
THOUGHT LEADERSHIP

Diversifying with natural capital

You can download this article at: www.ipe.com/Nuveen-IPERA-JanuaryFebruary2024

Disclosures: This material is provided for informational or educational purposes only and does not constitute a solicitation of any securities in any jurisdiction in which such solicitation is unlawful or to any person to whom it is unlawful. Moreover, it neither constitutes an offer to enter into an 
investment agreement with the recipient of this document nor an invitation to respond to it by making an offer to enter into an investment agreement. This material may contain “forward-looking” information that is not purely historical in nature. Such information may include projections, fore-
casts, estimates of yields or returns, and proposed or expected portfolio composition. Moreover, certain historical performance information of other investment vehicles or composite accounts managed by Nuveen may be included in this material and such performance information is presented 
by way of example only. No representation is made that the performance presented will be achieved, or that every assumption made in achieving, calculating or presenting either the forward-looking information or the historical performance information herein has been considered or stated in 
preparing this material. Any changes to assumptions that may have been made in preparing this material could have a material impact on the investment returns that are presented herein by way of example. This material is not intended to be relied upon as a forecast, research or investment 
advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The information and opinions contained in this material are derived from proprietary and non-proprietary sources deemed by Nuveen to be reliable, and not necessarily all-
inclusive and are not guaranteed as to accuracy. There is no guarantee that any forecasts made will come to pass. Company name is only for explanatory purposes and does not constitute as investment advice and is subject to change. Any investments named within this material may not neces-
sarily be held in any funds/accounts managed by Nuveen. Reliance upon information in this material is at the sole discretion of the reader. Views of the author may not necessarily reflect the views of Nuveen as a whole or any part thereof. Past performance is not a guide to future performance. 
Investment involves risk, including loss of principal. The value of investments and the income from them can fall as well as rise and is not guaranteed. Changes in the rates of exchange between currencies may cause the value of investments to fluctuate. This information does not constitute 
investment research as defined under MiFID. A word on risk. Diversification does not assure a profit or protect against loss. As an asset class, agricultural investments are less developed, more illiquid, and less transparent compared to traditional asset classes. Agricultural investments will be 
subject to risks generally associated with the ownership of real estate-related assets, including changes in economic conditions, environmental risks, the cost of and ability to obtain insurance, and risks related to leasing of properties.Timberland investments are illiquid and their value is de-
pendent on many conditions beyond the control of portfolio managers. Estimates of timber yields associated with timber properties may be inaccurate, and unique varieties of plant materials are integral to the success of timber operations; such material may not always be available in sufficient 
quantity or quality. Governmental laws, rules and regulations may impact the ability of the timber investments to develop plantations in a profitable manner. Investments will be subject to risks generally associated with the ownership of real estate-related assets and foreign investing, including 
changes in economic conditions, currency values, environmental risks, the cost of and ability to obtain insurance and risks related to leasing of properties. Certain products and services may not be available to all entities or persons. Responsible investing incorporates Environmental Social 
Governance (ESG) factors that may affect exposure to issuers, sectors, industries, limiting the type and number of investment opportunities available, which could result in excluding investments that perform well. Nuveen, LLC provides investment solutions through its investment specialists.

Diversifying a natural capital 
portfolio can help investors reduce 
risks associated with timberland and 
farmland, such as weather, operating 
strategy and crop type. But the asset 
class can also address more common 
portfolio risks such as policy and 
geopolitical dynamics through 
diversification (Figure 1). 
 
Geographic and political risks 
can be an opportunity 
Investing across geographies can offer 
investors a way to diversify geopolitical 
and policy risks. Geopolitical risks 
linked to diplomatic or military conflict 
can result in trade restrictions between 
countries. Recent examples include 
sanctions against Russian exports 
after the invasion of Ukraine in 2022 
and China’s restrictions on specific 
Australian imports in 2020. Diplomatic 
tensions between major nations can 
influence and disrupt global commodity 
trade flows.

