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Abstract: 
         The prominence of environmental, social and governance (ESG) factors in 

finance is increasing, making them an integral part of a company's assessments of 
sustainability and social impact. This paper looks at the evolution of ESG from a 

peripheral concern to a central element in financial narratives, highlighting its 
importance for investors and creditors. Integrating ESG factors into financial reports 
offers a holistic view of a company's value, going beyond traditional financial metrics. 

This shift underscores the importance of ESG in understanding long-term risks and 
opportunities that traditional data might obscure.  

Furthermore, the paper explores the application of international accounting standards in 
ESG reporting for small and medium-sized enterprises (SMEs). It discusses the benefits 
and challenges SMEs face in adopting these standards, emphasizing the role of agility 

and resource allocation. The dynamic relationship between investors and creditors in the 
context of ESG reporting is also examined, showing how both groups can benefit from a 

comprehensive understanding of ESG factors. Through detailed analysis and examples, 
the paper highlights the development of ESG and its critical role in shaping sustainable 
business practices and informed financial decision-making. 
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I. INTRODUCTION 

In the vast world of finance, the prominence of environmental, social and governance 
(ESG) factors is increasingly becoming indispensable. ESG, an acronym that is constantly 
growing in importance, stands for a comprehensive approach to assessing the sustainability and 
social impact of companies. What exactly do these factors entail and why have they taken center 
stage in contemporary financial discourse? 

"Environment" in ESG refers to how companies interact and coexist with the natural 
world. This dimension is deeply concerned with the firm's contributions to and responses to 
pressing global issues such as climate change. Moreover, it examines how companies handle 
resources and their attitude towards biodiversity conservation. According to a report by the 
World Economic Forum, companies that prioritize their environmental responsibilities are more 
likely to thrive in today's conscious consumer market, highlighting the lasting implications of 
environmental stewardship 

1 
. 

By shifting the focus to the 'Social' dimension, it emphasizes the relationship and 
commitment of the company to the wider society in which it operates. Critical topics in this area 
range from the company's commitment to human rights, its data protection methodologies, to its 
engagement with local communities. In the era of rapid information exchange, McKinsey points 
out that a company's reputation in social issues can significantly affect its market position and 
brand value 

2 
. 

'Management' delves into the internal mechanics of a company. It examines the clarity of 
management procedures, the robustness of anti-corruption frameworks and the overarching 
strategies that dictate the company's operations. Citing a Harvard Business Review study, 
companies with strong governance structures tend to outperform their peers in the long run, 
illustrating the key role governance plays in determining business success 

3 
. 

Historically rooted in socially responsible investing (SRI)—where investments are made 
with an ethical lens—ESG factors have undergone a transformation. They have evolved from 
side concerns to core elements in traditional investment paradigms. This evolution marks a 
wider recognition in the finance sector: sustainability and ethics are not just altruistic activities - 
they directly affect business results and risk profiles. 

To summarize, ESG is no longer an optional perspective for financial professionals. It is 
the key framework through which investments and business strategies are increasingly 
evaluated. 

A new view for investors and creditors on the holistic value of a company 
In today's financial environment, the way investors and creditors evaluate companies has 

evolved. In addition to the traditional metrics that have been the basis of valuation models and 
credit assessments, increasing emphasis is being placed on ESG (environmental, social and 
governance) factors. For both investors and creditors, ESG reporting plays a key role in 
understanding the non-financial dimensions of a company that can significantly affect its long-
term value and risk profile. From an investor's perspective, ESG consideration is more than a 
trend; it is a fundamental shift in how we understand the holistic value of a company. As Ball, 
Robin, and Sadka noted in their 2008 study, investors are increasingly recognizing the impact of 
ESG factors on a firm's long-term prospects. This goes beyond social responsibility or ethical 
investment. ESG metrics offer insight into a myriad of risks and opportunities that remain 
obscured when solely relying on traditional financial data. 

Imagine investing in a company that boasts strong quarterly profits but pays no attention 
to its environmental footprint. On the surface, the firm might look lucrative, but in the long run, 
it could be exposed to significant risks ranging from environmental cleanup costs to litigation, 
damaging its financial prospects. Thus, ESG reporting allows investors to gain a clearer picture 
of a company's trajectory, ensuring they are not blinded by hidden risks.  

