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Abstract: Small and Medium Enterprises in South Africa contribute critically to the economy, yet they
face many challenges, such as lack of access to external finance. Thus, applying the stakeholder theory,
this study tested the relationship between environmental sustainability commitment and access to
finance and whether this relationship was mediated by financial performance. The study further
examined the moderating role of corporate governance on the relationship between environmental
sustainability commitment and access to finance. Owner/managers of 600 SMEs from three provinces
in South Africa were randomly selected using a probability sampling method. Primary data were
collected using self-administered questionnaires. The moderated mediation model was tested using
PLS-SEM. The findings showed that environmental sustainability commitment significantly predicts
access to finance both directly and indirectly through financial performance. Moreover, the results
showed that corporate governance positively moderates the link between environmental sustainabil-
ity commitment and access to finance. This study has several implications. Practically, small unlisted
firms can adopt and apply the model developed in this study to enhance their environmental, social,
and governance practices to unlock external funding. The novelty of this study is that it proposed
and tested a moderated mediation model to understand SMEs’ determinants of access to finance.
In addition, this study provides a nuanced understanding of responsible business through green
behaviour in the context of SMEs, which has been lacking in the existing literature.

Keywords: access to finance; corporate governance; environmental sustainability; financial performance;
South Africa

1. Introduction

Small and Medium Enterprises (SMEs) play a critical role in stimulating economic
growth and the country’s competitiveness [1]. This emanates from the different business
activities they conduct, which offer solutions to the country’s developmental needs [2]. To
that effect, SMEs are the backbone of each country because of their massive share of the
entire business sector [3]. This sector is active in job creation, especially for semi-skilled
employees. This significantly adds value to the economy, as these employees’ incomes
can improve the economy through the multiplier effect. Ideally, SMEs are regarded as
a key strategy to achieve sustainable development goals by 2030 [1]. Nevertheless, the
SME sector in South Africa is plagued with a concoction of challenges that weaken their
expected impact on the economy [4]. Considering the country’s hopes for this sector, the
business discontinuance rate between 70–80% is worrying [3]. Among other challenges,
lack of access to finance remains the most notorious obstacle inhibiting SMEs from growing
their businesses [1,2]. SMEs in developing countries face challenges in accessing credit
from banks, which normally require collateral security, which poses a barrier for most small
businesses as they do not have fixed assets [1,5]. There is a huge financing gap among
SMEs in developing countries such as South Africa, as most applications for credit by SMEs
are rejected by banks [1,4].
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It is crucial to uncover factors that may determine small and unlisted businesses’
ability to raise capital for growth purposes. Existing studies have tested age, gender, level
of education, business size, and business location [6,7]. Recently, factors such as environ-
mental, social, and governance issues have become important in attracting investors in the
business [8–10]. This is because investors are now considering the environmental behaviour
of a firm before they can commit their capital to the business. This has become a new norm
because of the emergence of responsible investing [9–11]. Responsible investing describes
the type of investment that considers the target firms’ sustainability behavior [12,13]. Be-
fore investing, several investors conduct in-depth due diligence on environmental, social,
and governance (ESG) issues [10,11,14]. Existing evidence shows that excelling in envi-
ronmental issues enhances a firm’s ability to access credit [8,15]. Nevertheless, the link
between environmental sustainability commitment and access to finance may not hold in
certain instances as this link maybe contingent on other different mechanisms and bound-
ary conditions. On this account, this study proposes that financial performance can provide
the mechanism through which environmental sustainability commitment can effectively
predict access to finance. Existing studies submit that most lending institutions prefer firms
that perform well and have a track record of credit history [16,17].

The current study proposes that corporate governance can moderate the link between
environmental sustainability commitment and access to finance. Corporate governance
refers to the adoption and implementation of systems to safeguard the rights and interests
of stakeholders by ensuring that managers act in an accountable and transparent man-
ner [14]. There is evidence that corporate governance plays a significant role in the small
business sector in the same way that it does in larger entities [10,16,18]. Even though
small unlisted firms are believed to not have shareholders, in certain instances they have
investors and debts, which can entail the need to have proper mechanisms to safeguard
stakeholders’ rights and keep them informed about the business [19,20]. In South Africa,
corporate governance issues are regulated by the King IV principles. Nevertheless, SMEs’
implementation of corporate governance principles remains in its infant stages. An em-
pirical study connecting the green behaviour of SMEs to access to finance is lacking in
the existing literature [9]. Another weakness of the existing literature is that previous
authors have only tested a direct relationship on the determinants of access to finance. This
approach is flawed, as it fails to provide the mechanisms and boundary conditions that
help to explain how and when this relationship is significant.

