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Abstract

Sustainability is no longer a choice but a necessity for businesses, including Micro, Small, and
Medium Enterprises (MSMEs), as environmental, social, and governance (ESG) principles take
centre stage in shaping the future of commerce. This paper explores the integration of ESG
frameworks within MSMEs, analysing their potential to drive sustainable development while
enhancing business resilience and stakeholder frust. The study delves infto how MSMEs, often
constrained by limited resources, can adopt ESG practices to align with global sustainability goals
without compromising operational efficiency. It evaluates strategies such as eco-friendly
operations, community engagement, and fransparent governance, offering insights into
balancing sustainability with profitability. Using a qualitative methodology, the research
synthesises case studies and literature review analysis to discuss the challenges and opportunities
MSMEs face in ESG implementation. Findings highlight the fransformative potential of ESG
adoption in reducing costs, fostering innovation, and improving market competitiveness. However,
barriers such as inadequate financing, lack of expertise, and fragmented regulatory frameworks
pose significant challenges. Recommendations underscore the need for tailored support systems,
including financial incentives, capacity-building initiatives, and simplified compliance
mechanisms, to empower MSMEs in their sustainability journeys. By emphasising the unique role of
MSMEs in achieving global sustainability objectives, this paper confributes actionable insights for
policymakers, business leaders, and stakeholders. It advocates for collaborafive approaches to
embed ESG into MSME operations, ensuring that even the smallest players in the economy can
make meaningful contributions to a more sustainable future.
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Introduction

The global business landscape has withessed a growing emphasis on sustainability and
Environmental, Social, and Governance (ESG) principles in recent years. This shift has become
increasingly critical, not only for large corporations but also for Micro, Small, and Medium
Enterprises (MSMEs), which form the backbone of many economies worldwide (Putri and Bangun,
2019). MSMEs play a vital role in driving economic growth, job creation, and innovation, making
their infegration of ESG principles crucial for achieving global sustainability goals.

The urgency of addressing ESG in MSMEs stems from various factors, including resource limitations,
regulatory pressures, and the need to align with the broader sustainability agenda (Salin et al.,
2023). Many MSMEs face challenges in terms of financial and human capital, making the
implementation of comprehensive ESG strategies a daunting task. However, the integration of
ESG principles can provide MSMEs with significant benefits, such as improved access to financing,
enhanced brand reputation, and better risk management (Mazhorina, 2022).

Furthermore, the global sustainability goals, as outlined in the United Nations Sustainable
Development Goals (SDGs), have placed increasing emphasis on the role of businesses, including
MSMEs, in addressing environmental and social challenges (Shapsugova, 2023). Governments
and regulatory bodies have also infroduced various initiatives and policies fo encourage ESG
adoption, further underscoring the need for MSMEs to prioritize sustainability in their operations
(Rumyantseva and Tarutko, 2022).

The integration of ESG principles into the operations of MSMEs is crucial for several reasons. Firstly,
it helps these enterprises to address environmental challenges, such as reducing their carbon
footprint, improving waste management, and promoting the use of renewable energy sources.
By adopting environmentally-friendly practices, MSMEs can not only contribute to global
sustainability efforts but also enhance their operational efficiency and cost-effectiveness (Putri
and Bangun, 2019).

Also, ESG integration enables MSMEs to address social issues within their communities, such as
promoting diversity and inclusion, ensuring fair labor practices, and supporting local community
development. These initiatives can enhance employee morale, improve customer loyalty, and
strengthen the enterprise's social license to operate (Mazhorina, 2022).

Moreover, the governance aspect of ESG is particularly important for MSMEs, as it helps to establish
robust decision-making processes, ensure fransparency, and mitigate risks. By implementing strong
governance practices, MSMEs can build trust with stakeholders, attract investment, and enhance
their overall resilience (Rumyantseva and Tarutko, 2022).

Micro, Small, and Medium Enterprises (MSMEs) play a crucial role in the global economy,
accounting for over 90% of businesses and confributing significantly to employment and
economic growth (Harvie, 2019). However, these entferprises often face unique challenges in
implementing Environmental, Social, and Governance (ESG) frameworks due to limited access to
resources, knowledge gaps, and fragmented policies (Prasuna and Kumar, 2023).
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This raises pertinent research questions: How can MSMEs overcome these barriers and effectively
infegrate ESG practices info their operations? What strategies and tools can be leveraged to
support the adoption of sustainability goals within these enterprises?

