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of green finance in supporting the SME transition toward more
sustainable business models. The study suggests that the role of green
finance extends beyond the mere provision of financial resources; it has
the potential to act as a catalyst for building organizational strategic
capabilities. Grounded in a combination of Institutional Theory and the
Natural-Resource-Based View (NRBV), the framework illustrates how
external institutional pressures and demands can drive SMEs to adopt
green finance. Meanwhile, internal organizational capabilities influence
the effectiveness of utilizing these resources to generate green
innovations, strengthen environmental, social, and governance (ESG)
practices, and build sustainable competitive advantages. From a
theoretical perspective, this framework expands the discourse on
sustainable finance by integrating macro-level institutional
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Introduction

Sustainability has become a critical global agenda due to the rise in climate-related disasters,
environmental degradation, biodiversity loss, and resource scarcity. Driven by commitments
to the UN Sustainable Development Goals (SDGs) and the Paris Climate Agreement,
organizations have increasingly integrated environmental, social, and governance (ESG)
considerations into their business strategies (Weick, 2016; Koundouri et al., 2025). Small and
medium-sized enterprises (SMEs) are also part of this sustainability commitment. They
represent 90% of global businesses and contribute significantly to employment, innovation,
and economic growth (Shari et al., 2024). In Malaysia, SMEs account for over 97% of business
establishments and play a pivotal role in GDP, employment, exports, and entrepreneurial
development (Azian et al., 2025). However, collectively, SME activities also exert a significant
environmental impact through resource and energy consumption, waste generation, and carbon
emissions (Hossain et al., 2025). Consequently, enhancing sustainability practices among
SME:s is essential to supporting the national development agenda and fulfilling Malaysia's
sustainability commitments (Bidin et al., 2023).

The Malaysian government has introduced various mechanisms including green technology
financing, sustainable finance frameworks, tax incentives, renewable energy programs, ESG
reporting guidelines, and environmental certifications aimed at encouraging sustainable
business transformation (Kannan & Gambetta, 2025; Azian et al., 2025). However, compared
to large-scale organizations, the adoption of sustainability practices among SMEs remains
relatively slow, indicating that existing support has not yet fully succeeded in driving the
transformation of SMEs towards sustainability (Siow et al., 2026). This concept paper aims to
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establish a theoretical framework that models the adoption of green finance among SMEs. The
study synthesizes existing literature spanning sustainable finance, institutional dynamics, and
strategic management to build a conceptual bridge between macro-level institutional drivers
and micro-level SME capabilities. Through this approach, the study provides a structured
foundation for future empirical validation and policy formulation within the context of
emerging markets.

Problem Statement

Although sustainability is increasingly becoming a key business agenda, small and medium-
sized enterprises (SMEs) in Malaysia remain constrained by a significant gap between
sustainability aspirations and operational implementation. Despite the growing need to
integrate ESG practices, enhance climate resilience, and support the transition to a low-carbon
economy, resource and capability constraints limit the ability of SMEs to implement
comprehensive sustainability initiatives (Johnson & Schaltegger, 2016; OECD, 2021). These
challenges encompass limited funding for green technology and process investments, a lack of
knowledge regarding ESG and green finance, deficiencies in technological and managerial
capabilities, and institutional barriers such as complex financing procedures, documentation
requirements, and information asymmetry (Hami et al., 2018; Motta & Sharma, 2020; Rashidi
et al., 2022; Indiran et al., 2025). This situation raises the question of how green finance can
be effectively leveraged to help SMEs overcome these constraints and achieve sustainable
business transformation.

Previous studies have tended to isolate external institutional influences from a firm's internal
capabilities, thereby failing to adequately explain how the two interact to translate access to
green finance into a sustainable competitive advantage (DiMaggio & Powell, 1983; Hart, 1995;
Burbano et al., 2022; Durugbo & Amankwah-Amoah, 2019; Putri et al., 2025). Furthermore,
the literature on sustainable finance is largely based on large firms and advanced economies,
whereas the context of SMEs in rapidly developing economies like Malaysia is characterized
by limited resources, more informal governance, and immature ESG capabilities (Hami et al.,
2018; OECD, 2021; Indiran et al., 2025; Rashidi et al., 2025; Securities Commission Malaysia,
2021).

Green finance is also typically viewed as a passive financing instrument rather than a
mechanism capable of developing SMEs' strategic capabilities in technology acquisition, green
innovation, and ESG management (Beck & Sidik, 2020; Pasupuleti & Ayyagari, 2023; Hart &
Dowell, 2011; Mishra & Yadav, 2021). Consequently, there is an urgent need to bridge the gap
between sustainable financing policies at the macro level and their implementation at the firm
level. An approach that positions green finance as an organizational enabler has the potential
to establish a clearer link between institutional pressures, SMEs' internal capabilities, and long-
term sustainability outcomes (Motta & Sharma, 2020; OECD, 2021).