Against this background, this study makes the following contributions. First, the
current study is the first to test the link between environmental sustainability commitment
and access to finance among unlisted small firms from a developing country context. This
is in line with calls for context-specific studies when researching ESG issues in developing
countries [21,22]. Second, this study contributes theoretically by developing and testing
a moderated mediation model, which enhances our understanding of the determinants
of access to finance among unlisted small firms in South Africa. Such an approach has
been missing in the existing literature. Methodologically, this study is the first of its
kind among studies that have explored access to finance among SMEs in South Africa to
introduce corporate governance as a moderating variable. Additionally, the study adopts
a multi-dimensional approach to measure environmental performance, as recommended
by existing studies [23,24], as it has been lacking. Practically, small unlisted firms can
adopt and apply the model developed in this study as a strategy to enhance their ESG
practices and unlock resources from their key stakeholders, such as banks and investors.
The study is structured as follows: Section 2 presents the theoretical framework and
hypothesis development; the methodology and measures of constructs adopted in this
study are presented in Section 3; Section 4 presents the findings, and Section 5 discusses
them; Section 6 presents the conclusions; finally, limitations and areas for further research
are presented in Section 7.
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2. Theoretical Framework

The stakeholder theory has been used in most studies to understand the key stake-
holders of businesses and their needs [25]. The theory defines a stakeholder as a person
or institution with interests that can be affected by the activities of the business. Thus,
different stakeholders may demand to be kept up to date with the day-to-day running of
a business in order to understand whether their needs are being considered. Hence, the
theory advances that it is pertinent for businesses to conduct in-depth stakeholder analysis
to help them map out their key stakeholders and their needs. In this case, it is difficult for
a business to survive without active support from key stakeholders such as employees,
customers, suppliers, creditors, investors, the government, environmental pressure groups,
and the community at large. It has become essential for growth-oriented SMEs to act
beyond pursuing profitability as their primary goal and to consider other initiatives such
as enhanced sustainability performance due to the rise in responsible investing.

In this case, stakeholders such as customers have become environmentally aware [26,27],
thus preferring environmentally friendly firms [28,29]. Customers now require firms to
be transparent and honest in reporting and engaging in environmental sustainability is-
sues [30]. Suppliers have become inclined towards environmental sustainability as well,
and they prefer to associate with or supply only those players in the supply chain who
are environmentally sensitive [27,31]. It has emerged that suppliers, mostly in developed
countries, prefer their supply chain partners to have environmental certificates [32]. Re-
garding employees as stakeholders, many employees now believe in working in a firm
that incorporates green practices in its strategy [33–35]. Because this accords with their
values and belief systems, employees derive motivation and a sense of belonging in such
organisational settings, reducing their turnover intention [30,34]. This has led to calls
for firms to excel in green human resource management practices in which employees
are recruited and rewarded based on their green innovations and behaviour [36]. As the
primary decision-maker in terms of policy and the legal framework, the government has
become critical in enforcing environmental sustainability commitment among listed firms
due to the rise in water shortages, excessive carbon emissions, and load shedding in South
Africa. Hence, the government can withdraw operating licenses from firms that do not com-
ply [27,37,38]. According to the stakeholder theory, listed firms should address the needs of
particular groups, such as environmental pressure groups. It is critical to note that environ-
mental pressure groups have recently become well-recognised and well-represented [39].
Environmental pressure groups consist of individuals and non-profit organisations rising
to force firms to take responsibility for their environmental damage [34,40]. This group uses
a series of demonstrations, lobbying, environmental research, legal action, and boycotts to
achieve their mission [41]. Due to rising concerns over environmental strain, this group
is well respected globally, and their concerns are taken seriously by governments in their
respective countries [41]. Therefore, a firm should work with environmental pressure
groups lest it risk litigation cases and lose its reputation.

2.1. The Concept of Sustainable Development and Sustainability

Sustainable development is defined as development that meets the needs of the current
generation without compromising the needs for future generations [27]. Sustainable devel-
opment is achieved by performing well in terms of the economic, social, and environmental
pillars [42]. As such, all nations are mandated to achieve sustainable development goals to
ensure that human needs are balanced with the regeneration rate of the environment [42,43].
It becomes vital to define sustainability to understand sustainable development at the firm
level. Sustainability describes a firm’s corporate strategy, which ensures that it achieves
operational efficiency and the going concern principle while incorporating the economic,
environmental, and social pillars of sustainable development into its main strategy [44–46].
Nonetheless, this study focuses on environmental sustainability commitment among un-
listed SMEs. As such, environmental sustainability is discussed in the following section.
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Environmental sustainability is defined as the ability of a business to establish a balanc-
ing act between business operations and the regeneration rate of the environment [46,47].
Environmental sustainability details a firm’s commitment to reducing carbon emissions
and water consumption, attaining energy efficiency, and eliminating waste, among other
practices [27,42,48]. Environmental protection has become important globally due to cli-
mate change, droughts, and natural disasters that threaten humanity [48,49]. The entire
world has finally realized that the issue of climate change is more a reality than a myth,
which calls for immediate action from firms and other stakeholders to commit to environ-
mental sustainability practices. Besides just compliance, firms can strategically benefit from
environmental investments [50]. Environmental sustainability is a strategic issue that re-
quires a firm to develop a profound green strategy. Lack of a clear strategy can weaken the
business’ competitiveness in the face of competitors who might be doing well on strategic
issues [46,51]. Firms should not view the sustainability call as a threat to business viability,
but rather as a scope within which to unlock new opportunities [31]. In this case, the best
environmental sustainability strategy should leverage clear green policies and green prac-
tices shared by all organisational members and other stakeholders [33,36,43]. This ensures
that everyone understands the strategy, making it easier to implement and achieve the
expected results [52]. Firms that adopt proactive environmental protection initiatives tend
to benefit from such investments compared to those that adopt a reactive stance [50,53,54].
In this case, other scholars argue that firms should build a strong case for sustainability,
making it relatively easier to harness the gains from environmental investments [31,46,54].