This paper aims to explore how MSMEs can implement ESG frameworks effectively while balancing
operational efficiency and profitability. The infegration of ESG practices within MSMEs holds
immense promise for driving sustainable growth, fostering innovation, and enhancing market
competitiveness. By examining the unique challenges faced by MSMEs and highlighting successful
case studies, the study seeks to provide practical insights and recommendations for these
enterprises to navigate the path towards sustainable growth and resilience.

Overall, the policy and regulatory landscape is an essential driver of ESG adoption in MSMEs. By
providing clear guidelines, financial incentives, and educational support, governments can
facilitate the fransition towards more sustainable business practices, ultimately contributing to
broader environmental and social goals.

Literature review

The integration of Environmental, Social, and Governance (ESG) principles into business
operations has emerged as a pivotal strategy for enhancing efficiency and reducing costs within
Micro, Small, and Medium Enterprises (MSMEs). By adopting ESG frameworks, MSMEs can
stfreamline their operations through sustainable practices, thereby reducing waste and improving
resource management. According to Finger and Rosenboim (2022), companies that implement
ESG strategies often experience a reduction in operational costs by up to 20% due to improved
energy efficiency and waste management practices. This not only contributes to environmental
sustainability but also enhances the financial performance of these enterprises.

Furthermore, ESG adoption fosters innovation within MSMEs by encouraging the development of
new products and services that meet the evolving demands of environmentally and socially
conscious consumers. Castro and Gradillas Garcia (2022) highlight that businesses embracing ESG
principles are more likely to develop innovative solufions that address sustainability challenges,
thus gaining a competitive edge in the market. For instance, a case study of a small
manufacturing company in Germany demonsfrated how the infroduction of eco-friendly
packaging solutions, driven by ESG considerations, led to a 15% increase in market share within
two years (van Wyk et al., 2022).

Despite the recognised benefits of ESG integration, MSMEs often face significant challenges in
implementing sustainable practices. One of the primary barriers is the limited financial and human
resources available to these enterprises, which can make the investment in ESG initiatives appear
daunting (Salin ef al., 2023). Many MSMEs operate with tight budgets and may prioritize short-term
profitability over long-term sustainability goals.

Additionally, MSMEs may lack the necessary expertise and knowledge to effectively integrate ESG
principles into their operations. The complexity of ESG reporting, compliance, and monitoring can
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be overwhelming for smaller enterprises, which often have fewer dedicated sustainability
professionals (Putri and Bangun, 2019).

MSMEs often face unique challenges in implementing ESG frameworks, including limited access
to financial resources, knowledge gaps, and fragmented policy environments (Harvie, 2019).
These enterprises may lack the expertise and capacity to navigate the complexities of ESG
reporting and compliance, hindering their ability o demonstrate their sustainability efforts to
stakeholders (Prasuna and Kumar, 2023). Additionally, the absence of tailored ESG support and
guidance specific fo the MSME context can further exacerbate the implementation barriers.

Another challenge is the lack of clear regulatory frameworks and incentives for MSMEs to adopt
ESG practices. While larger corporations may be subject to stricter sustainability requirements, the
regulatory landscape for MSMEs can be fragmented and inconsistent, making it difficult for these
enterprises to navigate the ESG landscape (Mazhorina, 2022).

To overcome the challenges and barriers faced by MSMEs in implementing ESG practices, a multi-
faceted approach is required. Firstly, it is crucial for MSMEs to develop a clear understanding of
the ESG principles and their relevance to their specific business operations (Rumyantseva and
Tarutko, 2022). This can involve conducting a comprehensive assessment of the enterprise's
environmental, social, and governance impacts, as well as identifying opportunities for
improvement.

Globally, numerous case studies illustrate the positive impact of ESG on MSMEs’ competitiveness.
In Japan, a small electronics firm that integrated ESG principles info its business model saw a 25%
reduction in energy consumpftion and a corresponding increase in profitability (Finger &
Rosenboim, 2022). Similarly, in Brazil, an agricultural MSME achieved a 40% reduction in water
usage by adopting sustainable irrigation techniques, enhancing its reputation and market position
(Castro and Gradillas-Garcia, 2022).

