$20
million (investment ticket size)

Cash flow, commitment and/or redemption fees,
interest

6-8% net
10-year holding period

Limited liquidity due to medium-to-long-term
debt structure

High but mitigated to moderate through blended
financing

Indonesian SMEs (including PT Bening Big Tree
Farms)

Seed commitments from Calvert Impact
Capital, Ceniarth, The David and Lucile Packard
Foundation, the John D. and Catherine T.
MacArthur Foundation, Margaret A. Cargill
Philanthropies, RS Group

Sources: WRI authors based on information in ADM Capital 2023, n.d.; Bang
2023; Capital for Climate 2024; Convergence n.d.; Kiernan-Stone 2024; WEF

2025,

Table 10 | How ADM Capital’s fund structure addresses common NBS investment challenges

TYPICAL CHALLENGE INNBS | HOW ADM CAPITAL'S ACLF HELPS ADDRESS IT
INVESTING

Illiquidity, high risks with
uncertain returns: moderate
liquidity and bond-related risks

High transaction costs:
administrative and technical
complexities of NBS financing

Internal capacity constraints:
difficulty in managing and
reporting NBS investments

performance and accountability

- Blended finance: combines concessional capital with 50% asset-level guarantee to de-risk projects and compensate
for nonmarketable socioeconomic and environmental benefits

- Financial structuring: uses senior secured loans to mitigate risks and prioritize repayment in uncertain markets

= Pooling investments: aggregates investments to enable larger investment ticket sizes
- Financial collaboration: technical partnerships streamline investments, reduce costs, and enhance pipeline efficiency

- Impact-linked compensation: incentivizes the team to align financial outcomes with impact targets, driving

= Partnerships: leverages partnerships with strong technical and on-the-ground experts including Convergence,

Partnerships for Forests, National University of Singapore Centre for Nature-based Climate Solutions

Note: NBS: nature-based solutions; ACLF: Asia Climate-Smart Landscape Fund.

Sources: WRI authors based on information in ADM Capital 2023, n.d.; Bang 2023; Capital for Climate 2024; WEF 2025; Convergence n.d.

Revenue model

'The fund aims to generate returns primarily through
interest income, project cash flows, and commitment
and/or redemption fees from medium-to-long-term debt
financing (Capital for Climate 2024). The fund targets

a net IRR of 6-8 percent across the portfolio of SMEs

in Indonesia engaged in sustainable agriculture, agrofor-
estry, aquaculture, land regeneration, and forest protec-
tion, with individual investments aiming for returns of up
to 12 percent (Capital for Climate 2024; Bang 2023).

Investment structure

The ACLF is structured as a blended finance vehicle,
managed by ADM Capital, aiming to combine conces-
sional funding from public and philanthropic sources
with commercial investments to provide senior secured

loans with medium-to-long-term high-impact debt

to SMEs (which usually have access to only inflexible,
short-term debt due to their size) (ADM Capital n.d.;
Capital for Climate 2024; Bang 2023). The fund lever-
ages a 50 percent asset-level guarantee from the US
International Development Finance Corporation (DFC),
with the US Agency for International Development,

the Rabo Foundation, and the Australian government’s
Department of Foreign Affairs and Trade also participat-
ing in the guarantee, allowing it to offer favorable loan
terms while managing risk (ADM Capital 2023).

'The ACLF’s portfolio will consist of about 15 projects,
each with investments ranging from $5 million to $20
million, focused on high-impact opportunities across
Indonesia’s sustainable land use and agricultural sectors
(ADM Capital 2023, n.d.; Kiernan-Stone 2024). Per-
formance fees are linked to the achievement of impact
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targets, with 50 percent contingent on meeting specific
environmental and social outcomes (ADM Capital
2023; Bang 2023).

Initial commitments have been secured from Ceniarth,
the David and Lucile Packard Foundation, the John D.
and Catherine T. MacArthur Foundation, Margaret A.
Cargill Philanthropies, RS Group, and Calvert Impact
Capital (PfF 2024; ADM Capital 2023). Legal advisory
support from A&QO Shearman has supported structuring
of the financing deal for the portfolio company PT Ben-
ing Big Tree Farms (A&O Shearman 2024).
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Measuring and managing impact

Incentives were built into the fund’s framework from
the outset, with clear, measurable fund-level impact
targets: sequestering 12 million tons of carbon dioxide
equivalent; creating 8,000 jobs (30 percent of which are
for women); and improving land-use practices across
125,000 hectares (ADM Capital 2023; Bang 2023;
Capital for Climate 2024; A&O Shearman 2024). Pipe-
line projects are managed according to eight social and
environmental project-level objectives (forest retention,
improved rural livelihoods, landscape protection, sustain-
able supply chain, clean energy, emissions reduction,
biodiversity protection, and pollution protection), which
are aligned with key Sustainable Development Goals,
with accompanying indicators for each (Bang 2023). A

designated impact committee will oversee the monitor-

ing of progress against these objectives and targets at

both the project and fund levels (Bang 2023).

To align financial performance with impact outcomes,
ADM Capital introduced a 50 percent conditional carry
pool that ties compensation to the successful attain-
ment of its impact targets (ADM Capital 2023; Bang
2023). This structure incentivizes the investment team
to prioritize both financial and impact goals, fostering a
culture of accountability and commitment to achieving

measurable results.

'The ACLF integrates biodiversity considerations into its
impact measurement through a two-level biodiversity



accounting framework. Level 1 offers a broad baseline of
biodiversity using global metrics, while Level 2 provides
more detailed, site-specific analysis. The framework helps
inform strategies for minimizing negative impacts and
identifying opportunities for restoration, ensuring that
projects align with the IFC Performance Standards and
the mitigation hierarchy (Bang 2023).

The fund leverages partnerships with organizations

such as Partnerships for Forests, Convergence, and the
National University of Singapore Centre for Nature-
based Climate Solutions to strengthen its environmen-
tal and social impact framework. These partnerships
contribute local expertise and support the development
of methodologies for carbon, biodiversity, and high con-
servation value assessments, ensuring that projects adhere
to best practices in environmental impact measurement

(ADM Capital 2023; WEF 2025).

The ACLF is pioneering sustainable agriculture and
land-use investments in Indonesia, acting as a proof of
concept for high-impact investments delivering balanced
returns by filling a financing gap in underserved lending
markets, and creating a model for replication in other
emerging economies (ADM Capital n.d.; Capital for
Climate 2024; Kiernan-Stone 2024). Indonesia, as the
fourth most populous country in the world and largest
economy in Southeast Asia, presents significant scaling
opportunities, especially with a government focus on
aligning emissions reductions with poverty alleviation

through sustainable agriculture (ADM Capital 2023).

