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Financial Q&A 

October 23, 2025 

1. Critics consider the consistent generation of the targeted additional yield of more than three 

percent for forest financing to be unrealistic. They argue that high interest rates on bonds to 

emerging markets reflect a higher risk of default and cannot simply be assumed as profit. 

(“There is no free lunch.”) If it were that simple, there would already be many imitators. How 

do you respond to them? 

The market spread is proportionate, but not equal to risk. There are other characteristics such as liquidity, 

possibility of repayment and general complexity. Investors purchase credit bonds to generate a positive 

return relative to the risk-free rate. So, they will always seek a spread over any expected losses. If not, they 

should simply purchase risk-free bonds, and there would only be demand for AAA bonds. 

Emerging Market bonds are no riskier than comparably rated bonds issued from developed markets.  

Indeed, the rating agencies stress that fact at every opportunity.  A BBB bond’s risk of default should be 

the same regardless of geography. The loss given default may change between different assets of the same 

rating, based on their recovery rates – e.g. does an asset have security over specific collateral or is the bond 

unsecured. But the pure risk of default is the same and we note that in general bonds in both the developed 

and emerging markets are unsecured, unlike loans.  

If the Tropical Forever Investment Fund were paying out all its profit every year fully to the TFCs and its 

investors, then yes, the proposal would be risky because the probability that there will be some defaults is 

real.  But because of the deforestation discount, TFIF retains a significant percentage of its revenue, 

especially in the early years. This is pure equity and provides a buffer against any losses or market to market 

volatility that may occur. Over time it is expected that this buffer will build and allow for repayment of the 

original junior capital, but in the first 10 years it plays the buffer role that ensures the stability of the 

structure.  

 

2. Critics consider the risk structure to be unfair, with forest countries bearing the highest default 

risk. They advocate a change in the seniority structure: 1. Loss bearers: sponsor countries, 2: 

private investors, 3: forest countries. Is such a change conceivable? 

The priority for the TFIF is to secure the lowest cost of capital which ensures the maximum flow to the TFCs. 

If this could all be achieved with sponsor investment then this would be great, but sponsors do not have 

USD 125 billion to dedicate to this initiative. Under this model, the private sector provides the bulk of the 

capital, but to keep their cost as low as possible, it is critical that they are the most senior in the capital 

stack. Yes, TFCs are the ultimate equity holder, but they benefit from the perpetual nature of the fund.  The 

sponsors are senior, but they exit overtime leaving 100% of the TFIF in the hands of the TFCs.   
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Also keep in mind TFFF is complementary to other funding alternatives for forests. It will probably be the 

largest, but we are not asking TFCs to give up on voluntary carbon markets, for example. 

 

3. In your recent concept note on the TFFF, you present some statistical analyses, graphs and future 

simulations. What assumptions underlie these models? 

Assumptions for simulation purposes are that TFIF will operate with 5x leverage (i.e. USD 25 billion from 

sponsors generating total USD 125 billion under management), invested into a portfolio of fixed rate bonds 

(see below).  The TFIF will pay a fixed yield of equivalent to the rate on the long-term US Treasury bonds to 

its sponsors and a comparable yield plus a spread (spread will depend on the final rating) to its private 

investors and will pay forest countries according to the parameters determined in the concept note (eg. 4 

USD hectare with 100x penalty for deforestation and so on). This allows us to build a waterfall as illustrated 

in (Fig 9). The simulations you refer to are generated by modelling a variety of portfolios with different risk 

parameters as set out in table 6. 

 

4. Can you provide the primary data for the claims? Because in Figure 8 on previous Concept Note 

3.0, at page 38, it looks like the expected portfolio outcome of the fund has a higher probability 

for losses than for profit. Why should any country lend money to the facility? 

