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1 Introduction and approach

In the early years of land-use climate finance (e.g. Eliasch Review, 2006), attention focused on
sources of climate finance at global or regional level for resource mobilisation purposes. In the
context of Reduced Emission from Deforestation and Degradation (REDD+) negotiations in the
UNFCCC setting, Annex 1 countries and international financial institutions were encouraged to
commit or pledge finance for halting deforestation. Several publications and research projects
attempted to map and compare commitments and pledges, to inform the fairness and burden
sharing discussions in the UNFCCC negotiations. A prominent example is the comprehensive
UNFCCC mandated work on an investment and financial flow methodology to provide assessments
of finance needs across sectors, including the land sector, for 2030 (UNFCCC, 2007). However,
mobilisation and disbursement are two very different processes, and successive mapping studies
of land-use climate finance in recent years have documented that a minor share of committed
finance has so far reached land managers, such as farmers and forest owners. The measurement
and reporting of mobilised private finance are still work in progress. While some UNFCCC Parties
report mobilised private finance under the Rio markers and the European Commission covers it in
its Biennial Reports, this is not a requirement in the UNFCCC reporting format - i.e. the Common
Tabular Format (CTF).

At the 15t session of the Conference of Parties (COP 15) in Copenhagen in 2009, developed
countries committed to jointly mobilise USD 100 billion in climate finance per year from public,
private and alternative sources by 2020. Progress has been made towards the achievement of this
global climate finance target. The OECD reported that as of 2017, USD 71.2 billion was mobilised
by developed countries for climate action in developing countries, a figure which rose from 58.6
billion in 2016, as shown in Figure 1-1.
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provided and mobilised by developed countries 2013-2017.

The magnitude of the USD 100 billion goal, in terms of public finance from developed countries,
but also in terms of the number of countries having committed to it, created the need to improve
tracking systems and contributed to building knowledge about the structure and particularities of
climate finance. The global community came to realise that the climate finance landscape is
complex, as it consists of relationships and transactions that are driven by public policies,
incentives and funding on the one side and the need to balance risks and financial and climate
impact returns on the other side.



1.1 Objectives

The purpose of this study is to support the development of a methodology to map and track
private land-use finance, in complement to the existing public land-use finance mapping
methodology featured in the Land-use Finance Tool (LUFT), developed by the European Forest
Institute (EFI) and Climate Policy Initiative (CPI) in 2018. The objectives of the study are the
following:

> Strengthening the understanding of land-use finance at national level and subnational level

> Designing and communicating a methodology to track (and monitor) private land-use
investment

> Supporting the development of investment strategies, investment opportunities and measures
that increase the visibility of finance within the land-use sector

1.2 Approach

There is plenty of reports on private sector and climate finance, and on how to mobilise, invest and
even map these flows. Several noteworthy publications over the years have covered energy,
infrastructure and sometimes industrial sectors, but leave out the land sector (e.g. UNEP-FI,
2014). For these sectors, the recipients of climate finance are often a legal entity, a project,
special purpose vehicle (SPV) or a registered company. The size of possible investments, their
perceived profitability, and the professionalism of the project entity are significant. By comparison,
in the land sector, the recipients are often individual land managers, such as smallholders,
commercialised farmers, forest owners or communities. In addition, the global share of private
sector climate finance in adaptation, agricultural or otherwise, is currently still negligible (Buchner,
2011). Methodologies for mapping private finance in the land-use sector are also scarce.

To identify, assess and propose approaches to map private climate finance in the land-use sector,
this study proposes a framework of private finance flows into the land-use sector (chapter 2).
Based on the framework, it thereafter proposes a set of operational recommendations and
presents the main technical challenges to the mapping of private climate finance (chapter 3).

Recommendations build on a detailed assessment comparative analysis of more than 10 completed
mapping exercises and lessons learnt from these case studies. The detailed assessment is
available as an Annex to this report.



2 Framework for Private Finance in the Land Sector

Sustainable finance is understood as finance that respects and supports the Sustainable
Development Goals (SDGs), while Green Finance is a subset of sustainable finance targeting
environmental impacts. Climate finance supports the attainment of climate objectives directly or
indirectly and is key for the climate transition as emphasised in the Paris Agreement. The
relationship between the types of finance is shown in Figure 2.1.

Private climate finance is a subset of climate finance, which again is a subset of sustainable
finance. Sustainable finance flows through existing financial systems, using existing, modified or
new instruments. While some actors in the financial system are dedicated to a particular climate or
SDG objective, many actors are not. The land sector, here understood as agriculture, forestry and
agri-businesses supporting land managers directly, are nested in rural, local, regional and national
economies, which comprise other sectors such as energy, transport and industry. Land-use climate
finance includes financial instruments and assets that are directed at the agriculture and forestry
sector and includes measures to restore and/or conserve land. In general, such finance flows
should aim at having a positive impact on the environment (e.g. reduction of deforestation or
biodiversity conservation) and increase the productivity (e.g. carbon sequestration potential) of
the land itself (Le Queré, 2017). The embedding of climate finance in the land sector is depicted in
a stylised manner in Figure 2-1 below. This report is concerned with the private side of land sector
finance.

[/ National or subnational AhdSeetorfinance
\,\.

Public Private

Other sector
Sustainable (soé{;) finance
|

’ Green Finance J

Climate Finance

| |
| i

\_ International

Figure 2-1. The nesting of climate finance in the land sector within SDG finance and the land sector
financial system, in a national and international context and alongside other sectors. The boxes’
sizes are only illustrative.

Understanding and mapping finance in the land sector must build on an understanding of the
context and the existing financial system in a given country, region or globally. The framework for
mapping private finance in the land sector developed later in this report will rely on the generic,
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widely applicable reference model for private finance flows, instruments and actors presented in
this chapter.

Table 2-1. Overview of relevant definitions. The definitions are not mutually exclusive and rather serve as
clarification of meaning of various terms often used in the context of sustainable finance and
land use. Sources are given in the table.

Type of finance Definition and source

Green Financial investments flowing into sustainable development projects and initiatives,
environmental products and policies that encourage the development of a more
sustainable economy. Green finance includes climate finance but is not limited to it. It
also refers to a wider range of other environmental objectives, such as industrial
pollution control, water sanitation or biodiversity protection (the GEF, 2018:
Introduction to green finance).

Impact investment | “Investments made with the intention to generate positive, measurable social and
environmental impact alongside a financial return” (GIIN, 2020).

Sustainable Sustainable finance refers to any form of financial service integrating environmental,
social and governance (ESG) criteria into the business or investment decisions for the
lasting benefit of both clients and society at large (source: Swiss Sustainable
Finance).

Climate The UNFCCC definition is that climate finance refers to local, national or transnational
financing—drawn from public, private and alternative sources of financing—that seeks
to support mitigation and adaptation actions that will address climate change.*
Several other definitions exist, which are discussed later.

Biodiversity Biodiversity finance is the practice of raising and managing capital and using financial
incentives to support sustainable biodiversity management. It includes private and
public financial resources used to conserve biodiversity, investments in commercial
activities that produce positive biodiversity outcomes, and the value of the
transactions in biodiversity-related markets, such as habitat banking (Biofin, 2021).

Conservation Conservation finance is the practice of raising and managing capital to support land,
water and resource conservation. Conservation financing options vary: by source,
from public, private and non-profit funders; by type, from loans, grants, tax
incentives or market mechanisms; and by scale, from federal to state, and national to
local.

Agricultural Agricultural finance is the study of financing and liquidity that service credit provides
to farm borrowers.

Forest Forest finance is understood to refer to all forms of financing for sustainable forest
management (SFM) (UNFF, 2016).

Rural Rural finance is the provision of financial services for rural farming and non-farming
populations at all income levels (Microfinance Gateway, 2013).

2.1 Introducing the financial system of the land sector

The land sector is embedded in the rural and forest economies and involves a range of thematic
finance flows relevant to landscapes. The predominant economic actors in a rural economy are the
land managers that produce crops, wood, livestock and other goods by managing the productivity
of natural capital such as soil, vegetation and animals. As land tenure systems and customary
rights differ across countries, the land manager and landowner are often not the same in a

! https://unfccc.int/topics/climate-finance/the-big-picture/introduction-to-climate-finance
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developing country context. The land manager is the actor managing the land and the one in focus
in this report.

Private land-use finance can serve several purposes, depending on the stage of economic
development and type of land manager. Finance needs can be classified according to time (short,
medium, long) or purpose (productive, consumptive, unproductive) (FAO, 2006; ISF, 2019), and
different financial instruments and markets will be most suitable for different combinations. Short-
term financial needs relate to inputs and working capital mostly. Long-term (decadal) finance
needs for productive use, such as new land or machinery, fits long-term fixed loans offered by
institutional investors. From a land manager's perspective, access to finance will help ensure
future supply, reduce risks, lower costs, regenerate natural assets and access new markets
(LIFTKit, 2018; Bellfield, 2019). In practical terms, this translates into changing practices,
adopting new technologies (e.g. warehouse cooling, drip irrigation or drones), accessing new
markets (e.g. global supply chains or markets for certified products), or learning new skills
(McKinsey, 2019; ISF, 2019). The return on investment needed to implement these changes will
materialise as increased income, improved productivity and/or improved efficiency, which again
will improve the farmer’s business (Wulandari et. al., 2017).

2.1.1 Development stages of rural economies: the role of markets

As markets for the farming or forestry products of rural economy expand and mature and as
productivity increases, the commercial business case for financial service providers in those
markets also improves. As a result, more sophisticated and complex banking and credit systems
emerge, and private capital markets become more involved in the sector (ISF, 2020). The pace
and pathway of any such transition are decadal, country specific, and dependent on domestic and
international macro-level factors. However, they follow certain stages, from a system dominated
by government-led agricultural finance to private capital markets-led finance, as shown in

Table 2-2 below and explained by ISF (ISF, 2014). In any system, private and public finance co-
exist, blend and together offer a range of financial services to land managers. Blended finance may
serve as a catalyst of private finance, for example by reducing risk. Many of the major institutional
investors and multilateral development banks have dedicated programmes for blended finance. In
this report, private finance also refers to blended finance instruments.

The relative importance of public and private finance will vary across development stages and is
highly influenced by the country context. In the early development stage, domestic public finance
constitutes the predominant form of finance available to land managers, the forest sector, and
agri-businesses.

Table 2-2. Overview of development stages of rural economies as developed by ISF, 2014. While
developed countries represent a more mature stage (towards the right of the table), there is no
normative element to the stages. Several middle- or high-income countries are categorised.

Stage The informally The government Bank-based stage | Market-based
served stage entry stage stage

Government role Little to no Expanding Oversight and Deregulation
involvement available credit, regulation
working through
farm-level
organisations,
enhancing
productivity more
broadly

12



Sources of farm debt Non-institutional Government- Commercial Banks, securities
moneylenders supported lenders' share of and "merchant
community lenders | agricultural debt is | creditors"
greater than or
equal to
government-
sponsored
institutions;
informal lenders a
minority
Farm structure Smallholders and Decrease in Land consolidation | Split between
tenant farmers smallholders as intensifies large commercial
land consolidation and smallholders
increases with links to
merchant creditors
Farm productivity Low Increased input Profitability High
use drives rising increases
productivity

The characteristics of the financial system of the land sector are dynamic, evolving and country
specific. They also reflect the balance between risk and return as perceived by investors and
lenders, a trait that is most pronounced for private finance. Risks are mitigated by, for example,
government intervention, grants or subsidies, and returns increase with improved productivity of
land managers. Over time, more financial service providers enter the market stirring a transition
to larger, market-rate debt instruments. As markets expand and mature into more established
systems, private finance dominates. Across stages, the basic financial markets remain the same
(commodity, debt, land, equity and possibly carbon markets, see section 2.2), although their total
value and the nature and sophistication of the offered products increases as markets mature and
consolidate. For legal entities like cooperatives and companies, equity and more complex debt
products, such as convertible loans, will become available. For individual land managers, this
progress means access to a broader range of financial services at lower cost, often starting with
basic banking services, such as savings accounts, short-term credit and access to transactions.

2.1.2 Financial inclusion and access to finance

Understanding and accessing financial services is a barrier in many rural settings, as farmers
typically have limited knowledge of requirements associated with financial products and services
(Wulandari et al., 2017). Further to the matching of instruments and risk-return profiles,
technological advances in fin-tech, internet connectivity and machine learning can also extend and
expand financial services and instruments to new land manager and agribusiness actors,
previously not served due to perceived high transactions costs or high risk. As the financial sector
and farmers get to understand and appreciate each other’s services and sectors, offered services
will become more relevant and used. In some geographies, financial service providers have been
found to have limited knowledge or understanding of the agricultural sector, and are therefore
more risk averse (Wulandari et al., 2017).
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Table 2-3.

Adapted from ISF, 2019.

Overview of typical availability of financial instruments to generic types of land managers.

Financial product Personal or family entity Legal entity
Subsidence Commercialising Cooperatives, Industrial farm or
farmer or forest farmer or forest projects, Joint forest estate
user manager Ventures or SPVs

Informal credits v v

Public credit v v

Crop insurance v v v

Private credit v v v

Long-term debt v v

Equity (v) v

In the rural and forest economies, the financial service providers will offer financial instruments
and financial market access to land managers, on the basis of micro and deal-level consideration
of risk and return. While there may be significant differences among land managers within a
region, the degree and extent of market access and complexity of instruments offered by financial
services providers will broadly match the state of agricultural and forest sector development. A key
determinant that can both amplify or hamper a general trend is technological development,
namely access to and adoption of new tools and technologies. However, this is again dependent on
the access to credit and loans, hence the financial services offered.

Access to finance is a critical element of the climate transition for smallholders and entrepreneurs
in the land sector (Ruete, 2015; Wulandari et al., 2017), and therefore it is important to
understand available financing options of both climate and traditional finance in a given country
(for a case example in Peru, see Bellfield, 2019). Currently, the financing gap for smallholders is
estimated at anywhere between 98% of long-term financing needs in Sub-Saharan African
agriculture, to 34% of short-term farm sector needs in Latin America. This equals an estimated
USD 170 billion annually (ISF, 2019). For forests, finance appears to be available but lack of
disbursement channels and financial service providers in the implementation areas disconnect
dedicated flows and land managers who remain without access to financial markets (Asen, 2012).
Without access to finance, changed in practices and adaptation in the land sector to new conditions
or to serve new purposes will be slow, incremental and incidental.

Financial inclusion describes access to basic financial services or means of transaction and remains
low in large parts of Africa and Asia, and in some Latin American countries (GPFI, 2021). Across
sub-Saharan Africa, Asia and Latin America approximately 40% of adults do not have access to
banking services. Many of these actors are smallholder farmers, forest dwellers, and indigenous
peoples who are unserved by formal, financial markets despite needing the products (Bellfield,
2019). International companies, industrial or large farms, and agribusinesses in some areas can
access a wider range of local or national financial services, sometimes even international ones.
Land ownership and professionalism are often prerequisites for actual access to financial markets.

In conclusion, the complexity of providing climate or sustainability finance to land managers
depends on the existing financial system and financial flows, as well as the instruments used to
disburse finance. Mapping of private finance can therefore help identify gaps and barriers to
financial inclusion. To be able to characterise a rural economy for the purpose of establishing a
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purpose-driven private finance mapping framework, a generic, widely applicable private finance
reference model is presented below.

