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Abstract

With the increasing awareness of sustainable development when doing business, many
companies are involving in promoting circular economy. Along with that, supplier selection
would support the transformation from the company’s traditional linear economy to the circular
economy. The purpose of this research is to analyze the supplier selection activity in companies
promoting the circular economy.

Extant literature for circular economy context, procurement process and supplier selection
criteria are reviewed, which support the researcher to build an initial framework of supplier
selection activity in a company towards the circular economy. The empirical research applies
a qualitative approach with the use of three case studies which are service providers and are
considered as pioneers in promoting circular economy in Finland. Data are collected in the
form of semi-structured interviews as well as the information on companies’ webpages. The
data are analyzed first within-case, and to be followed by cross-case analysis through Nvivo
system to recognize the similarities and differences among the case companies.

The research’s findings show that companies would engage various stakeholders in the
procurement process to promote the circular economy. Trust and transparency are significantly
important elements in building a long-term collaboration between the purchaser and the sup-
plier. Moreover, at the beginning of the procurement process, the purchaser should re-think
about actual needs in order to minimize waste later. Last but not least, when selecting suppliers,
both traditional criteria and green criteria related to environmental, social and ethical aspects
are widely considered and the selection decision would be made based on the “price per ser-
vice” that the supplier can provide.

This research contributes to the existing literature by analyzing the supplier selection ac-
tivity in the circular economy practice and adding selection criteria. The research is helpful for
companies building procurement strategy to develop the circular economy, as well as compa-
nies supplying materials or services to the sustainable market.
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Tom tat

Vi nhén thirc ngay cang tang vé phat trién kinh té bén ving, nhiéu cong ty dang tham gia vao
viéc thuc day nén kinh té tuan hoan. Lya chon nha cung cap cling 1a mot chlen lugc quan trong
trong viéc chuyén doi tir nén kinh té tuyén tinh truyén thong sang nén kinh té tuan hoan. Muc
dich cua nghién ctru nay la de phan tich hoat dong lya chon nha cung cap trong cic cong ty
dang thiic day nén kinh té tuan hoan.

Ly thuyet vé bdi canh nén kinh té tudn hoan, quy trinh mua sim va cac tiéu chi lya chon
nha cung cap dugc xem x¢ét. Dua vao do, tac gia xdy dung mgt mo hinh ban dau vé hoat dong
Iwra chon nha cung cap trong mot cong ty hudng toi nén kinh té tuan hoan. Nghién ctru sur dung
phuong phap dinh tinh v6i ba case study 1a cac cong ty tién phong trong viée thiic day nen kinh
té tuan hoan ¢ Phan Lan. Dit liéu dugc thu thap thong qua cac cugc phong van béan cau tric,
két hop voi nhirng thong tin c6 san trén trang web cua cac cong ty. Khi phan tich dir liéu, dau
tién tac gia phén tich dir liéu theo ting cong ty, va sau do tac gia phan tich dir liéu cheo gitra
cac cong ty thong qua hé thong Nvivo dé nhan ra nhimng diém tuong ddng va khac biét.

Két qua nghién ctru cho thay cac cong ty thuong hop tac voi nhiéu bén lién quan trong qua
trinh mua sdm dé thiic ddy nén kinh té tuan hoan. Su tin twdng va minh bach 1a nhiing yéu t6
quan trong trong viéc xay dung su hop tac lau dai gitra ngudi mua va nha cung cap. Hon nira,
khi bat dau qua trinh mua sdm, ngudi mua nén suy nghi ky vé nhu cau thuc té dé giam thleu
chit thai sau nay. Cubi ciing nhung khong kém phan quan trong, khi lya chon nha cung cp,
cac tiéu chi truyén thong va cac tiéu chi “xanh” lién quan dén khia canh mdi trudng, xa hoi va
dao dirc déu duoc xem xét rong rai. Quyét dinh lya chon nha cung cip s& phu thudc vao gia
ctia dich vu ma nha cung cp c6 thé mang lai cho ngudi mua.

Nghién ctru nay dong gop cho 1y thuyét hién hanh théng qua phan tich sau vé hoat dong
lwa chon nha cung cép kinh té tuan hoan va thém cac tiéu chi lya chon lién quan dén van d&
dao dirc. Nghién ctru nay hiru ich cho cac cong ty dang xay dung va hoan thién chién lugc mua
sam dé phat trién nén kinh té tudn hoan, ciing nhu cac cong ty cung cap nguyén lidu hoic dich
vu cho thi truong bén virng.

T khoa Lua chon nha cung cip, mua sam bén virng, nén kinh té tun hoan
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1 INTRODUCTION

1.1 Supply chain management moving towards sustainability

Sustainability has become a dominant trend and a familiar term in both business and many
other aspects of society (Carter & Easton 2011, 46). In September 2015, the United Na-
tion launched its seventeen sustainable development goals as the focus of “Agenda 2030”.
These goals play an important role in building a roadmap for business growth in the next
ten years. According to Hopwood et al. (2005, 38), many human issues related to envi-
ronment and socio-economy in current life as well as in the future could be solved by
sustainable development. That might be one reason why many more companies and or-
ganizations pursue sustainable development goals and aim to accomplish those goals in
the next ten or twenty years. According to a PwC report in 2015, 71% of businesses were
planning to engage sustainable development goals, and 41% of businesses said that they
would embed sustainable development goals into their strategies within five years (PwC
2015).

Furthermore, in daily life, more people aware of environmental and social issues, and
they are care more about sustainability in their life. In developed countries such as Finland
and Germany, there is a growing number of people choosing a vegetarian or vegan diet
in order to protect the environment and animals. Besides, in developing countries, young-
sters start adopting green habits, for instance, using fewer plastic bags when shopping.
Along with that, environmentally friendly products such as paper bags, bamboo drinking
straws, and wooden toothbrushes become more popular in the market. In various research
about purchasing behavior, the majority of consumers say that they would spend more
money or change their consumption habits in order to reduce negative impacts on the
environment; and almost half of consumers responded that they are willing to pay more
for all-natural or organic products (The Nielson Company 2019).

However, in order to manufacture such environmentally friendly products, and further
to achieve sustainable goals, a company needs to have proper suppliers who can supply
“green” goods and services. Selecting suitable suppliers would assist the company to
better manage resources and inventory as well as to support many other activities such as
cash flow requirement, production planning, and product quality (Narasimhan 1983, 27).
Although supplier selection happens frequently in running a business and is an important
task, it is not an easy task for the purchaser, and it requires a lot of analytical skills and
knowledge about the market. Moreover, when a company pursues sustainable

development strategy, the activity of selection supplier might need to be followed a
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number of extra green criteria. Take Tetra Pak, a Swedish packing company, as an
example, one of their requirements for their paperboard suppliers in 2018 is not using
wood from any form of deforestation that disrupts the natural forestry cycle (Scott 2019).
Therefore, careful consideration of supplier selection in the sustainability context would
bring benefits both for the purchaser and the supplier.

In an organization, many functions are interacted and can be exited simultaneously,
for example, procurement, sourcing and purchasing. In the book Purchasing and Supply
Chain Management, Weele (2009, 12) writes that “In practice, as well as in the literature,
many terms and concepts nowadays are used in the area of purchasing. However, no
agreement exists about the definition of these terms. Terms like procurement, purchasing,
sourcing, and supply management are used interchangeably”. Based on the definition by
Weele (2009, 14), in this research, procurement refers to purchasing and all activities
implemented by the purchaser in order to receive products or services from the supplier.
Along with that, supplier selection is determined as a stage in the procurement process
which belongs to supply chain management.

Regarding supply chain management, it is defined as “the management of upstream
and downstream relationships with suppliers and customers to deliver superior customer
value at less cost to the supply chain as a whole” (Christopher 2005, 5). There is no doubt
that sustainable supply chain management is one prominent topic which has a connection
with sustainability. Through sustainable supply chain management, companies are able
to implement social corporate responsibility in practice, and to improve effectiveness in
logistics administration and resource management at the same time of pursuing sustaina-
ble development goals. (Beske et al. 2014, 131.) In the sustainable supply chain, compa-
nies start to adopt a closed-loop approach since they are considering environmental is-
sues. Compared to the traditional supply chain, in a sustainable context, the materials are
kept in use in a longer period of time and aim to be recycled. (De Angelis et al. 2017,
429.)

One interesting example of sustainable supply chain management is the “Loop” pro-
ject. In 2019, the global recycling organization “TerraCycle” launched the project as a
new delivery service for consumers. The project has been supporting the reusable and
returnable system of many consumer-goods companies such as Unilever and Mondelez
International. Particularly, the “Loop” project is a circular shopping platform that replaces
single-use packaging with reusable or fully recyclable packaging. Once the products are
used, customers put empty packages back into the “Loop” tote which will be picked up

free. Then, the system delivers those empty packages to its partners in order to make sure
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the products get automatically refilled. (Danigelis, 2019.) Therefore, such projects would
help to reduce significantly the amount of plastic waste, and further support consumer-
goods companies to achieve sustainable development goals.

Being a component of sustainable supply chain management, researchers agree that
sustainable procurement practices can promote sustainable development through trans-
ferring markets, improving financial capability, enhancing the competitiveness of eco-
industries, saving resources, and creating jobs. The concept of sustainable procurement
is about purchasing with environmental, social and ethical responsibility. As a result, sus-
tainable procurement is considered as a key strategy for companies seeking to expand
globally by encouraging foreign investments, increasing international market share; and
the organizations’ performance has become an essential part of the sustainable procure-
ment system. (Islam et al. 2017, 1-3.) Moreover, the connection between sustainable pro-
curement and company image, innovation, strategic targets and competitiveness is very
strong and positive (Islam et al. 2017, 3; Adjei-Bamfo et al. 2019; Bag 2012). As a result,
building a more sustainable procurement strategy becomes a priority for businesses.

Along with sustainability term, since several recent years, the concept of circular econ-
omy has gained more recognition (Geissdoerfer et al. 2017, 757). There are more and
more journal articles and practical solutions related to the circular economy due to the
increasing awareness of resource scarcity. Regarding the benefits of the circular economy,
according to Ellen Macarthur Foundation report (2013, 9), the circular economy would
bring advantages to both economies, companies, and consumers/users. Particularly, the
circular economy helps economies to save material cost, to reduce supply risks and price
fluctuations, to increase jobs in services, and to benefit economic growth. Furthermore,
companies can increase financial values, gain more competitive advantages, improve cus-
tomers loyalty, and build resilience against strategic challenges. Last but not least, as for
customers and users, the benefits of the circular economy are related to the increased
choices for products at a lower cost, and the contribution to social benefits such as reduc-
ing impacts on climate change. (Ellen MacArthur Foundation 2013, 9-11; Lewandowski
2016, 2.)