2.2. Hypothesis Development

A moderated mediation model is proposed to understand the determinants of access
to finance among unlisted SMEs, as depicted in Figure 1 below.
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2.2.1. Environmental Sustainability Commitment and Access to Finance

Any firm may require additional capital to expand its operations at various points,
considering that internal sources may be insufficient to sustain the business. As most SMEs
face challenges in accessing external funding, mainly from banks, existing studies believe
that excelling in environmental performance can unlock funding opportunities for small
unlisted firms [53,55,56]. This is because participating in environmental initiatives forces
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firms to consistently disclose their carbon footprints and the strategies they are putting in
place to enhance environmental sustainability, eliminating information asymmetry between
the firm and credit suppliers [24,55,56]. Furthermore, it is crucial to note that firms that
voluntarily disclose their green initiatives may reduce the cost of debt and enhance the
chances of attracting more external finance by demonstrating that they are a less risky
business, thus gaining public trust from credit suppliers [23,57]. In essence, firms that
demonstrate responsible behaviour through quality disclosures stand a high chance of
accessing low-interest debt finance from banks, which may perceive such businesses as
trustworthy [24,58–60].

Due to the rising concerns around climate change, which has affected several countries
globally, conducting business responsibly has become a vital metric used by investors
before transacting with a firm. Thus, investors are interested in investing in firms that
excel in environmental performance [9–11]. Because of the mounting pressure on firms
to commit to environmental sustainability, investors see it as credible to invest in envi-
ronmentally responsible firms as a way to safeguard their reputation and strong values
toward a green economy [10,61]. They are prepared to buy shares in such firms even at
a higher price because they anticipate future stock price appreciation. In support of the
above assertion, existing studies indicate that investors and banks highly regard firms
that respond to environmental demands. This makes them relax the borrowing terms and
conditions, thus minimising barriers to accessing debt finance for such firms [57,62]. Ideally,
environmental performance is one of the key elements that shape investment and lending
decisions by investors and banks, respectively [10,31,57]. Thus, investors are now more
well informed about environmental sustainability than they were in the past. Hence, firms
must incorporate sustainability in their businesses lest they lose potential investors [46,49].

Another source of funding for green-oriented businesses is green finance from different
governments that are actively trying to mitigate environmental degradation and attain
sustainable development. Among such green finance instruments are green bonds, which
have been burgeoning to support environmental sustainability inclined projects [9,57].
As such, the financing of responsible small businesses has been embraced by renowned
organizations such as the United Nations [9] and the European Union [56], which has seen
an increase in several global green finance initiatives for SMEs. This implies that small
unlisted firms can easily unlock access to finance by demonstrating responsible behaviour
to stakeholders such as investors and banks [9,24,57], who have recently moved away
from profitability alone to ESG behaviour of the firm [10,46,63]. Thus, firms that actively
contribute towards achieving sustainable development goals such as water and energy
efficiency, waste reduction, and carbon emission reduction will likely attract green funding
from investors, banks, and green-oriented government grants [23,53,64]. Based on the
above discussion, the first hypothesis is stated as follows:

Hypothesis 1 (H1). Environmental sustainability commitment positively predicts access to finance
by SMEs.

2.2.2. Environmental Sustainability Commitment and Financial Performance

There has been growing interest by researchers and other stakeholders in under-
standing the link between environmental performance and financial performance [65].
Nevertheless, the relationship between environmental sustainability commitment and
financial performance has mainly been investigated in the context of large entities [47,66],
neglecting unlisted small firms. The current study argues that unlisted small firms can
benefit from environmental investments such as water-saving, energy efficiency, and ac-
tively reducing carbon emissions. In addition to benefiting from an environmental image,
unlisted small firms can benefit financially from excelling in environmental initiatives,
which helps to cut costs [50,65,67]. An environmental sustainability strategy can help a
firm to enhance operational efficiency, resulting in improved financial performance [50,67].
Other scholars believe that a proactive environmental sustainability strategy can become a
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unique capability that the firm can leverage to enhance competitive advantage and financial
performance [68,69]. Essentially, a firm’s green-oriented practices, such as eco-innovation
and cleaner production, enable the business to excel in product and process innovation,
providing the company with a competitive advantage over others in the industry [70].
Ideally, excelling in green innovation can provide a business with a cost advantage over its
competitors, while selling green products can open new profitable markets for the firm,
resulting in enhanced financial performance [71]. Consistent with the Resource Based
View [72], it becomes relatively easier for a firm to survive and become profitable if it
possesses unique resources such as product and process innovation which are inimitable
by competitors. This view is further supported by the Natural Resource Based View [73].

According to the NRBV, an investment in green initiatives enhances a firm’s financial
performance by ensuring that the business can eliminate costs by attaining efficiency in
production and sourcing of raw materials, supply chain integration, and being viewed by
its key stakeholders as a responsible business [73]. Likewise, investing in environmental
initiatives signals that the firm has its key stakeholders at heart, which enhances its mar-
ket value [70,74]. Thus, firms should identify innovative combinations of environmental
investments that can open revenue streams for the business [70,75]. There is evidence
that environmental sustainability initiatives aiming to attain a circular economy through
reverse logistics positively predict financial performance [54,75]. Likewise, several exist-
ing studies have found a positive relationship between environmental performance and
financial performance [65,76,77]. Thus, the current research argues that unlisted small
firms’ responsible behaviour can help them to unlock value from stakeholders such as
banks, suppliers, employees, investors, and customers. It is believed that the resources
required by a business to excel are all locked within its networks. Additionally, unlisted
firms’ environmental sustainability initiatives such as energy efficiency, water efficiency,
carbon emission reduction, product stewardship, and resource efficiency through reverse
logistics can help the business to eliminate production costs, leading to superior financial
performance. Businesses can enhance their financial performance by selling organic and
green biodegradable products at a premium to green-oriented customers. Based on this
background, the second hypothesis is stated as follows:

Hypothesis 2 (H2). Environmental sustainability commitment positively predicts financial perfor-
mance of SMEs.