The narrative is somewhat different, but no less crucial for creditors. When approving 
credit, be it loans or bonds, the lender's primary concern is the company's ability to repay. While 
financial statements and liquidity indicators play a key role in this assessment, ESG factors 
introduce an additional layer of control to predict potential long-term risks. 

Jeanean and Stolowy's 2008 research elucidates this point quite aptly. A company that 
neglects its environmental responsibilities may not face immediate consequences, and 
regulatory fines or sanctions that may threaten its financial health in the future. For creditors, 
this is a significant red flag. They must ensure that the firm they are lending to will not be held 

https://chat.openai.com/c/790be69a-7f11-4f96-adea-3863edcd80ef#user-content-fn-1%5E
https://chat.openai.com/c/790be69a-7f11-4f96-adea-3863edcd80ef#user-content-fn-2%5E
https://chat.openai.com/c/790be69a-7f11-4f96-adea-3863edcd80ef#user-content-fn-3%5E
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back by unforeseen regulatory or ESG costs. Essentially, ESG reporting gives lenders a more 
comprehensive view of a company's risk profile. 

Whether you are an investor seeking sustainable growth or a creditor protecting against 
unforeseen risks, ESG reporting is becoming an indispensable tool in the financial report of a 
business. It heralds a more comprehensive and advanced approach to evaluating companies, 
ensuring that decisions are not only rooted in current numbers but also in wider impact and 
implications for the future. 

 
 

Integrating ESG into the financial narrative 
The financial landscape is changing, as are participant expectations. Long gone are the 

days when companies were measured only by their profitability. Today's sophisticated investors 
require a holistic view, one that goes beyond the bottom line to include environmental, social 
and governance (ESG) concerns. This shift is both a challenge and an opportunity for 
companies around the world as they navigate the intricate maze of integrating ESG into the core 
of their financial reporting.  

The importance of this integration cannot be overestimated. The narrative section of a 
company's financial report has always been a platform for companies to clarify their financial 
performance, strategies and potential risks. However, with a rapidly changing global scenario, 
this narrative is incomplete without the inclusion of ESG information. By weaving ESG details 
into this section, companies not only provide a clearer picture of their financial outlook, but also 
highlight their strategic initiatives and commitment to addressing pressing ESG concerns 
(Journal of International Accounting, 2020).  

However, with a focus on transparency and consistent reporting, inclusion alone is not 
enough. Companies must adopt standardized reporting methods, ensuring that the data they 
provide is not only detailed, but also comparable across segments. International Accounting 
Standards (IAS) offer a comprehensive framework for consistent reporting on ESG factors, 
ensuring that the data shared is both credible and actionable. 

The ever-evolving nature of the financial world is evident from recent announcements by 
the International Accounting Standards Board (IASB). The IASB recognized the changing 
dynamics and, as a result, proposed significant updates to the IFRS accounting taxonomy in 
2023. 

These updates reflect recent changes to several IFRS accounting standards, in particular: 
 The "International Tax Reform" which introduced amendments to IAS 12, entitled 

"Profit Taxes", was introduced in May 2023.  
 It was followed closely by the "International Tax Reform, which further amends Section 

29 of the IFRS for Small and Medium Enterprises in September 2023.  
 "Supplier Financial Arrangements" appeared in the same month, replacing IAS 7, 

known as the "Statement of Cash Flows", and IFRS 7, entitled "Financial Instruments: 
Disclosures".  

 Finally, "Lack of substitutability" was introduced, introducing key changes to IAS 21 
on "Effects of Changes in Exchange Rates / Effects of Changes in Foreign Currency 
Exchange Rates " in August 2023 (IFRS - IASB, 2023). 

These updates mark the IASB's commitment to creating a robust, transparent and 
standardized financial reporting framework that embraces ESG developments and other related 
issues. 

In conclusion, the integration of ESG into the financial narrative is not just a trend, but a 
testimony to the changing dynamics of the global financial landscape. Companies ready to 
provide a comprehensive, transparent and standardized report will not only satisfy the demands 
of modern investors, but will also position themselves as leaders in a world that values both 
profit and principles. 

