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Introduction

We present this briefing to provide investors interested
in the forest sector with updated information and in-
sights regarding risks and opportunities around invest-
ments in forests and forestry.

Besides well-known risks of investments in forests,
such as the risk of natural disasters, valuation un-
certainties, long term income cycles, etc., there are
specific risks in all forestry operations in the Nordic
area relating to climate change, environment, energy,
human rights, land-rights, and other political issues.

There are great expectations on forests to provide all
the resources we need for transition to a renewable,
fossil free economy. Besides producing timber and
wood pulp, forests are expected both to deliver biofuels
and bioenergy in various forms and to act as a storage
for carbon sequestered from the atmosphere as well as
delivering on biodiversity targets. The matter is packed
with conflicts of objectives and policy challenges.
Accordingly, forests and forestry are subject to an evolv-
ing set of policies and regulations. From an investor
perspective, this entails a certain amount of risk.

The ownership or management of land often gives rise
to complex social, political, and environmental conflicts
that may impact negatively on the underlying investor.
Even if forestry, until recently, has been an upstream
industry sector and rarely encountered expressions of
consumer preferences, the lack of performance by a
forest owner or manager may present a brand risk to
companies further down the line, linking them through
their supply chains to the destruction of forests.

To be successful and meet responsible investment
objectives over time, investors must have the ability to
operate in a wider context of environmental and social
frameworks. Companies with high environmental and
social standards that can show a flawless track record
may stand to gain in the long term.

Nordic forests

Planted and natural forests cover around 70 percent

of Sweden and almost 75 percent of Finland. The two
countries together cover several vegetation zones with
different climate conditions.

The Nordic forests were once full of large old growth
trees, abundant with dead wood and full of biodiversity.
Starting in the mid-19th century, the Nordic forests
were intensively logged to supply a growing manu-
facturing industry. In Sweden, forests declined rapidly
starting in the 1840's, reaching a minimum in the
1920's.

In 1923 the first National Forest Inventory’ was made,
since then the number of trees have gradually recov-
ered, but not the forests as eco-systems, since 90
percent of the rejuvenation in managed forests is made
by planting trees, most often in large monocultures
where one or twa species dominate. The total growing
stock today is estimated at 3,7 Bm? (billion cubic meter)
in Sweden?and 2,4 Bm?in Finland.?

Forests provide invaluable ecosystem services. These
include carbon sequestration, nutrients cycling and
water regulation, clean air and oxygen production, flood
and erosion control, and resilience. Forests also provide
opportunities for recreation, education, and cultural
enrichment, and act as a repository for biodiversity and
genetic resources.*

Forestry

Humans have inhabited and used the boreal forest
since time immemorial, but the most intense utilisa-
tion has occurred during the last 300 years in connec-
tion with the development of the forest industry. At
present, Fennoscandian forestry is among the most
mechanised and intensive in the world. The result is
that almost all forest land is now used for production,
generating bioenergy, timber and wood pulp. This
has had a highly negative impact on the structure and
function of boreal ecosystems. Especially the logging of
old-growth forests and the practice of clearcutting and
replanting large areas have decimated the number of
many endemic boreal species.’

Clearcutting is by far the most common forest man-
agement practice in both Sweden and Finland. Itis a
forestry method in which most or all trees in a given
area are of the same species and of the same age and
are uniformly cut down on one occasion. The logged
areas can be up to several square kilometres in size
but are today typically between 1and 10 hectares in
both Sweden and Finland.® Since clearcut areas also
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can be located adjacent to each other, the total logged
area can be much larger.

Even when a forest is logged in smaller non-adjacent
pieces, the resulting fragmentation may be detrimental
to the biodiversity of the forest.”

Clearcutting is usually followed by a dense replantation,
succeeded by one to three thinning operations before
the final harvest. This means that a significant part of
harvested biomass is weak dimension timber with a
high share of low-value tops and branches.

Timber with small dimension is used for bioenergy or
pulp and both are poorly paid products for the forest
owner who often has to spend money on re-planting
material, planting and repeated thinning before any
real income will come from the final felling 60-120
years later.

The clearcutting model tends to use benefits of scale to
the advantage of large forestry companies but provide
constantly less income to smaller private forest own-
ers. Their profitability in Sweden has been in decline for
decades, with a reduction of 20 percent in the last 20
years.®

As a result of intensive forestry and the clearcutting
practice, more than 90 percent of all productive forest
land in Finland and Sweden is covered by structural-
ly simplified, even-aged, and even-structured forest
stands.’