2.2.3. Financial Performance and Access to Finance

“Financial performance shows how effective and efficient an organization is in achiev-
ing its goals” [78]. This means that a well-performing firm can efficiently and effectively
allocate resources to boost shareholders’ value [76]. The financial performance of a busi-
ness is one of the crucial metrics used by banks and investors before committing their
investments to a business [78]. This entails that there is a relationship between financial
performance and access to finance by SMEs [79]. Existing studies submit that most lend-
ing institutions prefer firms that perform well over those that are not profitable [16,17].
Consistent with the Trade-off theory [80], being profitable means a business will have the
ability to repay a loan without defaulting. In this case, banks usually prefer businesses
with positive cashflows and traceable records of profitability [79]. Existing studies report
that most profitable businesses do not usually experience barriers in accessing credit fa-
cilities [16,81]. There is evidence that financial performance positively predicts access to
finance by SMEs [16,78,81]. Thus, the current study argues that a well-performing firm
can satisfy its key stakeholders, such as investors and banks. Because a well-performing
entity guarantees investors and banks a return on their investment, extending credit to
such a business is less complex than unprofitable firms. Thus, the third hypothesis is stated
as follows:

Hypothesis 3 (H3). Financial performance positively predicts access to finance by SMEs.
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2.2.4. The Mediating Role of Financial Performance

In certain circumstances, it is crucial to note that environmental sustainability commit-
ment may not always directly predict access to finance. Thus, accessing external finance
may require specific mechanisms in the business [79]. This is because banks and investors
evaluate all aspects of the business, i.e., its strategy, business model, and performance,
before releasing funds [10,23]. In this case, relying on a sound strategy only (environmental
sustainability commitment) without accounting for other mechanisms (e.g., financial per-
formance) may fail to convince banks to grant the business the required credit. Consistent
with Signaling theory [82], the argument is that environmental sustainability commitment
will predict access to finance through financial performance, which helps the business to
send a signal to stakeholders such as banks and investors that the business is efficient and
effective in managing its resources. This helps to eliminate the information asymmetry
problem [56,78], which usually makes it difficult for banks to extend credit to small unlisted
firms. Hence, the hypothesis that environmental sustainability commitment will predict
access to finance through financial performance entails that environmental initiatives may
bear fruit only if the business is achieving its financial goals. Thus, financial performance
becomes the crucial mechanism through which the effect of environmental sustainability
commitment can positively predict access to finance. Essentially, it is reported that financial
performance is an excellent mediating variable between several strategic variables and
access to finance among SMEs [79]. Existing studies have used financial performance as
a boundary condition to explain the association among different variables [78,83]. This
is because financial performance is an important indicator that a business will be able
to operate as a going concern, which assures the stakeholders of the business that their
investment will yield a positive return [74,78,80,83]. On this account, the fourth hypothesis
is stated as follows:

Hypothesis 4 (H4). Financial performance mediates the link between environmental sustainability
commitment and access to finance by SMEs.

2.2.5. The Moderating Role of Corporate Governance

Corporate governance refers to the systems, structures, mechanisms, policies, and
procedures that a business puts in place to regulate its activities and safeguard the rights
of the stakeholders [14,43,84]. Corporate governance practices include adopting effective
operational processes and systems, having a sizeable and knowledgeable board, having in-
dependent board members, having internal control processes, and having a well-structured
audit committee [14,19,85]. Having a corporate governance system in place shifts the
attention from self-serving managers towards stakeholders of the business, enhancing
business performance [43]. The presence of an effective board helps small businesses to
be strategically aligned in their vision, while independent board members bring relevant
skills to help grow the business. In the same vein, the presence of internal controls and
audit committees help small businesses to be compliant in preparing financial statements,
eliminating misconduct, and enhancing transparency [14,19,85]. Due to the structure of
most SMEs, their environmental practices are more likely to be successful when effec-
tive corporate governance practices are implemented [43]. Existing studies have noted
that effective corporate governance helps firms to achieve their desired goals in terms of
environmental practices compared to those with weaker governance structures [43,86].
Likewise, the Signaling theory [82] states that a firm should effectively communicate the
management of its resources to its key stakeholders. Thus, corporate governance serves as
an indicator that a business is transparent in its conduct, which signals a positive brand
image to stakeholders. In essence, firms which voluntarily disclose their financial state-
ments, carbon footprint, stakeholder engagement strategies, and internal environmental
policies are likely to delight stakeholders, which enhances company image [24,43,86]. Small
unlisted firms that excel in corporate governance tend to have higher chances of attracting
funding for their businesses than those with weak corporate governance practices [87,88].
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Essentially, excelling in corporate governance principles helps businesses to establish
long-term relationships with key stakeholders such as banks, customers, investors, and
shareholders [69,89]. This can help resource-constrained SMEs to unlock resources among
their key stakeholders [20,43,59]. Small businesses that excel in corporate governance prin-
ciples have higher chances of accessing external finance than those with weak corporate
governance practices [5,20,43,87,88,90]. Therefore, the fifth hypothesis is stated as follows:

Hypothesis 5 (H5). Corporate governance moderates the link between environmental sustainability
commitment and access to finance such that access to finance will be high when both ES and CG are
favourable (i.e., high) and lowest when both factors are unfavourable (i.e., low).

