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Abstract. Considering the existing funding conditionalities in India, the small and medium 
enterprises have to face stringent norms as sustainable financing requirements based on 
Environment, Society and Governance (ESG) disclosures are becoming mandatory for every 
organization worldwide. The onus still turns to be more intense than ever for the small and 
medium enterprises (SMEs). The main purpose of this paper is to warn SMEs of the upcoming 
sustainable financing conditionalities and develop a clear understanding among the SMEs on 
why they should adapt sustainable financing norms and be resilient towards sustainable 
financing and ESG disclosures.  This paper also tends to inspire SMEs for entrepreneurial 
growth by striking a balance between their financial requirements and mandatory obligations 
to benefit themselves, society and the Indian economy. Moreover, this paper focuses on the 
conceptual stipulation and early adaption of sustainable finance framework by the SMEs and 
strives to fathom the gap between the sustainable financing realities and the expected level 
of SMEs’ exposure  to sustainable financing and mandatory ESG disclosures. The research 
methodology identifies seven such areas interconnecting the sustainable financing and UN 
sustainable development goals (SDGs); Environment (Climate action & Carbon tax), Society 
(Sustainable Consumption & Externalities), Business (Sustainable Production) and Governance 
(Green finance, & ESG disclosures) and investigates to find the gap between the perception 
and expectation of SMEs about the mandatory requirements for sustainable financing and 
sustainability adaption in India. 
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1. Introduction 
 
The role of small and medium enterprises (SMEs) is huge to the economic development of a 
nation next to agricultural sector, which constitutes a major source of employment and 
generates significant domestic and export earnings. India is no exception and a large part of 
business in the country is done through SMEs. Today, it accounts for nearly 40% of the gross 
value of output in the manufacturing sector and over 45% of the total exports from the 
country. SMEs need adequate financing from investors, financial institutions and international 
funding organizations for long term development and expansion to meet funding 
requirements at each stage of their business development from initiation, operation, 
development, restructuring, recovery and beyond. To meet the requirements of the business 
system and further the business growth and opportunities of the companies and businesses, 
SMEs would have to deploy funds on projects continuously in coordination with the society 
and governments for implementing various projects to achieve economic development of 
India. 
 
At present, the world economy is influenced by greater financial transition involving the 
business firms, corporate, small and medium enterprises. The sustainability lens has started 
scanning all the business operations to check them for any adverse actions in providing clear 
directions to connect the investors and the SMEs to arrange credits as and when they need. 
In this context, not only the corporate companies but also SMEs would have to align their goals 
with sustainable financing and Sustainability Development Goals (SDGs) of the United Nations. 
As the role and contribution of SMEs are significant in the economic development of a nation 
and the future of generations, they must have clear understanding and policy setting on how 
they have to resort to sustainable production and consumption of the products and services 
in their operations. The finance providers are looking for sustainable financing policy decisions 
of the government for setting norms on their investments. Obviously, SME sector emerges as 
a key instrument in poverty alleviation and unemployment eradication which appears in the 
first place in the agenda of the UN SDGs. 
 
2. Literature Review 
 
Viewing the role of investors in sustainable financing, it could be transparently noticed that 
the concept of ESG should not be overlooked. All ESG operations must first be tracked and 
then reported. The reality is that ESG reporting is optional which allows some companies not 
to report their operational impacts on the society and environment. 
 
Zabri et al. (2021) suggest that enhancing knowledge of appropriate funding sources and 
access to external finance at an acceptable cost will facilitate greater productivity and growth.  
A comprehensive review of government and financial institutions’ policies to increase access 
to finance for the microenterprise sector is therefore imperative. 
 
It is very important to finance SMEs' activities. As a matter of social non-sustainability, growing 
inequality leads to political tensions hampering development (Acemoglu & Robinson, 2012). 
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SMEs face many obstacles when they try to access credit market. These obstacles are 
increased if the SMEs are innovative. In this case, financial data are insufficient or even not 
reliable. Thus, building a judgemental rating model is mainly based on qualitative criteria 
(Angilella & Mazzù, 2013). 
 
It should also be noted that firm size distributions in developing economies are dominated by 
micro and small firms. Small firms, especially informal micro firms, are the biggest creators of 
employment in many of these countries. However, examination of the financing patterns 
across firm sizes reveals that small firms are more constrained than large firms in their access 
to external finance. This is important since although informal finance is very prevalent in many 
economies, at the margin it seems to be bank finance that is associated with firm growth. 
Overall, research shows that the firms in developing economies are not as productive as those 
in developed economies (Ayyagari et al., 2012). 
 
