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Executive Summary

OVERVIEW

Ecosystems provide a wide variety of marketable goods, fish and lumber
being two familiar examples. However, society is increasingly recognizing the
myriad functions—the observable manifestations of ecosystem processes such
as nutrient recycling, regulation of climate, and maintenance of biodiversity—
that they provide, without which human civilizations could not thrive. Derived
from the physical, biological, and chemical processes at work in natural ecosys-
tems, these functions are seldom experienced directly by users of the resource.
Rather, it is the services provided by ecosystems, such as flood risk reduction
and water supply, together with ecosystem goods, that create value for human
users and are the subject of this report.'

Aquatic ecosystems include freshwater, marine, and estuarine surface wa-
terbodies. These incorporate lakes, rivers, streams, coastal waters, estuaries, and
wetlands, together with their associated flora and fauna. Each of these entities is
connected to a greater ecological and hydrological landscape that includes adja-
cent riparian areas, upland terrestrial ecosystems, and underlying groundwater
aquifers. Thus, the term “aquatic ecosystems” in this report includes these
related terrestrial ecosystems and underlying aquifers. Aquatic ecosystems per-
form numerous interrelated environmental functions and provide a wide range of
important goods and services. Many aquatic ecosystems enhance the economic
livelihood of local communities by supporting commercial fishing and agricul-
ture and by serving the recreational sector. The continuance or growth of these
types of economic activities is directly related to the extent and health of these
natural ecosystems.

However, human activities, rapid population growth, and industrial, com-
mercial, and residential development have all led to increased pollution, adverse
modification, and destruction of remaining (especially pristine) aquatic ecosys-

! Ecosystem structure refers to both the composition of the ecosystem (i.e., its various
parts) and the physical and biological organization defining how those parts are organized.
A leopard frog or a marsh plant such as a cattail, for example, would be considered a com-
ponent of an aquatic ecosystem and hence part of its structure. Ecosystem function de-
scribes a process that takes place in an ecosystem as a result of the interactions of the
plants, animals, and other organisms in the ecosystem with each other or their environ-
ment. Primary production (the process of converting inorganic compounds into organic
compounds by plants, algae, and chemoautotrophs) is an example of an ecosystem func-
tion. Ecosystem structure and function provide various ecosystem goods and services of
value to humans such as fish for recreational or commercial use, clean water to swim in or
drink, and various esthetic qualities (e.g., pristine mountain streams or wilderness areas)
(see Box 3-1 for further information).
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2 Valuing Ecosystem Services

tems—despite an increase in federal, state, and local regulations intended to
protect, conserve, and restore these natural resources. Increased human demand
for water has simultaneously reduced the amount available to support these eco-
systems. Notwithstanding the large losses and changes in these systems, aquatic
ecosystems remain broadly and heterogeneously distributed across the nation.
For example, there are almost 4 million miles of rivers and streams, 59,000
miles of ocean shoreline waters, and 5,500 miles of Great Lakes shoreline in the
United States; there are 87,000 square miles of estuaries, while lakes, reservoirs,
and ponds account for more than 40 million acres.

Despite growing recognition of the importance of ecosystem functions and
services, they are often taken for granted and overlooked in environmental deci-
sion-making. Thus, choices between the conservation and restoration of some
ecosystems and the continuation and expansion of human activities in others
have to be made with an enhanced recognition of this potential for conflict and
of the value of ecosystem services. In making these choices, the economic val-
ues of the ecosystem goods and services must be known so that they can be
compared with the economic values of activities that may compromise them and
so that improvements to one ecosystem can be compared to those in another.

This report was prepared by the National Research Council (NRC) Commit-
tee on Assessing and Valuing the Services of Aquatic and Related Terrestrial
Ecosystems, overseen by the NRC’s Water Science and Technology Board, and
supported by the U.S. Army Corps of Engineers, U.S. Environmental Protection
Agency, and the U.S. Department of Agriculture (see Box ES-1). The commit-
tee consisted of 11 volunteer experts drawn from the fields of ecology, econom-
ics, and philosophy who have professional expertise relating to aquatic ecosys-
tems and to the valuation of ecosystem services. This report’s contents, conclu-
sions, and recommendations are based on a review of relevant technical litera-
ture, information gathered at five committee meetings, and the collective exper-
tise of committee members. Because of space limitations, this Executive Sum-
mary includes only the major conclusions and related recommendations of the
committee in the general order of their appearance in the report. More detailed
conclusions and recommendations can be found throughout the report.

Valuing ecosystem services requires the successful integration of ecology
and economics and presents several challenges that are discussed throughout this
report. The fundamental challenge of valuing ecosystem services lies in provid-
ing an explicit description and adequate assessment of the links between the
structures and functions of natural systems, the benefits (i.e., goods and ser-
vices) derived by humanity, and their subsequent values (see Figure ES-1).

Ecosystems are complex however, making the translation from ecosystem
structure and function to ecosystem goods and services (i.e., the ecological pro-
duction function) is even more difficult. Similarly, in many cases the lack of
markets and market prices and of other direct behavioral links to underlying
values makes the translation from quantities of goods and services to value (and
the direct translation from ecosystem structure to value) quite difficult, though
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BOX ES-1
Statement of Task

The committee will evaluate methods for assessing services and
the associated economic values of aquatic and related terrestrial eco-
systems. The committee’s work will focus on identifying and assessing
existing economic methods to quantitatively determine the intrinsic
value of these ecosystems in support of improved environmental deci-
sion-making, including situations where ecosystem services can be only
partially valued. The committee will also address several key questions,
including:

e What is the relationship between ecosystem services and the
more widely studied ecosystem functions?

e For a broad array of ecosystem types, what services can be
defined, how can they be measured, and is the knowledge of these ser-
vices sufficient to support an assessment of their value to society?

e What lessons can be learned from a comparative review of
past attempts to value ecosystem services—particularly, are there sig-
nificant differences between eastern and western U.S. perspectives on
these issues?

e What kinds of research or syntheses would most rapidly ad-
vance the ability of natural resource managers and decision makers to
recognize, measure, and value ecosystem services?

e Considering existing limitations, error, and bias in the under-
standing and measurement of ecosystem values, how can available in-
formation best be used to improve the quality of natural resource plan-
ning, management, and regulation?

both are given by an economic valuation function. Probably the greatest chal-
lenge for successful valuation of ecosystem services is to integrate studies of the
ecological production function with studies of the economic valuation function.
To do this, the definitions of ecosystem goods and services must match across
studies. Failure to do so means that the results of ecological studies cannot be
carried over into economic valuation studies. Attempts to value ecosystem ser-
vices without this key link will either fail to have ecological underpinnings or
fail to be relevant as valuation studies.

