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The potential for business solutions
THE F RE T to combat deforestation in large forest
landscapes in Asia: a progress report
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FOREWORD

The authors of this innovative report remind us that
for sustainable forest management to work in the
long term it must make business sense as well as
ecological sense.

But looking at entrepreneurs on the ground in three Asian countries they note that
with the exception of the Forest Stewardship Council (FSC), most innovations

are small-scale, low impact and donor-driven. They make the observation (which
is painful for us in the forest sector) that there is more innovation in the energy
sector. It’s clear that there is no lack of committed and innovative entrepreneurs,
NGOs and community and indigenous organizations on the ground. The
challenge is that the alternative economic approach they promote has traditionally
been at cross-purposes with the large-scale development plans of estate crops.
We see some hope that this situation is now changing. In the palm oil industry in
Indonesia for example, a number of larger companies have made commitments
to “zero deforestation, zero social conflict and zero peat”. The sustainability
commitments from plantation and forestry sectors have been supported by
international buyers and the Indonesian government.

The industry also wants to work with smallholders who provide 40% of
Indonesia’s palm oil and who urgently need technical assistance to improve
planting stock, agricultural methods and business practices. Cooperatives need
to be strengthened and access to capital facilitated. This is fertile ground for the
entrepreneurial approaches explored by the actors of “Impact In the Forests”. It
would have the potential to bring impact at scale that the actors correctly note
has been missing to date, to make a real impact on deforestation for the benefit
of the forests, people, economies and environment.

Nazir Foead, Head,
Indonesian Peatland Restoration Agency (PRA)

Chris Elliott, Executive Director,
Climate and Land Use Alliance (CLUA)

In the palm oil industry in Indonesia for example,

a number of larger companies have made
commitments to “zero deforestation, zero
social conflict and zero peat”. The sustainability
commitments from plantation and forestry sectors
have been supported by international buyers and
the Indonesian government.
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Stripping Cinnamon Bark. Jambi
Province, Sumatra, Indonesia.

The “Impact In the
Forests” report explores
pathways to unlock
business solutions for
deforestation-free trade
chains in Asia.
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EXECUTIVE SUMMARY

The UN’s 2015 Sustainable Development Goals aim
to halt deforestation by 2020. This is unlikely to be
achieved by action by the public or civic sector alone.

This report is based on the assumption that developing successful businesses
that actively or incidentally help to maintain natural forest cover is a key step to
eliminating deforestation. Such businesses will often also contribute positively

to address other environmental, social and economic needs. We define
deforestation-free business models as any for-profit business enterprise that can
operate without directly or indirectly causing deforestation or forest degradation
and/or contribute to forest and land restoration. Working to kick-start sustainable
and scalable business models, which are successful enough to make a significant
reduction in deforestation, requires a new approach.

This report is the product of collaboration between four organizations from very
different sectors — WWF on the environment, Ennovent on business innovation,
the Impact Hub on development of local entrepreneurial ecosystems and
Clarmondial (in association with GreenWorksAsia) on financing for sustainable
development.

It focuses on three key biodiverse countries and landscapes as cases that
represent the range of conditions across Asia. These include:

e Vietnam: particularly the Central Truong Son area around the Annamite
Mountains.

¢ Indonesia: focusing on inland Kalimantan on the island of Borneo, and on
the island of Sumatra.

e Nepal: particularly in the lowland area that forms part of the transboundary
Terai Arc region.

The report provides a situation analysis of the environmental, social and political
conditions in each of the landscapes, along with the policy and entrepreneurial
context. It discusses the potential for innovative approaches in these landscapes
and explores enterprises and sectors that might contribute positively to
addressing deforestation. Finally, it looks at the various actors (innovators,
investors and connectors) who might be involved. Real-life examples are cited
throughout.

The key findings are as follows:

1. Across the three focal countries and landscapes, the proportion
of enterprises found that directly contribute to reducing pressure on
deforestation is very low; and these do not tend to have impact at
large scale. Business incentives remain much stronger for promoting
deforestation than preventing it.

A range of case studies demonstrate that deforestation-free business solutions
do exist and can have impact including:

e Biogas production to replace woodfuel in Vietnam and inclusive business
accelerators linked to this
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40,000

Nepal has over 40,000
micro-enterprises, two-
thirds of which are linked
to timber, non-timber
forest products (NTFPs),
ecosystem services and
ecotourism. Many of these
are run by women.

e Sale of water filters to improve health and reduce woodfuel use in Cambodia
e Sustainable rattan production in Lao PDR

e Peatland restoration in Kalimantan

e Harapan forest restoration enterprises in Sumatra

e Sustainable travel enterprises in forest regions in Nepal

e Sale of locally produced herbal products in Nepal

However these tend to be isolated cases and struggle against business
incentives that promote deforestation such as the high price of oil palm,

the profitability of non-indigenous timber plantations and limited business
infrastructure. While efforts to address environmental issues through social
enterprise are developing rapidly in the region, specific links to deforestation are
less common.

