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Key points:

o This brief highlights that companies are aware of circular practices, in terms of long-term
economic and environmental benefits, but lack the necessary support to transition.

¢ Technical and knowledge barriers are the major hindrances for enterprises to
transition to circular practices. Other barriers are financial, including financial
structures within enterprises, lack of external financial support from banks and high
upfront costs, lack of regulatory support (in form of policies and incentives), and lack
of institutional and societal support.

e Auvailability of information via the internet, peer advice and trainings has been
identified as one of the major drivers that supports enterprises’ transition to circular
practices. Other drivers include consumer, supplier and investor support, as well as
regulatory support.

Business leaders and enterprises often understand the benefits of circular economy
approaches but lack appropriate support from policy and financial institutions to make
the necessary investments towards change.

Current business practices exploit natural
resources in an unsustainable way, and
many enterprises and corporations still
engage in a "take-make-dispose" linear
practice in their production systems. This
brief contributes to the discourse of
circular economy practices by identifying
barriers and drivers for enterprises,
especially in Southeast Asia, to engage in
circular economy practices. We conclude
that in addressing the challenges, a
systemic approach needs to be adopted,
ensuring that all actors ranging from
business sectors to policymakers work
collaboratively to shift barriers to become
the enablers in achieving the
transformational change that is needed.
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Introduction

The global economy has relied on the “take-make-waste” linear model, which depends
on the excessive use of natural resources, putting enormous pressure on the planet’s
ecosystems. The linear economy proves to be inefficient due to loss of materials to
landfills and under-utilization of the products. In manufacturing processes that depend
on scarce materials, the impact of the linear model has been seen through price
fluctuations and undersupply of raw materials (Het Groene, 2020), thus impacting the
global availability of goods.

Materials consumption worldwide is set to increase eightfold in the 21st century,
according to one estimate, and triple the amount of resources will be needed to meet
global demand by the end of 2050 (Govindan & Hasanagic, 2018). In this context, the
concept of circular economy provides a potential solution for rethinking and redrafting
economic processes to be sustainable.

This brief aims to provide an overview and discussion of barriers and drivers for
enterprises to adopt circular economy practices. The brief shares key findings from
our research, which involved a literature review, an online survey with enterprises
in the region, and an in-person workshop discussing circular practices with private
companies and other circular economy stakeholders.
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Why is adopting circular business practices critical?

The global economy uses more than 100 billion tons of material every year and
most of this is due to heavy demand for new virgin materials (Circle Economy,
2020). Although extraction materials have driven economic growth, this trend
needs to be shifted in order to fulfil the growing population demand and
address resource scarcity.

The global trends show that current practices are unsustainable. Two planetary
boundaries (biodiversity and nitrogen cycle) have been transgressed, while three
others are approaching their limits (Pheifer, 2017). In addition, the growing global
population poses a great risk, as limited natural resources will not be sufficient for
future generations at this rate, unless production and consumption patterns are
transformed (Ellen MacArthur Foundation, 2012; Pheifer, 2017).

Embracing circular economy approaches could bring opportunities and benefits
environmentally, socially and economically. Korhonen and colleagues (2018)
described potential benefits in all three areas. Environmentally, such practices can
reduce the input of virgin material, waste and energy consumption; economically,
some of the benefits include opening up new potential markets and adding more
value to products; and societal welfare could increase and cultivate a sense of
community through shared economy practices that are typical of a circular economy
(Korhonen et al., 2018).

Methodology for literature review, workshop and
survey

A systemic literature review was carried out using Google Scholar and Scopus. The
searches were made with three search strings, focusing on the status of circular
economy and the barriers and the enablers to circular economy transitions. A total of
3893 papers were shortlisted based on title relevance. Out of the 3893 papers, 100
were selected for in-depth analysis, based on summary and abstract relevance.

The workshop was held in person in Bangkok in partnership with SEED, under
COVID-19 restrictions and with limited number of participants. We conducted

a breakout group session that had about a dozen participants, including
representatives of academia, international organizations and the Thai government.
Over the span of two days, the stakeholders were asked to answer questions
regarding the barriers and enablers they face for circular transitions.

The online surveys were constructed in Google Forms and distributed to SEl's
contacts. Two surveys were conducted: one in Thai, which was distributed to Thai
private sector personnel, and the other in English, distributed to contacts in Thailand
as well as in other Southeast Asian countries. The Thai survey had 17 respondents
and the English survey had 33 respondents; the majority were from Thailand,
followed by Indonesia and Singapore. The online survey was targeted at respondents
from middle and upper management. About 55% of the respondents were from small
and medium-sized enterprises (SMEs) catering to consumer products, and a majority
(about 44%) were top management, followed by board members. About 55% of the
respondents were males.
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Barriers to building a circular economy

Despite global campaigns and the urgency to shift from linear to circular economies,
practitioners from industry and the private sector face challenges to implement and
adopt this concept. The current processes are still heavily driven by fossil fuel and mass
production models, making them challenging to transform. According to our literature
review and workshop and survey findings, the following are the main barriers faced by
enterprises in Southeast Asia in their transition to circular practices.

