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Natural capital

An introduction to benefits, barriers and opportunities 
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Natural capital
Investing to deliver benefits to society 

Ecosystem services

• Provisioning services – e.g. food, 

water, genetic material

• Regulating services – e.g.

pollination, climate, disease

• Cultural services – e.g. spiritual, 

aesthetic, recreational

• Supporting services – e.g.

primary production, nutrient 

cycling, soil formation

Benefits to societyNatural capital

The stock of renewable and non-

renewable natural resources (e.g.

plants, animals, air, water, soils, 

minerals) that combine to yield a 

flow of benefits to people

Source: Aither – adapted from Natural Capital Protocol  
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Natural capital
Mitigating climate change and regulating climate 

Source: McKinsey & Company
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The role for government in natural capital investment 
Typical interventions from government 

Establish the regulatory and policy framework

Develop specific goals, targets and standards

Undertake research and development 

Build awareness, knowledge and capability 

Develop and manage specific mechanisms

Direct investment and market participation
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Forest Resilience Bond 
Environmental impact bonds as a vehicle for natural capital restoration 

Source: Blue Forest
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Benefits and barriers for investment in natural capital 

Source: Aither



What does ‘good’ public policy 
look like? 

An economists’ perspective
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Public policy foundations of natural capital investment
Why should government get involved?

• Increase the amount of funding available

• Direct funding to areas that deliver the most value

Mechanisms for natural capital 

investment

Public policy foundations

• The problem and outcomes are clearly defined and compelling

• The problem / outcome can only be addressed with government intervention

• The policy solution is specifically targeted to the problem / outcome

• The benefits outweigh the costs of any government investment
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Understanding the challenge for government mechanisms
Public and private benefits and costs 
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Revenue

Income

Personal wellbeing

Labour

Capital

Other inputs

Financing costs

Pollution

Carbon emissions

Resource depletion

Water scarcity

Carbon sequestration 

Nutrient cycling

Ecosystem services

Community wellbeing

Biodiversity

Positive 

externalities

Negative 

externalities

Source: Aither 
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Challenges in valuing environmental and social outcomes
Common issues for impact investments

Understanding the 
value of investments 

under a range of 
future risks or 
uncertainties 

Natural capital projects 
have potentially long 

pay back periods 
relative to standard 

investments

The costs and benefits 
of investments can be 

difficult to quantify 
due to limited data or 

information

Attributing the 
benefits to specific 
investments can be 

challenging
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Key areas of focus for 
government

Identifying beneficial and sustainable 

mechanisms 
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Be clear on the purpose of capital 
Target specific outcomes and barriers

• Start by seeking to understand the problem and the outcomes sought 

• Identify, assess and clearly articulate the barriers that need to be overcome 

• Design the mechanism to target the outcomes and barriers, supported by a 

comprehensive strategy

Key benefit

Provides a basis for identifying the most effective and efficient mechanism which is 

targeted at the core problem

Key risk:

The mechanism won’t be sustainable and is more likely to be replaced by other 

options in time 
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Policy certainty come before investment certainty 
Remove disincentives for investment 

• Understand existing regulatory and policy barriers to investment 

• Assess the interaction of a new mechanism with different types of regulation and policy 

(e.g. environmental, planning, taxation)

• Harmonise all levels of policy – national, state and local policy – and remove 

disincentives for investment 

Key benefit

Provides an accommodative and aligned policy environment that reduces investment 

risk

Key risk

Limits the realisation of all potential benefits from the mechanism
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Performance measurement is critical 
But aim to keep it simple

• Understand the baseline conditions and how you expect this to change over time with 

and without the proposed intervention 

• Identify a metric that allows you to understand the system change you are most 

interested in

• Develop a performance measurement system to support your understanding of the 

other effects of the investment, including perverse outcomes, and the attribution of the 

investment

Key benefit

Efficiently monitor and measure the most material changes that drive investment 

performance 

Key risk

Paralysis by analysis
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Governance matters
Integrity, accountability and transparency drive investor confidence 

• Develop governance arrangements for all aspects of development, delivery and 

assurance  

• Communicate the structures, systems, processes and people engaged 

• Maintain, review and adapt as the system matures

Key benefit

Provides clarity to all parties on the processes and conditions of investment decisions 

and returns 

Key risk

Loss of trust
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It is still investing 
ROI matters

• Understand and accommodate all costs, benefits and risks 

• Identify target participants and understand their investment risk and return preferences 

• Seek to stack and monetise benefits to improve investment returns

Key benefit

Maximizes the opportunity set of potential revenue and provides the highest 

likelihood of an adequate return on investment 

Key risk

Insufficient return on investment to compensate for the risk
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It is about partnerships
And these have their own value

• Start early 

• Identify the need for both formal and informal partnerships

• Establish and communicate the methods and opportunities for tangible engagement 

Key benefit

Improves the appropriateness of the mechanism and delivery of long-term system 

change 

Key risk

Loss of trust



22www.aither.com.au

Poll

                      

            

            

              

               

               

           

           

       

            

               

                  

                 

                       

                  

                  

                 

          
              

               

                

                    

                

             

        

                    

                          

                

               

          

6. Modelling economic and financial 

returns, accounting for risk and 

uncertainty

3. Measuring, monitoring and 

evaluating investment 

performance

4. Designing environmental 

markets 

1. Economic valuation of natural 

capital investments, including co-

benefits

5. Natural capital investment 

case studies
2. Designing policy and 

strategy
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