By combining concessional capital with commercial
investments and leveraging asset-level guarantees (such

as the 50 percent guarantee from DFC), the ACLF

addresses market gaps and mitigates risks. While it still
faces challenges attracting private investment due to

perceptions of it being a “first-time fund,” this blended
financing approach offers a scalable model for investors

and asset managers looking to expand into new markets

with similar characteristics (PfF 2024).

Finally, the ACLF’s emphasis on linking financial returns
to environmental and social outcomes through a rigor-
ous and integrated impact measurement framework

sets a strong precedent for future funds. This framework
tracks impact at multiple levels, connecting overarching
portfolio goals with specific objectives and indicators that
reflect a wide range of benefits and impacts, rather than
relying on just one or two arbitrary metrics. Furthermore,
the fund’s partnerships with stakeholders possessing both
technical expertise and extensive local knowledge have
not only ensured a robust approach to impact tracking

at both the project and portfolio levels but also helped
mitigate the common challenges of building a strong
project pipeline.

Tikehau Capital's private equity
regenerative agriculture strategy

Tikehau Capital’s Private Equity Regenerative Agricul-
ture Strategy aims to achieve a gross return of 20 percent
by investing in companies that enhance soil health,
promote biodiversity, and advance sustainable farming
technologies, thereby positioning itself to capitalize

on the increasing demand for regenerative agricultural
practices (GFI 2024b; Tikehau Capital 2024b). Key
investment characteristics are detailed in Table 11, while
key investment challenges and the strategies used to

overcome them are outlined in Table 12.

Table 11 | Investment characteristics of
Tikehau Capital’s Private Equity
Regenerative Agriculture Strategy

INVESTMENT CASE-SPECIFIC DETAIL
CHARACTERISTIC

NBS type Regenerative agriculture

Location Global

Sector Agriculture

Instrument Equity

Vehicle Private equity impact fund

Size €1 billion ($1.05 billion) (target size); investment
£€15-€150 million ($15.8-$158 million)
(investment ticket size)

Revenue Revenue growth through expansion and

acquisitions

Projected returns  Targeted 20% gross over 5-7 years (not
guaranteed)

Horizon 12 years (4-5-year investment period, 5-7-year
holding period), launched 2022, subscription
ended in 2024

Liquidity Limited

Risks Moderate due to market uncertainties

Investee Corporations in regenerative agriculture (e.g.,
Biobest)

Investors Tikehau Capital, AXA Climate, and Unilever

(€100 million [$105.4 million] each), Bpifrance,
European Investment Fund

Note: NBS: nature-based solutions; Bpifrance: Banque Publique
d'Investissement France.

Sources: WRI authors based on information in Tikehau Capital 2022, 2023,
20244, 2024b; GFI 2024b, 2024c; Capital for Climate n.d.; Environmental
Finance n.d.a.
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Table 12 | How Tikehau Capital addresses common NBS investment challenges

TYPICAL CHALLENGE IN NBS HOW TIKEHAU CAPITAL'S PRIVATE EQUITY REGENERATIVE AGRICULTURE STRATEGY HELPS ADDRESS IT
INVESTING

- Market positioning: focuses on mid-cap companies with strong demonstrated growth in maturing markets

- Engagement with portfolio companies: acquires minority or majority stakes, ensures each investment aligns
with strategic objectives, and mandates measurable impact assessment throughout the holding period

Illiquidity, high risks with uncertain
returns: illiquid long-term private
equity asset with higher risk due to
market uncertainties

High transaction costs: targets
diverse companies

assessment, and finance

Internal capacity constraints:

complexity in monitoring and

assessing impact outcomes
party verification

= Pooling investments: aggregates investments to enable larger investment ticket sizes
- Financial collaboration: Tikehau Capital, AXA Climate, and Unilever combine expertise in industries, risk

= Partnerships: collaboration with industry leaders, framework developers, and accreditors for IMM

- Established IMM frameworks: uses recognized and robust frameworks (e.g., One Planet Business for
Biodiversity, Sustainable Agriculture Initiative Platform) for efficient impact monitoring and reporting with third-

Note: NBS: nature-based solutions; cap: capitalization; IMM: impact measurement and management.
Sources: WRI authors based on information in Tikehau Capital 2022, 2023, 2024a; GFI 2024b, 2024c; Environmental Finance n.d.a.

Revenue model

Tikehau Capital’s Private Equity Regenerative Agri-
culture Strategy aims to generate returns by increasing
revenues and enhancing the EBITDA of portfolio
companies through geographic and product expansion
and strategic acquisitions, leading to high valuations
(GFI 2024b, 2024c). Targeted returns of 20 percent gross
are anticipated over a 5-7-year holding period, facilitat-
ing value realization from equity investments in strong-
growth corporations well poised to capitalize on the

growing demand for sustainable agricultural solutions

(Tikehau Capital 2024a; GFI 2024b, 2024c).
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Investment structure

The strategy is structured as a private equity impact fund
with a target capitalization of €1 billion ($1.05 billion)
(Tikehau Capital 2022, 2024c). The fund has a 12-year
investment horizon comprised of a 4-5-year investment
period followed by a 5-7-year holding period (GFI
2024b; Capital for Climate n.d.). The fund was launched
in 2022, and the subscription period concluded in 2024
(Tikehau Capital 2024b; GFI 2024b).

The fund is a collaboration among Tikehau Capital,
AXA Climate, and Unilever, each contributing €100
million ($105.4 million), with additional backing from
Banque Publique d’Investissement France and the
European Investment Fund (Tikehau Capital 2022;
GFI 2024b). External investors can participate with
investment ticket sizes ranging from €15 million to €150

million ($15.8-$158 million) (Capital for Climate n.d.;
GFI 2024c¢). As an Article 9 (SFDR) impact fund, it
prioritizes investments in corporations that positively
contribute to biodiversity, carbon, or water impact while

ensuring no significant harm is done to health and social

outcomes (GFI 2024b; Tikehau Capital 2024b).

Tikehau Capital’s approach to private equity is flexible,
allowing for the acquisition of either minority or major-
ity stakes in portfolio companies. This flexibility enables
tailored support for scaling, ensuring alignment with
strategic objectives and fostering product and geographic
expansion (Tikehau Capital 2024a, 2024b). The strategy
focuses on companies that enable the scaling of regen-
erative agriculture across four verticals: inputs, farm-
ing equipment, ingredients, and enablers (e.g., impact
measurement and monitoring technologies) (Tikehau
Capital 2024a; GFI 2024b).

