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1. Introduction

Deforestation and forest degradation contribute
approximately 15-17 per cent of all greenhouse gases'.There can
be no cost-efficient solution to climate change that does not
include mitigation of these emissions. At its 16" meeting, in
Cancun, the Conference of the Parties (COP) of the United Nations
Framework Convention on Climate Change (UNFCCC) adopted
REDD+ as a means to reduce such emissions. REDD+ stands for
Reducing Emissions from Deforestation and Forest Degradation;
the “plus’ denotes the conservation of forests, enhancement of
forest carbon stocks and sustainable management of forests.

The Cancun Agreement (Section | Para 10) adopted by
the COP to the UNFCCC in December 2010 states that
“addressing climate change requires a paradigm shift
towards building a low-carbon society that offers substantial
opportunities and ensures continued high growth and
sustainable development, based on innovative
technologies and  more  sustainable  production and
consumption and lifestyles, while ensuring a just transition
of the workforce that creates decent work and quality jobs.”
The Agreement also notes that, ” social and economic
development and poverty eradication are the first and
overriding priorities of developing countries?...” as they
address issues of climate change. Countries recognize this
potential and reflect their commitment to the wider goals of the
Cancun Agreement through vision statements in their national
programmes on REDD+3. This is also the framework within which
this policy brief is contextualized.

In this policy brief, we explore how investments in natural
capital which includes non-renewable and renewable
resources along with ecosystem services, such as those
under REDD+, can promote development and economic
growth, and especially growth that aims to alleviate
poverty. In countries where REDD+ is a viable option,

investments in natural capital are most effective within the
idea of a ‘Green Economy’. A Green Economy results in
improved human well-being and social equity, while
significantly reducing environmental risks and
ecological scarcities®. This pathway explicitly takes into account
the economics of ecosystems and biodiversity. It is an
operational tool or vehicle to achieve sustainable
development. Governance and valuation tools that can
measure and quantify indicators related to environment,
governance and society are key components of this pathway.

With this approach, the goal is to help create a ‘virtuous
cycle’ of investments in natural and human capitals,® that
reduce the risk for REDD+ investments, and shores
up delivery benefits for climate, development and
conservation over the long term®. This is at the core of the
UN-REDD Programme’s' focus on using REDD+ as a catalyst for
green development.

2. REDD+ as a source of investments for
Green Development

Developed and developing countries such as
Australia, Brazil, Democratic Republic of the Congo (DRC),
Denmark, Ecuador, France, Indonesia, Japan, Norway,
Paraguay, Spain and the United Kingdom’ have embraced REDD+
and invested significant resources,® including national
programme development and bilateral and multilateral
agreements to support REDD+ readiness.

At the sub-national level, even though there is not vyet
compliance  demand for REDD+, pilot projects are
selling carbon credits through the voluntary sector using
approaches such as those developed by the Verified Carbon
Standard and the Climate Community and Biodiversity
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Alliance®. A number of pilot projects are being developed in
countries like Brazil, Cambodia, Cameroon, China, Ecuador,
Tanzania, Viet Nam to name a few. In Indonesia alone, there are
more than 100 projects being developed at different scales'.

Essentially ~REDD+, is an investment focusing on
retaining or enhancing natural capital, and provides an
opportunity to enable countries to move towards realizing green
development. Where conditions are favourable, REDD+
potentially represents an important, possibly even the
pre-eminent, strand in a natural capital  centric
investment strategy. What is the premise for this strategy?

Firstly, it explicitly —acknowledges that we are
reaching limits in our use of the natural environment and
that the true environmental and social costs of our current
economic development and growth models must be taken
into account in devising any future development solutions;
and

Secondly, in contrast to strategies that focus on GDP
led growth it explicitly addresses the need for a
balance between income growth, jobs and equity.

Figure 1 presents this potentially synergistic relationship, which is
explored in the following section in more depth.

3. REDD+ as a natural capital led investment
strategy

REDD+ investments are focused on  maintaining or
enhancing natural capital, either through investments in
forests or through slowing, halting or reversing drivers of
deforestation and forest degradation”. The expected impacts
of a natural capital led investment strategy, of which REDD+
would be a part, and initially a catalyst, are shown in Figure 2.