Where an ecosystem’s services and goods can be identified and measured, it
will often be possible to assign values to them by employing existing economic
valuation methods. The emerging desire to measure the environmental costs of
human activities, or to assess the benefits of environmental protection and resto-
ration, has challenged the state of the art in environmental evaluation in both the
ecological and the social sciences. Some ecosystem goods and services cannot
be valued because they are not quantifiable or because available methods are not
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FIGURE ES-1 Components of ecosystem valuation: ecosystem structure and function,
goods and services, human actions, and values. (See Figure 7-1 for an expanded version
of this figure.)

appropriate or reliable. Economic valuation methods can be complex and de-
manding, and the results of applying these methods may be subject to judgment,
uncertainty, and bias. However, based on an assessment of a very large litera-
ture on the development and application of various economic valuation methods,
the committee concludes that they are mature and capable of providing useful
information in support of improved environmental decision-making.

From an ecological perspective, the challenge is to interpret basic research
on ecosystem functions so that service-level information can be communicated
to economists. For economic and related social sciences, the challenge is to
identify the values of both tangible and intangible goods and services associated
with ecosystems and to address the problem of decision-making in the presence
of partial valuation. The combined challenge is to develop and apply methods to
assess the values of human-induced changes in ecosystem functions and ser-
vices.

Finally, this report concerns valuing the goods and services that ecosystems
provide to human societies, with principal focus on those provided by aquatic
and related terrestrial ecosystems. However, because the principles and prac-
tices of valuing ecosystem goods and services are rarely sensitive to whether the
underlying ecosystem is strictly aquatic or terrestrial, many of the report’s con-
clusions and recommendations are likely to be directly or at least indirectly
applicable to the valuation of goods and services provided by any ecosystem.
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THE MEANING OF VALUE AND USE OF ECONOMIC
VALUATION IN THE ENVIRONMENTAL POLICY
DECISION-MAKING PROCESS

In order to develop a perspective on valuing aquatic ecosystems, it is neces-
sary to first provide a clear discussion and statement of what it means to value
something and of the role of “valuation” in environmental policymaking. In this
regard, environmental issues and ecosystems have been at the core of many re-
cent philosophical discussions regarding value (see Chapter 2). Fundamentally,
these debates about the value of ecosystems derive from two points of view.
The first is that the values of ecosystems and their services are non-
anthropocentric and that nonhuman species have moral interests or rights unto
themselves. The other, which includes the economic approach to valuation, is
that all values are anthropocentric. This report focuses on the sources of value
that can be captured through economic valuation.”> However, the committee
recognizes that all forms of value may ultimately contribute to decisions regard-
ing ecosystem use, preservation, or restoration.

Although economic valuation does not capture all sources or types of value
(e.g., intrinsic values on which the notion of rights is founded), it is much
broader than usually presumed. It recognizes that economic value can stem
from the use of an environmental resource (use values), including both commer-
cial and noncommercial uses, or from its existence even in the absence of use
(nonuse value). The broad array of values included under this approach is cap-
tured by using the total economic value (TEV) framework to identify potential
sources of this value. Use of the TEV framework helps to provide a checklist of
potential impacts and effects that need to be considered in valuing ecosystem
services as comprehensively as possible. By its nature, economic valuation in-
volves the quantification of values based on a common metric, normally a
monetary metric. The use of a dollar metric for quantifying values is based on
the assumption that individuals are willing to trade the ecological service being
valued for more of other goods and services represented by the metric (more
dollars). Use of a monetary metric allows measurement of the costs or benefits
associated with changes in ecosystem services.

The role of economic valuation in environmental decision-making depends
on the specific criteria used to choose among policy alternatives. If policy
choices are based primarily on intrinsic values, there is little need for the quanti-
fication of values through economic valuation. However, if policymakers con-
sider trade-offs and benefits and costs when making policy decisions, then quan-
tification of the value of ecosystem services is essential. Failure to include some
measure of the value of ecosystem services in benefit-cost calculations will im-
plicitly assign them a value of zero. The committee believes that considering

2 Unless otherwise noted, use of the terms “value,” “valuing,” or “valuation” refers to
economic valuation, more specifically, the economic valuation of ecosystem goods and
services.
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the best available and most reliable information about the benefits of improve-
ments in ecosystem services or the costs of ecosystem degradation will lead to
improved environmental decision-making. The committee recognizes, however,
that this information is likely to be only one of many possible considerations
that influence policy choice.

The benefit and cost estimates that emerge from an economic valuation ex-
ercise will be influenced by the way in which the valuation question is framed.
In particular, the estimates will depend on the delineation of changes in ecosys-
tem goods or services to be valued, the scope of the analysis (in terms of both
the geographical boundaries and the inclusion of relevant stakeholders), and the
temporal scale. In addition, the valuation question can be framed in terms of
two alternative measures of value, willingness to pay (WTP) and willingness to
accept (compensation) (WTA). These two approaches imply different presump-
tions about the distribution of property rights and can differ substantially, de-
pending on the availability of substitutes and income limitations. In many con-
texts, methodological limitations necessitate the use of WTP rather than WTA.

Finally, because ecosystem changes are likely to have long-term impacts,
some accounting of the timing of impacts is necessary. This can be done
through discounting future costs and benefits. It is essential, however, to recog-
nize that consumption discounting is distinct from the discounting of utility,
which reflects the weights put on the well-being of different generations.

