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Abstract

By 2060, an estimated >230 billion m? of additional built floor area will be added to
the global building stock, equivalent to the built area of Japan each year. Effective
tools are urgently required to mitigate the ecological impacts of this global
infrastructure boom. In this thesis I explore the effectiveness of one of the most high-
profile tools, biodiversity offsetting. I review the implementation and outcomes of
biodiversity offsetting around the world, and identify large evidence gaps around its
effectiveness. To address these I then evaluate the outcomes of one of the world’s
oldest biodiversity offsetting systems (Victoria, Australia), and pre-emptively
evaluate one of the world’s newest compensation systems (“Biodiversity Net Gain”,
England). Both evaluations indicate that these compensation systems are unlikely to
fully mitigate the ecological impacts of development. In Victoria, we find preliminary
evidence of self-selection bias undermining the additionality of offsets, and in
England, we identify serious governance gaps that leave the majority of the policy’s
biodiversity benefits unenforceable. Both of these systems implement regulatory
offset markets, so I then explore the economics of offsetting regulatory markets, and
identify one barrier to their successful implementation may be contradictions
between the way that biodiversity needs to be treated to create effective market-like
mechanisms, and effective ecological outcomes. Recognising that there may be
systemic barriers to biodiversity offsetting fully mitigating the impacts of
development, I finally explore whether it is possible to create economies in which the
rate of infrastructure expansion is fundamentally slowed. I use the case study of the
housing crisis in England to explore whether the projected rates of infrastructure
expansion are compatible with national carbon and biodiversity targets, and identify
policies that might dampen the drivers behind rapid infrastructure expansion and its
ecological impacts. Slowing the rate of infrastructure expansion without sacrificing

human wellbeing appears possible, but it faces a daunting political economy.

Keywords: biodiversity offsetting; impact evaluation; mitigation hierarchy;
biodiversity net gain; infrastructure sustainability; ecological economics; postgrowth

economics; net zero



Table of contents

AcKkNOWledgements ...ttt senes iii
Author declaration.........eeeiiiiiii e senes iv
Abstract v
Table Of CONEENLS ...ttt bs s assene vi
LiSt Of tables ...ttt a s s s s nes b
LiSt Of fIGUIES c.ueviviriiiititiiiititiittciinsesesssssessssessssssssssssasssessasansssssssanans xiii
Chapter 1  INtroduction ... sssssananes 1
1.1 The state of biodivVersity........cccviiiviiiiiiiiniiiiii 1
1.2 The global infrastructure boom ............cccooviiiiiiniiiniecces 2
1.3 Supply-side approaches: biodiversity offsetting...........c.cccocovvveurreirinnnnes 4

14  Demand-side approaches: addressing fundamental drivers of
infrastructure proliferation...........ccococveiviviiiinniiiniiie 7

141 Has infrastructure expansion in wealthy countries become

SUNICCONIOMMNIC 7 ceeieieeeeeeeee et e ettt ettt e e ssseeaateeeeeesssssssseeseesesssssssseeeessssssssnsssseseesssssnnnnnnns 9
1.5 Geographical SCOPE.......coviiriiiiiieieeeee e 10
1.6 TRESIS STIUCEUTE . cveveeeieeeee ettt ettt et eeeevt e e e ssat e e s ssateesssatesssssnneas 11

Chapter2  The role of ‘No Net Loss’ policies in conserving biodiversity

threatened by the global infrastructure boom .............cccccueeeenennnnn. 13
2.1 ADSEIACE ..o 14
22 Biodiversity impacts of the global infrastructure boom......................... 15
2.3 Regulation of infrastructure impacts on biodiversity...........ccccoeueurnnee. 16
24 Current uptake of biodiversity compensation policies .............ccc.c....... 18
2.5 Moving from biodiversity compensation to No Net Loss ..................... 21
2.6 Expanding the scope of No Net Loss policies...........cccoevuriiiiniinninnnnne. 23
2.7  Project-scale implementation and compliance challenges..................... 27
2.8 The future of No Net LOSS ......ccocueuiiiiiiiiiiiiccccces 30

Chapter3 The ecological outcomes of biodiversity offsets under ‘no net loss’
policies: a lobal TEVIEW .......cceviiirinrniininnisiiinnisiisessssiesssssescsssseseseans 36

Vi



3.1
3.2
3.3

34

3.5

Chapter 4

4.1
4.2

4.3

44

4.5

AADSETACE ettt ettt e e e e e e e e e s eaeeeeeseesesssaateeeeseeeeeannnee 37

INtrodUCHON ... 38
Methods.......ciiiiiiiiii s 40
3.3.1  RevieW ProtoCOl.......cccomiiiiiiieiiiiiiiceie e 40
3.3.2  Data eXtraction.........ccooeiiiiiiiiiiccic 41
RESUILS ... 44
3.4.1 Overview of studies.......ccccooviiiiiiiiiiiiiiiiiie 44
3.4.2 Outcomes of programme- and landscape-scale evaluations ......... 52
3.4.3 Outcomes of biodiversity offsets...........cccevriinniiiinniiniiiins 53
3.4.4 Outcomes of studies evaluating compliance...........cccceceeiviriininnnn 56
3.45 Reasons for NNL achievement or failure ...........ccccoovvvniiininninnennes 57
DISCUSSION ..ottt e 58

3.5.1 Exploring unsuccessful outcomes of avoided loss and forest offsets

59
3.5.2 Compliance with NNL policies........cccceceveviriiiininiiiininiiiiiiiicinns 60
3.5.3 Achieving No Net Loss: true success or methodological artefact?61
3.5.4 Influence of spatial scale on No Net Loss outcomes....................... 62
3.5.5 Outcomes of individual biodiversity offsets.............ccccoeverrrrininnnes 63
3.5.6  Policy implications..........cccovuruiuiiiiiiiiiiiniiiiiicicee 65

Evaluating the impact of one of the world’s oldest biodiversity

offsetting systems on native vegetation .............cceecccccccsereennnnnns 67
ADSEIACE ..o 68
INtrodUCHON ..o 69
421 The evidence underpinning biodiversity offsetting..........c............. 69
4.2.2 Victoria's native vegetation framework..........ccccccocevvrrninniicnnnnnn 72
MethodolOGY .....cooviviiiiiiiiiiiicic e 72
4.3.1 Data preparation .........ccccoceveiviiiiiiiniiiniic 74
4.3.2  Analytical approach.........ccccoceoiviviiiiiiniiiiniiii 76
4.3.3 Statistical Matching.........ccocoeveveieiiieieicc 78
4.3.4 Statistical analyses..........cccocoeveieieieieieicccccc e 78
RESUILS ..o 83
4.4.1 Dataset SUMMATIY .....ccccooviriiiiiiiiiiiii e 83
442 Avoided 10ss Offsets..........ccooueuriiiiiiiiiiniiiiii 83
443 Regeneration Offsets...........cccoeveieieieviiciccccccc 84
DISCUSSION ..ottt 87
451 Implications for offsetting policies ..........ccccoeveivniiiininiiciniiiccnnns 89
45.2 Overcoming self-selection bias in offsetting regulatory markets..92
45.3 Refocus on the core purpose of offsetting regulatory markets...... 93

vii



Chapter 5

5.1
52
5.3
54

5.5

5.6

5.7
5.8
5.9
5.10

Chapter 6

6.1
6.2

6.3

6.4

6.5

6.6
6.7

6.8

Chapter 7

7.1
7.2

The hidden biodiversity risks of increasing flexibility in

biodiversity offset trades..........ccueeeeeiiiririrenesenesisisisnsisnsneseseseseneseaias 94
ADSEIACE .. 95
Biodiversity offsetting regulatory markets ...........cccoovvniinniiininnnnns 95
The arguments for increasing offsetting flexibility ..........c.cccocovrininiines 99

Flexibility interferes with information about biodiversity feature
scarcity and disincentivises avoidance...........cc.cocoovecininininiiciciniennnn. 103

Expanding geographical trading areas may undermine additionality
for avoided 10ss Offsets.........coouiiiiiiiiiiiiii 105

Improving regulatory market function without inducing the risks of

FleXADILItY «ovvvvce e 109
When flexibility is justifiable...........ccccoviiiiiniiinniiiiiiice, 110
Getting the ‘right’ level of flexibility .........ccccoeeiiiniiiiniiicne, 112
Implications for existing and emerging offsetting systems.................. 113
CONCIUSION ...t 114

Exploring the ecological outcomes of mandatory Biodiversity Net
Gain using evidence from early-adopter jurisdictions in England.116

AADSETACE ettt ettt et et e s e e e sateeeeesesesssaateeeeesenssannnaee 117

The challenge of reconciling biodiversity conservation with
infrastructure eXpansion..........ccccccviieininiiicininiicine s 118

Implementation of the mandatory Biodiversity Net Gain requirement

...................................................................................................................... 119
Early signs that the biodiversity unit market may be smaller than
EXPECEEd.....oiiiiiiiiiiii s 122
Biodiversity Net Gain will trade losses in habitat area today for
promises of future gains in habitat quality .........cccocoovreiiiircnnnn. 123
How robust and open to bias are habitat condition assessments? ..... 125

Major governance gaps risk jeopardising the outcomes of Biodiversity
INet GalN ....ovcuiiiiiiic s 127

Lessons for reconciling infrastructure expansion and biodiversity
CONSEIVALION...uiiiiiiiiiieteiit s 130

A home for all within planetary boundaries: exploring pathways for
meeting England’s housing needs without transgressing national

carbon and biodiversity targets.........ccoeveerenirnernennnenneinnisinniseenennes 134
ADSETACE ..o 135
Housing infrastructure and the Sustainable Development Goals ...... 136
7.2.1 England’s housing and sustainability policy context ................... 138

viii



7.2.2  RAHONALE ..eeeeieeeeeeeeeeeeeeeeeee et e et e e seeraeeesesreeeesessaeeesenaee 140

7.3 The causes of housing unaffordability..........ccccoeviiinniiinninnnnn 141
7.3.1 Supply-side explanations............cccceevviviiiiniinininniiiiccce 142
7.3.2  Demand-side explanations ............cccocoeeuevririineieinnniniiceenes 144

74  The environmental impacts of housing proliferation..............ccccc.e... 147

74.1 DPotential baseline biodiversity impacts of housing expansion

Without policy aCtion........cceeieiiiiiiieicc e 147

7.4.2 Potential carbon impacts of housing expansion ..........cc.c.cceveuees 149

7.5  The political economy of housing expansion ............ccccecevuvvririririerennes 155

7.6 Policies for satisfying unmet housing need without undermining

environmental policy targets............ooeueeeecccii, 159

7.6.1 More efficient use of existing housing stock ...........cccccccoeurvrveinnnes 159

7.6.2 Reducing demand for housing as a financial asset ....................... 162

7.6.3  Principles for newbuilds .........cccccoeiiiiiinnii 165

7.6.4 Retrofitting the existing stock..........ccoviiiniinniiniiin 166

7.7 CONCIUSION ... 166

Chapter 8  DiSCUSSION ....uucuircrctcrcritititititeeeeeenssssesesesesessssassssssasssssasssssasanes 168
8.1 How effective are biodiversity offsets at delivering No Net Loss of

bIOdIVETSIty? ..o 168

8.1.1 Ecological complexity as a determinant of offsetting success ..... 169

8.1.2 The importance of governance, monitoring and enforcement ... 170
8.1.3 The challenging political economy of doing offsetting properly 171

8.2 Opportunities for integration between conservation science and
POStgrowth @CONOMIUCS .....c.coviviviuiiiiiiiiicc e 173
8.3 CONCIUSION ..o 176
References .......ccccciiiuiiiiiiiiiiiiiiiiiii e 177
Appendix I Co-authored publications...........oueeeueueeereisunnennnniceeeeceeeeeenenes 199
Appendix II Chapter 3 Supporting Information...........eeeeecccnnesennsnennne 204
Appendix III Chapter 4 Supporting Information............ccceeeeeececcsnscseresennnne 209
Appendix IV Chapter 6 Supporting Information............ccceeueeecccccsncrererennne 226
Appendix V Chapter 7 Supporting Information............ccceeeueuereeccccccscrcscsesennnns 235

ix



List of tables

Table 1. Summary of the major critiques of biodiversity offsetting as a conservation
SETALEEY vttt 7

Table 2. Case study examples of the disparity between total infrastructure or land use
change impacts and those impacts which are subject to NNL (indicated in the above

cases by the degree of offsetting relative to habitat 10Ss) .........cccceceeiviviiiiniiinnnn. 25
Table 3. Categorisation of information from each study evaluating outcomes from
biodiversity offsets or NNL policies..........ccccoviiiiiiiiiiiiiiiiiiiiiicciceces 44
Table 4. Outline of all studies included in our reView..........ccoceeiviviicinncccinnceenns 51

Table 5. List of reasons cited for NNL policy / offset success or failure. The number of
citations per reason should not be taken to indicate the importance of that reason, as
there was variation between papers in the depth of their discussions of potential
EXPlaNAtIONS .....cuiiiiiiii e 58

Table 6. Summary of the different categories of biodiversity gains achievable
according to the Native Vegetation Framework (DSE 2006) and their impact on
observable OUtCOMES ..o 73

Table 7. The advantages and disadvantages of both of our approaches to estimating
the counterfactuals used in this StUAY .......cccccooveiiiiii 78

Table 8. Summary of the three main categories of flexibility in biodiversity offset
ETAAES. .. 99

Table 9. Problems with compensatory mitigation systems around the world, and the
degree to which proposed governance measures for the implementation of the
mandatory BNG requirement address these problems.........c.cccoooovniiiiiiiinnninnns 131

Table 10. Simulated scenarios for the future of the housing stock. We hold a range of
assumptions constant across all three scenarios to improve comparability, such as
material decarbonisation rates, housing typology, rate of conversion of non-domestic
to domestic buildings (Supporting information). The policy justifications for the
assumptions we vary are: 1) Government’s existing housebuilding target (Wilson &
Barton 2021). 2) Consistent with Net Zero strategy goal “ensure that all homes meet
a net zero minimum energy performance standard before 2050, where cost effective,
practical, and affordable.” (BEIS 2021a). 3) Consistent with Net Zero strategy goal
“We will introduce regulations from 2025 through the Future Homes Standard to
ensure all new homes in England are ready for net zero by having a high standard of
energy efficiency and low carbon heating installed as standard.” Note that net zero
ready does not mean zero carbon, but able to be retrofitted to achieve zero carbon in
the future, hence the 2035 target date. 4) Linear extrapolation of the decarbonisation
rate of the emissions from homes from 1990-2019. This extrapolation considerably
exceeds recent decarbonisation trends, as there has was no decarbonisation in
domestic emissions from 2014-2019 (BEIS 2021, Table 1.2; Supporting information).
5) Consistent with Net Zero strategy goal of “Consulting on phasing in higher



minimum performance standards to ensure all homes meet EPC Band C by 2035,
where cost-effective, practical and affordable.” (BEIS 2021a) .........cccccevuruririririnunnnes 152

Table 11. Summary of all studies captured in our review across both databases and
all time Periods. .....c.cveviveicicicicicc e 207

Table 12. Summary of all papers carefully considered but ultimately rejected from
our review with associated justification ..............cccoeeiiiiiiiiii 208

Table 13. Components of the Habitat Hectares score. Adopted from Parkes et al.
(2003) 1.ttt 210

Table 14. Summary of all of the EVCs included in offsets in the Victorian offset
database, noting which would be expected to be classified as complete woody
vegetation cover in our outcome dataset and therefore which are included in our
EVAlUALION ..o 214

Table 15. Summary of the data layers used as covariates in the regressions and
statistical matching, and justifications ............cccooveeiiiiiiiiiii 216

Table 16. Regression outputs for the regressions testing the parallel trends
assumptions. Values represent regression coefficients, standard errors in brackets.
Significance (p<0.05) is indicated by *........cccccceciviiiiiniiiniiie 220

Table 17. Regression outputs for our linear mixed effects model estimating the impact
of offset management on woody vegetation cover, comparing regeneration offsets
with matched counterfactual land parcels. Coefficient estimates and associated
standard errors are presented. For the categorical Land use variable, the baseline land
use against which alternatives are compared is agriculture. P-values are denoted by
stars: *= p<0.05, ***=P<0.00T ......cceciriiiiiiiiiiii 221

Table 18. Regression outputs for our linear mixed effects model estimating the impact
of offset management on woody vegetation cover, comparing early regeneration
offsets with late regeneration offsets. Coefficient estimates and associated standard
errors are presented. For the categorical Land use variable, the baseline land use
against which alternatives are compared is agriculture. P-values are denoted by stars:
*= P<0.05, ¥ *=P<O.00T....oimieiiciciiicicci e 221

Table 19. Regression outputs for our linear mixed effects model estimating the impact
of offset management on woody vegetation cover, comparing early regeneration
offsets with matched non-adopters, and assuming different thresholds for
categorising regeneration offsets. Coefficient estimates and associated standard
errors are presented. P-values are denoted by stars: *= p<0.05, *=p<0.001 ............ 223

Table 20. Regression outputs for our linear mixed effects model estimating the impact
of offset management on woody vegetation cover, comparing early regeneration
offsets with future offsets, and assuming different thresholds for categorising
regeneration offsets. Coefficient estimates and associated standard errors are
presented. For the categorical Land use variable, the baseline land use against which
alternatives are compared is agriculture. P-values are denoted by stars: *= p<0.05,
FIFZPLOL00T o 224

xi



Table 21. Regression outputs for our linear mixed effects models estimating the
impact of offset management on woody vegetation cover, excluding sites burned by
wildfires. Coefficient estimates and associated standard errors are presented. P-
values are denoted by stars: *= p<0.05, ***=p<0.001 .......ccccevivinriiinniiiiiiinen. 225

Table 22. Summary of the characteristics of the local councils and BNG-equivalent
requirements included in our dataset...........cccccoeiiiiiiiii 228

Table 23. Count of the number of experts judging each grassland in the survey to be
a given grassland type. Green boxes represent the judgement that was made in the
actual grassland survey provided alongside the BNG assessment. The different
categories of answer represent the responses of experts to the open-ended questions
TN OUT SUTVEY ..ttt sttt a e ens 233

Table 24. Count of the number of experts judging each grassland in the survey to be
a given condition level. Green boxes represent the judgement that was made in the
actual grassland survey provided alongside the BNG assessment. The different
categories of answer represent the responses of experts to the open-ended questions
TN OUT SUTVEY . ..viiiiiiitiiiiici st 233

xii



List of figures

Figure 1. Material stocks and social progress. Concrete stocks versus SPI in 97
COUNLTIOS. 1ttt 10

Figure 2. Infrastructure-related threats to species and global coverage of biodiversity
COMPENSAtioN POLICIES. ...cvvviiiieciiiiiicct e 21

Figure 3. Schematic diagram of the embedded failures to address biodiversity losses
from new infrastructure in each implementation stage of the mitigation hierarchy as

currently applied in NINL policies.........ccocoviviiiniiiniiieiiiciciciccccccc e 24
Figure 4. Global disparities between biodiversity compensation policy commitments
and offset implementation...........c.ccooiieiiii s 30
Figure 5. Map of all of study and project areas included in our review ..................... 45

Figure 6. A) Total number of studies/projects within our database achieving NNL 46

Figure 7. A) Frequency distribution of the percentage of outcome variables achieved
for each offset project in our sample where a NNL designation could be made.......54

Figure 8. Box and whisker plots showing the upper and lower quartiles and exclusive
medians of the percentage difference between outcome values at offset sites relative
to impact/control sites, with outcome variables grouped into categories .................. 55

Figure 9. Percentage compliance and compliance criteria reported for regions in our
AtASEL.....viiiti e 56

Figure 10. Distribution of covariates between the early and late offsets .............. Error!
Bookmark not defined.

Figure 11. Spatial distribution of early and late offsets by Local Government Area
............................................................................................. Error! Bookmark not defined.

Figure 12. Visual summary of the results of the evaluation comparing native
vegetation on offsets with matched counterfactual land parcelsError! Bookmark not
defined.

Figure 13. Visual summary of the results of the evaluation comparing native
vegetation on early offsets with late offsets .................. Error! Bookmark not defined.

Figure 14. Schematic diagram of the potential biodiversity outcomes associated with
flexible, and inflexible offset trading using an illustrative case study ...................... 108

Figure 15. Summary of the advantages and disadvantages of changing the flexibility
of offset trades, the mechanisms through which outcomes are achieved, and the
factors that those outcomes are dependent On ...........cccccceevviiiiiinicinniicnncccen 112

Figure 16. Summary of the BNG dataset, including the development types and
locations and details of the six councils’ BNG-equivalent policies..............cccceueueeee 122

Figure 17. Aggregate ecological changes proposed in our sample of Biodiversity Net
Gain assessments, by habitat type and habitat condition ............cccccevvciiiiniicnnn. 124

xiii



Figure 18. Comparison of the total number of dwellings and households in England,
and changes in mean dwelling prices, from 2001-2020 ..........cccocovverrrrernveiiecciniennnnn. 143

Figure 19. Estimated impact of urbanisation on biodiversity, measured as species
richness per hectare for 100 species of conservation priority in England................. 149

Figure 20. The impact of alternative housing policy scenarios on the emissions of the
new and existing housing stock ............ooviiiiii 154

Figure 21. The proportion of each of England’s future carbon budgets consumed by
housing under alternative policy SCENArios..........cccoeeuevriiirieieieiniiceee e, 154

Figure 22. Schematic of the role of conservation science in tackling biodiversity loss

Figure 23. Loveplots showing the standardised mean difference between full and
matched datasets and treated observations (regeneration offsets) under various
matching specifications...........c.cccoevvvreeniiiicncenne, Error! Bookmark not defined.

Figure 24. Loveplots showing the standardised mean difference between full and
matched datasets and treated observations (avoided loss offsets) under various
matching specifications...........ccccceoeeiviviiiiiniiiiicininiiins Error! Bookmark not defined.

Figure 25. Decarbonisation rate of the UK housing stock from 1990-2050............... 245

xiv



Chapter1  Introduction

1.1 The state of biodiversity

Since the industrial revolution, the world has experienced an exponential increase in
the physical scale of the human economy (Steffen et al. 2015a). This economic
expansion has historically helped increase the living standards of the majority of
humanity. However, it has come with costs. Today, the rate of resource extraction
and waste generation of the global economy now exceeds the planet’s capacity to
replenish those resources or process its wastes, risking destabilising the Earth system
(Daly & Farley 2011). One of the major losers from rapid industrialisation has been
biodiversity, or the diversity of living things within the natural world. On average,
monitored wildlife populations have fallen by approximately 69% over the last 40
years (WWF 2022), with wide variations between taxa and geographies in the
winners and losers of these planetary changes (Blowes et al. 2019; Leung et al. 2020).
Biodiversity plays a multitude of essential roles for society, including through the
direct use of natural products, contributing to the resilience of ecosystems that we
rely on for biophysical stability, and through contributions to human culture (Diaz et
al. 2019). Therefore these ongoing declines generate major risks to human society: as
stated in the 2021 Dasgupta review on the Economics of Biodiversity (Dasgupta 2021):
“If, as is nearly certain, our global demand continues to increase for several decades,
the biosphere is likely to be damaged sufficiently to make future economic prospects
a lot dimmer than we like to imagine today. What intellectuals have interpreted as
economic success over the past 70 years may thus have been a down payment for

future failure.”

The drivers of biodiversity loss are complex and diverse, with the three predominant
drivers (measured in terms of the number of species on the [IUCN Red List threatened
by these mechanisms) being species overexploitation, agriculture, and infrastructure
(Maxwell et al. 2016). This thesis focuses on reducing the biodiversity loss caused by

land use change, predominantly through infrastructure expansion, but some of the

1



policy tools explored in this thesis have also been used to regulate biodiversity losses

from agriculturally-induced land use change.
1.2 The global infrastructure boom

The world is in the midst of the most rapid expansion in built infrastructure in human
history (Steffen et al. 2015a; Krausmann et al. 2018), with economies around the world
putting infrastructure investment at the heart of their post-coronavirus economic
recovery strategies (OECD 2021a). As of 2020, the world’s anthropogenic mass
exceeded that of the biosphere, with most of that mass associated with concrete-based
infrastructure (Elhacham et al. 2020). By 2040, it is projected that countries around the
world will spend an additional $60 trillion on new built infrastructure (Global
Infrastructure Hub 2018). Such investment is expected to yield an additional four
million km of new roads by 2050 (Meijer et al. 2018), rapid expansions in energy and
mining infrastructure (Zarfl et al. 2015; Sonter et al. 2020a), and the addition of 230
billion m? to the global building stock — equivalent to adding the built area of Japan
each year (UNEP & IEA 2017). We have also entered the era of the infrastructure
megaproject (defined as infrastructure projects costing >$1 billion; Flyvbjerg 2014);
vast infrastructure projects implemented to achieve geopolitical or economic
objectives that fundamentally alter the societies in which they are embedded
(Flyvbjerg 2014). Such megaprojects include development corridors (Juffe-Bignoli et
al. 2021), with the most ambitious coordinated series of development corridors being
the Chinese Belt and Road initiative, aiming to connect two-thirds of the global
population within a coherent transport, trade and industrial network (Ascensao et al.

2018).

The ecological impacts of this infrastructure boom are truly profound. Miiller et al.
(2013) project that, if the entire world were to develop levels of infrastructure stocks
equivalent to those in today’s wealthy countries, the embodied emissions of merely
constructing all this infrastructure under 2013 production technologies would
consume 350Gt CO: (the global carbon budget for a 50% chance of remaining within

1.5°C from 2021 onwards is 420Gt CO). Ultimately 79% of all global annual carbon
2



emissions are tied to the construction and operation of built infrastructure (including

energy infrastructure; UNOPS 2021).

The biodiversity impacts of this new infrastructure are similarly projected to be
immense. Simkin et al. (2022) estimate that urban expansion over the next 30 years
has the potential to threaten approximately 10,000 known species globally.
Numerous studies have assessed the potential impacts of new development corridors
on biodiversity, and concluded that development corridors are one of the major
threats in several of the world’s biodiversity and carbon storage hotspots, including
Borneo, Sumatra, the Congo basin, Papua New Guinea, and the Amazon basin
(Alamgir et al. 2019a, 2019b, 2020; Kleinschroth et al. 2019; Sloan et al. 2019; Vilela et
al. 2020). New infrastructure networks impact on biodiversity through a range of
mechanisms, including direct land use change, fragmentation effects, indirect effects
beyond the immediate spatial boundaries of the project footprint and inducing
further infrastructure proliferation (Laurance et al. 2015; Torres et al. 2016; Johnson

et al. 2019; Tulloch et al. 2019).

However the biodiversity impacts of new infrastructure extend beyond the mere land
cover impacts. New research is also beginning to uncover the biodiversity impacts of
the raw materials used in infrastructure production associated with construction
mineral and concrete supply chains (Torres et al. 2021; Torres et al. 2022; see
Appendix 1). Torres et al. (2022) find that 612 species on the IUCN Red List threatened
with extinction are impacted by the extraction of construction minerals, with over
24,000 expected to be threatened if the estimates are extrapolated using the methods
used by IPBES to include unassessed species (Diaz et al. 2019; Purvis et al. 2019).