 
 
 
 

Feedback as an analytical perspective in finance - ESG as a tool for analysis 
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In the world of finance, understanding and interpreting feedback plays an indispensable 
role. Feedback provides a lens through which we can evaluate the effectiveness and relevance of 
certain data. Particularly in the domain of environmental, social and governance (ESG) 
considerations, market feedback offers an illuminating perspective on the significance of such 
data for investors and creditors. 

The market's reaction to the disclosure of ESG information is a prime example of this 
analytical feedback. By observing and evaluating how trading behavior changes in response to 
the release of ESG metrics, a clearer understanding of what aspects of the information resonate 
most with stakeholders can be gained. A key study titled "Market Reactions to ESG News: The 
Good, the Bad and the Neutral" from the Journal of Financial Analysis 2019 provides a 
comprehensive examination of the phenomenon. The research highlights how various ESG-
related revelations can affect investor sentiment and trading actions. Such insights highlight the 
importance of transparency and the key role that ESG metrics play in investment decision-
making processes (Journal of Financial Analysis, 2019). 

As we move deeper into the digital age, the tools available to us to analyze financial data, 
including ESG metrics, have seen unprecedented advances. The fusion of information 
technology with traditional financial practices has contributed to a set of sophisticated analytical 
tools. These tools can perform both qualitative and quantitative analyzes of ESG reports. 

For example, an insightful article titled ―Harnessing AI for ESG Reporting: The New 
Frontier‖ from Technology and Finance 2022 discusses how artificial intelligence has 
revolutionized the way we understand and interpret ESG data. With the help of such cutting-
edge technologies, stakeholders can delve deeper into ESG reports, sifting through vast amounts 
of data to pinpoint areas of particular interest or concern. This not only simplifies the decision-
making process for investors and creditors, but also improves the overall transparency and 
clarity of the ESG reporting environment (Technology and Finance Journal, 2022). 

In conclusion, feedback, whether it manifests as the market's response to new information 
or insights gleaned from sophisticated analytical tools, remains a cornerstone of the financial 
world. Particularly in the realm of ESG reporting, such feedback mechanisms provide 
invaluable insights, ensuring that both issuers and consumers of this data can make well-
informed decisions. As the interaction between finance and technology continues to evolve, it is 
critical that participants stay abreast of these developments, using the analytical power of 
feedback to drive better outcomes for all parties involved. 

In the world of finance, the old adage "money talks" still holds weight, but the 
conversation has evolved. It's no longer just about returns, returns and results; instead, a holistic 
dialogue surrounding environmental, social and governance (ESG) factors has come to the 
forefront of investor priorities. This shift is not just a trend, but a reflection of an evolving 
understanding of what constitutes long-term, sustainable success in the corporate world.  

Over the past few decades, the appeal of socially responsible investments has grown 
significantly. The foundations of this movement are multiple, but a significant driving force is 
the growing recognition among investors that companies that prioritize, implement and 
subsequently report on ESG metrics often demonstrate increased resilience to both market 
fluctuations and environmental threats. 

Such claims are not without empirical support. A 2008 study by Ball, Robin, and Sadka 
lends credence to this narrative, suggesting that there is a tangible correlation between 
companies that are committed to high standards of ESG reporting and their overall market 
reputation. When a firm emphasizes ESG standards, it not only signals its commitment to 
sustainable practices, but also often garners increased customer loyalty. In the unpredictable 
waters of the market, where sentiment can change on a whim, this loyalty can serve as an 
anchor, potentially leading to more consistent and predictable revenue streams (Ball, Robin, & 
Sadka, 2008). 

Why is this surge in ESG significant for investors? The reasons are multiple. First, there 
is a growing awareness of the interconnectedness of business operations and the wider 
environment. As the effects of climate change become more tangible, investors are looking to 
align their portfolios with companies that are actively mitigating their environmental footprint. 
A proactive approach to environmental management can proactively address potential 
regulatory and reputational risks, which can translate into stronger financial performance over 
the long term. 
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Second, social factors, including issues such as employee well-being, diversity, inclusion 
and community engagement, have also become prominent. Companies that invest in their 
employees and foster a culture of inclusiveness are often in a better position to attract and retain 
talent, which can provide a competitive advantage in a rapidly changing business environment.  

Finally, governance, which encompasses aspects such as corporate ethics, board diversity, 
and executive compensation, among others, plays a key role in determining a company's long-
term viability. Good governance practices are often correlated with transparency and 
accountability, traits that investors increasingly value given the potential pitfalls of 
mismanagement and corporate malfeasance. 

