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Abstract

This report presents a comprehensive ESG (Environmental, Social, and Governance) assessment of twelve small and medium-
sized enterprises (SMEs) across diverse industrial sectors in China. Given that SMEs account for over 99 percent of all market
entities in China and contribute more than 60 percent of national GDP, understanding their ESG posture is critically important.
However, SMEs face systemic challenges in ESG evaluation due to resource constraints, lack of specialized expertise, and the
absence of standardized, scalable assessment methodologies. The assessment employed a forty-indicator framework adapted
from the China City Index of Venture (CCIV) seven-pillar model, organized across environmental, social, and governance
dimensions. Data were collected through semi-structured interviews with senior representatives of twelve purposively selected
SMEs between October 2025 and January 2026. The findings reveal uniformly low ESG maturity across all twelve cases, with
total scores ranging from 9 to 28 out of 120 (7.5% to 23.3%), all at the Initial maturity level. The assessment identified a consistent
"awareness-without-action" phenomenon, where senior managers acknowledged ESG importance but had not translated
awareness into formal management systems due to absence of regulatory mandates, cost concerns, and resource constraints.
Supply chain management emerged as the critical weakness across all cases. Company size positively correlated with ESG
maturity, while company age was not a reliable predictor. Sectoral patterns revealed that environmentally oriented, socially
mission-oriented, and professionally regulated sectors exhibited relatively stronger performance in their respective dimensions.
The report concludes with implications for policy and practice, emphasizing the need for sector-specific ESG frameworks,
accessible assessment tools, and promotion strategies that emphasize the business case for sustainability. The findings establish
the necessity for a Stage II in-depth assessment to validate and elaborate upon the baseline findings, forming the basis of a two-
stage ESG assessment framework for Chinese SMEs.
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1. Background and Necessity for SME
ESG Assessment

1.1. The Strategic Importance of ESG for SMEs

Environmental, Social, and Governance (ESG) criteria have
emerged as integral drivers of corporate sustainability [12],
investor strategy [35], and regulatory adherence [25]. While
large enterprises often leverage robust institutional frame-
works for ESG disclosure, the current body of literature is
heavily weighted toward the study of large corporations [40].
Small and Medium Enterprises (SMEs), by contrast, face sys-
temic challenges [6, 20] in evaluating and advancing their
ESG performance, hindered by resource constraints [25], a
lack of specialized expertise [36], and the absence of stand-
ardized, scalable assessment methodologies [6, 21].

The formal categorization of SMEs in China is governed by
the Interim Categorizing Criteria on Small and Medium-sized
Enterprises, a policy enacted in 2003 under the legal founda-
tion of the SME Promotion Law. The criteria stipulate a mul-
tithreshold classification system based on three quantitative
indicators: number of employees, total assets, and annual busi-
ness revenue, with varying benchmarks across industrial sec-
tors [26]. SMEs collectively account for more than 99 percent
of all market entities in China, contribute no less than 60 per-
cent of the national Gross Domestic Product, and are respon-
sible for creating more than 82 percent of the country's em-
ployment opportunities [26]. The aggregate economic signifi-
cance of SMEs therefore renders their ESG posture a matter
of national strategic concern, not merely an individual firm-
level issue.

1.2. The Economic Case for ESG Integration

ESG compliance has transitioned from a voluntary initia-
tive to a strategic necessity [14] for SMEs, driven by escalat-
ing regulatory mandates [22], supply chain expectations [42],
and evolving stakeholder demands [41]. Global regulators are
institutionalizing stringent ESG disclosure requirements, ex-
emplified by the EU Corporate Sustainability Reporting Di-
rective (CSRD) [11], and noncompliance exposes SMEs to fi-
nancial penalties [18]. More than half of China's carbon diox-
ide emissions are attributable to SMEs [28], and the consump-
tion of fossil fuels additionally generates sulphur dioxide, ni-
trogen oxides, and soot emissions [19]. SMEs in carbon-inten-
sive industries face mounting fiscal pressures [39] from emis-
sions pricing mechanisms, including carbon taxes [8, 15] and
cap-and-trade systems [38], necessitating ESG-aligned opera-
tional efficiencies to mitigate cost escalation.

