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INTER-ORGANIZATIONAL ISSUES TOWARD A “GREENER”
SUPPLY CHAIN

Dorsaf Zouari

Abstract —Recent changes in environmental legislation haeesed company thinking on business practices,
particularly concerning the importance of integragi environmental concerns like outsourcing and prement

in supply chain networks. Supply chain partners lzgeoming progressively more accountable not amyHeir
internal practices, but also for their supplierselavior because implementing a “greener” supply inha
is far from an individual strategy.

The objective of this paper is to study the diffiea that may be encountered by a focal firm vtghpartners
from the perspective of implementing environmemiattice issues, or improving these practices éytlalready
exist. In this paper we develop an integrative emgal framework to show the role of relationshijpds,
contract design and clauses to coordinate the retasthip between a focal firm and its supplier ine th

implementation of a green supply chain.
Keywords— Supply chain, outsourcing relationships, environtakpractices, contract design
INTRODUCTION

For the past several years environmental legslagind governmental regulations have evolved iorfaf
environmental protection, demonstrating that irdégn of environmental practices is increasinghportant [1].
As a resultcompanies place importance not only on their irgepmactices, but also on their suppliers’ pragtice
[2].Companies have thus started to integrate eambgssues into their global supply chains to pres their
market position, to gain competitive advantagetarichprove their brand image.

Environmental performance standards have becommemonplace in contract design and guidelines created
by multinational companies to define their relaiowith local and international suppliers [3]-[4These
constraints are relatively new for suppliers sittisey exceed traditional customer requirements, kvhiere
previously limited to reducing costs and improvjrgduct and service quality [5].

There is little researches that consider implicetiof buyer-supplier relationship type on the apson of
supply chain related inefficiency due to environtakéimitiatives.The presence of specific conditions influencing
the customer relationship, such as power, the gavee mechanism or collaboration, could moderaéntipact
of establishment of environmental practices andr thidtical requirementsEffective supplier management in
substantial projects like Green Supply Chain (G8&jelopment is an important field, meriting attentiand

research.

! Dorsaf Zouari, Grenoble University, Center for Stadyl Research in Applied Management - CERAG, Grené&bémce,
dorsaf.zouari@upmf-grenoble.fr
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To better understand the context of our researgiur& 1 explains how implementation of green supply
chain practices can be perceived, different supptitudes and scenarios that a focal companyaoagider. The

buyer- supplier relationship types that we detdidtl in this article have a strong link with supphttitudes in this
diagram.

Environmental legislation and
governmental regulatio

Focal firm decision to implement a Green
Supply Chain

v

Are my suppliers interested by green
practice issues?

Compliance between buyer ar{d Orientations are not compliant now, is there
supplier orientations Yes any possibility for the future?

!

No

Buyer lives with supplier

Un-willingness Contract

rupture

FIGURE. 1
Study Context

GREENING THE SUPPLY CHAIN

In recent times, a new challenge for companiedokasme making their supply chains as “green” asipte.
GSC covers vast practice domains including prodiedign, material selection and sourcing, manufagjur
processes and delivery. It also implicates entif@feycle product management with reverse supplgirc and
involves management of supply chain participantanfrsuppliers and manufacturers to customers [6]-[7]
Implementation of environmental practices seemddoa lengthy process from start to finish and iewpli
mobilization of many actors and diverse resources.
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Generally, big companies are the focal firm inirtlsepply chain networks, and as such are congideagor
actors in the diffusion of “green” practices wittansupply chainEnvironmental regulation demands incite these
companies to encourage their suppliers to implergezen practices, which they then adopt accordintational
and international standards.

During this transition, these focal companies adgrsivarious constraints generated by their supptigat are
generally SME [8]. In this context, SMEs setting grneen practices demanding strategy, productiongs®and
technical issue changes can face financial probl@mgive an example, we cite the case of a prodeaidesign
which requires review of existing strategies andptidn of a holistic approach since the produet &fcle must
be considered in its entirety. This process islgos

Certification is another challenging area for sigipl Indeed, spending on certification is consideralnié a
sometimes difficult with respect to scheduling dadsa

Another significant source of difficulty for focalompanies is suppliers from developing countriéens
environmental legislation is not as developed.sTaint should be considered when studying intgamizational
relationships, as it can explain supplier non-caamgle with certain standards and informs the imftee of
cultural differences on perceptions of certaindexin various cultural contexts [9].

Embracing environmental issues can, however, beyauked by SMEs to enhance their relationships with

customer companies and to ensure a favored positidhe “best” suppliers list.