2.2 A land manager-centric private finance reference model

The private finance system can be understood from a multiplicity of entry points and is
multifaceted in nature. In addition, it varies depending on the scale and location of a given land-
use finance study. The private finance reference model presented below (Figure 2-3) builds on
existing research and literature, and aims to aggregate, systemise and simplify these aspects by
providing a frame for organising the complexity. The systems thinking behind the framework
encapsulates the entire global agricultural and forests sector, its actors, and potential financial
flows and instruments in an aggregated and generalised manner.

With this model, the instruments, their availability, and the nature of the rural economy can be
structured. With a structured and complete reference model, it is also possible to develop
contextualised and calibrated assumptions on sizes of flows and roles of actors, in mapping studies
of regions or countries where data is scarce and study budget and outreach capacity is limited.

To serve as reference and background for mapping studies, the private finance reference model
should allow finance mappers to understand the broader landscape of financial flows. The
understanding of the sector can support the assessment of the feasibility of a particular study
before its initiation. And, if started, the reference model can help overcome lack of resources or
available data, assess their current or foreseen relevance, or refine the specific focus or objective
of a mapping exercise.

The private finance reference model covers the private flows and complements the LUFT mapping
framework in a consistent manner, focusing on public flows (CPI & EFI, 2018, see Land-use
Finance Tool). The visual description of the model is land manager-centric, but contains the same
principal actors, instruments, and uses as covered in Ampri et al. (2014) and later used by several
climate finance mapping studies.

Through the private finance life cycle, land managers can raise finance from different markets. The
private finance life cycle is depicted below and will often work in parallel with and linked to the
public finance life cycle, as described in the LUFT Guidance Figure 2-2 (CPI & EFI, 2018).

Natural Capital

Disbursement Land
Channel Manager

¥

4

Figure 2-2. Simplified overview of the private finance life cycle for land sector finance. Developed from
Figure 9 of LUFT Guidance (CPI & EFI, 2018), showing public sector finance life cycle.
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Land managers, small agribusinesses and other land sector actors may look to commercial
financial markets, if self-finance and public finance sources have dried up or are not available.
Commercial finance is raised in markets where all actors trade and transact in the expectation of
profit, and therefore financial markets may not be available to all land sector actors in all areas if
the perceived balance between of profit and risk on the side of the finance source is unfavourable.
Commercial financial markets are in some jurisdictions informal, and formal and informal markets
will co-exist and serve the same population.

2.2.1 The Reference model: Land Managers and Markets

Regardless of barriers for inclusion into markets, the principal flows of different forms of formal
finance from governments or commercial markets to land managers depend on the development
stage of the rural or forest economy in general, and the legal status and professionalism of the
farmer or forest manager in particular (see Figure 2-2 above). In addition to public funds through
grants, state loans, or direct government budget expenditure (LUFT, 2018), finance for land
managers’ capital expenditure can also be mobilised from own savings (self-finance) or informal
sources, such as family and friends. The most relevant formal and commercial markets are listed
below:

1 Commercial financial markets, either as equity (in exchange for ownership) or debt (in
exchange for interest). The financial products can be long-term (debt or shares) or short term
(credits or lease).

2 Land and property markets, through sale of land (if land is owned) or concessions granting
rights of use, either exclusive or shared right.

3  Commodity or goods markets. Through the supply chain and buyers, in the form of revenue
from exchange of goods or services in specific product or commodity markets. The income
from sales can be saved for later self-financing.

4  In some jurisdictions, some land managers will also be able to monetise ecosystem services
markets, predominantly carbon regulating services through mechanisms such as REDD+.
Thereby, avoided emissions or carbon sequestration can provide for finance through sale of
credits or certificates. This market is growing but limited in scale.

It is the size, flow, and types of connections (or lack of) between land managers as custodians of
land and financial markets that are the principal, common subject of study for all private finance
mapping exercises for the land sector. All finance mapping studies ultimately seek to understand,
and if possible, quantify the finance available to land managers, its conditions and relevance. The
private climate finance concept presented here offers a land manager centric perspective, designed
with a focus on the immediate interface between land managers and the mentioned markets as
offered by financial service providers, as seen in Figure 2-3 below. This focus is sometimes
referred to as “Direct Farmer Finance” (ISF, 2014). Lack of direct finance, i.e. access to finance or
types of finance, and the reasons for this may also interest mappers and warrant a systems
approach to mapping of private finance in the land sector in developing countries. Gap analysis
providing information on lack of finance is useful for devising new financial instruments, for private
and public actors alike.
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The private finance reference model can be applied all stages and all geographies and is
sufficiently broad to include all financial flows and markets serving land managers in the
agriculture and forest sectors in developing countries. From this full picture, it is possible to
understand the role and context of climate, biodiversity, conservation, development, or green

2 The focus of the reference model is the transactions between the two dotted lines. Each of the arrows going
to the land manager represents flows of finance transferred using one of the financial instruments covered in
the following sub-charters, and by the actors covered in chapter 2.4. The arrows from the land manager to the
markets represent the security exchanged for the finance. The tagging of the many uses of the finance are
presented in chapter 2.5, and further elaborated on and assessed in chapter iError! No se encuentra el

origen de la referencia..
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finance, a particular instrument (e.g. bonds), market (e.g. commodities), actor (e.g.
cooperatives), or use (e.g. adaptation). These key dimensions are all described in more detail
below in chapter 2.3 and serve as structure for parts of the assessment of existing mapping
exercises in chapter iError! No se encuentra el origen de la referencia..

2.2.2 Financial transactions

To access finance from the five markets offered by available financial service providers, the land
manager must enter into an obligation to return a financial or non-financial asset. For all types of
assets, the three main characteristics are ownership, economic value, and ability to generate
future economic benefits, and all formal financing instruments are accompanied by terms and
conditions for each of these (and more). In its widest sense, assets are both the resources
invested in, and the cash or other asset transferred in return.

There are two sides to all financial instruments. A financial transaction is by definition tied to a
liability on the party receiving the exchanged cash or asset. The liability will be unfavourable for
the holder and may constitute an obligation to pay back in cash plus interests, or return another
financial or non-financial asset, including transferring a share of future income (dividend). The
obligation can also be non-monetary, and in full or part linked to management practices or non-
financial assets or services. Such obligations can include conditionalities linked to sustainable
management, environmental targets, objectives or thresholds. In that way, all conventional
financial instruments can be used to promote environmental or climate agendas. Different markets
have different means to incentivise or even impose certain actions and management practices.
Conditionalities, price premiums, rates and discounts and collateral all belong to specific markets
and instruments and can be structured and offered in different ways that forge mainstreaming of
climate considerations and practices into decision making by landowners.

Financial instruments offered to land managers can utilise all assets and services in the land sector
as a basis for conditionalities. Conditionalities can then tie to different stages in the private finance
life cycle, such as access to finance, pricing, costing, disclosure of information, controls or checks.
Therefore, to map, understand and compare flows of various types of finance (e.g. conservation,
climate, green) it is key to understand the range of instruments and how they employ
conditionalities, linked to what step of the finance life cycle, and which environmental parameter.
This again necessitates a basic understanding of the assets and capital available to the land
manager.

2.2.3 Natural asset management

In financial accounting terms, an asset is a resource controlled by an owner. For the agricultural
sector, the International Accounting Standard (IAS, 1970) recognises plants and animals as
biological assets. According to the standard, agricultural produce is the harvested product from the
biological assets. Land and buildings are termed ‘real’ assets. In addition, assets can be financial
or non-financial, and tangible or intangible. Intangible assets are identifiable and non-monetary,
and without physical substance. In the case of land sectors, this could be knowledge of land,
practices and skills and resources not identified and amortised or priced. Financial assets can be
monetary in the form of cash, or a contract or expected future income.

Natural assets are assets of the natural environment. These consist of biological assets (produced
or wild), land and water areas with their ecosystems, subsoil assets and air (OECD, 2003).
Investments in a landscape that directly improve production, ecosystems, income, and possibly
other aspects of the landscape are landscape asset investments (LIFTkit, 2018). In line with this
broader understanding of assets, the concept of natural capital accounting (NCA) extends the
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financial understanding of assets to include the goods and services provided by the natural
processes managed by a land manager, also labelled ecosystem services. Natural capital is then
the stock of natural assets that provides ecosystem services, and the often-termed Natural Climate
Solutions are the management practices performed on these assets to achieve climate mitigation
and adaptation benefits.

For a land manager, ecosystem services are provided by natural assets which are a subset of
production assets. Soil and vegetation on the land are both productive, natural assets. Production
assets include all other assets that support the production, such as tractors, harvest machines,
equipment and labour. By valuing ecosystem services alongside other production assets, these
become financial and tangible assets. In this context, it is possible fully or partially to match a
financial obligation with return of natural capital assets, including ecosystem services. Climate
regulation is one ecosystem service, see e.g. IUCN Global Ecosystem Typology 2.0 (IUCN, 2021),
for full overview and context of ecosystem services.

However, in times of climate change, the natural asset management performed by land managers
is not limited to increasing and reaping benefits of sustainable management of natural assets. As
for all other physical assets, climate change further materialises as risks to assets, both in the
form of severe weather events and changing conditions. Changing climate may lead to decreasing
productivity, degradation of productive natural assets, and assets stranding. The so-called climate
transition risks are yet to be fully priced into asset values. Climate transition finance is understood
as financing the climate transition trajectory as far as it relates as a material factor to the future
success of the business model, as opposed to being an incidental aspect. Further to this, the
Climate Transition Finance Handbook (2020, hereafter the CTFH), explains the logic of including
assets in considerations of climate financing, as assets management practices (and hence land
managers) that resist or hesitate to adopt new approaches or change practices likely end up with
assets stranded or degrading leading to depreciation or losses in the books of investors.

Based on this thinking, the overview below and generic classification of the assets of land
managers are proposed in Table 2-4. It should be noted that a key difference between (some)
public finance and private finance is the need for a financial asset in exchange for the finance
provided. Public finance instruments, such as subsidies, do not include a contractual obligation to
return a fixed amount of a financial asset. The assets below are those in theory available at the
land managers disposal to exchange for finance with the purpose of improving the farming or
forest practices.

Table 2-4. Generic overview of assets managed by land managers.
Tangible Intangible
Financial Cash Contracts, receivables
Crops
Non-financial or production assets | Equipment, machines, labour, ... Unvalued ecosystem services
Soil, animals, and plants

The private finance reference model in Figure 2-3 above incorporates the various markets in which
the land manager in principle and if available can access finance to meet a range of needs, of
which some concerns the improvement of the business. The actors, flows, instruments, and uses
of the provided finance are explained in the following section.
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2.2.4 Describing private finance systems: markets, actors, and use

As outlined in UNEP-FI's report on demystifying private climate finance (UNEP-FI, 2014), the
private financial landscape is rich and complex. However, across the many possible financial
instruments available, six dimensions can be used to differentiate and characterise individual
financial transactions:

> The legal nature of the transaction.

> The seniority and risk profile of the transaction.

> The intermediate actors channelling the flow.

> The term of the financial arrangement and its liquidity.

> The source or origin of finance.

> The knowledge of use of proceeds related to the transaction.

To understand the transactions involving land managers, the nature and status of the financial
service provider and the land manager must be investigated. Therefore, UNEP dimensions 1, 3,
and 5 are used a basis for two governing dimensions on legal nature, and actors of the financial
system. 2 and 4 are treated in more detail for each market, whereas 6 is excluded from this study
as it falls outside of scope, not involving capital at the disposal of the land manager but rather the
investor.

The land sector private finance system and the reference model proposed can be understood as
organised along three major dimensions: financial markets and instruments (legal nature), actors
and institutions (actors and sources), and activities and uses. This includes a new dimension
relative to UNEP-FI (2014), on uses. The other three dimensions refer to the finance itself, the
entities behind transactions of finance, and the use of the finance respectively. The split and
subsequent treatment of both the actor dimension and the instrument dimensions separately,
allows to a more informed and structured assessment of risks and opportunities. The three
dimensions and the key subcategories are shown in Table 2-5 below. The subsequent sections
describe these three categories in turn.
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Table 2-5. Preliminary suggested subcategories for each of the dimensions of the private finance model
and the LUFT typology combined. Each of the dimensions is discussed in more detail in
subsequent sections. The way of presenting these as rows with drop downs unfolded has been
taken from the LUFT guide, to allow comparison. Under financial instruments, off balance sheet
finance could also be listed. However, this is almost impossible to track and therefore not

included.
Market Source Intermediate/ Financial Recipient (Land | Use (Activity-
Disbursement Instrument manager) or attribute-
based tags)
Commodity Government Government Equity Smallholder Aligned (y/n)
(local, national) (National, local, farmer
regional)
Debt IDOs International Credit Commercialised Mitigation/ada
Development farmer ptation
Organizations
(IDO)
Equity Funds (public, NGOs, Business Loan Agri-industrial Ecosystem
private) Associations, entity Services
Networks,
Alliances,
Land Companies Banks Debt Cooperative Direct/Indirect
(upstream,
downstream)
Payment for Private investors  Cooperatives Sale of land Trust or charity
Ecosystem
Services (PES)
Banks SPV/Project Lease of land Public entity
Entities
International Traders Concession
Finance
Institutions (IFl)
Manufacters Price premium

Advance payable
Receivables
payment

Supply chain loan

The above overview extends from the overview provided in LUFT module 4 on public finance life
cycles and includes both private and public (and blended) finance. The notion of ‘private’ to
determine the type of finance can be applied at several nodes in both the markets (blue) and actor
(grey) dimensions. This again depends on whether the finance is provided by a public or private
entity (source), a mix of sources, or whether it is being disbursed in the interface towards the land
manager by a public, public backed, or private financial service provider. Several different
approaches have been applied in different studies and research and will be further discussed in
chapter iError! No se encuentra el origen de la referencia. under definition of private finance.
The main message at this stage is that private finance is a web of actors and flows interlinked with
public finance actors and flows at various levels. In its broadest sense, private finance can be
understood as finance with at least one private sectors actor involved at any stage in the finance
life cycle, and that the provision of finance to the land manager is associated with a formalised
expectation of profit.

2.3 The markets and their financial instruments

Actors in the agricultural and forest sectors in developing countries have access to a variety of
financial markets, and the typical classes of financial instruments linked to these. The specific
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availability of financial instruments offered by financial service providers in each country or region
depends on the maturity of markets and governance institutions as shown previously.

The five markets

Market-based understanding of financial services as underpinned in the private finance reference
model, focus on the nature of the transaction and the division of risk and return of an investment
(i.e. the first dimension outlined above). Financial services are offered by financial institutions, like
banks, lenders, brokers, and investors. The product they offer can be a loan, a transaction, a
guarantee, or a real estate deal, which are all variations of common types of financial instruments.
Instruments are the basic categories of services involving an agreement on conditional exchange
of any kind of monetary value. Financial instruments can be cash, a contractual right to deliver or
receive cash or another type of financial instrument, or evidence of one's ownership of an entity.
In this report, financial instruments are understood and differentiated based on the financial asset
class they refer to, namely insurance, debt, land, carbon (natural capital), or equity.