Measuring and managing impact

Each portfolio company in the strategy must demon-
strate a positive contribution to at least one of three core
objectives—carbon reduction, water management, and
biodiversity restoration—while ensuring that none are
negatively impacted by the investment (Tikehau Capital
2024a; GFI 2024b). This is consistent with the EU Tax-
onomy’s “do no significant harm” principle, with part of
the strategy’s performance fee linked to achieving these
targets (Tikehau Capital 2024a; Environmental Finance
n.d.a). Additionally, the strategy tracks improvements in
health and social conditions for farmers (GFI 2024b). To
facilitate this, it uses industry-recognized frameworks,
including the Sustainable Agriculture Initiative Platform
and the Regenerative Agriculture Framework, through

Tikehau Capital’s membership with One Planet Business



for Biodiversity (Tikehau Capital 2024a; GFI 2024b,
2024c). During the due diligence phase, tailored KPIs
and baselines for each objective are established for every
investment (GFI 2024b, 2024c). Investees are required to
report their annual progress against these KPIs, subject
to third-party verification (Tikehau Capital 2024a; GFI
2024b, 2024c¢). An annual ESG and impact report com-
piles these results and is shared with investors (Tikehau
Capital 2024a).

Scalability and replicability

'The Private Equity Regenerative Agriculture Strategy
demonstrates that investments in NBS can target
substantial returns by focusing on enabling solutions.
'This strategy makes it possible for investors to identify
high-potential opportunities by targeting scalable, proven
business models within the NBS sector, while mitigating
risks through structured capital pooling. By forming stra-
tegic partnerships with industry leaders, investors gain
access to specialized expertise, market knowledge, and
operational resources, allowing for the efficient scaling of
investments across geographies and product categories

(Tikehau Capital 2022, 2024b).

Investors can take advantage of favorable policy frame-
works—including the European Green Deal’s Common
Agricultural Policy, which promotes corporate commit-
ments to adopt regenerative agriculture practices—and
benefit from increasing consumer demand for sustainable
production (GFI 2024b; Capital for Climate n.d.).

Tikehau Capital specifically targets mid-cap companies
with revenues between €20 million and €1 billion ($21.1
million—$1.05 billion) (Tikehau Capital 2024b). The
fund is structured to scale demonstrated growth through

the product and geographic expansion of portfolio com-

panies, exemplified by its €120 million ($126 million)

investment in Biobest, which facilitated Biobest’s expan-
sion in Latin America with the acquisition of Biotrop, a
Brazilian company specializing in biological solutions for
crop nutrition and protection (Environmental Finance
n.d.a; Tikehau Capital 2024b).

Finally, the strategy’s success is supported by the align-
ment of social, environmental, and financial incentives.
Nearly 80 percent of Tikehau Capital’s balance sheet

is dedicated to impactful strategies, reflecting the firm’s

commitment to driving positive change. The performance
fee structure ties financial rewards to the achievement of
social and environmental objectives, ensuring account-
ability (Tikehau Capital 2024c). Additionally, investee
companies report on their progress against KPIs estab-
lished during the due diligence phase (Tikehau Capital
2024a; GFI 2024b, 2024c). The integration of IMM
frameworks, along with third-party verification, addresses
the complexities of measuring impact in regenera-

tive agriculture.
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SECTION 6.
Conclusion

Financial institutions have a unique opportunity to generate
positive outcomes for nature—the foundation of the global
economy—by actively integrating nature-based solutions into

their strategies. Scaling these efforts will require internal reforms,
greater transparency, and a shift in focus from short-term

returns to long-term sustainability. By making this shift, financial
institutions can spur innovation, unlock private capital, and help
lead the transition to a more resilient and nature-positive economy;.
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While not all nature-based solutions have established
track records for generating recoverable financial returns,
the Guidebook underscores the pivotal role that NBS can
play in strengthening resource bases and enhancing eco-
system resilience, ultimately supporting long-term finan-
cial stability. By clarifying standard NBS definitions for
finance, it highlights key NBS opportunities, examines
the challenges in scaling NBS finance, and provides step-

by-step guidance for mainstream financial institutions to

effectively integrate NBS into their investment strategies.

The Guidebook also explores financial instruments and

partnerships that can help address common challenges
such as uncertain returns, long payback periods, illiquid-
ity, and potential cost overruns.

The Guidebook can serve as a resource for financial
institutions in identifying the most suitable types of NBS
investments. It contains an NBS investment catalog to
support the development of investable NBS portfolios

in priority sectors and regions that are highly exposed to
nature risk. It also provides concrete recommendations
on frameworks, tools, data, and metrics for measuring
and monitoring the financial, environmental, and social
impacts of NBS investments. Further, it highlights the
importance of increasing data transparency, improving
reporting practices, building technical capacity and part-
nerships, and reforming incentive structures within the

financial systems to drive impact-oriented investments.




»

By showecasing concrete examples, the Guidebook seeks

to inspire financial institutions to embrace NBS invest-
ments and pioneer innovative financial instruments and
tools that address the challenges faced by NBS invest-
ments and barriers to scaling. Proactively engaging in
NBS offers financial institutions a transformative oppor-
tunity to address nature-related risks systematically while
unlocking new market opportunities. Integrating NBS

into investment strategies not only enhances financial
resilience and drives stronger returns but also contributes

to a more sustainable and equitable future.

However, achieving this transformation requires change
from within. Financial professionals must adopt a

systemic approach, deepen understanding of the techni-
cal challenges unique to NBS projects, and demonstrate
a strong commitment to reforming traditional financial

systems to prioritize long-term sustainability over short-

term gains. This shift will accelerate financial innovation

and unlock new investment opportunities.

By actively engaging with key stakeholders, financial
institutions could take a central role in mobilizing much-
needed private capital into nature, paving the way for

new and scalable pathways for sustainable finance.




Appendix A. Methodology

The development of the Guidebook followed a structured
four-step approach to ensure industry relevance:

Step 1. Stakeholder consultations: placing
industry users at the center from the start

Between November 2023 and January 2024, WRI held 23
consultations with 25 stakeholder institutions from various
sectors of the finance industry, including asset managers,
pipeline developers, multilateral development banks,
networks and alliances, and regulators. The consultations
aimed to achieve two key objectives:

B |nform the development of the Guidebook and ensure
its relevance to the industry, including clarifying
the Guidebook's objectives, identifying its target
audience, and determining the most suitable format
for the Guidebook

B Engage with interested stakeholders, allowing
them to contribute to the Guidebook development
process by sharing examples, offering comments and
recommendations captured in the consultation report,
and supporting dissemination within their networks

Those consulted were chosen to represent a broad spectrum
of financial perspectives, ranging from asset managers to
commercial, public, and retail banks, to investor networks
and pipeline developers. We sought to engage with leading
experts and front-runners in the space who could provide
insights into the challenges facing private investment in
NBS—and the strategies and approaches for overcoming
these challenges. We selected these individuals based on
their roles in relevant institutions and their track records in
NBS investments or related areas. Experts were identified
through a combination of publicly available information,
professional and personal networks, and recommendations
from stakeholders already in our circles. This process
ensured that the consulted stakeholders had the appropriate
backgrounds and experience to provide credible and
insightful input.

