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The COVID-19 pandemic hit the tourism industry particularly hard, affecting livelihoods and exacerbating
some pressures on the natural capital resource base. Supporting the tourism sector recovery is an
opportunity to Build Back Better,’ ensuring that business investments lead to a sustainable and resilient
shared-growth pathway that is good for tourism and the natural capital on which it depends. Further
sustainable management of the Blue Economy could more than double its economic contribution to global
GDP.2Therefore, the “new normal” must deepen the consideration of Blue Natural Capital and its dynamic
relationship with economic sectors across coastal landscapes and markets. The experience of the State of
Palawan in the Philippines is explored in this note. It serves as a useful model for weighing the opportunities
and challenges typical of coastal tourism areas and exploring natural dependencies therein.

Societies and businesses derive value from the oceans and coastal ~ challenges, including climate change, pollution, unsustainable
areas. The Blue Economy, which is the sustainable use of ocean coastal development, overfishing, and competing demands
resources for economic growth, improved livelihoods and jobs, for resources. They are also vulnerable to shocks. In

and ocean ecosystem health,® accounts for more than 3 percent most situations, sustaining the flow of benefits to local

of global GDP* (with estimates as high as 7.5 percent). It covers communities and the economy depends heavily on the natural
several traditional sectors such as fisheries and aquaculture, capital that draws visitors to these areas, protects coastlines
maritime transport, tourism, and emerging sectors such as from storms, and provides food, water, fiber, and other
biopharmaceuticals and marine renewable energy. Of these, essential ecosystem resources.

the World Bank estimates that coastal and marine tourism will o . )

. Blue Natural Capital is an important driver of GDP growth
represent 26 percent of the ocean economy by 2030, representing L. . .
s for many countries, including small island states. It can
a large part of the value of the Blue Economy. o ) i
also be a critical contributor to the total wealth of nations

Tourism and Blue Natural Capital—Building with productive coastal areas and active marine and ocean
Back Better economies, including in rural areas where tourism is the

. . e
, redominan nomi ivity.
Coastal areas are home to over 40 percent of the world’s predominant economic activity

population and are the primary livelihood source for millions Blue Natural Capital is a shared resource across economic
of people. These areas also face social and environmental sectors. In addition to its economic contribution through
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Box1 Definition of Terms

Natural Capital: The stock of renewable and non-
renewable natural resources that combine to yield a
flow of direct and indirect benefits to people.

Blue Natural Capital: That portion of natural
capital that is found in coastal, marine, and ocean
environments and which provides ecosystem
services that yield a flow of benefits to people and
sustain life on earth.

Blue Economy: A sustainable ocean economy, where
the needs of dependent stakeholders and natural
capital-bearing ecosystems are satisfied, allowing
for the sustainable continuity of both environment
and economy.

Natural capital as a shared dependency: Where
natural capital is considered a resource that multiple
stakeholders jointly depend on for a range of benefits.

tourism revenues, Blue Natural Capital supports other
industries that draw on and impact many of the same natural
assets (such as clean water resources) through their business
activities. These include local farmers and fishers, small and
medium enterprises, and many larger industries. Globally,
numerous initiatives have focused on protecting the natural
assets of coastal areas, mobilizing resources to conserve
biodiversity and the natural environment, and instituting
processes and requirements to mitigate the adverse effects of
coastal and near-shore development.

There have been notable advances in mapping data and the
development of natural capital accounts in coastal areas and,
more recently, recognition of the significance of plastic-related
pollution. Spatial data and technological advances of this
nature can be usefully communicated to highlight the shared
benefits of sustainable Blue Natural Capital management
practices across economic sectors. These advances can also
help identify priorities for investments in conservation as part
of a sustainable and equitable pathway.

Management of a shared resource is inherently difficult but
essential to a sustainable Blue Economy. Multiple stakeholders
who depend upon the same Blue Natural Capital can overuse
the resources, resulting in a decline in the quantity and quality
of natural capital and ecosystem services. For example,

a shared dependency on water by a broad spectrum of
industries, farmers, households, and wildlife puts significant
pressure on these water resources.

Fishers and tourism companies rely on coastal resources such
as fish, coral reefs, and associated biodiversity and ecosystem
services. If these dependencies are not recognized and

managed responsibly and sustainably, overuse will eventually
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lead to the permanent depletion of the underlying natural
capital asset base and the decline of economic activities and
benefits that flow to stakeholders. In this context, businesses
and market participants more broadly need to understand the
shared value of the natural resource and act in their collective
interest to move to more sustainable pathways.