Table 2-6. Markets, asset classes, and payments as used by the private finance model.
Market and instrument Underlying asset class Payments
Commodity and Goods Products or goods Monetary, in exchange for product or
good
Debt Any collateral accepted, including Fixed, variable or other forms of
land, equity, or commodities and interest
goods
Equity Ownership of entity In principle dividends
Land Land value, ownership or use rights | Produce or values to be harvested or
extracted from the land
Carbon and Ecosystem Productive, natural assets Formalised units of quantified and
Services Ecosystem Services verified service

It should be noted that in this report, private finance refers to all formal provision of financial
services, including financial services provided without a financial intermediate (inclusive finance,
community savings, microfinance, see Ruete 2015). Recent estimates suggest that informal
finance sector provides around 25% of the smallholder rural finance in 2019 (ISF, 2019). The
informal sector includes professional moneylenders, traders, agents, landlords, friends and family
(FAO, 2006). Informal financial services, even if these in some jurisdictions may be important, are
however not covered, as they are often not recorded in any way.

There is no official taxonomy of financial instruments and markets, but a handful of frameworks
and several useful practical applications that can be referred to. A broad and useful reference is
the ISO10962 code for classification of financial instruments (called CFI, see ISO, 2019). It
consists of 15 categories or instrument types, with first-order subdivision being groups, and
thereafter a number of attributes of which the first is underlying asset for financing, voting rights
for equity, and type of interest for debt. For a key to aggregation of various typologies for financial
instruments and their associated markets, the market division applied in this study, the generic
ISO code and examples of market and instrument applications in recent literature on land-use
finance are provided in the following Table 2-7.
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Table 2-7. Overview of examples of use of terms and inclusion of markets in contemporary financial
terminologies.
Resource\markets Equity Debt Commodity Land Offsets & Insurance
credits
1S010962 (code for | Yes Yes Not Not Yes, under Yes, under
instruments, not considered considered ‘others’ ‘others’
markets) an an (MM5) MM2
instrument instrument
itself, but as itself, but as
a subgroup a subgroup
under most under most
categories?® categories
LIFTKit, 2018 Yes Yes Yes, under Yes, as Yes, as PES Yes, to
loans as equity reduce
supply chain risks
credit and
under Equity
impact
investments
in supply
chains, etc.
Tobin-de la Puente Yes, with Yes, with Yes, supply No Yes, as (1) No
& Mitchell, 2021: debt as equity as chain finance biodiversity
Little Book on Green Green offsets, (2)
Investing in Nature Financial Financial carbon
Products Products credits and
Natural
Climate
Solutions
Ruete, 2015: Yes, Yes, as Yes, called No No No
including savings, value chain
also loans, finance. Also,
leasing. micro- includes
Grouped finance, factoring.
with debt credit
as direct schemes
finance
ISF, 2019: No Yes, No No No Yes
Pathways to savings
prosperity

The tabulated overview above shows how very different typologies for markets and instruments
have been applied. While not necessarily mutually exclusive and contradictive, the various
classifications have implications for direct comparability and warrant caution. The reference model
developed here provides a first order, inclusive typology for markets and instruments to enhance
comparability between finance mapping studies if applied in the future.

Financial Products and services

Whereas the financial markets are the marketplace where creation and trading in assets take
place, the financial instruments are the generic types of agreement on distribution of risk,
ownership, and liabilities backing the trading. Financial products are agreements on transactions
involving finance between the land manager and the financial service provider and are thus closely
linked to the market and the instruments backing the product. The process of offering and advising

3 As spots, futures, swaps, entitlements, warrants, and referential instruments of different kinds.
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on the product itself is the financial service. In a rural finance context, this service is often
provided by local or community banks, or state or agricultural rural banks linking back to
international sources of finance including development finance, e.g. through guarantees (ISF,
2014). Extension services and microfinance institutions (MFIs) also play a potential role in some
places. In particular for smallholders, banking access is limited as many larger and international
banks do not service this segment. Servicing smallholders requires specific sector expertise and
collateral such as clear land title and tenure systems, and lack of these is the common reasons for
these institutions refraining from this segment (ISF, 2014). Therefore, the financial service
situation, and hence the variation in financial products offered and the list of actors active in the
land sector space, will depend on country and jurisdictional conditions and cannot be compared
directly.

Furthermore, financial service systems, technologies and products are dynamic. The past decade
has seen a proliferation in financial products offered in many rural settings in developing countries
(ISF, 2016; 2019). Where simple credit schemes predominated, FSPs now offer integrated and
wider range of products, allowing more sophisticated shift of risk and return, and including
insurance schemes, business development advisory, and more forms of lending. The result is a
more nuanced but also complicated picture, where mapping of actors and financial flows in a given
rural setting becomes more interrelated. The past close connection between certain actors and
certain products, such as state credits agencies offering annual credits only and public crop
insurance schemes being the only insurance provider, is no longer as clear. This means that
understanding and mapping access to financial services for land managers will entail
understanding what ISF calls the ecosystem of capital providers in rural economies (ISF, 2019),
comprised of actors and capital flows.

The more nuanced picture of financial instruments (and actors) is further complicated with
emergence of fintech, rise in and capacity of mobile phones in rural areas, and hybrid or new
business models of FSPs. New financial products penetrate rural finance markets, and change
markets and delivery models profoundly (ISF, 2019). The mapping framework applies a financial
instrument focus that can cover and handle these new products, as long as their risk and return
logic is clear and transparent.

Assets: Real and Natural

Across markets, the land manager or owner will need to back up the financial contracts with an
asset, as briefly mentioned previously. As outlined by Global Impact Investor Network

(GIIN 2020), alongside private equity and private debt in the principal division of investment
dimensions for impact investors one will find real assets, such as machinery, timberland, or a
warehouse stock. Asset managers and owners are at the top of decisions in investment chains,
and hence hold a special responsibility and opportunity to influence alignment of financial flows
ending in assets, including in the management of the asset (TCFD, 2017). While not a key
dimension itself in the financial concept developed in this report, assets are important as collateral
and security in debt markets and as the entity that can be invested in equity deals. Assets, as
included in the financial concept and can be productive, non-productive, natural, social, and
cultural, and are also characterised as real or intangible assets.

2.3.1 Commodity and Goods Markets and Instruments

Commodity markets are virtual or real marketplaces where primary products and raw materials
are traded. Soft commodities are agricultural products or livestock, and alongside forest
commodities they are the main focus of this model and land sector finance mapping. Relevant
commodities that are traded in these markets are, among other livestock (animals), dairy, crop,
fruit, vegetables, feed, fodder, firewood, construction wood, plywood, bush meat. Hard
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commodities originate from mining and other extractive activities. For land managers commaodity
markets are their main income source, where they sell the products they produce on the farm or
from the forest. Their customers can be local households, businesses, and tradesmen, or in some
places representatives of companies or traders based in or trading with longer distance markets,
such as overseas. Markets can be local, national, regional, or even global, with increasing liquidity
and demand for the larger markets.

Of this model’s five markets, the commodity marketplace is the only one that the land manager
will engage with on a regular if not daily basis to determine prices, meet customers, or gather
intelligence. It is the market where the land manager sells the main products and in which his or
her revenue is generated, and hence the basis for the entire livelihood or business. Profit made by
the land manager from commodity market transactions can be saved and deposited, and thus
serve as the basis for later self-financing of an investment. As this decision is solely at the
discretion of the land manager and cannot be made subject to any external conditionality (except
advice by extension services, family, supply chain counterparts), it is not considered a source of
finance in itself.

Agricultural markets

Smallholders and farmers primarily sell their products to local intermediates such as cooperatives
or traders, and in some cases to local or regional end users directly. Community preferences aside,
farmers will sell at the highest price (Bellfield, 2019). Storage capacity, market intelligence, and
self-sufficiency in combination may allow land managers to wait for better prices and increase
profitability. Market price volatility and speculation by supply chain actors, in combination with
unbalanced pricing power may make some land managers vulnerable and unable to obtain fair
price in the market. Larger agricultural corporate land managers and plantation owners might
benefit from contract farming, long-term supplier relationships and contracts, and ability the to
access a wider range of markets. Global commodity prices may only serve as a benchmark for
them, with certification, supply timing, safety and uniformity of product quality allowing better
prices charged or specific price premiums.

Forest products markets

Forest products like timber can be a high value export market product, whereas bush meat and
fuel wood mostly serve local and proximate markets. The type, composition, and range of products
harvested from a forest will often determine the markets the land manager can sell to, and will
determine complexity and length of connected supply chains. The type of forest and its ownership
and user characteristics likewise determines which markets and supply chain can be accessed.
Commercial timber plantations may almost only serve specific high value, international markets,
whereas communal, extensively managed forests may serve several informal local markets, with
timber only being one minor product. An important note is that in some countries, the state is the
major if not only forest owner, but not necessarily the forest user.

The annual FAO Forest Product yearbook (2019) uses a general terminology of forest products,
based on imports and export statistics. The FAO yearbook includes unprocessed and processed
wood products, including paper and some value-added wood products like furniture. Within the
scope of this reference model, raw materials and any products from processing taking place in the
vicinity of the forest are relevant. The raw materials that provide a source of income for land
managers are timber, wood fuel, and in some cases bush meat, herbs, and other non-wood
products. Only products where the seller is the land manager is included, which in most cases
excludes value-added products, such as paper products, pulp, veneer sheets and panels, and most
processed firewood such as pellets. Artisanal or small-scale manual pellet product may take place
in some rural settings, entirely serving local and household demands. It may be relevant to
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identify downstream activities in a given country to understand which demand and value chains
that are dominating for a given land manager or group of. In some cases, tourism or conservation
may also provide a source of income for forest owners and could be considered a source of
finance.

Trade finance flows and instruments

The sum of finance in exchange of commodities (and other goods) flowing from producers to
consumers is understood as trade, and the financing of trade through above-mentioned private
finance instruments and several public instruments makes up trade finance. To understand land
use private finance flows in a given country, trade flows, commodities, and supply chain
characteristics such as integration and access to financial service providers are worthwhile
research topics that can reveal much about the types of instruments applied.

The basic transaction of a commodity market is the instant exchange of a product for cash. If the
seller (land manager) does trade with the end user close to where the product will be used, a
supply chain will be established. In supply chains, ownership, payments, and risks are key for any
logistics, storage, processor, middleman, or trader involved in the exchange of products for cash.
For all but the very simple informal supply chains, a range of more complicated instruments exist
that can be relevant to identify and understand in any market.

The financial instruments of interest can transfer financial or non-financial incentives to the land
manager to improve practices that are additional to revenue generated by the sale of the main
products in the marketplace. Commodity market instruments that provide an incentive to change
practice includes price instruments and credit instruments. Pricing instruments include premiums
for sustainable production such as through certification standards or labels. Credit instruments are
similar to debt market instruments but used between supply chain partners. Credit instruments
include access to credit, loans, factoring, or leases that are more favourable than market
conditions and rates. Such instruments are offered by supply chain actors that are not financial
service providers, and by banks and state trade credit agencies. The main instruments (not
specific to land sector) include, in addition to price premiums, receivables payments, advanced
payable, and loans (GSCFF, 2016 and 2019). The four main types of instruments are briefly
described in the Table 2-8 below. There are several subcategories of each main type (not
described here).

Table 2-8. Overview of main supply chain financing instruments. Collated from UNECE Trade Finance
Implementation Guide and GSCFF. Both recourses offer more detail on supply chain finance.

Instrument Contextualised description

Price premiums A higher market price paid for products with superior quality, provenience, sustainability,
(certified or not) or similar upon evidence, e.g. in the form of third party verified certificate of means and
processes of production.

Receivables For receivables payments, a financial service provider acts as a middleman, and purchase
payments a shipped product (e.g. a batch of timber) before it arrives at the buyer premises. This
allows sellers to receive payments upon shipment and reduced receivables accounts. The
financial service providers accept the risk and charge a price for this. Forfeiting and
factoring are subcategories of receivables payments, and very common in some
commodity chains, e.g. coffee and cocoa in West Africa.

Advanced Secured or unsecured payments in advance (without transfer of ownership to a

payments middleman) in the expectation that current or future income can enable the payment.
There are three types of sub-instruments, including dynamic discounting where the buyer
agrees to pay the seller in advance without security or a financial service provider acting
as middlemen. This is common is well-integrated supply chains with high trust.
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Loans However, similar to the above the instrument is a loan with interests charged and often a
loan agreement and possible security required.Loans are quite common in many
commodity supply chains.

The use of the above supply chain instruments is difficult to detect and to distinguish for market
observers not directly involved in the supply chain transactions themselves. Customs and trade
data provide some information on flows and goods traded across borders (see more under trade
data in chapter iError! No se encuentra el origen de la referencia.). The three (latter)
traditional types of supply chain instruments allow for optimising working capital upstream, e.g.
for land managers and agricultural SMEs. Therefore, access to supply chains and traders offering
these payment arrangements can be attractive.

2.3.2 Debt Markets

Debt markets are also referred to as bond, credit, fixed income or debt capital markets. In the
debt markets, various derivatives and mortgages are also traded, just as debt instruments can be
transferred between institutions, for example for earmarking for green investments. Debt markets
globally and nationally are significantly larger than equity markets, meaning much more money is
raised through issuance of bonds, than through issuance of stocks. In a climate finance context for
example, the CPI tracking of private climate finance in Indonesia (CPI, 2020), found that
lending/debt was the predominant mode of private climate finance (across all sectors, ibid), with
financial institutions lending a total of 74% of all mapped private climate finance. CPI further found
in Indonesia that 81% of private climate finance flowing into the land sector came in the form of
debt and market-rate loans. Therefore, debt markets will often be central to any private finance
mapping exercise, as most of the private finance available to land managers and agricultural and
forestry businesses will be raised in debt markets.

There is no single exchange or global marketplace for loans, so the market is the aggregation of all
trades and issues of interest based, fixed-income securities. As the market consists of both
issuance and trades between brokers and traders of debt instruments, a significant share of the
market activity and capital does not directly relate to land managers or any other lender seeking
to borrow money for a business. To understand and estimate flows of finance from through debt
instruments from local, national, and international debt markets to land managers and land assets,
the distinction between raising debt and trading debt is important. Issuance of new debt takes
place in primary debt markets. In 2020, the estimated total size of global bond markets in USD
equivalent notional outstanding (across all sectors) was found to be 128 trillion, of which 32% is
corporate bonds (see International Capital Market Association, ICMA). Of specific relevance in this
context, it was recently found that land use makes up a small part of green bonds markets (GLF,
2020).

Corporate bonds are issued by a company, whereas non-corporate bonds are issued by a financial
service provider for or on behalf of a company or private person. Once debt has been issued, the
lender or creditor can trade the bond to a third party. Trade in debt instruments and securities
between brokers and investors are called secondary debt markets and does not entail issuing new
or additional finance available to land managers and agricultural SMEs. The secondary debt
markets are therefore not considered part of land sector private debt finance in the reference
model. A short overview of three main debt instruments by term is provided in Table 2-9.
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Table 2-9. Overview of three main debt market instruments. Based on GEF, 2018 and Investopedia.

