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01 Introduction to deforestation and business case 
Learners should be able to: 

v Understand global deforestation context, sustainability 
issues in commodity supply chains and why it matters 
to banks

v Understand risks associated with financing agricultural 
commodity production and trade

02
Modules

Risk Identification, Screening and Assessment
Learners should be able to: 

v Describe how deforestation-related risks fits within the traditional risk 
management framework

v Understand where different deforestation-related assessment tools 
fall within risk management stage and how to use them. 

04 Nature-Based Solutions (NbS)
Learners should be able to:

v Understand how NbS can be used to mitigate land use risk

v Understand how NbS can be an investment opportunity for banks

03
Managing financial risk and exploring opportunities
Learners should be able to:

v Understand mitigation actions that banks can take to reduce their 
deforestation-related risks. 

v Understand various opportunities and production innovation to 
support sustainable commodities production.
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Introduction to Deforestation Risks

Dependency on nature and nature risks

Deforestation in context

Deforestation commitments

Impacts and risks of agricultural commodities



INTEGRATION OF DEFORESTATION RISK IN ESG

Objectives
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Audience
v Relevant for bank officers working with credit and loans, 

trade finance and project finance.

LEARNING OBJECTIVES
v Understand global deforestation context and why it matters 

to banks

v Understand sustainability issues in commodity supply chains

v Describe the relationship between banks, agriculture 
commodities, and natural capital

v Understand risks associated with financing agricultural 
commodity production and trade
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Biodiversity risks 
to business on the rise
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v World Economic Forum’s Global Risks Report 2020 indicates that 
the top 5 risks are environmental ones, including biodiversity 
loss and climate action failure. In the 2022 report, Biodiversity loss 
is ranked among the top 3 most severe risks.

v Biodiversity loss is perceived as the 4th most likely and the 3rd 
most impactful (rising year on year)

v Some sectors are more vulnerable than others due 
to greater dependency on nature

Source: Nature Risk Rising (WEF, 2020)

http://www3.weforum.org/docs/WEF_New_Nature_Economy_Report_2020.pdf
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Thinking about impacts and dependencies on nature
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Most, if not all, commercial services financed by banks depend or 
impact on nature, thus creating a risk – particularly to those 
industries that are heavily dependent on nature for their provision 
of services. 

What is Natural Capital?
The stock of renewable and non-renewable natural resources 
(e.g., plants, animals, air, water, soils, minerals) that combine to yield 
a flow of benefits to people. These benefits are commonly known as 
ecosystem services or abiotic services.

Natural capital and the finance sector

Source: Natural Capital Coalition (2018)

https://naturalcapitalcoalition.org/wp-content/uploads/2018/04/Connecting-Finance-and-Natural-Capital_Supplement-to-the-Natural-Capital-Protocol-1.pdf
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Why are nature risks rising?
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v Human activities that impact nature, (e.g. deforestation or pollution or 
indirect such as climate change), are depleting natural capital at an 
accelerating rate.

v This affects nature’s capacity to continue providing the ecosystem 
services on which the economy depend on.

v This can trigger disruptions to economic activities, presenting a potential 
financial risk to those industries and their financiers. 

Source: Natural Capital Finance Alliance and PwC (2018)

Example of disruption risk potentially affecting 
a financial institution

https://naturalcapital.finance/wp-content/uploads/2019/01/NCFA-Phase-2-Report.pdf
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Dependency on nature by industry
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All businesses depend on natural capital assets and ecosystem 
services either directly or through their supply chains. 
The three largest sectors that are highly dependent on nature 
(construction, agriculture, and food and beverages) generate close 
to USD 8 trillion of gross value added (GVA). This is roughly 
twice the size of the German economy.
As nature loses its capacity to provide such services, these sectors 
could suffer significant losses. 