The purpose of that figure, which is not in the current version, was to estimate the impact of market 

volatility on an EM bond portfolio.  That graph is no longer useful since TFIF has already been assessed by 

external credit ratings, so the graph is absent in the new version of the concept note.  As a quick remark, 

we have used the EMBI as a proxy as it has a long track record. This graph shows what would happen if all 

the TFIF cash was paid out every year. As discussed above this is not the case and the positive yield of early 

years builds to provide a cushion for this volatility. This model also assumes that the portfolio has a static 

duration and was invested at a point in time when credit spreads were relatively tight (the EMBI has had 

an average spread of 350 bps but is currently trading inside 300 basis points). To mitigate market risk, the 

TFIF will adopt a risk policy which indicates the amount of risk that can be taken at any point in time.  

Because the TFIF will build its portfolio over a few years it expects to “average-in” to the market, which will 

provide a benefit and may target a portfolio with an average risk profile of BBB- vs BB+ to reduce 

anticipated spread volatility. These parameters will be set to reflect the various risk tolerance limits set by 

the sponsor capital investors during the execution phase of TFIF. 

 

5. Some critics say that the fund could be a "high-risk gamble with taxpayers' money". The claim 

is that the fund’s structure poses serious risks to the public sector. "To make the private sector's 

participation seem low-risk, the state assumes the entire downside – taking on the so-called 

first-loss tranche. That means taxpayers aren’t just funding forest protection – they’re also 

guaranteeing the returns of private investors." Therefore, it is an arbitrage bet. 

https://tfff.earth/wp-content/uploads/2025/08/TFFF-Concept-Note-3.0-202508-FINAL.pdf
https://tfff.earth/wp-content/uploads/2025/08/TFFF-Concept-Note-3.0-202508-FINAL.pdf
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As stated in the assumptions, the sponsor capital is not the first loss. In case of turmoil in the capital 

markets, the tropical forest countries are the ones bearing the greatest risk. For the structure to work and 

generate a positive capital return, it is necessary to take some risk, but this risk should be constrained to 

minimize the risk to sponsor countries. How is this achieved? Firstly, by ensuring that the portfolio is as 

diversified as possible.  We have been assuming country concentration caps at less than 4% and within 

those country limits the investment assets can be diversified. Secondly by ensuring that the riskiness of the 

underlying investments is not too high. We will likely end up with a weighted average portfolio rating of 

BBB- with strict limits on the riskiest bonds. Thirdly the duration of the bond portfolio can be increased or 

decreased over time to reflect the level of market spreads.   

We note that as stated above if all of the cashflow were paid out every year, the risk would be significantly 

higher. Because it is not this provides a cushion to protect the sponsors and the Tropical Forest Countries 

from any non-payment.  

The construction has been assessed by several of the most experienced and largest investors in the global 

capital market. They have confirmed that the proposed strategy is robust and comparable to the 

investment strategies adopted by many of the world’s largest allocators of capital - Public Pension Funds.  

Lastly, we face an actual environmental crisis that needs a coordinated response. Not doing anything has 

a riskier outcome. 

 

6. Not a single public expense is financed by stock market speculations that relies on returns of 

interest payments. Why should a reward program for forest protection suddenly work this way? 

First, it is not proposed that TFIF be investing in the stock market. The strategy uses the fixed income 

markets (bonds) which are less volatile. This model is used for many public obligations. The most obvious 

being funded public pension schemes, where governments borrow and allocate capital to be invested to 

finance future pensions. Other similar models include the role of endowments to finance universities or 

major philanthropic groups. The Gates Foundation or Welcome Trust can only make the annual grants that 

they do because of the positive performance of their investment portfolios. What all these groups and the 

TFIF have in common is the benefit of being a long-term investor. In the short-term markets rise and fall, 

but over the long-term positive returns are consistently delivered.   

Besides that, countries do finance themselves through debt as well as taxes. Using bonds as funding for 

expenses is not new. 

 

7. In which cases could a payment to sponsors be skipped? 

Although the financial aspects require an in-depth explanation, there is only one situation where payment 

to the sponsors will be skipped: where the value of the TFIF asset portfolio has declined to a point where 

there is a risk in the payment of the senior notes.   
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As the TFIF is holding a portfolio of public bonds managed by a group of independent asset managers, it 

will daily assess the value of its asset portfolio. In the event of market turmoil and a drop in asset prices 

the cushion protecting the senior investors (initially 20%) will drop. In this scenario, comparable to a bath, 

the TFIF’s protection is to restrict the outflow of resources, first to the TFCs and then to the sponsors. 

