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Small and medium-sized enterprises (SMEs) face significant challenges 

in integrating sustainability into their business operations, particularly 

due to resource constraints, a lack of knowledge, and weak inter-

institutional coordination. To address these challenges, this conceptual 

paper proposes an integrated theoretical framework explaining the role 

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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environmental influences with micro-level organizational capabilities 

and resource management. Practically, the proposed framework can 

assist policymakers in developing green finance instruments and 

mechanisms that are better aligned with SME needs. More importantly, 

it can guide SME owners and managers in leveraging access to green 

financing to develop strategic capabilities and achieve long-term 

competitiveness. 
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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 

SMEs 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, 
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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; Indıran 

et al., 2025; Oehler-Şincai, 2024). 

 

A primary challenge hindering the adoption of sustainability practices among SMEs 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). 

 



  
Volume: 8 Issue: 29 (September 2026) PP. 2362-2380 

2368 
 

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 

https://jenni.ai/citation?d=z%3AdVa7chxFFF2BiiIgIqKIugoCAmlf0oq1EjBYNpSKQmXJiLS3%2B87M9fZ0D%2F3YR2YXn8GXqPgmQkckPj2z0kprOZC0O3Mf55x7brfe3vQ%2BKZznku2%2BXjo%2Fv%2Bl9WclZiF6quN7%2F96oiUXoiK6JcOevqtWiMXAchhSKLKCO8MyTYCu15wbYUmhZkXFPjdcjPQwpRspUzhBX4axUdCENS5%2BDoREQLqSpGWs4RrniQ0nink4rsrCidNG3JhfTsUhDKJWBgCn1xXTGCg6tp%2B1RUcoHaxqPZWkjtmkgayB8SOhAOEDwo%2BZZHxoOmikLIWDZ0MlhnqS%2BuKg4ixJQrch0yA9bAzcW6Td12j5WMHQSuG9OSQ%2FtH5GjV46Ign%2FljHCgrrc6llbOZfZbbIR2vpZVmHYChfVs3GXUOvgNRyqYVCWDY7w7vDonMikK3PGBPgaRXFT4sKEvcIg%2F4kue7JQR%2FGL1Eo44V1TO4BJQy7Z0%2BsnWIT4pRITpnMiKpF6CblXxMhEwCutcu7kZsLdDiDfdFLslmlGbdYQoNKS5YCbIL9s62VE3nnANBqDkzHKoN3E3rQ09G5tmwDZFjyp2QJL2XtmzV6ubRhWdGG0QomZ%2FnMWT3oTIi4RnCsFwNFIFUdNlaiMJCYUFiBq0cpEW%2FZDX5R%2BTri3Nab5O1xoQC4medxXZnapVJGIosPatkYvJYsCxLCW%2FX0qYCrZPPqjLchN0Ghg45FtiGxvnODn3xi1vmqSMdG7lRGUAiG4NKDC0hkWCwTJb%2FSujZQIocCzc%2BlBzPIwjkvaUCnkZOrLxLJWLBIWGKUGqHSnYKTAn28JoOpx%2Bs6qOHyeNeMVLlHSb9DLMtx8Px5HA0rvMaIZb8r7ZwN71PS5liBZXfGKwGdHqOH7Qe9ifHBC8YCuf2TFy6duyXigkdg8lVPM9Sns%2FfOEK1lTXlo7SQNZt18QwHlKyo5AVZ8zRyJV66SqKgzqdl78MM%2FVJavo0PlsVv4MRz%2BbH4%2BtIzaLORS4yuS6QL1%2BC4aDOKSoYLXbxTrMNNb19px6uvRsP%2BaDoZjgfzEPqLKY%2Bm%2FdHxePK95jCzb%2FA72Lc8noymhycn0z8r1xDWgFbz6%2BOj6XQ0PDqZDBH0u3z3GqGpE%2FY1hD06HA0Pj4aVwbokWdKMbN2kdtFudd5r8c%2FPrVsa0iWJszk87ZJX9Mqb1XkVYxNOB4O5pU0m7NrHYg1gWVr1m6oZYBCH3SAG0kdWhgbaLa1xUg9aHoPx%2BMmTcRnSLK6bLNZ8E3eFr3uwBLniHPXuPyZ41awRaxTjCPhp%2FXM2%2FX701B7HON6ucSuG9ukXnSNWpy9aV17duhbuFpf3PHixvbKeKu9wj7Tpee2KiKtEBVy7nxXa5ZVC6xlrOW4FcjtGo4LJ6C5kNh62MatvzjbHC5a4%2B0iorbpT5nm3FIgvrkZDDK7L%2BfZscx6cbZf0Nhvn1AvvltjKoJyn%2F3%2F479U%2FP%2FZ6vQpC3uuvx8Nhh3L19R2Ctud9EDpL%2F7lKGOp3t0OF%2BfrOl4OP%2BW%2Be%2F%2FH4A1cwFNt7Dw%3D%3D
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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 