Source: World Economic Forum (2020)

http://www3.weforum.org/docs/WEF_New_Nature_Economy_Report_2020.pdf
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Natural Capital Risks

Banks are exposed to natural capital risks that affect the businesses that they lend to.
The following flow diagram highlights how pressures on nature can transpire to a financial risk for a bank:

11

Pr
es

su
re

s o
n 

na
tu

re

v Deforestation
v Climate 

change
v Pollution

Re
du

ce
d 

pr
ov

isi
on

 o
f 

ec
os

ys
te

m
 se

rv
ice

s
Agricultural 

producer cannot 
service loan 
repayments

v Lack of 
pollinators

v Changes 
in water 
quality and 
quantity

v Increased 
soil 
erosion



MODULE 01

Bank has well 
performing loan

Im
pa

ct
s o

n 
ag

ric
ul

tu
ra

l p
ro

du
ct

v Increased 
yield

v Increased 
quality

Natural Capital Opportunities

Financial institutions can overcome their natural capital risks by addressing the pressures exerted on 
nature.
The following flow diagram highlights how a bank can turn natural capital risk into an opportunity where actions 
towards nature can transpire to a financial opportunity for a bank:
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Summary
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v Most, if not all, commercial 
services depend on nature. 
Banks are exposed to natural 
capital risks that affect the 
businesses that they lend to.

v Interruptions to production 
and distribution of goods 
and services have surged 
due to nature risks.

v As nature loses its capacity 
to provide such services, 
sectors highly dependent on 
nature could suffer 
significant losses.

v Nature loss equals 
economic loss and is thus 
a financial risk.
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Deforestation: a primary threat to biodiversity
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If Tropical Deforestation were a Country, 
it would Rank Third in CO2e Emissions

Source: Seymour & Busch, 2016.

v Avoiding deforestation and protecting of forests is critical to meet the Paris 
Agreement, keep global warming below 2°C and to reach the Sustainable 
Development Goals. 

v ~ 2.6 billion tonnes of carbon dioxide, equivalent to one third of the CO2 released 
from burning fossil fuels, is absorbed by forests every year (IUCN, 2020)

v Forest ecosystems hold 80% of terrestrial biodiversity
v During 2015–2020, the global rate of deforestation was 10 million hectares per 

year (FAO, 2020)

v “Agricultural expansion continues to be the main driver of deforestation 
and forest fragmentation and the associated loss of forest biodiversity” (FAO, 2020)

v Deforestation is a key source of nature-related risks to companies that 
depend on (or cause impact to) tropical regions

https://wri-indonesia.org/en/blog/numbers-value-tropical-forests-climate-change-equation
https://www.iucn.org/resources/issues-briefs/forests-and-climate-change
http://www.fao.org/3/ca8642en/CA8642EN.pdf
http://www.fao.org/3/ca8642en/CA8642EN.pdf
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Quiz
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What do you think are the 7 high 
risk forest risk commodities? 
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v 40% of global deforestation is driven by commodity production 
(Hosonuma et al., 2012), especially soy, palm oil, beef and timber.

v The pervasive use of forest risk commodities, including derivatives, 
means that supply chains in different sectors are exposed to 
deforestation risk

v China is the biggest export market for forest-risk commodities, 
followed by the EU (Trase, 2020)

The “forest risk commodities”

17

https://iopscience.iop.org/article/10.1088/1748-9326/7/4/044009
https://insights.trase.earth/yearbook/highlights/traders-and-markets/
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Spotting the Risk within Supply Chains: 
Palm Oil Example
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Where do deforestation risks lie within this supply chain? 

Why does this matter to you?
The risk for banks may arise through different stages of the palm 
oil supply chain as this is dependent on where and which clients 
you are financing. 

Source: Chatham House, 2016

https://www.chathamhouse.org/sites/default/files/publications/research/2016-01-28-agricultural-commodities-brack-glover-wellesley.pdf
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Source: Curtis et al., 2018, GFW, 2020

South America:
59% commodity 
driven, especially 
soybeans and cattle

South East Asia:
80% commodity 
driven, especially 
palm oil and rubber

Africa:
Mostly driven by 
shifting 
agriculture, but 
cocoa, coffee and 
timber relevant in 
some countries

Primary drivers of forest cover loss for the period 2001 to 2015
The location of where your clients are based and where they are sourcing from is important

https://www.wri.org/blog/2020/02/agriculture-drove-recent-record-breaking-tree-cover-loss
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Quiz
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What are your clients producing or sourcing and, where are your clients based 
or sourcing from?
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Top 5 producing countries of key forest risk commodities 
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Source: TFA, 2019

https://www.tropicalforestalliance.org/assets/Uploads/TFA-Commodity-First-Landscapes-April-2019.pdf
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How this matters to banks?
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v Banks have considerable indirect ecological footprint linked 
to clients they finance. This might lead to financial risks.

v Deforestation risks are not only restricted to producers, they 
spread through out the supply chains of forest risk commodities 
and can impact banks through stranded assets, non-performing 
loans, and profitability.

v For example, in Southeast Asia, bank lending represents 66% 
of financing to forest risk commodity supply chains (CDP, 2019).

v In Latin America, another region of interest in the context 
of deforestation, agriculture is an important economic 
sector across most countries. 