Literature Review
Sustainability Challenges among Malaysian SMEs
In recent years, environmental degradation, climate change, and rising stakeholder

expectations have transformed the global business landscape, making sustainability a strategic
necessity for organizations. Since the publication of the Brundtland Report in 1987,

2365



Advanced International Journal of
Business, Entrepreneurship and SME's

EISSN: 2682-8545

AIJBES

Volume: 8 Issue: 29 (September 2026) PP. 2362-2380
sustainability has increasingly been understood not merely as a response to environmental
concerns, but as a broader concept encompassing responsible environmental management,
social responsibility, and economic viability. Today, the Triple Bottom Line (TBL) approach
provides a widely recognized framework for achieving business sustainability by emphasizing
the need to balance economic performance, environmental protection, and social well-being
(Elkington, 1997).

SMEs are increasingly gaining attention in sustainability discussions, particularly due to their
significant collective contribution to the economy and the environment (Hami et al., 2018;
Johnson & Schaltegger, 2016). Globally, SMEs account for over 90% of all businesses, provide
more than half of all employment opportunities, and contribute significantly to national Gross
Domestic Product (GDP) (Organisation for Economic Co-operation and Development
[OECD], 2023; World Bank, 2023). In the Malaysian context, SMEs constitute more than 97%
of all business establishments and play a pivotal role in generating employment, fostering
innovation, expanding export activities, and supporting regional economic development
(Department of Statistics Malaysia [DOSM], 2025; SME Corporation Malaysia, 2025).

Despite their significant role in economic and social development, SMEs face sustainability
challenges that differ from those encountered by large-scale organizations. Large corporate
entities typically possess advantages such as dedicated sustainability departments, broader
environmental expertise, greater financial flexibility, and more robust governance structures
(Afolabi Salami, 2024). Conversely, most SMEs operate with limited financial resources,
simpler organizational structures, and strategic priorities that tend to be short-term oriented.
These constraints often result in sustainability efforts within SMEs being implemented
reactively rather than as part of a planned organizational strategy. Consequently, sustainability
initiatives are usually driven by the need to comply with regulations or meet customer demands,
rather than by efforts to create long-term value for the organization (Tavares & Ramos, 2026).
Recent studies emphasize that sustainability should not be viewed merely as an increase in
operating costs, but rather as a strategic investment to enhance innovation, operational
efficiency, organizational resilience, and competitive advantage (Porter & Kramer, 2011).
Implementing sustainable business practices not only reduces operating costs through
improved energy efficiency, waste reduction, and optimized resource utilization, but also
strengthens corporate reputation and opens doors to broader access in markets that increasingly
prioritize environmental sustainability (Ambec et al., 2013; Gangi et al., 2020; Toromade &
Chiekezie, 2024).

Despite the widely acknowledged benefits of sustainability, its adoption among SMEs remains
lower than expected. Previous studies consistently attribute this adoption gap to various
constraints, including limited financial resources, insufficient management capabilities,
inadequate institutional support, and limited access to sustainability-related knowledge and
information (Johnson & Schaltegger, 2016). These persistent constraints indicate that SMEs
require effective enabling mechanisms to help them overcome existing barriers and support the
transition toward more sustainable business practices (Johnson & Schaltegger, 2016)

The transition towards sustainability presents challenges for SMEs regarding economic factors,
the institutional environment, and the national financing landscape. Although Malaysia has
introduced various sustainability-related initiatives including the Twelfth Malaysia Plan, the
National Energy Transition Roadmap (NETR), the Green Technology Master Plan, and Bank
Negara Malaysia’s Climate Change and Principle-based Taxonomy, the adoption of these
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initiatives among SMEs remains relatively slow (Dariah et al., 2023; Hami et al., 2018; Indiran
et al., 2025; Oehler-Sincai, 2024).

A primary challenge hindering the adoption of sustainability practices among SME:s is financial
constraint. Investments in renewable energy technologies, energy-efficient equipment, and
waste reduction processes typically require substantial upfront capital, whereas most SMEs
operate with limited capital reserves (Toromade & Chiekezie, 2024). Unlike large corporations,
SMEs struggle to allocate financial resources to sustainability initiatives without compromising
funding for other core business operations (Hami et al., 2018; Toromade & Chiekezie, 2024).
This challenge is further compounded by resource limitations, organizational management
weaknesses, and the financial instability often faced by SMEs. Collectively, these factors
restrict the ability of SMEs to bear the costs required to support the transition towards greener
business practices (Hami et al., 2018).

