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Theme 3 provides an overview of forest finance and forest goals; updates on available data and
recent policies to channel finance to the forest sector; and an assessment of the role of public
and private finance, and carbon markets for forest finance. It assesses how progress in the past
year has advanced the 2030 global forest goals; the extent to which current finance is sufficient
for meeting these goals, and where gaps remain. It also explores new forest finance-related areas,
including public sector governance mechanisms, and direct finance mechanisms for Indigenous
Peoples and local communities. This report builds on previous NYDF Progress Assessments of
Goal 7, and Goals 8 & 9.

The Forest Declaration Assessment (formerly the New York Declaration on Forests (NYDF) Progress
Assessment) is an independent, civil society-led initiative to assess progress toward the global goals of
halting deforestation and restoring 350 million hectares of degraded land by 2030 as set out in
international declarations such as the New York Declaration on Forests (2014) and the Glasgow Leaders’
Declaration on Forests and Land Use (2021). Globally, terrestrial and coastal ecosystems including
savannas, grasslands, scrublands, and wetlands are all under threat of conversion and degradation.
Countering this threat for all ecosystems is essential to meeting global climate and biodiversity goals.
This annual assessment of global progress for 2022, however, focuses specifically on forest ecosystems.
It is published as a set of four reports covering different themes: Overarching forest goals, Sustainable
production and development, Finance for forests, and Forest governance.

Achieving global mitigation results in line with the aim of limiting global temperature rise to 1.5°C, as
articulated in the Paris Agreement, will require a drastic reduction in natural forest loss and
degradation and a commensurate increase in restoration and reforestation activities, which must be
pursued through equitable and inclusive measures. Nothing less than a radical transformation of
development pathways, finance flows, and governance effectiveness and enforcement will be required
to shift the world's forest trajectory to attain the 2030 goals. The 2022 Forest Declaration Assessment
evaluates recent progress toward the 2030 goals and answer the question: “Are we on track?”
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Key Messages

Finance for forests is not on track to meet global goals to halt and reverse deforestation by 2030. It will cost up
to USD 460 billion per year to protect, restore, and enhance forests on a global scale. Currently, domestic and
international mitigation finance for forests averages USD 2.3 billion per year — less than 1 percent of the
necessary total. For comparison, total finance for climate, from both public and private sources, reached USD
632 billion in 2019-20.

Funding for forests will need to increase by up to 200 times to meet 2030 goals. This funding does not need to
come just from philanthropic donations or public sector development assistance—a wide range of financial
mechanisms can support forest goals if they are properly designed, including domestic budgets and fiscal
policies, private investments, blended and de-risked finance, grants or loans, readiness and capacity building
support, and results-based payments.

Finance pledges made in 2021 demonstrate a substantial increase in ambition to meet 2030 forest goals. If
they are fully delivered, they would quadruple annual finance for forests from 2021-25 to USD 9.5 billion. Yet,
funding would still need to increase by up to 50 times to meet investment needs. One year on from these
pledges, it is not yet possible to directly assess their progress because most have yet to publicly disclose on
their implementation efforts. However, available data does not yet show an increase in funding corresponding
to pledges made at COP26 in November 2021.

From 2010-20, governments committed USD 25.3 billion of domestic and international public funding to
protect and conserve forests—financing committed with a stated forest objective, or under REDD+ strategies.
Flows have increased since 2010, with a significant period of growth between 2016-19. In 2020, however,
finance flows fell by almost half, likely due to countries’ changing budget priorities in the COVID-19 pandemic.
Even at its height, finance aligned with forest goals paled in comparison to domestic and international "grey"
(potentially harmful) finance flows to agriculture and forest sectors). From 2010-20, grey investments by the
public sector totaled at least USD 257 billion in domestic finance and USD 13 billion in international finance.

Indigenous Peoples and local communities (IPs and LCs), who are the most effective stewards and guardians
of their forest territories, receive far less funding than their estimated finance needs for securing tenure rights
and preserving forest ecosystems. Only 1.4 percent of total public climate finance in 2019-20 was targeted
toward IPs and LC's needs, and only 3 percent of the financial need for transformational tenure reform is
being met annually.

Private sector actors—companies, financial institutions, and philanthropies—have not yet leveraged their
significant power to steer development and commodity production onto a sustainable trajectory in line with
forest goals. Most financial institutions still fail to have any deforestation safeguards for their investments.
Almost two thirds of the 150 major financial players most exposed to deforestation do not yet have a single
deforestation policy covering their forest-risk investments, leaving USD 2.6 trillion in investments in high
deforestation-risk commodities without appropriate safeguards.

Demand for nature-based carbon credits in the voluntary carbon market has grown significantly, driven
primarily by interest from companies. The volume of carbon credits traded in the voluntary carbon markets
grew by 89 percent in 2021, with 45 percent of all credits issued coming from forestry and land use projects.
On the other hand, only 10 percent of the carbon credits issued in compliance markets in 2021 came from
schemes that allow carbon credit use from forests. The average price of forest carbon credits in 2021 was
between USD 4.7 and 15 per ton of CO2, well below the price needed to meet the Paris Agreement’s target of
limiting global warming to 1.5 °C. Overall, the contribution of carbon market finance is still minor compared to
other green finance sources.

FOREST DECLARATION ASSESSMENT
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Recommendations

Despite the price tag for protecting and restoring forests on a global scale—up to USD 460 billion per year—
this is an investment that we cannot afford not to make. Achieving the 2030 forest goals is essential for
ensuring a livable world in line with the Paris Agreement. Governments, financial institutions, companies, and
philanthropies must step up to increase and align their spending and investments with forest maintenance
and restoration goals.

The Forest Declaration Assessment Partners call on governments, companies, and financial institutions to
utilize all tools at hand to substantially increase their investments in forests, while also shifting finance away
from harmful activities.