A positive correlation exists between the implementation of
sustainability practices and superior financial performance in
SMEs [31]. Organizations lacking sustainability-oriented op-
erational competencies incur significant financial and opera-
tional liabilities, and SMEs deficient in sustainability exper-
tise often fail to identify material ESG risks [31], exposing
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themselves to reputational harm and stakeholder distrust [24].
Consequently, SMEs lacking auditable ESG metrics risk ex-
clusion from high-value contracts [32]. Noncompliance with
partner-mandated ESG performance thresholds may result in
exclusion from procurement tenders, thereby imperilling stra-
tegic partnerships and eroding enterprise viability.

Financial institutions, including the European Central
Bank's green lending frameworks [34] and institutional inves-
tors, now systematically integrate ESG performance metrics
into capital allocation strategies [5, 23], effectively marginal-
izing noncompliant entities from liquidity access. This trend
establishes a direct link between ESG performance and inves-
tor expectations, transforming financial incentives by reward-
ing robust ESG profiles with lower capital costs and preferen-
tial investment. Mishra et al. [29] note that SMEs exhibiting
ESG alignment concurrently secure competitively priced fi-
nancing through instruments such as sustainability-linked
bonds and green loans [9], thereby bolstering fiscal resilience
and long-term financial stability [4].

Reputational equity is increasingly influenced by consumer
demand for environmental and social responsibility. Empiri-
cal market research indicates a strong consumer preference for
sustainable products: a 2020 McKinsey U.S. consumer senti-
ment survey found that more than 60 percent of respondents
are willing to pay a premium for products with sustainable
packaging, while a NielsenlQ study reports that 78 percent of
U.S. consumers consider a sustainable lifestyle important [27].
SMEs with verified ESG credentials gain competitive lever-
age in saturated markets. It is theoretically and empirically es-
tablished that consumers exhibit a marked preference for pur-
chasing from environmentally conscious firms, frequently
demonstrated through a greater willingness to pay for products
perceived as "clean" [3].

1.3. Barriers to ESG Adoption Among SMEs

Despite this growing imperative, SMEs face significant bar-
riers in adopting ESG practices due to the limitations of exist-
ing assessment systems [2], most of which are primarily de-
signed for large corporations. A discernible gap exists in ESG
disclosure quality and financial flexibility between firms of
different sizes: larger firms generally possess more capital, ex-
hibit higher-quality ESG disclosures, and encounter fewer ex-
ternal financing constraints, while smaller firms are more
likely to exhibit lower-quality ESG disclosure [10]. To
achieve corporate profits that are environmentally and socially
responsible, boards and management of SMEs must address
two critical obstacles: the ESG issue-assessment barrier, stem-
ming from an organization's difficulty in equitably evaluating,
prioritizing, scoping, and planning ESG initiatives; and the
shareholder-value barrier, which arises from the deeply insti-
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tutionalized belief that a firm's primary obligation is to max-
imize shareholder returns—a mindset that often generates in-
ternal resistance to substantive ESG measures [37].

Current ESG practices are expensive [14], ranging from a
few thousand US dollars [7] to an average of USD 1,498,673
[17], amounts that are unaffordable for SMEs with limited fi-
nancial resources [30]. Additionally, ESG systems typically
require specialized personnel to interpret complex frame-
works like the Global Reporting Initiative (GRI) or Sustaina-
bility Accounting Standards Board (SASB) [13, 33]—a chal-
lenge for SMEs lacking in-house sustainability experts [1].
Furthermore, current standardized ESG assessment methodol-
ogies often overlook sector-specific operational realities [16],
resulting in the application of non-contextual metrics or mis-
aligned performance benchmarks. In the absence of custom-
ized frameworks, SMEs encounter significant challenges in
aligning with escalating regulatory mandates.

