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Summary

Current linear business practices following the model of
"take, make, use, waste" are leading to a major imbal-
ance in natural resources around the world. By 2030,
the demand for resources is expected to exceed annual
supply by eight billion tonnes.” The circular economy
can correct this imbalance by aligning environmental,
economic and social goals. The main goal is to decouple
economic growth from the consumption of raw materi-
als and to overcome the constraints associated with the
availability of natural resources.

There are numerous arguments in favour of the

circular economy:

— Resources are conserved: The Circularity Gap Report?
shows that the needs of people in a global circular econ-
omy could be met with only 70% of the raw materials
extracted today.

- CO, emissions are reduced: Several studies have
shown the link between an increasingly circular model
and a reduction in CO, emissions.?

- Increase in economic growth: Studies indicate that
moving from a linear approach to a circular system
could unlock 4.5 trillion US dollars in growth potential.*

- Competitiveness is strengthened: According to the
European Parliament, the transition to a circular econ-
omy could increase competitiveness, stimulate innova-
tion and boost economic growth. The EU aims to create
700,000 jobs in this way by 2030.°

— Supply risks decrease: Pandemics and smouldering
geopolitical tensions are increasing the pressure on
economies to reduce their dependence on resources.
Efficient and effective recycling is a key element in
mitigating supply risks.

Based on the arguments in favour of the circular economy,
several regulatory initiatives have been launched at
both national and international levels, which create a
framework for more circularity in the respective economic
model. Governments and consumers around the world
are thus starting to adopt circular concepts — including
recycling, extended producer responsibility and deposit
return schemes. We believe this will lead to significant in-
vestment opportunities for companies that strategically
align their products, services and/or operations with the
circular economy early on. New solutions and business
models that offer opportunities for sustainable growth —
from recycling and production efficiency to product reuse
and repair — are likely to emerge. It could also make com-
panies more resilient: research from the Italian University

of Bocconi shows that investments in companies that
adopt circular economy practices can generate higher
returns with less risk.®

The path to a circular economy is not free from challeng-
es, especially in terms of costs and feasibility. However,
we expect new technologies, changing consumer behav-
iour and legislative measures taken by governments to
support the paradigm shift.

We believe that investors will increasingly focus on funds
that invest in companies that integrate circular economy
principles. On the one hand, these companies offer social
and environmental benefits under SDG 2 (Zero Hunger), 6
(Clean Water and Sanitation), 12 (Responsible Consump-
tion and Production) or 13 (Climate Action). On the other
hand, the investments may also represent compelling
financial opportunities. Nevertheless, the issue is complex
and dynamic, and is constantly being reshaped by regu-
lation, geopolitics, the general state of the economy and
consumer behaviour (greater awareness of the problem).
This calls for specific expertise and an intense examination
of the development of the circular economy. According-
ly, actively managed funds in this area can be a proven
investment instrument for investors.

" https://newsroom.accenture.com/news/2015/the-circular-economy-could-un-
lock-4-5-trillion-of-economic-growth-finds-new-book-by-accenture

2 https://www?2.deloitte.com/ch/en/pages/press-releases/articles/launch-circu-
lar-gap-report-switzerland.html

3 Aguilar-Hernandez a, Jodo F. Dias Rodrigues a, Arnold Tukker

4 The Circular Economy Handbook: Realizing the Circular Advantage, by Peter
Lacy, Jessica Long and Wesley Spindler

5 https://www.europarl.europa.eu/topics/en/article/20151201STO05603/circu-
lar-economy-definition-importance-and-benefits

5 Bocconi University, Ellen MacArthur Foundation, Intesa Sanpaolo (2021),
The circular economy as a de-risking strategy and driver of superior risk-ad-
justed returns.
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1. From take-make-use-waste to a

circular economy

A growing concern for the environment and resource scar-
city is challenging the traditional, linear economic model.
The progressive loss of biodiversity, soil degradation and
global warming are highlighting the need for a paradigm
shift towards a more sustainable alternative that is eco-
nomically, environmentally and socially compatible.

In a linear economy, raw materials are processed into
products, consumed and then disposed of as waste (take-
make-use-waste). Advances in material extraction and
research have so far mitigated the challenges posed by
population growth and the increasing demand for new
materials. However, forecasts warn that material ex-
traction and use will double by 2050 compared to 2015,
thereby exceeding the limits of our planet.” Sticking with
a linear economy will have consequences. Consulting
firm Accenture estimates the global imbalance between
supply and demand for natural resources to be eight
billion tonnes by 2030.% This is equivalent to North Amer-
ica's total consumption of resources in 2014.

Earth Overshoot Day: the first countries already
exceed the planet's limits in February

Earth Overshoot Day (see Figure 1) shows clearly on
which day of the year the Earth's regenerative capacity
would be exceeded if the world's population adopt-

ed the consumption habits of individual countries. For
instance, if global consumption was equal to that of Ger-
many or Switzerland, the world's resources for the year
would be exhausted on 2 or 27 May respectively.

