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Summary

Efforts to deliver the just transition need
to be expanded to include sectors that
affect and are affected by nature.

To date, efforts to deliver a just transition
have focused on the shift to net zero in the
energy system. However, the imperative

of decent work and social inclusion applies
equally to the transformations that lie ahead
to deliver net zero in terms of agriculture,
forests and land-use, and for strengthening
the conservation of biodiversity. We call this
a 'just nature transition’.

The just transition is a critical factor for the
implementation of the Paris Agreement,

the Sustainable Development Goals and the
forthcoming Post-2020 Global Biodiversity
Framework. Not placing people at the centre
of the process of transformation risks holding
back progress towards these shared global
goals. Making progress happen will require an
unprecedented increase in investment during
this decade: the Intergovernmental Panel on
Climate Change estimates that annual net
zero investment flows need to grow by 10

to 29 times in agriculture, forestry and land
use alone by 2030. This makes the role of the
financial sector in supporting a just nature
transition absolutely crucial.

Based on international agreements and
emerging experience, we have identified three
summary principles that the financial sector
can apply to guide its work to achieve the
just transition at the interface of climate and
biodiversity:

1. Integrate human rights and labour
standards across climate and
biodiversity action.

2. Anticipate, analyse and address the social
risks and opportunities of the transition to
sustainability across sectors for workers,
suppliers, communities and consumers.

3. Ensure meaningful participation and
partnership through social dialogue with
workers as well as wider engagement with
other affected stakeholders. This will often
involve empowering groups excluded from
decision-making, whether by income,
gender or race.

What do we mean by the 'just
nature transition’?

We define the ‘just nature transition’ as
one delivering decent work, social inclusion
and the eradication of poverty in the

shift to a net zero and climate-resilient
economy that simultaneously delivers
biodiversity goals in agriculture, forestry,
land-use and the oceans.

Although an understanding of the just energy
transition is becoming well-established among
policymakers, business and finance and civil
society, as yet there is no equivalent clarity in
the nature arena.

To increase recognition and action, we
examine four priority areas:

Delivering sustainable agriculture and
food systems

The transition in this sector will be crucial for
decreasing global greenhouse gas emissions
and reversing biodiversity loss but will need

to be shaped by social factors including the
significant number of people involved in these
industries across the world, a baseline of
often poor social conditions, and the need for
changes in food consumption to be inclusive.

Ending deforestation

The conversion of forest lands is often
connected to human rights violations,
including land-grabbing and violence -
affecting Indigenous Peoples in particular —as
well as accelerating the speed of climate
change and biodiversity collapse.

Scaling up nature-based solutions

Nature-based solutions such as reforestation
can play a key role in reaching net zero and
promote human wellbeing, but must be
co-developed with local communities and
Indigenous Peoples.

Restoring ocean ecosystems

Oceans are home to a wealth of biodiversity
but are under increasing threat from human
activity —while jobs in fishing and aquaculture
are often dangerous and poorly paid.



The role of the financial sector

Financial institutions such as commercial
banks and institutional investors have been
increasing their efforts to support a just
transition in the energy system. This needs
to be extended to the nature dimension
through strategic commitment, corporate
engagement, capital allocation and policy
dialogue to reform the system conditions.
In each of the four priority areas for the
just nature transition there are already
examples of relevant initial practices

from financial institutions, from investor
statements calling on governments to set
emissions reduction targets for agriculture
to green loans for sustainable salmon
fishing. However, even where financial
institutions are starting to address the net
zero transition beyond the energy sector,
the integration of the social dimension lags
behind. Explicit reference to the need for a
just transition remains rare.

Failure to make the just transition a
reality will risk undermining the ability
of governments, business and finance

to meet their net zero and biodiversity
goals. There is a long way to go to get
adequate commitment and real action

for the just nature transition. Far greater
attention will need to be paid to a

range of cross-cutting social priorities to
accelerate the just transition. These include
strengthening the enforcement of human
rights and labour standards, making land
tenure more inclusive, advancing the rights
of Indigenous Peoples, empowering women
and promoting gender equality, as well as
ensuring meaningful social dialogue and
stakeholder inclusion. Across all of these,
improving access to sustainable finance

is a critical need, particularly in terms of
creating operational models of success that
can become universally available. This will
often involve a greater role for place- and
community-based financial institutions
such as cooperatives.

Recommendations for the financial sector

Financial institutions should:

1.

Include just transition principles in their
own plans for net zero, nature and
biodiversity. The just transition also needs
to be incorporated into collective finance
initiatives such as those aiming to promote
sustainable agriculture, end deforestation,
expand nature-based solutions and restore
the oceans.

Set just transition expectations of the
businesses they lend to and invest in,
based on international standards, and
ensure these are included in the net zero
and biodiversity plans of nature-exposed
companies. They should then engage

with companies impacted by the nature
transition to signal good practice, ensure
transparency and improve performance in
line. Financial institutions could also work
with business and trade unions, policymakers
and civil society to establish common just
transition frameworks for agriculture, ending
deforestation, nature-based solutions and
ocean restoration.

Purposefully channel finance to companies
committed to and making progress

to support a just nature transition for
workers, suppliers, communities and
consumers. This includes the development
of innovative financial solutions to attract
capital towards activities that benefit nature
and people.

Engage with policymakers to reform
agricultural, forestry and nature policies
so that they support a just transition and
provide the incentives, rules and catalytic
public finance that is needed to scale up
private investment.

Work to ensure that social and just
transition factors are effectively included
in key frameworks for reporting and
transparency, such as the Task Force for
Nature-related Financial Disclosures (TNFD).
Financial institutions themselves should
publicly disclose strategies, policies and
performance on social issues in the transition
to sustainability beyond the energy sector.



Securing clear commitment for the just nature transition

The “just nature transition’ remains a new, complex and challenging area for policy and
practice. The emerging agenda contains real opportunities for delivering environmental
progress through decent work and social inclusion. But there are a number of tough issues
to contend with around awareness and respect for people’s needs, mitigating potential
negative impacts, negotiating solutions and practical delivery. Clear commitments and
explicit strategies are now required from governments, businesses and trade unions, financial
institutions and civil society to accelerate action on climate and biodiversity with workers,

communities and consumers at the heart.

Clear commitments and
explicit strategies are now
required to accelerate action
on climate and biodiversity
with workers, communities
and consumers at the heart.
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Key facts on social risks and opportunities in the transition of land and ocean use

Social risks

At over 93% globally,

the agriculture sector
has the highest level of
informal employment,
with much of this in
developing countries.’

Almost 25%
of the global
population,
many of them
vulnerable

groups, depends on forests

for their livelihoods.*

Globally, only 18%
of land is formally
recognised as owned
by or designated for
Indigenous
Peoples

and local
communities.’

Around

60 million

people work

in fishing and

aquaculture
globally, most of them in
low-income countries.™

Investments in
ecosystem restoration
provide on average

as many
jobs as oil and
gas production @
investments.® )

Agriculture provides work
for around 1 billion-plus
people globally and accounts
for over 60% of employment
in low-income countries.?

30% of the population

in tropical countries are
highly dependent on nature
for basic human needs.?

and

Indigenous
Peoples make
up just 5%
of the global
population,

but they
make use of
a quarter of
the world’s
land,

safeguard
around 80%
of the world’s

remaining

biodiversity.?

Around 80% of

the world'’s poor live in
rural areas and work
primarily in farming,
often with low pay and limited
social protections.”

A nature-positive transition
could create
jobs by 2030.™

The net zero transition
in agriculture could
translate into

120 million fewer
jobs thanina
business-as-usual
scenario globally.?

Around 1.6 billion people
live within 5 km of
forests worldwide,

e 71% of them
in low- and
middle-income
countries.®

91%

of land managed

by Indigenous
Peoples and local
communities is

in ‘good’ or ‘fair’
ecological condition.?

Women account
for over 41% of
the workforce in
agriculture, forestry
and fishery in low-
income countries, but often
have restricted access to
land, finance, training
and decision-making.™

-

In the EU, jobs
could be created in a
sustainable transition of
the fishing sector and
related industries including

[ food, retail and services.”
'ILO, 2020 “IUCN, 2021 7ILO, 2017 °FAO, 2020 S World Bank, 2021
2|ILO, 2018b 5Fedele et al., 2021 8WRI et al., 2021 " Newton et al., 2020 “WEF, 2020b
°Rights and Resource ¢ ILO, 2018a *WWEF et al., 2021 2World Bank, 2021 > Oceana, 2017

Initiative, 2015



1. The need for a ‘just nature transition’

Development of the just transition
in the climate change context

All sustainability transitions have human
consequences, bringing environmental benefits
while also changing existing patterns of
employment, production and consumption.
The just transition is increasingly recognised as
a critical component for delivering ambitious
climate action, not least because of its
inclusion in the Paris Agreement (2015) and
reinforcement in the Glasgow Climate Pact
(2021)." It is now widely accepted among public
and private actors alike that the social impacts
of climate action need to be taken into account
to ensure benefits of the net zero transition are
shared fairly and no one is left behind.

The International Labour Organization

(ILO) is a forerunner on addressing these
issues. It launched the Guidelines for a just
transition towards environmentally sustainable
economies and societies for all in 2015, with

the focus on a series of mutually reinforcing
policy areas that support workers and
enterprises during the transition to a green
economy. The ILO’s guiding principles are
listed in the Appendix. The Guidelines provide
a framework for all countries to achieve the
goals of decent work and social inclusion,
reduced inequality and the eradication

of poverty as they deliver the Sustainable
Development Goals (SDGs) through to 2030.
Meeting the SDGs, which cover social, climate
and broader environmental targets, requires
complex system change and the just transition
is essential to achieving it.

Based on international agreements and
experience with climate action to date, we
have identified three high-level principles
which summarise the core meaning of the
just transition for the financial sector so that
it can support a people-centred approach
for workers, suppliers, communities and
consumers, as outlined in Box 1.1.

! The Paris Agreement refers to “Taking into account the imperatives of a just transition of the workforce and the creation of decent
work and quality jobs in accordance with nationally defined development priorities”. The Glasgow Climate Pact calls for “targeted
support to the poorest and most vulnerable in line with national circumstances and recognizing the need for support towards a
just transition” and “the need to ensure just transitions that promote sustainable development and eradication of poverty, and the

creation of decent work and quality jobs...”.

BOX1.1

Summary just transition principles to guide climate action by the financial sector

People need to be at the heart of a successful transition to net zero. To make this happen, the

following three principles should guide action:

1. Integrate human rights and labour standards: The just transition is a way of connecting the
environmental and social dimensions of the Sustainable Development Goals - for example,
SDG13 on climate with SDG1 on poverty eradication, SDG5 on gender equality, SDG8 on
decent work and SDG10 on reduced inequalities. The just transition focuses on making sure
that the ‘social’ pillar of ‘environmental, social and governance’ (ESG) is incorporated into the
climate activities of businesses and financial institutions. This means applying and respecting
well-established social, labour and human rights standards to the net zero transition. These
include the UN Guiding Principles on Business and Human Rights, ILO labour standards
and the Organisation for Economic Co-Operation and Development (OECD) guidelines for
multinational enterprises. Environmental sustainability needs to be science-based; the just

transition needs to be rights-based.

2. Address social risks and opportunities: The just transition is about anticipating, analysing
and addressing the potentially negative social impacts and potentially positive benefits of
decarbonisation for workers, suppliers, communities and consumers. This focus on
distributive and restorative justice is a particular priority for the needs of vulnerable and
marginalised groups so that they do not bear the burden of change. The just transition can
have both a reactive lens, focused on foreseeing and managing the consequences of climate



action to minimise risks, and a more proactive, transformational lens, identifying how net
zero can be shaped to address long-standing priorities such as eradicating poverty and

reducing inequality.

3. Ensure meaningful participation and partnership: The just transition is both an outcome
and a process, so that those affected by change are included in decision-making that affects
them. This focus on procedural justice means making sure that meaningful social dialogue
exists for workers along with wider engagement with other affected stakeholders. This can
often require proactive efforts to empower excluded groups that have traditionally been
under-represented in decision-making, for example in terms of income, gender or race. A
place-based approach to participation is often needed as the impacts of the transition can
be highly specific to local contexts. Inclusion can provide the basis for the partnerships that
will be critical to deliver the just transition to net zero at the local, sectoral, national and

global levels.