Scholars agree that the circular economy is operated in contrast to the traditional linear
economy which is based on a “take-make-dispose” sequence. (Geisendorf & Pietrulla
2018, 771.) This circular economy concept is created to help improve the shortage of raw
materials and energy, achieve sustainable development goals, while at the same time sup-
port economic growth. Leipold and Petit-Boix (2018, 1126) state that the ultimate aim for

companies engaging circular economy is sustainability since it is crucial for businesses
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to consider global environmental change and it is a business opportunity in the era of
resource deficiency. Since the circular approach differs from the traditional linear busi-
ness, circular business models, therefore, are developed to continually reuse products and

materials at the same time to use renewable resources if possible.
1.2 Purpose of the study

When searching for supply chain management in the circular economy context, there are
limited studies focusing directly on supplier selection activity. Although there is literature
looking to general sustainable supply chain (for example, De Angelis et al. 2017,
Genovese et al. 2007, Manavalan and Jayakrishna 2019), and the collaboration of the
purchaser and the supplier in sustainable procurement (Miemczyk et al. 2012, Witjes and
Lozano 2016), little attention is paid to the supplier selection activity as well as the criteria
used to select suitable suppliers towards the circular economy. Consequently, the purpose
of this study is to research how suppliers are selected in companies promoting circular
economy. Two sub-research questions are used to achieve the research’s purpose:

Sub-RQ1: How the circular economy impacts the procurement process?

Sub-RQ2: What criteria are considered to select suppliers in the circular economy?

Firstly, as supplier selection activity belongs to the procurement process, in order to
understand how the circular economy impact supplier selection activity, it is important to
examine the impact of the circular economy on the procurement process. To answer the
first sub-question, in literature review part, circular economy principles and
characteristics are defined to create a background knowledge about the circular economy
concept. While the principles help to understand the fundamental actions in the circular
economy, the elemental characteristics describe the nature of the concept. After that,
overall procurement process and procurement in sustainability context are reviewed.
Based on that, the researcher would analyze the influence of circular economy principles
and characteristics on the procurement process.

Furthermore, when selecting suppliers, the purchaser usually has a list of criteria to
compare and evaluate potential suppliers. According to Weber et al. (1991, 14), a
purchaser would consider quality, price and delivery as main concerns among various
criteria. However, in the circular economy context, when consumers put more attention
to environmental matters, and the market has been transferred, some new supplier
selection criteria would be added. It might be green criteria which mainly involve
environmental protection and waste management. As a result, the second sub-research

question focuses on the criteria in supplier selection as firms move towards the circular
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economy. To answer the second sub-question, the researcher reviews and gathers various
criteria in selecting suppliers, including traditional criteria and green criteria.

This study is organized as follows. Chapter 2 provides the literature review on the
circular economy principles, its characteristics and business models in order to construct
a fundamental knowledge for the circular economy concept. This chapter also examines
the procurement process in the sustainability context and reviews various criteria when
select suppliers. This is followed by an initial synthesis framework on supplier selection
towards the circular economy. In chapter 3, the researcher outlines the research strategy,
data collection, trustworthiness of the research. The section explains the choice of method
applied in the study. Later parts of the chapter focus on the methods used for data
collection and analysis of the data to arrive at the results. Chapter 4 discusses the findings
of the study. Chapter 5 explains the study contributions to theoretical and managerial
aspects as well as provides limitations of this research and suggestions for further studies.

The final chapter summarizes the study.
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2 LITERATURE OF CIRCULAR ECONOMY AND SUPPLIER
SELECTION ACTIVITY

2.1 Circular economy

2.1.1  Circular economy principles

According to Kirchherr et al. (2017, 221), the concept of the circular economy is popular
in both academic and practical literature for several recent years. One of the most well-
known definitions about circular economy is defined by Ellen MacArthur Foundation
(2015a, 2), “A circular economy is one that is restorative and regenerative by design and
aims to keep products, components, and materials at their highest utility and value at all
times, distinguishing between technical and biological cycles”. Besides, European Com-
mission also gives description: “In a circular economy the value of products and materials
is maintained for as long as possible; waste and resource use are minimized, and resources
are kept within the economy when a product has reached the end of its life, to be used
again and again to create further value” (European Commission 2015, 1). In order to un-
derstand more the meaning of the circular economy, it is practical to consider the term of
the linear economy which is largely used during the 20" century. On the one hand, the
linear model of production and consumption refers to the process that goods and services
are made, sold, used and disposed of as waste after they completed their functions (Bonciu
2014, 88). On the other hand, the circular economy is based on “closing loops” through
different recovery’s levels (Yuan et al. 2006, 6) by “transforming material into useful
goods and services through resource efficiency” (Webster 2013, 543).

Because the origin of the circular economy is to close the materials’ flow and to use
the materials and energy over various phrases, there are three main principles of the
circular economy applied in practice, including reduce, reuse and recycle, which are
known as “3R” principles (Yuan et al. 2006, 5). These “3R” principles play parts of the
process and contribute to particular hierarchical importance (Su et al. 2013, 216). Inigo
and Blok (2019, 283) argue that the attention to each principle is different in particular
geographical areas. For example, in China, Reduction is the main goal due to the concerns
of resource deficiency for mass production; whereas European policies tend to focus more

on Recycle to minimize the amount of waste and to develop upcycling-based industry
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(Inigo & Blok 2019, 283). However, in order to achieve the ultimate goals of
sustainability, it is crucial to balance the three principles and to apply a systemic
perspective when examining the circular economy concept (Webster 2013, 553).

The first “R” principle is Reduce. According to Su et al (2013, 216) and Ghisellini et
al. (2016, 15), reduction means reduce the input amount of resources through the
improvement of efficiency in production and make less consumption. Companies can
improve their production efficiency such as increasing the products’ values while
minimizing negative impacts on the environment through using fewer resources per unit
or taking the place of harmful material by eco-friendly material (Figge et al. 2014, 217).
Besides, on the consumption side, the reduction can also be executed by building up a
simpler lifestyle, creating more productive household devices, or applying smarter
approaches such as making simple packaging of products delivered. (European
Commission 2017, 10; Zhijun & Nailing 2007, 95)

The second “R” principle is Reuse. In this level, Su et al. (2013, 216) explain that the
used-items and wastes from one company can be considered as the input resources for
other firms or industries. A similar explanation for this reuse level is using the waste as
products, either in the same function or in others (Hu et al. 2011, 222). Therefore, “the
products are used in maximum capability with frequent maintenance and reclamation to
prolong its endurance” (Su et al. 2013, 216). The reuse of items or components brings
many more significant benefits to the environment, economy and society since it uses
fewer resources, less energy, less labor, when compared with producing new products as
normal, or even when compared with recycling or disposal (Castellani et al. 2015, 374;
Ghisellini et al. 2016, 15). That might be one reason why in the waste hierarchy, reuse is
considered at the top among other waste management approaches. (Castellani et al. 2015,
374.) Besides of promoting resource efficiency, according to Castellani et al. (2015, 374),
reuse of products makes less air, water, and soil pollution by preventing the emission of
contamination from textile products, furniture, glass, and so on.

According to Ghisellini et al. (2016, 16), Geisendorf and Pietrulla (2018, 773), reuse
also indicates the development of product design and company business model in order
to implement “a cycle of disassembly and reuse”. Besides, to achieve certain economy of
scale, Stahel (2013, 6) suggests that activities linked with reuse principle such as
remanufacturing should be implemented regionally, so that the cost for transportation and
packaging would be cut down. However, the consumers play an important role to conduct
this approach since it requires the willingness to spend money on reusable and reproduced

goods. Particularly, the diffusion of reuse is affected by the increasing demand of



16

consumers towards those items, the appropriate design of products, and the convenience
that companies can take-back products (Ghisellini et al. 2016, 15-16). As a result,
companies are encouraged to push more effort on marketing strategy and further to
change consumers behaviors as well as to educate them regards shared responsibility
between manufacturers and users to collect reusable products. (Geisendorf & Pietrulla
2018, 773.)

The third “R” principle is Recycle. Recycle refers to creating new products by
processing recyclable materials, so that the amount of raw materials can be minimized
(Su et al. 2013, 216). This level uses the wastes as input resources after collecting,
separating and adjusting process in which core physical and chemical properties of
materials still remain (Hu et al. 2011, 222). Through this approach, new products or
materials are manufactured from waste, either for the initial or other purposes. As a result,
recycling of waste certainly supports to diminish the environmental problems by offering
the opportunities to reuse several resources and to reduce the amount of trash that goes to
landfills (Cagno et al. 2005, 595; Lazarevic et al. 2010, 258).

According to Stahel (2013, 4) and Ghisellini et al. (2016, 16), among the “3R”
principles, Recycle would be the least sustainable solution regards resource sufficiency
and profitability compared with two other principles, namely Reduce and Reuse. Some
materials have difficulties to perform closed-loop recycling and, can only be recycled
until a particular level or even are unrecyclable. For instance, textile waste may be
recycled several times while some types of plastic that mixing of contaminants such as
ink and metals are not recyclable. (Prendeville et al. 2014, 10.) Therefore, some authors
such as Stahel (2013) and Ghisellini et al. (2016) raise the discussion on recycling mixed
materials and highlight the importance of developing new chemicals and products at the
global level. While reuse, repair and remanufacture, which are mainly implemented in
local or regional dimensions, can avoid packaging and transport costs; recycling has a
global dimension (Ghisellini et al. 2016, 16) and based on the “principles of industrial
production such as economic scale, specialization and employing the cheapest labor”

(Stahel 2013, 4).

2.1.2  Circular economy characteristics

Based on the circular economy definition and its principles, Joustra et al. (2013, 3) believe

that circular economy step by step becomes a new vision of resources and energy
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management, value creation as well as entrepreneurship. Different from the traditional
linear model, circular economy pursues and creates conversions from “end-of-life”
concept to “closed-loops”, from using unrenewable energy to sustainable energy, from
much waste to zero waste through the product design, system and business models. Thus,
Ellen MacArthur Foundation (2015b) provides five main characteristics of the circular
economy: (i) Design out waste/ Design for reuse, (ii) Build resilience through diversity,
(iii) Rely on energy from renewable sources, (iv) Think in systems, and (v) Think in
cascades/ Share values.

Firstly, regarding design out waste characteristic, the product design affects directly to
product life, the amount of raw material or energy, and waste to landfill. Lewandowski
(2016, 18) specifies that appropriate design would extend product lifecycle, enable using
fewer resources, reduce toxic waste to the environment, and facilitate closing material
loops for products and components. In the circular economy, products are designed in a
way to reduce waste as much as possible by using biological or less harmful materials.
Particularly, natural materials, which are pure and harmless, can be easily returned into
the soil by composting. In contrast, unnatural materials such as plastics and polymers
should be modified to save the value and minimize the energy used for materials
changing. (Ellen MacArthur Foundation, 2015b, 7.) Additionally, according to
Lewandowski (2016, 16), circular products have particular features in connect with
circular economy principles. Circular products could prolong product life through
maintaining, repairing, refurbishing, and reselling. Those products are designed to
increase reusing and recycling, so that they could participate in the closed material loops.
Product design is suggested to use less raw material and energy in order to diminish
negative impacts on the environment. (Lewandowski 2016, 16.) Furthermore,
Lewandowski (2016, 16) states that circular products “can be also dematerialized and
offered not as physical but as virtual products”. Sustainable product design with a focus
on circular thinking and innovation can be achieved through company internal capability
and connections with stakeholders (Joustra et al. 2013, 11).

