Analysis

A natural Tt

Nature-based solutions could offer opportunities to meet financial goals while
addressing global challenges such as climate change and loss of biodiversity,
says Nuveen Natural Capital’s

According to Nick Moss, head of na-
ture-based solutions at Nuveen Natu-
ral Capital, emerging trends are pro-
viding opportunities for investors to
benefit from diversified investment
strategies and exposure to maturing
environmental markets while contrib-
uting to improvements in nature and
reducing greenhouse emissions.

How has natural capital

evolved as an investment
asset class in recent years?
For several decades, natural capital as
an asset class has become an increasing-
ly important part of institutional port-
folios. This has traditionally included
investments in timberland and farm-
land. Investors in the asset class have
come to appreciate and value the wide
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range of benefits that natural capital
can bring to an investment portfolio.
"This includes both traditional financial
benefits as well as sustainability bene-
fits.

Over the last few years there has
been an evolution of the asset class,
driven by the convergence of critical
trends. Natural capital is increasingly
recognized for its importance in being
able to provide solutions to address
the challenges of climate change and
biodiversity loss. We have also seen
increasing levels of government ac-
tion, growth in environmental markets
and the maturity of assets and business

models which aim to tackle these chal-
lenges.

What do you mean by

nature-based solutions?
Put simply, we define nature-based
solutions, or NbS, as using natural cap-
ital to solve key environmental chal-
lenges while generating positive finan-
cial returns for investors.

Natural capital can be thought of as

a stock of environmental assets — the
earth’s air, land and water and all their
biodiversity — that yield a flow of ben-
efits or ecosystem services over time,
whether it is raw materials, water, flood
protection, biodiversity or pollination.
Critically, nature provides the fun-
damental capital base that businesses
and whole economies needed for the
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production of goods and services.

However, the earth’s stock of natu-
ral capital and the benefits they provide
are declining. Globally we have seen
a loss of species, habitats and ecosys-
tems, with a commensurate decline of
ecosystem services, such as the ability
to maintain, absorb and regulate car-
bon in the atmosphere. Investing in the
protection and restoration of natural
capital is critical.

There are a range of technical defi-
nitions, but in its simplest terms, NbS is
often defined as a set of actions that re-
store, manage and protect natural and
modified ecosystems. For natural cap-
ital investments, such as farmland and
timberland, an NbS approach allows
for value recognition for more than just
timber and crops, but also provides the
potential to produce quantifiable eco-
system services — for example, carbon
sequestration, soil health and water
quality.

Increasingly, there are options to
realize benefits and returns from these
activities and investments. One exam-
ple of this is through environmental
markets such as the carbon markets, of-
fering investors additional returns and
diversification opportunities.

What are the trends

in the market that are
driving investor interest in NbS
investments?
While there have been many develop-
ments in the sector over the last few
years, there are a few trends of note
contributing to growing interest in
NDbS investments.

Firstly, we have seen growing inves-
tor interest in natural capital broadly.
The sector’s attractiveness has been
driven by certain fundamental mac-
roeconomic trends, such as the grow-
ing demand for food, fiber and timber
alongside a shrinking supply of produc-
tive land.

This has been accompanied by an
increasing recognition globally of the
importance of nature in supporting
livelihoods and economic systems.
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climate benefits.

through environmental markets.

What are some examples of investible NbS?

NbS encompasses a range of different approaches, not all of which
are investible at scale. Our approach focuses on strategies which aim to
balance returns from natural capital, including from crops, timber and
land, while providing opportunities for exposure to revenue streams from
existing and emerging environmental markets and delivering nature and

We have identified three core areas that we consider to be investable at
scale: regenerative agriculture, a mixture of practices that aim to improve
soil health and other ecosystem services; carbon forestry, which aims to
conserve, improve and restore forests to increase carbon sequestration or
avoid future emissions; and ecosystem restoration, investing in ecosystem
assets that provide an ability to monetize restoration and protection

The watershed moment really came
in 2022, when the Global Biodiversity
Framework was agreed upon by glob-
al governments, establishing a global
target for nature restoration and fund-
ing. This has been complemented by
increasing levels of government action
via a range of policies, subsides and fi-
nancial incentives.

Environmental markets have also
grown in prominence, particularly
as a tool to mobilize investment into
addressing climate change and biodi-
versity loss. The most prominent of
these has been carbon markets, which,
despite recent headwinds, has seen in-
creasing activity with large tech firms
making substantial commitments to
purchase high-integrity, nature-based
carbon credits.

Beyond carbon markets, there has
also been the growth and maturity
of other environmental markets for

ecosystem services, including the mit-
igation bank credit market in the US
and the more recent biodiversity net
gain market in the UK.

And finally, corporates and financial
institutions are also ramping up their
efforts to identify and mitigate impacts
on climate and nature within their sup-
ply chains and portfolios. This is partly
driven by broader sustainability trends,
as well as voluntary measures includ-
ing the Taskforce on Nature-related
Financial Disclosures, and a growing
number of regulated measures such as
the Corporate Sustainability Reporting
Directive.

Why are NbS attractive,
and what are the benefits
to investors?
Along with the core portfolio-level
benefits of natural capital investments
that come with timber and agricultural
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crop production — such as acting as an
inflation hedge, offering income and
appreciation return and the asset’s low
volatility — we believe NbS investments
can offer a range of other potential
benefits for investors.