Instrument Credit Loan Bond
Definition Credits can be revolving Loans are commissioned by Bonds are issued by the entity
or capped amount. They banks or other lenders, and the | needing finance and will
offer short-term working transfer of money is between typically involve larger
capital access. Credits can | the lender and the loaner. amounts. Bonds can be traded
be issued by a bank, a Loans are typically of longer by qualified investors and are
credit institution, a supply | duration and larger amounts an important instrument for
chain actor or an informal | than credits sustainability finance.
creditor.
Land Sector Most relevant for For land managers with Only relevant for industrial
Relevance smallholder farmers and security and professional agricultural entities with
many commercial farmers | management capacity, loans access to bond markets. Also,
in developing countries. can be available. Informal or SPVs, project, and joint
short-term loans at high ventures may use bonds. The
interest rates may be available | development banks, the GEF
in informal markets. and GCF offers bonds.

A debt instrument is a documented and binding obligation that provides funds to the land manager
in return for a promise to repay a lender or investor at an agreed rate of interest, in fixed
intervals, before a predefined maturity/tenor date and involving a certain collateral, often an asset.
Debt instruments include bonds, credits, certain leases, loans, and other complicated and
advanced debt instruments which are typically not relevant for most land managers, except large
international agro-industrial enterprises. A special type of bond, which may be relevant for some
smaller agro-businesses, are convertible bonds. These bonds can be converted into stocks
(ownership) at a certain predefined threshold price, date, or company value. They are often used
for early-stage financing of growing start-ups and SMEs.

The simplest debt instruments are credits (or credit lines), which are termed ‘revolving’ as they
have flexible payback terms and drawing rights. Simple and short-term debt instruments involve
an agreement between only one lender and one land manager, and are often not linked to either
primary or secondary debt markets for capitalisation as both amount and duration is limited.
Short-term bank lending — mainly credits — are the main debt instruments currently employed for
land managers across developing countries (Dyvik, 2020). Longer-term debt instruments such as
bonds (and mortgages) can be more complex agreements involving secondary investors and may
need refinancing in debt markets at or before maturity. Longer-term debt instruments (bonds) will
require access to an organised marketplace (GEF, 2018), and transparent and stable market
conditions. As development stage of the rural economy, financial market access, and instrument-
FSP links are all related, a characterisation of a particular rural economy can deliver important
guidance for choice of scope and focus of financial flow analysis. A useful first-order distinction
between debt instruments and markets is (i) short-term credit instruments, issued and governed
in a simple FSP-land manager relationship, and (ii) long-term, fixed income, more complex bond
and debt instruments involve secondary markets. The former will often be the main if not only
debt instrument available to smallholders and commercialised farmers in developing countries.

Credits

Credit instruments include promissory notes, checks, various bills (trade, exchange, etc.), and
credit lines or accounts. Credit accounts can also serve as savings accounts, and the bank or
creditor will rely on deposits by some land managers to finance credit lines for others. Public and
private credit lines and providers can and often will co-exist, with state banks or public farmer
credit systems often being a major lender in many geographies. To understand the full picture of
available credit for working capital in a given rural economy, both public and private credits should
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be mapped as well as the production systems and main crops. As in Peru (Bellfield, 2019),
commercial agricultural credit lines are linked to a specific crop or production system e.g. coffee,
cocoa, or agroforestry systems. Furthermore, as farming, but not so much forest management, is
a season-dependent activity, credit needs may change with seasons at regional scale (FAO, 1998,
Ekong, 2013). To understand the importance of and development in credits outstanding or
available, an annual or multiyear perspective is therefore appropriate.

The mentioned credit instruments vary in degree of formalisation and specific conditions applied,
but all govern the exchange of a monetary amount against certain payback terms. In general,
credit instruments help land managers balance uneven income and expenditure streams in the
course of a year or less (FAO, 2006). For smallholders and many smaller commercialised farmers,
productive and non-productive, as well as agricultural and private expenses are part of the same
cash/flow issue, and therefore credits may address several needs at the same time. In that sense,
an agricultural credit line also serves as a livelihood credit line. An important attribute of
agricultural credit instruments are interest rates, which can be set to reflect the risk profile of the
land manager as perceived by the lender, based on an assessment of the ability and willingness to
repay (Basak, 2017). Often, credit lines will also be capped at a maximum amount (Bellfield,
2019).

Loans and Bonds

Bonds are financial securities issued by a company, a financial service provider on behalf of a
farmer, a government, or another larger legal entity. Bonds are longer term, with fixed maturity at
a set number of years after issuance. Upon maturity the nominal value bond shall be repaid, while
the cost of borrowing is expressed as a fixed or variable nominal rate of interest (or coupon rate),
which is due in fixed monthly or annual intervals. Commercialised farmers and agri/industrial
entities use these long-term debt instruments to finance machinery, equipment, buildings and
other larger acquisitions such as land. Bonds instruments are usually linked to a collateral, and the
bond including obligations and rights can be sold and traded as a security in secondary debt
markets. Bonds are a financial asset and can be structured into highly complex financial products
with extensive conditionalities, multiple owners, and detailed collateral governance. This is
uncommon in the land sector, however.

As for credits, the finance provider buying the bond at issuance will assess the credit quality to
determine the coupon/interest rate to be paid and appropriate risk transfer and sharing (Bellfield,
2019). For larger bond issuers, this entails a critical business review of the business, its
profitability, and available collateral. Professional credit rating agencies offer professional grades
for bonds, but this professionalised and market-oriented service is only available for larger
corporations and government entities, and many land sector actors including land managers will
be assessed directly by the lender at the time of issuance. Access to information, formal papers
and documents such as deeds, and acceptable collateral are prerequisites for issuing bonds at
market rates, and in geographies where ownership, land tenure, and use rights are not formalised,
financial service providers will often not accept bond issuance (Basak, 2017). Therefore, bonds
markets are not available to all land managers in all countries.

Sustainability and climate mainstreaming in debt markets

In the international debt market, and among institutional and larger corporate issuers, climate
alignment and sustainability has gained attention in recent years. In this market, both government
and municipal bonds, and private sector bonds are increasingly tied to sustainable agendas and
purposes, and predominantly in energy, utility and infrastructure sectors. Bonds linking to
sustainability conditions are labelled green bonds, and bonds with specific or additional conditions
related to climate mitigation and adaptation are labelled climate bonds. In 2020, USD 270 billion
worth of green bonds were issued, up from USD 175 billion in 2018. An example of a bond
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instrument to accelerate sustainable land restoration by bridging smallholders to bond markets is
the rural prosperity bond, commission by WRI and partners. The market is no longer a niche, but
now increasingly driven by mainstream actors like insurers and banks.

Credit access and agricultural credit lines are usually tied to annual expense cycles in specific crop,
product, or production systems and the sustainability or climate merits of land managers and their
practices in view of access to credit hence hinges on spending, efficiency, productivity, and risk
management in the short term. Sustainability performance is therefore often an operational
matter, and for some institutional investors, covered under the term 'Climate Smart Agriculture,’
together with adaptation. Aligning agricultural credit lines with sustainability or specific climate
objectives is a matter of requiring improvements and high performance on nutrients, fertiliser,
manure, and waste management, and other parts of the daily operations.

Sustainability can be integrated into bond instruments in several ways, with a view to more, longer
term, and profound changes. Sustainability conditionality approaches for bonds are divided into
use of proceeds forms and sustainability linked bond principles (SLBPs). The former concerns how
earnings from the project or asset invested in is used, while the latter specifies what can be
invested in and how, for the bond to be aligned with chosen sustainability principles. Use of
proceeds are not covered here and not included as a flow in the Reference Model, as the managers
of the flow of finance is the bond investor.

The following Table 2-10 lists the two main sustainability linked debt instruments, but in principle
all debt instruments could impose conditionalities linked to sustainability or climate performance.
The three main levers to use are 1) access to credit or loan, 2) preferential rates or other financial
terms, or 3) attractive conditions or other non-financial terms of the loan or credit. The two main
types of instruments below employ a combination of all, but the basic rationale of green bonds and
climate bonds, and the EU taxonomy as well, is labelling of activities (see chapter 2.5), to be able
to distinguish which loans and credits that can be considered aligned from those that are not. This
approach relies on lever 1.

Table 2-10. Background on SLBs and conditional credits.

Instruments Contextualised description
Sustainability Linked SLBs are linked to the performance of certain key performance indicators (KPIs) in
Bonds (SLBs) achieving predefined sustainability performance targets (SPTs), and depending on

whether this is achieved, certain characteristics of the SLBs may vary (e.g. coupon
ratchet). Therefore, issuers are committing explicitly to future improvements in
sustainability outcomes with a pre-defined timeline. SLBs are a forward-looking
performance-based instrument.

Conditional or purpose | Similarly to the SLBs, a purpose or conditional credit ties characteristics of the credit
credit to the sustainability performance of the credit user. The sustainability KPIs such as
farm emissions or sustainable forest management practices are predefined, and the
credit is therefore a forward-looking performance-based instruments as the SLBs.

Sustainability Linked Bonds or SLBs (from ICMA; SLBPs, 2020) are forward-looking performance-
based bond instrument, where issuers commit explicitly (including in the bond documentation) to
future improvements in sustainability outcome(s) within a predefined timeline. The cornerstone of
an SLB is that the bond’s financial and/or structural characteristics can vary depending on whether
the selected KPI(s) reach (or not) the predefined SPT(s), i.e. the SLB will need to include a
financial and/or structural impact involving trigger event(s). For SLBPs, the primary lever is the
use of criteria that defines best practices which must be adhered to in order to use Green or
Climate Bonds. The Climate Bonds Initiative for example defines a set of practices within
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agriculture, commercial forestry, and ecosystems, which serve as minimum criteria. The criteria do
not exhibit quantified thresholds but refers to reduced energy and water use, mixed farming, and
ongoing emissions reductions. It should be noted that most sustainable bond principles
recommend disclosure/transparency on financial bond characteristics pre-issuance, which in
principle should allow mappers (and others) to access and aggregate information on ticket size,
etc.

2.3.3 Equity Markets

Equity financing is only relevant where a legal entity exists. Equity financing means investing
capital in a company stock in return for ownership (GEF, 2018), and is a permanent means of
capitalisation as compared to debt which eventually will have to be paid back (or refinanced). The
main equity instrument is the stocks or shares of a company which grants ownership*. These can
be subdivided into common/ordinary or preferred stock, which determines rights of access to
dividends, controlling votes in the board, and legal protection in case on liquidation. Because an
equity investment requires a professional corporate governance setup, values to be invested in,
and a legal entity, equity finance is not available to smallholder and small commercial farmers,
unless they are involved in a project set up as a legal entity.

Equity investments into companies, SPVs, or projects is divided into junior, mezzanine, and senior
equity, which broadly refers to the before-mentioned types of stocks. Junior equity comes last in
terms of right to dividends, and payments in terms of liquidation. This means junior equity is
riskier than senior equity (and again riskier than debt financing). Many of the developing banks or
institutional investors such as the World Bank, the GEF, or the GCF, are willing to take on junior
equity positions to absorb risk and allow private or commercial investors to identify a risk-adjusted
investment case. This is one way of blending public and private finance at project level, which is
very common in private equity investments in Africa, for instance (Silici and Locke, 2013). Equity
investments can be made by private persons, companies, or funds.

Equity and the land sector

Private equity investments in agriculture in developing countries are few and far between,
although increasing in frequency and relevance (e.g. Silici and Locke, 2013, Valoral, 2014). Private
equity investments, excluding in farm- or timberland itself, are driven by development in mostly
industries and supply chains linked to agriculture, and not directly to land managers. As
management professionalism and investment security increase, private equity investments have
started in legal entities like processors, traders, factories and similar proximate industries in
developing countries, such as in Latin America. Often, specialised private equity funds manage and
execute the investments.

A range of barriers have limited private equity investments in developing countries historically,
including lack of transparency, corruption, and lack of market liquidity, without stock exchanges
offering exit opportunities (Silici and Locke, 2013). For the land sector and agribusinesses, the
smaller size of most projects and companies have further restrained access to equity markets.
Technological developments in transaction infrastructure, widespread internet, access to market
intelligence and foreign listings and exchanges, have however reduced these barriers. It is
expected that private equity play an increasing role in the land sector in the future.

4 There are many other equity instruments such as options, warrants and others but these refer to trading in
the equity marketplace (stock exchanges), and do not raise capital for or are relevant for land managers in
general.
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Sustainable equity

Private equity investments mean impact and power in the running of the company, and thus a
significant opportunity for addressing environmental, social and governance issues (Silici and
Locke, 2013). Private equity investments can be decisive for the success of the transition of the
private sector and even the global agri-food and forestry value chains. Impact investors, and
impact investment funds targeting private equity, are increasing in numbers and many have
geographical and/or sector focus that includes the land sector (GIIN, 2021). The GIIN work
reported several sources and counts more than 39 PE impact funds operating in food and
agriculture sectors in emerging markets in 2020. Some funds are dedicated to impact investments
only, while other impact agnostic funds are blended impact and non-impact investing. More funds
may operate on smaller regional, national, or local scales. Many private impact funds employ both
debt and equity instruments.

In land-use private equity, the widespread presence of institutional and development finance
investors particularly in Africa, drives increased transparency on environmental and social issues.
The standards of these actors have indeed helped promote good governance and sustainability
agendas. IFI actors like the International Finance Corporation (IFC) have championed sustainable
investment principles, and recently the Green Climate Fund issued guidelines for climate
investments into agriculture, ecosystems and forests and land use (soon published). The IFC best
practices (latest version IFC, 2012: across sectors) have served as a benchmark for sustainability
screening in equity investments at project and company level in emerging markets. The basic
principle is comprehensive, transparent, and structured environmental and social due diligence
before any investment decision, alongside financial and other scrutiny topics.

The IFC and standards approach builds on three pillars: thorough pre-investment scrutiny,
integration of non-financial evidence into investment decision, and active investor involvement in
good governance in the management of the entity invested in. The recent EU taxonomy for
sustainable finance focuses on the former two and offers a widely applicable typology for
sustainable investments (both for debt and equity). This focus of sustainability frameworks on
equity reflects how this market differs from the other markets. At the level of detail applied in this
model, equity markets apply only one financial instrument, and the associated leverage rests with
the investment decision itself and the running of the business afterwards. Therefore, impact
investment in practice relies on qualitative standards of individual fund managers applied by
investment teams when assessing individual opportunities, rather than common conditionalities
integrated into a specific financial instrument offered in an open marketplace. The major impact
investor network GIIN in 2021 announced that it was merging metrics and standards for impact
assessment of investments with those of the IFC. From a private land-use finance mapping
perspective, private equity should therefore be actor- and standards-specific.

2.3.4 Ecosystem Services Markets

Payments for ecosystem services can constitute a financial flow from a global marketplace, which
consists of connected local, national, regional markets to a land manager. Ecosystems services are
exhaustively described in various globally recognised frameworks, such as IPBES, TEEB and
CICES, which all rely on classification of ecosystems, e.g. IUCN Global Ecosystem typology (Keith
et al., 2020). There are four overall types of ecosystem services (CICES v5.1, 2018 and IPBES,
2020): Provisioning, Regulating, Maintenance/Supporting, and Cultural, and in principle all can
serve as the basis for PES (see typology and specific services below in Table 2-11). Examples of
valorised services and associated pricing schemes are angling passports, species and habitats
compensation schemes, and peatland restoration (encompassing several services). REDD+ is an
example of a PES mechanism that can channel climate finance to the land sector (COWI et al.,
2018).
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Table 2-11.

