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Abstract
The integration of Environmental, Social, and Governance (ESG) factors and circular
economy practices in family-owned SMEs is increasingly recognized as essential for
achieving sustainability. This study delves into how these practices can be incorporated
from an Islamic perspective, providing guidelines that align with Islamic values. The
urgency for sustainable business practices stems from escalating environmental crises
such as climate change, resource depletion, and pollution. Family-owned SMEs, due to
their inherent values and long-term orientation, are well-positioned to adopt these
practices. Employing a mixed-methods approach, this research combines qualitative
interviews and quantitative surveys to collect comprehensive data. The findings reveal
that while family-owned SMEs acknowledge the advantages of integrating ESG and
circular economy principles, they face significant challenges including financial
constraints, resource limitations, and a lack of awareness. To address these issues, the
study develops a framework that integrates Islamic principles, offering guidelines that
are both ethically and religiously sound. Qualitative data from interviews highlight
themes of ethical behavior, social justice, and environmental stewardship, while
guantitative data analysis shows significant correlations between the adoption of
sustainable practices and improved firm performance. The study concludes that
integrating ESG factors and circular economy practices, guided by Islamic principles,
can enhance the resilience and sustainability of family-owned SMEs,contributing to the
achievement of sustainable development goals. The findings hold significant
implications for SMEs, policymakers, and stakeholders involved in promoting
sustainability in predominantly Muslim countries, suggesting that such integration not
only aligns with ethical andreligious values but also supports broader environmental
and social objectives. By addressing the challenges and leveraging the inherent
strengths of family-owned SMEs, this research provides apathway for these businesses
to contribute effectively to global sustainability efforts.
Keywords: ESG Integration, Circular Economy, Sustainability, Islamic Principles,
Family-OwnedSMEs
Introduction
Introduction
In recent years, the integration of Environmental, Social, and Governance (ESG) factors andcircular
economy practices has gained significant traction among businesses worldwide. ESG factors, which
encompass environmental sustainability, social responsibility, and corporate governance, are increasingly
being recognized as critical components of long-term business success and resilience. The circular
economy, which emphasizes the reduction of waste, the reuse of resources, and the sustainable
management of materials, offers a transformative approach to achieving sustainability. Family-owned
small and medium-sized enterprises (SMESs) are uniquelypositioned to adopt these practices due to their
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inherent values, long-term orientation, andflexibility. This study explores the integration of ESG factors
and circular economy practices in family-owned SMEs from an Islamic perspective, aiming to provide
practical guidelines and strategies that align with Islamic values and principles.

The urgency for businesses to adopt sustainable practices is driven by the escalating
environmental crises, including climate change, resource depletion, and pollution. The corporate sector’s
role in mitigating these issues is undeniable, and integrating ESG factors into business operations has
emerged as a strategic priority (KPMG, 2020). Moreover, the circular economy model offers a viable
solution to resource inefficiency and waste management by promoting a closed-loop system where
products and materials are continuously reused and recycled (Ellen MacArthur Foundation, 2021).

Family-owned SMEs, which make up a significant portion of the global economy, possessunique
characteristics that make them suitable for adopting these sustainable practices. Their inherent values,
long-term vision, and deep-rooted community connections provide a strong foundation for integrating
ESG and circular economy principles (PwC, 2022). Additionally, incorporating Islamic principles into
business practices can further enhance these efforts. Islamicteachings emphasize ethical behavior, social
justice, and environmental stewardship, aligning closely with the objectives of ESG and circular economy
practices (Dusuki, 2020).

This study aims to develop a comprehensive framework for integrating ESG factors and circular
economy practices in family-owned SMEs from an Islamic perspective. By addressing the unique
challenges faced by these businesses and providing practical guidelines aligned with Islamic values, the
study seeks to support family-owned SMEs in achieving long-term sustainability and success.
Background of the Study
The concept of ESG emerged as a response to the growing recognition that businesses have a critical role
to play in addressing global environmental and social challenges. ESG factors are increasingly being
integrated into investment decisions and corporate strategies to promotesustainability and ethical behavior
(KPMG, 2020). The environmental component of ESG focuseson a company’s impact on the planet,
including its energy use, waste, pollution, and natural resource conservation. The social component
examines how a company manages relationships with employees, suppliers, customers, and communities,
while governance involves a company’s leadership, executive pay, audits, internal controls, and
shareholder rights.

The circular economy, on the other hand, represents a shift from the traditional linear economy of
“take, make, dispose” to a more sustainable model of “reduce, reuse, recycle” (Ellen MacArthur
Foundation, 2021). This approach not only conserves resources but also reduces environmental impact
and fosters economic growth. Circular economy practices include designing products for longer use,
utilizing renewable resources, and creating systems for recycling and reusing materials.

