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Abstract
SMEs in South Africa and other developing countries have been slow to take up sustainability
reporting. This qualitative study is aimed to study the challenges and barriers faced by SMEs,
together with the potential benefits for SMEs participating in this type of reporting. It also
makes recommendations about how SMEs can participate in and benefit from sustainability
reporting. The study shows that indeed there are several challenges in terms of getting involved
in sustainability reporting for SMEs. On the other hand, the research finds that the SMEs who
are already participating in sustainability reporting can show the benefits of engaging in
sustainability reporting and that these benefits far outweigh the challenges. The participating
SMEs are also able to show that they have attained a competitive advantage as a result of
engaging in sustainability reporting. If, however, sustainability reporting is to become
entrenched into SMEs, a few changes need to take place to address challenges such as lack of
information about sustainability reporting and its benefits, lack of regulations and more
importantly, lack of awareness about sustainable development. As the South African
government begins to respond to issues such as climate change, skills development and good
governance, it will become necessary for them to introduce regulations to manage this risk. It
is also highly possible that in the next few years, reporting will become a regulatory
requirement that SMEs will be forced to comply with to continue to do business. The SMEs
who are already practising sustainability practices will benefit from being first movers. Those
SMEs who start sooner rather than later will already have the internal resources and capabilities
to take advantage of the legislative environment. They will have a head start over their rivals
in terms of gaining competitive advantage.
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Chapter 1 – INTRODUCTION
1. Introduction
Although, independently, small and medium enterprises (SMEs) have a relatively small social
environmental and environmental impact, as a collective, their impact is much larger
(Lawrence, Collins, Pavlovich and Arunachalam, 2006). A report by the Small Business
Institute (2018), states that formal SMEs in South Africa make up to almost 98.5% of the
number of formal businesses in the economy. According to the World Bank (2019), about 95%
of companies around the world are classified as SMEs. They are also estimated to add about
45% to the total employment opportunities available in developing countries and contribute as
much as 33% to the gross domestic product (GDP) in emerging economies like South Africa
(World Bank, 2019).

The impact of SMEs on the economy cannot be denied. The role that SMEs play in sustainable
development is particularly evident in developing countries where their impact on job creation,
poverty elevation, and economic growth is discernible (Masocha and Fatoki, 2018). In the
context of South Africa, the responsibilities imposed on the local SMEs include assisting the
government in the attainment of two of its primary socioeconomic objectives - boosting the
national economy by decreasing the unemployment rate and easing poverty levels (Bruwer and
Coetzee, 2016).

Hillary (2004) says that due to their size as a collective, SMEs potentially contribute up to 70%
of all environmental degradation. As a result of their collective impact, SMEs are increasingly
faced with pressure from the general public and investors to implement sustainable practices
(Hillary, 2004). Despite this increasing interest in their impacts, the concept of sustainability
is still generally unknown among SMEs (Sajjad and Eweje, 2014).

1.2.

Small and medium enterprises (SMEs) and sustainability

Altman, Sabato and Wilson (2008) say that there is a wide range of definitions of SMEs which
vary from country to country and cover an extensive range of measures and criteria there does
not seem to be a global agreement on the definition of SMEs. The various definitions of SMEs
consider the total net value of the assets owned by the business, the number of employees, and
investments and sales levels (Altman et al., 2008). In South Africa, the National Small Business
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Act 102 of 1996, describes SMEs as a separate business entity and includes cooperative
initiatives which are managed by one or more owners and conducts business in any sector of
the South African economy. In 2019, the Minister for Small Business Development, Lindiwe
Zulu updated the definition of micro, small, and medium-sized businesses (de Wet, 2019). The
new definition removed gross asset value as a metric because it is often inappropriate and
difficult to measure (de Wet, 2019). This change left only two metrics to legally determine the
size of a business: the number of employees (full time paid employees, or the equivalent of full
time paid employees), and a total annual turnover (de Wet, 2019). According to the new
definition, small businesses must have between 10 and 50 employees, and medium-sized
enterprises can have up to 250 employees. Turnover ceilings now range from R220 million,
the maximum for a wholesale company to qualify as a medium-sized enterprise, to R5 million.
The respondents in the study were not asked for their financial statement as part of the study
but were asked about the number of employees in the company, the number of employees was
used as a metric to determine the definition for use in the study.

From literature, it is clear that SMEs are exceptionally diverse. They differ in terms of the size,
industry and organisational structures, internal histories and subtleties (Altman et al., 2008).
The review of the literature on SMEs across global contexts also reveals that, notwithstanding
their variety, they also have noteworthy similarities. These include the fact that most SMEs are
owner-managed, they have limited financial, technical and staff resources, a flat structure,
smaller number of customers, lack of knowledge and long-term strategy (Ciliberti, de Groot,
de Haan, and Pontrandolfo, 2009). On the positive end of the spectrum, SMEs have been found
to have strong relationships with their stakeholders, have closer staff interaction and possess
the ability of to adopt environmental initiatives due to their flat structure and flexibility (Lee
and Klassen, 2008). Iturrioz, Aragón, Narbaiza and Ibañez (2009) suggest that an SME with a
unique mix of the characteristics and capabilities outlined above combined with a strategic plan
made up of clear sustainability objectives can facilitate the process of an SME adopting
sustainability practices.

1.3.

Sustainability reporting and its relevance to business

Literature reveals several practices which are generally discussed as sustainability practices.
These include environmental management efforts such as recycling, waste management,
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energy and water-saving, along with social impact management efforts such as customer
satisfaction, employee education, community engagement and training and sustainability
reporting (Mahmood, Ali, Iqbal and Fatima, 2019). A focus of this study is sustainability
reporting, which includes public disclosure about these activities. The Global Reporting
Initiative (GRI) (2019) defines sustainability reporting as a form of non-financial reporting that
is used to measure and disclose the sustainability performance of a company. Also, the report
should openly outline the positive and negative impacts of the business (GRI, 2019). According
to the GRI (2019), sustainability reporting is similar to other terms used to describe nonfinancial reporting by an organisation. In essence, sustainability reporting is closely related to
several modern-day trade and reporting norms which include corporate social responsibility
reporting, corporate sustainability reporting and integrated reporting (Hahn and Kühnen,
2013). It aims to enable organisations to remain accountable to their external and internal
stakeholders as they perform their operations towards sustainable development (Hahn and
Kühnen, 2013).

The GRI (2013) is a global organisation that provides a globally applicable reporting
framework for organisations to report on their social, environmental and economic
performance in the pursuit of sustainable development. This reporting structure embodies a
shared understanding by stakeholders from a wide range of constituencies as to what they
recognise as crucial sustainability issues. The GRI (2019) adopts the view that the public
disclosure on organisational performance will enable organisations to produce benefits such as
amplified credibility, legitimacy, effective and efficient use of their resources, and enhanced
relationships between employers and employees irrespective of sector, size or geographical
location. Despite the claim by the GRI that the reporting framework can be applied to all
organisation regardless of their sector, size or geographical location, SMEs in developing
countries are slow to take up sustainability reporting (Fonseca, 2010).

Sustainability reporting aims to communicate methods which a company uses to manage their
social and environmental impact. It also aims to showcase the company’s evaluation of how
each of their impacts is measured and reported according to their materiality (Kolk, 2003). It
highlights the company’s relationship between its strategy, governance and performance,
which includes financial and non-financial performance for more sustainable decision making
(Thomson, 2015). The sustainability report is presented either as an online version on the
company’s website or in a format that has been designed and printed in hard copy.
9

Integrated reporting takes sustainability reporting a step further by communicating how a
company manages how it creates value in the long term through the management of both their
sustainability and traditional risks. The integrated reporting aims to highlight the company’s
relationship between its strategy, governance and their performance which include financial
and non-financial performance for more sustainable decision-making (Thomson, 2015).
Sustainability reporting is the beginning of an organisation’s journey towards integrated
reporting. Although sustainability reporting and integrated reporting are closely related, the
key focus of this study is on sustainability reporting.

The concept of sustainability development was linked by Elkington (1994) to the notion of
sustainability to businesses by calling it the “triple bottom line” (TBL) of a firm that includes
its social, environment and economic aspect. According to TBL, an organisation needs to
consider the economic, social and environmental impacts of their activities (Dyllick and
Hockerts, 2002). The authors also posit that an organisation is likely to create more long-term
value it takes its environment, social and financial impacts rather than just focusing on profits
(Dyllick and Hockerts, 2002).

By preparing and distributing triple-bottom-line reports, an organisation expresses concern and
sensitivity to the social, economic and environmental dimension of their business practices
(Dutta, 2011). According to the World Business Council for Sustainable Development
(WBCSD, 2002), large organisations can improve the trust of their stakeholders, their image
and reputation and create intangible assets that have the potential to improve their economic
performance through sustainability reporting. McWilliams and Siegel (2001) further assert that
sustainability reporting is voluntary socially responsible behaviour, in this context, by an SME,
which may lead to sustainable development for both the SME and the society in which they
operate. Shields and Shelleman (2017), however, argue that the triple-bottom-line concept
compounds the already complicated process of financial reporting for SMEs by adding social
and environmental performance reporting. This difficulty for SMEs to participate in
sustainability reporting is evidenced by the number of small and medium South African
businesses with sustainability reports that have been uploaded onto the Global Reporting
Initiative’s Sustainability Database (2019). According to this database, of the almost 14 000
reports on the platform, only 39 of these belong to South African companies. Of these, only 13
are by SMEs (Global Reporting Initiative’s Sustainability Database, 2019).
10

1.4.

Statement of the problem

SMEs in South Africa and other developing countries have been slow to take up sustainability
reporting. This dissertation aims to analyse the challenges and barriers faced by SMEs, together
with the potential benefits for SMEs participating in this type of reporting. It also aims to
investigate if indeed, SMEs can attain competitive advantage as a result of partaking in
sustainability reporting.

1.5.

Aims and objectives

In response to the research problem stated above, this study aims to delve onto the challenges
faced by SMEs and the potential benefits that may accrue to an SME from sustainability
reporting. It also seeks to make recommendations about how SMEs in South Africa can
participate in and benefit from sustainability reporting. Four specific objectives were also
outlined as follows:
•

To identify and describe the challenges and barriers associated with sustainability
reporting in SMEs.

•

To identify and describe the drivers of sustainability reporting for SMEs. Through this
objective, it will show what factors drive the SMEs who are currently practising
sustainability reporting to continue reporting.

•

To investigate if/how SMEs use sustainability reporting to attain competitive advantage
for themselves, and with this objective, it will be investigated as to whether SMEs gain
competitive advantage for themselves through sustainability reporting.

•

Lastly, the research also aims to make recommendations on how sustainability
reporting can create competitive advantage for SMEs.

1.6. Structure of the document
This dissertation is divided into five (5) sections. Chapter 1 includes the context of the research
underway; the statement of the problem; the aims and objectives of the research; and outlines
the structure of the study. Chapter 2 consists of a literature review on the concepts related to
sustainability reporting. It also introduces definitions for sustainable business practices and
outlines previous research done about sustainability reporting by SMEs. Chapter 3 showcases
the coherence between the research aims, the research methods, the sampling, and data
11

collection. Chapter 4 describes how the data was collected and presents the findings of the
study. Chapter 5 is a discussion of the main findings of the study and puts the research into a
broader context and provides recommendations for implementation in terms of sustainability
reporting by SMEs in South Africa.
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Chapter 2 - LITERATURE REVIEW
2.1. Introduction
In chapter 2, we explore the prevailing literature on the barriers and drivers of sustainability
reporting and how this sustainability disclosure has the potential to create competitive
advantage for SMEs.