High-level list of ecosystem services and listed by FAO at fao.org.

Service Examples
Provisioning Food, raw materials, medical resources, freshwater
Regulating Air quality, carbon sequestration and storage, water filtering and cleaning,

biological control, water flow regulation

moderation of weather events, erosion prevention, soil fertility, pollination,

Supporting/Maintaining

Habitats, generic diversity

Cultural

Tourism, recreation, aesthetic, spiritual experience

The PES financial instrument

Payment for ecosystem services (PES) is a concept where quantified, verified, valorised and
possibly commoditised benefits provided to society by the natural environment are paid for by the
beneficiaries, which are the society in general (Fripp, 2014). The recipient of payment is the land
manager in return for the ecosystem services of the land providing the services. A land manager
can also be a beneficiary, for example in the case of watershed-based systems. The PES financial
instrument is a purchase agreement governing exchange of a commoditised environmental service
in exchange for a financial transfer, which again can be monetised or non-monetised as an in-kind
transfer. PES can involve a trading exchange, or over-the-counter (OTC) trade, between one or
more ecosystem service hosts and one or more ecosystem service buyers or users. One or more
individual ecosystem service can be sold separately (stacking) or as one unit (bundling), and
therefore the same land parcel and ecosystem can give rise to several financial flows connected to
specific submarkets, but at the same time (Sattler et al., 2013; Fripp, 2014). For the purpose of
the reference model, the basic financial instrument can be divided into transfer and result based
PES (Streck et al., 2017). A simpler form of PES is activity or manage-based, where the trigger for
payment is the adoption of a new management practice. This, however, usually does not qualify
for PES markets and is more used in the context of environmental regulation or insetting.

Table 2-12.

Three main types of PES financial instruments. Adapted from Streck et al., 2017 and COWI et

al., 2021, which was developed for emission reductions in the context of REDD plus and Paris
Agreement Article 6 negotiations.

Variant of financial
instrument

Description

Land sector finance implication

Transfer-based
payments

Payment is made for the commodified and
verified benefits. The benefits is transferred
away from the land owner and can be
claimed by the buyer.

Relevant for land managers
connecting to all PES markets. Often
project and crediting period duration
means the changes must remain
permanent, which can become a
liability on the land.

Results-based
payments

Payment is made for the verified benefits,
but no serialised unit of measure is created.
The benefit remains with the landowner.
There is no buyer, but instead a sponsor.
Within an integrated supply chain, a
downstream actor can then claim the
footprint of the value chain has been
insetting.

Common for grants or development
aid in the land sector. Only relevant
in a private finance context for
insetting.

Activity-based
payments

Payment is made for a verified and
pre/defined activity change and new activity
on the land. The benefits are assumed to

Common in many environmental,
agricultural, or climate policies
around the world, e.g. EU CAP. In a
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result from the new activity, but not private finance context, activity-
measured or verified. No claims can be based finance is considered under
made on the benefits. commodity or debt markets.

In many ways, the standards for good practice and management underpinning certification
schemes (FSC, PEFC, RSPO etc.) resemble the activity results-based PES standards in criteria,
scope, and content. All three include pricing managing practices beyond market standards, but
they differ on the security being priced. Certification prices the commodity, whereas activity-based
PES rewards the land manager. Results-based PES encompass quantifying the impact or benefit,
but not commodifying it into a serialised, unique, and tradable measure. Transfer-based PES
schemes commodify a change ex-post, and thus valorise an increase in for example carbon
removals, or avoided emissions. PES standards require establishing a reference level or baseline
(Streck et al., 2017), against which improvements are quantified. PES standards therefore often
address issues such as additionality, permanence, and leakage, which are different from
certification schemes. There are, however, options for combining certification and PES activities on
the same land to serve different markets and purposes.

For all variants of the financial instrument (action, result, transfer), a PES project must be
developed that includes a change of practice and gathers several partners and stakeholders behind
this change, and in accordance with a reputable standard accepted and recognised by the potential
buyer. A project development process includes brokers, project developers, verifiers, technical
advisors, government agencies, and approval bodies. Transaction costs associated with
quantification, measurement, valorisation, verification and marketing of ecosystem service units
can be high and effectively exclude smaller-scale projects and land managers with limited ability to
manage the process (Fripp, 2014). As pricing is often market-based or benchmarked against
market prices, and not reflecting costs at individual project level, PES is not always a feasible or
appropriate approach to conservation in small or dispersed management entities or promotion of
livelihoods (Muradian et al., 2010).

Biodiversity, water and carbon markets

Existing markets, standards, and accompanying regulation and legislation if any, have focused on
biodiversity, water, or carbon services (Madsen et al., 2010; Sattler et al., 2013), the latter in part
driven by global and regional policy initiatives and schemes. A land manager can target one or
more markets even for the same land, and therefore in theory several flows can run in parallel.
Water based PES schemes are often related to rivers, water bodies or watersheds and local in
nature, whereas biodiversity schemes are mostly national. The most advanced and global market
encompassing the land sector is the carbon market, with a plenitude of standards and schemes in
place for the land sector, and compliance targets in place in e.g. New Zealand. The voluntary
carbon market (VCM) is dominated by land sector credits, from schemes such as Gold Standard
and Verra. It is expected that nature-based solutions and avoided loss of nature could supply more
than half of global demand in carbon markets by 2030, which imply increasing activity.

2.3.5 Land Markets

Investing in land ownership is a real asset investment, very similar to equity investments.
However, land markets in this model also include concessions, land tenure arrangements, leases of
land, or use rights. An important and noteworthy difference between the mentioned types of land
deals is the direction of the cash flow between the land manager and the third party at the time of
the deal. See Table 2-13 for overview of cash flow for the three main land market instruments.
The main instruments are sales, leases and concessions.
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Table 2-13. Overview of land market instruments and cash flows.

Income for land manager Expense for land manager

Sale of land Purchase of land

Subleasing owned land Leasing third party land

Paid user rights (concession grantor) Paying for use rights to third party land (concession
holder)

Concession agreements govern the grant of rights, property or land from one legal entity
(landowners), to a third party. On the same land, several concessions can co-exist as concession
can be very specific use rights, e.g. to timber harvest, water extraction, or hunting. Concessions
can be short, medium, or long-term. The latter can be very similar to land ownership if duration is
for several decades and several rights are bundled into the agreement. This is common for
extractive industries concessions and some plantations, but not for agricultural use right
exchanges among farmers. For more on land lease terminology and concepts, see e.g. FAO, 2004.

Farmland or timberland can be an investable asset, with a transfer of ownership as manifested in a
deed, in jurisdictions where land tenure is transparent and governed. The management of the land
can often be directed or mandated by the owner, which can be a personal or legal entity, e.g. a
company. In many jurisdictions in particular in Africa, land leases are more common as the
government owns all land per constitution. Ownership or long-term lease of land can be held by
individuals, tribes, communities, companies, or SPVs. Where land is acquired by non-locals for
business development purposes either for e.g. industrial, residential, or plantation development,
the term ‘land grabbing’ has been used in popular media.

Large land deals have attracted significant attention, but only few of the 420 announced deals in
Africa in the decade before 2016 have gone through in practice (Chamberlain, Giger & Nolte,
2016). Although there is a rising class of middle-size farms in some countries in Africa (Jayne,
2016), McKinsey (2019) concludes that farmland expansion in Africa as a result of several factors
including the fight against deforestation, is likely not to play a major role in the future. This would
suggest that land markets for larger land deals, at least in Africa, are not critical for future climate
finance mapping projects. Land markets are nevertheless included in the framework to promote
completeness in the consideration of future mapping scopes and to ensure lease of land is
considered. Land markets, in the form of concessions, can play a significant role in some areas in
South-East Asia and Latin America. However, as the grantor, the government would reap the
income (rent, royalties, etc.). Overview of land concessions as a land market instrument can
provide important background for dynamics, land manager actions, and smallholder communities
in a given landscape.

Land markets and sustainability

From a sustainable finance point of view, land as an asset is particularly important within
conservation finance, where land such as natural forests or wetlands are purchased and retired or
protected. Agricultural land is an asset, where the owner or lessor can impose management
practices and environmental standards on e.g. conservation tillage, use of fertilisers and pesticides
or adherence to human rights. Therefore, land investments with a particular focus or explicit
purpose of conservation, protection, or sustainable management can be considered sustainable
finance. Indeed, land ownership and enforcement in the forest/farmland margin is decisive for
forest protection and avoidance of deforestation. Investment without environmental or climate
safeguards or purposes in such lands can therefore serve as an indicator of likely deforestation.
Concessions is a specific type of land lease, given to companies or consortia, where there is no
financial investment in the land itself.
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2.3.6 Insurance and risks

Insurance providers hold a double role in the agricultural financial ecosystem. As insurance
providers to farmers and agricultural SMEs (and others) they receive fixed payments and return if
and when a risk materialises. The capital they amass is invested as part of the sector’s business
model and in doing so insurers serves as equity or debt investors. In the latter role, they are
included as actors in the source of finance segment, and the resulting flows of private finance are
treated and mapped under equity or debt markets.

Insurance providers in that capacity offer no direct and fixed or regular income for farmers that
can be leveraged to serve climate or broader sustainability purposes. Insurance providers offer a
range of indexed and non-indexed products, reducing risk exposure to weather, market volatility,
pests, health shocks or other unforeseen events with critical or detrimental effect on livelihoods
(see e.g. ISF, 2018 for overview of risks and products). However, insurance products can be
conditional upon compliance with certain sustainability criteria or premiums can be more attractive
depending on the certain criteria. Insurance markets therefore can play a potential role in the
climate transition of the land sector, by leveraging climate objectives through product offerings,
even if finance is not provided to land managers directly.

Another important perspective on insurance is that insurance schemes in the agricultural sector
are not very widespread in developing countries. With a handful of country-level exceptions, the
share of global smallholder farmers with access to insurance products is below 35%, with only 3%
of smallholder farmers in Sub-Saharan Africa reported to have access to insurance (ISF, 2018).

2.4 Actors and institutions in the private finance landscape

This chapter presents the various actors in the private finance life cycle. It covers sources of
finance, intermediates and disbursement channels, and the recipients of finance, in this study
limited to land managers and local agricultural SMEs.

2.4.1 Sources

As finance is constantly flowing through and between local, regional, national and global
economies, and changing form as it is reinvested, paid back, spend, and taxed, the notion of a
source of finance is fluid and vague. Nonetheless, in the life cycle of rural private finance, as a
source of finance can be considered to be an investor or lender. These are not immediately facing
the land manager, but provide finance that intermediates and other service providers can transfer
to the land manager under the governance of an agreement, and in the form of a financial
product.

2.4.2 Intermediates and disbursement channels

The category of actors includes the entities connecting land managers with sources of finance. It
includes entities such as banks, credit banks, community banks, tourism companies, utility
companies, agricultural banks, semi-privatised state banks, MFIs, value chain actors including
processors, transporters, warehouses, and traders, private and informal lenders, relatives and
family, social enterprises, NGOs and charities, insurance providers, project entities, SPVs, and
Joint Ventures among others (collated from ISF, 2014; Wulandari et al., 2017; LIFTkit, 2018: ISF,
2020). These actors may often serve as sources of finance themselves, in particular for informal,
community-based, or short-term credit finance. These actors rely on deposits from its local client
base (LIFTkit, 2018). In practice many financial service providers do not access finance or
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recapitalise themselves on a project-by-project or loan-by-loan basis, but rather at company or
portfolio levels, so that individual financial products are not directly linked to financial markets.

Financial Service Providers (FSPs)

In rural or land sector finance, the clients for financial services are farmers and agricultural SMEs
such as individuals servicing machines, equipment, animals, or advisors. The capital provided is
raised in the markets covered above, while the transactions and financial services are delivered by
financial service providers or FSPs. The FSPs may raise climate or other finance themselves, or
serve as intermediates and disbursement channels of funds, government programmes, supply
chain actors, or financial institutions. In principle, the flow of finance to land managers and
agricultural SMEs and the actors involved makes up an ecosystem of capital providers (ISF, 2019)
which can be simplified as shown in Figure 2-4 below:

Intermediates Recipients

Sources of finance

Capital markets »  Agricultural SMEs
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Figure 2-4. Simplified representation of principal actors in the financial ecosystem of rural finance. Own

production based on IFAD work.

Most private finance available to land managers in developing countries is disbursed through local
banks, and branches of international banks, and from farm insurance providers (Ruete, 2015).
These actors are the immediate finance providers facing the land managers and transferring the
majority of finance that land managers can access. Also, land managers can access public or
community finance from FSPs such as credit unions, cooperatives, state credit agencies, farm
extension services, and not least informal but legal sources such as community savings
administered by a group of farmers. Local, municipal, regional, and central government budgets
replenish or fund these public actors, while the actors providing private finance are raising capital
at financial markets to supplement savings. At land manager level, relevant actors are smallholder
farmers with or without land titles, concession holders, public or state entities owner land,
communities, land investors, and a broad range of land users not living on the land but using e.g.
forests (see e.g. Chiriac & Naran, 2020). A typical web of actors in a rural, agricultural finance
system in a developing country would consist of a combination of these actors as outlined above.
For more on micro- and macro level perspectives on rural finance, products, trends and actors, see
the IFAD and ISF series on State of the Sector at pathways.RAFlearning.org

Despite the ongoing transition of the land sector financial system towards a more complex system
with more products and services covered previously, some of instruments or capital are
predominantly used by certain types type of actor. Actor-based finance mapping, as explained in
later sections, would use this as a structuring principle for aggregating and reporting numbers.
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Examples would be corporates, commercial financial institutions, funds, philanthropists and

institutional investors (Chiriac & Naran, 2020). The private finance reference model presented here

does not prefer one mapping approach before others, but presents a range of possible actors,
organised according to the three categories serving as background in Figure 2-4 above (Sources,
Intermediates, and Recipients).

Project level delivery models of finance

An example of a project-based delivery model is depicted below in Figure 2-5, building on the IDH

Agri3 fund. Project-based models rely on temporary entities set up for specific purposes and
projects and are financed by a range of instruments potentially tapping into several markets,
including commodity, debt, equity and carbon markets at the same time. Project proponents can
include supply chain actors, NGOs, local and higher-level state entities, and business and civil
organisations. For examples of project-level set-ups and financing instruments see IDHs Land
Degradation Neutrality fund learning paper from 2019 (IDH, 2019).
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Figure 2-5. Overview of typical project-based delivery model. A project-based delivery model creates a

ecosystem in which representatives of more or all actors in the private (and public) finance life

cycle participate and collaborate in a legal entity.