2. ESG Assessment Framework for SME

2.1. Introduction to ESG Assessment for SMEs

ESG assessment provides a structured means of evaluating
how small and medium-sized enterprises (SMEs) manage en-
vironmental, social, and governance responsibilities. For
SMEs, assessment serves a different purpose than for large
corporations: rather than supporting investor disclosure, it
functions as a diagnostic and developmental tool that helps
owner-managers identify gaps, prioritise improvements, and
demonstrate credibility to supply chain partners and financiers
[2, 6, 30]. Effective SME assessment must therefore satisfy
three conditions. First, it must be contextually appropriate, re-
flecting the regulatory environment, industrial structure, and
cultural norms in which Chinese SMEs operate [40]. Second,
it must be operationally feasible, requiring only the limited
personnel, time, and technical capacity that SMEs can realis-
tically commit [1, 14]. Third, it must be diagnostically useful,
generating actionable improvement recommendations rather
than a composite score alone [31, 37]. Existing frameworks—
including GRI and SASB—were designed primarily for large,
resource-rich firms and assume data infrastructure and spe-
cialist expertise that most SMEs lack [13, 33]. Consequently,
a dedicated SME assessment framework is required: one that
translates established ESG principles into indicators propor-
tionate to SME scale, and that supports progressive maturity
development rather than one-off compliance reporting [21,
36].

2.2. The Forty-Indicator Assessment
Instrument

The forty-indicator instrument is organized across three di-
mensions:
Environmental Dimension (15 indicators) covering:
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1) Carbon reduction and climate change: Scope 1, 2, and 3
emissions calculation (E11-E13), third-party verifica-
tion of carbon data (E14), carbon reduction targets (E15),
carbon reduction achievement records (E16), climate
change impact assessment (E17)

2) Resource efficiency and circular utilization: Regular
electricity consumption monitoring (E21), regular water
consumption monitoring (E22), recycling facilities pro-
vision (E23), general waste data collection (E24), recy-
cled material data collection (E25), resource efficiency
targets (E26), climate change mitigation measures (E27),
environmental charter or covenant (E28)

Social Dimension (20 indicators) covering:

1) Labour and human rights: Labour rights protection pol-
icy (S11), fair recruitment policy (S12), employee train-
ing and development (S13), employee feedback collec-
tion (S14), healthcare and health information provision
(S15)

2) Occupational health and safety: Safe working environ-
ment policy (S21), regular risk assessment (S22), safety
training provision (S23), accident and cause recording
(S24), industry safety standard adoption (S25)

3) Supply chain management: Supplier sustainability con-
sideration (S31), supplier ESG performance tracking
(S32), green procurement policy (S33), supply chain risk
identification (S34), regular supplier communication
(S35)

4) Customer and product responsibility: Management sup-
port for ESG (S41), product environmental factor con-
sideration (S42), honest marketing principles (S43),
timely customer complaint handling (S44), clear return
and exchange policy (S45)

Governance Dimension (15 indicators) covering:

Board-level ESG oversight, anti-corruption policies, whis-
tleblower mechanisms, fair competition policies, ESG risk
management, transparency and disclosure, supply chain gov-
ernance structures, ESG performance management, supplier
ESG accountability, ESG escalation mechanisms, data gov-
ernance for ESG, ethics training, regulatory compliance, in-
ternal audit of ESG, and stakeholder governance.

Each indicator was scored on a scale of zero to one hundred,
where zero indicates complete absence of the practice and one
hundred indicates full implementation with documented evi-
dence. The overall score for each pillar is computed as the
weighted sum of dimension scores, with weights determined
by the industry-differentiated weighting mechanism.

3. Assessment Tool and Data Collection

3.1. Assessment Methodology

The assessment employed a structured self-assessment in-
strument comprising forty indicators organized across the
three ESG dimensions. Each case assessment followed a
standardized protocol. First, a semi-structured interview was
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conducted with a senior representative of the company, typi-
cally the founder, chief executive officer, director, or owner-
manager. The interviews were conducted between October
2025 and January 2026, either at the company premises or via
video conference, and lasted between sixty and ninety minutes
each. The interview protocol was organized around five the-
matic blocks: company background and operational profile,
environmental practices and awareness, social policies and
stakeholder relations, governance structures and ethical stand-
ards, and attitudes towards ESG and sustainability.

