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1 INTRODUCTION

Forests, forestry and forest-based industries are moving towards a sustainable forest-based bioeconomy. The
European Green Deal includes the EU Forest Strategy for 2030. This strategy, together with the EU Biodiversity
Strategy for 2030, shapes the policy framework for the forestry sector in line with the UN 2030 Agenda for
Sustainable Development.

This paper provides an overview of sustainability in the forestry sector. It sets out the benefits for society,
describes the regulatory environment and examines the challenges encountered by companies and investors
operating in this sector. Finally, it addresses the role of public banks in helping to develop the sector.

1.1 Forests at the heart of climate, environmental and biodiversity
sustainability

Forests are dynamic and open ecosystems. They provide a natural habitat for a vast range of animals, plants and
other living organisms, allowing them to thrive. In terms of their own functioning, forests embed the principle
of circularity. They provide commercially valuable renewable wooden materials and goods, regulate critical
global cycles (in particular the oxygen, nitrogen, carbon and water cycles) and play a vital role in soil

conservation.
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- Forestry sector activities generate employment opportunities in the upstream and downstream value chains
— service providers, wood supply and logistics — with significant spillover effects for local rural economies.
Consequently, they help address spatial inequalities and promote territorial integration through rural
development (enhanced economic and social development of rural areas).

In this context, public banks’ interventions should focus on addressing and mitigating market failures>® and
overcoming suboptimal investment situations, with the aim of ensuring that climate-resilient and biodiverse
forests continue to thrive. This will strengthen the supply of sustainable roundwood and renewable fibres to
downstream processing industries.

Primary sector interventions should focus on long-term investments for restoration and rehabilitation of
degraded lands to combat coastal erosion and enhance the biodiversity, health and resilience of forest
ecosystems. Value-chain investments should focus on sustainable production and reuse of renewable materials
and bioenergy, and the related research and innovation.

There are many opportunities for public banks to help economies when commercial banks are unwilling to offer
loans to certain parts of society. Such unwillingness on the part of private financiers often reflects investment
risk, whereby multilateral development banks can offer financing under reasonable conditions that can lower
the risk. Multilateral development banks can help a project happen much faster than it would otherwise, or they
can improve its design and impact.

The terms, conditions and structure of finance provided by multilateral development banks can be quite
different from products available commercially. Demonstrating better financing structures can also help market
development. Multilateral development bank terms may include innovative features that are new to a specific
market.>® As the investment needs of the forest-based sector vary widely depending on the project size and the
position in the value chain, public banks and multilateral development banks typically offer tailored financing
products.®®

Public banks also can offer funding to private sector projects, contributing to better outcomes that would not
have been possible from commercial financiers alone. Such public bank offerings can include strong safeguards,
help with knowledge building among clients, more potential for market creation.

Sustainably managed forestry operations have valuable carbon and environmental benefits. Such operations
sequester and store carbon, while improving the soil’s water-retention capacity to mitigate harmful soil
erosion and floods. Forests create rich ecosystems and environments that enhance wildlife and biodiversity.
Being geographically spread, the forest cluster supports rural employment, economies and livelihoods and,
hence, promotes economic and social cohesion.

In upstream forest management, the related harvesting and logistic services, and in the small-scale first-stage
mechanical forest industries, in particular, financing by public banks and multilateral development banks
can mitigate the adverse impacts of incomplete markets and asymmetric information, which hinder SME
and mid-cap access to credit. Research, development and innovation-oriented forest operations also help
develop new renewable fibre and materials that can replace fossil-based products. In terms of public goods,
healthy forests create green landscapes and improve air quality, which contribute to public health.

%8 A wide range of market failures prevent the achievement of optimal social and environmental outcomes.

%9 Financial additionality generally comes from the longer-tenor loans of public banks and multilateral development banks. Such loans may
match the economic life of the project or even exceed the loan tenor available on the domestic financial markets. Public financing is typically
key to the financial closing of the projects and the de-risking of operations. Therefore, it often has a signalling effect on the market, helping
to unlock additional financing from private investors.