To support the effective implementation of ESG practices in MSMEs, a multifaceted approach is
required. This may involve the development of tailored ESG assessment tools, the provision of
targeted training and capacity-building programs, and the establishment of collaborative
networks and knowledge-sharing platforms (Prasuna and Kumar, 2023). Policymakers and industry
associations can also play a crucial role in creating an enabling environment, such as by providing
financial incentives, streamlining regulatory frameworks, and facilitating access to ESG-related
resources and expertise.

In conclusion, while the adoption of ESG principles offers significant benefits for MSMEs, including
improved financial performance and enhanced reputation, the journey towards full
implementation is not without its hurdles. Addressing these challenges requires a concerted effort
from policymakers, financial institutions, and the MSMEs themselves, to create an ecosystem that
supports sustainable business practices. By understanding and mitigating these barriers, MSMEs
can better align with global sustainability goals and contribute to a more sustainable future.
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Methods

The study employs a qualitative methodology fo examine the integration of ESG principles within
Micro, Small, and Medium Enterprises (MSMEs) and their impact on fostering sustainable
development. By synthesising case studies and comprehensive literafure reviews, the research
captures diverse perspectives on how MSMEs navigate the challenges and opportunities
associated with ESG adoption. The approach focuses on understanding the unique operational
constraints faced by these enterprises, such as limited resources and expertise, while evaluating
practical strategies to align their operations with global sustainability objectives.

Primary data sources include existing case studies from MSMEs across different sectors and
geographies, alongside secondary data from policy analyses and academic literature. These
sources provide a rich basis for assessing the impact of eco-friendly operations, community
engagement, and transparent governance on business resilience and stakeholder trust. The
multidimensional framework applied in the study allows for a detailed exploration of economic,
environmental, and social dimensions, ensuring a holistic analysis of ESG implementation.
Additionally, the methodology includes a comparative analysis of MSMEs adopting ESG practices
with those yet to embrace such frameworks, offering insights into the benefits and challenges of
sustainable transformations.

This methodical approach ensures that the study captures both the macro-level implications of
ESG on MSME performance and the micro-level redlities of implementation. By focusing on real-
world applications and outcomes, the research delivers actionable insights into the transformative
potential of ESG adoption. Moreover, the study identfifies critical barriers, such as fragmented
regulatory frameworks and inadequate financial support, and highlights strategies for overcoming
these obstacles through tailored initiatives and collaborative partnerships.

Result and Discussion
ESG Integration to Micro, Small, and Medium Enterprises (MSMES): Innovative Approach

The adoption of ESG practices holds immense potential for MSMEs, as it can drive innovation,
enhance market competitiveness, and contribute to the fulfiment of broader sustainability
objectives (Tombolesi, 2023). Integrating ESG considerations intfo business models can help MSMEs
identify and mitigate risks, improve resource efficiency, and strengthen stakeholder relationships
(Fenwick et al., 2023). Moreover, the successful implementation of ESG frameworks within MSMEs
can have a ripple effect, inspiring larger enterprises and fostering a more sustainable business
ecosystem (Armas et al., 2022).

MSMEs can leverage ESG frameworks to enhance their operational efficiency and profitability. By
infegrating environmental considerations into their processes, MSMEs can reduce resource
consumption, minimize waste, and optimize energy usage, leading to cost savings and improved
competitiveness (Tombolesi, 2023). Similarly, addressing social factors, such as employee well-
being and community engagement, can foster a positive work culture, enhance talent attraction
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and retention, and strengthen stakeholder relationships (Fenwick et al., 2023). Robust governance
practices can also help MSMEs mitigate risks, ensure compliance, and build trust with investors and
customers.

Examining successful case studies of ESG implementation in MSMEs can provide valuable insights
and inspiration for other enterprises. For instance, a small manufacturing company in Lafin
America implemented an ESG self-assessment tool, which enabled them to identify and address
sustainability gaps, leading to improved resource efficiency and cost savings (Armas et al., 2022).
Another example is a family-owned SME in South Africa that integrated ESG considerations into its
business model, resulting in enhanced brand reputation, increased customer loyalty, and
improved access to financing (Fenwick et al., 2023).