Accepting the need to remain within the planet’s safe operating space (Steffen et al.
2015b), there are two facets to addressing the enormous ecological and climate threat
posed by this ongoing infrastructure boom. One is greening the supply of new and
existing infrastructure, by implementing policies to minimise and compensate for the
ecological harms caused by the construction of new infrastructure. The other is

addressing the ultimate driver of biodiversity loss, by reducing the need and demand



for additional built infrastructure. Understanding the policies that compensate for
the ecological harms caused by new infrastructure is the core aim of this thesis. In my
final empirical chapter I then begin to explore the policy options for, and political
economy of, reducing the rate of additional infrastructure expansion to reduce this

fundamental driver of biodiversity loss.
1.3 Supply-side approaches: biodiversity offsetting

A family of policies have emerged to attempt to govern potential trade-offs between
new infrastructure and biodiversity by implementing the mitigation hierarchy to the
impacts of new developments, most commonly as part of the infrastructure planning
and implementation process (see Chapter 2). The mitigation hierarchy is a framework
for mitigating the biodiversity impacts of new developments or land use change (but
it is being increasingly utilised in other contexts such as mitigating organisational
biodiversity impacts; Bull et al. 2020; Milner-Gulland et al. 2021). The mitigation
hierarchy framework is comprised of the avoidance, remediation, minimisation, and
offsetting steps, with these steps theoretically implemented sequentially (i.e. with
preference given to avoidance) with the aim of achieving an overall outcome of No
Net Loss or Net Gain in biodiversity. Broadly speaking, avoidance aims to avoid
unnecessary biodiversity impacts where possible (e.g. by relocating developments to
areas of lower biodiversity value, or rejecting the need for the proposed development
entirely; Phalan et al. 2018); minimisation focuses on reducing the impacts of
developments as far as possible through high-quality project planning and the
implementation of ecologically-sensitive construction methods; remediation aims to
recover biodiversity through restoration when projects are temporary (e.g. post-
mining); and offsetting aims to fully compensate for the residual negative

biodiversity impact to deliver an overall outcome consistent with the policy goal.

Biodiversity compensation first emerged in the 1960s, and was first operationalised
as contemporary offsetting in the US in the 1970s (Damiens et al. 2020). From the
1970s, the concept of offsetting pollution emissions gained traction as a method for

making achieving regulatory compliance more flexible, marking the beginning of a
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series of policies that treated ecological harms as disconnected from their source in
space and time, and advocating for compensating for those harms rather than
tackling the source of pollutants directly (ibid). Wetland banking emerged in the
1980s, and then offsets began to spread globally as cultural attitudes towards
regulation shifted from direct command-and-control approaches towards more
flexible market-based mechanisms. To date, offsets are now embedded in some form
in legislation (mostly national environmental impact assessment frameworks) in 37

countries across every continent except Antarctica (GIBOP 2019).

Biodiversity offsets are receiving increasing attention in policy and finance
discussions around the world as governments and organisations seek to reconcile
trade-offs between their development and biodiversity goals (see Chapter 2). The
global database of implemented biodiversity offsets assembled by Bull & Strange
(2018) shows that, as of 2018, the area of land under biodiversity offset management
was approximately 150,000km? globally, demonstrating that offsets already span a
spatial footprint that has the potential to make considerable contributions to nature
conservation. Governments around the world have adopted, or are increasingly
adopting, biodiversity compensation policies that institutionalise mechanisms for
delivering biodiversity conservation actions that are coupled with development
activities (GIBOP 2019, Chapter 2). In addition, offsets are receiving attention from
the financial and corporate sectors for their perceived potential as an innovative
financial mechanism for addressing global biodiversity funding shortfalls, with one
high-profile industry analysis suggesting that offsets have the potential to contribute
US$165 billion/year to addressing global conservation funding shortfalls by 2030 with
favourable public policy (Deutz et al. 2020). Given an implementation history that
spans over 50 years (Damiens et al. 2020), offsets are perceived by many as a relatively
well-tested and scalable mechanism for directing private sector funding towards
conservation, especially in contrast with other more recently-emerging and less well-

tested financial instruments such as environmental impact bonds.

Despite this increasing attention, biodiversity offsets have been criticised on

numerous theoretical grounds (Table 1). Given the extensive fundamental criticisms
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of offsetting, it would be reasonable to expect a high degree of confidence that offsets
have been conclusively demonstrated to work. A core aim of this thesis is to assess
the global state of knowledge regarding the effectiveness of biodiversity offsets. I
review the peer-reviewed literature for evidence for the effectiveness of offsets
around the world in Chapter 3. Ultimately identifying that there are in reality serious
shortfalls in both the quantity and quality of evidence exploring the effectiveness of
biodiversity offsetting, I then aim to address these evidence gaps by conducting two
detailed studies to evaluate the outcomes or likely outcomes of jurisdictional

offsetting policies (Chapters 4 and 6).

Critique Reasoning

Economic Biodiversity offsets are a defensive expenditure, and as such should not count as a
mechanism for drawing private sector finance into restoration (Spash 2015).

Ethical Offsets operationalise an instrumental and anthropocentric view of nature which is
ultimately a driver of unsustainable behaviours and disconnection between people
and nature, thereby further undermining transitions towards sustainability rather
than assisting them (Ives & Bekessy 2015; Spash 2015; Apostolopoulou & Adams
2017)

Governance Offsets trade often permanent biodiversity losses (in the case of hard infrastructure)
for gains, but the governance mechanisms for overseeing the protection of these
gains are unsuited to the task and are unlikely to be robust to future political or
legal change (Damiens et al. 2021).

Biological Biodiversity has co-evolved with that of its surroundings and as such is location-
specific, and cannot therefore simply be re-located elsewhere. A focus on recreating
specific biotopes or species elsewhere will not recreate the complex ecological
relationships and evolutionary history present at the initial site (Moreno-Mateos et
al. 2015)

Ecological Trading biodiversity losses today for biodiversity gains implemented today but
which will develop over time and pay off in future presumes a deterministic view
of ecosystem restoration which is unrealistic because of the complexity of potential
restoration trajectories and risks of project failure (Maron et al. 2012)

Political The technocratic metrics and calculation methods underpinning offsets are used to
depoliticise environmentally-damaging developments and exclude public
engagement by re-framing the debate about whether or not the associated
development should proceed as a technical question (Bormpoudakis et al. 2019)

Offsets create a forum for debate in which motivated vested interests are able to
express their preferences more strongly than the more diffuse counter-interests of
the public. Implementing safeguards to prevent negative biodiversity outcomes but
to the detriment of the function of the regulatory market is not in the interest of
either the developers of the public officials, so biodiversity safeguards will tend to
be eroded over time (Walker et al. 2009).




Vested interests have historically captured offsetting initiatives to direct them away
from a radical interpretation of offsets in which the true costs of development are
internalised into the development process (Damiens et al. 2020).

Table 1. Summary of the major critiques of biodiversity offsetting as a conservation strategy

The key results of my evaluations are that neither of the biodiversity offsetting
systems that I have researched in detail in this thesis are unambiguously on track to
achieve no net loss of biodiversity, and so a key question is why: what explains why
some biodiversity offsets succeed (e.g. Devenish et al. 2022) whilst others fail? In
Chapter 5 I explore this question in more detail addressing a specific tendency that
can be observed in many offsetting regulatory markets around the world - the
tendency towards increasing the flexibility of biodiversity offsetting trading rules
over time. I argue this tendency represents the deeper idea that, when offsets become
restrictive on development (which means they are effectively internalising the
impacts of biodiversity into the development planning process and avoiding
damaging new development), they are susceptible to political alterations to weaken
their transformative potential. This could be a core mechanism behind why

regulatory offsetting markets often fall short on their stated policy goals.

1.4 Demand-side approaches: addressing fundamental drivers

of infrastructure proliferation

The second major facet to mitigating the impacts of infrastructure and land use
change as they occur is to develop a systematic understanding of the ultimate drivers
of threats, and to attempt to address them by reducing the demand for additional
infrastructure or land use change. This turns out to be an enormously complex,
necessarily interdisciplinary and understudied research area. I argue in the thesis
conclusion (Chapter 8) that this may be a vital frontier of conservation science
research, and that there may be opportunities for better integration between
conservation science and postgrowth economics to address the systemic drivers of

biodiversity loss.



One of the key ambitions of the Sustainable Development Goals is the rapid
expansion of infrastructure networks (embedded in SDG 9). There is clear evidence
that providing additional infrastructure in regions where a lack of infrastructure is a
fundamental barrier to the population having access to a key service can yield
improvements in livelihoods and wellbeing (Thacker et al. 2019). For example, in a
set of classic papers, Donaldson & Hornbeck (2016) and Donaldson (2018)
demonstrate substantial welfare gains from the economic integration facilitated by
the expansion of early transport infrastructure (rail networks) in the USA and India.
Expansion of infrastructure networks is generally perceived as a sensible policy
option for generating rapid employment in the construction sector and enabling
future economic productivity gains (Thacker et al. 2019), and as such, there is
widespread agreement in the policy community that additional infrastructure is

desirable.

However, as discussed above, infrastructure also comes with a bundle of associated
costs, often in the form of negative environmental externalities which are commonly
underestimated or sometimes ignored. Research has also revealed biases towards
justifying the construction of new infrastructure in commonly used infrastructure
appraisal methods such as cost-benefit analysis (Neess 2016). Examples of
infrastructure projects in which the economic costs outweigh the benefits include
Vilela et al. (2020) demonstrating for a sample of planned new roads constructed in
the Amazon basin that 45% of them deliver net negative economic benefits even
without accounting for the costs of environmental externalities such as the associated
deforestation and carbon emissions. Additionally, Chapman & Postle (2021) show
that the failure to account properly for the carbon emissions associated with airport
expansions in the UK amounts to a hidden subsidy from the UK taxpayer of £2.4-13.4

billion.



14.1 Has infrastructure expansion in wealthy countries become

‘uneconomic’?

As mentioned, in areas where infrastructure relieves a constraint on people’s access
to fundamental goods and services, infrastructure is clearly desirable and essential.
However, there has been little research or political discussion regarding whether
these assumptions hold in wealthy nations with already-abundant infrastructure
stocks. Haberl et al. (2019) demonstrate that, for countries with material stocks below
50t/capita, there is a clear linear correlation between increases in society’s stock of
built infrastructure and improvements in social welfare (Figure 1). However, past
50t/capita, this relationships dissolves. This data suggests that the welfare benefits of
infrastructure might be subject to diminishing marginal returns which yield the
classic satiation curve. If this is true, then it follows that there might be some
threshold beyond which additional infrastructure is “uneconomic’ (i.e. the economic
costs exceed the economic benefits; Daly 2013). If this threshold is exceeded — what

are the political economic drivers of continued infrastructure expansion?
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Figure 1. Material stocks and social progress. Concrete stocks versus SPI in 97 countries. Reproduced from Haberl
et al. (2019) with permission from Helmut Haberl and Springer Nature.

In Chapter 7 I present novel, interdisciplinary work that is amongst the first to
attempt to understand the drivers and systemic solutions to infrastructure expansion
from a combined biophysical and political economic perspective, albeit in a single

country for a single infrastructure class (housing in England).

1.5 Geographical scope

In this thesis, I investigate a range of biodiversity offsetting systems and policies for
addressing the impacts of infrastructure. All my main case studies are situated in the
global north (UK, Australia), as is my main case study for understanding the political
processes that cause infrastructure expansion. This thesis asks questions which relate

to the design of biodiversity offsetting mechanisms and regulatory markets, and how
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much infrastructure stock is required to satisfy everyone’s fundamental needs. The
necessary precursor for these questions to be relevant is that the geographical region
has advanced environmental governance capabilities, offsetting is one tool within a
diverse policy mix for governing society’s impacts on biodiversity, and infrastructure
stocks are sufficiently expansive to already be satisfying a large proportion of
society’s infrastructure needs. In the global south, several of the premises behind
these questions may not hold. For example, nature conservation may be so
underfunded that the revenues generated by offsets might be essential to national
biodiversity conservation spending, which leaves questions about trading rules and
mechanism design less important than the fundamental premise of generating
increased revenues for conservation. In Madagascar, the Ambatovy mine represented
the single largest ever investment in the country, which enabled the mine’s offset to
be sufficiently large to fund and manage an entire new protected area (Devenish et
al. 2022). Additionally, there may be fundamental infrastructure deficiencies (i.e. total
infrastructure stocks at <50 t/capita), which generally makes further infrastructure
expansion necessary to satisfy unmet human needs. My discussion of addressing the
processes that cause excessive infrastructure expansion would be mostly irrelevant
in such a context. As such, the conclusions in this thesis are broadly more relevant to

the global north.

1.6 Thesis structure

This thesis is structured as follows. Chapter 2 reviews both the extent of the global
infrastructure boom, and the global distribution of biodiversity compensation
policies, ultimately reviewing the policy transformations that must be undertaken for
these policies to genuinely achieve no net loss in biodiversity (zu Ermgassen et al.
2019b). Chapter 3 reports the result of a rapid evidence assessment to assemble the
peer-reviewed literature reporting empirical outcomes of biodiversity offsets or no
net loss policies (zu Ermgassen et al. 2019a). Identifying a serious shortfall in high-
quality evidence, in chapter 4 I then conduct an impact evaluation of one of the

world’s oldest biodiversity offsetting systems in Victoria (Australia) using a quasi-
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experimental design. Identifying that the outcomes of the system are ambiguous but
most likely indicate that the policy did not achieve its no net loss objective, in chapter
5 I then explore an important mechanism that might underpin the limited successes
we observe in jurisdictional offsetting policies — contradictions between the way that
biodiversity needs to be treated and conceptualised in order to facilitate the
application of market-like instruments, and achieving robust ecological outcomes (zu
Ermgassen et al. 2020). In chapter 6 I then evaluate the preliminary outcomes of
England’s new biodiversity compensation system “Biodiversity Net Gain”. I identify
serious governance gaps and disadvantages of the policy’s chosen biodiversity metric
which will most likely lead to the policy not delivering its promised biodiversity
outcomes. Given that the prevailing policy for mitigating trade-offs between
infrastructure and ecology in England is likely to fall short, in chapter 7 I then conduct
an interdisciplinary analysis of the housing crisis in England, which quantifies the
ecological harms associated with business-as-usual housing policy, and explores the
underlying political economy and economics which underpin the fundamentally
unsustainable choice of policy for resolving England’s housing crisis. I then review
policy solutions for satisfying society’s fundamental housing needs without
transgressing national sustainability policy targets. I conclude in chapter 8, ultimately
arguing that postgrowth economics might be a vital discipline for the analysis of

problems in conservation science.
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2.1 Abstract

Over US$60 trillion is predicted to be spent on new infrastructure globally by 2040.
Is it possible to meet UN Sustainable Development Goal 9 (develop infrastructure
networks) without sacrificing Goals 14 and 15 (ending biodiversity loss)? We explore
the potential role of No Net Loss (NNL) policies in reconciling these SDGs. Assessing
country-level overlaps between planned infrastructure expansion, infrastructure-
threatened biodiversity, and national biodiversity compensation policies, around half
of predicted infrastructure and infrastructure-threatened biodiversity falls within
countries with some form of mandatory compensation policy. However, these
policies currently have shortcomings, are unlikely to achieve NNL in biodiversity,
and could risk doing more harm than good. We summarise policy transformations
required for NNL policies to mitigate all infrastructure impacts on biodiversity. To
achieve SDGs 9 alongside 14 and 15, capitalising on the global coverage of mandatory
compensation policies and rapidly transforming them into robust NNL policies

(emphasising impact avoidance) should be an urgent priority.

Keywords: No net loss, biodiversity offsets, infrastructure expansion, environmental
impact assessment, Sustainable Development Goals (SDGs), biodiversity

compensation, conservation policy
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2.2 Biodiversity impacts of the global infrastructure boom

The UN Sustainable Development Goals (SDGs) lay out society’s ambition to deliver
social and economic prosperity for all, while conserving nature on land and sea
(SDGs 14 and 15 respectively). However, ‘business-as-usual” approaches to solving
social and economic development challenges may compromise our ability to achieve
the SDGs that are focused on eliminating our impacts on species and ecosystems
(Spaiser et al. 2017; Hickel 2019). One of these potential contradictions relates to
infrastructure: is it possible to rapidly expand the world’s built infrastructural
networks (SDG 9) without harming non-human life on Earth (SDGs 14 and 15)? At
this key juncture for the future of biodiversity, the development of the post-2020
framework for the Convention for Biological Diversity (CBD), this is a crucial

question to consider.

We are currently experiencing the most rapid expansion of built infrastructure in
history (‘the basic physical and organizational structures and facilities (e.g. buildings,
roads, power supplies) needed for the operation of a society or enterprise’; Lexico
Dictionaries) with over US$60 trillion of infrastructure spending predicted between
2019-2040 (estimated for 56 countries totalling 88% of global GDP)(Global
Infrastructure Hub 2017, 2018). It is projected that an additional 1.2 million km? of
land will be urbanised between 2000-2030 (185% increase; Seto et al. 2012), and an
additional 3-4.7 million km of roads added to the global network by 2050 (22-34%
increase; Meijer et al. 2018). In a high-profile example, the ongoing Chinese ‘Belt and
Road Initiative’ might be the most ambitious infrastructure drive in history (Ascensao
et al. 2018). The programme aims to link 65 countries, representing two-thirds of the
global population, in a network of transport and energy infrastructure, spatially

overlapping with 1,700 sites with conservation designations (Ascensao et al. 2018).

Infrastructural expansion can be an important mechanism for alleviating poverty and
delivering economic growth (Agénor & Moreno-Dodson 2006; Donaldson 2018), but
when unaccompanied by strong environmental safeguards it is also a key global

driver of biodiversity and ecosystem service loss (Laurance et al. 2015; Maxwell et al.
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2016). Major extractive, transport and energy-production infrastructure projects are
planned within some of the world’s most biodiverse and carbon-rich regions,
including the Congo Basin, the Amazon and Borneo (Laurance et al. 2015; Latrubesse
etal. 2017; Alamgir et al. 2019a). Infrastructure can impact on biodiversity in multiple
ways, including direct habitat loss within the built infrastructure footprint, alteration
of ecosystem properties or fragmentation (Torres et al. 2016; Tulloch et al. 2019), and
exacerbation of biological resource consumption (Laurance et al. 2015) by facilitating
further economic activity (through e.g. improving road access). At global scales, one
third (9,053/27,159) of all assessed threatened species (categorised as Critically
Endangered, Endangered or Vulnerable; assessed 14/6/19) on the Red List are
threatened by infrastructure, including around half of all threatened amphibians and
birds (55% and 46% respectively; IUCN 2019). Transport, energy, and residential
infrastructure are also key contributors to climate breakdown (Laurance et al. 2014;
Tong et al. 2019), another important driver of biodiversity loss. In addition to the
considerable biodiversity implications, much planned mining, transport and urban
infrastructure is also predicted to impact heavily on areas of global ecosystem service
importance (Seto et al. 2012; Laurance et al. 2014; Harfoot et al. 2018), further

exacerbating major environmental challenges including climate breakdown.
2.3 Regulation of infrastructure impacts on biodiversity

In committing to SDGs 14 and 15, the international community committed to
‘sustainably manage and protect marine and coastal ecosystems to avoid significant
adverse impacts’, and “protect and prevent the extinction of threatened species by
2020". Given infrastructure’s role in driving biodiversity loss, it is worth asking: how
close are we to achieving this aspiration for infrastructure, and what else could be
done? This perspective extends the conceptual framework of a ‘global mitigation
hierarchy” outlined in Arlidge et al. (2018), focusing specifically on mitigating the

biodiversity impacts of infrastructural expansion.

NNL policies are an increasingly influential set of policies that have emerged

specifically with this aspiration at their core, to fully mitigate the biodiversity impacts
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of infrastructure and, in some cases, land use change. First rising to prominence in
response to widespread wetland losses in the USA and loss of natural landscape
aesthetic in Germany (Hough & Robertson 2009; Wende et al. 2018), idealised NNL
policies are based on the principle that biodiversity is as a minimum left no worse off
after development than before (Box 1). NNL is commonly operationalised through
the application of a mitigation hierarchy to development impacts (e.g. avoid,
minimise, restore, offset; Bennett et al. 2017) and predicated on a strict preference for
the first stage (to avoid biodiversity impacts wherever possible). Most commonly
implemented through environmental impact assessment (EIA) frameworks, NNL
policies considerably strengthen the treatment of biodiversity in traditional EIA.
Traditional EIAs aim to assist with decision-making for developments by providing
information on the predicted environmental impacts of development and potentially
exploring options for mitigating some of these environmental impacts to “acceptable’
levels, but it is uncommon for EIAs to address impacts on biodiversity per se in
quantitative terms (Bigard et al. 2017). In contrast, NNL policies set a clear overall
goal for biodiversity, and following the application of the mitigation hierarchy, set
out in quantitative terms what actions need to be taken in order for the expected
residual losses from the development to be at least matched through compensatory
actions including biodiversity offsetting. They explicitly define which aspects of
biodiversity are considered priorities and how they are to be measured, and
quantitative targets can then be set to assess whether or not these priorities have been
achieved (Bull et al. 2013a). Additionally, if ecological theory determines that NNL in
biodiversity cannot be achieved in a given context, NNL policies give a concrete
rationale to when projects should not be permitted to go ahead (Pilgrim et al. 2013;
Phalan et al. 2018). However as explored later, these core principles often fail to be
respected in practice, and the quantitative nature of NNL does not free it from the
influence of uneven power dynamics or vested interests (Carver & Sullivan 2017).
Additionally, one of the main ways that principles of NNL are applied around the

world is through the creation of biodiversity compensation policies, which often fall
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far short of the idealised application of NNL outlined above because of a lack of

adherence to the mitigation hierarchy (especially avoidance; Phalan et al. 2018).

Box 1. Key terms

Biodiversity compensation — actions taken to compensate for negative impacts to biodiversity caused
by developments, which may include financial compensation for affected stakeholders.
Compensatory actions generate gains that are not necessarily quantified, or equivalent in type or
magnitude to losses, and as such are more general than ‘biodiversity offsetting’.

Biodiversity offsetting — actions taken to compensate fully for the residual impacts of development
following the quantitative assessment of biodiversity losses; gains must be of equivalent or greater
ecological value to losses. Offsetting is a ‘specific and rigorously quantified type of compensation
measure’ (Bull et al. 2016).

No Net Loss policy — policy applied at various spatial scales aiming to achieve a minimum of no net
loss in biodiversity across all impacts of development. NNL policies are often operationalised in
practice through application of the ‘mitigation hierarchy’.

Mitigation hierarchy — a framework for mitigating biodiversity losses from development by
sequentially avoiding biodiversity impacts wherever possible, minimising impacts where impacts are
unavoidable, restoring following the impact if impacts are time-bound, and finally offsetting any
residual impacts to biodiversity (Gardner et al. 2013).

2.4 Current uptake of biodiversity compensation policies

To assess progress in achieving NNL of biodiversity from new infrastructure, we first
explore the global extent of more general biodiversity compensation policies. Whilst
much past research on compensation has focused on outcomes at local scales
(Lindenmayer et al. 2017; Thorn et al. 2018; zu Ermgassen et al. 2019a), the global
implications of compensation policies are only just beginning to emerge. For
example, taking just the subset of compensation represented by biodiversity offsets,
an estimated 153,679?52%; km? of biodiversity offsets were (as of 2018) in the process
of being implemented to offset infrastructure and land use change impacts globally,
which when summed make the area of biodiversity offsets approximately equivalent
in size to a country as large as Bangladesh (Bull & Strange 2018). Recently, the IUCN
and collaborators assembled a global database on biodiversity compensation policies,
which documents at country-level (covering 197 countries accounting for 98% of
global GDP) the degree to which compensation policies (including but not restricted

to offsets) are referenced and embedded into overarching national environmental or
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EIA legislation (Box 2). This database details that compensation policies including
offsetting policies are significantly more widespread than previously reported
(Madsen 2011): 37 countries representing 72% of global GDP represented in the
database have mandatory compensation policies for at least certain infrastructure
sectors or habitat types (Figure 2(A)), with a further 64 countries providing guidance
on compensatory measures or enabling offsets as voluntary practice (“precursor
policies’). Despite widespread criticism of offsetting policies (Moreno-Mateos et al.
2015; Maron et al. 2018), this global policy adoption indicates that compensation
policies could have an important role to play in minimising the biodiversity impacts

of the ongoing global infrastructure boom (Quintero & Mathur 2011).

Box 2. The Global Inventory of Biodiversity Offset Policies

The Global Inventory of Biodiversity Offset Policies (GIBOP) is an open-access global database
summarising the degree to which biodiversity compensation policies (including offsetting policies)
and the mitigation hierarchy are embedded within national environmental policy frameworks. The
database was assembled through an analysis of 197 countries’ national environmental or EIA
legislation, allocating each country a score representing the ‘strength’ of biodiversity compensation
legislation. Whilst this score was allocated using a standardised process across each country, there
remains an unavoidable interpretive element. Scores are defined as:

0) no mention of compensation;

1) countries at an early stage of policy development (minimal regulatory provisions on offset or
compensation);

2) countries enabling the use of voluntary offsets (scheme acknowledged in regulatory framework);
3) countries requiring mandatory biodiversity compensation in at least some circumstances.

More information about  methods and limitations can  be found at
https://portals.iucn.org/offsetpolicy/.

Worldwide, the dominant infrastructural threats to biodiversity are residential and
commercial development, followed by mining and extraction and then other
infrastructure types (linear infrastructure and energy production; Figure 2(B)).
According to the Global Infrastructure Hub, US$46 trillion of infrastructure
investment by 2040 (74% of predicted infrastructure investment for the 56 countries
in the database) is predicted to occur in countries with mandatory compensation
policies for at least some infrastructure classes or habitat types (Figure 2(C)) (Global
Infrastructure Hub 2017, 2018; GIBOP 2019). These countries are associated with an
estimated 568,000 km? in additional urban areas (2000-2030; 47% of global total (Seto
et al. 2012)) and over 1.5 million km of new roads (by 2050; 42% of global total (Meijer
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et al. 2018)). Consequently, around half of the world’s new infrastructure up to 2040
can be expected to fall within countries with some existing form of mandatory
compensation policy, and this is likely to increase as adoption of compensatory
policies including biodiversity offsetting continues to spread globally. If all countries
currently enabling (but not requiring) the use of various forms of biodiversity
compensation as part of their impact mitigation strategies (n=64) moved to
mandatory policies, this coverage would increase considerably (e.g. an additional

35% of projected global road expansion would fall within these countries).

Beyond being applicable in countries in which around half of the world’s projected
infrastructure will be constructed, compensation policies also cover a sizeable
proportion of the world’s biodiversity features threatened by infrastructure. We
assessed the spatial overlap between infrastructure-threatened bird species extant
ranges (N=593, Red List accessed 14/6/19) and regions under different compensation
policy strengths (Box 2), using birds to minimise assessment biases between species
(Butchart et al. 2004). The mean percentage of each species’ range falling in countries
with mandatory compensation policies is 47%, and a further 25% falls under
“precursor’ policies (Figure 2(D)). We note here that we are simply describing broad
spatial overlaps, and not speculating about causal relationships between biodiversity
and compensation policy adoption. Additionally, at the national scale the particular
infrastructure impacts threatening these species may not fall under the jurisdiction of
current compensation policies (e.g. if the impacts are generated by an industry which
is not regulated). Nevertheless, this high-level coverage of threatened biodiversity
demonstrates that compensation policies are likely to play a key role at the global

scale in the conservation of biodiversity threatened by infrastructure expansion.
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Figure 2. Infrastructure-related threats to species and global coverage of biodiversity compensation policies. Policy
scores (see Box 2): 3 = mandatory compensation in some contexts; 2 = enable voluntary offsetting; 1 = minimum
regulatory provisions for compensation; 0 = compensation not mentioned in national policy. A) Global map of
compensation policy strength (GIBOP 2019). B) Breakdown of the main source of infrastructural threats facing
all infrastructure-threatened (CR-VU) species on the IUCN red list (N=9,059 species; pie-chart comprised of
11,475 threats, some species double-counted if facing multiple types of infrastructural threat (ILICN 2019)). Main
threats, clockwise from top: dams, residential and commercial development, mining and energy production,
transport and transmission networks. C) Overlap between compensation policies (GIBOP 2019) and different
indicators of global infrastructural expansion. Top: distribution of predicted infrastructure spending 2019-2040
for 56 countries accounting for 88% of global GDP (Global Infrastructure Hub 2017, 2018). Middle: distribution
of predicted road expansion by 2050 for 164 countries (Meijer et al. 2018). Bottom: distribution of predicted
urbanisation 2000-2030 for 189 countries (Seto et al. 2012). D) Mean overlap between extant distribution of
infrastructure-threatened birds on the Red List (N=596) (BirdLife 2018) and biodiversity compensation policies.

