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Abstract: This paper aims to evaluate the impact of environmental, social and governance (ESG)
disclosure practices on the sustainability performance of small and medium enterprises (SMEs) in
Saudi Arabia. It adopts qualitative research methods to answer the research questions through
interviews, using a sample of 30 interviewees, to direct and moderate the relationship between
SMEs’ sustainability performance and their disclosure of ESG practices. The results indicated that
SMEs in Saudi Arabia lack awareness of ESG practices and disclosures and, therefore, the extent of
their importance to sustainability performance. The findings of this research have several practical
implications for different stakeholders, internally and externally, such as managers, consultants,
investors, credit agencies, lenders, policymakers, government, and the overall community in the
context of the potential effects of ESG disclosure practices on SMEs.

Keywords: small and medium enterprises; environmental; social; governance; sustainability; Saudi
Arabia

1. Introduction

The COVID-19 pandemic has left a significant impact on all companies around the
world. Companies with sustainable ESG positively benefited (financially, strategically,
competitively and reputationally), whereas others hardly survived (if they do so). This
confirms the importance of ESG reporting and compliance to all companies as an essential
feature of success, not only restricted to power and energy sectors.

Over the past four decades, the disclosure of sustainability practices has been broadly
argued in the academic literature [1]. Studies mainly focused on examining the relationship
between ESG disclosure and performance for large and publicly listed companies [2–7].
However, it is observed that SMEs have attracted less attention from researchers. At
the same time, they represent the majority in the manufacturing industry and play an
important role in economic activity [8]. Corporate social responsibilities, in general, are
seen as moderately new practices for SMEs [8,9]. This is considered as an inspiration for
the study and highlights the need for more studies in this area. This led to the following
questions:

• Which of the three ESG dimensions is performed more by SMEs in Saudi Arabia?
• What are the challenges and opportunities of ESG disclosure in SMEs?
• How far are the SMEs in Saudi Arabia aware of the concept of sustainability?
• Are SMEs in Saudi Arabia ready for ESG disclosure practices?

ESG disclosure has become an important and value-added aspect of businesses. How-
ever, it remained poorly discovered among SMEs, which play a significant role in most
economies representing the majority of companies worldwide. The current paper aims to
evaluate the impact of environmental, social and governance (ESG) practices disclosures
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on the sustainability performance of small and medium enterprises (SMEs) in Saudi Arabia.
This can be achieved through the following objectives: distinguish the most ESG dimension
practice by SMEs in Saudi Arabia; determine the challenges and opportunities of disclosing
ESG practices in the Saudi SMEs; measure SMEs’ level of awareness about the sustainability
concept; identify the willingness of SMEs in Saudi Arabia for ESG practices disclosures.

On 24 April 2017, the Saudi Council of Economic and Development Affairs in Saudi
Arabia launched ten executive programs to achieve Saudi Vision 2030, including the
Financial Sector Development Program, which aims to support the development of the
Saudi economy and achieve its goals. The program aims to create a prosperous financial
sector in terms of achieving the vision goals and maintaining financial stability and thus
ensuring the sector’s sustainability in general in the long term.

From this point of view which coincides with the growing global interest in sustain-
ability, Saudi Arabia has focused on ESG practices which are pushing regulators to prepare
and implement ESG strategies and standards, such as social reforms, lowering the depen-
dence on oil and diversifying the economy, the launch of new mega projects and improved
governance mechanism, creating new jobs for Saudis and attracting the top foreign talent
(meafinance, 2021). The Saudi Exchange announced, on Thursday, 29 October 2021, ESG
disclosure guidelines to encourage listed companies to disclose their performance and
promote sustainable growth in Saudi [10]. The issuance of this guide comes within the
framework of Saudi Arabia’s commitment to support listed companies as well as compa-
nies looking to be listed. Its ongoing efforts aim to raise awareness of the importance of
these practices in the Saudi financial market to align with Saudi Vision 2030. Likewise, The
Public Investment Fund (PIF) exposed its ESG plan, which stresses investing in renewable
energy, water, and carbon management projects. In 2019, Saudi employed a USD 28 billion
renewable energy program which offers loans for clean energy projects and the manufac-
turers of renewable energy components. Additionally, in 2022, Saudi Arabia announced
agreements and investment initiatives worth USD 13.8 billion across various industries
During the Global Entrepreneurship Congress (GEC) held in Riyadh. These initiatives will
help the industry become an engine for economic growth. Indeed, according to the Global
Competitiveness Center, Saudi Arabia is ranked 12th on the Availability of Venture Capital
Index, which is among the most prominent sub-indicators [11]. However, the current
ESG score for Saudi Arabia is moderately negative and should improve, as mentioned
by Moody’s.