Source: forestsandfinance.org/

https://6fefcbb86e61af1b2fc4-c70d8ead6ced550b4d987d7c03fcdd1d.ssl.cf3.rackcdn.com/cms/reports/documents/000/005/316/original/CDP-SEA-banks-pilot-executive-summary.pdf?1596042488
http://forestsandfinance.org/wp-content/uploads/2020/08/FF_Briefing_Sep_2020-EN.pdf
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Regulatory trends: spotlight on forests 
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v In commodity importing countries, embedded deforestation 
concerns are likely to reflect on:

v New EU policy on deforestation
v Trade deals (e.g., EU-Mercosur)
v Due diligence requirements (e.g. UK Environment Bill)
v Financial market regulation (e.g., EU Taxonomy)
v Mandatory non-financial reporting 
v Stock exchange listing requirements

v In producer countries, implementation of regulatory targets will 
be key (e.g., Brazilian Forest Code and mandatory ISPO 
certification in Indonesia) 

v Calls for improved regulatory framework to create a level 
playing field (e.g. TFA’s Collective Action Agenda)
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Market trends: transition to ethical supply chains
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“BlackRock Inc. and BNP Paribas SA are among the financial institutions pushing consumer companies to more comprehensively incorporate 
the substantial financial risks from deforestation in their climate-risk models.”  S&P Global, June 2020

v Consumption of forest risk commodities will continue to increase and the production area will inevitably expand (e.g., arable land is expected to 
grow 35% in South America by 2050 according to the FAO).

v More than 400 companies globally have made commitments to deforestation-free supply chains: a response to deforestation risks
v Transition to a deforestation free economy has been slow: continued pressure on companies that made 2020 zero deforestation pledges, 

investors are currently looking at this but transition for banks have been slower. 
v Market is likely to focus more on landscape/jurisdictional approaches to commodity sourcing → potential to reduce demand for commodities in 

areas with low environmental performance.

v Big Four accounting firms (Deloitte, PwC, EY, KPMG) unveiled a reporting framework for environmental, social, and governance standards for 
companies.

https://www.spglobal.com/marketintelligence/en/news-insights/latest-news-headlines/blackrock-bnp-paribas-push-deforestation-as-urgent-climate-change-risk-59234581
http://www.fao.org/3/I8429EN/i8429en.pdf
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Societal trends: greater awareness, greater scrutiny
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The move towards deforestation-free finance
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Banks are beginning to understand sustainability as strategic, focusing on risk 
measurement, assessing new business opportunities, and addressing stakeholders’ 
concerns. 
• Principles for Responsible Banking

• A unique framework for ensuring that signatory banks’ strategy and practice align 
with the Paris Agreement and Sustainable Development Goals. 

• The Soft Commodities Compact
• A company-led initiative that worked with the banking industry to help transform 

commodity supply chains and help the banks’ clients (companies) achieve zero net 
deforestation.

• The 12 banks involved have achieved some progress in their anti-deforestation 
policies, monitoring and reporting but there is still a long way to go

• The Land Use Finance Programme
• Tropical Finance Alliance Collective Action Agenda
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Progress so far
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Forest 500 assesses 350 of the most influential companies in key forest-risk supply chains and 150 financial institutions which provide the 
most finance to those companies. 