2.4.3 Land managers and agricultural SMEs as recipients

In this framework, the land manager category includes all those actors managing land, i.e. using

pastures, growing crops, using forests or owning a plantation. The ownership or title to the land is

not a prerequisite, although access to land, right to use and official ownership are very different

issues. Land managers can have no customary, time-limited, full or exclusive right to use land. But
in the context of climate finance, the key parameter is that the land managers have impact on the
land and thus the GHG fluxes and carbon stocks within a given parcel of land. Land managers are

the land users, but are not referred as such, not to confuse with the typology for uses explained
the section below.

in

38



The ecosystem of land managers in this framework also includes immediate service providers for
the land managers. The agricultural SMEs such as for example blacksmiths, lorry drivers, small
mills, day labourers, and repair shops that serve local, rural farmers or forest managers and their
equipment, also have direct bearing on the land management and are served (or underserviced,
ISF, 2019) by the same FSPs as the land managers. The larger entities serving land managers
include agro-industries, meat and dairy industrial complexes, and traders, and are also included
under this heading. These actors are therefore included in the land manager category in this
framework. Also note that land managers can manage one, two or several of the land categories
forests, agricultural land such as communal pastures, peatland, wetlands, croplands, and even
wilderness if the economic activity is to extract bushmeat or other products for sale using practices
that do minimal disturbance. It will rarely be recommended to study only one land manager type
as most landscapes are dynamic, multifunctional, and interlinked.

An inclusive, non-exhaustive, non-consistent list of possible tags, jobs, businesses, roles, and
service providers that could belong to the land manageractor category in a given rural setting is
presented in Table 2-14:

Table 2-14. Types of actors in the user/recipient segment of the land sector finance space
Managers of farm and forest land AgSME service providers
Rural households, villagers, farmers, smallholders, Craftsmen, labourers, small vendors, repair shops,
communities, commercial, subsidence, pastoral, transport service providers, distribution providers,
herders, and dwellers. traders, off setters, food and drinks producers.

2.5 Using finance in landscapes: Uses and tags

The land sector is the economic sector concerned with management and use of natural biological
resources. Land sector or landscape finance is the financing of the activities and processes in the
interface between the socio-ecological system and the economic system (LIFTkit, 2018). A
different approach is applied by the BIOFIN report (UNDP, 2016) on Biodiversity Finance which
defines results of funding as the desired solutions resulting from funding of any finance. The
BIOFIN approach labels finance according to results, whereas this report proposes to use activity-
based tagging as basis for identifying climate finance flows, sometimes referred to as objective
based tagging. The LUFT approach applies objective tagging. Data and evidence on results are
often only available later in time, inconsistently reported, and would complicate finance mapping
unnecessarily.

Understanding and categorising finance flows in the landscape can focus on two characteristics,
namely the type of finance, and the activities it supports. It follows from the above that finance
can be labelled or ‘tagged’ according to its use. It can be labelled at activity level or at aggregated
level. In the latter case, activities themselves are categorised according to non-activity
parameters, such as climate-aligned, sustainable, or responsible.

2.5.1 Land cover tags

Finance and instruments can be labelled according to the land cover. Land cover describes what is
on the land, but not how it is managed and what activities are performed on the land. Examples of
land cover finance tags are peatland, forest, or agro-forest finance. A land cover tag may hide a
number of activities and may partly overlap with activity-based tags. For instance, rewetting and
restoration of peatlands may take place within both open and forest peatlands, or only for a part of
a peatland area. Land cover tags are not comparable with activity-based tags.
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2.5.2 Activity-based tags

More common are activity-based tags and labelling. Activity-based tags can be precise or general
in nature and refer to three different levels of activities. First level is the management practices
undertaken by the land manager, second level is the land use often referring to the main
commercial activity on the land, and third level the overall process of changing the land use. The
Table 2-15 proposes examples of the three levels.

Table 2-15. Examples illustrating the three mentioned levels of activity tags.
Level Example
Management practice Drainage

Integrated pest management

Land use Agriculture

Forest Management

Land management (change) Conservation

Restoration

Activity-based tags and their level is important when understanding and comparing finance uses.
Several of the new sustainable finance taxonomies define sustainable in the land sector as a set of
management practices that are acceptable (‘Positive lists’, see e.g., CBI Green Bond Methodology,
2020), within a land use-based classification. Land managers that do not apply these cannot have
their bonds labelled sustainable. Examples of such practices are activities that enhance soil carbon
sequestration. The CBI taxonomy at the same time considers nature reserves sustainable en bloc,
as it is assumed no harmful management activity or practice is performed within the reserve. The
EU Taxonomy is based on NACE activities, and considers positive land-use changes such as for
example afforestation as providing a substantial climate change mitigation contribution as such.
For CBI, sustainable commercial forestry requires a certification. The differences in the type and
level of activities eligible as sustainable warrants caution for mapping and tagging of finance flows
in the land sector. Also, comparison of mapping results must consider different levels and activity
definitions.

2.5.3 Objective tags

Objective or attributional tags are aggregate tags assigned to a finance flow based on
interpretation or a categorisation not directly related to an activity or simple visible feature on the
land. Examples of attributional tags include Biodiversity, Green, Climate, and Sustainable
(Finance), but also the antidotes of conventional, traditional, or standard finance. The attributional
tags can also refer to perceived or stated objectives for an instrument, mechanism, or flow.
Objective-based identification of flows to meet a climate finance definition articulated before the
mapping exercise is a very common approach taken by mapping studies. Further, a number of
tags have been widely applied to signal or classify adherence to a principle, strategy, or policy
using terminology such as aligned vs non-aligned, brown vs green, or simply negative or bad
finance. The application of these and its implications in existing mapping studies is discussed in
detail in chapter iError! No se encuentra el origen de la referencia..
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2.5.4 Tagging climate finance?

In summary, climate finance (or any other type of finance), can be defined at one or more levels,
as shown in the Figure 2-6 below. Directly at the level of the land management unit (LMU),
indirectly via attributes or objective for action at the LMU level, at the level of climate action (in
the policy or UNFCCC terminology), and finally at the level of finance (climate or otherwise). The
framework below and the levels (see Figure 2-6 below) have been compiled from the list of climate
finance studies and methodologies screened for this report. It can serve for as the basis for a
further discussion outside of this report on how and on what basis to assign finance flows to
various definitions or interpretations of these during mapping exercises. And overview of levels of
tagging is provided in Figure 2-6 below.

The principle of the four-tiered framework is that any of the levels can be used alone or in
combination for tagging climate finance. As an example, we use the case of reduced or halted
drainage undertaken to increase water filtration capacity and thus increase resilience of
communities. The finance flows and instruments supporting the activity can be tagged as climate
adaptation finance based on classification of the objective. The same finance could also be
classified as climate mitigation finance based on measured avoided GHG emissions from
restoration of the water table, or as part of restoration finance for various land-use change
activities (together with e.g. afforestation and rewilding of grasslands). Restoration finance could
then be considered climate finance alongside e.g. conservation finance. Lastly, finance for all land-
use changes considered to increase the carbon stock could also be considered climate finance. The
bewildering array of possible pathways from tagging activities, attributes, objectives, or land cover
to estimating climate finance based on filters or definitions means comparison of estimates
between is difficult, as we shall see in the next chapter. The framework proposed herein rely on
activity-based tagging.
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Figure 2-6. Overview of observed levels and typology for tagging climate finance. Overview of observed

levels and typology for tagging climate finance. Each green box illustrates a level, and blue
tables a tagging typology. In the light blue cells of the boxes are examples of the relevant
typology. All boxes are connected, and all boxes are connected to the climate finance box at
the top. Own production, 2021.
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3 Operational recommendation for private land-use
finance mapping

This chapter offers operational recommendations for private land-use finance mapping exercises,
based on lessons learnt drawn from the review of a humber of mapping and tracking studies (see
a detailed analysis and compilation of lessons learned in the annexed report to this study).
Together with chapter 2, it provides a basis for future private finance mapping teams to
understand and appreciate different approaches and their implications.

Recommendations build on six key themes that on their own but also interlinked, are core design
parameters of mapping studies:

1  Context and markets

2  Objective and scope

3  Study output

4  Tools and technologies

5 Data sources and collection
6 Assumptions and estimations

The principle is that high-level decisions in any of these themes will have implications for available
options or decisions in any of the others. In other words, all main decisions and designs of a study
can be encapsulated by these themes. The order of the themes as presented above, corresponds
to a flow from scoping through to the specific calculations or estimates that produce the desired
outputs. The first and general recommendation of this study is therefore to provide preliminary
answers to all of the options and choices provided for each theme in this chapter as part of the
inception phase of a mapping study.

Lastly, readers should be reminded that this study intends to offer operational recommendations
and options for national scale mapping of private finance into the land sectors and the subsequent
estimation of climate relevant flows. The recommendations and options presented are therefore
sufficiently general to be applicable in many different countries, even though a main learning from
the studies evaluated is that there are no ‘one-size-fits-all’, and tailor-made study scopes and
approaches seem to have greatest success in providing more complete and useful outputs.

3.1 Operational recommendation 1: Decision diagram for
study design and complexity assessment

This operational recommendation consists of a decision diagram developed specifically for scoping

and preparation of private finance mapping studies within the LUFT approach and framework. It is

intended to be relevant for all types of studies, in the process of defining what type of study to
undertake. It builds on almost all the other recommendations.

Background

As outlined by the findings and observations from the chapter iError! No se encuentra el origen
de la referencia. assessment of existing studies, there are a number of key decisions by study
planners that will have profound implications for the complexity of the study. These decisions
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mainly relate to the five aspects presented in the chapter iError! No se encuentra el origen de
la referencia. introduction, namely objective, market coverage, mapping country context, desired
or required type of output reporting, and not least the capacity and capability to undertake various
data collection techniques tools. There are numerous and several interdependencies between these
five aspects, mainly in the form of unviable or obvious combinations such as e.g. undertaking a
national level (output) observation (objective) using top-down descriptive data collection.
However, in principle all combinations are possible.

In the early stages of a project, it is crucial to get scoping and expectations to match budget, time,
and importantly objectives. Often, one or more of the five key aspects are fixed by the terms of
reference, steering group, on various constraints, in which case it is pertinent to balance the
choices with others to match these constraints. The decision diagram can help do so. It is not a
decision tree, as decision trees imply linearity and limited combinations of decisions which we find
is not the case when all markets, all countries, and all budgets are to be covered by this
recommendation. Lastly, the decision diagram should be seen against all of the preceding
recommendations. When using the diagram, it will be helpful to have looked through the
recommendations and use them (tools and tables) to guide decisions and unravel
interdependencies. This is also explained and included in the LUFT private finance module.

Steps and tools

Operational recommendation 1 is a decision diagram, shown below in Figure 3-1. The diagram
should be used from left to right but can be reorganised into any order of the five aspects. The
default order presented below assumes a constraint-free project setting, where decisions can be
made in a logical sequence based on most importantly the objectives and country development
context (i.e., the implementation setting). The more to the right, the more dependent aspects are
on the decisions in the preceding, in the default situation. However, if output requirements and
market focus are predetermined (e.g., in a terms of reference), it is the other aspects that can be
adjusted.

Objectives Dev Stage Output Markets Data Collection

0 Observe Market National Ecosystem Top down

based or sector Credits descriptive
Inst Debt

nstru- and/or Bottom Up

it Improve Bank meht Supply Descriptive
Chain

Gov't or Norma-
Develo i

2 P Informal LMU Equity tive
Figure 3-1. The standard decision diagram. In generic option examples later in the chapter applications of

the diagram are presented. The numbers to the left refer to points assigned in the complexity
scoring for each design decision in the green (0), yellow (1), or orange (2) line. In the
illustration, LMU means Land Management Unit.
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The questions and decision options corresponding to each of the five aspects are listed below. For
each of the five, there supporting operational recommendations and their tools define and explain
the options in tables or questionnaires. Each aspect refers to a node in Figure 3-1, and the
mapping of ORs in there can help guide which tables to use to clarify interconnections and
dependencies between aspects.

1  Objective - What is the objective of the study? Use operational recommendation 2 to decide
on type of objective to be pursued or to categorise an already fixed objective.

2 Development Stage - What is the development stage of the country in scope? Use operational
recommendation 3 links, text, and tables to identify the development stage of country.

3  Output - What level/detail of outputs are needed or desired? Use operational
recommendations 4 and 6 to guide identification of output levels.

4  Markets - Which markets are relevant/within scope? Use operational recommendations 3
and 12 and consider study objectives to select markets. Look into examples of study designs
below to specify market and instrument scope.

5 Data - Which data collection capabilities and capacity are available? Use operational
recommendations 4, 8, 9 and others, plus a critical review of skills and expertise of
designated data experts in the team to identify which collection scope and techniques are
realistic and feasible.

As an add-on, the decision diagram can be used together with the complexity scoring below. As
indicated to the left, all green options are the least complex (with a score of 0), while the bluest
options in the lower level are the perceivably most difficult or demanding choices (with a score of
2). As there are five aspects, a score of 8 or higher will indicate a project design that entails at
least four design choices that are expectedly difficult. This may be a warning sign that skills, time,
resources, and complexity will be significant and require a highly professional management and
substantial budget. Similarly, we have constructed five study categories based on scoring, which
may help any mapping study discuss and calibrate expectations, capacity, and budget early on.

Table 3-1. Proposed scoring for complexity and hence feasibility of study designs based on outcomes of
the use of the decision diagram.

Score Type Recommendation

0-3 Simple Get started. One complex aspect is acceptable and can be catered for. If budget and/or
time allows, a second complexity aspect may be considered (hence moving study into
balanced).

4-5 Balanced Get started. 1-2 complex aspects, and medium complexity on a few more should be

reasonable for most study set-ups, budgets, and scopes.

6-7 Complex Start with adequate early-stage expert consultation and planning. Make sure resources
and capability in the team is well calibrated and that a solid set of hypotheses are
developed and tested early on with all stakeholders and topic experts.

8-10 Very complex This will be a very demanding and complex study. Combinations of high complexity in
developments stage, market, and output level must be scrutinised and clarified with
study owners and sponsors. Such combinations will often be first of its kind and play
out in data scarce settings. It will be important to highlight issues and complexity early
on with a steering group or sponsors, and to plan regular follow-up and team
coordination. High risk that study will not be able to deliver full range of expected
results, as the risk of fundamental and key barriers may appear.
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3.2 Operational recommendation 2: Identify the specific
objective(s) of the study

This recommendation helps the main objectives of the land-use finance mapping exercise. The
objectives for mapping studies are usually set by the mapping team in collaboration with
stakeholders and possible sponsors or donors. In any case, these objectives might need to be
refined during the course of the scoping phase.

Background

The analysis of existing private climate finance studies (see Annex report), indicate that stated
objectives can be organised into a hierarchy, which can help explain later observations on
differences in scope, data sources, market & instrument coverage, and actor selection. The
hierarchy of objectives is shown in Figure 3-2 below and organised with basic objectives at the
bottom, and more specific and complex objectives at higher levels. The higher-level objectives all
rely on one or more at lower levels. For example, the monitoring of existing flows (level 1) is a
pre-requisite for sound investment planning (level 2), which again is the basis for design of new
instruments (level 3).

Steps and tools

Level 3: Develop
new instruments

Increasing
leverage/impact

Increasing Investment
investments [s]ETalallgle]

Level 2: Improve
existing instruments

Increased sophistication

Idenitfy gaps

A6 e Extending study

Monitoring

Identify Identify actors flows

instruments

Level 1: Monitor

Figure 3-2. Levels of objectives as collected and categorised from existing literature. Own production,
2021.



The levels represent a progression from understanding over optimising to developing, and the
darker the blue colour, the more demanding or complex the study is needed to fulfil the objective.
Several studies will answer to more than one of the above objectives, but all will provide a basic
monitoring of flows (lower right corner of the hierarchy).