Figure 2 shows that by shifting emphasis from physical to
natural capital, a REDD+ investment scenario is more
likely to deliver better and lasting results for equity, jobs and
growth as a whole, even if GDP growth may not be as high in the
short term.

Most  developing  countries  legitimately  view  the
exploitation of their natural capital as a pathway to
development. However, in most cases investments are
aimed at converting natural capital into financial or
physical capital, which undermines in the long term the
basis upon which that capital relies. A growing body of
evidence  brought together by The Economics of
Ecosystems and Biodiversity (TEEB'™?) studies suggests that
this is far too narrow a strategy. In many developing
countries, the persistence of poverty and degradation of
the environment can be traced to a series of market, policy
and institutional failures that make the prevailing economic
model far less effective than it otherwise would be in
advancing sustainable development goals. To correct this,
it is increasingly recognized that the correct measure of
development over time is change in wealth, not only GDP'.
The notion of wealth includes the social worth of all the
capital assets an economy relies on including natural
capital, such as forests.
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In order to take advantage of development pathways
through investments in natural capital, there will be a
need to address these market, institutional, policy and
legislative malfunctions. For instance, systematically accounting for
the direct and indirect values of services provided by
ecosystems, like water filtration, or coastal or watershed
protection through markets or policy and regulatory
measures would ensure this value is captured and made
visible in the economy. TEEB has laid out the opportunities
and state of knowledge in this regard. REDD+ is a global
attempt to remedy ‘market failure’ with respect to the
contributions of deforestation and forest degradation to
climate change. REDD+ provides an opportunity to
mainstream the inclusion of natural capital into decision making

processes.

4. Leveraging REDD+ to generate additional
investments in a Green Economy

UNEP's Green Economy Report suggests that an average
annual additional investment of US$40 billion is required to
halve global deforestation by 2030'*. This amount cannot
come from public budgets alone, especially given on-going
austerity efforts in most, if not all, developed countries.
Financing for investments in a natural capital led strategy
that includes REDD+ needs to come from a range of
sources, should embody public-private partnership models and
must play out at a large scale.

Mobilizing finance from private sources is critical to the
success of any global REDD+ scheme as well as for a broader
natural capital led investment strategy. This is the case
especially where traditional ODA funding is decreasing. The
World Bank’s ‘State of the Carbon Market’ notes the
somewhat stagnant position of carbon markets but
suggests that optimism lies in the development of
low-carbon initiatives including domestic  emission
reduction targets in countries like Brazil, China, India and
Mexico™. In 2010, land-based projects supplied the largest
volume (28 MtCO2e) of credits transacted in the over-the-counter
market where conservation efforts and international politics
directed attention to REDD+. REDD+ pilot projects alone
generated 29 per cent of credits transacted in the voluntary
market'.

Public-private partnerships can fuse innovation with the
requirements for scaling up that address drivers of
deforestation and forest degradation through
developing more efficient technologies and alternatives to
allow REDD+ to work. The private sector can support
transactions based on the sale of forest products and
transfers such as payments of environmental services.
Private sector involvement can raise additional capital and
support the shift of important investments towards those
that are fiscally and environmentally rational and
responsible (environmental fiscal reform). Such investments
would be conditional on the adherence of social and
environmental safeguards and  sustainable  development
objectives.

Environmental and social safeguards are important and must
be seen as enablers, rather than deterrents, of private
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Figure 1: The potentially mutually beneficial relationship between REDD+ and a Green Development Pathway.

and public sector involvement in REDD+. Complying with
safeguards can help avoid reputational and operational risk,
clarify legal requirements that must be followed, as well as
clearly set out the social and environmental requirements in
what for many investors (public and private) will be a new
area of business. Establishing clear land tenure and
ownership rights up-front is key. This is important so
that local communities and Indigenous Peoples can
economically benefit from REDD+ activities. It is also a
fundamental precondition for the mobilization of private
finance and investment in REDD+ activities: project
developers, forest concessionaries, lenders and investors will not,
as a core requirement in risk management, consider investing in
REDD+ activities unless clear and undisputed ownership systems
are in place. Well-designed social and environmental standards
can help to channel benefits to socially disadvantaged groups’®.
Most current programmes have standard setting as an integral

part of getting ready for REDD+"".