Key findings have highlighted movement towards deforestation-free finance:
• Since 2019, 22 financial institutions have published a new commodity specific deforestation policy, namely focussed on timber (14) 

and palm oil (10, followed by soy (9) and cattle production (4) (Forest 500, 2021)
• Of 150 financial institutions assessed, 32% of them had at least one commodity specific policy in 2019, which increased to 37% in 

2020 (Forest 500, 2021)

Although financial institutions have made progress towards deforestation free finance, there are several steps involved within the pathway 
towards a deforestation free supply chain.

https://forest500.org/sites/default/files/forest500_2021report.pdf
https://forest500.org/sites/default/files/forest500_2021report.pdf
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Summary of deforestation risk for banks
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Non-performing loans
Clients may be unable to 

service debt 

Operational
Resource scarcity, 

biodiversity loss 
and ecosystem 

degradation leading 
to decreased 

productivity and 
resilience

RETAILERSPROCESSORSTRADERSPRODUCERS

Financial
institutions
risks

Soft 
commodity
supply chain
risks

Soft 
commodity
supply chain

Asset values
Assets may become stranded if 

market conditions change 

Revenue/profitability
Market value may deteriorate 
as revenue and profits are 

impacted

Legal and 
Regulatory

Environmental 
breaches and 

un-preparedness 
for compliance

Legal and 
Regulatory

Legal liabilities due 
to failure to manage 
environmental and 

social risks in 
activities

Markets
Change in 

consumption due to 
changes in societal 

preferences

Reputational
Companies might 

be targeted by 
campaigns due to 

their involvement in 
soft commodity 

value chains

Risks within 
soft commodity 
supply chains can 
affect standard financial 
metrics (e.g., revenue, 
asset valuation, or 
costs) which can affect 
credit worthiness of 
clients, or market value 
of debt, or equities of 
investee companies.

The soft commodity 
supply chain includes a 
diverse range of 
entities that have either 
direct or indirect 
impacts on forests. FORESTS CONSUMERS

Source: Bank and Investor Risk Policies on Soft Commodities

https://naturalcapital.finance/wp-content/uploads/2018/11/NCD-SOFT-COMMODITIES-RISK-FULL.pdf
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Summary
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v Global commodity production (palm 
oil, beef, soy, etc.) is the primary 
cause of deforestation creating a 
risk to banks financing throughout 
the agricultural supply chain.

v These risks include non-performing 
loans, stranded assets, 
deterioration of profitability.

v Knowing what commodity your 
client is producing or sourcing, 
and what country or region, can 
highlight potential deforestation 
risks for your bank
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Companies response to deforestation risk
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Forest-related commitments by 
companies are growing, but 
implementation actions are lagging, 
exposing them and their financiers to risk. 
Banks can encourage or require 
companies to make and implement these 
commitments to mitigate these risks.

Source: Forest500, 2018

https://forest500.org/sites/default/files/forest500_annualreport2018_0_1.pdf
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Companies response to deforestation risk
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The number of commodity-related 
deforestation commitments by companies 
per commodity (SupplyChange, 2021)

Source: SupplyChange, 2021

https://supply-change.org/
https://supply-change.org/


MODULE 01

The pathway of company 
efforts to address 
deforestation in their 
supply chains 
(Forest 500, 2018)
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Source: Forest500, 2018

https://forest500.org/sites/default/files/forest500_annualreport2018_0_1.pdf
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Range of deforestation commitments
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v Zero deforestation – no forest areas cleared or converted
v Zero net deforestation – allows for clearance or conversion of forests in one area as long as an equal area is replanted
v No Deforestation, No-peat and No-Exploitation (NDPE) – No deforestation, no development on peat and exploitation 

of workers, local communities or small-scale growers

v High Conservation Value (HCV) - No conversion of HCVs

v High Carbon Stock (HCS) areas - No conversion of HCSs

v Certification - Supplying or sourcing commodities which are certified 

v Legal and illegal production – Supplying or sourcing commodities which have been legally produced

The following commitments and concepts can be used to prioritise important areas or be used to detail activities 
which a client should and shouldn’t do, within a financial institution's deforestation or land conversion commitment: 
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Comparison of Commodity Production Impacts
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The impacts of tropical deforestation area and carbon 
emissions from land use change differ for each 
commodity type and production location.

Why does this matter to you? 
What do you need to know to understand the potential impacts?
1) What commodity/ies is your client producing or sourcing?
2) Where is your client producing or sourcing from?

Source: Henders, S., Persson, U.M. and Kastner, T., 2015. Trading forests: land-use change and carbon emissions embodied in production and exports of forest-risk commodities. Environmental Research Letters, 10(12), p.125012. 
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Deep Dives of Socio-Environmental Impacts of Commodities 
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As the processes, size and geographic locations of 
each commodity production system differs, the resultant 
impacts on people and local communities will also vary.