Building stakeholder trust is another significant benefit of ESG adoption. Consumers, investors, and
employees increasingly favour companies that demonstrate a commitment to sustainability and
ethical governance. Barangd and Tanea (2022) emphasize that MSMEs with robust ESG practices
are more likely tfo aftract and retain customers, as well as secure investment opportunities. A
notable example is a UK-based MSME in the fashion industry that reported a 30% increase in
customer loyalty after implementing transparent supply chain practices aligned with ESG
standards (Fenwick ef al., 2023).

Several ESG frameworks exist, such as the Global Reporting Initiative (GRI), the Sustainability
Accounting Standards Board (SASB), and the Task Force on Climate-related Financial Disclosures
(TCFD). These frameworks provide guidelines for businesses to report on ESG metrics and integrate
sustainability into their strategic planning. However, the applicability of these frameworks to MSMEs
can be challenging. MSMEs often lack the resources and expertise to implement complex
reporting standards. Mardini (2022) highlights that while large corporations have dedicated teams
to manage ESG initiatives, MSMEs must often rely on limited staff who may not have specialised
knowledge in sustainability. Despite these challenges, simplified versions of these frameworks are
being developed to cater to the needs of smaller enterprises, allowing them to gradually integrate
ESG principles into their operations.

Environmental, Social, and Governance (ESG) principles have become a cornerstone of
sustainable business practices in the 21st century. These principles guide companies in considering
the environmental impact of their operations, the social implications of their business practices,
and the governance structures that ensure accountability and transparency. ESG is not merely a
set of guidelines but a comprehensive framework that aligns business objectives with societal
expectations. According to Serafeim and Yoon (2022), ESG issues are increasingly relevant to
financial performance, as they can influence a company's risk profile and access to capital. This
relevance is particularly significant for MSMEs, which often operate with limited resources and face
heightened scrutiny from stakeholders demanding sustainable practices.

Overdll, the potential benefits of ESG adoption for MSMEs are substantial, encompassing
enhanced efficiency, cost savings, innovation, and strengthened stakeholder relationships. As
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these enterprises navigate the complexities of modern business environments, ESG frameworks
offer a viable pathway to sustainable growth and competitive advantage.

ESG Adaptation: Challenges, Strategies and Innovations

Implementing ESG principles in MSMEs is fraught with challenges, primarily due to financial
constraints, lack of expertise, and regulatory complexities. Financially, many MSMEs operate on
tight budgets and struggle to allocate funds for sustainability initiatives. The cost of adopting new
technologies or processes that reduce environmental impact can be prohibitive. Adenan et al.
(2024) note that MSMEs in Malaysia face significant financial barriers when attempting to
implement ESG strategies, as they often lack access to affordable financing options tailored for
sustainability projects.

Industries such as manufacturing and agriculture, particularly in developing regions, exemplify the
struggles faced by MSMEs in adopting ESG principles. In these sectors, the initial investment
required for sustainable practices, such as waste reduction or energy-efficient technologies, can
be substantial. de Hoyos Guevara and Dib (2022) discuss how MSMEs in Lafin America encounter
regulatory complexities that further complicate ESG implementation. These businesses often
operate in environments with evolving regulations, requiring them to constantly adapt their
practices, which can be both costly and time-consuming.

The adoption of Environmental, Social, and Governance (ESG) practices by organisations faces
several key obstacles. One of the primary challenges is financial limitations, particularly for Micro,
Small, and Medium Enterprises (MSMEs). Liou et al. (2023) found that the high costs associated with
implementing ESG inifiatives, such as upgrading infrastructure, adopting new technologies, and
complying with regulations, can be prohibitive for smaller businesses with limited resources. This is
further exacerbated by the lack of access to funding and investment opportunities tailored to
support ESG integration (Sheehan et al., 2023).

Another significant barrier is the shortage of technical expertise and knowledge within
organisations. Esposito De Falco ef al. (2021) highlight that many businesses, especially MSMEs,
lack the in-house capabilities to identify, measure, and report on ESG-related metrics, hampering
their ability fo effectively implement and communicate their sustainability efforts. This skills gap is
further compounded by the fragmented and evolving nature of ESG regulations and standards,
which can make it challenging for organisations to navigate the complex landscape (Uhlaner et
al., 2012).

Geographical and industry-specific differences also play a role in the challenges faced by
organisations. Putri and Bangun (2019) found that the level of ESG implementation can vary
significantly across regions and sectors, with some industries facing more stringent requirements or
facing unique operational constraints. For example, the manufacturing sector may encounter
greater obstacles in reducing their environmental footprint compared to the service industry.