4.1 Supporting REDD+ investments through a
Green Development transition

Based on various scenarios for forest, UNEP's Green Economy
Report’®  demonstrates how  forests could contribute
20 per cent more value added than “business-as-usual”
(BAU) by investing an additional US$40 billion (currently
investment in forests are about US$70 million dollars) for
afforestation and forest conservation and paying forest
landholders and users to conserve forests and improve forest
management. Models and scenarios can help to understand the
potential impact of these investments, as suitable experiences at
appropriate scales are not available for analysis.

An initial study using the T21 model in Kalimantan in
Indonesia™ compared BAU, especially with respect to oil
palm  expansion and returns, with  scenarios  that

prohibited all further expansion of oil palm ('REDD+ Only’)
and a ‘Hybrid" strategy that allowed for oil palm expansion,
but only on degraded lands. The preliminary results suggest
that while BAU slightly outperforms the ‘REDD+ Only’
strategy, the Hybrid strategy convincingly outperforms BAU
in terms of overall regional GDP growth with significant
gains for GDP of the Poor’. The higher and more resilient
growth is achieved by limiting potential damages of
deforestation and increasing the benefits of forest
conservation, through a strategy that preserves nature and
its value. This shows the value of a green development
perspective - e.g. natural capital focused strategies
that build on REDD+ investments within the context of
interactions among economic sectors and agents in the larger
landscape.

Investments to improve productivity in the agriculture
sector will be a crucial part of national strategies to reduce
deforestation and forest degradation as well as to address
human well-being, as drivers of deforestation and forest
degradation lie  mostly outside the forest sector®.
Increasing food production without agricultural
expansion in forests implies the need to increase
production on existing agricultural land. Investments can be
directed to research and development and agribusiness,
plant and animal health management, strengthening the
supply and value chains for green products and farm inputs,
and improving soil and water management whilst
diversifying crops and livestock.

Such investments need to occur in activities that affect GDP
for the poor. An increase in overall GDP coming from
agricultural labor productivity is on average 2.5 times more
effective in  raising the incomes of the poorest
quintile in  developing countries than an equivalent
increase in GDP coming from non-agricultural labor
productivity. ~ Green farming practices have increased vyields,
especially on small farms, between 79 - 180 per cent?.
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Figure 2: Potential relative impacts of natural capital (NC) led investment strategy versus ‘business as usual’ (BAU).

A 10 per cent increase in farm yields results in a seven per cent
reduction in poverty in Africa, and more than five per cent in
Asia??.

Other types of green economic policies will include those in the
natural management sector and the transport, industry, mining
and energy sectors.

The projections in the green scenarios indicate the
potential of increasing green investment in the forest
sector. But much depends on how the investment is made
and in what policy and institutional context. Large
investment programmes on the scale modeled in the Green
Economy Report will be more challenging although they

can draw lessons from existing experience in smaller
investments.  Global aggregate projections of this nature
cannot, due to limitations of their design, capture the

differences in response between countries with high forest cover
and low forest cover, or between high income and low income
countries?®>. They do, however, indicate what can be achieved at a
global level in the appropriate policy and institutional conditions.

Considering the nature of the reciprocal relationship
between REDD+ and Green Development, three types of
investments or actions are at the heart of achieving the
desired results:

1. Enhanced efficiencies in the existing use of natural
resources;

2. Gradual shifts (or ‘step-changes’), which make the
cost of transition to green development politically
and economically palatable; and

3. Targeted increases in the '‘GDP of the poor”, who tend
to depend more on forests and natural resources in
such landscapes.

These three types of investments will need to espouse both
valuation - internalizing the costs of externalities and
pricing goods with missing markets; and technology
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transfer — in making natural resource sectors more efficient; in
monitoring, reporting and verification activities; and in valuing

and monetizing ecosystem goods and services.

4.2 REDD+ multiple benefits towards green
development

Other ecosystem services, in addition to avoiding emissions
or sequestering carbon, would deliver an economic value
for a provisioning, cultural or regulating service?*. REDD+
investments can be leveraged to induce other investments
that can deliver or realize economic value from these
other ecosystem services. They help maintain or enhance the
forests while providing a steady income source that would
encourage additional financing. Thus REDD+ would deliver notonly
direct investments in forests but it would also help to lower
thresholds for other investments into ecosystem services and the
conservation of biodiversity.

