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IDB Commitment: economic development and equity

PHYSICAL CAPITAL HUMAN CAPITAL NATURAL CAPITAL
Manufactured Knowledge Biodiversity
goods/assets society ecosystem services

Three pillars of wealth, underpin prospects for economic growth

Net worth and the national balance sheet
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Conventional public policy and investment analysis
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Policy makers need tools that account for natural capital

Solution Conventional IEEM

Integrated-Economic- economic impact

Reflects stocks of

Environment-modeling analysis environmental resources,
IEEM Effects on standard environmental quality, and
indicators such as GDP, wealth, such as genuine

income, and employment. savings
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IEEM - Why it works?

m< Standardized results built on SEEA framework.

»<= Brings natural capital accounts to life asks ‘what-if” questions.
m< Natural capital accounts alone are just a “snapshot of national income flow.”

m< Once created policy maker can investigate multitude of public policy and investment questions.
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Economy environment interactions
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Fuelwood scarcity and forest degradation in Guatemala

" Guatemala: Comprehensive natural capital accounts (in LAC)

“Inefficient household fuelwood usage = increased respiratory illness (31%), 5000
premature deaths annually, and a 1% loss of GDP.

_Simulating 25% increase in fuelwood efficiency; positive health impacts; zero
deforestation.

How depletion and degradation of the natural resource base and emissions
profiles affects national wealth and prospects for future economic growth?
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IEEM - National balance sheet includes natural capital

Panel A: Multidimensional impacts Panel B: Cumulative genuine savings
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»<= Multidimensional impacts, previously required various models to capture (panel A).
=< |mpacts on GDP, employment, income; natural capital stocks and environmental quality.

=< |ncrease in genuine savings of US$415 million above baseline levels in 2025 (panel B).
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IEEM Applications?

“Assess El Nifio-induced drought and examine impacts of potential interventions.

" Evaluate strategies for achieving SDGs (e.g., will a given policy halt deforestation,
restore degraded forests, or preserve inland freshwater ecosystems and

their services)

Examine measures to achieve Paris Agreement (e.g, how will a policy affect emissions now
and over time, offer transparency and accountability).
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Goal for IEEM: Tip policy making paradigm towards
evidence-based policy design.

»<= Provide policy and decision makers state-of-the-art tool to account for natural capital and national
wealth, present and future.

=< |mpacts of economic activity on natural capital and how changes to natural capital stocks affect
economic growth prospects.

Evidence-based policy analysis that accounts for the relationship between 3 pillars of wealth

Policy maker - can understand full range of economic and environmental implications of
public policy and investment alternatives.
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Thank you.
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