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Executive Summary

This policy brief distils the lessons learned from the Circularinvest project into
actionable recommendations for EU policymakers, aimed at “levelling the playing
field"” for circular businesses. These policy recommendations draw on both the
firsthand experiences of Circularinvest beneficiaries and an analysis of recurring
challenges and policy insights identified in other Circular Cities and Regions Inifiative
— Project Development Assistance (CCRI-PDA) projects.

The policy recommendations are organised into three strategic themes, each
addressing major barriers that hinder circular businesses from competing on equal
terms with fraditional “linear” enterprises operating under the ‘take-make-waste’
model. The brief explores each policy recommendation in depth, highlighting their
potentialimpact on real-world circular businesses. With the forthcoming revision of the
Circular Economy Action Plan, this brief provides timely guidance to inform EU
policymaking.

The first set of policy recommendations explore how to make it easier for circular
products and processes to be produced and scaled, through:

e Expanding EU Circular Taxonomy - for example by including cross -sectoral
enabler activities (digital marketplaces, modular design, and Digital Product
Passports).

e Harmonising EU waste rules and EoW processes - especially for common
materials like textiles, plastics, demolifion and construction waste, and bio-
waste.

e Developing shared circular infrastructure - by conducting comprehensive
infrastructure assessments to identify regional shared circular infrastructure
needs.

e Supporting circular innovation - by creating a ‘one-stop shop’ model where
the EU can consolidate guidance for circular economy adyvisory services and
implementing circular innovation valleys and regulatory sandboxes.

The second set of policy recommendations explore how to help stimulate and
increase demand for circular products, by:

e Leveraging public procurement - to strengthen conditionality provisions and
embed circular economy and environmental criteria into pre-procurement
activities.

¢ Standardising circular metrics and labelling - to create a common EU circularity
metrics and labelling system.

¢ Increasing public awareness about the benefits of circular products - through
targeted educational campaigns and demonstration projects.

And the third set of policy recommendations explore how to make linear products
and services less attractive, by:
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¢ Reforming tax systems and pricing mechanisms - such as eliminating double
taxation of secondary raw materials and using taxes to incentivise higher value
circular activities like reuse, repair, and remanufacturing.

¢ Strengthening waste prevention and enforcement - by harmonising Extended
Producer Responsibility (EPR) schemes and expanding which sectors are
covered by waste prevention targets.

¢ Creating and implementing new valuation tools - to account for environmental
and societal benefits.

¢ Aligning impact assessments with long term value creation - by developing
multi -year financial and risk -modelling tools.

These learnings all converge around a clear message: the obstacles are well-known,
and so are the solutions. Regulatory harmonisation, tax reform, targeted infrastructure
investments, and smarter public procurement can dramatically shift the playing field
for circular businesses, and they are urgently calling on EU policy makers to support
them.

Additionally, from these experiences three priorities stand out for the next iteration of
the CCRI. First, build on the lessons from this round of CCRI-PDA projects to position
the CCRI as the EU’'s central coordination and matchmaking hub for circular
economy support. Second, shift the CCRI-PDA’s focus from funding pilofs to scaling
proven initiatives—introducing follow-on funding for operational growth, market enfry,
and end-of-life service delivery, with targeted support for smaller cities and grassroots
enterprises. Third, ensure future CCRI-PDA projects are designed for maximum impact
by adopting either a topic-specific or place-based format.
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Infroduction

Europe is undergoing a profound fransformation in its efforts to become a sustainable,
climate-neutral and circular continent. Central to this ambition is the Circular
Economy model, which emphasises resource efficiency, waste reduction and the
creation of long-term environmental and social value. Under the European Green
Deal, the European Union's (EU) Circular Economy Action Plan (CEAP) sets an
ambitious goal: to double the use of recycled materials by 2030. Yet, progress has
been slow, rising only from 10.7% in 2010 to 11.8% in 2023 (PREVENT Waste Alliance,
2024). Achieving this target demands a rapid acceleration, starting with greater
support for circular businesses and the cities that support them. However, realising this
vision requires more than innovation and goodwill. It hinges on robust, coherent policy
frameworks that can mobilise resources, coordinate action across governance levels,
and dismantle persistent structural barriers.

In this context, the EU launched the Circular Cities and Regions Initiative (CCRI). This
initiative forms part of the 2020 CEAP and is closely aligned with major strategic
policies, including the European Green Deal and the EU Bioeconomy Strategy. The
CCRIrepresents a critical step forward, not only in setting a clear direction for Europe’s
circular transition but also in operationalising the principles of circularity in urban and
regional contexts. By providing both technical and financial support, the CCRI
empowers these actors to drive systemic change within their territories.

One of the initiative's most important tools is the provision of Project Development
Assistance (PDA). PDA services are specifically designed to increase the maturity,
commercial viability, and investment-readiness of high-impact circular economy
projects and ventures. They support project owners in navigating challenges such as
business and financial modelling, regulatory compliance, stakeholder coordination
and fundraising strategies. In doing so, the CCRI ensures that promising circular
initiatives are not only well-conceived but also capable of raising affordable capital
to scale and develop.

Policy frameworks like the CCRI are essential fo support, accelerate, and facilitate
circular economy concepfts into investable projects. Although there is substantial
funding available across Europe for very early-stage projects (in the form of grants,
subsidies, angel investment, and increasingly through crowdfunding platforms)
access to critical scale-up funding remains a persistent challenge in the circular
economy (Circle Economy, 2023; PREVENT Waste Alliance, 2024). The European
Innovation Council (EIC), as one of the largest global providers of grants and blended
finance, plays an important role in addressing this gap, yet too few circular initiatives
are able to meet the motivations and demands of risk capital investors through gaps
in actual and perceived technical capacity, commercial viability, and scale
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potential. PDA helps bridge this gap by providing early-stage support such as business
model development, due diligence support, regulatory guidance and impact
assessment, effectively acting as seed funding (in the form of assistance services)
before investments can follow. Crucially, PDA also helps align the language and
expectations between project promoters and investors, making circular projects more
accessible, credible and attractive to the investor community.

Within the framework of the CCRI, Circularinvest emerges as one of the flagship PDA
projects. Funded through Horizon Europe and developed by a consortium of four
organisations (INOVA+, META Group, ICLEI, and Circle Economy Foundation)
Circularinvest provides targeted support to project promoters working on circular
economy solutions at the local and regional level.

Circularinvest’s mission is clear: to close the gap between circular economy project
promoters and investors. Many promising circular initiatives face a formidable
bottleneck. While they may be technically and environmentally sound, they often
lack the investment-readiness and business structure needed to attract capital.
Circularinvest tackles this problem head-on by offering hands-on expertise in areas
such as business plan development and financial modelling, circularity assessments
and impact monitoring, stakeholder mapping and value chain analysis, fundraising
strategy and investor matchmaking, as well as regulatory/Intellectual Property (IP)
review, support, and risk mitigation (Circularinvest, n.d.).

Circularinvest is part of a wider group of CCRI PDA initiatives that are already
demonstrating tangible outcomes. For example, the HOOP project supported 15
urban bioeconomy initiatives and achieved a 15-fold leverage factor, unlocking over
EUR 124 million in investment (HOOP, 2025). DEFINITE-CCRI combined technical and
financial expertise with investor partnerships to advance four projects and expects to
mobilise up to EUR 1.4 million (Definite CCRI, 2025). InvestCEC developed a replicable
support model and aims to help projects in Klagenfurt, Austria attract around EUR 20
million in investments (InvestCEC, 2024). RESOURCE supported nine pilot projects in
Aragon, Spain, aiming to reach a similar investment figure (RESOURCE, 2025). Together
with other CCRI PDA initiatives such as BioBoost and DECISO, these projects are
collectively supporting around 50 circular investment cases with a total expected
investment exceeding EUR 220 million (DECISO, 2024; BIOBOOST,2023).

What makes Circularinvest unique among these efforts is its broad and inclusive
approach. Unlike other PDA projects that concentrate on a single country or sector,
Circularinvest spans multiple sectors of the circular economy and works with project
promoters from across Europe, ensuring representation from both Northern and
Southern regions. The Circularinvest project has provided support services to ten early-
stage circular economy start-ups. These projects have come from eight different
countries throughout the EU - including: Romania, Slovenia, Norway, France, Sweden,
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Portugal, and the United Kingdom and represent circular systemic solutions that
address a wide range of topics from textfiles and food waste, to electronics and
construction. It is also one of the longest-running PDA initiatives, allowing for deeper
engagement and stronger support over time. Crucially, Circularinvest focuses not on
municipalities but on the private sector. While cities are central to driving the circular
transition, businesses are essential for delivering the innovative services and products
that make circularity operational. By targeting circular businesses and entfrepreneurs
whose solutions are embedded in local economies, Circularinvest strengthens the
supply side of circular systems where production and consumption are most
concentrated: within cities. This strategic positioning allows Circularinvest to bridge the
gap between circular policy ambition and market-ready action, helping circular
business models scale where they are needed most.

The collective experience of CCRI-PDA projects has made it clear that while Project
Development Assistance is effective in preparing circular initiatives for investment,
significant barriers remain on the policy side. Lessons from PDA initiatives—ranging
from the importance of early investor engagement and tailored support, to the need
for regulatory flexibility and harmonisation and stronger public-private collaboration—
highlight the urgent need for aligned policy support. To move the circular economy
forward at scale, these learnings must now inform broader EU-level decision-making.
Given its cross-sectoral approach, pan-European reach, and close work with start-
ups, Circularinvest is uniquely placed to synthesise these findings info a coherent
policy brief. This policy brief aims to bring the key insights of Circularinvest and the
CCRI-PDA community into one consolidated document, build on them to provide
actionable recommendations, and advocate for the enabling policy changes
needed to unlock and facilitate the next wave of circular investment across Europe.
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Key Recommendations from CCRI-PDA Initiatives

Insights from Circularinvest and other CCRI-PDA projects show that circular businesses
and especially circular start-ups face systemic, infrastructural, and social barriers
rooted in economies designed for linear business models. These enfrenched
challenges prevent circular practices from going mainstream, prompting repeated
calls to ‘level the playing field’, that is, to adjust policies, incentives, and regulations
so that circular businesses can compete fairly with linear ones.

This policy brief adds to the substantial work already done by other PDAs—including
Circularinvest, Definite, RESOURCE, InvestCEC, HOOP, BioBoost, and DECISO—and
draws on first-hand experiences from Circularinvest beneficiaries to identify the most
important policy recommendations relevant to circular businesses operating in
Europe (BIOBOOST, 2023; DECISCO, 2024; Definite CCRI, 2025; HOOP, 2025; InvestCEC,
2024; RESOURCE, 2025 ). By analysing recurring patterns among PDAs and validating
them through Circularinvest’s beneficiaries and expert service provider experiences,
this brief offers EU lawmakers a clear blueprint for supporting circular businesses
through targeted policy instruments. With the CEAP update anficipated by the end
of the year, it delivers timely insights on the most urgent priorities that EU policymakers
should address and incorporate into their agenda. In Circularinvest’s next policy brief,
we will explore in more depth how to strengthen the financial ecosystem to support
circular businesses.

The collective insights and policy recommendations are grouped under three
strategic themes:

1. Policy Recommendations that make it easier for circular products and
processes to be produced and scaled.

2. Policy Recommendations that stimulate and increase demand for circular
products.

3. Policy Recommendations that make linear products and services less
atftractive.
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Some of the main barriers and challenges that circular businesses face include:

e Infrastructure Gaps - Circular economy businesses often depend on access to
advanced sorting, recycling, and remanufacturing technologies that are
either still under development or unevenly distributed across regions. Many rely
on reverse logistics, digital product passports, or traceability systems, which
demand interoperable digital infrastructure and data standards and whose
implementation and maturity vary across EU Member States. Refer to Box 3 for
further details on how this barrier affected Circularinvest beneficiaries, as well
as the policy and systemic changes needed to establish a more supportive

environment.

e Policy Fragmentation - Regulatory environments are often not adapted to
circular business models. For instance, product-as-a-service models or reuse
schemes may conflict with existing waste, consumer protection, or tax laws
designed around linear product lifecycles. Moreover, inconsistent
implementation of circular economy policies across EU member states adds
complexity for circular businesses trying to expand across the EU, creating
compliance hurdles and legal uncertainty. Refer to Box 1 for insights from
Circularinvest beneficiaries on how this barrier constrains the scaling of their

circular solutions.

e Societal Resistance - Consumer habits and business procurement practices are
still deeply rooted in linear consumption patterns, such as ownership over
access or single-use over reuse. Circular businesses often face scepticism
regarding product quality or hygiene standards. Refer to Box 5 and Box 6 for
further analysis of how this barrier has affected Circularinvest beneficiaries and

for the recommendations identified to address these challenges.

The following sections examine the individual policy recommendations within each
theme in greater detail, providing insights info how they may enable circular

businesses to overcome the identified barriers.
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1. Make it
easier for
circular
products
and
processes
to be
produced
and
scaled

2. Stimulate
and
increase
demand
for
circular
products

3. Make
linear
products
and
services
less
attractive

1.1

1.2

1.3

1.4

2.1

2.2

23

3.1

3.2

3.3

3.4

Expand EU
circular taxonomy

Harmonise waste
rules & EoW
processes

Plan for and invest
in circular
infrastructure

Support
innovation via
circular hubs and
new regulatory
mechanisms
Leverage public
procurement

Standardise
metrics & labelling

Increase public
awareness about
the benefits of
circular products

Reform tax
systems and
pricing
mechanisms

Strengthen waste
prevention &
enforcement laws

Adopt new
valuation tools

Align impact
assessments with
the long-term
value creation of
circular business
models

It helps unlock investment by
defining eligible circular activities
and making them more afttractive
financially.

Reduces legal uncertainty and
administrative burden by aligning
rules across regions, helping
businesses scale beyond local
contfexts.

Tackles infrastructure gaps by
funding shared facilities and
technologies businesses can't
afford alone.

Creates ecosystems that foster
collaboration, trust, and visibility,
helping overcome fragmentation
and societal resistance to new
models.

Drives demand by making
governments lead buyers of
circular products, boosting SME
credibility and supporting market
entry.

Builds demand and investor
confidence by clearly
communicating the benefits and
performance of circular products.
Addresses societal resistance by
shifting mindsets and promoting
frust in circular alternatives
through education and
awareness campaigns.

Reduces the cost gap by shifting
taxes and subsidies to favour
circular options, helping
businesses compete with
entrenched linear models.

Levels the playing field by
penalising wasteful practices and
incentivising circular compliance
through regulation.

Encourages long-term investment
in circular businesses by factoring
in environmental and social
benefits often ignored in
conventional accounting.
Demonstrates the resilience and
value of circular models over
time, helping attract investors and
mitigate perceived business risks.

Table 1. Overview of main policy recommendations
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By expanding the circular taxonomy, harmonising waste and EoW rules, investing in
shared infrastructure, and supporting circular innovation, this group of
recommendations directly addresses infrastructure gaps (through better access to
facilities and interoperable systems), policy fragmentation (via standardised
regulations and clearer legal frameworks), and societal resistance (by legitimising
circular models and boosting their visibility through innovation ecosystems).

1.1. Expand EU circular taxonomy

© Expanding the taxonomy helps unlock investment by defining eligible circular
activities and making them more attractive financially.

