United International Journal of Multidisciplinary Research

ISSN: 3048-6726(UIJMR)Impact Factor: 6.934 (SJIF)

An International Peer-Reviewed and Refereed Multidisciplinary Journal
www.uijmr.in Vol-3, Speciallssue-2,2026

Carbon-Conscious Capitalism: Integrating ESG Metrics into Core
Strategic Decision-Making for Indian SMEs

Dr. Sidharth Jain
Mangalayatan University, Beswan, Aligarh, UP, India

Abstract

This study explores how Indian Small and Medium Enterprises (SMEs) are
integrating Environmental, Social, and Governance (ESG) metrics into strategic
decision-making processes in the post-pandemic economy. Drawing on a nationally
representative sample of 310 Indian SMEs across manufacturing, services, and
agribusiness, this paper examines the maturity of ESG adoption, its drivers, barriers,
and correlation with firm resilience and sustainability performance. Using a mixed-
methods approach—including a structured ESG-readiness index, regression
analysis, and case snapshots—this paper finds that ESG integration is positively
associated with long-term strategic resilience, investor trust, and operational
efficiency. However, institutional constraints, low ESG literacy, and compliance
cost perceptions hinder widespread adoption. The paper proposes a “Carbon-
Conscious Capitalism” framework tailored to Indian SME realities, bridging
economic pragmatism with ecological responsibility.

Keywords:ESG integration, Indian SMEs, sustainable decision-making, carbon-
conscious capitalism, corporate sustainability, strategic governance, green
innovation

1. Introduction

The urgency of climate change, social equity, and corporate accountability has
propelled ESG (Environmental, Social, Governance) frameworks into the strategic
core of global business. While large corporations have institutionalized ESG
protocols, Small and Medium Enterprises (SMES)—which constitute 30% of India’s
GDP and employ over 110 million people—often lag behind due to resource
limitations, awareness gaps, and compliance complexities (Chatterjee et al., 2024).
Post-pandemic recovery pathways present an inflection point. As India advances
toward its Net Zero targets by 2070 and scales up its commitment under the SDGs
and National Green Hydrogen Mission, the role of SMEs in low-carbon transitions
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becomes critical. This paper posits that carbon-conscious capitalism—anchored in
ESG alignment—can unlock new pathways for SME competitiveness, stakeholder
trust, and climate resilience.

2. Literature Review

The intersection of ESG metrics and SME strategic planning has gained traction in
recent literature. ESG frameworks emerged as an evolution of CSR, focusing on
measurable sustainability performance (Singh & Pradhan, 2023). For SMEs, ESG
adoption is often influenced by regulatory pressure, buyer expectations, and green
financing eligibility (Bansal et al., 2024).

Key Themes in Current Research:

Theme Key Insights

ESG Readiness in SMEs  SMEs often lack ESG literacy, structured reporting, or tools

Regulations like BRSR Core, SEBI mandates push ESG

Institutional Pressures : .
mainstreaming

Value Proposition of ESG Long-term gains in resilience, cost efficiency, and brand equity

Digital and  FinTech

ESG dashboards, carbon accounting tools aid monitoring
Enablers

EU SMEs show better ESG digitalization compared to Indian
peers
Despite increased attention, Indian empirical studies on ESG implementation within
SMEs remain scarce and scattered. Most focus on CSR reporting or sustainability
disclosures (Patel & Nair, 2023). This research fills that gap by offering a pan-India
analysis of ESG-driven strategic decision-making.
3. Research Methodology
This study adopts a convergent mixed-methods approach, integrating both
guantitative and qualitative data to investigate the strategic integration of ESG
metrics in Indian SMEs. The goal is to assess the extent, depth, and impact of ESG
implementation on strategic decision-making and firm resilience across diverse
sectors.
3.1 Research Objectives
1. To measure the ESG-readiness of Indian SMEs using a custom-developed
index.
2. To evaluate the correlation between ESG maturity and business
resilience/performance.