The Assessment Partners urge those who make forest finance commitments—including endorsers of the
Glasgow Leaders’ Declaration—to collaborate with impacted communities to design their pledges, and to pair
these pledges with transparent and timebound interim milestones and public reporting on disbursements,
effectiveness of funding, and alignment of finance flows with forest goals. Commitment makers should detail
what share of the pledged finance is additional versus preexisting planned funding and should clarify how,
when, and where this finance will be spent. Evaluation mechanisms must be put in place to enable donors
and communities to assess the impacts of disbursed finance and allow for needed adjustments. Inclusive and
transparent processes are essential to understand how pledged finance compares to needs and can help
guide and improve the impact of future investments, as well as help hold actors to account on their
commitments. The management and governance of finance for forests must be developed in partnership
with local implementing organizations to ensure that disbursed finance achieves its objectives.

All financial actors, including governments, financial institutions, companies, and philanthropies, must make
every effort to support the involvement of IPs and LCs in forest and finance decision-making. Public and
private actors must facilitate the flow of finance to IPs and LCs to better enable them to carry out forest-
protection and conservation activities. Governments, multilateral institutions, and private foundations should
prioritize the establishment of new and direct finance mechanisms for these activities and should codesign
these mechanisms with IP and LC groups. Increased coordination and cooperation between donors, NGOs,
and IPs and LCs can help to build trust and guide the most appropriate interventions. Public and private
financiers must also reduce administrative and technical burdens and provide capacity building for IP and LC
groups to receive and manage funds directly. Where intermediaries are necessary, organizations trusted by
IPs and LCs should be prioritized.

Public sector actors must take concrete and far-reaching steps to implement and expand their finance
commitments and align fiscal and financial policies with forest goals, including:

e Incorporate forest risks and impacts into public budgeting frameworks. Governments must
assess the potential impact of public financial and fiscal decisions on forests and direct finance
toward activities that present the least risk and most benefits to forests. Safeguard measures
must be put in place when needed.

e Seize every opportunity to redirect harmful agricultural subsidies and other incentives (domestic
and international) that drive deforestation and forest degradation. Governments should work to
identify which subsidies lead to adverse forest impacts and, to the maximum extent possible
while ensuring just and equitable outcomes, redirect and repurpose these subsidies, either by
making financial support conditional upon achieving environmental objectives, or by channeling
finance directly into deforestation-free incentive programs.

e Employ blended financing tools to leverage private sector finance for the protection of forests.
Implement policies and instruments which can help to de-risk private investments to create an
enabling environment for private finance.

FOREST DECLARATION ASSESSMENT
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Financial institutions and companies across sectors must recognize and act on the inherent business risks

presented by deforestation and forest degradation and put in place measures and policies to combat this risk,

including:

Develop a full understanding of the company’s or institution’s exposure and contribution to
climate- and forest-related risks and impacts (in the short, medium, and long term).

Incorporate processes for assessing climate- and forest-related risks into existing risk
management processes. This includes processes for identifying, managing, and mitigating risks,
utilizing frameworks like the Taskforce on Nature-related Financial Disclosure (TNFD) Nature-Related

Risk & Opportunity Management and Disclosure Framework.

Move from voluntary to mandatory disclosure of forest-related risks and progress against pledges
to increase transparency and allow investors to reconsider their capital allocation decisions.
Disclosure platforms such as CDP can support increased transparency, while Global Canopy's
Deforestation-Free Finance Roadmap can provide practical guidance on developing a deforestation-
free strategy..!

Implement standards and policies that actively promote green investments and lending to forest
conservation-oriented land sector businesses.

Prioritize investments that are aligned with and synergetic with forest goals, applying the
mitigation hierarchy to all investment decisions. Limit the volume of private finance flowing to
activities that have a detrimental impact on forests.

Where private sector actors choose to invest in nature conservation and restoration, they must ensure that

they are supporting high-quality and high-integrity interventions in line with the mitigation hierarchy and

science-based targets. This could include market-based options, such as participation in carbon markets with

forest- and land-based credits, or non-market-based options such as support for implementation of

jurisdictional or landscape scale sustainability activities. Actions to achieve this goal include:

Invest in landscape finance for forest protection activities that holistically address the major
drivers of deforestation, conversion and land degradation, both market and non-market based.
One such example is support of multi-stakeholder platforms that can promote constituency
building, strategic planning, mapping, and project development.

Only use forest-based carbon credits to compensate for residual emissions, after first prioritizing
emissions reductions within the actor’s internal operations.

In making purchasing decisions, prioritize 1) crediting standards that meet essential social and
environmental integrity criteria, 2) high-quality credits from jurisdictional REDD+ programs 3)
projects that are nested within high-quality jurisdictional REDD+ programs, and 4) credits from
other high-quality projects and programs that reduce threats to standing tropical forests.
Develop, scale up, and adopt governance frameworks which establish rules for public and private
use of, and claims about, carbon credits.

Develop, scale up, and adopt governance frameworks that establish rules for the public and private use

of, and claims about, carbon credits.

'See Global Canopy: Deforestation Free Finance. Available at https://guidance.globalcanopy.org/roadmap/.
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INTRODUCTION
Why look at forest finance?

Achieving international forest goals requires substantial public and private investments to address the
drivers of deforestation, and to manage and restore forests sustainably. Mitigating environmental impacts on
landscapes and agricultural systems requires profound changes to economic and legal systems. Without
both enforcement and compensation mechanisms, forests will continue to be worth more to users cleared
than standing - especially in the short term.

Estimates suggest that it will cost up to USD 460 billion per year to reduce deforestation and implement
restoration and sustainable forest management at a sufficient scale to protect and restore forests globally.!
This funding must be met through both public and private finance.