The assessment protocol included an introductory meeting
explaining objectives and confidentiality arrangements; sys-
tematic evidence collection from documentary sources and
structured interviews; scoring against predefined rubrics with
documented evidence and rationale; and production of a com-
prehensive profile including pillar and dimension scores, com-
parative benchmarking, and preliminary improvement recom-
mendations. The standardised protocol was administered by
the researcher, who guided enterprise personnel through the
assessment process and ensured that the assessment was con-
ducted consistently across enterprises. The researcher also
verified the evidence provided by enterprises, requesting ad-
ditional documentation or clarification where necessary to en-
sure the accuracy and completeness of the assessment.

3.2. Case Selection

The twelve cases were selected through purposive sampling
to maximize variation across industrial sector, company size,
and year of establishment. The sample encompasses enter-
prises in:

1) Public electric vehicle charging infrastructure (C1)

2) Renewable energy (C2)

3) Electronic device assembly and trading (C3)

4) Aquaculture-related trading (C4)

5) Recycled plastic product manufacturing (C5)

6) Cosmetics (C6)

7) Beverage production (C7)

8) Travel agency services (C8)

9) Education (C9)

10) Advertising (C10)

11)Plasticware manufacturing (C11)

12)Professional accounting services (C12)

Company size ranges from 3 to more than 40 employees,
and years of establishment span from 1996 to 2024. Notably,
all twelve companies confirmed during their respective inter-
views that they had not previously conducted any formal ESG
assessment. The sample was stratified to include representa-
tion from manufacturing, construction, services, technology,
and other economically significant sectors, and to encompass
enterprises at different stages of maturity. The combination of
purposive and stratified sampling ensures that the sample is
both representative of the broader population of Chinese
SMEs and sufficiently diverse to enable the identification of
patterns across different contexts.

3.3. Data Collection and Analysis

The researcher independently scored each of the forty indi-
cators using the zero-to-one hundred scale. Each case was as-
signed a maturity level for each dimension and for the overall
assessment, classified as Initial, Basic, Intermediate, or Ad-
vanced. A case-specific narrative analysis was prepared, inte-
grating the quantitative scores with the qualitative interview
data. To protect confidentiality, all company names and per-
sonally identifiable information have been anonymized.

Cross-case analysis employed descriptive techniques to
identify patterns across industries and sizes and to examine
relationships between performance and organisational charac-
teristics. The use of predefined scoring rubrics with docu-
mented evidence and rationale enhanced the transparency and
replicability of the assessment process, and provided an audit
trail that enabled the verification of individual scoring deci-
sions.

4. Assessment Results of 12 Cases

4.1. Overall Performance

The overall ESG maturity of all twelve enterprises was con-
centrated at the Initial level, with total scores ranging from 9,
achieved by Company C3 (Electronic Device), to 28, achieved
by Company C2 (Renewable Energy), out of 120 points, rep-
resenting achievement rates between 7.5 percent and 23.3 per-
cent.

Table 1. Comparative Summary of ESG Assessment Results for the Twelve Cases.

Est.
I M Positi i
Case ndustry anager Position Size Year
cl Public EV Director 30+ 2024
Chargers
2 Renewable En- - o nderand CEO 30+ 2021

ergy

E S G Total Achievement Maturity
(/45)  (/60) (/145)  (/120) (%) Level
10 7 5 22 18.3% Initial
14 9 5 28 23.3% Initial
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Case Industry Manager Position Size Est.
Year
C3 E.lectromc De-  Owner and Sales- 4 2021
vice man
ca Trading (Fish Owner and Sales- 5 2016
Feed) man
Cs Recycle Plastic =~ Owner and Sales- 5 2023
Products man
C6 Cosmetic Founder 15 2017
C7 Beverage Director 40+ 2018
Owner and Tour
C8 Travel Agency Guide 3 1998
9 Education CEO 20+ 2005
Centre
C10 Advertising Owner and De- 3 2016
signer
Cl1 Plasticware Owner., Demgner, 5 1996
Technician
c12 A.ccountmg Director and Ac- 10+ 2012
Firm countant
Average  All sectors Various 13.3 2010