% For example, large-scale capital investments (direct investment loans), intermediated lending for SMEs through commercial and/or national
promotional banks, risk-sharing finance, lending and blending alongside (investment) grants, guarantee schemes for small farmers, equity
investments and financial instruments.
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Benefits of working with a public bank

Public lending should have a strong focus on investments supporting protection, conservation, rehabilitation
or restoration of degraded forests, landscapes and other ecosystems by promoting sustainable forest
management practices and integrated landscape management approaches. Sustainable forest management
and landscape restoration programmes are expected to gain momentum. This will create jobs in rural
economies, enhance livelihoods through timber and non-timber forest products, and improve market access
and long-term resilience and productivity of local ecosystems, landscapes and natural resources.

Reforestation/afforestation, conservation and restoration of ecosystems and biodiversity, including
reclamation, rehabilitation and restoration of degraded (forest)land and enhancement of forest functions and
ecosystem services, should be at the core of public financing for the forestry sector. Public intervention should
support further expansion of forested areas and improved forest management practices that enhance the
biodiversity of forests and their multiple ecosystem services and increase the supply of sustainable renewable
fibres and materials for the (circular) bioeconomy.

There is a strong potential and need for public investments in further enhancing the economic sustainability of
sustainable forest management by developing effective mechanisms for valuation and monetisation of
ecosystem services. Internalising the positive environmental and social externalities of sustainable forest
management in forest management and business plans would generate additional non-timber-related revenues
directly linked to forests’” multiple functions, thereby feeding back and supporting the protection, conservation
and restoration of biodiversity and ecosystems. State and private forest organisations need to diversify their
business strategies and further explore new business segments in the wider forest-based bioeconomy, including
natural resource management (e.g. watersheds and landscapes) and provision of ecosystem services.

Investment opportunities for the forestry sector and hence for public financing are also expected to arise from
the promotion of nature-based solutions®! for climate resilience. Funding for nature-based solutions could be
leveraged through innovative financing approaches and products under InvestEU, targeted support under
cohesion policy programmes, and support for investments, eco-schemes® and advisory services under the
Common Agricultural Policy, which includes significant contributions from EU Member States.

Through the launch and adoption of the concept of carbon farming, the Commission will promote a new business
model for land-based carbon removals. This will include financial incentives to roll out nature-based solutions.
Under the EU Forest Strategy for 2030, the Commission acknowledges that forest owners and managers need
financial incentives to be able to provide, in addition to wood and non-wood materials and products, ecosystem
services through forest protection and restoration and to increase the resilience of their forests through the
adoption of the most climate- and biodiversity-friendly forest management practices.

The EU Forest Strategy for 2030 aims to foster public and private payment schemes for ecosystem services and
to seek opportunities to incorporate the objectives and outcomes of such schemes under EU funding
programmes. The strategy also encourages EU Member States to set up payments for ecosystem services
schemes for forest owners and managers to cover for costs and possible income forgone from timber production
as a result of the stricter climate and biodiversity requirements of the European Union.

Public financing should also focus on projects that develop, deploy and enable market-based solutions for
climate change, the environment and biodiversity, including nature-based solutions and natural capital asset
management, that promote sustainable management and conservation of natural resources.

61 The European Commission defines nature-based solutions as “solutions that are inspired and supported by nature, which are cost-effective,
simultaneously provide environmental, social and economic benefits, and help build resilience.”

62 Eco-schemes are payment schemes in agriculture aiming at the protection of environment and climate As a future CAP innovation, eco-
schemes shall provide support for farmers who observe agricultural practices beneficial for the environment and climate (Eurostat)
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Financing from public banks and multilateral development banks adds value to the sector. It supports
investments that contribute to EU and international commitments to halt global forest loss by 2030. It also
supports the achievement of the land degradation neutrality targets of the United Nations Convention to
Combat Desertification®® and the goal of the Bonn Challenge® through forest landscape restoration and
implementation of sustainable forest management practices in existing and new forest lands.

