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Abstract  
The agricultural sector holds significant potential to achieve a range of environmental objectives. 

Unlocking these benefits requires adequate funding and targeted support. This report presents a 

framework for categorising rewarding mechanisms at the European level, with a particular focus on 

climate-smart farming practices linked to carbon removals, emissions reductions, and climate 

adaptation. The framework is designed to facilitate navigation through the different types of rewarding 

mechanisms. It has been developed based on literature review, a survey targeted at national 

coordinators within the CFD network and has been tested through several expert workshops. The 

findings highlight the existence of a wide range of tailor-made rewarding mechanisms across the EU 

and its Member States that incentivise climate-smart farming practices. The landscape is dynamic and 

constantly evolving. In particular, rewarding mechanisms for climate mitigation are well established, 

while mechanisms that promote climate adaptation are less common. Blended finance approaches 

remain limited but are gaining more attention and can help bridge the gap between beneficiaries and 

providers of the rewarding. Supportive mechanisms that encourage long-term behavioural change are 

often overlooked and not recognised as rewarding mechanisms. Moreover, farmers and farm advisors 

face challenges in navigating the diversity of rewarding mechanisms, both in terms of administrative 

requirements and in identifying those most relevant to their needs. Rewarding mechanisms are 

embedded within a broader policy mix that should be mutually reinforcing. Evaluating both the 

mechanisms and their possible combinations is essential to ensure the policy mix can be adapted 

accordingly. 

About Climate Farm Demo 
Climate Farm Demo (CFD) is a unique pan-European network of Pilot Demo Farmers (PDFs) covering 

27countries and all pedo-climatic areas. Its objective is to promote the adoption of climate-smart farming 

(CSF) practices and solutions among farmers and actors of the climate-smart Agriculture Knowledge 

and Innovation Systems (AKIS). This project aims to support the adaptation of agricultural production 

systems to the challenges of climate change and to contribute to achieve a carbon neutral agricultural 

sector by 2050. 

To this end, the project connects 1500 Pilot Demo Farmers and their Climate Farm Advisors (CFAs) at 

European and national levels to increase knowledge exchange & cross-fertilisation in their respective 

AKIS. Furthermore, the project seeks to identify, propose, and demonstrate a set of rewarding 

mechanisms to incentivise the adoption of CSF practices, ensuring the development of sustainable 

business models that can guide and support farmers in this transition. 

Work Package (WP) 6 “Analysing and demonstrating rewarding mechanisms” focuses on analysing 

and increasing awareness of the available rewarding mechanisms to support the implementation of 

adaptation and mitigation plans (AMP) at farm level. This WP aims to address the needs of farmers, 

value chain actors and funders by developing capacity-building tools and providing policy 
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recommendations for EU and national authorities on how to effectively scale up the use of rewarding 

mechanisms as levers for transformation. 

Task 6.2, “Rewarding mechanisms: state of the art and guidance for implementation,” focused on 

identifying, describing and categorising rewarding mechanisms that incentivise the adoption of climate-

smart farming practices. The main output is the development of an assessment framework (milestone 

48) and the development of a categorization framework (Deliverable 6.1). The work of task 6.2. is linked 

to related tasks on stakeholder needs, capacity building and policy recommendations. 
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Chapter 1 

Introduction 
This chapter gives an introduction to the report and the role of rewarding mechanisms as a tool to 
incentivise on-farm climate action. 
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1. Introduction 
Agriculture plays a vital role in achieving the EU’s climate commitments, including climate neutrality by 

2050. Agriculture provides not only food and raw materials but also contributes to landscape 

management, ecosystem shaping, animal welfare, and carbon sequestration, and is essential for 

supporting livelihoods and generating economic value.  

Although the EU’s agricultural sector confronts numerous difficulties, the climate-related challenges 

facing farmers and rural communities are particularly severe, while the sector continues to struggle with 

its role in combating climate change (ESABCC, 2024). Continuing with business as usual is not viable. 

Incentivizing farm-level action through rewarding mechanisms is one pathway turning climate action in 

agriculture into a success story. Agriculture can contribute to GHG emissions reductions, carbon dioxide 

removals and climate adaptation. The provision of these environmental objectives needs funding and 

support to create opportunities in the sector and incentivise a transition to greater sustainability. The 

relevance of rewarding mechanisms, compared to other policy tools, lies primarily in their ability to 

recognise, incentivise, compensate, and value climate-smart approaches. Rewarding mechanisms 

alone will be insufficient to effectively and efficiently promote the transition and need to be embedded 

into a wider policy mix.  

Rewarding mechanisms are often viewed as purely economic incentives. This framework explicitly 

includes supportive and non-financial rewarding mechanisms. Social recognition, knowledge-sharing, 

and enabling legislative frameworks can also serve as powerful incentives, encouraging farmers to 

adopt climate-smart farming practices alongside, or in place of, financial rewards. 

To facilitate a greater understanding and use of rewarding mechanisms in the agricultural sector, there 

is a need to systematise and categorise the different types of rewarding mechanisms. This will support 

administrators, farmers and farm advisors, investors, policy makers, value chain actors and other key 

stakeholder to understand the opportunities and risks associated with different rewarding mechanisms. 

In this report, we develop a framework that organises the rewarding mechanisms into tiers with 

increasing levels of detail. Tier 1 provides a general overview grouping rewarding mechanisms into the 

three overarching categories (monetary, non-monetary and regulatory), while Tiers 2 and 3 offer 

increasingly specific descriptions. This hierarchical structure enhances the understanding of the 

different types of mechanisms and supports stakeholders in their engagement with those mechanisms 

that support climate-smart farming practices. In addition to developing a structure, we provide detailed 

explanations of thirteen rewarding mechanisms, matched with practical examples in form of fact sheets 

that promote agricultural climate emissions reductions, carbon removals, or climate adaptation. The 

report focuses on a farmer perspective when analysing and describing the rewarding mechanisms. 

The report proceeds as follows: Chapter 2 describes the methodology and background for our 

development of the framework, including desk research, survey to CFD national coordinators, and 

workshops. Chapter 3 defines rewarding mechanisms and characterises them in terms of their 

constitutive elements (e.g., source of funding, type of beneficiary, form of reward, etc.). Chapter 4 

describes the survey results from CFD national coordinators. Chapter 5 draws on the characterisation 
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of rewarding mechanisms and survey results to propose the categorization framework of rewarding 

mechanism, divided into multiple tiers and featuring detailed descriptions and examples. Chapter 6 

provides overall conclusions. Annex I highlight the survey questions. Annexes II and III present the fact 

sheet templates and the fact sheets (explanation of the rewarding mechanisms matched with practical 

examples). Annex IV lists the workshops and presentations where draft version of the categorization 

framework were presented and discussed. 
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Chapter 2 

Categorization framework 
design process 
This chapter describes the methodology used to develop the categorisation framework.    
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2. Categorization framework 
design process 

The analysis of a diverse set of rewarding mechanisms and the development of a categorisation 

framework is drawn from a combination of desk-based review of rewarding mechanisms, a targeted 

survey with CFD national coordinators, the development of fact sheets to present practical and existing 

rewarding mechanisms and a number of expert workshops and presentations within the CFD network 

and beyond. The following sections provide a description of the methods applied. 

2.1. Analysis of existing rewarding mechanisms 

2.1.1. Desk-based review 

To support the development of the categorisation framework of rewarding mechanisms, a 

comprehensive desk-based literature review was conducted. The objective was to explore how climate 

mitigation and adaptation on-farm actions are being rewarded across Europe. The review focused on 

monetary, non-monetary and regulatory rewarding mechanisms to support farmers in transitioning to 

climate-smart farming systems. 

The review, done through systematic keyword searches using Google and Google Scholar, included a 

wide range of sources, such as grey literature, peer-reviewed journal articles, and policy reports. 

Relevant websites were also consulted to gather practical examples of existing rewarding mechanisms. 

To further expand the scope of the review, the snowball method was applied by examining the reference 

lists of key articles and reports. This iterative process enabled the development of a more in-depth and 

comprehensive compilation of relevant literature. All sources reviewed are listed in the references. 

Keywords used in the literature search included: incentives, carbon farming, agriculture, subsidies, 

payments for ecosystem services, carbon markets, Common Agricultural Policy (CAP), agricultural 

policy, grants, loans, agricultural labels, price premiums, peer knowledge, advisory services, research 

and development (R&D), public procurement, economic incentives, agricultural payments, financial 

instruments, climate mitigation, carbon removals, emission reductions and climate adaptation. 

As part of the iterative process, preliminary versions of the categorisation framework and the analysis 

of rewarding mechanisms were presented during CFD knowledge exchange sessions to gather 

feedback from the CFD network and project members. The insights gained from these sessions were 

used to further refine and enhance the categorisation framework, ensuring it captured a wider range of 

perspectives and practical considerations. 
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The categorization framework draws on findings from the “Ponderful Sustainable Finance Inventory 

project” and the “AgriPolicyKit Compendium of political instruments for promoting the agri-food sector” 

(Lago M., 2024; AgriPolicyKit, 2024). 

2.1.2. Survey 

A survey was conducted targeting national coordinators within the CFD network, with the goal of gaining 

in-depth knowledge of regional rewarding mechanisms to support the development of the categorisation 

framework. 

The survey consisted of seven questions, two multiple-choice and five open-ended. The questions 

covered the following topics: 

• Participants’ examples of existing rewarding mechanisms, with a brief description and source 

of information.  

• Geographic scope of the mechanisms (global, EU, national, or regional). 

• Types of actions rewarded: GHG emission reductions, carbon dioxide removals, climate 

adaptation. 

• Sources of funding for the mechanisms. 

• Consideration of non-monetary rewards. 

The data collection took place in June 2023 via an online survey tool (LimeSurvey), and the survey was 

shared by email to national coordinators through the CFD network. 

The quantitative data were processed using Microsoft Excel to generate descriptive statistics and visual 

representations. Qualitative responses to the open-ended questions were analysed by identifying 

patterns and recurring themes. This enabled a systematic categorisation of the types of climate actions 

and funding sources linked to the recognised rewarding mechanisms. The survey questions can be 

found in Annex I. 

2.2. Development of fact sheet templates and fact 

sheets 

To substantiate the categorisation framework, two fact sheet templates were developed to capture and 

present key information of identified rewarding mechanisms and selected examples. The first template 

focuses on the rewarding mechanisms, providing definitions and outlining the subcategories each 

mechanism may include. The second template captures the characteristics of rewarding mechanisms, 

which are defined in chapter 3. The characteristics are split into scope of climate action, source of 
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rewarding, rewarding method, type of beneficiaries, types of on-farm climate actions and time of 

rewarding.  

The fact sheets were designed to present practical and existing examples that can inform and inspire 

the members of the CFD Network, its pilot farmers, national coordinators and the climate advisors. The 

two fact sheet templates are provided in Annex II. 

