Analysis

A bumble and holistic approach to climate and environmental
challenges is critical for both agriculture and timberland, says Nuveen Natural
Capital’s head of sustainability

Managing natural capita

with wisdom

The Shakespearean witticism “the fool
doth think he is wise, but the wise man
knows he is a fool” aptly sums up the
risks of overestimating one’s level of
insight. In the current era of self-pro-
motion, Shakespeare’s point remains
keenly relevant; it can be tempting to
trumpet recent successes in the food
and fibre value chain.

The agriculture sector showcases
plenty of impressive examples. Average
cereal yield has increased by 175 per-
cent since 1961, precision agriculture
has been shown to reduce water and
fertilizer application by 20 percent®
and advanced forestry management
practices can improve yield, fire, pest
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and disease monitoring as well as water
management’.

Yet, despite these and other impor-
tant gains, we are facing twin climate
and biodiversity crises that will de-
mand much more of us in the years
ahead. The statistics make for sobering
reading. Food systems are responsible
for approximately 30 percent of global
emissions and 70 percent of water ex-
tracted from nature*. More than 800
million people in the world are hungry,
two billion suffer from micronutrient

deficiencies, while two billion are over-
weight or obese. The hidden costs of
the wider food chain have also been
estimated at $12.7 trillion, when fac-
toring in a range of environmental, nu-
tritional and social externalities’.

What does this paradox of progress
and regress mean, practically speaking,
for the food and fibre value chain? For
one thing, it means we must be forth-
right about what we know and what we
are still learning. It also means that we
need to measure our successes as well
as any environmental externalities and
strive to impart wisdom regarding the
thorny challenges that arise as we im-
plement improvements.
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Where do we go from here?
The task of advancing sustainability
demands an ability to juggle ambiguity.
Uncertainty can be overwhelming with
evolving regulatory regimes, COP-lev-
el roadmaps, emerging markets, as well
as formalising metrics and methodolo-
gies. This ambiguity requires that we
work in a spirit of continuous improve-
ment, not letting perfection be the en-
emy of the good.

It also demands that we embrace
targets while accepting gaps in infor-
mation. It requires an ongoing critical
challenge of our measures of success.
And it entreats us to share, with humil-
ity and honesty, the challenges of our

ambitious undertaking.

Applying nascent
methodologies

Several strategies can help promote
sustainability. We must be able to
measure our good practices, as well as
our externalities. There is some con-
sensus about the overarching principles
of good agricultural practices. These
tend to include practices such as min-
imising tillage, utilising cover crops or
maintaining crop rotation.

However, the details of how to
implement such principles are com-
plex. For example, should how many
crops, and which crops be included in
the definition of crop rotation? Under
what conditions is some tillage neces-
sary?

Such questions require detailed lo-
cal knowledge, and the acceptance that
the ultimate implementation of “good
agricultural practice” will depend on
local soils, climatic conditions and crop
type. Metrics must establish high-lev-
el principles while allowing flexibili-
ty to adapt to local realities. If we are
to reverse the sobering statistics cited
above, the industry must go beyond
measuring practices, and strive to mon-
itor and reduce negative externalities.

Thankfully, emerging cross-stake-
holder methodologies will allow us
to do this. One important example is
the GHG Protocol Land Sector and
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an impact

outcomes.

Environmental standards make

GHG Protocol Land Sector and Removals Guidance

The GHG Protocol Land Sector and Removals Guidance explains how
companies should account for and report GHG emissions and removals
from land management, land use change, biogenic products, carbon dioxide
removal technologies and related activities in GHG inventories. This
guidance is currently being developed through an inclusive, global process
which began in 2020. The Draft for Pilot Testing and Review is available, and
the guidance itself is expected to be published in mid-2024.

Taskforce on Nature-related Financial Disclosures

The Taskforce on Nature-related Financial Disclosures has developed a set
of disclosure recommendations and guidance for organizations to report
and act upon nature-related dependencies, impacts, risks and opportunities.
These TNFD resources, published in September 2023, enable business
and finance professionals to integrate nature into decision-making, and
ultimately support a shift in global financial flows toward nature-positive

Natural Capital Accounting Standards

Natural Capital Accounting strives to value the broader ecosystem services
of nature in a standardized way. Methodologies entail systematically
collating data regarding the stocks and condition of natural assets,
including, for example, the forests, fish stocks, biodiversity and water within
a company’s stewardship. Such tools enable better measurement, valuation
and, ultimately, enhancement of natural capital.

Removals Guidance, currently in draft
form, which will provide organizations
globally with guidance on how to com-
prehend, account for and report on
emissions in the supply chain.

The recently published Taskforce on
Nature-Related Financial Disclosures

also encourages companies to measure
metrics relating to water, carbon foot-
print, pollutant emissions, and other
factors, including gap identification
and steps for disclosure. These meth-
odologies set high bars and will likely
require several iterations. Transparent
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disclosure in corporate reporting as
to what is and is not included, will be
critical.

While both practices and their as-
sociated outcomes must be measured,
there is often no consensus regarding
how to precisely predict the outcomes
from practice change. For example,
how to predict the resulting soil car-
bon increase from implementing cov-
er crops? Should the analysis include
which cover crop is planted, whether
the organic matter is being incorpo-
rated, the prevalent soil type, or even
weather events? Attributing causality
is complicated in agriculture. Com-
pare this to other asset classes where,
for example, we can predict with some
accuracy how much energy a newly in-
stalled solar panel may generate.

