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Merrill Lynch: Turning Trees into Money

Posted by Dana Mattioli 

The Journal’s Tom Wright reports from Indonesia:
Merrill Lynch is the first Wall Street bank to put money in to protecting forests – a new front in global efforts to stem climate change.

Over the weekend, Merrill struck a deal to invest $9 million over four years to finance a project to protect 750,000 hectares of forest in Indonesia’s Aceh province. Because trees store CO2 and release the gas when burnt, global policymakers increasingly see their protection as an important way to reduce emissions. 


Save this, sell credits? (Wikipedia)

Although small, the deal is notable because it’s the first time a U.S. bank has signaled that it sees money in trees. In the 1990s, U.S. investors in forest conservation were largely big polluters like American Electric Power Co. that wanted to offset their own CO2 emissions.

But those deals dried up when Kyoto’s framers a decade ago decided not to allow companies to balance their emissions with carbon credits generated from forest protection.

Since the U.N.’s Bali meeting in December last year the situation has changed. Forest destruction, largely to make way for agriculture, accounts for 20% of global CO2 emissions; the meeting signaled it would allow companies to use forestry-based carbon credits to offset polluting activities elsewhere after Kyoto runs out in 2012.

Merrill is betting that money it puts in to the Aceh project now will be a source of cheap credits that will become more valuable if forestry becomes part of the post-Kyoto landscape.

The deal is brokered by Carbon Conservation, an Australian company. Some of the money from Merrill will go to local communities to encourage them not to log illegally. By protecting the area, the organizers estimate they can stop 3.4 million tons of CO2 being emitted annually and generate $432 million in carbon financing over the next 30 years.

The success of the deal could also influence how much more money Merrill puts in to forestry. The bank is debating internally about raising a fund of up to $3 billion to protect global forests. A war chest like that could start to make a real impact on deforestation rates.
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