3. Materials and Methods

The current study was grounded in the philosophy of positivism, as the researcher
intended to collect and analyse quantitative data [91]. Henceforth, the study adopted a
quantitative research method which enhanced the objectivity of the study. A cross-sectional
research design was adopted where data was collected all at once. The cross-sectional
research design was considered because of the fear of losing contact with participants
because of SMEs’ high business discontinuance rate [92]. This study considered the context
of the SME sector in South Africa. This sector was considered because it is at the heart of
the National Development Plan 2030, which seeks to create new decent jobs from SMEs.
Additionally, the South African government believes that the SME sector has potential
to solve several of the socio-economic issues facing the country, which entails that SMEs
should perform optimally [93]. Another reason relates to the call to encourage SMEs to
participate in ESG initiatives, a phenomenon that has been primarily explored in large
firms [43], as their combined environmental damage is huge [92]. Primary data were col-
lected from 600 SMEs using a questionnaire. The questionnaire was developed by adapting
the constructs from the existing literature, where such measures have been validated to en-
sure reliability and validity. The questionnaire was pretested using 20 participants, which
helped the researcher to refine the questions and the structure of the questionnaire. The
questionnaire was administered to the owners/managers of the SMEs surveyed in person.
Using a questionnaire enabled the researcher to gather a large dataset, which enhanced
the rigour of the findings. The participants were randomly recruited to participate in the
survey, which enhanced the representativeness of the sample. These small businesses
operated in different industries such as retail, services, manufacturing, and construction.
The data collection process took six months; out of the 725 questionnaires distributed, 600
were returned and usable, resulting in an 83% response rate.

3.1. Measures

The measures of the constructs were adopted from the existing literature. The detailed
items which were used to measure the constructs are presented in Table 1.

3.1.1. Environmental Sustainability Commitment

Environmental sustainability was measured using eight items adapted from exist-
ing studies as indicated in Table 1 [8,27,48]. Nevertheless, four items were dropped be-
cause of low factor loadings. Examples of the sample questions include “Our sustainable
business practices recycle, reuse, and reduce waste.” These questions were scored on a
5-point Likert scale format: (1) Strongly disagree, (2) Disagree, (3) Neutral, (4) Agree, and
(5) Strongly agree.
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Table 1. Variables and measures.

Constructs Items Source

Environmental sustainability commitment [8,27,48]

Our sustainable business practices recycle, reuse, and reduce waste. ES1

Our business has internal environmental policies. ES2

Our business excels in saving water, energy and reducing carbon
emissions. ES3

Our business provides training to its employees on green practices. ES4

Financial performance [94–96]

Our profits have increased significantly over the past three years. FP1

Our financial performance was relatively better than our
competitors. FP2

We have recorded positive sales growth in the past three years. FP3

Our gross margins were better than our competitors in the past
three years. FP4

Our business has never experienced any cash flow problem in the
past three years. FP5

Access to finance [8]

All our credit applications were approved by the bank in the past
three years. AF1

The banks we considered for loan facilities were less strict on
collateral security requirements. AF2

We were able to secure funding from the bank at a reasonable
interest rate. AF3

We managed to secure funding from private investors in the past
three years. AF4

Our business has managed to secure funding from the government
in the past three years. AF5

Corporate governance [5,14,90]

Our business has proper accounting, internal controls, and an
internal audit committee. CG1

Our board has a sufficient number of independent directors. CG2

Our business complies with accounting guidelines and regulations
which govern private companies in the country. CG3

Our business has stakeholder management policies in place. CG4

Our board members possess relevant business qualifications. CG5

3.1.2. Financial Performance

Financial performance was measured using five self-reported statements adopted
from existing studies as presented in Table 1 [94–96]. The scale exhibited acceptable levels
of reliability and validity. Examples of the sample items include “Our profits increased
significantly for the past three years.” These questions were scored on a 5-point Likert scale
format: (1) Strongly disagree, (2) Disagree, (3) Neutral, (4) Agree, and (5) Strongly agree.

3.1.3. Access to Finance

Consistent with the existing literature [8], access to finance was measured using five
items as presented in Table 1. Applications made by the business to investors, the bank,
and the government in the past three years and approved were considered in the study.
Thus, examples of sample questions included “All our credit applications in the past three
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years have been approved.” These questions were scored on a 5-point Likert scale format:
(1) Strongly disagree, (2) Disagree, (3) Neutral, (4) Agree and (5) Strongly agree.

3.1.4. Corporate Governance

Corporate governance was measured using five items adopted from existing
studies [5,14,90]. Examples of sample questions included: “We have a sizeable and ef-
fective board” and ”Our business has proper accounting, internal controls, and an internal
audit committee in our business.” These statements were scored on a 5-point Likert scale
format: (1) Strongly disagree, (2) Disagree, (3) Neutral, (4) Agree and (5) Strongly agree.

3.2. Data Analysis

The moderated mediation model was tested using PLS-SEM. It is a contemporary
analysis tool that enhances rigour of the findings [97]. The PLS-SEM tool assisted the
researcher in testing complex causal relationships in the study.