Technological barriers further hinder sustainability adoption. The use of eco-friendly
technology requires specialized knowledge, digital capabilities, and technical expertise that
most SMEs currently lack (Toromade & Chiekezie, 2024). This situation is exacerbated by
technological uncertainty, high initial investment costs, unclear financial returns, and internal
resistance to organizational change. These factors hinder investment decisions regarding
sustainable technologies (Ambec et al., 2013; Toromade & Chiekezie, 2024). Furthermore,
limited access to proprietary green technologies from developed nations slows the diffusion of
low-carbon innovations in Malaysia (Susskind et al., 2020).

Challenges in implementing sustainability are also closely linked to institutional fragmentation
and weak policy coordination. The fragmented management of sustainability programs across
various ministries, government agencies, financial institutions, and development organizations
has resulted in overlapping initiatives, administrative complexities, and information
asymmetries (Susskind et al., 2020). The situation is further complicated by policy conflicts
between federal and state governments, limited regulatory capacity, inconsistent enforcement,
and the absence of a dedicated agency to coordinate decarbonization efforts. These institutional
constraints make it difficult for SMEs to identify suitable financing opportunities and navigate
complex application procedures, thereby limiting their ability to effectively implement
sustainability initiatives (Susskind et al., 2020).

Overall, a combination of technological constraints, weak institutional coordination, and other
implementation barriers contributes to a persistent sustainability gap among SMEs. Although
SMEs recognize the importance of sustainability, this awareness has not yet fully translated
into the implementation of sustainable practices within their business operations (Hami et al.,
2018). Survey findings involving 127 SMEs in Malaysia indicate that the level of sustainable
manufacturing practice implementation remains low to moderate. These findings reflect a
significant gap between the growing importance of environmental initiatives and the extent to
which sustainability practices are integrated into SME operational and business activities
(Hami et al.,, 2018). Consequently, bridging this gap requires integrated interventions
addressing financial, knowledge, technological, and institutional aspects. In this regard,
policymakers play a crucial role in providing appropriate financial support, expanding
educational programs, streamlining regulatory procedures, and fostering an environment
conducive to supporting the SME transition towards sustainability (Susskind et al., 2020;
Toromade & Chiekezie, 2024).
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Green Finance: Concepts and Evolution

Green finance has emerged as a strategic mechanism for mobilising financial resources toward
environmentally sustainable investments. Although definitions vary across jurisdictions, global
practices, and academic traditions, the term is most consistently understood as a classification
system "based on environmentally friendly business or economic activities, which supports
environmental protection efforts and climate change mitigation and adaptation" (Dariah et al.,
2023). At its core, green finance refers broadly to financial activities, instruments, and policies
designed to support projects that generate positive environmental outcomes while maintaining
financial viability (Dariah et al., 2023).

A defining feature of green finance is its explicit incorporation of environmental considerations
into investment decision-making. Unlike conventional finance, where the economic merits of
a project are evaluated primarily through the lenses of risk-adjusted return and
creditworthiness, green finance introduces a parallel evaluation layer in which the
environmental contribution of an activity becomes a precondition for, or material feature of,
capital allocation (Dariah et al., 2023). To operationalise this principle, financial regulators
across jurisdictions have developed green taxonomies that classify economic activities
according to their environmental alignment, providing "a better understanding and make it
easier for financial services sector actors to classify green activities in developing a portfolio
of financial services products" (Dariah et al., 2023).

The taxonomy-driven approach has, in turn, given rise to a broad spectrum of green financial
products. These include green loans, green bonds, sustainability-linked loans, green venture
capital, climate funds, blended finance, ESG investment products, carbon financing, and public
green financing schemes, all of which sit beneath a unified conceptual umbrella of
environmental value creation (Dariah et al., 2023). Green taxonomies in jurisdictions such as
Malaysia classify economic activities into categories ranging from Energy Efficiency,
Transportation, Green Technology and Manufacturing, Renewable Energy, and Waste
Management through Agriculture, Forestry, and Land Conservation, providing a multi-tiered
structure through which finance can be directed toward verifiable environmental outcomes
(Dariah et al., 2023).