Blue Natural Capital faces different shocks and stresses

over time that can affect its value to the Blue Economy.
Understanding how and why pressures on the natural resource
base change over time is vital to investment decisions and
business management. Developing this understanding enables
stakeholders to define collective initiatives and prepare for
shocks that might undermine the best conservation and risk
management practices. The COVID-19 pandemic represents
such a scenario for travel and tourism. Losses associated with
the pandemic are estimated at $3.8 trillion in global travel and
tourism GDP, impacting about 142.6 million jobs.”

The spillover effects of these losses in local economies present
risks to the preservation of Blue Natural Capital. For instance,
the decline in tourism revenue hurts local livelihoods and

may result in an increase in unsustainable fishing practices

in search of food or additional income.? It can also impact
funding for fisheries management and marine conservation.’
For example, in the Philippines’ Tubbataha Reefs Natural
Park, tourism revenues make up over half of the conservation
budget needed to protect areas from illegal fisheries.!

The post-pandemic recovery phase must include a redefinition
of tourism strategies to enhance tourism’s sustainability and
resilience across all major risk factors, including Blue Natural
Capital. Long-term resiliency and sustainability are built on
local action. Leaders in a local market can catalyze changes
in behavior and practices of competitors, suppliers, and
businesses operating in the local economic ecosystem; they
can influence government programs; and they can think about
their shared dependencies in geospatial terms.

This way of thinking about the sustainability and resiliency
of natural capital is critically important, given that climate
change and other shocks may be formidable in the years
ahead. Recent financial projections suggest that damage to the
global economy from rising sea levels will amount to about
seven times the cost of dealing with COVID-19."!

This underscores the importance of Building Back Better in
the Blue Economy by cultivating sustainable natural capital
locally. The severity of the economic shock associated with
COVID-19 is also a useful reminder of the importance of

a diversified economic base. In this context, Building Back
Better should also consider building back differently and

in economic sectors not fully dependent on tourism, such
as value-added agriculture, sustainable fisheries, and fish

farming, among others.
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Source: IFC’s Natural Capital Advisory Services Program—Ten Knots Assessment with Indufor and Sustain Value.

This recovery can also identify new opportunities to unlock
the inherent value of nature. For instance, knowing and
locking in the values of biodiversity and carbon sequestration
within a seascape or landscape may help design innovative
financial instruments that could, for instance, provide

seed funding for circular economy business opportunities
and support more inclusive management and governance
models. For example, plastic recycling, seaweed farming, and
renewable aquaculture could all be significant industries and
could be established, seeded, or de-risked using sustainability
finance instruments. Finding new revenue streams linked to
key performance indicators could help catalyze new thinking
and opportunities with landscapes and seascapes while
building resilience, sustainability, and circularity.

Building Back Better in Palawan’s Coastal Landscape

Example: El Nido Tourism and Blue Natural Capital

Businesses in coastal and marine landscapes have combined
large and small measures to protect the Blue Natural Capital
on which they depend. In El Nido, on the northern tip of the
Philippine island of Palawan, a ridge-to-reef'? natural capital
approach with a leading resort operator showed that other
resorts, boat tour operators, dive companies, and fishers have
a direct shared dependency on the Blue Natural Capital of El
Nido’s Bacuit Bay, which contributes to the economic viability
and vibrancy of the local area.

Tourists come to the area to experience the pristine
environment of clean water, flourishing coral reefs,
unobstructed expansive views, and unsullied places for
hiking, rock climbing, scuba diving, swimming, snorkeling,
and other activities. They expect access to clean water,
high-quality produce, locally sourced fish and seafood, and
other locally sourced inputs. These represent natural capital
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dependencies for the tourism market, and their continued
viability impacts long-term profitability and returns across
multiple tourism companies.

El Nido is an exceptional and popular tourism destination
threatened by multiple stresses on its Blue Natural Capital.
Near Bacuit Bay is a world-class coral reef ecosystem and
important area for local fishers. The El Nido-Taytay Managed
Resource Protected Area was established in 1998 and is one
of the largest marine sanctuaries in the Philippines, covering
over 900 square kilometers. Before this, El Nido was protected
as a turtle sanctuary. Despite these regulatory efforts for

Blue Natural Capital preservation, coral reef ecosystems and
fisheries’ health are increasingly threatened by unsustainable
tourism, illegal fishing, pollution, and climate change.