Global Benchmarks
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3. To explore barriers, drivers, and perceptions of ESG adoption through in-
depth interviews.
3.2 Research Design
A convergent parallel mixed-methods design was selected, combining survey-
based quantification with case-based qualitative depth. This approach allowed
triangulation of findings, enhancing validity and contextual understanding.

Design . -
g Methodological Description
Component
Quantitative Cross-sectional survey using ESG Readiness Index; statistical correlation
Strand and regression.

Semi-structured interviews with founders/CXOs to capture experiences

litati
Qualitative Strand and challenges.

Integration Merged analysis post-data collection using a joint display and thematic
Strategy synthesis.

3.3 Sampling and Participant Profile

A stratified random sampling technique was used to ensure sectoral and regional
diversity across India. The sample included 310 SMEs, evenly distributed across
five regions.

Variable Description

Target Population eRr(re]%lls(;[)e/geecsj SMEs under MSMED Act, employing < 250
Sample Size 310 SMEs

Sectors Covered Manufacturing (42%), Services (38%), Agribusiness (20%)
Geographical North (20%), South (22%), East (18%), West (20%), Central
Spread (20%)

Respondent Profiles CEQs, CFOs, ESG Managers, Compliance Heads

3.4 ESG Readiness Index (ERI) Instrument

The ESG Readiness Index was developed as a composite score covering 15 items
across three dimensions — Environmental, Social, and Governance. Each item was
rated on a 5-point Likert scale (1 = Not at all, 5 = Fully implemented). The
instrument was pilot-tested and achieved a Cronbach’s Alpha of 0.87, indicating
strong internal reliability.

Table 3.1: ESG Readiness Index Components

ESG Dimension Sample Indicators (Selected)
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ESG Dimension Sample Indicators (Selected)

Environmental  Carbon footprint tracking, energy usage audits, waste reduction
Social Gender inclusion policies, community engagement, fair wages
Governance Board oversight, ESG risk integration, transparency mechanisms

3.5 Data Collection Procedure
e Quantitative Survey: Administered via Google Forms and telephonic
interviews. Collected from September to November 2025.
e Qualitative Interviews: Conducted virtually with 15 SME leaders. Each
lasted 45-60 minutes and was transcribed verbatim.
e Ethics: Informed consent obtained; confidentiality ensured. Ethical
clearance was secured from the affiliated university ethics committee.
3.6 Data Analysis Techniques
o Descriptive Statistics: Means, standard deviations, and frequency
distributions of ESG Index scores.
o Inferential Statistics: Pearson correlation and multiple linear regression to
assess ESG impact on performance indicators.
e Thematic Analysis: NVivo 14 was used to code qualitative interviews
using open coding and axial themes.
3.7 Key Performance Indicators (Dependent Variables)
To link ESG maturity to business impact, the following performance indicators
were analyzed:
Table 3.2: Performance Metrics Used for Correlation

Category Indicator
Strategic Resilience  Ability to recover post-COVID, maintain supply chains
Operational Efficiency Reduced input costs, energy savings

Brand Equity Client retention, ESG-driven reputation improvement
Financing Access Creditworthiness and interest rate benefits

3.8 Validity and Reliability Controls

Control Strategy Description

Content Validity ESG Index reviewed by 3 domain experts

Construct Reliability Cronbach’s Alpha = 0.87

. . Merged quantitative and qualitative findings for enriched

Triangulation .
insights
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Control Strategy Description
Response Bias Anonymity ensured; Likert items randomized to avoid
Minimization sequence effects

3.9 Limitations of the Methodology
While robust in design, this study is limited by:

e A cross-sectional nature which cannot infer causality.

e Self-reported data prone to social desirability bias.

e Underrepresentation of micro-enterprises (<10 employees).
Despite these, the sample size and sectoral balance ensure a representative snapshot
of ESG integration patterns in Indian SMEs.
4. Results and Data Analysis
The study sought to measure ESG readiness among Indian SMEs, determine its
impact on performance outcomes, and identify strategic patterns in ESG adoption.
This section presents descriptive statistics, inferential tests, thematic insights, and
case-based observations.
4.1 ESG Readiness Distribution
Table 4.1: ESG Readiness Score Distribution Across Sectors

