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Executive summary

Interest in carbon markets has increased rapidly in recent months, leading to new market
opportunities and interest in acquiring land to invest in natural capital, typically through tree
planting and restoration of degraded peatland habitats. However, the extent to which natural
capital investment is driving transactions is unclear, with owners and purchasers potentially
influenced by many factors. There is also uncertainty around how large-scale land
acquisitions might interact with post-Brexit policies under development across the UK and
the interests of rural communities.

In response to this, we conducted an evidence review and convened more than 60 experts
from policy, investment, third sector, research, land management and rural communities to
identify and critically assess options for policy and practice to pre-empt and address trade-
offs and challenges.

Natural capital buyers and voluntary carbon markets are driving significant and rapid
changes in the land use sector

¢ Natural capital and afforestation potential of land is an increasingly important
influence on land values, particularly for hill ground and less productive grassland
due to timber prices, competitive forestry grants and voluntary carbon markets..

e Farmland values rose across the UK by 0.7% in 2020 and by 6.2% in 2021 (the
strongest annual growth since the 2014 global food crisis), with Scotland
experiencing the strongest growth in values (31.2%) in 2021. Poor livestock land in
Scotland has increased in value by 60.8% in 2021 This value growth has been
particularly influenced by increasing interest in plantable land from forestry investors.

¢ Non-farming buyers of farmland, including investors and amenity buyers, are
increasingly important, purchasing >40% of farms in the UK over the last 5 years.

o Natural capital buyers are also increasingly important in the estates market, although
it is unclear as to what proportion of Scottish estates acquisitions are being
influenced specifically by investor interest in natural capital. The overall amount
invested in Scottish estates in 2020 (£112M) was the largest annual investment in
estates in the last ten years and represented an increase of 55% on the ten-year
average investment

e Since 2019/2020 demand for forestry and plantable land has increased substantially
from institutional investors and financial institutions, with several new rural-
investment funds entering the market, driven by increasing demand for
environmental investments, and the strong long term returns from forestry (including
inheritance tax exemptions) outperforming most other asset classes. At present
however, returns from productive forestry are currently higher than incomes from
carbon.

e Average sale prices for commercial forestry land exceeded valuations by around
50% in 2021, a year that saw the largest ever annual investment in commercial
forestry land. Total investment in commercial forestry land in both 2020 and 2021
reached just over £200M, around double the levels see in the preceding two years.

¢ Plantable land increased in value from an average of £6200 per gross hectare in
2020 to £8500 per/ha in 2021, with Scotland experiencing the sharpest rise in value
of 54% on 2020 values for plantable land.

¢ Around a third of sales of farmland, estates, forestry and plantable land have been
off market in the last year, representing a substantial increase over former years.



These trends create risks for markets, land managers and rural communities

While it is clear that natural capital markets and wider investor interest in carbon offsetting
and green agendas are driving market interest and in particular land values for plantable
land (and peatlands), there is currently limited evidence in relation to what the wider
outcomes of this are for rural communities and economies and how this varies based on the
resulting land use outcomes (e.g. estate or farm based rewilding versus investment oriented
productive mixed forestry). Nevertheless, the project has identified a number of important
risks that need to be managed:

o Without the development of new, high integrity ecosystem markets, opportunities for
UK nature recovery may be missed. Although the UK is the third largest buyer of
offsets in the world, the majority are bought from overseas projects, as there are
insufficient woodland and peatland projects to meet growing demand from investors.

¢ However, without buyer checks, it is possible for highly polluting industries to reach
net zero via offsetting rather than reducing their emissions at source, undermining
the integrity of both markets and global political agreements. With insufficient
measurement, reporting and verification, new carbon and ecosystem markets might
fail to deliver promised GHG abatement, further undermining trust.

o Failure to effectively “blend” public and private funding via government-run agri-
environment schemes and privately-run ecosystem markets could result in market
failures creating a postcode lottery for access to private finance (which may only be
available in locations and for services that are attractive to the market), and/or public
funding paying for work that would otherwise have been delivered by markets.

¢ As land values increase, there are benefits for existing owners, but with increasing
disparity between land values and farmland incomes, particularly for smaller scale
farmers, this may exclude new entrants to farming, re-concentrate landownership
(where tenancies are taken back in hand to achieve scale efficiencies) and limit
access to land by rural communities (which may constrain economic development
and housing).

Options for reducing risks and enhancing positive impacts of natural capital
investment

Based on the evidence review and roundtable discussion, 16 options for policy and practice
across the UK were identified across five themes.

1. Land market transparency, regulation and best practice in land acquisitions:

o Build an evidence base on land market activity through regular independent market
assessments (including off-market sales)

o Develop guidance on rights and responsibilities for investors entering the UK land
market

o Consider formal approval processes for land acquisitions, including a public interest
test for new land sales over a set threshold.

2. Participatory and collaborative approaches to natural capital investment:



¢ Provide guidance and training for land managers on community engagement, to
improve decision outcomes for communities

e Support alternative landownership models, including community ownership, and
collective private ownership models and community-owner partnerships

o Assess the potential for community natural capital funds, to ensure benefits from
investment are shared fairly between public, private and community interests

3. Supporting access to land for nature-based land uses:

o Facilitate joint venture mechanisms to increase access to land and natural capital
funding including (i) contract farming; (ii) partnerships; (iii) share farming; (iv)
tenancies; and (v) leasing arrangements

e Address barriers to tenants engaging in ecosystem markets, including encouraging
contracts that allow tenants to participate in natural capital schemes

o Explore fiscal instruments that could facilitate diversification of landownership,
including income tax relief for new entrants, changes in liabilities for non-domestic
rates, inheritance tax and capital gains tax, and development of a Land Value Tax

4. Values-led, high-integrity ecosystem markets:

e Expand and enhance high-integrity voluntary carbon and ecosystem markets through
developing new accredited codes for different land uses and ecosystem services

e Develop carbon buyer checks to ensure land is only used for carbon offsetting for
residual emissions when a buyer has done everything feasible to reduce emissions
at source

e Develop a co-ordinated policy framework in each UK country on the design,
governance and operation of ecosystem markets and their alignment with land-based
support that ensures consistent UK-wide operation of ecosystem markets without
distorting effects from different subsidy regimes in each country

o Develop a UK advisory body to ensure oversight of carbon credit projects, make
recommendations on additionality requirements and monitor and enforce compliance
with rules and guidance

5. Rural land use frameworks, redistributing support and incentivising landowners:

o Further develop the potential for place-based, collaborative approaches to the
application of natural capital markets in parallel with public support mechanisms,
including through testing a data-driven, natural capital accounting approach

o Apply a redistributive approach to post-Brexit public payment mechanisms where
feasible (direct and/or environmental payments), to facilitate wider distribution of
benefits across the land management sector to address issues of landownership
concentration and capitalisation of support payments on larger landholdings

¢ Develop knowledge exchange and training for land managers, in addition to
increased advice and guidance, relating to engaging with natural capital markets and
related environmental support schemes (and undertaking related assessments)

It is clear that interest in natural capital and ecosystem markets is driving rapid and
significant change in the land use sector across the UK, but these changes are layered on
top of (and often symptomatic of) long term and systemic issues in land markets (e.g.
around concentration of landownership) and other market drivers (e.g. timber prices). The
extent and speed of land use change envisioned by the Committee on Climate Change to
meet net zero targets by 2050 is unprecedented. To achieve these changes is likely to



require a combination of changes to public support mechanisms and privately financed
payments for ecosystem services. The scaling of existing voluntary domestic carbon
markets and development of new markets has increased the viability of large-scale land use
transitions (e.g. rewilding and afforestation). However, income from natural capital is likely to
be unevenly distributed across the land management sector and could reinforce existing
structural inequalities relating to concentration of landownership and decision-making power,
and related outcomes for communities. It is therefore important that effective and well-
aligned market-based and public-support mechanisms are designed to tackle existing
structural barriers, avoid policy conflicts and ensure land use transitions are viable across a
wide range of land managers and holding types and sizes.



1. Introduction

Interest in carbon markets has increased rapidly in recent months, leading to initiatives to
create new market opportunities and increasing interest in acquiring land to invest in (and
enhance) natural capital. The increasing importance of carbon (and wider natural capital),
both as a motivation for ownership and as a form of diversification for existing owners, due
to the current policy emphasis on tackling climate change, is reflected across the landed
sector’. This is evident in relation to increased market interest in purchasing farmland to
plant trees, the growing number of projects registered with the Woodland Carbon Code? and
interest from natural capital buyers in upland estates.

A number of recent high-profile acquisitions have raised awareness of the increased
interest, with the aim of restoring native woodland and peatland habitats and benefitting from
opportunities for natural capital investment and offsetting emissions from business
activities®. This includes the purchase of the 3764-hectare Kinrara Estate by Brewdog, and
Glengarry, where Shell have helped fund new upland native woodland creation and peatland
restoration projects on national land which will continue to be publicly owned and managed
by FLS as part of the wider Glengarry Forest*. Importantly, interest in natural capital offers
significant opportunities for harnessing additional investment in climate change mitigation
and biodiversity and habitat restoration in future years. For example, the Green Finance
Institute recently estimated that there is a finance gap for nature related outcomes of £44-97
billion across the UK over the next ten years (Figure 1). As a result, there is now interest
from across the UK policy community in developing policy frameworks to develop and
govern ecosystem markets (e.g. see the UK Government’s Nature recovery green paper®,
Scottish Government’'s commitments to natural capital market development in its National
Strategy for Economic Transformation® and the £1 billion challenge proposed by the Nature
Finance Pioneers Network to ramp up investment in nature-based solutions to climate
change, proposed by the Scottish Environmental Protection Agency and the Scottish Wildlife
Trust’).

While it is apparent that natural capital represents a growing influence on land markets, the
extent to which natural capital investment is driving acquisitions and sales is unclear, with
owners and purchasers likely to be influenced by a combination of factors. While a variety of
land market reports exist?, uncertainty remains in relation to the volume of recent sales and
the motivations of buyers and sellers', a situation which is compounded by an increasing
number of land sales occurring ‘off-market®. Gaining a broader understanding of land
market activity (and buyer and seller motivations) is therefore important to assess how
landownership change should be considered in relation to emerging models of natural
capital finance, and for determining how current land market activity may affect access to
land for individuals, communities and businesses.

Increased emphasis on natural capital markets also raises questions relating to the
distribution of benefits from natural capital and related impacts for local economies’.
Concerns have been raised in relation to trade-offs with food security, and the involvement
of rural communities in land use decision-making and in relation to access to land for
housing, enterprise and new farming entrants''. Natural capital markets currently remain
relatively under-developed and a critical challenge for policy makers relates to achieving a
balance between achieving win-wins for biodiversity, food security and rural communities,
while providing investors with strong returns on investment from land value and carbon

"The Strutt and Parker Farmland, Estates and Forestry land indexes do include a significant proportion of total
rural land sales and include enriched data (on buyer motivations etc.) in around 50% of cases.



markets to support the UK Governments in meeting their net zero commitments. The
Companies Act 2006 requires all quoted and large unquoted companies and some
government bodies to measure and report on their environmental performance annually,
with the option to offset residual emissions via the Woodland Carbon Code or Peatland
Code, as laid out in the UK Environmental Reporting Guidelines. However, any organisation
can set and report on net zero targets, following these guidelines or other initiatives, such as
the Science Based Targets Initiative (SBTi). The SBTi allows the use of a wider range of
voluntary carbon markets, including offsets from overseas projects, for companies wanting
to finance additional emission reductions beyond their net zero target.

Finance gap

Required spending

Committed and
planned spending

Scotland
£15 billion - £27 billion

Northern Ireland
£3 billion - £5 billion

England

Wales £21 billion - £53 billion

£5 billion - £7 billion

The Overseas Territories
min £200 million - £1.4 billion2

Figure 1'% Top: The funding gap between committed/planned spending and spending required to reach net zero
targets and other nature-related outcomes. Bottom: estimated gap for each UK country

All four UK nations are currently developing alternatives to the area-based payments of the
EU Common Agricultural Policy, a key source of income for many farmers. In England, the
new Environmental Land Management (ELM) payments scheme is being introduced
gradually from 2021-2028, in line with a phasing out of direct support under the Basic
Payment Scheme, with options being explored for aligning the ELMs scheme with private
natural capital markets. Longer term arrangements for the provision of post-Brexit
agricultural support are under development in the other UK nations, with the Basic Payments
Scheme extended until 2024 in Scotland, 2023 in Wales and 2022 in Northern Ireland, to
support farmers during this transitionary period'. Future support mechanisms in Wales



(proposed as the Welsh Sustainable Farming System) and Scotland are expected to include
measures to support the development of natural capital markets, to facilitate private
investment in woodland creation and peatland restoration, as well as supporting the
development of new markets such as the UK Farm Soil Carbon Code'. These support
mechanisms and markets represent significant opportunities for land managers, but how
they are designed will influence how the resulting risks and opportunities are distributed
across the land management sector’.

Currently, there remains a high degree of uncertainty around how large-scale land
acquisitions for carbon by the investment community might interact and align (or mis-align)
with post-Brexit agricultural policy, land reform policy in Scotland', biodiversity net gain,
other green finance mechanisms, England’s farmer retirement scheme'® and similar policies
in Wales and Northern Ireland. For example, the potential impacts of large-scale land
acquisitions for natural capital on Scotland’s already highly concentrated pattern of private
landownership'” are currently unclear. This multi-layered context for natural capital
investment suggests the need for a pre-emptive approach to policy design and an improved
understanding of rural land markets, to ensure policy can be developed based on a sound
evidence base to address trade-offs and challenges before they arise.

1.1 Aims of the project

To inform and help frame policy discussions, this project convened a SEFARI Special
Advisory Group (SAG) to bring together key players from the worlds of policy, investment,
research and land management to identify, research and discuss opportunities and risks
arising from large-scale land acquisition for carbon. The objectives of the work were to:

1. Synthesise evidence on the potential opportunities and risks associated with large-
scale land acquisition for carbon in the UK;

2. Share knowledge and perspectives between key members of the research, policy,
investor and land management communities on the opportunities and risks of large-
scale land acquisition for carbon; and

3. Make evidence-informed recommendations for policy and practice that can minimise
or avoid trade-offs and achieve win-wins for climate mitigation, biodiversity, food
security and rural communities from land acquisition for carbon.

1.2 Objective 1: Evidence review

To deliver the first objective, a review was conducted to synthesise evidence on current rural
land market activity across the UK (including natural capital drivers), and related
opportunities, risks and trade-offs associated with large-scale land acquisition for carbon.
The review focused primarily on carbon, but evidence and findings related to wider aspects
of natural capital were also included. In addition, while the primary focus was on land
acquisition and new owners, the role of existing landowners in taking forward relevant
initiatives was also considered.

Existing evidence was assessed in relation to three research objectives:

i.  Tounderstand the current extent of land market activity in the UK and the influence
of ecosystem markets (and related natural capital drivers) on market activity, and
potential future trends;

i This includes an emphasis on increased landownership diversification and transparency in land markets.
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i. Toidentify and assess key risks and trade-offs associated with large-scale land
acquisition for carbon, including in relation to the effects on land values,
concentration of landownership and benefits capture;

iii. To identify and assess key opportunities (emergent schemes, mechanisms, policies
and behaviours) related to reducing the risks and trade-offs associated with large-
scale land acquisition for carbon, including in relation to distribution of benefits,
innovative governance and ownership models, and risk sharing.

The process of evidence collation and assessment was used to identify options for policy
and practice that can minimise risk and avoid trade-offs and maximise benefits for climate
mitigation, biodiversity, food security and communities, from land acquisition for carbon.
These are broadly relevant to the UK, although some specific aspects may be more relevant
to the landownership and policy context in Scotland. The review focuses on larger scale land
acquisitions, including an assessment of farmland markets (holdings of >20 hectares), in
addition to estate and forestry land markets.

A full description of the review methods and search terms used is included in Appendix 1.
Section 2 begins with a brief review of key aspects of the international context for large-scale
land acquisitions (LSLAs) and drivers for this in the global context. The remainder of the
review is then presented in two sub-sections, addressing the first two research objectives
above:

e Section 2.2: This section characterises recent rural land market activity (focused on
>40-hectare transactions) and the apparent influence of natural capital markets as a
market driver, based on a reviewing land market reports and related material.

e Section 2.3: This section synthesises evidence relating to risks and trade-offs
associated with LSLAs. This includes a discussion of the potential effects of land
acquisition for carbon on: i) land values and land availability; ii) landownership
concentration and natural capital distribution/inequalities; and iii) land use trade-offs
and challenges of land use transitions. This includes some discussion of the potential
impacts of large-scale carbon acquisitions on existing land uses and rural communities
based on the wider evidence base.

Section 3 synthesizes a range of material relating to managing risks and enhancing
opportunities relating to land acquisitions for carbon and other forms of natural capital, with a
focus on identifying examples and evidence relevant to the UK. Sixteen policy options are
presented. This incorporates an evidence-based discussion of opportunities and the
associated policy options, relating to five themes:

i.  Improving land market regulation and transparency;
ii.  Managing carbon market risks and harnessing investment effectively;
iii.  Facilitating localised natural capital investment and more equitable distribution of
benefits;
iv.  Participatory and collaborative models for natural capital investment; and
v.  Enhancing uptake and opportunities for carbon investment for existing landowners.

1.3 Objective 2: SAG round-table event with stakeholders

A first draft of the evidence review was discussed at a round-table event on 22 February
2022. Prior to the event, a stakeholder analysis was carried out using the “3i’s approach”®,
to analyse stakeholders in relation to their relative interest and influence, as well as the
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impact of the focal issue on them. Conducted during an online workshop with the project
team, this analysis ensured comprehensive coverage of relevant organisations and groups,
and their interests, influence and impacts. A list of all organisations and groups identified
and invited to the round-table event is included in Appendix 2.

The round-table event was designed and professionally facilitated using a range of online
participatory tools to enable structured elicitation and sharing of knowledge. Participants
were invited to share written reflections on online Mural boards, as well as verbal
contributions to facilitated discussions in both plenary and small group sessions.

1.4 Objective 3: Evidence-informed recommendations for policy and practice

The evidence review informed the development of 16 policy options that were grouped
under five themes (see Section 3). The review and policy options were sent to the round-
table participants in advance of the event. In the round-table discussions, participants were
asked to provide feedback on the evidence review and proposed policy options. The
participants’ written and verbal contributions at the workshop were analysed by the research
team. A summary of the data gathered on stakeholders’ views on risks and opportunities is
included in Appendix 4. The 16 policy options were then refined based on the discussions at
the event and these refinements are also explained in Section 3.

12



2. Evidence review

2.1 The international context for large-scale carbon land acquisitions

Globally, large scale land acquisitions (LSLAs) can be defined as land investments of over
200 hectares, which transfer rights, control or ownership of land'®. Following the global food
crisis in 2008, investment in land increased dramatically, to meet demand for food, biofuel
and other commodities®. Globally, most LSLAs are of farmland, but they can also occur for
climate change mitigation, limiting deforestation, biodiversity enhancement and watershed
protection?'. Data collated since 2008 shows the global surge of land acquisitions plateaued
after 2010, with over 33 million hectares' in land deals by 2020%2. However, this data
excludes some countries and may be an underestimate, with Oxfam estimating that 227
million hectares was sold or leased globally in 2000-2011, mostly to international investors?:.
A slowdown in LSLAs since 2012 has been influenced by lower price expectations, new
restrictions on selling land to foreign investors in some countries, and reduced support for
biofuels?*. Notably, post-Covid recovery policies may result in restrictions being lifted and
more favourable conditions emerging, potentially driving a resurgence in demand for land,
with some countries (e.g. India and Indonesia) having already liberalised their land markets
to attract foreign investment?.

