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Natural Capital

Paul G. Hawken 

Paul G. Hawken understands both business and ecology. In addition to founding Smith & Hawken, a retail company known for its environmental initiatives, he has written seven widely acclaimed books, including Growing a Business (1987), The Ecology of Commerce (1993), Factor 10, The Next Industrial Revolution (1998, with Amory and Hunter Lovins), and Natural Capitalism (1999, with Amory and Hunter Lovins). He produced and hosted Growing a Business, a series for public television shown on 210 U.S. stations and in 115 countries. The Ecology of Commerce was hailed as the best business book of 1993 and one of the most important books of the 20th century. In 1987, Inc. magazine named Hawken one of the 12 best entrepreneurs of the 1980s. In 1995, the Utne Reader named him as one of the 100 visionaries who could change our lives.

Great ideas, in hindsight, seem obvious. The concept of natural capital is such an idea. Natural capital is the myriad necessary and valuable resources and ecological processes that we rely on to produce our food, products, and services.

The concept of natural capital is not a new one. Economists have long noted that natural capital is a factor in industrial production, but a marginal factor.

A new view is emerging: Our economic systems cannot long endure without taking the flow of renewable and nonrenewable resources through economies into account. This revision of neoclassical economics, yet to be accepted by most mainstream academicians, provides business and public policy with a powerful new tool for the continued prosperity of business and the preservation and restoration of the earth’s living natural systems.

Most Americans are filled with cornucopian fantasies of technological prowess, where human ingenuity bypasses natural limits and creates unimagined abundance. Optimism easily intertwines with the belief that nanotechnology, biotechnology, computers, and technologies yet to be developed will eliminate hunger, disease, and want.

Dreams of alleviating human suffering are worthy. However, they usually overlook the absolute necessity of fertile soil, ocean fisheries, a stable climate, biological diversity, and pure water, all of which we are degrading and none of which can be created by any human-made technology known or imagined.

In our pursuit of dominance over the natural world, we have not taken into account the basic fact that industrialism, for all its sophistication, is enormously inefficient with respect to resource use, energy use, and waste production. The hypotheses and theories of neoclassical economists originated in a time of resource abundance. Today it is difficult for many of these economists to understand that the success of linear industrial systems based on increasing economic growth by increasing the rate of flow of materials and energy through economic systems has laid the groundwork for the next stage in economic evolution.

This shift is profoundly biological. It involves incorporating the cycling of material resources that supports natural systems into our ways of making things and our ways of dealing with the waste matter produced by our current linear industrial systems. This shift is going to happen because cyclical industrial systems work better than linear ones. They close the loop and reincorporate wastes as part of the production cycle. There are no landfills in a cyclical society.

If there is so much inefficiency in our current system, why is it not more apparent? The inefficiencies are masked by a financial system in which money, prices, and markets give us inaccurate information. Markets are not giving us correct information about how much our suburbs, cars, and plastic drinking water bottles truly cost based on the environmental harm they cause.

Instead, we are getting warning signals from the beleaguered airsheds and watersheds, the overworked and eroded soils, the life-degrading inner cities and rural counties, and the conflicts based on shortages of water and some other resources in parts of the world. These feedbacks from nature are providing the information that our prices should give us but do not.

Prices do not give us good information for a simple reason: improper accounting. Natural capital has never been placed on the balance sheets of companies or the countries of the world. To borrow a phrase from G. K. Chesterton, it could fairly be said that capitalism might be a good idea, but we have not tried it yet. Capitalism cannot be fully attained or practiced until we have an accurate balance sheet, as any accounting student will tell us.

As it stands, our economic system is based on accounting principles that would bankrupt a company. Currently, capitalism liquidates irreplaceable natural capital and puts it on the books as income. Instead, we need to place capital on the balance sheet, not as a free resource of infinite supply but as an integral and valuable part of the production process. Then we will use resources much more efficiently and reduce the flow of matter and energy resources through economies and the resulting pollution and loss of natural capital. Moving from linear industrial systems to cyclical ones that mimic nature and include the value of natural capital in producing the goods and services we use accomplishes this.

Many people sincerely believe an economic system based on the integrity of natural systems is unworkable. To answer that concern, we may want to reverse the question and ask, “How have we created an economic system that tells us it is cheaper to destroy natural capital than to maintain it?” We know this is not the way to take care of our cars, houses, and bridges, but somehow we have managed to overlook a pricing system that discounts the future and sells off the past. Or to put it another way, “How did we create an economic system that confuses capital with income?”

Can we devise and implement a more rational economic system? I think so. It is right before us. It requires no new theories, only common sense. It is based on the simple but powerful proposition that all capital must be valued.
There may be no right way to value a forest or a river, but there is a wrong way, which is to give it little or no value. If we have doubts about how to value a 500-year-old tree, we need only ask how much it would cost to make a new one from scratch? Or a new river? Or a new atmosphere?

Our goal should be to estimate and integrate the worth of living systems into every aspect of our culture and commerce so that human systems mimic natural systems. Only if we do this can our cultures reflect growth and harmony rather than damage and discord.

Critical Thinking

If you were in charge of the world’s economy, what are the three most important things you would do? Compare your answers with those of other members of your class.
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