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CLARENCE HOUSE

I have, for many years, been increasingly concerned that we are damaging and over-
consuming the planet’s natural capital, on which we all depend for our prosperity and,
indeed, survival. Experts tell me that even with over a billion people with no access to
drinkable water and living on less than a dollar a day, we are consuming, every year,
fifty per cent more of the planet’s natural resources than it can renew. And,
remarkably, we are depleting and destroying this wonderful asset with little idea of the
economic consequences. This is, in no small part, due to the economic invisibility of
Nature and the fact that the value of the planet’s ecosystems and biodiversity has not
been taken into account, fully and consistently, in our economic, accounting and
decision-making systems,

We need to remember that the ultimate source of all economic capital is natural capital
and that the world economy is a subsidiary of Nature, and not the other way round.

This is why 1 am so full of admiration for the tireless efforts made by Pavan Sukhdev
and his team to produce the T.E.E.B. study and to publish this book. I hope that it will
be an important step in raising awareness of the serious risks faced by business in not
responding to biodiversity loss and ecosystem degradation — but also of the
opportunities to be gained through an enlightened and far-sighted response. The fact
that the Earth's irreplaceable natural capital has not, for the most part, been valued and
priced is a critical gap in our ability to understand the true underlying structure of our
economic systems. Indeed this is synonymous with having not adequately priced the
costs of climate change, which is perhaps the world’s greatest ever market failure, as
Lord Stern pointed out in his seminal 2006 report. I am, as a result, delighted that this
vital work is being taken forward by the T.E.E.B. For Business Coalition, supported
by my Accounting for Sustainability Project.

| am sure that readers of this book will be inspired to see the opportunities for business
that can be secured if the urgently needed mechanisms to value Nature's ecosystems
and biodiversity are developed in time. These valuation mechanisms are vital if we
are to meet the challenges of the twenty-first century.
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Preface

Pavan Sukhdev, Study Leader, TEEB
Joshua Bishop, Coordinator, TEEB in Business

The idea of placing monetary values on biological diversity (‘biodiversity’) and of using
economic incentives to encourage the delivery of ecosystem services is controversial. Some
people question whether it is meaningful or indeed ethical to translate life on Earth into the
language of economics and business. How can we evaluate ecosystem costs and benefits
when there are no realistic substitutes for the living fabric of this planet? Do we know
enough about how nature functions to support economic analysis or to design effective
responses? Even more controversially, can or should we entrust the management of nature
to business and markets? Even if the ethical and scientific questions about biodiversity
valuation can be resolved, what could possibly persuade governments, businesses and society
in general to ‘internalize’ such values, especially given that the costs incurred are often in the
form of public goods and services, with no markets, prices or property rights?

Such questions are valid, but the fact remains that non-economic arguments for, and
approaches to, biodiversity conservation have shown themselves to be insufficient. The
‘status quo’ is unethical, unsustainable and in need of urgent corrective action, while most
current conservation practice is simply ineffective in the face of rapid economic change.

The premise of TEEB, a global study of the economics of ecosystems and biodiversity,
may be compared with recent studies of the economics of climate change (e.g. Stern 2006).
The starting point for TEEB is the fact that the fundamental drivers of environmental decline
are to be found in the realm of economics. Moreover, like recent studies of the economics of
climate change, TEEB highlights the key role of economic institutions, policies and actors —
notably markets, economic incentives and the business community — in delivering effective
solutions to biodiversity loss.

One of the main reasons for the widespread losses of biodiversity and degradation of
ecosystems that we observe today is the economic invisibility of nature. While we measure
economic gains in market assets and income, the decline in environmental quality remains
largely unrecorded on the balance sheets of business entities, governments and even
households. To entrust our future to a decision making framework in which trade-offs are
made without recognizing losses on one side of the ledger cannot be a sound strategy for
human progress.

For example, the decision to convert natural ecosystems to agriculture or residential
development cannot be considered economically efficient if it is based (implicitly or explicitly)
on the idea that there is no price (and hence no value) for the ecosystem services lost due to
land-use change. And yet this is exactly what we observe in most cases of forest clearance to
create more cattle pasture or to grow more palm oil.

Externalizing environmental costs while internalizing profits — destroying public wealth
while creating private wealth — cannot be the basis of sustainable growth for business or of
prosperity for society as a whole. A report by the UN-backed Principles for Responsible
Investment (based on research by Trucost) indicates that the 3,000 largest publicly listed
companies in the world imposed almost US$2.15 trillion of environmental damages to
society in 2008, mostly in the form of greenhouse gas emissions, unsustainable use of fresh
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water, pollution, etc. This was equivalent to 7 per cent of the combined revenues of these
same corporations in the same year.

