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Abstract

This study delves into the dynamics of Circular Economy (CE) practices in Small and Medium-sized Enterprises
(SMEs), acknowledging their essential contribution to promoting sustainability. As we explore the various
influences on SMEs' adoption of CE, we closely examine the distinct impacts of internal and external stakeholder
pressure. Additionally, we highlight the role of positive managerial perceptions and introduce a fresh perspective
by framing CE orientation as a mediating force. Employing a survey methodology, our data collection spanned three
phases, resulting in 196 responses from the Estonian SMEs. The results challenge the assumptions of uniform
stakeholder pressures, unveiling nuanced effects on CE practices. Significantly, a heightened CE orientation
emerges as a driving factor in enhancing organisational responsiveness to external stakeholder pressure. This study
advances our understanding of the intricate relationships between stakeholder dynamics, managerial perceptions,
and CE practices, providing valuable insights essential for SMEs to navigate the path towards sustainable practices.
This study presents both theoretical and practical contributions and suggests avenues for future research to further
explore the multifaceted nature of the relationships uncovered in this study.

Keywords: Circular Economy Practices - Small and Medium-sized Enterprises (SMEs) - Stakeholder Pressure -
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1. INTRODUCTION

Circular economy (CE) has been proposed as a promising alternative to the traditional linear economic model,
attracting considerable interest for its potential to address economic, environmental, and social challenges (Cagno
et al., 2023; Knable et al., 2022). Research indicates that small and medium-sized enterprises (SMEs) classified by
the European Union as businesses with up to 250 employees and an annual turnover of up to EUR 50 million (EC,
2018), tend to lag behind larger companies in the adoption of CE practices due to limited resources and expertise
(Dey et al., 2019; Mura et al., 2020), while larger private and public organisations have started integrating CE
practices (Garces-Ayerbe et al., 2019; Ghisellini et al., 2016). Given the importance of SMEs to economies,
representing approximately 99% of companies in the EU (EC, 2018) and accounting for 50% of the region’s GDP
(Rodriguez-Rebés et al., 2024) their role in sustainability is undeniable. A gradual adoption of CE practices by
SMEs could significantly advance the transition to a CE and emphasise the important contribution of these
companies to sustainable development(de Jesus Pacheco et al., 2024; Smith et al., 2022).
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Research has indicated that engaging in CE practices, which entail sustainable production strategies geared
towards waste reduction, resource optimisation, prolonged product and material lifecycles, and emphasising
resource reuse within closed loops (Ahmadov et al., 2023; Arsawan et al., 2024), offers SMEs opportunities for
value creation (Broccardo & Zicari, 2020; Ferasso et al., 2023). According to Ly (2021), it can also improve the
firm competitiveness in the short and long term by enhancing operational efficiency, fostering innovation, and
aligning business models with evolving consumer and regulatory demands. This enables SMEs to flourish
economically, socially, and environmentally.

The transition from a linear economy to a circular economy is accompanied by a number of constraints. Barriers
such as lack of demand or social awareness (Geissdoerfer et al., 2023; Kirchherr et al., 2018), regulatory
complexities (Govindan & Hasanagic, 2018), and resource limitations (Garcia-Quevedo et al., 2020), combined
hinder SMEs ability to adopt circular economy practices. However, alongside these barriers, certain factors also act
as enablers, such as supportive regulatory frameworks (Droege et al., 2023), market demand for sustainable products
(Godinho Filho et al., 2024), and increasing stakeholder awareness (Baah et al., 2023). Among the factors
influencing the adoption of these practices by SMEs, stakeholder pressures have been highlighted as a critical factor
of implementation and engagement with CE practices. Both external and internal stakeholder pressure play a pivotal
role in driving SMEs to adopt CE practices (Baah et al., 2022; Chiappetta Jabbour et al., 2020; Genovese et al.,
2017). The same applies to managers' perceptions of the importance of these practices (Al-Kwifi et al., 2023;
Ruokonen, 2021; van Langen et al., 2021). Moreover, CE orientation has garnered recognition in various studies
for its beneficial impact on business (Arranz et al., 2023; Jagani & Hong, 2022; Schmidt et al., 2021). There
are thus a large number of internal and external influencing factors and actors that together influence the transition
to CE in SMEs (Ahmadov et al., 2023; Trevisan et al., 2023). This complexity, characterised by the dual role of
factors as facilitators or obstacles, underscores the need for further research that not only recognises but also actively
integrates this situation (e.g. Govindan, 2023; Kannan et al., 2022; Salmenperd et al., 2021). Against this
background, the present study utilises a theoretical framework (Figure 1) based on stakeholder theory, legitimacy
theory and strategic management theory. This framework provides the theoretical lens to better analyse and
understand the influencing factors that shape the adoption of CE practices in SMEs.

Stakeholder theory, as articulated by Freeman (1984), examines the relationships and pressures exerted by
various stakeholders on organizational processes, shedding light on the broader network of interactions within
which organizations operate. Freeman (1984) further posits that stakeholders not only influence but are also
influenced by the decisions and outcomes of an organization. Clarkson (1995) expand on this by explaining that
stakeholders possess rightful interests and significant stakes in a firm's operations due to their invested financial or
human capital. This not only underscores the reciprocal relationship between firms and their stakeholders but also
highlights the latter role in supporting or hampering the adoption of CE practices. In the existing CE literature, there
are studies that have employed stakeholder theory to establish connections between the adoption of CE practices
and the influence of stakeholders (Baah et al., 2022; Salvioni & Almici, 2020). The findings of these studies
(e.g., Chiappetta Jabbour et al., 2020; Hernandez-Arzaba et al., 2022; Jiao et al., 2020) indicate that stakeholder,
such as governments, suppliers, customers, NGOs, and the media, can exert significant pressure on organizations
to embrace sustainable practices. Bag et al. (2020) argue that while governments play a role in initiating policies
and frameworks to promote the circular economy, it is the immediate stakeholders of firms who are often the most
critical drivers of change at the organizational level. While stakeholder theory provides a good perspective to explain
the role of stakeholders in driving companies towards environmentally friendly practices, the processes by which
companies accumulate the resources required to implement CE practices cannot be explained with this perspective.
Legitimacy theory, elucidated by Suchman (1995), explains how organisations maintain societal approval by
aligning their actions with prevailing norms and values, shaping managerial perceptions of strategic decisions. This
alignment enhances legitimacy and influences managerial perceptions of strategic decisions. For example, Zheng
et al. (2023) examine how SMEs in emerging markets leverage Industry 4.0 to enhance their organizational
legitimacy with both government and market stakeholders, thereby enabling them to effectively capture value from
adopting CE practices in their operations. Eventually, strategic management theory, as outlined by (Goodstein,
1994), underscores the significance of managerial practices that are aligned with organizational missions and values,
positing that such practices are more likely to be embraced. For instance, the study by Astuty et al. (2024) has shown
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that using strategic management theory is an appropriate perspective to explain how micro-businesses can formulate
resilient strategies by aligning internal resources with responsive approaches to bring business performance in line
with the 2030 Sustainable Development Goals agenda.

Stakeholder Pressure
External pressures from societal norms and
regulations, along with internal pressures from within
the organisation, compel adherence to CE practices.

—— Legitimacy Theory

Stakeholder Theory

Circular Economy Orientation
The entrepreneur strategic approach to integrating
CE principles throughout its operations, aiming to Strategic Management Theory
achieve sustainability through strategic decision-
making and resource allocation.