SMEs 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 

NRBV 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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https://jenni.ai/citation?d=z%3AvVXNbhxFEF4jiJIzF3KBFhGSI8W7M2M7u84FkeAIAwtW1sGCW013z3R5e7qH%2FrF3c0qEkHiMvIbfgkfgDbgQCcEl1bM%2FWSnZaw72bpfqq6qvqr7aF9e9DyrrsEbzobiybnrd%2B1hB6YMDHmb%2FTRrQmoERrJECY8OkCdK1Dr30bHcyPvZ3WathzoB5rA1WyMEE5qyWDA0LSjLJrbENcibkpdS2bSgEsxUbA%2BE8wj0GnNtoApqaUSkM2tbZGTYQpJ6zo2F%2F%2F4vkX0aPRvqUeBm5Q7l5n50rpHxkcpTVUy2tlkFZBwnnQxRIoCuFXDE5g4bCLPFNgyHV45OjBlfLBdeog6aqUjbxNdVRF1lxuJfnDXEJQHh3Yip73fuohpgS%2Becam5Y69pj%2BrBN5PzuQ6H2UN2XAoOXszklqnIGA1oBm39pID53SnkmujNW2nleXVsdG3mrXWb63HCjedW8HW6jlEzC1pIFRm50Pp2S5feOZ0rD%2BrhPSYRkJ5H8nT2GgSYiqItp6Lr6hD1njpTT1D%2BSCoESaVe9tV%2Flz16jOVz8GQS0GRUML2wDVREGFconoHgbZ2CqxDVGPo4IGxAIyTa7sCTwDjVsRx6UDhc2Swi9RuTWFSoE%2FFdUrjsLTZLiwOLudZ%2F38YJjfH%2BBFoD73L49w1C%2BGh7lAX5rn9N%2BbF1hko%2BFekWcZb6C%2BKI6yYXE4PBzmyraSpiRn0%2FM3RsL8CK8uuul2y3FRZPloLy%2F29jOahakjzaKUpmljqdHTUi52ZafjcvXUUOnU%2BTBPwz8xwtJSI0yd9LQTXD51eparEFr%2FYLCqmqj2I%2FaB91EMhL0y2oIYgAvItRwkOrWPZZi3qVXTpf2Mnju0bdJW36ERm2YZSNVz8tUcgxQP54%2BSkj75LDhZkYYMl%2BKcToHvzLeWG%2FxgEn3aSihJa2MwsaJdjy6p9jQdCyS5MGgsvdNdSCJdSbwKtkXuf7vu3aiEbSgI5S5RQNH1xE4sRxLDhGPK7SWtkRYLlzI%2F6Hxmdx4u9X8vJacWd3ckqfWr9fkg%2F%2Boszw73j5aYzZInsW3pnjxSZNgIIT23Tv7%2F5d%2F%2FvnzZ6%2FUUNXIjvcgPstFicBM6iXQJ6NRRzjf498RpNMoWmN1jc4nOmuSa4q8Yok4rRdRWMdfE%2FvmDeL2L2P0uIo7BTWnGpn6Lyn7n8OupoiHybWSKBeHpsaHfECnTQixqLoYHiwyzTzfnQCtPL9KtZse8u3vrSj%2F%2F8693VFoU2XKeuxvY5RQ2tnCjAJG0cJNH0tLdlZboHvStqwdbT8I0%2Ffz9lLRpzc5r