Inside Europe, public financing could support wider integrated landscape planning and management of natural
resources (forest landscape restoration®) through investments targeting afforestation, reforestation and
natural regeneration of degraded forests and other degraded and abandoned lands. This would require
improvements in cross-sectoral cooperation, including through forest landscape governance and by
strengthening coordination between stakeholders from the general public, local communities and various
domains of the private sector including forestry, agriculture, environment, water and tourism. Although the EU
Forest Strategy for 2030 does not explicitly refer to the forest landscape restoration approach, it seeks to ensure
forest restoration and enhancement of sustainable forest management for better climate adaptation and
improved forest resilience.

Outside Europe, public financing can target the scaling-up of collaborative and community forest management
for people to market forest products and benefit from security of tenure. It can also be used for the creation of
a platform for social groups whose voices are often not heard to take a more active role in creating and carrying
out rural forest programmes. This can foster local partnerships to integrate forest regeneration, sustainable
forest management, agroforestry and small enterprise activities that can benefit sustainable development and
support the economic growth of rural communities.

Land Degradation Neutrality Fund

The Land Degradation Neutrality Fund is an investment fund that supports the UN 2030 Agenda for
Sustainable Development and contributes to tackling land degradation and achievement of land degradation
neutrality by 2030. The investment strategy of the fund is built around one specific UN SDG (15.3).%°

The fund invests in sustainable land management and restoration, focusing on sustainable forestry and
agroforestry projects, including land reclamation and improved forest/land management practices.

63 United Nations Convention to Combat Desertification, Land degradation neutrality.

64 The Bonn Challenge has the goal of restoring 350 million ha of deforested and degraded lands by 2030.

8 FAO and UNECE (2021), Forest landscape restoration in Eastern and South-East Europe.

5 UN SDG 15.3: “By 2030, combat desertification, restore degraded land and soil, including land affected by desertification, drought and
floods, and strive to achieve a land degradation-neutral world.”
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Peru, 2017

The fund brings together public and private investors to fund projects that contribute to land degradation
neutrality. With the European Investment Bank as a cornerstone investor since 2018, the fund reached a final
size of about $208 million, with private entities providing over 60% of the capital mobilised. The fund invests
(debt and quasi-equity) in sustainable agriculture and sustainable forestry, and in other sectors related to
land degradation neutrality, such as green infrastructure or ecotourism.

The fund supports sustainable land-use and land-reclamation (rehabilitation and restoration) projects with a
global scope. It focuses on sustainable agriculture and sustainable forestry projects. It also addresses land
degradation through supporting efficient natural resource management and the improvement of ecosystems’
resilience.

Targeted effects include improved food security, livelihoods, climate action, biodiversity and ecosystem
services.®” The fund provides long-term finance and technical assistance for land-use transformation, shifting
the trend from land degradation and unsustainable land use to land rehabilitation and sustainable land use.

The non-wood forest-based bioeconomy, including ecotourism, production of non-timber forest products® and
valuation and monetisation of various forest ecosystems’ functions and services,® plays an important role in the
development of rural economies in the coming decade. In this context, further research, innovation and
development in the sector and responding to the current challenges — accompanied by further development of
skills and capacities and empowering people to contribute to a sustainable forest-based bioeconomy — will be
crucial for delivering on the European Union’s climate and biodiversity targets for 2030.

Through promotion of sustainable forest management and provision of multiple ecosystem services and
functions on the one hand, and sustainable production of renewable and recyclable bio-based materials and
products, biofuels and renewable energy on the other, the forest-based bioeconomy will continue to play a key
role in the development of competitive circular bioeconomies. Thus, the sector is ready to contribute to the
achievement of EU and global climate and biodiversity ambitions, including the UN SDGs.

87 Mirova (2021), Land Degradation Neutrality Fund impact report 2021.

%8 Non-timber forest products include wild fruits and berries, mushrooms, medicinal herbs and plants, and honey.

% Including the protection of settlements, productive agricultural lands and crops, and infrastructures against natural risks and hazards (e.g.
soil erosion, landslides, torrential flows and floods, avalanches, windstorms, sand/dust storms); improved water and air quality; recreational
function; and wildlife management.
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The forest-based bioeconomy is heading towards a more circular and diversified portfolio of services and
products. This will be achieved through enhanced valuation of forest functions and their ecosystem services,
including biodiversity, and through effective, efficient and innovative sustainable solutions, targeting higher
value-added renewable biomaterials and products (bioplastics, biocomposites, biotextiles).