SMEs in Saudi Arabia represent a key and strategic axis for development and economic
mobility. One of the core objectives in the Saudi vision is to increase SMEs’ contribution
to GDP from 20% to 35% by 2030. Saudi Arabia’s SMEs employ more than 80% of the
workforce, contribute about 23% of the GDP, and represent approximately 99.5% of all
businesses [12]. The SMEs sector in Saudi Arabia has proven its resilience and superior
ability to adapt during the COVID-19 pandemic, as it achieved 5% growth in 2020 compared
to 2019. In the first quarter of 2022, the number of SMEs exceeded 752,560 [12]. In this
regard, Saudi Arabia played a significant role in helping SMEs to overcome their challenges
by establishing the Small and Medium Enterprises General Authority [12], in 2016. In this
regard, ESG practices have become a critical part of decision-making. So, these guidelines
will encourage companies to disclose their performance voluntarily. Accordingly, we asked:
Are Saudi Arabian SMEs ready for this practice?

The novelty of the research is raised from the idea itself, as there is a lack of relevant
research. In addition, to the researchers’ knowledge, no study has yet been conducted in
Saudi Arabia to discuss the impact of ESG practices disclosures on SME performance. The
study will provide a foundation for the challenges SMEs face today in Saudi Arabia.

The remainder of this paper is structured as follows. Section 2 reviews the literature
and the theoretical framework. Section 3 develops the conceptual framework. Section 4
describes the methodology. Then, the data analysis is discussed in Section 5. Section 6
discusses the findings. Section 7 concludes the work.
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2. Literature Review and the Theoretical Framework

In the last two decades, ESG practices and climate transition have become a fast-
growing phenomenon in business and have gained much attention from researchers and
governments. ESG emerged in the early 1990s as a portfolio risk management concept [13].
By 2021, ESG reporting had been adopted by over 70 countries from over 500 organiza-
tions [14]. This growth is essential for companies and has become widely used to measure
sustainability standards for holding companies accountable [15]. This concept has become
a fundamental pillar for any company intending to be competitive in the market [16].

Incorporating ESG practices into the financial system helps create an efficient and
sustainable financial system for the long term. Today’s financial markets attach great
importance to companies that generate financial returns for investors, and those who
create great value that help advance development. Legal authorities in the countries are
responsible for adopting the best practices for ESG reporting, raising market awareness,
protecting investors, and fulfilling their social and economic responsibilities. High-quality
reports can help companies to achieve their goals internally and externally and provide the
needed information to make decisions.

The stakeholder theory has been used to understand SMEs’ needs and explain the
relationship between SMEs and ESG practices disclosures. Stakeholder theory addresses
the concept that a company should maintain better relationships with all stakeholders.
Over time, it will be more successful, similarly to those initiatives related to corporate social
responsibility. It represents several targeted people (individuals or groups) impacted by
business entities who benefit or harm companies’ activities [17]. Based on Freeman’s theory,
ESG activities could be merged or transferable into a company’s market performance.
Ref. [18] imply that the policies of active ESG initiatives are instrumental in protecting the
bottom line as well as increasing shareholder value. Ref. [3] also finds that ESG activities
can resolve conflicts between managers and stakeholders, as their engagement positively
affects firm performance.

According to [19], ESG reporting is critical for meeting the prospects of stakeholders.
Additionally, it is vital to maintaining good relations to preserve and reinforce corporate
legitimacy [20,21]. Companies respond to the prospects and doubts of the main stakehold-
ers by disclosing sustainability information on ESG to tolerate a strong and continuing
connection with stakeholders [22–24].

Apart from this, stakeholders (for example, employees, customers, creditors, suppliers,
auditors, government and the general public) have become conscious of ESG practices,
hence preferring environmentally friendly companies [25,26]. As such, employees have
confidence in working in a company that integrates green practices in its plan; customers
need companies to be clear and honest in reporting ESG sustainability; and governments
become critical in implementing ESG sustainability obligations between listed firms, since
they can withhold operating certificates from companies that do not comply [27–29]. How-
ever, stakeholder theory emphasizes that companies are more likely to decide to disclose
their ESG activities.

ESG practices are considered the main part of the corporate sustainability elements [30].
These practices have emerged based on three criteria (environment, social and governance)
to measure corporate sustainability [31]. The importance of their practices is mainly shaped
by enhancing business sustainability, especially in times of crisis. The first criterion is the
environment, including the reuse and recycling of materials, eco-friendly products, increas-
ing green areas, the attention to natural wealth, energy efficiency, reducing gas emissions,
toxic waste disposal, climate change, environmental pollution and carbon footprint, global
warming and carbon emissions [32]. These effects created a considerable threat to the
future of the next generations. The second creation is the social development practices.
This stems from volunteering and supporting non-profit organizations, gender equality,
product quality and safety, social contribution, labor standards training and development,
and health and safety to create a more sustainable work environment. The third creation is
corporate governance practices, including tax transparency, shareholder rights, risk man-
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agement, data protection, anti-corruption and shareholders’ rights. Corporate governance
is concerned with strengthening the board of directors’ performance, limiting the use of
administrative authority in the non-interests of shareholders, and stressing disclosure and
data protections, which help to prevent the misleading of shareholders and stakeholders in
the company [33].