Close-to-Nature Forestry

One alternative to clearcutting is Close-to-Nature
Forestry (CNF), a management system that always
maintains a tree cover in uneven-aged production
forest stands. It can be used to deliver multiple benefits
such as outdoor recreation, enhancing the landscape,
stabilising sails, protecting water, maintaining biodi-
versity while also producing valuable timber. It also
lowers the risk of damage from pests and diseases and
makes the forest less prone to storms. Close-To-Nature
Forestry can reduce financial risks for forest owners by
mitigating natural disasters and bark-beetle infesta-
tions, bath of which are becoming more common in a
changing climate.

The more constant cashflow of harvesting that is
repeated over the growth cycle is also a more secure
business model for smaller forest owners.

Close-to-Nature Forestry is a Forest Management Ap-
proach that aims to create production forests that are
as close to natural state as possible, meaning mixed,
uneven-aged forests with high amounts of deadwood
that support biodiversity and fulfil their important role
as carbon sinks.

CNF uses natural processes and forest dynamics such
as natural rejuvenation to develop resilient forests that
deliver high quality timber while at the same time
reducing risks from natural calamities such as storms,
droughts and bark beetle infestations.

Production forests managed according to CNF gener-
ate profit through several principles:

High quality over quantity

High quality timber generates higher prices on the
market compared to industrial wood. Furthermore
it can be used to produce climate-friendly long-life
products.

Reduction of avoidable costs

By using natural processes such as natural rejuvena-
tion costs from e.g. planting and soil preparation are
reduced.

Value of forests is increased by increasing timber stock
CNF uses single stem harvesting methods, meaning
that forest cover is upheld at all times. By harvest-

ing only single trees the standing timber stocks are
increased over time which in turn increases the value
of the forest.

Climate and biodiversity

Forests are increasingly the focus of two major envi-
ronmental challenges: climate change and the loss

of biodiversity. The Intergovernmental Science-Policy
Platform on Biodiversity and Ecosystem Services
(IPBES) and the UN Intergovernmental Panel on
Climate Change (IPCC) have issued warnings that both
biodiversity and the climate are threatened in the near
future and that these threats are intimately connected.”

Biodiversity is rapidly decreasing in Nordic forests. The
Swedish Species Information Centre (Artdatabanken)
has concluded that more than half of the threatened
species in Sweden are found in forests and most of
these are dependent on old-growth forests. Clearcut-
ting is mentioned as the single factor most detrimental
to threatened forest dwelling species.™
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Forests are also increasingly seen as an important
asset in the struggle to combat climate change in two
different ways. On one hand, there are hopes that wood
and other renewable resources from forests will be
able to replace fossil fuels, thereby over time reduc-
ing the amount of greenhouse gases emitted to the
atmosphere.

On the other hand, forests take up carbon dioxide from
the air and store it in organic material, both in living
trees and plants above ground, but even more so in the

soil underground.”

The Swedish National Institute of Economic Research
recently issued a report stating that “There is a great
climate value in letting carbon stay bound in forests
and land or in long-lived wood products instead of
increasing the concentration of carbon dioxide in the

atmosphere”.®

To complicate matters, forests are also heavily affected
by accelerating climate change. Increasing temper-
atures, coupled with changes in precipitation and
disturbances such as droughts and storms are already
pervasively altering vegetation dynamics.™
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Carbon in forests

Forestry is championed by the forest industry as
a major answer to climate change. The argument
is that growing trees take up carbon from the air
and store it in their wood. When trees are felled
and the timber is used for building material, fur-
niture and other long-lived products, the carbon
will be safely stored for a long time. Meanwhile,
new trees will be planted, and more carbon will
be captured.

The real world is more complex:

1. The percentage of carbon in a forest that is
actually stored in trees varies with type of forest,
soil type and climate but is generally below 20
percent. The rest is found in understory, dead
wood and below ground in roots and the soil
itself.” After a logging operation, and even more
so after a clearcut, most of this carbon will be
released to the atmosphere within a few years.
Depending on soil type it can take decades and
up to centuries to restore the stored carbon to
original levels. Studies have shown that the
logging of a primary forest will need more than
300 years to restore the carbon content of the
forest soil.®

2. Trees in a Nordic forest typically take 60-120
years to grow to harvestable size.” This means
that the biomass of a tree that is felled today will
only be replaced sometime between 2080 and
2140, and the carbon released at felling will be in
the atmosphere exactly at the critical time when
the waorld is struggling to keep emissions as low
as possible.

Figure 1: Difference in carbon storage between an unharve-
sted and regularly harvested forest area.