To overcome the barriers to ESG adoption, organisations can employ a range of practical
strategies. One key approach is to focus on eco-friendly operations, such asimplementing energy-
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efficient technologies, optimising resource utilisation, and minimising waste (Esposito De Falco et
al., 2021). By aligning their operational practices with environmental sustainability, businesses can
not only reduce their environmental impact but also realise cost savings and enhance their
competitiveness.

Engaging with local communities and stakeholders is another important strategy for ESG adopfion.
Putri and Bangun (2019) emphasise the importance of building strong relationships with the
surrounding community, understanding their needs and concerns, and incorporating their
feedback into the organisation's sustainability initiatives. This can help foster a sense of shared
responsibility and create a positive social impact, which is a crucial aspect of ESG.

For MSMEs, aligning sustainability efforts with profitability is crucial. Esposito De Falco et al. (2021)
suggest that by adopting low-cost, high-impact ESG practices, such as implementing energy-
efficient lighting or optimising supply chain logistics, these businesses can achieve both
environmental and financial benefits. This approach can help MSMEs overcome the financial
limitations often associated with ESG implementation and demonstrate the business case for
sustainability.

The integration of digital tools and technologies can play a significant role in facilitating ESG
implementation. Wang and Esperanca (2023) highlight how technologies such as energy
management systems, supply chain fracking, and data analytics can help organisations measure,
monitor, and optimise their environmental and social performance. By leveraging these digital
solutions, businesses can gain better visibility into their ESG-related metrics, identify areas for
improvement, and make more informed decisions to enhance their sustainability efforts.

Furthermore, the adoption of digital fechnologies can also support the fransparency and
reporting of ESG performance. Sheehan et al. (2023) emphasise the importance of making the
"invisible, visible" by utilising digital platforms to collect, analyse, and communicate ESG data. This
can help organisations enhance their accountability and credibility, which is crucial in building
frust with stakeholders and meeting regulatory requirements.

Hence, the adaptation of ESG practices by organisations faces a range of challenges, including
financial limitations, lack of technical expertise, and fragmented regulatory environments.
However, by employing practical strategies such as eco-friendly operations, community
engagement, and the strategic use of technology, businesses can overcome these barriers and
unlock the benefits of sustainable practices. The successful integration of ESG principles can not
only contribute to environmental and social well-being but also enhance the long-term
competitiveness and resilience of organisations.

Role of Policy Framework in Boosting ESG Implementation.

The role of government policies, incentives, and regulatory frameworks is crucial in supporting the
adoption of ESG practices within MSMEs. Government initiatives can provide the necessary
impetus for these enterprises to integrate ESG principles info their operations. For instance, the
European Union has infroduced several policies aimed at promoting sustainability among MSMEs,
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including financial incentives and grants for businesses that implement energy-efficient
technologies (Fenwick et al., 2023).

In many countries, regulatory frameworks are being established to encourage ESG adoption.
These regulations often include mandatory reporting requirements for environmental and social
impacts, which can drive MSMEs to adopt more sustainable practices. According fo Barangd and
Tanea (2022), such regulations not only ensure compliance but also create a level playing field
for businesses, promoting fair competition and transparency.

Incentives play a significant role in motivating MSMEs to embrace ESG principles. Tax breaks,
subsidies, and low-interest loans are some of the common incentives provided by governments to
support sustainable business practices. In the United States, for example, the government offers
tax credits to small businesses that invest in renewable energy solutions, making it financially viable
for MSMEs to fransition to more sustainable operations (van-Wyk ef al., 2022).

The effectiveness of these policies and incentives, however, depends on the level of awareness
and understanding among MSMEs regarding ESG principles. Educational programs and
workshops can play a vital role in increasing awareness and providing the necessary skills for
successful ESG implementation. Castro and Gradillas Garcia (2022) note that in countries like
Sweden, government-supported training programs have significantly increased the adoption of
ESG practices among MSMEs, leading to improved sustainability outcomes.