The Paris Agreement emphasised the imperative of the just transition for the global workforce
and the creation of decent work and quality jobs, focusing on both the negative and positive
impacts the shift to net zero can bring for workers. According to the ILO, the decent work
agenda covers the promotion of productive work (including skills and training), rights at work,
social protection and social dialogue, with gender equality as a cross-cutting priority. These
apply to a company’s own workers as well as those in the supply chain. The just transition also
addresses the implications of net zero for communities and consumers. The scope of the just
transition thus covers four key groups of people: workers, suppliers, communities and consumers.

People-centred approach to the just transition

Human rights and
labour standards

Applying and respecting
well-established social,labour
and human rights standards.

Involving workers by
anticipating
employment shifts,
respecting rights at
work, ensuring
dialogue, developing
skills, protecting
health and safety and
providing social
protection, including
pensions and benefits.

Social risks and opportunities

Anticipating, analysing and
addressing the potentially
negative social impacts and
potentially positive social
benefits of decarbonisation.

Participation and partnership

Ensuring that those impacted
by change are included in
decision-making, rooted in
meaningful dialogue with workers
and wider engagement with
affected stakeholders.

Understanding the
spillover effects for
communities,
respecting rights
around impacts and
involvement, focusing
on vulnerability,
enabling innovations
such as community
energy.

Prioritising
implications for
consumers with

inadequate access to

sustainable goods and
services including
energy, removing

barriers to consumers

to support the

transition, including

through financial
services.



To date, most of the focus on the just
transition has been on the energy system and
the implications for workers, communities and
consumers of the shift away from fossil fuels
and towards clean and efficient energy. In the
words of the International Energy Agency, “the
transition to net zero is for and about people”
(IEA, 2021a) and it has developed a set of
policy recommendations for a people-centred
transition (IEA, 2021b).

One of the highlights of COP26 was the
International Just Energy Transition Partnership
between South Africa, the EU, France,
Germany, the UK and the USA, which will
provide $8.5 billion to support “a just transition
to a low carbon, climate resilient society

that promotes employment and livelihoods”
(European Commission, 2021). Efforts are
being made towards similar partnerships with
Indonesia, India, Senegal and Vietnam

(G7, 2022).

Businesses have produced a shared Just
Energy Transition framework, developed by
the Council for Inclusive Capitalism (Council
for Inclusive Capitalism, 2021). The energy
sector is also the arena where financial

sector action for the just transition has been
most prominent. The just transition is now
incorporated into leading investor initiatives
such as the Climate Action 100+, which
focuses mostly on energy and industrial firms.

BOX1.2

Defining the just nature transition

Shareholder engagement has also been a
tool of choice to stimulate corporate action,
notably in the utility sector (see RLAM, 2022;
Robins et al., 2021).

Expanding the just transition
beyond the energy sector to nature

The just transition is equally essential for
climate action beyond energy, in sectors
dependent on or impacting nature. In our

2021 report from the Grand to the Granular,
we set out how investors could support a

just transition, applying our framework to

five companies in the utility sector (Robins

et al., 2021). In this report we apply a similar
approach to what we call the nature transition
—-as defined in Box 1.2. Overall, we find that
the importance of a just nature transition is
starting to gain traction in policy, business and
civil society, and emerging practice can be
observed in the financial sector.

But it is clear that a step change in
commitment and action is now needed. The
Intergovernmental Panel on Climate Change
has estimated that annual investment flows
for climate change mitigation in agriculture,
forestry and land use alone need to increase
by 10 to 29 times by 2030 (IPCC, 2022b). This
makes the role of the financial sector essential
to a just nature transition.

We define the ‘just nature transition’ as one delivering decent work, social inclusion and
the eradication of poverty in the shift to a net zero and climate-resilient economy that

simultaneously delivers biodiversity goals.

This means realising a shared set of just transition principles: first, to integrate human
rights and labour standards across climate and biodiversity action; second, to anticipate,
analyse and address the social risks and opportunities of the nature transition for workers,
suppliers, communities and consumers; and third, to ensure meaningful social dialogue
exists for workers along with wider engagement with other affected stakeholders, which
will often involve empowering groups excluded from decision-making, whether by income,

gender or race.

The nature transition centres on achieving net zero and climate-resilience in agriculture,
forestry and land-use, as well as strengthening the conservation of land- and ocean-

based biodiversity.
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Figure 1.1. The just nature transition and the role of finance

Just transition principles

Human rights and Social risks and Participation and
labour standards opportunities partnership

Priority areas for a
just nature transition

Delivering sustainable Ending Scaling up
agriculture and food deforestation nature-based
systems solutions

Restoring ocean
ecosystems

Levers for financial action

Policy dialogue
and public sector
engagement

Strategy and Corporate Capital
leadership engagement allocation

BOX1.3

Four levers for finance to make a positive impact in the just nature transition

1.

Strategy and leadership: Financial institutions should embed the just transition into
their strategies and plans to achieve their climate and biodiversity goals —and take
leadership in signalling this commitment internally and externally.

Corporate engagement: Financial institutions should integrate the just transition
into their equity and debt engagement with business, setting expectations, requiring
disclosure and pressing for performance in line with international standards.

Capital allocation: Financial institutions should actively seek to finance those
companies committed to positive social impact for workers, suppliers, communities and
consumers in the delivery of climate and biodiversity goals.

Policy dialogue and public sector engagement: Financial institutions should advocate
that governments introduce effective policies to support the just transition, and
engage on public finance priorities, such as sovereign bonds and blended finance, in
order to achieve impact.

For all of these levers, it is important that financial institutions include the just transition
in the way they measure the performance and impact of their climate and environmental
activities, and report these to their clients and stakeholders.

1"



We have identified four levers for financial
institutions - see Box 1.3 —and four priority
areas for the just nature transition, set out

in Figure 1.1. Sections 2-5 cover each of the
priority areas in detail and also profile early-
stage financial practice across the four key
levers of change (see list of examples on p14).

Nature is essential for the delivery of net zero
goals. Agriculture, forestry and other land use
contribute around 23% to global greenhouse
gas emissions from human activities (IPCC,
2019). The just transition is crucial for success
in these critical areas and the social risks

and opportunities need to be taken into
account. The just transition will also be vital
for conserving and restoring biodiversity and
the wider shift to a nature-positive economy
-one that enhances the resilience of our
planet and societies by enriching biodiversity,
storing carbon, purifying water and reducing
pandemic risk (Holdorf et al., 2021). An
estimated $44 trillion of the world’s economic
activity is dependent on nature, amounting to
more than half of global GDP (WEF, 2020aq).

Nature is also a crucial foundation for the
livelihoods of billions of people. Agriculture,
for example, is estimated to provide work

for more than 1 billion people globally and

to account for over 60% of employment in
low-income countries (ILO, 2020). Women
account for more than 30% of the workforce
in agriculture, forestry, hunting and fishing
globally, exceeding the share of male workers
which stands at 28% (ILO, 2017). The share of
female workers is particularly high in low- and
middle-income countries.

Biodiversity conservation is potentially
approaching its 'Paris moment'. The Post-
2020 Global Biodiversity Framework is set to
be agreed at the UN Biodiversity Conference
(CBD COP15) in December 2022, and the
draft agreement acknowledges biodiversity
as “fundamental to human well-being” (CBD,
2021). Just as for climate change, addressing
nature loss will entail the transformation of a
range of sectors, which presents considerable
opportunities but also risks for workers,
communities and consumers. These will need
to be addressed if progress is to be accepted
and sustained. According to one estimate, the
nature-positive transition could generate up

n
Climate, natural and

human systems are
inextricably linked,
making a just transition
essential for progress
towards sustainable
development.

to $10.1 trillion in annual business value and
create 395 million jobs by 2030 across food,
land and ocean use; infrastructure and the
built environment; and energy and extractives
(WEF, 2020b). To achieve a just transition,
these will need to be decent jobs that uphold
human and labour rights.

In sum, climate, natural and human systems
are inextricably linked, making a just transition
essential for progress towards sustainable
development. The 2021 joint report by the
Intergovernmental Science-Policy Platform

on Biodiversity and Ecosystem Services

(IPBES) and the Intergovernmental Panel on
Climate Change (IPCC) makes this triangle

of connections crystal clear. IPBES highlights
the need to treat “climate, biodiversity and
human society as coupled systems,” in order
to minimise trade-offs and maximise co-
benefits (IPBES and IPCC, 2021). If this is not
done, there is a likelihood of catastrophic
tipping points for biodiversity loss and climate
change, which will also have profound
negative consequences for human beings.
Equally, the report notes that “positive

social tipping interventions can help attain
desirable biodiversity-climate interactions”
(ibid.). Examples of such interventions include
structural system changes such as the phase-
out of harmful fossil fuel subsidies and the
spread of social norms such as community co-
design of plans that benefit both environment
and society. The 2022 IPCC report on impacts,
adaptation and vulnerability to climate
change found that climate change has
already caused substantial damage to natural
and human systems, becoming increasingly
irreversible (IPCC, 2022a).
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Clear commitments to the just transition
are needed to achieve the Paris Agreement,
the Post-2020 Global Biodiversity Framework
and the SDGs. Not bringing people along in
the transition risks progress towards these
shared global goals. Finance can play a

key role by mainstreaming these objectives

in decision-making and directing finance
flows to accomplishing the targets in these
Agreements. By taking a holistic approach

to the climate-biodiversity-society nexus,
financial institutions can address the social
harms resulting from nature degradation

and climate change. They can also help to

positive social impacts in terms of the quality
and quantity of jobs, empowerment of rural
communities and respect for fundamental
human rights. In the words of the IPCC
Working Group on climate mitigation:
“Accelerated international financial
cooperation is a critical enabler of low-GHG
[greenhouse gas] and just transitions, and can
address inequities in access to finance and the
costs of, and vulnerability to, the impacts of
climate change” (IPCC, 2022b).

The interlinkages between socioenvironmental
conditions, the economy and finance are

shape the nature transition so it delivers illustrated in Figure 1.2.

Figure 1.2. How socioenvironmental conditions, the economy and finance interlink

Economic activities
Impact nature
Economic activities are Economy depends
a source of greenhouse on ecosystem services
g9 emisslons and human capital
Economy provides

Economy is vulnerable

essential goods !
to climate change

and services

) ) Impacts Nature
Economy is the basis Peop|
for workers and ) d?ﬁé’nedgﬁ
communities to flourish Nature is an

on ecosystem

|mportont services

climate regulator

Nature-based
solutions contribute
to climate change
Nature degradation adaptation

and climate

change are mutally
reinforcing / \

People

|

Finance

Human activities
dre d source O_
Financial risks impact nature degradation

the macroeconom )
Y Climate

Incorporating
environmental and
social factors into
financial decision-
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economic benefits,
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planet and people

Human activities
are a source of
greenhouse gas

emissions

Climate
change effects
impact people

Macroeconomic
factors impact
financial risks
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Examples of early-stage financial practice across the key levers of change
provided in the report (see boxes in Sections 2-5)

Sustainable agriculture

1.
2.

4.
5.

Strategy and leadership: PRI Guidelines for Responsible Investment in Farmland | p18

Corporate engagement: PR/ collaborative engagement on fair labour practices in
agricultural supply chains; Climate Action 100+ | p19

Capital allocation (blended finance): The AGRI3 Fund; The Tropical Landscapes Finance
Facility; The Acumen Resilient Agriculture Fund | p20

Capital allocation (commercial): Better Life Farming | p21

Policy dialogue and public sector engagement: ‘Where’s the beef?’ investor statement | p22

Deforestation

6.

Strategy and leadership: COP26 Financial Sector Commitment Letter on Eliminating
Commodity-Driven Deforestation | p24

Corporate engagement: Investor Initiative for Sustainable Forests | p25
Capital allocation: Innovative Finance for the Amazon, Cerrado and Chaco initiative | p25

Policy dialogue and public sector engagement: Investors Policy Dialogue
on Deforestation | p26

Nature-based solutions

10.
11.

