THE NEXT ESG FRONTIER

BIODIVERSITY &
NATURAL CAPITAL
Impact Engagement

INTRODUCTION
Biodiversity loss is accelerating at a global scale. Because the global economy is dependent on a biodiverse landscape
to perform critical functions such as climate regulation and pollination, reductions in biodiversity threaten global
economic stability and negatively affect industries ranging from agriculture to pharmaceuticals. It is estimated that
more than half of the world’s GDP (equal to USD 44 trillion) is moderately or highly dependent on contributions from
nature. In short, biodiversity loss leaves the world less resilient to the worsening impacts of global climate changei.
Sustainalytics’ Biodiversity & Natural Capital Impact Engagement addresses this issue head-on by leveraging the
power of investors to engage directly with corporations and other stakeholders to positively and materially address
biodiversity loss and nature degradation.

The Next ESG Frontier
Biodiversity is crucial for the functioning of the earth system and
the global economy. Alongside climate action failure and extreme
weather, biodiversity loss is ranked one of the top-three global
risks of the coming decadeii. The Living Planet Index—an index
that tracks the abundance of 4,392 species globally—has fallen by
68% between 1970 and 2016iii. Correspondingly, more than 40,000
species are currently threatened by extinction—equal to 28% of
all species assessed by the International Union for Conservation
of Nature (IUCN)iv. The scientific community warns of irreversible
global change to the earth system as a direct result of the loss
of genetic biodiversity.
Biodiversity loss is a consequence of different, yet interconnected,
pressures on nature (Figure 1). Human activities, such as
agricultural expansion and associated deforestation, have reduced
ecosystems worldwide by 47%v. Additionally, 80% of global
wastewater is discharged into the environment without prior
treatmentvi, including 300-400 million tons of toxic wastevii. The
impacts of climate change add further pressure on biodiversity—
the latest report (AR6) from the Intergovernmental Panel on
Climate Change (IPCC) states that 3% to 18% of land-based
species will have a high risk of extinction in a 2.0°C scenarioviii.

https://connect.sustainalytics.com/scs-ebook-natures-assets-why-biodiversity-is-good-for-business
https://doi.org/10.5281/zenodo.3831673
iii
https://f.hubspotusercontent20.net/hubfs/4783129/LPR/PDFs/ENGLISH-FULL.pdf
iv
https://www.iucnredlist.org/resources/summary-statistics

Figure 1: Drivers of Nature Loss on a Global Scale
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Data source: The Global Assessment Report on Biodiversity and
Ecosystems Services, IPBES.

https://doi.org/10.5281/zenodo.3831673
https://unesdoc.unesco.org/ark:/48223/pf0000247153
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https://doi.org/10.5281/zenodo.3831673
viii
https://report.ipcc.ch/ar6wg2/pdf/IPCC_AR6_WGII_FinalDraft_FullReport.pdf
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Introducing Sustainalytics’ Biodiversity and
Natural Capital Impact Engagement
An Outcomes-Based Engagement To Help Investors Drive Positive Impact
The objective of Sustainalytics’ Biodiversity and Natural Capital Impact Engagement is to
partner with global investors to address the complexity and interlinkages of biodiversity
loss and climate change, assess double-materiality, protect and promote long-term value,
and capitalize on opportunities and generate systemic impact.

Scope
Initially, the program will focus on the agricultural value chain. As the program progresses, the scope and inclusion of other
sectors or topics will be assessed. According to ENCORE, the agricultural sector relies on local weather regulation, pest and
disease control, and soil health. Paradoxically, the sector is also the single largest contributor to biodiversity declineix, thereby
accelerating its risk exposure.

How Will We Achieve It?
Our solution must be as complex and far-reaching as the issue of biodiversity loss itself. To achieve this, we plan to take
a holistic approach. We will work with participating investors to engage a diverse stakeholder group with representation
across the value chain. This includes:
• Engaging with 50+ upstream and downstream companies, from financiers all the way to retailers
• Consulting NGOs and thought leader networks to share ideas, learnings and best practices
• Participating in and supporting investor-led coalitions and alliances

What We Expect From Companies
To set the strategic direction of the program, we employ a Theory of Change approach to define key outcomes for companies
to accurately address impacts and dependencies on biodiversity. These Key Outcomes are informed by best practice
frameworks, such as TNFD and TCFD, and investor expectations.

Impacts and Dependencies
The company should assess impacts and dependencies
on nature by following TNFD’s assessment process:
Locate, Evaluate, Assess and Prepare (LEAP).

Science-Based Targets
The company should set targets and develop baselines for
all material impacts and/or dependencies in accordance
with the Science-Based Target Network.

Board Oversight
Dependencies and impacts on nature should be overseen
by the board of directors.

ix

Disclosure
The company should follow recognized frameworks and
standards to report impacts and dependencies on nature
such as TCFD, TNFD, CDP and GRI.

https://www.chathamhouse.org/sites/default/files/2021-02/2021-02-03-food-system-biodiversity-loss-benton-et-al_0.pdf

Our Engagement Toolbox
Sustainalytics takes a collaborative, partnership
approach to engagement—constructive dialogue with
our target companies and stakeholders is our primary
tool. When necessary, we escalate with interventions
such as investor letters and shareholder proposals.
Clients are able to participate in all steps of the
engagement including:
Site visits, proxy voting, board
presentations, and investor letters
Participating in investor-led alliances
such as The Finance for Biodiversity
Pledge and Nature Action

TNFD: Report and Act on Natural Capital Risk
Sustainalytics’ stewardship program will work to support investor alignment by
encouraging aligned disclosure, including addressing company-level dependencies,
risks and opportunities driving reporting on impact, Science-based target setting
and effective governance on nature.
To secure long-term value, it is paramount that companies, and consequently
investors, assess and manage physical, transition and systemic risks as
recommended by the Taskforce on Nature-Related Financial Disclosures (TNFD)x.
Physical risks include damage to assets, disruption of supply chains, and loss of
services on which a business depends. 75% of global crop production benefits from
pollinators and 5-8% percent are pollinator-dependent—the latter equal to an annual
market value of USD 235-577 billionxi.
Transition risks result from changes in policy, legislation, technology as well as the
market. Furthermore, a business’ impact on biodiversity may become financially
material if it damages the business’ reputation, resulting in liability and litigation
cases, or non-compliance.
Systemic risks may arise from the breakdown of entire systems rather than individual
parts. Consequently, the impact of such risks has the potential to affect a wide swath
of economic actors and the global economy. For example, the Amazon rainforest is at
high risk of a system-collapse due to deforestation and climate change, which would
have serious consequences for the global economy.

x
xi

https://tnfd.global/tnfd-framework/
https://royalsocietypublishing.org/doi/pdf/10.1098/rspb.2006.3721; https://ipbes.net/sites/default/files/downloads/pdf/2017_pollination_full_report_book_v12_pages.pdf

About Morningstar Sustainalytics
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