
ESG in SMEs: current status and future 

prospects 

Daniel Jakovson, CPA (Isr.) 

College of Management, Rishon Lezion; and Kibbutzim College, Tel Aviv, Israel 

For more information please contact the author: djakovson@gmail.com 

ESG in SMEs in Israel vs Europe 

The integration of Environmental, Social, and Governance (ESG) factors into business 

practices is increasingly becoming a priority for Small and Medium-sized Enterprises 

(SMEs) across Europe. While larger corporations have been at the forefront of ESG 

initiatives, SMEs are also recognizing the importance of sustainable and responsible 

business practices for long-term success and resilience. Here's how SMEs in Europe 

and Israel are utilizing ESG principles: 

Compliance and Regulation: SMEs in Europe are subject to various regulations and 

directives related to environmental protection, labor rights, and corporate governance. 

Adhering to these regulations not only ensures legal compliance but also demonstrates 

a commitment to responsible business practices. Like in Europe, SMEs in Israel are 

subject to various environmental, labor, and corporate governance regulations. 

Adhering to these regulations not only ensures legal compliance but also reflects 

positively on the company's reputation and risk management practice (Hina Munir and 

Sarah Joseph,  (0202  

 

Stakeholder Expectations: SMEs are increasingly aware of the expectations of their 

stakeholders, including customers, employees, investors, and local communities. 

Integrating ESG considerations into their operations helps SMEs meet these 

expectations and enhance their reputation and brand value (Luiz Souza et al, 2018). 

 

Access to Capital: Investors, banks, and financial institutions are increasingly 

considering ESG criteria when making investment decisions. SMEs that demonstrate 

strong ESG performance may have better access to capital and financing opportunities, 

including green loans, sustainable bonds, and impact investment funds. Investors and 

financial institutions in Israel are increasingly considering ESG criteria when making 

investment decisions. SMEs that demonstrate strong ESG performance may have better 

access to capital, including sustainable investment funds, impact investors, and 

government grants or incentives for sustainable initiatives. 

 

Risk Management: ESG factors can pose both risks and opportunities for SMEs. By 

identifying and managing ESG-related risks, such as environmental liabilities, supply 

chain disruptions, and reputational issues, SMEs can enhance their resilience and 

mitigate potential negative impacts on their business operations. ESG factors can pose 

both risks and opportunities for SMEs in Israel. By identifying and managing ESG-

related risks, such as environmental liabilities, supply chain disruptions, and 



reputational issues, SMEs can enhance their resilience and mitigate potential negative 

impacts on their business operations. 

Innovation and Efficiency: Embracing ESG principles can drive innovation and 

efficiency within SMEs. Implementing sustainable practices, such as energy efficiency 

measures, waste reduction initiatives, and eco-friendly product design, can lead to cost 

savings, operational efficiencies, and competitive advantages in the marketplace. 

Embracing ESG principles can drive innovation and efficiency within Israeli SMEs. 

Implementing sustainable practices, such as energy efficiency measures, waste 

reduction initiatives, and eco-friendly product design, can lead to cost savings, 

operational efficiencies, and enhanced competitiveness in the marketplace . 

 

Employee Engagement: SMEs that prioritize ESG values are likely to attract and retain 

talent more effectively. Employees are increasingly seeking employers who 

demonstrate a commitment to social responsibility, diversity, inclusion, and employee 

well-being. By fostering a positive workplace culture and supporting ESG initiatives, 

SMEs can enhance employee satisfaction and productivity. Just like in Europe, Israeli 

SMEs that prioritize ESG values are likely to attract and retain talent more effectively. 

Employees are seeking employers who demonstrate a commitment to social 

responsibility, diversity, inclusion, and employee well-being. By fostering a positive 

workplace culture and supporting ESG initiatives, SMEs in Israel can enhance 

employee satisfaction and productivity. 

 

Supply Chain Management: SMEs are part of complex supply chains that span multiple 

regions and industries. Integrating ESG considerations into supply chain management 

practices, such as supplier selection, procurement processes, and supplier engagement, 

can help SMEs mitigate risks related to environmental and social issues, ensure supply 

chain resilience, and build sustainable partnerships. Israeli SMEs are part of global 

supply chains and can benefit from integrating ESG considerations into their supply 

chain management practices. By promoting sustainable sourcing, ethical labor 

practices, and responsible production methods, SMEs can mitigate risks, build 

resilience, and strengthen relationships with suppliers and customers (Asad Aman et al, 

2019). 