THE ROLE OF ENVIRONMENTAL LEGISLATION THE DEVELOPME NT OF A
GREEN SUPPLY CHAIN

Governmental regulation was the initial key dri¥er implementation of environmental practices upgly
chains [10]. Environmental regulations continudilght against that which may harm the environmend a
governments encourage companies to be increasimgbyved in such initiatives. Environmental ceuétions
indicating compliance with common frames of refeeenan be viewed as effective communication tdws help
buyer companies minimize uncertainty with suppli@sveral authors wonder, however, whether inigatitaken
by governments have the same impact on businessjlgrspeaking, and on SMEs to promote implemeontaif
practices that respect the environment and devedbgtic GSC [8].

Evolution of environmental legislation is ongoiagd places SMEs in a delicate situation, sincectiaad
indirect nonconformity costs can be considerakileeff in the event of control, investment productrocess,
etc). Companies do, none the less, draw benefit fronificattons that effectively ensure their place lie tmarket
because of the competitive differentiation thatifieations provide.

Hypothesis 1: Environmental legislation has an impact on theldistament of “green” practices in the supply

chain.

BUYER —SUPPLIER RELATIONSHIPS IN A GREEN CONTEXT
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Even though the context of “green managementélatively new, the buyer-supplier relationship hasays
been an important topic of research in supply chamagement and has been the subject of manyearfitl]-
[12]-[13].Indeed, management of inter-firm relatbips is essential, the type of relationship ligkoontractors
playing a central role in good supply chain cooatitn and improvement of supplier production andacity
performance [14] [15].

Much research has been done on classification wdus inter-organizational relationships — espégitie
buyer-supplier relationship. In this article, theybr-supplier relationship is studied in a specdantext, i.e.
implementation of “green” supply chain practice$]f)17]. Establishment of environmental strategaasl
innovation within companies is strongly influendsdthe financial resources and technical skillheagply chain
partner brings to bear.

Several variables can encourage good behaviostableshing green supply chain practices (in thgebu
supplier relationship context). These variablesrat always influenced by trust, but depend orrotactors like
power sharing and dependence [18].

Reference [19] notes that supply chain relatiqushre characterized by several dependency |lewaitving
varying degrees of cooperation. We will try to dethis through examination of buyer capacity topimse

supplier implementation of “green” practices infeliing buyer-supplier relationships.
A Simple Transaction Relationship

In this relationship, the only criterion retainedhe lowest price and the relationship is gemegsakhort term
one [20] . The low cost approach adopted in thitimship can justify the suppliers’ reject to awation or the
establishment of new initiatives such as envirornalepractices.

The nature of this relation, which is initially rkat based [21], can, however, present blockadasti{e
supplier's side) to implementing environmental piges due to the weight of investment necessarhis 1

especially true in countries where environmentgilslation is not very developed.
The Buyer is one of the Most Important Customers fohis Supplier

In this case, the customer leads the relationsimg therefore fixes the game rules. In the contéxt
implementing green practices, the supplier is tgeddent party and is thus obliged to cooperate watmajor
customer to survive and to avoid sanctions. Thi® tgf relationship is regarded as cooperation uodestraint
[22].

The supplier's situation is very delicate. Thetoaoger may suggest knowledge skills and financidp he
encourage adoption of green initiatives, or, ondtier hand they may not be able to provide anpaugor the
desired changes. Regardless of the position takehebcustomer/buyer, they can continue to putgureson the
supplier to keep purchase prices Id@iven this variety of interdependence, and resulfiom the ensuing

pressure, suppliers often have a tendency to cmegpatoduct quality.
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Implementing “green” practices represents a nemsiraint for the supplier, and the customer mustatore
be vigilant, using follow-up and monitoring proceesi to assure ecological conformity of the supjgiproducts

and practices.

The Supplier Leads the Relationship

In this relationship the supplier leads becauspeaoficular technical skills or a specific assef][@nd lack of
competition in the field enables them to call thets.

Generally speaking, the integration of environrakptactices in the supply chain depends on thelsrp
willingness. If they accept to adopt environmemigctices they may require to increase the purcpese, the
buyer is then obliged to accept.

Interdependences and Mutual Interests shared by thBuyer and his Supplier

This relationship is completely different from pi@us ones, and strong interdependence betweebuyer
and its supplier allows them to carry out joint jpots due to the long-term nature of their relagtop [23].
According to these authors, this is a cooperaglaionship characterized by a high degree of méiron sharing
and based on a high level of trust. The two pastaee ready to share knowledge (technical and ragmal)
[24] and aim at achieving common goals with prdfitd loss sharing. Consequently, a “green” practices
implementation initiative is not likely to creatéction between the buyer and their supplier.