2. While challenges remain, there is a strong foundation of forest related
enterprises in all three countries and opportunities exist for building and/or
scaling to deforestation-free. Incentives are needed to accelerate them.

Nepal for instance has over 40,000 micro-enterprises, two-thirds of which

are linked to timber, non-timber forest products (NTFPs), ecosystem services
and ecotourism. Many of these are run by women. But these are frequently
donor-driven, rarely gain any scale, and social enterprise is just starting to gain
momentum.

Vietnam has a strong forestry and agriculture sector but it also has continuing
high rates of negative impacts on the few remaining natural forests. Limited value
adding of products is undertaken. Investment is emerging from the private sector
(increasingly conservation led), donors, and state-owned banks. However there
is poor market readiness, a focus on small projects and restrictive policies on
foreign investment.

In Indonesia, innovators face similar barriers, such as a lack of alternative
business models and connections to markets, few scalable projects and limited
access to start-up capital. Investors exist, including some impact funds, and
many donors are active. Local banks are conservative and generally reluctant
to fund micro-enterprises. Investments are actually declining, though new
regulations may change this.

While there are challenges (limited deal flow, regulations and enforcement),
opportunities do exist and can be identified and developed by stakeholders that
are operational on the ground and understand the local context. The seeming
increase in interest from impact oriented investors and donors / philanthropists
to support such initiatives is a positive signal and may facilitate development

of these businesses by providing concessional capital to get them started and
achieve investment readiness.

3. A number of pathways for business scaling and aggregation were
identified from the cases. Some of these are restricted to specific sectors
but all deserve more concentrated attention. Sectors with greatest potential
include rubber, cocoa, rattan, essential oils, medicinal plants and low
carbon technologies.

The success of the model proposed by the IIF project depends on the ability

to identify and scale new or hitherto small ventures into operations that make a
landscape-scale impact. Scaling up routes could be, for instance:
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e Across geographies, bringing many different small-scale operations into a
single sustainability-oriented supply chain as is being discussed for rubber in
Sumatra;

¢ Along trade chains, for instance with cocoa, building added financial value
for products from plantations that do not contribute to deforestation;

e Through cross-industry coordination, as with certified timber and wood
products;

e By adding a technological component to boost efficiency, such as
introducing electronic surveillance methods to prevent illegal logging and land
use monitoring;

* By innovation, developing new supply chains etc., such as building demand
for high quality chocolate products, or new pharmaceutical and cosmetic
products from certified essential oils;

e Through creating new markets, e.g. for certified produce (protecting high
carbon stocks, supporting biodiversity corridors, ensuring zero deforestation
in the production);

e By providing access to new markets, both in the context of products (e.g.
supporting links to new buyers) and financiers (e.g. connecting with impact
investors).

4. Equally valuable is the provision of support services for business model
development, connections with investors, and innovation exercises that
link large markets and companies with smaller operators who can generate
scalable solutions to the challenge of deforestation.

There is local interest and potential for developing innovative solutions tackling
deforestation and some successful models do exist. However solutions fail

to reach scale due to lack of support for business innovation, and investment
readiness. Equally, demand-side interest in financing such solutions fails to
translate into investment because of insufficient “quality” deal flow and poor
product structuring.

An end-to-end, comprehensive approach will overcome obstacles that more
narrowly focused initiatives face by covering the entire innovation funnel,
identifying effective models, and advancing impact metrics to measure progress
and facilitate adaptive management.

5. These services are provided by a limited number of incubators,
connectors, innovation agents and business development services. Very
few of these exist in Asia and most are found in urban areas. Efforts to
build deforestation-free supply chains and green businesses must focus
on extending and equipping this ecosystem of services and connecting the
range of non-monetary services.

Four types of services are identified and explored:

¢ I[nnovators: entrepreneurs who develop a deeper understanding of social
and environmental issues, and design, develop and scale solutions to
tackle these challenges and their root causes with innovative approaches.
Innovators can come from any sector, industry, educational background and
social context.

¢ Incubators: companies that help new and start-up companies to develop by
providing services such as management training or office space.

e Connectors: organizations or skilled individuals, often seconded from
business, working with start-up companies to help them build partnerships
to maximize their effectiveness.
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An end-to-end,
comprehensive approach
will overcome obstacles
that more narrowly focused
initiatives face by covering
the entire innovation funnel,
identifying effective models,
and advancing impact
metrics to measure progress
and facilitate adaptive
management.