The international LSLA literature relates predominantly to acquisitions in the Global South,
often by foreign investors. The stated objectives and benefits of LSLAs commonly include
increasing agricultural efficiencies, addressing food or biofuel security and alleviating
deforestation pressures?®. However, foreign land investments in low-income countries may
lack transparency and local consultation, and as a result may lead to negative impacts on
community livelihoods, local food and tenure security and deforestation (and increased
carbon emissions)?’. Critically, while LSLAs can result in major land use shifts, many LSLAs
are not actively used or converted once acquired (due to speculative acquisitions), despite
increasing global demand for land to address food security and climate priorities?®. These
negative associations have led to LSLAs being characterised as ‘land grabbing’, which the
International Land Coalition defines as any type of land acquisition that is in violation of
human rights, without prior consent of indigenous land users and without consideration of
social or environmental impacts?.

While LSLAs also occur in the Global North, they have not been commonly associated with
overt dispossession and human rights abuses or major changes in production, to the extent
they have in the Global South. Nevertheless, LSLAs of farmland by corporate investors (and
effects on landownership concentration) have been associated with the decline of
agricultural communities in Canada (see Section 4.3). A 2018 study?®° identified similar
community effects of LSLAs by non-agricultural investors in Germany and proposed six
criteria for ‘land grabbing’ in a European context: i) legal irregularities; ii) non-residence of
new owners; iii) centralization in decision-making structures; iv) treating land as an
investment object; v) concentration of decision-power; and vi) limited access to land
markets.

LSLAs which target land specifically for conservation of forest resources and/or investment
in natural capital, have been referred by some authors as ‘green grabbing™®'. This ‘new
appropriation of nature’ reflects a longer-term history of colonial resource appropriation for
environmental objectives (e.g. National Parks in the US) and involves a wide range of

it By comparison the land area of the UK is over 24 million hectares, approximately 75% of which is used for
agriculture.
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powerful actors, from venture capitalists to commodity traders, business entrepreneurs,
green activists and NGOs?2. In practice, environmental LSLAs can be multi-dimensional (e.g.
interacting with acquisition of resources such as energy or forestry)* and incorporate new
forms of valuation, commaodification or market development for specific environmental
‘assets’ to legitimise and incentivise new acquisitions34.

Critically, commitments by more than 130 countries to achieving net-zero emissions by 2050
have resulted in a substantial increase in investor demand for carbon offsetting
opportunities, with the global market for voluntary carbon credits surpassing $1Bn in 2021
and projected to grow to $100Bn by 2050, with the average global price per ton for credits
from forestry and land use projects rising from $4.33 in 2019 to $4.73 in 2021, with a spike
to $5.60 in 2020%. This has resulted in a surge in investment in LSLAs, with a range of
investment funds, financial organisations and corporate interests diversifying their portfolios
with land acquisitions due to the potential for securing carbon reserves and/or enhancing
carbon sequestration and the availability of carbon offsets through forest restoration®. This
has been driven by environmental commitments (e.g. Biodiversity Net Gain requirements for
developments), regulatory requirements and increasing awareness of the potential for
natural capital investments to reduce risk and increase business resilience® . Importantly,
through a combination of harnessing private finance and evolving policy commitments
LSLAs can facilitate forest restoration and enhancements to natural capital at large scales
(in the Global North and South)®. Additionally, new flows of money from institutional
investors can provide opportunities for diversifying rural economies during periods of
uncertainty by stimulating innovation beyond traditional farming activities, resulting in job
creation and infrastructural and environmental improvements, with associated community
benefits®.

Nevertheless, while those acquiring land for green investment commonly identify win-win
opportunities, local power dynamics may constrain equitable distribution of benefits from
environmental initiatives*. For example, increased global interest in carbon offsetting is
resulting in increased demand for land in the Global South (and related concern around the
scale of farmland which may be lost to carbon offsetting demand), with some resulting in
detrimental effects for local communities*'. Emissions trading schemes have also been
criticised for failing to effectively reduce emissions in many cases (see Section 2.3.1). Other
authors have recognised the potential for environmental LSLAs to potentially increase the
climate resilience of the ‘buyer’ country through their acquisition of land for carbon and food
security, which may leave the targeted country less resilient to climate extremes in the
future?.

2.2 Rural land market activity in the UK and natural capital drivers

This section characterises recent UK land market activity in three key areas: farmland,
estates and forestry sales (including plantable land). Most of the evidence collated in this
section is based on recent land market reports from relevant agencies, evidence from the
annual UK Forestry market reports and related land market assessments. Published
evidence on land market activity often relates to the previous year and while the most up to
date material has been assessed, data for the second half of 2021 and very recent (2022)
land market activity is not accounted for in this assessment. In addition, while the available
land market reports offer detailed and useful market assessments, the degree of off-market
activity suggests that most market assessments contain a degree of uncertainty. The high
levels of market demand and rapid growth in values also suggest that the evidence set out
here may no longer be representative of very recent land market activity (and land values) in
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late 2021 and 2022. This section has a broad focus on land sales over 40 hectares where
this is compatible with the available data.

2.2.1 UK Farmland markets

The UK farmland market includes a relatively diverse range of farm or farmland types,
including amenity or ‘hobby’ farms, arable, dairy, livestock, mixed and hill farms. On average
around 64,750 hectares of farmland have been marketed annually in the UK since 2000,
with this figure declining to around 60,703 hectares a year since 2010 (see Figures 2 and
3)*. This normally includes around 100 farm holdings (>20 hectares) in Scotland and 200-
300 in England and Wales*, with less than 1% of the UK farmland area changing hands
annually. While regional variation occurs, the UK farmland market has experienced reduced
supply since 2019 (from 76,486 hectares in 2018), to between 47,348 and 49,776 hectares
annually in the 2019-2021 period, with larger proportional declines in supply evident in
Scotland*.
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Figure 4 UK Farmland supply and land value per/acre (1970-2019)*"

In addition to a decline in the number of farms and area of farmland marketed, recent supply
of larger farms has been limited with an average farm size for holdings (>20 hectares) sold
in the UK of just 65 hectares, which was 25% below the 10-year average*. This reflects a
longer-term trend, with smaller farms (<101 hectares) having become a larger proportion of
the UK farmland market since 1995, with farm sales over 405 hectares making up less than
1% of marketed farms since 20114°. This trend relates to multiple factors, including
increased demand for smaller amenity farms and an increased likelihood of industry exits
from farmers in smaller holding categories®.

Notably, 2020 was the first year since 2009 that fewer than 200 farms and estates were
marketed in England®’, with only 49 farms (5301 hectares) marketed in Scotland during this
period compared to a five-year Scottish average of 95 farms and 13,274 hectares®. These
represent the lowest figures recorded by Savills since they began tracking supply in 1993%.
This has been influenced by uncertainty and a cautious attitude among sellers relating to
Brexit and the future of agricultural payments, and challenges or delays bringing properties
to market due to Covid-related restrictions®. Nevertheless, while supply of UK farmland
remained low in 2021 (49,534 hectares) relative to the ten-year average, supply increased
from 2020 levels, with an increase of 7% in England and 63% in Scotland, reflecting a return
to pre-pandemic (2019) levels of supply (see Figure 4)%.

The reduction in UK farmland supply evident since 2019, while atypical in terms of the scale
of the reduction, reflects a longer-term trend of declining supply of farmland to the market .
In addition, an increasing number of farmland sales occur off-market, with estimates
suggesting 30% of all farmland sales in 2020 occurred in this way®®. This represents a
successful strategy for sellers during periods of low supply and high demand, reducing
marketing costs, increasing privacy for buyers and sellers and providing an element of
exclusivity associated with a private sale.

Existing farmers accounted for 46% of purchasers of UK farmland in 2021 and 49% in 2020,
with non-farming buyers accounting for 38% in 2021 and 34% in 2020 and
institutional/corporate buyers 16% in 2021 (up from 10% in 2020)%". This reflects a longer-
term trend of farmers being less active in the market and non-farming purchasers growing in
importance, with private investors and lifestyle/amenity buyers purchasing over 40% of
farms in the UK annually over the last 4-5 years®.

Reflecting high levels of supply, average UK farmland values fell by 1.8% in 2018 (to £6,700
per acre)® and experienced a smaller drop (of 0.2%) in 2019)%°. Reduced supply has
resulted in increasing demand for UK farmland in 2020-2021 despite pandemic restrictions,
influenced by the long-term investment potential of farmland. This resulted in average per
acre values for farmland across the UK rising by 0.7% in 2020 and by 6.2% during 202187,
the strongest annual growth since the 2014 global food crisis (during which average values
peaked at £14,000 per acre in the UK)®. While per acre values remain lower in Scotland
relative to other UK regions, Scotland experienced the strongest overall growth in values
(+31.2%) in 2021, with average per acre values (all land types) of £5,920.%3

Importantly, agricultural land quality is no longer the key determinant of farmland values, due
to the increasing influence of capital from outside agriculture (and particularly lifestyle buyers
and forestry/land investors) as a market driver®. The afforestation potential of land is an
increasingly critical driver of demand, particularly for hill ground, but also for less productive
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grassland and marginal arable ground, with farm buyers frequently outbid for plantable hill
ground by forestry investors [due to timber prices, carbon offset markets and competitive
forestry grants], particularly in Scotland®.

This increased demand from environmentally motivated buyers and forestry investors has
resulted in the biggest overall per acre increases in value occurring for land with
afforestation potential, with poor livestock land in Scotland having increased in value by
60.8% in 2021, following a 17.5% increase in value in 2020" (relative to an 8.8% increase in
value for this land type across the UK as a whole in 2021)%. This reflects an increasing
divergence between prices paid for plantable hill ground and hill ground which is unsuitable
for afforestation, with prices paid by forestry investors for plantable hill ground in Scotland up
to thirty times higher in 2021 than a decade ago®’. Due to constrained supply, demand for
arable farmland has also remained high in recent years, with arable land increasing in value
in Scotland by 19.7% in 2021 and by 270% over the last twenty years®.

2.2.2 Recent trends in the estates market

Estates represent an important niche sector of the UK’s land market.. The term ‘estate’
usually relates to landholdings with diversified land uses and activities, which can include in-
hand farming, let farms, sporting interests, forestry, renewables, property and tourism?®.
Estate sales are relatively limited in comparison to farmland, with six marketed in England in
2020 and eight in 2019 (these figures do not include off-market sales), with a five-year
average (2016-2020) of 10 estates marketed in England’. By comparison, an average of 31
estates (50,990 hectares) have been marketed annually in Scotland over the last nine years,
with sales completing on around two thirds of these annually™

The supply of estates in Scotland has remained very consistent over the last decade, except
for 2013-2014, which saw a temporary downturn, influenced by a cautious approach from
sellers and buyers during the Scottish Independence referendum period’. In contrast, estate
sales in Scotland remained consistent during the pandemic, with 24 sold in 20207%. Despite
a reduction in the total area of estate land marketed in 2020 (to 34,236 hectares), the overall
amount invested during this period (£112M) was the largest annual investment in estates
over the last ten years and represented an increase of 55% on the ten year average
investment’. In addition, four estates sold for over £10M and three sold in the £5-10M range
in 2020, compared to one estate in each of these categories in 2019, reflecting increased
demand and investor interest”. The average estate price in 2020 (£4.7M) was also above
the ten-year average (£3.7M) and considerably higher than the average price in 2018
(£2.7M) and 2019 (£2.8M) (Table 1).

Considering average estate price, total investment, and farmland and forestry land values,
estates represent a robust long term investment relative to other commaodities.

Similar to UK farmland, most estates are marketed publicly, with around a third marketed
privately on an annual basis. In 2020 this increased to 45% of estates being advertised off-
market, with 33% of sales completed privately and around a third of buyers originating from
overseas’®.While estates are often characterised as large landholdings, they occur across a
relatively broad size range. The average holding size among 263 respondents to a 2014
survey’” of Scottish estates was 4760 hectares. However, this drops to under 3035 hectares
when the 16 largest holdings are removed from the sample and 43% of the respondent
estates were under 1012 hectares. This reflects sales data, with estates marketed in
Scotland from 2012-2020 averaging just over 1619 hectares’. Smaller estates were a

v From average per acre values of around £1500-3000 per acre for plantable hill ground in 2020 (Strutt and Parker, 2021)
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particular feature of the 2020 market, with marketed estates averaging 971 hectares, with
larger estates marketed more frequently in the North-West of Scotland’. While the average
size of marketed estates was higher in Scotland in 2019 (1670 hectares), 21 of the marketed
estates were under 1012 hectares, with just 4 over 2023 hectares, indicating a very low
turnover of larger estates®.

The relatively low turnover of estates evident in Section 3.2 reflects the high degree of
continuity of ownership in the estates sector, with over a quarter of owners able to trace their
ancestry to the 1600s8'®2. This low degree of ‘churn’ reflects an emphasis by most
landowners on the importance of passing their estate on to their heirs, with estate sales
often occurring where the owner has no obvious successor®. While the number of estates
marketed in Scotland in 2020 was consistent with 2018/2019, the reduction in the total
amount of estate land marketed suggests that the pandemic may have acted as a brake on
some new estates coming to the market in 2020-2021.

This consistently low supply has resulted in very high levels of recent demand for estates in
Scotland. Other factors which drive demand include the rural lifestyle, Scottish landscapes
and culture and the relative affordability (and exclusivity) of an estate in comparison to high
value city properties. In addition, estates represent an increasing range of capital growth
opportunities, including renewable energy, sporting businesses, forestry, and investment in
housing/property84. Environmental drivers and related markets and incentives have also
become an increasing important motivation for those investing in estates in recent years
(see Section 2.2.4).

2.2.3 The UK Forestry land market

The UK forestry land market includes commercial forestry sales and sales of mixed/native
woodlands, with recent reports also assessing ‘plantable’ land bought for future
afforestation. The UK Forestry Market Report recorded 67 commercial forestry transactions
totalling 10,400 hectares in 2021 (averaging 155ha), an increase from 61 transactions in
2020, despite a reduction of 17% in the total area sold compared to 2020 (Table 1). Per
hectare values for forests increased by over 20% in 2021 to £19,300, with some younger
second rotation forests selling for over £30,000 per stocked hectare due to high tree quality,
investment potential and the presence of in-forest infrastructure®. In addition, 36 mixed
woodlands (averaging 28 hectares) changed hands in 2021, for a total of £10.7M (up from
£6.6M in 2020) for 1023 hectares of woodland (Table 1Y).

Table 1 UK Forestry land market activity in 2021 (UK Forestry Market Report 2021)26

Category Commercial Mixed/native Plantable land
(2020 figures in brackets) | forestry woods

No. of transactions 67 (61) 36 (30) 70 (33)

Total sold (Ha) 10,400 (12,542) 1023 (750) 6480 (4460)
Total invested (£) £200.4M (£200.2M) £10.7M (£6.68M) £53M (n/a)
Per/ha values £19,300 (£16,000) £4,232 (£3,604) £11,000 (£8,500)

The forestry market has experienced exceptional recent growth, with total investment in
commercial forestry land in 2021 (£200.4M) very similar to 2020 (£200.2M). This represents
a substantial increase from 2019 (£126.5M) and 2018 (£104.2M), with 2021 the largest ever

¥ Note this table (from the UK Forestry Market report data) may not include all off-market sales and
may also not include all smaller amenity woodland sales.
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annual investment in commercial forestry land. While the average transaction dropped to
£3M in 2021 (from £3.3M) due to an increase in the number of smaller forests being
marketed, per stocked hectare prices jumped to £19,300 (a 21% increase, which follows a
39% increase in 2020) (Table 2). Larger forests (>100 hectares) attract particularly high
prices.

Notably, there were 70 planting land transactions (for £53M) in the UK in 2021V totalling
6480 hectares (with an average size of 93ha, compared to 139ha in 2020), an increase on
the 4460 hectares sold in 2020 (Table 2), with an additional £23M invested in land for
natural capital'i. Reflecting elevated values for marginal farmland (Section 2.2.1), plantable
land increased in value from an average of £6200 per gross hectare in 2020 to £8500 per/ha
in 2021 (or £11,000 per net hectare of plantable ground) with Scotland experiencing the
sharpest rise in value of 54% on 2020 values for plantable land.®".

Some of the most dramatic growth in demand has occurred in the forestry sector, with
demand for all forms of forestry and plantable land remarkably high in recent years, with
average sale prices exceeding valuations by around 50% in 202188. This represents the
scarcity value of forest assets, high timber prices and ambitious government targets for
afforestation. Since 2019/2020 demand has increased from institutional investors and
financial institutions (with several new investment funds entering the UK land market), with
several new rural-investment funds entering the market, driven by increasing demand for
environmental investments, and the strong long term returns from forestry, with per/ha
values for forests having increased dramatically in the last twenty years (Figure 4),
outperforming most other asset classes (see Appendix 3). This demand has resulted in an
increase in off-market transactions for forestry and plantable land, with off-market sales
accounting for a third of sales in 2020 compared to 11% in 2019, which can create
challenges in accurately estimating market activity®°.

Average Sale Price per Hectare and the FC Coniferous Standing Sales Index

FC Timber Index Value (£/ha)

rebased 1o 100 ot Saptember 2014

2007 T 25,000
190+

180+

1701

1601+ = 20,000

1501
140+
130+
120
nor+
100+
204
BOT
70+
80+
50+
40+
30+
201
10+

r 15,000

+ 10,000

+ 5,000

+0
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Year

Average Value (£/stocked ha) == FC Timber Index (Fisher, nominal terms) LARGEST ANNUAL VALUE

Figure 4 Average per/ha price of forestry and timber prices (2000-2021) (UK Forestry Market Report, 2021)

Vi There may be overlap in this case between transactions recorded in the UK Forestry Market Report for plantable land and some
of the farmland transactions recorded for the same time period (in Section 3.4.1)
ViIThe actual form of natural capital investment in this case is unspecified in the UK Forestry Market Report (2021)
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The emergence of woodland carbon markets represents a further important driver for rapidly
expanding forestry markets, due to the potential for generating additional income from
woodland establishment combined with strong interest in investments with natural capital
credentials and off-setting potential®. This has been facilitated through the ability to verify
carbon units under the UK’s Woodland Carbon Code (WCC)®'. Woodland carbon represents
a relevant option for generating income from native woodland schemes on poorer quality
land, where productive forestry is less viable, with a corresponding influence on plantable
land prices.®?

However, while woodland carbon is of increasing interest, the ‘additionality’ requirements"i
under the WCC result in some schemes not being eligible and creates challenges for
registering woodland schemes retrospectively. Additionally, returns from productive forestry
are currently considerably higher than incomes generated from woodland carbon, with
carbon prices also varying widely across the market. Savills reported a range of £3 to £30
per ton of carbon in 2021%, but the Woodland Carbon Code reports that the majority of
Pending Issuance Units (which represent the majority of the market) sell for between £15-20
per ton of carbon (see Section 2.3.1 for further discussion of potential carbon income from
woodland schemes). Nevertheless, while land availability represents a constraint for the
forestry sector, the emergence of carbon markets in addition to a buoyant timber market and
strong policy drivers for afforestation, suggests growth in forestry and plantable land prices
is set to continue.

2.2.4 Current market drivers and the influence of natural capital in UK land markets

Retirement from active farming appears to represent an increasingly important driver of
supply to UK farmland markets, with 68% of farm sales in the UK the result of retirement
and/or related personal reasons in 2021, compared to a ten-year average of 39%°%. Other
reasons commonly identified for selling farmland include downsizing, relocation, career
change and releasing funds®. This suggests that current land values are potentially
influencing owner confidence when making major decisions about selling land.