In a second step, the templates were filled in with the respective information gathered through the desk-

based research, the survey to CFD national coordinators and the expert workshops. In total, 13 fact 

sheets of rewarding mechanisms were developed, each with a corresponding fact sheet containing an 

example. The fact sheets are part of the categorization framework. The fact sheets can be found in 

Annex III. 

2.3. Workshops and presentations 

The categorisation framework was fine-tuned through an iterative feedback process. Feedback was 

collected during a series of internal workshops with CFD national coordinators, pilot farmers and climate 

advisors, allowing participants to provide comments on the proposed systematic. Annex IV includes a 

list of the different workshops and their timings. Additionally, WP6 held internal workshops to discuss 

and revise the categorisation framework as well as for quality control.  
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Chapter 3 

Characteristics of rewarding 
mechanisms 
This chapter defines rewarding mechanisms and characterises them in terms of their constitutive 
elements  
.    
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3. Characteristics of rewarding 
mechanisms 

Prior to the development of the categorization framework, the different characteristics of rewarding 

mechanisms were defined, which are presented in the following chapter. 

Rewarding mechanisms for agricultural actions are defined as instruments that offer incentives to 

farmers in return for implementing specific practices or delivering desired outcomes. These 

mechanisms are characterised by aiming to induce a voluntary behaviour change through the use of 

positive incentives. They can take multiple forms and can be sourced from public or private entities or 

a mix of both.  

Rewarding mechanisms are often viewed as purely economic incentives. This categorization framework 

expands the definition including a non-financial and a regulatory dimension. Social recognition, 

knowledge-sharing, and enabling legislative frameworks can also serve as powerful incentives, 

encouraging farmers to adopt climate-smart farming practices alongside, or in place, of financial 

rewards. 

3.1. Scope of climate action 

A wide range of climate-smart farming practices can be implemented at farm and landscape levels 

across EU agricultural land. They can be grouped into three overarching categories: 

1. GHG emissions reductions1, which are mainly methane (CH4) from enteric fermentation 

and N2O emissions from managed agricultural soils, which together represent over 80% of 

agricultural emission in the EU (EEA, 2024). Other sources of emissions include CH4 from 

manure management, soil carbon emissions from organic and mineral soils. 

 

 

 

 

 

1 In scientific literature, the phrases “avoided emissions” and “reduced emissions” are frequently treated as 
synonymous (see McDonald, 2024). To maintain consistency, this report will use the term “emission reductions” 
exclusively to describe all forms of mitigation that decrease anthropogenic GHG emissions. 
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2. Carbon dioxide removals (CO2), which refers to the process of extracting carbon dioxide 

from the atmosphere and storing it elsewhere, such as in soils or vegetation, has the 

potential to mitigate climate change from a global perspective by offsetting human-made 

GHG emissions (Don et al., 2023). For example, this can be achieved by converting 

between different land cover types or by managing agricultural soils to increase carbon 

sequestration. 

3. Climate change adaptation practices aim to enhance the adaptive capacity of the 

agricultural sector in response to increasing climate pressures. Many of these measures 

also support mitigation and broader environmental objectives, while remaining 

economically viable and helping to build resilience within farming systems. According to 

the European Environment Agency (2019), adaptation actions at national and regional 

levels include integrating adaptation into farm advisory services, providing risk 

management and insurance against extreme weather and climate events, improving the 

efficiency of irrigation infrastructure, and implementing flood prevention and management 

strategies. At the farm level, adaptation can involve practices such as crop diversification 

and rotation, use of adapted crops, field margins and Improved animal-rearing conditions. 

The scope of the climate action considered as part of the categorization framework is limited to 

those applied or applicable within the EU, excluding forestry activities as well as activities in the 

upstream and downstream sectors. 

3.2. Sources of rewarding 

The sources of incentivizing farm-level climate action can originate from a range of public, private, or 

mixed sources.  

Public rewarding refers to funding or support offered by public institutions, which is typically 

administered by EU, national, regional or supranational authorities, e.g., through the EU Common 

Agricultural Policy (CAP), public agencies, public investment banks, or research and development 

(R&D) initiatives. By contrast, private rewarding involves financing from private-sector actors, including 

banks, companies, (philanthropic) organisations or consumers, commonly channelled through 

mechanisms such as carbon markets, price premiums, or labels. While private rewarding is generally 

commercial in nature and may require financial returns (for example, through commercial loans), public 

rewarding is commonly offered at lower rates (such as soft loans) or in the form of grants that do not 

require repayment (McDonald, 2024). Additionally, there are mechanisms that integrate blended 

finance (public, private) approaches. These include market-based approaches where the government 

plays a central role in providing or distributing funding (Vanzini M., et al 2024). 

Beyond monetary based rewards, rewarding can come from more intrinsic forms of motivation, such as 

farmer satisfaction, social recognition, or alignment with personal values. This aspect is explored further 

in Chapter 5, where it is examined in connection with the categorisation of rewarding mechanisms. 
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3.3. Types of beneficiaries 

Different categories of stakeholders can benefit directly or indirectly from specific types of rewarding 

mechanisms associated with climate-friendly farming practices. These may include: 

• Farmers: Individuals directly engaged in the day-to-day operations of a farm, including crop 

production, livestock and soil management. They play a central role in the direct implementation 

of climate-smart farming practices. A farmer may also be a landowner or a group of farmers. 

• Landowners: Individuals or entities that hold legal ownership of agricultural land and may 

lease their land to farmers or allocate it for other purposes. Their involvement in farming 

activities may vary. Additionally, a landowner may simultaneously act as a farmer. 

• Land managers: Person or entity responsible for overseeing the day-to-day operational 

management of agricultural land. This role can only exist if a landowner and/or farmer asks 

them to manage the land. 

• Farm advisors: Professionals who provide technical support and guidance to farmers, helping 

them to make informed decisions and implement climate-smart farming practices. 

• Project developers and monitoring, reporting and verification (MRV) providers: 

Professionals and organisations that support the implementation of climate-smart farming 

practices by providing technical, organisational, or institutional services.  

3.4. Rewarding method 

There are various options for rewarding farmers and land users for their climate action. Overall, they 

can be distinguished between the delivery of action-based and result-based outcomes as well as for 

the hybrid approaches. Table 1 shows the main advantages and challenges of each rewarding method.  

• Action-based funding provides rewarding to the farmer in compliance with typically very 

specific farming practices. They receive a payment or reward for implementing defined 

management actions, independently of the resulting impact of those actions (COWI et al., 

2021). Action-based models are commonly used in the EU and Member States as part of the 

Common Agricultural Policy (CAP) (COWI et al. 2021; Siemons A. et al., 2025). 

• Result-based funding is tied to a quantified and verified outcome and requires a direct and 

explicit link between the result delivered (e.g., Emission reduced, carbon sequestered) and the 

reward that the farmer receives (COWI et al. 2021; Siemons A. et al., 2025). 

• Hybrid approaches combine action-based and result-based elements on the same parcel of 

land, where farmers are paid for adopting practices and achieving certain measurable 

outcomes (COWI et al. 2021; Siemons A., 2025). 

 

Table 1. Advantages and disadvantages of the different rewarding methods 
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 Action-based  Result-Based Hybrid approaches 

Advantages • Low uncertainty for 
farmer, with predictable 
payments and lower 
financial risks. 

• Lower transaction costs, 
as there is no monitoring 
of results. 

• Simple to tailor to specific 
measures and local 
conditions. 

• Higher credibility, with a 
strong link to positive 
environmental outcomes.  

• More flexibility that fosters 
innovation, farmers decide 
how to meet targets.  

• Potential for higher 
additionality as payments are 
tied to measurable mitigation 
results. 

• Farmers benefit from more 
certain, upfront payments, 
reducing financial risk. 

• Combines the 
straightforward design of 
action-based methods 
with the outcome 
accountability of result-
based approaches. 

Challenges • No verified link between 
reward and outcome. 

• Limited flexibility and 
innovation as farmers must 
follow prescribed 
measures. 

• Less attractive to private 
funders seeking 
quantifiable results.  

• Higher risk for farmer as 
payments depend on 
achieved results. 

• Higher transaction costs due 
to need for robust MRV 
systems. 

• Complexity and risk may 
discourage participation, 
especially for smaller farms. 

• Hybrid approaches still 
require some form of MRV 
which can incur higher 
transaction costs. 

• Farmers may face 
uncertainty over whether 
they will receive full 
rewards, if the result-
based goals are not 
achieved. 

3.5. Types of on-farm climate actions 

On-farm climate action consists of specific management practices or activities implemented at farm 

level with the aim of reducing GHG emissions, increasing carbon sequestration (Bognar, J. et al., 2023) 

and enhance the adaptive capacity of the agricultural sector in response to increasing climate 

pressures. Such actions are considered effective when they have demonstrated potential for climate 

change mitigation and adaptation. Importantly, they should also provide co-benefits beyond climate 

mitigation, including improvements in soil health, biodiversity, and the overall sustainability of farming 

systems. 

There is a wide variety of on-farm climate actions, including among others: livestock emission reduction 

measures, improved manure processing and storage, better timing of fertilisation, crop rotation and 

diversification, cover crops, low or no tillage, planting hedgerows and agroforestry systems, and 

peatland rewetting.   

3.6. Timing of rewarding  

There are various design options on the timing of rewarding, when and how often the rewarding is 

allocated. Ex-ante rewarding refers to rewarding (usually monetary) allocated before the climate action 

outcome has occurred. Farmers receive funding upfront, based on estimated outcomes. However, first 

the project needs to be certified or registered and the climate action assessed by an independent 
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auditor. This payment model can be particularly relevant for long-term projects, which need substantial 

upfront investments, while the actual climate action outcome can take years (I4CE, 2019). The Ex-ante 

approach carries the risk of under-delivering if the expected outcomes are not fully achieved. It has also 

risen concerns about potential double counting, especially if the mitigation is later used in a cap-and-

trade-scheme (Siemons A., 2025).  

Ex-post rewarding is allocated after the climate action has been implemented by the farmer and has 

been verified. While ex-post payments directly links funding to actual outcomes, they may be 

considered insufficient to incentivise the implementation of mitigation activities that require a high initial 

investment, posing a barrier to the uptake of new farming practices (I4CE, 2019). The rewarding can 

be one off or ongoing/multi-year rewarding during the project timeline. Also, combinations of the time 

of rewarding are possible involving up-front funding, e.g., for the implementation of actions and funding 

linked to the outcome of the action to fund the maintenance of an action.  
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Chapter 4 

Survey results 
This chapter describes the outcomes from the survey with CFD national coordinators  
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4. Survey results 
The survey conducted with the CFD national coordinators provided an initial overview and 

characterisation of existing rewarding mechanisms. This first step helped to identify the different 

clusters that could shape the categorisation framework. A total of 27 organisations completed the 

survey. However, for the purpose of data analysis, responses from 20 organisations were considered, 

as they provided sufficient depth and detail of information to enable further analysis. The remaining 

seven responses lacked adequate information and were therefore excluded. These 20 organisations 

identified 49 examples of rewarding mechanisms, varying in scope and characteristics. 