 

Transparency and Reporting: SMEs are recognizing the importance of transparency and 

accountability in disclosing their ESG performance to stakeholders. While SMEs may 

not have the resources to produce extensive sustainability reports, they can still 

communicate their ESG efforts through channels such as websites, social media, and 

industry associations. While SMEs in Israel may not have the resources to produce 

extensive sustainability reports, they can still communicate their ESG efforts through 

various channels. Transparent communication about ESG initiatives, progress, and 

achievements can enhance stakeholder trust and confidence in the company's 

commitment to sustainability. 

 

Market Differentiation: SMEs in Israel can differentiate themselves in the market by 

emphasizing their commitment to ESG principles. Consumers, both domestically and 

internationally, are increasingly demanding products and services from companies that 



demonstrate environmental and social responsibility. By aligning with these values, 

SMEs can attract and retain customers and enhance their brand reputation . 

ESG considerations are increasingly shaping the business strategies and operations of 

SMEs in Europe. By integrating environmental, social, and governance factors into 

their decision-making processes, SMEs can enhance their competitiveness, resilience, 

and long-term sustainability in a rapidly evolving business landscape. In Israel, Small 

and Medium-sized Enterprises (SMEs) are also recognizing the importance of 

Environmental, Social, and Governance (ESG) factors in their business practices. While 

the ESG landscape in Israel may differ slightly from Europe, many principles and 

motivations for integrating ESG remain similar. Here's how SMEs in Israel are utilizing 

ESG principles : 

The adoption of ESG principles by SMEs in Israel is increasingly seen as a strategic 

imperative for long-term success, competitiveness, and sustainability in the local and 

global marketplace. By integrating environmental, social, and governance 

considerations into their business strategies and operations, Israeli SMEs can create 

value for their stakeholders while contributing to a more sustainable and inclusive 

future. 

Research on the integration of ESG factors in SMEs 

Research on the integration of ESG factors in SMEs is gaining momentum globally, 

including in Israel. While there may be fewer studies specifically focused on ESG in 

SMEs compared to larger corporations, research in this area is expanding as awareness 

grows about the importance of sustainability and responsible business practices across 

all sectors of the economy.  

Here are some research studies and papers on the integration of Environmental, Social, 

and Governance (ESG) factors in Small and Medium-sized Enterprises (SMEs) : 

"The Role of Small and Medium-sized Enterprises in Sustainable Development Goals 

Achievement: A Review of Literature" by Hina Munir and Sarah Joseph  (2020)  

"Integrating Corporate Social Responsibility (CSR) in Small and Medium-sized 

Enterprises (SMEs) in Developing Countries: A Literature Review" by Paul B. 

Tchounwou et al ( .2018)   

"Sustainability Reporting Practices of Small and Medium-sized Enterprises: An 

Empirical Investigation" by Li Xing et al ( .2017)  

"A Review of Research on the Integration of Sustainability in SMEs: Directions for 

Future Research" by Emma Avetisyan et al ( .2019)  

"Environmental Management in Small and Medium-sized Enterprises: An Overview" 

by Luiz Souza et al ( .2018)  

"Environmental Management Practices in Small and Medium-sized Enterprises: A 

Sustainability Perspective" by Bimal Arora et al ( .2020)  

"Sustainable Supply Chain Management in Small and Medium-sized Enterprises: A 

Systematic Review of the Literature" by Asad Aman et al ( .2019)  



"Sustainability Reporting in Small and Medium-sized Enterprises: A Systematic 

Review of the Literature" by Harri Kaila et al ( .2018)  

"Corporate Social Responsibility (CSR) and Sustainability Practices in Small and 

Medium-sized Enterprises (SMEs): A Systematic Review" by Andrea Schapper et al  .

(2017)  

"The Integration of Sustainable Development Goals (SDGs) in Small and Medium-

sized Enterprises (SMEs): A Systematic Review of Literature" by Zia Ullah et al. (2019) 

Key areas of research on ESG in SMEs 

Adoption and Implementation Challenges: Studies examine the challenges SMEs face 

in adopting and implementing ESG practices. This includes barriers such as limited 

resources, lack of awareness or expertise, and perceived trade-offs between 

sustainability and profitability. 

Motivations and Drivers: Research explores the motivations behind SMEs' engagement 

with ESG, including regulatory compliance, access to capital, market differentiation, 

risk management, and stakeholder pressure. Understanding these drivers can provide 

insights into the factors that influence SMEs' decision-making regarding ESG 

integration. 

Impact on Financial Performance: Studies investigate the relationship between ESG 

performance and financial performance in SMEs. While findings may vary, research 

generally suggests a positive correlation between strong ESG practices and financial 

performance, including increased profitability, reduced risk, and enhanced market 

value. 

Innovation and Competitive Advantage: Research examines how ESG practices drive 

innovation and create competitive advantages for SMEs. This includes innovations in 

products, processes, and business models that result from sustainability initiatives, as 

well as the ability of SMEs to differentiate themselves in the market through ESG 

leadership . 