Collaboration among governments, financial institutions, and non-profits is crucial in providing
MSMEs with the necessary resources and support for ESG adaptation. Governments can offer
incentives, subsidies, and regulatory frameworks to encourage ESG adoption, while financial
institutions can provide access to green financing and ESG-linked loans (Das et al., 2020). Non-
profit organisations can offer training, capacity-building programmes, and knowledge-sharing
platforms to help MSMEs navigate the complexities of ESG integration (Puzzonia, 2018).

For example, in Singapore, the government has introduced various initiatives, such as the
Sustainable Singapore Bond Grant Scheme and the Entferprise Sustainability Programme, to
support SMEs in their ESG efforts (Tan, 2022). Similarly, in India, the Small Industries Development
Bank of India (SIDBI) has launched the MSME Sustainable (MSE) Scheme, which offers concessional
financing fo MSMEs for adopting sustainable practices (Das ef al., 2020).

By fostering collaborative efforts, MSMEs can access the necessary resources, expertise, and
support to overcome the challenges associated with ESG adaptation, such as lack of knowledge,
limited financial resources, and fechnological barriers (Morais et al., 2020).

The adoption of ESG practices can have a transformative impact on the operational efficiency,
market competitiveness, and stakeholder trust of MSMEs. Improved resource efficiency, waste
reduction, and energy conservation can lead to cost savings and enhanced profitability (Gangi
et al., 2020). Additionally, ESG-focused companies often enjoy better access to capital, as
investors and lenders increasingly prioritise sustainable investments (Puzzonia, 2018).
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A case study from India highlights the benefits of ESG adaptation for a small manufacturing
company. After implementing energy-efficient technologies and waste management practices,
the company experienced a 25% reduction in energy costs and a 30% decrease in waste disposal
expenses (Das et al., 2020). This, in turn, improved the company's bottom line and enhanced its
reputation among customers and suppliers.

Similarly, a study of SMEs in Italy found that those with strong ESG performance were more likely to
survive during the COVID-19 pandemic, demonstrating the resilience and market competitiveness
of sustainable businesses (Gangi ef al., 2020). By addressing environmental and social concerns,
MSMEs can also strengthen stakeholder trust and loyalty, leading to improved customer retention,
employee engagement, and supplier relationships (Sommer, 2017).

Despite the potential benefits, MSMEs often face significant challenges in adapting to ESG
requirements. Limited financial resources, lack of in-house expertise, and uncertainty around the
return on investment can hinder ESG implementation (Morais ef al., 2020). Additionally, the
complexity of ESG reporting and the lack of standardised frameworks can create barriers for
smaller businesses.

To overcome these challenges, MSMEs can adopt various strategies. Firstly, they can leverage
collaborative platforms and industry associations to access knowledge, best practices, and
shared resources (Puzzonia, 2018). Secondly, they can explore alternative financing options, such
as green loans, crowdfunding, or government-backed schemes, to fund their ESG initiatives (Das
et al., 2020).

Thirdly, MSMEs can prioritise quick-win projects that deliver tangible benefits, such as energy
efficiency or waste reduction, to demonstrate the value of ESG adaptation and build internal buy-
in (Sommer, 2017). Finally, they can collaborate with larger companies, universities, or research
institutions to fap into expertise, fechnology, and innovative solutions that can support their ESG
journey (Puzzonia, 2018).

The integration of ESG principles intfo the operations of MSMEs is driving the emergence of
innovative solutions and frends. For instance, the development of user-friendly ESG reporting tools
and digital platforms can help smaller businesses streamline their data collection and disclosure
processes (Morais et al., 2020). Additionally, the rise of ESG-focused accelerators and incubators
provides MSMEs with access to tailored support, mentorship, and funding to scale their sustainable
initiatives (Puzzonia, 2018).

Conclusion

The conclusion of this study highlights the transformative potential of ESG (Environmental, Social,
and Governance) principles in enhancing the operational and financial performance of Micro,
Small, and Medium Enterprises (MSMEs). By adopting ESG practices, MSMEs can achieve
improved efficiency, cost savings, and innovation, all while fostering stronger relationships with
stakeholders. This alignment with global sustainability goals not only benefits individual enterprises
but also contributes to broader economic and environmental resilience. However, despite the
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clear advantages, ESG implementation among MSMEs faces significant challenges, such as
inadequate financial resources, limited expertise, and fragmented regulatory support. Addressing
these barriers is essential to unlock the full potential of ESG integration.

