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INTRODUCTION
Every day, we see the toll climate change takes on our planet. It represents an
immediate threat to economic security and prosperity, as well as the physical health of
human and natural communities. But addressing climate change is an opportunity for
innovation in all facets of human life—in how we provide food and goods for a growing
population, provide clean and affordable energy for communities, design healthy and
livable cities, conserve and protect lands and oceans, and provide water security for
future generations.
Many of the tools and resources we need to tackle climate change already exist,
and human innovation keeps creating new possibilities. However, the window of
opportunity is closing.
This is the critical decade to reduce risks of catastrophic climate change, major
biodiversity loss and other environmental problems that are increasing human
suffering. The COVID-19 pandemic is undoubtedly a setback, of course, creating a level
of global system shock not witnessed since World War II. But the current crisis has also
shown our collective vulnerability—and our collective capacity to mobilize rapidly and
decisively against threats that have no regard for international borders, such as climate
change. It’s up to our leaders as well as every single one of us to decide whether we
allow this era to be defined by inaction and frustration, leading to devastating impacts,
or whether it’s a springboard to a better world.
This type of action will require paradigm shifts in how we produce energy and food,
build infrastructure, use farm and forest land and transport people and products. The
past year under pandemic restrictions has shown the potential transformative power
of industry and government-wide actions, but we know that leveraging that potential
for climate action will require more than just will and decisiveness.
The system-wide transformation needed to address the climate crisis will require
substantial funding, but those actions will ultimately save much more money
compared to business as usual. The Nature Conservancy (TNC) has been working
for years to advance unique finance mechanisms that can help drive the planet-wide
systems change we need. Building on the mechanisms described in our Playbook
for Climate Action, we are sharing our tools already available to help governments,
companies and investors leverage financial solutions for large-scale climate action
impact. The solutions described throughout the remainder of this report can be
implemented in a variety of geographies and capacities to suit the needs of the user.
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WHAT IS CLIMATE FINANCE?
The concept of “climate finance” refers to local, national or transnational financing—
drawn from public, private and alternative sources—that seeks to support mitigation
and adaptation actions that will address climate change.
Climate finance models can represent investments from private banks, private equity
investments, loans from development banks, or government grants; ideally this influx
of money would become normalized across the world. Within the specialized context
of The United Nations Framework Convention on Climate Change (UNFCCC), climate
finance has a particular framing—a transfer of funding from developed nations to
developing nations—that reflects the larger finance gap that exists in the Global South.
A key challenge currently is that this finance is hard to measure, and not subject to a
common universal definition. As a result, tracking flows of climate finance remains
subjective. However, recent research suggests loans make up the bulk of climate finance
at 96 percent. In fact, by some estimates just 2.3 percent of commitments are grants.
This highlights that finance institutions expect a return on their investments—and want
proof of the possibility of a return before making a commitment.

Karsten Wurth

Jay Dantinne
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HOW CLIMATE FINANCE IS TAKING SHAPE
A number of initiatives are underway to monitor and track flows of international
climate finance. Analysts at the Climate Policy Initiative have tracked public and
private sector climate finance flows from a variety of sources on a yearly basis since
2011. Annual tracked climate finance in 2017 and 2018 crossed the USD half-trillion
mark for the first time. Annual flows rose to US$579 billion, on average, over the twoyear period of 2017-2018, representing a $116 billion (25 percent) increase from 20152016. The rise reflects steady increases in financing across nearly all types of investors.
While climate finance has reached record levels, action still falls far short of what is
needed to approach a carbon-neutral future. Estimates of the investment required
to achieve the low-carbon transition range from $1.6 trillion to $3.8 trillion annually
between 2016 and 2050 for supply-side energy system investments alone (IPCC 2018),
while the Global Commission on Adaptation (GCA 2019) estimates adaptation costs of
$180 billion annually from 2020 to 2030.
There is a need for a tectonic shift beyond “climate finance as usual.” Annual
investment must multiply, and rapidly, to achieve globally agreed climate goals and
initiate a truly systemic transition across global, regional, and national economies.

HOW WE DO IT
TNC has a strong history of creating and executing investments aimed at delivering
conservation results and financial returns for investors in a wide variety of geographies
and sectors around the world. Our NatureVest program sources and structures
investments that support TNC’s mission, raises capital from investors looking to
generate both financial returns and conservation outcomes, and shares our experience
with the investment and conservation communities to accelerate the growth of the
conservation investing marketplace, especially focusing on climate action. Here are
just a few of the ways TNC is utilizing financial tools towards our climate mitigation
and adaptation goals, by driving innovative deals and saving key ecosystems that
provide high-quality carbon sequestration potential.