2.5 Moving from biodiversity compensation to No Net Loss

The widespread integration of biodiversity compensation requirements with national
policy frameworks around the world demonstrates policy recognition of the impacts
of infrastructural expansion. However, biodiversity compensation policies need to be
carefully designed in order to stand a chance of achieving NNL consistent with the
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aspirations of the SDGs (Maron et al. 2018), and current biodiversity compensation
policies often fall far short of this aspiration. The GIBOP database shows that only
23% of the countries enabling or requiring (scores 2-3) biodiversity compensation
(including offsets) require that compensation be used strictly as a ‘last resort” after
the rest of the mitigation hierarchy, and of these 101 countries, only 10% apply
international best practice principles (BBOP 2013). These shortcomings have several
implications. Using offsets or other forms of compensation without sequentially
implementing the rest of the mitigation hierarchy risks permitting the loss of
irreplaceable biodiversity such as slow-recovering or old-growth ecosystems or
threatened species (Pilgrim et al. 2013; Reside et al. 2019). Additionally, it risks
facilitating increased damage to natural systems under the logic that offsets might be
marginally cheaper than avoidance, trading certain biodiversity losses for uncertain
gains (Spash 2015). If NNL is to realise its potential to mitigate the impacts of the
global infrastructure boom, an essential first step is therefore to transform existing
biodiversity compensation policies into true NNL policies through mandatory
application of preceding stages of the mitigation hierarchy, and implementation of
offsets in line with social and ecological best practice rather than more general

biodiversity compensation (BBOP 2013; Griffiths et al. 2018).

Such an ambition is not unattainable. Best practice NNL policies applying the
mitigation hierarchy already exist in 10 countries, and a substantial amount of
international infrastructure investment also falls under the scope of NNL policies
through safeguards associated with multilateral development financing, such as the
International Finance Corporation’s Performance Standard 6 (NNL for impacts to
Natural Habitat and Net Gain for impacts to Critical Habitat) and World Bank’s
Environmental and Social Standard 6. Similar requirements apply in the safeguard
frameworks of the Asian Development Bank, Intra-American Development Bank and
the African Development Bank (Himberg 2015). As an example of the extent of this
financing, between 2015 and March 2019, the World Bank committed US$83 billion
to built infrastructure development projects, of which 81% was invested in countries

without mandatory NNL policies (data from World Bank 2019). Major infrastructure
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projects funded by the World Bank are required (at least in theory) to meet ecological
outcomes which are “materially consistent” with their own NNL policies (World Bank
2018). In addition to multilateral financing, major private financing sources mandate
NNL implicitly under the Equator Principles (a risk management framework for
managing socio-environmental risks of project finance, adopted by 97 financial
institutions worldwide), which commits them to the International Finance
Corporation performance standards including Performance Standard 6 (IFC 2018).
Eighty percent of project finance transactions in emerging markets are now
associated with banks that have adopted the Equator Principles (IFC 2018), although
considerable further reforms are needed to enhance implementation of the principles

(Worsdorfer 2015).

The combination of national compensation policies and multi-lateral policy coverage
indicate that enhancing biodiversity compensation policies to aim for NNL could
provide a key tool for mitigating the impacts of the global infrastructure boom. But
we argue below that if even existing ‘best-practice” NNL policies are to fulfil their
potential there is need for a rapid, transformational improvement in their application
and effectiveness, or they risk undermining biodiversity conservation outcomes

overall.
2.6 Expanding the scope of No Net Loss policies

Many NNL policies have historically failed to achieve their intended overarching
policy aim (zu Ermgassen et al. 2019a): shortcomings are embedded into multiple
stages of the NNL policy implementation process from policy down to project scales
(Figure 3). Perhaps the most important limitation to most existing NNL policies is
that the total infrastructural impacts under their jurisdiction tend to be highly
constrained — often the majority of impacts fall outside the scope of existing
regulation (referred to by Maron et al. (2018) as Type 2 impacts; Table 2; Figure 3). If
NNL is only applied to a subsection of impacts, then even if project-scale mitigation
is achieved the policy will inevitably oversee landscape-scale declines in biodiversity

(Maron et al. 2018; zu Ermgassen et al. 2019a). There are two main sources of
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unmitigated infrastructural impacts: deliberate policy choices that leave particular

sets of impacts either entirely unaddressed or granted special exemptions from

regulation, and illegal, uncompliant or unreported impacts.

POLICY-SCALE

biodiversity

Snenisnding {I All biodiversity loss resulting from new infrastructure

impacts

Regulated impacts

NNL policies

Impacts not exempt from NNL policy

Limited scope of _| 1

PROJECT-SCALE [
] Residual impacts foll of the _
First2 stages of | 1
hi
e, I Residual Impacts of the v | “m’:"

I Residual impacts that can be mitigated through the chosen offset policy |

l

Extent of offset implementation |

hierarchy |

Policy design
failure

Implementation

Final stage of = l
failure

Policy outcomes
for blodiversity {_ feeiss frontinefiecitve offset systen)

Figure 3. Schematic diagram of the embedded failures to address biodiversity losses from new infrastructure in
each implementation stage of the mitigation hierarchy as currently applied in NNL policies. Light green box (top)
denotes failures to address the full suite of infrastructure impacts on biodiversity impacts at the policy-scale, darker
box (bottom) outlines failures to address biodiversity loss embedded at project-scale applications of the mitigation
hierarchy. Type 2 impacts as referred to by Maron et al. (2018) are impacts which do not come under the scope of
existing NNL policies, reflected by the ‘unregulated impacts” and ‘exemptions’ categories. The size of the boxes is
arbitrary and likely highly context-specific, so we have insufficient information to demonstrate the relative

importance of each of the shortcomings in NNL application at this time

Case study Policy context Total impacts captured by
NNL

Wetlands in National policy goal of no net loss in Mitigation banking (which

Florida, USA ‘wetland acreage and function” (EPA 2008). captures most but not all

(2001-2011) Compensatory mitigation allows for wetland compensation)

(Levrel etal. 2017)  compensation for wetland impacts (Hough
& Robertson 2009). Mitigation banking is
the legislatively favoured and most widely
used compensation mechanism

Wetlands in 20 Asabove
counties in North

restored 58,575 ha across the
study region, but overall
Florida experienced a net loss
of over 56,000 ha wetlands
across the study period

4,591 ha and 68 ha of wetlands
were restored and created
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Carolina, USA
(1994-2001) (Carle
2011)

Habitat  suitable
for threatened
endemic the
southern  black-
throated finch
(Poephila cincta
cincta),
predominantly in
Queensland,
Australia  (2000-

2016) (Reside et al.
2019)

Native vegetation
in New South
Wales, Australia
(2005-2015)

(Gibbons et al.

National Environmental Protection and
Biodiversity Conservation (EPBC) Act
aims to protect ‘Matters of National
Environmental which
includes threatened species. Where an
action might impact on ‘Matters of
Environmental Significance’, a referral to
regulators is necessary, and if found to
have a significant impact, offsets may be
mandated. Simultaneously, Queensland
has the Vegetation Management Act
(VMA), which maintain
biodiversity and ecological processes
through regulation of vegetation clearing

Significance’,

aims to

New South Wales
Vegetation Act is to ‘“prevent broad-scale

Aim of Native
clearing unless it improves or maintains
environmental outcomes’. Offsetting is one
mechanism mandated by the policy

respectively across the study
period, whilst the net loss of
wetlands was 25,303 ha

631,000 ha of potential black-
throated finch habitat (which
should have counted as a
‘Matter of
Significance’ because of the
finch’s threat status) was
cleared across the study
period. Of this, 502,391 ha was
not associated with a known
referral under the EPBC act,
despite that the majority was
likely cleared for pasture and
thus subject to a referral

Environmental

Policy included exemptions
that enabled circa 87% of
vegetation clearing to occur
uncompensated

2018)
Table 2. Case study examples of the disparity between total infrastructure or land use change impacts and those
impacts which are subject to NNL (indicated in the above cases by the degree of offsetting relative to habitat loss)

All biodiversity impact mitigation policy has limitations to its coverage: mitigation
policy commonly applies to either a subsection of biodiversity (i.e. only particular
habitat types or legal designations: e.g. Indonesian forest policy requires
compensation for losses from deforestation of state forests), or a subsection of
industries (e.g. Mongolia requires compensation for damages associated with
mining, petroleum and mineral extraction projects). However, as the evidence grows
for the biodiversity and ecosystem service value of habitats that have not classically
received much protection, such as isolated habitat fragments (Wintle et al. 2019),
urban nature (Goddard et al. 2010) and abandoned land (Navarro & Pereira 2012),
allowing unmitigated biodiversity loss across any habitats now seems increasingly
incompatible with achieving a minimum of NNL of biodiversity at landscape scales
(Bull et al. 2020). Additionally, even when regulation should in theory apply, many
regions grant exemptions for specific infrastructure developments deemed to be
strategically important, reflecting an underlying political prioritisation of economic

over biodiversity values. For example, numerous national governments have
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circumvented the EU Habitats Directive’s nominal NNL policy for the Natura 2000
network of protected areas by arguing that the associated infrastructures are in the
‘overriding public interest’, granting them an exemption even though the
justifications for this designation often fall far short of what is legally required
(Kramer 2009). Additionally, many impacts are implicitly exempted from policies if
they are deemed not to exceed certain impact ‘significance” thresholds, which can
often be arbitrary or overruled on arbitrary grounds (Jacob et al. 2016; Murray et al.
2018). According to government consultation documents, the proposed approach to
mandate Biodiversity Net Gain in England comes close to covering all infrastructure
impacts (Defra 2019a). Under the proposals, developments will be required to deliver
an improvement in biodiversity (as measured by the UK Department for
Environment, Farming and Rural Affairs biodiversity metric; Defra 2018a) consistent
with good practice principles (Baker et al. 2019). However, even this policy
acknowledges that certain developments are, at this stage, exempt such as ‘nationally
significant infrastructure’ and ‘permitted development’ (Defra 2019a). These
developments will still adhere to existing UK laws to protect biodiversity, but these

laws give consent for developments to proceed with biodiversity loss.

The second major reason why biodiversity loss from infrastructure falls outside the
jurisdiction of NNL policy is that many impacts are illegal or unreported. For
example, in Queensland, Australia the majority of potential black-throated finch
habitat cleared between 2000-2016 was not associated with a referral under the
Environmental Protection and Biodiversity Conservation Act (a prerequisite to the
application of the mitigation hierarchy), implying that landholders were not
reporting their land clearing (Reside et al. 2019). In the Brazilian Amazon,
approximately 80% of roads are constructed without government approval, and are
therefore not subject to environmental regulations (Brandao Jr & Souza Jr 2006).
Improving compliance with and enforcement of environmental regulation is a

monumental task, which is far from limited to NNL policies (UNEP 2019).
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2.7 Project-scale implementation and compliance challenges

Even if all infrastructure impacts were fully captured within NNL policy,
biodiversity still falls through multiple cracks in the application of the mitigation
hierarchy at project scales, both in the implementation of the avoidance and
minimisation steps, and the design and implementation of offsetting policies (Figure
3). One overarching technical issue is the choice of biodiversity metric to use in impact
assessment processes: metrics are simplified representations of the complex
phenomenon of biodiversity, and so aspects of biodiversity that are not explicitly
integrated into the metric risk falling outside the project planning process (reviewed
comprehensively elsewhere; Quétier & Lavorel 2011a; Bull et al. 2013a; Bas et al.

2016).

The avoidance step is widely considered the most important, yet understudied, step
of the mitigation hierarchy (Hough & Robertson 2009; Phalan et al. 2018). Empirical
evidence for the effectiveness of avoidance is severely lacking (but see Pascoe et al.
2019), and empirically challenging because in some systems much avoidance occurs
through unobservable informal communications between developers and regulators,
and so the final number of development permits accepted or rejected is a misleading
proxy for effectiveness (Sinclair 2018). However, it is clear that many infrastructure
projects that receive approval and proceed would not pass simple cost-benefit tests if
all negative, long-term, direct and indirect social, environmental and maintenance
costs were accounted for (Laurance et al. 2015). Furthermore, proper application of
the mitigation hierarchy implies that any impacts to irreplaceable biodiversity must
be avoided (Pilgrim et al. 2013); yet, some NNL policies continue to facilitate the
clearance of threatened species habitat even when it simply cannot be justified on
conservation grounds because it is non-offsettable and risks causing local extinction

(Reside et al. 2019).

Avoidance fails to be implemented satisfactorily for many reasons (reviewed in
Phalan et al. 2018), including capacity shortages in public bodies responsible for
assessing alternative options, and political prioritisation of economic development
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over environmental outcomes that often renders ‘no project’ scenarios politically
undesirable and undervalues long-term socio-environmental costs (Clare et al. 2011;
Phalan et al. 2018). Compounding this, EIA processes are often implemented too late
in the project planning process to exert significant influence over key aspects of
project design such as location, as considerable project costs and planning effort have
already accrued (Cashmore et al. 2004; Arts et al. 2016). Corruption and uneven
power dynamics can also play a role (Carver & Sullivan 2017; Williams & Dupuy
2017). Situations where groups with a vested interest in development proceeding
hold undue influence over the mitigation hierarchy process are commonplace in EIAs
through which many NNL systems are implemented (Walker et al. 2009). For
example, in some countries companies commissioning EIAs from consultants are
permitted to withhold payment until the EIA is delivered, thus holding leverage over
consultants to incentivise favourable EIA reports that underestimate negative
biodiversity impacts and thus the degree of avoidance required (Williams & Dupuy
2017). Application of avoidance can also be suppressed by governments if they
perceive strong geopolitical incentives to promote infrastructure development. For
example, dam construction in the Brazilian Amazon cannot be reconciled with
achieving NNL in biodiversity (Forsberg et al. 2017; Latrubesse et al. 2017; Jones &
Bull 2019), however, the government perceives access to hydroelectric energy to be a
geopolitical priority that supersedes avoiding impacts to irreplaceable biodiversity

(Fearnside 2016; Gerlak et al. 2019).

Once the avoidance and minimisation steps of the mitigation hierarchy have been
applied, any residual impacts of infrastructure on biodiversity are then mitigated
through offset policy, with any failures to apply the first two stages of the hierarchy
adequately manifesting in additional residual impacts. Losses continue to occur
under offsetting policies because of poor offset policy design (Maron et al. 2018),
failure to implement the required offsets (Bezombes et al. 2019), and finally through
failures of the offsetting interventions themselves (zu Ermgassen et al. 2019a). There
are multiple design issues that can embed biodiversity losses into NNL policies

(reviewed in Maron et al. 2018), for example when unrealistic counterfactuals are
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used which imply that unfeasibly high rates of loss would have happened in the
absence of the policy (Bull et al. 2014a; Maron et al. 2015), when offsets do not provide
any additionality (Thorn et al. 2018), or when there is a lack of accounting for time
lags between development losses and offset ecological improvements (Gibbons et al.

2018).

However, even NNL policies that adequately address the theoretical ecological
requirements for achieving NNL risk suffering from a number of implementation
problems that plague many environmental policies and conservation interventions.
A key difficulty is that offsets are often very challenging to organise logistically and
contractually (Evans 2017). Habitat-based offsets often require the acquisition or
conservation management of land that would otherwise not have been contributing
to conservation to the same degree. Offsets may be hard to find because landholders
are unwilling to restrict their management rights (Vaissiere et al. 2018), or because
enough suitable land is simply unavailable (e.g. in Sabah, Malaysia (von Hase &
Parham 2018) or France (Guillet & Semal 2018)), and instances of land scarcity are
likely to increase in the future. This may drive greater emphasis in future on non-site
based offsets (e.g. behaviour change interventions to reduce biodiversity loss).
Whether site-based or not, offsets have tended to suffer from persistent
implementation failures, related to weak compliance or regulatory enforcement, and
inconsistencies within interacting governance arrangements (Evans 2017; Bezombes
et al. 2019). At global scales, there are considerable gaps between offset policy and
implementation: in 60% of countries that have some form of mandatory biodiversity
compensation policy there is no documented evidence of a single offset yet being
implemented according to the world’s most comprehensive global offset database
(Figure 4; Bull & Strange 2018). In these countries, ecosystem loss continues to
proceed without proper compensation. Lastly, even if conservation interventions are
implemented in line with offset obligations, incomplete understanding of restoration
ecology or the effectiveness of the implemented offset actions can lead to a failure to
achieve NNL in biodiversity or ecosystem function (Lindenmayer et al. 2017; Theis et

al. 2019; zu Ermgassen et al. 2019a).
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Figure 4. Global disparities between biodiversity compensation policy commitments and offset implementation
(Bull & Strange 2018; GIBOP 2019), with the boxplots denoting the total number of offsets recorded as
implemented in each country, and the map highlighting countries with no recorded implementation of offsets
despite policy commitments. Policy scores (see Box 2): 3 = mandatory compensation in some contexts; 2 = enable
voluntary offsetting; 1 = minimum regulatory provisions for compensation; 0 = compensation not mentioned in
national policy. A) Box and whisker plots showing upper and lower quartiles and medians of the number of offsets
implemented globally under different policy strengths. Crosses denote sample means (adjacent to x-axis for policy
strength values 2-0). Whiskers denote the minimum/maximum values that fall within the lower/upper bound of
the interquartile range -/+ 1.5 interquartile range. Outliers falls outside that range. B) Map of global biodiversity
compensation policies strengths and evidence for offset implementation (defined as the presence of at least 1 offset
or a non-zero area of offset implementation in-country from the most comprehensive global offset implementation
database (Bull & Strange 2018)). Note that offset implementation displayed may be the result of national policy,
voluntary commitments or international financing requirements

2.8 The future of No Net Loss

Over the last decade, there has been fierce debate about the merits of NNL and
biodiversity offsetting and the degree to which it can help achieve or potentially
unintentionally undermine conservation outcomes (Moreno-Mateos et al. 2015;
Maron et al. 2016; Apostolopoulou & Adams 2017). Empirical explorations of
unintended outcomes remain scarce and largely inconclusive so far (e.g. no evidence
for 'license to trash' in Levrel et al. (2017) or Gibbons et al. (2018)); nevertheless, there
is clearly in some contexts merit to the idea that NNL and offsetting policies have
been designed by policymakers and influenced by the private sector to “sell’ the

narrative that infrastructural expansion and environmental protection can go hand-
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in-hand (Walker et al. 2009; Calvet et al. 2015), without deep reflection on the
considerable barriers to achieving true NNL in practice or the place-based nature of
biodiversity and cultural value (Moreno-Mateos et al. 2015; Apostolopoulou &
Adams 2017). There are also legitimate concerns that governments may use offset
systems as excuses to reduce their own spending on conservation (‘cost-
shifting’(Maron et al. 2016)); and that offsetting masks the fundamentally political
assertion that infrastructure expansion is desirable even in wealthy countries despite
that we already risk overshooting on planetary boundaries and that further economic
expansion does not necessarily yield wellbeing increases (Apostolopoulou & Adams
2017; Jebb et al. 2018). The social justice of current NNL policies has also been
rightfully questioned, with evidence that the most marginalised people tend to be
those who bear the largest livelihood costs and see fewest benefits from offset
delivery (Bidaud et al. 2018) — for offsets to be ecologically successful and socially
defensible, these shortcomings must be addressed through improved legitimate
community participation in both infrastructure and offset planning and negotiation
processes (Griffiths et al. 2018). These criticisms point to the risk that poorly designed
and implemented NNL and offsetting policies could do more harm than good for
conservation and people. However, enthusiastic uptake of compensation policies by
policymakers does create a large opportunity for conservation globally: if
implementation is improved and the benefits of NNL can be maximised, then NNL
is potentially an avenue to mitigating damage on natural systems caused by trillions
of dollars” worth of infrastructure, in addition to efficiently addressing global gaps in
conservation financing through ‘polluter-pays” (Calvet et al. 2015). To achieve this
potential, the points of failure in each stage of the infrastructural impact mitigation

process need to be addressed.

In order to make progress towards achieving NNL at policy scales, the jurisdiction of
NNL policies must be expanded across all impacts (converting Type 2 into Type 1
impacts; Maron et al. 2018) and exemptions from NNL requirements eliminated. As
a first step, we recommend that countries audit their recent infrastructure impacts,

assess what proportion of these came under NNL policy, and identify the main
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reasons for disparities between total and potentially mitigated impacts. This can help
highlight the exact policies and exemptions that facilitate the loss of biodiversity from
infrastructure development. The enduring problem of limiting illegal infrastructure
and biodiversity impacts is key. This remains an enormous challenge, but emerging
technologies allowing for near real-time monitoring of land use change may be an

important component of the solution (Finer et al. 2018).

NNL may be intrinsically unfeasible for projects that damage invaluable or
irreplaceable biodiversity (Pilgrim et al. 2013). NNL policies thus need to define ‘no
go’ situations, and ensure that these are integrated with, and do not undermine,
existing strict protections (although in practice, such protections are often over-
ridden where projects are considered economic or political imperatives: e.g. dams in
megadiverse tropical forest regions; Jones & Bull 2019). It is necessary to enhance
macro-scale avoidance through strengthening Strategic Environmental Assessment,
integrating development objectives and systematic conservation planning to clearly
highlight where impacts to biodiversity must be avoided, such as in South Africa’s
planning policy and biodiversity offsetting implementation strategy (Brownlie et al.
2017). Additionally, there are ecosystem-specific constraints on whether policies
requiring NNL at project scales can achieve NNL at the landscape level. In biodiverse,
spatially-constrained regions undergoing rapid infrastructure growth there may
simply be insufficient space for the offsets required (von Hase & Parham 2018). NNL
at the landscape level requires habitat restoration to compensate for project damage,
so may also be unachievable in ecosystems where restoration is very slow or
otherwise unfeasible (Gibbons et al. 2016). In such situations, policies can
nevertheless set project compensation requirements so that biodiversity remains

above a set threshold at the landscape level (Simmonds et al. 2019; Maron et al. 2020).

At project scales, NNL will only be achieved if the incentives of the actors in the
system are aligned. NNL needs to be set as a project deliverable from the start of the
project lifecycle and the project designed in ways that make tangible, measurable and
meaningful outcomes for both biodiversity and for people (Baker et al. 2019).

Governments need to set clear and well-enforced NNL legislation, to ensure that
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developers seeking to deliver NNL are not undercut by competition. Developers
need to be incentivised to achieve NNL by being convinced that positive biodiversity
impacts do deliver social license to operate and competitive advantage.
Commissioners of new infrastructure must demonstrate that they truly value those

biodiversity outcomes.

Unfortunately, in many countries these conditions are not present. Central to the
misapplication of NNL policy is the underlying political philosophy that short-term
economic and security considerations outweigh long-term environmental ones. It is
hard to address this in democracies through improved regulatory procedures or
transparency; political philosophies will only shift when underlying cultures — voters
and their values — change to demand these alternative priorities. However, good
policy can help constrain gross violations by setting clear boundaries that cannot be
overstepped without triggering comprehensive public scrutiny. NNL policy can
potentially play an important role by clarifying what is and is not acceptable at both
the avoidance and offsetting stages. For example, the IFC’s guidance note for
Performance Standard 6 very clearly states that no financing will be permitted for
projects that impact UNESCO World Heritage Sites, or sites fitting the designation
criteria of the Alliance for Zero Extinction (IFC 2019). Clear boundaries such as these
should help constrain some of the worst potential outcomes of NNL policies if

implementation standards still fall short.

There are multiple more specific policy enhancements that could help deliver NNL
across infrastructure impacts. To improve implementation of the first step of the
mitigation hierarchy, more resources are needed for planners, with an amelioration
of power imbalances that distort planning processes. This is politically challenging,
but simply providing environmental information consistent with the ‘rational
decision-making’ model is unlikely to deliver adequate avoidance (Cashmore et al.
2004): more systemic changes to planning systems are necessary. These include
ensuring that information on biodiversity risks is genuinely provided early enough
in the project planning process for ‘no-project’ to be a seriously considered option;

severing the leverage of developers over the assessment of potential impacts
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(potentially through the establishment of independent public impact assessors;
Murray et al. 2018), and improving resourcing for planning departments so that they
can cope with their case load in areas of rapid development (Laurance & Arrea 2017).
To improve the capacity of planners overseeing NNL systems, a portion of offset
financing should be reinvested in strengthening institutional capacity and
developing the biodiversity information base (including high-quality baseline
biodiversity data), helping improve the effectiveness of biodiversity planning and

NNL policies over time.

Finally, there are many ways to improve design of offset systems, so as to mitigate
the residual impacts of infrastructure expansion. It is necessary to design policy so
that NNL is at least theoretically achievable at programme and landscape, not just
project scales (Maron et al. 2018), which requires integrating state-of-the-art
understanding of multipliers, time lags, biodiversity metrics, and cumulative impacts
(not just cumulative impacts of portfolios of infrastructure projects, but also
considering the way that infrastructure might interact with other drivers of
biodiversity loss such as climate breakdown; Quétier & Lavorel 2011a; Bull et al. 2014;
Sonter et al. 2017; Gibbons et al. 2018). Gaining the acceptance and support of local
communities is essential to the success of conservation interventions, and offsetting
is no exception: ecological and social outcomes would be considerably improved if
offsets ensured that nobody affected by the initial development and paired offset was
worse off as a result of the development-offset pairing than in their absence (Griffiths
et al. 2018). Using the best available evidence for the success of the implemented
offset interventions is also essential to achieving NNL, and resources for supporting
local-scale evidence-based restoration initiatives are growing (e.g. Conservation
Evidence (www.conservationevidence.com)). Monitoring and evaluation should be
central to offset systems, with outcomes fed back into processes for synthesising
evidence so that the effectiveness of ecological enhancement and restoration can be
improved over time. Additionally, measures must be put into place to address the
identified global gap between the policy and implementation of biodiversity offsets

(Figure 4). Again, an important solution may well be capacity-building and enhanced
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powers and independence of regulatory bodies. There are very few recorded
examples of developers receiving financial penalties for failing to achieve their
biodiversity offset obligations (Hahn & Richards 2013). Thus, a simple step likely to
improve compliance would be to increase the powers of regulators to prosecute non-
compliance. In the context of other environmental policies this is shown to improve
compliance not just within the firms prosecuted but more broadly across polluting

industries (Gray & Shimshack 2011).