In conclusion, ESG has become a priority for investors not only as a matter of ethics or 
conscience, but as a pragmatic approach to protect and improve their investments. As the 
corporate landscape continues to evolve, it is clear that ESG considerations will remain at the 
heart of informed investment strategies for years to come. 

ESG as a lens for credit risk and as an environmental enigma 
In recent years, the importance of environmental, social and governance (ESG) factors in 

the world of finance has grown exponentially. While traditionally these parameters have been 
associated with equity investments, their importance to creditors is becoming increasingly 
apparent. For those who approve loans, whether they are banks, bondholders or other financial 
institutions, ESG issues are no longer mere words; they are serious risk factors that can affect a 
company's financial health and its ability to service debt. 

When it comes to the environmental aspect of ESG, the risks are multiple. Take, for 
example, a company involved in activities that have a significant carbon footprint/emission. 
Such a company, if it is not proactive in solving environmental problems, could face heavy fines 
in the future. The Paris Agreement, a globally recognized agreement on climate change, led 
many countries to implement strict regulations on carbon emissions (Roberts, D. 2016. ―The 
Paris Agreement: What It Is and Why It Matters.‖ Vox). Failure to do so can result in significant 
financial penalties. In addition, companies that are not ready to transition to a low-carbon 
economy may find themselves at a competitive disadvantage, struggling to keep pace with 
industry changes and facing ever-increasing operating costs. 

On the social front, companies that neglect their social responsibilities can face multiple 
challenges. Inequities in the workplace, inadequate work practices or a lack of community 
engagement can lead to protests, boycotts and reduced brand loyalty. According to the Edelman 
Trust Barometer, companies that do not prioritize social contributions may see a significant 
decline in consumer trust (Edelman, 2020. ―2020 Edelman Trust Barometer‖). This reduced 
confidence can lead to reduced sales and revenue streams, directly affecting the firm's ability to 
repay its creditors. 

Governance, the third pillar of ESG, is arguably the most direct link to a company's 
financial health from a creditor's perspective. A company with weak corporate governance 
structures is susceptible to financial malfeasance, mismanagement and strategic mistakes. The 
corporate collapses of Enron and Lehman Brothers serve as classic examples of how 
governance failures can lead to significant financial disasters (Sorkin, AR 2008. Too Big to 
Fail: The Inside Story of How Wall Street and Washington Struggled to Save the Financial 
System—and They themselves.‖ Viking).  

 
For creditors, the focus is not just on principal and interest; it is about repayment 

insurance. When a business is embroiled in ESG controversies, its profitability and solvency are 
under the scanner. A company that faces environmental lawsuits, is implicated in labor rights 
violations, or suffers from corporate governance lapses. It is a company that potentially risks its 
financial position. For creditors, this means an increased risk of default. 

In conclusion, ESG is not just a sustainable investment trend; it is the lens through which 
lenders should assess potential credit risks. In an interconnected global economy, where 
reputation and regulatory compliance play a key role, neglecting ESG can be a costly mistake 
for credit originators. 

 
 

Investors and creditors in ESG reporting 
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In the world of finance, investors and creditors, although seemingly different groups of 
stakeholders, often find their interests intricately intertwined, particularly in the evolving field 
of environmental, social and governance (ESG) reporting. With global challenges on the rise, 
from climate change to social justice issues, both factions are becoming increasingly vigilant 
about ensuring companies' sustainable operations. 

To understand this connection between investors and creditors, we must first dissect their 
primary motivations. Investors, whether they are shareholders or institutional investors, are 
fundamentally driven by returns on their investments. While profitability remains a primary 
concern, a company's long-term viability, in today's context, depends on its sustainable 
practices. A study by the Global Sustainable Investment Alliance (GSIA) showed that global 
sustainable investment grew to over $30 trillion in 2018 (GSIA, 2018). This highlights the 
evolving mindset of investors, where ESG factors are seen as predictors of a company's future 
success and potential risks. 

On the other hand, creditors, which primarily consist of banks, bondholders and other 
lenders, are mostly concerned about the company's ability to repay its debts. On a superficial 
level, it could be argued that creditors should be solely concerned with the short-term financial 
health of the firm. However, in today's interconnected and rapidly changing world, a company's 
long-term viability plays a critical role in its short-term financial health. For example, a 
company that does not comply with environmental regulations could face heavy fines, which 
could hinder its ability to service its debt in the immediate term. 