Debt financing, especially bank loans (advances), is the main source of funding for small firms; 
the corporate bond and organized security markets are mainly accessed by large firms in need 
of long-term financing. Other authors also note that small firms face higher financing obstacles 
(access to finance and cost of credit) than large firms, thus they are more severely affected 
when they face financing constraints (Beck et al., 2008). 
 
Brandt et al. (2013) formulate a hypothesis and state that sustainability may imply a challenge 
to our underlying dominant cultural ideas about nature, science, technology, and society. In 
this mode, the project proposes that it may be important to engage sustainability through 
such issues as land use, energy efficiency, urban form, or consumptive behaviour. 
 
Busch et al. (2016) suggest a reorientation toward a long-term paradigm for sustainable 
investments and ESG data must become more trustworthy. From a theoretical point of view, 
the authors finally highlight the potential market consequences when ESG investment criteria 
are used. 
 
Chava (2014) studies the results of exclusionary socially responsible investing and 
environmentally sensitive lending and suggests that the consequent increase in the cost of 
equity and debt capital has the potential to prompt firms to internalize their environmental 
externalities. 
 
Calice et al. (2012) state that the motivation for the interviewed banks to get involved in SMEs 
financing was to a large extent not driven by the moves of competitors. Almost all banks (81 
percent) reported that they did not become involved in SMEs financing because of the need 
to follow other banks. Finally, 63 percent of the banks were of the opinion that it is important 
to be one of the first movers in the financing sector. 
 
Financial institutions should develop products that are best suited for small business 
operators. This will not only benefit small business operators but the nation at large and also 
the banks themselves in terms of profitability and customer base (Chimucheka, 2013). 
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The findings of the study indicate that good corporate ESG performance enhances financial 
performance evaluated through accounting as well as market-based measures. The findings 
have practical implications for corporations, investors, regulators, as well as policymakers. The 
study highlights the need for adoption of sustainability reporting, including disclosure of ESG 
scores. (Dalal & Nimit, 2019). 
 
Vegholm (2009) in a study “Understanding Bank – SME Relationships: The influence of 
Adaptation and Fairness on Customer Satisfaction” highlights that those banks are employing 
fairness in their strategy and encouraging employees to have relational interaction with SMEs 
for greater customer satisfaction. 
 
Hamilton & Fox (1998) viewed as of how the financing preferences of owners are established 
enables one to explain small firm financial structures without resorting to any shortcomings 
or gaps in the supply of finance. Indeed, one may even argue that any apparent gap is in part 
a consequence rather than a cause of the financing preferences of small firm owners. 
 
Sustainable development has the potential to address fundamental challenges for humanity, 
now and in the future. However, to do this, it needs more clarity of meaning, concentrating 
on sustainable livelihoods and well-being rather than well-having, and long-term 
environmental sustainability, which requires a strong basis in principles that link the social and 
environmental to human equity (Hopwood et al., 2005). 
 
Financial institutions and government role is to develop the small-scale industry by setting of 
right type of institution, providing infrastructure facility, providing institutional assistance, 
liberal and sympathetic attitude in formulating and implementing government policies 
towards small industry (Jain, 1990).  
 
As sustainability science is a problem-driven and solution-oriented field that follows a 
transformational agenda, transdisciplinary research is, in many cases, a promising choice, as it 
aims at bridging the gap between problem solving and scientific innovation. But this does not 
undermine the relevance of disciplinary or interdisciplinary approaches (Lang et al., 2012). 
 
Mercieca et al. (2009) point out in their research paper “Bank Market Structure, Competition 
and SME Financing Relationships in European Regions“ that the competition in the European 
banking sector has a positive effect on the number of lendings and borrowings and find no 
strong evidence that these tend to offset each other. 
 
The key messages of the cultural spheres are convergent, and the actors are becoming 
interconnected. We need to build on the connections created and the progress to ensure 
culture’s ability to support truly sustainable development is fully harnessed by all actors 
(Pascual, 2021). 
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Sandberg (2015) in his book proposes a new theory for a more sustainable role of finance in 
society. The theory represents an attempt to strike a balance between opposing camps in 
contemporary business ethics research. Moreover, the chapter discusses implications of the 
new theory for both public policies and the governance of financial institutions. 
 