1
Circular Economy Practices :

Designing, implementing, and managing systems that ,
aim to minimise waste, maximise resource efficiency, :
and promote the continual use and circulation of
materials and products within the economy. :

1

Figure 1. Theoretical Framework: Exploring the Synergy of Stakeholder Influence, Managerial Perception, and Strategic
Orientation in Advancing Circular Economy Practices in SMEs

Using these three theoretical perspectives provides a useful theoretical framework to better understand and
explain the assumptions of CE practices of SMEs. More specifically, the use of these three theories allows for a
more holistic explanatory perspective required to understand the multiple forces affecting the adoption of CE
practices in SMEs. Consequently, this integrated framework can also be seen as a contribution of this paper to
enable more differentiated SME studies and also insights into environmental engagement.

To date, research is lacking on why some companies in Central and Eastern Europe (CEE) practice CE, whereas
others are lagging (Ahmadov, 2023; Mazur-Wierzbicka, 2021). Understanding the interplay of the various factors
in this process of SMEs practicing CE is crucial in understanding the complexity and drawing implications to
support SMEs, as well as inform the literature on CE practices in SMEs to foster the transition towards CE.
Therefore, this study aims to deepen our understanding of the dynamics that shape CE practices in these
organisations. More precisely, we analyse the influence of different stakeholders on CE practices in SMEs. Research
shows that SMEs must work with different stakeholders to overcome any shortcomings associated with smallness
(Durst et al., 2020). Therefore, these stakeholders can have a significant impact on SME activities, such as CE
practices (Ahmadov, Ulp, et al., 2024; Baah et al., 2022). Acknowledging the critical role of SME owners and
managers in CE and its implementation (Prieto-Sandoval et al., 2019), we also want to provide further evidence of
managerial perception as a key driver of CE practices in SMEs. Finally, in recognising the pivotal role of stakeholder
involvement in shaping CE orientation (Moggi & Dameri, 2021), we decided to integrate CE orientation as a
mediating force to explore the intricate relations between stakeholder pressure, SME management perceptions, and
CE practices.

This study contributes to the literature by challenging the assumptions of uniform stakeholder pressure (Baah et
al., 2023; Chiappetta Jabbour et al., 2020), revealing distinct impacts of internal and external stakeholder pressure
on CE practices. Additionally, it emphasises the crucial role of positive managerial perception as a motivator for



Journal of Circular Economy

embracing CE principles and introduces a novel perspective framing CE orientation as a mediating force between
stakeholder pressure, managerial perception, and CE practices. Our findings suggest that a heightened CE
orientation enhances organizational responsiveness to stakeholder pressures, advancing our understanding of
nuanced mediating mechanisms and emphasising the importance of CE initiatives, particularly for SMEs.

The remainder of this paper is organised as follows. The next section discusses the theoretical background and
develops the hypotheses. Section 3 describes the research methodology used in this study. Section 4 presents the
results of this study. Section 5 discusses the theoretical and practical implications of this study’s findings. Finally,
Section 6 discusses the study’s limitations and suggests future recommendations.

2. LITERATURE REVIEW AND HYPOTHESES

This section outlines the theoretical foundation and hypotheses for the study, focusing on the critical roles of
stakeholder pressures, managerial perceptions, and organizational orientation in driving the adoption of CE
practices. Drawing from established literature, the discussion delves into the distinct and interconnected influences
of these factors, setting the stage for a deeper exploration of their impacts on CE transitions. The section also
highlights key gaps in current research, emphasizing the need for a comprehensive understanding of these dynamics
to advance sustainable business practices.

2.1 Role of Stakeholder Pressure on CE Practices

This discussion underscores the critical role of stakeholder pressure in shaping the adoption of CE practices (Baah
et al., 2023; Hernandez-Arzaba et al., 2022; Jakhar et al., 2019). Baah et al. (2022) and Rodriguez-Espindola et al.
(2022) emphasised the challenges faced by SMEs in voluntarily engaging with CE, highlighting the pivotal
influence of external pressures. This study further notes that without stakeholder pressures, the adoption of CE
practices in industrial settings is hampered (Baah et al., 2023). This aligns with growing awareness among
stakeholders regarding ecological and social issues, resulting in increased calls for firms to align their operations
with environmental and social concerns (Jakhar et al., 2019; Winans et al., 2021).

Examining stakeholder pressure in the context of CE practices, Govindan and Hasanagic (2018) found that the
government plays a prominent role in coercing firms to embrace CE practices. Genovese et al. (2017) argue that
external stakeholder pressures facilitate CE practices adoption, reinforcing the notion that stakeholder pressures
significantly contribute to the integration of CE practices. External stakeholders such as customers, NGOs,
competitors, and government agencies play significant roles in shaping the adoption of CE practices. Customers,
by driving the demand for sustainable products, exert pressure on firms to embrace CE principles in their operations
(Santos et al., 2023). NGOs contribute to raising awareness and advocating for environmental responsibility,
potentially influencing organisational behaviour towards CE adoption (Ahmadov et al., 2024; Mazzucchelli et al.,
2022). Competitors can exert mimetic pressures, leading firms to emulate the successful CE strategies observed in
their industry to maintain competitiveness (Calzolari et al., 2023). Moreover, government policies and regulations
represent a form of coercive pressure that can mandate or incentivize the adoption of CE practices, further
influencing firms' decisions in this regard (Amjad & Diaz-Elsayed, 2024; Fleischmann, 2019). However, based on
the seminal work by Cantele and Zardini (2020), Dubey et al. (2019) and Jansson et al. (2017), it becomes apparent
that SMEs are less responsive to top-down regulatory mandates compared to larger enterprises. This nuanced
observation suggests that, while external pressure (regulatory pressure) plays a significant role in driving CE
practices among SMEs, its impact may vary depending on the size and organizational structure of the enterprise.
Internal stakeholders, notably company owners, employees, and shareholders, also have significant influence,
potentially surpassing that of external stakeholders in fostering the adoption of CE business models (Chiappetta
Jabbour et al., 2020). At the operational level, employee involvement is crucial for the successful implementation
of CE practices, ensuring that sustainable initiatives are effectively implemented (Driger & Letmathe, 2023).
Meanwhile, top management's strategic orientations and commitment are pivotal in setting the agenda and providing
the necessary resources for CE implementation (Behlau, 2020). Additionally, stakeholder pressures, including those
from investors, can influence corporate social responsibility (CSR) participation and the adoption of CE practices,
highlighting the importance of internal alignment and buy-in (Baah et al., 2023). SMEs disregarding stakeholder
pressures risk adverse consequences such as bad publicity, loss of goodwill, and potential lawsuits, hindering
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collaboration and innovation capabilities (Agyabeng-Mensah et al., 2022). Responding to stakeholder pressure is
imperative to mitigate these consequences (Chiappetta Jabbour et al., 2020).

To further develop a nuanced understanding, it is crucial to distinguish between internal and external stakeholder
pressure. The interplay between internal and external stakeholders profoundly impacts a company's sustainability
and competitiveness (Gonzalez-Rodriguez et al., 2019). Recognising these distinctions is essential for
comprehending the complex dynamics that influence the adoption of CE practices. Building on these insights, we
propose the following hypotheses:

o H I: Pressure from stakeholders positively influences the adoption of CE practices.
o H la: Pressure from internal stakeholder positively influences the adoption of CE practices.
o H 1b: Pressure from external stakeholder positively influences the adoption of CE practices.