A recent example of geopolitical 
risk impacting farmland is the ongoing 
diplomatic tension  between the U.S. 
and China. U.S. exports of soybeans to 
China have decreased as a result of trade 
restrictions, China’s efforts to diversify 
sources of agricultural imports, and 
the availability of alternative, price-
competitive supplies. 

With demand from China 
shifting away from the U.S., U.S. row 
crop farmland experienced lower 
appreciation due to reduced export 
demand and lower U.S. soybean prices. 
Simultaneously, Chinese demand for 
Brazilian soybeans increased, lifting 
local prices and producer profitability, 
spurring higher farmland appreciation. 

Between 2016 and 2018, Brazil’s share 
of China’s soybean market increased 
from 33% to 74%. In this instance, 
having Brazilian farmland exposure in a 
portfolio alongside U.S. farmland helped 
mitigate the negative impact of these 
trade tensions. 

Given the high volumes of 
agricultural and wood products traded 
internationally, trade restrictions like 
tariffs, quotas or import bans can have a 
major impact on markets and pricing in 
a single producing region.

active management to mitigate  
impacts of extreme events when they 
occur, can insulate against the effects  
of extreme weather events on 
investment performance.

Timberland crop diversification 
can offer correlation benefits 
Different agricultural crop types and 
tree species supply a wide range of 
end-use markets, creating a second 
source of diversification in natural 
capital portfolios. End-use markets 
span commodity markets—for example, 
sugar, grains, building materials 
and pulp—and high-value crop and 
solidwood product markets—such as 
wine grapes, pistachios and teak. 

Diverse timber markets feature 
unique demand drivers, consumer 
markets and supply conditions. 
Softwood sawlogs, like pine, Douglas-
fir and hemlock, are typically milled 
into lumber and used in the housing or 
construction sectors. Eucalyptus logs 
in Latin America are primarily used to 
produce pulp, which is exported and 
made into tissue products. High-value 
hardwoods like teak are used to produce 
furniture, case goods and decking. As 
a result of these diverse markets, we 
observe low or negative correlations 
across a range of investments.

Exposure to environmental markets 
can provide additional sources of 
uncorrelated return for timberland and 

Varied climates can provide 
added farmland diversification
Climate risk is a key determinant of 
crop growth and yield, directly affecting 
natural capital portfolio returns, 
and can also be mitigated through 
geographic diversification. Annual 
crop yields are highly dependent on 
intra-year weather conditions as well as 
longer-term trends. 

Severe weather patterns can prove 
detrimental to crop yields, and have the 
potential to negatively affect portfolios.  
However, different growing seasons and 
harvesting windows provide portfolios 
another source of diversification for 
farmland investments. Seasonality 
can vary across regions within the 
same country and more significantly 
across the northern and southern 
hemispheres.

For example, crops in California 
have complementary harvesting 
windows for select permanent crops 
compared to Chile. Producers in the 
southern hemisphere can at times 
receive a premium price on their crop 
when northern hemisphere supplies 
are constrained by seasonality of 
production.

Climate change is increasing the 
frequency and severity of extreme 
weather events like drought, heat 
waves, wildfire and flooding, with some 
regions more affected than others. A 
diversified portfolio, together with 
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is multifaceted. For each, we highlight risks with 
potential for mitigation through diversification 
and examine individual strategies for achieving 
meaningful diversification. Finally, at the portfolio 
level, we provide quantitative examples of how 
diversification can reduce risk and improve the 
expected performance of natural capital portfolios.

GEOGRAPHIC DIVERSIFICATION

Geopolitical and policy risk
Investing across geographies offers investors 
a way to diversify geopolitical and policy risks. 
Geopolitical risks are linked to diplomatic 
or military conflict and often result in trade 
restrictions between the engaged countries. 
Recent examples include sanctions against 
Russian exports after the invasion of Ukraine in 
2022, China’s restrictions on certain agricultural 
imports from Australia in 2020, and ongoing 
diplomatic tensions between the U.S. and China 
influencing global commodity trade flows. Because 
of the high volumes of agricultural and wood 
products traded internationally, trade restrictions 
like tariffs, quotas or import bans can have a 
major impact on markets and pricing in a single 
producing region. Policy risks, in contrast, tend to 

be specific to an individual country or jurisdiction 
and might include, for example, changes in 
regulation related to land management practices 
or shifts in macroeconomic policy.