The sector will continue to be rooted in the sustainability principles of forest management and biomaterials
production. It will continue to promote the cascading principle of using the wood and the circular economy
approach to replace fossil-based and carbon-intensive materials and products.

The priority will be using the wood for production of long-lived circular materials and products
(woodworking industries), followed by short-lived wood-based products and materials (such as those
produced by the pulp and paper industry) and the uptake of sustainably harvested wood in the construction
sector.

The forest-based bioeconomy is expected to further strengthen the sustainable provision of renewable
biomaterials, products and services, and the value-creating conversion of by-product streams into fibres,
materials, chemicals and bioenergy. Through the sustainable production of innovative renewable wood-based
materials and products, the forestry sector will also help introduce bio-component solutions in other
industries.”®

The sector also has a strong potential to address substantial societal problems such as plastic waste and
pollution. It can contribute through the replacement of plastics in packaging and food logistics with alternative
sustainable and renewable bio-based materials, avoiding the negative environmental impact. For example, the
pulp and paper sector, which is moving away from office and printing paper and towards hygiene and packaging
products, is expected to further develop new and innovative bio-based products and materials. Investments
and companies active in the circular forest-based bioeconomy currently face issues accessing private capital.
Funding gaps are apparent in bio-based industry projects when scaling up from pilot to demonstration plants
and from demonstration to flagship/first-of-a-kind and industrial-scale projects. Public financing could add
substantial value by providing early support to such projects, guaranteeing high environmental and social
standards, and derisking operations. The positive signal sent to the market would help unlock additional

financing from private investors.

70 Such as aviation, civil construction, printing and packaging, food processing, automotive industries, cosmetics and personal care, consumer
tissue, professional hygiene, electronics, pharmaceuticals and chemicals, furniture, textile and energy.
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Greening the economy in a sustainable way

Ostrand mill upgrade and foretstry
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In 2017, the European Investment Bank provided a €150 million loan to the Swedish paper manufacturer SCA.
This loan helped to increase its production in an environmentally sustainable way to meet the growing
demand for renewable forest products. With the expansion of the Ostrand pulp mill in the town of Timra and
the regeneration of surrounding forests, the project will ensure the sustainable operation of the mill at the
same time as contributing to climate action. The operation involved investment in selected renewable energy,
energy efficiency and environmental protection measures. The pulp mill was upgraded and about 68 000 ha
of forest was replanted or regenerated. The project also involved the construction and improvement of
4 250 km of forest roads and upgrading of five forest terminals. It also created about 650 new jobs in the rural
economy. Advanced process technologies were installed at the pulp mill, resulting in substantial energy
efficiency gains. The mill makes use of renewable resources, such as bark and by-products from the
production process, for its energy generation, both power and heat. As a result, the modernised pulp mill has
not only become energy self-sufficient and increased its production capacity, but it has also become able to
export surplus (green) power. The mill’s carbon footprint is smaller than that of any comparable mill in the
world. Therefore, the investment added value to the production of renewable, green forest products,
promoting the protection of the environment and significant carbon sequestration, and contributing to the
overall EU objective of “greening” the economy.
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In the light of the ambitious environmental, climate and biodiversity targets set out in the EU Forest Strategy for
2030, innovation will be the key driver for the development of the forest-based bioeconomy. Forest-based
industries are expected to further enhance the production of sustainable and innovative materials, products and
services, in particular those wood-based materials and products with a longer economic life and carbon storage
potential,”* to respond to the increasing demand for renewable and sustainable materials and products that will
substitute for their fossil-based counterparts.

In the context of the circular economy, resource efficiency will play an important role in waste reduction
through recovery of wood fibre (from processing) and residual wood and paper (construction sector, pallets,

furniture and packaging) for further reuse in the production process.

Other important trends in the sector are innovation and business digitalisation,’? including developing, enabling
or integrating blockchain technologies; remote-sensing and artificial intelligence solutions (smart forestry); and
stand-alone research, development and innovation projects.