4. Results
4.1. Demographic Characteristics

Table 2 presents the results from the demographic information of the participants. The
findings showed that most participants (55%) were males. The dominant age groups of the
participants were 31–40 years and 20–30 years, respectively. Regarding the legality of the
business, most businesses were private companies (68%), followed by sole traders (25%).
These SMEs mainly operated in the retail (44%) and the services sector (31%). This was
expected, as these two sectors are not capital-intensive, which means that the barriers to
entry are relatively low compared to the manufacturing and construction sectors.

Table 2. Biographical information.

Variables Category Frequency Percent (%)

Gender
Male 330 55%

Female 270 45%

Age

Below 20 years 18 3%

20–30 years 186 31%

31–40 years 294 49%

41–50 years 60 10%

Above 50 years 42 7%

Legal entity

Private company 408 68%

Sole trader 150 25%

Close corporation 12 2%

Partnership 30 5%

Business sector

Retail 264 44%

Services 186 31%

Manufacturing 102 17%

Construction 48 8%

4.2. Descriptive Statistics

Table 3 present descriptive statistics and correlations among key variables. The mean
values ranged from 4.40–4.50, indicating that most participants agreed with the statements
provided for these variables. The results showed a positive correlation between environ-
mental sustainability commitment and access to finance (0.392; p = 0.001). Environmental
sustainability commitment was positively correlated with financial performance (0.213;
p = 0.001). Finally, the results showed a positive correlation between financial performance
and access to finance (0.361; p = 0.001).
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Table 3. Mean, Standard deviation, and correlations.

Scale Mean SD 1 2 3 4

1. ES 4.45 0.660 1

2. AF 4.40 0.504 0.392 ** 1

3. FP 4.50 0.514 0.213 ** 0.361 ** 1

4. CG 4.49 0.500 0.396 0.119 ** 0.141 ** 1
** Correlation is significant at the 0.01 level (two-tailed).

4.3. Evaluation of the Model

The measurement and structural models should be evaluated when one adopts Smart-
PLS to analyse data [97]. In order to assess the measurement model, the researcher assessed
the issues of reliability and validity. Interestingly, all of the factors loaded perfectly, as
shown in Table 4. Cronbach’s alpha and composite reliability were used to ascertain re-
liability. As indicated by Table 4, the Cronbach’s alpha values ranged from 0.887–0.949,
surpassing the minimum value of 0.7 [97]. Composite reliability figures were acceptable as
well, as they ranged from 0.920–0.956. Convergent validity was attained, as all of the AVE
values ranged from 0.692–0.813, above the recommended 0.5 [97].

Table 4. Evaluation of the model.

Constructs Items Loadings CA CR AVE

AF AF1 0.726 0.887 0.918 0.692

AF2 0.888

AF3 0.887

AF4 0.862

AF5 0.782

CG CG1 0.795 0.949 0.956 0.813

CG2 0.913

CG3 0.931

CG4 0.947

CG5 0.914

ES ES1 0.818 0.891 0.924 0.752

ES2 0.885

ES3 0.888

ES4 0.877

FP FP1 0.778 0.892 0.920 0.698

FP2 0.822

FP3 0.880

FP4 0.876

FP5 0.815

4.4. Discriminant Validity

Discriminant validity was assessed using the Fornell and Larcker [98] criterion. As
indicated by Table 5, the model satisfied the assumptions advanced by Fornell and Lar-
cker [98]. The diagonal values in bold, i.e., AVE square roots, are all greater than their
individual correlation coefficients.
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Table 5. Discriminant validity.

Constructs AF CG ES FP

AF 0.832

CG 0.139 0.902

ES 0.408 0.033 0.867

FP 0.374 0.122 0.222 0.835
Note: Diagonal values show the square root of AVEs for the constructs.

4.5. Evaluation of the Structural Model

Following recommendations from a prior study [97], the researcher evaluated the
construct variance inflation factor (VIF) to assess collinearity issues. The VIFs for ES, FP,
CG, and AF were 2.83, 2.79, 1.05, and 1.68, respectively. This means that there were no
collinearity issues. The model R2 predicted 28% of the variance in the dependent variable
(access to finance). The standardized root mean square residual (SRMR) was used to
evaluate model fitness. An SRMR value of 0.073 indicated satisfactory model fit, as the
figure was within the recommended threshold value of 0.08 [99,100]. The hypothesised
relationships were tested using bootstrapping with 5000 samples. Table 6 presents the
findings of hypothesis testing. The results show that environmental sustainability commit-
ment positively predicts access to finance (β = 0.347; t = 9.671; p = 0.000), leading to the
decision to accept Hypothesis 1. Furthermore, the results showed a positive and significant
relationship between environmental sustainability commitment and financial performance
(β = 0.222; t = 5.603; p = 0.000), confirming Hypothesis 2. A positive and significant link
was established between financial performance and access to finance (β = 0.272; t = 7.291;
p = 0.000), thus confirming Hypothesis 3.

Table 6. Structural model.

Hypotheses β t-Statistics p-Values Decision

H1: ES→ AF 0.347 9.671 0.000 Accepted

H2: ES→ FP 0.222 5.603 0.000 Accepted

H3: FP→ AF 0.272 7.291 0.000 Accepted

The statistical findings presented above are further depicted in Figure 2.