7 United Nations Environment Programme & International Resource Panel
(2017). With Resource Use Expected to Double by 2050, Better Natural
Resource Use Essential for a Pollution-Free Planet. https://wedocs.unep.
0rg/20.500.11822/31591.

8 https://newsroom.accenture.com/news/2015/the-circular-economy-could-un-
lock-4-5-trillion-of-economic-growth-finds-new-book-by-accenture

Figure 1: Earth Overshoot Days in 2024

When would Earth Overshoot Day be if the world's population lived like...

24 Nov. | Ecuador, Indonesia

15 Now. | Iraq
12 Nov. | Jamaica

18 Oct. | Guatemala
14 Oct. | Cuba

9 Oct. | El Salvador
5 Oct. | Colombia .&

18 Sep. | Uzbekistan, Venezuela

J

4 Sep. | Algeria
3 Sep. | Peru

29 Aug. | Mexico

25 Aug. | Panama
23 Aug. | Thailand

19 Aug. | Namibia 7
14 Aug. | Vietnam '/

4 Aug. | Brazil
31 Jul. | Costa Rica
20 Jul. | Brazil

17 Jul. | Bolivia

11 Feb. | Qatar
20 Feb. | Luxembourg
4 Mar. | United Arab Emirates

14 Mar. | USA
15 Mar. | Canada

16 Mar. | Denmark
23 Mar. | Belgium
1 Apr. | Netherlands
4 Apr. | Republic of Korea
5 Apr. | Australia, Russia, Saudi Arabia
7 Apr. | Austria
11 Apr. | New Zealand
12 Apr. | Finland, Norway
18 Apr. | Czech Republic
21 Apr. | Sweden
25 Apr. | Slovenia
2 May | Germany, Ireland
7 May | France
12 May | Israel
16 May | Japan
19 May | Italy
20 May | Spain
23 May | Chile
25 May | Greece, Hungary

28 May | Croatia, Portugal
30 May | Montenegro
1Jun. | China

20 Jun. | Argentina, South Africa
3 Jun. | Paraguay

N\ \
v \\‘ 3 Jun. | United Kingdom
18 Jun. | Iran
2

Source: https://overshoot.footprintnetwork.org/

Besides the insufficient regeneration time, the quality of
some important resources — such as copper or nickel ores,
which are also of key importance for the energy turna-
round - is deteriorating noticeably. This is driving up the
costs of mining and using the resources.

Figure 2: Mining leads to depletion of resources in the
long term, and inferior-quality ores are extracted to meet
new demand

40 2,600
(Ag, 1,884-3,506 g/t)

35 2,275
30
25 lll

20

Ore grades (Cu, Pb, Zn, Au, Ni, U, diamonds)
Ore grade (Ag)

0 0
1840 1855 1870 1885 1900 1915 1930 1945 1960 1975 1990 2005

== Copper (%Cu) == Nickel (%Ni)
- Gold (g/t)

® Lead (%Pb) ® Uranium (kg/t U
«~ Diamonds (carat/t) ® Zink (%Zn) Silver (g/t)

Source: https://users.monash.edu.au/~gmudd/sustymining.html — Monash University
and the Mineral Policy Institute: Sustainability of mining in Australia

Plastic production as a negative example

The linear model causes a considerable amount of pol-
lution and waste. An example of this is the increasing
production of plastics. In recent decades, plastic pro-
duction has risen sharply, leading to a flood of plastic
waste. This waste is now overwhelming the waste
disposal systems. Tragically, about half of the waste
ends up in landfills. Worse still, more than 20% of this
waste is disposed of incorrectly, adding to the burden
and contamination of sensitive ecosystems such as
oceans, drinking water sources and food (see chart).

Plastic production has more than doubled in the last 20 years,
but only a small proportion of the plastic is recycled.

Figure 3:
Global plastic production
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Source: https://ourworldindata.org/grapher/global-plastics-production:
Geyer et al. (2017); OECD (2022)

Proportion of plastic waste that is recycled, landfilled,
incinerated or improperly disposed of

World
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49%

Recycled
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Recycled 4%

73%
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Asia (excluding China and India)
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Source: https://ourworldindata.org/plastic-pollution?insight=on-
ly-a-small-share-of-plastic-gets-recycled#key-insights: OECD (2023)
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1.1 A fundamental paradigm shift

The circular economy concept aims to optimise resource
efficiency, minimise waste and promote sustainable devel-
opment. This approach represents a fundamental paradigm
shift in production and consumption. The focus is on systems
that enable the continuous and long-term use of resources.
The circular economy revolves around product design princi-
ples that prioritise durability, repairability and recyclability.
The overall goal is to maintain value within the system, mini-
mise resource depletion and improve overall sustainability.