There is substantial research on sustainability reporting in general. The majority of the
published works is on sustainability reporting by larger corporates in the developed countries.
While these studies provide solutions for the larger corporates in terms of the challenges and
barriers of sustainability reporting, they offer little or no answers for the SMEs – particularly
those in developing countries such as South Africa. Although there is increased understanding
that SMEs should pay attention to sustainability practices for them to remain competitive, a
limited body of knowledge still exists in terms of the benefits and the competitive advantages
that SMEs can amass as a result of participating in sustainability reporting.
This literature review aims to summarise the barriers and challenges of sustainability reporting
for SMEs in South Africa. It also aims to highlight the benefits that SMEs in developing
countries, and by extension, South Africa, can benefit from sustainability reporting and to
determine if these SMEs can indeed attain competitive advantage from it.
2.2. Barriers and challenges of sustainability reporting
Sustainability reporting is essential as it demonstrates the company’s commitment to
sustainable economic and social development (Jain, Jain and Rezaee, 2016). This practice has
increased in the last few years, particularly amongst the larger corporates (Jain, Jain and
Rezaee, 2016). Although SMEs are valuable to a country’s economy and by extension, to the
supply chains of larger corporates, they have been depicted as being stragglers in terms of being
accountable for their sustainability impacts (Das and Rangarajan, 2017). Literature also shows
that although many SMEs in emerging markets do engage in sustainability activities, they often
do not declare these activities under the umbrella of sustainability reporting (Das and
Rangarajan, 2017). Within companies, these activities include the management of employee
benefits and human resources along with their environmental impacts through initiatives such
as recycling of natural resources (Das and Rangarajan, 2017). External sustainability efforts
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for these SMEs are mostly concerned with initiatives that involve charitable deeds such as
donations to the needy in their communities (Das and Rangarajan, 2017).

The literature on the evolution of sustainability reporting is mostly centred on larger corporates.
Carrol and Beiler’s study (1975) traced the concept of sustainability reporting to a form of
social reporting that Theodore J. Kreps (1948), a professor at the Stanford Business School
first referred to in one of his writings in the 1940s. According to the authors, Kreps (1948)
argued that the traditional profit and loss accounting system used by companies for reporting
was not sufficient (Carrol and Beiler, 1975). Kreps (1948) then started researching different
ways in which the social impacts of companies on issues such as health, education and
innovation could be better measured.

Following Krepps’ seminal work, Bowen (1953)

introduced the next major work in sustainability reporting. Believed to be the founding father
of the theoretical conception and study of corporate social responsibility, Bowen (1953)
developed a system for auditors to measure the performance of companies on issues such as
community relations and the wages of employees. Bowen’s (1953) intention for coining this
work was for it to produce the information for internal use (Acquier, Gond and Pasquero, 2011).
Bowen’s position was in contrast to Kreps’ (1948) assertion that the reporting was intended for
external stakeholders (Acquier, Gond and Pasquero, 2011).

By the 1970s, most large corporates in the United States and Europe had begun to publish
social reports – mostly for internal use (Clayton, Rogerson and Rampedi, 2015). At the same
time, external stakeholders were also putting pressure on companies to issue external
sustainability reports, while also pressuring governments to enact regulations for this reporting
(Clayton, Rogerson and Rampedi, 2015). This period was what was known as the social
reporting decade (Clayton, Rogerson and Rampedi, 2015). Although social impacts were the
main focus, environmental impacts were not overlooked. (Clayton, Rogerson and Rampedi,
2015). The pressure exerted on business and government did not, however, yield any results
and the phenomenon soon lost momentum and began to patter off (Clayton, Rogerson and
Rampedi, 2015).

The next wave of reporting began to emerge as environmental reporting in the late 1980s and
early 1990s (Buhr, 2007). John Elkington devised the term “triple bottom line” (TBL) in 1994.
Initiated as an accounting framework for appraising and reporting the performance of a
business, Elkington (1994) described TBL as a means to measure and evaluate business’s
14

increasing interest in social and climate issues. Also known as the 3Ps for profit, people, and
planet, the TBL framework aimed to allow companies to communicate their sustainability
impacts by considering their actions on the environment together with the economic benefits
they accrue from doing business and presenting this information to their stakeholders
(Sonnenberg and Hamman, 2006). This move was the beginning of what is today known as
sustainability reporting (Sonnenberg and Hamman, 2006).

It was during this period that governments in developed countries began to develop regulations
for sustainability reporting and providing support for voluntary reporting by corporates with a
focus on the larger multinationals (Sonnenberg and Hamman, 2006). Several NGOs also had
been part of exerting pressure on governments to regulate disclosures by corporates. As soon
as governments were on board, they started providing support to organisations for voluntary
sustainability reporting. One of these was the Global Reporting Initiative (GRI), which was
developed with the guidance and backing of the United Nations Environmental Programme
(UNEP) in collaboration with the Coalition for Environmentally Responsible Economies
(CERES) and the Tellus Institute (GRI, 2013). Its inception aimed to provide the international
community with reporting guidelines to structure their sustainability efforts (GRI, 2019). Soon
after that, the GRI became an independent body that still has close ties to the UNEP (GRI,
2019). It is one of the leading global producers of standards/guidelines for sustainability
reporting (GRI, 2019).

As one of the first countries to have adopted sustainability reporting and later integrated
reporting, South Africa has made a noteworthy contribution to the international movement of
sustainability reporting (IoDSA, 2016). The Institute of Directors in South Africa (IoDSA)
initiated the King Commission to promote the highest ideals of corporate governance in the
country (IoDSA, 2016). Known as the King III Report, it required organisations to produce an
annual integrated report where companies could demonstrate their understanding that strategic
areas such as the management of risk, the organisational performance and strategy are cannot
be separated from their sustainable development. This line of thinking resulted in the
development of an integrated reporting framework that came to be known as the Reporting
Framework of South Africa. In 2013 the International Integrated Reporting Council
International Integrated Reporting Framework, which was based on the Reporting Framework
of South Africa.

15

In 2016, the IoDSA released the King IV Report (IoDSA, 2016). The release of the King IV
Report references the International Reporting Framework, reinforced by the same rational and
terminology. King IV recommended that companies that had not reported in the past should
prepare integrated reports (IoDSA, 2016). IoDSA (2016) also emphasises that integrated
thinking enables the reporting organisation to consider more than just the financial capital but
to include the various forms of capitals that are fundamental to its future sustainability which
are the environmental capital, intellectual, human, manufactured, social capitals. The
preparation of an integrated report also helps the company to entrench integrated thinking in
its standard business practices, offers improved understanding its value drivers, risk
management and decision-making and facilitates a long term strategic view for the business
(IoDSA, 2016). It also applies to all companies, irrespective of their size and sector. According
to the IoDSA (2016), the King IV Report can help SMEs grow sustainably and contribute to
their sustainable development. Although it provides guiding principles and recommended
practice, the application of the report is voluntary for SMEs and does not provide a reporting
template for them to report against.

Although the King IV Report is not a legislative requirement for corporate governance in the
South African context, the Johannesburg Stock Exchange (JSE) has made sustainability and
integrated reporting a core part of their requirements for companies listing on the JSE on a
comply or explain basis (IoDSA, 2016). Although this may not have been a response to the
need to extend sustainability reporting for smaller companies, the Johannesburg Stock
Exchange (JSE) established the AltX in 2003 as an alternative stock exchange for small and
medium-sized companies (JSE, 2020). It was intended as a springboard for well-established
SMEs who may not meet the requirements to list on the JSE’s main board eventually. There
are currently only 15 SMEs listed on the board (JSE, 2020).

The evolution of sustainability reporting is closely linked to some of the barriers and challenges
that prevent or make it difficult for more SMEs to participate in sustainable development (Gallo
and Christensen, 2011). The increasing role of SMEs in the economy, especially in developing
countries, has seen their impacts on both the environment and the economy showing a
significant increase (Gallo and Christensen, 2011). However, the environment in which they
operate has not evolved to cater for the smaller business. Now, more than ever, it has become
imperative for SMEs to take decisions that will allow them to weigh up both their social and
environmental impacts along with the financial results of their operations (Gallo and
16

Christensen, 2011). These can be classified in broad categories which include organisational
culture, financial and human resources costs, lack of regulations, lack of information and
training, and stakeholder pressure. These factors will be further discussed in the next section
of this chapter.
2.2.1. Organisational culture
In most SMEs, the manager and the owner are usually the same person. The owner also has a
substantial say over the company’s strategic decisions (Bansal, 2003). If the manager is not
interested in sustainability efforts, the rest of the company will also not be motivated to
implement any such measures (Bansal, 2003). The author also says if employees perceive
supervisory encouragement for engaging in sustainability practices, they are more likely to
develop and implement creative ideas that positively impact the natural environment (Bansal,
2003). Bansal (2003) further says the support that management gives to their employees’
sustainability activities gives impetus to a sustainability culture within an organisation. Murillo
and Lozano (2006) also contend that because SMEs are mostly owner orientated, the social and
environmental sustainability strategies of the company are based on the owner’s values and
principles (Murillo and Lozano, 2006). Many SMEs are motivated to integrate sustainability
practices into their businesses as a result of the personal beliefs and values of the owner
(Vallentin and Morsing, 2008). Cohen (2017) says that although many SMEs engage in some
form of corporate social responsibility, they do not always have a clear picture of the benefits
that sustainability reporting can bring to their business. As a result, they tend not to disclose
these practices publicly and are therefore not able to leverage competitive advantage from their
sustainability practices (Cohen, 2017).

2.2.2. Financial and human resources costs
SMEs suffer limitations that are not generally encountered by larger enterprises, such as
inadequate financial and human capitals (Parker, Redmond and Simpson, 2009). The level of
the upfront and indirect costs, which include time and human resources and the expected time
it is going to take for the company to make money back, is particularly important for SMEs
(Parker, Redmond and Simpson, 2009). SMEs are generally more sensitive than larger
enterprises to any additional costs, particularly those resulting from sustainability practices
which may take longer to recoup (Simpson, Taylor, and Barker, 2004). The authors further
argue that the costs associated with reporting, which may include the compilation of the
17

reporting data, managing the reporting process, assurance of the data and the publishing the
results may be prohibitive and not affordable for SMEs (Simpson, Taylor, and Barker, 2004).
Ramasamy, Ting, and Yeung (2007) also argue that because companies are not able to make
the connection between what they perceive to be an expensive exercise and the potential
benefits of sustainability reporting is a barrier to them participating.
In contrast to the evidence found in literature about the barriers SMEs face in terms of
sustainability reporting, the International Federation of Accountants (2013) argues that
although the upfront costs of incorporating sustainability practices into the core business plan
of an SME can be relatively high and as a result prohibitive, they can be offset by the benefits
for the company. These benefits include the reduced organisational risk, long-term cost-saving,
the creation of a positive brand, and the company’s increased ability to meet the demands of
customers, shareholders, and increased competitive advantage. The International Federation
of Accountants (2013) also argue that the costs that SMEs incur in engaging in sustainability
efforts could be recouped once they access markets and value chains (International Federation
of Accountants, 2013). The International Federation of Accountants (2013) also suggests that
SMEs should cater for these costs from their running costs. Skouloudis, Evangelinos and
Kourmousis (2009), however, contradict this position by stating that the additional resources
required for sustainability reporting can harm the bottom line of the SMEs. Due to the perceived
cost, SMEs are resistant to participate in sustainability practices and voluntary disclosures
(Williams and Schaefer, 2013). The authors assert that financial and managerial resource
constraints also harm SMEs because they rely on a small number of clients and employees to
remain sustainable (Williams and Schaefer, 2013).
2.2.3. Lack of regulations
A significant barrier to sustainability reporting is that it is voluntary (Dumay, Frost and Beck,
2015). It depends on a firm’s voluntary sustainability activities or lack thereof. It also depends
on whether the firm chooses to report on these activities, and if they do, how much they choose
to disclose (Bouten, Everaert, and Roberts, 2012). Sonnenberg and Hamman (2006) also argue
that while the existence of government regulations concerning reporting plays a notable role in
the prevalence of sustainable reporting amongst the larger corporates, the apparent lack of
similar enforcement for SMEs is one of the reasons why there has been little or no interest in
sustainability reporting by the small to medium establishments.
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Williamson, Lynch-Wood and Ramsay (2006) emphasise that stricter regulations are the best
drivers for improved sustainability reporting and sustainable development. The authors suggest
that government involvement is vital for persuading companies to participate in socially and
ecologically accountable activities (Williamson et al., 2006). According to Hillary (2004), not
only can such regulations encourage sustainability reporting by SMEs but also sustainability
practices such as the safeguarding of the environment and the health and safety of the labour
force while doing business.