4.6. Mediation Analysis

Table 7 presents the mediation analysis results. Following recommendations from
an existing study [101], mediation assumes that the independent variable should predict
the dependent variable positively. In addition, the same should apply to the independent
and mediator variables. Finally, the mediator variable should predict the dependent
variable. These assumptions were all met. Mediation analysis was conducted using
bootstrapping with 5000 samples. It was established that financial performance positively
mediates the link between environmental sustainability commitment and access to finance
(β = 0.061; t = 4.697; p = 0.000). Thus, Hypothesis 4 was confirmed. This entails that
environmental sustainability commitment positively predicts access to finance through
financial performance.
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Table 7. Mediation analysis.

Hypothesis β t-Statistics p Values Decision

H4: ES→ FP→ AF 0.061 4.697 0.000 Accepted

4.7. Moderation Analysis

The moderation effect of CG on the ES-AF relationship was tested based on Hypoth-
esis 5, which states that H5: Corporate governance moderates the link between environ-
mental sustainability commitment and access to finance such that access to finance will be
high when both ES and CG are favourable (i.e., high) and lowest when both factors are
unfavourable (i.e., low). This was evaluated using the product indicator in SmartPLS. The
findings from the interaction items (β = 0.146; t = 5.066; p = 0.000) indicated that corporate
governance significantly and positively moderates the ES-AF relationship. The researcher
further probed the ES-AF relationship at different levels of corporate governance. As
depicted in Figure 3, the blue line shows CG at −1 SD, the green line shows CG at +1 SD,
and the red line shows CG at Mean. As indicated in Figure 3, these findings show that
access to finance is higher at favourable (i.e., high) levels of corporate governance and
environmental sustainability commitment. This implies that firms that excel in corporate
governance practices such as having qualified board members, desirable board diversity, a
sizeable board, and independent board members have higher chances of accessing external
finance than firms with weak corporate governance practices.
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5. Discussion

The findings showed that environmental sustainability commitment positively pre-
dicts access to finance, supporting Hypothesis 1. Being environmentally responsible can
send positive signals to key stakeholders such as banks and investors, eliminating obstacles
to accessing external finance. Several environmentally sensitive stakeholders have recently
preferred to associate with and invest in businesses that excel in ESG initiatives. Existing
similar studies further support the findings of the current study. There is evidence that firms
that actively participate in environmental protection initiatives and voluntarily disclose
their carbon footprints and strategies to mitigate such issues will be more likely to access
funding from green-oriented investors and banks [24,53,56]. Another strand of scholars
argues that firms that excel in environmental performance may attract more external fund-
ing from investors by demonstrating that they are less risky portfolios [23,57]. In addition,
because of the call for responsible investing, it has become mandatory for firms to disclose
their environmental impacts and mitigation strategies [21,22]. For instance, many scholars
submit that investments in ESG initiatives have become an essential strategy for attracting
investors to invest in businesses [8–10]. This is because investors are now considering
the environmental behaviour of a firm before they can commit their capital to businesses
due to the emergence of responsible investing, whereby investors use ESG indicators in a
business to determine the future value of their investments [9–11]. This implies that firms
with a low score on environmental performance are regarded as risky, as they may suffer
financially [10,57]. Thus, green investments make it relatively easier for SMEs to access
external finance because most investors globally have moved away from profitability alone
to examining the ESG behaviour of firms in order to safeguard their green values and avoid
reputational damage [9–11,63]. Essentially, renowned international organizations such as
the United Nations [9] and the European Union [56] have embraced the idea of financing
responsible small businesses. This means that small unlisted firms can access sustainable
finance from their governments, which are driven to fund green-oriented projects and
businesses in order to achieve their sustainable development targets [42,43,56,92].

The findings of this study showed that environmental sustainability commitment
is a crucial determinant of financial performance, thus supporting hypothesis 2. This
implies that firms can enhance their financial performance by cutting costs associated with
inefficiencies in their processes as well as by tapping into new markets for green products.
This view is supported by existing studies indicating that environmental sustainability
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commitment can provide a firm with an unmatched competitive advantage that enhances
financial performance [70–73]. There is evidence that environmental performance pos-
itively predicts financial performance as well [65,76,77]. The current study established
that financial performance predicts access to finance, confirming hypothesis 3. Financial
performance is the pulse of any business, and it is of interest to different stakeholders such
as employees, investors, banks, and the government. Thus, financial performance is one of
the indicators which influence investment and lending decisions by investors and banks,
respectively. Thus, existing evidence shows that financial performance positively predicts
access to finance by SMEs [16,78,81].