Family-owned SMEs are particularly relevant in the context of ESG and circular economy
practices. These businesses often have deep-rooted values, a strong sense of community, and a long-term
perspective, making them ideal candidates for sustainable practices (PwC, 2022). Family-owned
businesses typically have more flexibility in decision-making, enabling them to adopt innovative practices
and respond quickly to changing market conditions. Moreover, their long-term orientation aligns with the
principles of sustainability, which require ongoing commitment and investment.

Islamic principles further complement these sustainable practices. Islam advocates for ethical
conduct, social justice, and environmental stewardship, emphasizing the importance of responsible
behavior towards all creation (Dusuki, 2020). The concept of stewardship (Khilafah) in Islam calls for
humans to act as caretakers of the earth, ensuring its protection and preservation.Similarly, the principle of
social justice (Adl) requires businesses to operate in a manner that promotes equity and fairness within the
community.

By integrating ESG factors and circular economy practices with Islamic principles, family-owned
SMEs can develop a holistic approach to sustainability that not only meets regulatory requirements but
also aligns with their core values and beliefs. This integration can lead to improved business performance,
enhanced reputation, and greater resilience in the face of environmental and social challenges.

Problem Statement
Despite the potential benefits of integrating ESG factors and circular economy practices, many family-
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owned SMEs face significant challenges in adopting these practices. These challenges include a lack of
awareness and understanding of ESG and circular economy concepts, financial constraints, resistance to
change, and limited access to resources and expertise (OECD, 2021). Many family-owned SMEs operate
with limited budgets and resources, making it difficult to investin sustainable practices that may require
upfront costs and specialized knowledge.

Additionally, there is often a lack of awareness and understanding of the benefits of ESG and
circular economy practices among SME owners and managers. This lack of knowledge can lead to
resistance to change and a preference for maintaining traditional business practices. Overcoming these
barriers requires targeted educational and training programs that highlight the long-term benefits of
sustainability, such as cost savings, improved efficiency, and enhanced brandreputation.

Furthermore, existing frameworks for integrating ESG and circular economy practices often do
not address the unique needs and values of family-owned SMEs operating in predominantly Muslim
countries (Kamla & Rammal, 2022). These frameworks may not incorporate Islamic principles, which are
crucial for businesses that seek to align their operations with their religious beliefs. The absence of
culturally relevant guidelines can hinder the adoption of sustainable practices and limit the potential
impact of ESG and circular economy initiatives.

This study aims to address these gaps by developing a comprehensive framework for integrating ESG
factors and circular economy practices in family-owned SMEs from an Islamic perspective. By providing
practical guidelines and strategies that align with Islamic values, this study seeks to support family-owned
SMEs in overcoming the challenges associated with sustainability and achieving long-term success.
Research Objectives
1. Evaluate the impact of ESG factors, circular economy practices, and Islamic principles on
financial and operational performance metrics in family-owned SMEs.
2. Assess how organizational culture fosters the integration of ESG factors, circular economy
practices, and Islamic principles, aligning with the values and goals of the business.
3. Investigate the role of stakeholder engagement and resource availability in facilitating the
adoption and implementation of sustainable practices aligned with ESG and Islamic principles.
Research Questions
1. How do ESG factors, circular economy practices, and Islamic principles collectively influence firm
performance in family-owned SMEs?
2. What role does organizational culture play in integrating ESG factors, circular economy
practices, and Islamic principles into family-owned SME operations?
3. How can stakeholder engagement and resource availability support the effective implementationof ESG
factors, circular economy practices, and Islamic principles in family-owned SMEs?
Motivation of the Study
The motivation for this study arises from the increasing recognition of the importance of ESG factors and
circular economy practices in achieving sustainable development. Family-owned SMEs play a crucial role
in the global economy, and their adoption of sustainable practices can have a significant impact on
environmental and social outcomes (IFC, 2020). By integrating ESG factors and circular economy
practices, these businesses can enhance their operational efficiency, reduce costs, and improve their
reputation among customers and stakeholders.
Moreover, the integration of Islamic principles into business practices offers a unique opportunity to
promote ethical conduct, social justice, and environmental stewardship, which are core values of Islam
(Hassan & Kouhy, 2020). Islamic teachings provide a moral and ethical framework that can guide
businesses in making decisions that benefit both society and the environment. This alignment of business
practices with religious values can also enhance the credibility and legitimacy of family-owned SMEs
within their communities.
The study is motivated by the need to develop a culturally relevant framework that addresses the unique
challenges faced by family-owned SMEs in predominantly Muslim countries. By incorporating Islamic
principles into the integration of ESG and circular economy practices,
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the study aims to provide practical guidelines that are aligned with the values and beliefs of these
businesses. This approach can facilitate the adoption of sustainable practices and contribute to the
achievement of long-term business success.

Additionally, this study seeks to fill a gap in the existing literature by exploring the intersection of
ESG factors, circular economy practices, and Islamic principles in the context of family-owned SMEs.
While there is a growing body of research on ESG and circular economy practices, there is limited
understanding of how these practices can be integrated with Islamic principles. By addressing this gap,
the study aims to contribute to the academic discourse on sustainable business practices and provide
valuable insights for practitioners and policymakers.