If expanding the world’s infrastructure networks is socially desirable, can it be done
in a way that meets SDGs 9, 14 and 15 simultaneously? Not if business-as-usual
environmental practices continue during the ongoing expansion of the global
infrastructure networks. However, existing biodiversity compensation policies could
feasibly be transformed into robust NNL policies to close this gap. Enthusiastic policy
uptake globally has created an opportunity to limit further extensive damage to
biodiversity, if policy design and implementation can be improved. Transforming the
scope and implementation of biodiversity compensation policies (and especially
emphasising avoidance of irreversible impacts) should therefore be considered a
global policy priority, with potential for integration into the post-2020 framework of
the CBD.
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3.1 Abstract

No net loss (NNL) biodiversity policies mandating the application of a mitigation
hierarchy (avoid, minimise, remediate, offset) to the ecological impacts of built
infrastructure are proliferating globally. However, little is known about their
effectiveness at achieving NNL outcomes. We reviewed the English-language peer-
reviewed literature (capturing 15,715 articles), and identified 32 reporting observed
ecological outcomes from NNL policies, including >300,000 hectares of biodiversity
offsets. Approximately one third of NNL policies and individual biodiversity offsets
reported achieving NNL, primarily in wetlands, although most studies used widely-
criticised area-based outcome measures. The most commonly cited reason for success
was applying high offset multipliers (large offset area relative to the impacted area).
We identified large gaps between the global implementation of offsets and the
evidence for their effectiveness: despite two-thirds of the world’s biodiversity offsets
being applied in forested ecosystems, we found none out of four studies
demonstrated successful NNL outcomes for forested habitats or species. We also
found no evidence for NNL achievement using avoided loss offsets (impacts offset
by protecting existing habitat elsewhere). Additionally, we summarised regional
variability in compliance rates with NNL policies. As global infrastructural
expansion accelerates, we must urgently improve the evidence-base around efforts

to mitigate development impacts on biodiversity.

Keywords: biodiversity offsets; compliance; conservation outcomes; mitigation

hierarchy; multipliers; no net loss; policy effectiveness
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3.2 Introduction

We are living in an age of both severe biodiversity declines and unprecedented global
expansion of built infrastructure (Laurance et al. 2015; IPBES 2019). Approximately a
quarter of all species from red-list assessed groups are threatened with extinction,
with the unmitigated impacts of infrastructure a major driver (Maxwell et al. 2016;
IPBES 2019). These impacts are expected to intensify over the coming decades, with
dramatic increases in our transport networks, urban footprint, and energy production
facilities already under way (Steffen et al. 2015). Mitigating these impacts is therefore
an urgent global priority. Currently, one of the most widely-used tools for addressing
the environmental impacts of infrastructure is No Net Loss (NNL) policies (Bennett
et al. 2017), which mandate that a mitigation hierarchy (MH) is applied to
sequentially avoid, minimise, remediate, and offset the biodiversity impacts of new
developments (Bennett et al. 2017), with some variation amongst policies (e.g. US

mitigation sequence: avoid; minimise; compensate).

NNL policies are proliferating around the world (Bennett et al. 2017), reflected in the
widespread implementation of biodiversity offsets (Bull & Strange 2018).
Throughout, we use the term ‘biodiversity offsets’ to refer to all offsets implemented
as the final stage of NNL policies, as nearly all policies focus on achieving outcomes
that are related to or underpinned by biodiversity. However, the exact ecological
characteristics for which these policies aim to achieve NNL vary considerably (e.g.
US wetland compensatory mitigation protects “‘wetland acreage and function” (EPA
2008). There is a notable lack of evidence regarding the actual outcomes of NNL
policies because of the relative immaturity of many policies, a lack of data
transparency surrounding NNL implementation (Bull et al. 2018), and challenges
evaluating largely unobservable outcomes of the MH process (e.g. identifying
avoided impacts; Sinclair 2018). Much of the evidence of NNL effectiveness comes
from individual offset case studies or simulation studies (e.g. Sonter et al. 2017; Thorn
et al. 2018). In the absence of a coherent body of evidence regarding actual outcomes,

many theoretical criticisms and defences of NNL have been discussed in the
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literature. Criticisms revolve around the ecological feasibility of restoration (Maron
et al. 2012), choice and definition of biodiversity ‘units” (Bull et al. 2013a), perverse
incentives to game offset policies through manipulation of counterfactuals (Gordon
et al. 2015), ethics of biodiversity trading (Ives & Bekessy 2015), and the weakening
of institutions which safeguard the environment (Walker et al. 2009). In response,
defences of NNL acknowledge that well-targeted infrastructural expansion can
deliver considerable wellbeing benefits, and when applied according to best practice
(Bull et al. 2013a; Bennett et al. 2017), NNL can facilitate this without damaging
biodiversity overall. Furthermore, NNL buffers impacts on biodiversity that would
most likely occur anyway in the absence of NNL policy (von Hase & ten Kate 2017).
Additionally, the organisation and financing of offsets may make avoiding impacts
initially more favourable to developers (Calvet et al. 2015). However, without an
empirically-grounded evidence base, it is unclear which arguments dominate in

practice.

Evidence from case studies shows that NNL policies result in both successes and
failures (Quigley & Harper 2006a). As with any conservation intervention,
developing evidence about the contextual factors that predict NNL success is
essential. Additionally, researchers have reviewed and tested the major indicators of
biodiversity proposed for use in NNL and evaluated whether they provide useful
approximations of biodiversity changes (Bezombes et al. 2018). However, little work
has synthesised which indicators are used in the practical implementation of NNL

globally.

Several high-profile NNL policies have now been implemented for sufficient
timescales for a preliminary understanding of outcomes to emerge (e.g. Gibbons et
al. 2018). However, there remains no synthesis of all the information available on the
actual observed outcomes of NNL policies from around the world (i.e. whether they
have demonstrably achieved NNL of their ecological characteristic of interest).
Addressing this, we reviewed the global literature on the outcomes of NNL policies
to synthesise literature gaps and coverage, summarise the state of the knowledge on

the determinants NNL outcomes, assess the biodiversity metrics used in practice,
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assess regional compliance with NNL policies, and evaluate the validity of the
existing literature. For clarity, our study addresses both the effectiveness of NNL
policies (i.e. the application of the MH to development impacts under jurisdiction of
a NNL policy) and individual biodiversity offsets (i.e. whether or not offsets achieve

NNL in chosen biodiversity indicators at project scales).

3.3 Methods

3.3.1 Review protocol

We conducted a rapid evidence assessment (Khangura et al. 2012) of peer-reviewed
literature on NNL outcomes. Our search term (Supporting information) comprised a

set of strings linked by Boolean operators describing:

e alternative offset types (e.g. “environmental”)

e ’offset’ and commonly-used alternatives (e.g. ‘compensat*”)

e impact evaluation (e.g. ‘outcome™)

¢ and excluding nuisance terms (refined by identifying unrelated papers in

the first 200 hits of our WoS review; e.g. ‘gas mitigation”)

Performing the same search in Web of Science (WoS) and Scopus databases (final
search date 13/3/19), we removed repeats and then reviewed the remaining studies
using the ‘metagear’ package in R (Lajeunesse 2016; R Core Team 2018). We
conducted a first assessment of potentially relevant literature by selecting all studies
mentioning NNL policies or offsets in their abstracts, then read the full papers to
identify whether our inclusion criteria were met. We limited our review to studies
published from 2003-2019, to account for the major reforms to the effectiveness of US
wetland mitigation policy introduced by the National Wetlands Mitigation Action
Plan in December 2002 (Hough & Robertson 2009). We restricted our search to
English-language articles from relevant topic categories (Supporting information).
Previous research has shown that English captures most literature on offsets tied to
international funding requirements, studies from North America and Oceania, and a

substantial proportion of European literature, so our findings should be
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representative of the global literature (Bull et al. 2018; Bull & Strange 2018).
Additionally, we searched through all reference lists in papers meeting our inclusion

criteria for additional literature.

3.3.2 Data extraction

Papers were included in our database if they reported observed (i.e. not simulated)
ex-post ecological or land cover-related outcomes of polices with an explicit NNL-or-
better objective for aspects of biodiversity. We limited our search to peer-reviewed
publications only (including conference proceedings and book chapters) to attempt
to overcome the data quality issues highlighted by other reviews of offset studies
which include the grey literature (Theis et al. 2019), but recognise that the majority of
NNL implementation occurs outside academic evaluation. Papers reporting
evaluations of individual offset projects were included if they specified the impacts
(as a minimum defining the impacted habitat and area) associated with the offsets,
thus allowing for a rudimentary assessment of biodiversity losses and gains. These
papers compared biodiversity at offsets with either biodiversity at the impacted site
(pre-initiation of impacts), or with a biodiversity reference site (Table 12 for studies
considered but ultimately rejected). Notably, whilst we included only these studies
that allowed for a site-specific estimate of biodiversity losses and gains and thus a
basic evaluation of whether NNL was achieved, some key NNL policies do not assess
biodiversity losses and gains in this way (e.g. US wetland mitigation policy mandates
that compensation sites achieve benchmark ecological criteria rather than explicitly
achieving the same level of ecosystem functioning as impacted wetlands). Therefore,

such NNL policies may in theory achieve full compliance but not NNL.

For each study/individual offset project where possible we extracted information

regarding the:

e type of biodiversity outcome variable used to assess losses and gains
e magnitude of the outcome variable at the offset and impact/control site
o affected type of biodiversity (e.g. forest, species)

e Jocation
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e mean offset age (mean time between offset initiation and outcome
evaluation)

e spatial scale (Table 3)

e whether or not NNL was achieved for the outcome variable of interest

e article author’s explanations for why / why not (including only reasons that

addressed the specific outcome variable used)

For each reported outcome variable, we assigned it the appropriate level for four
descriptive categories (Table 3). If a paper reported multiple ecological indices or
outcome variables, we recorded them all. For individual offsets which presented
time-series outcomes, we recorded the outcome variable at the latest time-period to
allow the maximum time for ecological recovery in the offset-control comparison. For
NNL policies presenting time-series outcomes, we took the sum of the outcome
variables across time periods to capture the policy’s impact across the entire
evaluation period. We recorded information about the policy outcomes across its
entire geographical jurisdiction (i.e. if a paper reported localised habitat losses but
NNL overall (e.g. across an entire state), we recorded that NNL was achieved). We
extracted data from figures using WebPlotDigitizer (Rohatgi 2015). We recorded the
raw values for outcome variables and used them to infer NNL outcomes, except for
papers that compared outcomes between offset and impact/reference sites using
statistical tests, where we used the test’s outcome to inform NNL designation. When
studies reported that outcomes for some of the projects they evaluated was unknown,
we recalculated the percentage of projects reporting successes and failures restricting
the total sample to only projects for which the outcome was known. For offset project
studies that reported per-unit-area values for a given outcome variable, we
multiplied the outcome variable for the offset site by the offset ratio so that the final
comparison between biodiversity at the impact and offset sites accounted for
differences in area between the two. Therefore for project-scale evaluations we did
not include area as an outcome variable, but for programme and landscape-scale
evaluations habitat area was included as an outcome. Additionally, we noted two

important aspects of offset design: whether or not the described offsets referenced the
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additionality of their associated conservation actions (i.e. whether the biodiversity

gains at the offset were additional to what would have been present in the absence of

the offset), and whether losses/gains were evaluated against a static or dynamic

counterfactual (McKenney & Kiesecker 2010; Bull et al. 2014a).

Category Groupings Inclusion criteria

Scale Landscape Assess changes in the total area of a particular land cover
type regulated under a regional NNL policy (although
note that some individual impacts within the
geographical jurisdiction of the policy will not be
regulated by the policy because of legal exemptions or
illegal impacts)

Programme Assess the outcomes of a defined portfolio of offsets
without necessarily comparing them with their
associated impacts

Project Report the results of individual impact/reference and
offset pairs

Offset type Creation Result in the creation of new habitat where none existed
previously

Restoration Restoration or enhancement of degraded habitats; may
or may not result in additional habitat area

Protection Protection of existing habitats, may or may not involve
conservation management. No additional area for
conservation

Data type Ecological site-based =~ Primary data collected on site

Expert judgement Judgement about outcomes elicited from experts

Official Data retrieved from official documentations such as

documentation mitigation permit files or offset registries

Remote sensing

Outcome Community indices
variable type

Community densities

Habitat area

Habitat quality

Indices of Dbiotic
integrity

Use remote sensing to assess changes in habitat extent

General indices used to describe ecological communities
(e.g. species richness; Simpson index). Do not account
for species identity

Indices showing the abundance of an aspect of
biodiversity per unit area (e.g. g/m? fish biomass)

Area of habitat

Quality of habitat (e.g. percentage coverage of
vegetation types associated with the offset habitat type)

Indices of biotic integrity (Karr 1981), partially account
for changes in species identity
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Regulatory Degree to which a given compliance criterion has been
compliance met (compliance does not necessarily demonstrate the
achievement of NNL)

Species  population Direct monitoring or species proxy monitoring methods

proxy targeting a particular individual or set of species (e.g.
population abundance; environmental indicators of
species activity levels)

Table 3. Categorisation of information from each study evaluating outcomes from biodiversity offsets or NNL
policies

We also assessed the internal validity of site-based assessments of individual
biodiversity offsets, paying particular attention to potential selection bias and

performance bias (Bilotta et al. 2014). We recorded information about the:

e study design (e.g. before-after-control-impact);

e control used (e.g. either impact-site or reference-site);

e sampling methods and whether those descriptions were sufficiently
randomised or open to selection bias; and,

e number of time periods sampled and whether this was sufficient to capture

inter-temporal ecological dynamics.

3.4 Results

3.4.1 Overview of studies

Our searches returned 15,715 articles once duplicates were removed. After screening
abstracts for relevance, we fully assessed 418 articles for inclusion (Table 11). Twenty-
nine studies met our inclusion criteria (7% of potentially relevant studies), with a
further three identified via in-article citations, leaving 32 studies from 5 countries
(Table 4; Figure 5). Our database includes four landscape-scale, 18 programme-scale,
and 10 project-scale studies (covering 26 projects) and accounts for a minimum of
300,000ha of offsets and 180,000ha of impacts, representing approximately 2% of the
global area of spatially explicit known offset implementation (Bull & Strange 2018).
In total we identified 121 outcome variables (column 11, Table 4) from 48 NNL
policies or individual offsets (1-44 outcomes per study, mean=3.75). NNL assessments
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could not be made for eight studies, as the sole ecological outcomes they reported
related to whether regulatory compliance standards were met (e.g. percentage
invasive species plant cover), which often do not explicitly aim to achieve NNL of
biodiversity per se at project scales (Sudol & Ambrose 2002). When treating each
offset or NNL policy independently (N=48), NNL was achieved for 17 assessments,
not achieved for 15 assessments, and both successful and unsuccessful depending on
the choice of outcome variable for eight assessments. No studies demonstrated the

achievement of NNL in forested ecosystems or for avoided loss offsets (Figure 6).

Locations
e Offset project

[ Programme
Il Landscape

NNL success / failure

[INNL achieved { 5 o
I \ot achieved h A )
[ IMixed outcomes -~ N

[TIna

Figure 5. Map of all of study and project areas included in our review. Pie-charts indicate the number of
projects/studies by region reporting achieving NNL, failing to achieve NNL, achieving a mixture of outcomes for
different outcome variables, and for which no NNL designation could be made because the outcome variable was a
measure of regulatory compliance
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Figure 6. A) Total number of studies/projects within our database achieving NNL. The number of studies/projects
is disaggregated by spatial scale (B), offset type (C), and biodiversity type affected (D). NA represents either studies
which presented outcome variables from which a NNL designation could not be determined (A), or studies where
information on offset type was not provided (C). Studies evaluating the outcomes of bat mitigation actions aiming
to achieve NNL in bat population status are categorised as ‘urban’ (D)
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Mean Affected Total Total
offset habitat / Dominant offsetarea impact NNL
Study Location NNL policy age Scale species offset type  (ha) area (ha) Data type Outcome variables  achieved?
Gibbons et al. Australia, New South 10 programme  forested protection 83459 21928 remote sensing Native vegetation No
2018 New South Wales native (‘native cover
Wales vegetation act vegetation”)
Lindenmayer  Australia, Hume Highway 1.5 project forest restoration ~ NA NA ecological site- Superb parrot and No
etal. 2017 New South environmental species based squirrel glider %
Wales assessment nest box / tree
hollow occupancy
Levrel et al. USA, Florida  US Clean Water 10 landscape wetland NA 58575 114575 remote sensing Wetland area No
2017 Act section 404
Van den USA, Illinois  US Clean Water 14 programme  wetland restoration ~ NA NA ecological site- % of sites meeting NA
Bosch & Act section 404 based various compliance
Matthews performance
2017 standards
May etal. 2017  Australia, Western 11 programme forested protection 2841 NA official % of implemented, NA
Western Australia state documentation evaluated  offsets
Australia Environmental that  successfully
Protection Act purchase land for
conservation, or
achieve their
completion criteria
Drielsma et al.  Australia, New South 7 landscape forested protection 107994 40458 remote sensing Natural vegetation No
2016 New South Wales native area
Wales, Lower vegetation act
Murray
Darling
catchment
Goldberg & USA, Florida, US Clean Water 7 programme  wetland protection 11123 1412 official Wetland / upland No
Reiss 2016 Lower St Act section 404 documentation area
John's River
Basin
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Fickas et al.

2016

Murata &
Feest 2015
Hobbs &
MacAller 2014

Stone et al
2013

Hill et al. 2013

Pickett et al.
2013

Kozich &
Halvorsen
2012

USA, Oregon,
Willamette
Valley

UK, Wales,
Cardiff Bay

USA,
California,
Santa Maria

River

UK, England

USA, North
Carolina

Australia,
New  South
Wales,

Sydney
USA,
Michigan,
Upper
Peninsula

US Clean Water
Act section 404

Cardiff Bay
Barrage
Environmental
Statement

US Clean Water
Act section 404

EU Habitats
Directive;
English Nature
Bat mitigation
guidance

US Clean Water
Act section 404

Sydney
Olympic Park
development
licence

US Clean Water
Act section 404

12

7.5

NA

10

3.5

landscape

project

project

programme

programme

project

programme

wetland

wetland

wetland

urban
species

wetland

wetland
species

wetland

NA

restoration

restoration

restoration

restoration

creation

creation

NA

273

52

NA

8000

6.4757

75.1

NA

207

52

NA

NA

0.3351

28.8

remote sensing

ecological  site-
based
ecological  site-
based
official
documentation
ecological site-
based
ecological site-
based
ecological  site-
based, official
documentation

Wetland area

Various ecological
indices inc. species
richness and
Simpson index

Meeting
performance
standards for native
species richness and
cover, and non-

native cover

% change in bat
presence/absence

and abundances
post-development

% of wetland and
stream components
achieving
regulatory
compliance

Population size

% of wetlands
meeting  invasive
species
performance
criteria, wetland
area

Yes

Yes

NA

NA

Yes

Yes (area),

NA
(compliance
criteria)
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Carle 2011

Reiss et al.
2009

Robertson &
Hayden 2008

Kettlewell et
al. 2008

Breaux et al.
2005

Teels et al

2004

Thorn et al
2018

Harper &
Quigley 2005

Quigley &
Harper 2006b

USA, North
Carolina

USA, Florida

USA, Illinois,
Chicago
district

USA, Ohio,
Cuyahoga
River
watershed

USA,
California,
San Francisco
district

USA,
Virginia,
Warrenton
Australia,
Western
Australia,
Beeliar
regional park

Canada

Canada

US Clean Water
Act section 404

US Clean Water
Act section 404

US Clean Water
Act section 404

US Clean Water
Act section 404

US Clean Water
Act section 404

US Clean Water
Act section 404

Western
Australia state
Environmental

Protection Act

Fisheries  Act,
Habitat Policy

Fisheries  Act,
Habitat Policy

NA

NA

115

10

NA

3.6

4.4

landscape

programme

programme

programme

programme

project

project

programme

programme

wetland

wetland

wetland

wetland

wetland

wetland

forest
species

wetland

wetland

NA

restoration

restoration

creation

restoration

creation

protection

creation

creation

NA

24014

1209.12

NA

135.2

7.3

523

102.0388

NA

NA

NA

448

14.95

40

97.85

41.9562

NA

remote sensing

expert
judgement

official
documentation

ecological site-

based

ecological  site-

based

ecological  site-

based

ecological site-

based

official
documentation

ecological site-

based

Wetland area

% of banks achieved
or on course to
achieve final
regulatory
performance

criteria

Wetland area

Wetland area

Wetland area, % of
projects meeting all
regulatory
performance
criteria

richness,
biotic

Species
index  of
integrity
Area of high quality
Carnaby's cockatoo
and red-tailed black
cockatoo  habitat,
number of Quenda
diggings

Fish habitat area

% compliance with
biological

NA

Yes

Yes

Yes (area),
NA
(compliance
criteria)

No

Yes

NA
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Quigley &
Harper 2006a

Morgan &
Roberts 2003

Hegberg et al.
2010

BenDor et al.
2009

Shafer &
Roberts 2008

Shea et al
2007

Garland et al.
2017

BenDor et al.
2007

Canada,
Manitoba;
British
Colombia;
Nova Scotia;
Ontario; New
Brunswick

USA,
Tennessee,
NA

USA, Indiana,
Indianapolis

USA, North
Carolina

USA, Florida

USA, Florida,
Hillsborough
County

UK, Somerset,
Bath

USA, Illinois,
Chicago

Fisheries  Act,
Habitat Policy

US Clean Water
Act section 404

US Clean Water
Act section 404

US Clean Water
Act section 404

US Clean Water
Act section 404

US Clean Water
Act section 404

EU Habitats
Directive;
English Nature
Bat mitigation
guidance

US Clean Water
Act section 404

NA

NA

21

NA

16 projects

programme

2 projects

programme

programme

project

project

programme

wetland

wetland

wetland

wetland

wetland

wetland

urban
species

wetland

creation

protection

creation

restoration

creation

creation

creation

restoration

1.6781

77.7

11575 feet

NA

NA

400

NA

1053.6

1.9606

38

NA

NA

NA

190

NA

617.6

ecological  site-
based
ecological site-
based
ecological site-
based
official
documentation
ecological site-
based
ecological  site-
based
ecological  site-
based
official
documentation

performance
criteria

Periphyton
biomass,
invertebrate
abundance,
coverage of riparian
vegetation, fish
biomass

Wetland area, % of
sites meeting all
regulatory
performance
criteria

Various ecological
indices inc. index of
biotic integrity
Wetland
stream length

area,

% of sites likely to
meet regulatory

permit criteria

% of
meeting

samples
permit
criteria for wetland
plant coverage and
nuisance species

Presence of brown
long-eared bat and
common pipstrelle
roosts

Wetland area

Mixed

No (area),
NA

(compliance
criteria)

No

Yes

NA

NA

Yes (long-
eared  Dbat),
No (common
pipstrelle)
Yes
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Bezombes et France, French law on 4 programme  wetland, protection 182.76 59.79 ecological site- % offsets where No

al. 2019 Auvergne- biodiversity no. wetland based compensation
Rhone-Alpes, 2016-1087 species habitat or species
Isere present

Table 4. Outline of all studies included in our review
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3.4.2 Outcomes of programme- and landscape-scale evaluations

Four studies conducted landscape-scale evaluations of the area of land cover changes
under the jurisdiction of NNL policies, with three finding that NNL was not achieved
by area (Figure 6). No causal interpretation should be given to these results as other
conservation policies may have been implemented simultaneously with NNL
policies. Levrel et al. (2017) and Carle (2011) focused on Florida and 20 counties across
North Carolina respectively. Both found that total wetland area decreased over their
study periods (2001-2011 and 1994-2001), despite considerable restoration efforts
attributable to wetland mitigation policy. Drielsma et al. (2016) evaluated the
Southern Mallee Guidelines scheme in western New South Wales, Australia. The
authors modelled biodiversity change attributable to the scheme, concluding that it
broadly achieved the aim of maintaining or improving native vegetation. However,
discounting modelled outcomes, the observed outcomes of the scheme were that over
40,000 hectares of vegetated grazing lease were cleared and ‘offset’ through the
protection of other areas, leading to an overall net loss in vegetated habitat area.
Lastly, Fickas et al. (2016) found that NNL in wetland area in Willamette Valley
(Oregon) was achieved since the formal adoption of the national No Net Loss policy

goal and major clarifications to Section 404 of the Clean Water Act in 1990.

Of the 12 programme-scale evaluations in the literature that included outcome
variables from which NNL assessments could be made, seven reported achieving
NNL (Figure 6). All seven used change in habitat area as outcome variables, and
reported results from offset programmes focused predominantly on habitat creation
and restoration (Breaux et al. 2005; Harper & Quigley 2005a; BenDor et al. 2007;
Kettlewell et al. 2008; Robertson & Hayden 2008; BenDor et al. 2009; Kozich &
Halvorsen 2012). The other three studies also using area as their outcome variables
that failed to achieve NNL were all reporting results from offset systems based
predominantly on avoided loss offsets (Morgan & Roberts 2003; Goldberg & Reiss
2016; Gibbons et al. 2018). The remaining studies evaluated the success of bat
mitigation in the UK under the objective of “'NNL in local bat population status’, and

the percentage of offset sites in Isere, France, where the required offset habitat type
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or species was present. Here, NNL was not achieved for both bat presence and
abundances post-mitigation (categorised as 'urban' in Figure 6; Stone et al. 2013), and

offset habitat/species presence varied from 61-73% (Bezombes et al. 2019).

3.4.3 Outcomes of biodiversity offsets

Twenty-six biodiversity offsets from 10 studies were included in our database, of
which we could make NNL designations for 24. Of these, nine achieved NNL for all
given outcome variables, seven failed to achieve any, and eight achieved NNL for
some outcome variables but not for others (Figure 7). There was not enough
identifying variation in the data to statistically explore whether specific aspects of
offset design, type or ecology predicted the achievement of a higher percentage of
total outcome variables. Nevertheless, it is noteworthy that 64% (7/11, Figure 7 (C))
of projects with offset ratios >1 achieved NNL for all of their associated outcome

variables compared with 17% for offsets with ratios <1 (2/12, Figure 7 (B)).

There was nominally variation between outcome measures when comparing
outcome values between offset and impact/reference sites (Figure 8), although an
insufficient data volume to explore statistical differences. On average, assessments of
habitat quality tended to find that the quality of offset sites was lower than that at

impact sites.
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Figure 7. A) Frequency distribution of the percentage of outcome variables achieved for each offset project in our
sample where a NNL designation could be made (including one avoided loss offset which is excluded from B and C
(Thorn et al. 2018)). B) For all creation/restoration offset projects with a multiplier < 1. C) For all
creation/restoration projects with a multiplier > 1.
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Figure 8. Box and whisker plots showing the upper and lower quartiles and exclusive medians of the percentage
difference between outcome values at offset sites relative to impact/control sites, with outcome variables grouped
into categories. Whiskers indicate the maximum/minimum values that fall within +/- 1.5%inter-quartile range.
Values >0 indicate that the value at the offset site exceeded that at the impact site. Four outliers (represented by
dots) not shown: for the ‘community densities’ column, outliers occurred at 1469, 3093, 3426 and 4348. Outliers
are likely explained by Quigley & Harper (2006a) containing several projects with unusually high offset ratios at
several of the sites, and the use of stochastic community density-based outcome measures (e.g. number of
invertebrates sampled/m?). Crosses denote the sample mean.

For the eight project-based studies where offsets were ecologically compared with
either their impact sites or reference sites, three met all our criteria for study validity
(Teels et al. 2004; Garland et al. 2017; Thorn et al. 2018). Two sampled control/offset
sites at a single time-point and thus were unable to account for natural ecological
variability in outcomes (Quigley & Harper 2006a; Hegberg et al. 2010, but see
justification in Quigley & Harper 2006a), one did not report its sampling protocol and
is thus open to sampling bias (Hegberg et al. 2010), and four used controls for their
NNL assessments which were collected >5 years before data at the offset site

(Hegberg et al. 2010; Pickett et al. 2013; Murata & Feest 2015; Lindenmayer et al. 2017).
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3.44 Outcomes of studies evaluating compliance

Ten studies evaluated the degree to which NNL implementation was meeting
regulatory compliance standards at programme scales (Figure 9). Compliance across

NNL programmes was imperfect, with no compliance rates exceeding 75% (Hill et al.

2013).