NbDS assets offer positive contribu-
tions to nature and climate, opportuni-
ties for additive and diversified sources
of uncorrelated returns through expo-
sure to environmental markets, and
asset-level diversification opportunities
through investments in new projects
or operational strategies. In addition to
the financial benefits outlined, there is
the potential to contribute to realizing a
net-zero and nature-positive portfolio.

What’s more, there are a range of
other potential benefits which can be
realized at an asset level. This could in-
clude access to new markets, payments
for practices through price premiums
or subsides, reduced operating costs
from improved efficiency, or more jobs
and sustainable employment opportu-
nities.

As an example, we have recently ac-
quired an NbS asset in Australia which
will be developed as a mixed farming
operation, applying regenerative prac-
tices and restoring an area of native
vegetation at the site. While the crops
and land provide income and appreci-
ation, the practices have the potential
to reduce costs long term and replenish
the soil and other ecosystems, while the
restoration activities will provide the
potential to generate and sell carbon
credits in the local carbon market.

What should investors

consider when looking at
NbS, and what can be done to
reduce the risks?
For those familiar with investing or
managing agriculture and timberland
assets, many of the aspects of NbS
strategies are not necessarily new. The
fundamentals of managing land to
grow crops or timber still exist. How-
ever, NbS strategies may introduce
new practices, revenue streams, mar-
kets and operational strategies, which

“In its simplest terms,
NEDS is often defined
as a set of actions that
restore, manage and
protect natural and

modified ecosystems”

can come with additional complexity
and risks. To realize the benefits and
manage these risks, investors need to
consider a number of items.

Firstly, when originating and build-
ing a portfolio of NbS assets, target
markets with mature natural capital and
environmental market opportunities.
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For instance, the US has strong agri-
cultural and timber markets as well as
mature environmental markets, such
as for carbon and mitigation banking.
Similarly, portfolio diversification is
important, including diversification of
crops, species, geographies and NbS
revenue streams to manage risk.

Operating and managing assets with
multiple activities and return oppor-
tunities will require flexibility in op-
erational strategies and working with
a range of stakeholders and additional
technical advisers. As a result, local
asset management teams are crucial,
working with teams that know the as-
set, can understand and address risks,
and can identify and work with local
partners.

And finally, it is important to have
measurement and reporting systems to
understand impacts on climate and na-
ture, identify risks, report on progress
and then adapt where needed.

What does the future hold

for NbS?
We believe the future is bright for in-
vestments in NbS. We have seen grow-
ing investor interest driven by increas-
ing government and corporate action,
maturing markets and scalable invest-
ment opportunities.

The untapped opportunity is sig-
nificant, with availability for private fi-
nance to play a critical role. According
to UNEP, over $500 billion a year is
needed by 2030 to restore and conserve
biodiversity.

However, to earn a spot in insti-
tutional portfolios, NbS investments
must also deliver competitive perfor-
mance, diversification benefits, and
measurable positive impacts on nature
and climate.

We believe that a balanced approach
to investing in NbS, drawing on the
traditional benefits of natural capital,
proactively contributing to improve-
ments in nature and climate, comple-
mented by returns from environmental
markets, has the potential to deliver
this ambition.
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Risks and other important considerations

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
investment strategy and is not provided in a fiduciary capacity. The in-
formation 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 their financial
advisors. Moreover, it neither constitutes an offer to enter into an invest-
ment agreement with the recipient of this document nor an invitation to
respond to it by making an offer to enter into an investment agreement.

Nothing set out in these materials is or shall be relied upon as a promise
or representation as to the past or future. This material, along with any
views and opinions expressed within, are presented 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
changing market, economic or other conditions, legal and regulatory
developments, additional risks and uncertainties and may not come to
pass. There is no representation or warranty (express or implied) as to the
current accuracy, reliability or completeness of, nor liability for, deci-sions
based on such information, and it should not be relied on as such.

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 perfor-mance over
any period of time. Certain products and services may not be available to
all entities or persons. There is no guarantee that invest-ment objectives
will be achieved.

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.

Timberland investments are illiquid and their value is dependent on many
conditions beyond the control of portfolio managers. Estimates of timber
yields associated with timber properties may be inaccurate, and unique
varieties of plant materials are integral to the success of timber operations;
such material may not always be available in sufficient quan-tity or quality.
Governmental laws, rules and regulations may impact the ability of the
timber investments to develop plantations in a profitable manner.
Investments will be subject to risks generally associated with the
ownership of real estate-related assets and foreign investing, including
changes in economic conditions, currency values, environmental risks, the
cost of and ability to obtain insurance and risks related to leasing of
properties.

Responsible investing incorporates Environmental Social Governance
(ESG) factors that may affect exposure to issuers, sectors, industries, lim-
iting the type and number of investment opportunities available, which
could result in excluding investments that perform well. ESG integration
incorporates financially relevant ESG factors into investment research in
support of portfolio management for actively managed strategies.
Financial relevancy of ESG factors varies by asset class and investment
strategy. Applicability of ESG factors may differ across investment strat-
egies. ESG factors are among many factors considered in evaluating an
investment decision, and unless otherwise stated in the relevant offering
memorandum or prospectus, do not alter the investment guidelines,
strategy or objectives

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

Nuveen, LLC. provides investment solutions through its investment
specialists.
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