The findings of this study show that environmental sustainability commitment indi-
rectly predicts access to finance through financial performance, supporting hypothesis 4.
The argument advanced here is that environmental sustainability commitment predicts
access to finance if the firm achieves its financial goals. Financial performance is regarded
as an excellent mediating variable between several strategic variables and access to finance
among SMEs [79]. Consistent with the Trade-off theory [80], being profitable means a
business will have the ability to repay a loan without defaulting. In this case, banks usually
prefer companies with positive cashflows and traceable financial performance [16,17,79].
Ideally, profitable firms tend to have high chances of having their loan applications ap-
proved by banks [13,52]. This shows that financial performance is a crucial mechanism
through which environmental sustainability initiatives can predict access to finance by
small unlisted firms. Existing studies agree that financial performance is an important
indicator that a business can operate as a going concern, assuring stakeholders that their
investment will yield a positive return [74,78,80,83]. The findings here show that corporate
governance moderates the relationship between environmental sustainability commitment
and access to finance. Thus, hypothesis 5 can be accepted. The slope analysis shows that
access to finance is higher when environmental sustainability commitment and corporate
governance are favourable. This implies that corporate governance is a crucial metric for
businesses. The findings of this study are supported by other studies conducted in different
contexts. For instance, existing studies indicate that corporate governance is a vital mecha-
nism that helps firms to communicate their environmental sustainability commitment to
key stakeholders, reducing financial constraints [43,86]. Consistent with existing studies,
corporate governance practices enable firms to be transparent by voluntarily disclosing
financial statements, sustainability reports, and stakeholder engagement policies, thereby
eliminating information asymmetry between firms and credit suppliers such as banks
and investors, resulting in access to finance [24,43,56]. Essentially, excelling in corporate
governance principles helps businesses to establish long-term relationships with key stake-
holders such as banks, customers, investors, and shareholders [24,43]. The findings of this
study are in agreement with other studies which have found that small businesses that excel
in corporate governance principles such as adopting effective operational processes and
systems, having a sizeable and knowledgeable board, having independent board members,
having internal control processes, and having a well-structured audit committee have
higher chances of accessing external finance than those with weak corporate governance
practices [5,43,87,88,90]. The findings of the current study are fully supported by several
existing empirical findings conducted in other contexts.

6. Conclusions

The issue of ESG has mostly been explored in the context of large firms, neglecting
small unlisted firms. Moreover, research investigating ESG practices and their effect on
access to finance in the context of developing countries is limited. Thus, the current study
examined the relationship between environmental sustainability commitment and access
to finance and whether this relationship is mediated by financial performance, and tested
whether corporate governance moderates this relationship as well. The participants were
600 valid responses from SME owner/managers randomly selected from three provinces
in South Africa. Primary data were collected using self-administered questionnaires.
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The moderated mediation model was tested using PLS-SEM. The findings established a
positive and significant relationship between environmental sustainability commitment
and access to finance, and showed that financial performance positively mediates the
link between environmental sustainability commitment and access to finance. Lastly,
the findings showed that corporate governance positively moderates the link between
environmental sustainability commitment and access to finance. This implies that being
environmentally responsible can send positive signals to key stakeholders such as banks
and investors, eliminating obstacles to accessing external finance. The results suggest that
financial performance provides the mechanism through which environmental investments
can best predict access to finance. At the same time, corporate governance strengthens
the link between environmental sustainability commitment and access to finance. The
current study demonstrates that small unlisted firms can enhance their chances of accessing
external finance from green-oriented investors, banks, and the government by excelling
in environmental sustainability initiatives, performing optimally, and having effective
corporate governance structures in the business, a view which is supported by other
scholars. The study found that the green-oriented behaviour of firms is at the heart of
renowned international organizations such as the United Nations and the European Union,
a trend that has seen nations globally implementing sustainable finance to promote green-
oriented businesses. The findings of this study are fully supported by the existing literature.

6.1. Theoretical Implications

The current study has several implications. Theoretically, this study contributes by
proposing and testing the moderated mediation model shown in Figure 1. The model was
significant, enhancing understanding of the determinants of access to finance among small
unlisted firms. Existing studies have mainly used theories of finance to understand access
to finance by SMEs. The current research went beyond this by adding other theoretical
viewpoints, such as Stakeholder theory; thus, environmental sustainability commitment
and corporate governance were tested as crucial determinants of access to finance among
small unlisted firms. A model of this kind has been missing in the existing literature.

6.2. Practical Implications

Practically, small unlisted firms can adopt and apply the model developed in this
study as a strategy to enhance their ESG practices and unlock resources from their key
stakeholders, such as banks and investors. In order to fully optimize the model designed in
this study, small unlisted firms may need to adopt proactive environmental sustainability
practices such as water and energy efficiency, waste and carbon emission reduction, as well
as excel in corporate governance issues. This can help them to send positive signals to their
key stakeholders that they are conducting the business responsibly, thus enhancing access
to finance by eliminating information asymmetry. Essentially, the model developed and
tested in this study addresses the demand side (the firm) through environmental initiatives
and corporate governance as well as the supply side (banks). Thus, in applying the model
in this study banks may consider designing green finance lending terms in line with small
unlisted firms’ green behaviour, which may help to reduce the financing gap among small
unlisted firms in South Africa.

7. Limitations and Future Directions for Research

The current study considered only three provinces in South Africa. This may create
generalizability problems; hence, future studies can replicate this study in other provinces in
South Africa. The current study adopted a cross-sectional research design in which the data
were collected all at once, which can be a limitation as it may take time for environmental
investments to pay off. In addition, applications for funding may take more than a year
to be approved. Thus, future studies could adopt a longitudinal research design in which
data can be collected for a period of at least three years to enhance the quality of the
dataset. In addition, this study only focused on factors such as environmental sustainability
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commitment, financial performance, and corporate governance as determinants of access
to finance. However, other factors can influence access to finance by small firms. Thus,
future studies could consider other factors such as credit history, having a professional
accountant in the business, and networking as determinants of access to external finance
by small unlisted firms in South Africa. This would help to refine conclusions regarding
the determinants of access to finance by small unlisted firms, which would further help
policy makers make informed decisions regarding their funding policies.
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