An initial analysis provided insights regarding the geographical scope of the identified mechanisms. 

The majority of them operate at the national level, suggesting that these programmes are often tailored 

to country-specific contexts. They are followed by mechanisms implemented at the regional and 

European levels. A smaller number of cases were identified at the global level (Figure 1). 

Figure 1. Geographical distribution of the identified rewarding mechanism examples, based on survey responses. 
The classification reflects whether the mechanisms operate at national, regional, European, or global levels. 
(source: own data). 

 

The survey also offered an initial understanding of the types of climate actions being rewarded. Most of 

them focus on incentivising carbon removals and emissions reduction activities. In contrast, climate 

adaptation efforts were mentioned less frequently, suggesting that they are not commonly rewarded 

(Figure 2). Adaptation initiatives were primarily reported at European and national levels, with funding 

sources dominated by private actors, followed by public funding, and only a minimal presence of 

blended finance approaches. 
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Figure 2. Types of climate actions for which farmers are rewarded, based on the examples of rewarding 
mechanisms reported by national coordinators through the survey (source: own data). 

 

 

A critical aspect of these mechanisms is their source of funding. The survey indicates a relatively even 

distribution between public and private funding sources. Only a limited number of mechanisms use 

blended finance approaches, combining both public and private contributions (Figure 3). 

Figure 3. Funding sources of the rewarding mechanism examples reported in the survey, indicating whether the 

examples are supported by public, private, or mixed finance (source: own data). 

 

The insights of the survey and the characterisation of a diverse set of rewarding mechanisms, enabled 

a systematic categorisation of the rewarding mechanisms, which resulted in the framework introduced 

in the next chapter.  
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Chapter 5 

Categorization framework of 
rewarding mechanisms 
This chapter introduces the categorization framework of rewarding mechanism, divided into multiple 
tiers and featuring detailed descriptions and examples 
.    
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5. Categorization framework of 
rewarding mechanisms 

The analysis of rewarding mechanisms for climate-smart farming practices indicated a wide range of 

mechanisms with varying scopes and characteristics. To facilitate the understanding and use of these 

rewarding mechanisms in the agricultural sector, there is a need to systematise the different types of 

rewarding mechanisms. Hence, we developed a categorisation framework to navigate through the 

different types of rewarding mechanisms. The framework is organised in tiers with increasing levels of 

detail. Tier 1 provides a general overview, while tiers 2 and 3 offer increasingly specific descriptions. 

This hierarchical structure enhances the understanding of the different types of mechanisms and 

support stakeholders in their engagement with those that support climate-smart agricultural practices.  

At tier 1, rewarding mechanisms are grouped into three overarching categories: monetary, non-

monetary, and regulatory. These categories capture shared characteristics, allowing for the clustering 

of similar mechanisms and establishing a foundation for comparison. Tier 2 offers a categorization of 

the typology of rewarding. The categorization is composed of 13 different rewarding types. At tier 3, the 

rewarding mechanisms are further differentiated based on the distinctions established in the previous 

tier. The overview of the categorisation framework is illustrated in table 2.   

In the following section, the different tiers are presented with detailed descriptions including examples 

of current (rewarding) mechanisms. 
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Table 2. Categorization framework of rewarding mechanisms including tier 1, tier 2 and tier 3 levels. 

Tier 1 Tier 2 Tier 3 

Monetary Subsidies 

 

 

Tax reductions 

European Agricultural Guarantee Fund 

(EAGF) 

Action based subsidies 

Result based subsidies 

Grants 

Financial instruments  Green loans  

Financial guarantee 

Equity 

Markets   Voluntary carbon markets (VCM)  

Payments for ecosystem services (PES) 

Labels 

Price premiums 

Insurances 

 Blended finance 

Supportive Advisory services/ upskilling 

Social rewards 

Research and development (R&D) 

Regulatory  Enabling policies 

Public procurement 
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5.1. Monetary 

“The use of monetary rewards to incentivise the implementation of climate-smart 

farming practices” 

This category refers to the use of monetary rewards to encourage the implementation of climate-smart 

farming practices. This category includes a wide range of options for different types of rewarding 

mechanisms. Although climate-smart farming practices can offer significant long-term benefits to 

farmers, such as improved soil conditions and cost savings (e.g. reduced input costs), the adoption of 

climate-smart farming practices usually involves costs that must be compensated or mitigated to ensure 

profitability during the implementation. Monetary rewarding mechanisms are therefore crucial, as they 

help to redistribute the risks associated with implementing new methods, making the adoption of 

sustainable farming practices both feasible and economically viable. 

5.1.1. Subsidies 

Subsidies are a form of financial support provided by the governments to a person, company or 

organization with the purpose of promoting certain economic, environmental or social actions, or 

outcomes by lowering the cost of purchases or production (Lago M., 2024). For example, to encourage 

farmers to implement climate-smart agricultural actions that reduce or avoid emissions, remove carbon 

from the atmosphere, or adapt to climate change.   

5.1.1.1. Tax reductions 

Tax reductions are a form of subsidy, by reducing some or all tax obligations for specific groups, entities, 

products, investments, or activities engaged in agricultural practices that implement climate-smart 

agricultural actions, usually linked to the achievement of certain environmental targets. These 

reductions aim to stimulate the supply of specific goods and/or encourage the adoption of particular 

behaviours or economic activities. Table 3 provides an overview of the advantages and disadvantages 

of tax reductions. 

Table 3. Advantages and disadvantages of tax reductions. 

Advantages  Disadvantages 

Encourage the adoption of climate-smart farming 

practices by reducing tax obligations (Eurostat, 2015). 

Accessing tax reductions may involve significant 

administrative burden, with complex eligibility 

requirements and bureaucratic processes that can 

discourage participation (Eurostat, 2015; Lago 

M., 2024). 

Farmers’ acknowledgment for the implementation of 

climate-smart farming practices through the granting of 
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tax reductions, thereby improving their net income 

(AgriPolicyKit, 2024). 

 

Box 1. Example of tax reduction: Tax reduction for organic farming in France. 

Note: Further information can be found in Annex III. 

 

5.1.1.2. European Agricultural Guarantee Fund (EAGF) (Broad-scale climate subsidy) 

The European Agricultural Guarantee Fund (EAGF) is a subsidy providing income support for EU 

farmers through direct payments and market measures under the Common Agricultural Policy (CAP). 

It mainly provides direct income support for farmers, coupled income support and eco-schemes 

promoting environmental practices. Farmers receiving the direct payments have to fulfil certain 

minimum requirements (GAECs). Additionally, it finances market measures, such as intervention buying 

to stabilise prices, private storage aid, sector-specific support or exceptional market disturbance 

measures (European Commission, 2024a). Table 4 provides an overview of the advantages and 

disadvantages of the European Agricultural Guarantee Fund (EAGF). 

Table 4. Advantages and disadvantages of the European Agricultural Guarantee Fund (EAGF). 

Advantages  Disadvantages 

Direct financial support, providing consistent income 

support for farmers, avoiding land abandonment 

especially in marginal regions, which are essential for 

biodiversity conservation and the maintenance of 

cultural landscapes (Szerletics, Á., 2020; Žickiene et 

al., 2022; Brady et al., 201)  

This incentive may prioritise short-term income 

support that might not be sufficient to achieve and 

reward long term sustainability goals (COWI et al., 

2021). 

Risk reductions due to the income support, reducing 

the farmer´s exposure to the market volatility 

(European Commission, 2024a). 

Low effectiveness of these payments and negative 

impact on farm efficiency (Brady et al., 2017, Žičkienė 

et al., 2022). The more payments farmers receive, the 

less incentivised they are to adopt the most effective 

and efficient strategies for adapting to market and 

environmental changes. This, in turn, results in lower 

income and a greater reliance on subsidies making the 

rewarding less efficient (Žičkienė et al., 2022). 

The organic farming tax credit is a form of public support for agricultural businesses that use ‘organic’ 

production methods. To qualify, farm businesses must derive at least 40% of their revenue from activities 

that have been certified as organic. The tax credit applies to income tax, regardless of the farming system. 

The tax reduction can be as much as 3500€/year per farmer. Cumulation rules apply if the farm is already 

receiving organic farming support. 
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Note: Further information can be found in Annex III. 

5.1.1.3. Action-based subsidies 

Action-based subsidies refer to financial support provided to farmers and agricultural businesses that 

implement specific agricultural actions or practices, rather than on the results they produce, although 

they are generally expected to deliver positive environmental outcomes (AgriPolicyKit, 2024). These 

subsidies reduce the uncertainty farmer face when adopting climate-smart farming actions and have 

low transaction costs. Moreover, they can be customised to consider individual characteristics of the 

different measures, and local conditions. Most environmental schemes that have been implemented in 

the EU over the last years have been action-based especially through the Common Agricultural Policy 

The European Agricultural Guarantee Fund (EAGF) provides financial support to farmers through direct 

payments and market measures, ensuring stable incomes and balanced agricultural markets. With a budget 

of approximately €198 billion for the 2021 – 2027 CAP programme, it mainly provides direct income support 

to farmers (~50%), coupled income support (~12%), and eco-schemes promoting environmental practices 

(~24%). Managed jointly by the European Commission and Member States, the EAGF focuses on immediate 

market and farmer support, promoting economic and social sustainability in the EU agricultural sector. A 

significant portion of the EAGF budget is allocated to area-based and coupled income support, which are 

flat-rate, annual payments for eligible hectares or livestock units and fully funded by the EU budget leading 

to their prioritization by member states over potentially more targeted instruments. As a result, these 

payments are inefficient or even counter-productive in addressing environmental goals which have been 

criticised in the past. 

The beneficiary of the EAGF must comply with the Good Agricultural and Environmental Conditions (GAECs) 

as minimum requirements. 

• Maintenance of permanent grassland (GAEC 1)  

• Protection of wetlands and peatlands (GAEC 2)  

• Preservation of soil organic matter (GAEC 3)  

• Protection of water pollution (GAEC 4)  

• Prevention of soil erosion (GAEC 5)  

• Minimum soil cover (GAEC 6)  

• Crop rotation (GAEC 7)  

• Preservation of landscape features (GAEC 8)  

• Protection of grasslands in Natura 2000 sites (GAEC 9)  

At least 25% of the EAGF budget is allocated to eco-schemes which are voluntary for farmers and provide 

payments for practices that are beneficial to the environment and/or climate. Eco-schemes can support 

practices such as organic farming, agro-ecological practices, precision farming, agroforestry or carbon 

farming, as well as animal welfare improvements. 

Box 2. Example of the European Agricultural Guarantee Fund (EAGF) 
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(CAP) (Siemons et al., 2025; Bleasdale, A., et al., 2020). Table 5 presents the advantages and 

disadvantages of action-based subsidies. 