Palm Oil

Soy

Beef

Cocoa
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v Malaysia and Indonesia are, by far, the major producing countries
with India, China and the European Union being major importers

v Global palm oil market predicted to reach 92.84 billion in 2021 (Zion Market 
Research, 2016) -> continued pressure on forests and ecosystems

v Approximately 60% of global palm oil produced is from privately or
state-owned plantations, whilst the remaining 40% is produced by 
3 million smallholders (RSPO, 2020)

v Palm oil produced under voluntary sustainability standards is estimated 
to be over USD 7 billion in 2016 (IISD, 2019), providing a potential future 
market opportunity for banks.

Palm Oil

38

Introduction

Source: EPOA, 2020; CiFor, 2020

https://www.globenewswire.com/news-release/2016/12/16/898268/0/en/Global-Palm-Oil-Market-worth-USD-92-84-Billion-in-2021-Zion-Market-Research.html
https://rspo.org/smallholders
https://www.iisd.org/sites/default/files/publications/ssi-global-market-report-palm-oil.pdf
https://palmoilalliance.eu/wp-content/uploads/2020/09/New-Palm-IG-6.5.pdf
https://www.cifor.org/publications/pdf_files/WPapers/WP220Pacheco.pdf
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Palm Oil 
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Changing Landscapes

Why does this matter to you?
Financing clients involved in:
v deforestation of primary forests
v degradation of peatland systems
v negative impacts to globally recognised and 

popular species
v Negative impacts to local communities
Can have serious consequences for your banks 
reputational, market and regulatory risk.
You may find it difficult to profit from the domestic 
retail market and attract international funding if you 
are known to be involved with financing 
deforestation.

Source: European Space Agency, 2019

https://www.esa.int/ESA_Multimedia/Images/2019/07/Palm_oil_plantations
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Palm Oil: Deforestation-related risks
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OPERATIONAL
RISK
11 Chinese companies, who 
purchase Indonesian palm oil, 
estimated biophysical risks
such as extreme weather 
patterns, changes in 
precipitation and temperature, 
frequency and occurrence of 
forest fires to cost USD 854 
million (CDP, 2020).

MARKET
RISK
The 2016 quarterly revenue at 
risk from not complying with 
their buyer’s No Deforestation, 
No Peatland, No Exploitation 
(NDPE) policy expectations, was 
determined for three palm oil 
producers. Results 
demonstrated that 35%, 42% 
and 15% of their quarterly 2016 
revenue would be at risk from 
non-compliance (CRR, 2016).

LEGAL RISK 
In 2018, Otoritas Jasa 
Keuangan (OJK), the 
Indonesian financial regulator 
issued a regulation for all 
financial institutions to create 
sustainable economic growth 
through regulation 
No.51/POJK.03/2017 (IFC, date 
unknown). This means providing 
finance towards clients who 
sustainably use natural 
resources.

REGULATORY
RISK
In 2016, the Government of 
Indonesia fined Sampoerna
Agro $81 million for 2014 
forest fires on 3,000 hectares 
on its concessions in Riau 
Province (Business Insider, 
2016). The $81 million fine is 
slightly less than Sampoerna
Agro’s revenue in the first six 
months of 2016 (CRR, 2016). 

Non-compliant NDPE palm oil 
concessions are at risk of 

becoming stranded assets.

REPUTATIONAL
RISK 

https://6fefcbb86e61af1b2fc4-c70d8ead6ced550b4d987d7c03fcdd1d.ssl.cf3.rackcdn.com/cms/reports/documents/000/005/270/original/CDP_China_Palm_Oil_Report_2020.pdf?1594112746https://www.unep-wcmc.org/system/comfy/cms/files/files/000/001/823/original/Strengthening_Synergies.pdf
https://chainreactionresearch.com/wp-content/uploads/2016/06/suspension-analysis-crr-june-9-2016-final.pdf
https://www.ifc.org/wps/wcm/connect/bab66a7c-9dc2-412f-81f6-f83f94d79660/Indonesia+OJK+Sustainable+Finance+Regulation_English.pdf?MOD=AJPERES&CVID=lVXU.Oy
https://www.businessinsider.com/r-indonesias-sampoerna-agro-fined-record-sum-for-2014-forest-fires-2016-8?IR=T
https://chainreactionresearch.com/the-chain-sampoerna-agro-fined-81-million-for-fires-rspo-reaching-out-to-africa-and-latin-america/
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Soy
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v Global soybean production in South America has substantially grown
by 123% between the years of 1996 and 2004 (WWF, 2019), with 
Brazil, Argentina and Paraguay.