Role of public banks in the forestry sector

Sustainably managed forests are the lynchpin of
the struggle against climate change, biodiversity
loss and environmental degradation. A public
bank’s role in the forestry sector is to help address
the investment gaps specific to the forest-based
bioeconomy. Through the projects they support,
public banks and multilateral development banks,
including the European Investment Bank, play a
significant role in the implementation of the Paris
Agreement and the SDGs. The impact of public
financing enhances social and economic cohesion,
particularly in rural areas, for the benefit of all
people in the European Union.

7t Sawmilling, engineered wood products and wood-based panels.
72 Industry 4.0 and digital transformation through the development, implementation and use of digital technologies (e.g. supply chain
optimisation, mobile applications, remote sensing, process automation).
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ANNEX I: SUSTAINABLE FOREST MANAGEMENT.:

THE KEY TO HEALTHY, RESILIENT AND BIODIVERSE FORESTS

Sustainable forest management is a comprehensive approach to enable forests’ vital ecosystem services to
function correctly and ensure resilience of rural populations through the sustainable production of renewable raw
materials and provision of ecosystem services. Sustainable forest management ensures growth and permanency
of forests, while also improving their capacity to provide multiple functions and ecosystem services.”® Sustainable
forest management further contributes to the conservation of forests and biodiversity for future generations and
the enhancement of ecosystems’ resilience against natural hazards and climate change.

Sustainable forest management is implemented in line with predefined management objectives,’* which are
informed by specific local site and climatic conditions. Sustainable forest management observes the following
objectives:”

- maintenance and enhancement of forest resources: contribution to global carbon cycles

- maintenance of forest ecosystem health and vitality

- maintenance and encouragement of productive functions of forests

- maintenance, conservation and appropriate enhancement of biological diversity in forest ecosystems

- maintenance and enhancement of protective functions in forest management

- maintenance of other socioeconomic functions and conditions

Sustainable forest management includes a complex set of forestry activities and silvicultural works through which
the forests are actively managed over their rotation cycle, from establishment to final harvesting and
regeneration,’® including the associated enabling activities (e.g. infrastructure development, planning and
monitoring tools and systems). Sustainable forest management directs the management of forests towards those
structural conditions that give the forest maximum stability, reduction of soil degradation, minimisation of damage
to trees and seedlings, respect for biodiversity and valuable habitats, and the spread over space and time of trees
through thinning and regeneration felling.

Sustainable forestry helps alleviate overcrowding in the forest stands, remove unwanted alien or invasive species,
and reduce imbalances in the forest structure. By removing selected trees, thinning reduces the competition for
sunlight, water and nutrients, which helps the remaining trees to stay healthy and grow faster. This also ensures
enhanced resilience of forests against natural hazard risks such as windthrows or wildfires through better tree
spacing and the removal of flammable undergrowth. At the end of the forest rotation cycle, regeneration felling
(final harvesting) ensures the proper conditions for new forests to be established, whether naturally (from seeds
or sprouts), artificially (through planting) or through a combination. The sustainable forest management continues
in the new forest cycle.

Sustainable forest management provides an ideal means for effective and continuous production and use of
renewable wood raw materials for the bioeconomy and rural economies. Simultaneously, it also ensures the
continuity of forests (growth and permanency) and their functions (ecosystem services and biodiversity) through
natural or artificial regeneration. Therefore, sustainable forest management delivers on climate, environmental,
biodiversity and socioeconomic goals and objectives.

7t The communication identifies five priorities to step up EU action against deforestation and forest degradation, namely (i) fostering
consumption from deforestation-free supply chains; (i) reducing pressures on forests; (iii) strengthening international cooperation; (iv)
enhancing financing of sustainable land-use practices and (v) improving access to information on forests and commodity supply chains.

73 For example, soil stabilisation, regulation of water flows and protection against torrential flows and avalanches. The ability of unmanaged
or poorly managed forests to sequester carbon and to provide (certain) ecosystem services may weaken over time.

74 Typically set out in forest management plans or equivalent planning tools.

7> Forest Europe, Sustainable forest management.