2.2.5. The lack of awareness and information
In addition to there being no readily available information for SMEs about sustainability
reporting, SMEs also lack the technical capacity to understand the requirements of
sustainability reporting standards and how to adhere to them consistently (International
Federation of Accountants, 2017). According to the International Federation of Accountants
(2017), SMEs require capacity-building initiatives to guide them through the adoption of, and
compliance with sustainability reporting standards. However, not only are they not aware of
these programmes, but they also do not know how to access them (International Federation of
Accountants, 2017). In the context of South African SMEs, these barriers are compounded by
language barriers and inadequate literacy which prevent SMEs from understanding the
reporting standards (International Federation of Accountants, 2017). It seems SMEs are not
only lacking in the know-how of reporting processes, but they also have limited understanding
of their individual impacts on the environment and society (Stubblefield Loucks, Martens and
Cho, 2010).
In a study conducted on sustainability reporting by SMEs in China, Yu and Bell (2007) found
that lack of training was one of the most significant barriers for SMEs reporting on their
impacts. The authors suggested educational programmes should include general awareness
training on sustainability-related issues and that it should include sustainability-related
concepts, regulations, benefits, relevance, and tools as well as detailed training on sustainability
management systems. The training should also include the responsibilities of executives in
managing sustainability issues and how their companies can implement sustainability practices
at affordable rates (Yu and Bell, 2007).
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2.2.6. Lack of stakeholder pressure
Simpson, Taylor, and Barker (2004) say that SMEs recognise their impact on the environment
to be minimal in comparison to larger corporates. As a result, they do not experience the same
first-mover competitive pressure to report on their impacts (Simpson et al., 2004). This lack of
pressure is compounded by the stakeholder belief that it is the larger corporates have more
impact on the environment and society – without taking into consideration the collective effect
of SMEs (Lawrence, 2006). Although empirical evidence is still limited on stakeholder
pressure on SMEs to disclose their sustainability initiatives, it appears that the lack of
stakeholder pressure is a barrier to SMEs reporting on their sustainability activities (Lawrence,
2006).

2.3. Drivers and motivators for sustainability reporting
In addition to the barriers and challenges of sustainability reporting for SMEs, the study will
also explore the drivers and benefits of the practice. These include improved decision making,
increased financial sustainability, transparency and accountability and the legitimacy and the
enhanced reputation of the company.

Despite these challenges faced by SMEs, Higgins, Milne and van Gramberg (2015) ague that
through sustainability reporting, SMEs can counterbalance these barriers by gaining a
competitive advantage, attracting capital, earning a positive reputation, saving on costs, and
gaining a full understand of the risks that may face their businesses. By engaging in sustainable
practices, some of the financial savings that SMEs can make include reduced consumption of
water, electricity and raw materials, improvements to the environment in which they operate,
social gains, which include the reduction of risk and improved working conditions (Luken and
Stares, 2005).

2.3.1. Improved decision-making
Funders, employees, and customers are not only paying attention to the financial sustainability
of SMEs, but they are also concerned about other areas such as decision-making processes
(Williams and Schaefer, 2013). Sustainability reporting inspires improved decision making as
the process encourages companies to discuss material issues and make strong linkages between
their business operations and their performance outcomes (Williams and Schaefer, 2013). In
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other words, the report enhances the business decision maker’s understanding of the various
functions and processes within the company and how they are related to the achievement of a
sustainable company; thus resulting in improved operational effectiveness (Williams, and
Schaefer, 2013). Sustainability practices also contribute towards the breakdown of silos in
companies to ensure a movement of information between the different parts of the business
(International Federation of Accountants, 2017). Furthermore, the collection and analysis of
the required information for reporting forces companies to scrutinise their complete value chain
(Williams, and Schaefer, 2013). Investors use these sustainability reports to make investment
decisions (International Federation of Accountants, 2017). All these characteristics create
benefits for the business as well as for its stakeholders as they now have the means to make
decisions that will help the company reduce not only costs but also reduce environmental
damage (Schaltegger and Burritt, 2006).

2.3.2. Increased financial sustainability
Reporting on sustainability and related activities signals responsible behaviour by the
organisation and may contribute towards enhancing investor goodwill and their willingness to
provide capital (Williams and Schaefer, 2013). It gives current and prospective equity investors
and other funders with a full picture of how the SME creates value over the long-term (Williams
and Schaefer, 2013). Some of the examples in how the cost of capital is reduced for the
company include the following: firstly when investors have sufficient information about the
sustainability trajectory of a company, this can tip the scales in their favour among investors
(Verrecchia, 2001). Secondly, disclosure can lower the return that investors require for
investing in the company (Leuz, 2010). Lastly, disclosure can make it easier for investors to
estimate future cash flows due to the long-term value that the company can create and sustain
(Leuz, 2010). Also, Ameer and Othman (2012) found that companies which focus on
sustainable development have sustained financial performance as opposed to those that do not
participate in such practices. Sustainability practices are associated with good economic
performance, and this tends to lead to positive returns and lower exposure to risk (Ameer and
Othman, 2012).

Through sustainability reporting, the SME also gains increased awareness of social and
environmental impacts of doing business (Kolk, 2003). The GRI (2019) also argues that
sustainability reporting will enable the company to assess its sustainability performance, thus
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assisting the organisation in effectively meeting its regulatory requirements. The SME can also
avoid expensive breaches and cost-effectively collect useful data. Through this process, the
organisation will gain competitive advantage as it will now have an increased ability to attract
more investment, enter new markets and negotiate better contracts (GRI, 2019).
2.3.4. Transparency and accountability
Amran and Ooi (2014) assert that non-financial reporting for SMEs demonstrates transparency
and accountability to stakeholders. Transparency and accountability are significant elements
of good governance (Amran and Ooi, 2014). They are described as concepts that ensure that
stakeholders are knowledgeable and alert to what is happening within the company and why it
is happening (Berthelot, Cormier and Magnan, 2003). Armstrong, Guay and Weber (2010)
further elaborate on this statement by asserting that in the same way that Chief Executive
Officers (CEOs) show the unseen quality of their company’s potential through their observable
financial statements, they also display their long-term corporate social responsibility
performance through sustainability reporting (Fifka, 2013b). Accountability forces companies
to take responsibility for and be transparent about the social, economic and environmental
effects of their processes through sustainability disclosures (Fifka, 2013b).

Sustainability reporting is a communication platform which companies use to showcase their
image (van Riel, 2000). Transparency is a notion that is linked to sustainability reports (Kaptein
and Van Tulder, 2003). As part of the company’s communication strategy around its
sustainability practices, including sustainability reporting, a company would then determine its
level of transparency (van Riel, 2000). Their level of disclosure will depend on the pressure
exerted by their stakeholders – whether they be internal or external (Aerts and Cormier, 2009).
Since there are no set standards in South Africa for SME reporting, SMEs can determine their
level of disclosure (Aerts and Cormier, 2009)

Also, advances in media platforms have raised the exposure of businesses and increased the
awareness levels of communities (Amran and Ooi, 2014). Media plays a central role in shaping
the perception of stakeholders about business. It also serves as an instrument that the
stakeholders can utilise to ensure that the company behaves sustainably and is held accountable
for their impacts, while also improving customer and employee loyalty (Amran and Ooi, 2014;
Williams, and Schaefer, 2013). The growing levels of attentiveness amongst stakeholders about
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their consumer rights can be turned into pressure for a company (Amran and Ooi, 2014), thus
driving SMEs to participate in sustainability reporting.

2.3.5. Legitimacy and image
Well informed stakeholders have less likelihood to have unfavourable perceptions about the
operations of a business, and this aids the company to maintain its legitimacy (Berthelot,
Cormier and Magnan, 2003). Legitimacy is built on maintaining what literature refers to as a
“license to operate”. It is social permission stakeholders give for a company to operate
(Schaltegger and Burritt, 2010). When stakeholders “issue” this permission, they expect
companies to allow then to see how they do business and includes their social, economic and
environmental impacts as a result of their operations (Schaltegger and Burritt, 2010).

Closely linked to the benefit of a company being able to maintain legitimacy as a consequence
of disclosing their sustainability practices, is improved reputation and image, which are also
based on the perceptions stakeholders (Hooghiemstra, 2000). Literature suggests that while
legitimacy is the cornerstone for a company’s operations, enhanced reputation and image create
competitive advantage for the company. Hooghiemstra (2000) says such competitive
advantage can be attained through a company’s efforts to heighten the positive impacts of its
operations on stakeholders while minimising their adverse effects, and by accurately disclosing
these efforts, thus creating substantial goodwill for the company.

Whereas a superior reputation and image for a company are mostly observed in the context of
potentially opening new markets and increasing customer satisfaction, these concepts are also
vital for ensuring high job satisfaction for existing employees and the attraction and retention
of quality employees (Fifka, 2013b). Sustainability reporting is, therefore, an instrument that
companies can use to express sustainability to current and future employees (Fifka, 2013b).

2.4. Underpinning theories
The Resource-Based View (RBV) is an approach to achieving competitive advantage that
emerged in the1980s and 1990s following significant works published by Wernerfelt (1984)
and Barney (1990). The supporters of the RBV claim that organisations must look inside the
company to discover the sources of competitive advantage rather than looking for it in the
competitive external environment. According to Grant (1991), the company needs to look
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internally for its source of competitive advantage because the internal strengths and weakness
of a company are easier to control and manage as opposed to the external threats and
opportunities. The crucial requirements of the RBV are that the relevant resources are specific
to the firm and cannot be easily copied by competitors and make up the firm’s competitive
advantage (Barney, 1991). Because each firm’s resource bundle is unique as a result of its
management decisions and experience, it cannot be easily replicated (Barney, 1991). The RBV,
therefore, suggests that firms can maintain sustainable competitive advantages for themselves
by effectively directing and using these valuable and rare resources and capabilities to
outperform their rivals (Barney, 1991). The exploitation of internal capabilities can enhance a
companies’ ability to understand which sustainability practices are necessary for it to attain
competitive advantage (Hsu, Chang and Luo, 2017).
To have a clear understanding of why the RBV is relevant for this study, we must understand
the components that make up this view, which is resources, capabilities, and competitive
advantage. A resource is “anything which could be thought of as strength or weakness of a
given firm. More formally, a firm’s resources at a given time could be defined as those assets
which are tied semi-permanently to the firm” (Wernerfelt, 1984: 172). The three basic
categories of resources which can be sources of competitive advantage include the physical,
human and organisational capital resources (Barney, 1991). A firm’s buildings, equipment,
technology, location, and finances are considered to be physical capital resources. The human
capital resources include the expertise, training, predisposition for risk-taking and intellect, of
its employees (Barney, 1991). The organisational structure, history, corporate culture and
human resources are organisational capital resources (Barney, 1991).