Currently, the EU Taxonomy identifies 21 different economic activities over five sectors
that contribute to the circular economy (European Commission, n.d.). While this
creates clarity for some areas, many circular businesses—especially in emerging
sectors like digital repair platforms, reuse logistics, circular bioeconomy, or bio-based
materials—fall outside the framework. Without recognition, these businesses can
struggle to access EU funding or prove their sustainability credentials to investors
(Boudreault, 2023).

To address these gaps, the EU taxonomy should explicitly include cross-sectoral
“enabler” activities (e.g., digital marketplaces for product reuse and reverse-logistics
hubs), embed lifecycle innovation like modular design and Digital Product Passports
(DPPs) - now being mandated under the Ecodesign for Sustainable Products
Regulation with technical requirements expected by 2026, and expand coverage of
circular bioeconomy activities such as industrial symbiosis and bio-based materials
(European Commission, 2025). A broader taxonomy that reflects the systemic nature
of circularity would open doors to finance, partnerships, and scaled innovation. It also
ensures alignment with real-world business models, which often cross sectoral lines
(Moloney and Lilja, 2024).

1.2. Harmonise waste rules & End-of-Waste (EoW) processes

€9 Reduces legal uncertainty and administrative burden by aligning rules across
regions, helping businesses scale beyond local contexts.

Waste regulation remains one of the biggest pain points for circular businesses across
the EU. Many businesses operate in fragmented markets where one country’s waste
is another’s resource, yet national interpretations of what constitutes a “secondary
product” vs. “waste” varies widely. This legal uncertainty increases compliance costs
and can discourage cross-border collaboration. Simplifying and harmonising EoW
certification and establishing EU EoW criteria—especially for common materials like
textiles, plastics, construction and demolition waste, and bio-waste—would reduce
legal uncertainties, increase the safe use of high-quality secondary materials, and
help to unlock secondary markets across member states.

14
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Under the Waste Framework Directive (WFD), mandatory separate waste collection
has been implemented for member states, but at the same time, poor sorting
practices sfill exist in municipal and industrial waste streams that limit the availability of
high-quality secondary materials, undermining both safety and economic viability.
Stronger EU-level standards, incentives, and implementation support for separate
collection, sorting infrastructure, and digital traceability can improve secondary
material quality and boost market confidence.

Finally, to keep pace with innovation, waste legislation must become more adaptive.
Regular and fransparent review cycles—embedded and extended in the EU Waste
Directive Framework—would enable timely updates that reflect advances in
technology, such as chemical recycling or material fracking systems, and support
more dynamic circular ecosystems QACross Europe.

Box 1: Circularinvest’s start-up insights - The Ocean Package, Optifood, and Green
Tech Innovators

One of Circularlnvest’s beneficiaries, Ocean Package, reports that the
fragmented legal landscape for reusable packaging across EU Member States is
among the strongest barriers they face when scaling and entering new markets.
Their flagship product, “Ocean Package,” is a reusable packaging system
designed for up to 20 reuse cycles; at the end of its lifecycle, packages are
returned, recycled, and remanufactured into new reusable units (Ocean
Package, n.d.). However, this system sits outside current waste legislation, and
Ocean Package has especially struggled with the lack of harmonised definitions,
unclear classifications of “reusable assets,” and divergent interpretations of end-of-
waste (EoW) criteria. A unified EU-wide regulatory framework—with consistent
definitions of reuse, clear EoW criteria, and regular legal reviews—would provide
their customers and partners with greater legal certainty and accelerate the
adoption of reuse systems across the single market.

This challenge is also evident in the food waste sector. For instance, surplus-food
redistribution platforms—such as those supported by Optifood—face similar
barriers due to inconsistent national rules on food donation, liability, and hygiene
requirements. Likewise, a Circularinvest project by Green Tech Innovators,
converting food waste info an omega-3-rich fermentation feed medium, has been
hindered by fragmented definitions and qualification under EU waste and feed
legislation (Greentech Innovators, n.d.).

15




circular

1.3. Plan for and invest in circular infrastructure

@ Tackles infrastructure gaps by funding shared facilities and technologies businesses
can’t afford alone.

Box 2: Quote from Circularinvest project representative, Mateusz Wielopolski - Revira

“Most market participants struggle fo scale circular solutions due to the higher
upfront costs (often referred to as the ‘green premium’) associated with sustainable
raw material, building new circular infrastructure, or establishing new circular market
channels or business models.

Rather than focusing solely on additional regulations and penalties, it is time to
prioritize incentives that develop the market and make circular solutions a more
financially attractive choice.”

Most EU cities sfill lack the infrastructure that circular businesses need to operate and
grow, such as local spaces for storing, repairing, or reusing materials. While urban
planning is a local responsibility, EU policy could play a key role in conducting
comprehensive infrastructure assessments and encourage member states to develop
long-term transformation plans aligned with circular economy principles, especially
across regions and countries. The EU's role is particularly relevant to align regional
efforts. Currently, many circular solutions are deployed in contexts where the enabling
infrastructure simply doesn’t exist fo support low-cost operations. This forces businesses
to absorb higher costs—renting extra space, improvising logistics, or dealing with
inefficiencies—making their products or services more expensive than linear
alternatives. As a result, the final price of circular products and services is often higher
than their linear counterparts, not because they are inherently more expensive, but
because the system is not yet designed to support them efficiently.

Rather than duplicating infrastructure city by city, regions and neighbouring countries
must begin to cluster their needs and coordinate infrastructure: storing materials,
sharing logistics, and co-developing facilities in strategic locations. A dedicated EU-
wide circular infrastructure audit would help identify gaps and overlaps across
regions, building an evidence base for smarter, more collaborative investment. When
paired with long-term fransformation plans, this can lead to a more integrated,
resource-efficient circular economy. Trans- Regional Circularity Hubs that are
proposed in the EU’s Clean Industrial Deal to help harmonise and create economies
of scale forrecycling could be expanded to also create infrastructure to enable other
circular practices such as disassembly plants and sorting infrastructure (European
Commission, 2025).

Municipal and regional governments can also help facilitate the development of
local circular ecosystems by creating digital platforms and physical spaces—such as
material banks—that connect startups, businesses, and material suppliers. Cities like
Leuven and Ghent demonstrate how public support for shared spaces and
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matchmaking infrastructure enables more efficient exchange of materials and
services (Definite CCRI, 2025). These circular hubs should be integrated into urban
planning and economic development strategies, have access to affordable and
cenftral locations, and be recognised through policy and evaluation frameworks for
their contribution to local circular economies.

Box 3: Circularinvest’s start-up insights - Revira & The Ocean Package

For Circularinvest beneficiaries like Revira and Ocean Package, access to shared
logistics infrastructure—such as return hubs, cleaning stations, pooling and storage
cenfres, and collection points—is essential to the viability and scalability of their
circular solutions.

Revira is currently piloting a mattress recycling initiative in Portugal’s Algarve Region,
which includes efforts to establish an Extended Producer Responsibility (EPR)
scheme. One of the key challenges they face is the lack of infrastructure for end-of-
life processing, particularly for mattress disassembly. While collection systems exist,
there is virtually no infrastructure dedicated to disassembling mattresses—creating
a significant bottleneck in the recycling chain. Regional-level investment in shared
infrastructure, supported by local governments, would help bridge this gap and
support circular innovators like Revira.

Additional enabling measures could further strengthen the pilot. Given the complex,
multi-material nature of mattresses, a standardized product passport could support
more efficient disassembly by providing information on material composition and
bonding techniques. This highlights how new regulations such as the Ecodesign for
Sustainable Products Regulation (ESPR) and Digital Product Passports (DPP) will
directly conftribute to improving preprocessing for complex waste streams. Under
the current ESPR working plan, mattresses are scheduled to be covered by 2029 -
given the short timeframe, this underscores the urgency of conducting infrastructure
audits and developing shared systems to ensure a smooth fransition to a more
circular economy (European Commission, 2025).

Ocean Package similarly emphasizes the importance of cross-sector collaboration.
Their reuse system relies on coordination between logistics, IT, retail, and recycling
partners. From their perspective, public co-investment in shared, industry-co-
developed infrastructure could lower capital expenditure for businesses and
accelerate the growth of a competitive reuse economy. They call for funding and
regulatory frameworks that better support the development of such ecosystem:s.
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1.4. Support innovation via circular hubs and new regulatory mechanisms

@ Creates ecosystems that foster collaboration, trust, and visibility, helping overcome
fragmentation and societal resistance to new models.

Right now, there are many programmes trying to support circular businesses—
accelerators, incubators, innovation labs—often funded through Horizon Europe or
national schemes. While well-intentioned, this patchwork of initiatives can create a
confusing landscape for businesses and cities to navigate. Many of these public
initiatives also overlap with private-sector advisory services, making it difficult for
circular businesses to know where to turn and what actually works. What businesses
need is clear support that is easy to access, well-organised, and can help them
navigate complex and changing regulatory landscapes. To create this, the main
recommendations found across CCRI-PDA project’s experience include:

Creating a coordinated “one-stop shop” model -where the EU can consolidate
guidance and accredit partners for circular economy advisory services (legal
compliance, investor matchmaking, technical know-how) and require publicly funded
accelerators to adopt this blueprint. This could be accomplished by expanding and
strengthening the current offerings of the Green Assist program to include dedicated
circular economy adyvice, or by creating a similar hub specifically for circular economy
projects (European Commission, n.d). These hubs could evaluate projects, understand
relevant regulations, and act as liaisons with public administrations and investors to
develop innovative financing and risk-sharing solutions. Publicly funded accelerators
and incubators should adopt this model to ensure consistent quality across Europe,
while involving local experts to ground the support in regional realities and business
needs.

Expanding circular innovation valleys - Existing EU programs such as Regional
Innovation Valleys - like RIVCircular should be expanded to incorporate more regions,
increase the core activities to include engagement with circular businesses, and widen
their focus to include other key circular topics for example plastics and packaging
(European Commission, n.d; RIVCircular, n.d.). Also expanding these schemes to create
flagship innovation districts—where circular businesses work closely together, sharing
tools, reusing each other’s leftover materials, and attracting new talent and investment.
Implementing ‘regulatory sandboxes’ for circular economy practices - these new legal
instruments temporarily loosen applicable rules and regulations to allow businesses to
test innovations in a controlled real-world environment in order to accelerate the
introduction of new products and services into the market. ‘Regulatory sandboxes’ can
serve as test beds and foster regulatory learning to allow the development, testing and
validation of innovative circular economy technologies and services before they are
placed on the market - allowing project promoters and businesses to trial their ideas to
see what works. Successful examples such as GreenLab in Skive, Denmark which
implemented a regulatory testzone to enable the colocation of green energy
production and consumption for an industrial park show how these regulatory
sandboxes can allow for testing and scaling of innovative circular ideas (GreenlLab,
2024).
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Stimulating demand is critical to scaling circular business models, as many businesses
struggle not with innovation but with insufficient market uptake. By increasing visibility,
credibility, and acceptance of circular offerings, societal resistance decreases, and
investments can flow into the infrastructure and innovation support that circular
businesses need to grow.

2.1. Leverage public procurement to help increase demand for circular products

@ Drives demand by making governments lead buyers of circular products, boosting
circular business credibility and supporting market entry.

Box 4: Quote from Circularinvest project representative, Joshua Linn - The Ocean
Package

“Infroducing mandatory reuse quotas in public procurement—especially in logistics,
healthcare, and government-led e-commerce—would significantly boost demand
for circular packaging solutions and reduce the dominance of single-use models.
Toolkits for municipalities and public institutions on how to integrate reuse would also
support this transition.”

Public tenders wield immense power to stimulate demand for secondary or circular
products, with public procurement accounting for 14% of the EU's GDP (Circular Cities
Frontrunner Group, 2025). Many circular businesses face the “valley of death” when
scaling up, not only due to technology limitations, but also because there is insufficient
market demand to justify investment (Circle Economy, 2025). Public procurement can
be used strategically to create and demonstrate demand for secondary materials
and circular products. Actionable steps to leverage public procurement to better
support circular businesses include:

e Strengthening conditionality provisions to ensure all EU publicly funded projects
align with circular economy principles - including reducing waste, prioritising
the use of secondary materials, and increasing resource efficiency (Circular
Cities Frontrunner Group, 2025).

e Embedding minimum recycled-content targets in public procurement tenders
to send clear signals to the market.

e Revising applicable articles of the Public Procurement Directive (Artficles 40 and
41) to embed circular economy and environmental criteria info pre-
procurement activities - such as needs assessments and market dialogue
(Circular Cities Frontrunner Group, 2025).

e Developing circular procurement toolkits and holding dedicated trainings for
local authorities so they can standardise best practices to integrate circular
economy criteria into their procurement processes.
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Box 5: Circularinvest’s start-up insights - Circular Life

However, circular criteria in public procurement remain almost non-existent in some
countries, for example, in Slovenia, as pointed out by Circularinvest beneficiary
Circular Life. In Slovenia lowest-price criteria continue to dominate, pushing out
sustainable and circular options - such as the housing alternative that Circular Life
creates. Circular Life exclusively uses existing materials and sustainable construction
practices to turn used shipping containers into affordable modular tiny homes and
office spaces (Center Ponovne Uporabe, n.d). Embedding circular criteria into
public procurement ftenders would enhance the competitiveness of circular
offerings while delivering greater environmental and social benefits for the country.

They also identified that there is an urgent need to address social dumping in global
supply chains—particularly in the textile sector—where underpaid labour and poor
environmental practices distort competition and undermine circular economy
goals.

2.2. Standardise metrics and labelling of circular products and services

€ Builds demand and investor confidence by clearly communicating the benefits
and performance of circular products.

Circular businesses often face significant challenges when trying to communicate
their value. One of the most pressing barriers is the absence of widely adopted
standardised circularity metrics and labelling systems. Without a common framework
for measuring and disclosing performance—such as agreed-upon indicators for
product longevity, material recovery rates, or resource efficiency— circular businesses
struggle to present credible, comparable data. This lack of clarity leads to multiple
knock-on effects: investors find it difficult to assess the true environmental and
economic impact of circular enterprises; consumers are left uncertain about which
products genuinely embody circular principles; and public procurement officials have
no clear guidance on how to prioritise circular options in tender processes. In this
vacuum, well-intentioned circular products often compete on an uneven playing
field, losing out to better-marketed but less sustainable alternatives whose
environmental claims may be superficial or misleading. Over time, this erodes trust in
sustainability claims overall, slowing the transition toward a genuinely circular
economy. To help overcome these challenges CCRI- PDA projects have identified the
following recommendations:

e Expand environmental labels like ecolabels and support the roll out of the
repairability index to boost the market visibility of circular products

e Create standardised circularity assessment frameworks and metrics that are
co-developed with academia and industry

e Develop and implement robust, multi-tier data validation systems to measure
circular economy initiatives progress to ensure accuracy and relevance
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2.3 Increase public awareness about the benefits of circular products

@ Addresses societal resistance by shifting mindsets and promoting trust in circular
alternatives through education and awareness campaigns.

Circular products often struggle to compete in the market—not because they lack
value, but because that value is poorly understood and rarely monetised. While
environmental benefits are increasingly recognised, non-environmental benefits such
as local job creation, economic resilience, health, and affordability remain under-
communicated.

To change this, the EU must support the development of qualitative valuation
methods that can capture and monetise these broader societal and environmental
benefits (refer also to section 3.3). Pricing positive externalities—such as reduced
waste or consumption, improved air quality, and social cohesion—would allow
circular businesses to better demonstrate their impact and expose the hidden costs
of linear alternatives. Collaboration with academia and dedicated funding for this
type of research are crucial fo develop standardised, credible frameworks.