Carbon

I Unharvested Regularly harvested Time

3. If the tree is used as building material or any
product with a long lifetime, the carbon will be
stored and not released to the atmosphere. The
problem is that for Sweden, some 80 percent of
the material removed from forests during har-
vesting becomes short lived products, meaning
the carbon that was stored in the felled trees is
reemitted to the atmosphere in approximately
two years after their removal.® The situation in
Finland is similar.”

4. Clearcutting and the subsequent soil prepara-
tion cause major disturbance of the ecosystem
and can have many consequences for the climate
and the environment and may increase not only
emissions of carbon dioxide, but also of other
greenhouse gases, such as methane and nitrous
oxides.”

The consequence is that logging, and especially
clearcutting, of forest, at least in a timeframe

of up to a hundred years, releases substantially
more greenhouse gases than it will absorb.

Figure 2: Average carbon content in forests %'

Above ground trees: 15.9%
" Understory: 0.7%
‘L Belowground biomass: 2.1%
Dead wood: 3.0%
Forest floor litter: 6.8%

Soil organic carbon: 71.5

It has been calculated that a clearcut forest will
emit 7-18 tons of carbon dioxide per hectare in
the first year after felling. Even assuming that
emissions would be in balance within only 10
years, each hectare will have emitted about 90
tons of carbon dioxide. Swedish forestry clearcuts
around 200,000 hectares per year, leading to
annual emissions of carbon dioxide of 18 million
tons, equal to 27 percent of Sweden's yearly

emissions.?
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The Nordic Forest Industry

The Nordic countries have 1.6 percent of the world's
forested area. Still, they account for 13 percent of the
world's pulp production, 15 percent of sawn timber
exports, and 18 percent of exported paper and paper
products.?

The following is a brief listing of the largest actors
within the Swedish and Finnish forestry sector together
with their main investors.#

Essity

Essity AB is a fibre-based health and hygiene compa-
ny based in Sweden with branches in more than 20
countries. The company operates in three segments:
personal care, consumer tissue, and professional
hygiene. Essity's products span baby care, feminine
care, toilet paper, facial tissue, and wet wipes, as well
as hand soap, hand sanitizers, and dispensers for
institutional customers. Essity generates most of its
revenue in Europe.

Market value: 20706 million EUR

Table 3: Shareholders, capital and vote (%) in Essity

Shareholder Capital Vote
AB Industrivarden 101 29.4
AMF Forsakring & Fonder 52 7.9
MFS Investment Management 5.0 2.8
Norges Bank Investment Management 39 6.5
Swedbank Robur Fonder 3.6 2.0
Handelsbanken Fonder 35 2.4
SEB Investment Management 2.3 13
Nordea Investment Funds 1.8 1.0
Skandia 0.9 1.9
SCA and Essity pensions funds 0.1 0.8
Other 646 450

UPM-Kymmene

UPM-Kymmene Oyj (UPM) is a Finnish paper and
biomaterials company. The company’s product range
includes paper, pulp, and plywood. UPM is also a major
electricity generator in Finland and is one of the global-
ly most important producers of self- adhesive labelling
materials. Geographically, the company has operational
footprints in Sweden, Finland, the Netherlands, and
other regions.

Market value: 17090 million EUR

Table 1: Shareholders, capital and vote (%) in UPM-Kymmene

Shareholder Capital Vote
SEB (publ), Helsinki Branch 32.4 32.4
Nordea Bank Abp 24.3 24.3
Citibank Europe Plc 59 59
Clearstream Banking S.A. 2.3 2.3
|lmarinen Mutual Pension Insurance Company 2.3 2.3
Varma Mutual Pension Insurance Company 15 15
Euroclear Bank SA/NV 1.0 1.0
Elo Mutual Pension Insurance Company 0.9 0.9
Holding Manutas Oy 0.5 0.5
Society of Swedish Litterature in Finland 0.5 0.5
Other 284 284
Stora Enso

Stora Enso Oyj is a paper and biomaterials company
with headquarters located in Helsinki, Finland. Its oper-
ations are organized in six divisions: consumer board,
packaging solutions, biomaterials, wood products,
paper, and others. Geographically it carries out sales in
Germany, Finland, Sweden, Poland, China, and other
regions.

Market value: 13683 million EUR

Table 2: Shareholders, capital and vote (%) in Stora Enso

Shareholder Capital Vote
Solidium Oy 10.7 273
FAM AB 102 273
Social Insurance Institution of Finland 31 101
Ilmarinen Mutual Pension Insurance Company 3.0 2.6

SEB Investment Management 1.3 0.4
Elo Mutual Pension Insurance Company 1.2 1.2

Varma Mutual Pension Insurance Company 08 2.2

MP-Bolagen i Vetland 0.7 2.1

Erik Johan Ljungberg's Education Foundation 0.5 0.8
Bergslagets Healthcare Foundation 0.3 0.3
Other 682 277
SCA

Svenska Cellulosa AB, SCA, is the largest private forest
owner in northern Europe with more than two million
hectares of forest land. SCA mainly operates through
its Forest, Wood, Pulp, and Paper segments but also
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engages in bio-fuels, quarrying and wind power. Its

products include solid-wood, pulp, kraft liner and publi-

cation papers. Geographically, activities are carried out

throughout Sweden.

