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Abstract

The main objective of this paper is to give an overview of the risks of implementing circular economy practices in Albanian SMEs.
The methodology used for research and design in this paper will be based on a literature review, that involves systematically
searching, analyzing, and synthesizing existing scholarly articles, books, and other sources related to implementing circular
economy practices in SMEs. In conclusion, the adoption of circular economy principles by SMEs in Albania has the potential to
improve economic and environmental sustainability but on the other hand, there are inherent risks associated with transitioning to a
circular economy model for SMEs. Our research helps to focus attention on the problems of implementing circular practices in
Albanian SMEs and possible interventions by the authorities in the form of regulation.
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1. Introduction

We can define the circular economy as an economy "where the value of products, materials, and resources is kept in the
economy for as long as possible and the generation of losses is minimized," according to the European Commission.
(EUCommision, 2015).

First defined in the 1960s and 70s by Kenneth Boulding and reintroduced by environmental economists David
Pearce and R. Kerry Turner in the 1990s, the circular economy is a characterization of how goods and services can be
produced and consumed in a healthy and sustainable ecological environment that solves the problem of overuse of
resources, waste management, and climate change, among others, through the conscious interconnection of different
economic activities (Donaghy, 2022).

Albania started to implement the circular economy in the period of the communist regime. The lack of economic
support from abroad and the severance of economic relations with other countries would bring about a complete revision
of economic policy in the country. The need and strain experienced by the country's production cycle as a result of the
collapse of the economy brought this concept to life (ASET).

Small and medium enterprises (SMEs) play a major role in most economies, especially in developing countries.
According to the World Bank, they represent about 90% of businesses and more than 50% of employment worldwide

228



Interdisciplinary Journal of Research and Development

ISSN 2410-3411 (online) / ISSN 2313-058X (print) Vol 11 No 1 1/ April 2024

(World Bank).

In this study, we will focus on the risks that affect the application of circular practices. Therefore, the aim is to take
a deeper look to study the link between the circular economy and sustainability risk. This study finds inspiration in the
triple bottom line (TBL) theory, the TBL framework considers three dimensions of sustainability: economic, environmental,
and social. TBL is an accounting structure used to assess sustainability.

The main objectives of the paper are:

1. To present a theoretical picture of the circular economy and its development in recent years in Albania.

2. To review in a theoretical aspect the types of risks that implicate the company as a result of the application of

circular methods in production.
3. Toidentify the benefits of implementing circular practices.
4. To understand the relationship that exists between the level of circularity and risk in a company.

2. Literature Review

Throughout its evolution and diversification, our industrial economy has not moved beyond a fundamental characteristic
established in the early days of industrialization: a linear pattern of resource consumption that follows a take-make-
dispose pattern. Companies collect and extract materials, use them to make a product, and sell the product to a
consumer - who then discards it when it no longer serves its purpose (MacArthur, 2013).

A linear economy is a business model that focuses on the take-make-dispose philosophy. After extracting
resources from the earth, consumer goods are produced. The waste from this food is later collected in a landfill or
incinerated. Unfortunately, unhealthy competition between firms has shortened product life cycles, made things obsolete,
and turned them into waste, causing a collapse in the ecological balance.

The circular economy advocates a transition from the traditional take-make-dispose economy to a recuperative and
regenerative approach, which emphasizes extending the life cycle of products for use in order to obtain maximum value
from it. The circular economy transforms end-of-life goods into alternative resources, thus closing the loop in the industrial
ecosystem and reducing waste. Its philosophy is based on reuse, recycle, repair and reproduction (Webster, 2017)

The use of risk indicators as an assessment method can play an important role in establishing a full understanding
and proper integration of the circular economy system (Saidani, 2018).

Due to the dynamic nature of the impact of sustainability risk on organizational performance, integrating these risks
with the organization's strategy can achieve organizational goals (Wijethilake, 2018).

Categorizing risks into different types can help a business in many ways, including managing risks by reducing the
probability of the risk occurring or minimizing its impact. We identify risk categories based on prior academic research,
existing risk frameworks and interviews with risk management professionals. Risk categories include strategic risk,
operations risk, financial risk, and governance and compliance risks (Srinivasan.P, 2020).