76 For example, from seedling production, planting and tending, to thinning and regeneration felling.
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ANNEX II: EU FOREST POLICY FRAMEWORK MATRIX

Mapping of EU forest
policy

Policy/measure

Objectives

Overlap/implications for the forestry sector

Specific to forests

EU Forest Strategy for 2030

Improving the quantity and quality of EU
forests and strengthening their protection,
restoration and resilience

Focuses on the wider inclusion of climate, environment and
biodiversity expectations from forests and forest industries
in national forest policies

Forest Europe

Fostering intergovernmental dialogue and
cooperation on forest policies in Europe

Establishes best practices in forestry through internationally
agreed guidelines, criteria and indicators for sustainable
forest management

Cross-sectoral
(Green Deal)

Biodiversity Strategy for 2030

Protecting nature and reversing the
degradation of ecosystems, aiming to build
societies’ resilience to future threats such as
the impacts of climate change, forest fires,
food insecurity and disease outbreaks

Establishes ecosystem restoration and tree-planting targets

Strategy on Adaptation to Climate
Change

Realising the 2050 vision of a climate-
resilient European Union by making
adaptation smarter, more systemic and
swifter, and by stepping up international
action

Sets out prevention and preparedness measures for forests’
resilience

Taxonomy Regulation

Establishing a classification system for
environmentally sustainable economic
activities based on six environmental
objectives

Provides sustainability definitions for climate change
mitigation and adaptation, and objectives for protection and
restoration of biodiversity and ecosystems

Land Use, Land Use Change and
Forestry Regulation

Setting an overall EU target for carbon
removals by natural sinks to achieve climate
neutrality in the land-use, forestry and
agriculture sectors

Accounts for harvested wood products in the European
Union as carbon sinks, including though material
substitution effects

Directive (EU) 2018/2001 of the
European Parliament and of the
Council of 11 December 2018 on the
promotion of the use of energy from

renewable sources (recast)

Setting an overall EU target for renewable
energy consumption of 40% by 2030

Sets out sustainability criteria for feedstock sourcing from
forest biomass for energy production
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Mapping of EU forest
policy

Policy/measure

Objectives

Overlap/implications for the forestry sector

2020 digital strategy

Enabling the EU’s digital transformation by
2030, focusing on governance, skills,
infrastructure and businesses

Details an EU-wide integrated forest-monitoring framework
using remote-sensing technologies and geospatial and digital
solutions for enhancing sustainable forest management

Circular Economy Action Plan

Promoting circular economy processes,
fostering sustainable consumption and
aiming to ensure that the resources used are
kept in the EU economy for as long as
possible

Sets out how substitutes for fossil-based materials that are
bio-based, recyclable and biodegradable should be
developed

Bioeconomy strategy and action plan

Accelerating the deployment of a
sustainable European bioeconomy

Facilitates the deployment of new sustainable biorefineries
and the development of substitutes for fossil-based
materials that are bio-based, recyclable and biodegradable

EU policy framework
with international focus

EU communication (2019) on stepping
up EU action to protect and restore the

world’s forests

Halting global forest cover loss by 2030 by (i)
fostering consumption from deforestation-
free supply chains, (ii) reducing pressures on
forests, (iii) strengthening international
cooperation, (iv) enhancing financing of
sustainable land-use practices and (v)
improving access to information on forests
and commodity supply chains

Sets out agreed actions to be carried out by the Commission,
Member States’ authorities, industry and civil society
(described in Annexes | and Il of the communication)

Forest Law Enforcement, Governance
and Trade Action Plan

Tackling illegal logging in the world’s forests
and setting out measures to prevent the
importation of illegal timber into the
European Union

FLEGT Regulation: Voluntary Partnership Agreements with
partner countries that will issue licences to certify the
legality of timber exported to the European Union EU
Timber Regulation: prohibits the placing of illegally
harvested timber on the EU market (due diligence required)

EU and global
agreements

Paris Agreement, United Nations
Framework Convention on Climate
Change, Reduction of Emissions from
Deforestation and Degradation, UN
SDGs, United Nations Convention to
Combat Desertification, FAO’s Forest
and Landscape Restoration Mechanism

Various

UN Agenda 2030 for Sustainable Development
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