Market value: 9638 million EUR

Table 4: Shareholders, capital and vote (%) in SCA

Shareholder Capital Vote
AB Industrivarden 10.3 29.3
AMF Pension & Fonder 8.5 6.1

Norges Bank Investment Management 7.2 9.6
T. Rowe Price 39 2.1

Alecta Pensionsfdrsakring 3.9 2.1

BlackRock 3.6 2.1

Swedbank Robur fonder 3.2 1.7

Vanguard 2.6 1.6

Handelsbanken Pensionsstiftelse 14 3.4
Livforsakringsbolaget Skandia 0.6 1.4

Other 452 59.3
Holmen

Holmen AB is a Swedish company that produces and

sells timber, wood products, a variety of paper prod-

ucts, and electricity generated through renewable
energy sources. The company organises itself into

five segments and its product portfolio includes logs,

biofuel, paperboard for consumer packaging, paper for
books, construction timber, and renewable energy from
hydro and wind power. The company is based in Stock-

holm and earns most of its revenue in the European

markets.

Market value: 6521 million EUR

Table 5: Shareholders, capital and vote (%) in Holmen

BillerudKorsnas

BillerudKorsnas AB produces a variety of packaging,

paper, and board products. Most of the company's sales

come from the food and beverage packaging industry.

BillerudKorsnas organises itself into four segments:

Board, Paper, Solution & Other, and Currency hedging.

Market value: 4000 million EUR

Table 6: Shareholders, capital and vote (%) in BillerudKorsnds

Shareholder Capital Vote
Frapag Beteiligungsholding AG 121 121
AMF Forsakring och Fonder 10.9 10.9
Fjarde AP-fonden 6.4 6.4
Swedbank Robur funds 6.4 6.4
Alecta L4 L4
Schroders 3.6 3.6
Handelsbanken Fonder 3.1 3.1
Vanguard 2.6 2.6
BlackRock 2.0 2.0
Dimensional Fund Advisors 1.6 1.6
Other 469 469

Metsa Board Oyj

Metsa Board Oyj is partly owned by Metsa Group

(see below) and manufactures and sells a variety of

fibre-based products. Its product portfolio includes

pulp, boxboard, and linerboard, which are used in food-

service and consumer goods packaging. Most of the

revenue is generated in Europe. Metsa also operates in

the Americas and the Asia-Pacific region.

Market value: 3001 million EUR

Table 7: Shareholders, capital and vote (%) in Metsd Board

Shareholder Capital Vote
Shareholder Capital Vote Metsaliitto Cooperative 48.0 67.5
L.E. Lundbergféretagen 341 623 Varma Mutual Pension Insurance Company 4.9 6.0
Kempe stiftelserna 7.4 17.5 [lmarinen Mutual Pension Insurance Company 33 3.6
Carnegie funds 43 12 Etola Erkki Olavi 1.8 0.6
Alecta 2.8 0.8 Elo Mutual Pension Insurance Company 1.1 0.4
Swedbank Robur Fonder 2.6 0.7 The State Pension Fund of Finland 0.9 0.3
Nordea Funds 2.4 0.7 Evli Finnish Small Cap Fund 0.7 02
Norges Bank 2.3 0.7 OP-Finland Small Firms Fund 0.6 02
Vanguard 1.7 05 OP-Henkivakuutus Ltd 0.3 0.1
BlackRock 15 0.4 Danske Invest Finnish Equity Fund 0.3 0.1
Other 40.9 15.2 Other 38.1 21.0
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Other (non-listed) corporations

Metsa Group is a Finnish forest industry group which
consists of the holding company Metsaliitto Cooper-
ative together with Metsa Forest and Metsa Wood,
which are parts of the cooperative, and three daughter
companies: Metsa Tissue, Metsa Board and Metsa Fi-
bre. Metsaliitto Cooperative is owned by approximately
100,000 forest owners. It has a yearly turnover of 5,055
MEUR and an average of 9,200 employees. Its mem-
bers own 50 percent of the privately owned forest land
in Finland.