A structured risk assessment is vital to understand the interrelationship between several types of risks.
Sustainability risks affect the sustainable development of an organization and its long-term social, economic and
environmental prospects. Therefore, sustainability risk assessment should be consistent with the three pillars of
sustainability (environmental, social and economic risks) (Kazancoglu, Deniz, Ozen, Kumar, & Mangey, 2022).To assess
and manage these risks, a systematic method is essential (Kazancoglu Y. 0.-O., 2022). The success of circular economy
startups is related to risks, which may include environmental risks, raw materials, technology, supply chains, etc. (Lin, et
al., 2019).

3. Research Methodology and Instruments Used

This section presents an overview of the research methodology and design used for this paper. The objective of this
paper is a literature review to see the effects of sustainability risks on the implementation of circular economy practices in
small and medium enterprises, as well as possible regulatory interventions by the authorities.

To accomplish this objective, two approaches will be considered: the systematic review and the narrative review.

Systematic review: This involves an in-depth investigation of previous research using predefined search criteria.
Usually, several databases are searched during the search process. The studies are then evaluated and selected
depending on how well they address the issue of the study. Narrative review: A narrative review uses a less formal
method to summarize the body of literature. Less attention is paid to methodological research and selection of studies
and more emphasis is placed on providing a comprehensive overview of the available research on the topic (Prendi,
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Borakaj, & Prendi, 2023).

This study develops these two methods for conducting a comprehensive and systematic literature review as well
as qualitative interpretation. We will study publications from several sources. We will conclude by gathering evidence
from different sources and debating the results of different approaches to analyzing sustainability risks and their impact
on the circular economy.

A total of 200 publications were gathered and checked for duplicates, yielding a preliminary selection of 50 papers.
Then refining the initial selection by manually reviewing the titles and abstracts for alignment with the main topic of using
the circular economy and the risks affecting its implementation. The alignment check consists of three consecutive closed
questions:

- Circular Economy in Albania?

- Does the study address sustainability risks and their impact on the circular economy?

- Does the study address possible regulatory interventions by the authorities?

If the answer to at least one question will be —no, the publication will be excluded from the final selection.
Conversely, if all the publications were included in the final selection they should have answered "yes" to the three
questions. After the content compatibility check, the final selection consists of 20 publications.

After that, we will quantitatively evaluate the data of the final selection of publications, based on the number of
publications, type and year of publications, total number of citations, and country of first author of publication. Next, we
will conduct a qualitative content analysis of the final selection based on the abstracts and full text, to categorize the
publications into distinct primary and secondary content groups. Depending on the findings of the studies that we will
review, we will also highlight the importance of developing sustainability risks. This paper consults also the original
reports published by the European Central Bank and other sources such as articles and books written by various
economists and universities. The circular economy is relatively new and to this day, experts around the world are still
arguing and giving opposing opinions. We will try to find different treatments for the same questions to compare and
analyze them.

4. Findings and Results

In the first part, referring to the results from the review of the literature related to the types of sustainability risks and the
effects they have on the application of circular economy methods in small and medium-sized enterprises, we will be able
to give a broader understanding to companies that implement or intend to implement circular practices. We will also draw
results regarding the possible measures that SMEs should take into account in their internal policies.

There is a need for countries to make more sustainable use of the environment and natural resources, while
maintaining and improving living standards and reducing poverty (Prendi, Liambi; Murrja, Arif, 2023).

In recent years, Albania has also begun to embrace the principles of the circular economy and has made
significant progress in its development (Hysa et al., 2020). Albania has recognized the importance of transitioning from a
linear economy to a circular economy and has taken steps to promote sustainable resource use and waste reduction. The
government of Albania has implemented various policies and initiatives to support the circular economy. These include
the adoption of renewable energy sources, promotion of recycling and waste management, and support for sustainable
business practices (Nazaj & Tolica, 2014). Additionally, there has been an increased emphasis on education and
awareness programs to promote the circular economy among businesses and the public. These efforts have led to the
formation of a strong network of organizations and businesses working towards implementing circular economy principles
in Albania (Hysa et al., 2020).