Figure 4: The circular economy model
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While discourse on the circular economy focuses on tangi-
ble goods and products, it also offers solutions related to
biological resources. In agriculture, for example, it is about
supplying the soil with nutrients and supporting natural
regeneration processes, thereby contributing to sustainable
land management.

Challenges and opportunities based on the exam-
ple of Switzerland and the “shift countries”®
Switzerland is an example of what the Circularity

Gap Report calls “shift countries”. With the USA, the
European Union, the UK, Japan, Canada and Australia,
Switzerland consumes 25% of the available resources,
although these countries only account for 17% of the
world's population.

However, Switzerland has also been implementing
circular economy strategies since the mid-1980s and
was able to close some cycles to a certain degree. But
the development of the circular economy is still in its
infancy, and opportunities to change consumption
habits and patterns abound. Despite the high standard
of living and the high level of education, only around
7% of raw materials come from secondary sources such
as recycling, resulting in a gap in the circular economy
of just over 93%. For comparison: the global average
circulation rate is 7.2%. Closing this gap is a major
challenge for developed countries. Consumer demand
is high, with new materials being used as raw materials
in most cases. This leads to significant environmental
impacts such as emissions and waste.

Nevertheless, there would be significant benefits for
Switzerland if it could close this gap in the circular
economy. According to the Circularity Gap Report Swit-
zerland, the country could achieve an improvement of
up to 5 percentage points to 12%. This would reduce
material consumption by one third and halve the CO,
footprint.

The circular economy is already being successfully im-
plemented in Switzerland, for example in PET recycling.

9 https://www.circularity-gap.world/2024#download, last accessed in May
2024

Since 1991, drink bottles made from polyethylene tereph-
thalate, or PET for short, have been collected in the
world's densest network of collection points, and then
recycled and turned into new R-PET bottles or other ma-
terials. PET recycling prevents 126,000 tonnes of green-
house gases in Switzerland every year. This corresponds
to around 9,500 round-the-world car trips.

Close alignment with the UN Sustainable
Development Goals

The circular economy can play an important role in achiev-
ing the UN Sustainable Development Goals by addressing
major global challenges such as resource scarcity, waste,
climate change and environmental destruction. At the same
time, it can promote economic growth, job creation and
social well-being. Consequently, it contributes directly to
the achievement of several UN Sustainable Development
Goals, in particular SDG 6 (Clean Water and Sanitation), SDG
7 (Affordable and Clean Energy), SDG 8 (Decent Work and
Economic Growth), SDG 12 (Responsible Consumption and
Production) and SDG 15 (Life on Land).

Figure 5: The impact of the circular economy on the UN Sus-
tainable Development Goals
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It can also create synergies between the SDGs by boosting
economic growth and employment (SDG 8), contributing

to the eradication of poverty (SDG 1), ensuring sustainable
food production (SDG 12), eliminating hunger (SDG 2) and
promoting the protection of biodiversity in the oceans (SDG
14) and on land (SDG 15). The analysis by Schroeder et al.
(2018) provides an informative overview of the impact of
the circular economy on the SDGs.

Some of the key benefits of the circular economy are evi-
dent in the SDGs. These include wastewater safety (6.3.1),
water quality (6.3.2), renewable energies (7.2.1), energy
efficiency (7.3.1) and, above all, material footprint (12.2.1)
and domestic material consumption (12.2.2).

1.2 Circular economy: growth sector with investment
potential - the most important drivers

1.2.1 Regulation as a key to the circular economic model
The circular economy is proving to be an intuitive response
to the challenges that affect environmental, political and
economic stability alike. As both natural resources and sov-
ereignty are under threat, many governments have initiated
regulatory initiatives to adjust the current status quo. These
are crucial for scaling the circular economy and are intend-
ed to stimulate investment, promote positive behaviours
and ultimately generate additional revenue.

The scope of the initiatives varies: it ranges from a com-
prehensive framework covering a large proportion of the
economic model (e.g. European Union Circular Economy Ac-
tion Plan) to smaller efforts targeting specific issues (South
Korea's target to reduce plastic waste by 50% and increase
recycling to 70% by 2030). The complexity of the rules and
the deadlines should reflect the risks associated with the
country or region in which they are developed.

According to Bloomberg New Energy Finance (BNEF), most
circular economy policy is focused on recycling, followed by
extended producer responsibility, deposit return schemes as
well as material and landfill initiatives. BNEF covers a total
of 27 markets, accounting for around 90% of global GDP.


https://www.europarl.europa.eu
https://www.circularity-gap.world/2024#download

This is divided into five areas: recycling, extended producer
responsibility, deposit return schemes, material and landfill
initiatives.

Figure 6: Global circular economy policies

Recycling 27.8%
M Extended manufacturer

responsibility 25.5%
M Deposit-return scheme 16.9%
B Material 16.4%
M Landfill 13.5%

Source: Bloomberg New Energy Finance (BNEF), 2021

In the report “Circular economy: Navigating the evolv-
ing global policy landscape”, Ernst & Young assesses the

maturity level of circular economy policy. Most developed
countries already have a roadmap or a national policy
framework for the circular economy — with the exception of
the USA. This highlights the challenges that regulators face,
especially in regions rich in natural resources. Ultimately, we
are convinced that more and more countries will introduce
supportive measures as raw materials increasingly become a
matter of strategic importance and climate change becomes
more visible to voters.