Ahlstrom-Munksjo is a Swedish-Finnish manufacturer
of fibre-based products, including packaging, filters,
laminates, and other paper products. Ahlstrom-Munks-
j6 has 7,800 employees and sales are 2,700 MEUR/

year. The company is currently owned by a group of
private investors and was as of 31 May 2021 delisted
from Nasdaqg Stockholm and 23 June 2021 from Nas-
dag Helsinki.

Sveaskog is Sweden's largest forest owner with 3.9
Mha, 14 percent of Sweden's forest land. It is fully
owned by the Swedish state through its Ministry of
Enterprise and Innovation. Sveaskog had a 660 MEUR
turnover and 827 employees in 2020.

Metsahallitus Metsatalous Oy (Metsahallitus Forestry
Ltd.) is the forestry branch of Metsahallitus - a state-
owned enterprise set up to administer all state-owned
forests in Finland. Metsatalous Oy owns 3,5 Mha of
forest land. It has an annual turnover of 306 MEUR and
421 employees.

Risk

Investors have traditionally looked at forests and forest-
ry as an inflation hedge, an asset class with relatively
low correlation to equity and bond markets and as a
stable long-term holding.

Besides well-known risks of investments in forest
lands, such as the risk of natural disasters, valuation
uncertainties, long term income cycles, etc., there are
specific risks in investments in all forestry operations
in the Nordic area. These relate to environmental and
energy issues, land-rights, human rights and other
political issues.

Increased Pressure

There are great expectations an forests to provide all
the resources needed for transition to a renewable, fos-
sil free economy. In addition to producing timber and
raw material for the pulp and paper industry, forests
are expected both to deliver biofuels and bioenergy

in various forms, as well as industrial feedstocks and
to act as a storage for carbon sequestered from the
atmosphere.

The matter is packed with conflict of objectives and
policy challenges. Climate change is already starting to
impact the health of forests (see separate box) poten-
tially resulting in reduced production.

Forestry in a warming world

Many aspects related to climate change are
prone to affect forest growth and productivity.

« The productivity and distribution of forests could
be affected by changes in temperature, precipita-
tion patterns, and the amount of carbon dioxide
in the air.

« Climate change will likely alter the frequency
and intensity of forest disturbances, including
wildfires, storms, pests and pathogens, and the
occurrence of invasive species.

« Climate change will likely worsen the problems
that the farests already face due to land develop-
ment and air pollution.®

Forestry practices can to some extent mitigate
the impacts of climate change. It has been shown
that alternative forest management models, such
as biodiversity-centred management, wetlands
restoration, Close-to-Nature Forestry, adaptive
rotation, and uneven-aged mixed management
practices not only build resilience against climate
change but also help sequester more carbon.?

Investments in Forests and Forestry in Sweden and Finland: Risks and Opportunities for Responsible Investors Page 8



Greenpeace briefing, June 2022

Increasing demand

There is currently an increased demand for wood and
wood-based products for building and construction
materials, partly driven by a trend towards materials
with less climate impact. There is also a growing mar-
ket for wood fibres to replace fossil fuel-based mate-
rials and for use in various composite materials and
textiles. Ongoing research is constantly revealing new
areas of use for wood products. Lignin electrolytes for
supercapacitors and batteries is one example.®

Bioenergy and biofuels are often presented as sus-
tainable alternatives to fossil fuels (see separate box
below).

An interesting development is the rise in demand for
‘clearcut-free” timber. A large Swedish building suppli-
er, Byggmayx, is now considering offering “clearcut-free”
wood products.”

Lack of supply

The primary production of roundwood is now almost
fully exploited by the forest industry given today's con-
ditions. Demand for roundwood from the pulp industry
and sawmills today exceeds domestic felling. Historical
over-logging is driving forestry operations into new
frontiers including mountainous areas, old growth

Bioenergy - a two-edged sword

As the climate crisis is growing, many look to forests
to provide a renewable fossil-free source of energy,
thereby increasing the pressure on forests. In both
Sweden and Finland, bioenergy already plays an
important role in the production of energy.

In recent years energy derived from biomass has
accounted for almost half of Sweden's total energy
consumption® and around one fourth of Finland's.®
In both countries, bioenergy is still the fastest grow-
ing source of renewable energy. In Sweden, biofuels
cover 23,3 percent of the fuel market.

The forest industry together with the Swedish and
Finnish governments have ambitious plans for sub-
stantially increasing energy generation from forests
over the coming years. The Swedish government's
initiative Fossil-free Sweden estimates an increase
in production of bioenergy of 9 percent by 2030 and

forests, reindeer herding areas etc., leading to conflicts
and reduced production.