Secondly, because diversity serves as the main driver of flexibility and resilience in
various systems, in circular economy diversity is valued as a mean of building strengths
(Ellen MacArthur Foundation, 2015b, 7). The balance among different scales of
businesses would help economies to develop actively in the long term. When faced with
external shocks, varied systems with numerous connections and scales would be more
flexible and adaptable, compared with systems just focusing on maximization of

efficiency. Particularly, while global companies contribute a large volume of production
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and efficiency to maintain prosperity, smaller firms would easily offer alternative
business models in cases of crisis. (Ellen MacArthur Foundation, 2013, 22.) As a result,
different kinds of diversity such as customer relations, supplier relations, resource and
innovation would support the elasticity of circular economy (Joustra et al. 2013, 9).

Thirdly, that is no doubt that businesses need energy; however, the energy used for the
circular economy should be renewable by nature such as solar and wind energy in order
to decrease the reliance on the resource as well as to increase the resilience. Particularly,
the use of renewable resources will help to reduce the dependence on market prices and
supply fluctuations of non-renewable resources. (Ellen MacArthur Foundation 2015b, 8.)
Besides, the production and consumption of renewable energy usually are less polluting
and release lower carbon emission than those activities of oil or fossil fuels (Wijkman &
Skanberg 2015, 6).

Fourthly, applying system thinking in circular economy enables the improvement of
products and services (Perey et al. 2018; Ellen MacArthur Foundation, 2015b). System
thinking is a perspective of seeing and understanding the businesses as a just one part in
a wider whole, rather than a collection of parts (Perey et al. 2018, 632). Since the aim of
the circular economy is to close the loops of both materials, products and responsibility;
it needs to consider the collaboration among businesses, plants, people in order to
transitive effectively. This might be the feedback loops which provide the manufacturers
with information on the quality of reuse or recycle of products and resources (Joustra et
al. 2013, 9). Besides, Lewandowski (2016, 18) agrees that cooperative network between
the company and its supplies is crucial since it allows to optimize advantages from
suppliers and supports many related activities such as product design, marketing, finance,
and management. Therefore, without collaboration, it seems impossible to achieve
circularity in the circular economy.

Fifthly, the total costs in developing circular economy should be reported and
calculated, and they should reflect the real expenses (Ellen MacArthur Foundation 2015b,
8). For the shift to the circular economy, unfavorable external factors have to determined
clearly. When a company changes its business model, it would relate to the change in cost
structure and further organizational changes such as staff behavior. Cost structure can
help to evaluate the performance of optimization policies and usually taken into account
when considering the potential benefits of the circular economy. (Lewandowski 2016,
19.) Moreover, from the customers’ point of view, they may prefer purchasing goods to

leasing or renting them due to uncertainty and insecurity about financial matters.
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Transparency about contract terms and effective of marketing regards customers benefits

would help to solve these concerns. (Ellen MacArthur Foundation 2013, 49.)

Based on the circular economy principles and characteristics, De Angelis et al. (2017,

429-430) synthesize and highlight the key differences between traditional and circular

supply chain in figure 1.

Traditional
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Circular

Limited natural
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6 Reduce

. Recycle
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: Minimize
Lot landfill
Themes Traditional supply chain Circular supply chain
Strategy Component price Leasing and service outcome
Structure Linear and open Closed loops
Flow Input, Output Biological and technical cycles
Focus Efficiency Collaborative value capture
Scale High volume Medium-low volume
Scope Global Regional
Figure 1 Differences between traditional and circular supply chain (adapted from

De Angelis et al. 2017, 430).

Regarding the traditional supply chain, it involves upstream and downstream process and

aims to deliver values at less cost. Thus, the traditional supply chain emphasizes on cost

and the volume of material passing through the process. The system tends to apply linear

thinking around inputs and outputs, and focuses on high levels of efficiency. The fast-

moving consumer-goods sector is a typical model of the traditional supply chain. (De
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Angelis et al. 2017, 427.) Differently, the circular system focuses on access instead of the
ownership, which helps to improve the capacity utilization and resources efficiency
(Planing 2015, 3). In the circular supply chain, organizations try to minimize the use of
resources and hazardous waste to landfill. As a result, a closed-loop approach is applied
to extend the products lifecycle by using a number of continuous technical cycles of
reusing and recycling. Furthermore, in the circular economy, consumables are made of
biological materials which can be returned to nature without risk of harm. Instead of
focusing on a large scale with high capacity, the circular supply chain aims to improve
resource usage and to facilitate product-service continuation. Scale and scope, therefore,
have been narrowed down with on more regional concentration. (De Angelis et al. 2017,
429-430.)

Along with that, Sitra (2019) lists five circular economy business models that most
value creation of companies come from, including (i) product as a service, (ii)
renewability, (iii) sharing platforms, (iv) extending the product life cycle, and (v) resource
efficiency and recycling. Firstly, with the product as a service business model, companies
provide services instead of products. Secondly, companies promoting renewability would
use renewable and recyclable resources to produce products. Thirdly, sharing platforms
business model maximize the usage of resources and extending product cycle by applying
digital platforms for renting, selling or sharing. Fourthly, in the product-life extension
business model, products are used as long as possible through maintenance, repair and
refurbishment. Lastly, companies following resource efficiency and recycling business
model would bring solutions to collect and reuse of resources that have reached the end
of their life cycle.

Nevertheless, Planing (2015, 3-4) argues that these circular business models only
describe the inner circle of a circular economy which targets to close the product loops.
With the goal to develop a truly circular economy, in a broader perspective, it requires
ideas for the reduce, reuse and recycle of materials as well as energy recovery in an
increasingly global supply chain. Therefore, circular economy business models also need

a more complex system of actors such as suppliers and authorities. (Planing 2015, 3-4.)
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2.2 Procurement in sustainability context

2.2.1  General procurement process

Although procurement process can run in different ways based on particular products and
company’s strategies, it would be implemented by purchasing department through auto-
mated steps. In literature, the procurement includes several specific stages which are re-
lated to purchasing or buying process. According to Webster and Wind (1972, 16), a buy-
ing decision process can be defined as five stages: (i) identification of need, (ii) establish-
ing objectives and specification, (iii) identifying buying alternatives, (iv) evaluating al-
ternative buying actions, and (v) selecting of suppliers. He also clarifies that many factors
such as individual, social, organizational environment could influence purchasing behav-
ior (Webster and Wind 1972, 16).

Witjes and Lozano (2016, 38) site that there are four main stages of the procurement
process, including (i) preparation stage, (ii) specification stage, (iii) sourcing stage, and
(iv) utilization stage as shown in Figure 2.

Preparation stage Specification stage

Sourcing stage Utilization stage

. Selection of
Definition of L ; Supply of Use of
Stakeholder Criteria isuppliers and
—» product or e o > - —» | product or [—» product and
demand services specification signing service service
contract
Figure 2 Procurement process (adapted from Witjes and Lozano 2016, 38).

Firstly, in the preparation stage, the products and services are defined, and the inventory
is made based on the demands of internal and external stakeholders. This stage would
create the first set of requirements. Secondly, in the specification stage, a list of criteria
for specifications of products and services are specified. Thirdly, in the sourcing stage,
the products or services specifications are opened to potential suppliers, and then the
selected supplier and the purchaser would sign on the sourcing contracts. Lastly, after
signing the contract, the products or services are provided and used in the utilization stage.
(Witjes & Lozano 2016, 38.)

In the book Purchasing and supply chain management, Weele (2009, 14) argues that

procurement is a larger term compared to purchasing or buying. Procurement involves
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the whole purchasing process, and many related activities such as stores, transportation,
and insurance. The purchasing process model includes six main steps as illustrated in
Figure 3, including (i) determining specification, (ii) selecting supplier, (iii) contracting,

(iv) ordering, (v) expediting, and (vi) following-up and evaluation.

Purchasing function

A
¥

i . Expediting Follow up
Internal Determining Selecting . . )
customers specification supplier Conbaciing Ordering evaEJlfJ.gﬁon evajmu;ﬁm Supplier
Y
Sourcing Supply
‘ Buying
Procurement
Figure 3 Purchasing process model (adapted from Weele 2009, 13).

Weele (2009, 13) clarifies six main aims of purchasing function. The first aim is
determining the quality and quantity specification of the products and services that need
to be procured. The second aim is improving the supplier selection procedures and
selecting the most appropriate supplier. The third aim is negotiating and agreeing on the
contract terms and legal issues with the supplier. The fourth aim is placing the order to
develop an efficient purchase order. The fifth aim is controlling the order to secure supply.
Finally, the sixth aim is following up and evaluating the supplier performance. He also
mentions that some firms consider environmental issues as part of procurement since
those issues are related to materials. (Weele 2009, 13-14.)

With the purpose of concentrating on the supplier selection activity, this research
would focus on several stages in the procurement process, including products and services
definition stage, specification stage, sourcing stage, and utilization stage. According to
Witjes and Lozano (2016, 38), the sourcing stage is a key stage because it links the
products or services’ specifications with the potential suppliers. With the public of quality
and quantity products or services’ requirements, the suppliers might need to improve their
business model to meet the purchaser’s criteria. According to Uyarra et al. (2014), in
traditional procurement, the effect of the procurement process on a company’s business
model is usually linear, and the main focus of negotiation is the “price per product unit”.

In order to meet the purchasers’ technical specifications such as size and color, the



23
supplier specifies needed raw materials for the manufacturing process, then provide to
the purchaser as the requirement. After being used, the products partly become waste and
the purchaser would think of where to dispose of it. Therefore, “the optimization of used
raw materials or generated waste is not explicitly addressed in the products technical

specifications” (Witjes & Lozano 2016, 38.)

2.2.2  Sustainable procurement

Back to the definition of sustainable supply chain management, Seuring and Miiller
(2018, 1700) define that “sustainable supply chain management as the management of
material, information and capital flows as well as cooperation among companies along
the supply chain while taking goals from all three dimensions of sustainable development
,i.e., economic, environmental and social, into account which are derived from customer
and stakeholder requirements”. Based on this definition, Beske et al. (2014, 132) clarify
three key points about sustainable supply chain management. Firstly, it promotes collab-
oration among partners in the value chain in order to strengthen their relationship. Sec-
ondly, three dimensions of sustainability namely economic, environmental and social di-
mensions are considered equally. Thirdly, it draws attention to the stakeholders of the
supply chain, including customers, non-government organizations, suppliers and govern-
ment. (Beske et al. 2014, 132.)

Being a part of sustainable supply chain management, sustainable procurement has
supported value creation for organizations and contributed to sustainable development
(Islam et al. 2017, 14). As defined by UNEP (2011, 12), “Sustainable procurement
integrates requirements, specifications and criteria that are compatible and in favor of the
protection of the environment, of social progress and in support of economic
development, namely by seeking resource efficiency, improving the quality of products
and services and ultimately optimizing costs.” Along with this definition, three key
principles underpinning sustainable procurement are economic factors, social and labor
factors and environmental factors. Economic factors refer to the entire lifecycle costs of
products and services as well as the end-of-life management cost including waste
disposal. While social and labor factors include developing local communities and
infrastructure, increasing employment rate, ensuring equality and diversity as well as
working conditions. Besides, environmental factors care about climate change, emissions

to the air, and usage of natural resources through the life cycle of products. (UNEP 2011,
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13.) UNEP (2011, 14) clarifies that sustainable procurement is not about putting more
burdens on suppliers with extra criteria, but it is based on executing a clear strategy, step
by step meeting sustainable requirements in the procurement process. Therefore, it
requires support methods, communication and cooperation between the purchaser and the
supplier.