The evolution of green finance has been propelled by several converging global developments.
The Paris Agreement, which has been ratified by 175 countries, calls for limiting the global
mean temperature rise to below 2°C, and ideally below 1.5°C, relative to pre-industrial levels
(Susskind et al., 2020)(Susskind et al., 2020) Alongside the Paris framework, the United
Nations Sustainable Development Goals have elevated environmental performance into the
mainstream investment agenda, encouraging the alignment of capital flows with climate
change mitigation and adaptation (Dariah et al., 2023). Compounding these regulatory and
normative drivers, investor demand for ESG investments has expanded significantly,
generating institutional pressure on banks, asset managers, and listed corporates to demonstrate
credible green strategies.

Institutional Framework and Green Financing Instruments in Malaysia

In Malaysia, sustainable finance policy is gaining increasing attention through the development
of a coordinated institutional framework that encompasses national climate commitments,
regulatory initiatives, and green financing mechanisms. In 2009, former Prime Minister Najib
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Razak announced the nation's commitment to reduce carbon emission intensity by 40% from
2005 levels by 2020 during the United Nations Framework Convention on Climate Change
(UNFCCC) meeting in Copenhagen. This commitment was subsequently supported by the
Green Technology Master Plan 2017-2030, which outlined multi-sectoral efforts to reduce
greenhouse gas emission intensity by 45% by 2030 while driving economic growth through
the adoption of green technology (Susskind et al., 2020).

In 2019, Bank Negara Malaysia (BNM) initiated discussions with financial institutions, asset
managers, rating agencies, and non-governmental stakeholders to reinforce sustainable finance
by regulating economic activities aligned with climate goals. In 2021, the Climate Change and
Principle-based Taxonomy (CCPT) framework was introduced to enable financial institutions
to classify economic activities into "Climate Supporting," "Transition," and "Watchlist"
categories (Dariah et al., 2023). Based on this institutional framework, various green financing
instruments have been developed to support the adoption of environmentally sustainable
technologies and activities.

One of the key initiatives implemented is the Green Technology Financing Scheme (GTFS),
launched in 2009 and managed by GreenTech Malaysia, which was under former Ministry of
Energy, Green Technology and Water. This scheme enables certified green technology
producers and users to obtain government-backed financing from participating financial
institutions. The government provides a guarantee covering 60% of the total approved
financing amount, subject to specific limits: RM100 million for producers and RM10 million
for users. Additionally, the government provides a 2% subsidy on the interest rates charged by
the participating financial institutions (Susskind et al., 2020). This concessional architecture
directly addresses SMEs' core financing constraint by reducing lender risk exposure and
lowering the effective cost of capital

Green Finance Instruments Supporting SMEs

The green finance landscape also offers SMEs the opportunity to participate in sustainability-
oriented capital markets through various categories of instruments, each underpinned by its
own policy and market rationale (Dariah et al., 2023; Toromade & Chiekezie, 2024). Currently,
green loans remain one of the most widely used financing mechanisms, supporting investments
in renewable energy, energy-efficient equipment, pollution control technologies, waste
reduction systems, and sustainable manufacturing processes (Toromade & Chiekezie, 2024).
A key feature of these instruments is the inclusion of clearly defined environmental conditions,
linked either to the use of the proceeds or to the borrower's environmental performance.

Green bonds have emerged as an important capital market instrument in Malaysia that has been
expanded through Shariah-compliant instruments. The world's first green sukuk was
introduced in June 2017 that channels funds into environmentally sustainable infrastructure
projects (Susskind et al., 2020). Additionally, the Net Energy Metering (NEM) mechanism
supports renewable energy adoption by allowing domestic, commercial, and industrial
electricity consumers to install solar panels for self-consumption and sell excess electricity to
the grid. The value of the electricity supplied to the grid is then deducted from the consumer's
electricity bill, thereby providing a financial incentive for solar energy usage (Susskind et al.,
2020).
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In addition to debt instruments, green venture capital provides tailored equity financing for
innovative and environmentally sustainable small and medium-sized enterprises (SMEs)
(Susskind et al., 2020; Toromade & Chiekezie, 2024). The Green Technology Master Plan has
established a structurally conducive ecosystem for green equity instruments targeting SMEs,
although the distribution of this ecosystem remains uneven. New instruments are also
emerging, such as blended finance, which combines public and private capital to mitigate the
risk of projects failing to meet commercial return thresholds. Meanwhile, carbon finance
creates direct financial incentives for emission reductions through the monetization of certified
carbon credits (Susskind et al., 2020; Dariah et al., 2023).