» Taxes, subsidies and government support: The subsidies, financial aid and uncosted
externalities that support linear production processes are major hindrances in
improving the financial competitiveness of circular economy approaches. In addition,
unsupportive regulatory frameworks could become a stumbling block to change the
linear business model. A report on regulation of packaging from the Association of
Southeast Asian Nations (ASEAN) shows that even though ASEAN countries have
various regulations on waste management and recycling, policy coherence is lacking
and current policy has limited impact in driving circular economy (United Nations
Environment Program, 2019).

» Incentives in supply chain: In many industries, the supply chain is limited for
sustainable material alternatives that can be recovered for remanufacturing and
reutilisation for another product. Furthermore, on average and in a short-term view,
the cost of products produced through linear production processes is cheaper, and if
there are no incentives such as tax relief and subsidies in the producer's supply chain
to choose more sustainable materials, the production cost maybe increased, which may
not be attractive to consumers.

« Societal barriers related to consumer behaviour and perception: Public acceptance
is a cornerstone of market behaviour that has the potential to influence companies to
shift their business models towards circularity. Companies can be led by consumer
demand for sustainable products and services (Lee, 2016). Ignorance on the part of
consumers of the environmental impact of goods and industrial activities continues
to impede the transition processes (Achillas et al., 2011). If consumers do not have
a positive perception of reused products, they have low incentives to engage in a
transition process. In addition, more environmentally friendly products tend to have
higher prices, since costs are incurred upfront, through investments in better design,
research, technical expertise, different materials and infrastructure (such as for waste
management). Price is still a dominant factor for customers to make purchasing
decisions; however, lower prices in a linear production system do not include the
negative impacts of products on the environment (Pheifer, 2017).

« Infrastructure and institutional support: Infrastructure that supports circular
economy practices needs to be in place in order for a transition to occur smoothly. This
includes waste management, treatment facilities, packaging, recycling processes, and
many more systems related to any product's life cycle.

» Lack of technical expertise in SMEs: Another bottleneck to introducing circular
practices is limited knowledge and technical know-how to shift from linear to circular
product life cycles. Circular economy is more than just recycling; it starts from defining
business strategy, circular input, product design and circular flows. Enterprises will
need myriad innovations when they decide to integrate circularity in their practices.
Technical expertise in sustainable practices is lacking, for ensuring that an enterprise’s
business model is aligned with circular economy principles. From the survey, only a
small number of respondents (about 35%) have received training on topics related to
circular economy, highlighting a general lack of expertise.




Inputs from the survey and workshop with key stakeholders:
The survey showed that technical and knowledge barriers (i.e., lack of available technical
expertise within and outside an organization and lack of available knowledge) ranked
highest among the barriers that hinder enterprises in transitioning to circular practices.
This was followed by financial barriers, including financial structure within an enterprise,
lack of external financial support from banks, and high upfront costs. See Figure 1 for
results from the survey, with a total number of 50 respondents.

Figure 1. Barriers to circular practice transitions
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What drives the business sector to integrate circular
practices?

This section discusses the main drivers that help businesses to integrate circular practices
identified from the literature and from the surveys and workshop we conducted. We
determined these are internal and external support, opportunities to invest, and policy support.

Internal and external support

For the implementation of circular economy strategies, it is important to have internal
support through different company levels of management, as well as from employees, to
enable the necessary changes to their production models. This includes political will on the
part of management to make change and to build capacity. External support includes raising
awareness from both the company and consumer side.

« Organizational management: The implementation of any new process takes place
as a result of pressures from stakeholders or shareholders and commitment from top
management (Govindan et al., 2015). Management commitment and support, such as
proper training of employees and suppliers, have been an important influence on initiatives
of organizations to implement circular practices (Dubey et al.,, 2019). Furthermore, a clear
vision in terms of goals, objectives and targets is in very important during transitions
(Pan et al., 2015).
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» Consumer awareness and consumption norms: In emerging economies, consumer
awareness is the key factor in the adoption of circular principles (Patwa et al., 2020).
Awareness, education, communication, information and economic factors have
a major impact on the behaviour of a population and the movement towards the
adoption of circular economy practices at all levels (Aras & Crowther, 2009).