While financial institutions have started to avoid unsustainable companies from a risk 
perspective, the frontrunners are now increasingly investing in sustainable companies and 
projects to create a long-term value for the wider community. Major obstacles to sustainable 
finance are short-termism and insufficient private efforts (Schoenmaker, 2017). 
 
The role of finance would play a vital role in allocating investment to sustainable companies 
and thus accelerate the transition to a low-carbon and circular economy (Schoenmaker & 
Schramade, 2019). 
 
The transmission mechanisms between finance and sustainability find that there is no simple 
one-to-one relationship between financial development and sustainable development.  
Sustainable finance sets standards to how finance (investing and lending) would interact with 
economic, social and environmental issues (ESG) (Scholtens, 2006). 
 
Overview of bank financing to SMEs and constraints like asymmetric information, agency 
issues, risk to lending in small firms, costly monitoring, competition among banks, variability 
of entrepreneurs prove that entrepreneurs gain from increased project valuations and banks 
(Storey, 1994). 
 
3. Methodology 
 
This paper adapts the descriptive research design, and multiple regression analysis has been 
used for data analysis to find the gap between the perception and expectation of SMEs on 
sustainable finance (ESG) criteria interconnecting a few UN sustainable development goals 
(SDGs); Environment (Climate action & Carbon tax), Society (Sustainable Consumption & 
Externalities) and Governance (Sustainable Production, Green finance & ESG disclosures). 
Systematic sampling technique is used to ascertain a sample size of 325 SMEs from Chennai 
region, Tamil Nadu in India that were contacted directly to get their responses for the analysis. 
The responses are analysed using SPSS-software to derive results and interpretation. In order 
to find the outcomes, the association between the SMEs’ profile and their level of perception 
and expectation on the 7 sustainable finance components were analysed. The main objective 
of this paper is to analyse the gap between the level of perception and expectation on 
sustainable financing and ESG disclosures among Indian SMEs. 
 
4. Results and Discussion 
 
The gap analysis on the SMEs’ profiles and their perception and expectation on the 7 
sustainable finance components and UN SDGs has been done by using multiple regression 
analysis. The independent variables are 5 profile components, namely age, educational 
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qualification, working experience, number of employees working in the company and annual 
turnover of SMEs were analysed. 

Table 1. The Gap in Perception and Expectation on Climate Action 

No. Variables Coefficient SE ‘t’ value ‘p’ value 

 (Constant) -0.503    

1. Age 0.213 0.022 9.682 0.000 

2. Educational Qualification 0.085 0.019 4.474 0.000 

3. Working Experience -0.030 0.018 -1.667 0.098NS 

4. Number of employees working in the company 0.090 0.027 3.333 0.000 

5. Annual Turnover 0.112 0.026 4.308 0.000 

 R Value 0.961    

 R2 Value 0.924    

 F Value 123.887    

Source: developed by the author. 

 
Gap on Climate Action = -0.503 + 0.213 (Age) + 0.085 (Educational Qualification) - 0.030 
(Working experience) + 0.090 (Number of employees working in the company) + 0.112 (Annual 
Turnover). It is found from the analysis that the age, educational qualification, number of 
employees working in the company and annual turnover have positive association. 

 

Figure 1. Climate Action 
Source: developed by the author on the basis of Table 1. 
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Table 2. The Gap in Perception and Expectation on Carbon Tax 

No. Variables Coefficient SE ‘t’ value ‘p’ value 

 (Constant) -0.454    

1. Age 0.226 0.024 9.417 0.000 

2. Educational Qualification 0.107 0.021 5.095 0.000 

3. Working Experience 0.201 0.019 10.579 0.000 

4. Number of employees working in the company -0.072 0.028 -2.571 0.011 

5. Annual Turnover 0.131 0.028 4.679 0.000 

 R Value 0.955    

 R2 Value 0.912    

 F Value 31.316    

Source: developed by the author. 
 

Gap on Carbon Tax = - 0.454 +  0.226 (Age) + 0.107 (Educational Qualification) + 0.201 (Working 
experience) - 0.072 (Number of employees working in the company) + 0.131 (Annual 
Turnover). It is found from the analysis that the age, educational qualification, working 
experience and annual turnover have positive association.   