It is therefore not surprising that ESG reporting, which sheds light on a company's 
environmental, social and governance practices, has attracted the attention of both investors and 
creditors. ESG metrics provide key insights into a company's risk management strategies, 
operational efficiency and long-term resilience – all of which impact both investment returns 
and creditworthiness. 

Moreover, increasing global challenges, from the imminent threat of climate change to 
the widespread demand for greater social responsibility, have only emphasized the importance 
of ESG reporting. For example, the Task Force on Climate-Related Financial Disclosures 
(TCFD) has highlighted the financial implications of climate change for companies (TCFD, 
2017). Such findings underscore the importance of ESG considerations for both investors and 
lenders. Companies that ignore these factors may face reduced investor interest and increased 
borrowing costs. 

In conclusion, the evolving landscape of global challenges and the increasing emphasis 
on sustainability have fostered a dynamic relationship between investors and creditors in the 
field of ESG reporting. Both groups, driven by their own nuanced motivations, now see ESG 
metrics as a key barometer of a company's long-term sustainability. As global challenges 
continue to escalate, this interaction between investors and creditors will only deepen, further 
emphasizing the paramount importance of sustainable business practices. 

 

1.1. Inequality in resources: Challenges and opportunities 
Traditionally, ESG reporting and compliance has been more common among large 

corporations, often driven by a combination of regulatory compliance, stakeholder demand, and 
risk management considerations. However, as the importance of ESG factors grows, their 
importance becomes apparent to businesses of all sizes, including small and medium-sized 
enterprises (SMEs). 

One of the key challenges for SMEs when it comes to ESG reporting is the inequality in 
resources. Unlike large corporations , small and medium-sized enterprises often operate with 
limited financial and human capital. This scarcity can make it difficult to allocate resources to 
ESG initiatives or sophisticated reporting mechanisms. Large corporations often have dedicated 
teams or departments that focus exclusively on sustainability or ESG reporting, with access to 
tools, external consultants, and resources that may be out of reach for smaller businesses 
(Schaltegger & Wagner, 2011).  

However, it's not all uphill for SMEs. One of the characteristics of small and medium-
sized enterprises is their agility. Because they are smaller in size, they are often devoid of 
bureaucratic layers that could slow down decision-making in larger enterprises. This agility can 
be used as a competitive advantage, allowing SMEs to strategically respond to ESG challenges 
faster than their larger counterparts (Battisti & Perry, 2011).  
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The inherent flexibility of SMEs provides them with an unprecedented opportunity to 
rapidly adapt their business models in response to evolving ESG requirements. For example, an 
SME may decide to shift its supply chain towards more sustainable alternatives, embrace 
circular economy principles, or integrate community engagement activities without having to  
navigate multiple layers of approval. This agility not only offers SMEs the opportunity to be 
leaders in sustainable practices, but also to potentially capture new market segments that 
prioritize ESG values. 

Moreover, the increasing importance of ESG factors in investment decisions is reshaping 
the financial landscape. A study by the Global Alliance for Sustainable Investments showed that 
funds for sustainable investments have experienced significant growth in recent years, 
highlighting the increasing role of ESG criteria in determining investment decisions (GSIA, 
2020). For SMEs, this trend indicates an increasing number of potential investors interested in 
companies that can demonstrate a commitment to ESG principles, even if they do not have the 
sophisticated reporting mechanisms of larger corporations.  

In conclusion, although ESG reporting poses certain challenges for SMEs, it also reveals 
a number of opportunities. By leveraging their innate agility and strategically positioning 
themselves in the ESG landscape, SMEs can not only meet the increasing demands of conscious 
stakeholders, but also open up new avenues for growth and value creation. 

 

International accounting standards in ESG reporting for SMEs 
Financial reporting has undergone significant evolut ion over the years, with the inclusion 

of non-financial measures that represent a company's responsibility towards its environment, 
society and governance (ESG). This has particularly affected small and medium-sized 
enterprises (SMEs), who may find the complexity of ESG reporting challenging. One way to 
manage this challenge and ensure comprehensive and standardized reporting is the application 
of International Accounting Standards (IAS). 