McWilliams and Siegel (2001) show a relationship between intangibles and corporate social
responsibility and the authors argue that intangibles play an essential role concerning the firm’s
sustainability activities and that these influence the value of a company. McWilliams and
Siegel (2001) also explain how a company can invest in corporate social responsibility
activities to generate intangibles for its external and internal benefits. In terms of internal
capabilities, when a company participates in sustainability practices, they can develop their
human resource capabilities (Nyborg and Brekke, 2004). Baron and Diermeier (2007) further
argue that companies with a sustainability focus, the company can entice ethically sound
investors. Externally, sustainability focussed companies can use this resource to enhance their
reputations or brands (Baron and Diermeier, 2007).
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Although the sustainability report aims to provide financial and non-financial information, it
meets the social and environmental expectations of both internal and external stakeholders
(Paulraj, 2011). It should also contain some information about the intellectual and human
capital of the company (Paulraj, 2011).

According to RBV proponents, it is more viable for a company to use its current resources in
innovative ways to exploit new opportunities as opposed to attempting to acquire new skills
for every opportunity that arises (Richey, Musgrove, Gillison and Gabler, 2014). This view is
also applicable to sustainability reporting where the company can use its existing resources to
undertake sustainability practices to gain competitive advantage. RBV shows a relationship
between the sustainability practices of a business and its performance through the business
committing its available resources to pursue long-term strategy focuses on sustainability to
benefit from it (Richey et al., 2014). The ability of the company to quickly commit resources
to new green market opportunities enables it to develop new technologies and develop them so
that it can take advantage of new market opportunities and therefore engage in sustainability
practices at a reduced cost (Richey et al., 2014).

Teece, Pisano and Shuen (1997) identified shortcomings in the RBV definition of firm
capabilities which saw the advent of the concept of dynamic capabilities. The authors argued
that the idea of capabilities as it was, failed to take into consideration the firm’s ability to use
its capabilities to address the rapidly changing environments. They also argue that for a firm to
be agile and responsive to these changes, these capabilities must be dynamic. Teece et al.
(1997) defined dynamic capabilities as the company’s capacity to integrate, create and
rearrange their competencies towards seizing of new opportunities in a dynamic environment.
Mintzberg, Lampel, Quinn and Ghoshal (2003) further define dynamic capabilities as the
firm’s ability to tackle changes in the environment and effectively utilise its resources for the
configuration of new routines and resources to maintain competitive advantage. In turn, the
company will disclose these sustainability activities in a sustainability report.

Barney (1991) also says that according to the RBV, companies can exploit their valuable,
inimitable, and rare resources as their assets to achieve sustainable competitive advantage for
themselves. Barney (1991) defines competitive advantage as a firm having the ability to
develop and implement a strategy that created value that is not being applied by an existing or
potential competitor. He argues that a firm derives competitive advantage by running its
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business in such a way that it can develop superior capabilities and resources (Barney, 1991).
A criticism of this view is that Barney’s (1991) definition of competitive advantage is the only
definition that can be found in theory (Hoffman, 2000). The author argues that this view lacks
a firm functioning definition for competitive advantage (Hoffman, 2000). Without this
definition, competitive advantage cannot be measured, and it is therefore not easy to assess
whether a company has achieved it by participating in sustainability reporting except by
looking at the company’s financial sustainability (Hoffman, 2000).

In response to this criticism, Hart (1995), a seminal author of the Natural Resource-Based View
(NRBV), offers a link between the resources and capabilities in the company and the natural
environment. This view proposes that a company should adopt a natural resource-based view
to develop competitive advantage that is specific to the firm by thoughtfully managing its
relationship with the natural environment. Hart (1995) proposes that competitive advantage
must be looked from the perspective of pollution prevention, product stewardship and
sustainable development- three strategies that are intrinsically interconnected. Hart’s (1995)
theory takes this argument further by stating that as the constraints and pressures placed on the
company increase and become more rigorous, the firm’s ability to manage them will make its
organisational capabilities more valuable, rare and inimitable. He says that this will result in
superior economic and social outcomes for the firm Hart’s (1995). These are outcomes that the
company can disclose in their sustainability reports.

Grant (1991) stresses that for better understanding of the resources necessary for an
organisation to adopt sustainability practices, it is essential to distinguish between resources
and organisational capabilities. According to Grant (1991), it is when a company has succeeded
in bundling its resources, it can then be said to possess the organisational capabilities which
are the main drivers of competitive advantage for the organisation (Grant, 1991). Concerning
which resources enable the company to develop environment-related capabilities, Russo and
Fouts (1997) argue that different types of resources within the firm play different roles. For
example, the effective implementation of sustainability practices requires the full involvement
of all members of the team, thus highlighting the significance of the firm’s human and
organisational resources in facilitating the participation in and enthusiasm for sustainability
practices (Fisher and Schot, 1993). Fisher and Schot (1993) add that a company’s capabilities
also have the potential to improve its image and reputation and this will not only help the
company to attract good quality employees but will also contribute to increased investment
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opportunities for the company. The RBV stresses the decisive role that the resources and
capabilities of a company play in it participating in corporate sustainability initiatives such as
sustainability reporting.

A review of NRBV by Hart and Dowell (2011), they introduced two categories, namely clean
technology and base of the pyramid capabilities into sustainable development. The authors
suggest that companies should develop capabilities that will allow them to create clean
technologies where they will reduce material and energy consumption to provide for human
needs without putting a strain on the earth’s resources. Companies that can develop these
competencies can position themselves for competitive advantage better as their sectors change
and evolve (Hart and Dowell, 2011). Innovations related to clean technologies boost the
company’s efficiencies in terms of operations and production (Hart and Dowell, 2011). As the
company eliminates pollutants from their process of production, they not only reduce pollution
but also reduce their costs of production but are also eliminating their liability and compliance
expenses – thus improving their competitiveness (Hart and Dowell, 2011). A second aspect of
the NRBV is the base of the pyramid capability, which looks at the increased focus on the role
of companies in easing poverty levels for the poor. The two capabilities raised by NRBV, which
are clean technology and the base of the pyramid have a clear correlation with companies
participating in responsible sustainability activities Hart and Dowell, 2011). These activities
can also form the basis of a sustainability report for the company.

From the perspective of this study, which aims to explore sustainability reporting by SMEs,
the natural environment presents the firm with opportunities to develop strategies that lead to
their sustained competitive advantage based upon the company’s relationship to the natural
environment. Porter (1985) further argues that companies in developing countries are more
capable of managing environmental issues than those in less developed nations. Porter (1985)
attributes this to the fact that developed countries are more likely to have access to advanced
technologies and regulations. What this argument suggests is that SMEs in less developed
countries such as South Africa are less likely to have the means to adopt sustainability practices.
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Chapter 3 – RESEARCH METHODOLOGY
3.1. Introduction
This chapter aims to introduce the research methodology for this qualitative study regarding
challenges, barriers, and drivers of sustainability reporting by SMEs. The paradigm approach,
research method, sampling, procedures for data collection, data analysis method, the validity,
and reliability, as well as the ethical considerations for the study, are also included in this
section.

3.2. Objectives of the study
Specific objectives of the study were:
•

To identify and describe the challenges and barriers associated with sustainability
reporting in SMEs;

•

To identify and describe the drivers of sustainability reporting for SMEs;

•

To investigate if/how SMEs use sustainability reporting to attain competitive advantage
for themselves; and

•

To make recommendations on how sustainability reporting can create competitive
advantage for SMEs.

3.3. Paradigm approach
The research aimed to adopt a post-positivism paradigm. Kuhn (1977) defines as a research
philosophy with established assumptions and shared understandings that a community of
researchers has about how the research is conducted. According to Lather (1986), these
research paradigms are a real reflection of our beliefs about our world. Scholars who subscribe
to this paradigm believe in the multiple perspectives of participants as opposed to the single
reality of the observer (Creswell, 2007). According to Weber (2004), contemporary postpositivist researchers recognise the limitation of the knowledge they seek to build,
understanding that their culture, experiences, and history impact the research work they
undertake and thus their results. According to Henderson (2011), post-positivism brings theory
and practice together. Through this paradigm, the researcher aims to build on the knowledge
about the benefits and challenges of sustainability reporting, as seen by the reporting SMEs.

28

3.4. Research Method
Denzin and Lincoln (2003) argue that qualitative research is lifelike and that it aims to study
the ordinary lives of diverse groups of individuals and groups in their familiar settings and that
it is especially useful for studying settings and processes. According to Stake (2010), a
qualitative study is a suitable research method when the aim of the research relies on the
perception of a participant’s experience in each situation to explain a phenomenon in a way
that makes sense to them. The chosen research method allowed for in-depth and exploratory
questioning of participants, based on their responses (Stake, 2010). The researcher also
attempted to gain a profound understanding of the participants’ motivations and feelings
(Cresswell, 2003). The qualitative approach was the most appropriate method because this
study aimed to gain insight into sustainability reporting by SMEs.

This study employed the deductive thematic analysis method. According to Braun and Clarke
(2006), this is a method of isolating configurations or themes within qualitative information.
An advantage of this method is that it is not tied to a particular theoretical perspective, which
makes it flexible (Braun and Clarke, 2006).

3.7. Sampling
Purposive sampling was used for this study, whereby the subjects chosen to participate in this
study are employees of SMEs whose responsibilities include sustainability reporting. Their
potential to offer relevant information in response to the research questions was considered.
Lewis and Sheppard (2006) define purposive sampling as a technique where participants are
selected based on what they know. It is a method of sampling that is not random, and it allows
the researcher to selects cases that are rich in information-rich to allow for in-depth study
(Merriam, 1998). The researcher determined what information is needed for research and
identifies participants who are willing to provide the information because of the experience or
knowledge (Lewis and Sheppard 2006). The researcher selects a sample from which they can
learn the most (Merriam, 1998). Also, Creswell (2007) recommends that 3-5 participants be
used for case study research.

Given the small size of the population of SMEs in South Africa that participates in
sustainability reporting, the entire population was included in the study. The population
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consisted of 13 SMEs in South Africa that had submitted their sustainability reports to the
GRI’s Sustainability Database (2019) for the last five years. The researcher made initial email
contact with each organisation’s office of the Chief Executive Officer or Managing Director,
as the gatekeeper of the identified organisations, from the GRI database. Within the research
process, gatekeepers are the individuals that act as intermediaries between the participants and
the researcher (De Laine, 2000). The email communication included an introduction of the
study and what it aimed to achieve, the gatekeeper approval form, the ethical clearance
certificate, and the interview schedule (see Annexure A). The initial contact was followed up
with telephone calls, where the researcher requested the contact details of both the gatekeeper
and the individuals responsible for sustainability reporting within the respective companies.

Although there were 13 identified participants identified and contacted, only five (5)
organisations responded to the participation request and participated in the study.

3.8. Data collection
In terms of data collection, the interview schedule was administered, and interviews conducted.
Five company representatives were interviewed, with one from each firm. Two of the five
participants responded to the interview schedule, which they received and resubmitted via
email. They self-administered the interview schedule, and the researcher was not present in the
room.

The researcher interviewed the other three participants and these interviews took place via
Zoom, video and conference technology which offers research participants the ability to
communicate in real-time with at different locations using any device that could be a tablet,
computer or mobile device (Zoom Video Communications Inc., 2016). A key advantage of
Zoom is its ability to record and store sessions securely (Zoom Video Communications Inc.,
2016).

The interviews were recorded electronically using Otter (Otter.ai, 2020), a live transcription
note-taking application that records interviews and turns them into a text document. The
participants sent consent forms before the interviews. The interviews began with the researcher
by going over the consent again with the participants. This process was followed up with
background information of both the participant and the SME. Following this introduction, more
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detailed questions followed to collect more in-depth data on sustainability reporting by the
organisation. All the interviews took place in a single session, and at the end of each interview,
the participants were informed that should the researcher seek more clarity on specific issues
follow up contact would be made. Although Otter (Otter.ai, 2020) records and translates
interviews into text, it is not 100% accurate. Therefore the interviews were checked for
accuracy against the voice recordings and corrections made to ensure the interviews were
captured accurately.