» Increasing knowledge and skills: Transitioning to circular practices will need
various new skills and knowledge ranging from designing product that eliminate or
minimise waste, operating new infrastructure, or handling new materials. The new
job market that potentially arise will create demands for new set of expertise. Hence,
training programs facilitated by experts, practitioners, or academicians, need to be
provided to develop necessary capabilities, skills and tools (Pheifer, 2017).

Opportunities to invest

Investments in broader value creation and beyond the linear value chains are necessary
for establishing circular practices. There are a few ways for incentivising both the
business sector and consumers to engage in sustainable production and consumption
practices, as discussed below.

« Sustainable supply chain management: To ensure that the value of a product
is maintained in a circular economy as the product stays “within the loop”, all
stakeholders must be involved, from the design stage to the input material and
finally “end of life” (if there is one) of a product. In producing “green” material, supply
chains need to be sustainable, which means incorporating sustainable development
at environment, social and economic levels in the production flow (Seuring & Miiller,
2008). For social and economic levels, this means respecting human rights and
labour law, as well as being inclusive, for example. Environmental circularity includes
reducing toxic chemical inputs in production, sustainably sourced materials, and
products designed to be returned, repaired and recycled (Aminoff & Kettunen, 2016;
Nasir et al., 2017).

« Technological innovation: Technological developments and digitalization advances
allow more efficient collaboration, transparency, authentication, knowledge sharing,
better tracking of materials, improved logistics, and increased use of renewable
energy. Research also shows that digitalization creates new opportunities by creating
novel digital platforms and new markets based on virtualization. Additionally, new
technologies like blockchain can help drive adoption of circular economy faster
through legitimizing product origin and “incentivizing positive behavior change”
(Lancelott et al. n.d).

» Cost structure: One driver for companies to adopt circular practices is the potential
to reduce costs, increase differentiation, and become less resource-dependent by
recycling materials and eliminating waste from the industrial chain. Seeing that their
consumption behaviours have a direct impact on the environment should encourage
consumers to pay for a higher-price product. Increased consumer willingness to pay
more allows companies to pass on higher costs from circular production.

Policy support

Government plays a critical role in encouraging innovation and new initiatives, as well
as promoting international cooperation by creating platforms for all stakeholders in
the private and public sector for idea exchange and cooperation (Liu & Bai, 2014).
Based on our survey results, local, national, and regional government support were
mentioned as the top drivers for SMEs to help make the transition to circular economy
practices. Policies and regulations that support green business models need to be
made accessible, especially for SMEs. For example, the workshop participants shared




that the Thai Department of Industrial Works and Department of Industrial Promotion
can provide support through setting up standard waste management, to ensure better
compliance for industry practices (Wolters et al., 2020).

Inputs from survey and workshop with key stakeholders

Our study survey shows that availability of information via the internet, peer advice and
trainings ranked highest among the drivers that support enterprises to transition to
circular practices. This is followed by other support in the form of consumer, supplier and
investor inputs. See Figure 2, showing drivers for transition to circular practices based on
results from the survey of 50 respondents.

Figure 2. Drivers for transition to circular practices
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Conclusion

The collected information and data presented in this brief showcase the drivers and
barriers that enterprises face in integrating circular economy practices in their business
models. This supports the reasoning that even though awareness is high that the
transition from a linear to a circular economy is needed, systemic barriers remain that
hinder enterprises from taking action.

The pathway to circularity is complicated; our results show that to dismantle the barriers,
a systemic approach needs to be adopted. Collective and synergistic actions from
governments, policymakers, consumers, researchers, and enterprises and corporate
management need to be taken, to ensure that a shift to circularity is effective.
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SEl research and initiatives on circular economy

The transition towards a circular economy is a collaborative effort by all stakeholders along value chains. SEl has been working on a
range of initiatives to support the private sector and to enhance collaboration among various sectors, with the aim to promote and

achieve sustainability in the private sector. Highlights of our initiatives include:

ROUNDTABLE AT THE
RESPONSIBLE BUSINESS
FORUM

SEl organizes a roundtable to engage
private stakeholders and others working
towards sustainability in business, with the
aim to discuss and exchange ideas, insights,
tools, and experiences and to promote
collaboration towards innovative solutions
that address environmental sustainability,
while integrating social inclusion and
rights-based approaches. The initiative
focuses on circularity and sustainability
efforts by businesses, governments,
researchers and civil society organizations.
Covestro, Mountain Hazelnuts, Herbalife
Nutrition and Coconut Merchant are some
among the representatives from the
private sector.

For more information on this activity, see:
https://www.sei.org/publications/transformational-
change-through-a-circular-economy,
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