While we made efforts to ensure a diverse range of
stakeholders, one limitation of this approach is that it led to
a bias toward respondents from the Global North, as these
individuals and institutions were more readily accessible
through our professional and personal networks. To address



this, we actively sought representation in the extensive peer
review process by including experts and institutions with
deep experience in the Global South.

These consultations provided insights into the private finance
landscape for NBS and helped identify five key challenges
that are preventing mainstream investment in NBS, as
summarized in Figure A-1, which directly informed the
Guidebook's development.

Step 2. Desk research: identifying catalytic
NBS investments and impact assessment
methods

Desk research consisted of two main components: a review
of the literature on IMM methods and data; and a critical

analysis of NBS investment examples identified through the
research and provided by participating financial institutions.

B The literature review focused on empirical studies
published in English, emphasizing industry reports,
case studies, and other relevant sector and academic
publications rather than purely conceptual or theoretical
academic research. The review broadly examined various
IMM methodology repositories pertinent to financial
institutions as well as published reports on NBS finance
aimed at the private sector.

B We gathered and categorized investment examples based
on the investment characteristics we identified during the
consultation process, considering various investor profiles
(including preferences related to social and environmental
impact, risk-return, time horizons for maturity, scalability,
and other relevant factors for asset managers). We
prioritized examples based on the criteria outlined
above, focusing on practical applicability, business case
strength, diversity of risk-return profiles, and quality and
quantity of investment information. The Guidebook uses
these examples to help investors understand the concept
of NBS, as defined by the United Nations Environment

Figure A-1 | Key challenges identified in stakeholder consultations

Unproven returns,
scalability, and
replicability; limited
appropriability of
public benefits

RISK AND UNCERTAINTIES
FOR RETURNS

(NBS market is still
emerging and is unproven)

ILLIQUIDITY
(characteristics of NBS not
well aligned with finance
sector)

NBS are small scale and have
long investment horizons

HIGH TRANSACTION COSTS
(financial engineering
more expensive for NBS)

High management
costs

INTERNAL CAPACITY
CONSTRAINTS measurement not
(impact on nature and mainstreamed for
people not incentivized) finance

NBS definition and

Note: NBS: nature-based solutions.

NBS lacks compelling
narrative of
opportuntities

Lack of enabling Higher
policies (perceived) risks

Localized nature Regulatory frameworks poorly
of NBS aligned with NBS

High transaction
and structuring costs

Nature is complex
and context specific

Lack of incentives and
internal NBS strategy
limits buy-in, expertise,
impact

Limited deal flow
restricts expertise
development

Lack of practical
guidance relevant to
the sector

Source: WRI authors based on interviews with representatives from 25 stakeholder institutions across diverse sectors related to private investment in NBS, conducted

between November 2023 and January 2024.

Assembly, and illustrate what such investments entail.
Recognizing the diverse landscape of investors, the
Guidebook outlines a spectrum of NBS investments
using financial terminology, offering examples across
asset classes and sectors, while addressing varying
investment objectives.

Step 3. Guidebook development:
integrating real-world examples
throughout

The Guidebook was designed to clarify NBS investment for
mainstream finance, addressing key challenges raised by
financial institutions during the consultation phase. It offers a
comprehensive, structured approach for institutional investors
and asset managers, regardless of their prior experience

with NBS projects, to navigate the NBS investment process
by assessing NBS investment needs, aligning strategies with
institutional goals, integrating NBS into portfolio strategies,
and conducting science-based impact evaluations. Each step
includes targeted recommendations on methodologies, tools,
and data, along with examples from the literature to support
practical implementation.

Step 4. User testing and peer review:
seeking earlier feedback and ensuring
scientific rigor

To ensure its relevance and robustness, the Guidebook

underwent user testing and an extensive external review
process. A small group of three users from the target
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audience reviewed an early draft, participated in a focus
group session, and provided both written or verbal feedback
to enhance the early drafts of the Guidebook, ensuring its
relevance and value to the broader financial sector. This was
followed by a peer review process involving external experts,
recognized authorities in the field from 14 organizations
across asset management firms and financial institutions,
sustainable finance and investment platforms, investor
networks, multilateral institutions, global initiatives, and data
and analytics providers. Their input helped validate the rigor
of the research methods and strengthened the Guidebook's
contribution to existing literature.
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Appendix B. Financial instruments
and coping strategies for scaling
NBS investments

The following outlines key strategies and financial
instruments to address each of the key challenges identified
in the Guidebook to scaling private investment in NBS,
organized into three core categories for action: partnerships
and collaboration, which focuses on strengthening

internal capacity and building external alliances; impact
monitoring and management, ensuring effective tracking

of environmental, social, and financial outcomes; and
investment structuring and financial products, which
leverages innovative financial mechanisms to reduce costs
and attract capital.

Strategies to mitigate risks for returns
and improve liquidity

These two challenges can be tackled together using a
combination of strategies and financial instruments.

Investment structuring and financial products

B  Hybrid instruments: NBS investments structured
through hybrid instruments offer a balanced risk-return
profile for investors seeking high returns and willing to
accept higher risks than those associated with typical
fixed-income investments. For investors with higher
risk tolerance seeking high returns, NBS investments
structured through hybrid instruments offer a way for
investors to gain exposure to NBS investment that
balances risk and return by combining features of both
debt and equity. This method allows investors to take
on more risk and potential reward than with traditional
debt while presenting lower risks and returns compared
with equity. Consequently, in the event of insolvency,
hybrid investors rank between debt and equity holders
(OECD 2015). Common hybrid instruments include

subordinated debt (loans or bonds); participating loans
with profit sharing; silent participation; convertible
debt and warrants that allow conversion to equity; and
mezzanine finance, which combines two or more of
these instruments.

The African Development Bank's Perpetual Non-call
(PerpNC) 10.5-year USD Global Sustainable Hybrid capital
issuance exemplifies an attractive hybrid instrument

for investors: It offers a 5.75 percent coupon rate, high
compared with typical fixed-income securities; boasts a
strong credit rating; garnered over $6 billion in orders,
indicating robust market confidence and potential
secondary market liquidity; and may qualify as regulatory
capital for financial institutions (AfDB 2024).