12.
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2. A just transition in agriculture and food systems

Agriculture, the environment
and livelihoods

Transforming agriculture and the global

food system is essential to building a nature-
positive economy. Agriculture poses a threat
to around 86% of species at risk of extinction
(Ritchie and Roser, 2021). The agri-food sector
accounts for over 30% of human-made
greenhouse gas emissions globally, with pre-
and post-production processes in the food
supply chain (such as fertilizer manufacturing,
food processing and food waste disposal) set
to become the largest contributors to this in
many countries, ahead of on-farm crop and
livestock production and land use change
(Tubiello et al., 2021).

A just nature transition for agriculture and
food systems will need to be shaped by a
number of pressing social realities, among
them the significant number of people
involved in these industries across the

world (notably in low- and middle-income
countries), a baseline of often poor social
conditions, a profound gender dimension, the
potential employment impacts of the nature
transition, and the need for changes in food
consumption to be socially inclusive.

The people dependent on agriculture are also
among the most vulnerable to the effects of
climate change and nature loss, including
drought, heat and heatwaves, flooding, water
scarcity, pollination issues and soil quality
deterioration, which pose far-reaching risks
to rural livelihoods and food security. This is
particularly true for low- and middle-income
countries as their economies tend to be more
dependent on agriculture, and climate change
impacts are often already more severe there.
Poorer communities reliant on environmental
resources are particularly affected. Around
80% of the world’s poor live in rural areas and
work primarily in farming (World Bank, 2021).
Therefore, if agriculture can be transformed
to withstand the challenges and contribute to
a nature-positive economy, there is potential
for the sector to alleviate poverty but for that
to happen it must also address job security,
social protection and pay. Agriculture is the

sector with the highest level of informal
employment, particularly in low- and middle-
income countries and standing at over 93%

of agricultural workers globally (ILO, 2018a),
meaning job security and social protection can
be limited, and it is among the lowest paid
sectors in the world (Jaeger et al., 2021).

Agriculture is the largest sector for women'’s
employment in some regions (Oceania,
Southern Asia and sub-Saharan Africa [UN,
2015]), which means there is a profound
gender dimension to the just transition of
the sector. Women can face restrictions in
some countries regarding access to land,
finance, training and decision-making. These
imbalances can also make women farmers
more vulnerable to climate change impacts
than men (World Bank, 2011).2 The COVID-19
pandemic has also starkly highlighted the
decent work deficits in food production, not
least for meat processing workers who
suffered from raised health and safety risks
and strong pressure to maintain production
volumes in a labour shortage context
(Figaredo and Jones, 2021).

Globally, the ILO has found that the net zero
transition in agriculture could translate to
120 million fewer jobs than in a business-as-
usual scenario by 2030 compared with 2014,
particularly in Africa (-3.5% or around 20
million fewer jobs) and Asia and the Pacific
(-2.2% or around 100 million fewer jobs)
(ILO, 2018b). Managing potential negative
employment impacts in the sector in a way
that is fair and inclusive will be crucial to
successfully delivering sustainable food
supply chains.

Impacts of imbalances in food
consumption and security on people
and nature

A just nature transition will also need to
address fairness in food consumption. As the
report of the EAT-Lancet Commission has
emphasised, “food is the single strongest lever
to optimize human health and environmental
sustainability on Earth” (EAT, 2019). The

2The WECCA Project [Women Entrepreneurs in Climate Change Adaptation] looks to identify barriers to adaptation for female-led
businesses in sub-Saharan Africa and develop gender-specific pathways to manage the risks of climate change. See www.lse.ac.uk/
granthaminstitute/women-entrepreneurs-in-climate-change-adaptation/.
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Commission found that it is possible to feed a
future population of 10 billion people a healthy
diet within planetary boundaries, but this will
require large-scale transformations of eating
habits, improvements in food production and
reduction of food waste.

Excessive consumption and use of resources
by the wealthy is a major contributing

cause of nature loss and negative climate
impacts. Deforestation for the expansion of
agricultural land, including for growing animal
feed, is detrimental for both biodiversity and
climate. This is set to continue, with global
meat consumption projected to increase by
14% by 2030, mostly as a result of income
and population growth (OECD and FAQ,
2021). Lack of legal protection for forests and
uncultivated lands exacerbates the problem.

Global conflicts put further strain on food
security. Food price crises in 2007-08 and
2010-12 particularly affected low-income

countries and consumers, leading to marked
social tensions. The war in Ukraine also poses
significant risks in this context as Russia

and Ukraine are large exporters of certain

key crops, for example accounting for 28%

of global wheat exports in the 2021/22

(July =June) trade year (U.S. Department of
Agriculture, 2022). Countries such as India are
imposing export bans on wheat to address
rising prices domestically, which contributes
further to rising prices globally. The UN Food
and Agricultural Organization (FAQO) Cereal
Price Index was 56.2% higher in May 2022
than in May 2021, driven by wheat prices that
stood 11% above their previous record high in
March 2008 (FAQO, 2022). Food shortages and
price spikes impact vulnerable and poor social
groups in particular. Coupled with increasing
climate change impacts, the case for building
resilient food systems is now stronger than
ever and a just nature transition can help
make important progress to achieve this.
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Transforming the agri-food system
and achieving a just transition

A transformation of the agri-food system is
needed for it to fulfil its potential to become
beneficial for the environment and support the
livelihoods of farmers.

On the production side, agroecology, focused
on creating harmony between people and the
environment in the production of food, is one
strategy that can bring positive economic,
environmental as well as social impacts.
Enhancing the diversity of plants and reducing
the reliance on herbicides and pesticides

can have important benefits for biodiversity
conservation, carbon sequestration, soil
fertility, crop resistance and human health
(Jaramillo, 2021). A recent report has argued
that, in the UK, agroecology can help achieve
this while also supporting improved farming
incomes, higher employment and more
resilient farms and rural areas (Greenham and
Link, 2020).

On the consumption side, strategies to tackle
issues arising from overconsumption will need
to be designed to be inclusive at all levels of
income, to ensure a just transition. Solutions
will need to take account of regional contexts.
For example, many in low- and middle-income
countries are dependent on steady meat
consumption for vital nutrients and protein,
and there may not be readily available or
affordable alternatives for consumers. High-
income countries on average consume more
meat than is healthy, meaning a reduction in
consumption would entail health co-benefits
for society.

Agroecology, focused on
creating harmony between
people and the environment
in the production of food,

is one strategy that can
bring positive economic,
environmental as well as
social impacts.

A number of frameworks and initiatives are
starting to set out how the just transition
could be achieved in agriculture. For example:

e ActionAid has released a set of Principles
for a Just Transition in Agriculture,
which describe how a socially equitable
transformation of the sector will need
to address inequalities; work for people,
nature and climate; ensure inclusiveness
and participation; and be based on
a comprehensive policy framework
(ActionAid, 2019).

e The Just Rural Transition (JRT) initiative,
launched at the UN Climate Action
Summit in 2019, is bringing together
governments, companies, civil society,
farmers groups and Indigenous Peoples
for a transformation in land use aligned
with achieving the Paris Agreement
temperature goals, halting rapid nature
loss and accelerating delivery of the
SDGs. JRT's initiatives include work with
businesses to ensure living incomes across
the supply chain and its Agri-SME Digital
Finance Platform, which leverages the role
of small- and medium-sized agricultural
enterprises as key drivers of equitable
livelihoods in agricultural value chains.

e The International Union of Food,
Agricultural, Hotel, Restaurant, Catering,
Tobacco and Allied Workers” Associations
(IUF) trade union has defined a set of
just transition principles for livestock
production, aimed at trade unions:

Transition as transformation: A
transition of the food system is
possible, but it cannot be accomplished
without deep restructuring of the
global economy.

Representation: Agricultural workers,
rural farmers, food processing and
hospitality workers must have a voice
in shaping change and redesigning
the food system. Planning and
implementation of the transformation
must involve negotiation among those
worst affected -through tripartite
negotiations (governments, employers
and unions) and through workplace
collective bargaining.
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Jobs guarantee: Transforming the food
system will affect jobs. As production of
intensive livestock is shifted, livelihoods
will be affected, and in some industries,
jobs will be lost. But workers should not
have to pay for the climate crisis. It
needs to be ensured that any changes
do not disadvantage workers.

Skills training: New methods of
farming and production need to be
backed up by proper investment to
ensure that workers have the skills in
new ‘green’ jobs and industries.

Social protection and compensation:
Workers should not bear the burden of
the transition. Government-provided
support and safety nets are needed to
ensure that the livelihoods of workers
are safeguarded in the transition.

Public investment and policies:
Transformation of the global food
system cannot take place without
proper investment and policy support
from governments. Governments need
to provide resources and public policy
to manage and facilitate the transition

(IUF, 2022).

How financial institutions can deploy
their levers of change to support a
just transition in agriculture

i. Strategy and leadership

A starting point for financial institutions is to
adopt clear strategic commitments to support
a just nature transition in agriculture and

food systems.

Principles and standards for financing
agriculture in a sustainable way go back

a long way, but their implementation has
lagged behind. As early as 2010, a group of UN
institutions and the World Bank joined forces
to develop their Principles for Responsible
Agricultural Investment that Respects Rights,
Livelihoods and Resources (FAO et al., 2010).
The scope of the guidance covers both public
and private investments. A similar approach
is taken in the Principles for Responsible

EXAMPLE BOX1

Sustainable agriculture |
Strategy and leadership

PRI Guidelines for Responsible Investment
in Farmland

The top-level guidelines are:

e Promote environmental sustainability

e Respect labour and human rights

e Respect existing land and resource rights

e Uphold high business and ethical
standards

e Report on activities and progress
towards implementing and promoting
the Principles.

Source: PRI, 2015

Investment in Agriculture and Food Systems
from the Committee on World Food
Security (2014).

For institutional investors in particular, the
Principles for Responsible Investment (PRI)
Guidelines for Responsible Investment in
Farmland provide a high-level framework to
support a socially equitable transition to a
nature- and climate-positive agriculture
sector (see Example box 1). The PRI has also
published a responsible investment due
diligence questionnaire for farmland investors,
intended to be used in conjunction with
investor dialogue (PRI, 2019). The OECD-FAO
Guidance for Responsible Agricultural Supply
Chains can also be used as a framework

for strategy setting, followed by company
engagement and due diligence (OECD and
FAQ, 2016).

The principles established in these examples
can be a useful starting point from which
financial institutions can develop clear,
strategic commitments to support a just
nature transition in agriculture and food
supply chains. These commitments then need
to be translated into granular action with

real world impact. Levers of change include
corporate engagement and capital allocation,
as described below.
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ii. Corporate engagement

Engagement can be a very effective tool for
financial institutions to guide companies to
design their transition to more sustainable
practices in a way that is fair and inclusive.
It involves setting out clear expectations of
business, making the connections between
sustainable agricultural practices and the
delivery of human rights and key social
standards, requiring disclosure and pressing
for improved performance.

Example box 2 describes how PRI and Climate
Action 100+ are catalysing engagement on
sustainable agriculture.

iii. Capital allocation

Investments in sustainable agriculture

often exceed the risk appetite of many
financial institutions, especially in low- and
middle-income countries. In addition, the
social groups most in need of funding for

the transition of their farming systems,
particularly smallholders, can be hard to reach
for mainstream investors and banks. Blended
finance® instruments which are designed
efficiently to target the underlying obstacles
(e.g. risk-oriented guarantee and first-loss
structures)® can enable the needed risky or
pioneering projects and crowd in essential
private finance (Lankes, 2021).

EXAMPLE BOX 2

PRI collaborative engagement on fair labour
practices in agricultural supply chains

Since 2013, the Principles for Responsible
Investment has led a targeted collaborative
engagement initiative between 29 of its
signatory investors and 33 companies on
labour risks in the sectors of beverages,
food and drug retail, food producers and
general retail. A 2020 evaluation report
found that across all categories assessed,
the companies improved over the course
of the engagement, both in terms of the
relevant policies and processes they have
put in place and on their implementation
and performance. Indicators cover issues
such as supplier code of conduct, supply
chain disclosures on labour practices and
preferential treatment of suppliers with
better labour performance.