There are also risks directly related to the method of
production. The monocultures that are the results of
the standard clearcutting practice tend to be more
vulnerable to droughts, fire, and pests. Problems with
erosion, soil depletion and soil degradation as a con-
sequence of monoculture may also materialise in the
longer term.®

Due to the long production cycles, current forestry
practices, such as clearcutting, soil scarification and
mono-cultures, risk not being able to meet the demand
as customers preferences change towards more sus-
tainable production.

As a result, production in the Nordic forest industry will
grow more slowly than the world market.

Forest conservation

Conservation of forests is an important tool in the
efforts to protect biodiversity and ecosystem services.
In a context of competition for raw material, it may be-
come a threat to investors. Knowing and understand-
ing trends and policies relating to forest protection and
conservation is important when looking to invest in the
forest sector.

an increase of 17 percent by 2045 while the total
demand for bioenergy in 2045 is projected to be
much larger.*

At first glance the idea of using by-products from
the forest seems like a good idea. The problem is
that more or less everything is already being used
or is essential to biodiversity. An increase in energy
production from forests must therefore come from
an increased logging or by-products that are already
being used for other purposes.

The objectives of maintaining biodiversity, climate
mitigation and other ecosystem services in the
forest clashes hard with the quest for more biofuels.
The current push for a major increase in the volume
of production of biofuels, bioliquids, and biomass
fuels, will make agreed sustainability goals difficult
to meet.®
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Land rights issues

The Nordic forest industry has a track record of land
use disputes with the Sami people of northern Sweden
and Finland. Reindeer husbandry holds a cultural and
economic significance for the Sami community.

The reindeer herding area covers about 50 percent of
the productive forest land in Sweden* and about 40
percentin Finland.”* In winter, reindeers need lichen
that only grow on old trees. Madern farestry practices,
including clearcutting, interfere with the reindeers’
search for food and lead to escalating conflicts be-
tween foresters and reindeer herders.

Reputational Risk

In a fast-changing business and market environment,
a company's reputation is an asset in its relationship
with customers, investars, employees, and business
partners.

Good reputation is built on trust, which is earned by
delivering environmental and social performance and
communicating openly and honestly about that per-
formance. Companies also earn trust and build strong
reputations by reacting quickly to mistakes and recog-
nizing responsibility. Companies can do great harm to
their reputations by not acting in this way.*

The ownership or management of land often gives rise
to complex social, political, and environmental conflicts
that may impact negatively on the underlying investor.”

Forestry is an upstream industry sector and rarely en-
counters expressions of consumer preferences. But ac-
tivities by a forest owner or manager presents a risk to
companies further down the line, linking them through
their supply chains to the destruction of forests.

Brand value may accrue to forest companies that have
made a reliable commitment to improving their envi-
ronmental and social performance and to following up
on that commitment.”

Regulatory risks

Forests and forestry are subject to an evolving set of
policies and regulations. From an investor perspective,
this entails a certain amount of risk. The following is an
overview of current and perspective legal framework
related to forests and forestry that may have an impact
on investment choices.

Investments in Forests and Forestry in Sweden and Finland: Risks and Opportunities for Responsible Investors

Certification

Investors seeking to reduce risk in forest invest-
ments often take refuge in forestry certification
schemes such as the Forest Stewardship Council
(FSC) or the Programme for the Endorsement of
Forest Certification (PEFC).

Studies on the effect of certification schemes
conclude that although certification is rewarded
with price premiums and improved market ac-
cess, certified forest owners are not significantly
more likely to preserve areas of high conservation
value than others, or to increase the magnitude
of the areas that are set aside for conservation
purposes.*

Especially the industry-owned PEFC, which has
been the major certification scheme in Finland,
has performed so poorly that even governmental
institutions have left the programme, citing a
lack of sufficient knowledge base and missing
consideration of ecological criteria.”

For forest certification to have an effect, the
standards must be tightened, and the monitoring
and enforcement of farest certification schemes
strengthened.*

It has even been proposed that the focus on
certification is distracting from and delaying the
implementation of a comprehensive and inte-
grated set of solutions including robust laws and
regulations, thereby hindering the transformation
of commodity production systems away from

a model that relies on continued destruction of
natural ecosystems.”

In 1993 Sweden changed its forest policy to integrate
ecological considerations with modern forestry prac-
tices. The policy focuses on two major objectives, one
for production and one for environmental concerns.
Both objectives are ambitious. In contrast, the legal
demands on forest management, mainly set by the
Forestry Act and the Environmental Code, are much
less demanding.

The policy is often described as freedom with respan-
sibility’ and presumes a willingness of forest owners
to make larger investments and take more measures
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in their forest management than what is stipulated by
law.“® In practice production most often takes prec-
edence over environmental considerations and the
situation has generated increasing demands for legis-
lators to codify more of the environmental and social
expectations on forestry into forest law.