Table 5. Advantages and disadvantages of action-based subsidies. 

Advantages  Disadvantages 

Promote specific climate-smart management practices 

and can be customised to consider individual 

characteristics of the different measures, and local 

conditions. They can be targeted to support nature-

based solutions that deliver multiple benefits (IPBES, 

2019).   

Environmental effectiveness may be reduced due to 

high uncertainty to what extent the action will deliver 

the desired environmental outcomes (COWI, 2021). 

Rewarding can be tied to implementation requirements 

(AgriPolicyKit, 2024).  

 

Few or no guarantees that environmental outcomes 

will be maintained after the payment has been 

disbursed (COWI, 2021). 

Lower implementation and transaction cost (compared 

to result-based rewarding) as farmers follow 

prescribed climate-smart measures without or limited 

monitoring and measuring of mitigation results 

(Siemons et al. 2025). 

Can be very prescriptive in what specific measures are 

eligible for funding, giving farmers less flexibility and 

thereby less support for transformational change of 

management practices (European Commission, 

2023b).     

In principle suitable for private and public funding 

(Siemons et al. 2025). 

Provide less flexibility to farmers to try out different 

approaches and thus provide fewer incentives for 

farmers to innovate (European Commission, 2023b).   
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Note: Further information can be found in Annex III  

5.1.1.4. Result-based subsidies 

Result-based subsidies are financial incentives provided to farmers and agricultural businesses linked 

to the achievement of a pre-defined environmental outcome (e.g., emission reductions, carbon 

removals and climate adaptation). Although most of these payments do not rely on the direct 

quantification of environmental outcomes, they can be based on estimations with varying degrees of 

accuracy (Bonvillain T. et al, 2020). Result-based payments can involve high transaction costs for MRV 

of the environmental outcome. Advantages and disadvantages linked to result-based subsidies are 

summarised in table 6. 

Table 6. Advantages and disadvantages of result-based subsidies. 

Advantages  Disadvantages 

Rewards farmers to enrol land that will deliver higher 

environmental results, since outcomes are required to 

be monitored and quantified (Böttcher, H. et al., 2022). 

High transaction costs associated with quantification 

and monitoring, reporting and verification (MRV) of 

results that limits their efficiency (Siemons A. et al., 

2023).  

Cost-effective in meeting set targets (COWI, 2021). Less attractive to farmers if they do not know 

beforehand if results are sufficient compared to the 

effort (Siemons et al. 2025). 

The EAFRD is a financial instrument under the CAP with a budget of around €95.5 billion, providing action-

based payments to support the sustainable development of rural areas through three long-term objectives: 

1) fostering the competitiveness of agriculture and forestry, 2) ensuring the sustainable management of 

natural resources and climate action, and 3) achieving balanced territorial development of rural economies 

and communities. These objectives are realised through interventions co-financed by the EAFRD and the 

national budgets of EU countries with at least 35% of this funding targeting environmental and climate 

protection. The EAFRD also serves as a source of loans, microcredit, guarantees, and equity, available to 

recipients in agriculture, forestry, and rural areas undertaking financially viable projects that align with its 

priorities.  

To receive funding from the EAFRD, farmers must undertake a range of measures, including: reducing 

greenhouse gas (GHG) emissions from livestock and soils (both mineral and organic), increasing carbon 

sequestration and storage, and adopting climate adaptation practices. Other eligible activities are switching 

to more efficient irrigation systems; taking part in training programmes, farm exchanges and demonstration 

projects; modernising technologies, machinery, tools and equipment; and participating in quality schemes, 

local markets, short supply chains and producer groups or organisations. 

Box 3. Example of action-based subsidies: European Agricultural Fund for Rural Development EAFRD. 
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Cost-efficient by providing incentives for innovations 

that improve the measurable result while reducing the 

costs to achieve the intended outcomes over time 

(Bartkowski et al. 2021). 

The focus on one result (e.g., additional mitigation) can 

come at the expense of other objectives (e.g., 

biodiversity) (Siemons A. et al., 2023). 

Lower informational requirements for the regulator i.e., 

the regulator does not need to have all the information 

about the farm, if he can measure and pay for the 

result only (Bonvillain T. et al, 2020). 

Potential environmental risks if the measures do not 

actually deliver the expected results (Bonvillain T. et 

al, 2020). 

Generally, suitable for private and public funding.  

Since the outcome is rewarded rather than a specific 

practice, farmers have greater flexibility to achieve the 

agreed targets and can adapt climate-smart 

agriculture measures to local conditions (Hagemann 

N., et al., 2025). 

 

Note: Further information can be found in Annex III 

5.1.2. Grants 

Grants are a direct contribution (money, goods or services) from governments (local, national, or EU) 

to support practitioners in adopting specific climate-smart practices that align with defined policy 

The agri-environment-climate measures 70.27 is a key component of France's Common Agricultural Policy 

(CAP) Strategic Plan for 2023–2027. This intervention provides flat-rate payments to farmers and land 

managers who voluntarily implement practices aimed at reducing their farms' carbon footprints. The program 

promotes the adoption of locally relevant environmental practices that go beyond the scope of direct payment 

schemes. Participants must complete an initial assessment to establish a baseline, commit to monitoring 

their climate actions for 5–7 years, and receive payments based on the results achieved at the end of the 

period compared to the initial assessment. The methods for achieving emission reductions are not specified 

in the CAP Strategic Plan, which allows flexibility for participants to choose their approach. However, its 

effectiveness may be limited by the relatively small, targeted areas and the constrained budget allocations. 

Farmers should demonstrate that they have improved or achieved better climate results by summiting two 

GHG emissions assessments: at the beginning and end of the commitment period. Additionally, they must 

develop an action plan and record their farming practices. Additionally, the farms are required to achieve a 

minimum improvement of 15% in the carbon footprint of the farm within a contractual period of 5 to 7 years. 

Farmers who apply for environmental and climate commitments must complete a specific training, conduct 

an agro-ecological assessment of their farm, and participate in exchange meetings with other farmers. 

Box 4. Example of result-based subsidies: French CAP strategic plan agri-environment-climate measures 

(AECMs) “Transition of practices” specifically the reduction of carbon footprint (70.27). 
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objectives2. They are often restricted to a small number of recipients, who are often selected through 

competitive application processes following a formal “call for proposals”. Grants are generally one-off 

payments, although they may be paid in instalments, and they are not required to be repaid. However, 

their provision often depends on the beneficiary demonstrating concrete actions or results, or their 

participation in evaluation and technical assistance programs (McDonald, H., et al., 2024). Table 7 

presents the advantages and disadvantages of grants. 

Table 7. Advantages and disadvantages of grants. 

Advantages  Disadvantages 

Grants reduce the initial cost of transitioning into 

climate-smart farming practices (Tobin-de la Puente, 

J., & Mitchell, A. W., 2021).  

Applying for and managing grants can be time-

consuming and involve complex procedures, affecting 

especially small farms with limited capacities or 

resources (McDonald, H., et al., 2024). 

Funding can be used for training, technical help, and 

sharing best practices, creating opportunities for 

farmers to improve their knowledge and abilities 

(Baroni, L., et al., 2019). 

Grants often require farmers to demonstrate 

measurable outcomes or participate evaluations and 

technical support programs. These requirements can 

be complicated and lead to extra costs (Baroni, L., et 

al., 2019). 

Grants help to reduce the financial and practical risks 

of shifting from conventional to climate-smart farming 

(McDonald, H., et al., 2024). 

Specific grant programs may not fully reflect local 

needs or the variety of farming systems, resulting in 

unequal benefits for different farmers and regions 

(Tobin-de la Puente, J., & Mitchell, A. W., 2021). 

 

 

 

 

 

 

2At EU level, grants cover two main categories: financing actions that help to achieve the objectives of an EU 
policy, and financing the operating expenditure of a body pursuing an objective of general European interest or 
which is part of an EU policy. https://commission.europa.eu/funding-tenders/how-apply/you-apply-eu-funding-
beginners_en 
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Note: Further information can be found in annex III 

5.1.3. Financial instruments 

Financial instruments facilitate access to financial support for farmers and agri-businesses, reducing 

financial barriers to the adoption of sustainable agricultural practices (McDonald, H., et al., 2024). They 

commonly take the form of agreements or contracts established between the farmer or agri-business 

and the provider of funds (e.g., governments or financial institution). These financing instruments 

encompass favourable lending conditions for borrowers, such as reduced interest rates or extended 

repayment periods (Green Loans); reduced risk for lenders, making it easier for farmers to access 

credits (Financial Guarantee); and access to capital from external investors in exchange for ownership 

stake in the future value generated by sustainable farming practices (Equity Investment). 

5.1.3.1. Green loans (including green bonds) 

Green loans and bonds can finance the adoption of environmentally friendly practices. Both are financial 

instruments aimed at funding projects with environmental benefits (World Bank Group, 2021). Green 

loans are typically smaller private loans, issued by public or private banks, exclusively used to finance 

projects with environmental benefits, such as carbon climate- friendly farming projects. They are often 

simpler and less costly than green bonds. In contrast, green bonds are larger instruments, often issued 

by governments or corporations, that raise funds from multiple investors in the debt capital market and 

The Programme for the Environment and Climate Action (LIFE) is an EU initiative that funds projects entirely 

focused on environmental protection, nature conservation, and climate adaptation and mitigation. By acting 

as a link between research and practical implementation, this programme provides grants or public contracts 

to support projects that protect, restore, and enhance the EU’s natural environment, halt biodiversity loss, 

and contribute to the transition to a resource-efficient, renewable energy-based, climate-neutral, and resilient 

economy. The program focuses on four thematic areas: Nature and Biodiversity, Circular Economy and 

Quality of Life, Climate Mitigation and Adaptation, and Clean Energy Transition. LIFE encourages 

collaboration among a diverse range of stakeholders, including NGOs, businesses, public authorities, 

academia, and community groups, to ensure widespread participation in achieving environmental objectives. 

The program is implemented based on multi-year work programs with a duration of 3 or 4 years. Despite its 

significant budget, LIFE is considered a limited grant program relative to the EU’s ambitious environmental 

goals. As a result, it is designed to act as a catalyst, promoting the exchange of knowledge and best practices 

to maximise its impact. The program also plays a key role in supporting the Natura 2000 network and aligning 

environmental goals with broader EU policies. 

Participants in the LIFE programme should implement on-the-ground initiatives that contribute to reducing 

agricultural GHG emissions and enhancing carbon removals from the atmosphere using viable nature-based 

solutions in land management. Key activities include assessments, guidance, capacity-building initiatives, 

studies, surveys, stakeholder workshops, conferences, meetings, networking, and the development of 

suitable financial approaches and products. 

Box 5. Example of grants: LIFE programme. 
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are tradable on bond markets. These bonds also finance green projects but tend to have higher 

transaction costs and can be more complex. Table 8 provides an overview of the advantages and 

disadvantages of green loans. 