When putting the procurement in the sustainability context, the collaboration between
the supplier and the purchaser is closer throughout the procurement process. In traditional
procurement, the collaboration between the purchaser and the supplier is closest in the
sourcing stage where the supplier is selected and contracted. However, in sustainable
procurement, such cooperation develops from the preparation stage to the sourcing stage
and maintains to utilization stage. Furthermore, the purchaser tends to care more about
the value of money, where environmental and social requirements are added. As a result,
the main focus of negotiation switch from the price per product unit in the linear economy
to the price per delivered service in the circular economy. (Witjes & Lozano 2016, 41.)
Along with that, closing loops and improving resource efficiency become two significant
elements in the process. After linking the sustainable procurement process and sustainable
business models, Witjes and Lozano (2016, 42) propose a collaboration framework be-

tween procurement and business model in the circular economy as shown in Figure 4.
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Figure 2 Collaboration framework between procurement and business models for

circular economy (adapted from Witjes and Lozano 2016, 42).
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With the increasing concerns over sustainability issues, a company can obtain experience
in defining and designing products to close loops and to optimize resources usage (Mont
2002). The purpose of companies promoting circular business models is to reduce both
the input - raw materials and the output — waste. Therefore, the framework focuses on
product-service system. In the framework, the collaboration promotes further
communication and partnership between the purchaser and the supplier. Such cooperation
would help the purchaser and the supplier companies to share responsibility with each
other as well as to define the technical and non-technical requirement of the products or
services. Consequently, the main negotiation between the purchaser and the supplier is
the “price per service” of a functional unit that the supplier provides. The success of the
framework would reply upon the shared ownership of the product-service system, and the

collaboration between two parties from the early stages of the procurement. (Witjes &

Lozano 2016, 39-41.)

2.3 Supplier selection criteria in sustainability context

2.3.1  Criteria of traditional supplier section

According to Weber et al. (1991, 2-3), supplier selection decision is one of the significant
and complicated features of purchasing function because this decision-making process
must consider various criteria. The criteria would include quantitative and qualitative el-
ement and might be conflicting with each other. Therefore, it is essential to consider di-
versified criteria when a company builds a strategic approach towards purchasing. (Boer
et al. 1998, 110.) Ellram (1990, 11) emphasizes that in strategic supplier selection, both
traditional criteria such as quality and price and longer-term criteria such as future man-
ufacturing capability need examining.

Since a long time ago, many researchers agreed that quality, delivery and price are
dominant criteria to select suppliers. According to Pal et al. (2013, 2670), pricing struc-
ture, delivery, product quality, and service are basic traditional criteria that are used for
selecting suppliers. With the development of global trade, companies might select sup-
pliers worldwide since many developing countries own lower labor and operation costs.
Along with that, Pal et al. (2013, 2670) conclude that a large percentage of purchasers
consider “cost” as a priority, and few more mutual selections criteria are gradually being

used. However, after conducting a survey with various procurement managers, Verma
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and Pullman (1998, 747) argue that quality is the most important criteria, followed by
delivery and price. Research on supplier selection criteria continues with many other con-
clusions such as Karpak et al. (2001) acknowledge the reliability of delivery as a main
criterion, and Krause et al. (2001) indicate the necessary to add innovation as a contem-
porary criterion.

Weber et al. (1991) rank the significance of criteria after reviewing a number of articles

which address supplier selection criteria as listed in Table 1.

Table 1 Supplier selection criteria (adapted from Weber et al. 1991, 14).
Criteria The importance of criteria
Quality Great importance
Delivery
Net price
Production facilities and capabilities Low importance

Geographical location

Technical capabilities

Management and organization

Reputation

Financial position

Performance history

The table shows that the most three important criteria in supplier selection are net price,
delivery and quality. Weber et al. (1991, 14) note that the net price in the list is understood
as a component of “total vender cost”, not a separate component. Besides those three
important criteria, production capabilities and geographical location are also considered
as significant “just in time” criteria. Other criteria that more frequently mentioned in the
supplier selection literature are technical capability, management, reputation, operational
control, and performance history. With a number of criteria, qualitative approaches are
usually used to select the supplier. According to Weber et al. (1991, 14), the most
common approach would be based on a linear weighting model which gives a weigh on
each criterion. After summarizing all such weights, the suppliers are ranked by their total

score (Weber et al. 1991, 14).
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2.3.2  Criteria of green supplier selection

Following the sustainable supply chain strategy, a very large set of criteria are used in the
supplier selection, and are mentioned in some literature under the keyword “green crite-
ria”. As defined by the High Level Committee on Management Procurement Network
(2009, 1), “Sustainable procurement integrates requirements, specifications and criteria
that are compatible and in favor of the protection of the environment, of social progress
and in support of economic development, namely by seeking resource efficiency, improv-
ing the quality of products and services and ultimately optimizing costs”. As a result,
besides traditional criteria, green criteria also play a substantial part when the purchaser
selects “green” suppliers in the sustainability context.

Lee etal. (2009, 7918) comment that the purchasing process became more complicated
when added environmental criteria. The reason is the purchaser has to evaluate the sup-
plier’s environmental responsibilities besides traditional criteria. The authors also list
main criteria for evaluating green suppliers, including quality, technology capability, total
product life cycle cost, green image, pollution control, environmental management, green
product, and green competencies (Lee et al. 2009, 7922). Similarly, according to Lu et al.
(2007), main criteria for green supplier selection are (i) environmental criteria such as
material and energy use, and (ii) criteria related to supply chain stages such as product
manufacture and distribution, and price.

After reviewing literature related to criteria and approaches for green supplier selec-
tion, Govindan et al. (2015, 69) conclude that environmental management system is the
most widely considered criterion for green supplier selection. “This major criterion is
followed by a green image, environmental performance, environmental competencies,
design for environment, green competencies, corporate and social responsibilities, envi-
ronmental efficiency, environmental authentication, environmental improvement cost,
green logistic dimension, green organization activities, environmental certification, sup-
pliers’ green image, use of environmentally friendly material, use of environmentally
friendly technology, waste management, reuse, recycle, green process innovation, green
product, green purchasing, green project partnership and green design” (Govindan et al.
2015, 70).

Chiou et al. (2008, 1909-1910) also comprehensively identify a number of criteria for
green supplier selection and group into six main criteria as detailed in table 2, including
(1) supply chain base, (ii) green competencies, (iii) environmental management systems,

(iv) environmental performance, (v) corporate social responsibilities, and (vi) risk factor.
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Table 2 Criteria of green supplier selection (adapted from Chiou et al. 2008,
1909-1910).
Main criteria Sub-criteria
Supply chain base Cost
Quality

Delivery schedule

Service performance

Green competencies Green material selection

Cleaner production technologies

Reduced green packaging

Reserve logistics

Environmental management system | ISO-14001 certification

Eco-labeling

Supplier environmental evaluation

Environmental management system

Environmental performance Green design

Use of restricted substances

Remanufacturing

Waste management

Corporate social responsibilities Public disclosure of environmental record

Green image

Relationship with stakeholders

Contribution to community

Risk factor Government and local rules

Political stability

Supply’s credit

Internal management system

Regarding supply chain base criteria, they are similar to criteria of traditional supplier
selection. Because the cost minimization would lead to profit maximization, having a
low-cost supplier could help firms to reduce the amount of cost related to purchasing,
transportation, documentation and so on (Min 1994, 26). Quality of goods or services is
usually ranked as a main selection criterion since it impacts directly to the purchaser’s
products or services. Moreover, when choosing a supplier, the purchaser should evaluate
the supplier’s assurance for “on-time delivery services” (Min 1994, 26). In addition to
cost, quality and delivery, the supplier’s capability to assist technical matters upon the

purchaser’s request is also important. (Chiou et al. 2008, 1910.)
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Regarding criteria on green competencies, environmental management system and en-
vironmental performance, they mainly aim to reduce the environmental impacts of the
procured goods or services. For example, cleaner production improves the environmental
performance by using less material and energy (Nagel 2003, 12). Moreover, green design
would make less environmental impacts during the whole product lifecycle which con-
tains the selection of raw materials, production, marketing, usage and disposal. (Chiou et
al. 2008, 1910.)

Regarding corporate social responsibilities, they contain criteria related to the com-
pany’s image and its community. The supplier should public some reports to tract and
inform its overall environmental record. Such public disclosure would help the commu-
nity to recognize that the company is operating toward sustainability. Moreover, the green
image relates to the market share changes and the relationship with stakeholders after
implementing sustainable programs. Along with that, a company can involve key stake-
holders in environmental activities and initiatives (Florida & Davison 2001, 79). With
regard to contributions to community criterion, a potential supplier needs to set up a pro-
cess that allows the local community to follow up and to give feedback on the company’s
operations. (Chiou et al. 2008, 1910.)

Last but not least, risk factor criteria include regulations, political stability, supplier’s
credit and internal management. Because of increasing regulations on environmental is-
sues, the supplier has to acknowledge and update such new requirements. The political
situation of the supplier’s area can also impact the long-term relationship between the
purchaser and the supplier. Furthermore, the supplier’s credit related to both financial
status and history performance is considered by the purchaser when selecting the supplier
(Chan & Kumar 2007, 422). Finally, effective communication and cooperation in an or-
ganization would lead to success in solving both business and environmental issues (Zhu
& Sarkis 2004, 62). The purchaser also looks at the internal management system of the
supplier before making the selection decision. (Chiou et al. 2008, 1910-1911.)

2.4 Synthesis of circular economy and supplier selection

Since the circular economy requires diversity, system thinking and designing out waste,
it is necessary to engage potential suppliers in the early stages of the procurement process
and to build a long-term cooperation between the purchaser and the supplier. Along with

that, in the utilization stage, a closer collaboration between the purchaser and suppliers
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are highlighted. Such collaboration promotes the material’s reuse and recycle which are
two key principles of circular economy. As a result, the final waste would be minimized
as much as possible. Furthermore, when selecting suppliers towards the circular economy,
green criteria related to environmental and social aspects are added as key selection cri-
teria in addition to traditional criteria. With knowledge from the literature, an initial syn-

thesis framework is built as in figure 5.
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Figure 3 Initial framework of supplier selection in the circular economy

In the early stages of a procurement process, careful consideration of circular economy
principles and characteristics is quintessential. In order to increase the products’ values
while minimizing the negative impacts on the environment as “Reduce” principle, the
company needs to develop the products and services as well as to involve potential
suppliers in product definition and specification stages. Potential suppliers’ engagement
would bring ideas to design products, to suggest renewable resources and further support
diversity and system thinking in business.