Based on these conclusions, the committee makes the following recommen-
dations (Chapter 2):

e Policymakers should use economic valuation as a means of evaluating
the trade-offs involved in environmental policy choices; that is, an assessment of
benefits and costs should be part of the information set available to policymak-
ers in choosing among alternatives.

o If the benefits and costs of a policy are evaluated, the benefits and costs
associated with changes in ecosystem services should be included along with
other impacts to ensure that ecosystem effects are adequately considered in pol-
icy evaluation.

e Economic valuation of changes in ecosystem services should be based
on the comprehensive definition embodied in the TEV framework; both use and
nonuse values should be included.

e The valuation exercise should be framed properly. In particular, it
should value the changes in ecosystem good or services attributable to a policy
change.

e In the aggregation of benefits and/or costs over time, the consumption
discount rate, reflecting changes in scarcity over time, should be used instead of
the utility discount rate.
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AQUATIC AND RELATED TERRESTRIAL ECOSYSTEMS

An ecosystem is generally accepted to be an interacting system of biota and
its associated physical environment; ecologists tend to think of these systems as
identifiable at many different scales with boundaries selected to highlight inter-
nal and external interactions. The phrase “aquatic and related terrestrial ecosys-
tems” recognizes the impossibility of analyzing aquatic systems absent consid-
eration of the linkages to adjacent terrestrial environments. For many of the
ecosystem functions and derived services considered in this report, it is not pos-
sible, necessary, or appropriate to delineate clear spatial boundaries between
aquatic and related terrestrial systems (see also Box 3-1). Indeed, to the extent
there is an identifiable boundary, it is often dynamic in both space and time.

The conceptual challenges of valuing ecosystem services are explicit de-
scription and adequate assessment of the link between the structure and function
of natural systems and the goods or services derived by humanity (see Figure
ES-1). Describing structure is a relatively straightforward process, even in
highly diverse ecosystems. However, ecosystem functions are often difficult to
infer from observed structure in natural systems. Furthermore, the relationship
between structure and function, as well as how these attributes respond to dis-
turbance, are not often well understood. Without comprehensive understanding
of the behavior of aquatic systems, it is clearly difficult to describe thoroughly
all of the services these systems provide society. Although valuing ecosystem
services that are not completely understood is possible (see more below), when
valuation becomes an important input in environmental decision-making, there
is the risk that it may be incomplete.

There have only been a few attempts to develop explicit maps of the linkage
between aquatic ecosystem structure/function and value. There are, however, a
multitude of efforts to separately identify ecosystem functions, goods, services,
values, and/or other elements in the linkage, without developing a comprehen-
sive argument. One consequence of this disconnect is a diverse literature that
suffers somewhat from indistinct terminology, highly variable perspectives, and
considerable, divergent convictions. However, the development of an interdis-
ciplinary terminology and a universally applicable protocol for valuing aquatic
ecosystems was ultimately identified by the committee as unnecessary. From an
ecological perspective, the value of specific ecosystem functions/services is en-
tirely relative. The spatial and temporal scales of analysis are critical determi-
nants of potential value. Ecologists have described the structure and function of
most types of aquatic ecosystems qualitatively, and general concepts regarding
the linkages between ecosystem function and services have been developed.
Although precise quantification of these relationships remains elusive, the gen-
eral concepts seem to offer sufficient guidance for valuation to proceed with
careful attention to the limitations of any ecosystem assessment. Further inte-
gration of economics and ecology at both intellectual and practical scales will
improve ecologists’ ability to provide useful information for assessing and valu-
ing aquatic ecosystems.
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There remains a need for a significant amount of research in the ongoing ef-
fort to codify the linkage between ecosystem structure and function and the pro-
vision of goods and services for subsequent valuation. The complexity, variabil-
ity, and dynamic nature of aquatic ecosystems make it likely that a comprehen-
sive identification of all functions and derived services may never be achieved.
Nevertheless, comprehensive information is not generally necessary to inform
management decisions. Despite this unresolved state, future ecosystem valua-
tion efforts can be improved through use of several general guidelines and by
research in the following areas (Chapter 3):

e Aquatic ecosystems generally have some capacity to provide consum-
able resources, habitat for plants and animals, regulation of the environment, and
support for nonconsumptive uses, and considerable work remains to be done in
documentation of the potential of various aquatic ecosystems for contribution in
each of these broad areas.

e Because delivery of ecosystem goods and services occurs in both space
and time, investigation of the spatial and temporal thresholds of significance for
various ecosystem services is necessary to inform valuation efforts.

e Natural systems are dynamic and frequently exhibit nonlinear behavior,
and caution should be used in extrapolation of measurements in both space and
time. Although it is not possible to avoid all mistakes in extrapolation, the un-
certainty warrants explicit acknowledgment. Methods are needed to assess and
articulate this uncertainty as part of system valuations.

METHODS OF NONMARKET VALUATION

In response to the committee’s statement of task (see Box ES-1), this report
outlines the major nonmarket methods currently available for estimating mone-
tary values of aquatic and related terrestrial ecosystem services. This includes a
review of the economic approach to valuation, which is based on the aforemen-
tioned TEV framework. In addition to presenting valuation approaches, the ap-
plicability of each method to valuing ecosystem services is discussed. All of
this is provided within the context of the committees’ implicit objective of as-
sessing the literature in order to facilitate original studies that will develop a
closer link between aquatic ecosystem functions, services, and value estimates.
It is important to note however, that the report does not provide instructions on
how to apply each of the methods, but rather provides a rich listing of references
that can be used to develop a greater understanding of any of the methods.

There is a variety of nonmarket valuation approaches that are currently
available to be applied in valuing aquatic and related terrestrial ecosystem ser-
vices. Revealed-preference methods (e.g., averting behavior, travel cost, hedon-
ics) can be applied only to a limited number of ecosystem services. However,
both the range and the number of services that can potentially be valued are in-
creasing with the development of new methods, such as dynamic production
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function approaches, general equilibrium modeling of integrated ecological-
economic systems, and combined revealed- and stated-preference approaches.

Stated-preference methods, including contingent valuation and conjoint
analysis, can be more widely applied, and certain values can be estimated only
through the application of such techniques. On the other hand, the credibility of
estimated values for ecosystem services derived from stated-preference methods
has often been criticized. For example, contingent valuation methods have
come under such scrutiny that it led to National Oceanic and Atmospheric Ad-
ministration guidelines of “good practice” for these methods in the early 1990s.

Benefit transfers and replacement cost and cost of treatment methods are in-
creasingly being used in environmental valuation, although their application to
aquatic ecosystem services is still limited. Economists generally consider bene-
fit transfers as to be a “second-best” valuation method and have devised guide-
lines governing their use. In contrast, replacement cost and cost of treatment
methods should be used with great caution if at all. Although economists have
attempted to design strict guidelines for using replacement cost as a last resort
“proxy” valuation estimation for an ecological service, in practice estimates em-
ploying the replacement cost or cost of treatment approach rarely conform to the
conditions outlined by such guidelines.