Hypothesis 2: Integration of “green” practices in the supply chaiepends on the type of buyer-supplier
relationship.

Using the above noted classifications of differbayer-supplier relationships, one can observe ttege
relationships are also influenced by other varialitean simply type of dependence. These addititatbrs
include trust and power, which can be describegither coercive or non-coercive.

“Trust” is a critical element in successful retaiships in the supply chain and so can facilitaist jaction
and share knowledge, but it can be exploited fap@portunist behavior and asymmetry of informafizsi.

If obligation dominates a “GSC” initiative, thatvgis the customer/buyer partner real coercive power,
including the ability to threaten and retaliatetime form of financial penalties or termination afntract with
suppliers for non compliance. On the other handr@sing non-coercive power may have a positiviaarfce on
the overall initiative [26]

Hypothesis 3: Several control variables can impact (positivelgatively) implementing green practices.
COORDINATION VIA CONTRACT DESIGN

Contracts appear to be important coordination @eisims to control and manage inter-firm relatiopshi
between the buyer company and its partners [278] [229]. Indeed, in the context of integration of
environmental issues, the buyer has to review tistieg game rules with its partners and negoti@e points to
be integrated. That's why we propose contract adeaia relevant governing tool and guide for gomdact
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between contractors. Contracts can also attenfpteésee risks likely to appear in the future [30].

In a supply chain, there exist various types aftiartual clauses (flexibility, price, quality, emtives) that
use contractors as a means to guarantee bettarmparfce levels and to protect buyers against riskd
uncertaintiesln this study we are interested in incentive anotiab clauses.

In deed, Incentive strategies open up excitingsppeots to manage coordination between actors iflicton
situations;the success of the GSC implementation is veryedlad the power factor and incentive control that
interferes within relationships between supply ohzartners [31].

Our research is concerned with supplier developmpestesses since in our case study, customer coega
are not looking for new partners but are tryingwtork with their existing partners. The decisionfécus on
contract renegotiation centers on reviewing exgstitauses [32] or defining new clauses, which iraég new
constraints. This process depends on the leveugbler willingness to participate in a “green”tiative and
ultimately on their intention to maintain a relatiwith their customer.

In our framework incentive clauses define theiremmental requirements in which the buyer is ies¢ed; if
suppliers do not respect theses clauses, penatiede considered and control clauses make mitgatsks
possible.

Hypothesis 4: designing contractual clauses in the context ofilémgnting a “GSC” depends on the type of
buyer-supplier relationship.

Hypothesis 5: the contractual clauses depend on the level oflieuppillingness to establish new “Green”
practices.

Using this conceptual model (based on our anafysispreviously performed literature review) we énéned
to present various potential interactions betwdements involved in implementing “green” practi¢es supply
chain. This can help supply chain members bettelergtand the diverse elements that must act tagéshe

successfully manage a holistic GSC project impleatam.

Regulation and legislation
H1 \L
. H4 ) .
Green supply chain Buyer-supplier contract design
H5
H2 T
) ) Willingness level
Buyer -supplier relation type to implement
« Green » practice
H3
Trust
Coercive power
Non-coercive power
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FIGURE.2

The Implementation of a Green Supply Chain Fram&wor
DISCUSSION AND CONCLUSION

Much attention has been paid to the importanceddfessing and implementing responses to greensigsiien
supply chains, including inter organizational iiives to improve execution of environmental pisi and
economic efficiency in the context of global supmlain management. The wide-ranging nature of such
initiatives makes implementation difficult and cdeyy and success is influenced by several factble
conceptual model in this article treats the impdicelational aspects on the establishment of a.GSC

Nevertheless, like all research studies, our fraomkvyaresents a number of limitations. We can cite principal
ones. The first relates to the fact that this stsdyndertaken from the buyer company point of vibeth in terms

of conceptualization of different relationship tgpand also in terms of contract design as a mesmato
coordinate these relationships in the context tldishing a GSC.

The second limit is related to the absence of dogbivalidation of the proposed framework; thispsie in
progress and will be the subject of a later resepaper.

Future research should lead to interesting insjghd$ only concerning the role of contracts as dimation
mechanisms in implementation of GSC, but also thportance of contract renegotiation to improve GSC

performance.
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