Once these benefits are clearly defined and measurable, raising public awareness
becomes a powerful tool to build support. Targeted educational campaigns,
marketing advice and support, and demonstration projects at the local and regional
level can make circularity tangible and relatable—especially when adapted to key
sectors or community priorities. Incorporating dedicated funding for targeted
educational and marketing support into future CCRI-PDA projects could more
effectively enable circular businesses to demonstrate the value of their offerings. This
dual approach—valuing and communicating the fullimpact of circularity—is essential
to shift both markets and mindsets.
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Box é: Circularinvest’s start-up insights - KLAP Tech

For Circularinvest beneficiary KLAP Tech—which collects, refurbishes, and recycles
mobile phones, tablets, portable electronic devices, and their accessories—one of
the main challenges they face is overcoming public scepticism toward refurbished
products (Klap Tech, n.d). Despite the environmental and cost benefits, many
consumers continue to doubt the quality and reliability of refurbished items
compared to new ones. A recent survey of 8,225 people across multiple countries
found that only 33% would consider buying second-hand electronics (The British
Standards Institute, 2025). This hesitation poses a significant barrier to scaling the
market for refurbished goods.

Addressing these perceptions through targeted public awareness efforts—such as
partnering with trusted retailers, collaborating with other refurbishment companies,
and launching social media campaigns—can help dispel myths and build trust in
refurbished products. Without such measures, widespread adoption and the
broader societal fransition toward reuse and circularity will remain out of reach.
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The current economic system—designed to externalise environmental costs, prioritise
short-term gains, and favour efficiency over sustainability—has allowed linear ‘take-
make-waste’ business models to dominate. As long as virgin materials remain
artificially cheap and environmental and social harms go unpriced, circular products
will remain at a competitive disadvantage. To fruly level the playing field, the EU must
internalise environmental costs, revise unfair tax structures, eliminate harmful subsidies,
and strengthen legislation. Creating a fair and transparent regulatory and fiscal
environment is essential to shift systems at scale and unlock the full potential of circular
business models.

3.1. Reform tax systems and pricing mechanisms to reflect the true costs of linear
products and reward circular practices

€9 Reduces the cost gap by shifting taxes and subsidies to favour circular options,
helping businesses compete with entrenched linear models.

Box 7: Quote from Circularinvest project representative - Marin Zver, Circular Life

“Currently, all sescondhand items in most EU counfries are taxed with the normal fax
rate which is double taxation (since tax was already paid when the item was bought
new). This is a huge still unsolved problem all over the EU. Not only is the EU and the
national governments seen as double-sided (publicly supporting reuse and circular
economy on one hand and taxing it at the highest level on the other hand), but this
makes the costly nature of working in reuse even worse.”

On top of facing higher infrastructure costs absorbed into their pricing, one of the
main barriers preventing circular products from becoming competitive is that, under
current economic and pricing systems, negative environmental externalities—such as
the impacts of virgin material extraction—are not reflected in the final price of
products. This distorts market signals and gives linear business models and products an
unfair advantage.

Developing and implementing true pricing mechanisms that internalise these
externalities is critical to levelling the playing field. Reforming tax systems to reward
circular practices can reduce the "green premium" and create a cost advantage for
reused, repaired, and recycled materials and products. To create a fair tax
environment, so circular products can compete in the current predominantly linear
business environment, the following recommendations have been identified from
CCRI - PDA project experiences:

e Introduce differentiated VAT rates aligned with the EU waste hierarchy to

incentivise higher-value circular activities such as reuse, repair, and
remanufacturing
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e Eliminate double taxation and correcting unequal fiscal treatment of
secondary raw materials to improve price competitiveness and unlock market
access

e Create targeted tax incentives to attract investment in circular business models
and enhance their financial viability

Box 8: Circularinvest’s start-up insights: Recirculate Systems & KLAP Technologies

This policy recommendation was especially relevant for Circularinvest beneficiaries.
For example, Recirculate Systems—whose solution makes reusing products as easy
as buying disposables—highlighted that a key barrier facing reuse models is the way
taxes and payment processing fees are applied to deposit schemes (Recirculate
Systems, n.d). Their cloud-based software integrates directly with a store’s checkout
system to apply a small deposit at purchase and automatically refunds it when the
item is refurned. A simple countfertop kiosk with a built-in scanner processes the
return and triggers the refund in under a second—no extra apps or machines
required. Retailers pay a small per-use fee (under €0.10), enabling cafés and shops
to easily transition from single-use to reuse. However, in Recirculate System’s
experience, charging VAT on deposits for reusable packaging creates a major
hurdle. It artificially inflates the cost of reuse, making it harder to compete with the
already underpriced single-use alternatives. This simple tax difference can be the
deciding factor between a reuse system being seen as a viable solution or just an
expensive "nice-to-have."

Addifionally, Recirculate Systems pointed out that payment systems often apply
fees to the refunding of deposits—despite these being small, verified, and closed-
loop transactions. These backend costs, though minor in isolation, add friction to the
system and further undermine the financial viability of circular packaging models.
Addressing these seemingly technical issues could significantly improve the
competitiveness and scalability of reuse solutions.

Similarly, KLAP Tech another Circularinvest start-up, faces taxation barriers in scaling
their circular business model. KLAP sells refurbished IT devices to large corporate
clients, but the lack of targeted tax incentives makes it difficult to drive broader
adoption. Infroducing a tax relief mechanism—for example, allowing corporate
buyers to deduct a percentage of the cost of circular hardware—could be a
powerful lever to accelerate demand, create competitive parity with new devices,
and stimulate growth in circular electronics markets.
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3.2. Strengthen waste prevention & enforcement laws

@ Levels the playing field by penalising wasteful practices and incentivising circular
compliance through regulation.

Strengthening waste prevention and enforcement laws plays a crucial role in
addressing several of the systemic challenges that circular businesses face. By shifting
the policy focus upstream—toward waste prevention and reuse—regulatory
frameworks can encourage investment in circular infrastructure, such as sorting,
repair, and reuse facilities. This ensures that circular models are not undercut by
unchecked wasteful practices, helping to close persistent infrastructure gaps. At the
same time, developing harmonised waste prevention targets and enforcement
mechanisms across EU member states helps reduce regulatory inconsistencies,
offering clearer, more predictable conditions for circular businesses operating across
borders or looking to scale. Finally, robust enforcement sends a strong societal signal:
that circularity is not simply a voluntary choice, but a new regulatory norm. Penalising
unsustainable behaviour and reinforcing compliance helps shift business practices
and consumer attitudes away from the linear status quo and toward circular solutions
backed by law. Key recommendations to achieve this include:

e Reviewing and expanding waste prevention targets - set under the Waste
Framework Directive and the Packaging and Packaging Waste Regulation
(PPWR) for municipal and packaging waste. Set new reduction targets past
2040 and identify other key waste sectors (such as food waste, construction
and demolition waste) and create specific waste prevention targets and
timelines for these sectors.

e Developing comprehensive enforcement strategies, including clearer
regulatory guidance, reviewing and increasing concrete penalties for non-
compliance, and implementing effective inspection mechanisms.

e Strengthening, harmonising, and expanding Extended Producer Responsibility
(EPR) schemes to ensure that producers are financially and operationally
responsible for the full lifecycle of their products, including take-back, reuse,
and recycling.

e Enforcing material footprint targets and setting legally binding consumption-
reduction goals that have clear metrics and resources attached, enabling
circular businesses to measure, report, and benefit financially from reduced
virgin material use. This could be achieved for example by implementing a new
EU Directive on Sustainable Resource Management that includes measurable
targets such as reducing the EU material footprint (raw material consumption,
as measured by Eurostat) to 5 tonnes per capita by 2050 (a 66% reduction
compared to 2022 levels of 14.8 tonnes per capita) (Friends of the Earth, 2024).
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Box 9: Circularinvest’s start-up insights - Optifood

For Circularinvest beneficiary Optifood - a Slovenian enterprise that has developed
a platform to facilitate the distribution of surplus food by linking retailers with the
HORECA sector (Hotels, Restaurants, and Catering) - this policy recommendation
was highly relevant (Optifood, n.d). Strengthening waste prevention laws would
help shift responsibility back to the waste producers who could then partner with
services such as Optifood to help them meet waste reduction and prevention
targets.

Alongside strengthening the legislation around waste prevention and reduction, as
discussed in section 1.2, Optifood would also highly benefit from a harmonization of
EU waste policy. The regulatory landscape for food distribution and handling of food
surplus is frequently stringent due to safety concerns and regulations vary widely
from country to country, posing significant challenges for Optifood. Harmonizing
and providing clear guidance on how they can meet stringent safety concerns
would also allow Optifood and other circular businesses to overcome these
challenges and scale their service in other countries within the EU.

3.3. Develop, standardise, and adopt new, non-market valuation tools to encourage
a full assessment of the impact of products

© Encourages long-term investment in circular businesses by factoring in
environmental and social benefits often ignored in conventional accounting.

Traditional financial meftrics such as profit, turnover, and ROI often fail to capture the
full environmental and social value that circular business models deliver. As a result,
many circular businesses remain undervalued by investors and disadvantaged in
funding decisions. Developing and adopting non-market valuation tools can help
integrate intangible benefits—such as avoided emissions, resource savings, job
creation, and local resilience—into mainstream assessments of business performance.
Universities and research institutions have a crucial role to play in developing, testing,
and standardising these tools. The EU can accelerate progress by prioritising research
grants and funding calls that focus on non-market valuation methods and circular
economy performance indicators. To support these efforts the following
recommendations have been identified from CCRI - PDA projects experiences.

e Establish widely accepted metrics and indicators—such as avoided emissions
or avoided waste — at the EU level to assess the systemic impact of circular
platforms and require consistent reporting across banks, investors, and
businesses

e Develop and implement non-market environmental valuation methods, such
as Contingent Valuation (involving asking individuals via surveys about their
willingness to pay for a particular environmental good or service)or Climate
Dividends (a financial return or benefit distributed to citizens or businesses as a
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result of climate-related policies)]— that can account for tangible and
infangible environmental benefits especially in areas where environmental
services are undervalued or not traded on markets

e Integrate these kinds of tools and metrics into investment and business
evaluation frameworks, ensuring they sit alongside traditional financial KPIs to
support fairer assessments and funding decisions for circular businesses

e Integrate circular businesses into just transition and social policy: recognise
their social value—job creation, skills development, community resilience—and
make them eligible for social funding under the European Pillar of Social Rights.

3.4. Align impact assessments with the long-term value creation of circular business
models

@ Better reflects the resilience and systemic value of circular models over time, while
helping public and private investors make more informed and diversified funding
decisions.

One of the major barriers circular businesses face when seeking investment is a
mismatch between the time horizons of circular impacts and the short-term return
expectations of financial markets. Many circular business models—especially those
based on reuse, repair, remanufacturing, or regenerative systems—generate value
over alonger period through avoided costs, increased material security, and reduced
environmental harm. However, most financial assessments prioritise near-term
revenue, fast scaling and ROI, which can make circular models appear riskier or less
profitable than linear alternatives. Measures such as the recently implemented
‘climate factor’ by the European Central Bank (ECB) represent an important step
forward, as they incorporate forward-looking climate scenario analyses into
assessments and decision-making processes (European Central Bank, 2025). It is
essential that the EU continues to lead in the development and implementation of
forward-looking risk assessment frameworks, including by:

e Developing multi-year financial & risk-modelling tools failored to circular
businesses, incorporating long-term costs and benefits

e Embedding scenario planning, system dynamic modelling, and stress-testing
to show resilience under variable future conditions like regulation changes or
material shocks.

e Engaging universities and research centres to co-create validated models and
train financial actors in long-term valuation methods. Universities and research
institutions have a crucial role to play here. Their expertise in lifecycle
assessment, systems modelling, and interdisciplinary analysis makes them ideal
partners in developing robust, evidence-based methodologies for long-term
valuation.
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Box 10: Circularinvest’s start-up insights - Ocean Package

Standard Life Cycle Assessments (LCAs) typically assess environmental impact at a
single point in time. However, LCA scholars emphasise that methods for modelling
product lifetimes over multiple years remain underdeveloped—especially for
circular strategies like reuse or remanufacturing—despite lifetime duration being
crifical to outcome accuracy. Developing robust multi-year LCA frameworks is
essentfial to helping investors and policymakers appreciate the full, long-term
benefits of circular business models.

Ocean Package, a Circularinvest beneficiary, sought an LCA to demonstrate its
environmental impact. However, such an assessment often failed to capture the
cumulative benefits of repeated use cycles of their packaging solution—something
that a multi-year LCA is better suited to reflect.
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Conclusion and the way forward

Europe’s circular economy transition is well underway, and CCRI PDA projects like
Circularinvest have proven critical in making this vision operational. By providing
tailored support to circular businesses—ranging from business model development to
regulatory guidance—these initiatives help close the gap between promising circular
ideas and investment readiness. Yet, as this policy brief makes clear, early-stage
support is not enough. Circular businesses continue to face entrenched systemic
barriers—fragmented regulation, limited infrastructure, low demand, and financial
gaps—that prevent them from scaling and becoming mainstream.

The learnings from Circularinvest and fellow CCRI-PDA projects such as HOOP,
InvestCEC, RESOURCE, BioBoost, DECISO, and DEFINITE converge around a clear
message: the obstacles are well-known, and so are the solutions. Regulatory
harmonisation, tax reform, targeted infrastructure investments, and smarter public
procurement can dramatically shift the playing field. These are not novel ideas—they
are being echoed across a wave of policy briefs. The EU now has a rare opportunity:
real-world data and insights from circular start-ups and pilots across Europe, offering
a strong evidence base for systemic policy reform.

What circular businesses are calling for is not another round of consultation—they are
sounding the alarm. They need long-term, consistent policy frameworks that go
beyond one-off grants and temporary pilots. Early PDA initiatives have shown mixed
results: some projects have scaled, while others have stalled due to persistent
structural hurdles. These outcomes must be seen not as failures, but as evidence—
evidence of what works, what doesn't, and what needs to be fixed to unlock circular
impact at scale.

Moreover, the EU should now shift its focus from funding pilots to scaling successful
initiatives. This means infroducing follow-on funding streams for operational expansion,
market entry, and end-of-life service delivery—especially for smaller cities and
grassroots enterprises, which are often overlooked in traditional funding mechanisms.
Aligning CCRI funding and PDA support to help businesses move beyond pilots and
into full commercialisation can fill a critical gap in the financial landscape.

Now is the time to consolidate and scale what works. The EU must institutionalise the
most effective tools, replicate successful models, and create continuity between pilot
support and market deployment. Europe’s circular transition depends not only on
innovation, but on removing the structural barriers that prevent good ideas from
reaching maturity. Circular businesses are ready. With the right policy shift, the EU can
unlock a circular economy that is not only sustainable, but scalable, competitive, and
resilient for decades to come.
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Building on the policy insights above, it's clear that targeted interventions—such as
fiscal reform, enforcement of waste prevention, long-term valuation, and
demand-side measures—will only be effective if the supporting ecosystem is
well-coordinated and responsive at scale.

That means strengthening the CCRI as the central coordination platform for circular
economy support services across Europe. By clarifying who offers what—whether
cities, regions, or businesses—it can bridge fragmentation and deliver cohesive
technical, financial, and legal guidance across the EU. This aligns with its foundational
goal: to unite pilots, PDAs, projects, cities, and researchers under a shared framework
that accelerates circular fransitions.

