PRIVATE FINANCE AND COGNITIVE BIASES:
A Theory of Change for Aligning Financial Actor
Behaviour with Global Biodiversity Goals

Alena Cierna, Joana Wolstenholme, Noor Noor

U N (&) WCMC Policy Perspective

environment
programme November 2025



Introduction

Global biodiversity loss poses substantial risks to
human well-being and economic stability. Yet, human
activity has accelerated the decline in biodiversity to
rates unprecedented in human history.’? Reducing
the underlying drivers of biodiversity loss requires
transforming the global economy.® Financial
institutions have a fundamental role to play in this
transformation.

Achieving global commitments to halt and reverse
biodiversity loss, including the goals and targets
outlined in the Kunming-Montreal Global Biodiversity
Framework (GBF), will require substantial investment.
Through GBF Target 19, Parties to the Convention on
Biological Diversity (CBD) committed to mobilising by
2030 at least USD 200 billion per year for biodiversity
from all sources, including private finance.* At the EU
level, this is reflected in the EU Biodiversity Strategy
for 2030, which calls for unlocking at least EUR 20
billion a year.® Private finance for nature is gaining
momentum, but major gaps remain.357

Mobilizing private finance for biodiversity faces the
challenge that the value of biodiversity is often
underestimated in economic decision-making.? For
financial institutions, understanding the full scope of
biodiversity risks and opportunities in their portfolios
requires use of science-based methodologies and
metrics.® However, inappropriate application of these
can amplify the cognitive biases’ of decision-makers
in financial institutions and hinder alignment between
private finance flows and global biodiversity goals.®

To shift private financial flows in support of
biodiversity, it will be important to strengthen how
financial institutions assess and manage biodiversity
risks and opportunities. This also involves fostering
nature-positive markets and improving the enabling
environment, including fiscal policy. These factors
will help address incentives and cognitive biases that
investors and other finance sector actors face in
support of transformative change.

Evidence and
Analysis

Under PLANET4B, a Horizon Europe-funded project,
expert researchers from the Norwegian Institute for
Nature Research (NINA), in consultation with
representatives of the financial industry, conducted
systems mapping to understand how cognitive bias
and other systemic factors affect whether and how
investors consider biodiversity in their decision-making.

Using this analysis, researchers at CzechGlobe,
together with researchers at NINA, mapped
“pathways of change" for better integrating
biodiversity into financial investment decisions.
These pathways highlight how policymakers can
enable transformative change towards more
sustainable financial actor behaviour through policy
measures.'?

Building on NINA's research, this policy note
developed by a group of experts at UNEP-WCMC,
presents a Theory of Change describing activities and
outputs that policymakers can support to help align
private financial flows with global biodiversity goals.
It is intended for policymakers at national and EU
level who work in areas related to finance, the
economy and the environment.

Background

The Theory of Change outlines activities and outputs
through which policymakers at national and EU level
can support alignment of private financial flows with
global biodiversity goals, contributing to an improved
state of nature. While the transformation of private
finance will occur alongside other sustainable finance
processes, this Theory of Change focuses on outputs
and outcomes related specifically to biodiversity. Box 1
summarises the problem that the Theory of Change
seeks to address, together with its intended
long-term outcomes and overall impact.

Problem statement, long-term outcomes and impact
addressed by the Theory of Change

Problem statement:

Private financial institutions have limited capacity and
incentives to assess and manage biodiversity risks and
opportunities. Insufficient or inappropriate application of
biodiversity metrics amplifies cognitive biases among
decision-makers in financial institutions. This
combination of factors hinders the alignment of private
financial flows with global biodiversity goals, which is
needed to halt and reverse biodiversity loss.

Intended long-term outcomes:

Financial actor behaviour and private financial flows are
aligned with global biodiversity goals. This is driven by
stronger and better understood business case for
biodiversity-positive investments, as well as increased
buy-in from C-suite and board-level decision makers
within financial institutions.

Intended impact:
Improved state of nature.

