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Part one of the latest UN Biodiversity Conference ended with optimism that
biodiversity can be put on a path to recovery by 2030. It has never been more
important for investors to play a role in protecting and promoting the world'’s

natural capital.

While the 2021 United Nations Climate Change
Conference, known as COP26,' needs no
introduction, its “biodiversity” equivalent is less
known. Yet the UN Biodiversity Conference
that began in October 2021 (CBD COP-15)?
is equally important and set new goals for the
natural world. At last, the biodiversity crisis is
moving out of the shadow of climate change
with which it is interlinked. It's not a moment
too soon, as the pressure on our ecosystems
is increasing exponentially.

Can we imagine our Earth without biodiversity?
Indeed, what will happen if we continue to
underestimate all that nature provides us with?

We believe that climate change and
biodiversity loss should be tackled together, and
that sustainable finance can help to tackle both.
They both classify as “planetary boundaries” —
the nine boundaries that humanity must respect
and protect to maintain life on Earth. This
article addresses the importance of integrating

Key takeaways

— Biodiversity is falling fast due mainly
to human activity, with little action
being taken to tackle the crisis

- There are reasons for optimism
regarding biodiversity, as it's not too
late to tackle the crisis and there is
every chance of political consensus
for action

— Investors can play an important part
by integrating biodiversity factors
into their investment processes and
backing innovators

biodiversity into investment strategies by
defining the concept, the extent of biodiversity
loss, the associated challenges and the role
that investors can play.
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What is biodiversity?

An extensive variety of plant and animal life in the world is
considered vital for life as we know it — a concept that’s known
as biodiversity.® More specifically, this refers to the variety of
life on Earth at three interdependent levels: diversity within
species (genetic diversity), between species (species diversity)
and between ecosystems (ecosystem diversity).

Why is biodiversity in crisis?

At this point in time, we are in an era of unprecedented
biodiversity decline. More than one million species are under
threat, plastic pollution threatens about 66% of the marine
environment and plant species have declined by about 50%.
Human activity is mostly to blame, with the main causes being
changes in land and sea use, direct exploitation of organisms
through activities such as fishing, widespread pollution, the
introduction of invasive alien species and climate change,
according to the Intergovernmental Science-Policy Platform
on Biodiversity and Ecosystem Services (IPBES).

We are exploiting Earth’s resources faster than it can
replenish them. The good news, though, is that there is
still time to reverse the trend for future generations.

Biodiversity loss in numbers
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The global average sea level has
risen by between 16 and 21 cm
since 1900, and at a rate of more
than 3 mm per year over the past
two decades.

Source: IPBES.
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Marine plastic pollution has
increased tenfold since 1980. Over
1 million marine animals (including
mammals, fish, sharks, turtles, and
birds) are killed each year due to
plastic debris in the ocean.

Source: UNESCO Facts & Figures on
Marine Pollution.
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To date, 75% of the terrestrial
environment and 66% of

the marine environment has
been “severely altered” by
human activities.

Source: IBPES 2019.

More than 80% of fish stocks
have been overfished, rising to
93% within EU waters, and total
fish populations have fallen by
more than a third over the past
half-century.

Source: WWF,

Source: CBD.

Invasive alien species — those introduced outside of their natural geographic
range — have, since the 17th century, contributed to nearly 40% of all animal
extinctions for which the cause is known.

Nearly a fifth of the Earth’s surface is at risk of plant and animal invasions,
impacting native species, ecosystem functions and nature’s contributions
to people, as well as economies and human health.

Source: IPBES 2019.



Essential services for human society

Biodiversity is about more than just the species we
consider rare or threatened: it encompasses the food we
eat, the oxygen we breathe, the medicinal plants that heal
us and the clean water we drink. In fact, the continuing
loss of biodiversity directly threatens human health and
increases the risk of future infectious diseases emerging.
We owe everything to nature.

More broadly, biodiversity loss is slowing progress towards
the United Nations Sustainable Development Goals
(SDGs), according to the IPBES Global Assessment Report
on Biodiversity and Ecosystem Services.* Thirty-five out
of 44 SDG sub-targets are impacted by biodiversity loss,
including those related to poverty, hunger, health, water,
cities, climate, oceans and land. Biodiversity is, therefore,
not a pure ecological issue — it has significant social,
security and economic implications.

The threat to drug discovery

Did you know that medicines like aspirin, morphine
and penicillin come from wild plants? According to the
World Health Organization, about 60% the world'’s
population depends on traditional medicines and 85%
of that medicine originates in plants.® Indeed, plants
have been used to successfully treat human disease
for many years, and have yet more potential that has
not yet been exploited. So, biodiversity loss directly
threatens new drug and treatment discovery.

Contributing to climate change mitigation

Indeed, the challenges of climate change and biodiversity
are intertwined. “We can'’t be net zero unless we are nature
positive,” explains David Craig, co-chair of the Taskforce
on Nature-related Financial Disclosures (TNFD), which
was launched in June 2021. Healthy ecosystems help to
mitigate climate change and limit global warming by
delivering carbon storage benefits, soaking up greenhouse
gas emissions and considerably reducing natural disasters.
For example, oceans that cover about 70% of the Earth’s
surface make our atmosphere breathable and mitigate
global warming by capturing approximately 30% of CO2,
absorbing over 90% of excess heat and absorbing up to

50 times more CO2 than our atmosphere.®

The financial cost of less biodiversity

Turning to the economy, more than half of the world’s
USD 44 trillion GDP depends on nature, according to
the World Economic Forum. Consequently, a decline in
so-called natural capital risks significant domage to the
global economy.

