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Key points
• For economic growth and well-being to be sustainable, a broader definition of
wealth that includes natural capital must be established
• Current measures of national income do not adequately account for the damage
to, or the depletion of, natural capital assets as a consequence of economic activity
• The World Bank estimated that China’s costs of natural capital loss could have
been as high as 9 percent of national income in 2008
• Progress toward a practical implementation of natural capital valuation has been
slow and the methods in use have data and methodological limitations.

Introduction
In recent years, several economic reports have highlighted the need to
adopt a broader definition of wealth for national income accounting purposes to include natural capital1 – for example, the Stiglitz Commission
(Stiglitz et al. 2009), the World Bank (2006, 2011) and the Inclusive Wealth
Report (UNEP 2012). This would allow tracking of the way in which
It has long been recognised that national accounting aggregates (such as GDP) are incomplete metrics
of broader national well-being (indeed, they were never intended as such) and tell us little about whether
economies are developing or growing sustainably over time.
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differentcomponents of wealth, such as monetary claims, physical assets
and natural assets, change and interact over time. The key intuition here is
that some aggregate measure of wealth (and possibly some critical natural
capital assets) needs to be preserved if economic growth and material wellbeing are to be sustainable.2 It can be demonstrated in economic theory
that there is a strong link between changes in wealth and the sustainability
of development (World Bank 2006). If a country is running down its assets,
it is not on a sustainable path. For the link between changes in wealth
and sustainability to hold, however, the definition of wealth must be truly
comprehensive, including all types of income-generating assets.
The focus of this paper is to provide an overview of the importance of
establishing a system of natural capital accounting and to discuss the role
of natural capital within the comprehensive wealth framework, the different approaches taken by the World Bank and the Inclusive Wealth Report to
measure natural capital. Natural capital is integral to the economy and yet
it is routinely taken for granted because the goods and services it provides
are generally freely available. The consequence is that, without prices,
these resources are not being allocated efficiently within the economy,
and opportunities for significant gains in well-being and the possibility
of long-term future growth are being lost.3 This paper starts with a brief
discussion on the shortcomings of current measures of economic growth,
and it introduces the concept of natural capital and natural capital accounting. It then provides a summary of the two wealth accounting approaches
that have been used to date to calculate the value of natural capital, before
it moves on to look at their limitations. The final section concludes and
provides some remarks for future work.

System of National Accounts
Over the past 50 years the data used in the formulation of much of macroeconomic policy have largely been based on information flowing from
the System of National Accounts (SNA).4 The SNA is the internationally
agreed standard set of recommendations on how to compile measures of
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See www.ons.gov.uk/ons/dcp171766_361880.pdf.
See www.environmentbank.com/files/state-of-natural-capital-report-2013-1.pdf.
See http://unstats.un.org/unsd/nationalaccount/sna.asp.
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