Significance of the Study

This study is significant for several reasons. Firstly, it addresses a critical gap in the literature by
exploring the integration of ESG factors and circular economy practices in family- owned SMEs from an
Islamic perspective. This is an area that has received limited attention in existing research, despite the
growing importance of sustainability and ethical conduct in business. By providing a comprehensive
framework that incorporates Islamic principles, the study contributes to the development of culturally
relevant guidelines for sustainable business practices.

Secondly, the study provides practical guidelines and strategies that can help family-owned SMEs
overcome the challenges associated with sustainability and achieve long-term success. By incorporating
Islamic principles into the framework for integrating ESG factors and circular economy practices, the
study offers a culturally relevant approach that aligns with the values and beliefs of family-owned SMEs
operating in predominantly Muslim countries (Ali & Al-Aali, 2021). This approach can facilitate the
adoption of sustainable practices and enhance the credibilityand legitimacy of these businesses within their
communities.

Thirdly, the study has important implications for policymakers and other stakeholders involved in
promoting sustainability. By highlighting the barriers and challenges faced by family-owned SMESs in
adopting sustainable practices, the study can inform the development of policies and initiatives that
support these businesses in their sustainability efforts (UNDP, 2022). Policymakers can use the findings
of this study to design targeted interventions that address the specific needs and constraints of family-
owned SMEs, such as providing financial incentives, technical assistance, and capacity-building
programs.

Furthermore, the study’s findings can contribute to the broader discourse on sustainable
development and corporate responsibility. By exploring the integration of ESG factors and circulareconomy
practices from an Islamic perspective, the study highlights the potential for religious principles to guide
and enhance business practices. This perspective can enrich the understandingof sustainability and ethical
conduct in business, offering new insights and approaches that can be applied in various cultural and
religious contexts.

Scope of the Study

The scope of this study includes family-owned SMEs operating in predominantly Muslim countries. The
study focuses on the integration of ESG factors and circular economy practices, with a specific
emphasis on how these practices can be aligned with Islamic principles. The research will involve
amixed-methods approach, combining qualitative interviews with quantitative surveys to gather
comprehensive data on the experiences, challenges, and perspectivesof family-owned SMEs.

The study will explore the current level of awareness and understanding of ESG and circular
economy concepts among family-owned SME owners and managers. This includes examining their
knowledge of the benefits and challenges associated with these practices, as wellas their perceptions of
the relevance and applicability of ESG and circular economy principles to their businesses. By assessing
the baseline knowledge and attitudes of SME owners and managers, the study aims to identify gaps and
areas for improvement.

Additionally, the study will identify the main barriers and challenges faced by family- owned
SMEs in integrating sustainable practices. These challenges may include financial constraints, lack of
resources and expertise, resistance to change, and limited access to informationand support. By pinpointing
these obstacles, the study can develop targeted strategies to help family-owned SMEs overcome these
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challenges and successfully integrate ESG and circular economy practices.

Furthermore, the study will develop a framework that incorporates Islamic principles into the
integration of ESG and circular economy practices. This framework will provide practical guidelines and
best practices that are aligned with Islamic values, helping family-owned SMEs adopt sustainable
practices that are both ethically and religiously sound. The framework will be designed to be flexible and
adaptable, allowing SMEs to tailor the guidelines to their specific contexts and needs.

The research will also evaluate the potential benefits of integrating ESG and circular economy
practices for family-owned SMEs. These benefits may include improvements in operational efficiency,
cost savings, enhanced brand reputation, and compliance with Islamic principles. By highlighting the
positive outcomes of sustainable practices, the study aims to motivate family-owned SMEs to adopt these
practices and achieve long-term success.

Conclusion

In conclusion, this study aims to explore and develop a comprehensive framework for integrating ESG
factors and circular economy practices in family-owned SMEs from an Islamic perspective.By addressing
the unique challenges faced by these businesses and providing practical guidelinesthat align with Islamic
values, the study seeks to support family-owned SMEs in achieving long- term sustainability and success.
The findings of this study will have important implications for family-owned SMEs, policymakers, and
other stakeholders involved in promoting sustainability in predominantly Muslim countries.

The study contributes to the growing body of knowledge on sustainable business practices by
exploring the intersection of ESG factors, circular economy practices, and Islamic principles. By
developing a culturally relevant framework that addresses the specific needs and values of family-owned
SMEs, the study provides valuable insights and recommendations for practitioners and policymakers.
Ultimately, the integration of ESG factors and circular economy practices, guided by Islamic
principles, can enhance the resilience and sustainability of family-owned SMEs, contributing to the
achievement of sustainable development goals.