Even though the green finance landscape in Malaysia is evolving and maturing, its benefits
largely favor larger corporations, while small and medium-sized enterprises (SMEs) continue
to face limited access. Various factors have contributed to this discrepancy, including a lack of
capital reserves, limited awareness of available green finance products, stringent eligibility
criteria, insufficient collateral, and restricted access to long-term financing (Toromade &
Chiekezie, 2024). For instance, the stipulation linking specific green financing terms to the
achievement of established environmental, social, and governance (ESG) performance
indicators poses a significant challenge for SMEs. Under this approach, companies
demonstrating improved environmental performance may benefit from more favorable interest
rates, whereas weaker performance could result in financial penalties. Consequently, the
implementation of such instruments requires compliance with detailed reporting and the
provision of verified ESG metrics. This requirement is quite difficult for SMEs to meet, given
their lack of specialized personnel or sufficient technical capacity (Hami et al., 2018; Toromade
& Chiekezie, 2024).

Green Finance and SME Sustainability: Current Evidence

Environmental investment acts as a driver of potential competitive advantage rather than
merely a cost burden (Ambec et al., 2013). This view is supported by Porter, who stated that
"pollution is often a waste of resources, and pollution reduction can lead to increased resource
productivity." In the context of SMEs, green finance and related sustainable business practices
have been shown to facilitate eco-innovation, enhance resource efficiency, improve energy
management, reduce carbon emissions, and strengthen long-term competitiveness (Toromade
& Chiekezie, 2024). However, current literature reveals significant inconsistencies regarding
the positive relationship between green finance and organizational sustainability performance.
First, most empirical studies focus primarily on environmental outcomes, while organizational
capabilities such as management efficiency, technological infrastructure, and governance
structures receive less attention. Yet, these factors serve as mediators in translating green
finance into substantive sustainability transformation (Toromade & Chiekezie, 2024).

Secondly, empirical research has largely focused on large listed companies rather than SMEs,
resulting in a lack of evidence-based specific to SMEs (Hami et al., 2018). SMEs differ
substantially from larger companies in terms of financial capacity, governance structure,
management expertise, and institutional support. Consequently, findings derived from samples
of large companies cannot be directly generalized to the SME segment (Hami et al., 2018).
Malaysian-context research involving 127 SMEs in the manufacturing sector revealed that the
level of SMP implementation among them was low to moderate, indicating that environmental
initiatives (in a broad sense) remain under-implemented despite the existence of policies
specifically targeted at SMEs (Hami et al., 2018).
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Third, previous studies often conceptualize green finance as a standalone financing mechanism.
In real fact, green finance is a component of a broader sustainability ecosystem involving
government policies, financial institutions, regulatory frameworks, technological capabilities,
and stakeholder pressures (Susskind et al., 2020; Toromade & Chiekezie, 2024). Malaysia’s
policy experience strongly supports this view: the implementation of the Green Technology
Financing Scheme, Feed-in Tariffs, Net Energy Metering, and green ‘sukuk’ all rely on
complementary institutional capacities—specifically a "dedicated decarbonization agency
(Susskind et al., 2020).

Malaysia's deeper experience with sustainable finance reform highlights another systemic gap.
Despite the country's commitment to global climate goals dating to 2009 and its current pledge
to reduce greenhouse gas emission intensity by 45% by 2030 under the Green Technology
Master Plan, enforcement has been uneven, undermined by federal-state friction, limited
regulatory capacity at the state level, and underdeveloped enforcement infrastructure outside
major urban areas (Susskind et al., 2020). The systemic constraints suggest that the literature
has, to date, insufficiently explored the institutional determinants of green finance effectiveness
in emerging-market contexts (Susskind et al., 2020).

Taken together, these inconsistencies point to the need for a more integrated conceptual
perspective that explains how green finance enables sustainability transformation
encompassing managerial capability, technological readiness, regulatory coherence, and
institutional alignment rather than treating green finance as a standalone instrument that
finances discrete environmental projects. Such a perspective is particularly important in the
Malaysian and broader Southeast Asian context, where the institutional environment, financial
systems, and SME characteristics differ materially from the largely Chinese and developed-
economy settings in which most existing empirical evidence has been generated (Hami et al.,
2018;Toromade & Chiekezie, 2024;Susskind et al., 2020).

Theoretical Foundation

The transition to a sustainable economy presents a particular challenge for small and medium-
sized enterprises (SMEs), which face increasing environmental expectations but may lack the
financial and organisational resources needed to respond effectively. Although green finance
can support sustainability-related investments, its availability does not necessarily ensure that
SME:s can access the funding or translate it into meaningful sustainability outcomes. To explain
this challenge, this study integrates Institutional Theory (DiMaggio & Powell, 1983) and the
Natural Resource-Based View (NRBV) (Hart, 1995; Hart & Dowell, 2011). Institutional
Theory explains the external pressures that shape SMEs’ sustainability decisions, whereas
NRBYV explains how firms can develop environmental capabilities that potentially generate
sustainability benefits and competitive advantage. Together, these perspectives provide a
theoretical basis for examining the role of green finance in addressing sustainability challenges
among Malaysian SMEs.