As the TEEB report indicates, the rate and cost of biodiversity
loss is to the detriment of human well-being and
sustainable economies. REDD+ can deliver biodiversity
conservation as an additional benefit for mitigation and
development. Investments can be directed at a broad
portfolio of forest land-use types, not just protected areas.

With the integration of multiple benefits, (including
important social benefits") REDD+ would deliver mitigation,
conservation and development that conforms to a Green Economy
paradigm. This reciprocal relationship serves to insure the REDD+
investments against erosion of their value, due to a loss of
permanence or leakage.



5. REDD+ as an opportunity for change to
green development

The opportunities for REDD+ and green development to have
a mutually supporting relationship are apparent. How to
leverage this opportunity has so far not been discussed. The
UN-REDD Programme is initiating support to countries that
are seeking to explore the mechanisms of this process.
Although the work has commenced only recently, it is
useful to explore how the approach might help to identify
the kind of high-leverage investment  opportunities
needed. It takes a broader economic perspective and
situates REDD+ within the economy of a larger landscape,
province or country, i.e. REDD+ investments are not
regarded in isolation of investments and plans for economic
development as a whole. Using key stakeholder
consultations, scenarios based on systems models and a
variety of economic, ecological and spatial analyses tools,
the  Programme is  working  with  countries to
strengthen their capacity to use REDD+ as an opportunity for
a Green Development transition. The Programme explores this
based on the emerging work in two countries that have
requested such support. They illustrate that while each
country is unique, there are opportunities for standardizing
approaches and tools, while customizing them to the
context.

Indonesia has committed to realizing seven per cent
GDP growth p.a. (by 2014) and social targets of reducing
unemployment to between five and six per cent by 2014,
while achieving a 26-41 per cent reduction in greenhouse
gases emissions by 2020, and significantly and sustainably
improving the well-being of its people. The natural
resources sector, particularly forests and forestry, must play a
significant role in the achievement of these targets.

The  Government of Indonesia recognizes that the
Letter of Intent®® on REDD+ between Indonesia and Norway
offers a unique opportunity to direct investments towards
natural and human capitals. It has requested support from UNEP
and the UN to help ’‘green’ these proposals by explicitly
looking at forests as an economic opportunity in terms of
their products and services in Kalimantan. The initiative
currently identifies 10 areas for intervention:

1. REDD+

2. Sustainable palm oil: increased use of degraded lands
for sustainable palm oil production

3. Agriculture: investmentin ecologically-friendly practices for
smallholders

4. Forest management: investments to reduce pressure
on natural forests

5. Freshwater management: improved freshwater and
waterway management to support plantations,
REDD+ afforestation along waterways

6. Improved fisheries management: support fisheries to
better use the potential of inland fisheries

7. Better land-use and  spatial  planning  and
management: planning  that  recognizes  the
importance of ecosystem services and biodiversity
conservation and what they deliver

8. Energy and mining: alternative energy sources,
improved identification of and management at
locations, reforestation and re-vegetation

9. Urban clusters: Identification of developing pools
of human capital, such as in information
technology and services related to the economic
value of ecosystem services

10. Value  chain  development and infrastructure
investment: encouraging more Foreign and
Domestic Direct Investment for the development of
Indonesia

Another country where this work is being explored is the
Democratic Republic of the Congo (DRC). DRC s richly
endowed with natural resources, with more than half of
Africa’s tropical moist forests and 50 per cent of Africa’s
freshwater  resources.  Production on  forest  farms
constitutes the main source of food for more than
30 million people in the Congo Basin®. Virtually all the
population depends on fuelwood for energy and a large
proportion are dependent on forest resources for food,
medicines, income  and building materials.  These
contributions are not reflected in the country’s GDP.

This lowly contribution of forests - one per cent - to GDP of
this forested country suggests great discrepancies in the
actual (in terms of artisanal logging, charcoal production,
subsistence  forest farming, value of non-wood forest
products and forest ecosystem services) and potential
contributions of forests to the well-being of DRC’s
population.