Michigan, Upper

Canada lllinois North Carolina

Peninsula
100 100 100 100
50 50 50 50
0 0 o 0
Mean % biological Mean % PS met / % wetlands meeting % wetland % stream
PS met (a) site (b) invasives PS (c) components components

meeting PS (d) meeting PS (d)

o

California, San

Fransisco District Tennessee Florida Auvergne-Rhone-Alpes, Isére Western Australia
100 100 100 100 100
50 50 50 50 50
0 0 0 0 0

% projects meeting % projects meeting % banks % projects % offsets % offsets % offsets purchasing
all Ps (e) all ps (f) meeting oron likely to meet where where land for
course to all Ps (h) p i i ion or
achieving PS habitat species achieving PS (j)
(&) present (i) present (i)

Figure 9. Percentage compliance and compliance criteria reported for regions in our dataset, with bar chart colours
corresponding to the region providing the compliance values. Note that the type of reported compliance standards
varies between studies, so rates are not comparable. PS denotes ‘performance standards’. a) (Quigley & Harper
2006b); b) Van den Bosch & Matthews (2017); ¢) Kozich & Halvorsen (2012); d) Hill et al. (2013); e) Breaux et
al. (2005); f) Morgan & Roberts (2003); g) Reiss et al. (2009); h) Shafer & Roberts (2008); i) Bezombes et al. (2019);
) May et al. (2017)
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3.4.5 Reasons for NNL achievement or failure

The two most commonly cited reasons for a lack of NNL success were: failure of the

specific conservation interventions applied by the offset (e.g. the offset species failing

to respond as expected to the offsetting intervention); and offset implementation

failures (Table 5). The most commonly cited reason for success was having high offset

ratios. Additionally, Fickas et al. (2016) noted that NNL policy internalised impacts

on wetlands that were previously not subject to regulation, thus potentially

disincentivising habitat conversion.

NNL
outcome Reason Scale References
Avoided Ios.s leading to an Morgan and Roberts 2003;
overall loss in area of natural Programme .
. Gibbons et al. 2018
habitats
Comphar'lce standards unrelated Programme  May et al. 2017
to ecological outcomes
Conflict with development Programme  Shafer and Roberts 2008
Quigley & Harper 2006b; Stone et
Conservation intervention Programme; al. 2013; Lindenmayer et al. 2017;
failure project Garland et al. 2017; Bezombes et
al. 2019
Contradictions within permit .
NNL / requirements Programme  Quigley and Harper 2006b
offset . .
failure, Failure to consider landscape Programme Van den Bosch et al. 2017
. context
failure to
achieve Illegal trespassing Programme  Hill et al. 2013
compliance Programme: Goldberg and Reiss 2016; Stone et
Insufficient offset ratios roict " al. 2013; Quigley and Harper
pro) 2006a
Invasive encroachment without
Programme  Van den Bosch et al. 2017
management
Lack of additionality Project Thorn et al. 2018
Lack of Contlngfzncy measures in Programme  May et al. 2017
case of offset failure
Lack of data to demonstrate May et al. 2017; Stone et al. 2013;
Programme
outcomes Bezombes et al. 2019
Lack of ecological equivalence Project Thorn et al. 2018; Teels et al. 2004
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Hill et al. 2013; Kozich and
Halvorsen 2012; Quigley and
Harper 2006a; Shafer and Roberts
2008

Lack of ecological suitability of

. . Programme
creation offset site

Programme; Quigley and Harper 2006a;

Lack of itori
ack of monitoring project Quigley and Harper 2006b
Lack of offset expertise Programme  Quigley and Harper 2006b

Quigley and Harper 2006b; May et
al. 2017; Morgan and Roberts 2003;

Offset implementation failure Programme Shafer and  Roberts  2008;
Bezombes et al. 2019
Programme; .
Temporal lag project Quigley and Harper 2006a

Landscape;  Goldberg and Reiss 2016; Carle

Unregulated impacts programme 2011

Brmgm.g impacts under Landscape  Fickas et al. 2016
regulation
ljgslét/ Programme: Pickett et al. 2013; Robertson and
High offset ratio & ’ Hayden 2008; Harper and Quigley
success project
2005
Simple biodiversity metric Project Pickett et al. 2013

Table 5. List of reasons cited for NNL policy / offset success or failure. The number of citations per reason should
not be taken to indicate the importance of that reason, as there was variation between papers in the depth of their
discussions of potential explanations

3.5 Discussion

Our review reveals important insights about the state of the evidence-base for NNL
and biodiversity offsetting. We provide preliminary indications that: NNL has
historically been more successful in wetland than forested ecosystems; avoided loss
offsets are particularly risky; evaluations have so far predominantly used area-based
outcome measures; there are potential problems with the validity of studies
evaluating offset outcomes; and the most common reason for offset success appears

to be the implementation of high offset ratios.

We identify a substantial gap between the global implementation of NNL and the
evidence base concerning ecological effectiveness. Sixty-seven percent of the world’s
offsets are applied in forested ecosystems (Bull & Strange 2018), yet our review

reveals that only four studies have assessed NNL outcomes from offsets applied to
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forest ecosystems or wildlife. Of these, none demonstrated that their associated NNL
targets were achieved. Similarly, 20% of the world’s offsets entail some form of
protection or avoided loss (Bull & Strange 2018). Yet, only six studies have assessed
NNL outcomes from this common offset type, and none found that NNL was

achieved.

3.5.1 Exploring unsuccessful outcomes of avoided loss and forest offsets

Avoided loss offsets appeared to be unsuccessful for multiple reasons. Critically, they
necessarily lead to an immediate net loss in habitat area (Gibbons et al. 2018). This
can be justified as a mechanism for preventing biodiversity loss if the background
rate of biodiversity loss is sufficiently high. However, in the studies included here
and the wider literature, it is evident that assumed rates of background declines are
commonly higher than the actual rate, superficially justifying the use of avoided loss
offsets when in reality gains only accrue many decades into the future (Gibbons et al.
2018; Reside et al. 2019). This issue is compounded if the ‘protection” afforded by
offsets does not actually reduce the probability of loss, most commonly when sites
which are not under threat of development receive “protection’ (e.g. Thorn et al. 2018).
Drielsma et al. (2016) justify the use of avoided loss on the grounds that biodiversity
improvements on newly protected sites could offset the losses attributable to the
reduction in overall habitat extent. Whether or not these condition gains are achieved
in reality is questionable, especially considering the consistent ecological or
implementation failure of conservation management interventions associated with

offsets in our sample (Lindenmayer et al. 2017; Bezombes et al. 2019).

Many of the same reasons apply to explain the apparent failure of offsets focused on
forest biodiversity, although identifying explanations unique to forests is challenging
as 4/5 forest offset studies are also avoided loss offsets. Additionally, all forest studies
came from Australia, where native vegetation offsets based predominantly on
avoided loss have been criticised for facilitating high rates of deforestation and
species declines (Reside et al. 2019). Nevertheless, both studies evaluating

interventions aiming to offset impacts on forest species found that the interventions
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failed to deliver ecological equivalence, providing either lower quality or less-utilised
habitat than that impacted by development (Lindenmayer et al. 2017; Thorn et al.
2018). On the planning side, May et al. (2017) identify a number of shortcomings
hindering Western Australia’s native vegetation offset policies from achieving NNL,
including a lack of contingency planning in the case of offset failure, insufficient
reporting of offset outcomes, offset performance criteria being disconnected from

actual ecological outcomes, and poor compliance.

3.5.2 Compliance with NNL policies

May et al.'s (2017) findings are indicative of the rest of the evaluations of compliance
in our dataset, with variously defined compliance rates ranging from 4-75%.
Imperfect compliance rates per se do not guarantee failure of NNL policies from an
ecological perspective, as the effects of compliance failure might be outweighed by
offset multipliers (Bull et al. 2017a). However, a recent global review including grey
literature demonstrated that compliance with offset permit criteria often considerably
exceeds the ecological functional performance of those offsets, indicating that
achieving compliance is often insufficient to achieve NNL (Theis et al. 2019).
Additionally, low compliance rates do indicate that regulatory enforcement of offset
outcomes is often lacking, potentially demonstrating limited institutional interest in
the true outcomes of offsetting, thus weakening the probability of NNL outcomes
(Walker et al. 2009). There are rarely legal mechanisms for imposing financial
penalties for non-compliance (Hahn & Richards 2013). Improving monitoring alone
will not guarantee improved outcomes (Kozich & Halvorsen 2012): compliance likely
requires strict enforcement, with regulators empowered to impose punishments
when permits are violated (Gray & Shimshack 2011). Such pecuniary enforcement
measures have been demonstrated in the context of other environmental policies to
have direct and indirect benefits, such as both increasing compliance rates within
punished firms, and inducing spillovers improving compliance within unpunished
firms (Gray & Shimshack 2011). Whilst improving compliance is likely key, if NNL
policies fail to use an appropriate reference system (either the pre-impact site or

control site) to define the compliance criteria for offsets, then even achieving full
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compliance may well fail to achieve NNL of biodiversity across the paired impacted

and offset sites (Theis et al. 2019).

3.5.3 Achieving No Net Loss: true success or methodological artefact?

Despite little evidence for the effectiveness of some common offset types, a third of
all projects or studies in our database reporting achieving NNL. All but one of the
successful NNL outcomes occurred for wetland habitats or species, with 50% of
wetland projects/studies where a NNL designation could be made achieving NNL.
Additionally, all of the successful NNL outcomes occurred for creation or restoration
offsets. We speculate that wetland restoration offsets might have higher NNL rates
than other offset types in our dataset for two main reasons: firstly, wetlands display
higher rates of ecological recovery than many other habitat types (Jones et al. 2018),
and this recovery is more likely to reach reference conditions if the impacted wetland
was itself degraded (relatively likely in areas undergoing development or
construction). Secondly, the two main wetland offsetting policies covered by our
dataset are Section 404 of the Clean Water Act in the USA and the Canadian policy of
NNL in productive fish habitat. These rank amongst the oldest NNL policies, and
both have undergone numerous refinements during their implementation (Hough &
Robertson 2009; Rubec & Hanson 2009), thus their effectiveness might exceed that of

younger offset policies elsewhere.

An additional key reason for biodiversity offset success appears to be high offset
ratios. This finding should be considered in the context of recent literature
encouraging practitioners not to simply rely upon high multipliers to solve all offset
implementation problems (Bull et al. 2017a). However, within our database, high
multipliers appear to be a predictor of NNL success. For individual species-based
offsets, this may be because high offset multipliers can be a useful mechanism for
increasing habitat availability for the offset species and thus easing density-
dependence constraints within the re-establishing population (Pickett et al. 2013). For
habitat-based offsets, high multipliers might promote the achievement of NNL if

best-practice biodiversity metrics which account for both habitat extent and condition
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are used (Bezombes et al. 2018), although care must be taken to constrain trades
between habitat condition types to avoid trading large extents of biodiversity-poor

habitat for small extents of valuable habitat (Carver & Sullivan 2017).

However, it is unclear to what degree these perceived predictors of success (wetlands
and high multipliers) reflect true trends, or whether these reflect the choice of
outcome variables used to assess NNL. At programme scales, 7 of 10 wetland studies
where a NNL designation could be made found that NNL was achieved, but all
studies used area as an outcome variable. At landscape scales, 2/3 wetland studies
found that NNL was not achieved, and again all used area as their outcome variables.
At project scales, 9/21 offsets achieved NNL, yet for seven of these successes the
outcome variables were community densities. Six of these successes came from
Quigley & Harper (2006a), who calculated whether or not NNL was achieved for
community density outcomes whilst accounting for the offset multiplier (i.e. to infer
whether the overall abundance of the community group in question was higher for
the offset than the impact site). Thus, these successful NNL outcomes are also linked
inextricably to offset area. Therefore, with our current dataset we cannot definitively
answer the question of whether true NNL in biodiversity is more likely for wetlands
than other habitat types, because many of the current metrics used to assess NNL in
the literature are confounding offset area (and the offset multiplier) with increases in
biodiversity. This is problematic because habitat area alone does not necessarily
reflect habitat quality or community composition (Dale & Gerlak 2007), and is thus
widely recognised as an unsatisfactory biodiversity metric (Quétier & Lavorel 2011b).
Additionally, this review cannot indicate the direction of causality — projects with
larger offset ratios might be more likely to be successful, but plausibly larger offset

ratios might merely be more strongly embedded into older NNL policies.

3.5.4 Influence of spatial scale on No Net Loss outcomes

The perceived discrepancy in outcomes between landscape-scale and programme-
scale evaluations of NNL is likely because programme-scale evaluations only account

for registered offsets/impacts: yet unregulated or exempt impacts may well make the
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difference between achieving NNL or not (Maron et al. 2018). For example, in Florida
between 2001-2011, mitigation banking restored 58,575 ha of wetlands, yet across the
state a net 5600 ha/year were lost during the same time period (Levrel et al. 2017),
which is possibly because the Clean Water Act applies only to ‘jurisdictional
wetlands’, thus many wetland impacts escape regulation. Discrepancies between the
apparent success of programme-scale area-based evaluations and landscape-scale
ones indicate that NNL policies are likely undermined if some impacts are
unreported or otherwise exempt from regulation (Gibbons et al. 2018; Reside et al.
2019). Thus, the scope of impacts falling underneath these policies should be widened

to include all impacts and minimise opportunities to avoid NNL legislation.

3.5.5 Outcomes of individual biodiversity offsets

For individual offsets, the outcome variables used were more complex than merely
habitat area, and generally adapted to the particular contexts of their associated NNL
policies (e.g. Quigley & Harper (2006a) used indicators of habitat productivity
(variables representing habitat quality and community densities) to assess whether
offsets achieved their policy target of NNL of productive fish habitat). Notably, we
found only three studies that attempted to assess whether offset and impact sites
were ecologically equivalent at the community level. For offsetting to be
demonstrably ecologically equivalent, it should capture aspects of species identity or
community composition: two studies accounted for community composition by
using indices of biotic integrity (Teels et al. 2004; Hegberg et al. 2010), and one by
assessing whether habitat type, quality and structure was similar to that at the impact
site (Thorn et al. 2018). Given the strong emphasis in best-practice principles on
achieving ecological equivalence (McKenney & Kiesecker 2010; Quétier & Lavorel

2011b), the lack of empirical evaluations demonstrating equivalence is a clear gap.

Additionally, we found a number of methodological issues with offset studies, with
3/8 studies conducting site-based ecological assessments of biodiversity losses and
gains meeting our criteria for study internal validity. Alongside opportunities for

selection bias and the measurement of biodiversity at a single time-point that does

63



therefore not account for ecological dynamics, the most common issue was the use of
controls that are open to potential performance bias (Bilotta et al. 2014). Four studies
used controls from >5 years before measuring biodiversity at the offset site, which
can be justified on the grounds that development projects take years to be
implemented, but it cannot be ruled out that other factors influenced changes in
biodiversity over this time, thus obscuring the true impact of the NNL policy on
biodiversity. Additionally, although not identified in these studies, evaluators should
beware pseudoreplication when assessing whether NNL is achieved across multiple

sites.

Combined, these points emphasise the need for higher-quality evidence to
understand when NNL is defensible as a conservation strategy. Our review identified
just one study meeting our inclusion criteria which compared NNL outcomes with a
robust counterfactual (Gibbons et al. 2018). Generally, the quality of impact
evaluations for NNL appear to be lagging behind those applied in other areas of
conservation and environmental policy, such as payments for ecosystem services
(Pynegar et al. 2018), protected areas (Miteva et al. 2012), commodity sustainability
certification (Carlson et al. 2018), and forest policy (Simmons et al. 2018). Recognising
that the true causal impact of conservation policies can be confounded by biases in
those receiving conservation treatments, there is an increase in applications of
experimental, quasi-experimental and matching methods to improve our causal
understanding of policy effectiveness (Ferraro & Hanauer 2014a). The first study of
this kind assessing the effectiveness of NNL-related policies focused on species
conservation banks (Sonter et al. 2019), but most of these do not have NNL
requirements, and to date there remain no NNL evaluations using advanced causal

inference. This is therefore a vital area of future research.

Biodiversity offsets receive disproportionate attention compared to the other stages
of the MH (Hough & Robertson 2009). However, the effectiveness of NNL is
fundamentally reliant on robust implementation of avoidance and minimisation
measures (von Hase & ten Kate 2017; Phalan et al. 2018). Our current understanding

of the effectiveness of these stages is limited. The major difficulty in evaluating
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avoidance is that only part of the process of avoidance is observable: permit denials
and evaluations of alternative impact sites common to major infrastructure projects.
The evidence from these stages would imply that avoidance is weakly applied, as
numerous studies have demonstrated low rates of project rejection on environmental
grounds and weak justifications for why final project sites were chosen (Clare et al.
2011; Phalan et al. 2018). However, recent work from South Africa has found these
observable characteristics to be imperfect reflections of the actual avoidance
embedded in the planning process, as many decisions on avoidance happen through

informal consultations with regulators in advance of project proposal (Sinclair 2018).

3.5.6 Policy implications

Finally, are the findings of this review generalizable and of policy relevance? Our
search language is a limitation, and whilst there is evidence that English captures
most of the literature on NNL implementation globally (Bull & Strange 2018), NNL
systems in countries like Germany or Brazil may not have been captured in our
review. Furthermore, our sampling strategy is biased away from the grey literature.
However, the direction of this bias is unclear (Theis et al. 2019) — plausible arguments
could be made both for a selection bias towards publishing unsuccessful NNL results
in the academic conservation literature, and towards not publishing unsuccessful
results in the grey literature because of a fear of criticism for legislators or vested
interests. Additionally, although our review was global, the evaluations of actual
NNL outcomes identified in our review are biased towards high-income countries
with strong institutions. Thus, it is possible that our review may overestimate the
probability of achieving NNL outcomes in countries with weaker environmental
legislation. However, strong institutions far from guarantee a successful NNL policy
— details of NNL design are vitally important (Maron et al. 2018). Therefore, without
overstating our findings, we feel there are generalizable recommendations that can

be derived from our review:
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e policymakers should be aware that without significant improvements to
existing policies, NNL policies in forested habitats or utilising avoided loss
offsets are unlikely to achieve NNL;

e improving compliance with NNL policies is essential for achieving
improved ecological outcomes (which may come from mandating some
form of penalty for non-compliance); and,

e itis important to move beyond area-based outcome measures when

implementing NNL.

With $60-70 trillion dollars committed to infrastructural expansion by 2030 (Laurance
et al. 2015), it is essential that we develop solutions that fully address the unmitigated
biodiversity impacts of infrastructural expansion. If we are to achieve NNL of
biodiversity, it is an urgent priority to develop the evidence base to understand what

works, and when.
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4,1 Abstract

Biodiversity offsetting is an influential policy mechanism for reconciling trade-offs
between development and biodiversity loss. However, there is little robust empirical
evidence on its effectiveness. We conducted the first quasi-experimental impact
evaluation of a jurisdictional offsetting policy (Victoria, Australia). Offsets under
Victoria’s Native Vegetation Framework (2002-2013) aimed to improve biodiversity
through preventing losses and degradation of remnant vegetation, and generating
gains in vegetation extent and quality. We categorised offsets into those with near-
complete baseline woody vegetation cover (“avoided loss”, 2702 ha) and with
incomplete cover (“regeneration”, 501 ha), and evaluated these offsets” impacts on
native vegetation extent from 2008-2018. We used two alternative counterfactual
estimation approaches: one using statistical matching on biophysical covariates, and
another comparing changes in offsets with changes in sites that became offsets in the
future. This latter approach may partially account for self-selection bias, whereby
landholders opting into the programme may be less likely to have removed their
remnant vegetation anyway. We used means-comparisons to evaluate whether
avoided loss offsets prevented native vegetation clearance from 2008-2018, and a
difference-in-differences framework to evaluate the impact of regeneration offsets.
Whilst the impact of avoided loss offsets was zero compared with both controls, the
impact of regeneration offsets varied from increasing woody vegetation extent by
~2.8%/year (i.e. ~138ha from 2008-2018) to zero depending on the choice of control
and whether offsets burned by wildfires were excluded from the sample. We cannot
conclusively demonstrate whether no net loss was achieved as impacts on vegetation
condition could not be included in the analysis and the amount of clearing associated
with these offsets is not publicly available. However, in the subsequent three-year
period 774 ha was cleared under this offset policy. Our results also offer preliminary
evidence that self-selection bias might be undermining the outcomes of biodiversity

offsetting regulatory markets.
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4.2 Introduction

The last half-century has seen a vast expansion in the material demands of the global
economy, driving increasing resource consumption and accelerating infrastructure
expansion (Steffen et al. 2015a; Krausmann et al. 2018). The land use change
accompanying increasing consumption is the predominant driver of biodiversity and
ecosystem service loss (Maxwell et al. 2016; Diaz et al. 2019; Marques et al. 2019; WWEF
2020). Policy instruments have emerged to attempt to govern potential trade-offs
between land use change and biodiversity (zu Ermgassen et al. 2019b; Bull et al. 2020).
Among the most influential is biodiversity offsetting, which is being applied in a
growing number of jurisdictions globally, as well as under major multilateral bank
biodiversity safeguard policies (Bull & Strange 2018; zu Ermgassen et al. 2019b).
Offsetting has also received much attention in national and international policy
discussions for its perceived promise as a scalable mechanism for attracting private

finance into addressing global shortfalls in biodiversity funding (Deutz et al. 2020).

4.2.1 The evidence underpinning biodiversity offsetting

Robust impact evaluation methods are increasingly being applied in other domains
of conservation science, such as protected areas (Geldmann et al. 2019), forest policy
(Simmons et al. 2018), and commodity certification (Santika et al. 2019). Experimental
(e.g. randomised-controlled trials) or quasi-experimental designs (e.g. analysis
following statistical matching) improve evaluations of impacts compared with
traditional between-group comparisons because they generate more credible
counterfactuals against which to assess the ‘true’ impact of policy (Maron et al. 2013).
So far, just two studies have used quasi-experimental approaches to evaluate the
outcomes of biodiversity compensation policies. Sonter et al. (2019) used statistical
matching coupled with a means comparison to evaluate the effect of Californian
species conservation banks on land use change, and showed these banks perversely
averted considerable gains in natural habitats relative to counterfactual sites
(although note that species conservation banks rarely have an explicit NNL objective

and therefore are not true offsets; Gamarra & Toombs 2017). Most recently, Devenish
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et al. (2022) evaluated the impact of the Ambatovy mine’s offsets in Madagascar using
matching and fixed effects regression, and show that the associated offset is on track
to successfully achieve NNL of forest because it likely will prevent as much

deforestation as the mine caused.

However, this preliminary promising result of Devenish et al. (2022) cannot be
generalised to jurisdictional offsetting systems (offsetting systems embedded in
national or regional policy, often associated with regulatory markets). While the
Ambatovy offset was a well-resourced, high-quality and bespoke offset,
jurisdictional offsetting policies function differently from direct voluntary offsets
(Koh et al. 2019). They are typically implemented as part of the planning process, and
as such the policies are designed to satisfy multiple, sometimes conflicting objectives,
such as streamlining planning processes whilst simultaneously achieving
biodiversity outcomes (Evans 2017; Damiens et al. 2020; zu Ermgassen et al. 2021b).
These and other governance challenges have led to, or risk leading to, systemic
implementation failures or widespread data unavailability in multiple jurisdictions
(Quétier et al. 2014a; Evans 2017; Bull et al. 2018; Bezombes et al. 2019; Samuel 2020;

zu Ermgassen et al. 2021b).

Even if offsets are implemented, one major yet underexplored challenge to
jurisdictional offset systems is self-selection bias (Jack & Jayachandran 2019). Offsets
can only be additional and therefore legitimate compensation for biodiversity losses
elsewhere if they induce conservation actions that result in gains that would not have
happened in the absence of the offset transaction (Maron et al. 2013). Central to the
market-like logic behind offsets, is that sellers would not have implemented
conservation in the absence of their offsetting payment. However, previous
qualitative work with offset-adopters demonstrates that there are various
motivations for implementing offsets on private land, many of which are non-
financial and tied to landowners values and attitudes towards nature (Selinske et al.
2016, 2022; Brown et al. 2021; Groce & Cook 2022). This indicates there is a risk of self-
selection bias in offsetting systems, with programmes enrolling landholders who

might already have been implementing nature-friendly management practices or
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unlikely to clear existing native vegetation on their land, thereby undermining the
additionality of receiving offsetting payments and the achievement of NNL of
biodiversity. This is a well-recognised issue in conservation incentive schemes (e.g.

PES) (Jack & Jayachandran 2019).

Possibly the most robust evaluation of a jurisdictional offsetting policy to date is
Gibbons et al. (2018). They evaluated the outcomes of the New South Wales
(Australia) offsetting system, which is predominantly based on ‘avoided loss’ (i.e. an
offset system that compensates for biodiversity losses by reducing the threats to
existing habitats so future losses are avoided). They estimated that it will achieve
NNL 146 years into the future, as this is the duration required for existing offsets to
avoid as much deforestation as that caused by the associated developments. The
estimated counterfactual deforestation rate (i.e. what would have happened in the
absence of the intervention) is based on the long-term deforestation rate for the
region, which leaves opportunities to improve on the methodology by using quasi-

experimental methods to generate more context-specific counterfactuals.

Impact evaluations require the estimation of a counterfactual against which to
measure the impacts of the intervention. In practice there can be multiple justifiable
counterfactuals for a given conservation intervention (Bull et al. 2014b, 2021;
Desbureaux 2021) with widely differing effects on policy outcomes (Sonter et al.
2017).  Statistical matching is one increasingly-used method for identifying
appropriate controls, based on minimising the differences in covariates known to be
predictors of the outcome and treatment assignment (Stuart 2010; Schleicher et al.
2019). In conservation, statistical matching is often implemented based on a set of
biophysical and economic covariates known to be related to biodiversity outcomes,
such as topography or access to roads. However, recent work has identified that a
key predictor of the implementation of conservation actions on private land is the
psychosocial characteristics of the landowners themselves (Archibald 2020; Brown et
al. 2021; Simmons et al. 2021), and data on these are often absent and prohibitively
costly to collect. Failing to capture them might lead to biased results. One approach

to overcome this limitation is to compare outcomes within the sample of treated units,
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based on the assumption that landholders participating in the program are likely to
be better controls for other landowners participating in the program than landholders
which are well-matched on biophysical covariates but do not participate (Tabor et al.

2017).

4.2.2 Victoria’s native vegetation framework

Australia has lost one third of all its native vegetation since European settlement.
Victoria introduced the Native Vegetation Framework (hereafter ‘the Framework”) in
2002 with an overall goal of A reversal, across the entire landscape, of the long-term
decline in the extent and quality of native vegetation, leading to a Net Gain’
(Department of Sustainability and Environment 2002). One of the environmental
measures introduced by the Framework was native vegetation offsetting, whereby
clearing of native vegetation was to be compensated through conservation actions
aimed at improving the extent and/or condition of native vegetation elsewhere (see
Appendix). Over the following years, the government created a regulatory market in
offsets whereby land clearers could purchase credits to offset their native vegetation
liabilities. The first offsets implemented under the Framework entered the system in
2006. Offset agreements last 10 years with sites then theoretically protected in
perpetuity (but see Damiens et al. 2021). The policy goal and gain scoring methods

were altered in 2013 following regulatory reform.

We evaluate the impacts of ‘completed” offsets from the native vegetation offsetting
system in Victoria, Australia, one of the oldest jurisdictional offsetting policies in the
world. We use a robust counterfactual-based design to evaluate whether, and to what
extent, Victoria’s first tranche of offsets under the Framework resulted in

improvements in the extent of native vegetation relative to control sites.
4.3 Methodology

Under the Framework, offsets were considered to generate four types of biodiversity
gain (the sum of which can be sold as credits): “prior management gain’, “security

gain’, ‘maintenance gain” and ‘improvement gain’, (DSE 2006; Table 6). The currency

72



used to quantify losses and gains is ‘habitat hectares” (Parkes et al. 2003): a composite
indicator combining habitat area with condition. Condition is measured by
comparing the value of a range of ecological attributes with those of intact reference
sites for the same habitat type (see Appendix). If offsets are effective, these gains
collectively should mean smaller reductions in woodland cover and condition and
greater increases in woodland extent or quality, than would otherwise have occurred

(although see critiques of the habitat hectares approach; McCarthy et al. 2004).

