Theoretical and Applied Economics
Fet al
Volume XXI (2014), No. 8(597), pp. 93-100

Natural capital in the global crisis context
Constantin CONSTANTINESCU
Bucharest University of Economic Studies, Romania
constant.constantinescu@gmail.com
Abstract. The global economic crisis has created conditions for the emergence of
new perspectives on economic growth in the context of sustainable development.
Theoretical and practical confrontation between economic growth theory and the
theory of conservation of the natural environment revealed some unknown,
uncertainties and interpretation errors. Although it is often used by economists, the
term “natural capital” interpreted differently by users and therefore the
approaches about its efficient use are different, ranging from proposals to limit
growth in the purpose of the conservation of natural capital to liberal attitudes
based on the principle of neoclassical theory letting prices to establish economic
and social importance of the environment. The global crisis has demonstrated that
equilibrium between economic growth and reducing environmental impact is
difficult in conditions of instability. Consequently, the problem of finding the
optimal level of balance between social benefits of development and costs of
environmental protection is intractable when the economic variables know a high
volatility and political decision must to take into account more the social factor.
Global economy during the crisis has shown that the solution represented by
measures to reduce the rate of deterioration of ecosystems is consistent only under
conditions in which is accompanied by investment in recovery of natural capital
and the environment is integrated by this way in the whole economic and social
process. It outlines a new model of development in which politico-economicfinancial system can positively influence natural capital stocks by increasing the
quality of policy makers and investment in knowledge capital.
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1. Introduction
The economic theory has given a special attention to the natural capital only
recently, although one of the first forms of capital used was natural capital, with
respect to the land. The nature of public goods assigned to some elements of natural
capital has created difficulties in assessing the value of natural capital, of the
non-tradable goods and services provided by nature (Blaug, 1992: pp. 630-644).
Most often were counted the destructions of natural capital caused by
environmental externalities generated by the industry. Therefore the economic
policies that took into consideration the environment focused on the
internalization of these externalities, taking into consideration for this purpose,
incentives as well as punitive financial instruments. Also, in our opinion the view
according to which as the resources will be used they will also have a gradual
substitution, as a result of technological progress and have a continuous increase
in the efficiency of their usage along with the economic growth process, it is
optimistic to an extent which is not justified (Constantinescu, 1976, pp. 48-62).
2. Natural capital – an invaluable wealth
In the actual understanding of natural capital it represents the extension of the
economic concept of capital for the goods and services provided by nature. It is
generally regarded as an indispensable stock of resources and benefits provided by
ecosystems, which produces a flow of environmental useful goods and services.
Among the services provided by the natural capital one can count waste recycling,
soil erosion control, water retention and creating hydrological reserve holdings.
Currently, there are two errors which occur with regards to the value of natural
capital. One of them is trying to express the value of natural capital only in
monetary terms. This results some times in ignoring the value of the natural capital
for making things simpler and due to the lack of accurate assessment tools, and
other times the value of natural capital is assessed only by looking at a part of it.
The other error establishing the value of the natural capital is the exclusive
assessment of some goods or services provided by nature, whose market value can
be determined easily. We shouldn't leave aside, however, the fact that the structure
and diversity of ecosystems represent components of the natural capital, so that
providing a flow of services by nature requires an overview of how ecosystems
work as a whole.
The ecosystems stock and flow of goods and services provided by ecosystems
which represent the natural capital is the foundation without which the global
wealth creation would not be possible. The exploitation of natural capital produce
effects which cannot be found in the balance sheets of businesses. However, the
environmental impact can affect climate, security of elementary resources for
survival of the population, food resources, water and energy resources. On the
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other hand, the consequences of irrational exploitation of the natural resources
affect ecosystems' resources at a global level. Rational exploitation of land and
forests leads to water shortages for hydroelectric power station and agriculture, to
a decrease in the storage capacity of CO2 and to an increase in emissions of
greenhouse gases (Ciobotariu and Socolescu, 2008: pp. 127-144).
In times of economic crisis and in the context of globalization more and more
diverse and serious consequences of increasingly irrational use of natural capital
have emerged. The consumption of oil palm fruit increased 8 times in the last 30
years, being the most frequent oil produced in the world, surpassing the production
of soybean and rapeseed oil. The deforestation in Malaysia and Indonesia with the
purpose of obtaining palm oil to have negative consequences on ecosystems,
endangering orangutans habitats(1). The impact of the activity of oil producing
companies on biodiversity has created reactions which have damaged the image and
caused losses for those respective companies. Reputational risk can cause adverse
effects in financial terms, leading to a decrease in share price of a company, a lower
rating on the stock market or higher interest rates for loans. This is how the
companies that have achieved certificates for products made through sustainable
industrial processes have gained an advantage, as examples one can count the
exploitation of rubber trees, or caviar exploitation.
3. Risks relating to natural capital
The decrease in the stock of resources and exponential growth of the population
creates a growing pressure on global natural capital, which has determined the
increase in of its financial value during the last years (Câmpeanu et al., 2004: pp.
11-54). The effect is reflected in the firms' financial plans for future periods. The
price increases for raw materials leads to shrinking profits for many businesses
and creates difficulties for supply chains. This situation represents a risk factor for
investors, which needs to be considered together with other risk factors in the
context of economic crisis. The condition of public goods of many of the natural
capital components makes it difficult to estimate the price evolution. In the same
context, sustainable capital investment seeks to impose a competitive market.
“Sustainable companies are those that create long-term sustainable value by
building economic, social and environmental capital to provide ever better goods
and services in a way that is profitable, ethical and respects the environment,
individuals and the communities in which they operate.” (Tomorrow's company)
The global crisis has determined the financial markets to examine more carefully
the risk exposure (Cohen, 1998: pp. 136-138), which made the orientation towards
sustainable capital investments be more frequent. The companies' actions became
sustainable along with the increase in companies' capacity to integrate the natural
capital which they have and along with including the sustainability criteria in
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evaluating the company. The climate changes and extreme weather conditions
which became more and more frequent were identified as the biggest market failure
in history (Soroceanu, 2000: pp. 123-132). As a consequence, the investors began
to realize more and more how important are the consequences of climate change on
portfolio performance and how important is the effect of carbon dioxide on the
economy. This is directly related to individual consumption, with the level of
energetic intensity of production and to how carbon – intensive energy is the energy
used. Previous financial crises, just as this one, have confirmed the vulnerability of
financial markets to shocks. A sharp rise of prices for some raw materials, or
resources belonging to natural capital, can cause systemic shocks in the absence of
effective risk management tools, including price risk. This makes very important
having a correct estimation of the importance of goods and services offered by the
ecosystem, including the social and political responsibility, and the value of natural
capital conservation programs should increase in order to allow an improvement in
the financial stability in socio-economic context (Ostrom, 2007: pp. 16-23).
Figure 1. Ecosystem services