https://jenni.ai/citation?d=z%3AvVbPbxtFFHZQqSokTr2U2yAkaCXH9iZOcCukqj%2BCFEogqgM9j2fe7r54dmY1M%2BvYvVAq%2FiUOufGn8A%2FArScufLMbp05oBScOjuydN%2B993%2Fe%2B9zY%2Fn%2Fc%2ByJ3ngu0Nfeb8%2FLx3u5SzEL1UcXXj9knJQdSyJi9oWRvnKYhYkmAbqfAysrPC5SI0IUq2cmZIzJrAlgKupRyscIOtmFbSGCGtFkekuanEATL42nPA%2Bd3p0UG4156m5DIEp1hG0mJGlnKOYSAOo5Bao366kKJUiYxkC%2FxM10UuFfWBRJVIIHKgsUhihHI20QHi0BdGqnkCDDLkI4r326qeisbI6PwK4VVtaMmRCfFnJYNSyUVp8Ilsi7a2q2vnY2PbKDzxrilK0LRuAU0WoFDX3klV4tTwnARo%2BGIlKM9ZMVm16qOmpbNWse6wLxR7BRiQGphdtYKCDA6AAyQJpkafIihFUqV1xhWoPhAnANS1CDUXrFGzdobVCiXApiKr20YBqIM%2BLfRWsj4QK9PoxOqtXnhGNpHAOelGdU1GavS7Ci2OwNCIc0aDrivHyEJtt8AhJW%2F1kfE94khPYtFyggsFnjEtEpyZiyV0WbB3FgRSQCrcCcNKhFUnaHJWy4RsaKBWgdZQ50tc2ZRbuRCBFoTSYadnQkwRTUyg9EKiTgHwSVDv0BgYpVOyknPy8HEQVNWlDPwS1FFbeUItVJUWCNDM9H0DdsuqdSekl9rV8cqoXE5IazQYNxWAwSH%2FWpEr8Z1VAxtwimuXDMQzWmF0dXggphvBx2%2BTdxIdXnQgsT%2FuDPL8qkH6mMrrkh%2BsJZ92kg8wQkgaSD%2FFhBY7o5297SyrEJUqkz%2B0uTvvfVjIJpbOh1cGXgGQr%2FHB9sh2B7sj4hAaupWUx6Q9PEybwK579o1r8MMk7Y%2BkRT9aHT9P%2B8JTnYam8aHkGtgDSa%2FKfOFMU9HN%2BhLCtw6mdf68t8U1EjyXWBLYczCsD%2FEYTz756Kg0cv39hUk3Pc8aXAqvEamtrNKNPJcVm1V54ryrpCYq4BRbP9I0bywknkaqS6iXzNL75z1%2BAjvP6SVfXDTfnWI651I8h%2BO7SznMdKzzN4p1OO%2FdUNrx8k42Guxle%2FfHQz6tyA8W%2BzwZZOMs0xxm9hX%2BBvuad%2Fb3x9u7e5PJ%2Btv9%2FRLeh3S0nL8Yj0fZZGcy%2BfI%2Bwr%2BXb05byduWnaJl4%2B3RZHsngwi2aCAC1mxVN7BvKNcd3GrJoG%2FsxQG0Esfr8zCHB9ElRT94s%2FyqjLEOD4bDnOqZGcBPQ7aaloO6rDsCQ4lNqwwNtTuzxkk9TGSG2f54UoRmFld10mx%2BEXWCn1uwArn8GRJtPiZ40qwQaxTj5fB49cQ1Nn4MX%2BQEYyjSL%2FAGC%2B3TO59e2Ms89dyulP%2FwjsKYPLgck6uLKg3jv%2B%2BjPLqaVfLQzVzDMmyBdsZa7rRquml6rxkxbZcS%2FIsVanQXMsvGbczys8cX4PqbA5CqPVIqUQMZxOcn2WgyGXV37l6d28s1gE0R2yW5zklBYQr%2FevjnL7%2F%2B3uv1Sui%2FgUFn49F%2Bm5GPpJ9DQVv8P1TG473d7s69a%2BBT9NvN9S4uf%2Fw0%2B%2B3dXPa6lF9sFMdaOVm%2FPa8n18mKt1QDV99duxoDOXC%2BGL5vJufpn6YfMRS4v%2FU3
https://jenni.ai/citation?d=z%3AtVZNbxxFFNygECFxyylcor4gguRdz%2B76g0RIKI6TKJAoFg5EcOuZfjPT2Z7uSXfPjoeTIyT%2BAzcOHPkDPnDgnyD%2BABJSTlyo7l7baxEjgcTF0fa%2Bfl1Vr%2BptXp2M3iqNlZXUV0Vv7OJkdL3mufOWF364%2BuMTrvjgJGc1d6zhghjXjDe59NJ0jhWmaaRvSHvmDbMkuoKYr4lJ7Uk76QdmSiY9KrnNjWbUSOek0W6DaeN5rgbG2Vb