According to [34], corporate governance is the least noticeable area of ESG that evalu-
ates corporate behavior, followed by social activities that focus on diversity, labor standards
and social opportunities. The environment is the first and the most discussed part of ESG
activities including pollution, waste, natural resources and climate change.

Companies are becoming more interested in applying ESG practices to produce com-
petitiveness and create a positive relationship with stakeholders [35]. Ref. [36] stressed
that ESG practices could generate extreme shareholder value, such as increasing perfor-
mance [37], identifying new opportunities, facilitating better decision-making [38], em-
ployees’ commitment [39], identifying expertise gaps in the board of directors (Fenwick
et al., 2022) and creating a positive reputation by gaining a better sense of their competitors,
improving branding and positioning in the labor [37,39,40]. In contrast, lower profitability
could occur for ESG practices due to their high cost. Nevertheless, the improvements in
cost-effectiveness tend to offset the initial costs [41]. However, limited attention is paid to
how ESG performance affects employees [37]. Encouraging ESG reporting disclosure will
contribute to the company and its stakeholders. It demonstrates the complete picture of
the company’s future financial and non-financial performance [42]. In other words, ESG
initiatives offer firms potential benefits that are scrutinized by investors, rating agencies,
and clients [37].

The regulation of the requirement of ESG reporting disclosure differs across countries,
where regulatory bodies and governments play an important role in developing their
compliance standards in their market. Australia, Belgium, China, Denmark, Finland,
France, India, Italy, Japan and South Africa are mandated by many regulatory actors to
disclose their non-financial information as ESG practices [43]. Nevertheless, the requirement
for ESG reporting disclosure could be mandatorily or voluntarily based on the instruction
of the country’s securities exchanges [30]. Ref. [44] emphasized that ESG practices should
complement portfolio management. The increasing number of ESG practices led to the
establishment of several global reporting initiatives, such as Global Reporting Initiatives
and the United Nations Global Compact [45]. In addition to these are the UN guiding
principles reporting framework (UNGP), Unctad Intergovernmental Working Group of
experts on International Standards of Accounting and Reporting (ISAR), CDP, Climate
Disclosure Standards Board (CDSB), GRI, International Integrated Reporting Council (IIRC),
Sustainability Accounting Standards Board (SASB), Financial Stability Board (FSB), and the
Task Force on Climate-Related Financial Disclosures (TCFD) (ESG Disclosure Guidelines,
2021), established due to the growing demand of the ESG reporting disclosures.

ESG reporting disclosure is supported by various studies suggesting that sustain-
able reports bring more transparency [46], enhancing performance, and lead to better
business [6]. In addition, it creates significant competitive advantages and benefits the com-
pany’s reputation [47] through many factors, including board characteristics, financial risks,
environmental and social-cultural aspects, regulations, ownership structure, corporate
governance, and corporate exposure to issues [48,49].

There is considerable research examining the relationship between ESG disclosure
and companies’ performance. Some documented a positive relation [1–3,5,6,50–56]. On the
other hand, some contradictory findings in the literature suggest a negative relationship
between ESG and performance [4,57–59]. In contrast, [7] found no connotation between the
level of ESG disclosure and the company’s financial performance, provided that country
regulations significantly influence the company’s ESG disclosure level.

However, there is still a need for more evidence on ESG disclosure within SMEs owing
to several factors (social, structural and functional) that prevent drawing any form on the
empirical evidence [60], leaving it unexplored.
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Ref. [1] reveals that ESG performance is not useful for SMEs’ profit, as they do not
have the same resources as large companies. Similarly, in the short run, ESG reporting on
SMEs could have a negative impact on the corporation’s performance in mainland China,
while the correlation, in the long run, is proven to be positive [61]. Ref. [62] expresses
that ESG disclosures for SMEs may not occur without appropriate resources. Increased
resources (financial or human) and transparency are required for ESG reporting to boost
investment in SMEs [63]. Ref. [64] added that the cost of capital is the main distinction of
SMEs’ disclosure of ESG large companies. It should be noted that to achieve sustainability
in the long term, SMEs can leverage global institutions for good practices in ESG in their
operations [65].

On the other hand, Ref. [61] found positive effects of environmental regulation on
the environmental and economic performance of SMEs, and predicted its impact on prof-
itability. Ref. [66] demonstrates that SMEs shape sustainability dynamics by participating
in formal political processes and social movements, and constructing and contesting dis-
courses. In the FinTech sector in SMEs, internal stakeholders express a strong interest in
the organization’s sustainability and desire to work for organizations with strong ESG
commitments [34]. Ref. [67] found that green innovation capacity positively affects financial
performance through environmental performance.

In the context of Saudi Arabia, PSB Middle East in Saudi Arabia and the UAE con-
ducted an exclusive study of 200 applicants about ESG matters, revealing that half of the
applicants had an ESG framework, but they are not sure if their staff fully understood
it [68]. Ref. [69] presents a positive association of ESG disclosures between Saudi com-
panies. Moreover, Ref. [70] discovered the awareness of sustainability using ESG criteria
in Saudi organizations and their obligation to sustainability by reducing the risks of the
organization’s sustainability. Ref. [71] also demonstrated that SMEs in Saudi Arabia play
a major role in the Saudi gross domestic product growth, proposing policy solutions to
improve the access to sustainability (finance and investment) to achieve Saudi Vision 2030.