Playbook for Climate Finance

5

CARBON

PRICING
Economists across the political spectrum
generally agree on the easiest and cheapest way
to reduce greenhouse gas emissions—putting a
price on carbon. A well-designed carbon price
system can incentivize new technologies that
accelerate the transition to cleaner energy
while also being fiscally neutral (or profitable)
for the host government.
Most of the country and sub-national carbon
pricing programs take one of two forms:
Michael Denning

1.

2.

A carbon tax or levy, which establishes a price on a measurable
unit of greenhouse gas emissions, and taxes emitters a fixed
amount per unit produced.
A cap-and-trade program, where the government sets a cap
on allowable GHG emissions by each covered entity and
allocates allowances equal to that cap that can be traded,
through which a market price is established.

Currently, nearly 40 countries either have a carbon tax or a capand-trade model. Draft legislation for other major emitters is under
discussion, including in the United States, and is supported by many
of the world’s leading companies. Already, the Regional Greenhouse
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CARBON PRICING

“Economists across the political spectrum
generally agree on the easiest and
cheapest way to reduce greenhouse gas
emissions—putting a price on carbon.”
Gas Initiative in the northeast and mid-Atlantic United States has
successfully driven emissions from the power sector down 40 percent
in the region, and those states are now hoping to implement a similar
regional approach for transportation sector emissions, known as
the Transportation and Climate Initiative. State or regional efforts
to price carbon across sectors can both drive down emissions in the
short term and ease the transition toward a national carbon price in
the longer term. There are many ways to frame smart carbon pricing
policies, and TNC is committed to helping identify solutions that can
garner support in countries and communities around the world.
© Scott Warren
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I M PA C T

INVESTMENT
Impact investments are investments made with
the intention to generate positive, measurable
social and environmental impact alongside a
financial return. Impact investments can be
made in both emerging and developed markets,
and target a range of returns from below
market to market rate, depending on investors’
strategic goals.

© Byron Jorjorian

The growing impact investment market
provides capital to address the world’s
most pressing challenges in sectors such as
sustainable agriculture, renewable energy,
conservation, microfinance, and affordable and accessible basic
services including housing, healthcare, and education.
One such example from TNC closed in mid-2019. Cumberland Forest
is structured as a $130 million, closed-end private investment fund
that seeks to generate competitive risk-adjusted financial returns
for its investors with revenues from sustainable timber harvesting,
carbon capture and recreational leases. At the same time, the fund
seeks to achieve specific conservation outcomes identified by TNC’s
decades of donor-funded scientific research and forestry expertise.
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IMPACT INVESTMENT

© Byron Jorjorian

The project lies at the intersection of two of TNC’s top priorities:
protecting land and water and tackling climate change. Prior to
the formation of the fund, TNC’s philanthropically supported staff
scientists had identified the U.S. Central Appalachian region as
one of the most significant biodiversity hotspots in North America
and an important refuge for numerous species adapting to climate
change. TNC has also identified the potential for conservation,
restoration and improved land management actions on a global
scale to increase carbon storage or avoid greenhouse gas emissions.
Collectively known as Natural Climate Solutions (NCS), these efforts
work alongside innovations in clean energy and other efforts to
decarbonize the world’s economies, offering some of our best options
in the response to climate change.
With this scientific analysis providing clear impact goals, TNC
identified the properties that would ultimately make up Cumberland
Forest’s more than 250,000 acres (100,000 hectares) of forestland. To
fund a purchase of this size, however, we needed to look beyond the
traditional funding sources of philanthropy and grants.
The NatureVest team then worked with state and global colleagues to
develop an innovative private equity-style fund structure where TNC,
a 501c3 non-profit, is the fund manager and owns the general partner.
The fund raised more than $70 million in equity from 27 investors
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IMPACT INVESTMENT
(including TNC) and $40 million in debt (approximately $20 million
from a Virginia state agency and $20 million from the Doris Duke
Charitable Foundation) and used an installment sale structure to
re-invest $20 million of carbon offset sales proceeds towards the
purchase price.
In connection with the $20 million of debt from Virginia’s Clean
Water Revolving Loan Fund, the fund secured permanent protection
on nearly 23,000 acres (9,300 hectares) under an open space
easement held by the Virginia Department of Forestry. The largest
conservation easement in the state’s history, it helps protect the
Clinch River, a globally important river for biodiversity, in particular
freshwater mussels. This demonstrates that forest conservation can
be a viable and efficient use of government clean water funding that
also secures significant co-benefits such as carbon sequestration and
biodiversity conservation.
While forestry has been an established investment class since the
1980s, the industry is only now coming to grips with the climaterelated risks—and opportunities—that are shifting practices toward
building long-term, sustainable value. Cumberland Forest is one
example intended to demonstrate the business and economic
benefits of climate-smart forest management strategies, which can
further accelerate adoption across the $106-billion North American
global timberland investment market and elsewhere around the
world. According to the U.S. Environmental Protection Agency
(EPA), the State Clean Water Revolving Funds in the US alone have
total assets of $72 billion that could be effectively deployed for
climate finance as demonstrated in the Cumberland Forest Project.
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BLUE BONDS FOR