2frqLpprdQtOW43NoOcuybaZoScp9yPIBn2cZIIhwa%2Ftf3JpnE3bXsV76mhkAtEyEr00rdQUWnfZWEkCd8v3t%2BHtgrrlSpCvQcaGtoMRCfoMTcCJNthrGBehbWTAqjDbNAO5RgpJDC7BvTdspHkFW1vQA0FpyrsOfyMR1kJtrL7laYU63lmT9MGH7lvcBZBDvKIq6TPLapaR%2BRSkHJ9Z2uQKM0LO1csk9MTReUG2UIAtyPaEFb6QmVpv%2BjGucreKdLmrIF4hh%2BmF4ATJo83Xi4lS4OPSW%2B3rC9rjDOYpNZ1nTKS%2FHA3ELJFzhgfSyFLggy4EtaGC5Jb4wnQ8ieROwSV2oTgSiOdV8KY2FHBEH7NlE%2BWKV89J34RO%2BdrUsPU6jH5INMGyO7oYLpskHQwcx0yOYCvcgC%2F0wV9MD85kEoJkTQrBGNWCJU05jhX9gcszV8QYelw1FWnBxcDwalwSVuRpDcxyVcERAtMGURETwVhUmqqNsBW95gXBsxIaIG%2BnkFc6imbiKSjcQsKJ4A%2F%2FqYlWveBFZRRPoKA3EKDsd5ItKylaGS6SX0pr4JAp4j3hoOC8JpruGbMhwzi28H%2BQxuLskl%2FIMLUJ5j4zCNtHpOJAa4wDWVZyVKRZjqSfsKSZ%2FOm44uqrQBt6EuKFRX8vin3KHdugFy2joZpqLKZQaTgzT7ooC6FepOcumm0CP%2BIXYh%2FAVNsT2eDptMDXPYXX7CJBPRlcr3vkaLjjGPKC%2BfxBNIWaTnV2CpxQd3XwAsXyUApj3Oqk8u38uYbk0CppdU6GzlXkXPPUd9qfQcETYoyWypYb6sHNuIbWAn5ak68e8h5AFCWsUjf5eL%2B7VnU611aedrnpjLiutHyLKOUaRystDUg2vL6suH4KfOWsNiWTBLyumQ7i0XtU%2BtLIsweAyGF9zsq0xdgXjK%2B6wVFJ1iWVyIMrXhRTuZPR2IYw8ujHNJvP5R7c3yxyiTsIOn2RZNpsK6XJ9jL9Ov5Kz2e3d8Xy%2BMysaXr2YZ9P59tZ0N9upTUtwFh0tnp8f4s5T%2FvoFbnZp7i9C13E2H892a8V11SExOekmLkUH4yUbXIlUzPmkn5CQfIFdjN1V0BdWHd2tvW%2Fdnc3Nvu8nsGMqhMmNrTa59bJQ5DYvo7TZirLCSvdDGxRbrC48w8crCCqZ8jNItX5MCKcaUKuwEkjsDfdCLG587C2VlJzzHHvMxeN3V17d3wsbNIToKbYolsG9FMjHIZCP9J2LETrAmg7x3j9bbnFrlB45LNy3J6NrpTAN0gIUuRR8HlV6eVCjQ4HoHRbYJ8gYlZKUSEU5xheqyvtxN%2BCkfDad7Ux34%2BlRlo431hOUFs%2BzsNRbY7Emw8Y%2BMPjRwg4gV8BQf37y%2Bx%2FXfx2NRjU0XHtNzKbZduq89fnZWjp9A4kLWee5VOG%2FHOGVsCjXnv6PFFNVt9bovDQxnsKxCdfNhCa%2BvnaBPYrr5pzfLz%2F%2F8CZ%2B82kW%2B0gIouIv3P%2BGOduar7T84GJVghoZXJT0DPxPL4H9DeBPh%2FPexYb3NX5TiSyMKkIi3ik6JOzWacKwHGKqLgvTIvyAfxnSZ%2FSVvwA%3D
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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 (García-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). 