Sector Mean ERI Score (out of 5) Std. Dev. N
Manufacturing 3.41 0.63 130
Services 3.67 0.52 118
Agribusiness  3.25 0.49 62

Overall Mean ERI: 3.46, indicating moderate ESG integration across sectors.
4.2 Environmental Dimension Performance
Table 4.2: Key Environmental Practices Adoption (%)

Practice % SMESs Implementing
Renewable Energy Use 37.1%
Carbon Footprint Auditing 29.8%

Water Conservation Measures 45.2%

Solid Waste Management Systems 51.6%

Water and waste practices are relatively mature, while carbon-related practices are
lagging.
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4.3 Correlation Between ESG Readiness and Business Resilience
A Pearson correlation was conducted between ERI scores and resilience indicators

post-COVID.

Table 4.3: Correlation Matrix (ERI vs. Strategic KPIs)
Indicator Pearson r Significance (p)
Operational Efficiency 0.49 <0.001 **

Brand Equity 0.52 <0.001 **

Access to Green Financing 0.37 0.002 **

Strategic Adaptability 0.58 <0.001 **

Strong positive correlation (r > 0.5) with brand equity and strategic adaptability.
4.4 Regression Analysis

A multiple linear regression model was tested with strategic resilience as the
dependent variable.

Table 4.4: Regression Summary — Predictors of Resilience

Predictor Beta Coeff. t-Value Sig. (p)
Environmental Readiness 0.32 4.21 <0.001 **
Social Readiness 0.28 3.73 <0.001 **
Governance Readiness 0.19 2.68 0.008 *

R2=0.44, Adjusted R2=0.41F =289 p<0.001**

ESG dimensions jointly explain 44% of variance in strategic resilience.
4.5 ESG Performance by SME Size
Table 4.5: ESG Score by Firm Size Category

Firm Size (Employees) Mean ESG Score Top ESG Domain

Micro (1-10) 291 Social
Small (11-50) 3.42 Governance
Medium (51-250) 3.78 Environmental

Larger SMEs are more ESG-mature, particularly on environmental metrics.
4.6 Qualitative Insights: Thematic Analysis

Using NVivo, interviews with 15 SME leaders revealed five dominant themes.
Table 4.6: Key Themes from Qualitative Interviews

Theme Description
Regulatory Readiness Gap Lack of clarity in ESG reporting obligations.
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Theme Description

ESG demanded by export buyers and B2B

Motivation from Clients
partners.

. . ESG seen as a compliance cost, not a value
Cost Perception Barrier

driver.
Leadership  Commitment as ESG progress linked to visionary
Enabler founders/CXOs.
Green Financing Bottlenecks Difficulty accessing affordable green credit.

4.7 Joint Display: Quant + Qual Integration
Table 4.7: Integrated Insights from Quantitative and Qualitative Data

Key Finding Quant Evidence Qual Evidence

. - . ... “We survived because of pre-
ESG drives resilience r =0.58 with adaptability © e P
emptive policies.

Sectoral “Clients in services are more ESG

. maturity Services > Mfg. > Agri
varies

aware.”

Lower scores in smaller “We can’t afford an ESG manager

Cost concerns exist . )
firms yet.

Governance lagging Gov Readiness lowest (B “We lack board structures to
behind =0.19) oversee ESG.”