While some sectors bear more responsibility than others, all businesses are implicated
and vulnerable to the effects of biodiversity loss and ecosystem decline. As with climate
change, we can anticipate major changes ahead, whether by design — through deliberate
efforts to address the problem — or by default, as society is forced to adapt to the impacts of
environmental change.

A proactive approach to biodiversity loss requires much closer attention to the status of
and trends in natural capital. It also entails increased investment in ecosystem conservation
and restoration, expanding the reach of markets through payments for ecosystem services
and economic incentives that encourage resource-efficient production and consumption, and
a shift in the burden of taxation from what we make (i.e. profits and jobs from producing
goods and services) to what we take from nature (i.e. natural resource degradation and
pollution), among other changes.

The dominant economic model today appears to promote more rather than better
consumption, the creation of private over public wealth, and building man-made capital
instead of natural capital. This ‘triple-whammy’ of self-reinforcing biases leads to an
economy in which we extract resources without fear of natural limits, consume without
awareness of environmental consequences, and produce without responsibility for external
costs. This is the exact antithesis of a ‘green economy’, which would improve human well-
being and reduce inequalities while also reducing environmental risks and ecological
scarcities.

The challenge, as always, is managing change, including its unintended consequences.
The TEEB approach favours pragmatism over perfectionism, planned changes over reaction,
common sense and attention to social equity over ‘free market fundamentalism’. The
instruments proposed by TEEB include reforms to existing economic policies and
environmental regulations, as well as the introduction of new financing mechanisms and
ecosystem markets, where appropriate. A common theme in all TEEB reports is the need for
greater recognition and more explicit valuation of nature’s benefits to society. Economic
valuation is needed to communicate the value of nature to decision makers in their own
language, which is dominated by economic concepts and paradigms.

This volume focuses on decision makers in the world of business. It is accompanied by a
separate volume on the ecological and economic foundations of TEEB (TEEB Foundations
2010), which synthesizes the ‘state of the art’ in the economic valuation of nature, as well as
two other volumes, for national and international policy makers (TEEB in Policy Making
2011), and for local and regional policy makers and resource managers (TEEB in Local
Policy 2011). In addition, TEEB has developed a dedicated website and other resources for
individuals (http://bankofnaturalcapital.com/).

This volume argues that there are both serious risks to business, as well as significant
opportunities, related to biodiversity loss and ecosystem degradation. There is a need for all
businesses to quantify and value their impacts on biodiversity and ecosystems, in order to
avoid or mitigate risks and maximize positive opportunities. Evaluations of any kind are a
powerful ‘feedback mechanism’ for a society that has distanced itself from the biosphere,
upon which its very health and survival depends. Economic valuations, in particular,
communicate the value of ecosystems and biodiversity and their largely unpriced flows of
public goods and services in the language of the world’s dominant economic and political
model. Mainstreaming this thinking and bringing it to the attention of policy makers,
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administrators, businesses and citizens, is the central purpose of TEEB. This volume on
TEEB in Business and Enterprise is a contribution towards that objective.
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INTRODUCTION TO BIODIVERSITY AND ECOSYSTEMS FOR BUSINESS

Key messages

The world is changing in ways that affect the value of biodiversity and
ecosystem services to business. The value of biodiversity and ecosystem services
(BES) is a function of population growth and urbanization, economic growth and
ecosystem decline, changing politics and environmental policy, and developments in
information and technology.

Biodiversity loss and ecosystem decline cannot be considered in isolation
from other trends. The continuing loss of biodiversity and associated decline in
ecosystem services is driven by growing and shifting markets, resource exploitation and
climate change, among other factors. Equally, the loss of BES contributes to many of these
other trends, implying the need for an integrated business response.

Business risks and opportunities associated with biodiversity and ecosystem
services are growing. Given the ongoing decline of BES and the interaction between
biodiversity loss, decline in ecosystem services and other major trends, business can
expect both the associated risks and opportunities to increase over time.

There will be increasing pressure on (and more restricted access to)
natural resources. Growing market demand for natural resources combined with
increasing public concerns about environmental quality point towards increasing
competition and more restricted access to natural resources on both land and sea.

Consumers increasingly consider biodiversity and ecosystems in their
purchasing decisions. Consumer understanding and expectations of how products and
companies relate to BES are becoming more sophisticated. Consumer-facing businesses,
in particular, but also their suppliers, may need to re-examine how they manage BES and
how their actions are communicated to customers.

Business is beginning to notice the threat posed by biodiversity loss. 27 per
cent of global CEOs surveyed by PricewaterhouseCoopers (PwC) during the second half
of 2009 expressed concern about the impacts of biodiversity loss on their business
growth prospects. Interestingly, 53 per cent of CEOs in Latin America and 45 per cent in
Africa expressed concern about biodiversity loss, compared with just || per cent in
central and eastern Europe.
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