Institutional Theory: External Pressures and Green Finance Adoption
Institutional Theory explains how organisations respond to external expectations to maintain

legitimacy within their institutional environments. DiMaggio and Powell (1983) argued that
organisational practices are shaped not only by efficiency considerations but also by pressures
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to conform to established rules, norms and beliefs. Abreu et al. (2016) discussed the regulative,
normative and cultural-cognitive dimensions of institutions, which shape organisational
behaviour and social expectations.

Three mechanisms of institutional isomorphism are particularly relevant to SME sustainability.
Coercive pressures arise from regulations, government policies and environmental disclosure
requirements that encourage compliance with institutional expectations (Bolognesi et al., 2025;
Krueger et al., 2024). In Malaysia, Bank Negara Malaysia’s Climate Change and Principle-
based Taxonomy provides regulatory guidance for assessing climate-related economic
activities (Bank Negara Malaysia, 2021). Normative pressures emerge from industry standards,
professional networks, sustainability certifications and stakeholder expectations regarding
responsible business conduct (Garcia-Quevedo et al., 2019; Tyler et al., 2018). Mimetic
pressures occur when organisations imitate the practices of successful or legitimate firms,
particularly when facing uncertainty about appropriate sustainability strategies (Chithambo et
al., 2020; Pizzi & Coronella, 2024).

These pressures can encourage SMEs to adopt sustainable practices and seek green financing
to meet regulatory requirements, respond to stakeholder expectations and maintain market
legitimacy. However, institutional pressure does not guarantee effective adoption because
SMEs may lack the resources and expertise required to comply with sustainability
requirements. This creates a potential gap between external expectations and SMEs’ capacity
to implement sustainability initiatives. Green finance may help address this gap by providing
dedicated funding for environmentally oriented investments and reducing some of the financial
barriers to sustainability adoption (Ogunyemi & Ishola, 2024; Oyewole et al., 2024).
Instruments such as green loans, green bonds and sustainability-linked financing can support
eligible investments while signalling alignment with environmental and market expectations
(Kuteesa et al., 2024; OECD, 2022). Such alignment may strengthen SMEs’ legitimacy among
investors and other stakeholders (Yuran & Anwar, 2025; Zarrouk et al., 2025). Nevertheless,
access to green finance may remain constrained by financing eligibility requirements, reporting
obligations and limited internal expertise. Institutional Theory therefore explains the external
motivations for sustainability engagement while highlighting why SMEs may struggle to
respond to these pressures.

Natural Resource-Based View: Environmental Capabilities and Sustainable Value Creation

Whereas Institutional Theory explains why SMEs may pursue sustainability, NRBV explains
how environmental initiatives can contribute to organisational value. Hart (1995) extended the
resource-based perspective by recognising the natural environment as a strategic consideration
and proposing that environmental capabilities can become sources of competitive advantage.
This perspective shifts the emphasis from treating environmental management solely as a cost
to recognising its potential contribution to operational efficiency, differentiation and long-term
business performance (Hart, 1995; Hart & Dowell, 2011).

NRBY identifies three interconnected environmental strategies: pollution prevention, product
stewardship and sustainable development (Hart, 1995). Pollution prevention reduces waste and
emissions at source, potentially lowering resource consumption and operating costs (Chen et
al., 2016; McDougall et al.,, 2021). Product stewardship incorporates environmental
considerations throughout the product life cycle, potentially supporting product differentiation
and stakeholder trust (Miemczyk et al., 2016; Schmidt et al., 2021). Sustainable development
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emphasises long-term environmental and economic viability through cleaner technologies and
sustainability-oriented business practices (Hart, 1995; McDougall et al., 2021).

Developing these capabilities requires investment in technology, knowledge and organisational
processes. For SMEs, financial limitations and insufficient technical expertise may restrict the
adoption of cleaner production systems, green innovation and environmental management
practices. Green finance can potentially ease these constraints by funding sustainability-related
investments that might otherwise be financially inaccessible (Appiah-Kubi et al., 2024;
Ogunyemi & Ishola, 2024; Ullah et al., 2021).