3.9. Data analysis
The thematic analysis method was used to analyse the data in this study. Braun and Clarke
(2006) define thematic analysis as a technique that is used to identify and analyse themes found
within data. Braun and Clarke (2006) suggest that is can be used to examine narrative materials
from the stories of participants and breaking data into smaller units and describing phenomena.
It involves the researcher looking for identifying common threads that are spread across a set
of interviews (DeSantis and Ugarriza, 2000). This approach is relevant for this study, as it
allowed the researcher to identify themes that are related to the research questions. Through
this method, the data were grouped according to their connections and variances to determine
themes (DeSantis and Ugarriza, 2000). By using the thematic analysis, the researcher was able
to make the associations between the various ideas and thoughts of the participants to theories
that already exist.

The recorded interviews were transcribed and then analysed through the deductive thematic
analysis method. This approach allowed for themes to emerge as the reader is required to
familiarise themselves with the data so that they can identify and allocate the emerging themes
in line with the research questions (Braun and Clark, 2006). Data coding was done manually.
It involved using different coloured highlighters to identify significant themes. Male (2016)
defines data coding as a method to quantify the data to see that themes exist early on in the data
analysis. Once the researcher is familiar with the data, they can expect to see the emergence of
patterns in the data (Male, 2016). This approach allowed for themes to be identified,
categorised to according to the research objectives outlined earlier on in this study and further
investigated through the interview schedules.
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The identified themes were also be refined further ensure that they sufficiently reflected the
data collected according to the research questions to achieve the research objectives (Braun
and Clarke, 2006).

3.10. Validity and Reliability
A method to guarantee the credibility and reliability of a qualitative study is to ensure that the
participants have the experience to discuss the phenomenon the researcher sets out to explore
(Creswell and Miller, 2000). The validity and reliability of the data collected were maximised
through the careful design of the interview schedule that was carefully explained to the
participants (Cohen, Manion and Morrison, 2000). To ensure that the participants had the
experience to discuss sustainability reporting within their organisations, their background in
terms of qualifications and experience with sustainability reporting were explored in the
interview schedule.

The questions asked in the interview schedule were determined by the literature about
sustainability reporting and SMEs to ensure the validity and reliability of the interview
schedule. The researcher also ensured that each of the questions in the interview schedule was
aligned with the objectives of the study. The questions were carefully worded to enable the
exploration of each of the themes under investigation with specific attention given to questions
regarding challenges and barriers, drivers of sustainability reporting for SMEs. The validity of
the interview schedule may, however, be affected by the respondents not responding fully to
the interview schedule (Oskamp, 1997).

Three of the respondents self-administered the interview schedule as opposed to the researcher
interviewing them, and the other two were interviewed over voice platforms (the software
Zoom was used). According to Harrison, Birks, Franklin and Mills (2017), the researcher
should use verbal communication to avoid missing the non-verbal cues that may not be visible
when the participant is being interviewed in person.

3.11. Developing interview schedule
Creswell (1994) argues that researchers must describe their project in terms that are familiar to
key groups, peers and funders, for example. The author also suggests that reading the existing
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literature can help guide and strengthen the study design (Creswell, 1994). In developing the
interview schedule, the researcher considered the main concepts dealt with in the research
question which is “An exploratory case study on the barriers, challenges and benefits of
sustainability reporting by small and medium enterprises (SMEs) in South Africa”.
Consideration was also given to the competitive advantage that can be attained from
participating in sustainability reporting. The key concepts identified were barriers, challenges,
benefits of sustainability reporting and the competitive advantage that can come about as a
result of participating in sustainability reporting. The researcher adopted a logical structure by
grouping questions into sections and proceeding from the general to the specific.

It would have been ideal for the researcher to have had the opportunity to conduct an in-depth
study of the literature before developing the interview schedule. However, this was not possible
as the interview schedule was to be submitted as part of the ethical review processes, which
has to take place before the research and data collection can take place. Only after these
processes were completed did the researcher conduct a more detailed literature study; hence
some of the key issues that were identified for the study were identified at a later stage.
3.12. Ethical considerations
To ensure that ethics were prioritised in the study, the researcher followed the ethical
procedures as set out by the Ethics Committee at Rhodes University. Before the
commencement of each interview, the procedure that was to be followed was explained to the
participants. They were also informed of the benefits they could reasonably expect from the
research - including that the outcomes of the research would be shared with them. Participants
were also informed that they were free to withdraw from the study at any time or not answer
any question they did not feel comfortable answering.

The participants were also assured of anonymity and confidentiality for both themselves and
their organisations in the final report. At the data collection stage, a safe environment was
ensured where others could not hear or see their responses. As per the ethics clearance
application process conducted before commencing with the study, each of the participants was
assigned a unique study code as SME 1, SME 2, SME 3, SME 4 and SME 5. These were used
on the interview schedule and data analysis in place of identifying information to protect the
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participants’ responses. Also, all the recorded materials will be destroyed after five years, thus
further eliminating the risks related to confidentiality.
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Chapter 4 - FINDINGS
4.1. Introduction
This chapter will present the findings related to the objectives of the study as set out hereafter
for easy reference. It will also provide a profile of the respondents followed by a presentation
of the findings based on three broad themes that were identified and further synthesised into
seven sub-themes related to the challenges and drivers of sustainability reporting for SMEs.
Lastly, a summary of this chapter is provided.

This study aimed to investigate the challenges and barriers faced by SMEs, together with the
potential benefits for SMEs participating in sustainability reporting in response to the following
aims and objectives:
•

To identify and describe the challenges and barriers associated with sustainability
reporting in SMEs.

•

To identify and describe the drivers of sustainability reporting for SMEs.

•

To investigate if/how SMEs use sustainability reporting to attain competitive advantage
for themselves.

•

Lastly, the research also aims to make recommendations on how sustainability
reporting can create competitive advantage for SMEs.

4.2. Profiles of participants
Five interviews were conducted with representatives from the five SMEs. Out of the five
interviewees, two were males, and three were females. They all have Bachelor of Commerce
qualifications, their primary responsibilities are Finance Director, Chief Financial Officer or
Fund Analyst, with two of the participants being Chief Executive Officers for their
organisations. Four out of the five participants are Chartered Accountants. All the participants
perform sustainability reporting as part of their roles within their organisations, hence their
purposive sampling for this study. To maintain the anonymity of firms and participants, the
five (5) participating organisations were renamed as SME 1, SME 2, SME 3, SME 4, and SME
5. They will be referred to in this way this report.

An interview schedule was prepared for this study using information drawn from the literature
review. In the interview schedule, the participants were requested to answer questions in
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response to the research question. In addition to these questions, they were also requested to
answer questions about their backgrounds and that of the SMEs they represent.
4.3. Identified themes
Three main themes were identified from the data as follows: barriers and challenges of
sustainability reporting, drivers and benefits of sustainability reporting and competitive
advantage. The identified themes were further broken down into seven (7) sub-themes in line
with the literature review in Chapter 2.

4.3.1. Theme 1: Barriers and challenges of sustainability reporting
The first identified theme related to the barriers and challenges of sustainability reporting. The
data revealed sub-themes under this theme are as follows:
a) Lack of regulations and guidelines, compliance is voluntary
b) Lack of awareness and information, lack of time, inhibitive costs in terms of time
and human resources, lack of training
c) No value in reporting
Table 1 is a depiction of the sub-themes that emerged from the data in the form of keywords
that were mentioned by the participants concerning theme 1, which are the barriers and
challenges experienced in participating in sustainability reporting.

The red block indicates sub-theme (a) which most of the SMEs noted to be the lack of
regulations and guidelines in terms of sustainability reporting and the fact that compliance with
this type of reporting was voluntary. The purple block indicates sub-theme (b) which most of
the SMEs showed as the lack of awareness and information, lack of time, inhibitive costs in
terms of time and human resources and lack of training. The green block indicates sub-theme
(c), which showed one of the reasons for SMEs not participating in sustainability reporting was
that they saw no value in reporting.
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Table 1: Sub-themes: barriers and challenges of sustainability reporting

a) Lack of regulations and guidelines, compliance is voluntary
The concept of lack of regulations and guidelines is common to all the participants. All the
participants are also in agreement that the practice of sustainability reporting is voluntary as
there is no policy framework currently in place in South Africa. They also agree that although
King IV guides them, the report only recommends that companies should prepare an integrated
report but does not provide any guidelines as to what they should be reporting on and what
format they should follow. The data shows that in the absence of regulated procedures, the
SMEs choose to use whichever framework is the most convenient for them. The data also
revealed that the SMEs have, over the years, developed their own templates, on which their
reports are based. The participants made the following comments:
•

We use mostly the King Code. There's not a lot of guidelines on it; it just says that you
have to report on your sustainability impacts and be transparent. It’s not really specific.
I think it's more what we think people would want to see. We don’t use the GRI or any
other international framework. We have an established template that we have been
using for years. So I wouldn’t say it is based on any guidelines (SME 3).
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•

The King Code regulates that we should produce an integrated report but a
sustainability report is purely voluntary and is not covered by any regulations or
policies in South Africa (SME 5).

•

Except for the King Code - no, there's not really guidelines for these things. South
Africa is starting to move towards being more transparent reporting, but we’re not
actually there (SME 3).

It also emerged that the SMEs make their own discretion as to which sustainability issues they
should disclose in their reports as shown by the comments of SME 4 as follows: So you tend
to always favour what you actually do which isn't really what you're supposed to do, you're
supposed to look at all the aspects of sustainability. It's easy to just focus on the one you do.
Automatically, you don't want to put something negative in the reports were but you need to
show that as well as the bad. For instance, if you didn't do any social sustainability practices
or maybe you but did not involve the communities, then that should tell you that you didn't meet
the metric that you had set for yourself as a company…
SME 3 uses a combination of reporting standards: We do try to use the GRI for the NGO sector,
but again it has become very much a guide that we used to benchmark. Because also you know
having all those tick boxes... They didn't really add value they became a tick box exercise. So
we really look at the GRI reporting guidelines and how we can use those standards. And those
are the ones that we look at specifically, preparing reports. But basically, AA1000 is the
cornerstone of our reporting because it speaks of your inclusivity, your materiality and those
kinds of aspects.
b) Lack of awareness and information, time, inhibitive costs in terms of time and
human resources and lack of training

Literature reveals that SMEs are not aware of the need to implement sustainability practices
such as reporting and that they find reporting costly both in terms of financial and human
resources. The SMEs who do implement this type of reporting found that it supported this
perception by indicating that sustainability reporting is indeed a costly and time-consuming
exercise. For example, SME 1 responded as follows to the question of what challenges face
SMEs in terms of sustainability reporting: I would say the biggest challenge is awareness.
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SMEs do not know about sustainability reporting. They also do not know what the benefits of
doing it are.
SME 4 said: The biggest challenges is time. It is not an easy report to prepare, that you can
just wake and say: "Okay, this is what I'm doing". There is preparation and record-keeping
that has to be done throughout the year that guides and lead you into the actual reporting, and
that information is simply not readily available.
It is interesting to note that although the SMEs cited time and cost as one of the barriers to
reporting, they also reported that within their organisations, they experienced no additional
charges as the sustainability reporting was incorporated into their role within their organisation.