A key benefit of using IAS in ESG reporting is the improved transparency and 
consistency it brings to the table. According to a study in the Journal of Finance and Economics 
(2017) entitled "The Impact of IFRS on Financial Reporting Practices", the application of IAS 
ensures that the ESG reports of SMEs are examined at an internationally recognized level. This 
is crucial as it strengthens confidence in the SME sector, especially when stakeholders assess 
and compare the performance of these businesses alongside larger entities. Essentially, adhering 
to an internationally accepted framework puts SMEs on a level playing field with their larger 
counterparts, making their ESG efforts more credible and comparable. 

A further significance of IAS is its potential to integrate ESG data directly into regular 
financial reports. This seamless integration benefits both businesses and stakeholders. For 
businesses, especially SMEs, it simplifies reporting processes, eliminating the need for parallel 
systems for financial and non-financial data. Meanwhile, stakeholders get a more holistic 
perspective on the company's performance, including both financial and social aspects . When 
SMEs effectively use the IAS framework, they present not just numbers but a coherent story 
about their social and environmental impact intertwined with their fiscal performance. 

The financial reporting landscape is evolving, and with the emergence of sustainability-
focused standards from the International Sustainability Standards Board (ISSB), entities are 
now mandated to provide deeper insight into their environmental, social and governance (ESG) 
performance. Two key standards, IFRS S1 and IFRS S2, were introduced to improve the 
disclosure of information related to sustainability in general purpose financial statements. This 
article further explores the role of standards on creditors and investors. 

1.2. IFRS S1 - General requirements for the disclosure of financial information 

related to sustainability 
IFRS S1 lays the foundation for comprehensive sustainability disclosure by establishing 

general requirements for entities/companies. IFRS S1 encompasses the disclosure of 
sustainability-related risks and opportunities, offering stakeholders a holistic view of an entity's 
ESG performance. 

From an investor's perspective, IFRS S1 provides a key layer of information that goes 
beyond traditional financial metrics. It gives investors the tools to evaluate an entity's 
sustainability practices, understanding how these factors can affect long-term financial stability. 
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By incorporating ESG considerations into decision-making processes, investors can make 
better-informed choices consistent with their values and long-term goals. 

Creditors benefit from IFRS S1 by having insight into the risks associated with a 
company's sustainability practices. Environmental and social risks, when integrated into risk 
assessment frameworks, enable lenders to assess the potential financial implications of such 
risks on a borrower's ability to meet its obligations. This is in line with the growing recognition 
that sustainability risks are an integral part of overall credit risk.  

IFRS S2, on the other hand, zooms in on climate-related disclosures, recognizing the 
increased importance of considering climate change in today's business environment.  

For investors, especially those increasingly concerned about the impact of climate 
change, IFRS S2 is a game changer. By requiring entities to disclose information about climate-
related risks and opportunities, the standard helps investors assess an entity's readiness for the 
challenges posed by climate change. This information not only builds investor confidence, but 
also helps align investment strategies with climate goals. 

Creditors also benefit from IFRS S2 as they can assess how an entity is positioned to 
manage the long-term financial impacts of climate-related risks. This insight is critical for 
lenders seeking to understand the resilience of a borrower's business and financial performance 
to climate change, thereby contributing to more informed credit decisions.  

The ISSB standards, IFRS S1 and IFRS S2, strike a balance between meeting the needs 
of both investors and creditors. IFRS S1 expands the scope of sustainability reporting, offering a 
comprehensive view of an entity's ESG performance, while IFRS S2 addresses climate-related 
disclosures, addressing the specific concerns of stakeholders in a world grappling with the 
impacts of climate change. Together, these standards contribute to a holistic understanding of an 
entity's performance, aligning financial and sustainability reporting to provide a complete 
picture for investors and creditors. 

1.3. Practical guidelines for ESG reporting: a modern approach for SMEs 
The global business environment is increasingly focused on sustainability, with an 

emphasis on environmental, social and governance (ESG) aspects of business. For small and 
medium-sized enterprises (SMEs), this represents both a challenge and an opportunity. Using 
international codes of ethics for professional accountants, SMEs can establish a modern ESG 
reporting process that not only aligns with global standards, but also creates value for their 
stakeholders. 