Gain Explanation Avoid Generate Avoid Increase
category condition condition lossesin vegetation
losses gains area of area
vegetation
Prior Landholders are awarded

Management units as incentive to
participate in the scheme

Security Landholders implement legal
mechanisms to protect native
vegetation from
anthropogenic conversion
(e.g. enter into management
agreement)

Maintenance  Landholders implement
management measures to
maintain the current
condition of native vegetation
over time (e.g. invasive plant
removal, stock control)

Improvement Landholders implement
management measures to
improve the condition or v 4
extent of native vegetation
(e.g. active planting)

Table 6. Summary of the different categories of biodiversity gains achievable according to the Native
Vegetation Framework (DSE 2006) and their impact on observable outcomes

The policy goal of offsetting under the Framework was to achieve NNL in habitat
hectares of native vegetation despite some permitted native vegetation clearance. We
could not conclusively evaluate whether this goal was achieved, as there are no
publicly-available data on the clearance events associated with each of the native

vegetation offsets in our dataset. Additionally, vegetation condition as measured
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using habitat hectares is based on site-based attributes that can only be assessed
through site-visits (e.g. ground flora, dead wood) and cannot be effectively captured
via satellite data such as NDVI measures without comprehensive model testing and
validation against site-based data (which is rarely publicly available). However, we
could evaluate whether and how much a key component of habitat hectares was
generated at offset sites through prevented losses and increases in the extent of
woody native vegetation. Gains additional to those achieved at otherwise-similar
sites would indicate at least partial compensation for losses elsewhere. We used
satellite data on vegetation cover to estimate additional gains in native vegetation

extent occurring at offset sites between 2006-2018.

We used two alternative approaches to estimate the counterfactuals. For one
approach to estimating the counterfactuals we compared native vegetation outcomes
in offset sites registered between 2006-2008 (hereafter “early offsets”) with non-offset
land parcels not used as offsets (“non-adopters”) that were matched on biophysical
and land cover variables (Schleicher et al. 2019). We refer to this as our “matched” set
of controls. For the second approach to estimating the counterfactuals we compared
native vegetation outcomes observed on these early offsets with those on offset sites
registered at the end of our evaluation’s time series (2017-2019; hereafter “future
offsets”). This set of controls therefore comprises land parcels that were not matched
on biophysical covariates, but where landowner psychosocial characteristics were

more likely to be similar (Simmons et al. 2021).

4.3.1 Data preparation

We obtained shapefiles of all offsets registered on the Native Vegetation Offsets
Register from 2002-2019 from the Victorian Department for Environment, Land,
Water and Planning (DELWP). The database captures 398 offsets for the years
included in our analysis (2006-2008, 2017-2019) covering 5,377 ha. There could be
multiple offsets within the same overall landholding, as areas of different native
vegetation classes may require different offset management regimes and separate

contracts. To match offsets with land parcels not under offset management, we used
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state-wide land use maps for 2006 (coincident with the system’s first registered
offsets) which included the spatial boundary and land use information for every land

parcel in the state of Victoria (DELWP 2022).

Our woody vegetation cover outcome dataset was derived from the National Forest
and Sparse Woody Vegetation Data produced by the Australian government, a
Landsat-derived raster with 25m? spatial resolution (Department of the Environment
and Energy 2019). Cells were classified into three categories: no woody vegetation,
sparse woody vegetation (5-19% canopy cover) and complete woody vegetation
(>20% canopy cover, vegetation >2m tall) for an annual time series from 1998-2018.
Positional accuracy was estimated at 10m. Whilst offsets in Victoria span various
habitat types including grasslands, we restricted our analysis only to offsets
containing ecological vegetation classes which, when in good condition, would be
expected to be classified as complete woody vegetation cover (i.e. good condition
examples of this ecological vegetation class are >2m tall and with >20% canopy cover
in each pixel; Supporting Information). Our outcome variable was the proportion of
the total number of pixels in each offset/land parcel classified as complete woody
vegetation cover in each year, calculated in QGIS (version 3.20.3). We excluded offsets
smaller than 10 pixels (6250m? n=15 early adopters, n=105 late adopters) as the

proportion of vegetation cover was sensitive to small changes in these parcels.

For our statistical matching we used a suite of geographical predictors both
theoretically and empirically linked with forest loss/gain in multiple contexts (Table
15; Eklund et al. 2016; Simmons et al. 2018; Geldmann et al. 2019; Sonter et al. 2019;
Negret et al. 2020). Our predictors of agricultural opportunity costs and ecological
productivity included mean rainfall, slope, elevation, temperature, soil water, soil
carbon, and baseline woody vegetation cover; predictors of human pressure and
accessibility include remoteness, distance from roads and distance from the nearest
protected area. We included the land use of each land parcel in 2006, and tested for
spatial autocorrelation using a Mantel test to determine whether to include X and Y
coordinates of the parcel centroid to address spatial autocorrelation. Given the offsets

predominantly mapped onto agriculture, forestry, and conservation area land uses
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in the state-wide land use dataset, we restricted our potential matched controls to
landholdings from these three land use types. We also collated data on all bushfires
detected from 2008-2018 from Ward et al. (2019). The fire data was used to test
whether the evaluation results are explained by differences in burning between

offsets and controls. Information about data sources is in the Appendix.

4.3.2 Analytical approach

The distribution of our outcome variable (proportion woody vegetation cover) at
baseline across our offset sites was skewed: many offset sites had proportion
woodland cover at or approaching 1 (i.e., the upper bound of our outcome variable)
in our evaluation’s baseline year (2008; Figure 22). We subset the data into two main
categories of offsets—offsets focusing predominantly on avoiding losses of native
vegetation and condition that had a proportion baseline woody vegetation cover
greater than 0.95 (henceforth “avoided loss” offsets, N early=142, N late=81); and
those predominantly aiming to achieve increases in native vegetation cover and
condition, whose proportion woody vegetation cover in the baseline year 2008 was
less than 0.95 (henceforth “regeneration” offsets, N early offsets=54, N late
offsets=121). We chose 0.95 as the threshold for our core analysis as it retained a
sufficient sample size for the statistical analysis of both pools of offsets (i.e., lower
thresholds substantially reduced the sample size for regeneration offsets, e.g.
threshold 0.9, N early offsets=37). We varied this assumption and evaluated the
impact on our results as a robustness check. We analysed both sets of offsets
separately. This analytical approach matched important features of the policy:
avoided loss offsets act through different mechanisms and often different
management regimes from offsets targeting improvements in woody vegetation
cover (Table 6), and including both within the same regression framework would
constrain our ability to evaluate the effectiveness of the various mechanisms and

management measures underpinning the different offset types.

For both of these sets of offsets, we then compared outcomes with those observed in

land parcels selected using our two alternative approaches to estimating the
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counterfactual (i.e. comparing early offsets with matched non-adopters, and future
offsets; Figure 10). The advantages and disadvantages of the two approaches to

estimating the counterfactual are given in Table 7.

Pool of ‘early’ offsets implemented 2006-2008

Separate offsets into high (“avoided loss”) & low baseline woody veg cover (“regeneration”)
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Figure 10. An overview of our methodological approach

Matching with non-adopters

Comparing with future offsets

Control parcels were selected to
be as similar as possible to offsets

Advantages

Control land parcels were likely to be managed
by ‘offset-adopters’, who are more likely to

according to numerous possess similar psychosocial characteristics to
biophysical and land cover landholders in the offsets sample. Approach
covariates known to affect therefore potentially reduces self-selection bias.
changes in woody vegetation There is evidence of self-selection bias
cover. documented by qualitative studies into the
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drivers of conservation on private land in
Australia (Selinske et al. 2016, 2022).
Disadvantages No data were available on the Compared to out of sample matching, the
owners of land parcels so may control parcels were less similar to the offsets
have different environmental with regards to biophysical covariates, so
attitudes between offset and multiple factors could be explaining differences
control samples. This risk of self- in  outcomes  between  offsets  and
selection bias could lead to an counterfactuals.
overestimate of the treatment Land ownership and economic incentives may
effect. have changed during the time series, and early-
adopters will not be a perfect psychosocial
match for late-adopters, so self-selection bias is
only partly accounted for.

Table 7. The advantages and disadvantages of both of our approaches to estimating the counterfactuals used in this
study

4.3.3 Statistical matching

We used statistical matching to generate one of our two samples of control land
parcels (Stuart 2010; Schleicher et al. 2019). We ran the matching separately for both
our regeneration and avoided loss subsets. Our pool of potential control parcels was
every land parcel in the state within the area range and land use categories of our
offsets (N=364,290). We implemented matching in R using the Matchlt package (Ho
et al. 2011). Following the protocol of Schleicher et al. (2019), we ran alternative
matching specifications (Mahalanobis distance matching, propensity score matching,
varying calipers) and inspected the results for evidence of differences in performance

using Love plots (Supporting information).
4.3.4 Statistical analyses
Evaluating differences in woody vegetation cover between avoided loss offsets and controls

We compared changes in woody vegetation cover from 2008-2018 in the early
avoided loss offsets with that in our two sets of control land parcel samples (i.e. future
offsets, and matched non-adopters). Visual inspection of avoided loss offsets and
both sets of controls revealed that the overwhelming majority of sites, both offsets
and controls, lost no woodland cover in any of the years along our time series (2008-
2018). We ran exploratory linear regressions evaluating the change in woody

vegetation cover from 2008-2018 across offsets and controls using the economic and
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biophysical covariates used in matching as covariates. They identified no significant
relationships between being designated as an early offset and changes in woody
vegetation cover, but these regressions had little explanatory power (e.g. regression
comparing changes in woody vegetation cover between early avoided loss offsets
and future offsets had an adjusted R?=0.098), and diagnostic plots showed non-
normality in the distribution of residuals. This was expected as linear regression
assumes that the outcome variable is unbounded, whereas most of our observations
lay on the bound (i.e. most avoided loss offsets had a baseline woody vegetation

cover of 1).

Therefore we ultimately conducted a simple comparison of the mean change in
woody vegetation cover from 2008-2018 between our early offsets and both sets of
controls. When comparing changes in woody vegetation cover between early offsets
and future offsets, we compared the sample means using a two-tailed Wilcoxon rank
sum test. To evaluate the impacts of offsets compared to matched non-adopter
controls, we conducted a two-tailed Mann-Whitney test comparing changes in
woody vegetation cover between each paired offset and control. If the means
comparisons found a significant difference between woody vegetation loss between
offsets and controls, we multiplied the difference in woody vegetation loss between
offsets and controls by the total area of avoided loss offsets in our sample to estimate

the total area of vegetation saved from clearance by offsets.
Regeneration offsets
Evaluating changes in woody vegetation cover in offsets relative to controls

The baseline woody vegetation cover of our regeneration offsets was not at the bound
of our outcome variable, so we analysed the effects of offsets on changes in woody
vegetation cover using linear mixed effects models. Linear models are the most
commonly-used methods for evaluating the effectiveness of land management on
continuous parcel-level land cover outcomes, even when the outcome variable is
bounded (Jones & Lewis 2015; Nolte et al. 2019; Archibald 2020). To evaluate the

effectiveness of regeneration offsets, we implemented the generalised difference-in-
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difference framework developed in Wauchope et al. (2021) on our complete set of
offsets and control land parcels, running separate regressions for offsets and each of

the two sets of controls. The core regression framework could be expressed as

veg COUBTi,]' = ‘80 + ﬁlBAi + ﬁZCI] + 33’1} + ﬁ4BAlCI] + BSBAL'TL' + ﬁ6CI]Tl
+ ﬁ7BAlCIJTl + ﬁXi,j + (1|k) + gi,j

where veg cover is our outcome variable given at time step i for offset or control land
parcel j, BA is a dummy variable representing whether the observation is before or
after the offset implementation date, CI is a dummy representing whether the time
series belongs to the control or offset sample, T is the year of the observation centred
around the intervention year, and X represents a vector of covariates for each land
parcel, and k represents the overall landholding ID. The coefficient of interest was the
interaction term 87, which represents the difference in the change in trend in forest
cover after the offset implementation between the offset and control parcels.
Theoretically, for regeneration offsets, the change in woody vegetation cover over
time should be more positive after the offset is implemented than before (meaning
woody vegetation cover is increasing at a faster rate), and this before-after change
should be greater than in the control (given the lack of an intervention). Further
information about the meanings of other coefficients is given in Wauchope et al.

(2021); none were of direct interest to our research question.

We set our intervention date at 2008 and therefore implicitly grouped together all
early offsets implemented from 2006-2008. The assumption that all offsets are
implemented in 2008 would be problematic if we were interested in the immediate
change in woodland cover resulting from the intervention (fs), but we were only
interested in the long-term change in trend. Time lags between changes in
management and woody vegetation growth mean that we would expect little change
in woodland coverage caused by changes in management in offset sites to occur
immediately (i.e. between 2006-2008), so we lost little relevant information

contributing to the change in long-run trend from this assumption.
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To account for repeated observations, heteroskedasticity and non-normality, we used
a linear mixed effects model with landholding ID as a random effect, de-meaning the
covariates to ensure model convergence and using the Ime4 package in R version
4.4.1 (Bates et al. 2014; Wauchope et al. 2019). In addition to the biophysical covariates
mentioned above, we included X and Y coordinates as covariates to partially address
spatial autocorrelation, and included the baseline proportion woodland cover and its
square to account for nonlinear relationships between baseline cover and subsequent
changes in cover over time (Love 2022). We checked for collinearity between
variables using variance inflation factors, and found four variables (rainfall, soil
carbon, elevation, temperature) with variance inflation factors above five and
evaluated the effect of dropping these variables on our results, finding their exclusion
did not affect our coefficient of interest. Diagnostic plots show there remains some
residual heteroskedasticity, but linear mixed effects models are robust to violations
of the distributional assumptions (Schielzeth et al. 2020). We compared the model
performance to an alternative specification where we used a linear model without

random effects, comparing model performance based on AICs.

Difference-in-difference analyses rely on the assumption of parallel trends between
the intervention and counterfactual sites in the period before the intervention (i.e.
1998-2008), which we tested for through visual inspections and by regressing the pre-
intervention woody vegetation cover data against the interaction between whether
the site is from the control or intervention sample, and year (Devenish et al. 2022). If
the interaction is significant, it implies that there is a significantly different time trend

between the offsets and controls.

Coefficient f§7 can be interpreted as the total change in woody vegetation cover in
each year that offsets deliver above that delivered by controls following the date of
offset implementation. Therefore to estimate the total area of woody vegetation gain
attributable to the implementation of regeneration offsets in each year, we multiplied
the total area of regeneration offsets in our sample by 1+ f57. To estimate the total
change in woody vegetation across the whole 10-year lifetime of these offsets, we

multiplied this by 10.
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Evaluating the effect of excluding sites burned in wildfires

Wildfires have the potential to bias our results if they impact early offsets differently
from controls, as they could generate a difference in woody vegetation cover
trajectories between treatments that is not attributable to our treatment effect (offset
management). This especially of concern in Victoria during our evaluation period, as
the Black Saturday fires in 2009 burned approximately 450,000 ha of bushland. To
identify offsets and controls potentially impacted by wildfires, we visually assessed
the time-series woody vegetation cover data for each land parcel for unusual
reductions in woodland cover, then cross-referenced the parcel location against
spatial data on all bushfires in Victoria occurring from 2008-2018 as assembled in

Ward et al. (2019). We reran our core analyses excluding the affected land parcels.

Evaluating sensitivity of the results to the threshold between avoided loss and regeneration

offsets

To evaluate the effect of the choice of threshold (proportion woody vegetation cover
above/below 0.95) used for classifying offsets into the two offset categories, we reran
our core analyses at alternative threshold levels (0.9 and 0.8) and summarised the

effects on the results.
Evaluating the effects of local spillovers

To test for local spillovers whereby land conversion was displaced from the offsets
into the surrounding landscape inflating the rate of habitat loss (Ferraro et al. 2019),
we assessed whether any of the matched land parcels fell within 500m of offset sites,
and if so, we reran our outcome regressions excluding all these matched land parcels
which fell within 500m of the offset sites and investigated the effects on our coefficient

of interest.
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4.4 Results

4.4.1 Dataset summary

Our study spanned 196 “early-adopter” native vegetation offsets (total area of 3203
ha), 364,290 “non-adopter” land parcels, and 202 “late-adopter” offsets (total area
2174 ha). On average, early-adopter offsets had higher levels of baseline woodland
cover, were larger, and were located in different local government areas from offsets
allocated from 2017-2019. Details of the distribution of covariates between the
samples and the geographical distribution of early- and late-adopter offsets is in the

Supporting information (Figure 22, Figure 23).

4.4.2 Avoided loss offsets
Comparison of avoided loss offsets and matched non-adopters

For avoided loss offsets, our best-performing matching specification (Supporting
information) was nearest neighbour matching based on Mahalanobis distances with
exact matching for land use and a caliper of 0.25 standard deviations. This
specification found matches for 138/142 early offsets with standardised mean

differences below 0.25 for all covariates.

The mean change in the proportion of woody vegetation cover was +0.002 in offsets
and -0.013 in matched non-adopter controls (no significant difference between paired
offsets and controls at the 5% significance level, Mann-Whitney test, p=0.09; Figure
11A). There was no difference in woody vegetation change between early offsets and
their paired controls for 65 pairs, and controls outperformed offsets for 31 pairs.
Offsets outperformed controls for 42 pairs, with 7 pairs where offsets prevented the

loss of >10% woody vegetation cover relative to their matched controls.
Comparison of early avoided loss offsets and future offsets

There was no clear difference in the change in woody vegetation cover in early
avoided loss offsets from 2008-2018 compared to future offsets (early mean woody

vegetation change=0.002, future offsets=0.001, Wilcoxon rank sum test p=0.99; Figure
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11B), indicating that offsets protecting existing woody vegetation did not avoid more

woodland loss than controls.
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Figure 11. Visual summary of the results of the evaluation comparing native vegetation cover between offsets and
controls. A) Combined violin and boxplot of the difference in the change in the proportion of woody vegetation
cover from 2008-2018 between early offsets and matched non-adopter control pairs. Positive differences indicate
offsets which outperformed their paired controls, negative differences indicate paired controls which outperformed
their offsets. B) Combined violin and boxplot of the change in the proportion of woody vegetation cover from 2008-
2018 in early offsets compared to future offsets. C) Changes in the mean proportion of sites covered with woody
vegetation across regeneration offsets and matched non-adopter controls from 1998-2018. Error bars represent
95% confidence intervals for each year. The flame symbol in 2009 marks the Black Saturday fires, which severely
burned one landholding containing 12 offsets. Hatched lines before 2008 represent the pre-intervention trends in
the change in woody vegetation cover in the offsets and control sites. Arrows explain the key component of the
analysis, comparing the change in trend before and after 2008 between offsets and controls. C) Changes in the
mean proportion of sites covered with woody vegetation across regeneration offsets and future offsets from 1998-
2018. Error bars represent 95% confidence intervals for each year. Vertical line in 2017 marks the first future
offsets entering Victoria’s native vegetation offsetting system
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For regeneration offsets, our best-performing matching specification was 1:1 nearest-
neighbour Mahalanobis distance matching with exact matching for land use and a
caliper of 0.25 standard deviations. The standardised mean difference was
successfully reduced below 0.25 for all covariates and below 0.1 for 8/13 covariates,
indicating high-quality matches (see Appendix). 53/54 offsets from this subset were

successfully matched with counterfactual land parcels.

Our test for parallel trends in pre-intervention rates of woodland change held
(Supporting information), so we proceeded with the difference-in-difference
analysis. Our regression with parcel ID as a random effect yielded a parameter of
interest $7=0.028, p=<0.001, CI= 0.019-0.036 with a model R?>=0.72 (full regression
output in Supporting information). This estimate implies that woody vegetation
cover increased in offsets by, on average, 2.75% more each year than in counterfactual
land parcels post-intervention (Figure 11C). This model also is associated with a
lower AIC than our alternative model specifications. Given the area of regeneration
offsets was 501 ha, this implies that over the 10-year offset management period
regeneration offsets led to a ~138 ha increase in woody vegetation cover relative to

controls.
Comparison of regeneration early-adopter offsets and late-adopters

Our test for parallel trends in the pre-treatment period between early and late
regeneration offsets found no significant difference in trends (see Appendix),
justifying our subsequent difference-in-difference analysis. Our regression model
indicated that early regeneration offsets were associated with larger increases in
woody vegetation cover than future offsets, indicating that they generated additional
gains. Under our core model, our parameter of interest (the coefficient for our
interaction terms, fi7) was significant at the conventional 0.05 significance level
(5=0.0147, p=0.004, CI=0.0037-0.0193, model R?>=0.80). This estimate implies that, for
every year after the intervention was implemented, woody vegetation cover rose in

regeneration offsets on average by 1.5% in excess of that achieved in counterfactual
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sites (equivalent to an additional increase in woody vegetation of 74 ha; Figure 11D).

This model outperformed alternative specifications according to AIC values.
Effect of removing burned offsets from the analysis

We identified one landholding containing 12 early offsets which was burned
completely in the 2009 Black Saturday fires. This reduced the woody vegetation cover
of the early offset sample the year after the intervention year of 2008. This led to a
subsequent sharp increase in woodland cover as the vegetation regrew, which
coincided with the implementation of offset management. When this site was
excluded from the sample, our estimate for fizchanged for both regressions, falling to
0.024 for the comparison with matched non-adopter controls. For the comparison
with future offsets, exclusion of these burned offsets led to there no longer being a
clear difference in woody vegetation cover trends between offsets and controls (7 =

0.006, p=0.12).
Effect of varying the threshold between avoided loss and regeneration offsets

Varying the threshold (proportion of the site covered by woody vegetation) used to
categorise offsets into the avoided loss or regeneration categories had some impact
on the magnitude of the impacts of regeneration offsets and avoided loss offsets. The
general pattern was for the effect size of regeneration offsets to rise as the threshold
fell, whilst this did not impact the outcomes of avoided loss offsets. However, this
also led to the classification of fewer offsets (therefore a smaller overall area) as
regeneration offsets, which counterbalanced the increase in effect size. For example,
if the threshold was set at a proportion woody vegetation cover of 0.8, f§7 rose to 0.04
when offsets were compared with the matched non-adopter controls (equivalent to a
4.04% increase in woody vegetation per year), and 0.02 when compared with future
offsets (equivalent to a 2.09% increase in woody vegetation per year. The avoided loss
outcomes were unaffected, with neither means comparison yielding a clear difference
between offsets and controls. With a threshold of 0.8, the total area under
regeneration offsets was 228 ha (avoided loss offset management 2975 ha). Therefore

when the threshold was set at 0.8, the analysis implied that over 10 years regeneration
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offsets led to a gain in 92 ha (compared with matched non-adopter controls) or 48 ha
(compared to future offsets) with avoided loss offsets leading to no additional gains

in woody vegetation cover.

4,5 Discussion

The results demonstrate that the impact of biodiversity offsets on woody vegetation
extent under the Native Vegetation Framework is dependent on the approach used
to estimate the counterfactual. When we matched offsets to non-adopter land parcels
which were biophysically similar, but did not account for differences in the
landholder characteristics, the results suggested that avoided loss offsets had no clear
impact on preventing losses of woody vegetation cover and regeneration offsets may
have delivered additional increases in woody vegetation cover. If instead we
compared early offsets with future offsets (thereby potentially partially capturing
self-selection bias; but which were poorly matched on biophysical variables), then
avoided loss offsets had no clear impact on woody vegetation cover, and regeneration
offsets appeared to have delivered smaller gains in woody vegetation cover. If we
further excluded one landholding containing 12 offsets which burned in 2009, there

was no clear gain in woody vegetation cover from regeneration offsets (Figure 12).

This evaluation did not permit us to conclude conclusively whether or not offsets
under the Framework achieved their policy goal of NNL of habitat hectares as our
analysis did not capture impacts on native vegetation condition, and there is little
public information on the habitat hectares of native vegetation cleared from 2006-
2008 for which the offsets were compensation. One public government document
reports that 245 ha of vegetation were cleared under Victoria’s native vegetation
policy in the year July 2006-August 2007 (Parkes 2007). Other public documentation
shows in the 3 years following our evaluation (2008-2011; DSE 2012) 774 ha of native
vegetation were permitted to be cleared. Our most optimistic results suggested that
avoided loss offsets had no clear impact on woody vegetation cover (i.e. they
protected and enhanced the quality of vegetation that would not have been cleared

in the absence of offset management), and regeneration offsets led to a 2.8% per year
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increase in native vegetation cover relative to controls, or a total additional increase
of ~138 ha of woody vegetation from 2008-2018. This additional increase is smaller
than the known area of losses for a single year out of the three years-worth of offsets
included in our evaluation (i.e. offsets allocated from 2006-2008). Our least optimistic
results suggest that both types of offsets had no impact on woody vegetation cover
relative to controls. These results would mean that no net loss of native vegetation as
measured by habitat hectares could only be achieved through large increases in

vegetation condition.
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Figure 12. Visual summary of the outcomes of each component of the impact evaluation, and a comparison of woody
vegetation losses and gains under the policy.

One limitation is that we evaluate the outcomes of the offsetting system for the
duration of the 10-year management contracts. However, in theory offsets in the
Victorian system are protected in perpetuity (but see Damiens et al. 2021). Therefore,
over longer timescales, as with all avoided loss offsets it may be that the offsets in our
sample accrue gains via avoided losses that were not detectable over the time series

of this evaluation.

Our analysis focused on the question of whether gains associated with offsets

effectively counterbalanced losses, but it should be seen in the context of a recent
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independent evaluation of Victoria’s policies for regulating native vegetation losses
on private land which found that native vegetation (habitat hectares) is
unambiguously declining across the state, which is not achieving its overall goal of
no net loss (VAGO 2022). The evaluation found the primary driver is illegal
vegetation clearance for which no compensation is occurring, although various other
problems with the offsetting system were identified, including the risk of
overallocation of credits from established offsets, and serious governance shortfalls
for offsets regulated by councils (which fall under a different referral pathway from

the offsets evaluated in this paper).

4.5.1 Implications for offsetting policies

Our analysis has several important implications. Firstly, the evaluation indicates that
offsets protecting existing areas with high levels of woody vegetation cover may have
done little to protect woody vegetation from clearance, invalidating some of the
mechanisms through which security gain and maintenance gain generate credits in
Victoria’s offsetting system, and threatening the core logic of “avoided loss’ based
offset systems (Maseyk et al. 2020). This provides further empirical evidence
supporting the already extensive literature showing that the offset multipliers used
in offset policies are much lower than the true multipliers required to achieve NNL
(Laitila et al. 2014; Gibbons et al. 2016; zu Ermgassen et al. 2019a; Maseyk et al. 2020).
A clear implication is the need to increase the size of biodiversity offsetting
multipliers used in jurisdictional policies if they are to credibly claim NNL outcomes

within a reasonable timeframe.

Another is re-affirming the value of robust study designs and time-series data in
impact evaluations. Our results demonstrate that vegetation cover increased in
offsets across our time-series, and simple before-after designs would have
unambiguously demonstrated that offsets have increased woody vegetation cover.
However, the comparison of changes in vegetation against carefully-chosen controls
shows that much of this vegetation enhancement would have occurred anyway in the

absence of offset management, as vegetation across Victoria recovered following the
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end of the Millennium drought in 2010. Our analysis adds to the literature
highlighting the necessity of applying more robust study designs in conservation
science to develop an improved understanding of conservation effectiveness (Ferraro

& Hanauer 2014b; Christie et al. 2019; Wauchope et al. 2022).