Literature Review

Introduction to ESG Factors and Circular Economy Practices

In recent years, the integration of Environmental, Social, and Governance (ESG) factors and circular
economy practices has become increasingly vital for businesses striving to achieve sustainability and
resilience. ESG factors encompass a broad range of criteria used to evaluate a company's operations and
long-term viability, including its environmental impact, social responsibilities, and governance structures.
Meanwhile, circular economy practices focus on creating a sustainable economic model by minimizing
waste and optimizing the use of resources. Together, these approaches offer a comprehensive framework
for businesses to contribute to sustainable development.

Define Environmental, Social, and Governance (ESG) Factors and Their Significance in
Contemporary Business Practices

Environmental, Social, and Governance (ESG) factors provide a framework for assessing a company's
commitment to sustainability and ethical practices. The ESG framework is used by investors,
stakeholders, and policymakers to evaluate the non-financial aspects of a company's performance that can
impact its long-term success.

I.  Environmental Factors: These refer to a company's impact on the natural environment. Key
elements include energy consumption, waste management, pollution, natural resource
conservation, and efforts to combat climate change. Companies are increasingly being held
accountable for their environmental footprint, with stakeholders expecting proactive measures to
reduce carbon emissions, improve energy efficiency, and adopt sustainable practices (Ahmad,
Yaqub, & Lee, 2023).

Il.  Social Factors: These relate to how a company manages relationships with its employees,
suppliers, customers, and the communities in which it operates. Social factors encompass labor
practices, human rights, employee health and safety, community engagement, and diversity and
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inclusion. Companies that prioritize social factors are often seen as more ethical and socially

responsible, which can enhance their reputation and build trust with stakeholders (de Oliveira,

Menezes & Fernandes, 2024).

Ill.  Governance Factors: These involve a company's leadership, organizational structure, and
transparency. Key governance issues include board diversity, executive compensation, audit
practices, shareholder rights, and ethical behavior. Strong governance practices are essential for
ensuring accountability, protecting shareholder interests, and maintaining regulatory compliance
(Naciti, Cesaroni & Pulejo, 2022).

The significance of ESG factors in contemporary business practices is multifaceted. First, companies that

integrate ESG criteria into their operations are better equipped to manage risks and seize opportunities

associated with sustainability challenges. For instance, addressing environmental risks can reduce
regulatory penalties and operational disruptions, while strong social practices can enhance employee
productivity and customer loyalty. Moreover, good governance practices foster transparency and ethical

conduct, reducing the likelihood of scandalsand legal issues (Ahmad, Yaqub, & Lee, 2023).

Investors are increasingly using ESG criteria to guide their investment decisions, driven by the
recognition that ESG performance can influence financial returns. Studies have shown that companies
with robust ESG practices tend to outperform their peers over the long term, as they are better prepared to
navigate environmental, social, and governance challenges (Giese et al., 2020). As a result, ESG investing
has gained momentum, with asset managers and institutional investors integrating ESG considerations
into their portfolios.

Regulatory bodies worldwide are also emphasizing the importance of ESG disclosures. For
example, the European Union's Sustainable Finance Disclosure Regulation (SFDR) requires financial
market participants to disclose how they integrate ESG factors into their investment processes. Similarly,
the U.S. Securities and Exchange Commission (SEC) is considering enhanced ESG disclosure
requirements for public companies.

In summary, ESG factors are critical in contemporary business practices due to their impacton risk
management, stakeholder trust, regulatory compliance, and financial performance. Companies that
prioritize ESG considerations are better positioned to achieve long-term sustainability and resilience.

The Evolution and Importance of ESG Factors in Enhancing Corporate Sustainability and

Resilience

The evolution of ESG factors as a key component of corporate strategy can be traced back to the broader

movement towards corporate social responsibility (CSR) and sustainable development. Inthe early stages,

CSR initiatives primarily focused on philanthropy and community engagement, with companies

voluntarily adopting practices that benefited society. However, over time, the scope of CSR expanded to

include more comprehensive and integrated approaches to sustainability, giving rise to the ESG
framework.

i.  Early Development: In the 1960s and 1970s, the concept of CSR began to gain traction as
businesses started recognizing their broader responsibilities beyond profit maximization.
Pioneering companies implemented initiatives related to environmental conservation, employee
welfare, and community development. The emergence of environmental regulations and labor
standards further propelled the adoption of socially responsiblepractices (Agudelo, J6hannsdottir,
& Davidsdottir, 2020).

ii. Integration into Investment Decisions: The 1980s and 1990s saw a significant shift as investors
began incorporating social and environmental criteria into their investmentstrategies. The launch
of the United Nations Principles for Responsible Investment (PRI) in 2006 marked a milestone,
encouraging investors to integrate ESG factors into their decision-making processes. The PRI now
boasts over 3,000 signatories, representing assetsunder management exceeding $100 trillion (PRI,
2021).

iii. Mainstream Adoption: In recent years, ESG factors have moved from the periphery to the
mainstream of corporate strategy. This shift has been driven by several factors, including
increased awareness of climate change, social inequality, and corporate governance scandals. The
COVID-19 pandemic further underscored the importance of ESG factors, as companies with
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strong ESG practices demonstrated greater resilience in navigating the crisis (Agudelo,
Jéhannsdottir, & Davidsdéttir, 2020).
The integration of Environmental, Social, and Governance (ESG) factors is critical in enhancing
corporate sustainability and resilience. Several key benefits highlight the importance of ESG integration
in corporate strategy.