Source: PRI, 2020

Climate Action 100+

The investor-led initiative Climate Action
100+ (CA100+), which is focused on
engagement with the world'’s largest
corporate greenhouse gas emitters, is
currently developing a just transition
indicator. The indicator can serve as an
important basis of information for investors

Sustainable agriculture | Corporate engagement

looking to support their portfolio companies
to move to more environmentally and
socially sustainable practices. Although it
is mostly focused on the energy system,
CA100+ assessments also cover eight
companies operating in food and beverage
and forest supply chains (including Bunge,
Danone, Nestlé, PepsiCo, The Coca-

Cola Company, Unilever, Walmart, and
Woolworths Group), along with other
particularly nature-relevant companies in
the broader consumer goods and services,
chemicals, mining and paper sectors.
Nestlé is one company that has made an
explicit commitment to the just transition
in its recent Human Rights Framework

and Roadmap, where it sets out a plan for
the company to support a just transition
towards a regenerative food system (Nestlé,
2021). Nestlé is also investing $1.3 billion in
regenerative agriculture, including funding
‘agripreneurship’ programmes that upskill
farmers (FAIRR, 2021b). This speaks to

the distributional component of the just
transition, ensuring that social groups
negatively affected by the shift to net zero
are not left to bear the cost of change,
such as having to fund their own retraining
(ibid.). These examples of leadership can
help to set the standard for other firms in
the sector, which investors can promote.

~

®* The IFC describes blended finances as “the use of relatively small amounts of concessional donor funds to mitigate specific
investment risks and help rebalance risk-reward profiles of pioneering investments that are unable to proceed on strictly commercial
terms.” See www.ifc.org/wps/wcm/connect/topics_ext_content/ifc_external_corporate_site/bf.
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EXAMPLE BOX 3

The AGRI3 Fund

The AGRI3 Fund, born out of a partnership
between UN Environment, Rabobank,

the Dutch Development bank (FMO) and
IDH Sustainable Trade Initiative, aims to
support the transition to more sustainable
and climate-smart agricultural systems.
By providing guarantees and subordinated
loans, it looks to mobilise $1 billion in
additional capital from commercial banks,
development finance institutions (DFls),
and impact and institutional investors. The
relationship between climate, biodiversity
and people is core to the Fund’s purpose,
with objectives covering the prevention of
deforestation, contribution to sustainable
agricultural production, and improvement
of rural livelihoods. Fund-level impact key
performance indicators include indicators
such as i) number of farmers included in
supply chains and trained, and ii) median
household income increase. The Fund also
incorporates a Technical Assistance Facility
to offer support to farmers to transition to
sustainable agriculture and support project
design and implementation. AGRI3 covers
a wide range of commodities and works

in middle- and lower-income countries.
With an initial focus on Brazil, Indonesia
and India, it aims to cover a wider range of
crops and agricultural commodities across
South-East Asia, Sub-Saharan Africa and
Latin America over time.

Source: AGRI3 Fund, n.d.

The Tropical Landscapes Finance Facility

The Tropical Landscapes Finance Facility
(TLFF) is a blended finance mechanism
founded by ADM Capital, BNP Paribas, UN
Environment and the World Agroforestry
Centre. It aims to bring long-term finance
to projects in companies in Indonesia

that stimulate green growth and improve

Sustainable agriculture | Capital allocation (blended finance)

rural livelihoods. The TLFF coordinates
among government, the private sector
and communities in Indonesia to mobilise
private finance for sustainable land use,
including in agriculture and ecosystem
restoration, and for investments in
renewable energy. It is accompanied by a
grant facility providing technical assistance
and co-funding project development costs.
In 2018, TLFF issued a multi-tranche, long-
dated sustainability bond, arranged by
BNP Paribas, to support the production of
climate-smart, wildlife-friendly and socially-
inclusive natural rubber on heavily degraded
land in two provinces in Indonesia. The
project has established an Environmental
and Social Action Plan based on the IFC
Performance Standards on Environmental
and Social Sustainability. Target impact
indicators include the creation of 16,000
fair-wage jobs for employees and value
creation for 24,000 smallholders.

Source: TLFF, 2021

The Acumen Resilient Agriculture Fund

The Acumen Resilient Agriculture Fund
(ARAF) is a $58 million blended finance
fund focused on supporting adaptation
solutions to climate impacts for smallholder
farmers. It invests equity in early and early-
growth stage agribusinesses in several
African countries. The Green Climate Fund
is providing first-loss protection, with
investors and funders including Dutch
development bank FMO, the Children's
Investment Fund Foundation and the IKEA
Foundation. An example investment is
SunCulture, a Kenya-based solar irrigation
company that designs, assembles, finances
and services solar-powered water pumps.
The pumps enable farmers to grow crops
year-round, including drought periods.

Source: Acumen, 2021
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Example box 3 above describes instances of
how this has been applied in initial practice.
These efforts can provide a basis to draw

on when further developing models that
comprehensively uphold established social and
environmental standards.

Decentralised change in agriculture and food
systems can only be successful if solutions

are commercially viable and the millions

of relevant actors, including smallholders,
industrial-sized farms and the food supply
chain, have an incentive to transform the way
they operate. A commercial example of capital
allocation is Better Life Farming, highlighted in
Example box 4.

iv. Policy dialogue and public
sector engagement

Policy reform is a critical precondition for a
successful shift to agroecology and sustainable
food systems. Historically, agricultural policies
have often provided perverse incentives that
have caused damage to natural ecosystems.
The FAO estimates that government support
to agricultural producers amounts to around
$540 billion annually, with over two-thirds of
this being price-distorting and environmentally
harmful (FAO et al., 2021). It assesses this
support as “biased towards measures that are
harmful and unsustainable for nature, climate,
nutrition and health, while disadvantaging
women and other smallholder farmers in the
sector”. These harmful measures should be

EXAMPLE BOX 4

Sustainable agriculture |
Capital allocation (commercial)

Better Life Farming

Better Life Farming is a joint venture
between Bayer, Netafim and the
International Finance Corporation (IFC),
focused on empowering smallholder farmers
who lack access to resources to enable
them to grow profitably and sustainably. It
provides access to high-quality agricultural
inputs, offers training with certification
programmes, and promotes sustainable
farming methods. Better Life Farming'’s
three core commitments include:

1. Develop rural communities: enable
smallholder farmers to sustainably
increase food production and generate
more profits within their communities.

2. Promote gender- and generation-
smart approaches: Focus on women
and their needs in rural communities,
and make rural farming attractive to
future generations.

3. Drive environmental sustainability:
Make the latest agri-innovations and
farming knowledge accessible to rural
smallholders to ensure the long-lasting
health of our planet.

Source: Better Life Farming, n.d.




phased out and repurposed to enable a just
transition towards sustainable agriculture and
food systems.

COP26 brought some signs of progress, not
least in the form of the Global Methane
Pledge: more than 100 governments
committed to reduce methane emissions by
at least 30% by 2030. As livestock farming

is a considerable contributor to methane
emissions, this commitment will particularly
affect the sector. Food systems are also
increasingly embedded in countries’ nationally
determined contributions (NDCs) to meeting
the Paris Agreement. Analysis of 37 selected
NDCs reveals that 90% mentioned agriculture
and 50% mentioned livestock (WWF et al.,
2020). The Policy Action Agenda for Transition
to Sustainable Food and Agriculture launched
at COP26 sets out crucial recommendations
for policy action towards delivering healthy
diets and resilient livelihoods within planetary

boundaries and enabling a just rural transition.

Agriculture, and particularly smallholder
farmers, is also one of the focus areas of
the UN-initiated Race to Resilience, aiming
to drive action by non-state actors to build
the resilience of vulnerable groups and
communities to climate risks.

Financial institutions can play a key role
through their policy dialogue and advocacy to
support ambitious public policy reforms that
incentivise the achievement of sustainable
agriculture through a just transition. By
correcting market and policy failures, these
reforms would enable financial actors to

scale up capital allocation for sustainable
agriculture and food systems. As outlined in
Example box 5, cases of policy dialogue are
emerging, focused on the environmental
dimension of agricultural policy, but the
incorporation of social factors is only nascent.

EXAMPLE BOX 5

Sustainable agriculture |
Policy dialogue

‘Where's the beef?’ investor statement

Ahead of COP26, investors representing

$12 trillion in assets under management
called on governments to set concrete
emissions reduction targets for agriculture
and establish frameworks for a transition

to more sustainable diets in line with the
guideline established in the EAT-Lancet
Commission report. The investors voiced
concern about the climate-related financial
risks to assets in the agriculture sector, while
also emphasising the significant investment
opportunities the transition to net zero in
the sector brings. The statement recognised
the key role of the global food system

and animal agriculture to reach global
environmental targets and climate change
goals and stressed the investors’ intention to
encourage relevant companies to shift more
rapidly towards a net zero business model.

Source: FAIRR, 2021a

"
The FAO estimates

that government
support to agricultural
producers amounts

to around $540 billion
annually, with over
two-thirds of this
being price-distorting
and environmentally
harmful.

FAO et al., 2021
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3. A just transition away from deforestation

The global importance of ending
deforestation, for nature and people

Forests currently absorb around one-third

of CO2 emissions from burning fossil fuels
annually, and they host around 80% of

the planet’s terrestrial biodiversity (IUCN,
2021). Almost 25% of the world's population
depends to some extent on forests for

their livelihoods, many of them vulnerable
groups (ibid.). Around 1.6 billion people live
within 5 km of forests worldwide, 71% of
them in low- and middle-income countries
(Newton et al., 2020). Indigenous Peoples
make up just 5% of the global population,
yet own, occupy or make use of a quarter
of the world’s land (World Bank, 2021).
Furthermore, they safeguard around 80%
of remaining biodiversity (ibid.), and thanks
to their profound connection with land and
nature can be powerful drivers of positive
change. A recent report has shown that
global biodiversity goals cannot be reached
without full inclusion of Indigenous Peoples
and local communities. It found that 91% of
land managed by Indigenous Peoples and local
communities is in 'good' or 'fair' ecological
condition and that these lands cover at least
36% of the global land area covered by ‘Key
Biodiversity Areas’, which are critical sites
for the persistence of biodiversity (WWF et
al., 2021). The conversion of forest lands is
often connected to human rights violations,
including land-grabbing and violence,
disproportionally affecting Indigenous Peoples
in particular.

Global forests are increasingly under threat,
both from deforestation and from climate
change impacts such as higher temperatures,
droughts and wildfires. Because of this, the
Amazon rainforest recently shifted from being
a net absorber (sink) to a net source of carbon
emissions (Gatti et al., 2021).

Achieving progress to end deforestation is
thus crucial from both an environmental and
a social standpoint and was a key theme at
the 2021 Glasgow Climate Summit (COP26).
Over 140 nations came together to sign the
Glasgow Leaders’ Declaration on Forests
and Land Use, pledging to “halt and reverse
forest loss and land degradation by 2030”

(COP26, 2021a). The agreement covers over
90% of the world's forests. The Declaration
was accompanied by the Global Forest
Finance Pledge, in which 12 developed market
signatories committed $12 billion of public
climate finance to low- and middle-income
countries in 2021-2025 for the protection,
restoration and sustainable management

of forests (COP26, 2021b). A further pledge
was made at COP26 of $1.7 billion to support
Indigenous Peoples’ and local communities’
forest tenure rights, recognising the crucial
role Indigenous Peoples and local communities
play as “guardians of forests and nature”
(COP26, 2021c). However, contrasted with
the $203 billion annual investment needed in
forest solutions (UNEP, 2021), these efforts can
only be the beginning.

How financial institutions can
deploy their levers of change to
support a just transition away
from deforestation

i. Strategy and leadership

Private financial actors increasingly view
deforestation as a source of financial risk

and responsibility. A case in point are

the growing numbers of companies and
financial institutions who sign on to voluntary
sustainability frameworks such as the Human
Rights and Social Standards by the Roundtable
on Sustainable Palm Oil. At COP26, financial
institutions supported a commitment letter on
eliminating commodity-driven deforestation,
discussed in Example box 6.