2.2 Managerial Perception's Role in CE Practices

Examining managers’ perspectives on CE transitions is crucial for understanding the awareness and implementation
of CE concepts within organisations. Santos Alvarez and Garcia Merino (2008) characterized managerial
perceptions as “the substratum”, which is closely connected to the personal attributes of managers and serves as the
foundation for determining the most suitable alternative. O’dwyer (2002) defines it as a subjective understanding
and interpretation by senior managers within organisations. Firms are more likely to perform behaviours that they
perceive can result in better performance than others (Ajzen, 1991). Consequently, we posit that positive managerial
perceptions of CE will serve as a motivating factor for companies to embrace CE practices. These positive
managerial perceptions stem from the recognised advantages and benefits associated with the adoption of CE
principles.

Previous studies (e.g., Garcia-Quevedo et al., 2020; Jiao et al., 2020; Liakos et al., 2019; Masi et al., 2018) have
delved into the analysis of how companies perceive and incorporate CE practices. Ormazabal et al. (2018) identified
key factors influencing a company's perception of CE, emphasizing material provisions, resource recovery, and
cost-savings as primary considerations. Such perceptions often act as a lens through which managers evaluate the
feasibility and strategic value of CE practices, shaping their willingness to engage in CE-related initiatives. For
example, if managers associate CE practices with cost efficiencies or reputational gains, these perceptions can create
a positive feedback loop that reinforces the prioritization of CE within the organization.

CE practices introduce intricate tension among managers. Decisions in this realm necessitate navigating through
ambiguous contexts and demanding managerial judgments and perceptions. In line with Wallo et al. (2024),
organizational resilience, knowledge management, and a socially sustainable working environment are critical
factors for achieving CE. Managerial perceptions play a key role in interpreting these factors, determining whether
CE adoption is seen as an opportunity for innovation or as a challenge requiring extensive resources. As CE practices
become a part of sustainability issues, increasingly intertwined economic, environmental, and social concerns, key
decision-makers, such as owners, must grapple with the complexities of these interconnected dimensions (Hahn et
al., 2014).

In the evolving landscape of CE, scholars have recognised the significance of managerial perceptions in the
planning and implementation of sustainability initiatives (Al-Kwifi et al., 2023; Peng & Liu, 2016; Ruokonen, 2021;
van Langen et al., 2021). Nascent research in this field underscores the pivotal role that managerial perceptions play
in shaping the trajectory of CE practices within organisations. These perceptions not only influence strategic
decisions but also set the tone for how sustainability goals are integrated into daily operational processes,
highlighting their critical impact on organizational commitment to CE practices.

The intricate web of economic, environmental, and social considerations in sustainability further emphasises
the role of managerial perceptions as a compass in navigating the complexities inherent in CE adoption. By serving
as a bridge between organizational objectives and actionable strategies, managerial perceptions enable firms to align
CE adoption with broader sustainability goals, ensuring both strategic coherence and operational feasibility.
Building on these insights, we propose the following hypothesis:

o H 2: Managerial perception positively influences the adoption of CE practices.
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2.3 CE Orientation and Its Influence on CE Practices

The examination of CE orientation at the organizational level remains in its nascent stages, with a limited number
of research articles identified (Gallardo-Vazquez et al., 2024; Ozkan-Ozen et al., 2020; Schmidt et al., 2021;
Shaharudin et al., 2023). Despite its preliminary status, the construct has garnered increasing attention from
researchers, hinting at its potential to act as a catalyst for gaining competitive advantage (Afum et al., 2022). Recent
study by Gallardo-Vazquez et al. (2024) have emphasized the significance of philosophy of orientation towards the
CE as a new paradigm of sustainable management, integrating insights from Institutional and Stakeholders
Theories. This growing body of research suggests a rising recognition of CE orientation as a pivotal factor in driving
organizational sustainability efforts and gaining competitive advantage. However, the variability in
conceptualizations of CE orientation in the literature remains a limitation, potentially affecting the consistency and
generalizability of findings.

Addressing this need (absence of an accepted definition for CE orientation) for clarity, Liu and Chang (2017,
p-7) introduce the term "closed-loop orientation," defining it as the "strategic orientation towards the recyclability
of materials/components/products throughout the entire supply chain loop." This term provides a valuable
mechanism for understanding the translation of general strategic orientations into tangible CE practices.
Alternatively, Goyal et al. (2018) contribute to the discourse by defining CE orientation as "involving the focus on
setting up end-to-end processes for e-waste collection, sorting, and segregation into reusable metal extracts."
Meanwhile, Arranz et al. (2023) consider the CE orientation as “adoption of relevant regulations and standards,
which requires the development of learning processes and organizational routines that facilitate their
implementation”. This necessitates the establishment of learning processes and organizational routines to facilitate
implementation, leading to increased efficiency. These processes enable effective waste management, identification
of areas for improvement, and prompt responses to monitoring and auditing results.

Synthesising insights from the existing literature (Afum et al., 2022; Arranz et al., 2023; Gallardo-Vazquez et
al., 2024; Goyal et al., 2018; Liu & Chang, 2017), the present study defines CE orientation as both minimisation
mindset and an operational framework that extends beyond basic waste minimization and recycling efforts. It
encompasses a spectrum of initiatives, fostering internal comprehension of CE practices and facilitating seamless
coordination among all stakeholders. This definition underlines the critical importance of the alignment of
stakeholders and their power and expectations (the underlying notion of stakeholder theory) and of a company
management that is aware of which resources are available and how they can be used in the best possible way to
create a competitive advantage (in the sense of strategic management theory).

Jagani and Hong (2022) have highlighted the pivotal role of sustainability orientation, integrating economic,
environmental, and social factors within firms. This supports companies in the sustainable development of new
products and creates a positive cascade effect. The study further suggests that sustainable product development
positively influences environmental performance, ultimately correlating with enhanced overall business
performance. Schmidt et al. (2021) conducted a study, shedding light on the pivotal role of closed-loop orientation,
grounded in CE principles, particularly recyclability, in driving the effective implementation of CE practices. Based
on these observations, it can be hypothesized that a CE orientation has a positive influence on CE practices:

e H 3: CE orientation positively influences the adoption of CE practices.

2.4 Stakeholder Pressures and CE Orientation

Existing research highlights the significant impact of stakeholder pressure on compelling firms to address
environmental concerns, engage in active environmental management, and innovate sustainable measures (Jennings
& Zandbergen, 1995; Lee et al., 2018; Moggi & Dameri, 2021). However, the transition from responding to
stakeholder pressure to embracing CE practices necessitates a strategic mindset that permeates the organization.
This strategic mindset, in other word, CE orientation, fosters internal comprehension of CE practices and facilitates
seamless coordination among stakeholders (see Section 2.3).

While the literature provides insights into the influence of stakeholder pressure on environmental initiatives
(Baah et al., 2022; Jiao et al., 2020), according to the authors’ knowledge, the specific nexus between stakeholder
pressure and the development of a CE orientation remains an underexplored domain. This critical gap motivates
our investigation, driven by the hypothesis that stakeholder pressure, whether internal or external, serves as a
catalyst for cultivating a robust CE orientation.
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e H4: Pressure from stakeholder pressure positively influences the CE orientation.
e  Hd4a: Pressure from internal stakeholder positively influences the CE orientation.
o H4b: Pressure from external stakeholder positively influences the CE orientation.