The current state of legislation for the

circular economy

An example of recent legislative efforts comes from the
European Union. With its “Circular Economy” action plan
from March 2020, the EU Commission is aiming to launch
an ambitious agenda for promoting a climate-neutral
circular economy. The plan proposes several measures that
will affect the design of products, the flow of production
processes and the design of value-added chains. These rules
now need to be implemented at national level. France, for
example, established the “right to repair” as law in 2021.
The aim is to oblige companies to remove barriers when
consumers want to have products they buy repaired. In

Figure 7: Assessing the level of maturity (on a scale of 1 to 4) of circular economy legislation

Level Description Wert v /)'
Basis Waste management and recycling 1.
Initiated Tax policy, enterprise resource 2|
planning (ERP), product policy
Advanced Roadmap 3
Mature National circular economy policy 40

Source: Harvard, i.e. E&Y (2022)

France, the products are now marked with a repair index
(see "Repair index” box).

Repair index:

Policy example from France

France promotes the repair of products by law. Since
2021, electrical devices must be marked with a repair
index (I'indice de reparabilité). The products are
categorised with a value on a scale from one to ten
(ten represents the highest degree of repairability).
A sticker shows consumers how easy it is to repair a
product. The associated colour scale ranges from red
for difficult to green for products that are easy to
repair. This rating is based on a number of criteria.
For example, the availability of spare parts, the price
of spare parts and the difficulty of dismantling the
product are taken into account. The aim is to encour-
age consumers to buy products with good ratings so
they can use their products for longer. It also saves
money if a replacement is not needed every time a
device breaks. At the same time, the index aims to
encourage companies to manufacture more repaira-
ble products.

In order to create even more incentives, financial sup-
port is available for repairs in France in the form of a
repair bonus. The state pays between 10 and 45 euros
depending on which defect needs to be remedied.

Figure 8: Smartphone repair index

Nokia Apple iPhone KXD
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Source: https://www.indicereparabilite.fr/

Key: The Nokia G42 smartphone has a repair index
of 8.1 because it is relatively easy to disassemble and
spare parts are more readily available over a given
period.™

1.2.2 Consumer awareness: our behaviour needs to
change
Consumers can make a significant contribution in their
daily lives to implementing sustainable practices and
advancing the circular economy. This is primarily about
minimising the consumption of goods, reusing items
where possible and recycling materials correctly. Other
individual strategies include buying used goods, partici-
pating in repair initiatives, investing in high-quality and
durable products, and investing directly in the circular
economy through funds or direct investments.

According to the Capgemini report "Circular Economy for
a Sustainable Future: How Organizations Can Empower
Consumers and Transition to a Circular Economy"'" from
2021, 45% of 7,819 consumers surveyed globally said they
would like to buy exclusively from brands that focused on
the circular economy. The chart below shows the percent-
age of respondents who are willing to take measures to
reduce waste, service and repair products to extend their
lifespan, and buy more durable products.

Figure 9: Percentage of respondents interested in the follow-
ing measures:

0% 20% 40% 60% 80%
Reducing waste

Buying products that are
more durable/long-lasting
Maintaining and repairing

products well to make them

last longer

Considering not buying things
to reduce personal consumption

Buying waste-free
products when available

Buying used instead of
brand-new items

Source: Capgemini

© https://www.indicereparabilite.fr/produit/smartphone-hmd-global-oy-
nokia-g42-5g/

" https://www.capgemini.com/insights/research-library/circular-econo-
my-for-a-sustainable-future/
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Another study by DNV, an independent classification
and risk management provider, surveyed 2,900 consum-
ers in Europe and the USA. The results'? showed that
53% of Generation Z' actively participate in the circular
economy. The data is supported by research by YPulse, a
company that engages in market research among young
people. The research shows that Generation Z is increas-
ingly using second-hand goods and, in terms of fashion,
choosing to recycle old clothes.

However, customers complain that organisations and
companies do not provide them with sufficient access,
information or opportunities to implement circular econ-
omy practices.

1.2.3 EU Taxonomy promotes circular economy initiatives
The EU regulation establishing a framework to facili-
tate sustainable investments, known as the Taxonomy
Regulation, is also expected to play an important role

in promoting circular economy initiatives by providing a
standardised framework for assessing the sustainability of
economic activities. Specifically, it categorises them based
on their contribution to environmental objectives such

as climate protection and climate action, sustainable use
and protection of water and marine resources, transition
to a circular economy, prevention and reduction of pollu-
tion, and protection and restoration of biodiversity and
ecosystems. This classification creates a common stand-
ard and enables investors, companies and policymakers
to identify and prioritise circular economy initiatives,
thereby promoting investment and innovation in circular
business models, products and services.