A key addition to this ecosystem would be the creation of a European circular
economy matchmaking platform, helping businesses to scale by connecting them
with municipalities, corporates, or other actors looking for circular solutions. Such a
platform could facilitate demand-driven innovation by allowing cities to publish
“challenge calls” at the EU level and help businesses identify cross-border partners for
technology development or pilot implementation. This would both stimulate
collaboration and reduce barriers to market access.

From the learnings, future CCRI Project Development Assistance (PDA) formats should
follow a structured approach, focusing either on:

e Topic-specific models: These would offer legal, technical, and financial
guidance to businesses and local actors around clearly defined circular
economy challenges (e.g., construction waste valorisation, industrial symbiosis,
bio-based materials). They should draw on expert partners and foster
replicable solutions.

e Place-based models: These would target key local or regional industries with
high circular potential, ensuring alignment with territorial development
strategies. Success depends on involving relevant stakeholders with the right
technical, sectoral, and governance expertise to address specific
implementation barriers and unlock systemic change.

In both cases, the CCRI should promote modular, replicable formats, support peer
learning, and establish clear KPIs to evaluate and scale successful approaches. A
strengthened CCRI would not only serve as a knowledge hub but also as a quality
assurance mechanism, ensuring EU-funded support is coherent, impactful, and
grounded in local realities.
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Executive summary

The EU is increasingly positioning the circular economy as an industrial strategy rather
than solely an environmental agenda. Through the Clean Industrial Deal and the
development of the Circular Economy Act, circularity is being linked to
competitiveness, decarbonisation, resource security, stronger regional value chains
and reduced dependence on volatile or geographically concentratedsupplies of
virgin materials. Delivering these objectives will require substantial investgnent in
circular businesses, industrial transformation and shared infrastructure.

European initiatives already address important parts of this chall
Development Assistance (PDA) programmes such as Circularinvest Relp Businesses
strengthen their business models and prepare for investmemimRe fion, public
procurement, product standards and demand creation can oye the conditions
in which circular businesses operate, while public lendin U
finance can support selected projects.

reaches transformativie Gitc

support incumbent [in& tion and dependence on virgin materials. Current
policy largely seeks e disclosure and adjust the risk-return profile of circular
investments to e finance. These measures can highlight which businesses
are making efferts tOwards improved circularity and provide incentives for private
capital t t9Q specific projects, but they do not actively direct investment to
atives, nor channel it away from extractive industry.

If c arity is strategically important to European resilience and competitiveness,
policy must look beyond investment readiness and private capital
mobilisation. It must also address how resource-related risks are assessed, where credit
is directed, which activities continue to receive financial support, and when direct
public investment or ownership is needed.

This brief proposes three complementary areas of action:

1. Integrate resource dependency into bank risk assessment and supervision. The
EU should develop a common methodology to help banks and supervisors
identify how reliance on critical materials, concentrated suppliers, virgin inputs

3
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and exposed regions can affect financial risk. Resource-related risks should be
incorporated into loan assessment, portfolio mapping, scenario analysis, and
supervisory review, with Pillar 3 public disclosure introduced once
methodologies have been tested and options to implement more directive
action considered. This would improve financial resilience and allow circular
strategies that reduce resource risks to be recognised more effectively

2. Use credit guidance to align bank lending with European industrial and
resource-security priorities. Public authorities should use credit guidance to
influence where bank lending flows, including the price, quantity, and
conditions of credit. A democratically governed European framewerkshould

identify priority areas for expanded lending, support industrial tfansfo ion
and restrict finance for activities that deepen incompatible fo O dction
and material dependence. The European Investm nk,“national
promotional institutions and participating commerci K uld provide
affordable, long-term loans for eligible investm pported where
appropriate by targeted central-bank refinancingeStr ditionality, pass-

o

A

through and allocation conditions would be
support changes lending outcomes rather tha

dad to ensure that public
IOwering banks’ funding

Cosfs.
3. Expand direct public investment and where private finance is
inadequate or inappropriate. Public i s'should provide patient equity

and quasi-equity to strategic circ V@ ingsses that do not fit conventional
venture capital models, while Yetaining © meaningful ownership and
governance rights where appropriate. Public authorities should also take a

preference fo n%non e and de-risking.
Together, these reca endations shift the focus from mobilising more investment to
aligning investm opean objectives. They do not replace private finance or
the need for vj 3sses and supportive economic policy. Instead, they seek to

assessment, commercial lending and public investment are
better alig @ i
re .

the EU’s stated objectives for circularity, industrial resilience and



circular
Invest

Part |

Intfroduction




circular

In recent years, the EU has increasingly repositioned the circular economy from an
environmental imperative to a strategic pillar of industrial development and
transformation in response to changing geopolitical dynamics and growing concerns
around consistent access to critical raw materials. Under the Clean Industrial Deal,
circularity is no longer framed primarily as a waste, recycling or enviconmental
agenda, but as a driver of industrial competitiveness, decarbonisation, fesource
security and resilience. The European Commission explicitly links circularity to reducing
the use of virgin critical raw materials, improving their recovery, and“extending
product lifetimes, while still emphasising reuse and recycling. The ambition is to make
better use of the EU’s limited resources and reduce overdependence on third-country
suppliers and increasingly volatile global supply chains.

While still under development, the Circular Economty Agflis the policy package
through which these ambitions are to be addressed. [tis expécted to centre circularity
as a core economic strategy for resource seqUrity, résilience, and industrialisation
(re)development by creating a more effective Single Market for secondary raw
materials, improving both the supply andidemandiferhigh-quality recycled materials,
reducing dependence on imported raw materials, and strengthening domestic and
regional value chains.

The development of the Act emphasises the EU's commitment to the circular
economy and reflects the growing recognition that scaling circular business models
will be central to achieyxing, ifs industrial and resource security objectives.

A core pillar of thevEU's existing approach to the circular economy is the scaling of
cir€ulanbusiness models. Central to this effort is the provision of direct expert support
to high-impact circular projects and businesses. Circularinvest, delivered through the
Circular, Cities and Regions Initiative (CCRI), sits within this practical implementation
landscape by helping circular economy businesses become investment-ready
through stronger business models, more effective impact communication, and
preparation for due diligence and investor engagement.

Circularinvest, along with the many other Project Development Assistance (PDA)
programmes, has been invaluable to the participating businesses. Many circular
businesses need support to translate environmental and systems value into
commercially credible propositions that banks, venture capital investors, public
lenders and other financiers can appraise and invest. However, the experience of

6
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these programmes also shows the limitations of viewing the circular economy
financing challenge primarily as a pipeline problem.

PDA programmes are demonstrably effective in strengthening business cases,
improving investor confidence, and deploying growth strategies that recognise the
value-chain interdependencies often essential to circular business models. Yet a
number of structural barriers continue to restrict funding opportunities, even for
businesses that would, by most measures, be considered investment-ready. A circular
business may have a commercially viable model, robust documentation and the
ability to satisfy due diligence requirements, while still failing to attract invester interest
or suitable financing terms.

The first policy brief produced through the Circularinvest programme outlined axange
of policy measures to improve the economic conditions facing circularbusinesses,
which often remain at a structural disadvantage to their linear Counterparts. Virgin
materials often remain cheaper than secondary alternatives, environmental
externalities are insufficiently priced, and the infrastructure, standards and market
demand needed to support circular models remain uneven. Develbping a consistent
pipeline of commercially viable businesses is thefeforg, assential to expanding
demand for circular economy finance, making PDAprogrammes highly valuable to
the specific businesses they support. Widespread'poliey reférms that improve the price
competitiveness of secondary and sustainabletateridls relative to virgin ones, on the
other hand, would benefit the circular eGonemy as=a"whole.

While PDA programmes strengthen the demand for circular economy investment,
and economic policy improves the enabling environment for circular businesses,
neither addresses the supply side of the financing challenge. Experience from the
investor engagement phase of ‘Circularnvest, as well as other PDA programmes,
demonstrates that even businesses with @ coherent financial plan, credible growth
strategy, early proof of,démand and sound documentation are fishing in a far smaller
investor pool than gheir linedr counterparts. In practice, they remain heavily
dependent on a relativelyasmall group of specialist and impact-focused investors,
together with limited publi¢ funds.

The VenfUurgpCagital model has shortcomings in scaling impact

This reflectsia wider characteristic of the European financial system, particularly the
avdilgbility of venture capital (VC) and its suitability for business models with genuinely
transfomnative social and environmental potential. VC plays an important role in
financing and scaling innovation by providing high-risk, early-stage capital to
businesses capable of rapid growth and generating substantial returns. Unsurprisingly,
this has led VC to focus heavily on digital innovation, where the opportunity to
generate substantial financial value is greatest. It is less well-suited to business models
in which the societal or ecological value is as significant as, or more significant than,
financial value. Research shows that clean- and green-tech firms already struggle to
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raise venture capital in Europe, with evidence suggesting these barriers are even more
acute for circular economy businesses.!

For many circular businesses, innovation is operational rather than purely
technological. They are often place-based, limiting their scalability, or depend on
emergent infrastructure, regulation, public procurement support or value-chain
coordination to succeed. Activities such as repair, reuse, refurbishment,
remanufacturing, reverse logistics, circular construction, textile sorting and shared
infrastructure can create significant system value and positive spillover effects within
the value chain without offering the growth profile or exit potential typically'sought by
VC investors.

Banks do not adequately assess circular or linear risk

The challenges faced by circular businesses in raising equity are.compeunded by the
makeup of Europe’s financial system, which remains heavily Bank-kased. This makes
banks essential to the financing of small- and medium-sized ‘enterprises (SMEs) and,
according to Circularity Gap Report (CGR) Finance datdathey provide the largest
share of circular economy investment across Europe.?

However, bank lending practices are not without theirewn shortcomings, especially
in regard to funding tfransformative circular®economy fihifiatives. Banks inherently
favour track records, assets as collateraleredictable cash flows and familiar sector
benchmarks. Linear firms are more likely tomeehihese criteria because their markets,
assets and revenue models are well understood. Circular businesses, by contrast, may
retain ownership of their produets, preserve asset value through repair and
refurbishment, or generate revenue threugh service contracts, all of which are not
well captured by conventional measures of creditworthiness. As a result, circular
economy businesses, espégially those that extend the useful life of materials, are
perceived as higher-risk berrowers and face greater difficulty accessing debt, even
when they satisfy copventional measures of investment readiness.

At the same timembdnks offen underestimate the risks associated with linear business
models. Resousce-related risks arising from geopolitical instability, climate disruption,
regulatoryehange and resource depletion are becoming increasingly material, yet
few_dinancialfinstitutions have sufficiently developed methodologies to incorporate
thém into lending decisions. By failing to account fully for these risks, banks continue
to fuRd businesses and industries that are vulnerable to major supply-side shocks while
undervaluing the mitigating effects of circular business models.

The consequence is a structural bias in capital allocation. According to CGR Finance
data, over 95% of all debt provisioned by European banks supports businesses that
rely predominantly on virgin materials.® Even within the circular economy, lending is
concentrated in material recovery and recycling initiatives, where capital equipment

! (Jacques Delors Centre, 2024)
2 (CGR Finance, 2025)
3 Findings from CGR Finance dataset
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can be provided as collateral, business models can provide demonstrable track
record over decades, and in many cases come with ample regulatory support. By
conftrast, businesses operating at the design and production stages of key value
chains, where the greatest potential exists to mitigate virgin material extraction,
associated pollution and waste generation, receive very little funding from banks.

Given the EU’'s newfound focus on stability and resilience, addressing this blind spot
within the financial system will be paramount.

In response to this situation, European institutions rightly emphasise the scale of
investment needed for the circular transition. The European InvestfmentiBank and the
European Commission estimate that achieving the objeétives, of “the Circular
Economy Action Plan will require an additional €1,229 trillienfin investment between
2025 and 2040, equivalent to an annual investment gap. of €82 billion, or a 68%
increase in annual investment compared with currentfleveils.*

The same assessment also recognises that circular projects face structural barriers,
including competition from the linear economy, weak and fragmented demand for
secondary materials and circular products, distorted price signals, uneven quality
standards, split incentives, regulatory uncertdimty and underdeveloped infrastructure.
These findings reinforce the recommendations outlined in the first policy brief in this
series, which argued that improving the broader economic conditions for circular
businesses is essential to expanding investment opportunities.

This acknowledgement of ghA™investment gap’ has become a central feature of
policy debates across sustainablendevelopment, with the dominant policy response
focused on ‘mobilising™private,finance. This approach assumes that the most logical
means to finance transitiensiis the substantial pools of capital deployed by asset
managers, institutional investors and banks, and that it can be redirected where
public finance s copsidefed insufficient or better used elsewhere. While this framing
highlights the sCale of%the financing challenge, it also risks reducing the problem to
one of inyestmentywolume rather than one of capital allocation, direction, benefit,
and systemfvalue. Critically, the funding gap narrative suggests that we need more
overalifinanCe, rather than suggesting that the vast amounts of existing capital should
be reallocated.

This is somewhat at odds with the key finding of empirical evidence into circular
economy capital flows. Circular activities account for only around 2% of tracked
commercial investment, while the overwhelming majority of capital continues to fund
linear, resource-intensive industries.> This mirrors the anecdotal experience of investor
engagement as part of Circularinvest. The challenge is not only that too little capital

4 (European Investment Bank, 2026)
5 (CGR Finance, 2025)
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is flowing into circular activities, but that the majority of existing investment continues
fo support status quo linear activities over transformative ones.

The current European policy response to financing the circular tfransition is substantial.
The Circular Economy Action Plan, Ecodesign for Sustainable Products Regulation,
revised Waste Framework Directive, and Packaging and Packaging Waste Regulation
all aim to improve the conditions for circular business models to develop. Medanwhile,
the EU Taxonomy and Corporate Sustainability Reporting Directive help define classify
and disclose circular economy-related activities and risks. On 4he financing side,
instruments such as InvestEU, Horizon Europe, the LIFE Programmaes, the Recovery and
Resilience Facility, regional funds and European Investment Bankilending provide
routes through which public finance can support circulareconemy/objectives. Many
of these instruments use risk-bearing finance, blendedffingnee and advisory support
to de-risk new circular economy projects, crowdingin private Capital and supporting
market formation.

These measures are useful, especially those relating fo ecdonomic policy. However,
many finance-specific initiatives share a ¢ommonilimitation, in that they are primarily
designed to improve the conditions underwhich private finance may choose to
invest, rather than to shape how capital isyallocated in line with the EU's resource
security and resilience goals. Projectdevelopment assistance improves the number
of quality businesses seeking capital; disclosure and taxonomy tools improve the
visibility and comparability of CifreulareaCtivities; and guarantees and blended finance
reduce the risks for priyate investorsin targeted activities. What these measures do not
materially address, however,\are the vast majority of capital flows supporting
businesses reliant on increasingly scarce raw materials and volatile global supply
chains.

The shortcomings of disclosure-based approaches are especially pronounced in the
circular eeonomyy Disclosure and classification fools can improve transparency, but
rely@®n, thegassumption that better information will lead to ‘better’ allocations of
copital. Given® the breadth and system-dependent nature of circularity, this
assumption is especially limited. The circular economy spans activities ranging from
small operational improvements to large-scale infrastructure that creates value across
entire systems. This breadth makes it much easier for weak claims to be presented as
meaningful circular activity, especially when incremental improvements in recycling,
packaging, waste diversion or operational efficiency are treated as equivalent to
interventions that fundamentally reshape systems of production and consumption
and reduce material use at scale. A disclosure-led approach may therefore improve
the labelling of ‘circular economy finance' without sufficiently addressing whether the
underlying activity is genuinely transformative, but critically also what action the
financial sector must take in relation to the determination.