v China is the major importer of soybean, followed by smaller imports 
from the Netherlands, Indonesia, Mexico and Germany.

v Estimated only 2-3% of global soy production is certified in 2016 
(KPMG, 2016), with organic, ProTerra Foundation and RTRS 
representing 1.6%-2.4% certified soy (International Trade Centre, 2020).

v The Consumer Goods Forum, a network of 400 businesses with 
combined sales of USD 3,300 billion, has created a Sustainable Soy 
Sourcing Guideline for companies to adhere to.

Introduction

Source: Bloomberg, 2018

http://awsassets.wwfdk.panda.org/downloads/wwf_soy_report_final_jan_19.pdf
https://www.intracen.org/publication/Sustainable-Markets-2020/
https://www.theconsumergoodsforum.com/environmental-sustainability/forest-positive-deforestation/soy/
https://www.bloomberg.com/graphics/2018-soybean-tariff/
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Soy

42

Introduction

Source: Bloomberg, 2018

https://www.bloomberg.com/graphics/2018-soybean-tariff/
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Soy: Deforestation-related risks
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OPERATIONAL 
RISK
Studies have demonstrated that 
changes in annual precipitation 
patterns and temperature 
influences soybean yield 
(Sharma et al., 2010; Goldblum, 
2013).

MARKET 
RISK 
Nestle stopped sourcing all of 
their Brazilian soy from Cargill, 
as they were not able to trace it 
back to site locations, leading to 
concerns that soybeans were 
being produced on converted 
land (Brasil Economico, 2019).

LEGAL RISK 
Banco Central do Brasil has 
introduced regulations which 
prohibit lending to farms which 
violate sustainability focussed 
rules and regulations within the 
Amazon, activities taking pace 
on embargoed areas and forced 
labour.

REGULATORY 
RISK
Banks are potentially exposed to 
fines in some jurisdictions if 
financing soy farmers that are in 
breach of forest protection laws.

REPUTATIONAL
RISK  
An example is the actions by the 
NGO Mighty Earth against 
Cargill based on deforestation-
related accusations.

https://brasileconomico.net/2019/12/26/nestle-ceases-to-source-cargills-brazil-soy/
https://stories.mightyearth.org/cargill-worst-company-in-the-world/
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Beef and leather
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Introduction

Source: IPCC, 2019

v Pastures occupy 21% of the global land surface (twice 
the area of cropland)

v Cattle ranching is the greatest driver of deforestation 
globally (Henderson et al., 2015), but risks depend on 
where it happens

v Deforestation risks are largely concentrated in South 
America with 71% of total deforestation attributed to beef 
production

v Projected growth in beef production (+5Mt) in the next 
10 years will mostly occur in developing countries (81%, 
e.g. Brazil and Argentina) (FAO, 2020) → continued 
pressure on forests and other ecosystems

v Hidden supply chain risks: supply chain complexity, lack 
of traceability and lack of certification 

https://www.ipcc.ch/site/assets/uploads/sites/4/2019/11/SPM1-approval-v7-USletter.png
https://wcmc.sharepoint.com/sites/08634DeforestationRiskwithGreenGrowthPartnership/Shared%20Documents/Global%20module/Content/PowerPointSlides/Module_1/Henders,%20Persson,%20and%20Kastner%202015
https://www.oecd-ilibrary.org/agriculture-and-food/oecd-fao-agricultural-outlook-2020-2029_1112c23b-en
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Beef and leather
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Socio-Environmental Impacts
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Beef and leather: Deforestation-related risks
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OPERATIONAL 
RISK
Deforestation is a primary 
cause of soil degradation. 
Degraded pastures are a major 
problem in the Amazon region, 
leading to low cattle productivity 
and conversion of new forest 
areas for cattle ranching.