Before 1990, families in Albania were encouraged to share at the source the paper, cardboard, and glass. Within
these frames, wood scraps will be turned into furniture, plastic into clothes, and metal will be recycled into new goods
through processing. Once processed to create fertilizer, the food waste will be used in agriculture. The fact that Albanian
families can transfer different types of waste to specific places and be compensated with monetary means makes this fact
one of the few capitalist characteristics in Albania (ASET). The concept of "circular economy" is new when it comes to the
Republic of Albania. The country's circular economy needs are met by reformulating the current legal framework, which
regulates nuclear regulations, strategic documents, and national action plans. To find out the capabilities of the country to
find better and better sources of life or raw materials, goods, and products, it is necessary to improve the current
legislation (EnvNet, 2018).

At the same time, civil society organizations, scientific research, and the Ministry of Tourism and Environment are
interested in this topic through conferences, seminars, and media posts. however, there is still an end to knowledge and
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understanding in the parties involved. The National Waste Management Strategy 2018-2033 aims to establish minimum
standards for the management of waste in the country and to establish a uniform methodology for the Costs associated
with the provision of integrated waste management services (EnvNet, 2018).

In Albania, SME activities play a role in the economy of our country, which according to the statistics of 2021,
account for 99.8% of active enterprises in Albania, 81.6% of employees in the country, 79.0% of net sales are realized by
SMEs, 76.4% of investments, 76.1% are estimated to be realized by SMEs (INSTAT, 2021). Improving the financial
performance of SMEs through circular economy practices can help improve economic and environmental sustainability,
reducing the negative impact on the environment and making smarter use of natural resources (M.Sarfraz, L.Ilvascu,
A.E.Artene, N.Bobitan, D.Dumitrescu, O.Bogdan & Valentin Burca, 2022)

Where there are opportunities, there will always be challenges, and the implementation of circular economy
practices in Albanian SMEs presents both opportunities and challenges. On one hand, adopting circular economy
practices can bring various benefits to SMEs, such as saving material costs, creating competitive advantages, and
accessing new markets (Rizos et al., 2016). Circulating current materials could reduce the quantity of material input
needed, saving billions of dollars annually for the world economy. Implementing circular design and manufacturing
techniques results in optimized products. The need for management expertise in the circular economy increases
business opportunities in the market (Kyle J.Rotchie, 2021). On the other hand, based on the literature review comprised
of 20 papers, there are the following risks associated with implementing circular economy practices in Albanian SMEs.
The availability and high quality of natural and environmental resources, which are increasingly in demand, are vital to
Albania's economic success. Albania has taken a few steps in the areas of energy efficiency and renewable energy.
From 1980 to 2021, CO2 emissions will be decreased, and the government pledged to cut them by 12% when compared
to the baseline. (Prendi, Llambi; Gashi, Jonida, 2023).

Limited financial resources and inability to hire external experts, resulting in the need to rely on existing staff and
knowledge;

- Lack of awareness and understanding of circular economy principles among SMEs;

- Potential difficulties in classifying circular business models;

- Uncertainty about the regulatory framework and lack of government support;

- Lack of a supporting supply and demand network;

- Difficulty in securing capital for investments in circular economy practices;

- Lack of access to suitable technologies and infrastructure;

- Limited availability of sustainable inputs and materials;

- Lack of collaboration and partnerships with other organizations.

These risks can hinder the successful implementation of circular economy practices in Albanian SMEs and may
require careful planning, resource allocation, and collaboration with stakeholders to overcome (E.Hysa, A.Kruja,
N.U.Rehman and R.Laurenti, 2020)

5. Conclusions

The results show that companies are beginning to implement sustainability practices such as recycling, reuse, and
reduction in their processes, especially when it comes to production facilities. Also, the results show that companies are
trying to be more innovative by integrating new processes that support new thinking, a complete circular economy
framework cannot be found in the analyzed data. This deficiency should be addressed in the future and a comprehensive
framework should be implemented as a standard, especially for the manufacturing industry where closed loops will be
important in the

future.
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