Source: OECD 2013.

The investment in the natural resources exploitation, mining projects, for example
(Răgălie and Muscalu, 2003), or hydra-electric power stations or similar
constructions have to consider among other types of risks also the environmental
risks (Chambers, 2003). Another area of risk for the company is represented by the
external effects of their activities and the costs they incur for their internalization
(Negrei, 2004: pp. 13-24, 35-58, 83-100). This is why they are related to policies
regarding economic sectors which are environmentally sensitive, such as industries
with a high degree of pollution, such as chemical industry, and mining industry.
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The economic crisis has prompted investors to grow the degree of prudence for
their decisions, but it wasn't yet considered a systematic approach in the way in
which the financial institutions and insurance companies must consider the risks
dependent on natural capital. During the economic crisis the pressures on natural
capital stock, which was decreasing, were larger and were overlapping the problems
created by the economic downturn. Therefore, economies faced decreasing water
resources from aquifers layers and surface waters. As a consequence a sizeable
decline of drinkable water was registered along with a decrease in the production of
energy from hydropower and fishing industry. This contributed to the instability of
global financial markets and increased price volatility.
4. During crisis risks increase
The Risks generated by the degradation of natural capital through the decrease in
the amount of goods and services offered by ecosystems are important for
companies, therefore understanding these risks and limiting them can lead to an
important market advantage (Chambers, 2003). Opportunity losses compensation
caused by the global crisis can be created by generating additional profits through
businesses transformation in sustainable businesses (Moran, 2006). Considering
this on a long term, the approach may have a role in stabilizing markets that are
dependent on natural resources (EUB, 2003). This requires the introduction of
natural capital in the accounting standards so its contribution can be highlighted
for the output and make it easier, in the same time, to assess the profitability of
companies. However, with increase in the energy and raw material prices,
investment in new technologies, which are more efficient, reduce environmental
impact of industrial processes.
Figure 2. Commodity price during the economic crisis