The hypothesises posit that stakeholder pressure acts as a driving force in the development of CE Orientation.
This aligns with the arguments presented by Nason et al. (2018), who observed a consensus among various
stakeholders on the salience of environmental issues and incorporated these expectations as reference points for
environmental performance. Increased pressure is anticipated to stimulate greater efforts to integrate environmental
concerns into strategic, tactical, and operational activities, leading to the development of internal knowledge and
capabilities to navigate heightened output constraints (Delgado-Ceballos et al., 2012).

Our focus extends to the mediating role of CE orientation in the intricacies of stakeholder dynamics. This study
aims to dissect the complex relationships between stakeholder pressure (both internal and external) and the adoption
of CE practices within firms. Our rationale for this enquiry stems from the recognition that firms characterised by
varying levels of CE orientation may exhibit distinct responses to internal and external pressures.

Our argument asserts that the observed reactions to internal and external pressures are contingent on the inherent
level of CE orientation within the company. A higher degree of CE orientation is proposed to intensify a firm's
responsiveness to stakeholder pressure, exerting a more pronounced influence on the adoption of CE practices. In
essence, CE Orientation is conceptualised as a mediating force between stakeholder pressure and the subsequent
implementation of CE practices.

e H 5: CE orientation mediates the relationship between stakeholder pressure and CE practices.
e H 5a: CE orientation mediates the relationship between internal stakeholder pressure and CE practices.
e H 5b: CE orientation mediates the relationship between external stakeholder pressure and CE practices.

2.5 Managerial Perceptions and CE Orientation

Examination of managers’ perspectives on CE transitions is imperative for understanding the awareness and
implementation of CE concepts. Drawing from Ajzen (1991) notion that firms are inclined to adopt behaviours
perceived as advantageous, we argue that positive managerial perceptions of CE act as a driving force for companies
to adopt CE practices. These positive perceptions originate from the recognised advantages associated with the
adoption of CE principles.

However, the implementation of CE practices introduces complex tensions for managers. Decisions in this
domain require navigating through ambiguous contexts, demanding nuanced managerial judgments and
perceptions. As CE practices, intertwined with sustainability issues, corporate decision-makers grapple with the
intricacies of these interconnected dimensions (Hahn et al., 2014). This nascent research highlights the pivotal role
managerial perceptions play in shaping the trajectory of CE practices within organizations.

The fusion of managerial perceptions and CE practices is particularly noteworthy, as companies viewing CE as
an opportunity for material provisions, resource recovery, and cost-savings are more likely to integrate circular
practices into their business models. The intricate interplay of economic, environmental, and social considerations
in sustainability further underscores the role of managerial perceptions as a compass for navigating the complexities
inherent in CE adoption. Despite the increasing focus on sustainability research, several scholars (e.g., Al-Kwifi et
al., 2023; Ruokonen, 2021; van Langen et al., 2021) have emphasized the potential importance of managerial
perceptions in planning and implementing sustainability initiatives, as well as recognise the intricate relationship
between managerial perception and the practical implementation of CE. Building on these arguments, we propose
following hypothesises:

e H 6: Managerial perception positively influences CE Orientation.
e H 7: CE Orientation mediates the relationship between managerial perception and CE practices.

In the following section, we present a comprehensive overview of the literature review, as summarized in Tab 1.
This table consolidates key findings and research gaps related to the role of stakeholder pressure, managerial
perception, and CE orientation in driving the adoption of CE practices. By synthesizing insights from existing
studies, Tab 1 offers a clear and structured presentation of the findings, along with identified opportunities for future
research.
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Table 1. Summary of Key Findings and Research Gaps in CE Literature

Research

Gap

Key Findings

Implications for Future Research

Role of Stakeholder Pressure on CE

CE Orientation and Its Influence | Managerial Perception's Role in

Practices

CE Practices

on CE Practices

Stakeholder pressure significantly
influences the adoption of CE practices
(Baah et al., 2023; Genovese et al.,
2017)

Government regulations play a
prominent role in coercing firms
towards CE practices (Govindan &
Hasanagic, 2018)

SME:s are less responsive to top-down
regulatory mandates compared to larger
enterprises (Jansson et al., 2017)
Internal stakeholders, including
company owners and shareholders, also
influence CE adoption (Chiappetta
Jabbour et al., 2020)

Positive managerial perception towards
CE serves as a motivating factor for
companies (Garcia-Quevedo et al.,
2020; Masi et al., 2018)

Managerial perceptions are crucial in
navigating the complexities of CE
adoption (Al-Kwifi et al., 2023; Peng &
Liu, 2016)

CE orientation encompasses strategic
mindset and operational framework
beyond waste minimization (Arranz et
al., 2023; Liu & Chang, 2017)
Sustainability orientation correlates with
enhanced overall business performance
(Jagani & Hong, 2022)

Closed-loop orientation, grounded in
CE principles, drives effective CE
practices implementation (Schmidt
etal., 2021)

e Further investigation into the
differential impact of stakeholder
pressure on SMEs and larger
enterprises (Baah et al., 2022)

e Exploration of effective strategies
for SMEs to navigate stakeholder
pressures (Dubey et al., 2019)

e Examination of the nuances in the
influence of internal stakeholders
on CE adoption (Chiappetta
Jabbour et al., 2020)

e Investigation into the factors
influencing managerial perceptions
towards CE (Garcia-Quevedo et
al., 2020)

e Examination of how managerial
perceptions translate into
actionable strategies for CE
adoption (Ruokonen, 2021)

e Assessment of the role of
leadership styles in shaping
managerial perceptions towards CE
(van Langen et al., 2021)

e Development of a standardized
definition for CE orientation
(Arranz et al., 2023)

e Examination of the mechanisms
through which CE orientation
facilitates CE practices
implementation (Ozkan-Ozen et
al., 2020)

e Exploration of the role of CE
orientation in fostering innovation
and sustainable product
development (Jagani & Hong,
2022)

Our conceptual model, illustrated in Figure 2, describes the relationships among stakeholder pressure (both
internal and external), CE orientation, managerial perception, and their collective impact on CE practices.
Developed based on the literature, this model goes beyond a linear representation, incorporating the mediating role
of CE orientation in shaping the dynamics between stakeholder pressure and the subsequent adoption of CE
practices.
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Figure 2. Conceptual Model (Authors' Own Figure)

3. RESEARCH DESIGN AND METHODOLOGY

The use of quantitative approaches such as surveys, statistics and structural modelling is intended to test the
framework of the hypothesis or assess the relationship (correlation) between constructs (Gotz et al., 2009; J. F. Hair
et al., 2012). In the social science context, this methodology has been used extensively (Tarka, 2018), and it enables
researchers to construct and test theoretical models that reflect the complexity of the relationships, thereby providing
a deeper understanding of the factors that influence the adoption of CE practices (Chowdhury et al., 2022; Dey et
al., 2020; Rodriguez-Espindola et al., 2022). While causal models, such as Figure 2, are instrumental in exploring
complex relationships in management research, they may oversimplify dynamic interactions among variables.
Critics argue that such models assume linear causality, which may not fully capture feedback loops or emergent
phenomena inherent in stakeholder interactions and CE practices (Bollen & Pearl, 2013). Despite critiques of causal
models, this approach enables a systematic examination of the hypothesized relationships, supported by Structural
Equation Modelling (SEM), which accounts for measurement errors and captures complex interactions between
variables.