Such investments may enable SMEs to adopt renewable energy and cleaner production
technologies, strengthen green innovation and eco-design, improve sustainable supply-chain
practices, and establish environmental monitoring and ESG reporting systems (Albort-Morant
et al., 2016; Appiah-Kubi et al., 2024; Dangelico et al., 2016; Ji et al., 2023; Prieto-Sandoval
et al., 2019). These capabilities may contribute to resource efficiency, environmental
performance and organisational resilience. However, financing and technology acquisition
alone do not guarantee sustained competitive advantage. From an NRBV perspective, the
benefits depend on whether firms develop valuable capabilities that are embedded in
organisational routines, knowledge and stakeholder relationships and are difficult for
competitors to replicate (Garcés-Ayerbe et al., 2021; Hart, 1995; Ullah et al., 2021).

NRBYV therefore highlights the importance of SMEs’ capacity to convert financial resources
into effective environmental practices. Green finance represents a potential means of
supporting this process, while the development and deployment of environmental capabilities
determine the extent to which financing may contribute to sustainability outcomes.

Integrating Institutional Theory and NRBV': Implications for Malaysian SMEs

Institutional Theory and NRBV explain complementary stages of the SME sustainability
process. Institutional Theory identifies the external pressures that motivate sustainability
engagement and green finance adoption, while NRBV explains how financial resources may
be converted into environmental capabilities and organisational value. Green finance connects
these perspectives by potentially providing the resources SMEs need to respond to institutional
expectations and implement sustainability initiatives (DiMaggio & Powell, 1983; Hart, 1995;
Ogunyemi & Ishola, 2024).

This integration highlights a central challenge for Malaysian SMEs: the presence of
sustainability policies and green financing instruments does not necessarily translate into
effective sustainability adoption. Although institutional expectations may increase the need for
environmental compliance and improvement, SMEs may lack the financial resources, technical
expertise and organisational readiness to access financing and implement the required changes.
Consequently, a gap may arise between external sustainability expectations and SMEs’ internal
capacity to meet them.

Addressing this gap requires attention to both financing accessibility and the capabilities
needed to utilise financing effectively. From an institutional perspective, the relevant issues
include the pressures encouraging sustainability adoption and the requirements that SMEs must
satisfy to obtain financing. From an NRBV perspective, the concern is whether SMEs can use
available resources to develop environmental capabilities that improve sustainability
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performance. Green finance may facilitate this transition, but its contribution depends on the
interaction between external institutional conditions, access to funding and SMEs’ ability to
implement sustainability-related investments.

The integrated framework thus provides a basis for examining the sustainability challenges
faced by Malaysian SMEs and the potential role of green finance in addressing them. It directs
attention beyond the availability of financing instruments to the broader conditions that shape
their adoption, utilisation and contribution to sustainability. In doing so, the framework
connects institutional expectations, financial constraints and environmental capability
development within a unified theoretical explanation of SME sustainability

Discussion and Implications of the Study
Green Finance as a Bridge between Sustainability Ambition and Implementation

Green finance plays a pivotal role as a potential mechanism for realizing the sustainability
aspirations of Malaysian SMEs (OECD, 2022; Ogunyemi & Ishola, 2024; Putri et al., 2025).
Although SMEs are increasingly aware of the importance of sustainability, the financial
constraints, technological limitations, and capability gaps continue to hinder its implementation
(Indiran et al., 2025; Omowole et al., 2024). Sustainability initiatives often require substantial
initial investments, while the financial benefits may only materialise over the long term (Khan
et al., 2021; OECD, 2022). For SMEs in Malaysia, Indiran et al. (2025) found that "high costs
emerged as a principal barrier, driven by substantial investments required for sustainable
technologies and materials, which are often unfeasible for SMEs with limited resources."

Green finance addresses this challenge by reducing financial barriers and providing targeted
funding mechanisms for sustainability-related investments (Kuteesa et al., 2024; Ogunyemi &
Ishola, 2024; Oyewole et al., 2024). Through green loans, sustainability-linked financing,
government-supported financing schemes, and blended finance mechanisms, SMEs can obtain
the necessary resources to adopt environmentally responsible practices (Attipoe et al., 2025;
Gonzéilez & Morales-Garcia, 2022; OECD, 2022). In Malaysia, the Green Technology
Financing Scheme under the National Green Technology Policy, alongside Bursa Malaysia's
FTSE4Good index and Bank Negara Malaysia's ESG integration frameworks, has been
developed to close precisely this gap between ambition and capacity (Anita, n.d.; Ezuma &
Matthew, 2022; Yatim et al., 2017). However, the effectiveness of these instruments in
reaching Malaysian micro, small and medium-sized enterprises remain contested. Ezuma &
Matthew (2022) emphasised that "barriers are still lingering that may hamper the extent of the
initiatives' effectiveness.". Green finance should therefore not be viewed merely as a financing
solution, but as a strategic mechanism that enables SMEs to develop sustainability capabilities
and transform their business models (Ogunyemi & Ishola, 2024; Oyewole et al., 2024; Putri et
al., 2025).