The participants also agreed that although they are involved in sustainability reporting as part
of their roles within the company, they all learned about it on the job and received no specific
training on the sustainability reporting process.

c) No value in reporting
The third most common sub-theme found in the data is the fact that SMEs are not participating
in sustainability reporting because they cannot see any value in doing it. This theme emerged
in response to a question asked to the participants about why they thought other SMEs were
not participating in sustainability reporting.
SME 3 said: If it's not going to add value to your specific sector, then there’s no point in doing
it. SME 4 said: There's also got to be value for an organisation. You have to be able to say that
derive value from it. Otherwise, there is no point in doing it.
Both SME 1 and 4 agree that without any visible value for participating in sustainability
reporting, there is no point in doing it. This sub-theme is related to awareness about
sustainability reporting and practices related to sustainability. If the SMEs were educated about
sustainability reporting, they would have a better understanding of the benefits.
SME said: The main challenge in preparing the report is breaking down the established silos
within the company and linking all the information to show the story of how value is created
(SME 1). The comment by SME 1 indicates that although the company does do sustainability
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reporting if they cannot show the value created through sustainability practices “then there is
no point in doing it” (SME 1, 2020).

4.3.2. Theme 2: Drivers and benefits of sustainability reporting
The main themes under this section are the drivers and benefits of sustainability reporting. The
sub-themes identified under this theme are as follows:
a) Improved decision making
b) Increased financial sustainability
c) Transparency and accountability
d) Legitimacy and image

Table 2 is a representation of the sub-themes related to theme 2, which are the drivers and
benefits of sustainability reporting. These sub-themes emerged through the identification of
keywords related to these drivers as experienced by the SMEs who participated in the study.

The orange block represents sub-theme (a) which is related to how sustainability reporting has
improved decision making for the participating SMEs. The blue block represents the subtheme (b) which is associated with the financial sustainability that the SMEs have attained as
a result of sustainability reporting and related practices. The pink block represents sub-theme
(c) which is transparency and accountability. This sub-theme came out strongly amongst all
the SMEs are one of the main drivers of sustainability reporting. The black block is a
representation of sub-theme (d). This theme is related to improved legitimacy and image and
is one of the benefits of sustainability reporting for the SMEs.
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Table 2: Sub-themes: drivers and benefits of sustainability reporting
a) Improved decision-making
The impact of sustainability reporting on SMEs came out very strongly in the data with all the
research participating agreeing that the practice does indeed affect the organisation’s decisionmaking processes.
SME 1 - We value customers-for-life, and believe that people buy from people. As a company,
we subscribe to the principles of fairness, accountability, responsibility, and transparency in
all our dealings. These principles provide us with the platform to ensure quality decisionmaking and enhance the long-term prosperity of our company. In addition, whatever decisions
we make as a business, we consider our relationships with our stakeholders, whether these are
financial or social. We also strive to have minimal impact on the environment as we understand
the implications of environmental degradation on these communities.
SME 2 said: Transparent and comprehensive reporting forms the basis of all our investment
decisions. How we operate, how we identify and manage risk.
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When asked about why their organisation continues participating in sustainability reporting
despite it not being a legislative requirement for SMEs, SME 3 commented that: It gives the
company the chance to show our stakeholders what we're doing. Without the report, they’re
not going to know that we have solar panels or we’re saving money through sustainability
initiatives if we don't tell them about it somewhere and sustainability reports are the obvious
way to do it. In terms of transparency, the board expects us to share information about our
sustainability practices. More and more people want to see what we are doing for the
environment - especially waste management. It has become an expectation from businesses.
SME 5 added: We appreciate the relationships between various external and internal factors
and how they influence our capacity to create sustainable value, which cannot happen without
carefully considering the connection between the capitals that we use, the trade-offs that we
make in fulfilling our tactical objectives, the environment in which we operate, the needs of the
various stakeholders, the effective management of risk and our businesses operations, amongst
many matters. Therefore, our integrated decision-making is heavily underpinned by our
integrated decision-making. The actions taken by the company to ensure the creation of value
over the short, medium, and long-term and is embedded in everything that we do.
b) Increased financial sustainability
A benefit that was most common amongst the participants was the increased financial
sustainability. SME 5 - Most importantly, as a result of our sustainability practices, we have
seen improved access to investments - a definite positive step towards the financial
sustainability of our business – also benefiting our staff and shareholders.
SME 2 said: We are constantly reviewing our sustainability practices where we make
investment decisions to invest mostly in businesses that have a central focus on sustainability
practices that not only take financial sustainability but also social and environmental
sustainability focus.
SME 4 - Financial sustainability is our focal area because without financial sustainability we
will not be able to continue. But I think sustainability also means looking after all aspects of it,
whether it's your facilities and ensuring that they are well maintained, to ensure that you're
able to give the service. Looking at your environmental understanding and acknowledging that
42

they are scarce resources when it comes to electricity and water. And how you ensure your
sustainability from the responsibility point of view as well. We get the financial benefit on the
savings we make towards electricity and water savings but you don't see the actual carbon and
environmental benefit of this. Externally, the benefits are to the communities, stakeholders and
the environment.
c) Transparency and accountability
Transparency and accountability are sub-themes that also came out strongly amongst all the
SMEs interviewed with all the participants confirming that the need to be transparent and
accountable to stakeholders such as funders, investors, the public and shareholders, was one of
their strongest motivators for them continuing with sustainability reporting.

When asked about what factors motivated the company’s decision to conduct sustainability
reporting, SME 5 said: As an investment company with shareholders it is important for us to
be transparent in how we invest our shareholder’s funds.
SME 3 - There is value in us being transparent especially because we are a small company.
We need to show our shareholders where the value is coming from and what we're doing to
create extra value. It gives confidence in the market as well.
SME 2 – The company places great emphasis on good corporate citizenship, integrity,
transparency and accountability and comprehensive reporting – it forms the basis of our
investment decisions. Initially, we only focused on financial reporting. However, as the
company grew and we started making bigger investments and also became funded by external
stakeholders, it became important for us to report in a more transparent manner.
Since making the decision to undertake sustainability reporting, the company has shown more
profits with investors having more trust is who we are and what we do because we have been
open and transparent in our communication with them through our reports. We are one of the
leading fund managers in the country today. Over the years we have seen the company grow
in leaps and bounds and we can certainly attribute some of this growth to the improved decision
making processes that we have adopted since starting on the sustainability reporting journey.
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SME 4 - I think it is the necessity to show good governance, to demonstrate that is of crucial
importance because also when large companies and even individuals trust in you make an
investment in you, they want to see a return, and they want to see how you have spent your
money. How are you being held accountable for what you are doing? And those are one of the
main reasons why we looked at sustainability reporting because it really gives us a holistic
view as to what is the organization doing, what have we used the funding for and how do we
ensure then through the support that we receive from the public remain sustainable going into
the future. Also because when people do donate they want to see that the donation is not just a
hand to mouth donation but is an element of sustainability, knowing that if they're making
investments, and are calling it an investment because it is a social investment with social
profits. Not monetary or financial in any way. People want to see that they are contributing to
something that is going to be sustainable going into the future.
SME 5 - This type of reporting not only keeps us accountable to our stakeholders but also
allows us to disclose publicly, information about our sustainability practices and impact in a
straightforward, simple and transparent manner.
d) Legitimacy and image
Most of the participants agreed that reporting on their sustainability practices as an organisation
contributed to an improved reputation and image for their companies. They also confirmed that
it contributed to their legitimacy as a small business.
SME 1 - As we improve and refine our sustainability practices, we can expect the image of our
organisation to improve. We see this as being a great marketing tool for us.
SME 4 - …a valuable marketing and PR tool, when we are speaking to the public and when
we are asking for donations. And I think also because it's broken down into concise sections,
a donor or prospective funder can go to a section that they want to see, they can see the data,
they can see it almost in a snapshot of what the organisation is doing. You might have financial
statements, but it doesn't tell you the narrative of what the organisation is doing - what's the
story behind it and what the impact is that you making.
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SME 1 said: It's something that investors also ask before they invest. They want to know that
their investment will be protected. There are also new laws coming in about waste management
especially in the communities that we work in and you can get penalties for that. So in that
sense, it becomes an articulated expectation that we need to have a sustainability report.

4.3.3. Theme 3: Sustainability reporting and competitive advantage
Although most of the participants indicated that they had gained competitive advantage as a
result of sustainability reporting, their description of how it was achieved differed amongst all
of them. The common theme amongst all the participants was that they all saw positive benefits
from participating in sustainability reporting. Each of the participants identified different
elements which they viewed as what gives them competitive advantage, and they commented
about their respective competitive advantage as follows:
SME 5 agreed that the company had indeed gained competitive advantage and this was visible
through being able to identify and manage risk and commented as follows: We recently had a
breach in our IT [information technology] system but because we had an active risk register
that is part of our sustainability practices, we were quickly able to identify the breach and
remedy the situation. If we had not had the register we would not have been able to pick up the
breach. They also indicated that there was an improvement in profits and stakeholder
relationships: We have not only seen improvement in our profits but also the relationship with
our stakeholders continues to improve as we strengthen our efforts to be transparent in our
reporting.
SME 3 reported an increased market share since undertaking sustainability practices. As one of
the few companies operating in the lower LSM [the Living Standards Measure is a marketing
and research tool used in South Africa to classify standard of living and disposable income]
markets and we have grown our market share quite substantially since we have started with
not only sustainability but also sustainability reporting.
While SME 4 showed increased access to funding and commented as follows: In addition to
the internal advantages, we have also noted that funders see the value of our reports. We are
transparent in our impact – both socially and environmentally, hence we are able to attract
increased funding. The funding slice is becoming smaller with more competition for the
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available funds. Our funders are assured that we will use their funds to achieve what we set
out to do because we are transparent and accountable in our reporting. The reporting has
improved our reputation and our image as an NPO. The scope to access public and private
funding is definitely one of the competitive advantages that we have been able to gain over our
competitors. Through being able to demonstrate our sustainability practices we are able to tap
into other sources of funding. Through our financial sustainability efforts we are also able to
be self-sustaining by generating our own income. This enables us to open other doors for
additional funding. We are able to show and measure the impact of the donations we receive.
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Chapter 5 – DISCUSSION
5.1. Introduction
The objectives of this study were to identify and describe the challenges and barriers associated
with sustainability reporting by SMEs in South Africa; to identify and describe the drivers of
sustainability reporting for SMEs; to investigate if/how SMEs use sustainability reporting to
attain competitive advantage for themselves and to make recommendations on how
sustainability reporting can create competitive advantages for SMEs.

The study has found that indeed there are several barriers to sustainability reporting by SMEs.
Also, drivers are present for SMEs to participate in this sustainability practice, and they do
indeed derive benefits from it. The study also found that SMEs can attain competitive
advantage from sustainability reporting. Furthermore, the study has also found that although
SMEs face challenges in terms of sustainability reporting, it also has significant benefits.

5.2. Thematic discussion
Several themes relating to the objectives of the study, as outlined above, emerged from the data
collected. The data revealed three main themes (see 4.3.1, 4.3.2 and 4.3.3) related to the
barriers, drivers and benefits of sustainability reporting and the competitive advantage that
SMEs can gain from the practice of sustainability reporting. These themes were further
synthesised into seven sub-themes as per the discussion below.

5.2.1. Barriers and challenges of sustainability reporting
The first theme was the barriers and challenges of sustainability reporting. While question 4
(a) aimed to get the participants to look at their own experiences and company’s internal
processes to determine if there were any challenges that they experienced, question 4(e)
required for the participants to make general observations about what other SMEs perceived as
challenges to reporting.

As the role of SMEs in the economy, especially in a developing country like South Africa
expands, so do their impacts on both the environment and the economy. However, the
environment in which they operate has not evolved to cater for the growth in the impact of
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these smaller businesses. Some of the broad categories that create barriers for SMEs
participating in sustainability reporting that were found in this study include the lack of
regulations and guidelines, the voluntary nature of sustainability reporting, the lack of
information, the inhibitive financial and human resources costs, and the lack of information.