The circular economy principles are “reduce, reuse and recycle” materials. When se-
lecting suppliers in the circular economy, green criteria related to the environmental and
social aspects are considered in addition to traditional criteria such as quality, price, de-
liver. Such green criteria consist of green competencies, environmental management

system, environmental performance and corporate social responsibilities. (Govindan et
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al. 2015; Chiou et al. 2008.) Especially, green criteria about the environmental manage-
ment system are widely recognized., including a green image, environmental perfor-
mance, environmental competencies, design for environment, green competencies, envi-
ronmental efficiency, environmental authentication, environmental improvement cost,
green logistic dimension, green organization activities, environmental certification and
more (Govindan et al. 2015, 70). Along with that, instead of simply evaluating price per
product unit, the purchaser would select a supplier based on the “price per service” that
the supplier provides (Witjes & Lozano 2016, 41).

Furthermore, a circular business model requires the support and collaboration between
the purchaser and the supplier (Planing 2015, 4, Witjes & Lozano 2016, 41). After
selecting suppliers, the cooperation between the purchaser and the supplier in the supply
and utilization stage is remained and becomes closer compared to that in the early stages.
The collaboration contributes significantly to reuse and recycle products and services, to
minimize the waste, and further support to close the loop of materials. The collaboration
also supports both parties to share environmental and social responsibilities in the circular

economy context.
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3 METHODOLOGY

3.1 Qualitative research approach

According to Creswell (2007, 40), in order to answer the research questions, researchers
would choose qualitative or quantitative methods. Regarding quantitative research,
“Quantitative is predominantly used as a synonym for any data collection technique or
data analysis that generates or uses numerical data” (Saunders et al. 2009, 151). The aim
of quantitative research is testing objective theories by defining and examining the rela-
tionship among variables; therefore, researchers can test pre-set hypothesis in statistical
means to obtain quantifiable results (Creswell 2007, 16). Regarding qualitative research,
according to Saunders et al. (2009, 151), “qualitative is used predominantly as a synonym
for any data collection technique or data analysis procedure that generates or use non-
numerical data. Qualitative, therefore, can refer to data other than words, such as pictures
and video clips”. Qualitative research is often used when researchers try to understand
the detail of the phenomenon, and it can be achieved through information shared by re-
lated stakeholders (Creswell 2007, 40).

Moreover, qualitative research often brings insights into the problem and answers the
questions of “why” and “how” about the phenomenon; therefore, it is most often used in
explanatory and exploratory research. (Saunders et al. 2009, 146.) Furthermore, qualita-
tive study can be related to inductive or deductive approach, and assist researchers to
develop theory from collected data. Such procedures are able to categorize the data and
identify the relationships between these categories (Saunders et al. 2009, 480.)

In this research, qualitative research is the desired method to choose. The purpose of
the research is to understand how suppliers are selected in the circular economy by ana-
lyzing how circular economy principles and characteristics affect the procurement pro-
cess and selection criteria. When companies decide to follow sustainable development,
their business models would become more circular and sustainable, which leads to the
change in the procurement process. Therefore, it is possible to ask and examine how the
process has been changed in practice. Moreover, the research concentrates on a real-life
process and tries to explore new selection criteria in the circular economy context. As the
circular economy is a relatively topical phenomenon, instead of forming hypothesizes at

the beginning, data analysis would allow to reveal them.
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Regarding qualitative research, there are multiple research methods such as ethno-
graphic, case study, grounded theory, narrative and phenomenological, and these methods
can be applied in a flexible manner (Malhotra & Birks 2007, 153). While each strategy
has its own advantages, the researcher decides to use the case study approach because of
the nature of this research. Meyer (2001, 331) states that the case study strategy is con-
sidered as an effective approach to examine processes in a specific environment. Besides,
when the researcher has no control over the researched issues, the case study would be a
proper choice, so that the nature of observed issues would not be manipulated (Rowley
2002, 17). Rowley (2002, 18) also suggests that the case study approach is sufficient when
events are researched in their circumstances and where various data-collection methods
are used. Moreover, because of the chosen geographical region and the limited of time,
the case study is the suitable approach to gain an initial understanding of supplier section

in circular economy practice.

3.2 Selection of cases

When following the case study strategy, researchers can either use a single case or mul-
tiple cases (Saunders et al. 2009, 146). Eisenhardt and Graebner (2007, 27) declare that
“theory building from multiple cases typically yields more robust, generalizable, and test-
able theory than single-case research”. Additionally, multiple case study is often charac-
terized for extending existing theories as well as filling theoretical categories (Saunders
et al. 2009, 146). Therefore, in this research, the researcher chooses multiple cases which
is appropriate for the discussion of supplier selection procedure and criteria in the circular
economy context. With multiple cases, the researcher could explore similarities or oppo-
sites in the researched issues among case companies, which support to generalize the
findings.

The research concentrates on Finnish companies because Finland owns high reputation
in pursuing the circular economy and the location is convenient for the researcher. With
the fact that Finland is a forerunner in the circular economy and aims to make the country
as a global circular economy leader by 2025, the Finnish government has prioritized in-
vestments promoting the circular economy among its current projects (Santalo 2019).
Moreover, due to high awareness of climate change and resource scarcity, Finland is be-
coming one of the successful countries commencing and promoting the circular economy.

The country was the first one to create a national circular economy roadmap, in 2016, and
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hosted the first world circular economy forum in 2017 with the attention of ninety coun-
tries over the world (Palmberg 2019).

Since the purpose of this research is to understand the supplier selection activity in the
circular economy context, the researcher decides to select case companies that are pro-
moting the circular economy in practice. Based on several networks with stakeholders in
smart sustainable city building, and information on interesting companies pursuing the
circular economy in Finland presented on Sitra’s website, the cases are selected using a
practical process as follows:

e Based on internet search and networks for possible case companies

e Identification of seven possible case companies that mention the circular econ-
omy on their website or in press releases

¢ Email to each company for asking researching permission

e Contact the one that accepted and check out their public materials.

After that, three case companies expressed their interests to join the research.

Valonia is a service center for sustainable development and energy of Southwest Fin-
land. As an unbiased regional advisory organization for municipalities and companies in
matters regarding sustainability, the company offers a wide range of services to support
municipalities and companies as well as communities and citizens to promote sustainable
development, and recently to promote the circular economy.

Lounais-Suomen Jéitehuolto Oy (LSJH) is a company owned by seventeen municipal-
ities. On behalf of these municipalities, LSJH takes care of organizing the residents’ waste
management and waste disposal advice.

Lassila & Tikanoja Oyj (Lassila & Tikanoja) is a big international service company
with a mission of making circular economy in reality. The company is a critical link in
the shift to the circular economy by keeping materials, properties and factories in produc-
tive use for as long as possible, and enhancing the use of raw materials and energy.

Overall, three case companies are service providers in promoting circular economy in
Finland; however, three cases have different perspectives on sustainable procurement.
Particularly, Valonia provides consultant services about green procurement, LSJH is on
the way to develop a sustainable procurement strategy, and Lassila & Tikanoja is consid-

ered as a representative case company having systematic procurement process.
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3.3 Data collection

By using the case study strategy, there are various data collection techniques, for example,
interviews, observation and documentary analysis and questionnaires. Such techniques
“are likely to be used in combination” in research. (Saunders et al. 2009, 146.) Moreover,
Saunders et al. (2009, 258) state that most researchers tend to use some combinations of
secondary and primary data, especially when the secondary data are limited. In this re-
search, the researcher uses both secondary data and primary data. Secondary data are
collected by using documentary techniques, while primary data are collected through in-
terviews.

Regarding secondary data, the data might be “raw data and published summaries”
(Saunders et al. 2009, 256). According to Saunders et al. (2009, 146) the documentary
secondary data include written materials such as magazine articles and reports, as well as
non-written forms such as audio or video recordings. In business management research,
such documentary secondary data are usually used as a part of the case study. (Saunders
et al. 2009, 256-258.) This research uses secondary data as a mean to create a perception
of the theoretical background of the research, to identify possible case companies and
further to understand the case companies through public materials.

Regarding primary data, according to Malhotra and Birks (2007, 152), based on
specific issues and purposes, primary data are generated by researchers. Such primary
data provide the opportunities to researcher not only to ask about the phenomenon in
questions, but also to observe the respondents in their natural environment. In a qualita-
tive Master business research, the interview is the most common method to collect pri-
mary data (Fisher 2010, 182). The interview can help researchers to “gather valid and
reliable data that are relevant to research questions and objectives” (Saunders et al. 2009,
318). With the purpose to examine how suppliers are selected in the circular economy
context, the researcher desires to interview experts and procurement staff in green pro-
curement. By using interview techniques, the researcher could ask and understand the
case companies’ procedures and criteria when selecting suppliers. Table 3 details the in-

formation of companies and interviewees in this research.
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Table 3 List of companies and interviewees
Company Title of the Company Interview Duration
interviewee description date
Valonia Director Valonia is a regional | 02 March 30 mins

advisory organiza-
tion for municipali-
ties and companies
in matters regarding
sustainable develop-

ment
LSJH Regional planner, | LSJH takes care of 10 March 37 mins
PIC for develop- | organizing the resi-
ing procurement dents’ waste man-
strategy agement and waste
disposal advice
Lassila & Category manager | Lassila & Tikanoja | 23 March 28 mins
Tikanoja is a service company

that makes circular

economy a reality

Overall, the interviewees play different roles in procurement management and own
different perspectives on supplier section activities. Firstly, as a director of Valonia which
provides consulting services for companies and municipalities in South-West Finland, the
interviewee from Valonia has strong experience in sustainable procurement and is an
expert in the field. Secondly, the interviewee from LSJH has focused on procurement and
supply chain field for two years, and she is the person in charge of developing a
sustainable procurement strategy for the company. Thirdly, the interviewee from Lassila
& Tikanoja owns more than twenty years in supply chain management and is a category
manager in Lassila & Tikanoja head office. Therefore, the interviewee from each
company would bring some differences compared with the other two interviewees.
According to (Saunders et al. 2009, 318), the interview can be further classified as
structured, semi-structured, in-depth and group interview. The researcher selects semi-
structured interview because of its convenience of discussion on a given framework, and
its flexibility. In the semi-structured interview, the researcher has a list of themes and
questions in advance; however, the researcher can ask questions outside of the list, and
the interviewees also can add further comments on important matters. (Saunders et al.
2009, 320-321.) In this research, the interview questions are created based on the litera-

ture and the synthesis framework, and are broken down into different themes. The terms



37
of procurement, purchasing, supplier selection can be used interchangeably, and the con-
text of circular economy is rather new in practice. Therefore, it is also necessary to allow
interviewees to answer the questions based on their own angle. Table 4 illustrates the
relationship of the concepts reviewed in the literature, the interview questions as well as
how the primary data are collected for the data analysis. The list of questions is detailed

in Appendix 1 — Interview guide.