 

NRBV 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). 

 

NRBV 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 

(Indıran 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; 

González & Morales-García, 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 

https://jenni.ai/citation?d=z%3AvVbLbhxFFB1HJGwRC6SsKAkhBcmZmfYjMdmA4xjFKFasOCTrmq7b3RVXV3XqMZ5hlUT8AEs%2BI0vv8wHwB4gPYAUrNpxb3X4qETsW9rzqnnvuuefe6tcno2uV87rW9mN17PzRyejTRs5C9LKMy%2Bt2e3grHlDodCThbO20rQVVCItBzJYiNiT2pZHLoKUVtZuTty3ZKKITpFIpETZLQVsKgYKQM5fwG4J02wFD2hKwlQgpRKmtnGmj41J0nFaXHNAiqThspTFCWiX2SenUil0byXdeM%2Batw%2F3d8NVqRrWpnZEXnlqgBWHc8Vg8bXQQtewEXpJV5EPpPClmL0XZAJksJKivkjDIF0rZ0ao4bsiDstVRy6jnzAufQ%2Bq4BkBpy9mdX6LWKFgERJi2TzIUI41okleGwkApxKSWghadAZ2Q6c%2Bk9xoEBZfEqKfSikpCKHwB2QyxwJcIGzqXbCz2WJy5puMgjnVsRDEVO7uPwbn0LgQxl167xPAK8cgXoNecpAHdNpmokUE49F6WmexDXTeidAENR2Zf45gEGDJqW%2BoOdQ20V4XyEMdy0SExAGjiZ22hWGTSnOll0qw%2BHHSJf6Sysc64mvlwp1tYxyM8sPy6bLLkrorAT7YiGTSHMUwWK1dqdAufKmQJLvksxr70RxSFWlrZ6hLQJjjRQVVuvkdDuTHeGXQZVZVg5FCk6AjhXdQOLmI2Co7Cy1XWnXcwOeoKura6ApiNZomKK5OIvQ1uiC11YKSxeEJ1MjKyUzqQDIk7L5WCvtzYBXy3OmjEDc7fYrAAFBsJZ%2BXyIaTUBmTREyQrycec%2BpwtaKF4DMdYbCuFIp2FzQHNJut9VznMQo8qRU2WPHQwsjzicZTHEJtHNqPBopwiZANeHpJVkAA7z3nPRvtlknmAMhPy0Aza9XNOpbtdwStWgfipeFAeJzGvqUIZ%2BDFeXCTDlIkqeYB7ngBSWdjwx6tfBDaUDblCXjkXe%2BOQu9eEB45Av4LlISu6leoalkTllgYvsqR5LfDOi5Rt2KujFHeKKwNE6NBMsDxbHHwMq842Q5cIAS4b59Jeuzihw1I7X5tcyxja556pB5x%2Bbbq2ebsoWsjLAOT3bOVORtdrmWLjfHgFq3fA%2Bw5%2FzqvpeHOdNPxEKxR1hJM29x4fiB2HSUEn2YgYJqTelVAx671r59q7rDE6f8i6l1TNnUkt3bz%2Ba3eW%2BZGDtZw%2FGa1g2Gt6IlE0bg6o4EM8wDc3JzcaI8%2FeG470GpsQPH%2FCSYXR44iqwgiaZbNn1bu3aBtExrYwj1wt370NsNy7t4oncfSemO2ZSsbIpo%2Bp9%2BWPGp8%2BdLx8Il%2F0J%2FX3cimPUiv9h85WD2UIp2Rofyx%2BGPdHq0aGA1X9VWoVTkYflcrpxefFdFxMt7Ymxd1N9Ge92JwUG%2FxxMi3WputbSoeZfYX%2Fwb7Rw5np3dN3xWYDU2IUaXH0fGNj%2BvXW1lZR3MHxx%2FLvF7l9ufsvcvenG7enBYS1dYKwM7Jtl2ZGBwxBb4aVXInlRh%2F0v8DcNTZvXHYocERorFmiUlPyVry%2F3MHMx2vR02AK9RyXfsjffjLY5hkmReycexsePrx8LR5cvZth3nvnd06%2FiPN9c%2BH%2BqqLrsH3fnIxuVMrx5QxaM63kWq7BHbqSb4rBhYEqTUb1R2bFRj6z%2BOL%2B8ByxClgLSfJ6YCtvlyXXgOpxvnrKDZr2MbeuuPxyKSB4ikn5oeCfb%2F78%2BbdvR6NRAxUvcFDFxvRORtT9fYJU%2F08pa3e3%2BsSLW3vWunleaPkk53HYp9bhXsMj2pyM6xjnrJTw%2Bvf3l7LeI355yiLj5Q7ajA%2F657QUu%2BmzMnmzmDQxduHeZIJRGDtfT%2F5jGo74ofIZnmeAufIv
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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 SMEs 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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