Easier access and affordable travel options led to dramatic
increases in tourist arrivals in El Nido. A spike in tourism
began in 2009 after a major upgrade of the road connecting
Puerto Princesa, Palawan’s capital, to El Nido, and the
introduction of low-cost flights from Manila to Puerto
Princesa and more recently from Manila directly to El Nido.
With an estimated 30 percent year-on-year increase in the last
ten years, tourism has proliferated in the area. The permanent
population of the municipality has grown from 18,832 in
1990 to 41,606 in 2015. Total average monthly tourist arrivals
reached close to 150,000 in 2017, including diver arrivals
that exceeded the recommended carrying capacity of 5,000
divers per year.'

Pressure from tourism and local population growth affects
natural capital in Bacuit Bay. The local nature-based tourism
industry depends heavily on water quality, coral reefs,

and terrestrial scenery. Businesses in the industry include
tour operators, boat operators, dive shops, restaurants,
accommodations, market vendors, and transport. Boat tour
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Source: IFC’s Natural Capital Advisory Services Program—Ten Knots Assessment with Indufor and Sustain Value.

operators depend primarily on revenues from island-hopping
tours, whereas dive shops depend on dive expeditions and
associated activities such as dive classes for revenue. Resorts
rely on the same sites included on the island-hopping tours
and dive sites and high-end tourists seeking pristine natural
spaces and more exclusive access and privacy. The primary
mass tourism in Bacuit Bay takes the form of one-day
excursions by boat tour operators to visit various destinations
on island-hopping tours.

Tourism closures in other areas of the Philippines, in
particular Boracay, mirrored what could happen in El Nido.
The island of Boracay, another major tourist destination in
the Philippines, was subjected to a six-month tourism closure
in 2018, triggered by the government’s response to the severe
environmental degradation in the area. This closure led to
significant lost tourism receipts and economic activity. What
occurred in Boracay represented an entirely plausible outcome
for El Nido, given that the area experienced some of the same
stresses, including excess tourism pressure, inadequate waste
and sewage treatment infrastructure, and poorly regulated
fishing practices.

Together, these stresses fueled declines in water quality,
coral reefs, fish populations, and marine ecosystems’ overall
quality. Even in the absence of significant closures, tourist
arrivals could take a hit. This occurred in Puerto Galera on
the Island of Mindoro, where tourist arrivals dropped by 60
percent due to poor water quality and lack of adequate waste

management facilities."

A natural capital assessment demonstrated that enhancing
marine resources in Bacuit Bay through sustainable
management would help the coastal Blue Economy thrive.
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It showed how healthy coral reef ecosystems enhance societal
resilience, buffer against pollution, and improve the resilience,
stability, and long-term profits of local businesses (e.g, small

and large resorts, dive shops, and boat tour operators).

When coupled with a diagnostic of the tourism market, the
assessment helped tourism market participants identify and
prioritize actions to build a sustainable and resilient local
tourism market (Figure 1). This highlighted the importance
of a landscape approach to understanding the dependencies,
risks, and potential impacts associated with operating

in sensitive environments; it highlighted the connectivity
between core economic activities and their reliance on shared
assets; and it showed opportunities that could be funded by
sustainability financial instruments.

Material dependencies and impacts on natural capital in

a “ridge-to-reef system” such as in Bacuit Bay can inform
activities to build a sustainable tourism market. The

Natural Capital Protocol provides a structured approach to
undertaking this kind of analysis (Table 1). For example, in
El Nido, a scenario of increased tourism arrivals and changes
in ecosystem services’ vitality was modeled on a similar

experience in other locations.

The impact on the coastal economy was estimated based on
three scenarios: business as usual (BAU), planned management
(PM), and enhanced management (EM). The EM scenario put
a firm cap on boat tours, required diversified tour offerings
away from the most visited sites, increased tour prices, and
added an environmental access fee and enhanced enforcement
of management measures, such as a code of conduct for tour
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Source: IFC’s Natural Capital Advisory Services Program—Ten Knots Assessment with Indufor and Sustain Value.

The analysis showed that a focus on increasing the number
of tourists in the short term, under a BAU scenario, would
lead to an eventual decline and possible collapse of overall
tourist revenues and local economy effects due to accelerated
and possibly irreversible environmental degradation.'¢

It also provided data to demonstrate how a managed
increase in tourist arrivals, through tighter control of new
accommodations and supported by municipal infrastructure
and enforcement of existing and planned environmental
regulations, would preserve the natural capital base, increase
tourism revenues, and gradually accommodate 30 percent

more visitors. The analysis also built in scenario models using

different climate, environmental, and sector growth scenarios.