1.3 Financial, strategic and environmental benefits
Discourse regarding the circular economy often goes around
in circles. The elements interact in a continuous feedback
loop, where changes in regulations and consumer behaviour
are mutually amplified by their positive outcomes. Similarly,
improved regulations and increased consumer awareness of
the circular economy increase its benefits.

The benefits of the circular economy can be divided into
ecological, economic and political/strategic advantages.
In a meta-analysis conducted by Aguilar-Hernandez et
al. (2021), reports on more than 300 circular economy

10

scenarios from 2020 to 2050 were examined. The study
found that implementing ambitious circular economy
scenarios by 2030 could increase median gross domestic
product by 2.0%, raise median employment by 1.6% and
reduce median CO, emissions by -24.6%.

Figure 10: Macroeconomic, social and environmental impacts
of a circular economy by 2050: A meta-analysis of prospec-
tive studies

GDP
14
. 12
X
e 10
o 8
[*)]
S 6
S 4
2 .
0 32 =feus}- e, A—»-.F.—.-ﬂ—.-.-.i
Creating jobs
4

Change in %
N

0 ).,_._'_,A,_._._.A._._4_.&_;_._._L4_._._._.h_._._._._.

CO: emissions
»

Chanqe in %

o 1
AU WN =

o O O O O oo

=70

® Moderate scenario == Median (moderate) M Range (moderate)
Ambitious scenario Median (ambitious) Range (ambitious)

Source: Aguilar-Hernandez a, Joao F. Dias Rodrigues a, Arnold Tukker

The environmental benefits of a circular model are
resounding: by maximising the use of materials and
products throughout their life cycle, the model minimises
waste, conserves natural resources and leads to lower
emissions. Europe could, for example, halve its carbon
dioxide emissions by 2030 if it were to develop a circular
economy.

Moreover, by reducing the consumption of raw materials,
the circular economy can improve soil productivity and
health, curb deforestation and contribute to the protec-
tion and restoration of natural habitats and the preserva-
tion of ecosystems. The circular economy aims not only to
stop biodiversity loss, but also to bring biodiversity back
to 2000 levels by 2035.

- 4.5-trillion-dollar potential
The main goal of the circular economy is to decouple
economic growth from raw material consumption and
thus overcome the constraints associated with the avail-
ability of natural resources. According to calculations
by the consulting firm Accenture, the transition from a
linear approach to a circular system has the potential to
generate 4.5 trillion US dollars in economic growth
by 2030. The transition requires innovation in prod-
uct design, materials and business models. Such inno-
vations not only stimulate economic growth, but also
create opportunities for entrepreneurship, research and
development, which in turn creates new jobs and indus-
tries. While demand for jobs in resource extraction and
processing could decline, the value of labour as a whole
is expected to increase. The European Union expects
this change to create some 700,000 new jobs in the
region by 2030.%

Reliance on finite resources diminishes

Moreover, the circular economy increases resilience to
disruptions caused by factors such as resource scarcity,
geopolitical conflicts and natural disasters thanks to
the diversification of supply chains and the reduced
dependency on finite resources. The effects of external
shocks on economies and businesses can be mitigated
by promoting economic autonomy and stability. This is
particularly important in view of the ongoing trend

Figure 11: EU: raw material shortages lead to geopolitical
tensions and dependencies

n
W -
X
*

W China Antimony 87% Phosphate rock 44%

Baryte 44% Phosphorus 58%

Bismuth 82% Scandium 66%

Fluorspar 64% Silicon metal 61%

Gallium 73% Tungsten 84%

Germanium 67% Vanadium 53%

Indium 57% LREEs 95%

Magnesium 87% HREEs 95%
Natural graphite 69%

B South Africa  Iridium 85% Rhodium 83%

Platinum 70% Ruthenium 93%

W USA Beryllium 90% Helium 73%
W Brazil Niobium 90%
Russia Palladium 46%
B D.R.Congo  Cobalt 64%
M Rwanda Tantalum 31%
M France Hafnium 43%
W Turkey Borate 38%
M Thailand Natural rubber 32%

Source: https://www.europarl.europa.eu/thinktank/infographics/circulareconomy/pub-
lic/index.html, 2020

towards deglobalisation. This results in geopolitical ten-
sions, price fluctuations and availability problems, espe-
cially in regions that are heavily dependent on imports of
important raw materials. The European Union currently
imports more than half of its raw materials. This exam-
ple shows the urgent need to eliminate vulnerabilities

in supply chains, particularly for critical materials such as
high-tech products or in healthcare. Longer life cycles and

2 https://circularphiladelphia.org/will-gen-z-drive-the-shift-to-a-circular-
economy/

* Those born between 1997 and 2010 are commonly referred to as Gen Z.