However, we note that while the valuation of the assets might have dropped the bonds still pay coupons 

which keep flowing, thereby countering the impact of any negative marks to market moves. This will allow 

TFIF to restart payment outflows including catchups once market conditions are normalized.  

Those risks are mitigated by three mains factors: (i) TFCs are the first ones not to be paid partially or in full; 

(ii) each year, TFIF will retain part of the profit to build a cushion for bad years; (iii) the fact that TFIF, as 

the name implies, is here for the long run. Markets will return to normal. And even defaulted assets have 

a share that is recovered, so the losses are minimized over the long run. 

 

8. How does the “guarantee” from junior to the senior capital work? 

There is no explicit guarantee; rather this protection is achieved via the payment waterfall (order of 

seniority).  As the senior investors get paid first, they benefit from the cashflows of the entire portfolio even 

though they have only provided 80% of the balance sheet. This is why their bonds will carry a very high 

rating (AA or AAA) and will carry a relatively low yield (to maximize the returns for the TFCs).  In the event 

of a market downturn, the senior investors will always be paid first.   

 

9. Critics also say that the TFFF payments stability is built on a historical segment that does not reflect 

important systemic financial shocks like the Asian financial crisis and Argentina's default and question 

why these shocks have been left out. If the history is extended it does not produce the same results and 

shows that TFFF will not produce reliable, permanent payments, but is rather volatile, and high risk. 

How do you respond? 

We have used the EMBI as a proxy of how the portfolio might perform under various stress scenarios, but 

it is important to note that the index itself has changed significantly over the years and is a market 

weighted portfolio, with significant concentration risks to certain key names.  Historically (pre-2000) this 

concentration risk was high, especially in Latin America. This meant that the market was vulnerable to 

individual country shocks such as periods of market volatility in Mexico and Brazil, defaults in Argentina 

and the Asian financial crisis.  Since 2000 progressively more issuers have come to the market creating a 

more diversified and balanced investment universe.  The shocks of the Great Financial Crisis of 2007/8 and 

the COVID Pandemic were arguably bigger shocks than the regional shocks of the 1990’s but the impact 

was considerably more muted due to the diversification elements discussed above.  As a result, the market 

is expected to behave more similarly to the past 20 years, which included both shocks than the 20 years of 

the last century. 

We also note that it is not proposed that the TFIF simply sit with a static portfolio.  At any point in time the 

credit risk of different borrowers in the market changes.  Active management enables the fund to shift its 
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weight accordingly to ensure that the proportion of improving credits outperforms those that are 

weakening.   

 

10. Could it not be the case that the operational costs of Management fees, Custody and transaction 

costs, Legal and audit expenses, and Governance and hedging overhead may erode the funds available?  

The professional management fees of the fund are not insignificant but are diminished in relative value 

based on the scale of the fund. Such fees are paid by all asset managers, including pension funds and 

insurance companies which still generate a net positive investment return for their stakeholders. 

 

11. If TFFF does work, why only use the model for forest conservation? If TFFF can “create revenue” why 

hasn't someone come out with that idea yet? 

There are some unique characteristics to the TFIF that are not found in many other situations.  Firstly, the 

scale of the need.  USD 125 billion as an investment strategy is very large but manageable. As the scale 

rises the execution risk becomes increasingly challenging.  Secondly in most development situations all the 

net cashflow would be required – e.g. for global health or education. In the case of TFIF we have a 

deforestation discount which means that TFIF does not pay out all of its net returns. This is a critical 

element. Because of this it can build buffers and reduce risk. When tropical forest countries deforest, they 

are foregoing payment. But you cannot withhold a vaccine or treatment or education of a child that is in 

need. So, if this model was adopted for any such challenge, you could never build the appropriate buffers. 