With this information, industry participants and public sector
authorities could see how changes in management practices
could lead to the preservation of the assets on which they

depend and an increase in values for the coastal landscape.

Enhanced management of Blue Natural Capital delivered the
most value. The benefits under the enhanced management
scenario far exceeded the other scenarios (Figure 2).

Fishers, boat tour operators, and small and large tourist
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accommodations all gain under EM of the Blue Natural Capital,
with the smaller companies gaining the most in relative terms.
While boat tour operators gain the least if current unsustainable
BAU activities continued, EM of the Blue Natural Capital
resulted in optimal long-term outcomes for tour operators.
Significantly higher tourist revenues also were estimated.?

Driving to Shared Solutions for Sustainable and
Resilient Tourism

Well-informed risk management regulations and practices
are necessary but not sufficient for a sustainable and resilient
tourism market. Even best-in-class resorts cannot eliminate
the threats to their natural capital dependencies solely
through individual sustainability practices. For example, a
leading resort in El Nido is widely regarded as an exemplar
of environmentally and socially responsible practices, with
numerous awards from prestigious industry associations.
While the resort mitigates its impact on natural capital and
complies with local regulations, the impact of other actors
on the assets in the landscape are beyond its control, as are
potential shocks. The resort can influence shared action to
protect the shared assets, but it cannot do it alone.
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FIGURE 3 Diagnostic tool on the enabling environment for adoption of natural capital measurement and

valuation in the tourism industry in Palawan.

Source: White, Elizabeth, Mark Gough, James Spurgeon, and Bilal Rabill. 2020. “Using Natural Capital Approaches to Manage Shared Dependencies —

Delivering Sustainable Development and Enhanced Resilience.”

Local market knowledge informed solutions to underpin
tourism’s continued success. In El Nido, businesses, local
governments, and NGOs used a diagnostic tool" to better
understand the factors that might catalyze shared solutions
around managing Blue Natural Capital and ensure its long-
term viability. The diagnostic consists of four elements:

(a) policy environment; (b) stakeholders and networks; (c)
business and institutional capacity; and (d) industry drivers.

Stakeholders were able to recognize the real value of the
natural capital base through the assessment and realize that
business as usual was not a viable way forward.!® They could
then identify measures to slow down the degradation or

even reverse it. Figure 3 illustrates the strengths (shades of
green) and areas of challenge (orange, yellow, and red) in the
market. While the prevailing policy environment and general
awareness of the risks to natural capital rated high, the overall
readiness of the private sector proved to be a work in progress,
with early signs of industry mobilizations and collaboration
but no clear game plan to collaborate and act to preserve the
natural capital on which the local market depends.

Enforcement and implementation of policies and regulations
were mixed. Comprehensive policy governs the management
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of environmental impacts both nationally and in Palawan,
but a lack of enforcement capacity hinders effective
implementation. Various Philippine government agencies
collect data on natural capital. This data is relatively coarse,
limited to a few sites, and challenging to deploy more broadly.
This limits the information that the private sector can access
and integrate into its analyses to better understand natural
capital dependencies. Improved access to open-sourced,
geospatial data from big data and remote sensing could be
useful. Additional partnerships with the World Bank’s Global
Program on Sustainability, which encompasses the WAVES
program, could also help to derive additional ecosystem
services data in southern Palawan.

Progress hinges on improved private sector initiatives and
practices and public sector support. Tour operators in El Nido
noted the importance of collective action to reduce damage to
the marine environment by less damaging boat anchoring and
improved tourist education to reduce coral reef trampling.

Some solutions were challenging as they involved upfront
actions at the market level that had short-term financial
implications (for example, a reduction in the number of tourist
arrivals). Other solutions required more robust public sector
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support, including municipal wastewater treatment and solid
waste management, more effective and transparent use of
funding for low-impact mooring lines, and control of the
number of boats accessing individual sites.

Action areas included capping the number of tour boats at
sites and diversifying the offerings, increasing fees that could
then be used for protective measures, and strengthening
enforcement of regulations and capacity of the protected
area’s office. Improved access to liquidity for smaller
companies during the transition period from BAU to EM
was also identified as a priority to help with natural capital
preservation. Innovative financial instruments such as Blue
Bonds or Natural Capital Bonds present another opportunity
to mobilize revenue streams at the landscape level to ensure
natural capital preservation

Investment and Business Opportunities in
Emerging Markets

Private sector opportunities in the blue economy abound, but
long-term sustainability is at risk. The Blue Economy covers
several traditional sectors which represent opportunities

for the private sector. The environmental and social risks

and challenges with many of these sectors are generally well
understood and documented: much of capture fisheries are
unsustainable; aquaculture can destroy mangroves and can be
a source of marine pollution; plastic pollution in urban coastal
areas leads to ocean pollution, etc.