The study underscores the critical role of policymakers and financial institutions in creating an
enabling environment for ESG adoption. Tailored financial incentives, such as tax breaks or grants,
can lower the initial cost barriers for MSMEs looking to implement sustainable practices. Moreover,
regulatory frameworks should be streamlined to offer clear and practical guidance, ensuring that
compliance requirements are manageable for smaller enterprises. Capacity-building programes,
including training on ESG standards and best practices, are equally important in equipping MSMEs
with the knowledge and tools needed to navigate the complexities of sustainability. Collaboration
among public, private, and nonprofit sectors can foster a supportive ecosystem that amplifies the
impact of ESG-driven inifiatives.

Looking ahead, the journey toward comprehensive ESG adoption requires a shift in mindset and
a commitment to long-term goals. MSMEs must embrace innovation, leveraging digital
technologies and eco-friendly solutions o optimise their operations and minimise environmental
impacts. Building partnerships with larger corporations and industry networks can provide MSMEs
with the necessary resources, mentorship, and market access to scale their sustainability efforts.
Furthermore, embedding social and governance principles into business models, such as
equitable employee practices and ethical supply chain management, enhances resilience and
reputation in increasingly conscious markets.

The potential of MSMEs to drive sustainable development is significant, given their sheer number
and confribution to global economic activity. By overcoming barriers to ESG adoption, these
enterprises can become catalysts for change, demonstrating that sustainability and profitability
are not mutually exclusive. Governments and international organisations have a unique
opportunity to harness this potential by aligning their initiatives with the specific needs and realities
of MSMEs. Empowering smaller enterprises to adopt ESG principles will have a ripple effect,
accelerating progress toward sustainable development goals and fostering inclusive growth.

In conclusion, the integration of ESG principles infto MSME operations is both a necessity and an
opportunity. While challenges persist, the benefits far outweigh the hurdles, making the case for
sustained efforts to support MSMEs in their sustainability journey. By addressing financial, regulatory,
and knowledge gaps, stakeholders can pave the way for a more inclusive and sustainable future,
where even the smallest businesses play a pivotal role in shaping a resilient and environmentally
conscious global economy. The findings of this study serve as a call fo action for allinvolved parties
to collaborate and innovate, ensuring that MSMEs are equipped to meet the challenges and
opyportunities of sustainability head-on.

SUKUK: VOL.3, NO.I, 2024



References

Adenan, F. A., Ariff, A., & Adnan, S. M. (2024). ESG in Small and Medium-Sized Enterprises:
Malaysian Perspectives. In E3S Web of Conferences (Vol. 574, p. 03001). EDP Sciences.

Armas, J. C. R., Puga, M. F., Braly-Cartillier, I., & Azar, K. (2022). Driving Sustainability in MSMEs in
Latin America and the Caribbean: Proposal for an ESG Self-Assessment Tool.

Barangd, L. P., & Tanea, E. I. (2022). Introducing the ESG Reporting-Benefits and
Challenges. Journal of Financial Studies, 7(13), 174-181.

Castro, A., & Gradillas Garcia, M. (2022). Insights into Successful ESG Implementation in
Organizations. Journal of Financial Transformation, 56, 168-176.

Das, M., Rangaragjan, K., & Dutta, G. (2020). Corporate Sustainability in SMEs: An Asian
Perspective. Journal of Asia Business Studies, 14(1), 109-138.

de Hoyos Guevara, A. J., & Dib, V. C. (2022). ESG principles, challenges and opportunities. Journal
on Innovation and Sustainability RISUS, 13(4), 18-31.

Esposito De Falco, S., Scandurra, G., & Thomas, A. (2021). How Stakeholders Affect the Pursuit of
The Environmental, Social, And Governance. Evidence From Innovative Small and Medium
Enterprises. Corporate Social Responsibility and Environmental Management, 28(5), 1528-1539.

Fenwick, M., Joubert, T., van Wyk, S., & Vermeulen, E. P. (2023). ESG as a Business Model for Small
and Medium-Sized Enterprises. In The Elgar Companion to UNCITRAL (pp. 392-409). Edward
Elgar Publishing.

Finger, M., & Rosenboim, M. (2022). Going ESG: The Economic Value of Adopting an ESG
Policy. Sustainability, 14(21), 13917.