I. Risk Management

ESG integration aids companies in identifying and mitigating risks related to environmental, social, and
governance issues. For instance, climate change poses significant risks to supply chains, operations, and
regulatory compliance. Companies that proactively address these risks are better prepared to adapt to
changing conditions and avoid potential disruptions (Bain & Company, 2023).

ii. Reputation and Trust

Strong ESG performance enhances a company's reputation and builds trust with stakeholders, including
customers, employees, investors, and communities. Companies that demonstrate a commitment to ethical
conduct, social responsibility, and environmental stewardship are more likely to attract and retain loyal
customers and employees (World Economic Forum, 2023).

iii. Operational Efficiency

ESG practices can lead to improved operational efficiency and cost savings. For example, energy-efficient
technologies and waste reduction initiatives can lower operational costs and enhance resource
efficiency. Socially responsible labor practices can boost employee morale, productivity, and retention
(EY, 2021).

iv.  Access to Capital

Investors are increasingly favoring companies with strong ESG credentials. Companies that prioritize
ESG factors are more likely to attract investment from ESG-focused funds and institutional investors.
This access to capital can support growth and innovation, further enhancingcorporate sustainability (Bain
& Company, 2023; EY, 2021).

V. Regulatory Compliance

As governments and regulatory bodies introduce stricter ESG-related regulations, companies withrobust
ESG practices are better positioned to comply with these requirements. Proactive ESG management can
reduce the risk of legal penalties, reputational damage, and regulatory scrutiny (World Economic Forum,
2023).

vi. Long-term Value Creation

ESG integration is linked to long-term value creation. Companies that prioritize sustainability are better
equipped to identify and capitalize on emerging opportunities, such as green technologies and sustainable
products. By aligning business strategies with ESG principles, companies can achieve sustainable growth
and competitive advantage (EY, 2021).

In conclusion, the evolution of ESG factors reflects a growing recognition of the interconnectedness
between business success and sustainability. The integration of ESG considerations into corporate
strategy enhances risk management, reputation, operational efficiency, access to capital, regulatory
compliance, and long-term value creation. As the businesslandscape continues to evolve, ESG factors will
remain central to achieving corporate sustainability and resilience. Companies that embed sustainability
into their strategies are better positioned to meet evolving investor pressure, consumer demand, and
regulatory requirements, thereby securing a competitive edge in the market (World Economic Forum,
2023).

Introduce Circular Economy Practices, Emphasizing Principles of Waste Reduction, Resource Efficiency,
and Sustainable Product Lifecycle Management

The circular economy represents a paradigm shift from the traditional linear economy, which follows a
"take, make, dispose” model, to a more sustainable approach that emphasizes waste reduction, resource
efficiency, and the continuous use of materials. At its core, the circular economy aims to create a closed-
loop system where products, materials, and resources are kept inuse for as long as possible, thereby
minimizing waste and environmental impact.
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A core principle of the circular economy is waste reduction. Traditional linear economies often
design products for single-use, leading to significant waste generation at the end of their lifecycle. The
circular economy contrasts this by promoting the design of products intended for reuse, repair,
remanufacturing, or recycling. This strategy reduces the volume of waste sent to landfills and minimizes
the environmental footprint of products. By implementing circular principles, companies can significantly
reduce their environmental impact and contribute to moresustainable waste management practices (Ellen
MacArthur Foundation, 2021).

The circular economy emphasizes efficient resource use throughout a product's entire lifecycle.
This includes the extraction of raw materials, manufacturing processes, distribution, consumption, and
end-of-life management. By optimizing resource use, companies can decrease their reliance on finite
resources, reduce production costs, and lower their environmental impact. Resource efficiency involves
the use of renewable resources and sustainable sourcing practices. Implementing these practices ensures
that resources are utilized in the most effective manner, promoting a more sustainable industrial system
(World Economic Forum, 2023).

Sustainable product lifecycle management is integral to the circular economy. This involves
designing products with durability, repairability, and recyclability in mind. Companies are encouraged to
adopt eco-design principles that focus on minimizing environmental impact throughout a product's
lifecycle. This includes selecting sustainable materials, reducing energy consumption during production,
and designing products for easy disassembly and recycling. Suchpractices not only extend the lifespan of
products but also make them easier to recycle at the end of their useful life, thereby supporting the circular
economy's goals (European Commission, 2020).