3.1 Measures of Constructs

The hypotheses in this study were tested using a survey instrument grounded in the existing literature. The constructs
employed were adapted from previously established frameworks identified during the literature review to ensure
reliability and validity (Churchill, 1979). A five-point Likert scale was used for measurement, ranging from 1
(completely disagree) to 5 (completely agree).

The questionnaire comprised four sections, aligning with the constructs depicted in the framework (Figure 2.).
The first section focused on stakeholder pressure, which investigates both internal and external pressures
influencing the adoption of CE practices, using items adapted from Adomako and Tran (2022). Internal stakeholder
questions focused on the influence of management, employees, and investors. External stakeholder items assessed
the impact of factors such as customer environmental concerns, pressure from NGOs, competitors, and government
regulations. The second section addressed managerial perception, adapted from Ormazabal et al. (2018). Questions
explored perspectives on how circular practices contribute to organizational sustainability, cost-effectiveness,
customer retention, competitive advantage, and environmental pollution reduction. The third section explored CE
orientation, items were derived and build upon Papadas et al. (2017) to assess the organization’s strategic inclination
towards CE principles. Questions addressed the provision of CE-related training, recruitment of employees with
CE expertise, use of external environmental sustainability support, and the significance placed on waste
minimization and resource efficiency. This construct acts as a mediating variable between external pressures,
managerial perceptions, and CE practices. Finally, the fourth section focused on CE practices. This section included
items adapted from Rodriguez-Espindola et al. (2022) to measure the implementation of CE practices within
organizations. Questions explored areas such as the replacement of non-recyclable raw materials with sustainable
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alternatives, collaboration with suppliers for ecological design, use of recycled materials, and policies for resource
optimization and waste management. A detailed list of the questions included in the survey is presented in Table 2.

Table 2. Questionnaire Constructs and Sources

Construct

Item

Source

Circular Economy Practices

Circular Economy Orientation

Stakeholder Pressure

In our company, we have replaced non-recyclable raw materials with
renewable, recyclable, or biodegradable inputs.

We work with clients/suppliers for the ecological design of products.
During the design stage, we consider the possibility to reuse products
after they have served their initial purpose.

We are using recycled materials as inputs in our processes.

We have policies and practices in place to dispose of machinery and
equipment on time.

In our company we intentionally make changes to processes to use
the least amount of energy and resources

My organization provides Circular Economy related training (e.g.,
waste minimization, improve recycling) to our employees.

My organization recruits new employees who understand Circular
Economy practices.

In our organization, we have a strong understanding of circular
economy practices.

In our organization, we use external help for environmental
sustainability support (such as sustainability consultants or support).
In our organization, we are able to coordinate effectively with all
internal departments, suppliers, and customers in the context of
implementing and adopting circular economy practices.

In our organization, we understand the significance of waste
minimization and its use.

Internal Stakeholder:

'Management will' is necessary for taking valuable steps supporting
effective CE in the firm.
Employees put pressure on our company to pursue sustainable
environmental practices.
Investors put pressure on our company to pursue sustainable
environmental practices.

External Stakeholders:

Environmental issues, such as carbon emissions, critically affect the
buying decisions of our customers.

NGOs put pressure on our company to pursue sustainable
environmental practices.

Rodriguez-Espindola et al.
(2022)

Papadas et al. (2017)

Adomako and Tran (2022)
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e Competitors put pressure on our company to pursue sustainable
environmental practices.

e The government put pressure on our company to pursue sustainable
environmental practices.

e Adoption of circular practices e.g., reduce, reuse, and recycle will
help the firm to develop sustainability as an organization.

e Adoption of circular practices e.g., reduce, reuse, and recycle will
help the firm to be more cost-effective.

e Adoption of circular practices e.g., reduce, reuse, and recycle will
help the firm to retain customers.

e Adoption of circular practices e.g., reduce, reuse, and recycle will
help the firm to attract new customers.

e Adoption of circular practices e.g., reduce, reuse, and recycle will
help the firm to gain a competitive advantage.

e Adoption of circular practices e.g., reduce, reuse, and recycle will
help the firm to reduces environmental pollution.

Managerial Perception
Ormazabal et al. (2018)

To account for potential factors that could influence the adoption of CE practices, four control variables were
included in the study: firm age, firm size, internationalization, and industry/sector. Firm age was incorporated to
capture the effect of organizational maturity, as older firms may have greater experience and knowledge, potentially
enhancing their propensity to adopt CE practices (Li et al., 2019). This variable was measured using a 5-point scale
ranging from 1 for firms 5 years or younger to 5 for firms over 30 years old (Jiao et al., 2020). Firm size was
included as larger organizations often have greater resources and face higher environmental pressures (Gonzalez-
Benito & Gonzalez-Benito, 2006; Rivera-Camino, 2012). Size was categorized according to the EU SME
classification: 1 for micro firms (fewer than 10 employees), 2 for small firms (10 to 49 employees), and 3 for
medium firms (50 to 250 employees) (EC, 2018). Internationalization was considered, as firms operating
internationally often encounter more stringent environmental pressures and institutional demands, influencing their
eco-innovation and sustainability practices (Ahmadov et al.,2024; Amer, 2023; Marco-Lajara et al., 2023). This
variable differentiated firms with international operations from those operating domestically (Barbosa et al., 2022).
Finally, industry/sector differences were addressed, recognizing that firms in carbon-intensive industries, such as
cement, steel, and electricity, may adopt CE practices more readily to reduce carbon emissions and mitigate financial
impacts from carbon taxes (Bendikiene et al., 2019). These control variables ensure a more comprehensive analysis
of the factors influencing CE adoption across diverse organizational contexts.

3.2 Sample and Data Collection

This study employed an online survey methodology, deployed through the Qualtrics platform, accompanied by an
introductory email outlining the study's objectives. A randomized sample of 1,500 SMEs was drawn from the Orbis
Europe database to ensure representativeness. Data collection occurred in three phases—comprising the baseline
survey and two subsequent follow-up surveys—spanning a period of three weeks. The structured survey was
administered on January 10th, 2023, targeted participants from manufacturing SMEs located in Estonia. To
accommodate the diverse backgrounds of Estonian firms, the survey was translated into three languages: Estonian,
Russian, and English. This approach resulted in a total of 455 responses (30.33% response rate). To enhance the
robustness of the data, the "complete case analysis" method was employed to address missing data, in line with the
recommendations of Hughes et al. (2019). As a result, questionnaires with incomplete or missing responses were
excluded from the analysis. Furthermore, firms exceeding the SME threshold or industry focus (i.e., those with
more than 250 employees, or a service companies) were removed from the dataset. Following this data refinement
process, 196 complete and valid responses were obtained for analysis, representing a response rate of 13.07% (196
out of 1500).
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Adhering to Podsakoft et al. (2003) guidelines to mitigate potential common method bias, various procedures
were implemented, ensuring the confidentiality and anonymity of respondent information. The study emphasises
the exclusive use of results for research purposes, with randomised question ordering. The study gathered responses
from mostly micro firms (68.37%) followed by small (26.53%) and medium-sized firms (5.10%) and from a
predominantly male respondent base (79.92% male). Educational backgrounds varied, with 41.33% holding a
Diploma/Certificate, and the rest with university degrees. Most participants held positions as owners (75%), while

25% were managers within their respective firms. The respondents in the study represent various sectors of

manufacturing, with the highest participation from the manufacture of fabricated metal products (17.35%). Tab 4
illustrates the profiles of the final sample in terms of firm size, years in business, type, industry/sector and
respondent’s gender, education and positions.