3. Conceptual Framework of the Relationship between ESG Disclosures on
SMEs Sustainability

Companies of all sizes have been affected by ESG practices and reports issues for
sustainability, while SMEs have been missing from the mainstream. Recently, ESG issues
have been a huge concern for businesses, as many developments have been taken to
integrate them into the business. In 2021, the EU Commission proposed to involve SMEs
in the Corporate Sustainability Reporting Directive instead of focusing on large listed
companies, by proposing simpler reporting standards for SMEs.

The ESG practices are an integral part of each company’s mission, as well as a vital
aspect of investment and financial performance. SMEs have a range of advantages of being
flexible, having faster decision-making processes, maintaining closer customer and supplier
relationships and being community-focused [72]. The conceptual framework in Figure 1
demonstrates the relationship between ESG practices disclosures on SMEs’ sustainability
performance and represents an overview of the study.

Based on the literature, the framework revealed that the disclosure of this type of
practice is influenced by several challenges and opportunities that will make it easy for
SMEs to compete and raise their financial performance [52,73–75]. A comprehensive review
is required to assess such factors and the current situation and construct a framework
that could affect the implementation of SMEs. The conceptual framework considered ESG
practices as a proxy representing SMEs’ sustainability practices.
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The Opportunities and Challenges of ESG Practices for SMEs

ESG practices are an integral part of companies’ mission, as well as a vital aspect of
investment and financial performance. The disclosure of this type of practice will make
it easy for companies to compete and raise their financial performance [73,75]. It also can
mitigate investment risks. Businesses realize that ESG is an opportunity to understand
and mitigate risks. Ref. [76] shows that ESG disclosure positively affects firm value,
as financers reward the disclosure of ESG with a lower cost of capital funds [77]. The
voluntary disclosures of ESG can reduce asymmetry information, contribute to sustainable
business, enhance the positive reputation of firms, and manage their image [78,79]. In
addition, the conceptual framework considered ESG practices as a proxy representing
SMEs’ sustainability practices. However, in light of limited reporting requirements for
SMEs as well as higher costs and lack of capacity, obtaining ESG-accurate information
remains challenging when adapting to reporting procedures [80], due to limited resources
and operational flexibility [62], higher costs, lack of aligned methodological frameworks for
ESG integration, and the complexity of management’s commitment and risk management.

4. Research Methodology

Primary data was obtained in this study through qualitative research, applying in-
depth interview techniques. According to Ref. [81], an interview is considered the tradi-
tional and the main way of collecting information. This method helps follow up the idea
immediately with the participants to highlight their perceptions and experiences, to obtain
a view on the relationship between SMEs’ sustainability performance and the disclosure of
ESG practices, and to answer the research questions.

The target population for the study involved 2000 SMEs in Saudi Arabia. However, the
study population used a sample of 30 participants. The research objective was explained
to the respondents, and anonymity was assured. This selection has been undertaken
manually based on the contact data available through The Small and Medium Enterprises
General Authority in Saudi Arabia (Monshaat). An email was sent to all SMEs of the study
population with a cover letter stating a brief introduction and the purpose of the study.
However, the researcher had only 40 replies in total, as 10 replies were randomly nominated
to refine the interview questions via pilot study, while the 30 remaining participants
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constitute the population of the study. The participants were given one-to-one in-depth
visual interviews, both face to face and via Zoom, from 3rd July to 15th August 2022, in
different regions in Saudi Arabia. They were chosen based on their ownership of SMEs
for at least four years. The allocated time for each participant was about 45 min to help
the researcher collect as much information as possible. The interviews were recorded
and conducted in Arabic to ensure that the participants understood the questions being
asked, and then the important quotations were translated into English. The participants’
information is presented in detail in Appendix A. The data was collected using notes and
interview records.

The interviews entailed 20 questions (Appendix B). The questions are divided into
5 sections. These include: general questions about the SME and its activities; questions to
identify the ESG practices applied by the SMEs; factors which influence the practices of
the SMEs; measuring the awareness level of SMEs about the concept of sustainability in
the Saudi Arabia; and knowing the extent to which SMEs in Saudi Arabia are prepared to
disclose ESG reports. The interviews started with a description of the aim of the study and
then answering questions. In case of any mis-understanding, rephrasing was performed as
needed. If more detail was required, additional questions were asked. Some of the questions
were rephrased if a participant could not answer a question. Lastly, the participants were
invited to add any comments. An interview list was followed to achieve superlative use
of the interview time and to keep the participants focused. Then, this list was revised to
assess the need for any modification.