3.3 Operational recommendation 3: Selecting markets
coverage based on development stage

This recommendation helps link market and instruments to the development stage of a country. It
is most relevant for studies with level 1 and 2 objectives, which cannot cover all markets (for
budget constraints or other reasons). Using the proposed key, a guided search for actors and data
sources can be started. For this, later recommendations on data collection, sources, and use can
be applied.

Background

In smallholder areas with less developed private capital markets, government subsidies and public
finance tend to dominate the finance available to land managers and other actors in the rural
economy (ISF, 2020). From the perspective of mapping private finance and tag
climate/sustainable finance, commodity and capital markets maturity in a given area, may indicate
which market, actors or instruments have highest impact and concentrate the largest flows of
capital.

Based on data assessed by the World Bank and complied by ISF (2020)>, four development stages
of progressively more private sector involvement have been identified in financing the land sector
(see table under steps and tools). In the informal sector, the land manager may mostly access
informal financing while have access to a few or no government sources. In some informal stage
areas, a few international supply chains may operate and offer some supply chain instruments to
organised producers. At the level of land manager and financial service provider interfaces,
however, most transactions connect the land manager to an informal source. In the government
stage, public funding will dominate, whereas in the bank stage lending is the typical source of
finance, while other sources and instruments may also be available.

5 https://isfadvisors.org/wp-content/uploads/2020/06/isf rog briefing note june2020.pdf
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Figure 3-3. Diversification and maturity of the economy and the agricultural sector as an indicator for

balance between financial instruments, and public versus private finance. From ISF, 2020.

The above Figure 3-3 does not show the same stage typology as the table below, which is used for
the recommendation itself. To explore how the World Bank data and the stages are linked, please
consult the ISF papers from 2014 and 2020 on the matter.

Step or tool

Using the table below and World Bank data, mappers can assess what markets are relevant in a
given country This recommendation is less relevant for mapping studies focusing on a particular
instrument, actor, or subsector.

Table 3-2 below shows how the private finance framework markets are typically linked to the rural
economy development stages derived from World Bank Data and ISF methodologies.

Table 3-2. Tabular presentation of role of each of the five markets of the private finance framework at
different development stages.
Market\Stage: “Informal” “Government” “Bank” “Market”
Equity Informal, family- Limited role as for Some, e.g. through | Yes. Some land managers
based ownership. informal stage supply chain may operate a holding or
Limited equity integration. listed company, subject to
markets Ownership still active investors
mostly personal
Debt Simple, local debt Simple credits A range of Full range of simple and
instruments instruments and complex instruments
FSPs
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Supply Chain

If there are
international/export
markets, SC finance
will be important

Yes, most important
private flow

Yes, global SCs may
have profound
impact where
established

Yes. Through consumer
demands SC finance may
exert significant pressure on
land managers and should be
included

right systems, with
limited records

concessions and
leases may play a
significant role on
deforestation

and matured than
government stage.
Concessions and
leases may still play
a role

ES Markets Minor role, a few Limited role: FDI or | Likely, market Likely, and increasingly
internationally driven | donor driven driven by consortia compliance driven
large-scale projects of national and

international
Land Customary or use Yes, and large-scale | Yes. More regulated | Minor role. Good government

land records of all ownership
and trade

Using the above table as a framework, most important markets can be identified and discussed by
the study team during the scoping phase. It is not foreseen that all studies will be able to cover all
relevant markets, but those relevant markets not covered can then be mentioned in the study
report. Comprehensive monitoring studies aiming to provide a complete overview of all relevant
flows and markets in bank and government stage countries must, however, make sure to map or
qualitatively assess the importance of all five major markets, and in particular supply chain finance
markets which remain excluded in many studies.

3.4 Operational recommendation 4: Design data collection,
select sources, and establish output types based on the

study objective(s)

Background

Different objectives are met by different study designs. Objectives are defined in the early stage of
a project or even partly by grantors or sponsors of projects, yet the actual data collection process,
the sources mined, and the outputs are often decided during implementation when it becomes
clear what is feasible based on available resources. This operational recommendation tries to
overcome this disconnect by linking certain objectives to study designs at higher levels. Obviously,
this normative approach to study design will find its limitations in reality as not all country specific
and study specific particularities and barriers can be considered.

Steps and tools

The Table 3-3 below unfolds an objective hierarchy, and combines the key objectives into three
types, namely: observe, improve, develop. For each of the three types of objectives generic data
collection approaches, data sources, and approaches are proposed.

Table 3-3. Types of objectives and a simplified classification for use across recommendations.

Increasing complexity >

Objective 1. Monitoring 2. Planning future | 3. Alignment 4. Increasing 5. New flows and
change leverage instruments
Type Observe Improve Develop
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Objectives 4 and 5 will rely in whole or part on elements of systems appropriate for objectives
lower in the hierarchy. In other words, for almost all studies monitoring to observe current flows
will be necessary. By assessing and comparing foreseen objectives of a particular study with the
five objectives described above, basic elements of the study design can be identified. The key
elements of the three generic study design are presented below in Table 3-4.

Table 3-4. Guidance on data collection, techniques, sources, and types for different objective types.
Type Data collection Data sources and types Approach
Observe As you seek to observe, a Government and economic Desk research
descriptive approach is statistics Wide scale public surveys, e.g.
recommended. To cover entire Existing studies and reports social media, network-based
sectors and provide national Farmer or forest sector statistics
level estimates, the approach Modelled and blended data types
should also be top down, with a | can be used
focus on sources/upstream
Improve To add qualitative information Any material, programme Desk research
for detecting potential for documents, publications, media Interviews with academics and
improved or increased flows, a accounts and other sources from | researchers that might know
descriptive and bottom-up existing flow actors relevant existing data and
approach is recommended, with | Commitment data might suffice. | studies
increased downstream attention | Corporate data by supply chain For planning studies forecasting
actors and simple modelling might be
needed
Develop To understand what works Practitioners and other front-end | Desk research
effectively or not, normative actors Focus groups, mini surveys, in
bottom-up approach may be Extension services and farm field interviews
useful. This entails identifying advisors
specific FSPs or land manager Livelihood and rural economy
types, creating hypotheses and studies
testing these Evaluations and accounts of
government support
programmes and donor projects,
also from other similar countries
Disbursement data necessary

The above entries may allow for prioritising search and staffing processes where resource
constraints apply. For example, a study targeting the identification of new market-based
instruments may not need a comprehensive monitoring exercise but can map specific instruments
applied, and apply land centric scale up assumptions for country-level conclusions.

3.5

Operational recommendation 5: How to find relevant
private finance actors

This recommendation is relevant for any studies with an objective additional to or other than
monitoring, but with a predetermined bottom-up approach and interest in qualitative
understanding of markets, instruments, and incentives. The recommendation allows projects to
link from specific objectives and country context to select which type and level of actors to
approach for data collection. Both desk research and interview techniques can be applied to
extract information or data from this set of actors.

Background

When mapping private climate finance, it is obvious and useful to talk to climate funds, where
these exist. Also, the listed studies have consulted government agencies, donors, researchers, and
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similar actors that would expectedly have programmes targeting land use and climate. However,
targeting private land-use finance and considering the variety of tags and assumptions potentially
applied to identify the climate aligned (or otherwise labelled) subset of the private finance, a
broader and different set of actors may be relevant.

Steps and tools

This recommendation consists of a tabular key to identify typical actors at different market
development stages. On the secondary axis, a distinction is made between direct and indirect
sources of information and data. Indirect sources are not themselves participants in the market.

Table 3-5. Examples of typical actors to target for data collection as related to development stage of study
country.
Type\stage | Informal Government Bank Market
Direct There will be few Private small-scale Private agricultural Pension funds,
formal actors, and lenders and local banks commodity traders,
limited market microfinance Rural banks service providers,
documentation. No Programme managers retailers (on supply
direct sources but and business chain integration and
estimates from donor developers for PPPs lending)
or NGO reports may Tax collectors, export
serve as substitute. duty officers, local
administrators,
Traders, Cooperatives
Indirect Extension services Market oversight Academics, business
Farmer associations committees and boards, | organisations,

3.6 Operational recommendation 6 on deciding on output
level needed

Output level is here understood as the level of detail or granularity of data presented as part of the
results of the study. Output level in this way is the level of detail reported to answer to the
objectives. This recommendation can help studies match the level of detail in output to objectives
and scope of study, and thereby minimise heavy and difficult data management, overstretched
assumptions, and ultimately reduce costs. In particular, the output level frames the nature of
assumptions and the level of precision of estimates that is considered necessary. The
recommendation is relevant for all types of studies.

Background

In principle, the granularity of data should determine the granularity of the estimates of private
finance flows reported in the conclusion of the study and relevant outputs. Furthermore, the least
granular or detailed data source will often become the weak link and take precedence when output
levels are defined. This section offers guidance to assess the level of detail early into the data
collection process.

In practice, the generic output levels can be organised along a sliding scale from national level to
instrument or land manager levels, as shown in Table 3-6 below. The lower row offers examples to
illustrate the level.

Table 3-6. Explanation of the applied levels of output as used in this recommendation.

National market level Sector level Instrument level Land manager level
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Estimation of flows at the
level of one or more of the
private finance markets
(chapter 2 framework),
e.g. USD 3 billion raised in
climate bonds for land-use
sector action

Estimation of flows for e.g.
forest or agriculture sector
level, or primary
subsectors such as
livestock sector. For
example, USD 250 million
raised for climate
mitigation investments in
the livestock sector

Estimation of flows through
a particular instrument,
e.g. USD 100 million
disbursed through rural
bank conditional credit
lines

Estimation of amount of
conditional finance spend
by smallholders for climate
mitigation action

There is a tendency for raised finance data to be actor-centric (funds), but sometimes instrument
agnostic, while disbursed finance data is often instrument specific at service provider level (for
example a rural credit facility), but not necessarily traceable back to its source. In the table, this is
illustrated in the wording of the examples provided. Differences in actor or instrument specificity of
these two types of data are used as the second axes dimension of the recommended entry key
below for output levels. Based on recommendations from interviews with supply chain actors, a
distinction is further made between disbursed and used, as a range of factors such as corruption
and implementation delays for land managers may mean disbursed and used is not the same.

Steps and tools

Using the above notational attributes, a key to linking of objectives, data and outputs were

developed.

Table 3-7.

Typical combinations of level of output to necessary data types.

Data type\output

National

Sector

Instrument

Land manager

Data type

Non-activity-
specific data for
raised amounts at
aggregate level for
main funds investing
in any industry
supplying or buying
from the land sector

Non-activity-
specific data for
raised amounts at
programme or
thematic/sector fund
level, and R&D
budgets of main
supply chain actors

Non-activity-
specific data
disbursements,
purpose and targets
of individual funds or
investors, R&D
budgets

Activity specific
data on transactions
and spending by
representative land
managers

National level: The recommendation is that for national level reporting on objectives, a study
essentially needs to substantiate the level of private investment and economic activity in the
sector. Level of private investment can be represented by proxy related to private funds capital
which can often be estimated from investment prospects and/or fund manager. From this, scaling
up assumptions can be made relying on government statistics on economic activity.

Sector level: At sector level, the additional information needed concerns the technologies,
services, or value chains the same funds target for investments. R&D and investments by supply
chain actors can also serve as proxy. The same principle of upscaling by assumption applies.

Instrument level: Reporting outputs at this level requires data at actor level for most important
funds, investors, and R&D budgets. The appropriate approach to focusing or reducing the data

collection efforts is to limit the number of actors investigated, as quite specific data on

objectives/expected results or impact of various instruments is needed.

Land managers: At this level, detailed data are needed that are often not pre-existing or recorded
by any entity for other purposes. In early-stage development markets (see operational
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recommendation 1), the number of actors/FSPs, instruments and the size of flows will presumably
be limited. For more advanced stages, in particular in bank-driven markets, the number of
recipients, the uses of the finance, and the number of FSPs will be more important, and an
investigation of differences between land manager groups and FSPs is recommended to allow for
case studies as a basis for upscaling.

3.7 Operational recommendation 7 on reporting on data and
sources

This recommendation concerns knowledge sharing among future studies. It is targeted at all future
studies and seeks to encourage and improved or best practice for reporting on methodology, data
sources, and transparency. It will not directly improve estimates of the individual study, but over
time build capacity and collective awareness of how to conduct good studies.

Background

Across the listed studies used for this report, very little information was found on the methodology
applied, reasoning behind selection of data sources, and insights into assumptions and quality of
data. While for many studies methodology papers exists (I&FF, PCEIR, LUFT), these are normative
and guiding, leaving interpretation and many operational decisions to the study team. If studies
reported the data considerations, workarounds, and detailed assessments of data sources among
others in annexes or dedicated chapters, over time a collective body of evidence and common best
practices could be established.

Steps and tools

This recommendation consists of two linked principles for reporting on method applied:

1 List and name all data sources clearly, beyond a reference list for publications and datasets.
Articulate reasoning and justification between selected and unselected sources.

2  Critically assess and report on weaknesses of data sources, chosen data collection techniques,
and assumptions applied to arrive at estimates.

This practice can also be supported by workshops, webinars, MAS resources, and methodology
papers, but such actions go beyond the scope of individual mapping studies and are therefore not
listed as operational recommendations themselves.

3.8 Operational recommendation 8 on early hypothesis
building and testing

This recommendation applies to all objective levels 2 and 3 studies, and concerns hypothesis
building in the inception or planning phase. It is equally applicable for bottom-up and top-down
approaches to data collection, and crucial for small studies with limited capacity or budget to
generate own data.

Background

In the absence of primary data on private finance markets and instruments for the land sector,
most studies will need to address the data shortage by collecting secondary data and/or create
proxies, allowing for assumptions leading to estimates. For studies with a higher-level objective,
the assumptions will have to lead to estimates that can support decisions on improving existing or
developing new instruments, flows, or actors. From a methodological viewpoint this means
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categorisation and classification of findings is needed to construct options for improvements or
development. Working on secondary or proxy data, there is a risk that the results and conclusions
become speculative and even based on noise rather than trends. To counter this to a possible
extent, a hypothesis should be formulated based on the study objective and pre-existing data and
publications, and openly tested with experts and participants in the market.

Steps and tools

The recommendation is to curate a set of pre-existing research papers, datasets, and actor
interview accounts that can serve as core documents and which can help refine and articulate a
precise theory of change. It is important to identify these via desk research before the actual data
collection design and process starts, and to discuss and evaluate the hypothesis during one or
more workshops. It may seem contradictory to propose such a step when most studies start from
a void or absence of private finance data in the land sector. However, it is important to note that
such sources and data do not need to be specific to the country or necessarily quantitative, in
providing own estimates of private finance. The individual steps of the recommendation are
therefore as follows:

> Discuss and determine if and to what extent the study foreseen will have resources, time, and
capability to create own/new secondary or proxy data.

> Search globally, and across academia, institutional, and public data and publications using
keywords relevant to your study. Categorise the results of the search: very little (1-5 sources)
directly relevant for your study, sufficient (5-10), or ample (>10).

> Where small studies coincide with very little sources, it is recommended that the objective,
scope, and feasibility of the study be reconsidered. For studies conducted for this
combination, outputs and relevance of findings will be limited. Furthermore, see the decision
diagram proposed in recommendation 1.