4.2. Dimension-Specific Findings

4.2.1. Environmental Dimension

Scores ranged from 4 to 14 out of 45 (8.9% to 31.1%), with
the highest performance in environmentally oriented sectors
(C1, C2, C5). However, even these enterprises lacked formal
environmental management systems, carbon footprint assess-
ments, and systematic monitoring of key environmental indi-
cators. The universal absence of Scope 3 emissions calcula-
tion and third-party verification of carbon data was particu-
larly notable. Companies C1 and C2, operating in environ-
mentally oriented sectors, achieved the highest environmental
scores (10 and 14 respectively), but this was often a by-prod-
uct of their business models rather than deliberate strategy.
Company C5, a recycled plastic products manufacturer, main-
tained basic records of plastic waste volumes processed but
lacked formal environmental monitoring and had no
wastewater treatment protocol.

4.2.2. Social Dimension

Scores ranged from 3 to 10 out of 60 (5.0% to 16.7%). En-
terprises in socially mission-oriented sectors (C9, C6) demon-
strated relatively stronger social performance, driven by regu-
latory requirements and consumer market pressure respec-
tively. Labour and occupational health and safety indicators

E S G Total Achievement Maturity
(/45) (/60) (/45) (/120) (%) Level
4 3 2 9 7.5% Initial
5 4 3 12 10.0% Initial
9 5 4 18 15.0% Initial
6 8 5 19 15.8% Initial
8 10 6 24 20.0% Initial
4 4 3 11 9.2% Initial
6 10 5 21 17.5% Initial
4 3 3 10 8.3% Initial
7 5 3 15 12.5% Initial
5 7 8 20 16.7% Initial
6.8 6.3 4.4 17.6 14.7% Initial
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scored highest, reflecting statutory compliance requirements.
However, supply chain management indicators (S31-S35)
scored the lowest across all dimensions, with most enterprises
lacking supplier sustainability consideration, ESG perfor-
mance tracking, and green procurement policies. Company C9
(Education Centre) demonstrated the strongest social perfor-
mance (10/60), maintaining rigorous child protection policies
and student safety protocols. Company C7 (Beverage)
achieved 10/60 in the social dimension, with formal employ-
ment contracts and annual training programmes. Companies
C3, C10, and C8 exhibited the lowest social scores (3, 3, and
4 respectively), reflecting the resource constraints of micro-
enterprises in trading and service sectors.

4.2.3. Governance Dimension

Scores ranged from 2 to 8 out of 45 (4.4% to 17.8%). The
professionally regulated accounting firm (C12) achieved the
highest governance score (8/45), reflecting the influence of
professional regulatory requirements. Most enterprises lacked
formal governance structures, with zero scores for anti-cor-
ruption policies, internal ESG risk assessment, and value
chain ESG risk assessment. Many enterprises exhibited a pat-
tern of overestimation on governance indicators, conflating
general management practices with formal ESG governance
structures. Company C12's governance performance was
driven by professional regulatory requirements mandating ad-
herence to accounting and auditing standards, professional
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ethics codes, and anti-money laundering requirements. The
universal absence of formal anti-corruption policies and ESG

risk assessment mechanisms was particularly notable across
all twelve cases.

Table 2. Dimension Performance Summary.

Dimension Average Score Range Key Finding
Environmental (E) 6.8/45 4-14

Social (S) 6.3/60 3-10

Governance (G) 4.4/45 2-8

4.3. Sectoral Patterns

The assessment revealed distinct sectoral patterns:

1) Environmentally Oriented Sectors (C1, C2, C5): Exhib-
ited comparatively stronger environmental performance,
often as a by-product of their business models rather than
deliberate strategy. Cl's core business inherently con-
tributes to emission reduction through EV charging in-
frastructure. C2's founder demonstrated personal com-
mitment to sustainability, implementing recycling and
energy efficiency practices. C5's business model is ex-
plicitly premised on environmental value creation
through plastic waste diversion. However, internal oper-
ations harbored significant environmental and social
risks—CS5 discharged untreated wastewater from wash-
ing processes directly into the municipal sewer, and
workers lacked proper respirators for plastic fume pro-
tection.