In terms of lack of regulations and guidelines, compliance was found to be voluntary (see
section 4.3.1 (a)). The data showed that most of the participants agreed that sustainability
reporting was voluntary as there was no policy or framework for reporting for SMEs in South
Africa. All the participants in the study indicated that as SMEs, their organisations are required
to report by King IV. However, the code offers no specific guidelines and does not provide a
format according to which they must report. As a result, the SMEs in the study used whatever
format was convenient and easily accessible to them, with one of them even going as far as
using aspects of various reporting standards to create a reporting template for their
organisation. The data also revealed that this lack of guidelines resulted in the SMEs using their
discretion to decide which issues to report on – resulting in biased reporting.

Literature suggests that legislation is one of the foremost motivating factors for SMEs to
participate in sustainability practices. Williamson, Lynch-Wood and Ramsay (2006) support
this finding and argue that stronger regulations are the best drivers for improved sustainability
reporting and sustainable development for SMEs. The authors argue that government
intervention is imperative to compel companies, particularly SMEs, to engage in socially and
ecologically accountable activities (Williamson et al., 2006). According to Hillary (2004), not
only can such regulations induce sustainability reporting but can also promote sustainability
practices by SMEs such as protecting the environment and the health and safety of the labour
force.

The second sub-theme to emerge from the data was lack of awareness and information and the
inhibitive costs of reporting in terms of human resources and financial resources (see section
4.3.1 (b)). The data revealed that most SMEs are not aware of sustainability reporting. Those
that are aware of it have the perception that it is too costly and would take up too much of their
time and finances. The SMEs who participated in the study had also not received any training
that is specific to sustainability reporting. All the participants indicated that they had all learned
about sustainability reporting “on the job”. According to Pimenova and van der Vorst (2004),
the level of unawareness of sustainability reporting by SMEs is further compounded by the
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inadequate opportunities for practical training and capacity building together with the lax
legislative environment. Closely related to the lack of awareness is the belief by many small
companies that because they are small, their impact is proportional to their activities, and is
therefore minimal (Holland and Gibbon, 1997).

One of the standards that the GRI (2013) measures is that of the environmental and social
performance of the supply chain of large corporates. The implications of this for SMEs are that
the large companies will start expecting the smaller businesses that are part of their supply
chain to keep track of and report on their own environmental and social performance and that
these reports would feed into the reports of the larger corporates. This practice will create
increasing pressure for SMEs to participate in sustainability reporting. Although the cost of
reporting may seem to be prohibitive, the loss of business due to non-compliance may be higher
for SMEs. An example of how this strategy can be implemented was seen in Germany, where
the government introduced the Corporate Social Responsibility Directive Implementation Act
(CDIA). Although the Act does not directly address SMEs, it requires the larger corporates to
ensure that suppliers and subcontractors who are part of their supply chain submit sustainability
reports, thus promoting sustainability reporting amongst SMEs (Bergmann and Posch, 2018).

Along with the pressure from the larger corporates, which SMEs are a large part of their supply
chain, they will soon also start experiencing pressure from their stakeholders which include
customers and shareholders (Lee and Klassen, 2008). Stakeholders are already influential
opinion-makers and able to influence markets and regulations (Lee and Klassen, 2008). More
and more customers are prepared to pay the best price for services and products that address
environmental and social issues. The International Federation of Accountants (2013) supports
this position by stating that the costs that SMEs incur in engaging in sustainability efforts can
be recouped once they access markets and value chains and suggests that these businesses
should cater for these costs from their running costs. Given the dynamic nature of the business
environment and the rapidly evolving preferences of customers and regulations, it is of utmost
importance for SMEs who have not started to address environmental and social aspects of their
business to take proactive steps towards getting involved in sustainability reporting before they
are faced with having to comply in reaction to these demands from society, business partners
and government regulations (Moreno and Reyes, 2013).
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Most SMEs tend to fail because they lack certain competencies and skills (Dyer and Ross,
2008). By relying on external sources, SMEs can obtain capabilities and knowledge they need
from external service providers (Gilley, Greer and Rasheed, 2004). RBV says that the limited
resources of smaller companies make it necessary for them to obtain the resources they lack
from external sources (Kamyabi and Devi, 2011). In the context of sustainability reporting for
SMEs, the lack of time and resources for SMEs to participate in sustainability reporting can be
attained outside of the business. This, however, can only occur if the SMEs have the financial
resources to pay for these services.

The last sub-theme under the barriers and challenges theme is that SMEs see no value in
sustainability reporting (see section 4.3.1 (b)). The data in the study has revealed that this
perception is closely linked to awareness about sustainability reporting. The data indicates that
those SMEs who do not recognise the value of sustainability reporting are not only unaware of
sustainability practices; they also do not understand the potential benefits of sustainability
reporting. SMEs that do not anticipate the benefits of participating in sustainability practices
risk losing business to competitors that invest in sustainable business methods early on- a
technique that their competitors may find hard to copy and in turn give them competitive
advantage of them (Shields and Shelleman, 2015). The other benefits of sustainability for
SMEs in addition to the ones already mentioned in the study include reduced dependency on
depleted resources, efficient production due to superior technologies and better-skilled staff,
potential partnerships with other sustainable SMEs, partnerships with international companies
and a lower burden from environmental and social legislation GRI (2019) and regulations
when they are introduced in South Africa.

In contradiction to the perceived barriers and challenges of sustainability reporting by the
SMEs, Kromjong, Rajpal, Thorns and Verkouw (2016) highlight the value that sustainability
reporting can produce for SMEs. According to the authors, sustainability reporting can help to
make the strategy and vision of an SME clearer to stakeholders. It can assist the SMEs to
improve the quality of their data so that they are better positioned to identify opportunities for
improved performance, efficiency and cost-saving, while also enabling them to evaluate
potentially damaging industry developments as early as possible and manage these effectively
(Kromjong et al. 2016). Engaging the workforce in sustainability efforts can increase staff
motivation, productivity and decrease absenteeism (Epstein and Wisner, 2001). It can also
signal good management which may open investment opportunities SMEs (Epstein and
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Wisner, 2001). It is also a powerful instrument to form or reestablish trust among stakeholders,
thus creating competitive advantage for the SME as customers are more likely to support
companies that minimise environmental and social impacts while doing business. They are also
more likely to become part of the supply chains of larger corporates whose priorities are
sustainability focussed (Kromjong et al. 2016).

5.2.2. Drivers and benefits of sustainability reporting
The second theme found in the data related to the drivers and benefits of sustainability reporting
(see section 4.3.2). Further to this central theme, four sub-themes emerged from the data as
follows: improved decision-making, increased financial sustainability, transparency and
accountability and legitimacy and image. While barriers and challenges to sustainability
reporting may be prevalent, the study has also found that these drivers and benefits of the
practice far outweigh the barriers and challenges for SMEs.
The data showed evidence that sustainability reporting does indeed have an impact on the
organisation’s decision-making process (see section 4.3.2 (a)). According to the GRI (2015),
when making business decisions related to return on investment and reputation and risk
management, companies will have to take sustainability issues into account by considering
their proactive contribution to sustainable development. Funders, employees and customers are
not only interested in the commercial sustainability of SMEs, but they are also concerned with
other areas such as decision decision-making processes. A sustainability report has the potential
to enable SMEs to collate the information required to understand its future outlook
(International Federation of Accountants, 2017) and in turn make better decisions that enhance
the internal decision maker’s understanding of the various functions and processes within the
company. They are also able to understand the interrelatedness of each of these necessary
processes to achieve a sustainable company (Williams and Schaefer, 2013). Furthermore, the
collection and analysis of the information required for reporting may lead to increased
operational effectiveness and efficiency as it compels companies to interrogate their entire
value chain (Williams and Schaefer, 2013). All these elements not only benefit the business
and its stakeholders but also help the company make decisions that will reduce their cost of
doing business in the long term and their environmental damage (Schaltegger and Burritt,
2006).
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The GRI (2015) further argues that sustainability practices must take the form of integrating
business strategy by reinforcing good governance measures. In addition to the improved
decision making by SMEs, sustainability reporting has the potential to assist stakeholders in
understanding their business better and making informed decisions, whether these are
investment decisions for potential funders or decisions on which products or services to
purchase in the case of consumers (GRI, 2015).
The second sub-theme that emerged from the study is increased financial sustainability (see
section 4.3.2 (b)). The SMEs in the study all showed evidence of having gained financial
sustainability as a result of participating in sustainability reporting. Ameer and Othman (2012)
find that companies which focus on sustainable development have sustained financial
performance as opposed to those that do not participate in such practices. Although the study
found that SMEs were concerned about the cost of sustainability reporting, literature shows
that the durable benefits of sustainability practices far outweigh the perceived expense of
reporting. In addition to the potential financial sustainability that the SME stands to gain from
this practice, literature also shows that such responsible behaviour by companies and may
contribute towards enhancing investor goodwill and their willingness to provide capital
(Williams and Schaefer, 2013). Sustainability practices are significantly associated with good
economic performance, and this tends to lead to positive returns and lower exposure to risk
(Ameer and Othman, 2012).
Through sustainability reporting, the SME also gains increased awareness of environmental
and social impacts of doing business (Kolk, 2003). The GRI (2019) also argues that
sustainability reporting will enable the company to assess its sustainability performance - it
will assist the organisation in meeting its regulatory requirements, avoid expensive breaches,
and cost cost-effectively collect useful data. All of these benefits will give their organisation
competitive advantage as they will now have an increased ability to attract more investment,
enter new markets and negotiate better contracts (GRI, 2019).
The study also revealed a third sub-theme which is transparency and accountability (see section
4.3.2 (c)). The data shows that SMEs recognise the need to be transparent and accountable to
their stakeholders, which include funders, customers and shareholders as one of their strongest
motivators for continuing with sustainability reporting. Transparency has become a central
element in building trust, upholding and cultivating reputation while managing risk (Luken and
Stares, 2005). Reporting demonstrates transparency and accountability to stakeholders to
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ensure that stakeholders are informed of developments within the company and why it is
happening (Berthelot et al., 2003). Accountability puts pressure on companies to take
responsibility for and be transparent about the social, environmental and economic effects of
their operations through sustainability disclosures (Fifka, 2013b). The increasing levels of
awareness amongst stakeholders about their rights as consumers of products and services can
be translated into pressure for the firm. Transparency and accountability be viewed as one of
the drivers for SMEs to participate in sustainability reporting.
The final sub-theme that emerged from the study was the need for SMEs to have legitimacy
and an improved image (see section 4.3.2 (d)). Data reveals that indeed the SMEs in the study
have gained legitimacy and improved image and reputation as a result of being involved in
sustainability reporting. They also perceived the sustainability report as a tool that is useful for
marketing and public relations that enables stakeholders to have insight into the operations of
the business. The data also shows that stakeholders are interested in and indeed, have come to
expect companies to produce a sustainability report.
Literature reveals a strong link between legitimacy, improved image and the sub-theme related
to transparency and accountability and competitive advantage. Granly and Welo (2014)
describe legitimacy as the need to comply with the institutional norms expressed by a
company’s stakeholders. According to Hooghiemstra (2000), a company that can maintain its
legitimacy by disclosing their sustainability practices can expect to have improved reputation
and image. Hooghiemstra (2000) suggests that while legitimacy enables the company to
operate effectively, enhanced reputation and image can generate competitive advantage for the
company.
Cohen (2017) agrees that sustainability reporting helps SMEs gain competitive advantage and
increase profits. The author also says that sustainability reporting is not relevant if it is not part
of the sustainability practices of the company to improve its impacts on the environment and
society. For a company to do a sustainability report, it should reflect, discuss, and engage in
and be willing to voluntarily disclose a set of commitments that bind it to their commitment to
sustainability practices.
5.2.3. Sustainability reporting and competitive advantage
Although most of the participants indicated that they had gained competitive advantage as a
result of sustainability reporting, their description of how it was acquired differed amongst all
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of them. The common theme amongst all the participants was that they all saw positive benefits
from participating in sustainability reporting. Each of the participants identified different
elements which they viewed as what gives them competitive advantage. This finding is in line
with Hoffmans’ (2000) argument that the concept of competitive advantage lacks a firm
functioning definition and that without this definition, the concept cannot be measured. The
lack of a clear definition makes it difficult to assess whether a company has achieved
competitive advantage by participating in sustainability reporting except by looking at the
company’s financial sustainability. Despite all the participants unanimously agreeing that they
had indeed gained competitive advantage as a result of participating in sustainability reporting,
there was no recurring keywords and concepts between the participants. None of the
participants could define in detail what their competitive advantage was except to say that they
had seen improved financial sustainability. This finding further aligned with theory. The RBV
says that there is a correlation between the sustainability practices of a business and its
performance (Richey et al. 2014).