Anyway, the point here is that investment funds or bank activity (which takes money at a lower cost and 

invests in riskier assets) are not new. What is new is that the full profit won’t go to the 

investors/shareholders. It is not creating revenue out of thin air, but rather redirecting part of the returns 

to incentivize conservation outcomes. This shift in purpose—from maximizing profit to achieving 

environmental impact—makes the model viable for forests but not easily replicable for sectors where all 

resources are needed directly for service delivery. 

 

12. Would capitalization of the sponsor tranche cannibalize other climate finance goals? 

No - First, TFFF does not replace any current financing program or rely on grant capital. For the sponsors 

it is an investment.  

Investors in TFIF will be able to understand the climate impact in detail due to the results-based payment 

feature, but no investor (senior or junior) will be able to secure any of set from their investment into TFIF.  

In contrast, the TFIF, as a new very significant investor into emerging economies, has the potential to add 

to the volume of climate finance. Climate finance is constantly reminded of how little it has grown, and 

how we need to go from millions to billions to trillions. The UNFCCC community is discussing how to get 

1.3 trillion financing every year so that developing countries can fund mitigation and meet NDCs. All 
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emerging market countries are acutely aware of the impact of climate change on their economies and are 

keen to source investment capital to help them address those challenges. But this only works if there are 

new capital providers wanting to invest.  The TFIF model is a powerful new model of how the supply of 

investment capital can be increased.  

Finally, TFFF is designed to tap into sources which are not participating heavily in nature finance: sovereign 

investment acting as provider of junior capital, and the private sector. 

13. Why have there been delays as reported by the press? 

Brazil has led a design process for almost 2 years now (and the original concept launched at COP28 was 

very different), while Redd+ took five years to be designed. This is the first time ever a country from the 

Global South is leading a multilateral, worldwide initiative on nature action. We are proud to be able to 

build something this big and innovative.   

It was always intended that the launch of the TFFF would occur at the COP30 in Belem. The project is on 

track to achieve this goal. The pledge made by President Lula of $1bn at UNGA was set to give sponsor 

countries greater comfort in their preparation for COP30 that this initiative is ready and will happen. It was 

also designed to show that Brazil alongside its peer Tropical Forest Countries is willing to play an equitable 

part in this global initiative, but it will only reach the necessary scale if counties across the world 

acknowledge the benefit, they all receive from the standing forests and as hoped to join the initiative at 

COP30. 

 

14. Why don´t developed countries provide concessional loans or even grants directly to countries 

instead of creating a new entity?  

Current development programs and foreign aid are very important and TFFF will not replace them. But 

TFFF does have two highly positive characteristics from a tropical forest country’s point of view. It does not 

increase TFC debt -- protecting Tropical Forests has a cost and requires a grant cashflow, if the reliance is 

placed on the forest resource repaying a loan, we revert to the status quo that drives for deforestation.  

The other positive aspect is that it does not rely on recurrent grants from sponsor countries. While historic 

arguments have focused on the need for countries that have historically contributed to climate change 

making grant payments, the fiscal reality in those countries means that cashflows are unstable, 

unpredictable and insufficient. This makes the long-term planning of conservation projects impossible. The 

TFFF change this dynamic. It seeks to use sponsor capital as catalytic capital that will be repaid.  It 

generates a long-term stable grant cashflow for Tropical Forest Countries. This requires a new style of 

development financing operation. It does not seek to diminish the role of traditional development finance 

but is rather designed for the unique characteristics of the Tropical Forests, as a global resource to be 

preserved not exploited for financial return. 

 

15. Why does TFFF not present a report of an independent third party confirming its model?   
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The TFFF financial model has been both informally and formally assessed by multiple external parties. 

Informally, consultants have run models like those used by Credit Ratings Agencies with positive results. 

There was also a formal rating assessment performed privately to inform sponsors ahead of COP30. Prior 

to the issuance of public bonds, a full public rating will be performed by two or more of the major global 

rating agencies.  

