BIODIVERSITY FINANCE

Building the investment case

A new report from [UCN and Shell calls for the creation of a
‘biodiversity business facility’ to help build a market — and the
more active participation of the environmental finance
community, says Francis Vorhies

newly released report by conser-

vation group IUCN and Shell, en-
titled Building Biodiversity Business,* proposes
that we can harness market forces to make
biodiversity conservation a viable business
proposition.

The case for biodiversity business, how-
ever, is complex, not least because the concept
of biodiversity itself is complex. Unlike climate
change which, for better or worse, has been
commoditised into units of tradable carbon,
biodiversity is a multi-dimensional concept that
cannot be easily measured in units.

Biodiversity, as defined by the Convention
on Biological Diversity (and hence as under-
stood by governments and policy-makers), is
made up of three components: ecosystems,
species and genes.The convention also sets out
three objectives — the conservation of biodiver-
sity, the sustainable use of biological resources
and the equitable sharing of the benefits arising
from this use. Unlike carbon, which can be
traded as units in the market, biodiversity is
rather a three-by-three ‘eco’ space in which mar-
ket forces may be able to operate (see Figure I).

Within this space, the report explores the
possibility for biodiversity business, that is, for
commercial enterprise which makes its money
by conserving biodiversity, using biological re-
sources sustainably and sharing equitably in the
benefits of their use. In other words, within this
space there is the possibility for triple-bottom-
line value propositions generating environmen-
tal (conservation), economic (sustainable use)
and social (benefit sharing) returns.

The report covers a considerable amount
of ground to identify existing and potential bio-
diversity business opportunities.These include
a variety of biodiversity-relevant sectors such
as agriculture, forestry and non-timber forest
products, fisheries and aquaculture, biocarbon,
payments for watershed services, Dbio-

I. The biodiversity space

prospecting, biodiversity offsets (akin to car-
bon offsets), biodiversity management services
and, of course, ecotourism, recreational hunt-
ing and sport fishing. Some of these may be fa-
miliar to environmental investors, but others
will be new.Together, they indicate a potential
multi-billion-dollar market for biodiversity
business.

Traditional investments in biodiversity-rel-
evant sectors such as agriculture, forestry and
fisheries, however, cannot be said to be invest-
ments in biodiversity business.This is because
these investments for the most part have not
focused on the value proposition inherent in
the three biodiversity objectives of conserva-
tion, sustainable use and benefit sharing. The
challenge for biodiversity business is to explain
why these objectives are an investment oppor-
tunity which will generate positive and scala-
ble returns.

The business case for the three biodiver-
sity objectives — like the traditional business
case for a triple-bottom-line approach — is
based on the value proposition that companies
that make money by conserving, using sustain-
ably and sharing equitably are more likely to
be sustainable and profitable.

The case for enhanced sustainability is ob-
vious. A business that conserves the natural
environment in which it operates, uses natural
resources in its supply chain sustainably, and
establishes fair and beneficial relations with key
stakeholders such as local communities, em-
ployees and suppliers, is more likely to be sus-
tainable over time.

However, whether such a business is also
going to be more profitable or whether its
business model is likely to be more scalable,
and thus generate greater levels of profit, is
much less obvious. This report contends that
the uncertainty about profits is in part due to
shortcomings in the enabling environment in
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which these businesses must operate, to short-
comings in the tools and support available to
develop robust biodiversity business plans, and
to shortcomings in the ability of the financial
markets to invest in these businesses.

Hence, the report calls for the establish-
ment of a ‘biodiversity business facility’ (BBF) in
order to develop the market for biodiversity
business. Such a facility would have three core
elements: a think-tank, a business advisory
service and a funding mechanism (see Figure
2).Together, these elements would address the
shortcomings of the enabling environment, ex-
isting biodiversity business support, and biodi-
versity business finance. The report describes
these as follows:

L] Think-tank One of the main obstacles to bio-
diversity business is weak or missing enabling
policy. A key task of a BBF would be to identify
and promote opportunities to develop appro-
priate policy, legal and fiscal regimes for biodi-
versity business, as well as addressing issues
such as trade barriers, biodiversity metrics and
indicators, and the evaluation of technical assis-
tance delivery mechanisms. Such a think-tank
would need to be supported by grant funds
and might also provide small grants, on a lim-
ited basis, to develop and test new business
models (eg, biodiversity banking). Its efforts
might also include advising policy-makers at a
strategic level (with appropriate safeguards to
avoid conflicts of interest with any affiliated
trading arm).

[ Business advisory service Many new businesses,
especially in novel and emerging sectors, require
assistance to develop to the point where they
can sustain themselves or attract mainstream fi-
nance. As well as providing a range of tailored
biodiversity business development services, the
BBF could also conduct applied research on
how to improve the effectiveness of such assis-
tance. In addition, it could pilot promising busi-
ness concepts to test their viability. As with the
think-tank, an advisory service would rely, at
least partly, on grant funding, but could operate
on a partial cost-recovery basis and, over time,



spin off services that generate financial returns
(such as consultancy). Some of this work could
be outsourced or conducted in collaboration
with other organisations.