At least three basic questions arise for any method that is chosen to value
aquatic ecosystem services. First, are the services that have been valued those
that are the most important for supporting environmental decision-making and
policy analyses involving benefit-cost analysis, regulatory impact analysis, legal
judgments, and so on? Second, can the services of the aquatic ecosystem that
are valued be linked in some substantial way to changes in the functioning of the
system? Last, are there important services provided by aquatic ecosystems that
have not yet been valued so that they are not being given full consideration in
policy decisions that affect the quantity and quality of these systems? In many
ways, the answers to these questions are the most important criteria for judging
the overall validity of the valuation method chosen.

Only a limited number of ecosystem services have been valued to date, and
effective treatment of aquatic ecosystem services in benefit-cost analyses re-
quires that more services be valued. Nonuse values require special considera-
tion; these may be the largest component of total economic value for aquatic
ecosystem services. Unfortunately, nonuse values can be estimated only with
stated-preference methods, and this is the application in which these methods
have been soundly criticized.

Although a variety of valuation methods are currently available, no single
method can be considered best at all times and for all types of aquatic ecosystem
applications. In each application it is necessary to consider what method(s) is
the most appropriate. Based on its assessment of the current literature and the
preceding conclusions, the committee makes the following recommendations
(Chapter 4):
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e Specific attention should be given to funding research at the “cutting
edge” of the valuation field, such as dynamic production function approaches,
general equilibrium modeling of integrated ecological-economic systems, con-
joint analysis, and combined stated-preference and revealed-preference methods.

e Specific attention should be given to funding research on improved
valuation study designs and validity tests for stated-preference methods applied
to determine the nonuse values associated with aquatic and related terrestrial
ecosystem services.

e  Benefit transfers should be considered a “second-best” method of eco-
system services valuation and should be used with caution and only if appropri-
ate guidelines are followed.

e The replacement cost method and estimates of the cost of treatment are
not valid approaches to determining benefits and should not be employed to
value aquatic ecosystem services. In the absence of any information on benefits,
and under strict guidelines, treatment costs could help determine cost-effective
policy action.

TRANSLATING ECOSYSTEM FUNCTIONS TO THE VALUE
OF ECOSYSTEM SERVICES:
CASE STUDIES AND LESSONS LEARNED

Although there has been great progress in ecology in understanding ecosys-
tem processes and functions, and in economics in developing and applying
nonmarket valuation techniques for their subsequent valuation, at present there
often remains a gap between the two. There has been mutual recognition among
at least some ecologists and economists that addressing issues such as conserv-
ing ecosystems and biodiversity requires the input of both disciplines to be suc-
cessful. Yet there are few examples of studies that have successfully translated
knowledge of ecosystems into a form in which economic valuation can be ap-
plied in a meaningful way. Several factors contribute to this ongoing lack of
integration. First, ecology and economics are separate disciplines—one in the
natural sciences, the other in the social sciences. Traditionally, academic or-
ganization and the reward structures for scientists make collaboration across
disciplinary boundaries difficult even when the desire to do so exists. Second,
the concept of ecosystem services and attempts to value them are still relatively
recent; building the necessary working relationships and integrating methods
across disciplines will take time.

Nevertheless, some useful integrated studies on the value of aquatic and re-
lated terrestrial ecosystem goods and services are starting to emerge. Chapter 5
of this report provides a series of case studies of the integration of ecology and
economics necessary for valuing the services of aquatic and related terrestrial
ecosystems (including those from both the eastern and the western United
States; see Box ES-1). More specifically, this review begins with situations in
which the focus is on valuing a single ecosystem service. Typically these are
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cases in which the service is well defined, there is reasonably good ecological
understanding of how the service is produced, and there is reasonably good eco-
nomic understanding of how to value it. Even when valuing a single ecosystem
service however, there can be significant uncertainty either about the production
of the ecosystem service, the value of the ecosystem service, or both. Next, at-
tempts to value multiple ecosystem services are reviewed. Since ecosystems
produce a range of services, and these services are frequently closely connected,
it is often hard to discuss valuation of a single service in isolation. However,
valuing multiple ecosystem services typically multiplies the difficulty of evalua-
tion. Last to be reviewed are analyses that attempt to encompass all services
produced by an ecosystem. Such cases can arise with natural resource damage
assessment, where a dollar value estimate of total damages is required, or with
ecosystem restoration efforts, and will typically face large gaps in understanding
and information in both ecology and economics.

Proceeding from single services to entire ecosystems illustrates the range of
circumstances and methods for valuing ecosystem goods and services. In some
cases, it may be possible to generate relatively precise estimates of value. In
other cases, all that may be possible is a rough categorization (e.g., “a lot” ver-
sus “a little”). Whether there is sufficient information for the valuation of eco-
system services to be of use in environmental decision-making depends on the
circumstances and the policy question or decision at hand (see Chapters 2 and 6
for further information). In a few instances, a rough estimate may be sufficient
to decide that one option is preferable to another. Tougher decisions will typi-
cally require more refined understanding of the issues at stake. This progression
from situations with relatively complete to relatively incomplete information
also demonstrates what gaps in knowledge may exist and the consequences of
those gaps. Of course, part of the value of going through an ecosystem services
evaluation is to identify the gaps in existing information to show what types of
research are needed.