2) Socially Mission-Oriented Sectors (C9, C6): Demon-
strated relatively stronger social performance, driven by
regulatory requirements (education sector) and con-
sumer market pressure (cosmetics sector). C9 main-
tained rigorous child protection policies and student
safety protocols. C6 obtained cruelty-free certification
and used recyclable packaging for premium products in
response to consumer demand. However, both lacked
formal environmental management systems and compre-
hensive governance structures.

3) Professionally Regulated Sectors (C12): Exhibited the
strongest governance performance (17.8%), reflecting
the influence of professional regulatory requirements in-
cluding accounting and auditing standards, professional
ethics codes, and anti-money laundering requirements.
However, environmental and social dimensions re-
mained underdeveloped.

4) Trading and Service Sectors (C4, C8, C10): Showed the
lowest overall scores, with significant indirect environ-
mental and social impacts through supply chain relation-
ships that remained entirely unmanaged. C8's travel
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Highest in environmentally oriented sectors; universal absence of Scope 3 accounting
Strongest in regulatory-driven sectors; supply chain management is critical weakness

Highest in professionally regulated sector; universal absence of formal ESG governance

agency had substantial indirect impact through transpor-
tation emissions and visitor pressure on heritage sites,
yet no low-carbon itinerary design or eco-certified part-
ner selection. C10's advertising agency had minimal di-
rect footprint but significant indirect influence through
creative content promoting consumption patterns.

5) Traditional Manufacturing (C11): Long-established en-
terprises with experienced owner-managers faced partic-
ular barriers to ESG adoption due to established opera-
tional routines and limited exposure to sustainability
concepts. Despite 30 years of operation, the company's
environmental management had not been a considera-
tion, and the owner attributed the absence of serious ac-
cidents to worker experience rather than formal safety
management.

4.4. Company Size and Age Effects

Company size emerged as a positive correlate of ESG ma-
turity, with larger enterprises (C1, C2, C7, C9) generally
achieving higher scores than micro-enterprises (C3, C4, C8,
C10). This reflects greater managerial capacity, more formal-
ized operational systems, and enhanced resource availability.
Larger enterprises demonstrated more structured employment
practices, formal training programmes, and documented pro-
cedures. However, company age was not a reliable predictor,
as the oldest enterprises (C8, established 1998; Cl11, estab-
lished 1996) did not outperform younger peers, suggesting
that long-established owner-managers with traditional indus-
try backgrounds may face particular barriers to ESG adoption
due to established operational routines and limited exposure
to sustainability concepts.

4.5. The Awareness-Without-Action
Phenomenon

A consistent finding across all twelve cases was the "aware-
ness-without-action" phenomenon. Senior managers were
aware of ESG concepts to varying degrees but had not trans-
lated this awareness into formal management systems. The
primary reasons included:
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1) Absence of regulatory mandates: Most managers explic-
itly stated that ESG was not a priority because it was not
legally required. The catering sector CEO in the pilot
study acknowledged ESG importance but had not imple-
mented any initiatives due to the absence of compulsory
requirements.

2) Cost concerns: Managers perceived ESG implementa-
tion as increasing costs without commensurate benefits.
The catering CEO explicitly stated the company would
not spend additional resources on environmental protec-
tion beyond utility cost management.

3) Resource constraints: Limited personnel, time, and fi-
nancial resources prevented systematic ESG engage-
ment. Micro-enterprises with 3-5 employees had no ca-
pacity for ESG management beyond basic compliance.

4) Cognitive conflation of compliance with ESG: Several
managers equated existing regulatory compliance with
ESG implementation, creating a false sense of suffi-
ciency.

