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Why Invest in Ecosystem Services?

A Business Brief from Forest Trends
Pollution, parts per million, regulations, energy conservation.  For many companies, these ‘brown’ issues have been the core of environmental strategy for decades.  A shift is underway, however, as concern about ecosystems rises within academia, civil society, and government.  And as scientists learn more about relationships between climate change and ecosystem function, and as stresses on water availability and habitats grow, an expansion of corporate social responsibility (CSR) scope is underway.  In the coming years, companies will increasingly be responsible for maintaining the health and viability of ecosystems in their areas of operation.  

What are Ecosystem Services?

Ecosystems provide a wide range of services from clean water through carbon sequestration to  biological diversity.  People and companies rely on these services—for raw material inputs, production processes, and climate stability.  At present, however, many of these ecosystem services are either undervalued or regarded as a free good, with no financial value at all.  As day-to-day decisions often focus on immediate financial returns, ecosystem structures and functions are being fundamentally undermined.
 

Concern drives innovation.  Markets are emerging for ecosystem services in countries around the world.  For example, formal, multi-million dollar markets now exist in greenhouse gases, wetlands, water pollution, and even in endangered species.  And systems of payment are being established for specific services provided by ecosystems.
    
Markets and payments for ecosystem services—or financial investments to protect ecosystem services--offer one set of management tools for addressing:

· Changing corporate social responsibility (CSR) expectations around environmental issues that are increasingly being considered in terms of ecosystems.

· Emerging business risks and opportunities related to operations, supply chain, marketing, and finance that will result from stresses on, and shortages of, ecosystem services, such as clean and reliable flows of water or climate stability.

Changing Corporate Social Responsibility Expectations
New research on ecosystems is transforming thought leaders’ conceptions about corporate responsibility in the context of ecosystems, as has been covered in mainstream media outlets including The Economist, Fortune, and BusinessWeek.
  We summarize the transformation of business expectations as: 

	Old CSR Paradigm


	New Corporate Responsibility Paradigm (  New Expectations



	Environmental regulations will impact the bottom line


	Diminished or degraded resources will impact the bottom line, through additional costs 

in the short-term and diminished ability to win new projects in the long-term



	Sustainability focuses on clean air, clean water, less waste, energy efficiency and protection of biodiversity.  


	Sustainability includes protecting an array of “ecosystem services” such as climate regulation, water filtration, flood regulation, crop pollination, and provision of water, fiber, fuel and food.  Ethical case for action growing more mainstream, especially when cast in terms of climate change.



	Markets focus on internalizing 

negative externalities:  SO2 trading
	Markets focus on internalizing positive externalities: extensive discussion of private  sector payments for ecosystem services such as provision of clean water 



	Qualitative description of ecosystem services
	Increasingly quantitative descriptions of ecosystem services

	No specific carbon expectations
	Emerging regulatory requirements for carbon management and expectations for a carbon strategy which may include voluntary purchases of carbon credits 



	Competitive advantage through cost savings
	Competitive advantage from developing expertise on managing risk (i.e., how to avoid ecosystem damages) and maximizing efficient use of ecosystem services – ability to win new projects key.



	Lenders, insurers, investors focused 

on materiality only (i.e., lawsuits, accidents)
	Lenders, insurers, investors adopting environmental screens, Equator Principles and other environmental and social standards

	Wetlands mitigation banking requirements relatively narrow
	Wetlands mitigation banks need to incorporate consideration of all ecosystem services provided by wetlands, such as water filtration, erosion protection, and flood control – and consider who gets those benefits.  Biodiversity offsets also emerging.  

	Contingent environmental liabilities 

focused on damages to natural resources
	Contingent environmental liabilities in the future may focus on damages to ecosystem services


Given expanding expectations of corporate responsibility, businesses must begin to consider whether a company impacts or depends on ecosystem services, how significantly, and whether they can develop strategies for managing these issues. 

Emerging Business Risks and Opportunities
With or without these new expectations, ecosystem services can affect core business operations and the loss of ecosystem services often creates strategic risks.  How can a major beverage company expand if new supplies of freshwater are no longer available for its production?   Can investing in ecosystem services help protect freshwater supplies?  