Chapter 5 includes an extensive discussion of various implications and les-
sons learned from the case studies that are reviewed. These examples show that
the ability to generate useful information about the value of ecosystem services
varies widely across cases and circumstances. For some policy questions,
enough is known about ecosystem service valuation to help in decision-making.
As other examples make clear, knowledge and information may not yet be suffi-
cient to estimate the value of ecosystem services with enough precision to an-
swer policy-relevant questions. In general, the inability to generate relatively
precise and reliable estimates of ecosystem values may arise from any combina-
tion of the following three reasons: (1) insufficient ecological knowledge or
information to estimate the quantity of ecosystem services produced or to esti-
mate how ecosystem service production would change under alternative scenar-
ios, (2) an inability of existing economic methods to generate precise estimates
of value for the provision of various levels of ecosystem services, and (3) a lack
of integration of ecological and economic analysis.
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Studies that focus on valuing a single ecosystem service show promise of
delivering results that can inform important policy decisions. In no instance,
however, should the value of a single ecosystem service be confused with the
value of the entire ecosystem. Unless it is clearly understood that valuing a sin-
gle ecosystem service represents only a partial valuation of the natural processes
in an ecosystem, such single service valuation exercises may provide a false
signal of total value. Even when the goal of a valuation exercise is focused on a
single ecosystem service, a workable understanding of the functioning of large
parts or possibly the entire ecosystem may be required. Although the valuation
of multiple ecosystem services is more difficult than the valuation of a single
service, interconnections among services may make it necessary to expand the
scope of the analysis. As noted previously, ecosystem processes are often spa-
tially linked, especially in aquatic ecosystems. Full accounting of the conse-
quences of actions on the value of ecosystem services requires understanding
these spatial links and undertaking integrated studies at suitably large spatial
scales to fully cover important effects. In generating estimates of the value of
ecosystem services across larger spatial scales, extrapolation may be unavoid-
able, but it should be applied with careful scrutiny. Lastly, the value of ecosys-
tem services depends upon underlying conditions. Ecosystem valuation studies
should clearly present assumptions about underlying ecosystem and market con-
ditions and how estimates of value could change with changes in these underly-
ing conditions.

Building on the implications and lessons learned and on these preceding
conclusions, the committee provides the following recommendations (Chapter
5):

e There is no perfect answer to questions about the proper scale and
scope of analysis in ecosystem services valuation. One way to accomplish the
integration of ecology and economics to value ecosystem services is to design
the study to answer a particular policy question. The policy question then serves
as the unifying frame that directs both ecological and economic analysis.

e Estimates of ecosystem value need to be placed in context. Assump-
tions about conditions in ecosystems outside the target ecosystem and assump-
tions about human behavior and institutions should be clearly specified.

e Concerted efforts should be made to overcome existing institutional
barriers that prevent ready and effective collaboration among ecologists and
economists regarding the valuation of ecosystem services. Furthermore, exist-
ing and future interdisciplinary programs aimed at integrated environmental
analysis should be encouraged and supported.

JUDGMENT, UNCERTAINTY, AND VALUATION

The valuation of aquatic and related terrestrial ecosystem services inevita-
bly involves investigator judgments and some amount of uncertainty. Although
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unavoidable, uncertainty and the need to exercise professional judgment are not
debilitating to ecosystem valuation. However, when such judgments are made it
is important to explain why they are needed and to indicate the alternative ways
in which judgment could have been exercised. It is also important that the
sources of uncertainty be acknowledged, minimized, and accounted for in ways
that ensure that a study’s results and related decisions regarding ecosystem
valuation are not systematically biased and do not convey a false sense of preci-
sion.

There are several cases in which investigators must use professional judg-
ment in ecosystem valuation regarding how to frame a valuation study, how to
address the methodological judgments that must be made during the study, and
how to use peer review to identify and evaluate these judgments. Of these, per-
haps the most important choice in any ecosystem valuation study is the selection
of the question to be asked and addressed (i.e., “framing” the study). The case
studies discussed in Chapter 6 illustrate the fact that the policy context unavoid-
ably affects the framing of an ecosystem valuation study and therefore the type
and level of analysis needed to answer it. Framing also affects the way in which
people respond to any given issue. Analysts need to be aware of this and sensi-
tive to the different ways of presenting data and issues, and should make a seri-
ous attempt to address all perspectives in their presentations because failure to
do so could undermine the legitimacy of an ecosystem valuation study.

In most ecosystem valuation studies, an analyst will be called on to make
various methodological judgments about how the study should be designed and
conducted. Typically, these judgments will address issues such as whether, and
at what rate, future benefits and costs should be discounted; whether to value
goods and services by what people are willing to pay or what they would be
willing to accept if these goods and services were reduced or lost; and how to
account for and present distributional issues arising from possible policy meas-
ures. In many cases, different choices regarding some of these issues will make
a substantial difference in the final valuation. The unavoidable need to make
professional judgments in ecosystem valuation through choices of framing and
methods suggests that there is a strong case for peer review to provide input on
these issues before study design is complete and relatively unchangeable.

There are several major sources of uncertainty in the valuation of aquatic
ecosystem services and several options for policymakers and analysts to re-
spond. Model uncertainty arises for the obvious reason that in many cases the
relationships between certain key variables are not known with certainty (i.e.,
the “true model” will not be known). Parameter uncertainty is one level below
model uncertainty in the logical hierarchy of uncertainty in the valuation of eco-
system services. The almost inevitable uncertainty facing analysts involved in
ecosystem valuation can be more or less severe depending on the availability of
good probabilistic information or lack thereof (i.e., the amount of ambiguity). A
favorable case would be one in which although there is uncertainty about some
key magnitudes of various parameters, the analyst nevertheless has good prob-
abilistic information. An alternative and common scenario in ecosystem valua-
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tion is one in which there is really no good probabilistic information about the
likely magnitude of some variables, and what is available is based only on ex-
pert judgment. However, just as there are different types of uncertainty in eco-
system valuation, there are also different ways and decision criteria that an ana-
lyst can use to allow for uncertainty in the support of environmental decision-
making; these are reviewed in Chapters 2 and 6. One of these is the use of
Monte Carlo simulations as a method of estimating the range of possible out-
comes and the parameters of its probability distribution. The outcome of an
environmental policy choice under uncertainty is necessarily unpredictable, and
risk aversion is a measure of what a person is willing to pay to avoid an uncer-
tain outcome. In a heterogeneous population, the analyst will have to make an
assumption about the level of risk aversion that is appropriate for the group as a
whole.