While buyer motivations vary regionally and by land type, some strong demand trends
apparent in recent years include®:

o The perception of land as an attractive investment relative to other investment
classes due to low risk and strong long-term returns, taxation advantages,
diversification potential and lifestyle factors.

e Environmental motivations and buyers interested in natural capital investment are
increasing competition in the farmland market, from both private/individual and
corporate/institutional buyers. Environmental, Social and Governance (ESG) factors
are an increasingly important institutional driver of investment in land, linked to an
emphasis on regulatory accountability for environmental impacts, biodiversity gains
and the carbon offset potential of woodland creation, soil carbon and peatland
restoration.

¢ Increased demand for smaller/amenity farm holdings due to lifestyle factors and
interest in retreats (partly driven by pandemic restrictions), with smaller farms
potentially increasing further as a proportion of the market.

Vil ynder the WCC additionality requirements a project is only 'additional' if it requires carbon income to turn it from a project
which is not viable (in its own right, or compared to an alternative non-woodland use) to one which is financially viable.
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e The need for some landowners to reinvest gains from the disposal of an asset to
allow them to benefit from rollover tax relief (whereby reinvestment of gains allows
landowners to minimise Capital Gains and Inheritance Tax, where the assets are
used for business purposes).

These drivers of farmland acquisitions are further reflected in the estates market, where
opportunities relating to natural capital have become an increasingly important driver for
acquisitions in recent years, with green investors (sometimes referred to as ‘green lairds®”)
interested in carbon offsetting, afforestation, renewables and rewilding, increasingly
competing with lifestyle and sporting focused buyers®. In addition, an increasing emphasis
on support for environmental measures within future government support mechanisms
suggests a favourable financial context for land use transitions at larger scales®. This has
resulted in ‘blank canvas’ estates (i.e. with potential for land use change) commanding
particularly high prices, with demand for smaller estates having also increased during the
pandemic due to interest from buyers in retreating from more heavily populated areas of
Europe'.

In the short term, the removal of pandemic related restrictions may result in an increase in
the supply of farmland in 2022, with international buyers re-emerging™'. Longer term, further
reductions in direct farm support may result in increased farmer retirements and a gradual
return to the previous ten-year average in UK farmland supply of 60,703 hectares'®?. The
requirement for major land use shifts on over a quarter of UK land in the next 30 years to
deliver government net zero and biodiversity commitments, is likely to result in a continued
supply/demand imbalance, with Savills predicting annual growth of 6% for poorer quality
grassland and 2.5% for prime arable land, with implications for rental values'®. This reflects
other recent reviews, which highlight the potential for plantable land to continue to increase
in value as demand from commercial forestry and environmental investors increases'®.

This is likely to result in farmers continuing to be outcompeted by forestry investors for
plantable hill ground, which may have longer term implications for hill farming communities
and the sheep farming industry. Notably, this demand is being driven by the investment
potential of forestry, both in relation to timber and forestry land markets and carbon market
potential, with carbon values a particular driver in relation to undertaking native/broadleaf
schemes on poorer quality ground. This also suggests that average farmland values across
the UK will be increasingly influenced by the value of hill ground, as opposed to the value of
better quality and arable land values (which has been the case in the past).

2.3. Risks and trade-offs associated with land acquisition for carbon
2.3.1 Risks and challenges of carbon markets and offsetting

Carbon markets primarily include compliance markets and voluntary carbon markets, both of
which have relevance to the UK context (see Box 1). In some cases, carbon credits can also
be used for ‘insetting’, where an individual (e.g. a farmer) or company acquires or creates
carbon credits through their own activities (e.g. woodland creation) to reduce their carbon
footprint, retiring credits under the Woodland Carbon Code or Peatland Code once they
have been verified.

To ensure carbon credits represent actual additional carbon sequestration or emissions
savings, the majority of offsets and insets are verified against standards, such as the
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Woodland Carbon Code (WCC) or Peatland Code (PC). However, for land uses, habitats
and practices not covered by existing standards (e.g. agricultural soil carbon), a small
volume of trading takes place, either for Corporate Social Responsibility purposes with
limited measurement, reporting and verification, or using third party verification bodies to
verify greenhouse gas abatement, although there are limits on the claims that can be made
by the buyers of these credits.

Box 1 Compliance and voluntary markets for carbon

Compliance markets for carbon aim to establish a carbon price by using laws or regulatory
frameworks (e.g. Article 6, Paris Agreement) to control the supply of permits which are traded
within a controlled emissions trading scheme, which incentivises emitters to reduce their emissions.

Voluntary carbon markets involve companies or individuals buying carbon credits (which can be
generated from emissions avoidance or carbon sequestration) to offset any emissions they are
unable to avoid creating (offsetting). These include the Woodland Carbon Code and Peatland Code
or international standards such as Verra and Gold Standard, where these cover land uses, habitats
or practices that apply to the UK

Carbon markets represent an important mechanism for generating future income streams
related to climate change mitigation (a key ecosystem service) and have become
increasingly well established in recent years, both in the UK and globally. Nevertheless, a
wide range of concerns have been raised in relation to the implementation of carbon
markets globally and their wider effects on land use change and communities. For example,
in some cases land acquisitions in the Global South by foreign investors, designed to take
advantage of carbon markets and offsetting revenues, have resulted in adverse outcomes
for local ecologies and livelihoods'®. The commodification of carbon via global markets can
disconnect carbon credit consumers from livelihood impacts for those living in or near the
offset plantations, limiting the potential of north-south market-based mechanisms as
solutions for climate change'®. While several large-scale emissions trading schemes have
been established in recent years1°7, in some cases these schemes have had limited impacts,
with a 2017 EU study concluding that 85% of the offset projects used by the EU under the
UN’s Clean Development Mechanism (CDM) failed to reduce net emissions'®.

A further concern relates to the scale of global demand for carbon offsets, with Oxfam
calculating that for global corporations to meet their collective net-zero pledges through
offsetting, this would require more than the entire area of farmland on the planet for tree
planting, with obvious implications for future conflict between global food security and
offsetting demand'®. Additionally, the multilateral nature of carbon markets can create
challenges for incorporating strict regulations (and effective oversight) relating to offsets into
policy, which is further exacerbated by varying legal interpretations of the legal status of
carbon credits between countries and the complexity of creating fungible carbon credits from
the range of very different land use activities around the world'"°.

In the UK, voluntary markets for carbon credits have been increasingly successful, with the
239 projects registered under the WCC by 2018 covering over 16,100 hectares and
projected to sequester 5.8 million tonnes of carbon dioxide over their project timeframes
(with additional credits of 1.2M tonnes being added annually)'"" Nevertheless, the PC cannot
currently supply enough projects to meet demand and the limited availability of land is a
constraint on the project pipeline for WCC projects''?. Furthermore, while carbon markets
clearly offer income potential, in most cases this is unlikely to be sufficient to replace current
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agricultural support mechanisms, with a carbon price of £50 per tonne potentially providing
the equivalent of around half of current CAP funding into the land system through verified
soil carbon and afforestation carbon credits (from public and/or private finance) (see Figure
5).

Potential yearly value of land-based carbon sequestration and emissions
reductions (in 2050) compared to current CAP payments3
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Figure 5 Projected yearly value of land-based carbon compared to CAP payments (Benton et al., 2022)''3

Notably, while considerable growth is expected in carbon markets, the average price for
carbon under the EU Emissions Trading Scheme for April 2020-2021 was £24.41/tCO2e,
with recent research suggesting that carbon would need to be priced at £40-£100/tCO2e to
accurately represent the cost of reaching net zero by 2050"'4. At current carbon prices, many
woodland and peatland projects may not be financially viable for land managers based
solely on carbon finance, although it is likely that this will change, if carbon prices increase
over time, as many market analysts expect''s.

Based on a modelling exercise to estimate the carbon balance and financial viability of five
different farm management scenarios, Savills also concluded that land managers are
unlikely to undertake land use change for natural capital objectives until carbon itself is
valued sufficiently highly to act as a counter-balance to productive agriculture®.
Nevertheless, when coupled with afforestation grants (assuming additionality requirements
are satisfied), returns from native woodland carbon schemes can offer a potentially attractive
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additional income stream for land managers, equivalent to £2700-6000 per hectare
(assuming a carbon price of £7-15/tCO2)*.

Critically, while UK companies are the third largest buyer of voluntary carbon offsets globally
(buying 5.9M tonnes or 5.7% of the global market for offsets in 2019), the bulk of these are
bought from overseas projects, with implications for the relative value of carbon credits from
UK based projects'"”. While future UK demand for carbon credits is predicted as growing
substantially, the relative verifiability and credibility of carbon credits and the environmental
credentials of the underlying land-based projects will be critical to ensuring high demand and
strong prices for UK-based carbon credits'®.

An important influence on the relative financial viability of natural capital improvements for
land managers relates to their ability to ‘stack’ public and private funding, to capture income
from multiple environmental services and related incentives and markets. The blending of
public and private funding via agri-environment schemes and ecosystem markets will be
critical for land use outcomes, the viability of many UK farm holdings and the successful
leveraging of private finance into the land use sector. Failure to design agricultural support
schemes without adequate consideration of natural capital markets poses several key
risks''®, including:

¢ Public funding may pay for work that would otherwise have been delivered by
markets, leading to an inefficient use of public money. For example, there is
evidence that Peatland Action has crowded out Peatland Code projects in some
parts of Scotland;

o If terms are attractive enough, environmental markets may crowd out public funding,
reducing uptake and influence. For example, there is evidence that dairy farmers in
England offered a milk premium for environmental work chose this consistently over
the available agri-environment scheme'?;

e Markets will favour certain services, sectors and locations creating winners and
losers, if public schemes aren’t designed to prioritise funding to address these
market failures; and

e The funding gap between current public spending commitments and the funding
required to meet policy aims from land use, including climate change and biodiversity
loss, may not be met and targets may be missed.

The uneven distribution of natural capital and related opportunities across land holdings in
the UK (see Section 2.3.3) creates a particular challenge for the development of new public
funding mechanisms, to counteract market effects which favour landholdings which: i) have
access to relevant natural capital opportunities on their land holdings; and ii) have the
capacity and ability to take relevant schemes forward, including paying transaction costs.

In some cases, risk factors (e.g. slow tree growth rates, windthrow risk, deer grazing
pressures etc.) can reduce land manager willingness to engage in relevant schemes.
Engaging with natural capital markets or related environmental support schemes is also
likely to require a greater degree of farmer input and an increased emphasis on the need for
business planning and increased requirements for support and guidance'?'. Additionally, any

* For a native woodland which could generate almost 400 tCOz/ha over 100 years, potential income from carbon
credits (at £7 to 15/tC0Oy) is £2,700 to 5,800/ha. Taking off the cash cost of involvement the net income could be
up to £5,000/ha (at £15/tCO3), although you still need to consider the time to undertake survey work and complete
documentation. For further information see Farm Advisory Service (2020) An Introduction to Woodland Carbon.
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potential future requirements for farmers and other landowners to reduce their own
emissions represents a constraint on marketing any verified carbon units from current
schemes, limiting direct income potential (but offering opportunities to ensure future
compliance with net-zero requirements and suitability for related support schemes).

A further barrier to engaging with carbon and other ecosystem markets and related financial
support schemes in many regions relates to the terms of agricultural tenancies (see Section
2.3.2 for extent of tenancies in the UK), which can limit the ability of tenants to access
funding from privately financed schemes (see Box 2). This has implications for the GHG
abatement potential of the land use sector, as the carbon removal capacity of land use
change is five times greater than the carbon removal capacity from on-farm measures (e.g.
agroforestry, soil management, hedgerows)'?2,

Box 2 Challenges for incentivising natural capital enhancement on tenanted agricultural land'?

Tenanted farms are an important component of the UK farmland resource, with around 28% of
agricultural land area in England tenanted, compared to 22% in Wales, and 24% in Scotland.
Tenancies are of even greater importance when considering the number of individual holdings, with
around half of all farms in England and Wales tenanted, with a smaller proportion (around 20%) of
farms in Scotland tenanted. Several key challenges exist in relation to incentivising natural capital
enhancement on tenancies, which include:

The length of the tenancy agreement may discourage farmers from participating in
activities or schemes which have long term payback timescales (with the average length of
tenancy having shortened in recent years, to just 2.9 years in England and Wales in 2018).
This precludes tenants from engaging in long term biodiversity or woodland carbon
agreements (which have the greatest potential for carbon sequestration), with tenant
farmers restricted to shorter schemes (e.g. for soil carbon or nutrient offsetting).

The terms of the tenancy agreement may prohibit any changes in land use activities (e.g.
restoration measures) or specifically prevent tenants from planting trees and/or stipulate
that the tenanted holding can only be used for ‘agricultural’ purposes.

In cases where tree planting may be allowed (or the landowner grants permission) the
ownership of the growing trees and/or any potential financial gains from related
support schemes may reside with the landowner rather than the tenants, unless
otherwise agreed in advance. Additionally, where natural capital values increase and
tenants are unable to take part of relevant related schemes or markets, the landowner may
choose to take the tenanted land back in hand to allow them to access the related
schemes/markets.

In Scotland tenants are required to seek permission from the landlord prior to
engaging in any change in land use and the landowner is entitled to claim compensation
where a change lowers the land value, which creates a perceived risk and a disincentive
for tenants to undertake land use change.

Undertaking natural capital schemes also presents challenges on common grazings,
due to the complexity of tenure arrangements (where commoners effectively control the
use and management of the land), which may restrict landowners from undertaking land
use changes relating to natural capital enhancement.

Furthermore, while voluntary carbon markets are expanding rapidly across the UK, there
remains a lack of well-developed markets (and buyers) for the full range of relevant activities
(e.g. riparian woodlands, species rich grasslands etc.), and the development of projects
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capable of delivering additional environmental outcomes and required investment returns
remains challenging. This is further exacerbated by uncertainty in the science of soil carbon
sequestration and soil carbon benefits from regenerative farming practices and the
permanence of soil carbon gains, which limits the amount of soil carbon which is verifiable
under current schemes'.

2.3.2 Market transparency, land values and land availability

How land markets function can have a direct impact on the relative accessibility and
availability of land for different groups in society'?. Access to land for individuals can be
affected by the general availability of land (what is marketed and the level of turnover), as
well as the value (price) of land and how land is marketed'?.

As apparent from the review of UK rural land market activity in Section 2.2, an increasing
proportion of land sales occur ‘off-market’'?”. However, this approach also results in land
being made available to a smaller pool of potential buyers, due to the lack of open
marketing, with a lack of clarity currently around the proportion of sales completed in this
way'?8, Furthermore, while a range of land market reports and indexes characterise UK land
markets, some uncertainty remains around the total volume of sales (including all off-market
transactions) and no fully comprehensive, publicly available index of land sales has been
developed which links sales to the motivations of buyers and sellers'?°.

Notably, regulation of UK land markets also remains limited relative to many other
countries'® with no direct government involvement in land acquisitions or restrictions on who
can own land, which (together with a favourable tax regime) facilitates considerable foreign
investment and ownership of land, with limited state oversight. This has resulted in a rise in
the number of foreign (often absentee) estate owners in Scotland in recent decades, with the
extent of foreign ownership quadrupling from 1970-1996 (to around 6% of ownership)'".
These factors have resulted in increasing calls for greater market transparency, to facilitate
wider market access and increase understanding of market activity'®2.

Rural land values are affected by a range of factors, including supply and demand,
commodity prices, productivity, infrastructural change, fiscal measures (e.g. taxation) and
land market regulations'. In addition, agricultural subsidies can capitalise into land values
thereby benefitting landowners through capital returns, although the magnitude of this varies
considerably between studies (and capitalisation into rental values may vary considerably
due to market effects)’®*. Furthermore, various factors can impede the capitalisation of
subsidies including land supply, greening requirements, market regulations, and the
existence of long-term tenancies'®. Previous studies have found similar capitalisation effects
for land values from conservation land management programmes with farmers, which
increased average farmland values between 2-14% depending on the region and relative
market demand'®.

In addition to the direct capitalisation effect of existing subsidies, land values may also be
influenced by speculation relating to future expectations for land-based support
mechanisms, including the likelihood of increasing support for ecosystem services delivery.
As apparent from recent UK land market activity, investment in land (and growth in land
values) is increasingly influenced by carbon offset and renewable energy potential, as well
as rewilding and afforestation motivations of new owners and the perception of an
increasingly favourable land-based support framework for these agendas. This apparent
shift is occurring within a wider context of rapid growth in global carbon markets'” and an
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increasing emphasis on investing in natural capital within the land management
community38,

As apparent from the dramatic increase in value for plantable hill ground in 2020-2021,
these wider market drivers are having a rapid and direct effect on land values, which is often
beneficial for existing owners (due to capital gain, increased collateral etc.). However, this is
occurring against a long-term backdrop of constrained land supply and an increasing
disparity between land values and farmland incomes/production capacity in the UK,
particularly for smaller scale farmers™®.

This can result in the exclusion of new entrants to farming and/or restrict some existing
farmers from expanding their farm business'#. This reflects wider conflicts between
initiatives to address barriers for new-farming entrants by releasing land held by public
bodies in Scotland and the need to increase afforestation to address policy targets''. Land
value effects, in combination with wider land use pressures, can therefore impact directly on
the long-term sustainability and vitality of the farming sector through potentially inhibiting
new farming entrants'#2. In addition to the constraint of high value, the increased emphasis
on off-market sales in the rural land market may also exacerbate the exclusion of certain
sections of the land market.

Critically, access to land represents the largest barrier for new entrants to farming in the
UK, reflecting the situation across much of Europe'“. The scale of existing holdings and
land transactions can also influence access to land, in relation to the availability of holdings
across a broad size range. In Scotland for example, based on a 2017 survey assessing
farmland demand, the Scottish Farmland Trust reported that 77% (989) of respondents
expressed a desire to establish an agroecological farm business and 71% identified access
to land as the most significant barriers. The majority (73%) of those interested in land
wished to acquire <20 hectares (for market farming), whereas the average farm size sold in
the UK in 2021 was 65 hectares'®. This suggests a supply-demand mismatch at the smaller
end of the market, which is compounded by increasing interest in smaller farms as lifestyle
holdings (Section 2.2.1).

Agricultural tenancies represent one alternative route into farming which circumvents the
need for large amounts of capital. However, the UK has experienced an ongoing decline in
the number of agricultural tenancies since the early 2000s (linked to agricultural reforms), in
addition to an ongoing decline in the length of agricultural tenancies influenced by policy and
market uncertainties'’. Scotland for example has one of the lowest proportions of rented
land in Europe and this fell from 41% of agricultural land in 1983 to 23% in 2014, with a drop
in secure tenancies and an increase in limited duration tenancies (up 16%) and Short
Limited Duration Tenancies (up 13%) over the same time period'®. This increasing
emphasis on shorter tenancies decreases the security of tenure for farm tenants, as well as
decreasing the incentive for investing in tenancies due to the longer-term uncertainty of
tenure. Tenants also face barriers to engaging with natural capital markets and support
schemes.

Importantly, emergent markets (e.g. natural capital, renewable energy etc.) offer
considerable opportunities for land managers to diversify their holdings and generate new
income streams. However, increased demand (including for lifestyle farms), limited supply,
high land values and increasing interest in land as an investment from a wider range of
actors, can combine to further consolidate landownership and constrain access to land for
new farming entrants#®, smallholders and rural businesses'®, with longer term implications
for rural communities and the farming sector'’.
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2.3.3 Landownership concentration and natural capital distribution/inequalities

The current period of growth in land values and constrained access to land in the UK is
occurring against a long-term backdrop of highly concentrated landownership, with over half
of England owned by less than 25,000 people and an estimated 18% of land owned by
corporations, including some based in offshore jurisdictions'?. This is further reflected in the
concentration of farmland ownership, with over half of English farmland consisting of large
farms run by around 15% of farmers who produce around 75% of the total farming output,
with the maijority of farmers running relatively small units with disproportionately lower
output'3,

This reflects a wider trend of increasing ownership of land and resources by large
agribusiness firms and financial interests, with landownership concentration rising across
Europe, with one percent of agricultural businesses controlling 20% of agricultural land in the
EU and three per cent controlling 50%'%4. This phenomenon is even more pronounced in
Scotland, where as few as 500 individuals own half and 1,252 individuals (or families) own
over two thirds (67%) of privately owned land in Scotland'®.