' Cognitive biases are “systematic patterns of deviation from rational judgment that affect how investors perceive, evaluate and act on financial information”.

¢ See Box 2 for examples of cognitive biases.



Private financial institutions comprise a wide range

of service providers, including commercial banks,
investment banks, insurance companies, pension
funds, impact investors and others. Each type of
financial actor has its own decision-making processes
and behaviours that should align with global
biodiversity goals. For brevity, in this brief and the
Theory of Change, the term “financial actor” or “finance
sector actor" refers to all types of financial institutions.
Likewise, "financial actor behaviour" encompasses the
decision-making processes and behaviours of these
institutions. The development of the Theory of Change
has been informed by studies of cognitive biases
influencing decision-making on biodiversity, both in
general and in the context of sustainable finance,
carried out under the PLANET4B project. Cognitive
biases are "systematic patterns of deviation from
rational judgment that affect how investors perceive,
evaluate and act on financial information”.° Linkages
to cognitive bias were considered in framing the
Theory of Change and are highlighted in assumptions
and hypotheses. Examples of cognitive biases relevant
to private financial actors' decision-making on
biodiversity are highlighted in Box 2 below.

Examples of cognitive biases influencing
decision-making on biodiversity risks and
opportunities by investors and other finance sector
actors, taken from Chudy and Barton (2025).°

Affect heuristic
Using emotions (positive or negative) to guide decisions,
rather than objective analysis.

Availability heuristic
A mental shortcut where people estimate the likelihood of
an event based on how easily examples come to mind.

Confirmation bias
The tendency to search for, interpret, and remember
information that confirms existing beliefs.

Framing effects
The way information is presented (framed).

Loss aversion
The tendency to prefer avoiding losses more than
acquiring equivalent gain.

Overconfidence bias

An inflated sense of one's knowledge, accuracy of
predictions or ability to control outcomes in investment
decisions.

Short-term bias
The tendency to focus on immediate outcomes.

Status quo bias
A preference for the current state of affairs, leading to
resistance to change or new decisions.

Warm glow

A positive emotional response to doing something

perceived as morally good, such as sustainable or ethical

investing.
|

®

Theory of
Change

The Theory of Change describes how policymakers
can help support transformative change in private
financial flows to benefit biodiversity. It is structured
across five levels:

* Activities: Five categories of actions or
interventions that policymakers at national and EU
level can take to generate the proposed outputs.

* Qutputs: Tangible products derived from the
activities.

* Intermediate outcomes: Short- to medium-term
changes that result from the uptake of the outputs
by financial institutions and other actors.

* Long-term outcomes: Changes in institutions,
markets or governance that result from achieving
intermediate outcomes.

* Impact: The long-lasting change in nature that
occurs as a result of these outcomes.

N\




Theory of Change for Aligning Behaviour of Investors and Other Financial Actors with Global Click here for interactive link to Diagram

Biodiversity Goals

Problem statement

Private financial institutions have limited capacity and incentives to
assess and manage biodiversity risks and opportunities.
Insufficient or inappropriate application of biodiversity metrics
amplifies cognitive biases of decision makers in financial
institutions. This combination of factors hinders alignment of
private financial flows with global biodiversity goals, which is
needed to halt and reverse global biodiversity loss.

Pathway narrative

Enhancing use of biodiversity tools and data by financial institutions, strengthening regulatory
and voluntary sustainability frameworks, improving fiscal and enabling policy environment,
closing knowledge gaps through scientific research and further awareness raising can address
the incentives and cognitive biases that investors and other finance sector actors face. This will
promote changes in financial actor behaviour in support of biodiversity. Aligning private
financial flows with global biodiversity goals will ultimately lead to an improved state of nature.