Businesses may also find new sources of revenues and strategic opportunities from land-based assets by “selling” ecosystem services – being paid to create wetland mitigation credits or to plant trees that will sequester carbon.  Whether as a risk management tool or a new revenue source, investing in ecosystem services can benefit a company.  The types of specific benefits that can provide the rationale for engaging in markets and payments for ecosystem services include:  

business benefits of investing in ecosystem services 

	Business Benefit
	Assessing Corporate Value



	1) Secure access to new resources and key raw materials 
	· Access to new resources essential for corporate growth, which may overlap with highly sensitive ecosystems on the land and in marine settings.

· Ability to win concessions and new projects based on corporate track records on social responsibility – including ecosystem impacts  
· Availability of freshwater and other key raw or processed materials, which  may depend healthy ecosystems



	2) Increase investor confidence
	· Increasing investor interest in limiting risk through environmental screens, particularly related to corporate climate change strategy

· Expanding size of socially responsible investment funds (SRIs) which may offer access to key capital over time



	3) Ensure access to insurance 
	· Growing insurance company concerns with environmental risks, particularly related to climate and water



	4) Enhance or protect brand equity and reputation
	· Ecological damages can undercut reputation and brand value 

· Smart corporate environmental strategy can build brand, as witnessed by the investments by companies such as: Wal-Mart, GE (Eco-imagination), Toyota (hybrids), and Starbucks (sustainable supply chain initiatives)



	5) Improve relationships with NGOs, local governments & communities (factor for license to operate)
	· Relationships with local governments and communities can significantly affect corporate timelines and costs 

       - Explore examples of corporate philanthropy supporting reputation

       - Study increased dialogue and consultation that corporations engage in with NGOs when pursuing environmentally impacting projects



	6) Lower operations & maintenance (O&M) costs 
	· Explore the connection between loss of ecosystems (forest cover, wetlands) and increased maintenance costs or slowed operations, such as slow-downs for dredging silt, etc. 

	7) Increase customer satisfaction and expand markets
	· Retail and other commercial “customers” are using “supply chain management”  to demand alignment between environmental goals and supplier operations 

· Environmental product lines can open up new markets, sometimes with higher margins, as illustrated with certification of the Forest Stewardship Council and Marine Stewardship Council 

	8) Increase employee satisfaction
	· Companies with more socially responsible reputations can boast ‘talent’ gains, such as higher employee retention and greater success in recruitment 



	9) Manage contingent environmental liabilities
	· Liability is likely to increasingly flow from links between corporate actions and impaired ecosystem function



	10) Competitive edge, or early identification of emerging issues
	· Increasing ‘signals’ that ecosystem services are an emerging issue, as evidenced by media coverage and NGO priorities.

· Potential benefits of a “first mover advantage” by initiating and publicizing initiatives that benefit ecosystems before anyone else in their industry.  

· Actions of key competitors on ecosystem services may ‘up the ante’ and make ‘catch up’ difficult, by successfully managing environmental issues that affect everyone in the industry, thereby necessitating all companies in the industry improve performance, often according to the parameters set out by the market leader.  

	11) Lower costs of compliance, better relations with regulators, anticipate or shape regulations
	· Compliance costs can be lower for companies with a track record of being environmentally-focused 

· An increasing number of companies are acting proactively on ecosystem service issues, particularly climate change / carbon

	12) Enhance R&D  (research and development)
	· Explore examples of how ecosystem services have enabled innovation and/or broadened strategic possibilities.




To being assessing the relevance of particular risks or benefits, companies should start by asking
:  

· Have we assessed our reliance on ecosystem services, whether these demands are sustainable, and potential alternatives?

· Do we have adequate information on the current and projected state of these ecosystem services over the time frames relevant to our business?

· Have we evaluated the potential for nonlinear changes in services on which our business or suppliers depend?

· Do we have any programs or plans to minimize impacts on ecosystems or contribute to maintenance and enhancement of ecosystem services?