Although considerable uncertainty exists about the value of ecosystem ser-
vices, there is often the possibility of reducing this uncertainty over time through
passive and/or active learning. Regardless of its source, the possibility of reduc-
ing uncertainty in the future through learning can affect current decisions, par-
ticularly when the impacts of those decisions are (effectively) irreversible (e.g.,
the construction or removal of a dam). With learning, there is an “option value”
that needs to be incorporated into the analysis as part of the expected net bene-
fits that reflects the value of the additional flexibility. This flexibility allows
future decisions to respond to new information as it becomes available. It fol-
lows that in a cost-benefit analysis, measurement of the benefits of ecosystem
protection through ecosystem valuation should consider the possibility of learn-
ing (i.e., should incorporate the option value). At present, only a limited amount
of empirical work has been done on estimating the magnitude of option value.
A natural extension of the observation that better decisions can be made if one
waits for additional information is through the use of adaptive management.
Adaptive management is a relatively new but increasingly used paradigm for
confronting the inevitable uncertainty arising among management policy alter-
natives for large complex ecosystems or ecosystems in which functional rela-
tionships are poorly known. It provides a mechanism for learning systematically
about the links between human societies and ecosystems, although it is not a tool
for ecosystem valuation or a method of valuation per se.

Based on these conclusions, the committee makes the following recommen-
dations regarding judgment and uncertainty in ecosystem valuation activities
and methods and approaches to effectively and proactively respond to them
(Chapter 6):

e Analysts must be aware of the importance of framing in designing and
conducting ecosystem valuation studies so that the study is tailored to address
the major questions at issue. Analysts should also be sensitive to the different
ways of presenting study data, issues, and results and make a concerted attempt
to address all relevant perspectives in their presentations.

e The decision to use WTP or WTA as a measure of the value of an eco-
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system good or service is a choice about how an issue is framed. If the good or
service being valued is unique and not easily substitutable with other goods or
services, then these two measures are likely to result in very different valuation
estimates. In such cases, the committee cannot reasonably recommend that the
analyst report both sets of estimates in a form of sensitivity analysis because this
may effectively double the work. Rather, the analyst should document carefully
the ultimate choice made and clearly state that the answer would probably have
been higher or lower had the alternative measure been selected and used.

e Because even small differences in a discount rate for a long-term envi-
ronmental restoration project can result in order-of-magnitude differences in the
present value of net benefits, in such cases the analyst should present figures on
the sensitivity of the results to alternative choices for discount rates.

e Ecosystem valuation studies should undergo external review by peers
and stakeholders early in their development when there remains a legitimate
opportunity for revision of the study’s key judgments.

e Analysts should establish a range for the major sources of uncertainty
in an ecosystem valuation study whenever possible.

e Analysts will often have to make an assumption about the level of risk
aversion that is appropriate for use in an ecosystem valuation study. In such
cases, the best solution is to state clearly that the assumption about risk aversion
will affect the outcome and to conduct sensitivity analyses to indicate how this
assumption impacts the outcome of the study.

e There is a need for further research about the relative importance of and
estimating the magnitude of option values in ecosystem valuation.

e Under conditions of uncertainty, irreversibility, and learning, there
should be a clear preference for environmental policy measures that are flexible
and minimize the commitment of fixed capital or that can be implemented on a
small scale on a pilot or trial basis.

ECOSYSTEM VALUATION:
SYNTHESIS AND FUTURE DIRECTIONS

The final chapter of this report seeks to synthesize the current knowledge
regarding ecosystem valuation in a way that will be useful to resource managers
and policymakers as they incorporate the value of ecosystem services into their
decisions. A synthesis of the report’s general premises and major conclusions
regarding ecosystem valuation suggests that a number of issues or factors enter
into the appropriate design of a study of the value of aquatic ecosystem services.
The context of the study and the way in which the resulting values will be used
play a key role in determining the type of value estimate that is needed. In addi-
tion, the type of information that is required to answer the valuation question
and the amount of information that is available about key economic and ecologi-
cal relationships are important considerations. This strongly suggests that the
valuation exercise will be very context specific and that a single, “one-size-fits-
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all” or “cookbook” approach cannot be used. Instead, the resource manager or
decision maker who is conducting a study or evaluating the results of a valuation
study must assess how well the study is designed in the context of the specific
problem it seeks to address. In this regard, Chapter 7 provides a checklist to aid
in this assessment that identifies questions that should be openly discussed and
satisfactorily resolved in the course of the valuation exercise.

Finally, Chapter 7 identifies what the committee feels are the most pressing
recommendations for improving the estimation of ecosystem values and their
use in decisions regarding ecosystem protection, preservation, or restoration.
These overarching recommendations are based on, and in some cases build on,
the more specific recommendations presented at the ends of the previous chap-
ters; they include (1) overarching recommendations for conducting ecosystem
valuation and (2) overarching research needs, which imply recommendations
regarding future research funding.

Copyright © National Academy of Sciences. All rights reserved.
This executive summary plus thousands more available at http://www.nap.edu



Valuing Ecosystem Services: Toward Better Environmental Decision-Making
http://books.nap.edu/catalog/11139.html

VALUINIG

AVICE

—COSTO [

TOVARD BETTER ENVIRONMENTAL DECISION-MARING

Committee on Assessing and Valuing the Services of Aquatic and Related

Terrestrial Ecosystems

Water Science and Technology Board

Division on Earth and Life Studies

NATIONAL RESEARCH COUNCIL

OF THE NATIONAL ACADEMIES

THE NATIONAL ACADEMIES PRESS

Washington, D.C.
www.nap.edu

Copyright © National Academy of Sciences. All rights reserved.
This executive summary plus thousands more available at http://www.nap.edu



Valuing Ecosystem Services: Toward Better Environmental Decision-Making
http://books.nap.edu/catalog/11139.html

THE NATIONAL ACADEMIES PRESS 500 Fifth Street, N.W. Washington, DC 20001

NOTICE: The project that is the subject of this report was approved by the
Governing Board of the National Research Council, whose members are drawn
from the councils of the National Academy of Sciences, the National Academy
of Engineering, and the Institute of Medicine. The members of the committee
responsible for the report were chosen for their special competences and with
regard for appropriate balance.

Support for this project was provided by the U.S. Environmental Protection
Agency under Award No. X-82872401; U.S. Army Corps of Engineers Award
No. DACW72-01-P-0076; U.S. Department of Agriculture, Cooperative State
Research, Education, and Extension Service under Award No. 2001-38832-
11510; U.S. Department of Agriculture-Research, Education, and Economics,
Agricultural Research Service, Administrative and Financial Management,
Extramural Agreements Division under Award No. 59-0790-1-136. Any
opinions, findings, conclusions, or recommendations expressed in this
publication are those of the author(s) and do not necessarily reflect the views of
the organizations or agencies that provided support for the project.