4 The Circular Economy Handbook: Realizing the Circular Advantage, by
Peter Lacy, Jessica Long and Wesley Spindler

> https://www.europarl.europa.eu/topics/en/article/20151201STO05603/
circular-economy-definition-importance-and-benefits#:~:text=Mov-
ing%20towards%20a%20more %20circular,different%20sectors%20
0f%20the%20economy
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Figure 12: The focus areas of the circular economy
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the improved extraction of key resources could attenuate
this vulnerability.

The general principles of the circular economy provide a

way to eliminate inefficiencies and promote a more resil-
ient and prosperous economic system that maximises the
value of resources, protects natural capital and prioritises
self-sufficiency and independence.

1.4 Initiatives towards a circular economy

The following figure shows the range of circular econ-
omy solutions available. The outer circle illustrates the
advantages of transitioning towards a circular economy,
which can be achieved by consistently implementing the
measures mentioned. Two examples:

- If more damaged products are repaired instead of dis-
carded, valuable raw materials can be saved.

- Improved building construction can lead to lower CO,
emissions.
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The possible measures to move closer towards a circular
economy can be summarised in four areas, referred to as
initiatives. "Circular Lifestyle", "Advanced Circular Man-
ufacturing and Resource and Recycling Manufacturing”,
"Transport and Mobility" and "Circular Food System"
summarise the most important points for an improved
circular economy.®

In Switzerland, they could reduce the carbon footprint by
43% and the material footprint by 33%. In addition, the
loss of biodiversity could be stopped and brought back
to 2000 levels by 2035. This is also the case at the glob-

al level: according to the Ellen MacArthur Foundation,
applying the three principles of the circular economy -
developing products, services and systems — could address
the remaining 45% of emissions from industry, agriculture
and land use that cannot be eliminated by the energy
turnaround.”

6 ZKB Asset Management, Circle Economy - Circularity Gap Report Switzer-
land 2023
7 Circle Economy - Circularity Gap Report Switzerland 2023

2 The circular economy could pay off
environmentally and financially

Given the economic, environmental and strategic benefits
of a circular economy, governments are likely to increase
their support and consumers will gradually adopt new
consumption habits. Investments in companies that are
committed to the circular economy and thereby have a
positive impact on the environment can generate finan-
cial return opportunities that exceed market growth in
the long term.

2.1 A complex ecosystem with high growth potential
The combination of new regulations and changing con-
sumer behaviour is likely to encourage more and more
companies to invest in the circular economy. This allows
them to adapt to customer demand, lower costs where
possible, and reduce risks in the supply chain. The market
research firm Gartner predicts that 60% of global com-
panies will achieve profitable growth through circular
supply chains by 2026.'®

According to a working paper by Just Economics and
Chatham House, global circular economy spending
totalled 1,482 billion US dollars in 2019/2020, divided
between sovereign initiatives (636 million US dollars) and
spending by private enterprises (800 million US dollars).
Although these investments are significant, they account
for only 3% of investments in the linear economy and
leave plenty of room for growth.™

2.2 Sub-segments with different growth rates

The idea of the circular economy encompasses many
sub-segments with different growth rates. For exam-

ple, Statista expects the global recycling sector? — a key
category of the circular economy - to achieve an average
compound annual growth rate (CAGR) of 4.7% between
2022 and 2032. However, if we look at new areas such

as the market for recycled PET, it will grow seven times
by 2050 compared to 2025, according to plastics recycler
Carbios.

The extent of the necessary changes means that different
companies will react and perform differently. The costs
associated with introducing circular economy principles
may be considerable, ranging from increased operating
costs to significant capital expenditure over multiple
years. In addition, organisational and procedural changes
are likely to be necessary in order to better align compa-
nies with the new business models.

However, early adoption, differentiation and strategic

positioning could bring significant benefits and offset
the investment costs. After all, the circular economy may
offer benefits that go beyond environmental and so-

cial aspects. The extent to which these benefits have an
actual impact on companies depends on the industry in
which they operate. In certain cases, a proactive approach
could therefore improve companies' market position and
reduce operational and regulatory risks. Identifying win-
ners and losers of this important trend is thus crucial.

Example from academic research:

investing in the circular economy can reduce
risks and increase investment returns

Research from the University of Bocconi focused on
the probability of default of debts and whether the
introduction of circular economy practices can reduce
the associated risks. The study also examined whether
the introduction of circular economy strategies leads
to better risk-adjusted returns, which are assessed
using Sharpe and Treynor ratios.

The study included 222 companies from resource-in-
tensive industries such as manufacturing, utilities and
construction. A circular economy score was calculated
based on the implementation of recognised circular
economy practices. The companies were then divided
into quartiles.