Table 4 Operational chart
Research Themes Concepts Concepts in Interview
problem literature question(s)
(Chapter
number)
How the circular | Circular Circular econ- |2.1.1-2.1.2 1,2
economy impacts | economy omy principles
the procurement and character-
process? istics
Procurement | Procurement 2.2.1 5
process
Sustainable 222 4,6
procurement
What criteria are | Supplier cri- | Traditional cri- | 2.3.1 7
considered to se- | teria teria
lect suppliers in
the circular econ-
omy?
Green criteria | 2.3.2 7,8

Interviews in this research were conducted during March 2020, either face-to-face or
Skype meeting program, and lasted about 25 to 35 minutes. All three interviewees were
asked with a similar interview guide although there is a slight change applied for
interviewee in Valonia case because she plays as an expert role in green procurement.
Moreover, the interviews were semi-structured, so that some different questions were
added based on the answers of interviewees. The interviews were recorded with the
permission of the interviewees and then transcribed to avoid misunderstanding and avoid
missing information. The interviews were conducted in English as the interviewers and
the researcher both speak English fluently. When the analysis was completed, the final

report was sent to interviewees to ensure the accuracy of the information in the research.
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3.4 Data analysis

The process of data analysis uses analytical interpretation to acknowledge information
from the data and it aims to find meaning in data as well as to generate information for
the researched topic. In qualitative research, data are non-numeric or have not been quan-
tified, for example, a shortlist of responses, open-ended questionnaire or transcripts of in-
depth interviews. In order to make these data to be useful, researchers need to implement
data analysis (Saunders et al. 2009, 480). When analyzing qualitative data, the researchers
need to combine connoisseurship and criticism, and the coding method is used to sum-
mary and précis the data (Fisher 2010, 199).

According to Malhotra and Birks (2007, 240), “coding is the process of bringing to-
gether participants responses into categories that bring together similar ideas, concepts,
themes, or steps or stages in process”. Anything which can reveal the data can be coded,
such as any hesitations, emotional factors (Malhotra and Birks 2007, 240). Therefore, the
researcher tries to transcript the data right after taking the interview and notes such factors
in order to use when coding.

In this research, the data are analyzed based on the content analysis method. According
to Fisher (2010, 201), this method ““adds a qualitative element to the analysis of qualitative
material”. By using the content analysis method, the researcher analyzes the frequency of
key elements appear in the collected data (Fisher 2010, 201). Furthermore, the researcher
uses both within-case and cross-case analysis to examine primary data. According to
Ayres et al. (2013, 881), through within-case analysis, the researcher can acknowledge
the presence of themes that “lead to the identification of significant statements” then,
cross-case analysis is applied to compare such statements. Therefore, in this research, the
within-case is conducted by analyzing separately the interview’s transcripts to recognize
patterns. Each case is coded at one time by Nvivo software, and the researcher only moves
to other cases after wrapping up coding previous cases. After that, these patterns are coded
to allow for more abstract examination when the researcher implements cross-case anal-
ysis. Then the themes are compared to the remarkable points identified in the literature in

order to find some connections which are described in Chapter 4.
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3.5 Trustworthiness

According to Lincoln and Guba (1985), there are four main trustworthiness criteria that
ensure qualitative findings, namely credibility, dependability, transferability and confirm-
ability. In 1994, the authors added a fifth criterion which is authenticity.

Firstly, credibility relates to the accuracy of the collected data as well as the clarifica-
tion and representation of such data by the researchers (Polit & Beck 2017). Cope (2014,
89) explains that if the description of human experience in the study is recognized imme-
diately by individuals in a similar experience, it would be considered as a credible quali-
tative study. Besides, the researchers should prove the engagement, methods of observa-
tion in order to enhance the credibility of the research (Cope 2014, 89). In this research,
the interviewees are introduced by the researcher’s networks; therefore, it creates a posi-
tive sign of reliability between the interviewees and the researcher. All three interviewees
are interested in the topic and are willing to participate in the interviews. Moreover, after
analyzing the data, the transcripts are sent to the interviewees to comment and correct if
needed.

Secondly, dependability indicates to the constancy of collected data over the same ex-
perience. A study would be considered as a dependable research when its findings are
simulated in similar conditions. (Polit & Beck 2017.) In this research, a theoretical frame-
work is built before collecting data, so that it accumulates literature knowledge of the
topic and practical knowledge in procurement and sustainable development, which has
impacts on research questions, interview questions and how the researcher analyzes the
data.

Thirdly, confirmability refers to the ability of researchers to prove that the data present
of participants answers and not the subjective opinions from the researchers (Polit & Beck
2017). According to Cope (2014, 89), confirmability can be demonstrated by explaining
how results and interpretations were created and illustrating that the findings were ob-
tained from the data. Therefore, in order to show confirmability, the researcher quotes
several points from the interviewees’ answers.

Fourthly, transferability implies the ability to apply the findings to other researches
(Polit & Beck, 2017). A qualitative study meets the transferability requirement if the re-
sults are meaningful to individuals who are not related to the study and the readers can
connect such results to their own experiences. Therefore, researchers are suggested to

provide adequate information about interviewees and the research context, so that readers
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can evaluate the findings. However, the transferability of a study may depend on the pur-
pose of the study and only be relevant if the research can generalize about the phenome-
non. (Cope 2014, 89.) In this research, the case companies are pioneers for circular econ-
omy and the interviewees are experts or have strong working experience in procurement,
it can be assumed that the findings could be applied for both other studies and individuals
who are interested in the sustainable supply chain.

Fifthly, authenticity refers to the capability and degree that the researchers express the
experiences and feelings of the participants in a reliable manner (Polit & Beck 2017).
Cope (2014, 89) cites that “by reporting in this descriptive approach, readers grasp the
essence of the experience through the participant quotes”. Besides quoting several opin-
ions expressed by the interviewees, the researcher also examines the emotions of inter-

viewees.
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4 FINDINGS

4.1 Casel - Valonia

Valonia is a public organization, based within the regional council of Southwest Finland,
and is a service center for municipalities in the topic of sustainable development, climate
issues, circular economy, and nature conservation. Therefore, the company plays a sig-
nificant role in the sustainability ecosystem. Valonia started focusing on sustainable de-
velopment approximately twenty years ago through the progress on United Nation
Agenda 21 program, and has been promoting the circular economy for four years. The
company carries out a wide range of activities concerning energy efficiency and renewa-
ble energy, circular economy, mobility management, water protection and wastewater
management as well as sustainable public procurements and environmental education.

As an expert in green procurement, the interviewee from Valonia emphasizes the im-
portance of sustainable procurement in promoting the circular economy. While the “sus-
tainability” term has become familiar in doing business, the circular economy is a new
term and has not yet commonly used. However, the aims of circular economy also relate
to sustainable development such as minimizing waste and protecting the environment.
According to the interviewee, companies and municipalities are using a lot of budget for
procurement. The interviewee agrees that selecting appropriate suppliers is a key strategy
in an organization and is one of the biggest elements that bring significant impacts on
promoting the circular economy. Therefore, it is essential for a company to develop a
sustainable procurement strategy.

Nevertheless, according to the interviewee, municipalities and businesses still have
weak resources on procurement know-how in promoting circular economy. In order to
avoid unnecessary waste, it is important to define the actual needs of the company before
selecting suppliers. The interviewee highlights that in sustainable procurement, the values
of the products and services that the purchaser receives is more important than the prod-
ucts itself.

“When thinking about the circular economy, from the purchaser’s point of
view, it is very important to step a few steps back to look at what is actual
need. For example, we don’t procure a certain vehicle if the vehicle itself
is not the need, the vehicle is a way of getting the actual need which is a

hole on the ground. The vehicle is not the need, the hold on the ground
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may be the need or even something that will be in the hole. So that, in
circular procurement, you need to step a further back and see what the
actual need is.” (Director of Valonia)

The interviewee’s opinion is in accordance with the report of UNEP (2011, 40-41)
where the authors agree that “organizations that made most progress in sustainable pro-
curement have often achieved success through “re-thinking” their needs”. Although most
literature of procurement does not highlight the step of defining the companies’ actual
needs, re-thinking the needs is necessary for companies following the circular economy.
Because “Reduce” is a key principle of the circular economy, understanding the com-
pany’s needs would help the purchaser to cut down the prodigality.

After specifying the need as well as the products or services that the company wants
to procure, the purchaser would consider various criteria to select suppliers. In this stage,
the interviewee comments that open discussion among the company and the market is a
key difference between supplier selection in the linear economy and that in the circular
economy.

“in the beginning phrase, it is important to open the discussion for a wide
market. The purchasers, the public organization don’t make a list of sup-
pliers, but they open it to all sectors and companies to come up if they have
something that they feel they could offer for the process.” (Director of Va-
lonia)

Instead of defining products specifications and criteria by themselves, companies pro-
moting circular economy would refer the opinions from different sectors within compa-
nies or from other stakeholders in the market such as suppliers, consumers and munici-
palities. This finding is in common with Planing (2015, 3-4) or Crespin-Mazet and
Dontenwill (2012, 215) who conclude that the relationships with both business and non-
business actors in the sustainable development would improve the position of a company
towards sustainable development. These actors can come up with novel ideas to create
environmental-friendly products which lead to the change in selection criteria. According
to Crespin-Mazet and Dontenwill (2012, 215), such non-business actors would be label-
ling companies, technical experts, the government, the media, and regulatory agencies.

As a service provider to companies and municipalities, Valonia has provided a lot of
counselling, events, project planning and educational materials to customers. Based on
the experience in green procurement, the interviewee suggests several methods to engage
suppliers at the beginning of the procurement process such as communication through

events, workshops or official announcement on companies’ website. However, she also
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notices the importance of transparency in publishing information and choosing suppliers,
so that every supplier has equal opportunities to participate. In literature, the transparency
is a main characteristic of the circular economy. Besides the transparency about contract
terms with customers and about cost structure (Ellen MacArthur Foundation 2013, 49),
the transparency in communicating with the supplier is also significant in practice.

Regarding criteria when selecting suppliers, the interviewee explains that each product
or service would follow a different list of specific criteria. Moreover, in different indus-
tries such as consumers goods, construction or transportation, the list of criteria might be
dissimilar. Consequently, it is difficult to define criteria for all procurement. However,
the interview indicates that green criteria are important next to traditional criteria in the
context of promoting the circular economy. In recent literature, the various environmental
criteria in selecting suppliers have been discussed. Lu et al. (2007), Govindan et al. (2015)
and Chiou et al. (2008) also mention the increasing concern over environmental criteria.
The interviewee agrees that although traditional criteria such as quality, price and service
have been the most used criteria, green criteria related to environmental and social issues
are developed and widely used.

Furthermore. according to the interviews, some green criteria might be new, and might
be created through open discussion with various stakeholders in the early stages of pro-
curement. She explains that the public might have ideas of green criteria, and then they
discuss with the company. A new criterion usually requires a long process to be devel-
oped. If some municipalities create criteria for a certain procurement, other stakeholders
also benefit from that. Therefore, the purchasers do not always need to create criteria by
themselves and they can apply experience form others. Along with that, the cooperation
between the purchaser and the supplier is essential since it is a two-way process.

“At the moment, we are still in process of developing green criteria be-
cause we can'’t create criteria that we don’t have a supplier who can meet
criteria, so it is a two-way process” (Director of Valonia)

Based on the information provided by the interviewee in Valonia, a framework of sup-

plier selection towards the circular economy is built and shown in figure 6.
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Figure 4 Framework of supplier selection towards the circular economy by Valonia

In this framework, the determination of actual needs at the beginning of the procurement
process is emphasized. Besides, it is also important to organize open discussions with
different stakeholders such as potential suppliers, consumers and municipalities in order
to define the products or services as well as its specifications. Concerning the criteria for
selecting suppliers, both traditional and green criteria related to environmental and social
aspects are needed to consider together and equally. Along with that, the values of the
provided products or service are concentrated when negotiating. After having a proper
supplier, the collaboration between the purchaser and the supplier is maintained in order

to achieve the aims in the circular economy.