Table 3. Distribution of Responses by Industry/Sector

Attributes

Firm size

Gender

Education

Position in the firm

Years in business

Business Type

Industry/sector

Description

<9

10-49

50-249

Male

Female

Prefer not to say

Doctorate

Master’s

Undergraduate

Diploma/Certificate

Owner

Manager

Above 30 years

21 — 30 years

11 — 20 years

5 — 10 years

Less than 5 years

B2B (business-to-business)

B2C (business-to-consumer)

Both

Manufacture of food products

Manufacture of beverages

Manufacture of tobacco products

Manufacture of textiles

Manufacture of wearing apparel

Manufacture of leather and related products
Manufacture of wood and of products of wood and cork
Manufacture of paper and paper products
Printing and reproduction of recorded media
Manufacture of coke and refined petroleum products
Manufacture of chemicals and chemical products
Manufacture of basic pharmaceutical products
Manufacture of rubber and plastic products
Manufacture of other non-metallic mineral products
Manufacture of basic metals

Frequency
(n) | %
134 | 68.37
52 | 26.53
10 | 5.10
139 | 70.92
57 129.08
0 0

0 0

64 | 32.65
51 |26.02
81 |41.33
147 | 75
49 | 25
16 | 8.16
40 | 20.41
58 |29.59
58 |29.59
24 | 12.25
66 | 33.67
45 122.96
85 | 43.37
10 | 5.10
7 3.57
0 0.00
6 3.06
13 |6.63
2 1.02
32 | 16.33
2 1.02
7 3.57
0 0.00
6 3.06
4 2.04
7 3.57
3 1.53
7 3.57
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Manufacture of fabricated metal products 34 | 17.35
Manufacture of computer, electronic and optical products 3 1.53
Manufacture of electrical equipment 1 0.51
Manufacture of machinery and equipment 20 | 10.20
Manufacture of motor vehicles, trailers and semi-trailers 5 2.55
Manufacture of other transport equipment 3 1.53
Manufacture of furniture 24 | 12.24

3.3 Statistical Method

In this study, we employed a comprehensive methodological approach to rigorously analyse our data and test our
hypotheses. Firstly, we conduct descriptive analyses to explore the main characteristics of our survey items.
Specifically, we investigate the data using different summary measures, including mean and standard deviation to
provide insights into the central tendency and dispersion of our variables.

Secondly, to ensure the robustness of our results, we subject all our survey items and constructs to rigorous
reliability and validity assessments. To verify that common method bias does not exist in our study, we use Harman’s
single-factor test to assess whether a single dominant factor could account for the variance in our survey responses
(Harman, 1976; Podsakoff et al., 2003). However, as with any survey-based research, there remains a potential
tendency for bias to occur due to self-reported data, which may be influenced by social desirability or respondent
interpretation. Reliability is assessed through measures such as Cronbach’s alpha coefficient (Churchill, 1979;
Cronbach, 1951), average variance extracted (Bagozzi & Yi, 1988), and composite reliability (Nunnally, 1978). In
the meantime, convergent validity is established through exploratory factor analysis, as we have a relatively large
set of variables (Hair et al., 2010). We also conduct correlation analysis to identify patterns of association between
our constructed variables. These statistical procedures provide valuable insights into the underlying structure of our
measured variables while also ensuring the reliability and robustness of our conclusions.

Finally, to empirically test our hypotheses and shed light on the complex interplay between factors in our models,
we employ ordinary least square (OLS) regression and structural equation modelling (SEM). SEM offers several
advantages, including the ability to simultaneously assess multiple relationships within an integrated framework
(Hayes & Preacher, 2013). Applying SEM enabled us to establish both direct and indirect relationships between
variables, including the mediation effect of CE orientation (CO) on the relationship between Circular Practices (CP)
and various independent variables.

4. RESULTS
4.1 Descriptive Statistics

Table 4 presents summary statistics, including means and standard deviations among our variables. Among the five-
point Likert scale items, CP6 displayed the highest average value (u = 4.327), whereas CO4 registered the lowest
mean value (u = 2.036). Additionally, CP5 demonstrated the greatest variability (SD = 1.490), while CO6 showed
the least variability (SD= 0.722).
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Table 4. Summary Statistics, Measurement Items, Factor Analysis

Mean SD Factor loadings
Stakeholder Pressure
IP1 4.087 0.904 0.567
P2 2.153 0.991 0.680
IP3 2.051 0.954 0.808
EP1 2.520 1.139 0.590
EP2 2.245 1.003 0.759
EP3 2.281 1.017 0.771
EP4 2.474 1.107 0.593
Managerial Perception
MP1 3.893 0.885 0.722
MP2 3.704 1.010 0.773
MP3 3.730 0.941 0.883
MP4 3.745 0.943 0.875
MP5 3.505 0.984 0.821
MP6 4276 0.807 0.825
CE Orientation
COl 2.832 1.103 0.726
CcO2 2.781 1.140 0.733
CO3 3.378 0.923 vv0.594
CO4 2.036 1.049 0.649
CO5 2.980 1.062 0.593
CO6 4219 0.722 0.678
CE Practices
CP1 3.934 1.216 0.530
CP2 3.765 1.311 0.737
CP3 3.984 1.303 0.676
CP4 3.852 1.242 0.724
CP5 3.495 1.490 0.695
CP6 4.326 0.748 0.510

Note: Exploratory factor analysis with varimax rotation. Kaiser—Mayer—Olkin criterion = 0.8174
IP- Internal Pressure; EP- External Pressure; MP- Managerial Perception; CO- CE Orientation;, CP- CE
Practices.

4.2 Common Method Bias

To verify that common method bias (CMB) is not a major threat to our results, we use the Harman single-factor test
(Harman, 1976; Podsakoff et al., 2003). The results show that a single factor is extracting 21.763% of total variance.
Since it is far less than the recommended threshold of 50%, CMB is not an issue in our study.

4.3 Reliability and Validity of the Measures
To examine the convergent validity of our constructs, we conduct exploratory factor analysis (EFA) with a varimax
rotation (Hair et al., 2010). The results are shown in Tab 4. According to Hair et al. (2010), an acceptable factor
loading value should be more than 0.5, therefore all items used in the questionnaire can be considered satisfactory.
We also perform Bartlett’s test of sphericity and use the value of Kaiser—Meyer—Olkin (KMO) to determine the
sample adequacy and the suitability of the data for our models (Cerny & Kaiser, 1977). The results confirm the
suitability of our data and models (Chi-square = 2095.8; df = 300, p<0.01; KMO = 0.817).