8 https://www.gartner.com/en/newsroom/press-releases/2023-06-06-from-con-
fusion-to-profits-understanding-the-circular-economy-growth-opportunity

™ Circular investment: A review of global spending and barriers to increasing
it, Working Paper, May 2021, Just Economics and Royal Institute of Interna-
tional Affairs

2 https://www.statista.com/statistics/239662/size-of-the-global-recycling-market/
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The study showed that companies that apply circular
practices reduced the risk of payment default over a pe-
riod of one and five years. The more circular a company
is, the lower its default risk. Furthermore, this relation-
ship is causal, i.e. a higher degree of circular economy is
associated with a lower probability of default.

According to Chatham House and Just Economics, circular
economy practices in manufacturing often result in op-
timised resource use, less waste and less dependence on
non-renewable resources.?' This can lead to savings in raw
material, disposal and energy costs under certain condi-
tions. Moreover, diversifying supply chains and reducing
dependence on finite resources can increase resilience

to disruptions. An example of a circular economy
strategy is the use of recycled resins by the US pipe
manufacturer Advanced Drainage Systems. The
company has made significant investments in state-
of-the-art recycling systems. These have enabled
better access to recycled materials at lower prices.

Consumer goods companies may also be increasingly
forced to align their strategies with new customer behav-
iours. More sustainable packaging, recycled content or
the repairability of products should become increasingly
important in the purchase process. In its annual circular
economy policy ranking, BNEF shows which companies
are leading and which are lagging behind in sustainable
packaging. Consumer staples manufacturers with a high
circularity rating include Colgate Palmolive, Pepsi, Coca
Cola and L'Oréal.

21 Circular investment: A review of global spending and barriers to increasing
it, Working Paper, May 2021, Just Economics and Royal Institute of Interna-
tional Affairs
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Figure 13: BNEF's circular econ-

omy corporate ranking for 2022 Score
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Source: https://about.bnef.com/blog/the-leaders-and-laggards-in-the-quest-to-reach-a-
circular-economy

Many companies have set high targets for the use of
recycled materials. However, capacity constraints, initial
investment costs and technological problems are likely to
have prevented them from favouring recycled materials
over new ones. This problem is explained in more detail
using the example of plastic bottles:

The "R-PET" market - an example of the challenges
of the circular economy

Consumer goods companies have set ambitious targets
to offer R-PET (recycled PET). However, the demand for
recycled PET flakes will exceed supply in the USA in the
coming years (see chart). Without additional capacity,
demand will be approximately twice the supply in 2030.

Figure 14: Equilibrium between supply and demand in the
USA for recycled PET flakes
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Source: Plastic News (including imports; assuming PET growth remains at the same
level and at least 50% of PET commitments are met)

Currently, mechanical processes are predominantly used
in the recycling of plastic waste. The collected plastics
are sorted by type, quality and colour and then washed,
crushed and melted into flakes. These flakes are then
pelletised into resins, which are then further processed
and finally turned into end products. Contamination
from food, additives, other plastics and dyes means that
a significant portion of the PET is not recycled or goes
into textile or film production. Currently, only 25% of the
world's PET demand is covered by recycled material. The
low recycling rates are due to outdated technologies that
cannot cope with the complicated plastic products.

The chemical recycling of PET (CR-PET) offers hope. This
improves the recyclability of plastics, which could close
the supply and demand gap. The technology is still in

the start-up or project phase and is associated with high
investment costs, barriers to entry and technological
uncertainties. With a forecast global total PET demand of
approximately 42 million tonnes, CR-PET has the poten-
tial to capture approximately 12.9% of the total PET
market by 2030.

The examples of R-PET and CR-PET show that while com-
panies are willing to make the transition to more sus-
tainable production, implementation often fails due to
technological barriers or insufficient supply.
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3 Attractive

investment opportunities

3.1 Definition and sub-topics

There are many ways to categorise the measures and solu-
tions that are in line with the circular economy concept.
For the sake of simplicity, we have defined what is called
the 4-R principle (Reduce, Reuse, Recycle, Replace (see chart
below)).? This includes many sub-topics from the areas of
plastic or bio-recycling, product design and lifespan, higher
efficiency in the production process and leasing business
models.

We use this approach as the basis for composing our
investment universe.

Figure 15: Overview of environmental solu-
tions related to the circular economy principle
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Source: https://about.bnef.com/blog/the-leaders-and-laggards-in-
the-quest-to-reach-a-circular-economy

For our investment approach, we have defined three
categories with solution providers, enablers and circular
economy adopters. These provide an indication of how
a company is performing in the context of the circular
economy.

Solution providers are companies that offer products
and services that address the challenges of the circular
economy. They are providers who develop or implement
innovative solutions to promote the circular economy in
various industries. This includes companies involved in
recycling, renewable energy, sustainable product design
and waste reduction.

Enablers are organisations that support the transition to
a circular economy by providing resources, expertise or
technologies. For example, simulation software can help
to use fewer materials within a production process.
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Circular economy adopters are organisations that take a
leading role in the circular economy through their products,
initiatives and best practices. These are organisations that
actively promote and invest in circular economy initiatives.