Mezzanine financing can be effectively used for NBS
projects associated with carbon markets by including an
option for lenders to convert part of the loan into equity.
Two German solar developers, SUNfarming and Munch,
have successfully employed this approach to scale their
large solar projects, with support from financial adviser
Capcora. Both companies recently secured mezzanine
financing at the operating portfolio level from a German
pension fund managed by Prime Capital AG, amounting
to €17.5 million ($18.9 million) for SUNfarming and €21
million ($22.7 million) for Miinch (Kuhn et al. 2023).
Additionally, investors may pursue aggregated funds

to lower transaction costs and increase liquidity. By
pooling various projects, they can reduce risk exposure
and aggregate projects valued between $1 million and
$10 million to create larger funds. This approach opens
participation to a broader range of investors, including
pension funds, mutual funds, and retail investors

(Ding et al. 2017).



B Tranching: Tranching is a financial structuring method

that segments an investment or debt instrument into
multiple layers, or tranches, each with different levels
of risk, return, and maturity. Each tranche is tailored

to meet the preferences of various investors. Senior
tranches typically offer lower risk and higher priority in
repayment but come with lower returns, while junior
tranches assume higher risk in exchange for greater
potential returns. This flexible structure also enhances
liquidity by allowing investors to select tranches based
on their preferred exit timelines, making a given NBS
investment more accessible and attractive to a broader
range of investors.

Revenue stacking: This strategy involves combining
multiple income streams from various sources to diversify
risks and enhance returns. A review of 88 NBS investment
transactions found that 40 percent used revenue
stacking, enabling investors to achieve target returns

in less developed NBS such as peatland restoration or
coastal projects (Finance Earth 2021). Investors can blend
traditional revenue from commodities, such as sustainable
timber harvesting, with newer sources like carbon, water,
or biodiversity credits and ecotourism to strengthen
revenue generation (Finance Earth 2021; NCSA 2024).

For example, in 2023 Triodos Bank UK structured a
£20.55 million ($25.6 million) loan with repayments

linked to carbon credit revenues over 25 years for
Oxygen Conservation that integrates diverse income
streams—carbon credits, organic agriculture, renewable
energy, and ecotourism (Triodos Bank 2024a; GFI 2023).
This approach is especially beneficial for long-term
institutional investors, like pension funds and insurance
companies, as it aligns with their value creation goals and
offers diversification.

However, revenue stacking may be less attractive to

debt investors seeking shorter repayment periods and
entails higher execution risks due to added structuring
(WWF and South Pole 2023). By pairing revenue stacking

with aggregation strategies, investments can attract a
wider range of investors, each drawn to specific revenue
streams. This increased interest fosters more investment
opportunities, as seen with Miro Forestry, which manages
sustainably operated plantations and generates carbon
credits in West Africa (Miro Forestry 2022).

Special purpose vehicles: An SPV is a subsidiary
created by a parent company to manage the financial
risks related to specific projects, offering a legal
framework that protects the parent from potential
liabilities (WWF 2024). SPVs enable the pooling of
capital, isolation of risks, and customization of financing
structures for specific purposes, such as investing in
landscape-level projects. This structure is particularly
advantageous for NBS, as it facilitates the aggregation
and coordinated management of diverse projects,
enhancing risk management and financial oversight while
supporting large-scale initiatives. However, SPVs may be
less suitable for passive investors who prefer a hands-off
approach or want NBS investments reflected on their
balance sheets.

Strategic investment structuring: Financial institutions
can enhance their risk-return profiles by targeting
projects or assets with high scalability potential in
maturing markets. By focusing on opportunities that
demonstrate strong growth prospects and are positioned
for expansion, institutions can maximize returns over
time while ensuring market stability. This strategy helps
institutions tap into assets that, as they mature, offer
higher valuations, enhanced liquidity, and more attractive
exit strategies, ultimately improving both long-term
profitability and overall market positioning.

Blended finance: Blended finance, which involves
catalytic capital from public or philanthropic sources,
enables investors to engage in high-impact NBS projects
that might otherwise be deemed noninvestable due

to their unique risks and the early stage of the market.

This approach combines public and private funding
through concessional capital, guarantees, insurance, and
grants to mitigate risks associated with early-stage NBS
projects. It enhances the scalability of these investments
by addressing risks such as currency fluctuations in
emerging economies and fostering partnerships that align
stakeholders' roles.

Moreover, blended finance can unlock private capital for
adaptation-focused NBS projects by using concessional
funding to cover nonmonetizable benefits and providing
technical assistance for capacity-building and project
management improvements (Convergence 2024). It is
typically categorized into four main types: design and
preparation funds, technical assistance funds, guarantees
and risk insurance, and concessional capital, each
addressing a specific investment scaling challenge
(Convergence 2024; Earth Security 2021a). Examples of
these categories are summarized in Table B-1.

While blended finance is a valuable tool for investors,
particularly in emerging economies, it should be viewed
as a structural approach to address market failures that
block investment, rather than as a standalone investment
strategy (Convergence 2024). Given its current limited
supply (WBCSD 2023), it should not be relied on as a
comprehensive solution.

Listed vehicles: The listed NBS space remains nascent,
and opportunities within listed public equities are still
relatively limited. That said, listed investment vehicles,
such as exchange-traded funds (ETFs) and sustainability-
linked bonds, aggregate capital and offer enhanced
liquidity. By eliminating the need for individual investors
to structure their own investments, these vehicles lower
management costs and are well-suited for those seeking
diversified exposure to NBS. Thematic public equity
funds, like those from AXA Investment Managers and
Mirova Asset Management, aggregate smaller projects
into investable sizes for institutional investors while
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Table B-1 | Overview of blended finance structures and applications

DESIGN AND PREPARATION FUNDS TECHNICAL ASSISTANCE FUNDS

GUARANTEES AND RISK INSURANCE CONCESSIONAL CAPITAL

Mechanism

Grants or convertible grants support design and
preparation of projects, improving their bankability

Applicability
in NBS

Funds early-stage NBS project development

Supports proof-of-concept and pipeline
development

Prepares NBS projects for private investment by
enhancing their viability

The Climate Finance Lab's grant funding for the
Cloud Forest Blue Energy Mechanism to restore and
protect cloud forests in Latin America

Grants to build technical capacity of investees and
stakeholders in areas like financial management
and impact monitoring

Enhances technical capacity for NBS
implementation

Supports local stakeholders and project developers
in managing NBS projects

Improves overall project viability and operational
effectiveness

Technical assistance provided by Agence Frangaise
de Développement and the Global Environment
Facility in the Land Degradation Neutrality Fund

Risk guarantees and insurance cover investor losses
to de-risk high-risk projects and attract capital at
better rates

Mitigates risks associated with high-risk NBS
projects

Reduces perceived financial risks

Provides assurance through mechanisms like
political risk insurance

The World Bank's repayment guarantee and the
Global Environment Facility's nongrant instrument
for the Seychelles Blue Bond

Public entities offer debt or equity at below-market
rates to reduce capital costs and attract risk-averse
investors

Lowers the cost of capital for large-scale NBS
projects

Offers investors more favorable financing terms like
accepting junior terms (e.g,, first-loss equity)

Supports NBS projects by providing affordable
financing with performance-linked terms

Early-stage design grants provided by the
Rockefeller Foundation and the Gordon and Betty
Moore Foundation for the Forest Resilience Bond

Note: NBS: nature-based solutions.
Sources: Convergence 2024; Earth Security 2021a.

ensuring liquidity. An example targeting the retail sector

is detailed in Box B-1. However, opportunities will be less
appealing to those seeking highly customized investments
or intolerant of market fluctuations. For those preferring
stable, lower-risk returns, publicly traded sustainability-
linked bonds provide another option, offering liquidity
while transferring risks primarily to the issuer (CFA 2020;
Favero and Hinkel 2024).

