Standardising Procedures for

Environmental & Social Impacts to
Stimulate Sustainable Land-Use Finance

Executive summary

Financial institutions, including institutional
investors, banks and impact investors, as well
as companies across the agricultural value
chain, all play a vital role in making the transi-
tion to more sustainable food and commodity
supply chains. Financing deforestation-free
commodity production, forest and landscape
restoration and other forms of sustainable
land use require a shift from business as usual
towards best practices in the finance sector to
ensure that land-use finance delivers positive
environmental and social (E&S) impacts.

In order to achieve this, E&S risks associated
with the projects financed or clients’ activities
must be assessed and managed, and the E&S
impacts that result from financing sustainable
land use must be framed and demonstrated.
However, managing E&S risks and demon-
strating E&S impacts present challenges, such
as navigating multiple guidelines and

standards, avoiding the risk of displaced neg-
ative impacts outside of projects’ boundaries,
designing key performance indicators (KPIs)
that appropriately measure E&S impacts, and
cost-effectively accessing data to measure
these KPIs, to name but a few.

For finance institutions to take on these chal-
lenges, appropriately manage E&S risks and
ensure that positive E&S impacts are achieved,
best practices must be identified and shared
among land-use finance stakeholders. Ulti-
mately, the emergence of standardised E&S
risk management procedures, and sets of E&S
KPIs, should facilitate broader uptake of sus-
tainable land-use finance practices and the
evolution of a novel asset class of deforesta-
tion-free commodities.
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In 2020, for the 3rd year running, the World Eco-
nomic Forum’s Global Risks Report identified
all environmental risks as five of the seven global
business risks that are most impactful and likely
to occur throughout the year ahead. Agriculture
as a key driver of land-use change, including de-
forestation, represents a clear and present danger
in mitigating climate change. Halting the annual
loss of more than seven million hectares of trop-
ical forests while ensuring growth in agricultural
production to feed nine billion people by 2050 is
one of the defining challenges of the 21st century.

Mainstream private finance to the agricultur-
al sector contributes, directly and indirectly, to
large-scale deforestation. However, more sus-
tainable business models are often deemed risky
or untested and farmers are rarely offered via-
ble financing alternatives, given the absence of
a credit history. As a consequence, smallholder
farmers and cooperatives struggle to access cap-
ital that does not lock them into perpetuating
deforestation and land degradation. Redirecting
private capital towards deforestation-free com-
modity production, restoration of degraded land
and other forms of sustainable land use is critical
to staying within planetary boundaries and meet-
ing the goals of international agreements such as
the Paris Climate Agreement and the Sustainable
Development Goals.

Shifting “business as usual” and redirecting pri-
vate capital towards financing sustainable land
use is critical for all stakeholders across the ag-
ricultural and financial value chains. As a result,
pioneering impact investors, commercial banks,
debts managers, fund managers and donors have
introduced funds and facilities that use blended
finance to unlock, leverage and scale up funding
that promotes deforestation-free commodity pro-
duction, forest and landscape restoration, and
other forms of sustainable land use.

Framing, identifying and demonstrating the en-
vironmental and social (E&S) risks and impacts
associated with the project or client (i.e. asset)
that is financed is key. It contributes to creating
public and private investor confidence, attracting
diverse sources of concessional finance and main-
streaming private capital. This brief presents
some of the main challenges and emerging good

practices for (1) managing environmental and
social risks and (2) demonstrating environmen-
tal and social impact associated with sustainable
land-use financing.

1. Managing environmental and
social risks

There are a range of environmental and social
risks that financial institutions can be exposed to.
These risks can have material impact on the fi-
nancial viability and performance of investments.
Poorly or unmanaged E&S risks can lead to inef-
ficiencies, operational disruption, litigation, rep-
utational damage, diminished returns on invest-
ments or (partial) default of loans. Integrating
comprehensive E&S risk management practices
into business processes and financial analysis
is therefore key to guiding investment decisions
and optimising investor returns.