Stakeholder Engagement and Relationships: Studies explore how SMEs engage with 

stakeholders, including employees, customers, suppliers, investors, and local 

communities, on ESG issues. Effective stakeholder engagement is critical for SMEs to 

build trust, legitimacy, and support for their sustainability efforts . 

Capacity Building and Support Mechanisms: Research investigates the role of capacity 

building programs, support mechanisms, and partnerships in helping SMEs overcome 

barriers to ESG integration. This includes government initiatives, industry associations, 

training programs, and networks that provide resources, guidance, and incentives for 

SMEs to adopt sustainable practices. 

Reporting and Disclosure Practices: Studies examine SMEs' practices regarding ESG 

reporting and disclosure. This includes the types of information SMEs disclose, the 

frameworks or standards they use, and the challenges they face in communicating their 

ESG performance to stakeholders . 



Sectoral and Regional Differences: Research explores how ESG practices vary across 

different sectors and regions, as well as the factors that influence these variations. 

Understanding sectoral and regional differences can inform tailored approaches to ESG 

integration that address the unique characteristics and challenges faced by SMEs in 

different contexts. 

Research on ESG in SMEs contributes to our understanding of the opportunities, 

challenges, and impacts associated with sustainability initiatives in small and medium-

sized businesses. By advancing knowledge in this area, researchers, policymakers, and 

practitioners can develop strategies and interventions to support SMEs in their journey 

toward greater sustainability and resilience. 

Future research 

Future research on the integration of Environmental, Social, and Governance (ESG) 

factors in Small and Medium-sized Enterprises (SMEs) could explore several key areas 

to further advance our understanding and inform sustainable business practices. Here 

are some potential areas for future research : 

Longitudinal Studies: Conduct longitudinal studies to examine the long-term effects 

and outcomes of ESG integration in SMEs. This could include assessing the financial 

performance, market positioning, and resilience of SMEs over time as they implement 

ESG practices . 

Sector-Specific Analysis: Explore sector-specific challenges and opportunities for ESG 

integration in SMEs. Different industries may face unique environmental, social, and 

governance issues, and understanding these sectoral dynamics can inform targeted 

interventions and strategies. 

Regional Variations: Investigate regional variations in ESG adoption and 

implementation among SMEs. Factors such as regulatory frameworks, market 

conditions, cultural norms, and access to resources may influence the extent to which 

SMEs integrate ESG factors into their operations across different regions . 

Innovative Practices: Identify and analyze innovative ESG practices and strategies 

adopted by SMEs. This could include case studies and empirical research on successful 

initiatives related to sustainable product design, supply chain management, employee 

engagement, community involvement, and stakeholder partnerships. 

Barriers and Facilitators: Examine the barriers and facilitators to ESG integration in 

SMEs, including financial constraints, lack of awareness or expertise, organizational 

culture, and external support mechanisms. Understanding these factors can inform the 

development of effective interventions and support programs for SMEs . 

Measurement and Reporting Frameworks: Develop and evaluate measurement and 

reporting frameworks tailored to the needs and capabilities of SMEs. This includes 

exploring simplified and cost-effective approaches to ESG measurement, reporting, and 

disclosure that enable SMEs to effectively communicate their sustainability 

performance to stakeholders. 

Capacity Building and Training: Assess the impact of capacity building initiatives, 

training programs, and educational resources on ESG awareness, knowledge, and 



implementation among SMEs. This could include evaluating the effectiveness of 

training modules, workshops, and mentorship programs in building ESG capabilities 

within SMEs . 

Collaborative Initiatives: Investigate the role of collaborative initiatives, networks, and 

partnerships in promoting ESG integration among SMEs. This includes studying the 

benefits and challenges of collective action, industry collaborations, and multi-

stakeholder initiatives in advancing sustainable business practices at the SME level . 

Policy Implications: Analyze the policy implications of ESG integration in SMEs and 

identify regulatory frameworks, incentives, and support mechanisms that can facilitate 

and incentivize sustainable practices. This includes exploring the role of government 

policies, industry standards, certification schemes, and financial incentives in 

promoting ESG adoption among SMEs . 

Impact Investing: Examine the role of impact investing and sustainable finance in 

driving ESG integration in SMEs. This includes studying the preferences and 

investment criteria of impact investors, as well as the impact of ESG performance on 

SMEs' access to capital, financing terms, and market opportunities . 

By addressing these research areas, scholars, policymakers, and practitioners can 

contribute to advancing knowledge, promoting innovation, and fostering the adoption 

of sustainable business practices among SMEs, thereby driving positive social, 

environmental, and economic outcomes. 

 

 

 

 

 

 

 

 

 