Table 8. Advantages and disadvantages of green loans. 

Advantages  Disadvantages 

Green loans often come with lower (concessional) 

interest rates and longer repayment periods compared 

to traditional loans (McDonald, H., et al., 2024). 

The criteria for green loans can be strict, requiring 

farmers to meet certain environmental performance 

standards or thresholds (Baroni, L., et al., 2019). 

Green loans often facilitate collaborative partnerships 

between governments, financial institutions, and 

farmers (Tobin-de la Puente, J., & Mitchell, A. W., 

2021). 

Lack of awareness or understanding of green loan 

options among farmers. 

 Although green loans provide access to capital, they 

are still debt instrument therefore, farmers are taking 

on debt (which can be used to finance, e.g., equipment 

or working capital required in their transitions) 

(McDonald, H., et al., 2024). 

Note: Further information can be found in Annex III. 

5.1.3.2. Financial guarantee 

A financial guarantee is a financial instrument that implies the repayment of a debt to a lender by 

including a third-party guarantor who agrees to take on the financial responsibility if the borrower fails 

InSoil is an online platform with a focus on climate action that operates a marketplace facilitating investments 

in sustainable agricultural practices by connecting investors with farmers across Europe. The platform 

provides access to “Green Loans” to farmers, which feature a fixed interest rate of 0%. These loans support 

farmers in adopting sustainable practices such as renewable energy, reforestation, or regenerative land 

management (i.e., no-till farming), thereby storing carbon in the soil and generating carbon credits, which are 

sold and the revenue from these credits are offered to the investors as a return for their investment. To secure 

loans, farmers typically use heavy machinery as collateral. During the project registration process on the 

platform, farmers undergo an assessment in which they specify the number of hectares that will be managed 

under regenerative agricultural practices. Once the project is listed on the InSoil platform, the investor 

community has 14 days to fully finance the project. InSoil uses a standardised methodology developed by 

Verra to monitor, report, and verify carbon sequestration outcomes. The monitoring framework integrates 

satellite imagery, public registries, on-site inspections, and laboratory soil analysis.  

Farmers need to complete an online application and participate in an initial interview to discuss loan options 

and financial arrangements. They are required to implement at least two of the following farming practices: 

reduced tillage, planting cover crops, increasing crop rotation, and applying organic fertilisers. 

Box 6. Example of green loans: InSoil. 
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to meet the initial financial obligation. This mechanism can facilitate the access to better interest rates 

for farmers or land users, who will use the money for the implementation of climate-friendly agricultural 

actions, by providing a guarantee to the lender (fi-compass.,2023a). Table 9 presents the advantages 

and disadvantages of financial guarantees. 

Table 9. Advantages and disadvantages of financial guarantees. 

Advantages  Disadvantages 

Can be used as collateral or to reduce lending risk, 

making it easier for farmers and agri-businesses to 

access finance for implementing climate-smart 

farming practices with lower interest rates, reduced 

collateral requirements, and longer repayment terms 

(fi-compass, 2023a). 

Small-scale farmers may face challenges in accessing 

guarantees due to limited awareness or capacity to 

handle administrative procedures (fi-compass, 2019). 

 Information on available financial guarantees is often 

difficult to access, poorly communicated, or 

fragmented across institutions (fi-compass, 2019). 

 

Note: Further information can be found in Annex III. 

5.1.3.3. Equity investment 

Equity involves the provision of capital to an agricultural enterprise or project in exchange for partial or 

full ownership, including rights to a share of profits, losses, and, in certain cases, participation in 

management decisions (fi-compass, 2023a). The financial return on equity investments is contingent 

upon the enterprise's growth and overall profitability. Equity does not require fixed repayments but 

rather that investors assume both the risks and potential rewards associated with the enterprise, with 

returns typically realised through profit distribution or the eventual sale of ownership stakes. Advantages 

and disadvantages linked to equity investment are summarised in table 10. 

 

Alter’NA is a guarantee fund developed by the Nouvelle Aquitaine Region (France) to facilitate access to 

bank credits for farmers. Its goal is to contribute to the transition towards sustainable farming practices and 

to enhance the competitiveness of the agricultural sector by offering significant financial advantages such as 

reduced personal guarantees, no guarantee charges, and lower interest rates on loans. 

To qualify for the guarantee, farmers are required to diversify their production, reduce or eliminate the use of 

pesticides, transition to cultivation within an eco-greenhouse, and participate in a micro-methanisation 

project. Applicants must also hold an environmental certification, such as organic farming certification or High 

Environmental Value certification. Additionally, an assessment will be conducted to evaluate the feasibility of 

the project’s business model. 

Box 7. Example of financial guarantee: Alter'Na. 
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Table 10. Advantages and disadvantages of equity investment. 

Advantages  Disadvantages 

The alignment of farmer and investor interests fosters 

shared responsibility and distributes the risks 

associated with adopting climate-smart agricultural 

practices (McDonald, H., et al., 2024). 

Small-scale farmers, particularly those in marginalised 

or hard-to-reach areas, may struggle to access this 

kind of finance (fi-compass, 2015). 

Provides adaptable financial support to manage 

unexpected challenges and encourages 

diversification, enhancing resilience to market 

fluctuations (McDonald, H., et al., 2024). 

Smaller farms may face barriers to access, resulting in 

a disproportionate advantage for larger farms. 

Allows farmers to maintain a stronger role in decision-

making over the land management, rather than simply 

following external contracts or payment schemes (fi-

compass, 2023a). 

Involving external investors may lead to reduced 

ownership or influence over land and operations, 

limiting farmers' autonomy (McDonald, H., et al., 

2024).  

5.1.4. Markets 

Economic rewards driven by markets for climate-smart action. For example, payments associated with 

selling claims or rights to ecosystem services (especially climate mitigation) to companies, 

governments, and individuals (often in the form of “credits”). The buyer may use the credits for their 

own purposes, for example to meet environmental targets, offset their own emissions, or contribute to 

environmental protection. A credit price is negotiated between the buyer and seller (e.g., project 

developer, farmer).  

5.1.4.1. Voluntary Carbon Markets (VCM) 

Voluntary Carbon Markets (VCM) are a trading system where companies, organizations, and individuals 

buy carbon credits. This is often motivated by a desire to “offset” their greenhouse gas (GHG) 

emissions. These credits are generated by projects that reduce or remove emissions, such as farmers 

implementing climate-smart farming practices. Generally, one carbon credit is equivalent to one tonne 

of carbon dioxide equivalent (1 t CO2eq) that has been reduced or removed from the atmosphere. 

These credits are usually certified by private organizations or sometimes by governments (SDSN, 

2023). Farmers who adopt climate-smart farming practices can generate credits and sell them to 

buyers, creating a new source of income. However, the certification process can be highly complex, 

and since participation in VCMs is voluntary, no mandatory monitoring, reporting, and verification (MRV) 

standards exist, but rather a multitude of heterogeneous quality standards, raising concerns about the 

credibility of some credits. The price of carbon credits can vary widely, creating financial uncertainty for 

both sellers and buyers. While VCMs have the potential to attract private funding for climate action in 

the agricultural sector, they also present risks and challenges depending on the design of the market 

structure and the quality of certification methodologies. Table 11 presents the advantages and 

disadvantages of Voluntary Carbon Markets (VCM). 
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Table 11. Advantages and disadvantages of Voluntary Carbon Markets (VCM). 

Advantages  Disadvantages 

Farmers can earn additional money by selling carbon 

credits, offering a financial incentive for sustainable 

practices (COWI et al., 2021).   

Carbon credit prices are often volatile, making farmers’ 

income unpredictable and creating financial risks, as 

credits are not received immediately (McDonald, H., et 

al., 2021). 

Participation is optional and less bureaucratic than 

compliance markets, allowing more tailored 

approaches for different farm types and regions 

(McDonald, H., et al., 2024). 

Uncertainty for farmers due to unclear rules for income 

reporting and taxation. 

 Ensuring that carbon reductions are measurable and 

credible can be costly and complex, particularly for 

smallholders. The lack of mandatory MRV 

requirements and heterogeneous quality standards 

raise concerns over credit quality and pricing (SDSN, 

2023).  

 

 Many farmers may find the process of joining and 

complying with market standards difficult without 

external support or intermediaries (Barbato, C. T., et 

al., 2023). 

 The VCM for climate-smart farming practices remains 

low. 
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Note: Further information can be found in Annex III. 

5.1.4.2. Payments for Ecosystems Services (PES) 

PES are a financial mechanism based on the voluntary transaction between ecosystem services 

providers and beneficiaries who pay for those services (IPBES, 2019). Farmers deliver ecosystem 

services - such as water filtration, biodiversity conservation, soil health improvement, cultural and 

spiritual values, among others – by adopting sustainable farming practices. Through agreement with 

governments or private entities, farmers receive payments as an incentive to maintain or increase the 

ecosystem service supply. Table 12 illustrates the advantages and disadvantages of Payments for 

Ecosystems Services (PES). 

Table 12. Advantages and disadvantages of payments for ecosystems services (PES). 

Advantages  Disadvantages 

Farmers may receive compensation for providing 

measurable environmental benefits (e.g., carbon 

sequestration, water purification, biodiversity) or for 

Quantifying ecosystem services can be complex and 

costly, especially in diverse landscapes (Barbato, C. 

T., et al., 2023). 

The Label Bas-Carbone (Low-carbon standard) is a voluntary climate certification framework for emissions 

reductions and carbon removals in France, managed by the French Government. The framework provides 

rules and guidance by establishing a framework for monitoring, reporting and verification of greenhouse gas 

emission reductions or carbon removals of projects implemented in France. The French Ministry of Ecological 

Transition is responsible for approving methodologies, validating project applications, and officially awarding 

the label. Once a project is approved, external audits are conducted to ensure it meets the label’s standards. 

To date, 15 methodologies have been approved by the Ministry across various sectors, including forestry, 

construction, transport, urban and marine environments, and agriculture. The agricultural sector alone 

accounts for six of these approved methodologies. The prices for carbon credits under the Label Bas Carbone 

framework in France vary by project, but the average price per tonne of CO₂eq is approximately €35. 

Farmers must adopt low-carbon practices that contribute to either carbon removal or reductions in 

greenhouse gas (GHG) emissions in order to receive the Label. These practices must fall under one of the 

six recognised “Label bas Carbone” farming methods and may include, for example:  

• Reducing the use of mineral fertilisers for field crops  

• Use of cover crops for field crops  

• Optimising herd management in livestock farming  

• Reducing the use of imported soya in livestock farming  

• Planting hedges  

Carbon audits are conducted both before the project begins and upon its completion to measure progress in 

carbon sequestration and emission reductions. In addition, the project design must be submitted and 

validated by the Ministry of the Environment, with independent auditors responsible for evaluating the 

outcomes. 