The interview data consistently revealed that managers pri-
oritized immediate operational and financial concerns over
long-term sustainability. Company Cl's director acknowl-
edged high turnover among field technicians but had not im-
plemented formal training or career progression pathways.
Company C5's owner acknowledged that electricity was the
company's second-largest operating cost but had not analysed
consumption patterns or implemented efficiency measures be-
yond basic practices.

5. Discussions

5.1. The Policy-Performance Gap

The most significant finding of this assessment is the univer-
sal gap between policy and performance. Several enterprises
had implemented environmental measures including energy ef-
ficiency improvements, waste recycling, and water conserva-
tion, but these were motivated primarily by cost reduction rather
than environmental commitment. This finding is consistent
with the pilot study finding in which the catering case compa-
ny's CEO acknowledged concern about energy and water con-
sumption solely because of their impact on operating expendi-
ture. The prevalence of cost-driven practices suggests that ESG
promotion strategies for Chinese SMEs should emphasize the
business case for sustainability, including cost savings, risk mit-
igation, and market access, rather than relying on normative ar-
guments regarding environmental responsibility.

5.2. Supply Chain Management as the Critical
Weakness

Supply chain management indicators (S31-S35) received
the lowest average scores across all dimensions and all twelve
cases. Most enterprises had no formal supplier sustainability
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consideration, no ESG performance tracking, and no green
procurement policies. Companies C1 and C2, despite operat-
ing in environmentally oriented sectors, scored zero on supply
chain sustainability indicators. This finding is particularly sig-
nificant because SMEs in China are deeply integrated into
global and domestic supply chains, and their ability to demon-
strate ESG compliance is increasingly a prerequisite for sup-
ply chain participation. The absence of supply chain ESG
management represents both a significant risk and a missed
opportunity for improvement. As large enterprises cascade
their own ESG commitments down through supply chains,
SMEs that cannot demonstrate basic ESG performance risk
being locked out of the most lucrative contracts.

5.3. The Role of Business Model and Sector

The assessment reveals that business model and sector char-
acteristics significantly influence ESG performance profiles.
Enterprises in environmentally oriented sectors achieved
higher environmental scores, while those in socially mission-
oriented sectors achieved higher social scores. This suggests
that ESG performance is often a by-product of core business
activities rather than deliberate strategy. The implication is
that SME ESG frameworks must be sector-specific to capture
the material issues relevant to each industry and to avoid bur-
dening enterprises with indicators that are not relevant to their
operations. For example, service-sector enterprises (C8, C10)
may have minimal direct environmental footprint but signifi-
cant indirect impact through supply chain relationships and
service output, requiring different assessment priorities than
manufacturing enterprises.

5.4. The Importance of Regulatory and Market
Drivers

The cases reveal that regulatory requirements and market
pressure are powerful drivers of ESG adoption. The education
centre (C9) demonstrated strong social performance driven by
regulatory requirements for child protection and student safety.
The cosmetics company (C6) adopted certain environmental
practices in response to consumer demand for cruelty-free and
environmentally friendly products. The accounting firm (C12)
exhibited strong governance performance driven by profes-
sional regulatory requirements. Conversely, enterprises oper-
ating in sectors without strong regulatory or market pressure
exhibited the lowest overall scores. Company C8 (Travel
Agency) and C10 (Advertising) showed the lowest scores
among service-sector enterprises, reflecting the absence of
sector-specific ESG pressure. This finding suggests that accel-
erating ESG adoption among SMEs will require both regula-
tory interventions and market-based incentives.

5.5. Implications for Framework Refinement

Several limitations of the current framework emerged from
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the assessment. First, the framework's indicator set, while
comprehensive, does not include industry-specific indicators
that would capture the unique ESG risks and opportunities of
particular sectors. For service-sector enterprises, the most sig-
nificant ESG impacts may reside in the content and services
produced rather than in internal operations. Second, the frame-
work's supply chain indicators assume a certain level of sup-
ply chain visibility and control that may not be realistic for all
SMEs, particularly micro-enterprises with limited procure-
ment leverage. Third, the reliance on a single senior informant
per company introduced the risk of response bias and incom-
plete information regarding frontline operational practices.
Fourth, the framework's current design does not include a
mechanism for contextualising scores according to industry,
size, or geographic location, which means that raw scores can
be misleading when compared across enterprises with funda-
mentally different operational characteristics.