One of the cornerstones of effective ESG reporting is ongoing training. As highlighted in 
the 2021 Sustainability Journal article "Continuous Learning in Corporate Sustainability", ESG 
trends are in a state of constant evolution (Sustainability Journal, 2021). In rapidly changing 
behavior patterns, it becomes critical for businesses, regardless of their size, to stay current. 
Regularly immersing the team in the latest practices and standards ensures that the reporting 
process is not only accurate but also relevant. It prevents the risk of falling behind and missing 
critical opportunities that come with being on the front lines of ESG integration.  

Another unique advantage for SMEs is their typically closer relationship with 
stakeholders. As discussed in Business Ethics Quarterly's 2019 ―Stakeholder Engagement in the 
Age of Transparency,‖ this proximity offers SMEs a clearer understanding of their stakeholders' 
ESG priorities (Business Ethics Quarterly, 2019). This can be used to design and implement 
ESG reporting that resonates deeply with the concerns and aspirations of those invested in the 
business, be they customers, employees or investors. In an age where authenticity and alignment 
with stakeholder values can differentiate a business, this is a significant advantage for SMEs. 

However, while internal processes and stakeholder engagement are key, external 
validation cannot be overlooked. The article "The value of independent audits in ESG reporting" 
in the International Auditing Journal in 2020 emphasizes the importance of this aspect 
(International Auditing Journal, 2020). Especially for small and medium-sized companies that 
have ambitions to attract investments or enter into cooperation with larger companies, an 
independent audit of their ESG reports becomes crucial. Such audits provide assurance that 
reporting is accurate and conforms to recognized standards. More than just a stamp of approval, 
an independent audit fosters trust, demonstrating MSP's commitment to transparency and 
integrity. 

In conclusion, while ESG reporting can seem like a daunting task, with the right 
approach, SMEs can not only comply, but thrive. By ensuring ongoing training, leveraging 
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close relationships with stakeholders and obtaining independent audits, SMEs can position 
themselves at the forefront of sustainable business practice. In doing so, they not only protect 
the future of their businesses, but also contribute positively to the wider global ecosystem. 

The financial landscape is undergoing significant transformation with an increasing 
emphasis on environmental, social and governance (ESG) factors. For seasoned financial 
professionals, understanding the reasons behind this change is critical. 

For starters, today's investors, from large institutions to individual shareholders, demand 
greater transparency in investment processes and outcomes. This demand is driven in part by the 
transfer of wealth from Baby Boomers to Millennials and Generation Z, who are more inclined 
to invest in impact (Source: Merrill Lynch, "ESG: From Niche to Mainstream" ). The new 
generation prefers returns that are aligned not only with financial goals but also with social 
values. 

Moreover, ESG factors have emerged as significant components in risk management 
strategies. For example, businesses today are grappling with environmental risks associated with 
climate change, such as damage from extreme weather or changes in the marketplace due to 
new environmental regulations (Source: McKinsey, "Climate Risk and Response" ). From a 
social standpoint, businesses that neglect social responsibilities can face challenges such as 
reputational damage or even legal consequences (Source: Harvard Business Review, "The 
Comprehensive Business Case for Sustainability" ). In addition, management oversight can lead 
to serious financial irregularities, with the potential for significant fines from regulatory 
authorities. 

Regulations and policies are evolving in tandem with these changes. Governments and 
regulatory agencies around the world are increasingly incorporating ESG directives into their 
frameworks, emphasizing transparency in non-financial reporting (Source: European 
Commission, "Guidelines on non-financial reporting" ). As countries adopt ambitious 
environmental targets, businesses must adapt to a more stringent regulatory environment, where 
non-compliance can result in financial consequences. 

The research also highlights the link between ESG practices and better business 
performance. Companies that prioritize ESG parameters often show long-term resilience and are 
perceived as better prepared for new challenges (Source: Financial Times, "Good ESG scores 
correlate with market performance" ). Moreover, as ESG becomes the benchmark for 
sustainable practices, financial institutions are now considering ESG compliance when offering 
capital (Source: Bloomberg, "ESG Funds Continue to Outperform the Broad Market" ). 

The impact of ESG on brand reputation is undeniable. Companies with sustainable and 
responsible practices benefit from positive branding, influencing customer loyalty and allowing 
them to demand premium prices (Source: Nielsen, "Sustainable Choices: How Socially 
Responsible Companies Turn Profits" ). Such companies also attract top talent, further 
increasing their competitive advantage (Source: Glassdoor, "2019 Mission and Culture Survey" 
). 