Finland has a similar situation with voluntary protec-
tion measures highly emphasized in Finnish forest
policy. According to current legislation, restricting the
amount of annual logging is not possible in Finland
since existing statutes only place restrictions on log-
ging in certain protected areas and habitats. Many of
the forest governance instruments such as subsidies
and forest planning still encourage an increase in log-
ging volumes, while few measures are designed for the
purpose of enhancing biodiversity or water protection.”
If and when this changes it will have a profound impact
on investments in forestry.

In July 2021 the EU Commission launched its new
Forest Strategy for 2030, intended to contribute to
reducing emissions of greenhouse gases. The strategy
sets "a vision and concrete actions for increasing the
quantity and quality of forests in the EU and strength-
ening their protection, restoration and resilience".*® The
strategy has been met with criticism from the forestry
sector in both Sweden and Finland, accusing the Com-
mission of intruding on Member State competence.®

The EU Forest Strategy is an integral part of the 2030
Biodiversity Strategy, "a comprehensive, systemic and
ambitious long-term plan for protecting nature and
reversing the degradation of ecosystems". The Strategy
sets out new ways to implement existing legislation
more effectively, new commitments, measures,
targets, and governance mechanisms and includes
transforming at least 30 percent of Europe's lands into
effectively managed protected areas.” It also stipulates
that all primary and old-growth forests will have to be
strictly protected.

The strategy specifically mentions clearcutting as a
practice that "affects above ground biodiversity and
causes the loss of carbon in the roots and part of the
carbon in the soil" and "should be used only in duly
justified cases".

A parallel development with importance for investors is
the EU Taxonomy, a classification system intended to
arient investments towards more sustainable technolo-
gies and businesses and make Europe climate neutral
by 2050. The Taxonomy is part of the EU's overall
efforts to reach the objectives of the European Green
Deal and make Europe climate-neutral by 2050. The
Taxanomy is meant mainly to have the function of an
affecting force. Reputation and brands of companies
and organisations should be so important that they
can't afford not to adapt to the Taxonomy.

Protected Forests

How protected are protected forests? The Swed-
ish Forest Agency (Skogsstyrelsen) describes
protected forests in four categories: formally pro-
tected forests (productive and non-productive);
voluntary set-asides; consideration areas; and
unproductive forest land.

Counting only formally protected forests, Sweden
protects 4.9 percent of its productive forest lands,
and more than half of the formally protected
areas are found inside the mountain range area
in north-west Sweden.

Finland protects a similar percentage (4.6
percent) of which the largest part is found in the
north of Finland.

Figure 3: Protection of forests in Sweden (above) and
Finland (below)

Formally protected, productive: 4.9%
Formally protected, unproductive: 3.4%
Other non strict protection: 5.8%

L Unproductive forest land: 11.5%

Without protection: 74.3%
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Formally protected, unproductive: 9.7%
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A Taxonomy Climate Delegated Act that covers bioen-
ergy and forestry and "defines the technical screening
criteria for economic activities that can make a sub-
stantial contribution to climate change mitigation and
climate change adaptation" was launched in 2021.*

The Taxonomy delegated act was strongly criticised in
both Sweden and Finland with both governments set
to vote against it when it was brought to the Europe-
an Council on 9 December 2021.% However, the act
was cleared by the council and entered into force on 1
January 2022.

Furthermore, a recent initiative from the European
Commission, after a massive push by EU-citizens and
organisations on an EU legal framework to "halt and
reverse EU-driven global deforestation” focuses on
stricter control on “forest and ecosystem-risk commod-
ities”, FERC.

Although the initiative’s main intention is to stop
destruction of tropical forests, it also covers European
forests and specifically states that ‘commodities cov-
ered by the proposal and their derived products placed
on the Union market should not result in, or derive
from, the degradation of natural forests or natural

ecosystems due to human activity” The final legislation
is expected to be approved in autumn 2022

On the international level the 196 countries that are
parties to the Convention on Biological Diversity,
COP15, will come together in 2022 with the objective to
agree on a ‘Biodiversity Framework to guide actions
worldwide through 2030 to preserve and protect na-
ture and its essential services to people”.>

One of the targets of the draft Framework is to "ensure
that at least 30 per cent globally of land areas and of
sea areas, especially areas of particular importance
for biodiversity and its contributions to people, are
conserved through effectively and equitably managed,
ecologically representative and well-connected sys-
tems of protected areas and other effective area-based
conservation measures and integrated into the wider
landscapes and seascapes”.*

Many experts state that the global biodiversity crisis is
as deep and serious as the climate crisis, and that they
interact and enforce each other. Assuming this is the
case, we are bound to see a number of more stringent
regulations being enforced over the coming years on
global, regional and national levels.