Importantly, the high degree of concentration of landownership in Scotland, which can be
exacerbated by land markets and high land values, has been identified in some cases as
impacting on the ability of rural communities to access land, which can constrain their
economic potential’®. A 2019 study in Scotland'’ identified several detrimental effects of
concentrated private landownership for rural development outcomes, including constraints
on accessing land for economic development and housing, negative impacts on community
cohesion, and insufficient opportunities for communities to influence major land use change.
While the positive socio-economic impacts of private estates have also been recognised’®,
the key over-arching challenge raised by multiple land reform reviews'® relates to the
concentration of social, economic and decision-making power (including around who can
access land and at what price) in the hands of a small number of large landowners, who can
have a considerable influence on rural community outcomes. The underlying values of
existing landowners or new investors in land and their level of local involvement, can play a
key role in shaping the environmental and socio-economic place effects'°.

These findings are reflected in Europe, where increased ownership of land by non-
agricultural corporate investors has also resulted in increased ownership concentration and
negative community effects, including loss of economic vitality and cultural identity'®!, which
in some cases conflicts directly with government policies to support redistribution of land
ownership to enhance societal well-being'®?. The increasing presence of large private or
corporate investors in farmland markets has also been associated with an erosion of smaller
scale multifunctional agriculture (and related public goods), towards a focus on perceiving
land as an investment commodity and maximising returns through production or
monetisation of natural capital'®®. Beyond Europe, several studies have documented the
negative impacts of concentrated landownership on economic development, food security,
education and housing provision'. For example, a study in Canada showed that, following
the 2007-2008 food crisis, new actors entered the farmland market (including investment
and pension companies), influenced by the liberalisation of local land laws in 2002 and
farmer retirements, with the resulting shift towards larger holdings and corporate ownership
marginalising smaller farmers and impacting negatively on community vitality, local services
and cohesion'®®, Critically, large-scale corporate investors have the capacity to out-compete
local farmers or new farming entrants for land, which over time can concentrate power and
resources in fewer hands — specifically ‘the entry of new actors changes the political and
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economic dynamics of access to and control of farmland, with consequences for family
farms of different scales, rural communities, and younger farmers’'®,

In a UK context, the buying power of corporate (and wealthy private) buyers is currently
evident in the high demand for plantable hill ground for forestry or natural capital investment.
This reflects wider conflicts between initiatives to address barriers for new-farming entrants
by releasing land held by public bodies in Scotland and policies to increase afforestation®’.
Notably, a 2019 survey'®® of 58 large investors found that nearly 50 per cent expected to
invest in owning land or forestry in the next five years, compared to about 37 per cent who
currently did, suggesting continued wider growth in demand for land. Nevertheless, while
investor interest in natural capital is clearly influencing land markets, this is occurring against
a longer term backdrop of agricultural restructuring in Europe®®, with smaller farmers often
amalgamated or farm tenancies taken back in hand to increase scale efficiencies, resulting
in a re-concentration of ownership in some areas'”. As such, while large-scale land
acquisitions by corporate or private investors have been shown as potentially influencing
landownership concentration (and related community outcomes), there is insufficient
evidence in a UK context to suggest that natural capital investment (in its own right) is
currently a major factor in the decline of hill farming communities. Furthermore, natural
capital markets (and related government support) may offer considerable opportunities for
both existing and new landowners to diversity their holdings.

Importantly, in addition to considering landownership concentration in relation to rural
community outcomes, this feature of landownership in the UK may also have fundamental
implications for the distribution of natural capital and related benefits. A recent study of
landownership and two specific ecosystem services (carbon sequestration and air pollution
removal) in Scotland"”" found that ownership of land providing comparatively high amounts
of carbon sequestration is relatively concentrated, whereas the role of smaller to medium
sized land holdings closer to urban settlements is more prominent for air pollution removal.
This highlights the central role a relatively small pool of landowners has in relation to the
future supply of natural capital, which in turn has implications for the future distribution of
land-based financial support for providing ecosystem services and how this reflects or
conflicts with wider public policy on land use, ownership and a just transition. Other studies
have found similar distributional issues for ecosystem services internationally, including in
highly concentrated ownership contexts'”2. Critically, the extent of landownership
concentration therefore has implications for policy design, particularly payments for
ecosystem services translate ‘defacto natural capital ownership’ income and wealth for
landowners’'”3, potentially reinforcing existing wealth disparities through the monetisation of
apparent ‘public goods’.

Concerns around equitable distribution of natural capital to an extent reflect previous
criticisms relating to the concentration of EU farming subsidy payments on large
landholdings, with the top 100 recipients of subsidies in the UK estimated to have received a
total of £87.9M in 2016 (which was more than the bottom 55,119 recipients received over
the same time period) and more than half of the total Single Payment Scheme budget was
awarded to the top 20 per cent of claimants'™. Issues relating to distribution of benefits have
also been raised in relation to windfarm developments on privately owned land, with
community windfarm funds commonly established to provide financial support to affected
communities. While such funds are effective in channelling funds to communities, they have
been criticised for failing to evolve into ‘significant tools of economic development’ to support
lasting change and revenue flows from such funds are dwarfed by the returns received
through direct community ownership of renewable energy schemes'”®.
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2.3.4 Land use trade-offs and challenges of land use transitions

Reflecting global pressures, including food security and the climate and biodiversity
emergencies, competition for land and natural capital has increased dramatically in recent
decades. The UK Committee on Climate Change identified the need for an unprecedented
transformation in use on 25% of all land in the UK by 2050, to address climate change
priorities and convert the land use system to a net sink for carbon'’®. Specific proposals
include:

¢ Increasing UK forestry cover from 13% to at least 17% by 2050 by planting around
30,000 hectares of broadleaf and conifer woodland each year;

e Encouraging low-carbon farming practices;

e Restoring at least 50% of upland peatlands and 25% of lowland peatlands;

¢ Expanding the planting of UK energy crops to around 23,000 hectares each year;

¢ Reducing food waste and consumption of carbon-intensive foods including beef, lamb
and dairy.

In addition, the UK Government has committed to protecting 30% of land for nature by
2030""". Delivering on these ambitions requires an estimated annual spend of £1.4 billion
(compared to UK CAP funding of £3.3Bn in 2018), proposed as being provided partly by
public funding and partly by the private sector through natural capital markets'’®.

Importantly, the land which is likely to be available for conversion to woodland, biofuels or
low-carbon farming is not evenly distributed across the UK, with some regions likely to see
much greater change in land use than others. A considerably larger proportion of agricultural
land in England is used for cropping (44%) than in Wales and Scotland, where over 80% of
farmland is grassland or rough grazing (with 60% of Scotland’s agricultural land classed as
rough grazing). Over two thirds of all farmland is also classed as Less Favoured Area (LFA)
in both Scotland and Wales, most of which is in the uplands (and in Scotland in particular,
often part of large landholdings)'”®. While food production in LFAs is largely unviable without
public support, these areas offer considerable potential for enhancement of natural capital,
with marginal agricultural ground in Scotland offering the greatest potential for woodland
expansion at scale'®. This reflects the current high demand (and values) for plantable hill
ground in Scotland, with upwards of 20% of existing agricultural land in Scotland likely to be
required for tree planting and growing biofuel crops to help offset GHG emissions™®’.

In purely biophysical (land capability) terms, Scotland has considerable potential to absorb
further forest expansion, with nearly three million hectares of land identified as suitable for
tree planting in 2020, which includes nearly half a million hectares of higher quality
farmland'®. However, marginal agricultural land is often designated for its landscape and
habitat qualities (which can preclude afforestation), with game management priorities in
many upland areas also representing a barrier to large-scale woodland creation, while the
use of higher quality farmland creates potential challenges for food security'. Furthermore,
in addition to overcoming cultural barriers to woodland conversion'*, a key future challenge
relates to understanding the interaction between soil carbon, woodland type and forest
carbon sequestration potential, and how the impacts of different afforestation strategies can
influence the contribution of new woodland to net-zero ambitions (and co-benefits such as
flood risk alleviation and water quality benefits)'®. In relation to restoration of previously
afforested peatlands (around 15% of the UK peatland resource), assessing impacts and the
suitability of restoration options from a net-zero perspective is hampered by limited data and
understanding of GHG emissions from afforested peatlands'®.
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Importantly, many of the most significant opportunities for peatland restoration also occur
within the UK’s LFAs, which highlights the need for a considered and site-specific approach
to land use transitions, which optimises both emissions reductions and carbon sequestration
outcomes'®”. Nevertheless, the scope for natural capital measures in LFAs (which also
exhibit the lowest average farm incomes and low productive output) represents a potential
opportunity for replacing long term LFA payments with both public and private funding for
ecosystem services provision, although the potential for returns is unlikely to be evenly
distributed due to variation in peatland distribution and planting constraints in certain
areas'®. Furthermore, many small farms may lack the resources and commercial skills to
enter into complex tailored funding agreements and new markets, or the capital to take on
the associated risks and transaction costs'®°.

Fundamentally, land use transitions are dependent on the willingness of land managers to
undertake change in their land management activities and business models, which in turn is
influenced by both existing and emergent markets and land-based financial support
measures. This has been evidenced in recent decades by the abandonment of marginal
land for livestock farming in many parts of the UK and Europe, influenced by previous
changes to direct farm support under the Common Agricultural Policy'®®. Fundamentally,
these policy shifts have reduced the feasibility and viability of more intensive grazing
regimes in LFA regions'', which has implications in terms of agricultural decline/farm

collapse, as well as the perceived attractiveness and viability of alternative land uses'®.

In addition to farming interests, game management represents an important land use in
many upland regions of Scotland and parts of England and often represents a key part of the
underlying rationale for private estate ownership'®. These activities generate employment,
often in relatively remote areas and (where undertaken commercially) provide a return to
support ongoing management and ownership of many private estates'®*. Driven grouse
shooting has faced increasing pressure and scrutiny in recent years in relation to association
with the illegal persecution of raptors and the impacts of grouse moor burning practices on
carbon release and water flow and quality'®. This has led to calls for greater uptake of
‘walked-up’ shooting as a less intensive alternative, as well as proposals to regulate grouse
moors through licencing, which has now been adopted as policy in Scotland but not yet been
implemented"®®.

These concerns and wider drivers for land use change have led to increasing consideration
of viable alternative land uses in areas currently managed primarily for sporting objectives'’.
For example, it has been demonstrated that native woodland establishment and habitat
conservation are economically viable alternatives to grouse moor management, but have
potentially lower local employment impacts and require an increased reliance on public
funding'®. Productive forestry may also represent a viable alternative on some grouse
moors, however this is heavily constrained by biophysical factors, peat depth and statutory
designations, with over 40% of grouse moors in Scotland identified as unsuitable for forestry
and over 80% identified as having very limited flexibility for the growth and management of
tree crops'®.

Critically, wider recognition of the importance of peatland restoration, woodland creation and
biodiversity enhancement, has also led to increasing interest in rewilding (i.e. large-scale
habitat restoration). In recent years, an increasingly strong business case has been put
forward for rewilding on privately owned land, based on capitalising on future public funding,
green investment opportunities and diversification including nature-based tourism?. This
offers potential for significant wider public benefit, through biodiversity gains and wider
environmental improvements at large scale?°'. Nevertheless, a recent study of several large-
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scale rewilding initiatives in Scotland concluded that there was limited evidence of the
inclusive participation of people in rewilding decisions, reflecting previous concerns around
concentration of decision making power and barriers for communities for influencing
decisions relating to major land use change?®2.
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3. Policy options for reducing risks and enhancing positive impacts
of natural capital investment

This section synthesises the evidence on risks and opportunities relating to land acquisitions
for carbon and other forms of natural capital to develop five key themes and 16 policy

options. These are summarised in Box 3 and have been refined for presentation in this final
report, based on the discussions at the round-table event.

Box 3 Sixteen policy options for enhancing opportunities and reducing risks

THEME 1: Land market transparency, regulation and best practice in land acquisitions

e Option 1: Building an evidence base on land market activity through regular independent
market assessments (including off-market sales).

e Option 2: Guidance on rights and responsibilities for investors entering the UK land market.

e Option 3: Consideration of formal approval processes for land acquisitions, including a
public interest test for new land sales over a set threshold.

THEME 2: Participatory and collaborative approaches to natural capital investment
e Option 4: Provision of guidance and training for land managers on community engagement,
to improve decision outcomes for communities.
e Option 5: Further support for alternative landownership models, including community
ownership, and collective private ownership models and community-owner partnerships.
e Option 6: Assessing the potential for community natural capital funds, to ensure benefits
from investment are shared fairly between public, private and community interests.

THEME 3: Supporting access to land for nature-based land uses

e Option 7: Facilitating joint venture mechanisms to increase access to land and natural
capital funding including (i) contract farming; (ii) partnerships; (iii) share farming; (iv)
tenancies; and (v) leasing arrangements.

e Option 8: Addressing barriers to tenants engaging in ecosystem markets, including
encouraging contracts that allow tenants to participate in natural capital schemes.

e Option 9: Exploring fiscal instruments that could facilitate diversification of landownership,
including income tax relief for new entrants, changes in liabilities for non-domestic rates,
inheritance tax and capital gains tax, and development of a Land Value Tax.

THEME 4: Values-led, high-integrity ecosystem markets

¢ Option 10: Expand and enhance high-integrity carbon and ecosystem markets through
developing new accredited codes for different land uses and ecosystem services.

e Option 11: Developing carbon buyer checks to ensure land is only used for carbon offsetting
for residual emissions when a buyer has done everything feasible to reduce emissions at
source.

e Option 12: Development of a coordinated policy framework in each UK country* on the
design, governance and operation of ecosystem markets and their alignment with land-
based support that ensures consistent UK-wide operation of ecosystem markets without
distorting effects from different subsidy regimes in each country

e Option 13: Development of a UK advisory body to ensure oversight of carbon credit
projects, make recommendations on additionality requirements and monitor and enforce
compliance with rules and guidance.

THEME 5: Rural land use frameworks, redistributing support and incentivising landowners

e Option 14: Further develop the potential for place-based, collaborative approaches to the
application of natural capital markets in parallel with public support mechanisms, including
through testing a data-driven, natural capital accounting approach.

* There is already work underway on this framework, as set out most recently by the UK Financing Nature Recovery roadmap.
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e Option 15: Application of a redistributive approach to post-Brexit public payment
mechanisms where feasible, to facilitate wider distribution of benefits across the land
management sector to address issues of landownership concentration and capitalisation of
support payments on larger landholdings.

e Option 16: Development of knowledge exchange and training for land managers, in addition
to increased advice and guidance, relating to engaging with natural capital markets and
related environmental support schemes (and undertaking related assessments).

In the following sub-sections, a box is included to explain how and why the policy options
were refined on the basis of the round-table discussions. A full summary of the key points
from the round-table discussion about each option is in Appendix 5.

3.1 THEME 1: Land market transparency, regulation and best practice in land
acquisitions

Option 1: Building an evidence base on land market activity through regular independent
market assessments (including off-market sales).

Thoughts from round-table participants:
¢ Important information gathering exercise but may not lead to immediate change.
¢ Need for data about off-market transactions, before and after completion.
e Continued need for information about who owns land.
o Transparency will lead to change but needs to be legislated.

The increasing occurrence of off-market land sales across the UK and the lack of an
independent and comprehensive reporting process for land sales result in a lack of
transparency and uncertainty around the total volume and extent of land sales (and drivers
of sales and acquisitions). Improving the transparency and relative accessibility of land
markets therefore requires an enhanced evidence base, to ensure the effects of any
measures taken in the future to increase transparency or regulate markets can be assessed.

Importantly, land market transparency and regulation are relevant beyond discussions of the
influence of natural capital on land markets. However, investor interest in natural capital may
influence the extent of corporate or foreign investment in land in the UK. To increase
understanding of these factors in Scotland, the Scottish Land Commission commissioned
research in 2022 to assess recent rural land market activity and the influence of natural
capital investment in the land market®. This work, along with ongoing independent market
assessments (as suggested in Option 1), offer scope for identifying how trends in the land
market may be influencing landownership outcomes and the influence of changes in
regulations on the land market.

X The project outputs will propose a replicable methodology for gathering data on rural land market
activity in the future.
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Option 2: Guidance on rights and responsibilities for investors entering the UK land market.

Thoughts from round-table participants:
o Level of impact depends on the ‘weight’ of the guidance — a voluntary approach may be
ignored.
e Guidance could be linked with an accreditation of land stewardship.
e An easily accessible register is desirable.
e Alist of priorities that investors must adhere to would be helpful (and also welcome
investors).

Opportunities exist to develop guidance which sets out rights and responsibilities for new
investors entering the UK land market. Building on previous protocols established as part of
the Land Rights and Responsibilities Statement, the Scottish Land Commission published a
protocol in 2020 on transparency of ownership and land use decision making?®®, which sets
out the responsibilities of all parties in relation to ensuring appropriate measures are
undertaken to ensure information about who owns and controls land is publicly available,
including setting out future requirements for landowners and land managers to contribute to
both the Land Register?** and the forthcoming Register of Persons Holding a Controlled
Interest in land?%s,

Given the increasing interest in land acquisition for natural capital and the importance of
natural capital and related ecosystem services within land use and wider climate change
policy, there would appear to be a further opportunity to establish interim guidance or a
protocol on the responsibilities and expectations for all parties involved in large scale, land-
based investments in natural capital, potentially including guidance on expectations around
community involvement in decisions relating to large-scale land use changes.

Option 3: Consideration of formal approval processes for land acquisitions, including
a public interest test for new land sales over a set threshold.

Thoughts from round-table participants:

e A clear and usable public interest test offers great potential for win-wins.

e The definition of public interest and the details of the test are very important.

o There may be potential to connect the test to the LRRS on a statutory basis. Or, the Land
Registry could require evidence of a test pass for entry into the Register.

e Progress towards this is currently slow and developing it would be time-intensive.

e Public interest tests could/should include current owners to confirm adherence with
responsibilities on a regular basis.

¢ Questions remain about the political feasibility/legality of this option.

e Public interest test could stipulate that land transfers are conducted in the public domain
(links with Option 1).

e Concerns that this option may stifle innovation — needs a balance (links with Option 12).

Regulatory measures for controlling land markets may offer scope for increasing
transparency around large-scale acquisitions and reducing risks around acquisitions relating
to potential negative impacts on communities and/or the environment. One such measure
which was included in legislative proposals to the Scottish Government by the Scottish Land
Commission in 2021, is the requirement for a public interest test for all new land sales over
10,000 hectares?®. If implemented, proposed acquisitions would be subject to an
assessment of potential risks arising from the creation or continuation of a situation in which
excessive power acts against the public interest. In the case of a sale failing to satisfy the
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test, the sale could be halted or conditions attached (e.g. selling off land for housing or a
legally enforceable management plan) to mitigate potential negative effects.