Box 8. Example for Voluntary Carbon Markets (VCM): Label bas-carbone Box 8. Example of Voluntary Carbon Markets (VCM): Label Bas-Carbone 
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implementing climate-smart farming practices 

expected to deliver such benefits (McDonald, H., et al., 

2024). 

Payments are usually based on individual contracts, 

offering more certainty and flexibility than volatile 

markets (IPBES, 2019). 

Farmers may face paperwork, compliance audits, and 

reporting requirements that are difficult to manage 

without support (IPBES, 2019). 

 Smaller or marginalised farmers may be excluded if 

programs favour large landowners or require upfront 

investments. 

 

Note: Further information can be found in Annex III  

5.1.5. Labels 

Labels function as informational tools that communicate the environmental services provided by farmers 

and the agricultural sector to consumers. Labels can influence consumer behaviour by guiding it toward 

more sustainable consumption patterns (Schulze, C., et al., 2024). For farmers, certification through 

labelling can act as an incentive, enhancing their visibility and credibility by demonstrating compliance 

with established sustainability and climate standards. Labelling not only ensures the reliability of 

The HUMUS+ program, part of the Ökoregion Kaindorf in Austria, aims to improve soil health conditions and 

tackle climate change by increasing soil organic carbon (SOC) in the form of humus. Participating farmers 

agree to adopting recommended practices which increase soil humus content, thereby improving soil fertility, 

enhancing water retention, and reducing soil erosion. Farmers receive a “success fee” based on the tons of 

CO2 they demonstrate to sequester, which is verified through soil testing. These payments are funded by 

companies that voluntarily purchase CO₂ certificates to offset their emissions. 

The programme encourages a range of practices to promote carbon storage in agricultural soils, including: 

o Maximise diversity: Crop rotation, catch crops, undersowing, mixed sowing, winter greening, 

agroforestry, hedges  

o Maximise photosynthesis: Intercropping, undersowing, mixed sowing, winter greening, agroforestry, 

hedges, healthy plants, compost, plant charcoal.  

o Minimise soil disturbance: reduce tillage, direct sowing, mulch sowing, reduction of agrochemicals.  

To join the programme, farmers must register on the HUMUS+ website and commit to participating for a 

period of 12 years. An initial soil sample, paid by the farmer, is taken to establish a baseline. This is followed 

by another soil sample after 5–7 years, funded by the programme, to verify humus build-up. If humus content 

increases by at least 0.3%, the farmer receives a success fee per tonne of CO2 stored. 

Box 9. Example of payments for ecosystems services (PES): HUMUS +, Ecoregion Kaindorf. 
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environmental claims but also fosters market opportunities (e.g., consumers paying price premiums). 

Table 13 presents the advantages and disadvantages of labels. 

Table 13. Advantages and disadvantages of labels. 

Advantages  Disadvantages 

Labelling facilitates the differentiation of sustainably 

produced agricultural goods, enabling farmers to 

distinguish their products within the marketplace 

(Schulze, C., et al., 2024). 

Annual renewal fees for certification schemes can be 

expensive, especially for smallholder farmers, and 

may sometimes exceed the financial benefits gained 

from participation (ADA, 2022). 

To meet labelling requirements, farmers are 

encouraged to adopt sustainable and innovative 

farming methods, helping them stay competitive and 

avoid losing market position (Tiboni-Oschilewski, O., 

et al., 2024). 

Meeting and maintaining certification requirements 

often demand considerable investment in farm 

infrastructure and ongoing efforts to remain compliant, 

which can be challenging for farmers with limited 

resources (ADA, 2022). 

Labelling and certification can lead to financial 

benefits, such as higher prices for their products or 

access to premium markets, offering farmers an extra 

source of income (ADA, 2022). 

The monitoring, reporting, and verification (MRV) of 

sustainability claims can be both costly and 

complicated, creating barriers to wider adoption and 

scaling carbon farming practices (Tiboni-Oschilewski, 

O., et al., 2024). 

 Farmers might be held accountable if certified 

practices do not deliver the expected environmental 

benefits, even when the outcomes are affected by 

factors beyond their control, such as adverse weather 

or climate variability. 
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Note: Further information can be found in Annex III. 

5.1.6. Price premiums 

Price premiums refer to additional payments or higher prices that value chain actors (e.g., food 

processors, traders, or multinational corporations) offer to farmers who apply climate-smart farming 

practices. These premiums are not only the result of emission reduction, carbon sequestration, and 

climate change adaptation actions, but may also be linked to the achievement of various co-benefits, 

e.g., biodiversity or other sustainability outcomes.  

Environmentally aware consumers and companies with clear sustainability objectives both contribute 

to the increasing demand for agricultural goods produced in sustainable ways. Some agri-food 

companies, especially those aligning their operations with climate targets, such as the Science Based 

Targets initiative (SBTi), use price premiums within their strategies to encourage regenerative, low-

emission, and conservation-oriented farming systems (Ecosystem Marketplace, 2024). Despite this 

trend, consumers still hesitate to purchase products that come with a price premium. Concerns about 

affordability and doubts about the credibility of sustainability claims may reduce their willingness to pay 

(Lamerre, J., et al., 2024). Table 14 provides an overview of the advantages and disadvantages of price 

premiums. 

Bioland is a German organic farming association that promotes sustainable agriculture and environmentally 

friendly food production. With more than 9,000 organic farms, beekeepers and winegrowers in Germany and 

South Tyrol, it operates according to seven basic principles integrated in its certification process. This 

certification process is recognised for exceeding EU organic standards, guaranteeing high sustainability and 

product quality. However, its rigorous certification requirements and bureaucracy can pose difficulties for 

farmers. To support this transition, Bioland offers training, networking and marketing opportunities. Its label 

covers the entire value chain, ensuring compliance with biodiversity and sustainability guidelines. 

To receive Bioland certification, farmers begin by contacting Bioland e.V. to express their interest. This is 

followed by an initial assessment to determine the farm’s potential and readiness for certification. Farmers 

must then complete on-site inspections and audits, officially enrol as Bioland members, and adopt Bioland’s 

specific guidelines and standards. Participation in training programmes and workshops is also required. 

Certified farms follow the seven Bioland principles: 

• Implementing circular economy  

• Promoting soil fertility  

• Ensuring animal welfare  

• Producing valuable food  

• Promoting biodiversity  

• Preserving natural resources  

• Securing a liveable future for people 

Box 10. Example of labels: Bioland 
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Table 14. Advantages and disadvantages of price premiums. 

Advantages  Disadvantages 

Farmers can sell products at higher prices compared 

to conventional markets (at higher-than-average 

market price) (Ecosystem Marketplace, 2024). 

The added price is often limited and may be insufficient 

to fully compensate the costs of sustainable practices 

(Pawlewicz, A., 2020). 

Price premiums programs usually provide support 

services and technical assistance (Pawlewicz, A., 

2020).    

Access to price premiums is often limited for 

smallholders, who might face challenges in meeting 

program requirements or accessing associated 

benefits (Network for Business Sustainability, 2011). 

 

Note: Further information can be found in Annex III. 

5.1.7. Insurances 

FarmAhead™ is a sustainability incentive model developed by the cooperative Arla to calculate and reduce 

the carbon footprint of its dairy products. It forms part of Arla’s broader sustainability strategy, which aims to 

reduce CO₂eq emissions from farms by 30% per kilogram of milk by 2030. The model is based on 

methodologies for calculating carbon footprints and operates as a point-based system, where farmers earn 

points by engaging in various sustainability activities. Each point corresponds to an additional €0.03 per 

kilogram of milk delivered to Arla. In addition, Arla awards €0.01 per kilogram of milk for submitting data to 

the “Climate Check” tool, which serves as a prerequisite for receiving the sustainability incentive. The tool 

consists of 200 questions that every Arla farmer must answer, covering five main categories: feed efficiency, 

protein efficiency, animal robustness, fertiliser use, and land use. Each Arla farmer also participates in a 

consultation with an expert advisor, who verifies the farm data and provides tailored recommendations for 

reducing CO₂ emissions. Small and medium-sized dairy farmers may come under pressure, as the model 

tends to benefit from intensive dairy farming systems.  

To receive the price premium, farmers must first be members of the Arla Cooperative. They are then required 

to complete a detailed questionnaire of around 200 questions covering various aspects of dairy farm 

production. Finally, the information provided must be verified through a meeting with an external expert 

advisor. Farmers are expected to implement measures from Arla’s Climate Catalogue: How to reduce CO2eq 

emissions on your farm. These measures may include:  

• Reduction of CO2 emissions  

• Improve animal feed characteristics  

• Use of solar panels and wind turbines  

• Use of manure for biogas  

• Reduction of fertiliser use for feed production   

• Reduction of fuel use   

Box 11. Example of price premiums: FarmAhead™. 
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Agricultural insurance is a risk management tool designed to protect farmers from financial losses 

caused by unforeseen events such as natural disasters, disease and market fluctuations (Aubert, C., 

et al., 2024). By providing compensation for such losses, insurance helps stabilise farm incomes and 

supports the financial resilience of agricultural businesses. Adopting climate-smart farming practices, 

can reduce farmers' vulnerability to climate-related risks. Consequently, farmers who implement 

climate-smart farming practices are often considered lower-risk clients by insurers (Meuwissen, M. P. 

M., et al., 2018). This lower risk profile can justify the introduction of premium discounts as a rewarding 

incentive, making insurance coverage more affordable while simultaneously promoting sustainable 

farming methods. However, despite the potential of agricultural insurances as an incentive for farmers, 

their availability and implementation at the EU level remains limited. Table 15 illustrates the advantages 

and disadvantages of agricultural insurances.  

Table 15. Advantages and disadvantages of insurances. 

Advantages  Disadvantages 

Redistribute the risk linked to unforeseen events 

helping farmers to stabilise their income (Aubert, C., et 

al., 2024).    

The bureaucratic process involved in obtaining this 

type of agricultural insurance can pose a barrier, 

limiting farmers' ability to access it as an incentive. 

Insurance premium reductions associated with the 

adoption of climate-smart farming practices can 

enhance farmers’ income by lowering the cost of 

insurance coverage (Meuwissen, M. P. M., et al., 

2018). 

Insurance premium discounts targeted to certain areas 

or types of farmers can lead to uneven benefits, 

influenced by local conditions and farming practices. 

Farmers in high-risk regions may encounter higher 

premiums or limited access to coverage (Aubert, C., et 

al., 2024). 

5.1.8. Blended finance 

Blended finance refers to the use of multiple types of capital, typically provided by development finance 

institutions, state-owned banks, philanthropic organisations, or impact investors, to mobilise additional 

private investment in activities with environmental or social benefits (IEEP, 2025; Convergence, 2024). 

In agriculture, the transition to climate-smart practices often requires substantial upfront costs and faces 

uncertain returns. These risks discourage private investors from engaging independently. Blended 

finance addresses this challenge by de-risking investments, reducing the likelihood or severity of 

potential losses, and therefore making projects that would otherwise appear too risky more feasible. By 

temporarily lowering risks, blended finance enables transactions and investments that would not have 

occurred under conventional market conditions (Vanzini et al., 2024). 