10
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The limitations of de-risking are different but equally important. Blended finance,
guarantees and public-private partnerships can be useful where a circular project is
close to commercial viability but faces specific barriers linked to scale, track record,
technology or demand (un)certainty. However, many activities required to scale
circular business models have public-good or system-enabling characteristics. They
can generate value across sectors and value chains without necessarily generating
sufficient project-level profit to attract private investors without substantial public
support. In these cases, de-risking does not resolve the underlying business case
problem. Instead, it can transfer risk from private to public balance sheets, as well as
transfer value when guarantees, subsidies or concessional terms are required to
produce returns above those available to investors in the market. Evidehceyfrom
previous EU de-risking schemes also warrants caution. The European Court of Awditors
found that nearly a third of surveyed European Fund for Strategic Invesiments projects
would have proceeded without public support, raising questions dlgout additionality,
effectiveness and the optimal use of public funds.¢

These approaches can play an important role in a comprehensive sirategy to reorient
capital flows, but they are unlikely to achieve this on theiroWn. A stfronger supply-side
approach is needed to complement efforts to buildd4he project pipeline and improve
the information available to financial institutionslf,cireularity is now positioned as a
core strategy for European resilience, financial policy mushalso address the incentives,
risk models and regulatory expectations that dictate how bdnks and investors actually
allocate capital.

This provides the basis for the recommendations positioned in Section two of this
briefing. Scaling circular business moedels requires more than investment readiness and
the voluntary mobilisation of private finance. It requires a policy approach that
recognises the current directi6fof egpifal flows as part of the problem and uses public
finance, financial sector regulation «and market-shaping policy to align private
finance with the EU's ewmobBjectives for resource security, resilience and industrial
competitiveness.

¢ (European Court of Auditors, 2019)
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Key recommendations

Insights from Circularinvest and other CCRI-PDA projects show that circular businesses,
especially circular start-ups, face systemic, infrastructural, and social barriers rooted in
economies designed for linear business models. These enfrenched conditions prevent
circular practices from going mainstream and have prompted repeated calls to ‘level
the playing field’ by adjusting policies, incentives, and regulations so that circular
businesses can compete more fairly with linear alternatives.

The previous policy briefin this series focused on the real-economy conditions required
for circular businesses to scale, including supportive regulation, established demand
for products and services, better infrastructure, and economic policiesthat improve
their competitiveness relative to linear alternatives.” These _remain“mecessary
conditions, and the recommendations that follow are intended té=puild on them
rather than replace them. Together, the suite of policy optiofs presented across the
two briefs forms a more comprehensive approach to financing the gircular transition:
strengthening the pipeline of investment-ready circular.oppertunities on the demand
side while addressing the supply side by establishing stricter astitutional parameters
for the financial sector and ensuring that the European /economy is adequately
protected from the growing volatility of global supplyachains.

Some of the recommendations in thiswbrief "eedld be considered radical or
unprecedented in the context of the last fiftyfyears. Buring this period, market-based
solutions have been the dominant mechanism for influencing financial markets, while
disciplinary measures to determine=eéommercial financing outcomes have become
less common across most economiesaHistorically, however, such measures were
considered to be a core prAnRgiple_of industrial policy, with states using them to
develop strategic industries, publie serd€es and national infrastructure.® As industrial
policy returns to the centre, ofithe EU’'s agenda, and the circular economy emerges
as a key componentfof that stkategy, there is an ample opportunity to reconsider such
approaches.

The recommeéndations are united by a broader mission: to embed European
competitiveness within, and resilience to, the changing economics of resource use.
Thegqim is'distfinctly notf to create a narrow niche for circular economy finance, but to
align financialaegulation, public finance and credit allocation with the EU’s stated
industrial priorities. If the Clean Industrial Deal and Circular Economy Act position
circularity as a core route to competitiveness, reindustrialisation and reduced
dependence on third-country suppliers, financial policy must be organised around
the same objectives.

Such mission-oriented policy does not assume that the state should intervene only to
correct market failures after they occur. Rather, it recognises that public institutions
can and should shape the direction of markets where long-term public goals require

7 (Circularinvest, 2026a)
8 (Hodgman, 1973; Kedward, Gabor and Ryan-Collins, 2022)
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coordination across sectors, systems, technologies, and policy priorities. The relevant
question is therefore not whether the EU should ‘pick winners’ at the level of individual
firms but whether it can intelligently and intentionally set strategic directions, build
institutional capacity, and mobilise public and private actors around missions that
markets have proven unable to deliver.

The policy recommendations are grouped under three complementary strategic
themes. Together, they respond to distinct but interconnected limitations/in the
current approach to financing the circular transition. Improvihg, fhe investment
readiness of individual businesses and projects remains imperfant, but it does not
address the wider financial structures that continue to gdavour éstablished linear
activities or determine which forms of production receive‘€apital,

The first theme addresses the incomplete recognitien of resource dependency and
supply-side vulnerability within bank risk assessment Jand supervision. Befter
information, scenario analysis and disclosure can make“these risks more visible and
improve how banks distinguish betweenyresouree-vulnerable and resource-efficient
activities. However, risk-based approaches remainimited as a standalone strategy.
They assume that, once risks are measuredfand reflected more accurately in prices,
private financial institutions will reallocate Gapital in line with public objectives. This
cannot ensure that strategically important investments receive finance where
commercial returns remain uncestain, .NQr can it prevent profitable extractive and
resource-intensive actiyities: from, confinuing to attract capital. These suggestions
therefore build from $etting“the foundadtions for more adequate risk assessment, to
considering measuressofimore directive action based on the determined exposure to
such risks.

The second themeymoves from risk assessment to the more explicitly allocative
question of where credit should flow. It considers how public authorities could guide
the price, gyantity and conditions of bank lending in line with democratically
defermined indystrial and resource-security priorities, while also restricting finance for
activities that deepen incompatible forms of extraction and material dependency.

The thirdbhtheme addresses investments for which repayable credit is insufficient or
inappropriate. It proposes a stronger role for direct public equity, long-term public
ownership, and public or cooperative infrastructure provision where the wider social,
environmental and strategic value of an investment cannot be adequately captured
through private financial returns.

The three themes should be understood as mutually reinforcing rather than strictly
sequential:

1. Improve the recognition and management of resource-related financial risks.

14



2. Guide bank credit towards publicly determined priorities and away from
incompatible activities.
3. Use direct public investment and ownership to develop strategic firms,
capabilities and shared infrastructure.

Taken together, these recommendations shift the focus from simply mobilising more
private finance towards actively aligning financial risk assessment, credit allocation
and public investment with the EU's circular economy and industrial objectives. The
following sections examine the individual policy recommendations within each theme
in greater detail, outlining the financing challenge each addresses and thefrgle each
measure plays within the wider framework.

Recommendation

1. More effectively
integrate
resource
dependency
into bank risk
assessment and
supervision

1.1

Develop an EU resource-
risk module within the

existing prudential
framework

Integrate reseurce
dependency into Yoan
origination and
monitoring

Intfroduce supervisory

exposure mapping and

pilot resource-risk
scenarios

Integrate material
resource risks into
supervisory review and

remediation

Extend Pillar 3 disclosure
fo  material resource-
related financial risks

15

Challenge addressed

Addresses the absence of a common
method for franslating high-risk material
dependency, supply concentration and
resource-related disruption into established
financial risk categories.

Ensures that banks consider resource
vUlnerabilities and credible circular risk
mitigants when assessing borrowers, rather
than relying primarily on conventional
sectoral and collateral-based indicators.

Gives banks and supervisors greater visibility
over concentrated portfolio exposures and
tests how supply interruptions, price shocks
and regulatory changes could affect
borrowers and financial stability.

Ensures that exposure mapping and
scenario analysis lead to changes in bank
risk management, supervisory remediation
and, where |justified, additional prudential
protection.

Improves the comparability and public

visibility — of  banks’  resource-related
exposures, data gaps and risk-
management responses, strengthening

market and supervisory discipline.



2. Better align
bank lending
with determined
public
objectives

3. Use direct public
investment and
ownership to
scale strategic
circular
innovation and
infrastructure

2.2

2.3

2.4

3.2

3.3

3.4

Establish a democratically
governed EU framework
for credit allocation

Direct affordable, long-
tferm credit fowards key
aspects  of  industrial
fransformation

Infroduce arestrictive arm
for finance that expands

incompatible and
extractive capacity
Consider collateral

eligibility, bond-purchase
conditions and capital
requirements as
allocative tools

Establish a direct public

equity and patient-
capital window for
strategic circular
busihesses

Retain  public  stakes,

governance rights and a

share of the value
created

Develop coordinated
circular infrastructure
programmes in  priority
value chains

Select financing,

ownership and delivery
models according tfo
public value
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Converts EU industrial, circularity and
resource-security  priorifies  info  clear
guidance on the activities for which credit
should be expanded, redirected or
restricted.

Addresses the shortage of suitably priced
and  structured  debt for  circular
investments, particularly for small and
medium-sized enterprises and projects
requiring longer maturities or fransition-
related working capital.

Prevents additidnal ¢ircular lending from
being undemmined by continued financing
for activitiesithat deepen extraction, virgin-
material'Use dndsstrategic dependency.

Examines how monetary and prudential
frameworks  could reinforce  credit
guidance and reduce the favourable
treatment currently extended to incumbent
and incompatible forms of finance.

Addresses the mismatch between
conventional venture capital and circular
businesses that are asset-heavy,
operationally complex, slower to scale or
dependent on wider value chain
fransformation.

Prevents public capital from functioning
only as temporary risk absorption before
ownership, control and financial upside are
transferred to private investors.

Addresses gaps in shared facilities, logistics,
data, skills and other enabling systems that
individual circular  businesses cannot
efficiently finance or coordinate alone.

Challenges the default preference for
private finance and de-risking by requiring
public, cooperative, private and blended
models to be assessed on comparable
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financial, social, environmental
strategic terms.

3.5  Protect open access and Prevents publicly supported infrastructure
fund enabling functions from becoming a private bottleneck and
that  cannot  support ensures that essential coordination,
commercial returns standards, data and technical-support

functions receive  appropriate
commercial funding.

Table one. Overview of main policy recommendations

Europe’s dependence on imported virgin matéridls, geegraphically concentrated
supply chains and volatile commodity marketsiereates material risks for both financial
institutions and the businesses within théirinvestment portfolios. Disruptions to the
supply of crifical inputs can increase prodyétion“costs, interrupt operations, raise
working-capital requirements, reduce asset values and weaken borrowers’ capacity
to service debt. Regulatory changes congerning product durability, repairability,
recycled content, waste and exténded producer responsibility can create additional
fransition costs for firms that remain dependent on linear production models.

These should be understfood as reseurcesfelated financial risks. Their underlying drivers
may be environmental, geopolitical, technological, commercial or regulatory, but
they ultimately affeet Banks through established risk categories such as credit,
concentration, market, operational and business-model risk.

The EU’s prudential framework already provides a basis for addressing many of these
risks. The revisedhCapifal Requirements Directive requires banks to identify, measure,
manage fand” monitor environmental, social and governance risks over short-,
medium- and long-term horizons. It also requires resilience testing under baseline and
adverse scenmarios, beginning with climate-related factors and progressively
extending to wider environmental and social changes. The European Banking
Authorify's guidelines on environmental, social and governance risk management
have applied since January 2026, while its more detailed guidelines on environmental
scenario analysis will apply from January 2027.7

The issue, therefore, is not the complete absence of a regulatory mandate, but the
lack of sufficiently consistent indicators, scenarios and credit-assessment methods for
resource dependency. While climate-related financial risks are increasingly supported
by common definitions, exposure metrics and supervisory exercises, comparable

? (European Banking Authority, 2025)
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approaches remain underdeveloped for critical-material dependency, supplier
concenftration, resource-price volatility, substitutability, waste-related costs and
circular strategies that reduce these exposures.

This matters not only for the financial resilience of the European economy, but also for
the allocation of finance and the orientation of capital flows. Where resource
dependencies are not adequately recognised, banks may understate the
vulnerability of established firms whose business models depend on cheap virgin
materials and fragile supply chains. At the same time, they may fail to recognise the
risk-mitigation benefits of investments in material efficiency, substitution, repair, reuse,
remanufacturing and secondary-material supply. Better risk assessment would not, on
its own, redirect finance towards the circular economy. Many strategicalhzimpertant
circular investments will remain commercially uncertain even where their conftibution
to resilience is significant. However, alongside a suite of economichand regulatory
measures, improved risk assessment can help to remove an importantibias in existing
financial decision-making. Banks would be better able to distinguishsbetween firms
that are exposed to resource shocks and otherwise comparable firms that have
credibly reduced those vulnerabilities.

The European Commission and banking authorities™should therefore use the
implementation of the Capital Requirements Regulation and Capital Requirements
Directive to establish a common approach teffesourcesrelated financial risk. This
should proceed through the following largely sequential measures.

1.1. Develop an EU resourcezdsk module within the existing prudential
framework

¢ Mandate the Europ@anBanking Authority to develop a common methodology for
identifying and assessing financial risks arising from resource dependency.

The European Banking Authority, working with the European Central Bank, European
Systemic Risk BoardaJoini Research Cenire and natfional competent authorities,
should develgp ON resource-risk module within  the existing framework for
environmenial, secial and governance risk management. This should not establish
‘resourcelrisk#as,a wholly separate prudential risk category, instead, it should provide
adcommon, method for identifying resource-related risk drivers and tracing their
transpaission into established financial risks.

The framework should distinguish four dimensions:

1. Dependency: The extent to which a borrower or value chain relies on particular
materials, suppliers, processing stages or geographic regions.

2. Vulnerability: The financial consequences of disruption, including effects on
production, revenue, costs, working capital and asset values.

3. Adaptive capacity: The borrower’s ability to respond through substitution,
inventories, supplier diversification, product redesign or cost pass-through.

18
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4. Risk mitigation: The extent to which resource efficiency, repair, reuse,
remanufacturing, secondary-material sourcing and related circular strategies
materially reduce exposure.

Common indicators could include:

dependence on designated critical or strategically important materials;

the share of key inputs sourced from highly concentrated countries or suppliers;
single-supplier and single-region exposure;

availability and cost of substitute inputs;

inventory coverage and replenishment times;

material costs as a share of total production costs;

dependence on virgin relative to secondary materials;

exposure to waste, disposal and extended producer responsibility COsts; or
confractual access to recovered materials.

The same material dependency may have very different fimancial implications
depending on contracts, inventories, market positionfsubsiitUtion options and public
policy. It would therefore be unhelpful to converfithese indicators into a single
resource-risk score. An optimal methodology shioulchinste@d illustrate how particular
dependencies affect cash flows, debt servicing capacity and asset values under
defined conditions.

The framework should also distinguish envirehmental risks from wider industrial supply
risks. Resource depletion, pollution ahd ecosystem degradation, for example, may fall
within the emerging environmental riskftamework, but export restrictions, geopolitical
concentration and commodity-market/disruption may need to be captured through
credit, country, markefyand coneentration risk analysis. Forcing all resource-security
concerns into the enyirbpmental,”social and governance category would leave
important fransmissioprehannelsspoorly specified.