L] Funding mechanism Access to capital is a crit-
ical factor for any business.This component of
a BBF would invest in (or lend to) businesses
that demonstrate the potential to deliver both
financial returns and biodiversity benefits. It
would seek to attract co-investors from both
the public/philanthropic and commercial sec-
tors, targeting especially those who are keen
to see this market develop.The funding mech-
anism would provide loans and/or grant
finance to deliver ongoing business develop-
ment assistance and biodiversity management
support to selected businesses. Specialist skills
would be required to match the level and type
of finance with potential investment opportu-
nities, using a combination of debt, equity and
other instruments.

he proposed BBF could develop as

a single, stand-alone facility or it

could evolve from a networking of

policy think-tanks, business develop-
ment initiatives and financial intermediaries. Ei-
ther way, the concept itself offers some critical
insights for the environmental investment
community. Fundamentally, the facility concept
shows how sustainable and profitable environ-
mental finance depends on ensuring a support-
ing enabling environment and also on the
development of robust biodiversity business
plans and the associated performance indica-
tors and metrics inherent in such plans.

The lessons learned from the development
of carbon finance are clear.Without the estab-
lishment of an enabling environment — as was
put in place at the global level and also specif-
ically within the EU, via its Emissions Trading
Scheme — the formal and indeed informal mar-
kets for carbon would have never developed

to the scale they have today. Furthermore,
without the development of carbon metrics
(including the critical acceptance of a unit of
carbon), carbon standards, and schemes for
verification and certification, performance-
based carbon finance would not have been
possible.Through the concerted efforts of pol-
icy-makers, NGO activists and private sector
actors, a de facto ‘carbon business facility’ has
emerged within the global marketplace.

For biodiversity, unfortunately, there is
much less likelihood that such an array of in-
terlinked policies, procedures and processes
will develop spontaneously. This is in part be-
cause of the complexity of the concept of bio-
diversity which, of course, reflects the
complexities of our planet’s ecological systems
and the interactions between them and human
society. It is also because the value proposition
of biodiversity business, particularly with re-
spect to generating and scaling up profits, is
less obvious.

Therefore, a potentially exciting environ-
mental investment space — biodiversity — is in
need of a strategic and focused kick-start.
Clearly, environmental or biodiversity finance is
a key building block. However, as this report
shows, it must somehow be developed —
whether under one roof or under several
roofs —in conjunction with a think-tank capac-
ity to understand and enhance an enabling en-
vironment and a biodiversity advisory service
capacity to assist entrepreneurs in reshaping
existing enterprises and developing new enter-
prises which make money by enhancing biodi-
versity rather than undermining it.

If the environmental finance community
wants to open up this new and potentially lu-
crative space for investment, it cannot simply
wait for entrepreneurs to bring it bankable
biodiversity business plans. It needs to begin to
play a leadership role in facilitating the building
of biodiversity business.

Perhaps a good place to start is by review-

ing some of the pioneering efforts highlighted
in the report.These include the biodiversity fi-
nance pilot projects of the International Fi-
nance Corporation, part of the World Bank
Group — the Terra Capital Fund in Latin Amer-
ica, the Kijani Initiative in Africa and the Euro-
pean Conservation Farming Initiative. They also
include the biodiversity business pipeline de-
velopment and investment initiatives of several
large NGOs, including Conservation Interna-
tional, IUCN and the Nature Conservancy.

However, as the report concludes, there is
much more work to be done: “With respect
to financing biodiversity business, more exper-
imentation is needed to determine which
instruments and combinations are most appro-
priate under various conditions.While debt fi-
nancing may be more appropriate for
small-scale enterprises, mezzanine finance or
equity investments may be suitable for medium
to large-scale companies that seek to gener-
ate biodiversity benefits. More effort is re-
quired to develop innovative blends of grant
and commercial finance, appropriate to the mix
of public and private benefits provided by bio-
diversity business”.

For the environmental finance community,
Building Biodiversity Business may well generate
some new thinking about applying what we
have learned in carbon finance to biodiversity
finance. As always, first movers into the biodi-
versity space will have the best chance to cap-
ture its unique value propositions. EH
* Building Biodiversity Business is available in
hard copy or as a PDF from either IUCN or Shell.
It can also be downloaded from
http://earthmind.net/bbb.htm.

The authors of the report — Joshua Bishop,
Sachin Kapila, Frank Hicks, Paul Mitchell and Fran-
cis Vorhies — can be contacted to explore opportu-
nities for developing and investing in biodiversity
business. A first point of contact is the author of
this article, Francis Vorhies, who can be reached at
fvorhies@earthmind.net
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