5. Data Analysis

Descriptive data analysis was carried out in this qualitative study to evaluate the
impact of ESG practices SMEs’ performance in Saudi Arabia. The data analysis begins with
transcribing the data conducted by notes and interviews recorded and then transcribed into
codes. Coding was assigned in this study by reading all interviews transcribed for each
question and sorting them out into themes. These codes were based on short descriptive
terms that arise out of the data that is being studied.

6. Results and Discussion

Applying ESG practices positively affects SMEs’ development and helps them gain
a competitive advantage, have a deeper understanding of risks, streamline operations
and improve financial performance [34,61,66,67,72]. Therefore, sustainability should be
embedded into their goal and strategy at all levels. Applying the suitable practices of
ESG, considering the overlap among the environmental, social and governance factors. In
this section, the study’s findings will be presented and discussed based on the research
questions and the conceptual framework.

6.1. ESG Practices by SMEs

Answers to the second part of the interview are categorized and summarized in
Appendix C, to help identify ESG practices applied by the SMEs.

Social activity participation was the highest common form of ESG practices employed
by SMEs in the research sample, regardless of the size and nature of their contributions.
Supporting non-profit organizations, volunteering and charitable contributions are com-
mon social practices by SMEs in Saudi Arabia. According to Ref. [34], social activities focus
on diversity, labor standards and social opportunities. Ref. [82] indicates that SMEs in
Saudi Arabia are aware of the importance of social responsibility, and it is implementing it
more deeply in a sustainable way. Sweeping social reforms in Saudi Arabia have paved
the way for better ESG standards [83]. To increase awareness of the importance of social
responsibility, in 2011, the Makkah Chamber of Commerce and Industry initiated a seminar
to contribute to the health and welfare of society [84]. In Africa, Ref. [85] claims that SMEs
generate jobs and bring goods and services to those who need them, even if there are no
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official social responsibility departments. Correspondingly, social responsibility from an
SME perspective can go outside the interaction with the direct communities [86].

Moreover, the environment is the first and most significant discussed part of ESG [34].
In this study, many participants agreed that there is a societal megatrend towards envi-
ronmental awareness, mostly in terms of Going Paperless. Participants claimed to be
passionate about the environment and advocated ESG-related practices. However, a po-
tential gap exists in their contribution to being green. According to Ref. [87], SMEs are
involved in some environmental initiatives, such as climate change.

In terms of corporate governance, only a few participants are aware of the importance
of its practice in their business. One participant argues that “It’s difficult for us as SMEs to
have a sufficient practice or even to apply Corporate Governance in our business due to
several reasons, one of them is that we don’t have board members” (Interview Participant).
Ref. [34] also agrees that it is the least noticeable area of ESG. Another participant added
that ” Proprietorship companies are the most difficult and challenging companies in the
terms of applying corporate governance” (Interview Participant). According to the Ernst &
Young Global Limited Survey, in 2021, the number of ESG practices will increase soon and
could generate extreme value for shareholders [36].

6.2. Factors Influencing the Practices of ESG

The third part of the interview highlights the factors influencing ESG practices to
promote business sustainability. In this regard, a Strengths, Weaknesses, Opportunities,
and Threats (SWAT) analysis has been applied to obtain a better understanding of the
factors affecting ESG practice in Saudi Arabia. It helps identify the internal and external
factors connected to ESG practices and summarizes and categorizes interviewees’ answers.
It is useful for evaluating the possibilities and opportunities when applying ESG for SMEs.
According to Ref. [88], SWOT analysis enables companies to identify and take advantage
of strengths and opportunities while addressing weaknesses and overcoming threats and
providing valuable information about a company’s strengths, weaknesses, opportunities,
and threats. Table 1 presents the internal and external factors of ESG practices.

The results from the SWOT analysis demonstrated that SMEs in Saudi Arabia face a
challenge in implementing ESG practices, mainly due to the identification of the current
weaknesses and threats, such as the number of employees, high costs, risk management,
tight profit margins, limited product range, systematic complexity of disclosure standards,
declining economic conditions, potential loss of employees, rising fixed costs, the price
fluctuates, competitors, legislation, and credit risk [1,62,64,80]. Such issues and challenges
must be considered when SMEs implement ESG practices. So, the company’s management
and competent authorities must discover solutions to such challenges SMEs face. This result
demonstrates a negative relationship between ESG disclosure and performance [57–59];
therefore, ESG disclosure is not useful for SMEs’ performance, as they do not have the same
resources as large companies.

In contrast, ESG practices disclosures engagement can be positively impacted by
the increasing number of customers, broadened product range, growing environmental
awareness, broadened geographic reach, competitive advantage, market growth, obtain
financing and reputation as outlined in the literature [47–49]. Despite the benefits gained
through promoting sustainable practices, most companies still suffer from a lack of a clear
strategy for sustainability. One of the interviewees argues “it is necessary to adopt an
approach based on integration, integrating sustainability reports, and making tangible
changes in the corporate culture to enhance the sustainability benefits of companies”.
Another participant added that “Recently, if we wish to work with a foreign partner, we
are required by the foreign company to have sustainability reports” (Interview Participant).
It should complement portfolio management [44].
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Table 1. SWOT Analysis.