The circular economy also advocates for innovative business models that support sustainability.
Examples include the product-as-a-service model, where companies retain ownership of products and
lease them to customers, and take-back schemes, where companies offer incentives for customers to return
used products for recycling or refurbishment. These modelsnot only help reduce waste but also create new
revenue streams and strengthen customer relationships. By rethinking traditional ownership and usage
patterns, businesses can align their operations with circular economy principles, fostering greater
sustainability (Accenture, 2021).

The transition to a circular economy involves a comprehensive shift in how products are
designed, used, and disposed of. By focusing on waste reduction, resource efficiency, sustainable product
lifecycle management, and innovative business models, companies can significantly enhance their
sustainability efforts. The adoption of circular economy principles not only minimizes environmental
impact but also promotes economic resilience and long-term value creation. As the global community
continues to prioritize sustainability, the circular economy offers a robust framework for achieving these
goals.

Examples of Circular Economy Practices:

i.  Product Design: Companies are increasingly adopting circular design principles to create
products that are easy to repair, upgrade, and recycle. For example, modular smartphones are
designed with interchangeable parts, allowing users to replace or upgrade individual components
without discarding the entire device (Zhang, Tan, Xu & Li, 2023).

ii.  Recycling and Reuse: Recycling and reuse are central to the circular economy. Companies are
investing in advanced recycling technologies to recover valuable materials from end- of-life
products. For instance, clothing brands are implementing take-back programs to collect used
garments and recycle them into new textiles (Seegrun, Hardinghaus, Rieselsheimer & Lindow,
2024).

iii.  Industrial Symbiosis: Industrial symbiosis involves the collaboration between different industries
to use each other's by-products and waste materials. This approach creates a network of resource-
sharing that enhances overall resource efficiency (Seegrun, Hardinghaus, Rieselsheimer &
Lindow, 2024). An example is the use of waste heat from industrial processes to generate
electricity or heat nearby buildings.
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The transition to a circular economy offers numerous benefits, including environmental sustainability,
economic resilience, and social well-being. By reducing waste, conserving resources, and promoting
sustainable practices, the circular economy contributes to the achievement of global sustainability goals.

i.  Environmental Benefits: The circular economy reduces the environmental impact of production
and consumption by minimizing waste, lowering greenhouse gas emissions, and conserving
natural resources. By extending the lifecycle of products, the circular economy helps mitigate the
depletion of finite resources and reduces pollution (Abad- Segura, de la Fuente, Gonzalez-Zamar
& Belmonte-Urena, 2024)

ii.  Economic Benefits: The circular economy can drive economic growth and innovation. By
adopting circular business models, companies can create new market opportunities, reduce
production costs, and enhance competitiveness. The circular economy also promotes job creation
in areas such as recycling, remanufacturing, and sustainable product design (McKinsey, 2024).

iii.  Social Benefits: The circular economy fosters social well-being by promoting sustainable
consumption patterns and enhancing resource security. By reducing waste and pollution, the
circular economy contributes to healthier communities and a better quality of life. Additionally,
circular economy practices can support social equity by creating inclusive economic opportunities
(Padilla-Rivera, Russo-Garrido & Merveille, 2024).

In conclusion, the circular economy represents a transformative approach to sustainable development. By
emphasizing waste reduction, resource efficiency, and sustainable product lifecycle management, the
circular economy offers a pathway to a more sustainable and resilient future. The adoption of circular
economy practices is essential for businesses seeking to align their operations with sustainability goals and
contribute to global efforts to combat climate change andresource depletion.

Adoption of ESG and Circular Economy Practices in SMESs

The adoption of Environmental, Social, and Governance (ESG) factors and circular economy practices is
increasingly recognized as essential for the sustainability and resilience of small and medium-sized
enterprises (SMEs). While large corporations often lead the way in implementing these practices, SMEs
also play a crucial role in the global transition towards sustainability. However, the journey for SMEs to
integrate ESG and circular economy principles is fraught withboth challenges and opportunities.
Challenges:

i.  Financial Constraints: One of the most significant barriers SMEs face in adopting ESG andcircular
economy practices is financial constraints. Implementing sustainable practices often requires
upfront investment in new technologies, processes, and training, which canbe daunting for SMEs
with limited financial resources (Bos-Brouwers, 2010). The high initial costs associated with
transitioning to sustainable practices can deter SMEs from making the necessary changes, despite
the long-term benefits.

ii.  Resource Limitations: SMEs often lack the human and technical resources needed to implement
and manage ESG and circular economy initiatives effectively. This includes the expertise to
conduct sustainability assessments, develop strategic plans, and monitor progress (Johnson &
Schaltegger, 2016). The limited availability of skilled personnel andtechnological infrastructure
can hinder the adoption of these practices.