 
Figure 2. Carbon Tax 
Source: developed by the author on the basis of Table 2. 
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Table 3. The Gap in Perception and Expectation on Sustainable Consumption 

No. Variables Coefficient SE ‘t’ value ‘p’ value 

 (Constant) -0.637    

1. Age 0.223 0.025 8.920 0.000 

2. Educational Qualification 0.136 0.022 6.182 0.000 

3. Working Experience 0.131 0.021 6.238 0.000 

4. Number of employees working in the company -0.061 0.031 -1.968 0.046 

5. Annual Turnover 0.025 0.03 0.833 0.410NS 

 R Value 0.975    

 R2 Value 0.951    

 F Value 71.685    

Source: developed by the author. 

 
Gap on Sustainable Consumption = -0.637 + 0.223 (Age) + 0.136 (Educational Qualification) + 
0.131 (Working experience) - 0.061 (Number of employees working in the company) + 0.025 
(Annual Turnover). It is found from the analysis that the age, educational qualification and 
working experience have positive association. 

 
Figure 3. Sustainable Consumption 
Source: developed by the author on the basis of Table 3. 
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Table 4. The Gap in Perception and Expectation on Externalities 

No. Variables Coefficient SE ‘t’ value ‘p’ value 

 (Constant) -0.228    

1. Age -0.030 0.024 -1.250 0.214NS 

2. Educational Qualification 0.103 0.021 4.905 0.000 

3. Working Experience 0.073 0.02 3.650 0.000 

4. Number of employees working in the company -0.095 0.029 -3.276 0.000 

5. Annual Turnover 0.124 0.029 4.276 0.000 

 R Value 0.919    

 R2 Value 0.845    

 F Value 20.762    

Source: developed by the author. 

 
Gap on Externalities = - 0.228- 0.030 (Age) + 0.103 (Educational Qualification) + 0.073 (Working 
experience) - 0.095 (Number of employees working in the company) + 0.124 (Annual 
Turnover). It is found from the analysis that the educational qualification, working experience 
and annual turnover have positive association.  

 
Figure 4. Externalities 
Source: developed by the author on the basis of Table 4. 
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Table 5. The Gap in Perception and Expectation on Sustainable Production 

No. Variables Coefficient SE ‘t’ value ‘p’ value 

 (Constant) -0.536    

1. Age -0.004 0.025 -0.160 0.880NS 

2. Educational Qualification 0.113 0.021 5.381 0.000 

3. Working Experience 0.095 0.02 4.750 0.000 

4. Number of employees working in the company 0.118 0.03 3.933 0.000 

5. Annual Turnover -0.028 0.029 -0.966 0.336NS 

 R Value 0.981    

 R2 Value 0.962    

 F Value 71.799    

Source: developed by the author. 

 
Gap on Sustainable Production = -0.536- 0.004 (Age) + 0.113 (Educational Qualification) + 
0.095 (Working experience) + 0.118 (Number of employees working in the company) - 0.028 
(Annual Turnover). It is found from the analysis that the educational qualification, working 
experience and number of employees working in the company have positive association.   

 
Figure 5. Sustainable Production 
Source: developed by the author on the basis of Table 5. 
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Table 6. The Gap in Perception and Expectation on Green Finance 

No. Variables Coefficient SE ‘t’ value ‘p’ value 

 (Constant) -0.854    

1. Age 0.113 0.026 4.346 0.000 

2. Educational Qualification -0.027 0.023 -1.174 0.238 NS 

3. Working Experience 0.201 0.022 9.136 0.000 

4. Number of employees working in the company -0.014 0.032 -0.438 0.665 NS 

5. Annual Turnover 0.236 0.031 7.613 0.000 

 R Value 0.929    

 R2 Value 0.863    

 F Value 21.904    

Source: developed by the author. 

 
Gap on Green Finance = -0.854 + 0.113 (Age) - 0.027 (Educational Qualification) + 0.201 
(Working experience) - 0.014 (Number of employees working in the company) + 0.236 (Annual 
Turnover). It is found from the analysis that the age, working experience and annual turnover 
have positive association. 