4.8 ESG Integration Index by Region
Table 4.8: Regional ESG Integration Scores

Region Mean ESG Score Notable Observations

South India 3.74 Strong in environmental innovations
West India  3.52 High brand reputation ESG alignment
North India 3.31 Moderate social inclusion and CSR focus
East India  3.19 Lagging in governance policies

Central India 3.22 Average across all three dimensions

4.9 Summary of Key Trends

o ESG is positively correlated with strategic and operational performance.
e Environmental readiness is most mature; governance weakest.

e Size and region influence ESG maturity.

e Leadership and client pressure are key motivators.
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e Financing and awareness are critical gaps.
5. Discussion
5.1 Overview of Insights
This discussion synthesizes the empirical results with broader theoretical
implications, reflecting on the real-world context of Indian SMEs navigating the
paradigm of ESG-centric capitalism. The findings establish a clear narrative: ESG
integration is not just ethical—it is strategic. Across firm size, geography, and
sector, ESG maturity was consistently linked to improved resilience, access to
capital, and operational agility.
5.2 ESG as a Strategic Imperative in SMESs
The correlation matrix (see Table 4.3) highlighted strong positive relationships
between the ESG Readiness Index (ERI) and critical business indicators such as
adaptability and brand value. This substantiates the theoretical proposition that ESG
metrics are predictive of long-term sustainability and performance, particularly
under volatile macroeconomic conditions post-COVID-109.
Table 5.1: ESG-Driven Strategic Outcomes

ESG Dimension Strategic Impact Supporting Data
Environmental  Cost savings from energy and waste Table 4.2
Social Talent retention and community trust Table 4.6
Governance Risk mitigation, investor appeal Table 4.4

ESG is thus no longer peripheral—it is central to risk strategy and stakeholder
engagement.

5.3 Size and Regional Variability

Larger SMEs (51-250 employees) showed higher ESG scores and strategic clarity,
indicating resource asymmetry across SME tiers. Regional variations (Table 4.8)
revealed that South India leads in environmental innovation due to better
infrastructure and policy responsiveness, while East and Central India lag in
governance systems.

Table 5.2: Structural Gaps in ESG Capacity by Segment

SME Segment Key Gaps Strategic Risk
Micro Enterprises Lack of ESG knowledge/tools Low credit access
East/Central India Weak board governance Regulatory risk
Agribusiness SMEs Lag in carbon auditing Market exclusion
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5.4 ESG and Financing

An important enabler of ESG transformation is green financing, yet qualitative
evidence pointed to access bottlenecks. Many SMEs lack awareness about ESG-
linked credit lines or the capability to produce ESG reports needed for loan
approval.

Table 5.3: Summary of Green Finance Barriers

Barrier % SMEs Reporting (N=310)

Lack of awareness of green loans 67.1%

Absence of ESG documentation 53.4%

High compliance costs 42.8%

Financial institutions must build ESG financial literacy programs to unlock this
bottleneck.

5.5 ESG and Resilience Post-COVID

ESG was a key differentiator in how SMEs recovered from pandemic disruptions.
Firms with better environmental and social systems adapted supply chains faster
and retained customer loyalty. These insights validate resilience theory, especially
within the resource-based view (RBV).

Table 5.4: Resilience Outcomes by ESG Tiers

ESG Tier Business Continuity Score Recovery Time (months)

High ESG 8.6/10 4.3
Moderate ESG 6.8/ 10 7.1
Low ESG 5.2/10 10.6

ESG-integrated SMEs recovered 2.5x faster than low-ESG firms.

5.6 Governance Readiness as the Weakest Link

Although environmental and social practices showed reasonable uptake,
governance was hotably underdeveloped, with many SMEs lacking formal
oversight bodies or ESG-trained leadership.

Table 5.5: Governance Practice Adoption Levels

Practice % SMESs Implementing

Board-level ESG Committees 21.6%

ESG Risk Assessment Frameworks 28.3%

External ESG Reporting 19.7%
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Recommendation: Policy support should prioritize governance capacity building
in SMEs.
5.7 Practical Relevance
These findings have immediate relevance for:
e Entrepreneurs — needing ESG as a competitive differentiator
e Investors — using ESG scores for risk profiling
e Policy-makers — designing SME incentives for ESG adherence
e Banks — evolving green lending algorithms based on ESG ratings
Table 5.6: Stakeholder Relevance Matrix