4.2 Case 2 - Lounais-Suomen Jitehuolto

With the fact that waste has become a resource, and the customers’ expectations of waste
management services have increased together with the cost of operations, wider waste
management cooperation became necessary. Therefore, LSJH was founded by merging
two waste management companies in Turku and Salo in order to take care of the waste
treatment duties in these areas and in other municipalities nearby. Focusing on the circular
economy since 2015, LSJH is considered as a pioneer in promoting circular economy
both in the company operations and the guidance in sustainable actions to customers and
public services. The company pays a lot of attention to sorting and recycling waste, so

that waste can be used as input materials in production.
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Regarding the procurement process, according to the interviewee from LSJH, before
buying something, the company certainly needs to define the needed products or services.
She states that the procurement process for specific products or services might be differ-
ent, and it is very important to understand and follow the company’s guideline since buy-
ing decisions are key strategic activities. Because LSJH provides waste management ser-
vices and is a pioneer in promoting the circular economy, the interviewee also emphasizes
the significance of sharing knowledge among companies and suppliers, municipalities,
other waste treatment companies in order to define specification and criteria for their
needed products or services.

“We have to know in the market, or we have to talk to our suppliers or
some companies, maybe they have some good products, some quality prod-
ucts. Good knowledge about what possible is important and it comes when
we talk to the company, or maybe municipalities like Turku or Salo if they
have something interested in.” (Procurement specialist from LSJH)

With regard to the importance of knowledge sharing, Preston (2002, 8) explains that
the circular economy requires systematic changes, so it must be enclosed in partnerships
and networks of companies. Since the company needs to synchronize its investments in
infrastructure and innovation, collaboration would not only support such activities but
also help to bring knowledge and skills together. Preston (2012, 8.) The circular economy
targets to reduce the input from the beginning, and to extend the materials lifecycle as
long as possible. This requires the involvement of the whole supply chain in a circular
business model. Consequently, collaboration and value creation among various stake-
holders would be essential to the success of the circular business model.

Regarding supplier selection criteria, the interviewee agrees that green criteria are im-
portant recently, and she would consider more about green criteria when choosing sup-
pliers. However, it does not mean that traditional criteria are not considered thoughtfully.
Traditional criteria such as price, delivery and service are still important, and play a sig-
nificant part in choosing suppliers. With the fact that LSJH’s business field is waste man-
agement, the company pays more attention to green criteria related to environmental per-
formance and environmental management system of the supplies. Such green criteria are,
for example, green design, green packaging, eco-label and waste management which are
in accordance with a study by Chiou et al. (2008). Then the final decision would depend
on the product type and the company strategy.

“Eco-label, green design, environmental management, delivery, service,

maintenance, price. It depends on what we want, what we buy. In small
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cases, for example, when we buy toilet paper, we look for some suppliers
having eco-labels, and the paper is recyclable. Mostly like what we buy in
the shop” (Procurement specialist from LSJH)

The interviewee in this case also mentions that LSJH trusts its suppliers. The trust
between the company and the supplier supports to improve cooperation between both
parties. Hunt, et al. (2002, 19) clarify that relationships owning characteristics such as
cooperation, trust, commitment and communication would lead to successful alliances.
In the circular economy context, purchasing requires more room for innovation, as a re-
sult, trust, transparency and collaboration are significant.

Based on the information provided by the interviewee in LSJH, a framework of sup-

plier selection towards the circular economy is illustrated in figure 7.
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Figure 5 Framework of supplier selection towards the circular economy by LSJH

In LSJH, knowledge sharing is a key factor support the company to develop the circular
economy business model. The new knowledge is not only from potential suppliers and
municipalities but also from various stakeholders such as the market and other companies.
When selecting suppliers, criteria related to environmental performance and
environmental management system like eco-label and waste management are assessed
carefully in addition to traditional criteria. The company puts attention in close
collaboration with the supplier in order to extend the product lifecycle through reuse and

recycle.
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4.3 Case 3 - Lassila & Tikanoja

Lassila & Tikanoja’s strategy is to create more values with the circular economy not only
for customers, but also for personnel, owners and society. According to the interviewee,
Lassila & Tikanoja aims at reusing everything, putting the waste as little as possible and
taking care of the circular economy in practice. Through the environmental services,
Lassila & Tikanoja circulates its customers’ materials by taking care of the waste from
home as well as industrial waste. Besides supporting corporate customers, the company
helps households to become a part of the circular economy through environmental, in-
dustrial, facility, and technical services. The company creates more values for customers
by improving the recycling rate, efficiency consumption. In addition, the company also
creates values for personnel who are involved in the work in order to make sure that they
have good health and enjoy their life after the working day. For society, Lassila & Tika-
noja wants to mitigate climate change and tries to figure out new solutions for the circular
economy. For example, recently, the company has replaced raw material with secondary
raw material, and has replaced fuels with renewable bioenergy. The interviewee states
that Lassila & Tikanoja has made more effort to apply circular principles for a while, and
the company is proud to be a forerunner among Finnish companies promoting circular
economy.

Having worked in procurement management for a long time, the interviewee agrees
that the purchasing process has changed towards the circular economy. Along with the
development of innovative technologies and the increasing concern over sustainability,
both the methods and the criteria used to select supplier have been reforming. Particularly,
in a big company like Lassila & Tikanoja, nowadays, the procurement process is more
automated and is applied programs code. Before selecting suppliers, all potential suppli-
ers have to fill in a formula with various questions. Besides a number of new criteria
related to specific products or services, all suppliers have to comply with Lassila & Tika-
noja’s supplier code of conduct. The code of conduct is available on the company’s web-
site.

“Sometimes, we find a lot of suppliers for one product or service, and they
need to fill the questionnaire. If we are making a tender round, we always
attach it when we send a letter of tender and also our ethical the code of
conduct. They are always included.” (Category manager from Lassila &

Tikanoja)
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In Lassila & Tikanoja’s supplier code of conduct, there are many terms related to the
ethical and social aspects of doing business. The company’s code of conduct highlights
the importance to follow the relevant laws and regulations, and to cherish the principles
of sustainable development that help to save the raw materials, energy and environment.
Some of those criteria are also mentioned by Chiou et al. (2008). For example, with regard
to government’s and local’s rules, Chiou et al. (2008, 1910) explain that due to increasing
regulations on environmental issues, the supplier has to update and follow such new rules.
Therefore, the Lassila & Tikanoja’s code of conduct acts as a guideline in the whole pro-
curement process. The interviewee reveals that she can not take the new supplier without
including the code conduct in the agreement. However, according to the interviewee, the
most important criteria is that the supplier is able to sell what the purchaser’s need.

Furthermore, as described by the interviewee, the formula includes a number of ques-
tions related to the supplier’s organization, ethical principles, labor treatment, quality is-
sues, production and environmental emission, safety principles, financial safety and more.
During the interview, more than 50 questions in the formula are listed. Overall, the for-
mula covers all criteria which are reviewed in the literature. Some more criteria related
to, for example, ethical aspects, occupation system and safety are added.

In accordance with Weber et al. (1991, 14) finding, Lassila & Tikanoja has applied a
linear weighting model to assess suppliers. After receiving the supplier’s information, the
Lassila & Tikanoja’s purchaser would make an assessment in the scale of 1 to 3, with 1
indicating a poor level and 3 indicating a satisfactory level. The assessment would be
implemented automatically through a system since the questions are made in Yes/No op-
tions.

“It an automatic questionnaire and they are supposed to fill in Yes in eve-
rything. If they fill in No, they get a red mark and lower points. So the
question counts the points. There are some points which are kind of criti-
cal. If you answer No, we have to cut immediately. For example, if they
are not taking care of the environmental things or they are dangerous at
work, we can not work with them and we need to cut down immediately.
But if there is something, they can make an improvement, we might give
them some time. And if they are accessed as poor level, we are not able to
work with them” (Category manager from Lassila & Tikanoja)

Furthermore, after selecting a suitable supplier, the interviewee also agrees on the nec-
essary to keep collaborating with the supplier in the utilization stage. Besides, Lassila &

Tikanoja has an audit program based on the risk’s assessment, so that the chosen suppliers
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are evaluated every year. That means the purchaser has to visit the supplier, and the sup-
plier also has to fill in another similar formula. This evaluation stage is also mentioned in

the purchasing process model illustrated by Weele (2009, 13)

Based on the information provided by the interviewee in Lassila & Tikanoja, a frame-

work of supplier selection towards the circular economy is illustrated in figure 8.
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Figure 6 Framework of supplier selection towards the circular economy by Lassila

& Tikanoja

With many years of experience in sustainable development and owning a strong
sustainable procurement management strategy, Lassila & Tikanoja has a fixed procedure
to select suppliers with a long list of specific criteria. Noticeably, besides traditional
criteria and green criteria related to environmental issues, Lassila & Tikanoja also put
high attention on corporation social and ethical matters. Such matters might be related to
the working environment of suppliers as well as ethical and safety principles. Then, the
company has a system to re-evaluate the suppliers periodically in order to ensure that their

suppliers are still meet the criteria and Lassila & Tikanoja’s code of conduct.
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4.4 Cross-case analysis and a revised framework

All three case companies pursue sustainable development for a long time and have pro-
vided services on circular economy approximately for four or five years. Although play-
ing in different roles in promoting the circular economy, three interviewees acknowledge
the aim of the circular economy is to eliminate environmental harmful effects as much as
possible based on three principles of “reduce, reuse and recycle”. As suggested by the
interviewee in Valonia, the purchaser should step back to re-think about the actual needs,
and to define the needed values from or services. In order to promote the circular econ-
omy, interviewees from Valonia and LSJH highlight open discussion among various
stakeholders such as suppliers, municipalities and market, especially in the process of
product design. Although the interviewee in Lassila & Tikanoja does not mention much
about open communication, the company webpage emphasizes key stakeholders in circu-
lar economy building, including customers, personnel, potential employees, investors,
authorities, media, suppliers and communities. It is explained by Planing (2015, 3-4) or
Crespin-Mazet and Dontenwill (2012, 215), that a transformation towards a circular econ-
omy requires a change in system thinking which involves whole parties in the value chain.

The finding shows that open innovation is applied in the early stages of the procure-
ment process. Since the transition towards the circular economy is applied in accordance
with open innovation and requires radical system change, companies tend to open discus-
sion and to apply knowledge sharing with various stakeholders in the circular economy.
Three case companies develop the circular economy since it relates to companies’ values
and strategy, or the government requirement. In order to pursue the circular economy, the
companies combine organizational knowledge with external organizational knowledge to
the value chain. Particularly, in the beginning stage of the procurement process, the com-
panies opened doors to ideas coming not only from their suppliers, but also from custom-
ers, competitors and market. Regarding the relationship between sustainability and inno-
vation, Nidumolu et al. (2009, 64) explain that “sustainability is a key driver of innova-
tion” and Chen et al. (2006, 332) define green innovation as a hard or soft innovation that
has a connection with eco-friendly products designs, green processes with energy-saving,
waste recycling, or environmental management. This orientation would be gained through
the organization’s self-awareness or through external factors such as regulations and law
(Lopes et al. 2017, 479).