6. Conclusions and Future Research

6.1. Summary of Findings

The assessment of twelve SMEs yields several significant

findings:

1) Uniformly Low ESG Maturity: All twelve enterprises
were concentrated at the Initial maturity level, with total
scores ranging from 9 to 28 out of 120 (7.5% to 23.3%).
This confirms that Chinese SMEs have not systemati-
cally developed ESG management capabilities.

2) The Awareness-Without-Action Gap. Senior managers
were aware of ESG concepts but had not translated this
awareness into formal management systems, primarily
due to the absence of regulatory mandates, cost concerns,
and resource constraints.

3) Sectoral Patterns: Enterprises in environmentally ori-
ented, socially mission-oriented, and professionally reg-
ulated sectors exhibited relatively stronger performance
in their respective dimensions, suggesting that ESG per-
formance is often a by-product of core business activities.

4) Supply Chain Management as Critical Weakness: Sup-
ply chain indicators received the lowest scores across all
dimensions, indicating that SMEs have limited visibility
into and influence over the ESG practices of their sup-
pliers.

5) Cost-Driven Environmental Practices: Environmental
measures were primarily motivated by cost reduction ra-
ther than environmental commitment, suggesting that
ESG promotion strategies should emphasize the busi-
ness case for sustainability.

6) Company Size as Correlate: Larger enterprises generally
achieved higher scores than micro-enterprises, reflecting
greater managerial capacity and resource availability.
Company age was not a reliable predictor of ESG per-
formance.
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6.2. Implications for Policy and Practice

1) Sector-Specific ESG Frameworks: ESG assessment
tools for SMEs must be sector-specific to capture mate-
rial issues and avoid burdening enterprises with non-rel-
evant indicators.

2) Emphasis on Business Case: Promotion strategies should
emphasize the immediate financial benefits of basic ESG
practices—energy cost savings, waste reduction, im-
proved employee retention, and reduced insurance costs.

3) Regulatory and Market Drivers: Accelerating ESG
adoption among SMEs will require both regulatory in-
terventions and market-based incentives.

4) Supply Chain Support: Large buyers should provide
technical assistance and capacity building to SME sup-
pliers rather than imposing punitive requirements.

5) Accessible Assessment Tools: SME-appropriate assess-
ment tools must be simplified, cost-effective, and de-
signed for users with limited ESG expertise.

6) Distinction Between Compliance and ESG: Educational
interventions should explicitly articulate how ESG ex-
tends beyond minimum legal requirements and help
SME owners identify gaps between current compliance
practices and comprehensive ESG performance.

6.3. The Necessity for Stage Il Assessment

The Stage I findings establish the necessity for Stage II as-
sessment. Stage | has demonstrated that the framework can gen-
erate a reliable baseline assessment across diverse SMEs and
can identify broad patterns of strength and weakness. However,
the uniformly low performance across all twelve cases means
that the framework's capacity to differentiate between Interme-
diate and Advanced levels remains untested. Furthermore, the
contextual limitations identified during Stage I, particularly re-
garding indirect impacts, supply chain responsibility, and the
depth of underlying practices, require a more intensive, multi-
source, and context-sensitive assessment approach.

Stage II will select a small number of cases for in-depth as-
sessment, employing multiple data sources, on-site observa-
tion, document review, and stakeholder consultation to vali-
date and elaborate upon the Stage I findings. The transition
from Stage I to Stage II represents a shift from breadth-ori-
ented screening to depth-oriented validation, ensuring that the
framework is both widely applicable and meaningfully diag-
nostic. This two-stage design addresses a key barrier to ESG
assessment among SMEs, namely the perception that ESG as-
sessment is too resource intensive and complex for small or-
ganisations to undertake.
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