¢ Investors: In the context of this report, investors include any organization
that provides capital to a business working towards generating financial,
environmental and social returns, with the expectation of both future financial
and measurable non-financial returns (impact) to the investor.

While each of these is individually important, our hypothesis is that the
combination of the four in a coordinated ecosystem of support is most likely
to produce long-term results. However this depends on a comprehensive and
sustained programme that builds a linked ecosystem of services. Sustainability
can be attainable through a strong community platform (with a sustainable
business model), programming that recovers costs, investment vehicles that
generate return on investment and enduring changes to the policy framework.

6. Public sector investments for business development, emissions
reductions, restoration and sustainable development have a role to play
in this process by financing new products and services, entrepreneurial
support systems and innovation processes. However this will require a
more positive and proactive attitude and policies towards private sector
engagement.

Public financing for climate and land use has risen to US$20-30 billion (through
mechanisms such as the World Bank Carbon Fund, Green Climate Fund) and
over US$100 billion is expected to flow annually by 2020. For the first time, there
is a real opportunity for landscape approaches to conservation being put into
practice at scale, with public funds available to help them get established. The
three focal landscapes in this report are the subject of the first landscape scale
forest and climate (REDD+) programmes in Asia coving over 20 million hectares
of land and aiming to reduce emissions by over 60 million tonnes CO,e. Over
US$260 million has been allocated to these efforts.

However, public sector financing tends to benefit public sector solutions and
there is a limited focus on private sector needs or approaches. While this is
changing, only a few of the world’s largest companies are likely to be able to
access these funds in the short term and there is currently effectively no attention
to SMEs and entrepreneurs. A change in the structuring of public investment
policies is needed to address this gap and stimulate entrepreneurial solutions.
This in turn requires a change in mindset from public and multilateral institutions.

There is a deep cultural and understanding divide between the public and private
sector. These are two worlds that operate very differently, with deeply different
languages and processes. This report aims at core to begin to build bridges
across this gap and to foster the process of translating between these “tribes”.
Much more fundamental cross-learning is needed.

7. Private sector investment is already available for “green” business.
However it struggles to find investable opportunities at a scale equivalent
to fiscal supply and is hampered by a diversity of understandings of what is
“green”. Clearer standards, monitoring systems and aggregation services
are required.

The private sector is also moving rapidly to take up the challenge of climate and
land use change with initiatives in the labelled green and climate bond market
(valued globally at US$597.7 billion in July 2015); internal carbon pricing; investor
concern with carbon-intensive stranded assets; and insurance companies scaling
up to respond to anticipated climate impacts. But financiers still struggle because
of the opportunity costs of these deals and the risk-return profiles, so blended
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capital is needed to make them investable. In the report we present a number of
small-scale businesses that have benefitted from public finance that allows them
eventually to operate as independent businesses.

Across all countries it is easier to find funds than it is to find robust projects in
which to invest them. Although the focus is on business, collaboration with the
government is essential, including at local level to ensure development of
project ideas.

8. The creation of forest friendly business at large or small scale is an
undertaking that has barely begun. An initiative is now needed to build
an evidence base for effective solutions and processes and to foster an
ecosystem approach to linking services, policies and incentives.

Positive progress depends on:

¢ Identifying potentially suitable business models and innovators

e Accelerating innovative solutions to achieve significant scale

e Facilitating an integrated and beneficial combination of public and private
financing

e Measuring impact and ensuring that businesses deliver promised
environmental and social benefits

* Promoting success stories to users, entrepreneurs, innovators,
businesses and donors

e Connecting top-down actors (institutions, policy makers, funds, etc.) and
bottom-up innovators

¢ Providing input to policy making that encourages green business models

e Ensuring buy-in for green approaches from businesses engaged in the
landscape

e Replicating successful models in other places impacted by deforestation

Achieving zero net deforestation will not be easy. A surprising number of the
projects considered, whilst often providing excellent social and/or environmental
impacts nonetheless had little direct impact on deforestation. And the number of
businesses with potential environmental returns is a small fraction of the overall
marketplace. Developing deforestation-free social enterprises remains in its
infancy. But there is also a rapid and very encouraging growth of interest in the
possibilities of business models that reduce deforestation, a new generation of
entrepreneurs ready to take risks and build successful business models, and a
global policy framework that supports such efforts. Events are likely to move
quickly in the next few years. There is a huge amount yet to learn and much
focused work ahead to build an effective system for achieving Impact In the
Forests.

There is a deep cultural and understanding divide between the
public and private sector. These are two worlds that operate
very differently, with deeply different languages and processes.
This report aims at core to begin to build bridges across this gap and to
foster the process of translating between these “tribes”.
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Woman carrying fuelwood Kerinci area Sumatra, Indonesia.
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