Strengths
Strong Brand with Clear Visions
Good Local Market Knowledge

Able To Charge a Price Premium
Customer-Centric Strategy

Quality And Efficiency
Increase Productivity
Profit Improvement

Good Corporate Culture
Clear Value Proposition
Close To the Customer
Great Value Products

High-Quality Stuff
New Business

Weaknesses
Lack Of Resources

Number Of Employees
High Costs

Risk Management
Difficult To Access Capital and Funding

Tight Profit Margins
Limited Product Range

Marketing Cost
Weak Bargaining Power with Suppliers

Opportunities
Broaden Product Range to Target New Segments

Increase The Number of Customers
Growing Environmental Awareness

Broaden Our Geographic Reach
Competitive Advantage

Market Growth
Get Financing

Technology
Reputation
Suitability

Challenges Or Threats
Systematic Complexity of Disclosure Standards

Consumers Becoming More Price Sensitive
Conditions And Corruption Due to Rapid

Weakening Supplier Relationships
Losing Key/Valuable Customers
Declining Economic Conditions

Potential Loss of Employees
Rising Fixed Costs

Price Fluctuates
Competitors
Legislation
Credit Risk

6.3. Awareness of Sustainability

Responses to the interview’s questions showed a lack of awareness of ESG sustain-
ability reporting, indicating a negative tendency towards the awareness of Saudi SMEs
and ESG sustainability reporting [68,70]. Hence, most of the participants do not have any
understanding of the sustainability concept. Few participants believed that it was related
to environmental practices only. One interviewee argues that “Sustainability protects our
environment from pollution”. Another interviewee argues that “It is related to recycling”.
However, another group of participants have a basic understanding, as they believe the
main responsibility here is to help businesses continue running. One of the interviewers
says, “Sustainability means continuity”, another one believes that “Sustainability is the
future”, and a third one claims that “It is a strategy that aims to provide long-term value”.
Additionally, another participant added, “I believe that sustainability mainly contributes to
risk reduction”.

Sustainability is a high priority for leading business sectors, which continuously
announce specific initiatives and goals to promote such practices. However, there is still
a clear gap between the reviewers’ words and the actual practice. As one participant
specifies, “Yes, we know what sustainability is, and what sustainability reports are and we
know how important they are to the company, but unfortunately, we do not prepare them,
as currently there is no consideration of sustainability in Saudi Arabia about small and
medium-sized companies”. Another added that “Most of the current sustainability reports
are prepared by public relations Companies in London”. We believe that through adopting
lean and green thinking to transition to sustainable business practices, SMEs can more
rapidly contribute to the circular economy at the company level. Agencies and professional
bodies can support SMEs in this transition through targeted interventions that address the
enablers and barriers presented [89]. Overall, the results indicate that Saudi SMEs are still
behind the developed countries in participating in ESG practices in their businesses.
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6.4. ESG practices Disclosures

This part illuminates to what extent SMEs in Saudi Arabia are prepared and ready to
disclose ESG reports. As discussed in the previous section, most participants have yet to
learn what ESG is. Even so, one of the interviewees says, “We do some work related to the
environment and society, but we were not aware of the importance of such practices for our
sustainability”. Another interviewee adds that “As a general term, I have heard of it before,
but I had no idea of the importance of such a practice”. On the other hand, one participant
says that “we have a full understanding of ESG and its reports, and we are on the way to
launching our services on this kind of report, but unfortunately, due to our low capacity,
we could not apply it on ourselves”. So, even if SMEs have a good understanding of ESG
reports, they still face challenges that impeded them from adopting such practices. One of
the participants says that “We don’t have the capacity and the full knowledge to disclose
such practices in separate reports”. He claims that “ If the preparation and examination
of financial statements by an auditor is very costly for us as small businesses, how would
you like us to prepare other reports”. It should be noted that most of the participants use
Twitter and Instagram to disclose their ESG activities to the public, as they disclose these
activities in the annual report.

Further, when asked about the impact of ESG practices disclosures on sustainability
performance, most respondents denied having any current disclosures contribution. Still,
they believe that ESG practices add value to SMEs. Regarding corporate legislation, some
interviewees stressed that decision-making was not affected by the ESG consideration
unless there was outside regulatory enforcement. Governments must put in place incentive
legislation that contributes to the activation of these practices by small companies, as they
did with large and joint stock companies [30,43,44]. As one participant mentions, “First,
before blaming the legislation, we need to define and raise awareness of such practices
and the extent of their importance and the return from their application to small and
medium companies” (Interview Participant) [47–49]. However, many acts of legislation
have increased the burden on SMEs and did not consider the lack of capabilities, whether
material or the number of employees. Removing restrictions will contribute positively and
develop the ability to keep pace with any new practices aiming to raise their participation
rates in the country’s GDP.