Into the Future

There is not enough forest to meet all demands. But
with smart and innovative management strategies, we
can have forests that both produce enough goods and
maintain the biodiversity and ecosystem services to fill
our needs.

To secure biodiversity and ecosystem services, scien-
tists agree that we need to set aside at least 30 percent
of all forest land through effectively and equitably man-
aged, ecologically representative, and well-connected
systems of protected areas.

A major part of the forests should be managed through
sustainable, ecosystem based, continuous cover forest-
ry methods, built on natural regeneration. A small part
of forest land could then be used for more intensive
production in a balanced and responsible manner.

Investments in Forests and Forestry in Sweden and Finland: Risks and Opportunities for Responsible Investors

Besides the production of timber and other wood
products, there is a huge potential in multi-purpose
management of forest lands. A forest can be used in
so many more ways than just cutting down its trees
and using its wood. A more open-minded approach to
forest use can create jobs and generate income well
above today's levels.

Maybe the most obvious alternative use of forests is for
tourism. Tourism services open a spectrum of business
ideas for creative entrepreneurs, including hiking, fish-

ing, hunting, physical exercise and all the services that

can be built around them.

To be successful and meet responsible investment ob-
jectives over time, investments must have the ability to
operate in a wider context of environmental and social
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framewaorks. Investors may also need to engage in the
commercialisation of ecosystem services provided by

natural forests as public goods in order to secure their
conservation.

Recommendations

To avoid financial and reputational risk, investments in
forests or forestry should only be made where the fol-
lowing recommendations are supported. Certification
has its problems as shown in this report. It is a base-
line requirement but far from enough in itself. Current
investors should exert their influence to make sure that
their investments are safe-guarded:

* Avoid exposure relating to clearcutting: Investors
looking for stable investments should avoid exposure
to risks relating to clearcutting methods. Clearcut-
ting was identified as a main issue in the EU-forest
strategy as part of the Fit for 55 package soon being
rolled out across Europe. Also, increasing pressure
for storing more carbon in soil as part of the new
LULUCF-regulations might mean that large parts of
productive forests will have to be spared.

» Ensure diverse forest portfolios: In order to increase
resilience of forest ecosystems and adjust to the
political changes mentioned above, investors need to
make sure forestry companies have a diverse forest
portfolio; meaning forests with diverse age-struc-
tures and a broad range of species. Companies with
intense clearcutting practices will often have young
forests that yield less or are too young to log.

Ensure due diligence in human rights issues: The
ownership or management of land often gives rise to
complex social, political, and environmental conflicts
that may impact negatively on the underlying inves-
tor. Investors should always do their due diligence
and do a check of company history pertaining to
complaints or fines due to conflict with e.g. reindeer
herders.

Prioritise products with long life spans: Investors
should prioritise investments in forestry with a higher
ratio of long living products (lifespan of >25 years)
and new materials such as construction material and
textile fibre. Long living products are prioritised in

the EU-farest strategy and they yield more profit per
cubic metre of wood than short lived products and
fuels.

Investments in Forests and Forestry in Sweden and Finland: Risks and Opportunities for Responsible Investors

* Invest in forestry that supersedes regulatory de-
mands: With more and stricter sustainability rules
and criteria for forestry expected on a EU-level,
investars looking for long term stability should invest
in forestry that supersedes current regulations.

Checklist for investors

The following is a list of questions to help investors ap-
praise potential investment targets in the forest sector.
A more comprehensive list of due diligence questions
relating to investments in forestry can be found at the
PRI (Principles for Responsible Investment) website.

Policy

- Do you support the 30 percent protection of forests as
described in the EU Biodiversity Strategy?

- Have you taken other EU and international targets
into consideration?

- Are your forestry operations certified by an interna-
tionally recognised body such as the FSC? If so, since
when have they been certified and what percentage of
your operations are caovered by certification?

- Do you have a biodiversity policy? What is it?

—What is your policy and practice regarding indigenous
people’s rights?

Governance and resourcing

- How is responsibility for overseeing and implement-
ing environmental, social and governance (ESO) factors
structured? Are the responsible staff qualified for the
role? Are they using any external resources”?

- How do you ensure that staff have adequate ESG
knowledge and stay up to date with evolving best
practice?

Reporting

- Which channels do you use to communicate ESG
information to investors, and how frequently do you do
s0?

- Can you provide samples of ESG disclosures? If not,
would you consider introducing ESG reporting.

- Is the management of ESG factors included on the
agenda at investor meetings?

- How do you disclose material ESG incidents to your
investors?
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