Integrating Institutional Pressures and Organisational Capabilities

Institutional Theory and the Natural Resource-Based View (NRBV) offer complementary
explanations regarding the adoption of green finance and SME sustainability. Institutional
Theory explains how regulatory requirements, stakeholder expectations, and industry practices
drive SMEs to adopt sustainability-oriented practices (DiMaggio & Powell, 1983; Afolabi et
al., 2022; Thomas et al., 2021). However, there is no guarantee that institutional pressures will
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translate into effective implementation, particularly if SMEs lack the financial and
organizational resources to respond.

The NRBV complements Institutional Theory by explaining how firms can utilize existing
resources to develop environmental capabilities and strengthen their competitive position
(Hart, 1995). Green finance bridges these two perspectives by helping SMEs mobilize
resources to support green innovation, environmental management systems, sustainability
certifications, and workforce proficiency (Appiah-Kubi et al., 2024; Omowole et al., 2024).
Thus, the proposed framework emphasizes that sustainability outcomes depend not only on
external pressures to adopt green practices but also on the ability of SMEs to transform
financial resources into valuable organizational capabilities.

Contributions of the Study
Theoretical Contributions

This study integrates Institutional Theory and the Natural Resource-Based View (NRBV) into
a unified conceptual framework, thereby contributing to the corporate sustainability literature.
Institutional Theory focuses on the pressures SMEs face from stakeholders to adopt
sustainability practices, while the NRBV explains how they can develop environmental
capabilities to support competitive advantage (DiMaggio & Powell, 1983; Hart, 1995). This
study offers an integrated perspective on SME sustainability that transcends the examination
of these theories in isolation by positioning green finance as a linking mechanism between
external institutional pressures and internal capability development.

Second, this study extends the conceptualization of green finance beyond its conventional role
as a source of capital. Grounded in the NRBV, the study recognizes green finance as an enabler
of environmental capability development, allowing SMEs to support green innovation,
strengthen environmental management, and pursue long-term competitiveness (Khan et al.,
2021; OECD, 2021). This perspective elaborates on the function of green finance, shifting the
focus from mere funding availability to how financial resources can be mobilized to build
capabilities that are valuable and difficult to imitate.

Practical and Policy Contributions

For policymakers and financial regulators, this framework highlights the importance of
designing green financing mechanisms that address the financial constraints and capacity gaps
faced by SMEs. Mechanisms proposed should encompass the provision of financing
incentives, support for ESG reporting preparation, more efficient application procedures, and
technical assistance tailored to SME capabilities (Bank Negara Malaysia, 2021; Indiran et al.,
2025). More importantly, enhancing access to existing financing schemes is expected to
strengthen coordination between financial institutions and SME support agencies, thereby
enabling SME:s to fulfill their sustainability commitments.

From the perspective of SME owners and managers, this study emphasizes the strategic value
of green finance in supporting sustainability-related investments. Green financing should not
be viewed merely as debt or an additional compliance cost; instead, SMEs should consider how
it can foster eco-innovation, enhance operational efficiency, and strengthen their position
within sustainability-oriented supply chains. Integrating financing decisions with long-term
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capacity building can help SMEs transition from short-term compliance toward greater
sustainability and enduring competitiveness.

Conclusion

The transition towards sustainable business practices represents both a challenge and an
opportunity for Malaysian SMEs. Although SMEs play a critical role in economic
development, their sustainability adoption remains constrained by financial limitations,
knowledge gaps, technological challenges, and institutional barriers. This conceptual paper
argues that green finance provides a strategic pathway for bridging the sustainability gap
among Malaysian SMEs. Rather than functioning merely as a source of funding, green finance
enables SMEs to develop environmental capabilities, adopt sustainable technologies, enhance
innovation, and achieve long-term competitiveness.

By integrating Institutional Theory and the Natural Resource-Based View, this paper develops
a conceptual framework explaining how external institutional pressures and financial
mechanisms interact with internal organisational capabilities to facilitate sustainability
transformation. The study highlights that achieving SME sustainability requires more than
supporting environmental awareness. It requires a supportive ecosystem involving
policymakers, financial institutions, industry stakeholders, and SMEs themselves. For
Malaysia to achieve its sustainability ambitions and transition toward a low-carbon economy,
ensuring inclusive access to green finance among SMEs is essential. Green finance therefore
represents not only a financial instrument but also a strategic catalyst for sustainable economic
transformation.
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