Stakeholder  ESG Use Case

SME Owners  Strategic agility, branding, financing
Government ~ Monitoring and regulatory compliance
Lenders/VCs  Creditworthiness, de-risking

Industry Bodies Benchmarking, capacity building

5.8 Summary of Discussion
This discussion illustrates the strong business case for ESG as a catalyst of long-
term SME viability. While adoption levels vary, the empirical evidence supports
prioritizing:

e ESG integration into corporate KPIs

e Governance capacity strengthening

e ESG-linked financing mechanisms
6. Conclusion
6.1 Recapitulation of Research Objectives and Insights
This study set out to explore how Indian SMEs are engaging with the principles of
carbon-conscious capitalism by integrating Environmental, Social, and Governance
(ESG) metrics into their core strategic decision-making processes. Anchored in
contemporary sustainability theory, the paper provided a comprehensive empirical
assessment of ESG integration across size classes, sectors, and regions within
India’s SME landscape.
Key findings showed that:

e ESG maturity correlates positively with strategic agility, risk

preparedness, and access to finance.
e The Environmental dimension showed the highest level of adoption,
especially in sectors like agribusiness and manufacturing.
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e Governance remains the weakest pillar, indicating a critical policy and
capability gap.

e High ESG-scoring SMEs had faster post-COVID recovery and superior
stakeholder trust.

These patterns not only validate ESG as a strategic, not symbolic, imperative, but
also highlight the economic logic of sustainability for businesses previously
assumed to be resource-constrained.

6.2 Theoretical Contribution

This research contributes to the growing field of sustainability management in
emerging markets by:

e Proposing an SME-specific ESG Readiness Index (ERI).

e Demonstrating ESG as a resilience enabler post-pandemic.

e Validating the Resource-Based View (RBV) and Institutional Theory in
the context of sustainability adoption in fragmented economies like India.

6.3 Practical and Policy Relevance
From a managerial perspective, the findings are highly actionable:

e SME leaders must treat ESG integration as a profitability strategy, not
an obligation.

e Financial institutions and regulators need to develop ESG literacy
programs, green certification pathways, and simplified ESG disclosure
tools tailored to SMEs.

Table 6.1: Stakeholder Roles in ESG Mainstreaming for Indian SMEs

Stakeholder Role in ESG Adoption
SME Owners Integrate ESG KPIs into strategy and operations

Develop ESG-based credit scoring and funding

Banks & Investors .
mechanisms

Offer tax incentives, compliance training, and ESG

Policymakers .
y toolkits

Academia

& _ . . . .
Build sector-specific ESG capacity and audit systems
Consultants P pacity y

6.4 Limitations and Future Research
Like all applied studies, this paper acknowledges certain limitations:
o Data was SME self-reported, introducing subjectivity in ESG scoring.
o Focused only on registered SMEs, excluding informal sector actors.
o Sectoral diversity, especially in services, was underrepresented.
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Future research should explore longitudinal ESG performance, test causality with
profitability metrics, and expand coverage to informal micro-enterprises and
service-sector SMEs.

6.5 Final Reflections

India stands at a climate and capitalism crossroads. For its vast SME sector,
which contributes 30% to GDP and employs over 100 million people, ESG offers a
transformational framework to shift from compliance-driven practices to
conscious, resilient capitalism. This transition is not optional—it is urgent.
Carbon-conscious capitalism is not the enemy of profit—it is the path to
enduring performance.

7. Recommendations

Stakeholder

Recommended Action
Group

Mandate phased ESG reporting tiers for SMEs; develop

Policymakers regional ESG hubs

Financial Launch ESG-aligned SME loan products with rating-linked
Institutions interest rebates
Industry Run ESG bootcamps, certification programs, and mentorship
Associations cells
SMEs Embed ESG into core strategy, not just compliance; adopt
digital ESG tools
. Develop localized ESG frameworks and casebooks tailored to
Academia . "
Indian SME realities
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