MARKET 
RISK 
In 2009, a large investigation by 
the Brazilian Federal 
Prosecutors Office 
established links between 
slaughterhouses in the 
Amazon and deforestation in 
farms supplying them. To avoid 
prosecution and not to lose 
markets, the major beef 
processor signed legally binding 
commitments to avoid illegal 
deforestation in their supply 
chains.

LEGAL RISK 
In 2008, regulation by the 
Brazilian Central Bank has 
established stricter 
environmental requirements 
for banks to follow when 
providing credit to farmers, 
requiring them to proof 
compliance with forest 
regulations. This has 
substantially reduced credit to 
cattle farmers in the Amazon 
region, also leading to 
reduced deforestation rates.

REGULATORY 
RISK
In 2020, following international 
concerns related to deforestation 
and fires in the Amazon region, 
three main private banks in 
Brazil,  Bradesco, Itau-
Unibanco and Santander, have 
announced joint plans to 
avoid  credit to cattle 
production linked to 
deforestation.

REPUTATIONAL
RISK 
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Introduction

Source: Ceres, 2020

v The three current largest producing countries of cocoa is 
Cote d’Ivoire, Ghana and Ecuador (International Cocoa 
Organization, 2020, where 60% is sourced from Cote 
d’Ivoire and Ghana (FairTrade, 2020)

v Smallholders make up 90% of all cocoa farmers (Ceres, 
2020)

v The Netherlands, Germany and the United States are the 
three top importing countries, importing 23.3%, 10.9% and 
10.1% respectively (OEC, 2018)

v The certified area for cocoa was at least 3.2 million ha in 
2020 and reached a global share of the total cocoa area of 
at least 27% (International Trade Centre, 2020)

https://engagethechain.org/sites/default/files/commodity/Cocoa%20Brief%20Engage%20the%20Chain%20Oct2020.pdf
https://www.icco.org/growing-cocoa/
https://www.fairtrade.org.uk/farmers-and-workers/cocoa/about-cocoa/
https://engagethechain.org/sites/default/files/commodity/Cocoa%20Brief%20Engage%20the%20Chain%20Oct2020.pdf
https://oec.world/en/profile/hs92/cocoa-beans?redirect=true
https://www.intracen.org/publication/Sustainable-Markets-2020/
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Socio-Environmental Impacts

Source: WRI, 2015

Environmental
v Clearance of 117,240 ha of virgin forest in Ghana between 

the years of 2010 to 2015 and 3,000km of new feeder 
roads have been constructed since 1999 to link cocoa 
farms to marketing outlets (Takyi et al., 2019)

v In 2015, less than half of the protected areas surveyed in 
Côte d’Ivoire still contained any of the country’s 22 primate 
species, and seven out of the 23 protected areas surveyed 
had been converted almost entirely into illegal cocoa 
production (Bitty et al., 2015)

Social
v Conversion of natural forest into cocoa plantations leads to 

loss of ecosystem services and biodiversity species 
richness (Beenhouwer et al., 2013), potentially impacting 
locals who rely on provisioning services of forests. 

https://api.open-ressources.fr/files/aHR0cHM6Ly9hcGkuem90ZXJvLm9yZy9ncm91cHMvMzM2MTk3L2l0ZW1zL01aQ0lFV044L2ZpbGUvdmlldw==/YXBwbGljYXRpb24vcGRm
https://www.tandfonline.com/doi/abs/10.1080/09744053.2019.1635416?journalCode=rafr20
https://journals.sagepub.com/doi/full/10.1177/194008291500800110
https://www.sciencedirect.com/science/article/abs/pii/S0167880913001424
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OPERATIONAL 
RISK

Climate change impacts pose a 
threat to areas currently suitable 
for cocoa production (Laderach
et al., 2013), leading to reduce 
cocoa productivity, these 
climate-related risks can turn 
into operational risks for 
upstream supply-chain

MARKET 
RISK 

Enforcement of stricter 
procurements standards of 
downstream buyers as part of 
their no-deforestation 
commitments can lead to 
market risk for suppliers 
producing and/or traders 
sourcing deforestation-linked 
cocoa (Ceres, 2020) 
Sustainable cocoa drives market 
growth of cocoa grown under 
voluntary sustainability 
standards (IISD, 2019)

LEGAL RISK 

UK law and EU consultations 
towards the production of 
deforestation-linked products, 
including cocoa, will result in 
producing and importing 
countries to be penalised with 
fines if they non-compliant.