A recent example of geopolitical risk impacting 
farmland is the ongoing diplomatic conflict 
between the U.S. and China. U.S. exports of 
soybeans to China have decreased as a result 
of trade restrictions, China’s efforts to diversify 
sources of agricultural imports, and the availability 
of alternative, price-competitive supplies. Between 
2016 and 2018, the U.S. share of China’s soybean 
market fell from 56% to 8%. As demand from 
China, the world’s largest consumer, shifted away 
from the U.S., U.S. row crop farmland experienced 
lower appreciation due to reduced export demand 
and lower U.S. soybean prices. At the same 
time, demand from China for Brazilian soybeans 
increased, lifting local prices and producer 
profitability which spurred higher farmland 
appreciation. Between 2016 and 2018, Brazil’s 
share of China’s soybean market increased from 
33% to 74%. In this instance, having Brazilian 
farmland exposure in a portfolio alongside U.S. 
farmland helped mitigate the negative impact of 
these trade tensions.
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SOURCE RISK MITIGATED EXAMPLES OF DIVERSIFICATION

Geography 

Geopolitical

Policy

Developed US; Australia; New Zealand; Europe

Emerging Brazil; Chile; Uruguay; Paraguay; Costa Rica; Panama

Climate

Growth and yield

Climatic zone Precipitation regime; temperature characteristics; exposure to El Niño 
and La Niña events

Hazard 
exposure

Likelihood of extreme weather events (e.g., drought; flooding; 
wildfire; hurricanes/tropical storms)

Growing season Seasonality in northern and southern hemispheres

Market 

Crop/species

Price

Demand

Commodity

Row crops (e.g., barley, beans, chickpeas ,corn, cotton, rapeseed, 
rice, sorghum, soybeans, sunflower, wheat, sugarcane)

Softwood and hardwood species for pulp and lumber markets  
(e.g., pine, Douglas-fir, hemlock, eucalyptus, birch)

High-value

Permanent crops (e.g., almonds, pistachios, avocados, cherries, 
mandarins, navels, table grapes, wine grapes)

Temperate and tropical hardwood species for solidwood markets 
(e.g., cherry, oak, maple, teak)

Environmental Carbon; ecological restoration; biodiversity; conservation

Source: NNC.

OPINION PIECE. PLEASE SEE IMPORTANT DISCLOSURES IN THE ENDNOTES.

Improving efficiency in traditional stock-bond portfolios through diversification may be limited 
because the average correlation across securities can be high. In contrast, the lack of correlation 
across diverse natural capital investment strategies offers great potential for efficiency 
improvements via portfolio design.

farmland investors. For example, forest 
management for carbon alongside 
commercial timber production can 
provide exposure to verified carbon 
credit markets. Beyond market 
diversification, allocations to low 
carbon, land-based asset classes can 
reduce carbon intensity of traditional 
portfolios. This carbon diversification 
can provide a hedge against carbon-
intensive allocations and reduce 
potential volatility of an institutional 
portfolio as countries and economies 
decarbonise.

What to consider when 
allocating to natural capital
Natural capital assets such as farmland 
and timberland have long delivered 
high-level diversification to portfolios. 
However, when looking at how the 
assets vary from region to region, it 
becomes clear the level of diversity that 
is available within natural capital. 

It is possible to build diversified 
timberland and farmland portfolios 
across crop types within a single 
country and/or regions. Geographies 
where meaningful diversification within 
a farmland portfolio is feasible include 
the U.S., California, Brazil, Europe and 
Australia. Similarly for timberland, 
meaningful diversification is achievable 
within the U.S., Brazil and Australia.

An asset manager with a proven 
record of selecting and maintaining 
assets on a global scale across crop 
types and tree species has the potential 
to overcome the challenges of natural 
capital and tap into the diversification 
benefits of the asset class. 

Download the research and 
learn more about Nuveen 

Natural Capital at: 
nuveen.com/naturalcapital
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