Reaching forest goals not only requires more finance earmarked for forest activities—referred to in this
report as “green finance"—»but also shifting finance away from investments in potentially harmful activities—
called “grey finance"—towards sustainable actions. Aligning of finance flows may be done, for instance,
through requiring environmental safeguards to be in place before awarding finance, or redirecting
investments to conservation and sustainable production.

What has been pledged on forest finance?

A range of recent international finance pledges, including those made at COP26, raise global ambition for
progress (Table 1). The total amount of quantitative pledges by governments, financial institutions,
companies, and foundations amounts to USD 36.2 billion between 2021-25 — or on average USD 7.2 billion per
year?. It is also not clear how quantitative targets relate to previous pledges —i.e., whether these pledges
provide additional funding. Several pledges have only defined qualitative targets, such as aligning existing
finance or to broader forest protection goals globally or in specific geographies. Only one of the pledges has
been realized: the LEAF Coalition has mobilized USD 1 billion in finance by the end of 2021, although it is
unclear how much, if any, of these funds have been disbursed.

While many pledges plan or have already implemented some form of reporting mechanism, most have not
yet publicly disclosed their progress. The Global Forest Finance Pledge and the Congo Basin Joint Donor
statement have not provided any public information about how progress will be reported. The extent to
which these pledges can provide a baseline for tracking progress is also limited, since many do not set clear,
measurable targets or are not transparent about the targets in the first place or contributions from different
pledges.

Table 1. Examples of recent pledges relevant to forest finance

Pledge/ Description Intermediate targets Final target
Initiative And progress
reporting

2 Climate Focus calculation based on sum of finance pledges announced at COP26, assuming no overlap between
different pledges.
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Congo Basin
Joint Donor

Statement

2021)

Finance Sector
Roadmap for
Eliminating
Commodity-
Driven
Deforestation

2022)

Financial Sector
Commitment
Letter (2021

Global Forest
Finance

Pledge (2021)

IPLC Forest
Tenure Joint
Donor
Statement

2021)
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11 countries (with representation
from Europe, North America, and
East Asia) and 1 philanthropic
organization pledged at least USD
1.5 billion of public and private
finance from 2021-2025 to support
protection of the Congo Basin
ecosystems

The Roadmap provides
recommendations for financial
institutions in order for them to
eliminate commodity-driven
deforestation, conversion, and
associated human rights abuses
from their portfolio by 2025. It was
developed to make practical
guidance available to the array of
financial institutions committing to
the Financial Sector Commitment
on Eliminating Agricultural
Commodity-Driven Deforestation,
made at COP26.

33 financial institutions, mostly
from Europe and North America,
committed to eliminate
commodity-driven deforestation
from investment and lending
portfolios by 2025

12 countries pledged USD12 billion
for forest-related climate finance
between 2021-2025. These will be
delivered through funding for
results-based payments, technical
and financial cooperation for
capacity building, as well as other
activities that support and
strengthen governance, supply
chain initiatives, financial markets
and investments, restoration and
conservation, and efforts to combat
forest crimes and fires.

23 countries and philanthropic
organizations pledged USD 1.7
billion of public and private finance
in the period 2021-2025 for
strengthening IPLC tenure rights
and the role of IPs and LCs as
guardians of forests and nature

FOREST DECLARATION ASSESSMENT

No information provided

The roadmap requires
annual reporting by
financial institutions
starting in 2023. A first
report on joint progress

will be published in 2022.

By 2022, assess
deforestation risk in
investment and lending
portfolio

By 2023, disclose
deforestation risk and
mitigation activities in
portfolios

By 2025: Publicly report
credible progress, in
alignment with peers, on
the milestones

No information provided

The signatories will
annually report on the

pledge progress, including
updates on how funds are

being spent. The first

report will be published at

COP 27.

By 2025, mobilize USD
1.5 billion of public and
private finance Basin
ecosystems

Zero commodity-
driven deforestation in
financial portfolios by
2025

By 2025, make best
efforts to eliminate
commodity-driven
deforestation from
portfolios and only
provide finance to
clients that have met
risk-reduction criteria
and increase
investment in nature
based solutions

USD 12 billion by 2025

USD 1.7 billion by 2025


https://ukcop26.org/cop26-congo-basin-joint-donor-statement/
https://ukcop26.org/cop26-congo-basin-joint-donor-statement/
https://ukcop26.org/cop26-congo-basin-joint-donor-statement/
https://guidance.globalcanopy.org/wp-content/uploads/2022/02/Finance-Sector-Roadmap_0222.pdf
https://guidance.globalcanopy.org/wp-content/uploads/2022/02/Finance-Sector-Roadmap_0222.pdf
https://guidance.globalcanopy.org/wp-content/uploads/2022/02/Finance-Sector-Roadmap_0222.pdf
https://guidance.globalcanopy.org/wp-content/uploads/2022/02/Finance-Sector-Roadmap_0222.pdf
https://guidance.globalcanopy.org/wp-content/uploads/2022/02/Finance-Sector-Roadmap_0222.pdf
https://guidance.globalcanopy.org/wp-content/uploads/2022/02/Finance-Sector-Roadmap_0222.pdf
https://racetozero.unfccc.int/wp-content/uploads/2021/11/DFF-Commitment-Letter-.pdf
https://racetozero.unfccc.int/wp-content/uploads/2021/11/DFF-Commitment-Letter-.pdf
https://racetozero.unfccc.int/wp-content/uploads/2021/11/DFF-Commitment-Letter-.pdf
https://ukcop26.org/the-global-forest-finance-pledge/
https://ukcop26.org/the-global-forest-finance-pledge/
https://ukcop26.org/the-global-forest-finance-pledge/
https://ukcop26.org/cop26-iplc-forest-tenure-joint-donor-statement/
https://ukcop26.org/cop26-iplc-forest-tenure-joint-donor-statement/
https://ukcop26.org/cop26-iplc-forest-tenure-joint-donor-statement/
https://ukcop26.org/cop26-iplc-forest-tenure-joint-donor-statement/
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Lowering This public-private coalition of By 2021, mobilize USD 1 Not defined
Emissions by governments and international billion (target met)

companies seeks to mobilize
finance for Emissions Reductions in
tropical forests at a floor price of
USD 10 per ton of COz equivalent.