For further assistance, please contact Forest Trends at (202) 298 3000 or see www.forest-trends.org 

Appendix:  Forest Trends’ resources
The Ecosystem Marketplace (www.ecosystemmarketplace.com ) 

Markets depend on transparent and reliable information to function: think Bloomberg and the Wall Street Journal; think streaming stock quotes; think Morningstar; and think of the kind of information the SEC requires. Markets grow and evolve, and they do so, in part, because of the transformative power of reliable and transparent information. Enter the Ecosystem Marketplace.  Launched in 2004 by supporters including The Nature Conservancy, ABN-AMRO, the Citigroup Foundation, the World Conservation Union, SURDNA and the USDA Forest Service among others, The Ecosystem Marketplace currently provides: analysis and commentary by market leaders; a one stop resource center for local communities and landowners to identify potential investors; a Marketwatch section tracking actual trades in land-based environmental markets; and original feature articles authored by world-class journalists (whose work regularly appears in The New York Times, The Economist, The Wall Street Journal and The Financial Times) about key developments and trends in the realm of market-based conservation.
The Katoomba Group (www.katoombagroup.org)

An international working group composed of leading experts from forest and energy industries, research institutions, the financial world, and environmental NGOs, all dedicated to facilitating strategic partnerships that can launch green forest products in the market place. To accomplish this, the Katoomba Group builds collective understanding of how market-based instruments for environmental services are constructed and the conditions in which they can work. The group met for the first time in Katoomba, Australia in May 2000. 
Forest Trends (www.forest-trends.org)  

An international non-profit organization that works to expand the value of forests to society; to promote sustainable forest management and conservation by creating and capturing market values for ecosystem services; to support innovative projects and companies that are developing these new markets; and to enhance the livelihoods of local communities living in and around those forests. We analyze strategic market and policy issues, catalyze connections between forward-looking producers, communities and investors, and develop new financial tools to help markets work for conservation and people. 
Forest Trends' Business Development Facility (BDF) 
(http://www.forest-trends.org/programs/bdf.htm) 

A consulting service that provides technical assistance to forest operators interested in developing revenue streams from ecosystem services and products. We support forest operators in assessing, identifying and developing opportunities such as carbon offsets, watershed mitigation, and biodiversity conservation, as well as recreation and extractive products. By securing commercial and financial partners, we enable our clients to execute on opportunities that have significant impact on their bottom line. We work with forest operators interested in pursuing non-timber revenue streams to maximize the value of their forest, but may not have the in-house capability, time and resources to do so.
The Business and Biodiversity Offset Program (BBOP) 

(http://www.forest-trends.org/biodiversityoffsetprogram/) 

A partnership between companies, governments and conservation experts to explore biodiversity offsets. We are:

· Demonstrating conservation and livelihood outcomes in a portfolio of biodiversity offset pilot projects;

· Developing, testing, and disseminating best practice on biodiversity offsets; and

· Contributing to policy and corporate developments on biodiversity offsets so they meet conservation and business objectives. 

The BBOP partners wish to show, through a portfolio of pilot projects in a range of industry sectors, that biodiversity offsets can help achieve significantly more, better and more cost-effective conservation outcomes than normally occurs in infrastructure development.  The BBOP partners also believe that demonstrating no net loss of biodiversity can help companies secure their license to operate and manage their costs and liabilities. Our vision and expectation is that biodiversity offsets will become a standard part of business practice for those companies with a significant impact on biodiversity. The routine mainstreaming of biodiversity offsets into development practice will result in long-term and globally significant conservation outcomes. 

Major Ecosystem Services


Purification of air and water


Regulation of water flow


Detoxification and decomposition of wastes


Generation and renewal of soil and soil fertility


Pollination of crops and natural vegetation


Control of agricultural pests


Dispersal of seeds and translocation of nutrients


Maintenance of biodiversity


Partial climatic stabilization


Moderation of temperature extremes


Wind breaks


Support for diverse human cultures


Aesthetic beauty and landscape enrichment





Source: Daily, Gretchen. 1997. Nature’s Services. Washington D.C., USA: Island Press.











� For more information, please see: Millennium Ecosystem Assessment Board. 2005.  “Living Beyond Our Means: Natural Assets and Human Well-Being.” Geneva, Switzerland: The United Nations Environment Program.


� For more information, please see: http://www.ecosystemmarketplace.com/


� For example see: “Are You Being Served,” The Economist (4/21/05), “How Much is Nature Worth?” Business Week, (12/29/04).  “�HYPERLINK "http://money.cnn.com/2006/01/17/news/economy/climate_fortune/index.htm?"��Cloudy With a Chance of Chaos: Climate change may bring more violent weather swings--and sooner--than experts had thought.�" Fortune (January 17, 2006) and "�HYPERLINK "http://www.ecosystemmarketplace.net/media/pdf/MSNBC_Newsweek_06-05.pdf"��Investing in Green�" Newsweek (June 6, 2005).  





� http://www.millenniumassessment.org//en/Products.aspx