To assess internal consistency reliability, we use Cronbach’s alpha (Churchill, 1979; Cronbach, 1951) with a
threshold of 0.6 (Hinton et al., 2014) , composite reliability (CR) scores with a threshold of 0.7 (Nunnally, 1978),
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and Average Variance Extracted (AVE) with a threshold of 0.5 (Bagozzi & Yi, 1988). All used constructs meet the
respective thresholds, except for Internal Pressure, External Pressure, and Shareholder Pressure with an AVE of less
than 0.5. However, as their CR values are higher than the acceptable level of 0.7, the convergent validity of these
constructs can be considered as adequate (Fornell & Larcker, 1981). Tab 5 shows Cronbach’s alpha, CR, and AVE
values for our measurement constructs.

Table 5. Validity and Reliability Indicators

Number of items Cronbach's alpha AVE CR
P 3 0.520 0.479 0.730
EP 4 0.692 0.467 0.775
SP 7 0.7794 0.472 0.860
MP 6 0.873 0.669 0.924
CO 6 0.800 0.441 0.825
CP 6 0.728 0.425 0.813

Note: AVE = Average Variance Extracted; CR = Composite Reliability; IP - Internal Pressure; EP - External
Pressure; SP - Stakeholder Pressure; MP - Managerial Perception;, CO - Circular economy Orientation, CP -
Circular economy Practices.
Finally, to assess discriminant validity, we show the square root of AVE along with the pair-wise correlation for
each of the construct (Fornell & Larcker, 1981). Tab 6 shows that the square root of AVE of each construct is much
more than the correlation between any two constructs, discriminant validity is thus supported.

Table 6. Correlations and Discriminant Validity

Variables (D ) 3) @)
(1) CE Practices 0.652

(2) CE Orientation 0.280 0.664

(3) Stakeholder Pressure 0.088 0.472 0.687

(4) Managerial Perception 0.152 0.410 0.260 0.818

Note: The square root of the AVE is displayed in italics.

4.4 Hypotheses Tests

We initially tested our proposed direct hypotheses (see Tab 7). Hypothesis 1 posited that stakeholder pressure
positively influences CE practices; this is confirmed by our results. As shown in Tab 5, the direct association
between CE practices and stakeholder pressure is significant and positive (=0.164, p<0.05). Recognising the
multidimensional nature of stakeholder pressure, we proceed to dissect it into internal and external pressure
dimensions for a more in-depth analysis. Our analysis revealed that internal pressure exhibits a significant effect
(B=0.513, p<0.01), whereas external pressure does not show a significant effect on CE practices. Furthermore, the
results confirm that a positive and significant relationship exists between CE orientation and practices (p=0.358,
p<0.01). Thus, Hypothesis 2 is supported. Similarly, Hypothesis 3 is confirmed, showing that management
perception significantly impacts CE practices (f=0.253, p<0.01).

Additionally, as shown in Tab 7, our results support Hypothesis 4, indicating that stakeholder pressure, both
internal and external, collectively has a significant positive impact on CE orientation (f=0.421, p<0.01). Moreover,
internal pressure has a stronger effect (f =1.055, p<0.01) than external pressure (§ =0.520, p<0.01). Hypothesis 5
is likewise confirmed, showing a significant impact of managerial perception on CE orientation ( =0.388, p<0.01).
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Table 7. Regression Results. Dependent Variable: CE Practices

Dependent variables

CE Practices CE orientation
Stakeholder Pressure 0.164%** 0.421***
(0.0763) (0.0619)
Internal Pressure 0.513*%** 1.055%**
(0.177) (0.142)
External Pressure 0.161 0.520%**
(0.116) (0.0975)
CE Orientation 0.358***
(0.0801)
Manager Perception 0.388***
(0.0711)
Controls Yes Yes
N 196 196

Note: Standard errors in parentheses. Control variables include internalization, firm industry, firm size,
and firm age. * p<0.1 ** p<0.05 *** p<(.01.

For the mediation analysis, we follow the procedures outlined by Preacher and Hayes (2004). The results, as
shown in Tab 8, confirm a mediating effect of CE orientation on all the examined relationships, albeit with varying
degrees of influence. CE orientation is found to partially mediate the relationship between management perceptions
and CE practices. Concerning stakeholder pressure and CE practices, CE orientation is identified as a partial
mediator in this relationship. However, upon further analysis where stakeholder pressure is deconstructed into
internal and external pressure, it is noted that CE orientation fully mediates the relationship solely between external
pressure and circular economy practices, not internal pressure.

Table 8. Significance Levels of the Direct and Indirect Effect

Path Indirect effect Direct effect Type of mediation
SP-CO-CP 0.202(0.190) 0.345 Partial mediation
IP-CO-CP 0.792(0.229) 0.380 Partial mediation
EP-CO-CP 0.217(0.170) 0.357 Full mediation
MP-CO-CP 0.195(0.175) 0.333 Partial mediation

Notes: Values in parenthesis are standardised estimates. IP - Internal Pressure; EP - External Pressure; SP -
Stakeholder Pressure; MP - Managerial Perception; CO - Circular Economy Orientation; CP - Circular Economy
Practices.

5. DISCUSSION

5.1 Theoretical Contributions

The theoretical framework proposed in this study aimed to provide a comprehensive lens for analysing the complex
dynamics shaping SMEs adoption of CE practices. By integrating stakeholder theory, legitimacy theory, and
strategic management theory, the framework offered a robust foundation for understanding how stakeholder
pressures, managerial perceptions and CE orientation interact to influence CE practices within SMEs. However,
through empirical investigation and analysis, our study has evolved to offer deeper insights and perspectives on the
interplay between stakeholder dynamics, managerial perceptions, CE orientation, and CE practices within SMEs.
One of the key strengths of the theoretical framework lies in its ability to capture the multifaceted nature of the
forces at play in SMEs' CE engagements (Baah et al., 2022; Salvioni & Almici, 2020). By considering both the
external and internal pressures exerted by stakeholders and the internal dynamics of organizational legitimacy and
strategic orientation, the framework acknowledges the diverse array of factors that shape SMEs' decisions regarding
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CE practices. This holistic perspective is crucial for developing a nuanced understanding of the challenges and
opportunities faced by SMEs in transitioning towards a CE practices.

The investigation into stakeholder pressure contributes by refining the existing understanding of its role in
shaping CE practices. The positive relationship between stakeholder pressure and CE practices, as confirmed by
this study, aligns with prior research findings (Ahmadov et al., 2024; Chiappetta Jabbour et al., 2020; Winans et al.,
2021). However, the distinct influence of internal stakeholders revealed in this study adds nuance to the literature.
Previous studies (e.g., Genovese et al., 2017; Govindan & Hasanagic, 2018; Kirchherr et al., 2018) have emphasized
the coercive role of external stakeholders, particularly the government, in compelling firms to adopt CE practices.
The study results regarding the external pressure that does not have a significant impact on CE practices are quite
intriguing. In line with the arguments put forward by Cantele and Zardini, (2020), Dubey et al. (2019) and Jansson
et al. (2017) SMEs tend to be less receptive to top-down regulatory requirements than larger enterprises. This
finding is supported by the study, which shows that SMEs in Estonia are less responsive to external stakeholders,
including regulatory bodies. The current research introduces a crucial distinction by demonstrating that internal
stakeholder pressure, notably from company owners and shareholders, also plays a significant role. This finding
challenges the prevailing assumption that external pressures uniformly shape organizational behaviour and
highlights the need for a nuanced understanding of the diverse influences of different stakeholder categories.