To date, most financial institutions have

not made a strategic commitment to just
transition principles as part of the move to
end deforestation. Forest 500, a project of
environmental NGO Global Canopy, carries
out annual assessments of the 350 companies
and 150 financial institutions that have

the greatest influence on deforestation in
commodity supply chains. Its assessments
published in 2022 have found that only

57 of the 150 financial institutions have a
deforestation policy on investments and
lending, and of these only 23 report on their
progress towards implementing their policy.
Even fewer financial institutions have human
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EXAMPLE BOX 6

Deforestation | Strategy and leadership

COP26 financial sector commitment
letter on eliminating commodity-
driven deforestation

At COP26, over 30 financial institutions
with over $8.7 trillion in assets under
management pledged to use best efforts
to eliminate agricultural commodity-driven
deforestation risks in their portfolios and
financing activities by 2025. The group
highlights weakening environmental and
human rights standards in the sector as a
growing source of risk to their business.

The signatories each commit to developing
organisational plans, milestones and
incentives. By the end of 2022 they need

to assess exposure to deforestation risk
through financing or investment in clients/
holdings, establish investment/lending
policies addressing exposure to agricultural
commodity-driven deforestation, deepen
or begin engagement with the highest-
risk clients/holdings on deforestation and

engage on policy to support an enabling
environment for businesses to avoid
deforestation risks and impacts. By 2023
the financial institutions need to disclose
deforestation risk and mitigation activities
in portfolios, including due diligence and
engagement. And by 2025 the signatories
need to publicly report credible progress
on the milestones to eliminate forest risk/
agricultural commodity-driven deforestation
through successful company engagement,
only provide finance to clients that have
met risk-reduction criteria and increase
investment in nature-based solutions.

To increase the likelihood that this

initiative will be successful, it needs to
incorporate explicit just transition factors
and commitments so that the shift to
deforestation-free commodity chains is
achieved with respect for human rights and
promotes social development.

Source: Race to Zero, 2021

rights policies, and these only cover subsets
of relevant human rights issues in commodity
supply chains. Ultimately, none of the 150
financial institutions that have been assessed
fulfil the criteria of a “strong deforestation
policy”, which Global Canopy defines as
“including conversion of natural ecosystems
and associated human rights, specifically
land rights, labour rights, and free prior and
informed consent” (Burley and Thomson,
2022). This is a priority area for improvement.

ii. Corporate engagement

Based on the aforementioned and other
strategic commitments, investors are stepping
up their engagement with companies to
reduce and eliminate deforestation. Some are
including environmental priorities and social
aspects, as discussed in Example box 7.

iii. Capital allocation

Innovative financial mechanisms can play an
important role in building the right incentives
for allocating capital to projects that help to

end deforestation. Capacity-building among
financial institutions and dissemination of
examples of successful practice are key to
scaling up financial mechanisms targeted

at decreasing deforestation. Example box 8
explores an initiative active in this space.

iv. Policy dialogue and public sector
engagement

As with sustainable agriculture, achieving

a just transition away from deforestation
requires policy reform. Financial institutions
can directly engage with governments to put
in place policies nationally and internationally
to end deforestation. Supply chain regulations
are becoming increasingly important here.
The European Commission has proposed a
regulation to curb EU-driven deforestation
through mandatory due diligence rules

for companies looking to place specific
commodities (including soy, beef, palm oil,
wood, cocoa and coffee) on the EU market
(EU Commission, 2021). Other jurisdictions
are developing similar legislation, e.g. the UK.
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Investor Initiative for Sustainable Forests

The Investor Initiative for Sustainable
Forests, led by the Principles for Responsible
Investment and non-profit organisation
Ceres, supports investors to deepen

their understanding of the materiality of
deforestation risk in cattle and soybean
supply chains. The initiative is coordinating
collaborative investor engagement with
companies that have either a direct or
indirect exposure to commodity-driven

| deforestation, while also addressing other
ESG issues related to soft commodity
production, such as poor working
conditions, land rights and impact on
Indigenous Peoples. In the context of the
initiative, a number of PRI signatories
have endorsed investor expectations of
companies in the cattle and soybean
supply chains, around i) awareness and

Innovative Finance for the Amazon,
Cerrado and Chaco (IFACC) initiative

The IFACC initiative, led by UN Environment,
the Nature Conservancy and the Tropical
Forest Alliance, acts as a knowledge

hub for companies, banks and investors
looking to expand innovative finance for
deforestation- and conversion-free beef
and soy in these regions. In particular, the

W initiative aims to scale up mechanisms such

B as farm loan products, farmland investment
%= funds, corporate debt instruments and
| capital market offerings through deep

governance, ii) risk management and
traceability, iii) strategy and risk mitigation,
and iv) metrics and monitoring.

The initiative is coordinating a coalition

of 44 investors with $6.8 trillion in assets
under management, who have so far
engaged with 43 companies across the
cattle and soybean value chains. Some
progress can be observed among engaged
companies on commitments, policies and
their implementation (e.g. the number

of companies with a commodity-specific
deforestation policy increased by 9%
between 2018 and 2020), but progress

on performance is lagging. The initiative
has also drawn on the collective voice of
investors, for example through letters to
companies in the cattle and soy supply
chains calling for traceability commitments.

Source: PRI, 2022a

engagement with local farmers, banks,
supply chain companies and concessionary
capital groups. While the social dimension
is not the focus of the initiative, IFACC's
environmental and social approach
includes a requirement for borrowers and
investees to ensure alignment with the ILO
Fundamental Conventions (which cover
subjects considered to be fundamental
principles and rights at work) and that there
are no violations of land, cultural or natural
resource rights of Indigenous Peoples and
local communities.

Source: IFACC, n.d.
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Alongside this direct policy dialogue,

investors can also engage with governments,
as holders of sovereign bonds, on ending
deforestation (Pinzon and Robins, 2020). This
could include arguing in favour of specific
issuances that would incentivise government
behaviour, for example through deforestation-
linked sovereign bonds, which would tie
interest payments to progress in reducing
deforestation (Elwin et al., 2021).

EXAMPLE BOX 9

Drawing on the strong investor demand for
sustainable financial instruments, there is
potential for sovereigns to gain access to
cheaper finance on the condition they meet
their targets on deforestation.

There are instances of policy dialogue being
structured as a tool for ending deforestation,
as set out in Example box 9.

Deforestation | Policy dialogue
Investors Policy Dialogue on Deforestation

The Investors Policy Dialogue on
Deforestation (IPDD) was set up in 2020

by and for investors to engage with
governments, public actors and industry
bodies to promote sustainable land use
and forest management and respect for
human rights. It is based on the recognition
of the critical role forests play in tackling
climate change, protecting biodiversity
and ensuring ecosystem services, and

the relevance this has for the long-term
interests of beneficiaries and thereby
fiduciary duty. Increasing deforestation

in some parts of the world, along with
weakening environmental and human rights
standards and lack of related enforcement,
are creating reputational, operational and
regulatory risks.

The first country the IPDD has engaged in
is Brazil, responding to the increasing rates
of deforestation observed in the country.
Through the IPDD investors are urging

the Brazilian government to make clear
commitments on eliminating deforestation
and protecting the rights of Indigenous
Peoples to enable them to continue
investing in the country. In particular, the
IPDD is calling for:

e Significant reduction in deforestation
rates, i.e. showing credible efforts to
comply with the commitment set down
in Brazil's Climate Law, Article 19.

e Enforcement of Brazil's Forest Code.

e Reinforcement of Brazil's agencies
tasked with implementing
environmental and human rights
legislation, and avoidance of any
legislative developments that may
negatively impact forest protection.

e Prevention of fires in or near forest
areas, in order to avoid a repetition of
fires on the scale of those in 2019.

e Public access to data on deforestation,
forest cover, tenure and traceability of
commodity supply chains.

First signs of impact of the dialogue are
emerging, including from the country’s
central bank and government on climate
action. Government authorities have
signalled that the exchange has improved
their understanding of sustainable
investments. The initiative aims to act as a
model for further sovereign engagement.

Indonesia is another focus country of the
initiative and steps have been taken there
to engage with federal representatives,
foreign governments and other key
stakeholders such as NGOs and
academic institutions.

The IPDD is supported by 58 global
institutional investors with $8.5 trillion in
assets under management.

Source: Tropical forest Alliance, n.d. and
PRI, 2022b
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4. A just transition towards nature-based solutions

The importance of nature-based
solutions and shortfall in investment

In March 2022 the United Nations Environment
Assembly adopted the multilaterally agreed
definition of nature-based solutions for
supporting sustainable development as
“actions to protect, conserve, restore,
sustainably use and manage natural or
modified terrestrial, freshwater, coastal

and marine ecosystems which address

social, economic and environmental
challenges effectively and adaptively, while
simultaneously providing human well-being,
ecosystem services, resilience and biodiversity
benefits,” while also adhering, for example, to
social safeguards for local communities and
Indigenous Peoples (UNEP, 2022a). Examples

BOX 4.1

Protected areas in the Post-2020
Global Biodiversity Framework

The current draft of the Post-2020 Global
Biodiversity Framework proposes ensuring
that at least 30% of land and sea area
globally is conserved by 2030, “through
effectively and equitably managed,
ecologically representative and well-
connected systems of protected areas and
other effective area-based conservation
measures” (CBD, 2021) -the "30-by-30’
goal. Currently, only around 17% of land and
inland water ecosystems and 8% of coastal
waters and oceans are designated protected
areas (UNEP-WCMC and IUCN, 2021). The
Framework in its finalised iteration due later
this year is set to focus on how to reduce
threats to biodiversity, meeting people’s
needs through sustainable use and benefit-
sharing, and developing tools and solutions
to integrate biodiversity considerations

into policies, regulations, planning and
investment decisions. For these efforts, it
will be particularly important to engage in
meaningful stakeholder dialogue with local
communities, who in the past have not been
sufficiently involved in decision-making.
Potential negative social impacts will need to
be assessed and mitigated depending on the
kind of protected areas that are established,
for example if there are restrictions to
economic activities or resettlements.

of such activities include reforestation, natural
forest management, cropland nutrient
management and peat restoration.

If designed robustly, nature-based solutions
can play a key role in the net zero transition
with estimates showing their potential to
contribute 37% of the emissions reductions
needed by 2030 for a 2°C global warming
scenario (Griscom et al., 2017). They can also
have important benefits in terms of increasing
resilience to climate change impacts. For
example, the rewetting of wetlands can
reduce the risk of peat fires and reforestation
can have flood control benefits. Some positive
impacts of protected areas for climate,
biodiversity and people, along with their
relevance for finance, are discussed in Box 4.1.

Finance will be key to achieving the 30-by-30
goal, while its implementation will also have
implications for the economy and thereby
the financial system. One likely impact
would be the stranding of some economic
assets. A study by the Dutch Central Bank
(De Nederlandsche Bank) estimated that

in the scenario of 30% of terrestrial and
freshwater areas becoming protected, the
Dutch financial system would face €28 billion
in exposure to companies that operate in
these areas - a significant increase from the
current €15 billion exposure —which may face
restrictions in economic activities (van Toor
et al., 2020). This would cover around 13% of
total national lending by large Dutch banks.

At the same time, protected areas can
induce economic activity and help to reduce
risk from global nature loss and climate
change. Setting aside dedicated land to
preserve and restore whole ecosystems
makes an important contribution to nature
conservation while in some cases also

acting as a basis for people’s livelihoods and
flourishing local communities (e.g. through
the creation of national parks). Protected
areas also have a role to play in sequestering
carbon and adapting to the effects of
climate change (e.g. the protection afforded
by mangrove habitats to low-lying coastlines
at risk from flooding and erosion).
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UNEP recently estimated that annual
investments in nature-based solutions by

G20 countries need to reach $285 billion by
2050 to achieve agreed biodiversity, climate
and land degradation targets (UNEP, 2022b).
Current spending stands at only $120 billion
and, crucially, only 2% of this is official
development assistance (ODA) to low- and
middle-income countries, where the shortfall
in needed investment for nature-based
solutions is even greater than in G20 countries.
The private sector only accounts for $14 billion
annually (ibid.), illustrating its potential role
in closing the gaps in net zero and nature-
positive investments.