 

Figure 6. Green Finance 
Source: developed by the author on the basis of Table 6. 
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Table 7. The Gap in Perception and Expectation on ESG Disclosures 

No. Variables Coefficient SE ‘t’ value ‘p’ value 

 (Constant) -0.061    

1. Age -0.054 0.026 -2.122 0.034 

2. Educational Qualification -0.024 0.022 -1.051 0.294 NS 

3. Working Experience -0.056 0.021 -2.629 0.009 

4. Number of employees working in the company 0.006 0.031 0.191 0.849 NS 

5. Annual Turnover 0.119 0.030 3.967 0.000 

 R Value 0.926    

 R2 Value 0.857    

 F Value 32.863    

Source: developed by the author. 
 

Gap on ESG Disclosures = -0.061- 0.054 (Age) - 0.024 (Educational Qualification) - 0.056 
(Working experience) + 0.006 (Number of employees working in the company) + 0.119 (Annual 
Turnover). It is found from the analysis that the annual turnover has positive association. 

 
Figure 7. ESG Disclosures 
Source: developed by the author on the basis of Table 7. 
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From the above results, it is noted that even though the small size enterprises have above 10-
year experience in their business they are expecting more of climate action. The government 
may provide financial as well as technical help to SMEs in order to ensure proper 
implementation of mandatory rules and regulations conforming to international standards. 
NGOs and their role and the consumer awareness can help in protecting the environment to 
a considerable extent that increases the chance of sustainable financing of SMEs. 
 
It is noticed from the gap analysis that the perception of the SMEs is lesser than their 
expectation and hence a negative gap exists. The gap between the perception and expectation 
related to the profile of the SMEs has positive association in all seven sustainable financing 
components. 
 
It is observed that regarding the sustainable financing for the installed capacity, production, 
and extent of demand, SMEs are unable to assess the present condition with the future 
prospects of their business and the mandatory requirements on ESG disclosures. So, it is 
recommended to the SMEs that they should understand all the facts of sustainable financing 
criteria and ESG disclosures sooner or later, which may qualify them and give more access to 
secure sustainable financing. Moreover, the sustainable financing of the SMEs would have to 
be transparent so as to make the sustainable finance providers decide on sustainable financing 
investments in a simple and easier way. 
 
Sustainable finance and its mandatory sustainability practices and disclosures are the most 
important concern for SMEs to get necessary funding, on which there is no much awareness 
among the SMEs.  It is recommended that financial education should be given to the SMEs by 
designing necessary modules for successful adaption of Sustainable financing requirements. It 
is also important to integrate mainstream SMEs for the growth of their business, but also to 
enrich their knowledge on sustainable financing through training and mentoring. These only 
can transform the SMEs and qualify them for sustainable financing application in future. 
 
5. Conclusion 
 
The flow of credit to SMEs in India has not kept pace with the growth of credit to non-SME 

sectors. By its sheer size, the SME market presents a huge opportunity for investors. But at 

present, the investors do not consider the whole of the SMEs credentials in the process of 

providing finance with the existing financial policy and regulations. In order to accommodate 

an improved version of SME financing incorporating sustainable financing criteria and ESG 

disclosures to make them qualified for sustainable financing for SMEs, it is necessary to install 

a better governance mechanism, strategies, risk management practices and metrics & targets 

to plan and implement sustainable finance portfolio effectively in all parts of India. Moreover, 

this study has identified seven sustainable finance components and the UN SDGs to be 

considered for ascertaining the present level of understanding and awareness among the 

SMEs and to make them prepared for the future of sustainable financing to support their cause 
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and purpose of getting hassle-free investment from the investors and to enhance the chance 

of making financing sustainable to SMEs. 

 

In this regard, Government of India should take sustainable financing initiatives in association 

with the Reserve Bank of India and the stakeholders globally by taking suitable policy decisions 

for implementing seamless sustainable financing for SMEs. Government would have to act fast 

as there is a compelling situation to fulfil the state obligations on sustainable financing 

portfolio considering the time required for the SMEs to align themselves to the financial 

market requirements. It becomes necessary for SMEs to work closely with financial institutions 

and investors, governments, SME associations and international institutions. Obviously, the 

organisation of this paper is forward looking and helps maximize the sustainability adaption 

for securing finance for the development of SMEs to further strengthen their present state. 

The role of the stakeholders is to be structured to provide more exposure on vital factors 

related to business sustainability with a more holistic approach to sustainable financing, 

financial policy and strategic fund raising and allocations across the sustainable finance 

ecosystem locally and internationally. 
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