5.3. Recommendations
Although the benefits that SMEs stand to gain from sustainability reporting far outweigh the
barriers, SMEs are slow to take up sustainability practices as can be seen in the barriers outlined
in the discussion (Shields and Shelleman, 2015). SMEs need to understand that their limited
human and financial resources should not be a constraint in them participating in sustainability
reporting (Shields and Shelleman, 2015). Instead, they should consider the returns and the
opportunity costs of a sustainability strategy, as opposed to the financial costs. Elford and Daub
(2019) propose that the challenges related to limited human resources and time can be
minimised through SMEs establishing strategic measures whereby critical members of staff are
assigned responsibilities towards the company’s sustainability efforts, and these are monitored
and measured on an ongoing basis and contribute towards the sustainability reporting
processes. The findings of this study support this suggestion by showing that the SMEs do not
employ a separate resource to develop the sustainability report. Instead, responsibilities are
built into an existing role within the organisation.

Literature shows that sustainability efforts by SMEs are possible. Some of the recommended
means include creating awareness about these practices through coordinated and transparent
efforts to provide practical support, the reduction of confusion and the provision of incentives
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for SMEs to participate in sustainable development (Yu and Bell, 2007). Of all the barriers and
challenges that SMEs are faced with, it seems education and training are of utmost importance
to encourage participation in the practice. Many SMEs have little or no awareness of
sustainability practices (Weerasiri, 2012). This lack of awareness makes it difficult for SMEs
to see a clear link between implementing sustainability and its benefits (Weerasiri, 2012).
Although the GRI and similar standard-setting initiatives have awareness-raising initiatives to
encourage reporting by SMEs, they are not reaching enough SMEs to make an impact of the
reporting practices of SMEs in South Africa. Not only does the training need to be accessible
(Condon, 2004), but it also should be aimed at companies’ senior management. As decisionmakers, their outlooks, views and competencies are important in ensuring the company’s
commitment (Steger, Fang and Liu, 2003). The training programmes should comprise of
awareness-raising on sustainability-related issues. These can include related sustainability
concepts such as legislation, benefits, and reporting tools, and training on management systems
and how there can be implemented into the SMEs business. There should be an emphasis on
the roles and responsibilities of senior executives on managing sustainability issues (Grayson
and Dodd, 2007). Moreover, the training should be directly relevant to and must be affordable
to most SMEs (Condon, 2004). According to the European Commission (2003a), training can
help companies to create and sustain competitive advantage by improving productivity, the
quality of products or services and financial results.

By demonstrating the benefits of sustainability reporting, a business case for SMEs to get
involved in the practice would be entrenched in SMEs in South Africa. In order to entrench
and show the benefits of sustainability reporting for SMEs, it is recommended that awarenessraising initiatives which would include business organisations such as the South African
Chamber of Business, the Black Management Forum and other regional business bodies,
associations, and networks that SMEs are represented within should be implemented. In their
study, Triguero, Moreno-Mondéjar and Davia (2013) suggest that collaborative networks are
essential for driving sustainability practices amongst SMEs.

The findings of this study also suggest that lack of awareness is one of the main barriers
preventing SMEs from reporting. In a study they conducted on the sustainability of SMEs in
Thailad, Songling, Ishtiaq, Anwar, Ahmed (2018) noted that lack of information and awareness
was one of the barriers to sustainable development for SMEs. The authors recommended the
governments can address this shortcoming by empowering business associations and other
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partners such as trade unions to provide support and build capacity. The GRI (2016) also
suggests that stakeholders such as the media, civil society and investors should be empowered
to engage with SMEs on their sustainability practices to enhance awareness-raising through
making resources available (GRI, 2016). Because SMEs occupy are a vital part of a sustainable
supply chain (Alengini and Shields, 2010), they need to recognise that sustainable practices
also include complying with their buyers’ requirements. Larger corporations who have the
SMEs as part of their supply chain can also support SMEs to enhance their sustainability
practices by helping them overcome barriers such as lack of awareness and information and
limited resources through initiatives (Grayson and Dodd, 2007). For example, they could share
their sustainability reporting expertise and offer training programmes on sustainability
practices to facilitate the transfer of sustainability skills to SMEs (Grayson and Dodd, 2007).
This strategy was implemented in Germany, where the government has introduced the
Corporate Social Responsibility Directive Implementation Act (CDIA), which aimed to
promote sustainable development throughout the value chain of local businesses. Although the
Act does not directly address SMEs, it calls for larger corporates to ensure that suppliers and
subcontractors who are part of their supply chain submit sustainability reports, thus promoting
sustainability reporting amongst SMEs (Bergmann and Posch, 2018).

The findings of this study show that sustainability reporting among SMEs in South Africa is
voluntary as there is no policy or framework for reporting for SME. Rather than engaging
proactively in sustainability reporting, it seems the SMEs prefer to wait instead for the
government to institute legislation, meaning that that will only consider sustainability
initiatives when it becomes mandatory either as a result of legislation or the demands of
customers or stakeholders.

As climate change, governance and responsible practices become a global issue, the South
African government will soon be forced to introduce compulsory regulations for social and
environmental performance for all businesses, be it SMEs or larger corporates and
sustainability reporting is likely to be one of these regulations. The findings of the study,
therefore are strongly supported by the assertions Rutherfoord, Blackburn and Spence, (2000)
who argue that regulations may be the most suitable mechanism that can be used to improve
the sustainability performance and reporting by the smaller firms. In South Africa, national
development largely depends on SMEs (Kongolo, 2010). As such, the government should take
a leading role in ensuring that SMEs are better positioned to not only access information about
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sustainability practices, but should also create policies to support their sustainable
development. In addition, the government should not rely just on voluntary standards for the
protection of its citizens and the environment but should implement legislation which will be
supported by the global standards. According to Triguero et al. (2013) in 2000, the Thai
government responded to the lack of policy and framework by introducing the SMEs
Promotion Act, which not only responded to the lack of regulations but also to the need for
SMEs to have access to accurate and timely information such as the opportunities available in
the market, developments in the sector and business practices that can benefit the SMEs
(Triguero et al. 2013).

The study revealed that SMEs were not interested in participating in sustainability reporting
because they saw no value in it. This lack of interest can be directly linked to the SMEs level
of unawareness about the practice and its potential benefits. A report conducted by the GRI
(2008) indicates that reporting is a tool that suppliers can use to increase their competitive
advantage as it opens opportunities for the small business to produce sustainable products,
implement sustainable management processes and be transparent and accountable to their
stakeholders and customers. The reporting forces the company to consciously think about its
future and consider its goals and formulated realistic ways of achieving their set targets (GRI,
2008).

5.4. Limitations
This study set out to study the challenges and barriers faced by SMEs, together with the
potential benefits for SMEs participating in this type of reporting in response to the aims of the
study. This study has achieved this objective and concludes that despite the barriers and
challenges facing SMEs in terms of sustainability reporting in South Africa, the data collected
shows consensus among those SMEs already involved in sustainability reporting that the
benefits of reporting far outweigh the challenges.

If sustainability reporting is become

entrenched into SMEs, a number of changes need to take place to address challenges such as
lack of information about sustainability reporting and its benefits, lack of regulations and more
importantly, lack of awareness about the impact that SMEs have on the environment and
society.
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If SMEs in South Africa were to take responsibility of their impact on the environment and the
environment by taking up sustainability practices and disclosure, the benefits would accrue not
only to themselves as businesses, but also to society and the environment. As the government
begins to respond to issues such as climate change, skills development and good governance,
it becomes more necessary for them to introduce regulations to manage this risk and it is highly
possible that in the next few years, reporting will be one of these requirements. It is the SMEs
who are already practising sustainability practices which will benefit from being the first
movers, and those who start sooner rather than later have the potential to gain competitive
advantage over their rivals.
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Annexure A – INTERVIEW SCHEDULE
An explanatory case study on the barriers, challenges and benefits of sustainability
reporting by small companies

1. Can you tell me about your background?
a) Education and experience
b) How long have you worked for the company, and what is your role in the company?
c) How long have you been working in your position?
d) What is your job title?
e) How did you become involved in sustainability reporting?

2. Tell me about the company?
a) Which industry is your company in?
b) How long has it been in business?
c) How many employees are employed in the company?
d) What does the structure of the company look like? i.e. organogram
e) Is sustainability reporting done in-house by someone specifically employed to
manage it and other related efforts internally or is it outsourced? Please explain and
elaborate.
f) Why did your company decide to get involved in sustainability reporting?
g) What other sustainability practices does your company have?
h) How long has the company been working with the sustainability concept?
i) What does sustainability stand for within your company?
j) Which guidelines does your company use for sustainability reporting?
k) Do you differentiate between environmental, ecological and social sustainability?
Are all aspects important? Why are some more important than others?
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l) Are you aware of any policies and regulations that guide sustainability reporting?
What guidelines does your company use for sustainability reporting?
m) What format does your company use to produce sustainability reports? Are your
reports audited? And if so, who audits them?
n) What standards do you use when addressing sustainability reporting and why?

3. Drivers of sustainability reporting
a) What factors influenced the company’s decision to conduct sustainability
reporting?
b) Why do you think that your company is so successful in its sustainability reporting
practices?
c) Does the company have a culture that drives sustainability reporting? Who or what
drives this culture?
4. Challenges and barriers to sustainability reporting
a) What challenges have you experienced with regards to this type of reporting? If any
challenges, what have these been?
b) How did your company overcome these challenges?
c) Why did your company choose to undertake sustainability reporting even though is
it not legislated in South Africa? What influenced this decision?
d) What training and/or support has your company received for sustainability
reporting?
e) What would you say are some of the challenges that prevent SMEs for conducting
sustainability reporting?
f) What would you say is your current level of expertise when it comes to
sustainability reporting?
g) Where and how did you get training for sustainability reporting?
h) How much of your workday is dedicated to sustainability reporting?
i) Does it cost your company extra to produce a sustainability report? Both in terms
of human resources and finance.
j) Before sustainability reporting became a part of your responsibilities, were you
aware of it?
5. Benefits of sustainability reporting
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a) In the years that you have been conducting sustainability reporting, has your company
seen any benefits from it? If any benefits, what have these been?
b) Can you describe the decision making processes in your company, big and small
decisions?
c) What motivates your company to perform sustainability reporting, and what advantages
have you seen?
d) Would you say that sustainability reporting is important for building trust and
transparency between the organisation and its various stakeholders? Please elaborate.

e) Do you think your organisation has obtained competitive advantage as a result of
participating in sustainability reporting? If yes, please elaborate and give examples of
how your organisation has obtained competitive advantage.
f) What long-term benefits do you think will result if your company continues to make
progress on sustainability?
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