It is increasingly seen as an important tool to attract large amounts of private capital under favourable 

conditions, speed up investment in sustainable agriculture, and show that climate-smart farming 

practices can be commercially successful (IEEP, 2025). Table 16 outlines the advantages and 

disadvantages of blended finance. 
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Table 16. Advantages and disadvantages blended finance. 

Advantages  Disadvantages 

Bridges the gap between grant-based models and 

market-based products by integrating different actors, 

risk-return profiles, and expertise, thereby supporting 

farmers in advancing towards sustainable and 

commercially viable farming practices (Vanzini et al., 

2024). 

Limited application of blended finance at the EU level 

to date, with relatively few practical cases 

implemented (IEEP, 2025). 

Can attract additional investment from private actors 

who would otherwise avoid agriculture due to 

perceived risks (Convergence, 2024). 

Involves complex design and governance 

arrangements, requiring coordination between 

multiple actors, which can increase transaction costs 

and delay implementation (Habbel, V. et al., 2021). 

 

5.2. Supportive 

“The use of non-monetary incentives to support the adoption of climate-smart 

practices (which may be self-motivated).” 

Supportive rewarding mechanisms refer to non-financial incentives that promote climate action by 

building on intrinsic motivation and social factors within farming communities. These mechanisms are 

essential to de-risking the transition to new practices, facilitate knowledge sharing, peer recognition and 

continuous learning, which can encourage farmers to implement climate-smart farming practices.  

5.2.1. Advisory services / upskilling 

Advisory services are tailor-made services provided to farmers and land users, that support and 

empower them to enhance their knowledge about climate-smart farming practices that promote 

emissions reductions, carbon sequestration, and climate adaptation while improving their livelihoods 

and overall wellbeing, building resilience, and creating opportunities to increase their profitability. 

Through advisory services, farmers can make informed decisions at farm level, optimising the 

effectiveness of their current practices. With this knowledge, farmers can maximise the environmental 

benefits of their land management and innovate along the entire value chain. Advisory services are 

provided individually or in groups, through various methodologies (e.g., on-site, online, newsletter), 

sometimes in collaboration with agricultural training schools or research and development institutions. 

Table 17 presents the advantages and disadvantages of advisory services.  
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Table 17. Advantages and disadvantages of advisory services / upskilling. 

Advantages  Disadvantages 

Farmers gain a deeper understanding of climate-smart 

farming practices, enabling them to make decisions 

that are both environmentally and economically sound 

(AgriPolicyKit, 2024). 

Even with the right information, farmers might not 

adopt practices due to financial, cultural, or 

infrastructural barriers (Barbato, C. T., et al., 2023). 

Access to up-to-date practices and technologies helps 

farmers experiment and innovate within their farming 

systems (Buck, H. J., et al., 2022). 

Requires sustained investment in training, 

infrastructure, and delivery mechanisms (Sulaiman, 

R., et al., 2018). 

Can be customised to local contexts and delivered 

through various formats (in-person, online, mobile 

platforms) (Barbato, C. T., et al., 2023). 

Online platforms might not be accessible to all, 

especially in rural or low-income areas with limited 

internet or device access (AgriPolicyKit, 2024). 

 

Note: Further information can be found in Annex III 

5.2.2. Social rewards 

Social rewards refer to the intangible benefits perceived by farmers as a result of engaging in climate-

smart farming practices. Based on cultural and social contexts, these benefits strengthen relationships 

among farmers, facilitate peer-to-peer knowledge-sharing networks, and enhance social recognition of 

sustainable efforts. These rewards are often linked to the influence of opinion leaders, particularly 

farmers who adopt innovative and sustainable practices. By visibly demonstrating the benefits of 

climate-smart farming practices, these farmers gain credibility, serve as role model, and inspire others 

to follow (Barnes A. et al., 2022). Their influence contributes to the wider adoption of sustainable farming 

practices, encourages social participation, and reinforces community-based networks that support 

collective environmental stewardship. Advantages and disadvantages linked to social rewards are 

summarised in table 18. 

The OrganicAdviceNetwork is a European initiative designed to enhance the knowledge and skills of organic 

advisors, to facilitate the transition towards sustainable agricultural practices. This initiative seeks to build a 

network of 1,000 organic advisors across the EU and neighbouring regions, fostering knowledge exchange 

and collaboration between experts in plant production and animal husbandry. The network offers training 

programs designed to strengthen both technical expertise and interpersonal skills, through a combination of 

in-person workshops, online courses, and practical learning through farm visits. Furthermore, it explores 

financial mechanisms and business models to develop a robust framework for advisory services in the 

organic farming sector. 

Advisors get trained to improve their organic advice competences and on the conversion from conventional 

to organic farming. This will result in skilled advice for farmers from the advisors. 

Box 12. Example of advisory services / upskilling: Organic Advice Network project. 
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Table 18. Advantages and disadvantages of social rewards. 

Advantages  Disadvantages 

Farmers are more likely to adopt sustainable practices 

when they see respected peers doing the same 

successfully (Barnes A. et al., 2022). 

Hard to measure and track impact—what counts as a 

“reward” can vary greatly between individuals and 

cultures. 

Encourages collaboration and collective action toward 

shared environmental and social goals (Buck, H. J., et 

al., 2022). 

Social norms and peer influence take time to develop 

and might not produce quick results (Rodriguez, J. M., 

et al., 2009). 

Farmers gain respect and prestige, which can lead to 

opportunities (e.g., training others, community 

leadership). 

Recognition and influence might concentrate around a 

few individuals, potentially reinforcing existing 

inequalities in the community (Rodriguez, J. M., et al., 

2009). 

5.2.3. Research and Development (R&D) 

Research and Development (R&D) refers to the process of increasing knowledge to better understand 

agricultural practices and their role in addressing climate change. It involves creating, testing, and 

applying innovative solutions that strengthen climate-smart farming, support carbon sequestration, and 

promote both mitigation and adaptation to climate change. The outcomes are achieved through the use 

of scientific research and technological innovation. By investment in, for example, new farming 

techniques, crop varieties and precision technologies, R&D seeks to boost agricultural productivity while 

minimising environmental impact. It can also promote sustainable farming systems, encouraging 

collaboration between researchers, farmers, and policymakers. In some cases, farmers may receive 

payments for participating in R&D initiatives. Table 19 illustrates the advantages and disadvantages of 

Research and Development (R&D). 

Table 19. Advantages and disadvantages of Research and Development (R&D). 

Advantages  Disadvantages 

Participation in R&D programmes can generate 

additional benefits for farmers, including introduction to 

new knowledge, technologies, and methods, which 

can deliver sustainability and/or business benefits 

(European Commission, 2023f). 

Participation in R&D programmes can be costly for 

farmers in terms of time and administration complexity 

(Barbato, C. T., et al., 2023). 

Participation in R&D can open up access to carbon 

markets, certification schemes, or premium products 

(Sharma, M., et al., 2021). 

Innovations do not always reach or resonate with 

farmers, especially if knowledge transfer is weak 

(Sharma, M., et al., 2021). 

Opportunities to receive a monetary compensation for 

participating in R&D programmes, in certain cases. 

The benefits from R&D may take several years to 

become tangible at the farm level. 
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Note: Further information can be found in Annex III. 

 

5.3. Regulatory 

“Policies and regulations that create an enabling framework incentivizing the 

implementation of climate-smart farming practices.” 

Regulatory rewarding mechanisms consist of policies and regulations that create an enabling 

framework incentivizing the implementation of climate-smart farming practices, through recognition, 

market access, and support structures beyond direct financial rewards. 

5.3.1. Enabling policies 

Enabling policies refer to policies, strategies, and regulations that are developed to create synergies 

between climate mitigation, adaptation, and environmental protection fostering climate-smart farming 

The LIFE Carbon Farming project is an initiative funded under the European Union’s LIFE Programme, which 

supports environmental protection and climate action across the EU. Running from 2021 to 2027, the project 

involves 50 partners from six countries—France, Belgium, Germany, Italy, Ireland, and Spain—with the 

objective of promoting climate-friendly agricultural practices aimed at reducing greenhouse gas emissions 

and enhancing soil carbon sequestration. The principal aim of the project is to achieve a 15% reduction in 

the carbon footprint of agricultural products over a six-year period. This project supports 700 mixed livestock 

farms across Europe, providing tailored advisory services and monitoring tools to assist farmers in designing 

and implementing farm-level strategies to reduce emissions. A key element of the project is the development 

of a harmonised sustainability assessment methodology, alongside a standardised monitoring, reporting, and 

verification (MRV) framework, which aims at supporting farmers in assessing the progress in carbon footprint 

reduction, and facilitate the certification of low-carbon farming practices. This framework aims at enabling the 

implementation of a results-based reward mechanism on farms, facilitating contracts between farmers, 

project developers, and carbon buyers to generate revenue from carbon credits. 

Farmers participating in the programme undergo visits by an accredited advisor at the start and end of the 

project, using standardised environmental and carbon diagnostic tools. Together, the farmer and farm 

advisors develop a tailored action plan, which the farmer has 5 years to implement. During this 

implementation period, two technical visits will be financed. After six years, a third-party audit certifies the 

carbon footprint reductions. 

Box 13. Example of Research and Development (R&D): LIFE Carbon Farming. 
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practices. They also seek to strengthen governance and transparency by aligning with international 

standards. This can involve, among others, better access to markets, common sustainability 

benchmarks, promotion of climate-smart products through labelling systems, which in return can 

generate or facilitate financial compensation for farmers. However, enabling policies alone are 

insufficient to incentivise sustainable and long-term change. Table 20 presents the advantages and 

disadvantages of enabling policies.  

Table 20. Advantages and disadvantages of enabling policies. 

Advantages  Disadvantages 

Establishes a legal and institutional environment that 

makes it easier for farmers to shift toward sustainable 

and climate-smart farming practices (Climate Trade, 

2023). 

Well-designed policies can fail if not properly enforced 

or if local institutions lack capacity (Raina, N., et al., 

2024). 

Stable and predictable policy environments attract 

investment from businesses and financial institutions 

into climate-smart initiatives (Raina, N., et al., 2024). 

Shifts in political leadership or priorities can lead to 

uncertainty or rollback of climate-smart policies 

(Eichhorn J. & Grabbe H., 2025). 

 Navigating regulations or accessing benefits can be 

complex and time-consuming for farmers. 

 Policies developed without farmer input risk being 

poorly oriented or perceived as imposed, which 

reduces stakeholder acceptance (Frelih-Larsen, A., et 

al., 2023). 

 



 
Project Number 101060212  
 

 

 

 

  

 

 

 

 

54 

Note: Further information can be found in Annex III. 