What does this complexity there-
fore require of us? It means gently
“nudging” farmers on the ground to
adopt responsible practices, while not
judging their practices before under-
standing their local realities. It means
finding local stakeholders who have
success stories and useful guidance to
share. It means disclosing practices and
limitations, even in the face of persis-
tent ambiguities.

Formalizing how we value
nature

We must also formally value nature,
because only then can we manage and
enhance it. Across many centuries,
traditional financial accounting has
evolved to record transactions, income
and costs of production with increasing
sophistication. Yet so far it has failed to
capture how this production impacts
nature or our surrounding community.
Given that nature underpins the resil-
ience of our global economy, with at
least half of GDP®, this surely needs to
be rectified.

Thankfully, emerging natural cap-
ital accounting methodologies will al-
low us to measure and value the eco-
system services of our natural capital
assets and gauge the impact of our pro-
duction on these services. For example,

forests do more than just provide tim-
ber for harvesting. They sequester car-
bon, contribute to flood and erosion
control, support biodiversity and offer
recreation and cultural enrichment.

Farmland also provides sustenance,
but its accompanying responsible prac-
tices can help to maintain soil health,
provide habitat for pollinators and
minimise water usage. Nascent meth-
odologies will allow us to start meas-
uring such ecosystem services and
broader impacts. Such methodologies
are already being developed by the
British Standards Institution/Interna-
tional Organization for Standardiza-
tion, and Australia’s national science
agency, among others.

However, applying these method-
ologies may be challenging. For exam-
ple, how should we value the carbon
storage of peatland, the biodiversity

“Our times call for
greater unity in the
industry’s response
to the challenges our

planet faces”

of meadows or the service of pollina-
tors? Nevertheless, through diligent
documentation and disclosure of as-
sumptions we must strive to value such
ecosystem services, remaining open to
continuous improvement. What gets
measured, gets managed and can be
enhanced.

Enshrining enduring, universal
values

Finally, the two actions above must
be guided by deep-seated values. This
critically important third action must
be integrated across every part of our
sustainability strategies, exemplified in
our integrity, objectivity and collabora-
tion. Transparency relates to disclosing
what we know, and don’t know, clearly
stating assumptions and the next steps
for seeking improvements.

We must also resist operating in
an echo chamber, collaborating only
with like-minded people in businesses
that resemble our own. The better ap-
proach is to seek out a range of collabo-
rating partners, including NGOs. This
diversity of perspective, as with many
other kinds of diversity (including in
nature itself), builds better outcomes
and resilience.

We must constantly seek to im-
prove and upgrade our processes. This
means revisiting assumptions, correct-
ing them and striving for continuous
improvement. As our organizations
advance toward critical sustainability
objectives, we have an opportunity to
tell our story in full, showcasing our
triumphs and try-overs with equal can-
dor. The Shakespearean “fool” was a
master of illuminating uncomfortable
truths. Similar candor and humility will
be essential in the years ahead, given
the challenges and opportunities in the
wider natural capital value chain.

Our times call for greater unity in
the industry’s response to the chal-
lenges our planet faces. By working
together to deepen our knowledge, our
organizations can become wiser and
humbler, which will set the stage for a
new set of investor opportunities.
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Important information

Past performance is no guarantee of future results. All investments carry a certain
degree of risk including, the possible loss of principal, and there is no assurance
that an investment will provide positive performance over any period of time.
Certain products and services may not be available to all entities or persons. There
is no guarantee that investment objectives will be achieved.

This material is not intended to be a recommendation or investment advice, does
not constitute a solicitation to buy, sell or hold a security or an investment strategy,
and is not provided in a fiduciary capacity. The information provided does not take
into account the specific objectives or circumstances of any particular investor, or
suggest any specific course of action. Investment decisions should be made based
on an investor's objectives and circumstances and in consultation with his or her
financial professionals.

The views and opinions expressed are for informational and educational purposes
only as of the date of production/writing and may change without notice at any
time based on numerous factors, such as market or other conditions, legal and
regulatory developments, additional risks and uncertainties and may not come to
pass. This material may contain “forward-looking” information that is not purely
historical in nature. Such information may include, among other things, projections,
forecasts, estimates of market returns, and proposed or expected portfolio com-
position. Any changes to assumptions that may have been made in preparing this
material could have a material impact on the information presented herein by way
of example. Past performance is no guarantee of future results. Investing involves
risk; principal loss is possible.

All information has been obtained from sources believed to be reliable, but its
accuracy is not guaranteed. There is no representation or warranty as to the current
accuracy, reliability or completeness of, nor liability for, decisions based on such
information and it should not be relied on as such. For term definitions and index
descriptions, please access the glossary on nuveen.com. Please note, it is not
possible to invest directly in an index.

Investing involves risk; loss of principal is possible. Responsible investing incorpo-
rates Environmental Social Governance (ESG) factors that may affect exposure to
issuers, sectors, industries, limiting the type and number of investment opportu-
nities available, which could result in excluding investments that perform well. As
an asset class, agricultural investments are less developed, more illiquid, and less
transparent compared to traditional asset classes. Agricultural investments will

be subject to risks generally associated with the ownership of real estate-related
assets, including changes in economic conditions, environmental risks, the cost of
and ability to obtain insurance, and risks related to leasing of properties.

This information does not constitute investment research as defined under MiFID.

Nuveen, LLC provides investment solutions through its investment specialists
GAR-3422052CG-E0224W
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