Beyond climate: it's time for investors to protect biodiversity

From medicines to raw materials, food to tourism —
businesses across all sectors depend directly or indirectly
on nature and ecosystem services, as the ravages of the
Covid-19 crisis have shown. The increasing pressure on
nature directly threatens the continuity of businesses
and their value chains, especially for agriculture, forestry,
tourism and fishing. Rethinking their role of these sectors,
and increasing their resilience, has become essential.

By exceeding planetary limits, we are disrupting the
functioning of ecosystems, limiting our access to its vital
natural services and magnifying our vulnerability to
natural disasters. Despite growing awareness of this,
the actions taken so far seem out of step with the reality.
Progress remains limited. This is partly because people are
disconnected from nature and do not recognise its value.

Scientists have sounded the alarm for decades, but the
biodiversity crisis remains largely underestimated. Biodiversity
is a complex concept; many people do not understand
how human activities directly impact our natural capital
and, therefore, are not concerned by the extent of its loss.

A key challenge: measuring ecosystem services

As the saying goes: you treasure what you can measure.
But the measurement of “ecosystem services” provided
by biodiversity is challenging. While there are many
proposed indicators and variables, there’s a lack of
consensus about how to put a “price label” on nature’s
services and the cost of biodiversity loss. Agreement is
important, however, as it would help corporates to make
biodiversity commitments and inform investors in their
decision-making.

The TNFD’s launch in the summer of 2021 marks an
important milestone, as it establishes an international
reporting framework that will allow investors to

better understand nature-related risks, impacts and
opportunities. Through its framework, the TNFD is
expected to replicate the success of the Taskforce on
Climate-related Financial Disclosures (TCFD), which
has successfully promoted the issue of climate-related
risks in finance.

Expecting a coordinated policy response

Despite all international initiatives and accumulated
scientific knowledge, the world community has failed

to address the biodiversity crisis. Simply put, the topic
has not captured the same political attention as climate.
Yet this is changing as awareness grows, especially
following the failure to meet the 2010 Aichi targets.”

As a result, a coordinated policy response is expected.
We think policy makers should present a clear roadmap
with achievable targets. It is, therefore, essential to
support an ambitious political agreement at COP-15
for biodiversity, where the draft of the post-2020 global
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biodiversity framework® should be adopted. The framework
proposes four goals to achieve a 2050 shared vision of

“living in harmony with nature” and is expected to provide
the level of ambition needed to halt biodiversity’s decline.

Aligning climate and biodiversity ambitions
through investment

How investors can engage with companies to

influence change...

Investors have an opportunity to lead the transition towards
a nature-positive system. As risks associated with biodiversity
degradation can directly reduce financial returns, we believe
that it is key to consider biodiversity-related aspects in the
investment process. This can be done by ensuring that
companies formalise commitments to protecting biodiversity
and apply them consistently in their operations.

We consider it important to apply exclusion criteria early
in the investment process for severe controversies, using

the United Nations Global Compact (UNGC) framework,”
and to engage with investee companies when necessary.

Responsible investors can require more disclosure from
companies about their impact on natural resources. Although
it is still difficult to get information, doing so is essential

for raising companies’ awareness of the need to protect
ecosystems. With planetary boundaries as one of our core
sustainability themes, Allianz Global Investors is committed
to increasing our engagement on biodiversity in parallel
with the ongoing developments related to data availability.

...and how they can invest for impact

There is also an opportunity to back the innovative
companies protecting biodiversity. This includes solutions
for carbon sequestration, the circular economy or
regenerative agriculture. The UN Convention on Biological
Diversity, in the new global biodiversity framework,
has highlighted that “adequate financial resources to
implement the framework are available and deployed,
progressively closing the financing gap up to at least
USD 700 billion per year by 2030.”

Additionally, impact investing'® has an important role
to play in investing to protect biodiversity, not least
as financial flows are redirected away from harmful
hydrocarbon and agriculture subsidies, estimated at
USD 500 billion per year!!

Urgent rallying cry

Awareness of biodiversity’s crisis is finally growing. As
scientists have warned for many years, the challenges
of climate change and biodiversity are interlinked. Both
represent threats to the wellbeing of human society that
must be tackled urgently.

As investors everywhere consider the question of how
to invest sustainably, biodiversity has an important part
to play in the answer. Protecting and nurturing the
Earth’s natural resources is clearly essential for the
environment and society. It will also help manage
portfolio risks and create investment opportunities that
drive real change.
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There is no guarantee that actively managed investments will outperform the broader market. Environmental, Social and Governance (ESG)
strategies consider factors beyond traditional financial information to select securities or eliminate exposure which could result in relative investment
performance deviating from other strategies or broad market benchmarks.

Information herein is based on sources we believe to be accurate and reliable as at the date it was made. We reserve the right to revise any
information herein at any time without notice. No offer or solicitation to buy or sell securities and no investment advice or recommendation is made
herein. In making investment decisions, investors should not rely solely on this material but should seek independent professional advice. However,
if you choose not to seek professional advice, you should consider the suitability of the product for yourself. Investment involves risks including the
possible loss of principal amount invested and risks associated with investment in emerging and less developed markets. Past performance of

the fund manager(s), or any prediction, projection or forecast, is not indicative of future performance. This material has not been reviewed by any
regulatory authorities. Issued by Allianz Global Investors Asia Pacific Limited.