The exploration of managerial perceptions as a driving force for CE practices aligns with Ajzen's (1991)
framework, emphasizing the role of perceived benefits in motivating organizations. This perspective expands on
previous studies that have delved into how companies perceive and incorporate CE practices (Garcia-Quevedo et
al., 2020; Jiao et al., 2020; Liakos et al., 2019). The study adds depth to this understanding by emphasizing the
critical influence of managerial attitudes in navigating the complexities of sustainability initiatives.

Moreover, the conceptualization of CE orientation as a mediating force between stakeholder pressure and CE
practices introduces a novel viewpoint. The study posits that a heightened degree of CE orientation amplifies an
organization's responsiveness to stakeholder pressures. This builds on the insights provided by Jagani and Hong
(2022) and Schmidt et al. (2021), who highlighted the pivotal role of sustainability and closed-loop orientation,
respectively, in driving CE practices. The current research extends these ideas, suggesting that CE orientation serves
as a key mediator in the interplay between external stakeholder pressure and CE practices.

The nuanced mediation analysis conducted in this study reveals additional layers of understanding. External
pressure, initially showing no significant impact on CE practices, but a significant impact on CE orientation,
becomes influential on CE practices when mediated by CE orientation. This means that external pressure can lead
companies to reflect on their environmental impact and adjust their organizational priorities accordingly. As a result,
the mediation by CE orientation highlights the transformative effect of external pressures on shaping companies'
fundamental approach to environmental practices, ultimately driving changes in their behaviour and decision-
making processes. This finding challenges the conventional belief that external pressures alone are sufficient to
drive CE practices. Instead, it underscores the importance of having a strategic orientation towards CE within the
organization to effectively respond to external pressures.

Similarly, the partial mediation of internal pressure and managerial perception by CE orientation concerning CE
practices adds depth to the understanding of the role of CE orientation. These findings emphasize that while CE
orientation plays a crucial role in responding to internal pressure and managerial perceptions, it is not the sole
determinant. This nuanced perspective encourages future research to explore the multifaceted nature of the
relationship between CE orientation and different facets of stakeholder influence on organizational behaviour in the
context of sustainability initiatives.

5.2 Practical Contributions

The practical implications of our study resonate with organizations navigating the complexities of integrating CE
practices into their operational fabric. The delineation of internal and external stakeholder pressures carries
substantial managerial implications. The findings highlight the significant managerial implications of distinguishing
between internal and external stakeholder pressures. While external pressures have traditionally been perceived as
potent drivers of change, the findings underscore the critical importance of internal stakeholders in shaping
strategies. By recognizing the influential role of employees, investors, and company owners, organizations are urged
to prioritize internal stakeholder engagement to foster a collaborative approach towards CE adoption. This strategic
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emphasis aligns with the theoretical insight that internal stakeholder pressure, notably from company owners and
shareholders, plays a significant role in shaping organizational behaviour alongside external pressures.

The emphasis on managerial perceptions as catalysts for CE practices underscores the importance of leadership
in driving change. The identification of managerial perceptions as key drivers of CE practices underscores the
pivotal role of leadership in steering change within organizations. As managerial attitudes significantly influence
decision-making processes, organizations are encouraged to invest in fostering positive perceptions towards CE
principles among their leadership cadre. This practical recommendation aligns with the theoretical insight that
managerial perceptions, shaped by perceived benefits and advantages associated with CE practices, serve as
motivational factors in driving organizational adoption of sustainable initiatives.

Moreover, the mediating role of CE orientation in the relationship between stakeholder pressure and CE practices
offers actionable insights. The mediating role of CE orientation offers actionable insights for organizations to
optimize their responses to stakeholder pressures. By understanding their CE orientation level, organizations can
strategically align their responses to internal and external pressures more effectively. For instance, a higher level of
CE orientation becomes crucial for translating external stakeholder pressures into tangible CE practices. This
strategic alignment empowers organizations to optimize their efforts in pursuing circular and sustainable practices,
leveraging their CE orientation as a strategic mediator between stakeholder pressures and organizational behaviour.

6. CONCLUSION

Our empirical investigation into the adoption of CE practices within CEE, specifically in Estonia has revealed
significant insights into the influencing dynamics. Through the developed theoretical framework, that integrates
stakeholder, legitimacy, and strategic management theories the study provided deeper insights into the interplay
between stakeholder dynamics, managerial perceptions, CE orientation, and CE practices within SMEs. Crucially,
the study's findings challenge prevailing assumptions by highlighting the significant role of internal stakeholder
pressure alongside external pressures in shaping CE practices. Moreover, the exploration of CE orientation as a
mediating force between stakeholder pressure, managerial perception and CE practices offers a novel perspective,
emphasizing its transformative impact on organizational responsiveness to stakeholder pressures and managerial
perception. The nuanced mediation analysis reveals that CE orientation is pivotal in driving changes in
organizational behaviour, underscoring the importance of strategic orientation towards CE for effective response to
external pressures.

However, it is crucial to acknowledge the limitations of our study. Firstly, the research focused primarily on
SMEs in Estonia, which may limit the generalizability of the findings to other geographical contexts, cultural
settings, or larger organizational structures. Secondly, the study's use of self-reported data from SME managers,
which could introduce common method bias, potentially affecting the accuracy of responses and the validity of the
results. Despite efforts to mitigate this through anonymity and confidentiality, the possibility of social desirability
bias or subjective interpretations remains. Thirdly, while efforts were made to control for various factors such as
internalization, firm industry, size, and age, the potential influence of unmeasured variables—such as external
market conditions, technological capabilities, or regional regulatory differences—cannot be entirely ruled out.
Additionally, the study employed a cross-sectional design, which limits the ability to draw causal inferences or
capture dynamic changes over time in stakeholder pressures or CE practices. Lastly, the exclusive use of a
quantitative approach, while valuable for hypothesis testing, may have overlooked nuanced qualitative insights that
could provide a deeper understanding of the mechanisms underlying stakeholder pressures, managerial perceptions,
and CE practices within SMEs.

Building on our findings, several avenues for future research emerge. Firstly, further exploration into the
contextual factors that influence the effectiveness of stakeholder pressures on CE practices could provide valuable
insights. Comparative studies across different industries, regions, and organizational sizes may shed light on the
nuanced dynamics at play and help identify strategies for effectively managing stakeholder relationships to drive
sustainability initiatives. Secondly, investigating the mechanisms through which internal stakeholder pressures
influence CE practices within SMEs could deepen our understanding of organizational decision-making processes.
Qualitative research methods such as interviews and case studies may uncover the underlying motivations and
constraints faced by SME owners and shareholders in adopting CE practices, offering practical implications for
fostering internal support for sustainability initiatives. Moreover, future research could delve into the role of
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managerial perceptions in shaping organizational responses to sustainability challenges. Longitudinal studies
tracking managerial attitudes and behaviours over time may provide insights into the evolution of sustainability
strategies within SMEs and the factors driving managerial commitment to CE practices. Integrating insights from
fields such as organizational psychology and behavioural economics may offer new perspectives on how to cultivate
a culture of sustainability within SMEs and incentivize proactive engagement with CE initiatives. Lastly, examining
the moderating effects of regulatory frameworks, market pressures, and industry characteristics on the relationship
between stakeholder pressures, managerial perceptions, CE orientation, and CE practices could provide valuable
context-specific insights. Comparative studies across different regulatory environments and industry sectors may
elucidate the contingent factors that shape SMEs' responses to sustainability challenges and inform tailored policy
interventions and support mechanisms.
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