Social risks and opportunities

As a number of jobs in nature-based solutions
tend to require minimal training, the sector
can offer opportunities with low barriers

to entry for low-skilled workers and have
great job creation potential. Investments in
ecosystem restoration provide on average
3.7 times as many jobs as oil and gas
production investments (WRl et al., 2021).
However, particularly in low- and middle-
income countries, many jobs are informal
which can limit job security, wage levels,
social protections and occupational safety
in a sector that is exposed to significant
health and safety risks (Jarvis et al., 2011).
Formalising employment has been identified
as a core factor in meeting the SDGs (ITUC
and ILO, 2019).

Social risks and opportunities are emerging
as a key issue when it comes to nature-based
solutions such as carbon offsets. These have
been criticised for giving those able to pay
the opportunity to continue emitting carbon,
while also potentially creating conflicts
around land rights and benefit-sharing. For
example, the practice of using offset funds
to plant trees in tropical countries requires
meaningful dialogue with local stakeholders
to ensure community and Indigenous rights
are protected. Deep engagement with local
communities will also need to be ensured in
high-income countries, where some smaller
farmers have voiced concern about not being
able to compete with large companies buying
land for offsetting carbon (BBC, 2022).

EXAMPLE BOX 10

Nature-based solutions | Strategy
and leadership

Gold Standard

The Gold Standard defines assessment
questions and project requirements across
the following nine safeguard principles:

Social:
Principle 1 - Human rights

Principle 2 - Gender equality and
women'’s rights

Principle 3 - Community health, safety
and working conditions

Principle 4 - Cultural heritage,
Indigenous Peoples, displacement
and resettlement

Principle 5 - Corruption
Economic:

Principle 6 —Economic impacts
Environmental and ecological:

Principle 7 - Climate and energy

Principle 8 -Water

Principle 9 —-Environment, ecology
and land use

Source: Gold Standard, 2019

Voluntary Carbon Markets Initiative
The initiative recommends that:

e Activities should (a) “not discriminate
on the basis of identity, gender, race,
ethnicity, income, or any other social
status, and (b) protect rights related
to gender, labor, health, education,
adequate living standards, background,
and personal security and safety. The
principles of Free Prior and Informed
Consent (FPIC), with an emphasis on
transparency and participation, are
foundational to ensuring these rights
in the context of natural resource
management.”

e “In addition, rights relating to land,
food, and Indigenous Peoples must
be respected in private-sector climate
actions. This means that stakeholders

cont...

28



must function as partners (and
Indigenous Peoples as rightsholders)—
and not merely beneficiaries — both
through active participation in market
design and governance as well as in
project design and implementation.

It also means respect for the rights

of Indigenous Peoples and local
communities to the free use of and
property rights for lands, territories,
waters, and resources, according to
their customary sustainable use.”

e "“Carbon credit purchases and the
activities they support should result in
positive outcomes for local communities
and adhere to social safeguards to
avoid, reduce and mitigate adverse
impacts, with specific attention to
vulnerable populations. Whenever
possible, co-benefits across the
Sustainable Development Goals should
be maximized and reflect the concept
of a ‘just transition” toward low-carbon
and climate-resilient development that
aligns with the latest climate science
and maintains social and environmental
standards (like those of the United
Nations Development Programme),
in addition to protecting basic rights.
Benefits should be equitably shared.”

Source: VCMI, 2022
WWEF

WWEF has published several guidance
documents on nature-based solutions and
carbon offsets. In its 2020 Blueprint for
Corporate Action on Climate and Nature,
it sets out the following just transition-
relevant criteria for nature-based

solution investments:

i) Investments should benefit both climate
and nature:

e To benefit the climate, companies
should first reduce their emissions
within and adjacent to their value
chain, before compensating for
remaining emissions. To benefit nature,
companies should make sure their
supply chains include no deforestation

or land conversion, prior to investing in
compensatory activities.

e Interventions should be part of a broader
landscape/seascape action plan. They
should achieve multiple outcomes across
nature and climate, including
the promotion of nature’s contributions
to people.

ii) Investments should benefit people:

e Interventions should promote
improvements in human wellbeing,
including livelihoods, quality of life,
and food security and energy access,
particularly for the most vulnerable
people and communities.

e Interventions should ensure that benefits
are distributed fairly, and human rights
are respected and strengthened.

e Interventions should put in place
appropriate safeguards to limit
unintended social or environmental
outcomes, following WWF's Environmenta
and Social Safeguards Framework.

iii) Investments should support inclusive and
credible governance processes:

e Interventions should be locally ‘owned’,
supported by and implemented with a
shared vision of success. Best practice
includes decision-making across inclusive
transparent and multi-stakeholder lines
that takes into account the needs of
diverse actors.

In the joint WWF, Environmental Defense
Fund and Oko-Institut guide What makes a
high-quality carbon credit?, the organisation
include the following social objectives:

~

7

S

e Enhancing positive and preventing negative

environmental and social impacts:

Assessment of environmental and
social impacts.

Contribution to improving adaptation
and resilience.

Supporting the poorest and most
vulnerable and those affected by
climate change.
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How financial institutions can
deploy their levers of change to
support a just transition towards
nature-based solutions

i. Strategy and leadership

Market guidance for nature-based solutions

is starting to take account of the social
dimension at the national and international
levels. For example, all carbon offset projects
certified under the Gold Standard must
disclose and, if necessary, work to mitigate
potential environmental and social impacts
(Gold Standard, 2019). The Voluntary Carbon
Markets Initiative (VCMI) recommends
applying proper environmental and social
safeguards and ensuring that projects realise
social or environmental benefits beyond
mitigation: in so doing, it is one of the few
nature-related initiatives to explicitly mention
the just transition (VCMI, 2021; VCMI, 2022).
The upcoming draft Core Carbon Principles by
the Integrity Council for the Voluntary Carbon
Market (ICVCM) will play a role in building

the market standard and should incorporate
the range of relevant social considerations.
Research and advocacy organisations, such as
the WWF, have also been vocal about the need
to incorporate social factors into decision-
making around nature-based solutions. The
Gold Standard, VCMI and WWF guidance are
described further in Example box 10.

ii. Corporate engagement

Through engagement, financial institutions
can contribute to ensuring that companies
use nature-based solutions in a way that has
integrity and truly delivers environmental and
social benefits. Engagement guidance, as per
Example box 11, can help financial institutions
focus on the most salient issues in their
interactions with management.

EXAMPLE BOX 11

Nature based-solutions | Engagement

Ceres and [IGCC engagement tool for
investors on natural climate solutions

Ceres and the Institutional Investors
Group on Climate Change (IIGCC) have
produced guidance for investors on how
to approach natural climate solutions
(NCS), which they define as a subset of
nature-based solutions and are most often
used as offsets. The briefing outlines how
institutional investors can engage with
companies in their use of NCS in corporate
climate strategies. The guidance is formed
around three core recommendations:

1. Companies should use NCS in a way
that raises the ambition of their climate
commitments.

a. NCS must provide credible climate
change mitigation.

b. NCS must provide social and
environmental benefits.

Guidance on social aspects to using NCS
focus on protecting the rights of and
delivering benefits to local communities.
NCS that comply with the guidance
should exhibit:

e Clear land title or delineation of land
rights in the project location.

e Continual active participation of local
and Indigenous communities.

e Equitable sharing of monetary and non-
monetary benefits.

e Accessible mechanisms for redress in
the case of accidental harm inflicted
upon Indigenous or local communities.

e Access to legal counsel.

Source: Ceres and I[IGCC, 2021




iii. Capital allocation

Financial institutions increasingly recognise
the opportunities that nature-based solutions
can offer. The Natural Capital Investment
Alliance, launched at the One Planet Summit
for Biodiversity in 2021, aims to raise S10
billion by the end of 2022 to support the
restoration of biodiversity, especially via
carbon offsets (Sustainable Markets Initiative,
2021). The Nature+ Accelerator Fund, led by
the International Union for Conservation

of Nature (IUCN), Mirova, the Coalition of
Private Investment in Conservation and the
Global Environment Facility, aims to develop
a $200 million scalable project portfolio in the
sector. HSBC and Pollination have created
the joint venture HSBC Pollination Climate
Asset Management, aiming to create the
world’s largest natural capital manager and to
mainstream natural capital as an asset class
(HSBC, 2020). However, within these growing
finance initiatives explicit consideration is
lacking of issues such as human and labour
rights, job quality, gender equality, Indigenous
rights and community voice.

A limited number of financial institutions are
starting to incorporate social considerations
in new nature-based solutions funds, often
focusing on leveraging the potential benefits
for smallholders and local communities, in
how carbon credits are used; see Example
box 12.

Financial institutions can also contribute to
bridging the investment gap for nature-based
solutions through philanthropic approaches.
The Candriam Institute, for example, backs
WefForest in the reforestation of degraded
land, with related carbon credits supporting
WeForest and local commmunities, rather than
flowing back to Candriam.

EXAMPLE BOX 12

Nature based-solutions |
Capital allocation

Livelihoods Carbon Funds

The Livelihoods Carbon Funds aim to
improve the living conditions of agricultural
and rural communities Large-scale projects
in Africa, Asia and Latin America seek to
empower smallholder farmers and rural
communities to earn stable incomes
through sustainable practices, restore
ecosystems and contribute to climate
action, for example through restoring
mangroves or developing agroforestry.
Investors in turn receive carbon credits. Fund
partners include Crédit Agricole and Caisse
des Dépots, who have both supported the
project since its launch in 2011.

Source: Livelihoods Funds, n.d.
Rabobank

Rabo Carbon Bank, set up by Rabobank

in 2021, looks to tap into the growing
corporate and investor appetite for carbon
credits to support farmers to transition

to more sustainable practices. Beyond

the revenues from sequestered carbon,
Rabobank aims for projects to have
benefits for soil health, biodiversity, water
management, food supply resilience and
nutrition. Rabobank’s Acorn project seeks to
enable smallholder farmers who sequester
carbon on their land using agroforestry
techniques to participate in the carbon
marketplace and earn financial benefits.

It aims to bring together smallholder
communities to build a global, transparent
carbon removal system with positive
impacts for climate preservation, land
renewal and food security.

Source: Rabobank, n.d.
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iv. Policy dialogue and public sector " The pu bl iC Sector

engagement

The public sector has a crucial role to play in hq sda CrUCiq I rOIe
scaling up public finance for nature-based to p I qy in sca I | ng

solutions and crowding in private finance.

Government intervention can also ensure that u p p u bl iC ﬁ nance

these activities deliver real environmental

and social benefits and are rooted in deep fOI’ nCI'tU re- bq Sed

engagement with affected local stakeholders. .
Some countries are starting to make progress SOI Utlo ns d nd
in developing frameworks and investment Crowd i N g i N

principles, such as Scotland (see Box 4.2).

Financial institutions can contribute to this p riVCI‘te ﬁ nance.

agenda by engaging with governments and
public finance institutions to drive policy
reforms and the development of innovative
financial mechanisms.

BOX 4.2
Financing nature-based solutions through a just transition in Scotland

In Scotland, a coalition between the Broadway Initiative, Finance Earth and the Green
Finance Institute published a framework for ‘Financing Nature Recovery UK’ with the aim
of unlocking private investment in nature (Young et al., 2022). The just transition is firmly
anchored in the document, with a particular emphasis on benefitting local communities.
In March 2022 the Scottish Government laid out its Interim Principles for Responsible
Investment in Natural Capital, which include social considerations as a core dimension.
Value sharing and stakeholder engagement are key components, along with compliance
with Scotland’s policies on Just Transition, Fair Work, Land Rights and Responsibilities and
Global Capital Investment (Scottish Government, 2022).
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5. A just transition in the restoration of

ocean ecosystems

The importance of and threats
to oceans

Oceans are home to a wealth of biodiversity,
provide the basis for the livelihoods of many
coastal communities, and are an essential
part of global food systems. Around 60 million
people are estimated to work in fishing and
aquaculture globally, most of them in low-
and middle-income countries (FAO, 2020).
Today, overfishing, illegal, unreported and
unregulated fishing, pollution and damage
to marine habitats pose considerable threats
to these ecosystems. Oceans also have key
linkages to climate change. They can play an
important role in sequestering carbon, and
are negatively affected by climate change
impacts. Changes in water temperature and
ocean acidification, for example, contribute
to rising sea levels and loss of marine
biodiversity, including the bleaching of coral
reefs. This further threatens the continued
provision of the marine ecosystem services
that many communities, consumers and
businesses depend on.