When asked about their opinions on maintaining a good sustainability level, most
participants emphasized that awareness is the main challenge that limits such practices.
They also found it difficult to measure and determine performance at the present time due
to the recent inflation. ESG practices are primarily adopted to mitigate risk and strengthen
a positive reputation [6]. One interviewee argues that “After Corona, as SMEs, we had the
largest share of damage, which requires us to recalculate the concept of sustainability and
how to benefit from it”. These issues are in line with the literature [1,5,6,50–53,56].

Lastly, valuable suggestions have been made by the interview participants. One
interviewee suggests that “there should be points given to those who implement such
practices, and these points should have advantages in return, for example, an authorized
body such as “Monshaat” should start giving scoring for ESG practices and these scoring
should give them priority in funding and tenders. Thus, activating this type of culture
will contributes to the development of sustainability”. Another suggestion by one of the
interviewees indicates that “Any contribution from the sectors interested in such practices
in the matter of raising awareness is very important to us and to our clients”. In terms
of the main challenges, one interviewee argues that “Awareness is the main challenge for
implementing ESG practices, having awareness with a desire will help in applying such
practices”. An interviewee also argues that “At the international level, there are great efforts
regarding sustainability and its reports, so if we locally have been able to develop a model
for the established impacts and converted them into a measurable standard, to clarify the
actual impact of such practices on share price, domestic product and capitalization”, as it is
also bringing transparency to the ESGs [46].
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7. Conclusions

This study analyzed and evaluated the impact of environmental, social and gover-
nance (ESG) practices disclosures on small and medium enterprises (SMEs) sustainability
performance in Saudi Arabia. It hence drew the following important findings. First, SMEs
have realized that corporate governance is vital for them to achieve strategic goals, but this
still needs to be achieved, according to the current nature of SMEs. Hence, launching a
good corporate culture requires a long-term process, which is problematic and needs to be
achieved. However, based on the results, SMEs in Saudi Arabia consider social activities
the most ESG practices. Second, the SWOT analysis identified the threats and weak factors
that negatively affect adopting such practices as ESG. On the bright side, ESG practices
can also be impacted positively, as identified in the strengths and opportunities. Third, the
participants of SMEs believed that environmental practices are the core of sustainability,
and all resources should be arranged to meet these needs, due to the limited resources of
SMEs and the need for a clear strategy for sustainability. Lastly, SME participants need
to understand ESG and its reports, pay more attention and be aware of its importance.
According to the interviews, corporate legislation does not assist SMEs in implementing
ESG practices due to the complexity and lack of awareness.

The findings of this study have several theoretical and practical implications. Regard-
ing the theoretical implications, this study contributes to the literature in several ways. First,
it validates the implication of ESG practices disclosure on SMEs’ sustainability performance,
presenting a potential answer to perceive if SMEs are ready for this type of performance.
Research findings could help financial regulators develop an ESG disclosure guideline for
SMEs. Second, it contributes to theory by developing a sustainable conceptual framework
for SMEs. This framework can be used as a basis for application in development. Corre-
spondingly, it could be a valuable tool for sustainability adoption. Based on the previous
literature, researchers and practitioners applied ESG evaluations for companies in different
sectors. Though, the process of ESG evaluation is still growing for SMEs. Last, this study
contributes to knowledge by adding to the existing body of accounting and financial litera-
ture on SMEs and ESG, shedding light on the possible associations between non-financial
disclosure and sustainability performance. There needs to be more research conducted in
Saudi Arabia or abroad about the possible relationship between ESG disclosure practice
and SME sustainability performance, to the authors’ knowledge.

The findings of this study offer several practical implications for different stakeholders,
internally and externally, as managers, consultants, investors, credit agencies, lenders,
policymakers, government and the overall community in the context of the potential effects
of ESG disclosure on SMEs. In terms of managers and consultants, this study may be useful
in their management and relevant for their strategic decisions and financing planning
to improve overall sustainability performance. Moreover, it alerts external institutions
to encourage ESG investment and consider their participation in societal issues, non-
opportunistic behavior, trustworthiness, and integrity as a part of credit decision-making.
Correspondingly, policymakers and government should provide sufficient support and
compel management to adopt moral ESG disclosure practices. Thus, all the stakeholders
have access related to SMEs affairs. Mainly, the results imply that Saudi SMEs should
start preparing to include ESG practices in their business and provide ESG reports about
their operations.

The study has a few limitations which offer opportunities for future research. First,
the sample size is small, even though interview methods usually use smaller participant
pools. This is due to the weak response by SMEs. Future research could interview more
SMEs and conduct interviews with SMEs with a good practice of ESG and its reporting.
More research is needed to explore a wider geographic range.
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Appendix A. Interview Participants’ Information