International Standard Book Number 0-309-09318-X (Book)
International Standard Book Number 0-309-54586-2 (PDF)

Library of Congress Control Number 2005924663

Additional copies of this report are available from the National Academies
Press, 500 Fifth Street, N.W., Lockbox 285, Washington, DC 20055; (800) 624-
6242 or (202) 334-3313 (in the Washington metropolitan area); Internet,
http://www.nap.edu.

Cover design by Van Nguyen, National Academies Press. Cover photograph by
Lauren Alexander, Staff Officer with the Water Science and Technology Board,
National Research Council. Copyright 2000 by Lauren Alexander Augustine.
Copyright 2005 by the National Academy of Sciences. All rights reserved.

Printed in the United States of America.

Copyright © National Academy of Sciences. All rights reserved.
This executive summary plus thousands more available at http://www.nap.edu



Valuing Ecosystem Services: Toward Better Environmental Decision-Making
http://books.nap.edu/catalog/11139.html

THE NATIONAL ACADEMIES

Advisers fo the Nation on Science, Engineering, and Medicine

The National Academy of Sciences is a private, nonprofit, self-perpetuating society of
distinguished scholars engaged in scientific and engineering research, dedicated to the
furtherance of science and technology and to their use for the general welfare. Upon the
authority of the charter granted to it by the Congress in 1863, the Academy has a
mandate that requires it to advise the federal government on scientific and technical
matters. Dr. Bruce M. Alberts is president of the National Academy of Sciences.

The National Academy of Engineering was established in 1964, under the charter of the
National Academy of Sciences, as a parallel organization of outstanding engineers. It is
autonomous in its administration and in the selection of its members, sharing with the
National Academy of Sciences the responsibility for advising the federal government.
The National Academy of Engineering also sponsors engineering programs aimed at
meeting national needs, encourages education and research, and recognizes the superior
achievement of engineers. Dr. Wm. A. Wulf is president of the National Academy of
Engineering.

The Institute of Medicine was established in 1970 by the National Academy of Sciences
to secure the services of eminent members of appropriate professions in the examination
of policy matters pertaining to the health of the public. The Institute acts under the
responsibility given to the National Academy of Sciences by its congressional charter to
be an adviser to the federal government and, upon its own initiative, to identify issues of
medical care, research, and education. Dr. Harvey V. Fineberg is president of the
Institute of Medicine.

The National Research Council was organized by the National Academy of Sciences in
1916 to associate the broad community of science and technology with the Academy’s
purposes of furthering knowledge and advising the federal government. Functioning in
accordance with general policies determined by the Academy, the Council has become
the principal operating agency of both the National Academy of Sciences and the
National Academy of Engineering in providing services to the government, the public,
and the scientific and engineering communities. The Council is administered jointly by
both Academies and the Institute of Medicine. Dr. Bruce M. Alberts and Dr. Wm. A.
Waulf are chair and vice-chair, respectively, of the National Research Council.

www.national-academies.org

Copyright © National Academy of Sciences. All rights reserved.
This executive summary plus thousands more available at http://www.nap.edu



Valuing Ecosystem Services: Toward Better Environmental Decision-Making
http://books.nap.edu/catalog/11139.html

Copyright © National Acad: ices. All ed.
This executive summary plus thousands more available w.nap.edu



Valuing Ecosystem Services: Toward Better Environmental Decision-Making
http://books.nap.edu/catalog/11139.html

COMMITTEE ON ASSESSING AND VALUING THE SERVICES
OF AQUATIC AND RELATED TERRESTRIAL ECOSYSTEMS

GEOFFREY M. HEAL, Chair, Columbia University, New York

EDWARD B. BARBIER, University of Wyoming, Laramie

KEVIN J. BOYLE, University of Maine, Orono

ALAN P. COVICH, University of Georgia, Athens

STEVEN P. GLOSS, Southwest Biological Science Center, U.S. Geological
Survey, Tucson, AZ

CARLTON H. HERSHNER, Virginia Institute of Marine Science, Gloucester Point

JOHN P. HOEHN, Michigan State University, East Lansing

CATHERINE M. PRINGLE, University of Georgia, Athens

STEPHEN POLASKY, University of Minnesota, St. Paul

KATHLEEN SEGERSON, University of Connecticut, Storrs

KRISTIN SHRADER-FRECHETTE, University of Notre Dame, Notre Dame,
Indiana

National Research Council Staff

MARK C. GIBSON, Study Director
ELLEN A. DE GUZMAN, Research Associate

Copyright © National Academy of Sciences. All rights reserved.
This executive summary plus thousands more available at http://www.nap.edu



Valuing Ecosystem Services: Toward Better Environmental Decision-Making
http://books.nap.edu/catalog/11139.html

WATER SCIENCE AND TECHNOLOGY BOARD

R. RHODES TRUSSELL, Chair, Trussell Technologies, Inc., Pasadena,
California

MARY JO BAEDECKER, U.S. Geological Survey (Retired), Vienna, Virginia

GREGORY B. BAECHER, University of Maryland, College Park

JOAN G. EHRENFELD, Rutgers University, New Brunswick, New Jersey

DARA ENTEKHABI, Massachusetts Institute of Technology, Cambridge,
Massachusetts

GERALD E. GALLOWAY, Titan Corporation, Reston, Virginia

PETER GLEICK, Pacific Institute for Studies in Development, Environment,
and Security, Oakland, California

CHARLES N. HAAS, Drexel University, Philadelphia, Pennsylvania

KAIN. LEE, Williams College, Williamstown, Massachusetts

CHRISTINE L. MOE, Emory University, Atlanta, Georgia

ROBERT PERCIASEPE, National Audubon Society, New York, New York

JERALD L. SCHNOOR, University of lowa, lowa City

LEONARD SHABMAN, Resources for the Future, Washington, DC

KARL K. TUREKIAN, Yale University, New Haven, Connecticut

HAME M. WATT, Independent Consultant, Washington, DC

CLAIRE WELTY, University of Maryland, Baltimore County

JAMES L. WESCOAT, JR., University of Illinois at Urbana-Champaign

Staff

STEPHEN D. PARKER, Director

LAURA J. EHLERS, Senior Staff Officer

MARK C. GIBSON, Senior Staff Officer

JEFFREY W. JACOBS, Senior Staff Officer

WILLIAM S. LOGAN, Senior Staff Officer

LAUREN E. ALEXANDER, Staff Officer

STEPHANIE E. JOHNSON, Staff Officer

M. JEANNE AQUILINO, Financial and Administrative Associate
ELLEN A. DE GUZMAN, Research Associate

PATRICIA JONES KERSHAW, Study/Research Associate
ANITA A. HALL, Administrative Assistant