CONSERVATION
Blue Bonds for Conservation are an opportunity
for island and coastal nations to reinvest in
their natural resources by refinancing their
national debt in a way that secures funding
for conservation work that also benefits their
economies.

© Jason Houston

Climate change, compounded with other threats
like pollution and overfishing, has put the ocean
in a dire state, and that in turn has endangered
coastal communities. Increasingly severe storms
and ocean acidity are pushing coral reefs to the
brink of extinction, and the loss of those reefs
and other coastal habitats such as wetlands, mangroves and shellfish
reefs leaves coastal communities more vulnerable to the impacts of
storms and rising sea levels. For many island and coastal nations,
these are matters of life and death.
Leaders of these nations want to protect the ocean—but too often they
are struggling to manage their countries’ debt and unable to invest
in the conservation efforts that would make their environments and
economies more sustainable and resilient.
This is where Blue Bonds come in. A country’s government commits
to protect at least 30 percent of their near-shore ocean areas,
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BLUE BONDS FOR CONSERVATION
including coral reefs, mangroves and other important habitats for
climate resilience, and engage in ongoing conservation work such as
improving fisheries management and reducing pollution.
Next, organizations such as TNC leverage public grants and
commercial capital to restructure the nation’s sovereign debt, leading
to lower interest rates and longer repayment periods. A portion of
those savings fund the new marine protected areas (MPAs) and the
conservation activities to which the country has committed.
We’ve already seen the debt conversion model that Blue Bonds are
based on can produce conservation outcomes. In 2016, the Republic
of Seychelles worked with TNC to restructure almost $22 million of
its national debt in exchange for implementing ocean conservation
measures. Since signing the deal, the Seychelles has progressed from
protecting 0.04 percent to 30 percent of its national waters, covering
158,000 square miles (410,000 square kilometers) of ocean—an area
larger than Germany.
Now, TNC is working to take this model to as many as 20 more
countries in the next five years, creating MPAs and sustainability
plans that would benefit more than 40 million people and conserve 15
percent more of the world’s oceans than are currently protected. This
effort has the potential to protect up to 1.5 million square miles of
the world’s most biodiversity-critical ocean habitats and secure $1.6
billion for ocean conservation.
© Jason Houston
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I N S U R I N G N AT U R A L

INFRASTRUCTURE
Across the world, an estimated 840 million
people live with the risk of coastal flooding, and
the health of their economies is directly related
to the health of their coastal ecosystems. Natural
systems like coral reefs, beaches and wetlands
are often the first line of defense against
storms—a healthy coral reef can reduce up to
97 percent of a wave’s energy before it hits the
shore—as well as a source of economic activity
through fishing, tourism and other industries.
Insurance for natural infrastructure can help
protect these crucial ecosystems and the people
who depend on them.
© Jennifer Adler
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This is especially important considering that coral reefs can
themselves be damaged by severe storms—especially those already
weakened by pollution, disease, overfishing and bleaching—greatly
reducing the protection they offer for coastal communities.
A test case for this mechanism has been developed in the Mexican
state of Quintana Roo. In 2005, Mexico’s Caribbean coast was
struck by two hurricanes, causing $8 billion in damages and closing
hotels and other businesses in Cancún long enough to cause further
economic impact. But some hotels and beaches in Puerto Morelos
suffered less damage than other areas in the state. Further analysis
pointed to an important connection—Puerto Morelos was protected
by an intact stretch of the Mesoamerican coral reef system.
13