Concerning the supplier selection criteria, three case companies agree that it is chal-

lenging to define a list of specific criteria for whole procurement. Both traditional and
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green criteria are vital in selecting supplier towards the circular economy, and it is diffi-
cult to compare which criteria are more important than another one. This research’s find-
ing reveals that criteria related to social and ethical aspects are also considered when se-
lecting suppliers. In the literature, the circular economy concept usually focuses more on
environmental aspects; therefore, the green criteria related to environmental management
system have gained more attention. Such criteria have shown and reviewed in the litera-
ture of Chiou et al. (2008), Lu et al. (2007) and Govindan et al. (2015). However, besides
of considering on environmental issues, the interviewee from Lassila & Tikanoja also
emphasizes the importance of the company’s code of conduct when selecting suppliers.
Although Chiou et al. (2008) mention criteria related to corporate social responsibilities,
these social criteria still lack attention in most literature. The finding is in accordance with
a result from Kirchherr et al. (2017, 221) who acknowledge the neglect of social and
ethical issues in the literature about the circular economy. Moreover, the interviewees
from Valonia and LSJH believe that some criteria are new and have not existed yet; there-
fore, criteria development also needs cooperation between related parties.

Because long-term collaborations between the purchaser and the supplier are essential
in the circular economy, all three interviewees stress the importance of transparency in
supplier selection activities and mutual trust. Hunt et al. (2002, 24) clarify that shared
values and effective communication can help to gain trust among parties, whereas a part-
ner’s opportunistic behavior would negatively affect trust. Negative experiences would
lead to a lack of trust between both parties (Hunt et al. 2002, 24). As a result, the tendering
information and process have to be clear and transparent. Furthermore, because transpar-
ency is a characteristic of the circular economy, it is also highlighted when finding and
selecting suppliers. In the general circular economy concept, transparency within the
value chain might refer to the information of raw materials that used to manufacture prod-
ucts, so that the company can reuse such materials. However, when analyzing more about
the supplier selection activities, transparency also can be understood as the clarity of shar-
ing demand information as well as seeking, selecting and evaluating suppliers. In order
to improve transparency in the circular economy, the case companies also suggest open
communication between both parties.

After the data analysis, a framework of supplier selection towards the circular econ-

omy is revised in figure 9.
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Figure 7 Revised framework of supplier selection towards the circular economy

Compared to the initial framework that was built in section 2.4, this revised framework
shows three key differences. Firstly, in order to eliminate waste, at the beginning of the
procurement process, the purchaser should re-think about the actual needs. Secondly,
instead of engaging only potential suppliers in the early stages of the procurement
process, more stakeholders in the circular economy are involved. Thirdly, regarding
supplier selection criteria, criteria related to ethical aspects are added, in addition to

traditional and green criteria about the environmental and social aspects.
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5 CONCLUSION

5.1 Theoretical discussion

The circular economy is understood as closed loops and is a strategic facilitator of whole
value chain developments. When moving towards the circular economy, companies are
adopting a system innovation in the procurement process. Jesus and Mendonga (2018, 85)
argue that “the innovation system’s view should not be lost when considering the
transition towards the circular economy”. A multidimensional circular economy does not
only involve technological innovation, but also institutional change in markets, public
policies and social practices (Jesus & Mendonga 2018, 85). Furthermore, Yang et al.
(2015, 3856) list a number of advantages for alliance forming, including resolving
competitive conflicts, obtaining better learning benefits, developing innovative products,
dealing with market uncertainty, and improving technical skills. Therefore, the
collaboration between various stakeholders is crucial in promoting the circular economy.
In the early stages of the sustainable procurement process, open discussion and
knowledge sharing between stakeholders could create ideas to promote the circular
economy. Besides emphasizing the collaboration between the purchaser and the supplier,
this research also highlights the cooperation between the purchaser and other stakeholders
in selecting suppliers in the circular economy context.

As in the literature, “Reduce” is the first principles of the circular economy, and it
usually focuses on resources efficiency and less consumption. On the consumption side,
a solution of building a simpler lifestyle is suggested (Figge et al. 2014, 217). In accord-
ance with that, this research suggests the procurer should re-think actual needs at the be-
ginning of the procurement process. In the circular economy, the purchaser focuses on
the values that products or services bring to instead of the ownership of such procured
products or services. The actual needs re-thinking step would help the purchaser not only
to find the suitable supplier who can supply for the needs but also to reduce the waste
from unnecessary goods.

Furthermore, trust and transparency are significant to find supplier towards the circular
economy. The researcher agrees with literature that long-term alliance between the pur-
chaser and the supplier could be considered as a method to organize closed resource loops.
However, in order to build a long-term collaboration, trust and transparency between both

parties are crucial. According to Kaats & Opheij (2014), the differences in norms, values,
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culture and languages can be barriers for inter-organizational cooperation. As a result,
when selecting the supplier, the purchaser would choose the supplier who shares similar
values and goals towards the circular economy. It would boost the communication, coop-
eration and trust between both parties. That might be a reason for using the code of con-
duct in developing sustainable procurement in practice. Moreover, transparency about
published information and selection process would also help to build trust and collabora-
tion between the purchaser and the supplier selection in the circular economy.

Besides criteria related to environmental aspects such as environmental management
system and environmental efficiency, criteria related to social and ethical aspects also are
considered as important as traditional selecting criteria. In literature, the circular economy
concept focuses more on environmental quality; however, the final aim of companies
promoting the circular economy is ranging from economic, environmental and social pil-
lars. Regarding supplier selection criteria in the circular economy, in addition to the cri-
teria of green supplier selection that are reviewed in the literature, this research adds new
criteria concerning ethical issues. At the same time, the green criteria on social and ethical
matters need to be studied more extensively as the environmental criteria. Due to the
adding of green criteria, the main negotiation between the purchaser and the supplier in
circular procurement framework is “price per service” which is in accordance with the

finding by Witjes and Lozano (2016).

5.2 Managerial implications

Besides theoretical implications, this research also brings implications for companies pur-
suing the circular economy or sustainable development. The focus of the research is to
understand how the circular economy affects the procurement process and to examine
what criteria used in selecting suppliers in the circular economy context. The selected
case companies own high reputation in sustainable development and are considered as
pioneers in promoting circular economy in Finland. As a consequence, this research
would help the purchasers to build and to develop their companies’ sustainable procure-
ment strategies. For instance, this research would bring some ideas to engage stakehold-
ers, especially the suppliers in the procurement process. Through this research, the pur-
chasers also can improve the companies’ criteria lists in selecting supplier as well as de-

velop the companies’ code of conduct.
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In addition, this research also supports the suppliers to acknowledge the criteria and
the process that the purchasers use to select suppliers. By understanding such information,
the supplier would improve their companies’ strategies in products development, organi-
zational management and marketing which might bring positive points in the tender
round.

Moreover, for individuals who are interested in innovation and sustainability, under-
standing sustainability, and the circular economy pillars in practice would bring more
opportunities to be a part of the global workforce. Especially, for individuals building a
career in the supply chain field, the knowledge related to sustainability and the circular
economy would support them to get a position in companies which pursue sustainable

development goals.

5.3 Limitations and future studies

This research focuses on analyzing how the circular economy impacts the procurement
process and examining the supplier selection criteria; however, this research does not
analyze the methods used to select suppliers in companies. When selecting the supplier,
the purchaser might use several methods such as the analytic hierarchy process, the ana-
lytic network and chi square-test (Govindan et al. 2015, 81). As a result, a future study
on supplier selection methods could be done to get a better understanding of the whole
activity in the circular economy context.

Furthermore, since this research’s case companies are service providers in Finland, the
researcher suggests future studies on other circular business models such as renewability
or resource efficiency. Such business models would bring more insights on how the pur-
chaser and the supplier can collaborate to reuse and recycle the material in the circular
economy. Besides, this research only uses the qualitative data collection techniques;
therefore, the detail supplier selection criteria used in practice have not been listed. Future
research can combine both quantitative and qualitative data to understand more details

about selection criteria.
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6 SUMMARY

When the world is following sustainable development, the circular economy is a new term
that developed countries are concentrating on. Instead of doing business with the linear
model of make-take-dispose, more companies have been promoting to circular economy
pursue in order to develop sustainability. Along with that, the company’s business models
and strategies are transforming to more sustainable solutions, and the activities of supplier
selection would support such transformation.

The purpose of this research is to examine the supplier selection activity in companies
promoting circular economy. As supplier selection is a stage in the procurement process,
to achieve the research aim, one sub-question is applied to analyze the impact of the cir-
cular economy on the general procurement process. In order to understand the circular
economy term and context, the principles and characteristics of the circular economy are
clarified before answering the first sub-question. Besides, the second sub-question reveals
the criteria considered to select suppliers in the circular economy context. An initial
framework was built from existing literature.

All three Finnish case companies are service providers in promoting circular economy
with different situations in developing procurement strategy. Primary data are collected
by using qualitative methodology with semi-structured interview questions. Besides, sec-
ondary data are collected based on the information on case companies’ webpage. Then,
the data are analyzed first within-case, and following cross-case cases analysis through
Nvivo system to recognize the similarities and differences among the case companies.

The findings from this paper suggest that case companies tend to build long term col-
laboration with various stakeholders including suppliers to develop circular economy eco-
system, and in order to strengthen such collaboration, trust and transparency play signif-
icant roles. From the beginning of the procurement process, it is important to re-think and
to define the actual needs that companies desire to purchase. Moreover, when selecting
suppliers, both traditional criteria and green criteria related to environmental, social and
ethical aspects are considered. Therefore, the purchaser would focus on price per value
that suppliers provide to make the selection decision.

Such findings bring more insights into understanding the supplier selection towards
the circular economy in practice. It is also helpful for companies building procurement
strategy to promote the circular economy, and also companies supplying materials or ser-

vices to participate in the sustainable market.
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APPENDIX 1 - INTERVIEW GUIDE

Theme 1: Background questions
1. Can you tell me what your company does?

2. How long has your company focused on the circular economy and what were

the reasons to focus on it?

3. Tell me about your own background in relation to procurement management?

Theme 2: Procurement Process

4. Could you describe the process to select suppliers in order to promote the cir-

cular economy?
5. How it has changed since the inclusion of the circular economy?
6. How engaged suppliers are important?

a. Are suppliers engaged to product design in order to promote the circular
economy?

b. Could you tell an example, how this happens in practice?

Theme 3: Criteria
7. What criteria are used when selecting supplier?

a. How do your company come up with those criteria?

8. How important of green criteria when selecting supplier?

Theme 4: Ending question

9. Would you like to comment on anything else?
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APPENDIX 2 - THEMES

Circular economy

Clean technology

Law

Material consumption

Municipalities

Innovation

Service thinking

Sustainable development

System thinking

Cooperation

Alliance

Communication

Knowledge sharing

Open discussion

Supplier engagement

Criteria

Code of conduct

Delivery, Price

Environmental

Eco-friendly

Eco-label

Emission

Ethical

Material

Service

Social

Two-way process

Procurement

Evaluation

Invite suppliers

Needs

Points

Process

Strategy

Transparency

Trust
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