Improving jobs in the blue
economy through a just and
sustainable transition

The fishing and aquaculture sector is
characterised by harsh and dangerous working
conditions, often with long working hours, high
injury and fatality rates, and limited access to
medical care. While there are clear regional
differences in the adherence to human rights
standards in fishing, the sector has been
connected to severe abuses, including forced
labour, child labour and human trafficking
(ILO, 2013). Of the approximately 60 million
people working in the sector, 14% are female,
but when including post-harvest operations,
this figure climbs to around 50% of workers
(FAQ, 2020).

The blue economy -which includes
preservation and regeneration of the marine
environment as well as exploitation —has the
potential to spur sustainable development
and provide decent jobs, while supporting
healthy marine ecosystems. By consciously
integrating the social dimension, the move to

environmentally-friendly practices in fishing
and aquaculture can simultaneously deliver
vital job quality improvements. It could also
be beneficial for job quantity: a study on

the EU estimated that 92,000 jobs could

be created in a sustainable transition of the
region’s fishing sector and related industries
such as food, retail and services (Oceana,
2017). This is because fish stocks are already
significantly depleted and recovering and
managing them well could considerably
improve the productivity of ocean resources.
However, it is important to note that these
results come in the context of a comparatively
heavily regulated fishing industry and may
not translate in other regions. Anticipating
and addressing job losses and ensuring that
new jobs created provide decent employment
opportunities form a core part of the

just transition.

How financial institutions can
deploy their levers of change to
support a just transition in
ocean restoration

i. Strategy and leadership

The finance sector can play an important role
in ensuring that the transition to sustainable
fishing and aquaculture brings benefits for
people and planet. Applying existing standards
and principles, such as those outlined in
Example box 13, can be a crucial first step.

ii. Corporate engagement

Financial institutions can have a critical
impact in encouraging responsible business
conduct through shareholder or client
engagement. The Sustainable Fisheries
Partnership, together with Aviva and PRI, has
developed a set of questions for investors to
use in interactions with companies exposed
to seafood supply chains, outlined in Example
box 14. The questions are designed to be

used in tandem with established guidance on
human rights risks in food supply chains such
as the PRI Guide for Investor Engagement on
Labour Practices in Agricultural Supply Chains,
which built the basis for the PRI collaborative
engagement outlined in Example box 2 in the
Agriculture section.
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EXAMPLE BOX 13

UNEP Finance Initiative’s Sustainable Blue
Economy Finance Initiative

UNEP Fl's Sustainable Blue Economy Finance
Initiative works to ensure investment,
underwriting and lending activities
contribute to rebuilding ocean prosperity,
restoring biodiversity and regenerating
ocean health. Its Sustainable Blue Economy
Finance Principles, launched in 2018, provide
guidance for banks, insurers and investors
and recommend, for example, social impact
assessments and stakeholder engagement
for ocean-related investments. One of its

Restoring ocean ecosystems | Strategy and leadership

14 principles is the need for blue economy
finance to be inclusive:

“We will support investments, activities and
projects that include, support and enhance
local livelihoods, and engage effectively with
relevant stakeholders, identifying, responding
to, and mitigating any issues arising from
affected parties.”

UNEP Fl has also discussed the relevance of
social equity issues to the finance sector in its
‘Financing a Just Transition to a Sustainable
Blue Economy' podcast episode.

Source: UNEP Fl, n.d.

The blue economy has the
potential to spur sustainable
development and provide
decent jobs, while supporting
healthy marine ecosystems.
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https://www.unepfi.org/events/unep-fi-podcast-financing-a-just-transition-to-a-sustainable-blue-economy/
https://www.unepfi.org/events/unep-fi-podcast-financing-a-just-transition-to-a-sustainable-blue-economy/

EXAMPLE BOX 14

Restoring ocean ecosystems | Corporate engagement

Sustainable Fisheries Partnership, Aviva
and PRI’s questions for engagement with
fishing companies

Questions for wild caught fish
1.

Does the company have a policy
regarding the sustainable management
of the seafood resources it uses in

its business?

Has the company assessed the current
management status of all the stocks of
wild fish that are part of its business?

Does the company have traceability
systems in place that ensure the
avoidance of illegally caught fish? What
sanctions have been adopted when
illegal raw material has been detected?

What is the company policy towards
producing/purchasing wild seafood that
is certified sustainable?

What is the company policy towards
producing/purchasing seafood

from fisheries engaged in fishery
improvement projects?

What is the company policy regarding
the disclosure of source fisheries that
produce raw material for the business?

Questions for farmed fish

1.

What is the company policy towards
producing/purchasing farmed seafood
that is certified as responsible?

What is the company policy towards
producing/purchasing seafood from
fish farms engaged in aquaculture
improvement projects?

Does the company have a policy to
assess the environmental and social risks
of the fisheries used to produce fishmeal
and fish oil for aquaculture feed?

4. What is the company policy towards
transparency and reporting around
aquaculture operations?

Source: Sustainable Fisheries Partnership,
Aviva and PRI (2016)

PRI Guide for Investor Engagement on
Labour Practices in Agricultural
Supply Chains

Selected illustrative questions:

e Does the company have a public
supplier code of conduct that: i)
reflects international standards,
including health and safety and
working conditions; ii) includes at
least a longer term target for a living
wage; iii) applies to all suppliers and
sub-suppliers; iv) specifically applies to
labour brokers and recruiters?

e Does the company act in cases
where suppliers are identified as not
complying with the code?

e In the last three years, has the
company conducted at least one risk
assessment that examined social
issues in the supply chain focused on a
specific commodity or region?

e Does the company incentivise supplier
good practice, e.g. does it i) give
preference to suppliers with better
labour performance? ii) build long-term
partnerships with socially compliant/
outperforming suppliers?

e Isthe company able to provide
evidence that it builds capacity
regularly and systematically, including
at sub-supplier level and through
training of workers?

Source: PRI (2016)
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iii. Capital allocation

Innovative financial instruments that combine
the environmental and social dimension can
have an important role to play in driving
positive change towards the sustainable use
of ocean resources. The International Finance
Corporation’s Guidelines for Blue Finance
stipulate that for an investment to qualify as
a "blue project” it must have minimum ESG
safeguards in place and pose only limited

risk to other themes of the Sustainable
Development Goals, including those focused
on social aims (IFC, 2022). For businesses,
there are established eco-certification
standards for the seafood industry that
include social components and that financial
institutions can incorporate into their capital
allocation decision-making. An instance

of how this has been applied in practice is
outlined in Example box 15.

iv. Policy dialogue and public sector
engagement

The importance of moving towards
sustainable fishing practices is widely
recognised and is encapsulated in SDG14, Life
Below Water (“Conserve and sustainably use
the oceans, seas and marine resources for
sustainable development”). Important policy
foundations include the ILO Work in Fishing
Convention (2007) and the Work in Fishing
Recommendation (2007), which aim to ensure
decent work conditions for fishers, defining
minimum requirements for work on board,
conditions of service, accommodation and
food, occupational safety, health protection,
medical care and social security. The FAO

has initiated its Blue Growth Initiative, which
looks to assist countries in developing and
implementing blue economy and growth
agendas, as well as to act as a catalyst for
investment and innovation. Investors and
other financial institutions can support these
policy reforms and encourage innovative
financial approaches that address the human
dimension of a shift to sustainable ocean
management, building on the inaugural
Sovereign Blue Bond launched by the
Seychelles in 2018.

EXAMPLE BOX 15

Restoring ocean ecosystems |
Capital allocation

Rabobank’s green loan for sustainable
salmon in Chile

Rabobank recently provided a green loan
to Agrosuper, one of the world’s largest
salmon producers, to finance acquisitions
in its Chilean salmon supply chain. The
structure of the instrument includes
objective and measurable environmental
and social conditions that were developed in
partnership with WWF, including elements
of the NGO's social policy guidelines

and social criteria in the Aquaculture
Stewardship Council (ASC) standard for
sustainable salmon farming.

Agrosuper is aiming for 100% ASC
certification of its salmon production
centres. The certification contributes to
transparency on how a farm performs

on sustainability issues such as impacts

on biodiversity and nearby ecosystems,
including supply chain components such as
responsible sourcing of feed. On the social
side, ASC certification requirements are
based on the core principles of the ILO, such
as prohibitions of child and forced labour.
Among the social criteria are also payment
of decent wages, regulated working hours,
development of a policy ensuring social
compliance of suppliers and contractors,
and consultation with Indigenous and
broader local communities.

Sources: Rabobank, 2019; ASC, 2019
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6. Conclusions and recommendations

This report has aimed to outline the main
contours of what a ‘just nature transition’
could involve and where financial institutions
could act in support. It is designed as an initial
scoping exercise to set down some of the key
features of a just transition agenda beyond
the energy sector, to include agriculture and
food, deforestation, nature-based solutions and
the oceans, and to provide a basis for further
dialogue, analysis and action by governments
and international organisations, businesses
and trade unions, financial institutions and
civil society. The aim is to deliver a transition to
sustainability in a way that benefits workers,
communities and consumers.

Taking stock of the just
nature transition

The just transition is not yet widely embedded
in efforts to deliver net zero in nature-related
sectors or in actions to restore biodiversity,
but individual examples from policy, trade
unions, civil society, business and finance

are starting to emerge. More broadly, many
of the finance sector examples cited in this
report do make clear links with established
human rights and labour standards. Other
frameworks such as the Equator Principles
and the IFC’s Environmental and Social
Performance Standards can also provide a
useful starting point for the financial sector to
take forward the just transition. Strengthening
the enforcement of human rights and

labour standards needs to be recognised as
an essential part of delivering climate and
biodiversity goals.

Compared with the energy transition, a
striking feature of the nature transition is its
potential size, not least in terms of the number
of affected workers, with an estimated 1
billion workers in agriculture alone. There is

a profound geographical dimension to this,
with low- and middle-income countries more
dependent on nature for their development
and having far larger agricultural workforces
and affected stakeholders. Overall, nature-
related jobs tend to be characterised by
higher job informality, particularly in low- and
middle-income countries, which can translate
to weak job security, wage levels, social
protections and working conditions. Health

and safety risks can also be significant, with
insufficient protection for workers. In addition,
women face inequalities in their access and
treatment in labour markets, particularly in
low- and middle-income countries, including
facing harassment and violence at work, as
well as restrictions to access to education,
training, decision-making and finance. The
gender dimension will need to be incorporated
systemically in policy and finance. The
transition to a nature-positive and climate-
resilient economy provides a clear opportunity
to improve labour conditions.

The just transition has both a distributional
dimension and a crucial procedural aspect,
not least in terms of how governments,
trade unions and employers’ organisations
are involved in decisions that affect

workers. The informal nature of some jobs

in agriculture, forestry and other land use
provides a particular challenge. Formalising
employment, along with improving informal
jobs and strengthening social dialogue in the
informal economy, will be key to delivering a
just transition with decision-making based on
meaningful social dialogue.

Indigenous Peoples and other rural
communities can also play a crucial role in the
nature transition. However, their land rights
are often not acknowledged, with only 18%

of land formally recognised as owned by or
designated for Indigenous Peoples and local
communities globally (Rights and Resource
Initiative, 2015). Power differences often leave
these groups disadvantaged when competing
with companies for land ownership. It has
been shown that the costs of securing land
rights for Indigenous communities can
generate a multiple of economy, social and
environmental value (Ding et al., 2016).
Securing community land tenure can enable
long-term investment and have benefits for
accessing finance to manage land sustainably,
contributing to climate change and
sustainable development goals (Veit, 2019).

Involving communities in decision-making is a
core pillar of the just transition. Traditions of
engagement in nature-related sectors vary,
but tend to be particularly weak between
large global businesses and local stakeholders.
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When designing economic restructuring, it
will be crucial that those affected by change,
including for example Indigenous Groups,
vulnerable communities, women and youth,
are involved in shaping it.