A third is the complex picture where alternative approaches to estimating the
counterfactual yield different answers regarding the policy’s outcomes. Offsetting in
general has been criticised for its reliance on the construction of complex
counterfactuals which are resource-intensive to estimate and often gameable. One
plausible alternative is to implement a biodiversity compensation system that does
not rely on counterfactual estimation at all, such as the recently proposed ‘target-
based compensation” approach (Simmonds et al. 2019, 2022). Under the proposals the
jurisdiction would set a suite of biodiversity targets outlining the desired future state
of biodiversity (e.g. percentage land cover devoted to a set of threatened habitats).
Each development which impacted biodiversity would have to compensate through
actions that make a contribution towards those pre-agreed biodiversity targets, with
the compensation amount a function of the size of the impact, and the disparity
between the current state of biodiversity and the desired outcome state (full details
in Simmonds et al. 2019). The approach circumvents the need to estimate a context-

specific counterfactual.

Perhaps the most novel contribution of this study is the preliminary evidence that
self-selection bias may inhibit the additionality of biodiversity offsetting within
offsetting regulatory markets, indicated by the generally smaller effect sizes when
using the within-sample (early offsets versus future offsets) controls compared with
the matched non-adopter controls. The evidence provided here has limitations — our
within-sample approach to overcoming self-selection bias relies on the assumption
that landholders who opted into offsets in the early and late time-periods share pro-
environmental characteristics that affect their entry into the programme. We do not
have the data to evaluate how well this assumption holds, or whether the changes in
the policy gain-scoring architecture in both 2013 and 2017 substantially changed the

economic incentives facing landholders and encouraged landholders to participate
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who would not have participated in the early enrolment. However, our self-selection
bias hypothesis fits with the patterns in our data, the qualitative data from elsewhere
in Australia indicating that many landholders enrol in conservation management
because they have pro-environmental or land stewardship attitudes (Selinske et al.
2016, 2022), quantitative data showing that vegetation clearance behaviours are
partially explained by landholders’ psychosocial traits (Brown et al. 2021; Simmons
et al. 2021), and empirical work exploring the implications of self-selection bias in
PES (Jack & Jayachandran 2019). Ultimately, future work may be able to more
rigorously demonstrate self-selection bias by collecting data on landholders’
psychosocial traits and modelling their propensity to participate in the offsetting
programme as a function of their psychosocial traits (e.g. Archibald 2020; Simmons
et al. 2021), then comparing ecological outcomes between participant and non-
participant landholders matched on psychosocial traits alongside biophysical

covariates.

If we accept that our study design might partially capture the effect of self-selection
bias, and that this explains some of the difference in outcomes between our two
evaluation approaches, then there would be important implications. Offsetting
regulatory markets all over the world select offset sites through a process of voluntary
landholder enrolment (Koh et al. 2019), and the gain-scoring methods used to
quantify the number of biodiversity credits generated commonly rely on static (e.g.
England’s Biodiversity Net Gain; zu Ermgassen et al. 2021) or declining (e.g. Victoria,
New South Wales; Maseyk et al. 2020) counterfactuals. If a proportion of offsets are
delivering gains that largely would have been delivered anyway (i.e. they protect
habitat that would not otherwise be under much threat, or lead to biodiversity
recovery that would have occurred regardless), this threatens components of the
theory of change underpinning jurisdictional offset systems as a mechanism for
reconciling development and nature objectives. Jurisdictional offset policies conserve
biodiversity through two key mechanisms: 1) they aim to make up for the harm
caused by the development project; and 2) they aim to internalise the price of

biodiversity loss into the development process, disincentivising damage to areas of
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high biodiversity in the first place (Calvet et al. 2015; Pascoe et al. 2019b; zu
Ermgassen et al. 2020). If the additionality of offsetting actions is questionable, then
this partially undermines the first theory of change, and alters the benefits of offsets
to more closely resemble those of a direct tax on biodiversity loss, with revenues

directed towards agricultural subsidies.

4.5.2 Overcoming self-selection bias in offsetting regulatory markets

In order to overcome the potential problem of self-selection bias undermining the
additionality of biodiversity offsets, it would be necessary for offsets to recruit
beyond the sample of landholders who have high propensity to participate in the
offset programme. Jack & Jayachandran (2019) explored this issue in detail for PES
schemes. They demonstrated how enrolment is a function not only of the opportunity
cost of conservation (landholders are more likely to enrol if the opportunity cost is
low), but also of the enrolment costs (i.e. time and financial costs of bureaucracy and
participating in the scheme), and that changing the enrolment costs can alter the
characteristics of participants who enrol. To improve enrolment by landholders with
low propensity to enrol (who therefore deliver offsets with greater additionality),
they explored the idea of manipulating the enrolment costs so that landholders with
a low conservation opportunity cost experience high enrolment costs, and vice versa
(Jack & Jayachandran, 2019). One mechanism might be to couple environmental
payments with incentives that appeal more strongly to landholders with lower
propensities to enrol. However, the authors recognise that such an approach has not
yet been proven for environmental payments. An alternative would be to make the
incentive scheme so large that all landowners with a high propensity to enrol sign
up, leaving only landowners with low propensities to enrol (and subsequently higher
additionality) to enrol thereafter. We therefore advocate for urgent experimentation
in this area to improve the additionality of biodiversity offsets delivered by

voluntarily-enrolling landholders.

An additional alternative would be to implement stricter additionality criteria against

which to assess enrolment applications, such as asking for a detailed explanation of
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how the payments from offsetting would allow the landholder to implement
conservation measure that they would otherwise not be able to do. We recognise the
limitations of such an approach. Regardless of the challenge devising an effective
solution, this problem cannot be ignored, as every offset that is not additional fails to
compensate for a loss of biodiversity elsewhere thus reinforcing biodiversity loss. A
warning from a related policy area comes from recent work evaluating the outcomes
of Australia’s emissions reduction fund, which has found that a large proportion of
the carbon credits from ‘human-induced regeneration” were not additional, thereby
leaving their associated carbon emissions uncompensated —leaving the public paying

several hundred million dollars for no reductions in emissions (Macintosh et al. 2022).

4.5.3 Refocus on the core purpose of offsetting regulatory markets

Biodiversity compensation systems are being increasingly adopted around the world
(zu Ermgassen et al. 2019b), and offsets are widely perceived in policy and business
circles as a key solution for addressing the global biodiversity finance gap, with Deutz
et al. (2020) speculating that offsets might provide up to US$168bn per year by 2030
with favourable public policy. But offsets are not pure conservation funds — they are
defensive expenditures (Spash 2015) — each offset is associated with a loss of
biodiversity elsewhere. Therefore, each offset that fails to deliver the biodiversity
outcomes it was expected to results in harm elsewhere that goes uncompensated for,
contributing to further biodiversity declines. In many jurisdictions, biodiversity
offsetting regulatory markets have become sizeable industries with their own
interests and growth-agendas, estimated at a global market value of $6-9bn (Deutz et
al. 2020). But a focus on the market size and performance of biodiversity offsetting
fundamentally misidentifies their core policy goal — to deliver as a minimum no net
loss of biodiversity. The implications are clear: there is an urgent need to refocus on
the real-world ecological outcomes of offsetting and conclusively demonstrate their
effectiveness before they are widely adopted as perceived transformational

instruments for addressing global biodiversity funding shortfalls.

93



Chapter5 The hidden biodiversity risks of
increasing flexibility in biodiversity

offset trades

Sophus O.S.E. zu Ermgassen'!, Martine Maron?3, Christine M. Corlet Walker,
Ascelin Gordon’, Jeremy S. Simmonds??, Niels Strange®, Morgan Robertson’,

Joseph W. Bull'

! Durrell Institute of Conservation and Ecology, School of Anthropology and Conservation, University

of Kent, Canterbury

2Centre for Biodiversity and Conservation Science, University of Queensland, St Lucia 4072, Australia
3School of Earth and Environmental Sciences, University of Queensland, St Lucia 4072, Australia

4 Centre for the Understanding of Sustainable Prosperity, University of Surrey, Guildford

5School of Global Urban and Social Studies, RMIT University, Melbourne, Australia

¢ Department of Food and Resource Economics and Center for Macroecology, Evolution and Climate,

University of Copenhagen, Copenhagen, Denmark.

7 Department of Geography, University of Wisconsin-Madison, 550 North Park Street, Madison, WI
53706, USA

Manuscript published as:

zu Ermgassen, 5.0.S.E., Maron, M., Corlet Walker, C.M., Gordon, A., Simmonds, J.S.,
Strange, N., Robertson, M. and Bull, J.W., 2020. The hidden biodiversity risks of
increasing flexibility in biodiversity offset trades. Biological Conservation, 252,

p.108861.

94



5.1 Abstract

Market-like mechanisms for biodiversity offsetting have emerged globally as
supposedly cost-effective approaches for mitigating the impacts of development. In
reality, offset buyers have commonly found that required credits are scarce and/or
expensive. One response has been to seek improved market functionality, increasing
eligible offset supply by allowing greater flexibility in the offset trading rules. These
include increasing the size of geographical trading areas and expanding out-of-kind
trades (‘geographical” and ‘ecological” flexibility). We summarise the arguments for
and against flexibility, ultimately arguing that increasing flexibility undermines the
achievement of No Net Loss (or Net Gain) of biodiversity where high-quality
governance is lacking. We argue expanding out-of-kind trading often increases the
pool of potentially eligible offsets with limited conservation justification. This
interferes with vital information regarding the scarcity of the impacted biodiversity
feature, thereby disincentivising impact avoidance. When a biodiversity feature
under threat of development is scarce, expensive offsets are an essential feature of the
economics of offsetting which communicate that scarcity, not a problem to be
regulated away. We present examples where increasing ecological flexibility may be
justifying the loss of conservation priorities. We also discuss how increasing
geographical flexibility might compromise the additionality principle. We highlight
alternative mechanisms for enhancing offset supply without the risks associated with
increasing flexibility, including reducing policy uncertainty and improving
engagement and awareness to increase landholder participation. Although there are
legitimate reasons for increasing offsetting flexibility in some specific contexts, we
argue that the biodiversity risks are considerable, and potentially undermine ‘no net

loss” outcomes.
5.2 Biodiversity offsetting regulatory markets

Biodiversity offsets are a globally significant mechanism for reconciling potential

trade-offs between biodiversity and infrastructure expansion or other development
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projects (Bull & Strange 2018; Shumway et al. 2018; zu Ermgassen et al. 2019a). Offsets
are conservation actions taken to compensate fully for the residual biodiversity losses
associated with development following the application of a mitigation hierarchy (e.g.
avoid, minimise, remediate, offset), with the overall aim of achieving No Net Loss
(NNL) or Net Gain of biodiversity (Bull et al. 2013a; Gardner et al. 2013). Within
several jurisdictions around the world, offsets are supplied to proponents
undertaking development or land clearing through regulatory markets or market-
like mechanisms. These are systems characterised by market-like trades between
buyers and sellers but are not ‘free markets” for various technical reasons, including
the buyers being coerced into purchasing through government regulations rather
than transactions being voluntary (Koh et al., 2019; Vatn, 2015). Over 81,000km? of
offsets globally are currently implemented as a result of national biodiversity

compensation policies (Bull & Strange 2018).

The ultimate purposes of biodiversity offset regulatory markets are to internalise the
value of biodiversity into the land-use planning process and deliver biodiversity
gains that fully compensate for losses induced by development activities, in a cost-
effective way (Calvet et al. 2015). Commonly, a government regulator sets an overall
target outcome (e.g. ‘NNL in native vegetation’) and facilitates the establishment of
trade infrastructure that connects landholders providing offsets with potential
buyers, often with the help of brokers (Vatn 2015; Koh et al. 2019). If the market-like
mechanism functions effectively, in theory, landholders will compete to deliver the
required biodiversity gains at the lowest price — which ultimately allocates the task
of biodiversity conservation to the landholder who is able to deliver the required
biodiversity most efficiently (Calvet et al. 2015). This relies on the strong and
contestable assumption that the landholder does in reality meet their biodiversity

obligation (Theis et al. 2019; zu Ermgassen et al. 2019a).

Regulators largely determine the biodiversity outcomes of regulatory offset markets,
as they specify the requirements that trades must achieve in order to be compliant.
Best practice guidance for voluntary offsets (e.g. BBOP, 2013; IUCN, 2016) suggests

that biodiversity trades should be ‘like-for-like” or better (i.e. gains or avoided losses
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should benefit the same biodiversity feature as was impacted, or a biodiversity
feature that is more threatened), and should usually occur within the same
geographical region. The rationale behind these conventional trading constraints is
to maintain the functioning of the impacted ecosystem, and to ensure that the same
community of people that loses out on a valuable biodiversity feature maintains

access to an equivalent biodiversity feature (Bull et al. 2013a; Griffiths et al. 2019).

Whilst the explicit purpose of many biodiversity offsetting regulatory markets is to
achieve NNL of biodiversity, in order to achieve buy-in from regulated industries, in
practice offsetting policies are outcomes of negotiation processes among multiple
stakeholders (Miller et al. 2015). As a result, offset policies often compromise on
ecological theory in order to satisfy other economic or industry objectives (Calvet et
al. 2015). This is risky as there is currently limited information on the actual
effectiveness of offsetting schemes at delivering appropriate biodiversity gains
(Gibbons et al. 2018; zu Ermgassen et al. 2019a). Ways in which economic/cost-
reduction priorities interfere with the capacity of offsets to achieve no net loss in
biodiversity include situations where policies: a) specify pre-set, often arbitrary
multipliers (the ratio of biodiversity gains to losses required by the policy) that are
lower than those required to truly achieve NNL (Laitila et al. 2014; Bull et al. 2017a);
b) systematically overestimate the counterfactual rates of habitat loss to make offset
obligations easier to achieve through ‘avoided loss’ (offsetting where habitat loss is
traded for an increase in the level of protection of existing habitat; Maron et al., 2015);
and c) use streamlined and simplified biodiversity assessment methods to reduce
transaction burden on developers (Lave et al. 2010; Sullivan & Hannis 2015). There
are many mechanisms through which economic considerations can be prioritised
over biodiversity. These include pressure from vested interests, and situations where
time-stressed under-resourced regulators are implicitly incentivised to rush through
approvals without full scrutiny, or deliver outcomes supporting overarching
government pro-development priorities over environmental ones (Clare & Krogman

2013; Macintosh & Waugh 2014; Jacob & Dupras 2020).
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This paper explores one aspect of offset trades that has so far received relatively little
attention in the literature: offsetting flexibility (Habib et al. 2013; Bull et al. 2015; Yu
et al. 2018). There are three main categories of flexibility in biodiversity offsetting:
ecological, geographical, and temporal (Table 8, see Bull et al. (2015) for additional
categories not addressed here). Here, we focus on the implications of ecological and
geographical flexibility, as the impact of temporal flexibility (i.e. allowing impacts
today to be compensated for through promised biodiversity gains delivered in the
future) has been widely discussed and established (Bekessy et al. 2010; Bull et al. 2015;
Yu et al. 2018; Weissgerber et al. 2019; Buschke & Brownlie 2020). There is widespread
agreement that biodiversity gains achieved in advance of the biodiversity loss
associated with development are more likely to deliver NNL and entail better
biodiversity outcomes compared to those promised in the future through restoration

actions planned over long time horizons.

Regulators set the degrees of flexibility permitted by the policy. Recent evidence
(outlined below) suggests that several established offset systems have permitted
increasing ecological and/or geographical flexibility over time, consistent with non-
ecological objectives such as improving the function of offsetting market-like
mechanisms through increasing the ease of trades (Needham et al. 2019). In early-
stage offset systems where the regulatory architecture is still under development,
such as the UK’s Net Gain policy for development activities in England (Defra 2019a),
questions surrounding flexibility are fundamental as, once embedded, they

determine the future functioning of the policy.

Category of Explanation

flexibility

Ecological (also Biodiversity offset policies have rules that determine which type of biodiversity is
referred to as considered an acceptable replacement for lost biodiversity. Best practice guidelines
‘ecological promote ‘like-for-like or better’ trading rules (BBOP 2013; IUCN 2016), whereby lost
equivalence’) biodiversity needs to be replaced by the same kind of biodiversity or one that is more

ecologically valuable or threatened. As flexibility increases along this dimension, the
ecological communities or species targeted by the offset actions can be increasingly
different from those impacted by a development activity.

Geographical / Offset policies normally implement some constraints about where offsets need to be
spatial located relative to the impact causing the biodiversity loss. It is widely advocated that
offsets should be located as close as possible to the initial impact site, so that people in
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the vicinity retain their access to nature and to improve the chance of ecological
equivalence at levels below that of the categorical ‘types’ of biodiversity (e.g.
populations, genes). Commonly, offset policies mandate that trades need to occur within
the same administrative unit as the impacts (e.g. Biodiversity Net Gain in England is
proposing to penalise trades which do not occur within the same local authority; Crosher
et al. 2019a), or within the same defined ecological unit (e.g. compensatory wetland
mitigation in the US under the Clean Water Act must occur within the same watershed).
As geographical flexibility increases, offset sites can be further from the impact sites.

Temporal (offsets Offset policies can specify how far in the future biodiversity gains need to be delivered
established in in order to be considered acceptable to compensate for losses today. Some offset policies
advance of allow for offsets to deliver gains long into the future (e.g. in the proposed Biodiversity
biodiversity impacts Net Gain policy in the UK, gains can be delivered up to 32 years into the future and count
are often called towards acquitting a developers’ offset liability; Crosher et al. 2019a), others have
‘habitat banks’) constructed systems of habitat banking that ensure that a large proportion of the

biodiversity gains are in place before the development impact occurs (e.g. wetland
mitigation banking in the US). As temporal flexibility increases, biodiversity gains can
be delivered further into the future.

Table 8. Summary of the three main categories of flexibility in biodiversity offset trades

5.3 The arguments for increasing offsetting flexibility

Offset regulatory markets are in general perceived to be inefficient because they are
often characterised by low offset supply, high transaction costs (i.e. costs associated
with measurement of the value of a trade, search for information, bargaining and
decision-making; Cheung 2016) and a low volume of trades for a given credit type
(Needham et al. 2019). Some of these transaction costs are essential. Organising
offsets (e.g. conducting biodiversity assessments, encouraging landholder
participation, monitoring compliance) is time consuming and contractually
challenging (Evans 2017; Vaissiere et al. 2018); problems which ultimately
contributed to the UK’s biodiversity offsetting pilot (2012-2014) failing to secure any
trades (Needham et al. 2019). These transaction costs can impose additional costs on
offset purchasers looking to construct new infrastructure or developments (Buitelaar

2004).

Recent work has outlined that biodiversity offset market-like mechanisms are likely
to function most effectively from an economic perspective when they use simple,
standardised units of biodiversity, when there is a large offset trading volume, and
when there are large geographical trading areas (Needham et al. 2019, 2020). As a
result, increasing the geographical flexibility (e.g. Needham et al., 2019) and
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ecological flexibility (e.g. Habib et al., 2013; Minerals Council of Australia, 2018) of
offsets have been proposed as ways of improving the functioning of these market-
like mechanisms. The rationale behind this is that flexibility widens the number of
offsets that are eligible to compensate for a given biodiversity impact, as the impacted
biodiversity feature can be traded for a wider set of potential biodiversity features.
Therefore, the supply of potential offsets increases, which reduces prices because
competition between landholders to secure a buyer for their offsets increases
(although real-world heterogeneity in biodiversity values across jurisdictions may
deliver the odd exception, e.g. Needham et al. 2020). Some regulators may also favour
flexibility, as it increases the number of eligible offsets sites and therefore may reduce

their administrative burden and costs.

There have been various empirical explorations of the potential ecological benefits of
offsetting flexibility. Bull et al. (2015) and Habib et al. (2013) have explored the
potential biodiversity gains from scrapping the ‘ecological equivalence’ aspect of
offset trades, highlighting that constraining trades to a certain biodiversity feature
such as a habitat type might deliver sub-optimal biodiversity outcomes if that feature
is common and not considered a local biodiversity priority, and higher priority
alternatives are available. Geographical flexibility may also be essential in contexts
where impacted biodiversity is highly mobile or migratory, weakening the capacity
of equivalent area-based offsets to sufficiently address biodiversity impacts (Bull et
al. 2013b). In contexts where the aim is to offset historic habitat loss in highly modified
landscapes retrospectively (i.e. after land use change has occurred and with no
potential to influence the initial avoidance of impacts), flexibility can be necessary as
there may be insufficient remaining appropriate offset sites. For example, Yu et al.
(2018) describe an example from the Yellow River Delta in China where the only way
that no net loss for each impacted wetland type could be achieved was through
expanding the geographical scope of offsetting, allowing for offsetting in
neighbouring regions. In some of the world’s most prominent offset systems in
Australia (Box 3), calls for increasing the flexibility of offset trading certainly resonate

with influential vested interests whose activities are being regulated through
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offsetting policy. For example, relaxing the ‘like-for-like” requirements of offsetting
policies is the stated preference of some key business stakeholders, such as

representatives of extractive industries (Minerals Council of Australia 2018).

Reflecting these issues, there is pressure from regulated industries and deregulation-
friendly governments to implement policy changes to reduce transaction costs and
stimulate offset supply (Lave et al. 2010; Apostolopoulou & Adams 2017), with
environmental regulation perceived as a barrier to development. Pressure from
regulated stakeholders to prioritise economic over ecological objectives is to be
expected since biodiversity offsetting creates a regulatory framework through which
the biodiversity impacts of new developments are internalised and accounted for
within the development process. This imposes a cost that regulated industries were

previously able to externalise onto society as a whole.

In several Australian offset systems, there is evidence that states are under pressure
to increase offsetting flexibility (Ives & Bekessy 2015; Nature Conservation Council
of NSW 2016). For example, Queensland recently reviewed their native vegetation
offsetting policy and emphasised the ambition to reduce ‘green tape’ (Queensland
Government, 2019a, pll), with the justification that ‘some proponents have
experienced difficulty addressing impacts for environmental values which cannot be
offset’. Victoria’s most recent review highlighted the need to ‘support the
development of the market for low availability offsets” (Department of Environment,
Land, Water and Planning 2016), and a major motivation behind New South Wales’s
biodiversity legislation reform was to ‘provide greater levels of flexibility to industry
and landholders on how they manage biodiversity, including native vegetation’
(Byron et al. 2014). These shifts aim to increase the supply of offset credits (thereby
theoretically reducing prices). Consequently, numerous policy statements and

modifications have occurred which increase offsetting flexibility (Box 3).
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Box 3. Examples of Increasing flexibility in Australian state biodiversity offsetting systems

In Australia, biodiversity offsetting has emerged as a key tool in the policy mix aiming to reduce rapid
rates of deforestation and biodiversity loss across the continent (Bradshaw 2012; Miller et al. 2015;
Kearney et al. 2019). Australia has lost one third of all its native vegetation since European settlement,
and 61% of all 1,136 nationally-listed threatened species are threatened by habitat loss (Kearney et al.
2019; Ward et al. 2019). Partially in response, most states have biodiversity offsetting policies, with the
two most well established in the states of New South Wales and Victoria.

The first offsetting system in New South Wales (BioBanking; first offset trades in 2010) specified like-
for-like trading requirements for both ecosystem types and threatened species (Department of
Environment, Climate Change and Water 2010). Since the introduction of the Biodiversity Conservation
Act in 2017, a new level of flexibility has been incorporated into the state’s approach to offsetting.
Developers now have the choice of passing on their offset liability by paying into the Biodiversity
Conservation Trust, a government-run fund. Although a hierarchy of preferred offsetting options is
specified (i.e. preference is given to like-for-like or better in the same bioregion) there are no legal
restrictions on the Trust offsetting using any habitat types anywhere in the state. As such, the option is
open for both ecologically- and geographically-flexible offsetting.

In Victoria, there is also evidence of a trend (albeit less severe) towards flexibility from the original 2002
Native Vegetation Framework (Department of Sustainability and Environment 2002) to today’s native
vegetation removal regulations. Notably, the policy goal was weakened from ‘net gain’ to ‘no net loss’
of biodiversity (Department of Sustainability and Environment 2002; Department of Environment, Land,
Water and Planning 2017a). Initially, offset legislation incorporated a graded response, whereby strict
like-for-like trades were required for vegetation of ‘Very High' conservation significance and
progressively weaker rules were allowed for vegetation as conservation significance decreased
(Department of Sustainability and Environment 2002). Since 2013 for general offsets (offsets for impacts
tonative vegetation where there are no threatened species present), there are no like-for-like restrictions.
Offsets are required to have at least 80% of the “strategic biodiversity score’ of impact sites, which is a
score derived from a systematic conservation prioritisation approach broadly representing habitat
condition and rarity as well as the number of threatened species present (Department of Environment,
Land, Water and Planning 2017b). General offsets do have a geographical restriction, and are
constrained to the same Catchment Management Authority or municipal district. For offsets to
threatened species, there is a ‘like-for-like” requirement, but no geographical restrictions on where those
offsets are located throughout the state.

There are two major underexplored and unquantified risks of increased flexibility
that threaten to undermine the desired NNL outcomes of offsetting market-like
mechanisms. The first risk associated with increasing the ecological flexibility of
offsetting (i.e. relaxing like-for-like) — especially in response to low supply — is the
risk of interfering with information regarding the genuine scarcity of the impacted
biodiversity feature, potentially disincentivising impact avoidance. The second risk,
associated with increasing geographical flexibility, is that larger trading areas have
the potential to deliver offsets with lower additionality, undermining the

conservation outcomes associated with the offsets.
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5.4 Flexibility interferes with information about biodiversity

feature scarcity and disincentivises avoidance

Under best practice, biodiversity offsets must be implemented as an option of last
resort, preceded by the implementation of the first three steps of the mitigation
hierarchy (avoidance, minimisation, remediation). In many cases biodiversity offset
systems trade uncertain future biodiversity gains for imminent losses (Maron et al.
2012; Weissgerber et al. 2019). This lack of certainty that the intended biodiversity
gains will be delivered in reality means avoiding impacts — step 1 of the mitigation
hierarchy - is crucial (Buschke and Brownlie, 2020; Hough and Robertson, 2009;
Phalan et al., 2018 but see Bull and Milner-Gulland, 2019). Note here that there is a
distinction between avoidance (i.e. avoiding impacts to biodiversity initially, first
step of the mitigation hierarchy) and ‘avoided loss” offsets, which are offsets that
prevent biodiversity losses in an area that likely would have occurred without the
offset. Under best practice principles, avoidance should be rigorously applied as the
first step of the hierarchy, meaning that promises of compensation should not
influence the requirement for adequate avoidance. However in practice, in some
offset systems, despite the rhetoric of avoidance, offsetting appears to be the default
response to biodiversity impacts (Clare & Krogman 2013; Martin et al. 2016; Samuel
2020). As a result, there is in reality a significant interaction between the offsetting
and avoidance steps: a high degree of difficulty, and in particular a high price,
associated with acquiring appropriate offsets will incentivise avoiding impacts in the
first place (Koh et al. 2017; Pascoe et al. 2019a). In this way, offsets represent a

punitive-tax-like incentive to avoid causing biodiversity loss initially.