To support operationalisation, initial implementation should focus on a limited number
of strategicallylimpertaft and materially exposed value chains, such as batteries,
electronics, vehigles, ¢hemicals, textiles and construction. The methodology could
then be refingd and extended as supervisory capacity develops.

1.2. Inte@grate resource dependency into loan origination and monitoring

© Amend European Banking Authority guidance so that banks assess material
resource dependencies when originating and monitoring loans in exposed sectors.

The European Banking Authority should incorporate the resource-risk module into its
Guidelines on Loan Origination and Monitoring and, where necessary, issue
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supplementary guidance under its existing environmental, social and governance risk-
management framework.

The objective should be to ensure that material resource dependencies are
considered within ordinary credit assessment rather than remaining within a separate
sustainability function. Where relevant to the borrower, banks should assess how
supply interruptions, price volatility and regulatory change could affect:

revenue and production volumes;
operating margins;

working-capital needs;

capital expenditure;

liquidity;

collateral values;

probability of default; and

recovery values in the event of default.

Banks should also assess whether claimed circular strategies constitute credible
financial risk mifigants. Relevant evidence would needhfo\be defined, but could
include:

long-term contracts for secondary-material sUppVs

diversified or regionalised sourcing;

verified reductions in material use pérunit ofreUtpUT;

take-back and recovery systems;

confracts that include repair or maintenance;

secondary-material offtakgf@greements;

established markets for reGovered,products, components or materials.

Circularity should not, however, bégjfreat€éd as an automatic indicator of lower credit
risk. Retained ownership “and, product-as-a-service models may involve longer
repayment periods, fesidual-value exposure, utilisation risk and higher upfront capital
requirements. Repaify refurbishment and remanufacturing models may depend on
uncertain return volumes and secondary-market demand. In theory, these models
may reduce, the overall associated business risk, but they can also introduce
complexities #€lated to cash flow fiming, logistics, and regulatory reliance. Banks
shouldtheréfore assess these risks alongside the resilience benefits.

The regulatory objective should be better differentiation, not preferential treatment
based on labels. A firm should receive recognition only where it can demonstrate that
a particular strategy reduces a financially relevant vulnerability or strengthens
repayment capacity.

A more nuanced assessment framework could also address banks’ reliance on crude
sectoral and business model proxies and improve funding outcomes for small and
medium-sized enterprises. Smaller firms developing circular solutions may lack
conventional collateral or long operating histories while being less exposed to virgin-
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material volatility or future product regulation. A more appropriate assessment
framework would allow these characteristics o inform the credit decision.

Finally, to avoid shifting disproportionate reporting costs onto small borrowers, the
European Banking Authority can acknowledge, as it has with environmental, social
and governance, that data will remain incomplete and that a fully standardised
methodology is not yet feasible across all portfolios. Banks should instead use a tiered
approach: initial sectoral screening based on public and supervisory datasets;
standardised estimates where firm-level information is unavailable; a short core data
request for borrowers in materially exposed sectors; and more detailed assessment
only for large, concentrated or high-risk exposures.

The European Commission could support this through an open European resouree-risk
data platform combining information on material use, import \coneentration,
production locations, environmental pressures, waste flows and trade, dependencies.
Providing this information as shared public infrastructure would'be more efficient than
requiring each bank and SME to purchase or reproduce similar datasets separately.

1.3. Introduce supervisory exposure mapRing. apd pilot resource-risk
scenarios

+ Require banks to map material resource exposures and include selected resource
shocks in supervisory scenario analysis.

The European Banking Authority's@2026 consultation proposed a supervisory template
forrisk exposures to environmental risks Beyond climate. 0 This provides a clear avenue
for incorporating selected resourcCe-dépendency considerations into proportionate
supervisory reporting withoUt establishing an entirely separate reporting system. Such
an approach isimportaat for understanding, assessing and pricing the risks arising from
future ecological and geogpoalitical incidents unlike those we have seen in the past. It
would represent a critical shift in financial risk assessment—from an approach centred
on historical frgnds 4o ofe that is forward-looking and cognisant that future shocks
may be both materially significant and unprecedented.

Initi@srepordingf should focus on the information supervisors need to identify
concentratiensfand data gaps. These might include core aspects such as sectoral
and'geographical exposure to certain materials or countries, the estimated reliance
on and'sensitivity to certain material inputs, as well as evidence of circular economy
mitigants such as material substitution, diversification, and product take-back systems.

Reporting should initially remain confidential, giving supervisors the opportunity to
compare methodologies, assess data quality and identify misleading indicators
before introducing broader public disclosure. The European Central Bank and
national competent authorities could then pilot resource-risk scenarios in selected
industrial value chains. These exercises would build on the European Banking

10 (European Banking Authority, 2026a)

21



circular

Authority’s environmental scenario analysis framework, which distinguishes short-term
stress testing from longer-term analysis of business-model resilience.

Scenarios should examine potential changes in the access, supply and price of
certain materials, including temporary supply interruptions and disruption in certain
regions. Prospective or hypothetical policy changes could also be considered. Each
scenario should define the severity and duration of the shock, the availability of
substitutes, inventory coverage, the capacity to pass costs to customers and any
assumed public policy response. Banks could then translate these assumptions into
financial effects on borrowers and portfolios.

1.4 Integrate material resource risks into supervisory\réwiew and
remediation

¢+ Develop a common European Banking Authority methodology ffor incorporating

material resource-related financial risks into the Supervisory Review and Evaluation
Process, including proportionate remediation and additienal capital requirements
where warranted.

Improved reporting and scenario analysis wilkstrengthemfinancial resilience only if
their findings influence banks' risk maenagement and supervisory responses.
Competent authorities should therefore incafporate material resource-related risks
into the Supervisory Review and EvaluationiProcess (SREP), through which they assess
a bank’s business model, governanae, risks to,capital and liquidity, and the adequacy
of its internal controls. The revised EUropean Banking Authority framework already
provides for environmental, social andiygovernance risks to be integrated across
supervisory assessment.rather than fre@ted as a separate sustainability exercise.

Where exposure mappiag fdentifies material vulnerabilities, banks should be expected
to incorporate themfintotheix risk appetite, sectoral and geographic concentration
limits, loan monitoring practices and strategic planning. Relevant risks should also
enter the Internal"€Capitel’ Adequacy Assessment Process (ICAAP), through which
each bank assesses whether it holds sufficient capital against the risks arising from its
business moédel and portfolio.

Supervisoryiesponses should be proportionate to the severity of the exposure and the
qudlity” of its management. Where weaknesses arise primarily from poor data,
governgnce or controls, competent authorities could require improvements to risk
management systems, underwriting policies, contingency planning or portfolio limits.
The revised Capital Requirements Directive already requires supervisors to assess
institutions’ environmental, social and governance exposures, plans and risk
management arrangements, providing an existing legal basis for incorporating
material resource-related factors.

Where the Supervisory Review and Evaluation Process identifies material resource-
related risks to capital that remain inadequately mitigated and are not sufficiently
covered by Pillar 1 requirements, competent authorities could impose appropriate
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institution specific Pillar 2 requirements or other quantitative supervisory measures. If
similar dependencies create correlated risks across several institutions, relevant
macroprudential authorities could also assess whether the vulnerability can be
addressed through an existing sectoral systemic-risk buffer or another
macroprudential instrument, and whether changes to the applicable exposure
categories are required.

Such measures should not follow automatically from exposure to a resource-intensive
sector. They would require evidence that the vulnerability is financially material, could
contribute to system-wide disruption, is insufficiently mitigated and is rnet already
captured elsewhere in the prudential framework. Where supervisory, evidence
indicates that similar resource-related risks are systematically undercapiered across
institutions, the European Banking Authority should assess whether targeted
adjustments to Pillar 1 credit-risk parameters or other prudential reguirements are
warranted.

This would complete the supervisory chain by ensuring that resour@e-risk assessment
leads to remediation where necessary, rather than endingwithiinformation collection.

1.5 Extend Pillar 3 disclosure to material fesouréefrelated financial risks

¢ Amend the EU’s Pillar 3 implementing“standards«to require proportionate public
disclosure of banks’ material resource dependencies)portfolio vulnerabilities and risk -
management responses.

Pillar 3, the public-disclosure component of the EU’s prudential banking framework
under the Capital Requiremenis Regulation, requires banks to publish standardised
quantitative templates*and qudlitative_ information on their capital, exposures and
management of materialisks,, Its purpose is to support market discipline by allowing
investors, creditors, gounterparties and public authorities to compare banks' risk
profiles and assess whether those risks are being managed adequately. It is therefore
distinct from cofporatéssustainability reporting: its primary concern is the financial risk
to the institution,rathég than the full environmental and social impact of its financing.

Enviremmeni@l, social and governance risks are already included within Pillar 3 under
Aficle 449anoffthe Capital Requirements Regulation.!" The Capital Requirements
Regulation Il extends these requirements across the banking sector on a
proporfienate basis, and the European Banking Authority published final draft
implementing technical standards on 22 June 2026.'2 However, the standardised
quantitative templates remain predominantly focused on climate-related fransition
and physical risks, energy performance, emissions and taxonomy alignment. They do
not provide sufficiently standardised information on non-climate resource risks,

11 (European Parliament and Council, 2024)
12 (European Banking Authority, 2026b)
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including critical-material dependency, concentrated supply chains, virgin-material
price volatility and resource-related regulatory change.

Following the supervisory pilots proposed in Section 1.3, the European Commission
should request the European Banking Authority to incorporate a proportionate
resource-risk component into the Pillar 3 implementing technical standards, aligned
with environmental, social and governance supervisory reporting under Arficle
430(1)(h) of the Capital Requirements Regulation. Banks should be required to
disclose:

e aggregate exposure to sectors and counterparties materially dep&ndent on
selected critical or highly concentrated resources;

e significant concentrations in particular materials, supplier regions or progessing
stages;

e fthe estimated effect of common resource-price .and sUpply-disruption
scenarios on exposed poritfolios;

e the extent to which borrowers have credible measures,in place to diversify,
substitute, reduce or circularise their material inpets; dnd

e material data gaps and the use of sectoral esfimates,orproxies.

The disclosure should distinguish clearly betweenygress dependency, financial
vulnerability and risk mitigation. Exposure,to a materialsintensive sector is not, by itself,
an adequate measure of risk. Financial vulnerabilitywdepends on factors such as input
substitutability,  supplier concentrationg invenfory coverage, contractual
arrangements, cost pass-through and the barrower’s capacity to adapt. Banks should
therefore report both the scale of an exposure and its estimated sensitivity to defined
shocks.

Banks should also disclose the preporion of materially exposed lending for which
credible borrower-levelmifigation measures have been identified, including lending
whose purpose is 1@ reduge the relevant dependency through redesign, material
substitution,  resouree  efficiency, remanufacturing or secondary-material
infrastructure. Ihis would prevent all lending to exposed sectors from being freated as
equivalent Credit for such activities may increase a bank's short-term exposure to a
resource-intensive sector while reducing the underlying vulnerability of the borrower
apd value'€hain. Such financing should be reported as risk mitigation only where the
bank.can demonstrate a plausible connection between the financed intervention
and aweduction in the borrower’s sensitivity to the identified resource shock. The
disclosure framework should make that distinction visible rather than encouraging
banks simply to withdraw from strategically important European industries.

Implementation should follow the proportionality principles already embedded in
Pillar 3. Large and systemically important institutions should initially provide the full
guantitative templates and scenario-based information. Smaller and non-complex
institutions should be subject to simplified aggregate requirements, particularly where
exposures are limited or firm-level data are unavailable. The European Banking
Authority should provide standard sectoral assumptions, material-level risk indicators
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and public reference data so that implementation does not depend on individual
banks transferring extensive and inconsistent reporting demands to small and
medium-sized enterprise borrowers.

The resulting information would allow supervisors and market participants to identify
banks with concentrated resource exposures, weak data or inadequate mitigation
strategies. It would also provide a more credible basis for assessing whether institutions
are genuinely reducing portfolio vulnerability, rather than reporting relatively small
volumes of circular finance alongside much larger and unmanaged exposures to
linear resource dependency.

In summary

Together, these measures would make resource-related financi@iyrisks more visible,
comparable and actionable across the European banking™system: A A common
methodology, supervisory reporting and scenario analysis wauld hélp banks identify
where material dependency, supply concentration andireguiaiery change could
affect borrowers' cash flows and repayment capaéityaSupervisory review would
require banks to address unmanaged exposures andhcould lead to additional capital
requirements where material risks remain inadegu@aielysmifigated or covered. Pillar 3
disclosure would further strengthen accountability and comparability, while
recognising credible measures that redu€eundetlying resource vulnerabilities. Where
similar risks appear to be systematically underc@piured across institutions, the resulting
evidence could also support targeted changes to the wider prudential framework.

This would improve risk differentiation,jout it would not, on its own, guarantee that
finance flows at the scale_trequired /towards circular businesses or strategically
important investmentsaPrudentidhregulation remains primarily concerned with risks to
banks and financial stabilityalt cannot capture the full industrial, environmental or
social value of an aciivity, and accurate risk assessment may still show that innovative
circular projects areicommercially risky.

The following frecommendations therefore build on, rather than follow mechanically
from, this risksframework. Credit guidance would use public authority to influence the
direction land cenditions of lending in line with European industrial priorities. Public
inzestmentiand ownership would finance the firms, capabilities and shared
infrasifucture whose wider system value cannot be adequately supported through
commeircial credit or private investment alone.

As discussed in the previous section, improving the assessment of resource-related
financial risks would correct important blind spots in bank lending, strengthen
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prudential oversight of exposure to supply-side shocks, and incentivise financial sector
actors to orient portfolios to more localised and resource-efficient activities. It cannof,
however, ensure that credit is redirected away from extractive activities and towards
the investments Europe needs to meet its industrial ambitions. Banks make lending
decisions primarily according to expected private returns, repayment risk and
collateral. Strategically important investments may therefore remain underfunded
even where their wider system value is clear, particularly when they involve unfamiliar
technologies, uncertain markets, long repayment periods or coordination across
multiple firms.

This limitation is especially important for the circular economy. Investmentstin repair,
remanufacturing, material substitution, secondary-material processing=@nd, new
service models can reduce European dependence on imported resources, But may
not offer the short payback periods or conventional collaterdl preferred by
commercial lenders. SMEs, which are central to developing and implementing many
of these approaches, are particularly dependent on bank financesdecause they
generally have less access to bond and equity markets.

Banks do not allocate finance across the economy neutrally. Theirlending decisions
are shaped by existing client relationships, established™echnologies, conventional
collateral, historical financial data and expectations formed within the current
economic system. These practices tend to favoumlarge,incumbent firms and familiar
business models, even where those firms remain ‘dependent on virgin-material
extraction, geographically concentrated supply. chdins, high material throughput
and short product lifetimes. Established exirdetive ‘@nd linear activities can continue
to attract substantial finance because theyfhave proven revenue streams, valuable
assets and long relationships with fingncial institutions. In many cases, they also benefit
from economic policy that reinferces, these advantages. Their profile makes them
easily bankable, despite exposing Eurepe to resource shocks and their potential
conflict with longer-term enyifamenial and industrial objectives.

This creates an allocdtivetproblem that cannot be reduced to inaccurate risk pricing.
Some resource-intensive, activities may remain profitable and creditworthy despite
imposing significant ecologicat costs orincreasing strategic dependency. Conversely,
investments in repaifmreuse, remanufacturing, material substitution and secondary
material systemns may generate substantial public and industrial value without
providing the risk-adjUsted returns or collateral profiles preferred by commercial
banks.