DOROTHY K. WEIR, Senior Project Assistant

Vi

Copyright © National Academy of Sciences. All rights reserved.
This executive summary plus thousands more available at http://www.nap.edu



Valuing Ecosystem Services: Toward Better Environmental Decision-Making
http://books.nap.edu/catalog/11139.html

Preface

The development of the ecosystem services paradigm has enhanced our un-
derstanding of how the natural environment matters to human societies. We
now think of the natural environment, and the ecosystems of which it consists,
as natural capital—a form of capital asset that, along with physical, human, so-
cial, and intellectual capital, is one of society’s important assets. As President
Theodore Roosevelt presciently said in 1907,

The nation behaves well if it treats the natural resources as
assets which it must turn over to the next generation increased
and not impaired in value.'

Economists normally value assets by the value of services that they provide:
Can we apply this approach to ecological assets by valuing the services provided
by ecosystems?

An ecosystem is generally accepted to be an interacting system of biota and
its associated physical environment. Aquatic and related terrestrial ecosystems
are among the most important ecosystems in the United States, and Congress
through the Clean Water Act has recognized the importance of the services they
provide and has shown a concern that these services be restored and maintained.
Such systems intuitively include streams, rivers, ponds, lakes, estuaries, and
oceans. However, most ecologists and environmental regulators include vege-
tated wetlands as aquatic ecosystems, and many also think of underlying
groundwater aquifers as potential members of the set. Thus, the inclusion of
“related terrestrial ecosystems” for consideration in this study is a reflection of
the state of the science that recognizes the multitude of processes linking terres-
trial and aquatic systems.

Many of the policies implemented by various federal, state, and local regu-
latory agencies can profoundly affect the nation’s aquatic and related terrestrial
ecosystems, and in consequence, these bodies have an interest in better under-
standing the nature of their services, how their own actions may affect them, and
what value society places on their services. The need for this study was recog-
nized in 1997 at a strategic planning session of Water Science and Technology
Board (WSTB) of the National Research Council (NRC). The Committee on
Assessing and Valuing the Services of Aquatic and Related Terrestrial Ecosys-
tems was established by the NRC in early 2002 with support from the U.S.
Environmental Protection Agency (EPA), U.S. Army Corps of Engineers

" Inscribed on the wall of the entrance hall of the American Museum of Natural History,
Washington, D.C.
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(USACE), and U.S. Department of Agriculture (USDA). Its members are drawn
from the ranks of economists, ecologists, and philosophers who have profes-
sional expertise relating to aquatic ecosystems and the valuation of ecosystem
services.

In drafting this report the committee members have sought to understand
and integrate the disciplines, primarily ecology and economics, that cover the
field of ecosystem service valuation. In fact, the committee quickly discovered
that this is not an established field—ecologists have only recently begun to think
in terms of ecosystem services and their determinants, while economists have
likewise only very recently begun to incorporate the factors affecting ecosystem
services into their valuations of these services. If we as a society are to under-
stand properly the value of our natural capital, which is a prerequisite for sensi-
ble conservation decisions, then this growing field must be developed further
and this report provides detailed recommendations for facilitating that develop-
ment. Although the field is relatively new, a great deal is understood, and
consequently the committee makes many positive conclusions and recommenda-
tions concerning the methods that can be applied in valuing the services of
aquatic and related terrestrial ecosystems. Furthermore, because the principles
and practices of valuing ecosystem services are rarely sensitive to whether the
underlying ecosystem is aquatic or terrestrial, the report’s various conclusions
and recommendations are likely to be directly, or at least indirectly applicable to
valuation of the goods and services provided by any ecosystem.

The study benefited greatly from the knowledge and expertise of those who
made presentations at our meetings, including Richard Carson, University of
California, San Diego; Harry Kitch, USACE; John McShane, EPA; Angela Nu-
gent, EPA; Michael O’Neill, USDA; Mahesh Podar, EPA (retired); John Pow-
ers, EPA; Stephen Schneider, Stanford University; and Eugene Stakhiv, USACE
Institute for Water Resources. The success of the report also depended on the
support of the NRC staff working with the committee, and it is a particular
pleasure to acknowledge the immense assistance of study director Mark Gibson
and WSTB research associate Ellen de Guzman. Finally, of course, the commit-
tee members worked extraordinarily hard and with great dedication, expertise,
and good humor in pulling together what was initially a rather disparate set of
issues and methods into the coherent whole that follows.

This report was reviewed in draft form by individuals chosen for their
diverse perspectives and technical expertise in accordance with the procedures
approved by the NRC’s Report Review Committee. The purpose of this inde-
pendent review is to provide candid and critical comments that will assist the
institution in making its published report as sound as possible and to ensure that
the report meets institutional standards for objectivity, evidence, and respon-
siveness to the study charge. The review comments and draft manuscript remain
confidential to protect the integrity of the deliberative process. We wish to
thank the following individuals for their review of this report: Mark Brinson,
East Carolina University, Greenville, North Carolina; J. Baird Callicott, Univer-
sity of North Texas, Denton; Nancy Grimm, Arizona State University, Tempe;
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Michael Hanemann, University of California, Berkeley; Peter Kareiva, The
Nature Conservancy, Seattle, Washington; Raymond Knopp, Resources for the
Future, Washington, D.C.; Sandra Postel, Global Water Policy Project, Amherst,
Massachusetts; and Robert Stavins, Harvard University, Cambridge.

Although the reviewers listed above have provided many constructive
comments and suggestions, they were not asked to endorse the conclusions or
recommendations, nor did they see the final draft of the report before its release.
The review of this report was overseen by John Boland, Johns Hopkins Univer-
sity, Baltimore. Appointed by the National Research Council, he was responsi-
ble for making certain that an independent examination of the report was care-
fully carried out in accordance with institutional procedures and that all review
comments were carefully considered. Responsibility for the final content of this
report rests entirely with the authoring committee and the NRC.

Geoffrey M. Heal, Chair
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