3.2 Our circular economy concept

Figure 16: Concept of the circular economy
The concept of the circular economy includes solution providers,
enablers and adopters

Solution providers provide services or a combination of products and
services to address the challenges of the circular economy.

Public services

High-tech recycling services

Classification within the circular economy: 8 million tonnes of
recycled materials managed (44% cardboard, 25% paper, 14% organics,
6% plastics, 4% metals, 4% mixed/other materials, 3% glass)

Other examples

Rockwool SIG Befesa

Companies applying circular economy principles are leading the way in
implementing circular economy strategies and related best practices in the
areas in which they operate.

Danone

Leading player in the world market for dairy products, plant-based
products, bottled water and infant food

Classification within the circular economy: 84% of packaging is
reusable, recyclable or compostable. Danone has developed a holistic
approach to regenerative agriculture for its suppliers.

Other examples

L‘Oréal Unilever H&M

Enablers provide tools, software and technology to drive the circular
economy

Tomra

Manufacturers of machines for the reprocessing of beverage containers.
Classification within the circular economy: TOMRA machines collect
more than 45 billion used beverage containers every year in 60 national

markets

Other examples

SK SAP Autodesk

Source: Company information

Relevance of the investment theme in relation to
listed equities

The circular economy is a relatively new topic for inves-
tors and the financial sector. Since 2019, there has been

a clear growth trend in the managed assets of circular
economy funds. According to the Ellen MacArthur Foun-
dation, the assets under management in funds in listed
equities with a focus on the circular economy increased
from 0.3 billion US dollars in 2019 to 8.0 billion US dollars
in 2021. While investment opportunities have experi-
enced robust growth over the past four years, there is
still plenty of room for further growth for this asset class.

Figure 17: Assets under management
in circular economy investment funds
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Source: Ellen MacArthur Foundation, Bocconi University, Patrick Schroder et al.

From a broader economic perspective, the value of

the corporate sector's annual spending on the circular
economy is estimated at around 850 billion US dollars,
compared to 35 trillion US dollars for linear spending.??
This suggests that the circular economy accounts for only
about 3% of total global investments annually. Conse-
quently, there still seem to be considerable opportunities
for investment funds in this area.

2 Potting et al. (2017, p.5)

2 Circular investment: A review of global spending and barriers to increasing
it, Working Paper, May 2021, Just Economics and Royal Institute of Interna-
tional Affairs
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4 Conclusion - the circular economy:
an attractive topic with potential

The transition to a circular economy is a key driver for
tackling the complex problems arising from environmental
deterioration, resource constraints and climate change. The
urgent need is highlighted by Earth Overshoot Day and the
harsh reality that our existing linear economic model is not
sustainable. New geopolitical considerations reinforce the
arguments for the circular economy.

The circular economy, driven by regulatory initiatives,
business practices and changing consumer behaviour, is not
only a necessity, but also a considerable economic oppor-
tunity. As governments around the world turn to policies
to promote the circular economy and businesses increas-
ingly adopt circular economy practices, the trend is gaining
momentum. Sectors such as food and beverages, fashion,
ground transport and environmental and facility services all
contribute significantly to this.

At the corporate level, we see many long-term benefits for
companies investing in the circular economy, from lower
operational risks and costs to new business opportunities.
However, there are challenges in adopting new practices.
The appeal of each sub-sector of the circular economy must
therefore be thoroughly analysed. In our view, this complex-
ity means that actively managed investment strategies are
likely to be the most appropriate investment instruments to
engage with this topic.

The circular economy thus offers the perfect mix of sus-
tainable and collective commitment and economic viabil-
ity. It embodies a fundamental change that, if carried out
conscientiously, has the power to reform entire industries,
conserve resources and create a fairer and more sustainable
future for the coming generations.

The success of the circular economy depends on how large
a sector is and how significant its impact on the circular
economy is. The diagram below illustrates this along the
axes of global market growth by 2030 and the impact on
the circular economy. Global market growth in 2030 was
calculated using the average annual growth rate (CAGR) up
to 2030 for each sector.
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Figure 18: Growth and impact by sector
Size of the circle = market value of the circular economy in USD
billion
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For the impact on the circular economy, a report by the
Ellen MacArthur Foundation was used, which describes the
factors for the growth of the circular economy. The report
assessed the potential impact of each sector on the circular
economy, ranging from low to high. To ensure a universal
definition of the sectors, they were selected according to
the GICS classification. To show how large a sector is, the
additional market value of the circular economy per sector
is represented by the circle size. The data comes from a
report by Chatham House and Just Economics as well as
Bloomberg, among others.

The investment opportunities within a sector are present-
ed in the potential investment universe. Companies and
countries must meet strict criteria to be included and are
regularly reviewed. According to this diagram and analysis,
the most investment opportunities are found in the cap-
ital goods sector with 26.7 percent overall. Commodities
followed at 20.5 percent and foodstuffs, beverages and
tobacco products at 10.1 percent.
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