Box B-1 | First natural capital listed fund for the retail sector maintains daily liquidity while
targeting long-term biodiversity objectives

The ASN Biodiversity Fund, managed by ASN Impact Investors and launched in 2021, is the first publicly traded fund focused
on natural capital for the retail market.? It offers daily liquidity, a minimum investment horizon of five years, and an estimated
net IRR of 5-15 percent.” Listed on Euronext, the fund employs a diversified investment strategy that combines impact
investments, debt and equity positions, and revenue from sustainable products and carbon credits.” It focuses on biodiver-
sity sectors such as sustainable forestry, regenerative agriculture, marine conservation, and ecotourism, aiming to deliver
measurable biodiversity benefits while creating green jobs.2 Managing €30 million ($32.5 million) in 2024, the fund aims to
grow to €500 million ($541.1 million).>®

While listed opportunities are generally limited, for
investors focused on real assets like forestry and
agriculture, emerging listed vehicles such as listed trust
structures and semiliquid funds with quarterly or annual

- ™ Sources: a. ASN 11 2023; b. GFI 2024b.
subscriptions offer new opportunities (GFI 2024b).

Impact monitoring and management

B Engagement with portfolio companies: Financial
institutions can acquire minority or majority stakes
in portfolio companies to ensure alignment with
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strategic objectives and mandates for measurable

impact assessment throughout the holding period. By
actively managing these investments and tracking their
environmental and social outcomes, institutions can
enhance value creation, mitigate risks, and ensure that
NBS-related projects deliver both financial and impact
returns. This approach strengthens governance, optimizes
performance, and supports compliance with emerging
standards and regulatory requirements.

Strategies to tackle high transaction costs

The majority of NBS investments are under $5 million (PwC
2023). These small-scale deals fall below the preferred
thresholds of institutional investors, contributing to high
transaction costs and limiting private capital flows (PwC
2023; Mayor et al. 2021; EIB 2023; WBCSD 2023; TNC 2019).

To tackle high transaction costs, a number of strategies
can be employed:

Partnerships and collaboration

B Collaborate with other financial institutions: Financial
institutions can reduce high transaction costs by
partnering with other investors that bring complementary
expertise and resources. These partnerships can help
pool resources, share the due diligence process, and

create economies of scale, decreasing the costs to each
investor. By combining industry-specific knowledge, risk
assessment capabilities, and financial expertise, such
partnerships can streamline investment management,
reduce transaction costs, and improve overall efficiency in

structuring NBS investments.

Impact monitoring and management

B Harness emerging technologies: Investors can
leverage advanced technologies to streamline investment
processes, enhance due diligence, and reduce the
transaction costs associated with NBS projects. For

instance, blockchain-enabled smart contracts automate
and secure transactions, ensuring transparency while
minimizing the need for intermediaries (Favero and
Hinkel 2024). Similarly, advanced monitoring, reporting,
and verification technologies improve the accuracy and
efficiency of tracking environmental impacts, allowing
for real-time adjustments and better risk management
(TLG n.d.). These innovations not only lower operational
costs but also bolster investor confidence by providing
robust, verifiable data that support informed decision-
making and more effective resource allocation. However,
it's important to note that the successful implementation
of these technologies requires sufficient digital literacy
among stakeholders.

Investment structuring and financial products

® Align with financing frameworks: Financial

institutions can reduce transaction costs by structuring
NBS investments to align with established financing
frameworks and principles such as the Sustainability-
Linked Bond Principles, Sustainability-Linked Loan
Principles, Green Bond Principles, and Green Loan
Principles. These frameworks provide clear guidelines
for structuring deals, standardizing key metrics,

and ensuring transparency across the investment
lifecycle. By leveraging these frameworks, financial
institutions can simplify the due diligence process,
streamline negotiations, and minimize legal and
administrative complexities.

Pool investments: Another option for enhancing

NBS investments is to engage intermediaries that can
aggregate smaller projects, creating economies of scale
that make them more appealing to investors. Additionally,
financial institutions could invest in aggregated funds
specifically focused on enhancing nature, biodiversity,
and ecosystem services. Notable examples include

the UBAM Biodiversity Restoration Fund, Federated
Hermes Biodiversity Equity Fund, AXA World Funds ACT

Biodiversity Fund, and HSBC World ESG Biodiversity
Screened Equity UCITS ETF (Campbell 2024; Cox 2024). In
2023, the HSBC World ESG Biodiversity Screened Equity
UCITS ETF, which targets biodiversity risks, achieved a
return of over 25 percent. Meanwhile, the AXA WF ACT
Biodiversity and La Financiére de I'Echiquier's Climate &
Biodiversity Impact Europe funds reported returns around
10 percent (Cox 2024). The market for these opportunities
is rapidly expanding, with eight biodiversity-specific funds
launched between June and November 2023. By year-end,
total investments in biodiversity-related funds exceeded
$1.5 billion, an increase of $520 million from the previous
year (Cox 2024).

Embed NBS within larger investments: Financial
institutions can reduce transaction costs by integrating
NBS—such as biodiversity restoration, carbon
sequestration, or water management—into larger
investment projects of sizes more appealing to investors.
By embedding NBS into broader initiatives, the need

for separate investment structures is minimized,
streamlining due diligence and operational processes.
This approach enhances efficiency, reduces transaction
costs, and allows institutions to leverage existing
regulatory frameworks and funding sources, making NBS
investments more financially attractive and easier to scale.

Strategies to overcome internal capacity
constraints

Partnerships and collaboration

B Partner to bridge short-term capacity gaps: To

address internal capacity gaps in the short term, financial
institutions should collaborate with external technical
partners specializing in NBS pipeline development and
impact measurement. These partnerships can help bridge
internal capacity constraints, providing the technical
support needed to quantify the environmental, social, and
financial benefits of NBS. By improving the assessment of
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NBS outcomes and risks, these collaborations can foster
confidence in future investments. Additionally, enhanced
information will facilitate standardization, reducing
transaction and due diligence costs.