The firstipoliey brief in this series addresses the wider economic conditions needed to
makes circular production more viable, including regulation, demand creation,
marketfcoordination and infrastructure. These measures are essential: financial policy
cannot compensate for the absence of markets, stable demand or supportive
industrial policy. But even where these conditions improve, the allocation of credit
remains a political and institutional question. Banks may confinue to finance the
expansion of incumbent activities while underproviding the long-term credit required
for structural transformation.

Credit guidance is a policy tool that addresses this problem directly. It refers to the use
of public policy to influence which activities receive credit, in what quantities and on
what terms. Historically, European governments and central banks used targeted
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refinancing, public lending institutions, differentiated interest rates, sectoral lending
targets and quantitative restrictions as core instruments of industrial policy. Contrary
to dominant narratives, he refreat from these tools did not depoliticise finance, it
transferred greater control over the direction of investment to commercial financial
institutions.

A renewed credit-guidance framework should therefore have two complementary
functions. Its positive arm should improve the cost, maturity and availability of finance
for investments that reduce material dependency and build circular industrial
capacity. Its restrictive arm should limit public support for, and whereqnecessary
constrain, new lending that expands exiractive or resource-intensive ‘eapacity
incompatible with agreed European objectives.

Such an approach would not require public authorities to approve individual Ieans or
assume that every circular business is commercially viable. Instead, ‘demeegratically
accountable institutions would define strategic priorities, exclusionssand programme
conditions, while financial institutions would continue to assgss individual borrowers
and operate under new, more restrictive conditions. Thetobjedtive is to place
commercial lending within a collectively determined industriadksirategy, rather than
allowing existing banking practices to reproduce the sfafes quo by default.

The distinction from the first recommendation is therefere fundamental. Resource-risk
regulation asks whether banks adequately recognise afd manage their exposures.
Credit guidance asks where credit should flow'and uses public authority to influence
the financing available to different activities. Risk™ assessment can inform these
decisions, but it cannot substitute for them

2.1. Establish a democratjgally governed EU framework for credit
allocation

+ Translate EU industrial, resource-security and circular economy objectives into a
periodically reviewed framework identifying the activities for which credit should be
expanded, redirected or restricted.

An EU credit guidanceffamework, developed as part of the wider industrial-policy
agenda, wouldiprovide the strategic basis for targeted lending programmes, public-
bank mandates, refinancing operations, guarantees, collateral policy and restrictions
ondéndingdhat is incompatible with Europe’s long-term objectives.

The priorities should be grounded in objectives already established through EU
legislation and industrial planning, rather than determined independently by the
European Central Bank, banking supervisors or private financial institutions. The Critical
Raw Materials Act, for example, already sets objectives for European processing,
recycling and supply diversification. Credit policy should help translate these
objectives into investment.

In developing the framework, policymakers should distinguish between different
functions of credit, including:

e investment that expands certain strategic capacities;
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finance that supports the transition of existing industrial processes;

lending that maintains essential activity during transition;

marginal efficiency improvements with limited structural effect; and

new capacity that deepens avoidable extraction, virgin material use or import
dependency.

Assessment should take place primarily at the level of the financed activity. Large
incumbents may require support to convert existing production, while a firm described
as ‘circular’ may seek finance for an activity with little fransformative value. Project-
level criteria would therefore allow the framework to support industrial fransformation
without granting preferential freatment to all expenditure by a qualifying cempany.

The European Commission should develop the criteria in cooperation with the
European Investment Bank, European Investment Fund, Joint Resedreh Lentre,
national promotional institutions, regional authorities, tfrade unionsR,SMEs and civil-
society organisations. Expected contributions should b& expressed through
measurable outcomes in areas of strategic importapce, such as increased
component recovery, greater supply diversification or reducCed”dependence on
certain concentrated imports.

Such a framework should be reviewed regularly, soythat public support reflects
changing industrial needs. Activities that become commercially established should
gradually leave preferential programmes, while,emerging bottlenecks should be
incorporated. The resource-risk analysis \developed under Recommendation one
should inform these decisions but should not determine them mechanically.
Strategically important investmentssmay warrant support precisely because they
remain financially risky.

2.2. Direct affordabig,YQmg:-term credit towards industrial transformation

¢ Establish coordinated| European and national lending programmes offering
preferential finance forsfinvestments identified through an EU credit-guidance
framework.

The .major fimancing arms of the European public sector, including the European
IngestmentaBank and national promotional banks, should extend or develop
dedie@ted lending programmes for industrial transformation in line with circular
economy objectives. Public institutions could provide loans directly to major projects
capable of servicing debt, while also offering long-term credit lines to commercial,
cooperative and regional banks that can reach a wider range of SMEs and mid-sized
firms.

The European Investment Bank already uses intermediated lending to support smaller
companies through partner banks. A dedicated programme could build on this
model while attaching clearer requirements concerning the destination of credit,
additional lending and the terms received by final borrowers. Such financing would
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better reflect the actual needs of industrial transformation, especially in the circular
economy, rather than relying on standard shorter-term loan products. Depending on
the investment, programmes could provide:

e longer maturities and repayment grace periods;

e fixed or capped interest rates;

e finance for both capital expenditure and transition-related working capital;
and

e repayment sfructures suitable for retained-ownership and senvice-based
models.

Eligible expenditure could include product redesign, remanufacturing, and
refurbishment equipment, material substitution, secondary-material ptocessing, take-
back systems, and investments that reduce dependence on conéenfrated inputs or
suppliers. Preferential finance should focus resolutely on real-g€ofemy initiatives and
exclude shareholder distributions, speculative asset purchases, unreloted acquisitions
and the refinancing of existing debt where no additional ifvestment is made.

Within the euro areq, the European Central Bank €ould assess the feasibility of a
targeted longer-term refinancing operation linke@ t&theyeriorities established through
the EU framework. Previous operations suppliéd banks with long-term central bank
funding on terms linked to their lending perermanee#A new facility could similarly link
a bank’s borrowing allowance and interestrafete,the net additional credit it provides
for eligible investments.

To ensure such an operation produces additional and better-targeted lending,
preferential funding shouldgbe “eonditional on a demonstrable change in the
destination and terms of b@nk credit. Rarficipating banks should be assessed against
targets for net additional eligible credit, accounting for repayments, loan sales and
securitisations so thatfexistingyoortfolios cannot simply be relabelled. They should also
demonstrate that lower public funding costs have been passed through to final
borrowers throdghredweéd interest rates, longer maturities, grace periods or lower
collateral requirements.

A pfopertion of @ach programme should be reserved for SMEs, smaller mid-sized firms
and underserved regions, with limits on the amount that can be allocated to a single
compeany or corporate group. Participating banks should retain a meaningful share
of the cCredit risk and commit some of their own resources, preserving incentives for
appropriate due diligence. Where lending or pass-through conditions are not met,
access to preferential refinancing should be reduced or withdrawn and financial
benefits recovered where appropriate.

The industrial priorities would need to be established politically. The European Cenfral
Bank would remain responsible for determining whether and how such an operation
could support the general economic policies of the EU without prejudicing price
stability. Its scale should also be coordinated with fiscal policy, procurement, skills
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investment and the productive capacity of the sectors concerned, so that additional
credit expands supply rather than simply increasing prices. Comparable programmes
should be available outside the euro area through national promotional banks and,
where compatible with their mandates, national central banks. Common European
funding would help prevent access to transition finance from depending too heavily
on national fiscal capacity.

Such programmes should focus on investments with a credible capacity to service
debt once appropriate maturities, pricing and wider policy support are inplace.
Where revenues are too uncertain or insufficient to support borrowing, or where the
wider public value of an investment cannot be captured through the borrower's
cash flows, equity, grants or direct public provision would be more appropriafte, as
set out under Recommendation three.

2.3 Introduce a restrictive arm for finance that expangdS“gcontpatible and
extractive capacity

¢ Exclude incompatible activities from publicly supportedifinance and introduce
targeted limits on net new bank lending where continved expansion would undermine
determined objectives

Sustainable investment will have limited stftUefural impact if banks continue to provide
much larger volumes of finance to extragtivempeolluting, carbon- and resource-
intensive activities. Credit guidance should therefore address not only what the
financial system is expected to sywpport, but also which activities should no longer
receive unrestricted access to finance.

The first step should be to align allfeublic financial instruments with the aforementioned
credit guidance frameWwork., Activities identified as incompatible with agreed
development pathways'showldhas a first step, be excluded from European Investment
Bank and national promofienadl-bank programmes, InvestEU guarantees, preferential
central-bank refingnéing and favourable collateral freatment. Public finance should
not simultanee@usly Support circular transformation and subsidise investments that
deepen thessame dependencies.

Whiere‘eommergial lending continues to finance material expansion of incompatible
capgagity, EUegislation should allow targeted quantitative restrictions on net new
credifaThese could take the form of declining lending ceilings for narrowly defined
activitiessor forms of capacity expansion. Restrictions should focus on the use of
finance rather than apply indiscriminately to entire sectors. Credit for the conversion
of an industrial facility, material substitution, remediation, decommissioning or just-
fransition initiatives should be freated differently from finance that expands
incompatible production. Working-capital lending required to maintain essential
output during a managed transition may also need separate treatment. The initial
scope should be narrow, applying where incompatibility with an agreed pathway is
clear, continued credit expansion is material to the problem, and viable alternatives
or conversion pathways exist. Restrictions should be accompanied by finance for
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industrial conversion, worker protection and regional development. They should not
become a means of imposing unmanaged decline on communities that remain
dependent on the affected industries. Larger firms may also be able to replace bank
loans with retained earnings, bonds or private credit. Restrictions on bank lending
should therefore, where necessary, be supplemented by equivalent exclusions across
publicly supported bond purchases, securitisations, guarantees and investment funds.

2.4 Use collateral eligibility, bond purchase conditions, and capital
requirements as means to reorient capital allocations in Europe

+ Explore how central-bank collateral rules, future asset-purchase programmes
and selected prudential measures could reinforce the direction established through
EU credit guidance.

The frameworks governing central-bank liquidity and bank balance sheets influence
which assets financial institutions have an incentive to originatefand hold. Assets
accepted as collateral by the Eurosystem, particularly where subject to relatively low
haircuts, become more useful to banks and may benefitifromimproved financing
conditions. Collateral policy therefore serves both afrisk-manggement and a wider
market-signalling function.

The European Central Bank could assess how these frameworks might better reflect
resource dependency, environmental pressure“and the contribution of financed
activities to European industrial resilienGe, ¢ This, weuld not require the collateral
framework to become the primary instrument of industrial policy. Rather, it would help
ensure that central-bank operatichs do net undermine the priorities established
through targeted lending and crgdit guidance.

Collateral eligibility, haircuts andiconcentration limits

The European CentraliBank @ould assess whether assets associated with highly
extractive, environmentally, harmful or resource-dependent activities should face
more restrictive treatment where they also lack a credible transition pathway. Possible
measures include higherhaircuts, concentration limits within collateral pools and, for
narrowly defined,incompatible activities, exclusion from eligibility.

Atgtheysamie time, identifiable portfolios of loans financing circular capacity or
industrial conversion could be considered for broader eligibility or more favourable
treatment. This could be particularly relevant to SMEs, which depend mainly on bank
loans rather than corporate bond markets. Any preference should be linked to the
targeted refinancing, lending targets and additionality requirements proposed
above, ensuring that it supports new lending rather than simply increasing the liquidity
value of existing assets.

The assessment would need to consider both the issuer and the purpose of the
financing. A blanket exclusion of exposed sectors could restrict the credit required for
material substitution, remediation or industrial conversion. Conversely, preferential
treatment for a single labelled project should not automatically extend to all financing
raised by an otherwise resource-intfensive company.
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Research by Positive Money Europe and the WWF provides a useful precedent. 13
It argues that eligibility rules, haircuts and concentratfion limits can address
environmental risks while withdrawing favourable market signals from harmful
activities. Although focused on climate and nature, this logic could be extended to
resource dependency and circular industrial fransformation.

Future corporate bond purchases

Should the European Central Bank resume net corporate bond purchases, it could
consider extending its experience with climate-related bond tilting to reseurce and
circular economy objectives. Purchases could give greater weight to bonds financing
eligible industrial conversion or circular capacity, while reducing exposlre o issuers
expanding clearly incompatible forms of extraction or material-intensive produetion.

Such an approach should combine issuer-level assessment withwuse-of-proceeds
information. This would reduce the risk that a labelled bond réceives favourable
treatment while the issuer continues to direct most of its investment fowards activities
that deepen resource dependency. Bond filting wolld primarily affect larger
companies with access to capital markets and wouldsthercfere complement, rather
than replace, the bank-credit instruments aimed at smaller firms.

Capital requirements

Risk-based capital measures should be @pplied through the supervisory and
prudential framework set out under ReCommendation one. Where resource
dependency creates identifiable Jinanci@l or systemic risks, this could include
institution-specific Pillar 2 requirepaents, macroprudential measures and, where risks
are systematically undercaptured, targeted changes to Pillar 1 requirements.

A more explicitly allocative optionewould be to consider additional capital
requirements for new [énding that finances narrowly defined incompatible expansion,
even where the full gesullingynenvironmental or strategic costs are not captured by
conventional measures ofs financial risk. This would go beyond the risk-based
approach under Recoemmendation 1. It would require a clear legislative basis and
should be presenteditransparently as an industrial policy choice rather than as a
purely techfiegl reflection of historical default risk.

Byi.confrastaa geéneral reduction in capital requirements for circular lending appears
less syitable. It would not ensure additional lending or improved terms for borrowers
and ceuld conflate strategic value with low financial risk. Targeted refinancing,
lending conditions and collateral treatment provide more direct and controllable
ways to support priority credit without weakening prudential safeguards.

Taken together, these options could help align the wider monetary and prudential
architecture with Europe’s resource-security and circular economy objectives. Their
role would be supportive: reinforcing the direction established through credit

13 (Positive Money Europe, 2024)
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guidance and reducing the extent to which central-bank and regulatory frameworks
contfinue to favour the existing allocation of finance.

In summary

Taken together, these recommendations treat the direction of bank lending as a
legitimate concern of European industrial policy rather than as a neutral market
outcome. A democratically governed credit-guidance framework would identify the
activities for which finance should expand, support industrial conversion, and restrict
new lending that deepens avoidable extraction, virgin material dependence or other
forms of incompatible capacity. Targeted lending programmes and refinancing
operations could then improve the availability, cost and maturity ot Credi, for
investments that contribute to circularity, resource security and industriakresilience.

The approach combines a positive and a restrictive arm. Preferentiglcredit would
support investments such as repair, remanufacturing, mdferiah, substitution and
secondary material processing, particularly for SMEs thatgdepend/heavily on bank
lending. At the same time, exclusions from public finane€ial sepport and carefully
targeted lending limits would help prevent these gains from, being outweighed by
continued expansion of finance to extractive dhd resdurce-intensive activities.
Collateral rules, future corporate bond purchasessand.selected capital measures
could reinforce this direction without becoming substitutes for politically determined
priorities or direct lending requirements.

Credit guidance would not remove the néed for banks to assess the commercial
viability of individual borrowers, nor @ould it govern all investment undertaken through
bonds, private credit or retain€d @orporate earnings. Its purpose is to place
commercial credit within a widerpublig strategy and correct the structural tendency
of the financial system to reproducesinCumbent patterns of production. The following
recommendation addresses, the femaifing cases in which strategically important
circular firms, shared capakilifies and infrastructure cannot be supported adequately
through repayable €redif, and therefore require direct public investment, patient
equity or public ownership.