Source: World Bank.
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In order to preserve the natural capital sustainable economic reforms are
necessary, reforms which are based on political decisions, which need to consider
the economic crisis as an opportunity for a paradigm shift. The current economic
model, built on the premises that it is possible to have an unlimited increase in the
exploitation of resources, has generated an ecological deficit which is constantly
growing (Bran, 2013: pp. 109-186). The austerity measures imposed to countries
which were in a crisis have a major negative impact on the environment. Also
environmental remediation costs are rising, which leads to the conclusion that it is
necessary to adopt measures to internalize the environment externalities trough
effective policies, based on indicators that reflect the status of natural capital. The
efficiency of the measures taken for economic adjustment, taken as a response to
the crisis, depends on their level of sustainability. Some measures, such as those
referring to increasing the level of efficiency for usage of energy, generate besides
financial savings, also conditions for preserving the natural capital. In order to
emphasize them, special attention needs to be given to the economic indicators
which are more comprehensive than GDP or GNI, because it is difficult to
estimate the value of goods and services provided by ecosystems, which is the
case for species diversity. Therefore, it is important to revise the role of nature in
the production of food, fuel, fiber and construction materials, forcing us to
question whether the economic growth is not achieved at the expense of human
well-being.
Figure 3. The evolution of food prices during the economic crisis

Source: FAO.

Comparing the huge amounts spent to rescue the banking system with the amounts
spent for saving the ecosystems shows the inconsistency of public politics.
During the economic crisis the industrial activity has considerably decreased and
so has the energy consumption, but the cheap energy obtained from fossil fuels,
greenhouse gases generator has been used. The carbon market works slow, and
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the interests and asymmetric points of view, make the effort of reducing the
current carbon emissions harder. On the other hand, the pigouvian principle states
that for the negative environmental externalities the polluters should pay a price
equal to the marginal social damage they cause (Walsh and Stiglitz, 2005: pp.
397-407). Thus, they will not pollute beyond the point where marginal cost for
reducing the emissions is lower than that price, thus balancing the social cost and
social benefit. In the context where the largest part of this amount of greenhouse
gases has historical origins and the responsibility belongs today to states that have
a high level of industrialization, the problem of taking the responsibility occurs
(Ciobotariu and Socolescu, 2008: pp. 127-144).
Also the discrepancy between the carbon price at the moment when it is
calculated and the carbon price at the moment of greenhouse gases accumulating
in the future needs to be considered.
As a consequence the investment decisions in the energy field need to consider
the carbon price in the future, which is expected to grow in terms real, no matter if
talking about energy produced from renewable sources, or talking about fossil
fuels.
The constant increase in the price of fossil fuels is not likely to compensate the
upgrade of carbon emission price, but it will increase the resistance to it. In
addition to the mentioned measures, stimulants for reducing the impact on the
environment are considered; the stimulants can be received for example by
tropical countries for stopping, or reducing the exploitation of fossil fuel. The
irrational exploitation of forests is responsible of 12% of carbon emissions(2).
5. Conclusions
The damage caused by climate changes and extreme weather events have
increased the losses caused by the economic crisis, which caused the degradation
of natural capital to add in a financial form of to total losses of enterprises. In
these circumstances those who are the poorest suffer disproportionately more and
are also willing to sacrifice a larger amount of natural capital. As a consequence it
is being estimated that the world economy is losing more money through rational
exploitation of forests in comparison to the banking crisis, taking into account all
the ecosystem goods and services (TEEB 2008). Therefore the proverb which says
that „we do not see the forest because of the trees” is quite contemporary. This is
how the need for a market for goods and services provided by ecosystems, a
market similar to that of carbon trading becomes tangible. The existence of this
market can take place in the conditions in which property rights are being
specified in such a way in which their trading could became possible.
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Notes
(1)
(2)

See
http://www.lexpress.fr/styles/saveurs/nous-consommons-toujours-autant-d-huile-de-palme_
1095083.html
See http://biology.duke.edu/jackson/ng09.pdf
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