1.1. Environmental and social standards for
risk management

E&S risk management processes need to be un-
derpinned by robust standards and indicators.
The International Finance Corporation’s (IFC)
Performance Standards (PS) have been adopted
by sustainable land-use facilities and funds that
are at the forefront of redirecting private capital
towards financing sustainable land use. These
have supported the design of E&S frameworks
for managing risks associated with their funding.
Still, several IFC PS elements do not yet make
an explicit appearance in sustainable land-use
finance E&S frameworks, including emergency
preparedness and response, stakeholder engage-
ment, and grievance redress mechanisms.

While the main approach to E&S risk manage-
ment in sustainable land-use financing has been
based on the tried-and-tested IFC PS, several
other good-practice guidelines and standards ex-
ist (Figure 1). However, frequent overlap between
guidelines and regular changes still pose a chal-
lenge to many businesses. Some blended finance
facilities and funds that invest in sustainable land
use, such as the Tropical Landscape Finance Fa-
cility (TLFF) and Agri3 Fund, have conducted an
assessment of the equivalences and gaps between
good-practice guidelines and standards and the
baseline IFC PS to design the most appropriate
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E&S frameworks. Standard operational pro-
cedures for their due diligence have then been
developed by adding (not duplicating) E&S risk
management elements found in other standards.
Operational standards should be consistent and
detailed enough to allow for effective measure-
ment while at the same time providing a level of
flexibility to meet different needs.

Figure 1: Good-practice guidelines and standards adopted by some
sustainable land-use finance facilities and funds.
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1.2. Managing environmental and social
risks: the case of leakage

While E&S safeguards can assist in managing
risks within the boundaries of the project funded
or land bank of the client (on-site), these risks, es-
pecially deforestation, can be displaced or leaked
to areas outside these boundaries (off-site).
Leakage refers to the risk of land-use change im-
pacts being shifted locally or even globally, when
the underlying drivers of deforestation are unad-
dressed. Leakage reduces the net positive impact
generated by robust on-site E&S management
and could eventually lead to an increase in to-
tal land-use change impacts, thus undermining
the original goal of reducing E&S impacts of a
project. Consequently, it is important to identi-
fy and account for any potential leakage within
E&S frameworks. Nevertheless, quantifying and
managing the indirect environmental impact of
land-use change is challenging because of the
difficulty of tracing the cause-effect relationship
between land-use changes made on-site as part
of a project or contract with a client and land-
use changes that result from the demand for
agricultural commodities being transferred to
other lands. Some of the identified leakage risks
management measures include:

« Making investments in national or subnational
jurisdictions that have developed landscape-lev-
el polices for green growth, jurisdictional ap-
proaches to sustainability, low-emissions de-
velopment plans or similar policies. Prioritising
projects in these geographies presents limited
opportunities for deforestation to be displaced
locally, as well as reduced operational risks of
project failure.

« Maintaining or enhancing yield intensity of de-
forestation-free commodity production in rela-
tion to jurisdictional averages. A reduction in
productivity as part of a funded project or as
a result of a client’s activities could increase
pressure to convert forests outside of the pro-
ject boundaries to compensate for low yields.
Maintaining or enhancing production intensity
on-site, by applying best practices, can there-
fore reduce the risk of leakage.

« Giving priority to investing in low-value lands
where funding impacts will be high, thereby
reducing the amount of offsetting needed to
account for leakage. Investing in abandoned
land that was previously outside of the market
results in increased productivity compared to
previous yields, even when current yields are

low. Prioritising investments in such lands
leads to higher productivity, and potentially
other positive effects, that can be discounted to
account for leakage.

2. Demonstrating environmental
and social impact

Using key performance indictors (KPIs) is a
good way of framing what (positive) impact is
achieved (e.g. in terms of forest protected, im-
provement of farm income, or CO2eq avoided/
sequestered) or what negative impacts are avoid-
ed. Demonstrating E&S impacts requires an an-
swer to two main questions: what metrics can be
used to measure E&S performance (Section 2.1)
and how to monitor KPIs using available meth-

ods and data (Section 2.2).