Gangi, F., Meles, A., Monferrd, S., & Mustilli, M. (2020). Does Corporate Social Responsibility Help
the Survivorship of SMEs And Large Firms?2. Global Finance Journal, 43, 100402.

Harvie, C. (2019). Micro-Small-And Medium-Sized Enterprises (MSMEs): Challenges, Opportunities
and Sustainability in East Asia. Trade logistics in landlocked and resource cursed Asian countries,
155-174.

Kim, J. K., Kim, M. S., & Ahn, T. D. A Study on How fo Vitalize the ESG Management Strategy of SMEs
through ESG Management Cases.

Liou, J. J., Liu, P. Y., & Huang, S. W. (2023). Exploring the Key Barriers to ESG Adoption in
Enterprises. Systems and Soft Computing, 5, 200066.

Mardini, G. H. (2022). ESG Factors and Corporate Financial Performance. International Journal of
Managerial and Financial Accounting, 14(3), 247-264.

Mazhorina, M. V. (2022). ESG Principles in International Business and Sustainable Contracts. Actual
problems of Russian law, 16(12), 185-198.

Morais, F., Simneftt, J., Kakabadse, A., Kakabadse, N., & Myers, A. (2020). ESG in Small and Mid-
Sized Quoted Companies: Perceptions, Myths and Realities.

SUKUK: VOL.3, NO.I, 2024 n



Prasuna, A., & Kumar, S. S. (2023, December). ESG Risk Assessment Tool for Indian Small and
Medium Enterprises. In Workshop on e-Business (pp. 168-181). Cham: Springer Nature
Switzerland.

Putri, A. J., & Bangun, M. Y. R. (2019). Identifying Environmental, Social, and Governance (ESG)
Implementation fowards Growth and Sustainability: A Case Study at Assisted Micro, Small, and
Medium Enterprise (MSME) by Bank Indonesia.

Puzzonia, M. (2018). The Impact of ESG Investment, How Company and University can Collaborate
to Realize It with Local Innovation. Journal of Intercultural Management, 10(3), 171-194.

Rumyantseva, A., & Tarutko, O. (2022, November). Impact of the ESG Principles on The Corporate
Financial Strategy. In Challenges and Solutions in the Digital Economy and Finance:
Proceedings of the 5th International Scientific Conference on Digital Economy and Finances
(DEFIN 2022), St. Petersburg 2022 (pp. 309-318). Cham: Springer International Publishing.

Salin, Ahmad Saiful Azlin Puteh, et al. "ESG Compliance-Challenges for MSMEs In Malaysia." I-
IECONS e-proceedings (2023): 114-122.

Serafeim, George, and Aaron S. Yoon. "Understanding the Business Relevance of ESG
Issues." Journal of Financial Reporting 7.2 (2022): 207-212.

Shapsugova, M. (2023). ESG Principles and Social Responsibility. In E3S Web of Conferences (Vol.
420, p. 06040). EDP Sciences.

Sheehan, N. T., Vaidyanathan, G., Fox, K. A., & Klassen, M. (2023). Making the Invisible, Visible:
Overcoming Barriers to ESG Performance with An ESG Mindset. Business Horizons, 66(2), 265-276.

Sommer, C. (2017). Drivers and Constraints for Adopting Sustainability Standards in Small and
Medium-Sized Enterprises (SMEs) (No. 21/2017). Discussion Paper.

Tan, Y. S. R. (2022). The Diverging Outlook of ESG Between Large and Small Companies in
Singapore (Doctoral dissertation, Waseda University).

Tombolesi, R. (2023). Sustainability Performance and ESG Factors: A New Challenge for Small and
Medium Sized Enterprises (SMEs). In The Impact of Organizations (pp. 3-14). Routledge.

Uhlaner, L. M., Berent-Braun, M. M., Jeurissen, R. J., & de Wit, G. (2012). Beyond size: Predicting
Engagement in Environmental Management Practices of Dutch SMEs. Journal of Business
Ethics, 109, 411-429.

van Wyk, S., Fenwick, M., Joubert, E., & Vermeulen, E. (2022). ESG as a Business Model for SMEs.

Wang, S., & Esperanca, J. P. (2023). Can Digital Transformation Improve Market and ESG
Performance? Evidence from Chinese SMEs. Journal of Cleaner Production, 419, 137980.

SUKUK: VOL.3, NO.I, 2024