REGULATORY 
RISK

As regulators in Europe consider 
stricter human rights and 
environmental due diligence and 
disclosure requirements 
(RI,2020), those involved in 
producing or sourcing cocoa 
produced by child labour and or 
deforestation-linked cocoa will 
be penalized. Investors have 
shown their support for human 
rights report to grow (RI, 2020)

REPUTATIONAL
RISK 

Climate-change related impacts 
can lead to market risk due to 

cocoa volume and price 
fluctuations

https://link.springer.com/article/10.1007/s10584-013-0774-8
https://engagethechain.org/sites/default/files/commodity/Cocoa%20Brief%20Engage%20the%20Chain%20Oct2020.pdf
https://www.iisd.org/system/files/publications/ssi-global-market-report-cocoa.pdf
https://www.gov.uk/government/news/world-leading-new-law-to-protect-rainforests-and-clean-up-supply-chains
https://ec.europa.eu/environment/forests/deforestation.htm
https://www.responsible-investor.com/articles/eu-policy-update-april
https://www.theguardian.com/global-development/2019/jul/25/eu-moves-to-tackle-deforestation-caused-by-chocolate-and-other-products
https://www.responsible-investor.com/articles/investor-support-for-human-rights-reporting-grows-to-usd5trn
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What are the most obvious and less 
obvious risks?

How would the materiality of those risks be 
perceived by different parts of the bank?

If possible, provide some examples to aid 
the discussion

What do you expect to be your biggest 
risks in the next ten years?

Break Out Groups Exercise

50

In breakout groups:

You will have 15 minutes to discuss, please assign a spokesperson to your group.
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Non-performing loans
Clients may be unable to 

service debt 

Operational
Resource scarcity, 

biodiversity loss 
and ecosystem 

degradation leading 
to decreased 

productivity and 
resilience

RETAILERSPROCESSORSTRADERSPRODUCERS

Financial
institutions
risks

Soft 
commodity
supply chain
risks

Soft 
commodity
supply chain

Asset values
Assets may become stranded if 

market conditions change 

Revenue/profitability
Market value may deteriorate 
as revenue and profits are 

impacted

Legal and 
Regulatory

Environmental 
breaches and 

un-preparedness 
for compliance

Legal and 
Regulatory

Legal liabilities due 
to failure to manage 
environmental and 

social risks in 
activities

Markets
Change in 

consumption due to 
changes in societal 

preferences

Reputational
Companies might 

be targeted by 
campaigns due to 

their involvement in 
soft commodity 

value chains

Risks within 
soft commodity 
supply chains can 
affect standard financial 
metrics (e.g., revenue, 
asset valuation, or 
costs) which can affect 
credit worthiness of 
clients, or market value 
of debt, or equities of 
investee companies.

The soft commodity 
supply chain includes a 
diverse range of 
entities that have either 
direct or indirect 
impacts on forests. FORESTS CONSUMERS
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v Natural capital helps financial institution and businesses think about impacts 
and dependencies on nature. Nature loss equals economic loss and is thus 
a financial risk.

v Global demand for commodities is the primary driver for deforestation. 
In response, regulatory, market, and societal trends are moving towards 
deforestation-free finance. 

v The high dependency and impact of agricultural-based industries on forests 
and their services, may translate as operational risk, market, reputational, 
and legal risk for the company that you finance. 

v Banks have considerable indirect environmental impact linked to the clients 
they finance. This might lead to financial risks such as non-performing loans, 
asset values, and revenue profitability. 

v Deforestation risk mainly lie in the production stage of the supply chain, 
but can translate as risks along the supply chain. 
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Despite this progress, the pathway towards deforestation-free finance for the banking sector requires several steps, 
which includes conducting a risk assessment [to ensure effective implementation of no deforestation policies, as well 
as ensuring progress to be transparently reported].

The next Module (Deforestation Risk Identification and Assessment) will provide details on how banks can identify, 
screen and assess deforestation risk

The next module will cover: 

v How deforestation-related risks fits within the traditional risk management framework

v Deforestation-related assessment tools, where the fit within risk management process, and how to use them. 



Thank you
Next Session: Module 2, Part A 

Thursday, 29th September, 14:00-16:00 BST