Opportunities for private sector participation in the traditional
areas of the Blue Economy may be increasingly constrained

by the limited natural capital base that is degrading rapidly

in many parts of the world. The private sector can be part of
the solution and bring policies and practices that sustain or
even rebuild the natural capital base to support sustainable,
resilient growth of the Blue Economy. Opportunities include
on-land plastics management, stronger circularity measures,
and low-impact, nature-based tourism, among others. In many
of these cases, understanding the health of the natural capital
and vitality of ecosystem services will be critical to charting a
path to a sustainable Blue Economy.

Nature-based tourism is driving the global tourism industry.
The global tourism industry has been growing faster than

the global economy. Nature-based tourism is the fastest-
growing subsegment within the tourism sector® and includes
tourism that relies on experiences directly related to natural
attractions. Furthermore, tourism activities not meeting the
definition of nature-based tourism also rely heavily on natural
capital for the ecosystem services they provide, directly and
indirectly (e.g., water and food).

IFC’s long-standing support to the tourism sector has
demonstrated how tourism is a major contributor to
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employment, foreign exchange earnings, and tax revenues for
developing countries. Furthermore, and as confirmed through
the El Nido case, tourism generates economic activity for
small- and medium-sized businesses that supply goods and
services both during construction and operations.

The Way Forward

A more resilient tourism market depends on natural capital.
The El Nido case provides useful insights into the types of
measures and outcomes associated with enhanced management
of the natural capital upon which the tourism market depends.
El Nido’s tourism future depends heavily on coral reefs and
water quality, as does the future of hundreds of similar
tourism destinations around the world. Healthy corals provide
a naturally regenerating structure that helps to absorb wave
energy, which is extremely important in reducing erosion and
coastline flooding associated with major storms.

This, in turn, protects communities and ecosystems in

places like Bacuit Bay and surrounding areas. Increased
climate variability" (including higher temperatures, changing
rainfall patterns, and rising sea levels) is expected to have
significant impacts on coastal and marine environments

and, subsequently, on tourism. The risk of ocean warming,
acidification, and poor water quality is greater in Bacuit Bay
than elsewhere in the area because the prevailing currents do
not flush the water as fully. When the resulting coral bleaching
and loss of ecological functions are coupled with other stresses
like unplanned development, the effects on coastal tourism
markets and the economy can be acute.

Lower fishing yields affect coastal communities’ livelihoods

and businesses dependent on caught fish. Stakeholder data,
literature, willingness to fund surveys, CCRES? data, and coral
reef vulnerability models were all considered and integrated
into the analysis to build a strong business case for an enhanced
natural capital management strategy, and in turn create a
resilient coastal tourism market in El Nido. The approach,
tools, and methodology employed have significant potential for
replication across the tourism sector. The experience in dealing
with COVID-19 is also likely to provide important insights into
how the economy of El Nido and its surrounding area can build
resilience outside of the tourism sector. Understanding how

the area adapted to a new reality will provide insights into the
resilience aspects that should be further considered, as well as
the policies and emergency management measures that should
be implemented to prepare for future shocks.

The El Nido case demonstrates that enhancing the
management of Blue Natural Capital can support a
broader and more sustainable Blue Economy. Enhanced
management of natural capital would protect Bacuit
Bay from stresses such as poor water quality and coral
trampling by tourists, and would increase business and
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community support for coral restoration measures. The
case demonstrates that enhanced coral resilience to
environmental shocks through better management would
improve the profitability and resilience of all economic
actors in El Nido’s tourism sector.

Additionally, enhanced coral reef quality should improve fish
productivity, providing greater food security for local people
in the future. The assessment proposed that the tourism
market could increase profits and resilience by diversifying
tourism offerings away from just a few fragile sites. This
effort is a model that can be used in other coastal markets
to understand shared dependencies and act to build a more
sustainable and resilient market. In many cases, innovative
financial instruments can help accelerate progress toward
landscape goals and, in some cases, help offset short-

term social costs associated with the transition to a more
sustainable and resilient Blue Economy.
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