The major risk therefore with increasing ecological flexibility is that it interferes with
communicating the scarcity of the impacted biodiversity feature, thereby potentially
disincentivising avoidance of impacts to threatened biodiversity features. Offset
requirements are often triggered specifically because the biodiversity feature
impacted is threatened and/or scarce. If a threatened or scarce biodiversity feature is

required to be compensated by the same biodiversity feature, then it is likely to be
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difficult or impossible to acquire an appropriate offset (because by definition,
appropriate offsets are scarce), therefore incentivising avoiding impacts to that
biodiversity in the first instance (Koh et al. 2017). Under conventional economic
theory (critically explored in Spash, 2015), we might expect that the scarcity of the
impacted biodiversity feature would be communicated via a higher price for
appropriate offsets, although evidence from offsetting markets in the US suggests
that offset prices do not always predictably follow changes in supply and demand
(Robertson 2007, 2008). Nevertheless, the difficulty of acquiring an appropriate offset
provides essential biodiversity supply information — as such, it is an essential feature
of biodiversity offset regulatory markets aiming to achieve NNL outcomes, not an
economic inconvenience to be regulated away by increasing the supply of eligible

offsets through increased flexibility of trades.

Opening the door to increased flexibility can have very real consequences for
threatened biodiversity (Figure 13). For example, in Australian biodiversity offsetting
systems there are rarely restrictions that absolutely prohibit impacts on particular
biodiversity features, with offsetting usually permitted if a compliant offset can be
secured (e.g. Queensland permits the clearance of vegetation in national parks in
return for offsetting with a multiplier of 10; Queensland Government 2019b). As a
further example, under Western Sydney Growth Centre’s biodiversity offset
program, flexibility has been built into the offset requirements. The Growth Centre
(which includes plans to construct 200,000 new homes) impacts on several critically-
endangered ecological communities, including Cumberland Plain woodland and
Shale Sandstone transition forest. Since the inception of the Growth Centre in 2007,
over 300ha of these two communities have been converted to other land uses
(Government of New South Wales 2018). Whilst the scheme has so far achieved its
(like-for-like) offsetting ‘requirements’, the Growth Centre was permitted to proceed
with a commitment to avoided loss offsets using a multiplier of 1 (Government of
New South Wales, 2006, p.6), which is well below a level sufficient to achieve NNL
(Laitila et al. 2014). In effect, this equates to committing to a halving of remaining

ecosystems. Regardless, in the event that there is ‘insufficient available land” (p.13)
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for offsetting these threatened habitats, the inbuilt flexibility permits the program to
offset using any grassy woodlands within the ecoregion, or indeed any other
potential native vegetation. In short: flexibility circumvents the market incentive to
avoid impacts to valuable habitats. Indeed, it may well permit considerable losses of
these critically endangered habitats. If flexibility were not permitted, the scheme
would have to avoid impacts to these ecosystems initially. This may come at some
financial cost, but ultimately the policy goal is to achieve NNL of biodiversity and in
this case flexible offsets do not facilitate this outcome. Of course, the loss of natural
habitats also comes at considerable economic cost which is largely unaccounted for
in offset pricing (including both market values such as the traded value of the price
of carbon stored within natural habitats, and non-market values such as
biodiversity’s existence value, and underpinning the resilience of delivery of other
ecosystem services). The example from the Western Sydney Growth Centre is not a
unique case — similar dynamics have been found for offsetting under Australia’s
national environmental law, the Environment Protection and Biodiversity
Conservation Act 1999 (EPBC Act). Instead of disincentivising impacts to biodiversity
initially, the inability of proponents to satisfy the ‘like-for-like’ requirements of the
EPBC Act Environmental Offsets Policy has led to instances of flexibility in offset
conditions, and an expansion of indirect (e.g. "out-of-kind’) offsetting. Such offsets do
not result in a conservation gain for the affected biodiversity, thereby implicitly

facilitating the loss of valuable biodiversity (Australian National Audit Office 2020).

5.5 Expanding geographical trading areas may undermine

additionality for avoided loss offsets

A second argument for promoting strict trading rules that applies specifically to
avoided loss offsets is that offsets within smaller geographic trading regions may
yield greater conservation additionality than larger areas (Giannichi et al. 2020).
Additionality is a key concept in biodiversity offsetting: for an offset to truly achieve
NNL, it must achieve a conservation gain that would not have happened in the
absence of the activities associated with the offset (McKenney & Kiesecker 2010;
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Gordon et al. 2011; Maron et al. 2013). All things being equal, large trading regions
are likely to contain a larger number of potential offset sites which are under limited
or no threat of development (Giannichi et al. 2020). The problem with increasing
geographical trading areas in the name of improving functioning of the market-like
mechanism in theory is that areas under low development pressure tend to ‘soak up’
the offset obligations of areas with high rates of development because of the lower
economic opportunity costs of offset establishment (Giannichi et al. 2020; Kalliolevo
et al. 2021; Figure 13). Areas with low development pressure are those that are least
likely to be under threat. As a result, offsets located in these areas will offer the least
additionality (conservation management will deliver a smaller conservation benefit
relative to the counterfactual of what would have occurred without the offset).
Similar patterns have been demonstrated to undermine the effectiveness of protected
areas (Venter et al. 2018; Geldmann et al. 2019). Relaxing the geographical restrictions
on offsets may tend to draw offsets away from areas where they would be more likely
to be additional, and drive them towards areas where they offer limited gains relative
to the counterfactual, thus undermining NNL outcomes. As a separate issue, smaller
trading regions may also be socially desirable because of the potential inequity of
reducing affected peoples’ access to nature by relocating it further away (BenDor et

al., 2007; but see Bateman and Zonneveld, 2019).

This issue is compounded if policies do not have robust methods for assessing offset
additionality (Maseyk et al. 2020). In some avoided loss offsetting policies, including
Australian native vegetation offsetting systems, the way additionality is
operationalised is that sites which are not under formal legal protection are implicitly
assumed to be under threat of land clearing or ecological degradation, regardless of
their location or threat level (Maron et al. 2015). Hence, the policies assume that
simply giving an unprotected site legal protection through an offsetting agreement
achieves an outcome that is additional (e.g. in Victoria, this is referred to as “security
gain’; Department of Environment, Land, Water and Planning 2017c). However,
working out whether an offset is truly additional requires an analysis of future threats

(and probabilities of ecosystem degradation) to the site under the offsetting and
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counterfactual scenarios, which is rarely done in practice. Protection may well not
deliver additional gains in some contexts (Sonter et al. 2020b). For example, if a patch
of native vegetation that is not under formal protection is still standing after decades
of land management, it is likely that that patch is under limited threat (i.e. because
either clearing is uneconomic for landholders, or because the landowners hold pro-
environmental attitudes and would likely have maintained that land even in the
absence of formal protection; Selinske et al. 2016). Other ways that additionality is
commonly operationalised include using offset multipliers or assuming that offset
management will improve the future biodiversity value of a site, but neither of these
guarantee additional outcomes (Bull et al. 2017a; Dorrough et al. 2019). Further,
offsets can only deliver gains due to avoided losses if they protect habitat that is itself
not subject to a mandatory offset requirement following clearance (see discussion in
Maron et al. (2018) and Maseyk et al. (2020); Figure 13). Type 1 impacts are impacts
that would themselves trigger their own offset requirement (e.g. clearance of native
vegetation for a new development), and Type 2 impacts are those that would not
trigger their own offset (e.g. offsets that prevent a threatening process that is not
subject to an offset, such as livestock grazing in areas of native vegetation). In reality,
avoided loss offsets preventing Type 1 impacts offer no additionality, because they
prevent the clearing of something that would trigger its own offset requirement if
cleared. Only avoided loss offsets preventing Type 2 impacts can offer any true
additionality. However, avoided loss offsetting systems in operation today in general
fail to account for this subtlety, and this remains a fundamental flaw in the way gains
due to avoided losses are calculated, undermining the ability of avoided loss offsets

to achieve no net loss of biodiversity.
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Figure 13. Schematic diagram of the potential biodiversity outcomes associated with flexible, and inflexible offset
trading using an illustrative case study (offsetting impacts to Cumberland Plain woodland under the Western
Sydney Growth Centre offsetting policy). A) A development is planned, proposing to clear two units of
Cumberland Plain woodland. B) Under more flexible trading rules, a different habitat type is permitted to offset
impacts to the threatened habitat type, and the offset is located far from the development frontier. This means the
incentive to avoid impacts to the threatened habitat initially has been undermined. Additionally, as the offset is
located far from threats, the offset is likely to offer less additionality. C) Under less flexible trading rules, offsetting
impacts to Cumberland Plain woodland has become challenging or expensive, as available offset sites are scarce.
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This incentivises developers to change their development plan to avoid some impacts to the threatened habitat
initially. One unit of Cumberland Plain woodland is lost for development, and compensated for with an offset, and
another unit of loss is avoided entirely. Whilst this schematic is used here to demonstrate the ecological benefits of
rigid trading rules, in the real world the effectiveness of this offset at achieving NNL is dependent on other
complexities not explored here. These complexities include the actual offset ratio used for the avoided loss offsets
(1:1 as demonstrated here is far too low to achieve anywhere close to absolute NNL in reality); and the degree to
which offsets are preventing Type 1 versus Type 2 impacts.

Whilst the risk of geographical flexibility undermining additionality applies
primarily to offsetting policy frameworks that permit the preservation or
enhancement of existing habitats as offsets, this is non-trivial — avoided loss offsets
represent approximately 20% of all of the world’s recorded biodiversity offsets by
number, covering approximately 50,000km? (Bull & Strange 2018). Systems based
purely on restoration or habitat creation, such as those in the US and Germany, are
less likely to suffer from these drawbacks as additionality is implicit in the act of
habitat creation (assuming that habitat would not have passively regenerated under
the do-nothing counterfactual; but see Sonter et al., (2017)). This risk would be
reduced for offsets which calculate the additionality on a case-by-case basis and
integrate this into the calculation of the appropriate offset multiplier (e.g. some large

voluntary offsets summarised in Maseyk et al. 2020).

5.6 Improving regulatory market function without inducing the

risks of flexibility

As discussed above, flexible trading rules are perceived as solutions to issues relating
to ‘thin markets’ (characterised by low offset supply), including price volatility,
strategic behaviour, and market collapse (Adjemian et al. 2016; Needham et al. 2019).
However, we contend that there are other mechanisms that can be used to improve
the function of offset regulatory markets without introducing offset flexibility that
risks undermining biodiversity outcomes. The key point is that the difficulty of
securing an appropriate offset trade is a function of two properties: a) the availability
of appropriate offset sites containing the impacted habitat type (itself influenced by

the absolute scarcity of the threatened habitat type); and b) transaction costs
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associated with the process of offsetting. The aim of actions to improve the
functioning of the market-like mechanism should ideally be to reduce transaction
costs, whilst leaving the information about the scarcity of the biodiversity feature
intact. Some of the key determinants of transaction costs include a lack of landholder
awareness about offset policies, regulatory uncertainty (the regulations surrounding
offset policies tend to change frequently), and the degree of trust landholders have in
offset administrators (Coggan et al. 2013). These factors can be improved without
changing offset trading rules through increasing investments in education and
communication about the programme, engagement with previously unreached
landholders, and introducing policy stability by committing to keeping the regulation
unchanged for a set period of time. We acknowledge these are challenging, but it
should not be the default option to increase flexibility and risk the policy’s ecological
outcomes just because alternative mechanisms for improving market function are
difficult to achieve. Additionally, an important driver of price volatility and strategic
behaviour between buyers or sellers in thin markets is asymmetrical information
(Adjemian et al. 2016), which occurs when one party has better information about the
market or the good/service being transacted than the other party. For example, the
offset seller is likely to have a better understanding of their true opportunity costs
than the buyer, which may permit them to charge higher prices than the seller would
in reality be willing to accept. This can be addressed through better public offset
registries and data on offset transactions, such as the public offset registries
implemented by Western Australia or France (Government of France 2020;
Government of Western Australia 2020). All of these actions could be implemented

without interfering with the information about the scarcity of the biodiversity feature.
5.7 When flexibility is justifiable

From a biodiversity perspective, we would argue that flexibility is rarely justifiable
once real-world implementation issues are taken into account. Institutional factors
that influence when flexibility is justifiable include when: a) the offsetting market-

like mechanism is embedded within a planning system that includes strict avoidance
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of threatened biodiversity features; or b) regulatory institutions have the capacity and
resources to implement strategic offsetting actions whose biodiversity benefits
unquestionably exceed those of like-for-like trading rules. In planning systems with
strict avoidance, if implemented effectively, flexibility cannot be used for legitimising
losses to threatened biodiversity. For example, the proposed Net Gain policy in
England is explicit that offsetting under Net Gain will not weaken existing
protections for biodiversity, or be used to justify impacts to irreplaceable habitat
(Defra 2019a). This protection is imperfect, and harm to irreplaceable biodiversity can
still occur if it is considered to be in the overriding public interest for political or
economic reasons. However, in these contexts a bespoke compensation package is
agreed and it does not occur within the framework of the offsetting policy. The
argument for flexibility being more justifiable where regulators have high levels of
capacity is that centralised bodies may able to implement a more systematic and well-
planned approach to offsetting that targets local biodiversity priorities than case-by-
case offsetting (Habib et al. 2013). However, so far implementation of these
approaches has been limited (for example, as of February 2019, of the AUD$9.6
million paid into Queensland’s offset fund at the time, only AUD$1.5 million had
been committed or spent on offsets; Queensland Government 2019a). Until such
systems are demonstrably effective, we suggest that this this approach to enabling
increased flexibility through a centralised body will undermine impact avoidance

and conservation outcomes (Figure 14).
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Figure 14. Summary of the advantages and disadvantages of changing the flexibility of offset trades, the
mechanisms through which outcomes are achieved, and the factors that those outcomes are dependent on. The top
half denotes ecological outcomes, and the bottom half denotes economic and political outcomes.

It is especially important that conservationists are alert to when flexibility is being

advocated for purely because appropriate offsets are expensive: indeed, if offsets for

a specific biodiversity feature are expensive, this may well be an indication that the

biodiversity feature is scarce or threatened and so flexibility might not be justified for

that feature. In these cases, the worst outcome from a biodiversity perspective is that

regulators deprioritise offsetting exactly because it is expensive — a situation aptly

demonstrated by the Warragamba Dam proposal in New South Wales, where a state-

owned utility company attempted to reclassify impacts to critically-endangered

species habitats as ‘indirect impacts’ in order to avoid their high offset costs (Hannam

2020; Sanda 2020). Deprioritising offsetting when expensive gravely undermines the

economic logic for having offsetting systems in the first place.

5.8 Getting the ‘right’ level of flexibility

The major difficulty in setting the ‘optimal’ degree of flexibility that should be

permitted in an offsetting system is that ultimately the outcomes of flexibility are

mediated by an unobservable characteristic, which is the intention or motivation
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behind the actor advocating flexibility. Simplistically, the ideal policy from a
biodiversity perspective (which is the stated purpose of NNL policies) would allow
flexibility when it helps with the achievement of the specific policy goal (i.e. is
motivated by achieving NNL or net gain in biodiversity), and restrict it when
motivated by other factors which undermine the likelihood of achieving the policy
goal, such as simple cost minimisation. In practice, this information is challenging to
discern, and so regulators rely on heuristics such as ‘like-for-like or better’ trading
rules, with each policy determining the classifications for what types of biodiversity
count as like-for-like (McKenney & Kiesecker 2010). Although ‘like-for-like or better’
trading rules are widely accepted, it is worth reflecting that, supposedly in the name
of NNL, many of these rules permit the loss of threatened biodiversity as long as it is
replaced with other types of threatened biodiversity. Such a premise has recently
been questioned under the newly-proposed ‘target-based ecological compensation’
framework (Simmonds et al. 2019), where it has been suggested that ‘drawing down’
on existing biodiversity should only be permitted if that biodiversity feature is above
its ‘target level’ (i.e. for a species, an appropriate target might be not being classed as
threatened on the IUCN Red List; for a habitat type, it might be a target percentage
of the historical habitat extent remaining). Similar principles might be used to
determine when flexibility is considered acceptable, with the exact threshold tailored

to the local policy aim and context.
5.9 Implications for existing and emerging offsetting systems

The main implication is that regulators setting the trading rules of offset policies need
to be aware that there are multiple mechanisms for dealing with problems associated
with thin markets, each associated with drawbacks and advantages. Although offset
policies are in practice always imperfect because they are trying to satisfy multiple
objectives (i.e. ecological, economic, political), some changes which are intended to
satisty non-biodiversity objectives can fundamentally undermine the core
biodiversity objectives. Additionally, they can somewhat undermine the theoretical

strengths of even applying market-like mechanisms to biodiversity management
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issues in the first place. Changing the level of flexibility inevitably generates winners
and losers, and it is always worth questioning who they are and why their interests
are being prioritised or deprioritised. In general, we contend that increasing
flexibility tends to increase satisfaction of economic objectives and favour the
interests of offset procurers (e.g. developers). Given the current generally low
capacity of offset system regulators, this often detracts from the ecological objectives

of the policy.

In the case of Australian offsetting systems, we would suggest that policymakers
need to consider whether overall biodiversity outcomes (the sum of biodiversity
impacts avoided - as step one of the mitigation hierarchy - and those successfully
offset) are more likely to achieve NNL objectives under flexible or strict trading
policies. We would argue that, as it stands, no net loss is more likely to be achieved
under strict policies. There are also important lessons for all of the world’s many
emerging offsetting and biodiversity compensation systems (zu Ermgassen et al.
2019b), as decisions on trading rules embedded at the outset have an overwhelming
influence on their biodiversity impacts (Calvet et al. 2015). There are less significant
implications for North American offsetting systems, both because the policies already
freely allow trades between different types of wetlands (i.e. they are highly
ecologically flexible), and because they are primarily restoration-based programs, so

it is usually easier to ensure that offsets are truly additional

5.10 Conclusion

The case has previously been made for increasing the flexibility of biodiversity offset
trades (Habib et al. 2013), however, here we argue that restricting the flexibility of
trades has some highly desirable properties. Most importantly, in offsetting systems
where impact avoidance is imperfect and is influenced by the difficulty of securing
offsets, like-for-like offsetting drives the unobservable process of impact avoidance
(Pascoe et al. 2019a), whereby threatened aspects of biodiversity remain unimpacted
because insufficient offsets are available. This process has been largely unaddressed

in the offsetting literature (Phalan et al. 2018), even though avoidance is widely
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considered the most important aspect of the mitigation hierarchy (Hough &
Robertson 2009; zu Ermgassen et al. 2019b). Geographical trading restrictions also
have the potential to enhance the additionality of offsets, which is a fundamentally
important property that defines their associated biodiversity outcomes (Gordon et al.
2011; Maron et al. 2013). To ensure biodiversity offsetting market-like mechanisms
are fit to tackle ongoing biodiversity declines we encourage policymakers and
practitioners involved in existing offsetting systems and emerging systems around
the world to prioritise the biodiversity objectives of these policies. Ultimately, this
requires clear thinking about whether increasing flexibility helps to achieve these

policies' fundamental biodiversity goals, or hinders them.
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6.1 Abstract

Net outcome-type biodiversity policies are proliferating globally as perceived
mechanisms to reconcile economic development and conservation objectives. The UK
government’s Environment Bill will mandate that most new developments in
England demonstrate they deliver a biodiversity net gain (BNG) to receive planning
permission, representing the most wide-ranging net outcome-type policy globally.
However, as with many nascent net-outcome policies, the likely outcomes of
mandatory BNG have not been explored empirically. We assemble all BNG
assessments (accounting for ~6% of England’s annual housebuilding and other
infrastructure) submitted from January 2020-February 2021 in six early-adopter
councils who are implementing mandatory No Net Loss or BNG requirements in
advance of the national adoption of mandatory BNG, and analyse the aggregate
habitat changes proposed. Our sample is associated with a 34% reduction in the area
of non-urban habitats, generally compensated by commitments to deliver smaller
areas of higher-quality habitats years later in the development project cycle. Ninety-
five percent of biodiversity units delivered in our sample come from habitats within
or adjacent to the development footprint managed by the developers. However, we
find that these gains fall within a governance gap whereby they risk being
unenforceable; a challenge which is shared with other net outcome-type policies

implemented internationally.

Keywords: Biodiversity offsetting, ecological compensation, environmental
governance, environmental policy, impact evaluation, impact mitigation, market-

based instruments, nature conservation, biodiversity net gain, no net loss
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6.2 The challenge of reconciling biodiversity conservation with

infrastructure expansion

Under the Sustainable Development Goals (SDGs), the global community has
simultaneously committed to rapidly expanding built infrastructure networks (SDG
9), whilst ending biodiversity loss (SDGs 14 and 15). However, historically the
unmitigated impacts of infrastructure have been a dominant driver of biodiversity
loss, threatening one-third of IUCN Red List species (https://www.iucnredlist.orgy/).
To reconcile the SDGs, fundamentally new approaches to infrastructure
implementation are required (Thacker et al. 2019). A particular class of policies
emerging globally to address this focus on achieving No Net Loss (NNL) or Net
Positive biodiversity outcomes from new developments (Bull & Strange 2018; Bull et
al. 2020; Milner-Gulland et al. 2021). These are predicated on the concept that
infrastructure and biodiversity conservation can theoretically go hand-in-hand if
infrastructure is planned to avoid and minimise impacts, and residual impacts are
compensated for through conservation actions. There is a wide variation in these
policies’ effectiveness (zu Ermgassen et al. 2019a), with limited systematic
understanding of when they work or fail. The most wide-ranging of these policies
globally is the proposal, outlined in the UK Government’s Environment Bill, for
development under the Town and Country Planning Act (i.e. nearly all residential,
commercial and mining construction) in England to deliver a mandatory Net Gain in
biodiversity. The Environment Bill is expected to be ratified in 2021, with the
mandatory requirement for Biodiversity Net Gain (BNG) implemented after a two-

year transition period.

Like many densely-populated wealthy nations, England faces interlocking socio-
ecological policy challenges: it is ecologically impoverished, with ongoing wildlife
declines (State of Nature Partnership 2019). However, it has committed to building
300,000 new homes annually by the mid-2020s (Ministry of Housing, Communities
and Local Government 2018), and has promised heavy investments in new

infrastructure through its post-Coronavirus recovery strategy (HM Treasury 2020).
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Mandatory BNG might partially reconcile these challenges (Defra, 2018, p4), and is
globally relevant in the context of finding policy solutions to mitigate the

environmental impacts of the global infrastructure boom (zu Ermgassen et al. 2019b).

6.3 Implementation of the mandatory Biodiversity Net Gain

requirement

Developers in England will have to demonstrate their proposals achieve a net gain in
biodiversity (measured using a government-prescribed biodiversity metric) to
receive planning permission from local planning authorities (LPAs), who ultimately
assess all of the development plans associated with the site (which can include
various economic, social and environmental impact assessments, construction plans,
feasibility studies etc.) and decide whether projects have the right to proceed.
Currently, BNG assessments align with the ecological impact assessment (EcIA)
process, taking information routinely collected during pre-development ecological
surveys and feeding this through an Excel-based biodiversity calculator tool, the
“Biodiversity Metric 2.0” (Treweek et al. 2010; Crosher et al. 2019a). The Metric is a
multiplicative composite indicator converting inputs including the area, habitat
condition, habitat distinctiveness, and various multipliers (capturing elements
including the risk of project failure, the expected time taken for the proposed habitat
to reach its desired condition level, and the landscape-scale ecological importance of
the site) for each habitat patch within the development footprint into an overall
biodiversity score measured in ‘biodiversity units’ (Supporting information). The
data required from the project site include quantitative data (the area of each habitat
patch within the development site and in the proposed post-development plan),
qualitative judgements from ecological consultants regarding the habitats” condition
and classification, and some landscape-scale information such as whether the project
site lies within an area of landscape-scale importance to biodiversity. These data
gathered at the project site are integrated in the Metric with other ecological
information which is pre-set for each habitat type and condition level based on expert
judgement (e.g. each habitat is given a pre-set distinctiveness score within the Metric;
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pre-set values capture how long it takes for a given habitat to reach a given condition
level under ecological management measures). It calculates the number of baseline
biodiversity units within the development footprint plus (where applicable)
associated compensation areas owned/managed by the developer, and compares this
with predicted post-development biodiversity units. The Metric also provides
guidance on whether like-for-like trades should be required for the specific habitat
types included in the assessment (e.g. for high distinctiveness habitats), or whether
other trading rules are permitted (e.g. for low distinctiveness habitats). The
mandatory BNG-requirement necessitates the overall post-development biodiversity
score is 210% higher than the baseline. If not, the developer must either alter their
project plan appropriately or deliver the unit shortfall by offsetting through a
payment to the council or a third party (e.g. habitat bank) which is then liable for
delivering biodiversity gains elsewhere. If no compensation sites are available within
the LPA where the development is planned, then compensation is permitted in other
local authorities; but this triggers a spatial multiplier within the Metric which
increases the compensatory units required. As a last resort, developers will be able to

purchase biodiversity credits from the national government.

The mandatory BNG requirement is expected to deliver conservation benefits by
providing a punitive-tax-like disincentive from harming biodiversity initially:
developers will incur costs if their project inflicts damage on habitats (‘internalising
the externalities’; zu Ermgassen et al., 2020). Additionally, where developers are
unable to meet biodiversity obligations themselves, the requirement to purchase
‘biodiversity units’ is viewed as an opportunity to stimulate private sector investment
in nature regeneration. There are widespread hopes that this will create a market in
‘biodiversity units’, attracting private landholders into for-profit biodiversity unit

generation (Defra 2019b).

However, the potential impacts of the mandatory BNG requirement have not been
empirically evaluated. We collected all the BNG assessments accompanying planning
applications submitted from January 2020-February 2021 (the Metric was essentially

finalised in December 2019) in six councils who have adopted BNG-equivalent
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policies in advance of its national rollout (Supporting information; Table 22) into a
new database. BNG assessments tend to be provided either as chapters within the
proposed project’s preliminary ecological appraisal, EcIA, or as standalone
documents, and they contain as a minimum copies of the outputs of the Biodiversity
Metric Excel tool (at best, they contain habitat plans and descriptions for the site at
baseline and post-development). We identified appropriate councils via engagement
with representatives from Defra, councils, and industry associations. The database is
live, with more councils added when identified. In total, 16 potential councils were
identified; but only the six councils included in our database have BNG-equivalent
policies (Figure 15). We define these as BNG-equivalent as they all ask applicants to
submit BNG assessments utilising the Metric alongside other planning information,
and mandate that a net outcome-type target is achieved for each project (either NNL
or 10% net gain) like the proposed national policy. We identified 90 projects
referencing BNG assessments, of which 55 provided sufficient information for
inclusion. We then removed one outlier project (a dwelling overseeing a 30ha estate
implementing landscape-scale ecological restoration) as it was evidently not a policy-
driven outcome, and six applications which were rejected by the planning authorities.
Our sample spans 1000.3ha of development footprint, of which created or enhanced
compensatory non-urban habitats comprise 468ha. The previous best academic
estimate of England’s entire implemented offset area was 53ha (Bull & Strange 2018),
demonstrating the upscaling of ecological compensation represented by the
mandatory requirement. By comparing the baseline and proposed future biodiversity
assessments for developments in our sample, we explore which land cover changes
are likely to be driven by BNG, what role off-site biodiversity offsetting will play, and

their implications for conservation.
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Leeds City Council

Policy type: Net Gain (10% uplift)

scope: All newbuilds

Offsetting: Allow offsetting payments
into Council offset fund

Tunbridge Wells Borough

Council

Policy type: Net Gain (10% uplift)

Scope: All newbuilds

Offsetting: No offsetting fund or offset
payments

West Oxfordshire, South Oxfordshire, Vale of . |

White Horse District Councils |
Policy type: Net Gain (10% uplift) for major developments | ’\l

(WO); Net Gain (0-10% uplift) for other

developments (WO); No Net Loss (SO, VWH)

Scope: All newb