Build long-term capacity: Over time, institutions must
focus on building internal technical expertise to better
integrate NBS into their investment strategies (see section
4: "Harnessing NBS to create financial opportunities”).
This also involves assigning dedicated staff for research,
finance database management, policy support, and

data analysis, ensuring that relevant insights feed into
investment committee discussions and decision-making.
Rabobank’s Project Acorn sets a good example. Launched
in 2022, this initiative promotes agroforestry on small-
scale farms across Africa, Asia, and Latin America,
demonstrating how a financial institution can support
NBS while gradually developing the expertise to handle
complex sustainability projects internally (Rabobank
2022). By investing in technical capacity, early movers
like Rabobank will be able to stay competitive in the
growing NBS market and align with emerging regulatory
frameworks and investor expectations. Additionally,
improving data transparency and access to relevant
impact and financial data are key to addressing capacity
gaps and boosting investor confidence. Enhanced data
comparability will enable institutions to better assess,
monitor, and scale NBS investments. By building in-
house capabilities, institutions can more effectively
manage these investments independently, ensuring
long-term success.
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Impact monitoring and management

B Implement impact-linked compensation: As detailed

in “INSPIRE' strategic alignment of investments with NBS
opportunities,” Step 6.

Develop specialized training programs: As detailed
in “INSPIRE' strategic alignment of investments with NBS
opportunities,” Step 6.

Leverage established frameworks: To overcome
internal capacity constraints, financial institutions can
leverage recognized IMM frameworks and align KPIs with
established standards such as the Sustainability-Linked
Bond Principles, Sustainability-Linked Loan Principles,
Science Based Targets Network, and Sustainable
Development Goals. This approach ensures NBS
investments are assessed with rigor and transparency.

By integrating third-party verification, institutions can
alleviate internal challenges associated with measuring
and reporting impacts, reduce the risks of impact
washing, and enhance credibility. Furthermore, this
strategy helps institutions comply with evolving regulatory
requirements, mitigate reputational risks, optimize long-
term portfolio performance, and capture emerging market
opportunities by ensuring that sustainability claims

are substantiated by measurable, verifiable data (see
“INSPIRE' strategic alignment of investments with NBS
opportunities,” Step 4).

Appendix C. Methods and tools
to assess risk exposure

Assessing risk exposure in portfolios

To assess nature-related risks, financial institutions need to
identify which ecosystems and ecosystem services are likely
to be most critical from a macro-financial perspective given
the size and location of dependencies, and which of those are
at risk of decline or collapse in their current portfolios (NGFS
2024). Asset managers can follow three steps to assess the
risk exposure of their investment portfolios:

1. Map exposure by sector: Nature-related risks
vary significantly across sectors, with industries
that rely heavily on natural resources or sensitive
ecosystems being particularly exposed. Key examples
include the following:

o Agriculture and food: highly exposed due to
dependence on water, soil health, and pollination
services as well as the physical risks of climate change
(e.g., acute like extreme weather events and chronic like
temperature changes, pests, and diseases)

O Real estate and infrastructure: vulnerable
to flooding, extreme weather, and evolving
land-use regulations

o Energy: especially exposed to transition risks
as regulations on deforestation and land use
become more stringent

O Forestry and commodities: face high exposure to
biodiversity loss, ecosystem degradation, and changing
consumer preferences for sustainable products as well
as the physical risks of climate change (e.g., acute like
extreme weather events and chronic like temperature
changes, pests, and diseases)



By assessing the natural capital dependence and impact
at the industry level, financial institutions can identify the
sectors most exposed to various risk types throughout
their value chains. The TNFD's sector guidance enables
investors and asset managers to apply its LEAP
methodology to specific sectors with tailored disclosure
indicators, which, as of January 2025, covered 13 sectors,
representing 50 percent of SICS® industries (TNFD 2025).

Assess geographic exposure: Nature-risk exposure is
also geographically dependent. Companies or portfolios
with investments in regions prone to environmental
degradation (e.g., deforestation hot spots, water-scarce
areas) are at higher risk. Geographic exposure to natural
capital depletion risks can be assessed by mapping the
locations of company operations to areas experiencing
significant capital depletion. For example, investments in
real estate or agriculture in regions vulnerable to drought
or desertification, such as parts of Africa or South Asia,
face elevated nature-related risks. World Resources
Institute's Global Forest Watch and Aqueduct Water
Risk Atlas provide the latest data, technology, and tools
to help users visualize and monitor deforestation and
water risks worldwide (WRI n.d.a, n.d.b). Widely used by
companies, investors, governments, and communities,
these platforms empower decision-makers with real-
time insights to assess environmental risks and inform
sustainable strategies. Additionally, the TNFD's Guidance
on Biomes helps investors link sectors to the biomes
they interact with, such as tropical and subtropical
forests, rivers and streams, marine shelves, and urban
ecosystems (TNFD 2023a).

Create heatmaps of nature dependencies and
impacts by sector: Financial institutions can use
heatmaps to assess and visualize their portfolios’
exposures to nature-related risks by evaluating sector-
specific dependencies and impacts on natural capital.
High-risk sectors often rely heavily on ecosystem
services such as water, soil quality, or climate regulation.

For example, the food and beverage sector is highly
dependent on water (see Table C-1), making it particularly
vulnerable to risks like water scarcity. The land use
impact hub developed by the United Nations Environment
Programme World Conservation Monitoring Centre
enables investors to select relevant impact areas
(biodiversity, climate action, sustainable production, and
livelihoods) and SDGs for their investments to identify
appropriate indicators and guidance for measurement
(UNEP-WCMC n.d.).

Existing tools for assessment

There are existing tools and frameworks available to help
assess the risk exposure of financial portfolios:

B |Leverage emerging global disclosure guidelines:
Use evolving global frameworks, such as those developed
by the TNFD and International Sustainability Standards
Board, to align with best practices in risk disclosure and
management. For instance, financial institutions can
begin the analysis with a high-level scan of impacts
and dependencies following TNFD's framework. Key
questions for high-level screening can include the
following: “In which sectors do we allocate capital or
provide products and services?"; regarding value chains,
“In which upstream and downstream value chains do
we participate?”; and regarding geography, “Where are
the geographic locations of our direct operations and,
where easily possible to identify, those of our value chain
partners?” (TNFD 2023c).