There is considerable precedent for such measures in international contexts, with a 2018
study on interventions to manage land markets around the world finding that some form of
approval existed in relation to who can control land in 18 out of the 22 countries studied and
12 of the countries required land acquisitions by foreign investors to be formally approved
before completion to assess the potential public interest impacts (e.g. on communities or
food security) related to land purchases?®’. Other interventions to regulate land markets
identified in international contexts related to: upper and lower area limits; owner
characteristics and land use requirements; pre-emptive rights to buy land; and measures to
reduce land fragmentation. This study concluded that, based on the experience in other
countries, developing a formal approval process relating to the purchase of land or property
in Scotland ‘would not be unusual and may present an opportunity to consolidate what is in
the public interest, in terms of who can own land’. Nevertheless, landowning interests have
raised concerns relating to the compatibility of the proposed legislation with human rights
law?%8, This reflects concerns that state intervention in land transactions in Germany may
conflict directly with the German constitution that protects the freedoms of citizens to sell
private property, suggesting a cautious approach is required in relation to developing legal
interventions in land and property sales?®®. On the other hand, James Mure QC, writing for
the Scottish Land Commission recently concluded that “experience in other countries, and
an understanding of Scots law and procedure, show that there is no obvious barrier in law to
the introduction of reforms of the type discussed by the Scottish Land Commission in its
recent papers”?'°,

3.2 THEME 2: Participatory and collaborative approaches to natural capital
investment

Option 4: Provision of guidance and training for land managers on community engagement,
to improve decision outcomes for communities.

Thoughts from round-table participants:
e This would be easy to implement and should be best practice, linked to SLC protocols or
similar.
Guidance and training should be universal and authoritative.
Potential for this option to become part of chartered accreditation/CPD.
Guidance should extend beyond land managers to all market players.
Need for professional advice for new landowners to understand the community context.
(links to Option 16).

Both established and new landowners play a critical role in relation to land use change and
the wider development of rural areas, with several studies highlighting the central role
landowners play in influencing long term outcomes for rural communities?''. This
fundamental distribution of power is the primary reason that the accountability of landowners
has been identified as a key factor in overcoming barriers to wider involvement of
communities and individuals in land-based activities?'2. Critically, an increasing emphasis is
evident in research and policy in recent years, on the importance of developing engagement
and partnership-working between landowners and communities to resolve barriers to
delivering local sustainable development outcomes?'3.

36



Reflecting this emphasis on community-landowner relations, the Scottish Government
published their guidance for land managers (public or private) on engaging communities in
decisions relating to land?™ in 2018, which places an emphasis on the importance of two-
way communication, through the greater collaboration and engagement that Scottish
Ministers expect between those who make decisions about land and the local communities
that are affected by those decisions. This reflects a wider policy emphasis in Scotland on
community empowerment (e.g. within the Scottish Land Use Strategy and legislation relating
to land reform and community empowerment in Scotland). Community engagement is also
enshrined within Principle 6 of the Scottish Land Rights and Responsibilities Statement
(LRRS) published in 2017, which, states that, ‘There should be greater collaboration and
community engagement in decisions about land”, which led to the development (in 2019) of
a specific LRRS Protocol on community engagement in decisions relating to land?'°.

These existing frameworks and recent research offer scope for application in relation to
large scale land acquisitions for carbon and/or in relation to large-scale land use transitions
on existing landholdings, particularly in relation to reducing the potential for conflict and
strengthening landowner-community relations. Pro-active, structured engagement (e.g.
workshops) with communities and visible landowner representation, can decrease estate-
community disconnect, release community capacity, knowledge and entrepreneurial energy,
open access to new resources, reconnect people with the land and ensure robust decision-
making?'. Importantly, this increasing emphasis on effective community-landowner working
is likely to require further training for land managers (particularly in relation to large scale
land use change) in participatory approaches and implementing the existing frameworks for
participatory approaches, with knowledge sharing between the community landownership
sector and private landowners also offering scope for learning around empowering
communities?'’.

Option 5: Further support for alternative landownership models, including community
ownership, and collective private ownership models and community-owner partnerships.

Thoughts from round-table participants:

e Considered worthwhile and necessary, regardless of the other options.

e A clear commitment to community landownership would not interfere with carbon markets.

e Building capacity is important for the success of this option.

e A Kkey challenge is the ongoing rise in land prices and this option therefore needs public
support.

e Outside Scotland, in other UK nations, communities should first be given the right to buy
public land before the private sector, with public money supporting purchases.

e Align this option with related policies such as planning gain to unlock markets for
community landowners.

¢ Resolve legal issues that impact the ability of communities to purchase land.

Considerable opportunities exist for more empowering approaches to large scale land
management for natural capital through alternative models of landownership and tenure. In
both Scotland and the wider UK, an increasing emphasis on community ownership of land
and assets offers particular opportunities, with nearly 3% of Scotland now under some form
of community ownership, including community ownership of large rural estates, woodlands
and other assets?'®. This has been supported and enabled through legislative measures
(including the 2003 and 2016 Land Reform Acts, which include various mechanisms through
which communities can acquire land with or without a willing seller) and advice and funding
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from a range of organisations, including the Scottish Land Fund?'®. In many cases
community land trusts have developed innovative approaches to addressing the climate
emergency, including managing and enhancing their natural capital assets.

Existing and emerging large-scale ecosystem restoration initiatives being undertaken by
community landowners in Scotland include: an innovative partnership between NatureScot’s
Peatland ACTION initiative and the Carloway Estate Trust?? to facilitate peatland restoration
across Lewis and Harris; and the development of a thirty-year partnership between the
Assynt Foundation and Woodland Trust Scotland??', to create a mosaic of new native
woodlands, peatlands and riparian areas across the 17,806 hectares community owned
estate. These examples demonstrate the potential for communities to take forward natural
capital enhancements at large scales, which offers future scope to contribute to community
wealth building through the existence of established community anchor organisations.

A review of international experience of community, communal and municipal ownership of
land??2 further highlighted the potential for greater application of different models of
collective, municipal and communal ownership in a Scottish and wider UK context. This
review highlighted the potential for greater development of ‘hybrid’ models of ownership or
partnerships involving communities (of place and of interest), non-governmental
organisations, private landowners and the state. Existing partnership models developed in
Scotland under the National Forest Land Scheme for shared delivery of community forest
management offer a relevant starting point for such initiatives, with the potential for
community-NGO partnerships for enhancing natural capital also highlighted by the Assynt
Foundation and Woodland Trust Scotland partnership??. In addition to organisational
partnerships, some recent large-scale habitat restoration initiatives have utilised a
crowdfunding model, which aims to facilitate an ethical return on investing in ecosystem
improvements through a mass ownership company??.

Option 6: Assessing the potential for community natural capital funds, to ensure benefits
from investment are shared fairly between public, private and community interests.

Thoughts from round-table participants:

e There is a need for clearer definitions and wider understanding of community wealth
building (CWB).

e This option could be ‘bolder’ because CWB requires policy change in many areas.

e Develop this to recognise multiple scenarios of investment and that not all created value
can be distributed.

e This option (and Option 5) relates to ethical/philanthropic considerations which can lead to
CWB side-lined as a niche approach.

e ltis important to align investor and other business interests, as well as develop an appeals
process.

Collective private models of ownership, equivalent to the state incentivised model of
collective private forest ownership in France, may have potential in a Scottish context. Such
approaches offer the potential for building new frameworks of collaborative land
management and challenging the prevailing culture of exclusive private ownership of land
and assets, as well as delivering wider public benefits through taking landscape scale
approaches to management.

Shared or hybrid models and direct community-owner partnerships offer potential
frameworks for effective sharing of financial benefits from natural capital initiatives, with
38



community-based approaches to payments for ecosystem services having been applied in
some international contexts??%, but with varying degrees of success linked to the relative
strength of underlying property rights, power dynamics, and institutional capacity. Alternative
approaches to generating community benefits from natural capital investment are also likely
to be required in certain cases, including Community Wealth Building and/or community
natural capital funds to distribute funding for reinvesting in local economies for long term
benefits.

3.3 THEME 3: Supporting access to land for nature-based land uses
Option 7: Facilitating joint venture mechanisms to increase access to land and natural
capital funding including (i) contract farming; (ii) partnerships; (iii) share farming; (iv)
tenancies; and (v) leasing arrangements.

Thoughts from round-table participants:
e Strong agreement with this option.

e These could align with a land matching service and have associated grant/loan funding.

e This option could encourage tenants and/or landowners to initiate joint ventures.

e Supporting new farmer co-operatives could be a solution, with members able to have
shares in these organisations and impacts on wider policy reform.

A range of important opportunities exist for increasing access to land for new farming
entrants, to mitigate potential negative effects of landownership concentration and enhance
opportunities for natural capital enhancements at smaller scales, as a counter-balance to
larger scale land acquisitions for natural capital. A recent review of opportunities for
increasing the availability of farmland for new entrants in Scotland??® explored several
models for joint venture approaches to farming (Option 7), including (i) contract farming; (ii)
partnerships; (iii) share farming; (iv) agricultural tenancies; and (v) leasing arrangements.

While contract farming was viewed as a capital intensive route into farming and share
farming was poorly understood in terms of the underlying legal structures, the new Modern
Limited Duration Tenancy was highlighted as promoting a partnership between landlord and
tenant and the report proposed the development of a ‘land matching service’ to support
partnership models for new farming entrants, which has since been taken forward in
Scotland??’, with previous established examples in both Ireland??® and England??°. The
service facilitates collaboration between farmers and new entrants, through pairing
individuals who are offering land with those seeking land and business opportunities.
Importantly, these models offer potential for capitalising on the productivist orientations of
many farmers, with research in Ireland?® and Europe?*' showing that outgoing farmers often
select buyers or lessees based on hon-monetary motivations, including social interactions,
concern for the environment and agricultural landscapes and the potential for allowing the
owner to retain some continued involvement in farming.
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Option 8: Addressing barriers to tenants engaging in ecosystem markets, including
encouraging contracts that allow tenants to participate in natural capital schemes.

Thoughts from round-table participants:

¢ Noted that the Tenant Farming Commissioner (Scotland) is developing guidance for the
agri-holdings sector.

¢ Need for a practical approach because while the tenant has exclusive access, they will
need to work with the landowner (and vice versa).

¢ Inertia in Scotland in relation to capital works on farms and taking strategic decisions (e.g.
related to diffuse pollution).

e Potential to conflict with the terms of a tenancy, which may be to the detriment of the
landlord.

e Potential for collaboration across farm businesses through new codes (e.g. hedge land
carbon codes) rather than extensive land use changes.

Despite the decline in the number of agricultural tenancies (and the reducing average
duration of tenancy agreements) across the UK in recent decades, tenancies continue to
represent an important route into farming, particularly for those with limited capital. To
address some of the constraints and limitations of tenancy arrangements in relation to longer
term decision making the UK Climate Change Committee proposed a potential review of
tenancy legislation to ensure it is fit for purpose in relation to contributing effectively to net-
zero targets and ensuring tenants are able to participate easily in new systems for public
payments. Several recent reviews?*? have also proposed tax interventions to encourage new
farming entrants, with a particular focus on income tax relief for tenants, which has been
applied successfully in Ireland to ease the passage for new entrants into farming.

A critical area for enhancing opportunities for tenants and distributing the benefits of natural
capital investment more widely, relates to addressing barriers to tenants engaging in natural
capital markets or related schemes. A recent study by the Green Alliance?* identified
several opportunities for facilitating greater tenant involvement in natural capital schemes
and markets, including:

o A greater emphasis on developing bespoke agreements to allow tenants to
participate in natural capital schemes and share risks and rewards with landowners.

e Ensuring land value estimates incorporate natural capital, to ensure any natural
capital enhancements are more likely to increase the land value (reducing tenancy
value loss risks);

e Introducing minimum length Farm Business Tenancies to enable tenants to engage
with a wider range of ecosystem service schemes and markets and safeguard
tenants from increasing rent prices in the case of environmental improvements
resulting in an increase in land value;

o Discouraging short term tenancies by restricting inheritance tax relief to tenancy
agreements of ten years or more.

e Ensuring that it is straightforward for tenants to enter new land-based support
schemes (e.g. ELMs) and access related public funding linked with natural capital
enhancement.

e Ensuring natural capital markets or enhancement schemes can facilitate shorter term
commitments (e.g. schemes for nutrient offsetting or water quality improvement)
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The UK Committee on Climate Change?** also identified the need for clear guidance on
tenant compensation for any improvements made during a tenancy agreement period, to
encourage tenants to make longer term investments which benefit both parties. Notably,
while common grazings can pose challenges for natural capital schemes, landowner-
commoner agreements are possible, with the National Trust in England (who manage
66,000 hectares of common grazings) working with commoners to facilitate low carbon
management through reduced grazing intensity?%

Increasing interest in nature-friendly farming combined with the increasingly limited
availability of land has resulted in the emergence of new third sector organisations to
address this challenge, including the Scottish Farm Land Trust?¢ (SFLT) in Scotland, which
aims to increase access to land for small-scale, ecological agriculture by purchasing land
held in trust and renting it affordably to new entrants. This approach reflects models in other
countries (e.g. Terre de Liens in France, the Agrarian Trust in the US and Bioboden in
Germany). These organisations can act as hubs for receiving public and government
support, establish cooperatives and networks and support training and innovation?®’.

Option 9: Exploring fiscal instruments that could facilitate diversification of landownership,
including income tax relief for new entrants, changes in liabilities for non-domestic rates,
inheritance tax and capital gains tax, and development of a Land Value Tax.

Thoughts from round-table participants:
e Generally considered as a good option and that fiscal instruments are essential.

e There is a need to incentivise private investment in peatland restoration.

e Land prices could be determined according to carbon sequestration potential.

e Concerns about changing tax systems.

e A better approach may be to remove land from Capital Gains Tax and Inheritance Tax in
favour of a predictable recurring tax on land values.

¢ Inturn, this may make it easier to incentivise behaviours.

¢ Uncertainty about true long-term land values is a potential risk to private sector investment.

¢ One participant suggested extending Social Investment Tax Relief to cover community
agriculture, aquaculture and restoration/rewilding structures

e Another suggested introducing inheritance tax relief for nature restoration sites, but to
mitigate land price inflation, reduce relief for commercial forestry/intensive agriculture
correspondingly

Notably, in addition to favourable taxation for tenants, the potential also exists for using fiscal
instruments to facilitate diversification of landownership, both in Scotland and further afield.
Land in Scotland (and forestry activities) currently benefits from a wide range of tax
incentives, including reduced liabilities for non-domestic rates, inheritance tax (through
Agricultural Property Relief and Business Property Relief) and capital gains tax (through
rollover relief). These facilitate and encourage investment in land due to the favourable
taxation environment, with alterations to these measures potentially influencing investment
trajectories and (longer term) land values?®.

In particular, tax incentives that enable unbroken transfer of land ownership (e.g. inheritance
tax relief) across generations could be reduced to diversify patterns of land ownership over
the longer term. The fiscal environment around land and land use (including forestry,
agriculture and renewable energy) may therefore benefit from review, particularly in relation
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to whether current measures are consistent with wider policy objectives relating to land
reform, community empowerment and rural development. The development of a land value
tax (a tax levied on the value of unimproved land) has also been proposed?*® as a potential
measure to curb the growth in land and property prices and reduce speculation in land and
property markets?*°. Additionally, while most community bodies have charitable status, which
offers similar tax exemptions, providing further tax incentives on community ownership or
purchase of land could increase the number of communities exercising control over land?*'.
However, when considering these options, it will be important to consider the balance
between the development or reform of mechanisms to enable benefit sharing between
landowners, tenants and other rights holders, versus more fundamental reforms to land
tenure.

3.4 THEME 4: Values-led, high-integrity ecosystem markets

Option 10: Expand and enhance high-integrity carbon and ecosystem markets through
developing new accredited codes for different land uses and ecosystem services.

Thoughts from round-table participants:
e Seen as essential for driving private investment into natural capital.

e There is an urgent need for a Soil Carbon Code within this option.

¢ Need for clear guidance and definitions for land managers, given the different carbon
accreditation schemes.

e Communities should be empowered to identify the assets they could own, e.g. in a benefit
sharing model.

e Modern digital market infrastructure could be a feature of this option.

e There is currently little detail in the WCC and others on wider environment and society
factors. Few investors will ‘dig enough’ to find this information.

e One participant suggested moving away from voluntary carbon markets and towards a cap
and trade system that would incentivise land-based businesses to reduce carbon
emissions in a similar way to the current emissions trading scheme, which does not
currently cover this sector.

Driven by increasing demand for natural capital investment opportunities (globally and
nationally), a wide range of markets are emerging in the UK relating to regulating pollution,
enhancing biodiversity, managing flood risk and sequestering carbon (or reducing emissions
through habitat restoration). Carbon markets have experienced rapid recent growth and
investor interest and considerable potential exists for building on existing voluntary carbon
markets in the UK (e.g. the Woodland Carbon Code and Peatland Code) and expanding the
domestic market through the development of new high integrity codes accredited by UKAS
(United Kingdom Accreditation Service), for a range of ecosystem services, habitats and
land uses, to provide assurances to both buyers and sellers that GHG reductions and other
ecosystem services are real, additional and permanent. Work is already underway to
develop new carbon codes for application in a variety of contexts including relating to farm
soils, hedgerows and saltmarshes (see Box 4).

Importantly, effective scheme development (and credible verification) requires an increased
focus on building the underlying evidence base on the carbon performance of different
systems under different land management regimes. Collectively, these emerging schemes
offer scope for enabling a wider range of landowners (of different sizes) and land managers
to generate income from natural capital over both shorter and longer term timescales?+2.
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Depending on the availability of other funding, support could be targeted via the forthcoming
Investment Readiness Fund in Scotland, in coordination with the investments already made
by the Environment Agency’s equivalent fund in England, to ensure codes operate
successfully at national scales in parallel with each other.

Box 4 Opportunities for new carbon market mechanisms in the UK

e Development of a Farm Soil Carbon Code is being led by a consortium managed by the
Sustainable Soils Alliance with FWAG South-West, SRUC, University of Leeds and others
funded by the Environment Agency’s Natural Environment Investment Readiness Fund
(NEIRF). They expect to launch a pilot code in late 2022, which will focus initially on arable
regenerative farming practices (but could be adopted to include other aspects in the future);

e The Wilder Carbon standard has been developed by Kent Wildlife Trust and is due to be
launched and piloted in March 2022. It will enable the generation of carbon credits from
rewilding activities including woodland creation, peatland restoration and other forms of
restoration, using metrics developed by the WCC and Peatland Code, and requiring the
collection of biodiversity data using Defra’s biodiversity offsetting metric. In contrast to other
UK domestic carbon markets, it requires buyer checks to ensure those investing in projects
have done everything possible to reduce emissions at source before offsetting their residual
emissions. It also has unusually long minimum contract lengths of 100 years, or 50 years with
conservation covenants that would ensure projects are effectively permanent;

e The development of a Saltmarsh Code is being led by the UK Centre for Ecology and
Hydrology with RSPB, Jacobs, SRUC and others funded by NEIRF. The goal is to enable the
generation of carbon credits from saltmarsh restoration. The group will either adapt a Verra
code for application in the UK in the first half of 2022 or pilot a UK Code in late 2022;

e The development of a Hedgerow Code is being led by the Game and Wildlife Conservation
Trust’s Allerton Project. While its initial development will focus on carbon in above ground
biomass and soils, projects will monitor biodiversity benefits for potential use in Biodiversity
Net Gain and similar programmes. There is no date set yet for the launch of the code;

e Adur District & Worthing Borough Councils were awarded NEIRF funding to explore carbon
market opportunities for sea kelp restoration; and

e The Woodland Carbon Code are in discussion with a team applying for NEIRF funding to
explore the potential to extend the scope of the Code to include agroforestry, or develop a
stand-alone Agroforestry Code.

e The Scottish Wildlife Trust’'s Riverwoods project is exploring the potential to finance the
creation of riparian woodland via carbon markets. Given that the riparian zone itself is too
narrow to qualify under the Woodland Carbon Code, it is likely that this would need to be
done as part of a wider floodplain afforestation programme, which may be designed to
attenuate flooding or help improve water quality, to be eligible under the Code. There are
existing examples of riparian woodland planted as part of wider adjacent planting schemes
already financed under the Woodland Carbon Code;

e Although there are also no UK domestic carbon markets that focus on species rich
grasslands, there are a number of international voluntary carbon markets that have
developed methodologies that could in theory be adapted for use in the UK (e.g. BCarbon
and Verra’s VM0026 Sustainable Grassland Management methodology). The UK Farm Soil
Carbon Code could also be extended in future beyond its current arable focus to include
conversion to species rich grasslands, given the evidence of soil carbon benefits from both
conversion and nutrient management on existing grasslands.
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Option 11: Developing carbon buyer checks to ensure land is only used for carbon
offsetting for residual emissions when a buyer has done everything feasible to reduce
emissions at source.