Accelerating
Forest (LEAF)
Coalition (2021)

15 finance institutions from Europe
and Australia are members of this
group which seeks to mobilize
aggregated finance through
investment products aligned with
Natural Capital themes.

The website provides
regular updates on
individual institutions’
progress. Most of the
activities reported are
currently in a planning
stage.

By 2022, mobilize at
least USD 10 billion

Natural Capital
Investment

Alliance (2021)

How does this report assess progress?

This report assesses the extent to which global public and private finance is aligned with forest goals. The
goal for Theme 3 is to exponentially increase investments in forests, as well as avoid or mitigate the impacts
of harmful investments. Under the Paris Agreement, parties committed to making finance flows consistent
with a pathway towards low greenhouse gas emissions and climate-resilient development (Art.2.1.c).l The
building blocks to successfully achieve the objectives of Theme 3 —which are similar for both public and
private finance — are described in Figure 1. Other essential elements for supporting a transition to forest-
aligned finance — such as strengthening forest governance and building forest-risk assessment capacity - are
covered in other Assessment reports in this series (Theme 4 on Forest governance and Theme 2 on
Sustainable production and development).

Figure 1. Building blocks for progress on forest finance [to be converted into figure]

Forest-aligned finance flows Forest-aligned economic framework

e|ncreased flows of public

Public sector finance for the sustainable use, e A policyand incentives

protection, and enhancement
of forests, including supporting
IP and LC tenure and forest
management; and

eCurrent finance flows such as
national budgets and subsidies
shifted away from forest-risk
activities to those aligned with
forest goals.
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framework that encourages
economic decision-making in
line with forest goals
Sufficient capacity for forest
agencies to regulate and - if
desired — engage with carbon
markets and other carbon
pricing instruments.


https://leafcoalition.org/
https://leafcoalition.org/
https://leafcoalition.org/
https://leafcoalition.org/
https://leafcoalition.org/
https://a.storyblok.com/f/109506/x/6ee9d19114/ncia-announcement-at-cop26.pdf
https://a.storyblok.com/f/109506/x/6ee9d19114/ncia-announcement-at-cop26.pdf
https://a.storyblok.com/f/109506/x/6ee9d19114/ncia-announcement-at-cop26.pdf
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e |ncreased volumes of private elnvestment decision-making
Private sector investment into sustainable frameworks that embed carbon

commodity production and costs into company operations

forest protection and and prioritize reducing GHG

conservations; and emissions in companies’ own

e Current private investment value chains

shifted away from and/or e High-quality and high-integrity

applying safeguards for market- and non-market based

investments in forest-risk investment-ready initiatives such

activities as carbon markets and landscape

/jurisdictional approaches to
enable corporate investments
beyond their value chains

This report reflects previous approaches taken for the finance-related goals of the NYDF (8 & 9); relying
predominantly on publicly available finance datasets: largely the OECD and FAOSTAT. We also rely on
existing data analysis from Forest Declaration Assessment Partners, including from Global Canopy's Forest
500 and Forest Trends’ Ecosystem Marketplace. Where quantitative data is unavailable, the report relies on
qualitative research complemented by anecdotal examples from country-level assessments that have also
been conducted under this year's Forest Declaration Assessment.®

Overall, flows of finance to forests globally are poorly tracked, are difficult to quantify, and are therefore not
fully captured in this assessment. Total finance volumes remain difficult to track, due to poor transparency as
well as the lack of global standards for tracking climate-related mitigation finance. This absence of standards
also creates risks of overlap, resulting from the way different sources define finance flows. Limited data
availability also remains a significant problem for grey finance estimates, particularly from domestic sources.
However, there is some movement to improve reporting infrastructure. Starting this year, financial
institutions can disclose to CDP on forests-related portfolio exposures, risks, and opportunities.i

Though this report aims to assess progress globally, it contains relatively more information on tropical forests
and developing countries, in part due to a trend in available data and literature. Future assessments will
continue to aim for more comprehensive coverage globally.

FINDINGS

Insufficient financing has been committed to the forest sector, while much larger levels of public finance still
flow to activities that risk directly or indirectly supporting forest destruction and degradation. In the
landscape of climate finance, funding to forest activities is far less than funding channeled to other
mitigation sectors with equal or lower estimated mitigation potential.

Business-as-usual grey finance for agriculture and forest activities far outweigh green finance. Currently,
domestic and international mitigation finance for forests averages USD 2.3 billion per year between 2020-22 -
less than 1 percent of the of total necessary financing. For comparison, between 2010-20, grey public finance
flows were estimated to total just over USD 270 billion: USD 257 billion in domestic finance and USD 13.4

3The 13 countries assessed this year include: Cambodia, Cameroon, Canada, Colombia, Democratic Republic of the Congo,
Dominica, Ecuador, Gabon, Indonesia, Kenya, Liberia, Republic of the Congo, and Vietnam.
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billion in international finance. 4 Almost 20 percent of total grey finance flows were provided to or in high
deforestation countries.c On average, grey public finance outweighs green public finance at a ratio of over
10:1.

Yet, even if all grey finance flows were redirected to green, finance totals would still fall woefully short of the
total finance needed to protect forests (Figure 2). As in previous years, limited available data on corporate
and philanthropic investments suggest that these remain a relatively small source of green finance, likely in
the order of USD several hundred billion.