iii.  Lack of Awareness and Knowledge: Many SME owners and managers are not fully awareof the
benefits and opportunities associated with ESG and circular economy practices. This lack of
awareness extends to understanding regulatory requirements, market demands, andthe competitive
advantages of sustainability (Morsing & Perrini, 2009). Without sufficientknowledge, SMEs may
be reluctant to adopt new practices that they perceive as complex and unnecessary.

iv.  Regulatory and Compliance Challenges: Navigating the regulatory landscape can be challenging
for SMEs, especially those operating in multiple jurisdictions with varying requirements. The
complexity and cost of compliance with environmental and social regulations can be burdensome,
particularly for smaller firms with limited legal and regulatory expertise (Hillary, 2004).
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V.  Market and Consumer Pressure: While consumer demand for sustainable products is growing,
SMEs may struggle to meet these expectations due to their scale and capabilities. Competing with
larger firms that have more resources to invest in sustainability initiativescan be challenging for
SMEs trying to position themselves as environmentally and sociallyresponsible (Nidumolu et al.,
2009).

Opportunities:

I.  Competitive Advantage: Adopting ESG and circular economy practices can provide SMEswith a
significant competitive advantage. Sustainable practices can enhance brand reputation, attract
environmentally conscious customers, and differentiate SMEs from competitors. SMEs that lead
in sustainability can capitalize on emerging market opportunities and build customer loyalty.

ii.  Cost Savings and Efficiency: Implementing circular economy principles, such as waste reduction
and resource efficiency, can lead to significant cost savings for SMEs. By optimizing resource
use and minimizing waste, SMEs can reduce operational costs and improve profitability (Lacy &
Rutqgvist, 2015). Sustainable practices also enhance operational efficiency, leading to better
resource management and lower production costs.

iii.  Access to New Markets: ESG and circular economy practices open up new market opportunities
for SMEs. As consumers, businesses, and governments increasingly prioritize sustainability,
SMEs that align with these values can access new markets and customer segments. Sustainable
practices can also facilitate entry into global supply chainsthat demand high environmental and
social standards (Bonini & Swartz, 2014).

iv.  Enhanced Stakeholder Relationships: SMEs that adopt ESG and circular economy practices can
build stronger relationships with stakeholders, including customers, employees, investors, and
regulators. Demonstrating a commitment to sustainability can enhance trust and collaboration,
leading to improved business outcomes and long-term success (Freeman et al., 2010).

V.  Innovation and Resilience: Embracing sustainability can drive innovation within SMEs. The need
to develop new products, processes, and business models to meet ESG and circular economy
standards fosters creativity and innovation (Ludeke-Freund, 2010). Additionally, sustainable
practices enhance business resilience by mitigating risks associated with environmental and social
challenges.

In conclusion, while SMEs face significant challenges in adopting ESG and circular economy practices,
the opportunities for competitive advantage, cost savings, market access, stakeholder relationships, and
innovation are substantial. By overcoming these challenges and leveraging the benefits of sustainability,
SMEs can enhance their resilience and contribute to global sustainabilitygoals.

Review of Literature on Motivations and Barriers in Integrating Sustainability Practices inSMEs
The integration of sustainability practices in small and medium-sized enterprises (SMEs) has become an
increasingly important area of research. The literature highlights various motivations and barriers that
influence the adoption of Environmental, Social, and Governance (ESG) principles and circular economy
practices. Understanding these factors is crucial for developing effective strategies to promote
sustainability within the SME sector.

Motivations:

I.  Regulatory Compliance

Regulatory requirements are a primary driver for SMEs to adopt sustainable practices. Compliance with
environmental and social regulations is essential for avoiding legal penalties and maintainingoperational
licenses (Khan, Serafeim, & Yoon, 2020). Regulations often act as a catalyst for SMEs to invest in
sustainable technologies and practices. This compliance ensures that businesses meet the minimum
standards set by governments and regulatory bodies, promoting a baseline level of environmental and
social responsibility (Gunther, Endrikat, & Guenther, 2021).

Il.  Market Demand and Consumer Preferences

Increasing consumer awareness and demand for sustainable products and services motivate SMEsto adopt
ESG and circular economy practices. Businesses that align with consumer values can enhance their
market position and attract environmentally conscious customers (Girod & Giudici,2021). This shift in
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consumer behavior encourages SMEs to innovate and adopt practices that reduce their environmental
impact, thereby gaining a competitive edge in the market (Grdschl & Gabaldon, 2020).

Ill.  Cost Reduction and Efficiency

SMEs are motivated by the potential cost savings and efficiency gains associated with sustainability
practices. By optimizing resource use and reducing waste, SMEs can lower production costs and improve
profitability (Linder & Williander, 2021). Sustainable practices alsolead to energy savings and reduced
material costs, contributing to overall operational efficiency.

For instance, adopting energy-efficient technologies can significantly cut down on energy expenses, while
waste reduction strategies can minimize disposal costs (Dey et al., 2020).