Thoughts from round-table participants:

e This should be a high priority, but it would be hard to verify/enforce (particularly in relation
to international investors).

e Suggestion to consider limits on foreign buyers.

e This option may need a central UK regulator (linking to Option 13).

e A robust panel of experts with transparent guidelines could undertake buyer checks but the
market should pay through higher fees from ecosystem markets/codes.

o With regard to carbon, an approach to providing evidence that companies are following a
mitigation hierarchy would counter accusations of greenwash (linking to Options 9 and 13).

¢ One participant noted that a consistent and objective set of criteria would be welcome but
that individual land-owners and/or project developers may find it hard to develop the
expertise to navigate ESG statements to decide who is doing ‘enough’. If the short-cut is to
require third party certification, there’s a risk of excluding SMEs from the market who may
be doing lots but haven’t got the resources to get certified.

Importantly, to reduce any unintended negative effects and ensure the integrity of carbon-
based investments, the inclusion of buyer checks (i.e. corporate social responsibility
components) to ensure that land used for carbon offsetting is only used to offset residual
emissions (as opposed to simply offsetting existing emissions)?*3. The direct involvement of
landowners in the design and development of new market mechanisms also offers potential
for minimising risks and increasing future scheme uptake (as well as identifying other
opportunities for future schemes).

Option 12: Development of a coordinated policy framework in each UK country*i on the
design, governance and operation of ecosystem markets and their alignment with land-

based support that ensures consistent UK-wide operation of ecosystem markets without
distorting effects from different subsidy regimes in each country.

Thoughts from round-table participants:

e Seen as ‘probably essential’ due to the requirement for blended finance to deliver public
goods.

The question arises around how much regulation should be involved.
e Need for structure and regulation in the market and there are risks of secondary trading.

e Makes sense to have the same rules across the UK for the different codes (links to Option
13).

The emergence of such a wide array of voluntary carbon markets and the need to ensure
the potential associated benefits are well distributed across the land management sector,
suggests an increasing need for an over-arching policy framework to provide a strategic
approach to the design and operation of relevant schemes which aligns with wider relevant
policy (e.g. the Agriculture Act and Environment Act in England, and the Scottish Agriculture
Bill) and addresses the challenge of designing future agricultural support schemes which
facilitate access to private investment through natural capital markets. Such approaches
also require coordination of policies across the UK to ensure markets are of sufficient scale

i There is already work underway on this framework, as set out most recently by the UK Financing Nature Recovery roadmap.
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and standardised effectively to ensure they are attractive to investors and avoid unequal
benefits/impacts and competition between different UK countries?#4.

This may include a benchmarking (or accreditation) system for private sector-led ecosystem
market standards and schemes, to ensure the integrity of new markets as they develop.
Those that meet benchmarks could then be signposted, for example via the UK
Government’s Environmental Reporting Guidelines?®. In this way, it would be possible to
direct both buyers and sellers to the most rigorous standards and schemes, stimulating a
“levelling up” of lower integrity standards and schemes, and tie these standards to fiscal
incentives, including higher tier agri-environmental subsidies such as ELM.

In addition to voluntary carbon market mechanisms, there is considerable scope for further
development of emissions trading within a UK context as well as greater use of auctioned
carbon contracts*, particularly in relation to providing funding for afforestation (i.e. through a
levy on GHG emitting industries). Notably, forestry carbon credits are currently excluded
from the EU Emissions Trading Scheme (ETS), but scope exists for the UK to develop a
separate trading scheme for forestry or include it in a UK-wide ETS if the UK leaves the EU
ETS?4. The inclusion of forestry carbon credits within a UK ETS offers considerable scope
for accessing financial support for tree planting and is consistent with the ‘polluter pays
principle’ and carbon credit value could be underpinned by a floor price to reduce risk and
enhance incentives to participate?*.

Option 13: Development of a UK Advisory Body to ensure oversight of carbon credit
projects, make recommendations on additionality requirements and monitor and enforce
compliance with rules and guidance.

Thoughts from round-table participants:
e Seen as ‘required’ but also problematic and politically risky. It is uncertain whether all four
nations will agree and maintain agreement in the long-term.
e A UK oversight body would be useful for overseeing the credibility of UK-badged schemes.
e Preference for a UK advisory body rather than a co-ordination body.
e This should be ‘broader than carbon’ and facilitate wider ecosystem services markets.

Reflecting the increasing need for a coordinated approach to governance and oversight of
carbon markets, the Green Alliance has proposed the development of an office for carbon
removal, to oversee the growth of the carbon market across the UK and ensure that carbon
market mechanisms are deployed sustainably to achieve net-zero, with responsibility for: i)
ensuring that delivery mechanisms, are robust and credible and carbon credits from land
based solutions are not available to offset unnecessary emissions elsewhere in the
economy; ii) oversight of carbon credit projects to ensure up to date information is available
on market development over time; iii) assessing and making recommendations on
additionality requirements for carbon credits on a continuing basis (as farming practices
change and evolve); iv) establishing clear rules and guidance on the claims that can be
made by different actors in carbon markets, and procedures to monitor and enforce
compliance?4.

Xil For example Defra and the Forestry Commission launched the Woodland Carbon Guarantee in 2019, which provides long term
certainty to investors in woodland creation. This is enabled through providing scheme participants with the opportunity to sell the
carbon credits at a guaranteed price to Government, with an option to sell on the open market if the market rate is higher. Bi-
annual auctions are planned between 2020 and 20254 with £50 million currently committed to the scheme.
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3.5 THEME 5: Rural land use frameworks, redistributing support and
incentivising landowners

Option 14: Further develop the potential for place-based, collaborative approaches to the
application of natural capital markets in parallel with public support mechanisms, including
through testing a data-driven, natural capital accounting approach within RLUPs in Scotland.

Thoughts from round-table participants:

e Considered ‘essential’ and an ‘admirable aim’ but encouraging less formal collaboration is
likely to be a worthwhile intermediate process.

e There is a significant opportunity to give RLUPs a regulatory role and to give weight to land
use planning.

e RLUPs are bringing landowners around the table to hear community views. Although this is
voluntary and they are not bound to listen to communities, it is believed that early
indications are positive, suggesting that landowners are being influenced.

e There is a need to facilitate farmer groups to consider future agricultural policy (linking to
Option 15).

An important opportunity for managing land use trade-offs and distributional issues relating
to natural capital, relates to the development of collaborative approaches to land use
decision making. In particular, the variability and specificity of land use pressures requires
that ‘place-based’ approaches be developed, incorporating policy instruments that are more
flexible in adapting to the local context, including delivering payments for ecosystem
services?”. In Scotland, these challenges are being addressed through the development of
Regional Land Use Partnerships (RLUPs), which aim to facilitate collaboration between local
and national government, communities, landowners, land managers, and wider
stakeholders, to help achieve Scotland’s climate targets through land use change and the
management of natural capital™.

The development of democratic, accountable decision-making structures such as RLUPs,
offers scope for managing the complexity of supporting ecosystem services delivery through
managing policy conflicts and trade-offs between different services and natural capital
stocks®. In practice, this can include the development of a data-driven approach to
assessing and monitoring ecosystem services and natural capital, as the basis for deciding
priorities for land use and targeting public support measures and harnessing natural capital
markets at local levels®®'. These collaborative approaches reflect international design
principles for co-governance®?, which recognise the potential for adaptable, representative
and locally embedded governance structures for supporting the mediation of stakeholder
interests and the emergence of innovative approaches to policy and practice®®.

* Five RLUP pilots have been tasked by Scottish Government with producing Regional Land Use Frameworks
(RLUFs) by 2023, using a natural capital approach. This requires RLUPs to consider key natural assets and the
benefits these provide to communities and the regional economy.

46



Option 15: Application of a redistributive approach to post-Brexit public payment
mechanisms where feasible, to facilitate wider distribution of benefits across the land
management sector to address issues of landownership concentration and capitalisation of
support payments on larger landholdings.

Thoughts from round-table participants:

e Seen as important but needing more detail.

e This may be more challenging to implement than Options 14 and 16.

e There is a risk of redistributing support to land managers who are not generating public
benefits.
There needs to be a cap on very large payments.
There should be more flexibility in how public payments are delivered so that public and
private finance can be blended appropriately.

e |t was questioned whether planting support should be based on need, noting that current
support could be driving up land prices.

In parallel with collaborative, regional approaches to land use decision making, the design of
future public support mechanisms for land use offers scope for addressing distributional
issues related to landownership concentration and capitalisation of support payments on
larger landholdings. Specific measures which could be adopted in the UK in post-Brexit
agricultural policy include redistributive farm payments®, mandatory capping of payments*"
(agreeing upper limits to total payments for farm holdings) and degressivity (progressive
reduction of payment rates above a certain level i.e. top-slicing)®**.

The broader shift away from direct support for production also offers greater scope for
expanding environmental payment schemes and linking support payments to environmental
conditionality measures, with different UK regions potentially adopting different measures
over different timescales according to their specific constraints and priorities?*°. Collectively,
these measures have the potential to reduce land market distortions through reducing the
direct link between subsidies (and their impact on marginal land returns) and the land®®°.

The shift towards a payments for ecosystem services model requires the development of
effective approaches to combining public and private finance, including through auctioned
contracts (e.g. for afforestation and carbon sequestration) and greater use of voluntary
natural capital markets, with public funding being used to encourage land uses which are
less viable based on market mechanisms alone (e.g. peatland restoration, re-wooding
upland catchments etc.). In practice, targeting of public funding for ecosystem services
provision requires improved monitoring and assessment of ecosystem services and the
development of effective decision support systems®*. It is within this blended public-private
finance context that regional land use frameworks such as RLUPS, offer scope for
developing collaborative approaches to capturing private and public funding (e.g through
collective bidding for landscape-scale ecosystem services funding or Biodiversity Net Gain
finance opportunities). Importantly, while such schemes offer greater scope for building a
public money for public goods model, they are inherently complex and risks exist in relation
to ensuring actor participation, incorporating a sufficiently wide range of ecosystem services,
and ensuring data and modelling needs are met®®,

* Redistributive payments under the EU Common Agricultural Policy involve providing additional support to all hectares below a
certain threshold (e.g. the first 20-30 hectares claimed for receives elevated support). Countries can currently allocate up to 30%
of their national income support budget to a redistributive payment. This provides additional support to small farmers, as a higher
proportion of the hectares on their farms will qualify for the higher payments.

*i For a fuller discussion of the potential for capping farm payments under the EU Common Agricultural Policy see here.
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Option 16: Development of knowledge exchange and training for land managers, in addition
to increased advice and guidance, relating to engaging with natural capital markets and
related environmental support schemes (and undertaking related assessments).

Thoughts from round-table participants:

e Seen as a good idea that is easy to implement.

e There is a need to bring together all relevant data sources to aid decision making and
planning.

e There is also a need for an overarching policy framework to help align planning policy
(linking with Option 12).

¢ Knowledge exchange is already being developed (e.g. by the Soil Association), but there is
a need to have a single clear source, and that needs a procurement process for
governments to properly resource and commission.

e There is the opportunity to develop a community of practice, particularly within the public
sector.

The potential complexity (e.g. monitoring requirements, scheme length and commitments
etc.) of new public and market-based mechanisms for supporting land use, places a greater
emphasis on the importance of developing support and training for land managers
(particularly at smaller farm scales) and ongoing knowledge exchange, on aspects such as
carbon market opportunities (and monitoring processes) and evolving opportunities relating
to grants and incentives®®.

While LSLAs and changes in landownership often represent opportunities for land use
change, the successful wider implementation of land use policy objectives relies heavily on
ensuring policy goals and related incentives and market mechanisms (including natural
capital) are aligned with the motivations, attitudes and values of existing owners and
managers of land®°. Furthermore, as international research has shown?®', increasing
interest in land from a wider range of actors with non-farming motivations (e.g. lifestyle or
investment oriented owners), creates greater uncertainty around uptake of incentives and
land management measures by new owners.

Importantly, emergent opportunities relating to incentives and markets are commonly
assessed by land managers in relation to their compatibility with existing business models
and the potential uncertainties related to timescales or the potential for scheme failure (e.g.
failure of a new woodland carbon scheme)?2. As a result, whether new opportunities are
adopted relates to perceived risk and trust, with recent studies highlighting the potential of
peer-to-peer communication and engagement through land manager social networks for
improving shared understanding of payment for ecosystem services approaches®®. In
particular, early adopters of new ‘innovations’ can play a key role, followed by ‘late’ adopters,
who decide on whether to adopt a new opportunity (e.g. woodland carbon markets) by
monitoring their peers®*.

In addition, effective leadership and knowledge transfer at regional scales offers potential for
influencing land managers through their networks over time, which offers scope for driving
incremental change and challenging embedded land use models. In addition to their role in
supporting data-driven, collaborative decision making, regional frameworks therefore also
have the potential to play a key role in increasing land management uptake of support
mechanisms for land use change, including through the provision of well-informed locally
based advisory services, collation of high quality data on ecosystem services and natural
capital and the development of training and knowledge transfer for land managers and wider
stakeholders.
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4. Conclusions

The UK is currently entering a period of large-scale land use transition, driven primarily by
global challenges, including the climate change and biodiversity emergencies and food
security concerns. The extent of change envisioned by the UK Committee on Climate
Change is unprecedented, in terms of both the scale and speed of change required, with
current estimates proposing that 20% of agricultural land in the UK will need to be released
from agriculture before 2050. Critically, due to wide variability in land type and agricultural
land quality, the changes in land use systems envisioned by 2050 will not be evenly
distributed across the UK, with plantable areas of marginal agricultural land and areas of
peatland soils (often in Less Favoured Areas with lower production capacity), offering
particular scope for transitions to afforestation and peatland restoration for example, which
may have implications for communities and existing land use outcomes in these regions.

Converting the UK’s existing land use systems to approaches which reduce emissions and
facilitate large-scale carbon sequestration, is envisioned as being enabled by a combination
of changes to public support mechanisms for land use (e.g. increased support for
afforestation and peatland restoration) and payment for ecosystem services provision. We
have seen the emergence of mechanisms which facilitate markets for natural capital (e.g.
the Woodland Carbon Code and Peatland Code) as well as the emergence of communities
of practice to support knowledge sharing and transparent deliberations, such as the Nature
Finance Pioneers Network in Scotland. This, together with the related potential for facilitating
private investment in restoring ecosystems and the services they provide, represents a
critical part of the financial rationale for enabling large scale land use transitions in the
absence of funding under the EU Common Agricultural Policy in the future. As identified in
this report, natural capital markets (and specifically carbon markets) have potentially
increased the viability of large-scale land use transitions (e.g. rewilding) on estates and land
use change at smaller scales, including in relation to woodland creation and/or adoption of
low-carbon farming practices on hill and low ground farms.

Importantly, while voluntary markets for natural capital are developing at pace in the UK (and
globally), uptake of related opportunities remains limited by low carbon prices and market
complexities, including a limited evidence base on the carbon benefits of certain forms of
land management (e.g. the soil carbon implications of regenerative farming). In relation to
woodland carbon schemes, uptake has also been hindered by the long term and committing
nature of woodland carbon schemes (and perceived risks relating to scheme failure), as well
as structural barriers including tenancy agreements restricting tenants from becoming
involved in woodland creation and/or other funding schemes or markets relating to natural
capital.

Due to the high degree of landownership concentration in the UK (and particularly Scotland),
declining numbers of agricultural tenancies and the limited accessibility of land for new
farming entrants, the income generating potential associated with natural capital investment
is unevenly distributed across the land management sector and society more generally. In
this regard, natural capital is providing a new lens for examining existing structural
inequalities relating to concentration of landownership and decision-making power and
related outcomes for communities. The wider context for large-scale land acquisitions is
therefore key to any assessment of the associated risks and opportunities. These
acquisitions can offer major scope for facilitating land use transitions (e.g. large scale
woodland restoration) and inward investment, due to new owner motivations, private
finance, available public funding and emerging markets, while in parallel potentially
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reinforcing existing barriers to accessing land and/or excluding communities from land-use
decision making processes. These concerns are reflected internationally, with increased
acquisitions of farmland (or ‘land grabbing’) by non-agricultural investors in Canada and
Germany associated with reduced community resilience and cohesion.

How land markets function (in terms of who can access the market, values over time and
market controls) can act as an important influence on the relative accessibility of land over
time. Off-market sales represent an apparently growing proportion of market activity in the
UK, which may act to exclude certain potential buyers in favour of others (e.g.
institutional/corporate investors known to be active in the market). Additionally, while a range
of information on land market activity exists, the lack of a comprehensive, independent land
market assessment (combined with the high degree of off-market activity) creates a degree
of uncertainty around current market activity and related drivers of sales, acquisitions and
land values.

Despite some uncertainty around current land market activity, the data summarised in this
review illustrates several key recent trends in UK land market activity, including
comparatively low supply (which reflects a longer term trend) and high levels of demand for
farmland in recent years, resulting in increasing average per/hectare values for most land
type. Some of the most dramatic growth in values has occurred for plantable hill ground and
forestry (stocked) land, which has resulted in overall average farmland values being
increasingly driven by values for plantable land, which has had a particular influence on land
values in Scotland, where demand for plantable land is particularly high.

This has been driven by the long-term investment potential of forestry, natural capital
markets, timber markets and policy drivers for afforestation. Investment and natural capital
values are also acting as an increasingly important driver of estate sales, including by
corporate buyers, driven by increasing interest in offsetting through peatland restoration and
woodland creation. Notably, long term investment potential has become an increasing driver
of land acquisitions, with the relative profitability of a holding having declined in importance
(as a driver of value) in recent years, with non-farming investors having become increasingly
important at both the smaller (lifestyle buyers) and larger ends of the market
(investment/corporate buyers).

Critically, while it is clear that natural capital markets and wider investor interest in carbon
off-setting and green agendas are driving market interest and in particular land values for
plantable land (and peatlands), there is currently limited evidence in relation to what the
wider outcomes of this are for rural communities and economies and how this varies based
on the resulting land use outcomes (e.g. estate or farm based rewilding versus investment
oriented productive mixed forestry). Nevertheless, based on international evidence and
wider contextual challenges, including landownership concentration and limited access to
land, there would appear to be a range of potential risks associated with large-scale land
acquisitions in a UK context, including the potential for concentrating benefits associated
with natural capital. This highlights the importance of developing effective and well-aligned
market-based and public-support mechanisms to counteract existing structural barriers and
avoiding inherent policy conflicts and ensure land use transitions are viable across a wide
range of land managers and holding types and sizes.
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Appendix 1 Evidence review method and themes of enquiry

Due to the breadth and complexity of the topic, a narrative review was undertaken, using expert
opinion to identify and collate available evidence relating to the three main research objectives (for the
full set of search terms see Table 1 below). While a considerable evidence base exists on the broader
context (e.g. land use change, landownership, communities etc.), evidence which relates specifically
to the effects of land acquisitions for carbon is more limited. The factors which are likely to shape the
outcomes of any land acquisition are also multi-faceted and complex, as they may include
behavioural factors, economic constraints and incentives, cultural aspects and environmental
opportunities and concerns. In addition, while carbon markets represent an important current driver,
land acquisition decisions often take multiple factors into account, including the relative value and
importance of other forms of natural capital (e.g. biodiversity). For these reasons, the review has
maintained a relatively broad scope, based on identifying relevant evidence of interest to the main
research questions that can inform the roundtable discussion and provide an evidence base for the
development of any subsequent policy and practice options.