Figure 2. Grey and green public finance, compared against total costs to protect and restore forests, in billion USD per year
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GCeneral public finance Climate-related public The estimated finance needed to
for the agricuiture and mitigation finance for protect, restore and enharnce
forest sectors ([dormestic the forest sector forests globaily at the scale and
and international) (domestic and pace needed to aochieve the goals
internationoi) of the Paris Agreement

Even compared to finance with a specific climate objective, forests and land use are proportionately
underfunded. Total global climate finance, from both public and private sources, reached USD 632 billion in
2019-2020 alone.s Of this total, only about USD 14.3 billion (2.3%) was dedicated to land use. This comprised
USD 8.1 billion in mitigation finance; approximately USD 3.4 billion of which went to forestry projects. A
further USD 6.2 billion was provided as adaptation or ‘dual-benefit’ finance to (undefined) land use activities.

Pledges made in 2021 demonstrate a substantial increase in ambition for green finance. If they are fully
implemented, and are additional to pre-existing commitments, this combined ambition would lead to a
quadrupling of annual forest finance to USD 9.5 billion between 2021-25. This also includes a notable increase
of funding from philanthropy and corporate companies, for which we have so far only detected minor
amounts of funding based on very limited data. Overall, this increase would be substantial but still very far
from the need to achieve forest goals by 2030.

Available data does not yet show an increase in funding corresponding to pledges made at the climate
summit in Glasgow in November 2021. Instead, current funding levels appear to have dropped precipitously

d See sections 2.1.1 and 2.1.2 for a breakdown of these figures.

€ Approximately USD 51.2 billion of the grey finance total was provided to or in high deforestation countries. High
deforestation are countries with an annual average deforestation rate that exceeds 30,000ha.

fThe sum of average annual green funding between 2010-22 and the average annual amount of combined pledges (see
section above)
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in the past year (see Section 1). Public and private sector funders making pledges must provide more
transparency on measurable and clear targets to enhance their accountability, including targets for greening
grey finance.

1. Have governments made finance flows consistent
with forest goals?

1.1 Increasing public green finance for the
sustainable use, protection, and enhancement of forests

Public support provided to the land sector — including agriculture, forestry, and land use — can greatly shape
the extent to which forests mitigate or contribute to climate change, domestically and internationally.
Public finance also has an influence on private sector investment, by creating incentives which drive private
finance towards activities to protect and enhance forests, or to harmful activities. Green forest finance can
support forest protection, sectoral research and capacity building, and economic incentives for leveraging
private finance.

International and domestic public finance has, to date, provided the bulk of support to forests. Between the
years 2010-20, governments committed USD 25.3 billion of domestic and international public funding aligned
with forest goals (Figure 3).9 During this period, USD 8.3 billion of this total was provided by governments,
multilateral development banks, and multilateral organizations to activities that promote the protection,
sustainable management, and enhancement of forests.

Figure 3. International and domestic public finance committed to forest activities between

2010-2022, in billion USD
10.1 billion

- domestic REDD+
6.9 billion
international REDD+

¢

g@@

Total: 25.3 billion USD

9 This total includes international climate-related development finance, and international REDD+ and domestic REDD+
finance. Note that finance estimates cover difference timeframes — the majority spanning only between 2010-2020.
International development finance includes bilateral and multilateral finance commitments made during the period 2010-
2020, as recorded in the OECD DAC External Development Finance Statistics database. International REDD+ includes
REDD+ readiness and implementation finance commitments by NICFI, FCPF, GCF, FIP, ISFL, UN-REDD, REDD Early
Movers, and CBFF between 2010-2020, including some more recent figures; data was obtained directly from contacts, from
publicly available reports, or from Climate Funds Update. Domestic REDD+ includes government REDD+ finance
commitments made by 16 REDD+ countries that budgeted for government contributions. Data obtained from EPRDs
available on the FCPF website; finance commitments cover different timeframes.
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Flows of international green finance have increased since 2010 (Figure 4), with a significant period of growth
between the years 2016-2019. In 2020, however, finance flows fell by almost half, likely due to countries’
changing budget priorities in the COVID-19 pandemic.® It remains to be seen how and when finance flows to
forests will rebound and when they will pick up in response to recent pledges (see Table 1:).

Figure 4. International climate mitigation finance committed to forest sectors by bilateral and
multilateral providers between 2010-2020, in million USD
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Between 2010-20, USD 6.9 billion was committed by multilateral climate funds and bilateral donors under
the framework of REDD+ (Box 1).” Disbursements of results-based payments for REDD+ however remain
slow, with only a few countries receiving finance and only half of commmitted finance disbursed. Under
REDD+, governments invest finance for strategies to reduce forest emissions — typically in tropical or
subtropical countries —in three phases: readiness, implementation, and payment for results. Also in 2010-20,
USD 10.1 billion was committed by governments in high deforestation countries to activities under domestic
REDD+ plans.®
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Box 1. Barriers to progress in implementing REDD+

REDD+ is the UNFCCC framework for “Reducing Emissions from Deforestation and Degradation plus
conservation, sustainable management, and enhancement of forest stocks.” REDD+ provides developing
country policy makers with a framework for national (or subnational) climate action in the forest sector. The
Warsaw Framework for REDD+, the Cancun REDD+ safeguards, and other UNFCCC decisions provide high-
level guidance for governments on how to achieve emissions reductions and access results-based finance.
Complemented by the requirements and guidelines of several donor initiatives and standards, these
frameworks guide countries in developing the systems needed for monitoring, accounting, and reporting
emission reductions, while also safeguarding initiatives’ social and environmental benefits as well as their
equal and fair distribution. At the same time, the UNFCCC frameworks guide countries in setting up the
coordination bodies for REDD+ programs and developing policies that address drivers of deforestation and
forest degradation.