3.9 Operational recommendation 9 on generic data sources
for private finance markets

This recommendation seeks to help and guide studies to sources of information that should be
consulted as a priority when a particular market or group of markets have been selected for scope
e.g., using the development stage operational recommendation 1.

Background

As for public finance, certain actors and datasets contain information and data on certain flows. For
public finance these may be specific types of government agencies or institutions such as market
oversight boards, or agricultural research institutes, but for private finance markets no similar link
between markets and types of actors has been found. This recommendation seeks to provide a
first attempt at establishing such lists of actors per market.

Steps and tools

The recommendation consists of the Table 3-8 below. All actors and datasets are provided in a
sufficiently generic form to apply to most possible country settings, but development stages and
political system may have bearing on whether and in what form some of the actors or data are
available. The tabular key can in principle be used in two ways: for characterising a data source for
the purpose of operational recommendation 5 and for its primary use when market focus and data
collection approach has been decided, and for identification of actors is the next step.
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Table 3-8. Typical generic data sources for the five markets of the private finance framework. Used for
guiding and support.
Supply chain Debt Ecosystem Equity Land
Services
Data Manufacturers, Banks, rural Project Business Chiefs, community
source and | business banks, developers, developers, fund leaders,
type developers, cooperatives, certification and managers, IPO municipality
Bottom- extension extension validation bodies experts, stock officials,
up services, worker services, farmers’ | operating in the market traders, concession
or farmer unions associations, region business school holders,
agronomists academics, surveyors, real
investment estate agents,
prospects, finance | timberland
news reporters investors
Data Export records, Green Bonds Various Stock exchange Land and tenure
source and | trade registries, databases, bank international data, market registries,
type company and credit databases (see oversight reports international
Top-down | registries, institution reports | chapter 4) databases listed in
certification and data chapter 4
schemes
Main data Structured interviews and surveys with listed actors and desk research to extract data from above
collection sources.
strategies
Data use To establish To establish To estimate To understand To estimate land
estimates of estimates of number of trends in trade activity and
traded volume in capital lent per projects, main ownership and prices, and
main land manager activity types, investment qualitative

commodities,
sales prices,
certification levels,
and thus price
premiums

strata at national
or sector levels

volume, and if
possible, credit
price range

rationales and
estimate trends in
valuation of assets

information form
and conditions of
trades, as well as
understanding
investment
rationales

3.10 Operational recommendation 10 on main or priority data
sources for development stages

This recommendation provides a tabular key to linking data sources and collection approaches to
country development stages. It could be used alongside the operational recommendation on
objective types and appropriate data sources and collection approaches, to reinforce or refine the
priority selection of sources and approaches. For example, a level 3 objective (develop) in an
informal stage market should foresee relying mostly on bottom-up data collection using interview
techniques in the field with a representative group of land managers and any informal and formal

financial service providers and extension services.

Background

Not all data sources and hence collection approaches and techniques are available or relevant in all
countries. Availability of data sources increases with the development stage, in particular for
commercial reporting and bottom-up government data. Despite this, primary data on financial
flows remains scarce and difficult to access.
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The development stage of a country and its financial markets coincides with availability and
useability of government statistics, market monitoring, regulatory oversight, transparent price
setting, and so forth. Also, with professionalisation of land managers, promotion of extension
services, and development of land management service providers in general, the knowledge base

and sharing increases. Therefore, the key below to feasible combinations of development stages,
and data collection techniques and sources were developed.

Steps and tools

Having applied operational recommendation 2 on characterisation of a country by its development

stage and rural finance market maturity, the same classification can be used for this

recommendation. For techniques, two options are provided applicable to top down and bottom-up
approaches respectively. As for all other tables based on development stages, in Table 3-9
columns are cumulative, so a column always adds to the columns to its left.

Table 3-9.

and what to expect).

Tabular entry on data sources vs development stage (recommendation on sources to look for

Informal stage

Government stage

Bank stage

Market stage

Data techniques
for Bottom-up
approach

Interview driven. Few
and scattered data
points, no time series.
Site/community-
specific data

Interviews, desk
research and
media/qualitative
analysis

Actor/institutional
interviews and
working
groups/workshops,
surveys, internet polls

Online panel debates,
Social Media
questionnaires,
structured polls by
professional service
providers

Data techniques
for Top-down
approach

Outside country
constructed time
series data from
donors or research.
Generic donor and
UN-based data and
proxies used to qualify
transparent high-level
estimates. High
uncertainty to be
expected

Interpretive statistics,
quantitative analytics,
database and simple
model building. More
in-country data than
for informal stage

Same as for pervious
stage, but expect
more data screening,
titration and
management, as
more sources and
data will expectedly
be available for banks
and credit institutions

Same as for previous,
but given more diverse
group of FSPs, data
identification,
screening, titration,
mining, and selection
will be a significant task
and resource allocation

Data sources

Interviews with
villagers, municipality
officials, NGOs, donor
representatives.
Where international
supply chains for
commodities are
present, all actors of
these will be
prominent sources

Public sector statistics
and reports.

Farm workers’
associations.

Donors, NGOs, and
institutional
investors/MDBs

Bank annual reports,
CSR initiatives,
government oversight
reports, filings and
control. Bank and
financial sector
reports, conferences

Financial Service
provider data and
sources of all kinds:
same types as for bank
stage, but much wider
selection of FSPs

Data use

Establish assumptions
on local market value
of primary production
and adoption rates of
sustainable practices

Identify government
induced private
investment, either
blended or separate
through guarantees.
Estimates per public
instruments/actor
targeted at land
sector

Estimate levels of
lending, credits,
bonds, and other debt
market instruments
per actor (bank,
informal lending, etc.)
or subsector
(livestock), and
investigate
conditionalities if any

Same as for previous,
but again for a wider
range of actors and
instruments
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Next to the above data sources which should be identified and used if possible, a set of alternative
and supplementary sources have been identified which can be used. These may inspire finance
mappers to search in a new place, target a new actor, or use otherwise discarded data.

The below list of sources has been complied during the research and interviews for this report.
These are all applicable to most if not all countries in principle and therefore included here. The list
may be expanded over time and would be used in the LUFT extension module in a longer list of
data sources tabulated by market, objectives, and development stage.

> For any country covered by the TRASE tools, these are relevant data sources for supply chain
market studies. As the scope of TRASE and TRASE finance evolves, more countries and
commodities will be involved.

> On the UN COMTRADE homepage, a comprehensive list of external third-party data viewers
can be found. These are tools relying on UN COMTRADE data, and offer analytical and display
services. Some of the data viewers are specific to certain commaodities, and not all are
relevant for forest or land commodities. The Atlas of Economic Complexity is among the most
useful and detailed as concerns trade in commodities between countries. These will not in
themselves provide primary data on prices but may provide aggregate information at country
level on exports of specific commodities which can serve as background or input for scaled up
estimates on private finance in studies using land centric bottom-up approaches and
assumptions.

> Export Risk Insurance schemes for product or capital goods can be proxies for data on private
FDI from a donor country into a case country. The insured value can be adjusted to constitute
an estimate of private sector investments and exports into a given recipient country.
Aggregate product group and sector data are often public and can be used. Mostly applicable
to supply chain/commodity markets.

> Baselines and additionality tests of carbon market projects (both voluntary and compliance)
often include estimates and case examples of existing/current projects and investments in the
sector in order to substantiate and justify BaU levels. The project development reports can
therefore be useful alternative and public sources of consistent and real information and
sometimes data to be used as proxies. Applicable for studies applying top-down approaches,
and studies dependent on country or subregional economic data and trends for assumptions.

> A worthwhile set of similar data sources are the REDD and Voluntary Carbon Market
databases listed under database review in section 4.4.2. In combination, these can provide
comprehensive primary activity data for ecosystem markets (units issued and transferred)
and in some cases primary data on transacted amounts (unit prices) for land sector projects.

> As another complementary proxy for carbon or ecosystem market data could be project
pipeline data registered with UNEP Risoe, sorted by host country and sector, and excluding
listed sovereign buyers. This, however, is mostly relevant for developed countries buyers, and
even less so until new market mechanisms of the Paris Agreement are active. Not applicable
for co-developed carbon projects not traded freely on markets, or for most voluntary carbon
market projects. (Building on UZH, 2013 findings). Can be applied to any study covering
Ecosystem Markets.

> In scoping a project, in a country covered by the initiative, the BioFIN data viewer can be a
useful resource. The overviews of instruments and scheme in a country with relevance for
biodiversity finance will often correspond to the ones relevant for climate in the land sector.
The data viewer will not yield data or financial flows, but together with other contextual
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information such as the market development stage assessment, allow for scoping and
selecting markets and instruments that serve the objectives. Can also be used for studies that
pursue high-level objectives, on e.g. developing new instruments.

3.11 Operational recommendation 11: Focus on high leverage
instruments

For studies with optimisation or development objectives, the degree of potential leverage to be
exerted by a given instrument may have importance for what should be mapped. A simplified key
to selection of high leverage instruments is the core of this recommendation, and it can be applied
across all development stages and for all data collection approaches. In principle, monitoring
objective studies should cover all instruments equally or alternative prioritise by anticipated size of
flow, and hence not apply this recommendation.

Background

The degree of potential influence of the instruments on the land management decisions for a given
land unit varies not only within a market, but also between markets. As a board member with a
controlling majority share in a professional industrial farm, the management decisions are in
principle yours until you lose control or decide otherwise. On the opposite end, a small credit
facility offering preferential payback-terms for farmers that have taken out insurance against
pests, the impact on land management may be small, and short-lived. This follows from the
assessment of chapter 2, and the logic of markets: the trade-off between risk and return for
investors is also a trade off on control. As climate finance per se relies on implementation of
practices and activities (that can be tagged) that improve the mitigation or enhance resilience on
the farm, leverage will be a relevant parameter for most studies.

Steps and tools

Similar to the categorisation of public instruments applied in LUFT, the Table 3-10 presents a two-
dimensional sorting of instruments by leverage. This can be used for selection or prioritisation of
instruments for mapping, where this is possible given data and study budget. Leverage is defined
as impact on decision making by the financial service provider. Low means subordinate, medium
means equal to other FSPs, but both higher and lower than other offered/available instruments.
High Leverage means direct impact on decision-making.

Table 3-10. Idealised leverage and instrument combinations.

Low leverage Medium Leverage High Leverage

Short (Max one
harvest cycle)

Factoring
Conditional credits
Receivable payments

Long (More than 1
harvest cycle)

Conditional land use rights
Supply chain loans
Long term, securitised loans

Certification based price
premium for commodity
supply chains.

Land lease

Loans

Bonds

Non-long concessions

Ecosystem Credits/Payments
Contract farming type of
price premium for commodity
supply chains

Permanent (under
control)

Long-term concessions (more
than 50 years)
Minority equity share

Ownership: Controlling
equity share or personal
ownership

Land ownership
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As can be seen in Table 3-10, not all combinations are typically available. There are no short term,
high-leverage instruments among the listed instruments of the private finance framework. The
nature of the conditionality of each instrument as listed above may vary greatly, and some supply
chain instruments in particular can have medium or high impact if they are only/primary
instruments available in a certain area and if conditionalities are demanding and precise.

3.12 Operational recommendation 12: on scaling up
observations or secondary data

This particular recommendation is specific to projects in early-stage development markets, and
mostly for actor- or programme-centric approaches, or for use on project-level data.

Background

A common phenomenon in mapping studies monitoring finance flows is the scaling up of
observations to higher levels (specific to generic). However, where data collection approaches
and/or data sources do not provide data which can serve as the basis for scaling estimation, the
data or flows on public finance may serve as starting point. This is particularly relevant in early
development stage markets, where public actors play a prominent role.

Steps and tools

In such countries, land sector climate finance often flows to a few, joint donor-government or
donor-NGO led projects with little direct private finance, or which seek to de-risk or mobilise
private finance. The Nordic Co-operation report (2014) provides a humber of observations and
suggestions for how to tag such finance, but more operational nature generic blending ratios can
be used.

For blended or public induced private investments, ratios for blending have been developed by GEF
(2011), which can be used for scaling up of private investments from data on public allocations,
commitments, or disbursement into PPPs or blending instruments (or building on UZH, 2013).

3.13 Operational Recommendation 13: Validation of findings
and results
This generic recommendation applies to all studies of all types in all geographies. It is motivated

by the still early stage of climate finance mapping in general, and therefore the difficulties of
undertaking external validation of study results.

Background

With high dependence on estimates, constructed data, and assumptions, any result from a
mapping study remains fraught with uncertainty. In some cases, estimates will be speculative and
reported as qualified guesses. In such situations it is difficult for readers and other mappers to
validate or test reported results. As with any other academic exercise, replicability and
transparency are key to credibility, and hence studies should always undertake and report
validation of results.

Steps and tools

Three steps are proposed for validation of results from mapping studies:
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1 Compare any result with records from other studies also in other countries and at other
development stages.

2  Control any result with records or findings from similar contexts, literature and interviews in
general e.g. using the GEF blending ratios.

Report and discuss findings of 1 and 2 above, to allow readers and fellow mappers insights into
applicability and solidity of results.
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4 Conclusions

The state of play on mapping of private climate finance in the land-use sector has been unclear.
Over the past 10-15 years a number of approaches have emerged, with convergence and
consolidation on some matters. But to date there is no study that has provided a full overview and
estimate of private finance flows into the land sector and its climate impact, good or bad. This is
understandable, as primary data are few, confidential, and difficult to obtain — much more so than
for public and in particular donor finance. In fact, most methodologies and studies have either
exclusively or predominantly mapped public (and some blended) finance. The LUFT methodology,
which is the intended frame and reference for this work, is one such method and tool to map
public finance, so far treating private finance at an instrument level.

One of the reasons why no exhaustive study has been completed is that climate finance in the
land-use sector remains not only a novel and still emerging subject, but also a vague term.
Markets, instruments, flows, actors, and uses considered to belong to climate finance in the land-
use sector remain an open question.

This report delivers on this first shortcoming by developing and presenting a framework for
mapping of climate finance in the land-use sector. By proposing typologies categorisations, and
background for their understanding, the framework should help future mapping studies apply
consistent if not comparable terms. In this way, the results can be directly built on and add to.
This is the first major deliverable of the current study.

Another important reason for the patchy and case-centric current state of affairs is that most
studies have been undertaken in different geographies over a short time span. Resultantly, the
ability to rely on and learn from each other has been further limited. In the absence of a long and
strong tradition and practice building on land sector climate finance mapping, no one has been
able to establish an overview and meta-assessment of the strengths and weaknesses of individual
studies and methodologies. This report has not aimed for qualitative judgement on success or
applicability of any individual study. Instead, it has built on a meta-review of a long list of more
than 40 studies with a detailed assessment of typology, scope, objectives, market and
instruments, data sources and collection techniques (see Annex report). This assessment is
structured in accordance with the private finance framework offered in chapter 2 of this report, to
both test and exemplify its applicability, and to start extracting learnings and establishing the basis
for good practices from the pioneering studies undertaken so far.

To help overcome some of the many common barriers that make this sector-specific type of
mapping difficult, this report also set out to deliver operational recommendations for future
mappers. During the the development of the framework, it became clear that the important leaps
forward would be common and comparable methodologies, sharing lessons learnt on barriers, and
limitations faced, and not least providing guidance to calibrate studies and avoid too complex
setups that might fail.
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