To set out the context for the roundtable discussion, the review sourced published and unpublished
reports and evidence relating to large scale land transactions for carbon (or transactions influenced
more broadly by natural capital investment drivers) in the UK. This included a range of publications
from land agencies on rural land market activity and current owner and investor motivations (and
likely future trends). International evidence has also been collated and assessed where relevant to the
review research objectives.

The evidence searches undertaken to support this review have predominantly focused on more
recent material (from the last 10 years, unless particularly relevant and alternative sources are
limited). The evidence base includes published material (journal articles, scientific reports etc.), grey
literature and unpublished material, including (where relevant and of sufficient quality) shorter relevant
articles and media reports, to capture aspects of the wider narrative of relevance to the themes of
enquiry. The approach to identifying and collating evidence used two main search engines: Google
Scholar and Scopus. Two researchers undertook evidence searches using the terms and themes in
Table 1 below, with some combined searches undertaken in Scopus. This approach was deemed
suitable due to the narrative review approach and potential relevance of a broad range of both
academic and wider grey and unpublished material, due to the highly current nature of the activity and
debates relating to land acquisition for carbon. All relevant sourced material was collated in a
spreadsheet database.
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Table 1 Themes of enquiry and potential areas of relevant evidence

Theme of Enquiry

Key components (areas assessed for evidence)

Q1. The current extent of
large-scale land
acquisition for carbon (and
potential future trends).

Land markets (farmland, estates, forestry sales/acquisitions)
Evidence/data on influence of natural capital/carbon investment
on land transactions (and extent of private/off-market
transactions);

Landowner and investor motivations (for sales/retention);
Future land acquisition trends/role of natural capital

Q2. Risks and trade-offs
associated with large scale
land acquisition for carbon.

Impacts on land values and knock-on impacts on land availability
for farm tenants, communities and individuals;

Biodiversity, food-security and environment (trade-offs);
Re-concentration of landownership and limiting distribution of
benefits from land (e.g. local carbon benefits);

Centralisation of decision-making processes.

Q3. Key opportunities
(emergent schemes,
mechanisms, policies and
behaviours) related to
reducing risks and trade-
offs, for large-scale land
acquisition for carbon.

Regulating land markets/acquisitions (e.g. a public interest test
for large acquisitions); market transparency; best practice

Carbon markets; carbon pricing; managing natural capital risks;
market transparency; offsets and emissions; regulation
Enhancing/expanding existing carbon mechanisms (WCC, PC);
Local natural capital investment; social equity and ecosystem
services; benefits sharing between public, community and private
interests (e.g. ownership diversification, community wealth
building, participatory decision-making);

Novel shared (public-private) ownership or investment models
for carbon/natural capital (e.g. tenant agreements, leases, joint
ventures, crowd funding, collaborative schemes);

Land sharing approaches/natural capital additionality;

Options for assessing co-benefits for other ecosystem services
and communities;

Existing owner/manager carbon/investment behaviours
(knowledge exchange etc.)
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Appendix 2: List of organisations/groups invited to the roundtable
event

Policy community
Scotland:

Natural Capital team, Scottish Government

Rural Land Use Partnerships team, Scottish Government
RESAS, Scottish Government

Land Reform team, Scottish Government

NatureScot

SEPA

Scottish Forestry and Woodland Carbon Code

Highlands & Islands Enterprise

South of Scotland Enterprise

Just Transition Commission (Scotland)

England:

Soils team, Defra

Green finance team, Defra
Strategic Land Use team, Defra
Natural England

Katherine Birdsall

Wales:

e Land, Nature and Forestry Division, Welsh Government
o Natural Resources Wales

Northern Ireland:

e Department of Agriculture, Environment & Rural Affairs, Northern Ireland

UK:

e JNCC
e UK Committee on Climate Change

Investment and financial advising community

Federated Hermes International
Finance Earth

3Keel

Forest Carbon

Future Forests

Triodos

Green Finance Institute

Bunloit and Beldorney Estates
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Environmental NGO community

Sustainable Soils Alliance
John Muir Trust

Scottish Wildlife Trust
Wildlife Trusts UK
National Trust for Scotland
RSPB

Scottish Futures Trust
WWF Landscape Finance Lab
Peatland Code

Nourish Scotland

Ulster Wildlife

Land management community

NFU

NFUS

Moorland Association

Moorland Forum

Country Land and Business Association
Scottish Land & Estates

Galbraiths, Savills, Bidwells and Central Association of Agricultural Valuers
Cairngorms National Park Authority

Forestry & Land Scotland

Scottish Tenant Farmers Association

English and Welsh Tenant Farmers Association
Borders Forest Trust

Scottish Water

Tillhill

CONFOR

Scottish Woodlands

Crown Estates

Community Land Scotland

Rural communities

Scottish Rural Action

Scottish Crofters Federation

Crofting Commission

Scottish Community Alliance

Community Woodlands Association
Community Land Trust Network

Rural Community Network, Northern Ireland
Action for Rural Communities in England
Rural Youth Project
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Appendix 3 Farmland values and comparative investment

performance of land

Farmland value dynamics (Savills 2021)?65

Farmland market value dynamics across Great Britain 2021
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st Midlands

Prime arable 2.3%
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Prime dairy 3.5%
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All land types 1.8%
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Farmland and forestry comparative investment performance (Savills 2018)2%¢

Comparative investment performance
Farmland and forestry have delivered healthy investment performance over the long term
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Let farmland includes farmland, residential and commercial assets on rural estates and farms. Data is from
a variety of sources including Savills own databases and analysis, MSCI, Defra and KITCO. The Farming
Top 25% returns are modelled for high performance arable farming. The model takes into account the
capital value of land and tenant’s capital, but excludes the residential element. Net income and tenant’s
capital is derived from Defra/FBS data and the land value from Savills Farmland Value Survey.



Long term UK farmland price performance Knight Frank (2021)%"

LONG-TERM FARMLAND PRICE PERFORMANCE (£/ACRE) - TO Q1 2021
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Source: Knight Frank Farmland Index (England & Wales)

FARMLAND CAPITAL VALUE CHANGES VERSUS OTHER ASSET CLASSES

ENGLISH PRIME CENTRAL UK HOUSE PRICES FTSE100 GOLD

FARMLAND LONDON (NATIONWIDE

RESIDENTIAL PRICE INDEX)

N O E

3-MONTH 0% 0% 1% 4% -12%
12-MONTH 0% -3% 6% 18% -5%
5-YEAR -12% -17% 16% 10% 43%
10-YEAR 16% 12% 41% 14% 36%
20-YEAR 256% 125% 175% 19% 577%

Source: Knight Frank Research
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Appendix 4: Summary of round-table participants views on risks
and opportunities

Analysis of data gathered through workshop Mural boards. Loosely structured based on different
themes from workshops, nuanced by themes emerging from the data.

Land uses

RISK 1- market dictation of land uses may lead to less land available for other less profitable
land uses. This includes land for conservation, local social and economic development, and
the agricultural sector.

e There is uncertainty as to the extent to which land use for carbon sequestration can be
integrated or ‘shared’ for other land use goals.

e There is the potential for productive agricultural land to be used for carbon purposes, with
implications for farm and croft land and their tenants, as well as broader considerations of
food security.

e There are increased barriers, financial and otherwise, to new entrants in the agricultural
sector.

RISK 2- Instability and uncertainty in the immature market for carbon credits may lead to land
owners or managers making land use changes which are not in their long term interests

e Land owners or managers may be enticed by buoyant markets, only to receive a lower return.
Alternatively, they may sell their carbon credits early, without realising their full worth.

e Uncertainty about value, legal rights to the ownership of carbon credits may lead to legal
wrangles or a wariness about entering into the market in the first place.

OPPORTUNITY 1- Reconsider land uses to incentivise an integrated approach to meeting a
range of goals at scale

e Assess potential for land use changes (‘land sparing’), e.g. grouse moors to food production
and grazing land to carbon storage

e Develop ‘land sharing’ approach to integrating ecosystem services, carbon capture (trees and
peatlands), renewable energy, livestock/agriculture, community usage, biodiversity, etc. for
mutual benefit

e Provide financial incentives to adopting integrated approaches at scale

OPPORTUNITY 10- Utilise planning system, combined with Regional Land Use Partnerships, to
designate certain areas as available for carbon sequestration

¢ Integrate local planning considerations with national targets for land use, working within the
RLUP framework in order to designate land use at scale.

e Collaborative working across scale and policy areas may be challenging, but will bring a
range of perspectives around the table in order to facilitate a Just Transition and enable
finance to be directed into the market in sustainable ways.

e Designation of land as not suitable for carbon will spare it from the overheated market and
allow more affordable land for other land uses (e.g. housing), as well as preserving some
landscapes as free from potential afforestation.

Distributing and delivering benefits

RISK 3- The market for carbon will not benefit communities. Indeed, dependent on its
functioning, the market may negatively affect the life, culture and development of
communities.

e There was concern as to how this market may affect crofting land and related culture.
¢ Communities may lose other valued land assets, as well as heightening barriers to land
acquisition for young people to live and work.
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o While there is talk of community benefit payments, there is no certainty as to how much these
will be, and whether they will be seen as adequate in offsetting the potential detrimental
impacts.

RISK 4- Collaboration will be insufficient to share benefits of carbon market, potentially risking
broader acceptance and adherence to land use changes. This may be due to the capacity or
willingness of communities or land owners/managers to engage in such a complex
collaborative partnership, or of the markets to support them in doing so.

e Both land owners/managers and communities would need the capacity to engage, possibly
requiring training and/or a facilitator/broker.

¢ Investors with no interest in non-financial returns or the sharing of profits may be unwilling to
collaborate in its delivery. Crofters and tenant farmers may be unwilling to change land uses/
behaviours/ farming practices.

e The ongoing nature of the collaborative partnership would need to navigate power dynamics
within the community and between the community ‘body’ and investors/ owners/ managers.
There is a risk that power imbalances could affect mutual benefits.

e Community engagement would need to be guaranteed in some way. It would also be
susceptible to the same risks of any community involvement- reliance on certain individuals,
potentially leading to lack of representation and/or volunteer burnout.

e Collaborative partnerships may be less institutionally stable and there is a risk that markets
may be wary of them

e If community engagement or benefits are not considered sufficient, or the scheme is
considered to priorities profits over public good, local people may not adhere to land use
changes and jeopardise both the potential for carbon sequestration and the related financial
benefits.

OPPORTUNITY 2- Achieve a ‘Just Transition’ through engaging local people in planning and
discussions around the carbon market, and returning benefits to those most affected and in
most need of social and economic development

e Economic opportunities (direct employment and new business sectors) can be developed,
especially in rural areas, to revitalise and repopulate communities otherwise heavily reliant on
agriculture

e Communities should play an active role in land use discussions, with genuine authority to
affect how surrounding land is owned, managed and used. Mechanisms encouraging and
simplifying joint ventures could formalise ongoing relationships and lead to better design and
longevity.

¢ Financial compensation to, and involvement of, communities should be integrated into
legislative and market mechanisms, while affordances should be made for access and
recreation opportunities. These should be designed as ‘standards’ or ‘good practice’
regulations.

e State intervention in the market may ne necessary in order to achieve these goals. The scale
of this intervention could be up to, and including, the nationalisation of the sector.

OPPORTUNITY 3- Design mechanism to allow agricultural tenants to make land use changes
and benefit from carbon market

e May require a new legal relationship between tenants and landowners, perhaps a formal
model of shared governance

e Private and public funding mechanisms would need to be designed to allow tenants to
engage in, and benefit from, change

Land ownership and management

RISK 5- The carbon credit market will compound and exacerbate structural issues of
concentrated land ownership.
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o Benefits will be enjoyed by small cohort of large-scale landowners.

e Requires more of a focus on existing owners, not just new ones, was the continued ownership
of this land entrenches and widens inequalities.

e Absentee and other new landowners may be unaware of their responsibilities on the land, or
the risks involved in land ownership.

¢ In the absence of adequate planning controls or requirements for owner-tenant agreements,
the objectives of landowners will be unfettered by the needs of tenants, communities or the
common good.

OPPORTUNITY 4- Use the new carbon market as a vehicle through which to change the way
that land is owned and managed

e Control and regulate previously unfettered and untransparent land market

e Impose public interest test for both existing and new owners of large land holdings

e Expand new models of land ownership and governance, including community landownership
and collaborative mixed-sector ownership, to encourage more local accountability

e Support all forms of owners to pursue ethical and sustainable land management practices

e Encourage integration of policy documents, including Land Use Strategy, Land Rights and
Responsibilities Statement and NPF4.

OPPORTUNITY 8- Use the carbon market as justification to reform fiscal policy related to land

o Use fiscal levers to incentivise carbon management and investments in a just and sustainable
manner

¢ Inheritance and capital gains tax are in need of reform, and could be restructured to
incentivise community collaboration

e Progressive land tax to reflect scale of landholdings and/or provision of tenancies to new
entrants

e Taxation on carbon emissions could tip the financial balance so that it is no longer cheaper to
offset emissions than to reduce them. This will both generate tax revenue and reduce the
‘heat’ from the current market for land for carbon sequestration.

The functioning of the carbon market

RISK 6- A lack of transparency in the carbon market leads to uncertain responsibilities and
accountability.

e Corporate owners may be able to evade scrutiny, accountability and responsibility
e Liabilities may be placed on tenants and communities without their full understanding

RISK 7- The international market in landownership and carbon credits allows wealth to be
extracted from the country, while not contributing to the national efforts to reach net-zero

e The sale of carbon credits abroad does not help in the offsetting of domestic emissions,
jeopardising efforts to reach net-zero.

¢ International wealth extraction is contrary to the principles of community wealth building, the
Just Transition and the consideration of carbon credits as a national asset

RISK 13- Regulations and standards are not effective, sufficient or robust enough to ensure
compliance and achieve overall environmental goals

e Buyer checks may be difficult to operationalise and could be open to distortion if self-certified.
A mechanism would need to be implemented to prevent the double-counting of offsetting.

e |If offsetting is not combined with emissions reduction, it could risk a lack of action on the latter

e Standards would need to meet international core principles or risk undermining trust and
investment in carbon markets

e Risk of ‘greenwashing’ if regulation is not robust, independent and well-funded.
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e There is arisk of tension or disconnect between the UK government and devolved
administrations due to potential overlaps in policy competence. Effective regulations and
standards requires coherent authority oversight.

OPPORTUNITY 5- Design mechanisms to reliably account for carbon commitments, capacity
and transactions to improve transparency, robustness and trust in the system

e Utilise new technological concepts (e.g. blockchain) to account for carbon market in a reliable
and transparent manner

e Ensure accuracy in the calculation of the carbon storage potential of peat, as well as the
consequences of planting trees on shallow peat, in the pursual of carbon credits.

OPPORTUNITY 7- New approach to investment and financing to deliver broader social and
environmental returns

e Integrate communities into investment vehicle to build trust and facilitate Just Transition.
Could come in the form of shared ownership models, collaboratively governed by community
landowners or other community enterprises.

¢ Investments can deliver multiple benefits dependent on local needs, and may be better
rewarded for delivering other local socioeconomic or environmental benefits

e Opportunities for land owns and managers to participate in markets without selling land (e.g.
selling the carbon rights to their land for a fixed period)

e Combining different sources of finance between sectors — including local organisations, public
and private sector, and individual investors across the world — to balance outcomes and share
benefits

Environmental considerations

RISK 8- The focus on the market for sequestering carbon takes the focus off reducing carbon
emissions and may lead to other negative externalities

o Offsetting emissions is cheaper than reducing them, allowing companies to take no action on
the latter, risking further environmental damage.

e Carbon sinking may lead to land use changes which affect food production or other uses

e Large-scale tree planting may affect water quality and other aspects of the life of surrounding
communities, while doing nothing to promote social justice or equity

e Some scientific models of estimating carbon storage capacity are unproven and may lead to
inaccurate results and ultimately an overestimation of carbon storage.

RISK 9- The focus on the market for sequestering carbon takes the focus off biodiversity and
other ecosystem services

e The favouring of monoculture tree planting for financial benefit can negatively affect nature,
communities and biodiversity

e Alack of understanding of soil carbon may lead to carbon being emitted when planting trees

e Other ecosystem services are not taken into account.

OPPORTUNITY 6- Accompany market for carbon capture with necessity for emissions
reduction and equivalent for other ecosystem services

e Valuing other ecosystem services in a similar manner will encourage pursuing multiple
beneficial outcomes simultaneously, while mitigating against negative externalities of solely
pursuing carbon capture

e Link carbon sequestration market to regulation of emissions to ensure that there is action
being taken on each, and businesses are not able to buy themselves out of taking action on
emissions.
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Policy interventions and public investment

RISK 10- Policy timescales may prevent meaningful, effective and timely intervention in the

carbon market

The pace of policy development is significantly behind that of the market. This may lead to
outdated or misdirected policy.

Timescales need to be set longer than political cycles, allowing for land use change and in
line with net-zero targets. Simultaneously, flexibility must be built in to avoid overly restrictive
terms which cannot adapt to this new and rapidly changing market.

RISK 11- Public policy interventions may be ineffective or lead to unintended or detrimental

consequences for one or more stakeholder group.

Policy based on a lack of evidence or false assumptions will be misdirected, with risks for a
number of stakeholders.

As public interest is a vague and subjective term, there is a risk that the imposition of a Public
Interest Test could prevent or restrict investment in this area.

Centrally-designed policy may not recognise the needs or circumstances of rural and island
communities.

Changes in taxation may affect the broader land sector.

RISK 12- Public funding may not deliver value for money

Public funding to support a sector which the market could pay for, and will benefit from,
represents investment of public money for private gain, while offsetting corporate carbon
emissions.

Structures such as RLUPs need to be well-resourced or they may fail to provide the
institutional support necessary, and are thus considered a good investment.

Without linking investments to regulations or, for example, the Land Rights and
Responsibilities Statement, public investment may not result in public benefit.

OPPORTUNITY 9- Design post-CAP agricultural support around incentivising good practice on

carbon and other ecosystem services

Ecosystem services such as biodiversity and clean water can lead to higher-value products
anyway, so their integration into agricultural support is a win-win

Would need to be implemented alongside a robust framework of landowner-tenant
relationship (see Opportunity 3)

OPPORTUNITY 11- Reassess how we requlate investments and the use of public money in

developing a viable, fair and just carbon market

A strategically planned, clearly regulated market is necessary in building confidence in the
reliability of this sector. Guidance and standard legal contracts will also help in this regard.
Better understand how the market functions (and who is already receiving subsidy) so that
public investment is additional to private, can encourage inclusion and transparency and
delivers value for money in generating sustainable social, economic and environmental
returns.

Public-Private partnerships can encourage private finance to be used and directed in ways
that the market would not necessarily dictate on financial return alone
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Appendix 5: Round-table reactions to the 16 policy options

Ideas: Theme 1: Land values and land availability

Option 1 ideas

Much of the data already exists but will be challenging to obtain, merge, and use. Can data
for off-market transactions be made available/located?

Land conveyancing is not final until the land registry is informed; the issue isn’t that land is
being sold in private but that it is not make visible until conveyancing is almost complete.
There is a need to have more prior warning before it is a ‘done deal’.

Information on who owns land is important/transparency in landownership provides
accountability.

This is an important information gathering exercise/ ‘basic step of evidence’, and a robust
evidence base is vital for policy / legislative development. However, questions arise as to
whether it will have an immediate impact and/or effect change in itself. Transparency is
considered to lead to change/impact, but it will be contentious because this will also lead to
tax transparency.

This option would require regulatory capacity and may not ‘have much weight’ unless
legislated. There is a connection between increasing transparency (i.e. intelligence on land
market dynamics, especially off-market sales) and the policy mechanism for a public interest
test (Option 3).