Although dozens of governments have initiated REDD+, laying the groundwork for reforms and driving policy
changes, in most cases REDD+ programs have not yet yielded a reduction in deforestation, and only a
handful of countries have received payments for forest emission reductions.® Most REDD+ initiatives are still a
long way from stopping tropical deforestation and have yet to move from a preparatory “readiness” stage to
accessing results-based finance.'° Worryingly, developing country governments are behind in initiating the
bold sectoral reforms needed to incentivize the sustainable use and protection of forest, and developed
country governments are behind in delivering payments to disincentivize forest destruction.**

The complexity of REDD+ activities and the capacities required to receive results-based payments have
posed barriers to viability and delivery of REDD+. Meeting donors’ requirements has been challenging as
activities to reduce forest sector emissions have proven to be more complex and expensive than expected.”
REDD+ countries face a multitude of standards, program requirements, price offers, and donor expectations
on top of the UNFCCC frameworks. Standards and programs are — except for the GCF - not the result of
multilateral negotiations. Different standards take diverse approaches to ensuring the environmental and
social integrity of REDD+ programs — for example, in the setting of safeguards, reference levels and systems
for the monitoring, reporting and verification of emission reductions.”™ Overlapping program requirements
create confusion and additional burdens on REDD+ countries. Furthermore, REDD+ is implemented outside
of existing policy frameworks and fails to be integrated into relevant sectoral policies,'* despite mechanisms

for multistakeholder coordination.

1.2 Aligning business-as-usual, “grey” finance to
support the sustainable use and protection of forests

Opportunities for ‘greening’ grey finance include making support conditional upon achieving
environmental objectives and removing or redirecting agricultural production support to other public goods
and services. Policies for the land sector can incentivize emission reductions, redirect subsidies away from
unsustainable agriculture, improve access to sustainable agricultural and industrial techniques, and secure
land tenure.'® Financial supervisors can also drive investor actions, choices, and risk in alignment with forest
goals. Transparency is needed from governments to understand how domestic finance supports forest
protection and conservation, and which safeguards are in place to prevent investments in other
development activities from negatively impacting forests. In addition, green budgeting, green taxonomy,
and risk assessment tools help to align and redirect finance flows to support forest goals.

Green finance flows dedicated to forest activities are dwarfed by flows of finance to business-as-usual
activities that have the potential to drive deforestation or forest degradation. Between the years 2010-20,

FOREST DECLARATION ASSESSMENT



grey public finance flows were estimated to total just over USD 270 billion: USD 257 billion in domestic
finance and USD 13.4 billion in international finance." Almost 20 percent of total grey finance flows were
provided to or in high deforestation countries!

Green budgeting tools are being developed to assess the extent to which budgetary and fiscal policies are
coherent with the delivery of national and international climate and environmental commmitments. Green
budgeting involves evaluating the environmental impacts of budgetary and fiscal policies and assessing
opportunities for aligning public investment and taxation with climate goals.”” The OECD Paris Collaborative
for Green Budgeting is working with governments and experts to define methodologies for aligning national
and international budgetary policies.

The EU and Colombia, along with several other governments, are pioneering the application of “green
taxonomy” tools to assess opportunities for green investment. Green taxonomy tools provide a standardized
classification system that identifies projects with environmental objectives and mobilizes public and private
finance to such activities. Both, the European Union’s taxonomy'® and Colombia’s taxonomy'® were
implemented in 2022 and contain technical screening criteria for forest-related activities. The green
taxonomy functions as an investment screening framework to direct finance towards activities that present
the least risk and most benefits to forests.

New risk assessment frameworks are being developed to help financial actors understand the systemic risks
that biodiversity loss and ecosystem degradation pose to their investments. It has been suggested that
financial regulators have both the mandate and authority to ensure that financial flows do not contribute to
the depletion of nature and forests, and financial actors around the world are beginning to embed such
considerations in their decision-making.?° Notable examples can be found in the Netherlands,? France,??
Brazil, > Malaysia,?* and Chile.?®> Regulators, financial authorities and central banks are still working to fill gaps
in understanding how systemic financial risks are associated with ecosystem degradation.?®

One notable development is the recent ‘Call to Action’ by WWF and over 90 other organizations, who have
developed a roadmap to help financial institutions embed climate- and biodiversity- related risks into their
mandates. The Call to Action — which targets in particular finance ministers engaging in upcoming summits
such as COP27 and Biodiversity COP15 — urges financial actors to become ‘nature-positive’ by 2030 and
achieve net-zero emissions by 2050. Proposed actions include making monetary policies and regulatory
instruments better reflect environmental economic costs, and requiring all regulated financial institutions
publish credible transition plans for biodiversity and climate change.?”

1.3 Supporting IPs and LCs’ tenure and forest
management
Protecting land rights of IPs and LCs is an evidence-backed climate change solution that costs a fraction of

other mitigation options. Policies and laws that recognize the tenure and governance rights of forest
communities are essential for securing forest protection. Global finance needs for securing land rights for

" Climate Focus analysis. Domestic finance includes government expenditure on the agriculture and forestry sectors, in
the 41 countries covered by FAOSTAT data. Cumulative 2010-2020. Note that this is likely to be a significant underestimate,
given the high number of missing countries. International finance includes the international development finance
commitments of the 142 countries reported in the OECD Creditor Reporting System database. Finance flows included are:
Agricultural development; Agricultural inputs; Food crop production; Industrial crops/export crops; Livestock; Agrarian
reform; Agricultural services; Livestock/veterinary services; Forest industries. Cumulative 2010-2020.