INSURING NATURAL INFRASTRUCTURE

“Natural systems like coral reefs,
beaches and wetlands are often the
first line of defense against storms.”
This insight helped lead to the development of The Coastal Zone
Management Trust, via collaboration between the state government
of Quintana Roo, TNC and partners in the science community.
The trust will receive taxes, collected by the tourism industry, that
can be used to fund maintenance and restoration efforts for 37
miles (60 kilometers) of reef and beaches in the Cancún and Puerto
Morelos areas. In addition to funding ongoing conservation work,
the trust will also be used to purchase an insurance policy which will
be triggered when severe weather hits this area of reef, as reefs can
be damaged when wind speeds exceed approximately 100 knots. The
released funds can then be used for restoration activities to help the
reef recover—and return to its full protective capacity—more quickly.
This first-of-its-kind, innovative funding system will help protect a
$10 billion tourism industry; improve climate resilience and bolster
the region’s economy; encourage conservation of a valuable natural
asset; and create a scalable new market for the insurance industry—a
model which could be applied to other regions and ecosystems across
the planet. TNC will soon embark on a feasibility study for similar
reef-protection policies in Indonesia, the Philippines, the Sullivan
Islands and Fiji. Additional opportunities in Australia, Central
America, Florida and Hawaii are also being explored.
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L E V E R A G I N G M U LT I L A T E R A L

FUNDING SOURCES

© João Ramid

Multilateral development banks play a
critical role in building capacity and driving
innovation at a transformational level. The
most prominent global funding mechanisms
such as the Green Climate Fund (GCF) and
Forest Carbon Partnership Facility (FCPF)
are using billions of U.S. dollars in public
funding to improve countries’ capacity to
deliver climate action—namely, by scaling
up nature-based solutions by encouraging
responsible investment; delivering investment
efficiently through voluntary and compliance
markets; developing new markets; and encouraging public and private
collaboration for resilient, low-carbon development.
The Green Climate Fund is building programs to help countries
reduce emissions and increase resilience at great scales. To date, the
GCF has committed more than $6.2 billion in funding to more than
100 countries, empowering climate action in developing countries.
Grants allocated include funding to tackle forest degradation, mitigate
flooding and soil erosion in Nepal, foster solar development in Egypt,
and enhance carbon sequestration in Kyrgyzstan.
The FCPF, meanwhile, is working with 47 developing nations to help
implement national and jurisdictional REDD+ programs with social
safeguards and monitoring, reporting and verification (MRV) systems.
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LEVERAGING MULTILATERAL
FUNDING SOURCES
In Ghana, for instance, the FCPF will reward community efforts to
reduce emissions from deforestation and forest degradation, while
aiming to reduce carbon emissions by at least 10 million tons of
carbon dioxide by 2025. It will also encourage climate-smart cocoa
production on almost 6 million hectares of the West Africa Guinean
Forest, a key biodiversity hotspot.
Future public financing should, where possible, utilize these existing
structures and mechanisms to enable, incentivize and reward climate
action. Public investment deployed in this way can help de-risk NCS
projects, making them more attractive for private financing.

© Dave Lauridsen

CONCLUSION
Confronting climate change will require a complete overhaul
of our energy, food and transit systems— and someone is going
to have to pay the necessary costs to catalyze action and deliver
more substantial financial savings for the future. The mechanisms
described in this report are scalable in a number of situations and
geographies, but it’s up to leaders in the public and private sector to
make those initial investments. Taking that leap will require courage
and vision. But the dividends we all will earn—in greater economic
and environmental sustainability and healthier, safer communities—
are too great to leave on the table.
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“It’s up to our leaders as well as every single
one of us to decide whether we allow this
era to be defined by inaction and frustration,
leading to devastating impacts, or whether
it’s a springboard to a better world.”

Questions? Collaboration? Get in touch with us at
media@tnc.org or visit nature.org/climate
The Nature Conservancy is a global conservation organization dedicated to conserving
the lands and waters on which all life depends. Guided by science, we create innovative,
on-the-ground solutions to our world’s toughest challenges so that nature and people can
thrive together. We are tackling climate change, conserving lands, waters and oceans at an
unprecedented scale, providing food and water sustainably and helping make cities more
sustainable. Working in 79 countries and territories, we use a collaborative approach that
engages local communities, governments, the private sector, and other partners.