The opportunities and the challenges for REDD+ and green
development in the DRC are very different to those in
Indonesia, although there are similarities. In the DRC, the
approach taken to seize the REDD+ opportunity is as much
a political process as a series of catalytic investments
triggered by REDD+ funds. The principle of a strengthened
partnership between the DRC Government and its financial
partners around forests, REDD+ and climate change for a green
development path is accepted at the highest level in the
Government, and a framework for the continuation of the
high-level dialogue is in place. A roundtable for the REDD+
investment phase in DRC is planned in the second half of 2012.

Catalyzing REDD+ investments towards enabling
conditions for future growth, a decentralization policy and
strategies at provincial and territorial levels, land tenure
reforms and the efforts towards better governance and
management of the forest sector are being explored as it
is only under these improved conditions that further
investments lift people out of poverty. The importance of the
enabling conditions in the DRC cannot be underscored enough.

6. A roadmap for REDD+ in the context of
green development

Risks associated with the green transformation include the
manner in which funds are transferred, how benefits are
distributed to reach the ultimate beneficiaries and how they
conform with aid effectiveness practices. A gap in
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knowledge and evidence of “how” green development
options will actually benefit the poor and contribute to
increased social equity needs to be filled from experiences at the
national level in developing countries. If investments follow
conventional tracks and a ‘trickle down’ philosophy,
socio-economic and ecological equity will not be achieved.

A review of more than 100 pro-poor environmental finance
case studies?” shows that while financial tools are promising
mechanisms to finance a shift towards a pro-poor and
inclusive ~ economy, they also  require  significant
capacity building to become effective, especially in
developing  countries.  Financial  instruments  including
taxes, fees, loans, subsidies and market-based mechanisms
require initial investments in capacity building to support
accessible  financial  institutions,  strong  management
structures, proven value chains and mature markets to
provide viable social, environmental and financial returns.

In order to take advantage of the opportunity that REDD+
provides for green development and, conversely, the
manner in which this makes REDD+ feasible in a number of
environments, the following strategic and enabling steps will have
to be taken:

A. Strategic

1. Increase public awareness and make the case
for the mutually supportive relationship
between REDD+ and Green Development. Greater
visibility is needed for investments in natural capital
and this includes viewing REDD+ as a
significant  opportunity to motivate voters and
consumers. New and decent jobs can be generated,
including in new markets, particularly to increase
incomes of the poor, and especially women and their
share of GDP and evidence of this needs to be
demonstrated.

2. Develop an investment strategy to extract growth
from those sectors having high employment
generating potential. There is much evidence to
show that in many growing economies, ecosystem
restoration based activities create more jobs than
many other options (e.g. directing investments
towards labour intensive value-adding industries).

3. Focus on sectors which require lower investments
for the same level of output. Investments that
make use of ecological infrastructure, rather than
replacing it with physical infrastructure  would
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indicators, such as 'GDP of the Poor, into
development policy and national policies would
help in  designing more effective and efficient
policies especially in priority areas (e.g.
poverty alleviation, attainment of the MDGs).
Planning agencies and finance ministries should
adopt more diverse and representative indicators
that focus less exclusively on growth and track the
pace and progress of development. They also need to
invest in joint learning processes that make use of
different  types of knowledge (including local
knowledge) when designing programmes.

Enhance financial flows from the private sector.
Private sector investments are required to support
a transformation to a green  development.
Forest-related investments provide a rich
opportunity for businesses and financial institutions
as they act as financial brokers and intermediaries,
leverage resources and debt finance, apply bonds
and securities to the forest sector. Risk management
and insurances are key enabling factors.

Enabling

Expand the scope of the REDD+ agenda. As
countries progress and develop national strategies to
address  drivers of  deforestation and  forest
degradation, the linkages with the other sectors and
themes  within  national  development  planning
become apparent. REDD+ is considered a forest
sector issue in most countries. This does not enhance
national multi-sectoral ownership of the REDD+
agenda, which is crucial if REDD+ is to meet the
expectation for deep change.

Use appropriate tools and means. Tools like
trade-off analysis and participatory scenario analysis
which  are  practically  oriented and  include
computer-based models can deal with specific needs.
Ensure that processes related to REDD+ and the
Green Economy are based on broad stakeholder
consultations. This would help to ensure that
policies and investments reflect the developmental
aspirations of all sections of society and are
transparent and accountable.

Identify and utilize key champions. This
recognizes that change processes require
leadership, commitment and the ability to inspire
and  motivate.  Without global, national and
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