OUTPUTS

Direct, tangible products of the activities

ACTIVITY CATEGORIES

INTERMEDIATE LONG-TERM OUTCOMES

OUTCOMES

Concrete actions or interventions that

policymakers at national or EU level can take Changes in institutions, markets, or governance that result from

achieving the intermediate outcomes

ASSUMPTIONS:

- Financial resources and other farms of support to
tool and guidance development are used
efficiently and effectively address key gaps

- Key data and tools gaps can be addressed with
necessary investment

- Guidance developers are able to get buy-in from
finance stakeholders

The short- to medium-term changes in behaviour, practices, or
systems that result from the uptake of the outputs by financial
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policy change
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Key Findings and
Policy Options

Based on the development of the Theory of Change, this
section presents key findings and policy options that
policymakers at national and EU levels can consider to
enable sustainable investment behaviours, mobilize private
finance for biodiversity and contribute to an improved state
of nature. These build on the Theory of Change's five
categories of priority actions and interventions: (i)
supporting innovation in biodiversity data and tools, (ii)
developing corporate and finance guidance and standards,
(iii) strengthening the enabling policy and fiscal
environment, (iv) advancing scientific research on
business—biodiversity links, and (v) raising awareness
through campaigns, training, and partnerships.

1. Strengthening biodiversity data and tools

Data on biodiversity impacts, dependencies, risks and
opportunities is critical for addressing financial actors’
status quo bias and short-termism. When investors and
other finance sector actors make decisions, they are
influenced by cognitive biases that can reduce their
willingness to change existing processes or explore new,
more sustainable investment opportunities. Data and
evidence provide a stronger foundation for
decision-making, reducing reliance on mental shortcuts.

As illustrated in the Theory of Change, strengthening tools
to assess biodiversity impacts, risks and opportunities in
financial institutions’ portfolios is critical to demonstrating
the business case and securing executive-suite
commitment. Policymakers can consider measures to
enable and encourage financial institutions to assess and
disclose biodiversity issues, in line with the
Kunming-Montreal Global Biodiversity Framework (GBF)
Target 15.

2. Promoting corporate biodiversity reporting

Financial institutions rely on sustainability data reported by
non-financial companies. Investors and other finance
sector actors need information on biodiversity impacts,
dependencies, risks and opportunities of companies in their
portfolios. While some can be estimated, information
reported directly by companies is often more accurate and
reliable.

The Theory of Change highlights that sustainability data
reporting by corporate entities (i.e. non-financial
companies) is key for mainstreaming biodiversity risk and
opportunity management in the financial industry and
promoting development of nature positive finance markets.
In line with GBF Target 15, policymakers can promote
corporate reporting on biodiversity through a mix of
regulatory measures, voluntary initiatives and enabling
administrative actions.

3. Aligning financial regulations and fiscal policies with
biodiversity goals

Ensuring that financial regulations and fiscal policies are
aligned with global biodiversity goals promotes coherence,
avoids conflicting signals and creates consistent incentives
for biodiversity-positive financial decisions. Investors and
other finance sector actors are more likely to overcome
cognitive biases and adopt sustainable investment
behaviour when the business case is clear and incentives
are aligned.

0]

Policymakers can pursue two complementary actions: (1)
creating an enabling regulatory environment that reforms
incentives harmful to nature and aligns financial flows with
biodiversity objectives (GBF Targets 14 and 18), and (2)
strengthening mechanisms that enhance

biodiversity positive investment, such as sustainable finance
taxonomies, nature markets and mechanisms for mobilizing
finance (GBF Target 19).

4. Advancing research on biodiversity-finance linkages
Further scientific research is needed to address key gaps in
the tools and knowledge available to financial institutions.
Many financial institutions already apply biodiversity
datasets, metrics and tools to understand nature-related
risks and opportunities, and uptake is expected to expand as
new instruments are developed. However, gaps persist and
scientific consensus is still evolving.

Priority areas for further research include: business
biodiversity impact attribution, use of proxies in measuring
and reporting of biodiversity impacts, development of
nature-climate scenarios and improvement of ecosystem
service valuation methodologies. Policymakers can support
research on links between biodiversity and economic
activities, with priority given to these areas.
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