The globalized nature of business today means that pg. 52corporate decisions reverberate 
around the world. With interconnected markets, there is a collective responsibility to address 
universal challenges such as climate change or human rights (Source: United Nations Global 
Compact, "The Role of Global Business in Global Solutions" ). 

Analysis of Interest in ESG Standards in the Western Balkans 
An analysis of search trends related to ESG (Environmental, Social, and Governance) 

factors on Google for the countries of the Western Balkans — Montenegro, North Macedonia, 
Serbia, Bosnia and Herzegovina, and Albania — reveals significant differences in the level of 
interest among these countries. , Serbia demonstrates significant fluctuations in interest, with a 
marked peak at the end of March 2023. This peak points to specific events or growing 
awareness that have fueled increased search activity, suggesting a possible catalytic dynamic in 
perception and engagement around ESG issues within a country. 

 
 
 
 

Figure 1: Graph of searches on the subject of ESG in the Western Balkans 
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Source: Google Trends, 2024 
Unlike Serbia, Montenegro, North Macedonia, Bosnia and Herzegovina and Albania 

show limited interest in ESG during the same period, implying a low level of awareness or 
interaction with ESG topics. This consistently low level of interest indicates a lack of regulatory 
initiatives, public discussions and corporate engagements that would raise awareness and 
relevance of ESG factors. 

In general, despite the individual peak in Serbia, the overall interest in ESG topics 
remains relatively modest in the Western Balkans, which suggests that ESG can still be 
considered an emergent field of interest in this region. 

For stakeholders focused on promoting ESG standards and practices, these data point to 
the need for tailored engagement strategies. This includes intensifying educational initiatives 
and marketing campaigns in regions with more pronounced interest such as Serbia, while at the 
same time researching and understanding barriers to engagement in other countries should be 
undertaken, in order to adequately address specific local obstacles and potentials.  

 

The dynamic relationship between investors and creditors in ESG 
In the world of finance, investors and creditors are the two primary subjects with a vested 

interest in the performance and trajectory of a company. While both rely heavily on a company's 
financial statements to assess its health and prospects, their views on environmental, social and 
governance (ESG) factors can differ significantly. Yet in many cases, their views intertwine, 
revealing a dynamic relationship based on both divergent and convergent interests. 

Creditors, by their very nature, primarily deal with debt collection insurance. They want 
to ensure that companies have the financial robustness to repay their debts on time. On the other 
hand, investors have a wider scope, not only looking for growth and profit, but also 
sustainability and stability in the company's operations. The convergence of these interests 
becomes apparent when we consider the implications of ESG practices. Strong adherence to 
ESG often signals a healthy corporate culture – one that mitigates potential risks and seeks to 
maximize value over the long term (Global Reporting Initiative, 2019).  

However, as we delve deeper into the world of ESG, challenges and opportunities are 
starting to emerge, especially for small and medium-sized enterprises (SMEs). These smaller 
entities can have a particularly difficult time keeping up with all the nuances of ESG reporting. 
Since they typically lack the expansive teams and budgets of larger corporations, tracking and 
reporting on every relevant ESG factor can be daunting. In addition, their limited access to 
specialized information and expertise further complicates the challenge (Global Reporting 
Initiative, 2019). 

However, it's not all storm clouds for SMEs in the ESG arena. Their smaller size often 
gives them an agility that many larger corporations lack. This agility translates into a unique 
ability to respond quickly to changes in the business environment. As new trends emerge, 
including the increasing importance of ESG practices, SMEs are in a prime position to adapt 
quickly. This adaptability does not just extend to responding to trends – it encompasses the 
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ability to incorporate them into their core operations, offering them a competitive advantage in 
an ever-evolving business environment (Harvard Business Review, 2018). 

Although the perspectives of investors and creditors may differ in certain respects, their 
mutual appreciation of the value of ESG in business reveals an interesting dynamic. SMEs, 
while facing challenges, have distinct agility that can be exploited as an opportunity in the ESG 
landscape. As the business world continues to evolve, those who can quickly adapt and integrate 
ESG practices into their operations will undoubtedly be the leaders of tomorrow. 
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