Participants Sector Date Duration Formation

SME 1 Housing and food services 5 July 2022 30 min Face-to-face

SME 2 Housing and food services 14 July 2022 45 min Face-to-face

SME 3 Housing and food services 22 July 2022 47 min Face-to-face

SME 4 Housing and food services 24 July 2022 35 min Face-to-face

SME 5 Housing and food services 6 July 2022 36 min Video communication

SME 6 Housing and food services 3 August 2022 45 min Face-to-face

SME 7 Housing and food services 5 August 2022 45 min Video communication

SME 8 Wholesale and retail 4 July 2022 40 min Face-to-face

SME 9 Wholesale and retail 24 July 2022 45 min Video communication

SME 10 Wholesale and retail 25 July 2022 53 min Face-to-face

SME 11 Fashion and Beauty 10 July 2022 30 min Video communication

SME 12 Fashion and Beauty 13 July 2022 40 min Video communication

SME 13 Fashion and Beauty 24 July 2022 49 min Video communication

SME 14 Real estate activities 25 July 2022 45 min Video communication

SME 15 Real estate activities 3 August 2022 45 min Face-to-face

SME 16 Construction 4 July 2022 40 min Face-to-face

SME 17 Construction 10 August 2022 55 min Face-to-face

SME 18 Accounting and financial services 4 July 2022 45 min Video communication

SME 19 Accounting and financial services 6 August 2022 30 min Video communication

SME 20 Transport and storage 24 July 2022 45 min Video communication

SME 21 Transport and storage 5 August 2022 45 min Video communication

SME 22 Entertainment 6 July 2022 45 min Face-to-face

SME 23 Entertainment 5 August 2022 50 min Face-to-face

SME 24 Infrastructure 5 July 2022 40 min Face-to-face

SME 25 Human health 4 July 2022 45 min Face-to-face

SME 26 ICT 5 July 2022 45 min Video communication

SME 27 Education 5 August 2022 45 min Video communication

SME 28 Manufacturing 12 July 2022 50 min Video communication



Sustainability 2023, 15, 200 13 of 18

Participants Sector Date Duration Formation

SME 29
Administrative and
consulting services

5 July 2022 58 min Video communication

SME 30 Marketing and consulting services 10 July 2022 20 min Face-to-face

Appendix B. Lists of the Interview Questions

Organized by Interview Axes

• General questions about the SME and its activities:

◦ Q1: What is the company’s activity (In which sector)?
◦ Q2: Is it a small or medium-sized business?
◦ Q3: Does the company have a website, social media accounts? Please specify

if any?
◦ Q4: Does the company keep books of account?
◦ Q5: Does the company have an accountant?
◦ Q6: Does the company use one of the accounting programs (software), please

specify if any?
◦ Q7: Does the company disclose its Financial Statements /where if the answer

is yes?

• Questions to identify the ESG practices applied by the SMEs:

◦ Q8: Which practices related to the environment responsibility are practiced by
your company?

◦ Q9: Which practices related to the social development are practiced by your
company?

◦ Q10: Are you aware of the meaning of corporate governance?
◦ Q11: Which practices related to corporate governance are practiced by your

company?

• Factors influence the practices of the SMEs:

◦ Q12: In your opinion, what are the factors affecting the implementation of the
practices discussed previously with you, whether internal factors (strengths
and weaknesses) or external factors (challenges and opportunities)?

• Measuring the awareness level of SMEs about the concept of sustainability in the
Saudi Arabia:

◦ Q13: Have you ever heard of the concept of sustainability? Please explain it if
you do?

◦ Q14: Do you know what sustainability reports are / and how important they
are to the company?

• Knowing the extent to which SMEs in Saudi Arabia are prepared to disclose ESG reports:

◦ Q15: Have you ever heard of what environmental, social and corporate gover-
nance practices are? please clarify?

◦ Q16: Do you disclose such practices? If the answer is yes, is it done indepen-
dently or within the company’s financial reports?

◦ Q17: Where are such practices disclosed? (Website, social media)
◦ Q18: Does the corporate legislation help or limit the application of such prac-

tices and why?
◦ Q19: Do you think you maintain a good level of sustainability and good

performance?
◦ Q20: Would you like to add anything else?
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Appendix C. ESG Practices by Interviewed SMEs

Criteria Practices

Environmental

• Use Eco-Friendly Cleaning Supplies
• Use Recycled Products
• Reduce Plastics
• Going Paperless
• Switch To Eco-Friendly Lighting
• Energy-Efficient Equipment
• Using Energy Efficiently
• Using Water Efficiently
• Promote Eco-Friendliness
• Managing Waste Responsibly
• Bring Plants into The Office
• Green Energy Initiatives.
• Recycling And Reusing
• Clean Technology
• Green Building

Social

• Labor standards that guarantee fair wages
• company’s relations with other businesses
• Volunteering and charitable contributions
• Good relations with local communities
• Supporting Non-Profit Organizations
• Staff training and development
• gender equality and diversity
• Providing job opportunities
• Product quality and safety
• Human rights protection
• Customer satisfaction
• Fair labor practices
• Health and Safety

Corporate Governance

• Transparent Accounting Systems
• Data Protection and Security
• Compliance And Integrity
• Tax Transparency
• Business Ethics
• External Audit
• Lack Of Effective Corporate Risk Management
• Lack Of Diversity of Board Members
• Lack Of Disclosing Information
• Lack Of Board Structure
• No ESG Reporting
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