 

16. Why pay USD 4/ha? Isn´t that figure too low to change incentives to deforest? 

The USD 4/ha should be analyzed in conjunction with the discounts, that currently can reach 1:200, so 

every deforested hectare can reduce USD 800 of the amount to be received by the country. Not every 

hectare of forest requires the same incentive. There are areas where the financial incentive to avoid 

deforestation may be higher (areas prone to commercial use) and areas where governments can improve 

the current situation spending on average less than USD 4/ha (such as conservation of public areas). The 

USD 4/ha is an average, not a one-size-fits-all solution.  

The best indicator of the financial impact of TFFF is to compare the expected annual flow of revenues to 

the budget for environment and climate change of a given country. Based on preliminary data, TFFF can 

multiply those annual discretionary budgets by 3 times. So TFFF can change behavior with a “small” 

incentive per hectare. 

Finally, TFFF is a performance-based mechanism. It is designed to reward countries which already have low 

deforestation – even countries that have reached zero deforestation and would need to keep investing in 

conservation to prevent deforestation to come back. There is no other global mechanism which addresses 

this need. This is one of the reasons TFFF complement current initiatives, which generally focus on 

decreasing deforestation in high deforestation countries, especially those which still have large, forested 

areas. 

 

17. If the market falls over 20% in the first year, TFFF will go bankrupt and will not pay a single dollar to 

the tropical forest countries. 

TFIF is at its most vulnerable to market volatility in its early years. This is mitigated in a few ways. Firstly, 

the model builds overtime, allowing an averaging-in of its assets.  Secondly the leverage will not be 5x on 

day 1, the leverage builds as the scale and stability of the TFIF increases. Thirdly the TFIF will adopt strict 

risk management policies that are designed to limit the risk of such a substantial fall.  Finally, the sponsor 

capital is provided as a long-term investment. This gives TFIF the ability to maintain stability during 

inevitable periods of market volatility. We note that even if the market falls, the average yield of the asset 

base will be approximately 7.5-8%.  This cash inflow, even after paying the senior debt, ensures that the 

model delivers and returns to a position of being able to restart any paused TFC or sponsor payments. 

 

18. The investment portfolio will not assess the environmental impact of its assets. 
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The TFIF will have clear investment policies and, while the primary objective of the TFIF is to generate a 

cashflow for the Tropical Forests, it will seek to assess the positive impact of its climate sensitive 

investments and follow clear exclusions to prevent investment into any direct oil or gas production or 

refinement, investments linked to coal or peat and any investments that contribute to deforestation.  

Buying bonds is different from providing loans, that usually have a specific due diligence process prior to 

disbursements, but that does mean that they do not have an assessment. 

 

19. TFFF payments will go to governments and not to those who preserve the forest. 

First, at least 20% of the pay out to Tropical Forest Countries are earmarked to indigenous peoples and 

local communities. The IPLCs will have complete control of the process, with a dedicated structure and 

separate governance process. It is an innovation; we are not aware of any other financial mechanism that 

channels funds to IPLCs. 

For 80% of the pay out, governments are free to use it if they comply with TFFF guidelines. The use of 

proceeds will be public; countries must state prior to receiving the resources how they intend to use them. 

Civil society can act both in sponsoring policies that should be selected and monitoring how the resources 

are used.  

 

20. Forests should not be seen as a mere provider of services and those services should not have a price, 

especially a low price of USD 4/ha 

Regarding the price, revert to question 16.  But note that the TFIF is not seeking to pay for the ecosystem 

services of the Tropical Forests.  Those services are unquantifiable.  If all forests were lost, the economic 

impact on the World would be nothing short of catastrophic.  The role of the TFFF is to complement other 

forest financing flows such as REDD+.  Specifically, the resources generated by the TFIF should be 

compared with the resources currently available to Governments and communities for forest 

conservation.  As mentioned above it is estimated that these will be tripled by the establishment of TFFF. 

Paying for Environmental Services is not exclusive to TFFF. It’s a possibility that is already regulated in 

several countries. It´s a way to remunerate those who have conserved the environment with minimal fiscal 

impact. Governments have limited availability of time and resources. The alternative to exclusively 

depends on governments to protect the environment. 