Considerable investment is needed to deliver
the shift to a net zero and nature-positive
economy. However, access to finance can

be a significant barrier, sometimes excluding
those most in need of financial support.
Vulnerable groups, including smallholders in
low- and middle-income countries, women
and Indigenous Peoples, are often particularly
affected. Innovative financial mechanisms
considering place-based challenges and needs
will be essential to closing these gaps, as will
be financial institutions with a cooperative
structure. In addition, there is a clear need
for operational models of what good practice
looks like. The lack of these success models

is an obstacle to mainstreaming just nature
transition considerations into financial
decision-making. Incentivising pioneers and
amplifying key lessons can contribute to a
more speedy and efficient delivery.

One promising area is the growth of quantified
assessments of corporate just transition
policies and practices. Climate Action 100+
focuses mostly on companies impacted by
the energy transition, but the assessment of
its just transition indicator will also provide a
useful tool for financial institutions to engage
with companies involved in food, forestry

and land-use. The World Benchmarking
Alliance includes social inclusion, nutrition and
environment scores in its Food and Agriculture
Benchmark (WBA, 2021). It is also currently
working on assessing 1,000 companies across
22 industries against its Nature Benchmark,
which includes issue-specific indicators on
social inclusion and community impact, along

with core social indicators on human rights
and decent work (WBA, 2022). The biodiversity
counterpart of CA100+, Nature Action 100 -
which is currently being designed - could also
play an important role in mainstreaming the
just transition.

Recommendations for financial
institutions to support the just
nature transition

Building on these conclusions, the next actions
for financial institutions to support a just
nature transition include stepping up across
the four levers of change we have described in
this report, as well as taking action on a cross-
cutting theme around improving reporting
and transparency.

i. Strategy and leadership

With over 500 members globally, the Glasgow
Financial Alliance for Net Zero (GFANZ)
has recognised the just transition as a key
component for the transition plans of both
the real economy and the finance sector.
For example, GFANZ has recommended
that financial institutions integrate the just
transition in the underpinning foundations
of their plans (GFANZ, 2022). It is critically
important that this applies to the financial
sector response to both the energy and
nature transitions.

Recommendation 1: Financial institutions
should include just transition principles in
their own plans for net zero, nature and
biodiversity. The just transition also needs
to be incorporated into collective finance
initiatives such as those aiming to promote
sustainable agriculture, end deforestation,
expand nature-based solutions and restore
the oceans.

A striking feature of the nature
transition is its potential size,
not least in terms of the
number of affected workers.
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ii. Corporate engagement

Shareholder and client engagement has
proven to be one of the most effective tools
for financial institutions to drive corporate
action on the just transition. Engagement
efforts should be extended beyond energy
and include engagement with multinational
enterprises on social issues throughout their
global supply chains.

Recommendation 2: Financial institutions
should set just transition expectations of the
businesses they lend to and invest in, based
on international standards, and ensure

that these are included in the net zero

and biodiversity plans of nature-exposed
companies. They should then engage

with companies impacted by the nature
transition to signal good practice, ensure
transparency and improve performance in
line. Financial institutions could also work
with business and trade unions, policymakers
and civil society to establish common just
transition frameworks for agriculture, ending
deforestation, nature-based solutions and
ocean restoration.

The Grantham Research Institute’s
framework for corporate engagement is
outlined in Box 6.1 (p42).

iii. Capital allocation

There is a considerable shortfall in global
financing to meet climate, biodiversity and
land degradation targets, which has been
estimated at $4.1 trillion by 2050 (UNEP
2027). This indicates the clear need to mobilise
finance for net zero and nature-positive
activities that have a positive impact for
workers, commmunities and consumers. These
considerations should be incorporated in the
appraisal of potential investees and clients,
including due diligence policies for investment
and lending, as well as the design of innovative
financial mechanisms that can meaningfully
support the just nature transition.

Recommendation 3: Financial institutions
should purposely channel finance to
companies committed to and making
progress to support a just transition for
workers, suppliers, communities and
consumers. This includes the development

of innovative financial solutions to attract
capital towards activities that benefit nature
and people.

iv. Policy dialogue and public
sector engagement

The reform of public policies and public sector
financing is essential to correct the policy
and market failures that are holding back

an inclusive implementation of net zero and
biodiversity goals. This includes encouraging
local and national government to provide the
incentives, rules and contributions to blended
finance to boost investment in net zero and
nature-positive activities with simultaneous
benefits for people. As this report has

shown, investors have started to advocate
for changes in the framework conditions,
notably through the Investor Policy Dialogue
on Deforestation (IPDD). This type of policy
dialogue needs to become more universal and
incorporate the just transition.

Recommendation 4: Financial institutions
should engage with policymakers to reform
agricultural, forestry and nature policies

so that they support a just transition and
provide the incentives, the rules as well as
the catalytic public finance that is needed to
scale up private investment.

Crosscutting theme: improving reporting
and transparency

Underpinning all these recommended actions
is the need for improved reporting and
transparency by companies, governments
and financial institutions on the social
dimension of the nature transition. Some
progress is being made, but greater attention
is needed to make sure that there is sufficient
information for stakeholders to judge the
contribution of business and financial
institutions to the just transition in agriculture,
forestry and nature conservation.

Corporate reporting provides an essential

data basis for financial institutions to set
targets and report performance. Of particular
relevance is the International Sustainability
Standards Board (ISSB), which is working to
bring sustainability-related disclosure guidance
into an overarching standard. Consultation
documents for its proposed standards on
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climate-related disclosure and sustainability-
related disclosure were released in March 2022.
In June 2022 the Global Reporting Initiative
launched its Agriculture, Aquaculture and
Fishing Sector Standard, which covers some
social issues such as food security, land and
resource rights and living wage and income
(GRI, 2022).

The most established climate reporting
framework for financial institutions by the Task
Force on Climate-related Financial Disclosures
(TCFD) does not incorporate the social
dimension. Its nature-focused equivalent,

the Taskforce on Nature-related Financial
Disclosures (TNFD), will be instrumental

in developing a reporting framework for
nature-related risks and opportunities that
contributes to consistency and comparability.
It will be important that this framework has
the social dimension incorporated from the
beginning to leverage co-benefits and avoid
mutually detrimental effects. The second
beta version of the framework was launched
in June 2022. The document highlights

social dimensions, including consideration of
human rights, as a priority area for further
development of the framework, which the
TNFD aims to advance in consultation with
Indigenous Peoples and local communities
(TNFD, 2022). The TNFD is planning a total

of four beta versions to be published before
the final release of the recommendations in
September 2023.

Biodiversity and social considerations

form part of the EU’s Sustainable Finance
Disclosures Regulation (SFDR), and social
safeguards are included in the EU Taxonomy,
which covers biodiversity as an environmental
objective. In France, article 29 of the “Loi
Energie-Climat” covers climate as well as
biodiversity, having prompted statements
from a number of investors on how they
address adverse sustainability impacts
(including measures such as investment ESG
screening, engagement and voting, and asset
allocation). The current draft of the Post-
2020 Global Biodiversity Framework includes
the target that all businesses disclose their
impacts and dependencies on biodiversity by
2030 (CBD, 2021). As this is finalised and then
moves to implementation, it will be important

to make sure that the human dimension is not
left behind.

Just transition reporting by companies and
financial institutions needs to be improved, in
a way that provides comparability and ensures
integrity. Incorporating the social dimension
into established environmental disclosures,
such as the TCFD, and encouraging companies
to apply relevant standards, such as those by
the Global Reporting Initiative, can contribute
to consistency.

Recommendation 5: Financial institutions
should work to ensure that social and just
transition factors are effectively included

in key frameworks for reporting and
transparency, such as the Task Force for
Nature-related Financial Disclosures (TNFD).
Financial institutions themselves should
publicly disclose strategies, policies and
performance on social issues in the

nature transition.

| ]
The next actions
for financial
Institutions to
support a just
nature transition
include stepping
up across the four
levers of change
described in this
report, as well
as improving
reporting and
transparency.

41



BOX 6.1

A framework of just transition expectations of business for use by
financial institutions

1. Strategy

Establish a company strategy and plan for
the just transition in the context of delivering
net zero and climate resilience goals, to be
adopted at the Board level with clear

Board oversight.

Incorporate the just transition in
remuneration, planning, risk management,
scenario exercises and capital investment,
as well as acquisitions and restructuring.
This strategy should be based on established
international frameworks and standards
(including the Guiding Principles on Business
and Human Rights [UNGPs], the Sustainable
Development Goals, ILO labour standards
and the OECD Guidelines for Multinational
Enterprises). The strategy should cover
themes 2-7 below.

Ensure social dialogue and representation
of workers and trade unions in
company-level climate decision-making
and implementation.

2. Workers

Deliver good jobs and decent work in the
transition and respect for worker and
human rights (including, for example, pay
and benefits, job formality and contract
length, skills development and training,
health and wellbeing, diversity and
inclusion, freedom of association and
collective bargaining).

Promote and provide reskilling and retraining,
redeployment or retirement support.

Take a comprehensive approach beyond
direct employees (for example, including
living wages for all contractors).

3. Supply chain

Support suppliers (including small and
medium sized enterprises) so they can
prosper in the just transition through access
to skills, finance and technology; this could
include a place-based emphasis on
suppliers and services.

Apply labour, human rights and
environmental due diligence and policies
along the supply chain, particularly in

low- and middle-income countries. Labour,
human rights and sustainability standards
that businesses commit to for their own
operations should extend to the supply chain.

4. Communities

Engage with local communities to address
the social risks of transitions to regional
economies and promote local wellbeing. This
inclusion of community voice needs to be
firmly rooted from project planning onwards
and include a particular focus on vulnerable
communities as well as wider sustainability
considerations (such as biodiversity).

Partner with local communities to share value
in net zero and climate resilience investments
(including community engagement and
respect for Indigenous communities).

5. Consumers

Support consumers, including vulnerable
groups, in terms of improving access to key
goods and services in the transition and
ensuring they are affordable.

Enable consumers to participate actively in
the transition.

6. Policy and partnerships

Advocate for the just transition within the
context of supporting Paris-compliant
decarbonisation targets in industry
associations and in lobbying of government.

Support partnerships for the just transition
to net zero at the local, sectoral, national
and global levels.

7. Transparency and disclosure

Report on just transition policies and
performance, including on the six themes
above, e.g. through reporting using the
recommendations of Task Force on Climate-
related Financial Disclosures (TCFD) and
the Task Force on Nature-related Financial
Disclosures (TNFD).
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Appendix
The International Labour Organization’s guiding principles on the just transition

“The following principles should guide the transition to environmentally sustainable economies
and societies:”

(a) Social consensus and dialogue: “Strong social consensus on the goal and pathways to
sustainability is fundamental. Social dialogue has to be an integral part of the institutional
framework for policy-making and implementation at all levels. Adequate, informed and ongoing
consultation should take place with all relevant stakeholders.”

(b) Rights at Work: “Policies must respect, promote and realize fundamental principles and rights
at work.”

(c) Gender: “Policies and programmes need to take into account the strong gender dimension of
many environmental challenges and opportunities. Specific gender policies should be considered
in order to promote equitable outcomes.”

(d) Policy: “Coherent policies across the economic, environmental, social, education/training
and labour portfolios need to provide an enabling environment for enterprises, workers, investors
and consumers to embrace and drive the transition towards environmentally sustainable and
inclusive economies and societies.”

(e) Creation of more decent jobs: “These coherent policies also need to provide a just transition
framework for all to promote the creation of more decent jobs, including as appropriate:
anticipating impacts on employment, adequate and sustainable social protection for job losses
and displacement, skills development and social dialogue, including the effective exercise of the
right to organize and bargain collectively.”

(f) Context: “There is no ‘one size fits all’. Policies and programmes need to be designed in line
with the specific conditions of countries, including their stage of development, economic sectors
and types and sizes of enterprises.”

(g) International cooperation: “In implementing sustainable development strategies, it is
important to foster international cooperation among countries. In this context, we recall the
outcome document of the United Nations Conference on Sustainable Development (Rio +20),
including section VI on means of implementation.”

Source: ILO, 2015, pp. 5-6
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Efforts to deliver the just transition need to be expanded to include
sectors that affect and are affected by nature. This report explores

the role of the financial sector in supporting the ‘just nature transition’,
a shift to a net zero and climate-resilient economy that delivers
decent work, social inclusion and the eradication of poverty while
simultaneously achieving biodiversity goals. It examines financial
institutions' key levers of change across priority areas for the just
transition in the nature arena.
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