5.3.2. Public procurement 

Public procurement is a policy tool that can promote specific farming approaches (e.g., organic farming 

or carbon farming) by setting purchase requirements for public institutions, e.g. state-owned 

enterprises, hospitals, schools, kindergartens and government agencies. By influencing consumption 

patterns through public institutions, public procurement increases demand for agricultural goods 

produced following climate-smart farming practices. This stable demand creates income opportunities 

for farmers and provides a market-based incentive to adopt such practices (Andhov, M., et al., 2024). 

Public procurement thereby contributes to the transition toward more sustainable farming systems, 

supporting broader climate mitigation and environmental objectives. Table 21 outlines the advantages 

and disadvantages of public procurement.  

Table 21. Advantages and disadvantages of public procurement. 

Advantages  Disadvantages 

Provides a reliable revenue stream, reducing 

dependency on volatile private markets (Andhov, M., 

et al., 2024). 

Creates participation barriers for farmers due to scale, 

administrative complexity, and demanding 

procurement requirements. 

Frequently includes local sourcing criteria, offering 

advantages to regional and small-scale farms. 

Policy or funding changes may affect the continuity or 

level of payments available to farmers. 

The Carbon Removals and Carbon Farming (CRCF) regulation establishes a voluntary system for certifying 

carbon removals and carbon farming activities across Europe, aiming to scale up high-quality carbon 

removals by standardizing practices, establishing quality criteria, and streamlining the certification process. 

This framework focuses on four key certification principles: quantification, additionality, permanence, and 

sustainability. By certifying carbon credits that can be traded on carbon markets, the CRCF supports financial 

incentives for farmers and land managers adopting carbon farming practices. Additionally, the framework 

aims to promote sustainable farming technologies and encourages investment in innovative practices as it 

seeks to align agricultural activities with broader EU climate goals. To ensure transparency, the CRCF aims 

to mandate third-party verification and the inclusion of certification-related data in an EU-wide registry. 

To meet CRCF requirements, farmers must adopt a range of eligible, verifiable, and sustainable carbon 

removal practices in line with the core principles of the CRCF. They are also required to carry out Monitoring, 

Reporting and Verification (MRV) activities, including collecting baseline data and maintaining detailed 

records of the practices adopted. Additionally, farmers are expected to undergo independent third-party 

verification and comply with the Do No Significant Harm (DNSH) principle, ensuring to avoid negative impact 

of farming activities on biodiversity, water, or soil health. 

Box 14. Example of enabling policies: EU Carbon Removals and Carbon Farming Certification (CRCF). 
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Note: Further information can be found in Annex III. 

 

 

  

The Buy Better Food campaign is a coalition of European non-profit organisations, local and regional 

government networks and civil society groups advocating for the integration of sustainable, nutritious and 

ethically sourced food into public procurement processes. The aim of the campaign is to promote public 

procurement of food across Europe to improve environmental sustainability, consumer health and worker 

welfare, while ensuring the provision of healthy food in public institutions such as schools, hospitals and 

nursing homes. The campaign suggests seven minimum standards for public canteens across the EU, 

aligning with the Farm to Plate strategy and the UN Sustainable Development Goals. It advocates for public 

funding to support sustainable food systems and fair compensation for producers, as well as simplified 

procurement procedures to strengthen local supply chains and promote fair, healthy and sustainable food 

systems.  

Farmers can join the Buy Better Food campaign by completing an on-line survey. 

Box 15. Example of public procurement: Buy Better Food Campaign. 
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Chapter 6 

Conclusions 
This chapter provides final conclusions and recommendations 
.    
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6. Conclusions 
Promoting farm-level action through rewarding mechanisms is a crucial pathway turning climate action 

in agriculture into a success. The agricultural sector has the potential to reduce GHG emissions, 

enhance carbon removals, and support climate adaptation. Delivering these environmental objectives 

requires adequate funding and support to unlock opportunities that drive the transition toward greater 

sustainability and are a useful tool as part of a broader policy mix to promote the transition. 

There are a wide range of tailor-made rewarding mechanisms across the EU and its Member States 

that incentivise climate-smart farming practices. This report shows that the landscape of these 

mechanisms is broad, dynamic and constantly evolving. Mechanisms differ in their scope of climate 

action, source and type of rewarding, target beneficiaries, supported on-farm practices, and timing. 

There is no silver bullet rewarding mechanisms to incentivise climate-smart farming practices. Instead, 

combinations of farm-level rewarding mechanisms are needed to drive the shift and to deliver targeted 

incentives that reflect the needs of the beneficiaries and the intended objectives. 

To facilitate navigation through the different types of rewarding mechanisms, a categorisation 

framework has been developed. The framework is organised in three tiers: (1) the three overarching 

categories: monetary, non-monetary, and regulatory; (2) 13 types of rewarding mechanisms; and (3) 

further distinctions within these types. The framework has been developed based on literature review 

and a survey targeted at national coordinators within the CFD network and tested through expert 

workshops. The framework should be considered as a dynamic tool, able to adapt for further research 

and use in future policy work and should create a better understanding among providers and users of 

rewarding mechanisms. Overall, the categorization framework plays a crucial role in simplifying the 

complexity of rewarding mechanisms. 

The research underpinning the categorization framework highlights several key findings: 

• Rewarding mechanisms for climate mitigation are relatively well-represented. Conversely, 

rewarding mechanisms linked to climate adaptation were less frequently mentioned in the 

survey and less frequently found in the analysis of existing mechanisms. This finding suggests 

that climate adaptation is rarely rewarded compared to climate mitigation and is often not 

explicitly reported as a climate action. Climate adaptation should be mainstreamed into EU and 

national agricultural rewarding policies promoting farm-level incentives with win-win benefits for 

mitigation and ecosystems. 

• There are limited blended finance approaches, though they are gaining increased attention. 

They can help bridge the gap between the beneficiaries’ needs (e.g., financing transaction and 

opportunity costs, low risks, longer timelines) and providers’ requirements (e.g., accountable 

outcomes, shorter timeframes).  

• Supportive rewarding mechanisms can promote and sustain long-term behavioural change by 

encouraging farmers’ intrinsic motivation to implement climate-smart farming practices. Yet 

they are often neglected and not considered as rewarding mechanisms.  
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• Farmers and farm advisors struggle to navigate the wide range of rewarding mechanisms, both 

administratively and in identifying which mechanisms suits best to their specific needs. In 

addition to the categorisation and description provided in this report, a decision support tool 

could support farmers to identify and apply for the rewarding mechanisms that addresses their 

needs and the climate objective in the most effective way.  

Rewarding mechanisms must be embedded within a broader, mutually reinforcing policy mix. 

Evaluating both individual mechanisms and their combinations is essential to ensure that the policy mix 

can be adapted accordingly.
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Annex 
Annex I: Survey to CFD National Coordinators  

Information of the survey 

• Objective: Use the CFD Network to gather information on rewarding mechanisms   

• Target group: national coordinators and if possible, to the entire CFD mailing list  

• Timeline: Latest by 2nd June 2023  

Survey questions  

We are looking for interesting and good examples of rewarding mechanisms, that are within the scope 

of our definition of rewarding mechanisms (see further down below). We are especially interested in 

rewarding mechanisms that cover the area of climate adaptation and non-monetary rewards. Both are 

part of our definition of rewarding mechanisms, but it has been difficult for us so far to identify rewarding 

mechanisms that cover those areas.  

Contact of respondent (Name, Email & Organisation) (Mandatory field)  

1. Name Rewarding mechanisms (Mandatory field)  

2. Regional scope (Region/Country/EU/Global) (Mandatory field)  

3. What are farmers rewarded for? (emission reduction, carbon removal, climate adaptation) 

(Multiple choice) (Optional field)  

4. Can you provide more information on the specific climate action being rewarded? 

(optional field)  

5. Who is providing the funding (public, private, mixed)? (Multiple choice) (Optional)  

6. And more specific? (Optional field)  

7. Additional information on the rewarding mechanism you want to give us? (Optional 

field)  

8. Links and references (Optional field)  

a. Additional studies, research projects, reports on rewarding mechanisms to be considered? 

(optional field)  

How we define rewarding mechanisms:   

Rewarding mechanisms for climate-smart farming actions on emission reductions, carbon removals or 

climate adaptation are rewarding farmers in return for implementing a desired action or delivering a 

desired outcome and can be sourced from public or private entities or a mix of both and include 

regulatory obligations, voluntary public funds, R&D, voluntary carbon markets and price 

premiums/labelling.   
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Annex II: Fact sheet Templates  

1. Fact sheet template at incentive level 

Incentive Name of the incentive 

Rewarding mechanism Name of the rewarding mechanim to wich this incentive belongs  

Category Monetary/Supportive/Regulatory  

Description  Definition of the incentive  

References References  

 

2. Incentive example Fact sheet template 

Rewarding mechanism Type of rewarding mechanims 

Incentive Name of the incentive 

Category Monetary Supportive Regulatory 

Example  Name of the incentive example 

Summary Short summary of key design elements of the example (location, years operational, 

scope incentivised) 

Type of climate action  Carbon removal Emission reduction Climate adaptation 

Appropriate for: Who can 

benefit from this type of 

Farmers 
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rewarding mechanism (in 

agricultural sector?) 

Source of rewarding 

mechanism: Who provides 

the rewarding mechanism? 

Public Private Public-Private 

Rewarding method: What 

is the reward based on? 

e.g., action-based, result-based, mixed 

Type of on-farm action: 

What is the recipient 

obliged to deliver in return? 

Description of the on-farm climate action to be delivered to receive the rewarding 

e.g., livestock emission reductions, soil carbon, etc 

Recipient requirements: 

What requirements must 

recipient meet to receive 

finance? 

e.g., any conditions around recipient type, size, location etc.   

Timing of rewarding: 

When is the reward 

received? 

e.g., ex ante, ex-post 

Rewarding timeline: How 

often is the reward 

received? 

e.g., one off, ongoing, multi-year payment 

Governance: 

Who manages the 

programme, provides the 

reward, and where does 

the money come from? 

e.g., Administrative costs and difficulties / farmers costs and difficulties 

References: References 
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Annex III: Fact sheets  
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Annex IV: CFD workshops and presentations   

• Meetings where the rewarding mechanisms categorisation was presented 

Meeting Date Meeting title 

1st CFD Annual meeting 12.10.2023 
CFD session #4: Rewarding mechanisms: 
definition, needs and challenges 

Knowledge Exchange Session 06.11.2024 
“Introduction to Rewarding Mechanisms and 
the EU Carbon Removal Certification 
Framework (EU CRCF)” 

Midterm meeting 2024 05.06.2024 
Workshop #4 - Rewarding mechanisms and 
carbon farming - CFAs/NCs needs & questions 

2nd CFD Annual meeting 2024 23.10.2024 
CFD Side session #10 - AMMs and rewards – 
what are the needs? 

Knowledge Exchange Session  21.02.2025 
What future rewarding mechanisms do organic 
farmers need to reward them for their climate 
action? 
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