= |dentify relevant data, metrics, tools, and examples:
Using tools like the WWF Biodiversity Risk Filter and
ENCORE (Exploring Natural Capital Opportunities, Risks,
and Exposure)® can help financial institutions assess their
exposure to nature-related risks and outline physical
and transition risks across sectors and geographies.
Additionally, existing tools for assessing biodiversity
impacts include IBAT (the Integrated Biodiversity

Assessment Tool) and the Biodiversity Impact Analytics—
Global Biodiversity Score (FfBF 2025). Trase, an open
data platform, empowers organizations with data and
insight to eliminate deforestation and transition toward
more sustainable and equitable agricultural supply chains
(Trase n.d.).

®  Enrich understanding of nature-related financial
risks: It is important to deepen the understanding of
these risks and the range of actions available to mitigate
them, considering differences among financial institutions
in mandate, capacity, experience, and context.

By mapping risk exposure, financial institutions can prioritize
sectors that are most vulnerable to nature-related disasters.
These tools also help identify sectors where NBS offer

the most potential, such as agriculture (where soil health

is critical) or real estate (where urban heat islands pose
significant risks). For example, prioritizing agroforestry—the
integration of trees into agricultural landscapes—can be

a promising investment in regions like the Amazon Basin
that face significant deforestation. Agroforestry restores
ecosystems, sequesters carbon, and enhances biodiversity
and ecosystem functioning, generating public goods. At the
same time, it delivers private benefits through sustainable
yields and financial returns, supporting local communities.
To achieve impact at scale, financial institutions have a
unique lever to influence the widespread adoption of such
initiatives, driving broader environmental and social benefits
and securing financial returns. This approach balances the
creation of public goods within the company's operational
space, while ensuring enough private benefits to yield
positive financial outcomes.
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Table C-1 | An illustrative example of a heatmap that helps identify sector-level exposure to nature-related risks

SASB Sectors

Soil quality Water Land use Water use A|r_ Solid wgste SOI! Wat(_er AUM (% of total)
pollution pollution pollution pollution

1. Agricultural products and tobacco

2. Consumer goods

3. Extractives and mineral processing

4, Financials

5. Food and beverage (ex. agriculture
and tobacco)

6. Health care

7. Infrastructure (ex. utilities and
generators)

8. Renewable resources and
alternative energy

9. Resource transformation

10. Services

11. Technology and communications

12. Transportation

13. Utilities and electricity generators

BN N N . -

Low Moderate High

Low Low Low High High High - 2%
Low Low Low Low Low - 12%
Low Low Low Low Low Low _ 15%

Note: SASB: Sustainability Accounting Standards Board; AUM: assets under management; ex.: excluding.

Source: See TNFD 2023c, Annex 4, for detailed methodology to develop the heatmap.
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List of abbreviations
Al artificial intelligence

CSRD European Union's Corporate Sustainability
Reporting Directive

EBITDA earnings before interest, taxes, depreciation,
and amortization

ESG environmental, social, and governance
ETF exchange-traded fund
EUDR European Union Regulation on Deforestation-

Free Products

GHG greenhouse gas

ILC
IMM
IRR
KPI
NBS
ROI
SDG
SFDR
SLB

impact-linked compensation

impact measurement and management
internal rate of return

key performance indicator
nature-based solutions

return on investment

Sustainable Development Goal

Sustainable Finance Disclosure Regulation

sustainability-linked bond

SLBP
SLLP
SPT

TNFD

VCM

Financial sector guidebook on nature-based solutions investment

Sustainability-Linked Bond Principles
Sustainability-Linked Loan Principles
sustainability performance targets

Taskforce on Nature-related Financial
Disclosures

voluntary carbon market
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Endnotes

1.

Berkman et al. (2024) examined how climate risk is
reflected in market valuation following the Securities
and Exchange Commission’s (SEC's) guidance to include
climate-material risks in the SEC regulatory filings. Their
findings indicate a significant negative association
between market valuation and climate risk. As climate
concerns rise, perceived costs and risks associated with
climate change increase, leading to a decline in value for
firms with high climate exposure relative to those with
lower exposure.

Short-termism in finance refers to the focus placed by
market participants on short-run profitability at the ex-
pense of long-term investments (Guagliano 2020).

The Equator Principles are intended to serve as a com-
mon baseline and risk management framework for finan-
cial institutions to identify, assess, and manage environ-
mental and social risks when financing projects.

The Taskforce on Nature-related Financial Disclosures

is a global initiative established to provide organiza-
tions with a framework for assessing and reporting on
nature-related dependencies, impacts, risks, and oppor-
tunities. By providing standardized reporting guidelines,
the TNFD encourages transparency and accountability
regarding how businesses interact with nature. This
initiative can enhance the credibility of NBS investments,
attract environmentally conscious investors, and help
financial institutions assess and manage their exposure
to nature-related risks. Compliance with TNFD recom-
mendations may also become a prerequisite for invest-
ment, thereby increasing demand for NBS that align with
these standards.
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5. The Sustainable Finance Disclosure Regulation is an EU

regulation that mandates that financial market partici-
pants disclose how they integrate sustainability risks and
consider adverse sustainability impacts in their invest-
ment decisions. Effective from March 10, 2021, the SFDR
aims to enhance transparency in the market for sustain-
able investment products, thereby reducing greenwash-
ing and ensuring comparability. The regulation requires
disclosures at both the entity and product levels, compel-
ling firms to provide detailed information on their sustain-
ability practices.

Permeable pavements can be considered a nature-based
solution under the UNEA (2022) definition of NBS, as they
involve the sustainable management of modified urban
ecosystems to address environmental and social chal-
lenges. By replicating natural infiltration processes, they
help reduce stormwater runoff, mitigate urban flooding,
and support groundwater recharge. These benefits con-
tribute to ecosystem services and urban resilience while
enhancing human well-being through improved water
management and reduced flood risk.

High-integrity carbon credits are those that meet strict
criteria, ensuring that the emission reductions or removals
claimed by a project are accurate, additional, verifiable,
and environmentally sustainable. These credits follow
established certification standards, ensuring transparency
and trustworthiness in the carbon market (see "How to
Buy Quality Carbon Credits on a Budget,” Climate Trade,
February 1, 2024, https://climatetrade.com/how-to-buy-
quality-carbon-credits-on-a-budget/).

8.

ENCORE is a free online tool that helps organizations ex-
plore their exposure to nature-related risk. ENCORE sets
out how the economy—sectors, subsectors, and economic
activities—depend on and impact nature. Financial institu-
tions in particular can use data from ENCORE to iden-

tify the nature-related risks they are exposed to through
their lending, underwriting, and investments in high-risk
industries and subindustries. The long list of potential
dependencies and impacts of different economic activi-
ties and sectors from ENCORE can be used to scope and
prioritize the assessment of nature-related dependencies,
impacts, risks, and opportunities.


https://climatetrade.com/how-to-buy-quality-carbon-credits-on-a-budget/
https://climatetrade.com/how-to-buy-quality-carbon-credits-on-a-budget/
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