I Approximately USD 51.2 billion of the grey finance total was provided to or in high deforestation countries. High
deforestation are countries with an annual average deforestation rate that exceeds 30,000ha.
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IPs and LCs to enable forest mitigation activities are estimated at USD 8.9 billion in total, which is equal to
just over USD 315 million per year between now and 2050.28 |IPs and LCs’ needs represent only 1.4 percent of
the total public climate finance provided in the years 2019-20.2°

IPs and LCs receive far less funding than their estimated finance needs for securing tenure rights and
preserving the ecosystems in their territories. Rainforest Foundation Norway (RFN) estimated that projects
supporting IPLC tenure and forest management received approximately USD 270 million per year on
average during the period 2011-20.%° Of this total, it was estimated that only 11 percent was provided to
projects that advanced tenure security — meeting only 3 percent of the financial needs identified by the
Rights and Resources Initiative (RRI) for transformational tenure reform. Additionally, most finance provided
to IP and LC tenure and forest management activities passes through larger intermediaries, creating risks
that only a small portion of finance actually reaches IP and LC beneficiaries. In RFN's analysis of donor
transactions to approximately 1,656 IP and LC organizations, only 17 percent of projects included the name of
such an IP and LC organization in the project implementation description.

Governments, multilateral institutions, and private foundations should prioritize the establishment of new
and direct finance mechanisms for these activities and should codesign these mechanisms with IPLC
groups. In order to guarantee that forest conservation and restoration activities are sustainable and
transformational, financial (and non-financial) benefits must equitably flow to different stakeholders involved,
particularly IPs and LCs, through the design and implementation of benefit sharing arrangements. These
arrangements must ensure that forest conservation and restoration activities provide net socioeconomic
benefits to affected stakeholders by requiring: deep and significant participation; broad and inclusive
representation; transparency and accountability; respect for rights including free, prior and informed consent
(FPIC); adequate compensation; and adaptive management.

2. Have private companies made finance flows
consistent with forest goals?

2.1 Sustainable investments in forest protection
and conservation, commodity production, and resource
extraction

Private finance has considerable leverage power to steer commodity production onto a sustainable
trajectory and enable forest protection and conservation. This section assesses the extent to which private
investment is being directed into activities that increase the sustainability of commodity production and
forest management, whether through targeted green investment or by adding forest safeguards to
financial flows. A 2016 estimate from Vivid Economics states that it would take USD 160 - 233 billion in direct
investment and trade finance each year to make four of the major forest-damaging commodity supply
chains - cattle, soy, palm oil and pulp and paper — deforestation-free.™

Limited data that is available suggest that the magnitude of private green finance reaches several billion
USD, a fraction of what is needed. In our 2017 report, the Assessment Partners estimated the cumulative
private sector investment in forest-related subsectors amounted to USD 3.3 billion over the period 2009-15.32
A more recent estimate suggested that the private sector now spends an average of USD 7 billion per year
on sustainable supply chains alone.** Other private funding is also being channeled into sustainable land
practices through public-private partnerships, with an estimate from 2020 suggesting these partnerships
account for at least USD 683 million globally.3* On the philanthropic side, of the average annual USD 1.3 billion
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channeled to climate change mitigation between 2015-20, only around USD 95 million annually was
dedicated to direct forest activities.*

Private finance flowing to grey investments is equally hard to quantify. Anecdotal evidence suggests that, as
with public investment, it dwarfs green finance flows. Non-profit Global Canopy reported that the top 150
financial institutions included in their 2022 Forest 500 assessment provide USD 7.1 trillion to the 350
companies with the greatest influence in forest-risk commmodity supply chainsJ It is worth noting that given
the limited scope of this estimate, comprehensive figures are likely to be of much larger magnitude. Another
report indicates that between 2015-20, global meat and dairy companies — some of the largest contributing
industries to tropical deforestationk — received over USD 478 billion in financing from private financial
entities.®®

Most of the major financial institutions exposed to deforestation do not have any deforestation safeguards for
their investments.!In 2021,t  hisrepresented more than USD 2.6 trillion in investments in high
deforestation risk commmodities that are not covered by a forest conservation policy.*”

3. Are carbon markets contributing to forest
finance?

Private sector actors have multiple opportunities to invest in nature conservation and restoration, including
market-based options such as participation in carbon markets with forest-based credits, and non-market
options such as support for implementation of jurisdictional or landscape scale sustainability activities. In
the absence of data on private sector direct investments in jurisdictional and landscape approaches, we are
unable to assess those contributions. However, data is available for finance flowing through carbon
markets; therefore, this section assesses progress toward leveraging carbon markets for forest goals.

3.1 Leveraging voluntary carbon markets for
forests

The voluntary carbon market (VCM) allows companies, private entities, and governments to purchase
carbon credits generated by a wide range of emissions mitigation projects, certified by an array of different
crediting standards and programs. While decarbonization through direct emission reductions in company
and institutions’ own value chains should be prioritized, carbon credits can — according to net zero
frameworks such as the SBTi* — be used for compensating or neutralizing residual emissions that cannot
yet be mitigated or to finance additional climate mitigation beyond their science-based emission reduction
targets. Using a carbon price that Includes the social and environmental costs of emissions when
purchasing high quality credits can finance additional reductions while contributing to and supporting
future climate solutions.® With adequate levels of ambition, integrity and strategic alignment, carbon

I Global Canopy identifies and assesses the 150 financial institutions providing the most finance to the 350 companies with
the greatest exposure to tropical deforestation (as identified by the Forest 500 assessment). This figure  includes
shareholdings, loans and underwritings, and bondholdings. Source: Global Canopy (2022) Forest 500 update of financial
institutions with greatest exposure to tropical deforestation. Available at https:/bit.ly/3BIHud9.

K Cattle rearing alone has been estimated to account for 36 percent of tree cover loss associated with agriculture occurring
between the years 2001 and 2015. See WRI (2018) Global Forest Review: Deforestation Linked to Agriculture. Available at
https://research.wri.org/gfr/forest-extent-indicators/deforestation-
agriculture?utm_medium=blog&utm_source=insights&utm_campaign=globalforestreview.