2.1. Environmental and social key perfor-
mance indicators

A converging set of KPIs for forests, climate and
sustainable agricultural production is emerging
among impact investors, banks, and blended fi-
nance facilities that are pioneering in (re)direct-
ing private capital towards deforestation-free
commodity production and other forms of
sustainable land use. These KPIs are explicit-
ly aligned to the UN Sustainable Development
Goals, and other international policy commit-
ments such as the New York Declaration on
Forests and the Bonn Challenge on Forest Land-
scape Restoration. KPIs that apply to a single ge-
ography also communicate with and contribute
to targets set in national policy commitments,
including Nationally Determined Contributions
to the Paris Climate Agreement and National Bi-
odiversity Strategies and Action Plans. The inte-
gration of such standards into investment deci-
sions can be supported by the EU Taxonomy for
sustainable activity which provides a common
language to integrate environmental sustainabil-
ity into economic activities.

Priority environmental KPIs can easily be set as
hectares of forest or tones of CO2 equivalent, as
long as a definition of forest and units for green-
house gases (GHG) accounting are agreed upon.
Several standards and approaches exist which
can be applied to environmental KPIs specif-
ic design. High Conservation Value (HCV) and
High Carbon Stock (HCS) approaches are among
the most commonly adopted methods when de-
signing environmental KPIs. While priority KPIs
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measuring forest extent are relatively straight-
forward, measuring KPIs for biodiversity, which
requires multiple indicators and proxies, is less
so. This is most notable in the empty forests ef-
fect, whereby a forest is intact vis-a-vis its extent,
but is devoid of the biodiversity which underpins
and forms an integral part of forest ecosystems.

Consensus on social KPIs is more difficult to
achieve as finding metrics to measure impacts
on livelihoods, rural resilience or farmer capac-
ity is challenging. Several reasons attribute to
this challenge, including the greater variety with-
in categories (e.g. work and labour conditions,
health, safety and security, indigenous peoples
etc.), the difficulty in finding metrics that are
replicable among crops, geographies or produc-
tion systems and a lack of standardisation and
universal acceptance.

However, in order to stimulate more banks and
impact or institutional investors to direct private
capital to sustainable land use, it is important
to converge on a few KPIs that all stakeholders
across the financial value chain can use. This cre-
ates the foundation for what — in the near future
— could become an alternative asset class for de-
forestation-free and sustainable land-use assets
on the books of banks and investors.

2.2. Accessing and interpreting data

Monitoring E&S impacts requires to gather
data through accessing and interpreting satel-
lite imagery or remote sensing data to moni-
tor indicators such as forest cover change and
other environmental metrics, and aggregating
statistical data submitted by borrowers on so-
cial metrics such as agricultural practices or
farmers’ incomes.
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Continual technological advances and increas-
es in available data present a critical opportu-
nity for the cost efficiency of monitoring and
evaluation methods. However, the profusion
of, and confusion surrounding, rapidly evolv-
ing remote sensing technology and tools can
pose as a challenge for E&S impact monitoring.
In addition, social impacts remain harder to
measure, due to the lack of low-cost technolog-
ical monitoring solutions, automated methods
such as remote sensing, and the higher costs of
carrying out field surveys.

The increasing number of platforms, data and
services offered have given rise to a complex
and fast-moving space that requires standard-
ised methodologies, expert knowledge and time
investment. Costs of accessing usable data could
be reduced by collecting and aggregating base-
line data across funding portfolios and pipe-
lines. Although environmental and social data is
extremely dependent on the context and geog-
raphies it is measured for, data that is already
available can further be adapted to specific con-
texts and used to reduce collection costs. For
example, general data collection implemented
at the national or local government level can be
considered during KPI identification in order to
facilitate on-going monitoring.
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