Option 2 ideas

Guidance is considered ‘easy’, but level of impact will depend on the ‘weight’ of the guidance,
with the concern that a voluntary approach will potentially be ignored. This guidance could be
linked to an accreditation of land stewardship.

An easily accessible ‘register’ is considered desirable, and it is noted that investors’
reputations do matter; ‘the ethos and heritage of a company matters to the people in the
area’. There should be ‘conditions on inviting investment’, i.e. demonstrating the benefits for
place and people as well as the ethics of the organisation.

It would be helpful if there was a list of priorities that investors must adhere to (as well as
welcoming investors).

Option 3 ideas

‘Public interest’ is a good democratic basis for measuring activity, and there are parallels
within the development sector. The public interest test will ‘need clarity and bite’, and political
will, so as not to send weak signals and be avoided. Similar mechanisms are common in
other developed countries (e.g. New Zealand), as well as within other sectors of the UK
economy, for example under the rules of the Competition and Markets Authority.

Option 3 is ‘a significant growth area with the potential for win wins’.

The definition of ‘public interest’ is very important, as well as the careful attention required to
detail of the test and its implementation. Accountability will need to be ‘increased’.

The recommendation for a public interest test is also in motion in policy development (i.e. not
novel) following Scottish Land Commission 2019 report. It is questioned as to whether it is
possible to connect the LRRS on a statutory basis to the public interest test, and also the
need for a ‘cap’.

Progress towards the public interest test is slow moving and the public interest test would be
time intensive.

Public interest tests should also include existing owners, although this would be contentious.
An analogy is being a charity and having to regularly demonstrate to OSCR that you are
fulfilling your charitable objectives. The outcome of this process would be mainly to advise on
improvements (i.e. rather than taking away ownership); assessment would advise on better
management, community engagement, etc.
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The public interest test could stipulate that land transfers much be in public domain, and if
not, it would impact on the legal process. (Relates to Option 1). Similarly, the Land Registry
could refuse to accept a new owner unless they go through the public interest test process.
Questions were raised regarding the political feasibility and legality of Option 3, the impact on
inward investment, and whether this option would be only for purchases by foreign buyers (or
in addition to internal buyers) and what then could be the unforeseen/unintended
consequences (e.g. people not wanting to look at Scotland to invest).

Option 3 may stifle opportunity and innovation: ‘The ability to freely trade property is key to
investment in the country’ and ‘we need to be careful that we don't build something that builds
something that looks backwards and not forwards; it needs to be agile and allow for change’;
‘are we fixing [problems of today] in an agile way that will remain relevant in future?’.
Participants state that there is a need to make sure the balance is right between innovation
and other objectives (relating also to Option 12).

Instead of Option 3, participants explained that they would prefer ‘improvements to the
planning system to improve scrutiny of woodland creation and peatland restoration proposals’
(link to Option 14).

Theme 2: Collaborative approaches to natural capital investment for rural
community win-wins

Option 4 ideas

It would be easy to implement, a ‘low bar’, and should be best practice, linking to Scottish
Land Commission protocols. However, such guidance has arguably been ongoing and
perhaps with little impact (e.g. concerns mentioned regarding rewilding); ‘guidance is just
guidance’.

It is suggested that it is necessary to ensure community involvement, and also to support the
facilitation of community meetings, in order to navigate conflicts/contested interests.
Communities may also benefit from training on undertaking engagement with landowners (i.e.
training not only on the land management side), and to build community capacity.

It is highlighted that guidance and training should be universal and authoritative and provide a
shared understanding of the technicalities and the principles at stake. Codes can provide the
underlying framework for this. Option 4 has the potential to become part of chartered
accreditation/CPD.

It is suggested that such ‘guidance should extend beyond land managers to all market players
who have a responsibility to ensure a credible marketplace’, and that of all the stakeholders,
land managers may have the least time and resources available.

There is a need for professional advice for new landowners, especially to build understanding
around the community context of land. It is perceived as ‘a weakness of the lifestyle owners’,
e.g. new crofters with ‘a dream’. (Linking also to Option 16.)

Option 16 ideas (interlinked with Option 4)

There is a need to simplify carbon auditing for farmers, as well as to invest in science to
clarify the exact amount of carbon emissions and sequestration that is occurring on farms.
Is it suggested that it is important to ‘find the sweet spot’ and not lose the benefits of current
land management.

Option 5 ideas

Option 5 is considered worthwhile and necessary regardless of the other options. It is
proposed that a clear policy commitment to community landownership and incentives/policy
drivers to make this default would not interfere with carbon markets for example, because the
‘community as freeholder’ can best balance wider interests (suggestion likely made by
participant from outwith Scotland).

It is believed that may of these alternative models already exist and require greater exposure,
and confidence, to be used. Building capacity may be important to the success of Option 5, as
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well as time, trust, and courage (bravery). It is suggested that funding is required to develop
community ownership structures and business plans.

A key challenge to Option 5 is the ongoing rise in land prices, putting land ‘out of reach of
communities’, and therefore community ownership requires much greater levels of public
support. It is suggested that communities should be given the first right to buy public land
before the private sector, and that public money could support community ownership
[assumed outwith Scotland].

It is suggested to align Option 5 (and Option 6) with related policies such as the Scottish Land
Fund, planning gain, amongst others, to give a proportionate subsidy to unlock markets for
community landowners

It is important that Option 5 is undertaken to ensure societal rather than personal benefit (not
self-serving). Furthermore, participants asserted that Government money should only be used
for public good and not to ‘prop up’ other projects.

It is believed that legislation might be working against transfers, for example due to archaic
deeds and clauses, and therefore legal issues can impact on communities.

Option 6 ideas

Participants noted their lack of knowledge about community wealth building (CWB) and
requested clearer definitions, as well as greater exploration of the concept.

Option 6 is considered important, but it is questioned as to whether it is ‘bold enough’,
especially as CWB requires policy change in many areas. There is a need to ‘think through’
the range of opportunities in Option 6 (e.g. implications for health and wellbeing). It must align
with the interests of communities and involve community capacity building to enable
communities to participate (learning from experience of onshore wind).

It is suggested that Option 6 recognises the ‘multiple scenarios of investment’ and that not all
created value can be distributed.

It is highlighted that Options 5 and 6 are viewed as ‘effectively philanthropic’ and about
‘ethical considerations’, which can lead to ‘sidelining’ community/CWB as a ‘niche approach’.
Instead, it is important to align investor and other business interests, as well as consider the
range of risks and opportunities, and for whom: ‘who benefits and what is the opportunity
cost?’. An appeals process would also have to be developed.

It is believed that legislation might be working against transfers, for example due to archaic
deeds and clauses, and therefore legal issues can impact on communities.

Theme 3: Land ownership concentration/distribution and access

It is noted that ‘all the options are necessary’ and should be considered ‘in light of less land for
agricultural use’, but there needs to be a simplification of language and terminology.

Option 7 ideas

There was strong agreement with Option 7, and suggested that it should align with the land
matching service [assuming Scotland] and to have specific grant/loan funding available to
support. This option could encourage either tenants or landowners to initiate joint ventures.
‘Digital transformation agendas’ could be applied to support land access.

Supporting the establishment of farmer cooperatives could be a solution, with community
members able to have shares (and dominant share interests) in cooperative organisations, as
well as impacts on wider policy reform (e.g. future agricultural policy, hedgeland and carbon
code, etc.).

Option 8 ideas

It was noted that the Tenant Farming Commissioner (Scotland) is developing guidance for the
agri-holdings sector. Participants called for ‘sensible rents for tenant farmers’.

It is suggested that there is a consideration of whether carbon ownership is necessary, or
rather it relates to ‘who owns the right to exploit the ability of land to sequester carbon’.
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There is a need for a practical approach because the tenant would typically have ‘exclusive
access’, but they will need to work with the landlord, and vice-versa, to achieve carbon
sequestration (for example). In Scotland it is believed there has been ‘inertia’ with regard to
capital works on farms and taking strategic decisions (e.g. relating to water protection and
diffuse pollution).

It is explained that there is potential to conflict with terms of tenancy which may be to the
detriment of the landlord (e.g. planting trees on productive agricultural land can have an
adverse impact on capital value). There is however potential for collaboration across farming
businesses through new codes (such as a hedge land carbon codes etc) to deliver benefits
rather than extensive land use changes. This would also be more accessible to farming
tenants without significant detriment to landowners.

Option 9 ideas

Option 9 is considered ‘good’ and it is noted that ‘fiscal instruments are essential’. Pension
funds are ‘looking positively to the future’, therefore there is the opportunity to design a code
for fair return to Government, etc. There is a need to incentivise private investment in
peatland restoration.

Tax reform will depend on HM Treasury tax strategy, and whether the tax system is to be
used for re-distributive purposes and/or low carbon outcomes. Land prices could be
determined according to carbon sequestration potential.

Participants highlighted concerns with changing tax systems, stating that ‘income tax relief
unlikely to work where landlord is corporate entity’ and that ‘tax in a forestry context is the
only constant in 30 years’, and ‘changing it will be a real risk’. Instead, it is suggested that a
‘better approach’ may be to remove land from CGT and IHT in favour of a ‘predictable
recurring tax on land values’, which may in turn make it easier to incentivise behaviours.

It is perceived that uncertainty on true long term land values is a potential risk to private
sector investment.

Theme 4: Carbon and other ecosystem markets and market transparency

There is believed that ‘all options are hard to disagree with’, but there is a ‘lack of attention in all
options to reparations for other communities outwith UK border, and how these markets impact them,
therefore a lack of attention also on aspects of justice and equity’.

Option 10 ideas

Option 10 is ‘essential if we are going to drive private investment into natural capital’,
otherwise it may be ‘chaoctic and likely to not deliver'. It is believed that ‘ecosystem markets
could collapse if the principles and technologies underpinning them aren't designed well’.
Similarly, the ‘challenge of a carbon-led market’ was raised as it risks land use change rather
than decisions made according to holistic ecosystem services benefits.

There is an urgent need for a Soil Carbon Code within Option 10.

Question of what is meant by ‘high-integrity’ and how can it be measured? There is a need for
more funding for science to provide clarity on the way forward (for example, as suggested, the
impact of trampling/traffic on carbon rich soils).

There is a need for clear guidance and definitions for land managers, especially given the
different carbon accreditation schemes (e.g. biodiversity net gain). It is also important to have
high quality peatland restoration work, and therefore there is a need for training and upskilling
businesses and land managers so that they can review the work that they commission and
maintain. Collectively these schemes could be confusing for land managers to balance. Land
managers also need more certainty on what guidance to follow for carbon auditing, and it is
suggested that the NFU has a role to train and share best practice guidance. Understanding
financial markets is also required by land managers.

The mention of ‘farming incomes’ in this option is considered ‘key’ to deliver objectives
(beyond the ‘focus of the discussion’) but future agricultural subsidy must also be accessible
to smaller landowners. [Mention of ‘Natural Capital Innovation Zone: Whole Farm Audit].
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Communities should also be empowered to identify the assets that they own/could access
that could be monetised, for example in a ‘benefit sharing model’ with ecosystem markets. It
is believed that the ‘market is likely to prioritise benefits for communities to avoid negative
publicity’, and that there is a ‘market trend towards UK offsets with co-benefits’.

Modern digital market infrastructure e.g. blockchain and digital ledgers could be a feature of
Option 10, or it is suggested that ‘new technology could communicate the WCC/PCC’.

There is a need for a more transparent/legible tool/data on wider ESG factors in carbon
sequestration schemes. This currently exists in the details of the woodland code, for example,
but it is believed that few investors will ‘dig enough’ to find these details.

Option 11 ideas

It is believed that Option 11 should be a high priority, but it was believed to be challenging to
‘police’, i.e. how could checks be undertaken and what the impact may be if checks indicated
a buyer is not adhering/in accordance? It could be particularly challenging with regard to
international investors, therefore it is suggested to consider limiting foreign purchasers.

It may be necessary to have a central (UK) regulator (linking to Option 13).

It is suggested that a ‘robust panel of experts with transparent guidelines’ could undertake
buyer checks but that the ‘market should pay’, through higher fees from ecosystem
markets/codes. However, there are questions regarding undertaking ‘robust’ buyer checks
that would lead to actual rather than planned carbon emissions reductions.

It is explained that SEPA is a regulator for the Emissions Trading Scheme, not including
voluntary carbon markets. In our experience the use of codes for verification in voluntary
markets does not currently differentiate between offsets and insets which can make it harder
for people to do what we ultimately want them to do: to reduce the footprint of agriculture at
source.

Effective ‘know your customer’ checks are necessary to ensure bona fide investors.

With regard to carbon, an approach to providing evidence that companies are following a
‘mitigation hierarchy’ would counter accusations of ‘greenwash’ (recognising challenges of
‘politics’ that apparently makes mitigation difficult) (relating also to Option 9 and 13).

Option 12 ideas

Option 12 is ‘probably essential’ due to the requirement for ‘blended finance to deliver public
goods’. The question arises as to how much regulation should be involved.

There is a need for structure and regulation in the market and there are risks of secondary
trading, as a result of increasing distance from land and carbon commitment.

It makes sense to have the same rules across the UK for the different codes, therefore
highlighting the lack of an oversight body with a specific remit (link to Option 13). The point is
also made that there are ‘thousands of projects on the woodland carbon code’, and the ‘grant
is devolved to Scottish Forestry, so it is a Scottish decision, but the same rules apply across
England, Wales, and Scotland’.

It is believed that there are ‘real dangers in picking who might be suitable to invest in land-
based activity’, therefore it is stated that ‘regulation of the ‘what’ rather than the ‘who’ is
important’. It is noted that ‘regulation makes sales difficult’ (i.e. land transfers).

In Scotland there are concerns regarding the lack of a good measure of cumulative impact.
There is a need to ‘broaden out’ to other policies and to develop integrated polities. The
suggestion is to look at other countries that have successful policy models, e.g. cooperative
forestry plans in Sweden and Finland (recognising the different scale of average forest
holding between Sweden and Scotland).

It is suggested that the Scottish Government group currently looking at the future of
agricultural funding don’t look only at the RDP, SFP and Pillar one options. They should also
look at the different ways that public money comes into land and to build on that, across
different types of land uses (linking also to Option 14).

Option 13 ideas
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e Option 13 is ‘required’ but remains ‘problematic’ and ‘politically risky’, as it is uncertain
whether all four nations will agree and maintain agreement in the long term.

e ltis believed that a UK oversight body would be useful, especially with regard to overseeing
the credibility of UK-badged schemes, which could add value and would be ‘valuable from a
carbon investor point of view’. Multi-actor engagement is required, and it is suggested to ‘use
this project as a good example of bringing a range of stakeholders together to bash out issues
and work to solutions-clear goals’.

e However, it is suggested that a ‘UK advisory body’ is established rather than a coordination
body, which might be ‘too slow to be of use at this time’. One role for this body could be to
advise on contracts that deal with issues such as tree loss. The model of the JNCC may be
appropriate.

¢ A UK body should be ‘broader than carbon’, and facilitate wider ecosystem services markets
(e.g. a ‘WRAP for natural capital markets’. There is a need for ‘a set of universal principles to
the development and operation of ecosystem markets in the UK, to increase compatibility
between markets and investor confidence’. Furthermore, it is believed that ‘infrastructure
around these markets struggling to keep up with change’ and a ‘central body could help to
keep up with this’.

Theme 5: Public policy, incentives and support

It is believed that ‘many of the options are not feasible because they depend on landowners making
decisions, often regardless of what their local community think’. However, it is ‘not just about having a
say, but ensuring that communities have a say that actually counts, despite the power imbalance
between communities and landowners’ (or ‘local ownership and networked power’). The question
arises of how we can better inspire people and communities to engage. However, it is also believed
that communities ‘don’t necessarily want to actually control the decisions and have that responsibility’
and tend to only respond to engagement when it is about a small area or a single issue.

It is also emphasised that it is important to keep in mind the longer term view to provide benefits from
‘future upsides’. There is a need for a ‘big picture and vision for Scotland’, with regard to ‘how private
investment will shape Scotland’s future’. The carbon sector should ‘consider the wider conversation of
what is happening in Scotland’s rural areas’, including depopulation, etc.

Option 14 ideas

e Option 14 is considered ‘essential’ and an ‘admirable aim’, but it is suggested that
‘encouraging less formal collaboration is perhaps a worthwhile intermediate process’.
Furthermore, there is a need for ‘schemes to foster collaboration between land owners and
tenants’, as well as a place based approach. For example, there is the opportunity to learn
from experiences in the Outer Hebrides regarding carbon investments, where the Scottish
Government is the landowner and with tenants.

o There is a ‘massive opportunity to give RLUPS a regulatory role’ and to ‘give weight to land
use planning'. It is suggested that ‘rooting development of policy in place mitigates many of
the issues around other priority areas and provides a context for ranking / valuating’.
However, it is stated that ‘if RLUPs are the answer they are enormously under resourced!’
and that they are ‘not ready yet'.

e RLUPs are bringing landowners around the table to hear community views. Although this is
voluntary and they are not bound to listen to communities, it is believed that ‘early indications
are positive, suggesting that landowners are being influenced’.

e |tis suggested that ‘land sharing using generational knowledge is less risky than large-scale
change’, and there is a need to facilitate farmer groups to consider future agricultural policy
(linking to Option 15).

o With regard to land management plans, is stated that forestry plans already exist and with
public consultation. It is suggested that a condition of grant funding would be to only get
funding with a land management plan (linking also to Option 15).
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It is noted that organisations such as SEPA will have background data on several
environmental variables, therefore ‘incorporating this data and working in partnership will
allow new landowners to maximise benefits’. (Linking also to Option 10). Similarly, it is
suggested that having ‘successful conversations’ with SEPA and other organisations would
ensure the benefits of neighbouring process are ‘realised, maximised, and coordinated’.

Option 15 ideas

Option 15 is important, but it needs more detail (‘slightly woolly’) and may be more
challenging to implement than Option 14 and 16. It is considered to ‘rely on people on the
ground to find answers’, whereas it should be implemented carefully and have ‘robust
markets/data to drive it’. The assumption about area-based assessments may be political
uncertain and ‘area-based assessments is marginal’. However, some state that a ‘move away
from area basis is required’, and that it ‘needs to be integrated with regional targeting’.

There is a risk of ‘redistributing support to land managers who are not generating public
benefits’. There is a need to acknowledge that ‘not everyone can be winners’. There should
be a ‘cap on very large payments’. It ‘makes sense to stop basic payments’, but there is a
need to ‘factor in biodiversity and soil carbon’. The question arises: ‘how would you
incentivise that and ensure it's being done efficiently and for the right reasons?’ There is a link
here to the public interest test, and ‘other restrictions on investment’.

It is suggested that there should be ‘more flexibility in how public payments are delivered’, ‘so
that public and private finance can be blended appropriately’, for example establishing public-
private partnerships to benefit the market and ‘Scotland PLC’.

The question of whether planting support be based on need is raised, noting that current
support could be driving up land prices.

Option 16 ideas

Option 16 is ‘a good idea’, and ‘almost essential’, and easy to implement. It is explained that
‘as new schemes develop specialist consultants are increasingly needed by land managers’.
There is a need to ‘bring together all relevant data sources to aid decision making’, as well as
‘more information for land managers to help planning’, and ‘an overarching policy framework
to help align planning’ (link with Option 12).

It is explained that knowledge exchanges already being developed (e.g. by the Soil
Association), but there is a need to have a single clear source, and that needs a procurement
process for governments to properly resource and commission’.

There is the opportunity to develop a ‘community of practice’, particularly within the public
sector, on ‘normal benefit levels and opportunities’. As was seen with onshore wind, levels of
benefits vary due to lack of knowledge and understanding of the potential.
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