" In Global Canopy’s 2022 Forest 500 assessment, 93 of the 150 financial institutions most exposed to deforestation do not have
a single deforestation policy covering their investments in companies in the highest forest-risk commodity supply chains.
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credits can provide a source of funding to support the development of jurisdictional REDD+ programs and
to catalyze implementation and results at scale.

Finance flows generated by the VCM still remain miniscule compared to the (up to) USD 460 billion per year
in finance needs estimated for the protection, restoration, and enhancement of forests globally.“° The
numbers are however growing quickly with the values traded in just the first half of 2021 — USD 544 million —
equating to more than double the 2020 total.#

Demand for nature-based carbon credits from project-scale and jurisdictional-scale activities has grown
significantly in recent years. The volume of carbon credits traded in the VCM exploded in 2021, reaching a
total of more than 354 MtCO2e, 89 percent more than in 2020.4? This growth was primarily driven by the
increasing number of companies using carbon credits to meet their net zero commitments or to contribute
to mitigation beyond their targets. . Alongside voluntary net-zero commitments, a variety of sectoral- and
non-governmental organization (NGO)- led initiatives have emerged in recent years to support companies in
the limited use of certain credits to offset residual emissions, in line with SBTi.™ Increased interest In
jurisdictional REDD+ means that the Issuance of credits may further increase In coming years. Issuances
elsewhere are already rising to meet — and possibly exceed - current demand, with Gabon set to issue over
90 million REDD+ credits, and Belize a further 6 million, within the coming year.*?

Forestry and land use carbon credits have gained considerable prominence in the VCM, accounting for over
45 percent of all credits issued in 2021.44 Of these credits, approximately 56% were generated from avoided
deforestation projects, 27% from avoided conversion, 13% from afforestation and reforestation, and 3% from
improved forest management projects." Forest carbon credits were transacted nearly 2.7 times more than in
2020, amounting to a total 160 MtCO2e over the full course of the year.*®

The average price at which such credits were sold in the VCM during 2021 was estimated at between USD 4.7
and USD 15 per ton of CO».%¢ This price is far below the cost range recommended by economists for
effectively meeting the Paris Agreement’s 1.5-2 degree target, which ranges between USD 50 and 250 per ton
of CO2.47 Cheap forest and land use carbon credits are unlikely to cover the true cost of impactful
conservation and restoration activities; nor can they generate adequate levels of income for implicated
communities on the ground.

Credits in the land and forest sector have historically been criticized for issues related to additionality,
permanence, baselines for measuring emission reductions, and adverse impacts on |IPs and LCs. Skepticism -
not just around forest and land use credits- has in recent years spurred the development of integrity
initiatives. These initiatives aim to help projects meet quality standards, such as demonstrating clear
additionality, and robust baselines to accurately quantify emission reductions or removals. Examples include
the Integrity Council for the Voluntary Carbon Market, which is currently developing guidelines to promote
higher quality and standardization of the market; and the Voluntary Carbon Markets Integrity Initiative
(VCMI), a multi-stakeholder platform developed to drive credible, net-zero aligned participation in the
market. Credits from the land sector remain attractive to voluntary market buyers with net zero targets that
depend on removals to neutralize emissions that cannot yet be mitigated through direct measures. For
example, energy sector companies — primarily large oil and gas companies — continue to be the biggest

™ Examples include the UNFCCC's Race to Zero initiative, which now hosts 5,235 company commitments, and the Glasgow
Financial Alliance for Net Zero, a coalition of financial institutions representing around 40% of global banking assets that
have now made such commitments.

" The remaining 1% were related to carbon sequestration in agriculture, reduced emissions in agriculture, and wetland
restoration. Source: Climate Focus: The Voluntary Carbon Market Dashboard. Retrieved in July 2022 from
https://bit.ly/3MU2R97.
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purchasers of forest and land use carbon credits, responsible for approximately 70% of all carbon credits
purchased between January and September 2021.

3.2 Using compliance markets for mandatory
emission reductions to support forests

Similarly, compliance markets allow entities covered by mandatory emission reduction commitments to
buy carbon credits to meet their obligations. This includes national obligations under international
agreements such as the Paris Agreement; obligations imposed by certain sectors such as the Carbon
Offsetting and Reduction Scheme for International Aviation (CORSIA); and obligations imposed by domestic

laws, such as a national emissions trading scheme (ETS) or carbon tax.

The overall contribution of compliance schemes to forest finance is small and is likely to remain so in the near
future. Only 10 percent of the carbon credits issued globally in 2021 came from schemes that allow carbon
credit use from forests.“® The carbon crediting mechanism for the aviation sector - CORSIA - is often cited as
a potential driver for future carbon credit demand. Yet, in light of a decision to set the baseline at 2019
emissions only rather than the average of both the years 2019 and 2020, it is likely that demand for (nature-
based) carbon credits from CORSIA will remain low.*?

New rules for international carbon markets under the UNFCCC were defined at COP26 in 2021, potentially
opening opportunities for channeling forest finance in the long term. COP26 saw the finalization of the Paris
Agreement Article 6 rulebook, which provides clarity on how compliance markets can contribute to meeting
NDC goals as well as enhance climate ambition through voluntary cooperation. The rulebook sets the
conditions for the international trading and transfer of emission reduction units by enabling two market-
based mechanisms (Article 6.2 and Article 6.4). Regulations outlined so far suggest these mechanisms will be
relatively accommodating for FLU projects. Unlike the Clean Development Mechanism (CDM), they do not
explicitly exclude emission reductions from avoided deforestation and avoided forest conversion. Some
uncertainty remains, however, over the eligibility of credits generated from emissions avoidance activities —
the decision pertaining to which will be made at COP27.5° Thus, while experts hope that Article 6 can become
a successful mechanism for leveraging finance into FLU activities, it remains to be seen how final regulations
will shape the quantity and quality of internationally traded FLU carbon credits.
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