The previous recommendations in this briefing seek to improve the assessment of
resource-related risks and influence the allocation of repayable bank credit. These
measures address important barriers, but they cannot provide every form of capital
required for circular industrial fransformation. Some businesses need equity because
their revenues remain uncertain or will develop over a longer period, while some
shared infrastructure and enabling functions cannot generate sufficient standalone
income to repay debt on commercial terms.
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VC plays an important role in financing high-risk innovation, but its model is not suited
to every form of economic transformation. VC funds generally seek a small number of
investments capable of generating very large returns within a defined investment
period, typically through the eventual sale or public listing of the company. This
favours businesses that can scale quickly and achieve rapid increases in valuation.

Many circular businesses do not follow this patftern. Their innovation may lie in
changing the organisation of production, ownership, maintenance and material
recovery rather than in developing a single scalable technology. Repair,
refurbishment, remanufacturing, reverse logistics, circular construetion and
secondary-material processing can be operationally complex, capital-intefsive and
dependent on local infrastructure or coordination across a value chain. Assdeseribed
in Section one, these activities may create substantial industrial, ecological and
regional value without producing the growth trajectory or exit opportunity expected
by a conventional VC fund.

The issue, therefore, is not simply that Europe has an insufficientiylarge VC market.
Public funding channelled through private VC funds als@ remaing subject to their
investment horizons, return expectations and selection €ritefiamdhe public sector
supplies capital and bears part of the uncertainty, bui*génerally delegates decisions
about which firms receive investment and relinquishésimuchof the ownership, conftrol
and financial value created when they succeedsDirecidpublic equity provides a
different option. Public institutions can invest oyer longer periods, recognise strategic
returns that may not be fully reflected in eompany valyations and retain a stake in the
productive capabilities created. Private investmentican remain part of this approach,
but attracting private co-investment should not be the principal test of whether a
public investment is worthwhile.

A related challenge concerns the infrastructure on which many circular businesses
depend. Collection, sortingmstotage/ festing, certification, repair, recovery and
reverse-logistics systems often create benefits across multiple firms and municipalities.
Although some can charge Users, their wider value may not be captured through the
revenues of the individual dsset, They may also have network, bottleneck or natural-
monopoly characteristicsythat make their ownership and access arrangements
important to the fundiioning of the wider system.

The dominanttkesponse is often to use guarantees, subsidies or public-private
partnershigs t&make such infrastructure attractive to private investors. De-risking can
be wseful'wherelit resolves a defined and temporary barrier to an otherwise viable
investmentaliis'less convincing where substantial public support is required on an
ongaing basis to secure private returns, while ownership and future revenues remain
privateiln such cases, direct public or cooperative investment may be more cost-
effective, accountable and capable of protecting access over the long term.

This recommendation therefore covers two connected roles. The first is to invest
directly in strategic circular firms and retain a meaningful share of the value created.
The second is to plan, finance and, where appropriate, own the shared infrastructure
and enabling capabilities required for circular value chains to develop. Overall, it
focuses on cases where repayable credit or commercial equity are insufficient or
inappropriate.
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3.1 Establish a direct public equity and patient-capital window for strategic
circular businesses

© Expand the capacity of European and national public financial institutions to make
direct, long-term investments in circular businesses that are poorly matched to the
expectations of commercial equity investors

The European Investment Bank, European Innovation Council and national
promotional institutions should establish or expand dedicated investment windows for
strategic circular businesses. This should complement, rather than replaGe, existing
investments through private funds. The windows should focus on firms whose activities
conftribute to priority industrial and resource objectives but whose grewth, prefiles,
capital needs or time horizons make them difficult to finance through iconvengional
venture capital

Public institutions should be able to use a range of instrumenis, ifeluding equity,
convertible finance, quasi-equity and revenue-participdfion ‘@greements. The
financial instrument should reflect the underlying business rhiodel rather than requiring
all firms to follow the standard VC path towards a ragpidiexit. favestment horizons
should also reflect the time needed to develep physical capacity, supply
relationships, markets and regulatory support. Public investors should be able to
provide follow-on capital and remain invested whefe campanies contfinue to create
strategic value, rather than pushing for a premaiure sale because a fund hasreached
the end of its investment period.

Investments should be managed as divessified portfolios linked to clearly defined
industrial priorities. Public institutions cannot know in advance which technologies and
firms will succeed, but they can inveshacross a range of possible solutions and assess
whether the portfolio as a whole dewelops useful capabilities, knowledge and
productive capacity. Profgssienal, investment teams should combine financial
expertise with technical and value-chain knowledge. Private co-investment may be
valuable, but should Nnef Be required where the absence of private investors reflects
the same short-term gxpectations that the public instrument is intended to overcome.

3.2 Retaig. p®blic 3takes, governance rights and a share of the value
created

© ‘Ensure thatdirect public investment creates lasting public ownership and influence
ratherthan functioning mainly as temporary risk capital for future private investors.

Where public capital supports a business through the uncertain stages of
development and scale-up, public institutions should retain an appropriate share of
the financial and strategic value created. An early private exit should not be treated
as the default measure of success. Depending on the significance of the firm and
investment, public holdings could provide:

e representation on the company board;
e rights over major asset sales, relocation or changes in corporate purpose;
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e protections for strategically important intellectual property and production
capacity;

conditions relating to employment, skills and regional development;
restrictions on excessive dividends, share buybacks and financial engineering;
rights to participate in subsequent investment rounds; and

a confinuing share of dividends and future capital gains.

Rather than primarily infermediating investment through existing commercial VC
funds, including those with sustainability mandates, strengthening public institutions as
substantial equity holders could provide benefits beyond just providing more suitable
capital to high-impact firms.

Public institutions could retain flexibility over the duration of their holdings. A sdle may
be appropriate once a business is mature and its wider objectives @ambe secured
through regulation. In other cases, long-term ownership may genérate recurring
public revenue, preserve strategic influence and support coerdindtion with other
industrial investments.

Returns from successful investments should be reinvested throughddiie public portfolio.
This would allow the state to build its own financial capadcity @nd expertise over time,
rather than repeatedly providing early-stage suppdri while\ tfransferring the resulting
value to private owners.

Stronger ownership powers would be accompanied by clear accountability. Public
investment institutions should report on The,finaneial, industrial and environmental
performance of their portfolios and remain Swbject to independent audit and
democratic scrutiny, while routine investment decisions should be protected from
short-term political interference.

3.3 Develop coorgihgteq cirdulasfnfrastructure programmes in priority
value chains

¢ Identify and invest in the shared infrastructure and enabling capabilities required
for circular businesses to‘operate and scale.

A critical fg€&t,of\Europe’s fransition to a more circular economy will be coordinated
investment A the infrastructure required to support circular value chains. The
Edropean ‘€ommission, Member States and regional authorities should therefore
develoép circular infrastructure programmes for priority value chains. These should
beginwith the productive outcomes Europe is seeking and identify the connected
assets and capabilities needed to achieve them.

Depending on the value chain, investment needs could include:

collection, sorting, grading and pre-processing facilities;

shared storage, material banks and exchange systems;

testing, certification and quality-assurance facilities;

repair, refurbishment, remanufacturing and disassembly centres; and
reverse-logistics and shared transport systems;
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Planning at the value-chain level is important because these investments are
frequently interdependent. A recycling facility may require a reliable sorting and
feedstock system, while the reuse of construction materials may depend on storage,
testing, digital inventories and procurement demand. Funding isolated projects
without these complementary conditions can leave infrastructure underused and
force individual businesses to bear costs that should be shared across the system.

The programmes should identify where infrastructure will serve multiple firms or
municipalities, where control over an asset could create a bottleneck, and where
revenues are unlikely to reflect the full public value generated. Regional employment,
existing industrial capabilities and the needs of workers and communities affected by
the contraction of linear production should also inform the sequencing ofjnvestment.
A limited number of coordinated programmes could initially focus on @reas such as
construction materials, electronics, texfiles, reusable packagingh and industrial
symbiosis. These should combine infrastructure investment, with regulation,
procurement, skills development and support for the businessessexpeeied to use the
facilities.

Such an approach would address a critical gap in privateifindnee’ the capacity for
strategic, long-term planning across multiple actorsgwheresbenefits accrue across
entire systems. Given the interdependencies of circular value chains, the limitations of
de-risking and the need for cross-sectoral coerdindiions it is highly unlikely that
required infrastructure could be implementedqat the required scale and affordability
if its development were left primarily to private-sectorincentives.

3.4 Select financing, ownershifzand delivery models according to public
value

© Require an evidence-based assessment of whether public, cooperative, private or
blended models best\serve ‘the long-term public interest for each major circular
infrastructure category:

Public authorities,should assess financing and ownership models at the beginning of
infrastructure planning “father than assuming that private investment should be
mobilised wherexer possible. Public, cooperative, private and blended models should
be comp@red’ontequivalent terms, taking info account the full costs and benefits
associatedwith each.

This'would prevent immediate public expenditure from being treated as a cost while
the longer-term costs of private returns, guarantees and user charges are overlooked.
Public ownership may require more direct expenditure at the outset but could provide
lower financing costs, continuing revenues and greater control over access and
future investment.

Private or blended delivery may still be appropriate where it offers a demonstrable
operational advantage, and risks can be allocated effectively. De-risking should,
however, respond to a specific and proportionate barrier rather than serve as the
default model. Where an infrastructure asset requires long-term public revenue
support to meet private return expectations, direct public investment should be
assessed as a genuine alternative.
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This does not create a presumption that all circular infrastructure should be publicly
owned. [t removes the opposite presumption: that private ownership is inherently more
efficient and that public finance should principally be used to make private
investment profitable.

3.5 Protect open access and fund enabling functions that cannot support
commercial returns

© Attach public-interest conditions to publicly supported infrastructure andprovide
direct funding for necessary functions that cannot be converted sensibly, into
investable assets.

Shared infrastructure will only support a wider circular economy if firms car@ccess it
on fair and affordable terms. Publicly financed assets should_not Become private
bottlenecks that extract excessive rents from the businessesfand“eommunities they
were intended to serve.

Conditions attached to public support could include:

fransparent and non-discriminatory access;

affordable and independently reviewable pricing;

dedicated access arrangements{for SMEs,and social enterprises;
interoperability with common European, teChnical and data standards; and
reporting on utilisation and materialleUtcomes

Where monopoly or bottlenecke®€haractefistics are strong, public, municipal or
cooperative ownership may provide the clearest way to protect long-term access.
Other facilities could be operétediprivately under time-limited concessions, while the
public sector retains ownefship and the ability to replace the operator.

Not every system-enablinOyfunction will generate a meaningful revenue stream.
Standards development, @pen data, value-chain coordination, workforce training,
technical assistance and local repair networks may require grants or continuing public
operating support.WAtfempting to make every function investable can create
unnecessary, user charges, proprietary information systems and fragmented forms of
private control.

Ownership andé/governance arrangements should also allow municipalities, workers,
coopératives and community organisations to participate where infrastructure is
locallySsignificant. This would help retain the economic and financial benefits of
investment within the regions and value chains that generate them.

In summary

Together, these measures would expand the public role beyond correcting market
failures and mobilising private investment. Direct public equity would provide strategic
circular businesses with capital that is not constrained by conventional VC horizons,

38



circular
Invest

while retained ownership and governance rights would allow the public sector to
influence their development and share in the value created.

For circular infrastructure, the approach would replace the default question of how
to aftract private investors with a prior assessment of what needs to be built, who
should control it and which delivery model best serves the public interest. Private
finance would retain a role where it provides genuine additional value, but public
and cooperative provision would be freated as normal options rather than measures
of last resort.

This completes the wider financial-policy framework. Risk regulation makesyresource
vulnerabilities visible; credit guidance influences the direction of repaya ding;
and direct public investment provides the equity, coordination and sh city
that commercial finance cannot reliably supply on appropriate ter
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The way forward

With circularity increasingly positioned through the Clean Industrial Deal and the
forthcoming Circular Economy Act as a route to competitiveness, resource security
and industrial resilience, the financing challenge can no longer be understood only
as a shortage of investment-ready projects. Project development assistance,
improved regulation, demand creation and stronger markets for secondafy materials
remain necessary, but credible circular businesses may still struggle to accesssuitable
capital while established linear activities continue to receive dinance, on
comparatively favourable terms.

This brief has therefore focused on the supply side of the financing challenge®and on
the institutions that shape how capital is assessed, allocated dnd\ owned. The
recommendations are infended to work together. More c@nsistent assessment of
resource dependency would improve banks’ understanding ©f vulnerabilities
associated with concentrated supply chains and relianceton virgiit materials. Credit
guidance would move beyond risk recognition by inflbenging,the activities for which
lending should expand, support industrial conversion or be restricted. Direct public
investment and ownership would address the refMaining.e@ses in which strategically
important businesses and shared infrastructuie cannotf e supported adequately
through repayable credit or convention@hprivate,equity.

These measures would complement, rather than feplace, the recommendations
made in the first brief in this series. Financial policy cannot compensate for weak
demand, inconsistent regulation, fragmented markets or missing infrastructure. At the
same time, improvements to these ecanomic conditions will not necessarily change
the direction of finance if bamnks ‘@andinvestors continue to favour incumbent firms,
familiar technologies “@ndy .conventional forms of collateral. A credible circular
industrial strategy therefore requires coordinated action on both sides: creating viable
markets for circular productionrwhile ensuring that financial institutions and public
investment programmes are, adligned with the same objectives.

The central message of*this brief is therefore a shift from investment-readiness to
investment alighments It is not enough to improve the ability of individual circular
businesseg 1o attraet finance. The financial system itself must become better aligned
withPEerope’s objectives for resource security and industrial transformation.
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The CCRI is not itself responsible for implementing prudential regulation, credit
guidance or European public-investment mandates. Its experience can nevertheless
provide an important connection between these higher-level reforms and the
practical financing conditions faced by businesses, cities and regions.

PDA should continue to improve business models, financial plans and investor
readiness. However, recurring financing barriers across otherwise credible projects
should also be treated as evidence about the structure of the financial system and
the wider conditions in which circular initiatives operate.

The CCRI could strengthen this contribution by:

e aggregating evidence on recurring barriers relating toseellateral, repayment
periods, investor expectations and infrastructure;

e identifying regional and value-chain gaps that cannat be resolved through
support to individual businesses;

e informing the design and review of eligibility criferia fer fargeted public lending
and equity instruments; and

e connecting regional project pipelines with“Eurgpean and national public
financial institutions.

This would allow lessons from project supperigdofecdhmore directly into policy design.
Where several businesses depend on the same sorting, testing, storage or reverse-
logistics facilities, for example, the, appropriate response may be coordinated
infrastructure investment rather [than“urther attempts to improve each project’s
individual bankability. Similarly, where/ Circular firms repeatedly struggle to secure
equity because their valuglis operdfional, place-based or slow to materialise, the
experience of the CERIean,helpdemonstrate the need for more patient forms of
public investment.

The fransition from inkestment-readiness to investment alignment does not diminish
the importance of viable businesses or private finance. It recognises that Europe’s
stated circular“economy objectives will not be achieved by adapting projects
indefinitely tosthevexisting preferences of financial markets. Financial assessment,
creditallocation and public investment must also adapt to the forms of value, risk and
coerdinatiormimvolved in circular industrial fransformation.
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