IV.  Corporate Image and Reputation

Building a positive corporate image and reputation is a significant motivation for SMEs to adopt ESG and
circular economy practices. Companies that demonstrate a commitment to sustainabilitycan enhance their
brand reputation, attract customers, and differentiate themselves from competitors (Kiron, Unruh, &
Kruschwitz, 2020). A strong corporate image built on sustainabilitycan lead to increased customer loyalty
and better stakeholder relationships, ultimately driving business growth (Nave & Ferreira, 2021).
V. Access to Finance and Investment

Sustainable practices can improve SMEs’ access to finance and investment. Investors increasinglyconsider
ESG criteria when making investment decisions, and companies with strong sustainability performance
are more likely to attract investment (Brooks & Oikonomou, 2020). Access to green financing options and
sustainability-linked loans also incentivizes SMEs to adoptsustainable practices. Financial institutions and
investors are now more inclined to supportbusinesses that demonstrate a commitment to environmental
and social responsibility, recognizingthe long-term benefits of sustainable investments (Tolliver, Keeley,
& Managi, 2020).

Barriers:
VI.  Financial Constraints

Financial constraints are a significant barrier to the adoption of sustainability practices in SMEs. The high
initial costs of implementing sustainable technologies and practices can be prohibitive for SMEs with
limited financial resources (Harmsen, Graafland, & Schouten, 2021). Additionally, the perceived lack of
short-term financial benefits can deter SMEs from investing in sustainability.For many SMEs, the upfront
investment required for sustainable practices may outweigh the immediate financial returns, making it
challenging to justify such expenditures (Inigo & Albareda,2021).
VII. Lack of Knowledge and Expertise

SMEs often lack the knowledge and expertise required to implement and manage ESG and circulareconomy
practices effectively. The complexity of sustainability initiatives and the need for specialized skills can be
challenging for SMEs (Schaefer, Williams, & Smith, 2020). Limited access to training and advisory
services exacerbates this barrier. Without adequate knowledge and resources, SMEs may struggle to
develop and execute effective sustainability strategies, hinderingtheir ability to achieve desired outcomes
(Bos-Brouwers, 2021).

VIIIl. Resource Limitations

Resource limitations, including human and technological resources, hinder the adoption of sustainability
practices in SMEs. The lack of skilled personnel and technological infrastructure makes it difficult for
SMEs to conduct sustainability assessments, develop strategic plans, and monitor progress (Horbach,
Rammer, & Rennings, 2021). These constraints can impede the implementation of sustainable practices,
as SMEs may lack the necessary tools and expertise to undertake such initiatives effectively (Klewitz &
Hansen, 2020).

IX.  Perceived Costs and Benefits

SMEs may perceive the costs of implementing sustainability practices as outweighing the benefits. This
perception is influenced by the short-term focus of many SMEs, which prioritizes immediate financial
gains over long-term sustainability benefits (Wicki & Hansen, 2020). The lack of clear evidence on the
financial returns of sustainability investments can reinforce this barrier. SMEs may be reluctant to invest
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in sustainability without tangible proof of the financial advantages, leading to a reluctance to adopt new
practices (DeGiovanni & Darnall, 2021).

X.  Regulatory and Compliance Challenges

Navigating the regulatory landscape can be complex and costly for SMEs. Compliance with diverse and
evolving environmental and social regulations requires significant effort and resources(Delmas, Etzion, &
Nairn-Birch, 2021). The burden of regulatory compliance can be particularly challenging for SMEs
operating in multiple jurisdictions. Meeting varying regulatory standards can strain resources and
complicate operations, making it difficult for SMEs to maintain compliance while pursuing sustainability
goals (Hillary, 2020).

The literature on the integration of sustainability practices in SMEs highlights a complex interplay of
motivations and barriers. Regulatory compliance, market demand, cost reduction, corporate image, and
access to finance are significant motivators driving SMEs towards sustainability. However, financial
constraints, lack of knowledge, resource limitations, perceived costs and benefits, and regulatory
challenges pose substantial barriers. Addressing these barriers through targeted support and incentives can
facilitate the widespread adoption of sustainability practices in SMESs, promoting a more sustainable and
resilient business environment.In summary, the literature highlights that while SMEs are motivated by
regulatory compliance, market demand, cost reduction, corporate image, and access to finance, they face
significant barriers such as financial constraints, lack of knowledge and expertise, resource limitations,
perceived costs and benefits, and regulatory challenges. Addressing these barriers and leveraging the
motivations canenhance the adoption of ESG and circular economy practices in SMEs.

Islamic Perspectives on Business Ethics and Sustainability

Islamic business ethics, rooted in the teachings of the Qur'an and Hadith, offer a comprehensive
framework for ethical conduct in commerce and emphasize principles that align closely with modern
sustainability practices. Key concepts such as ethical trading (Amanah), stewardship (Khalifah), and the
prohibition of waste (Israf) form the foundation of Islamic business ethics andprovide valuable insights
into sustainable business practices.

Overview of Islamic Business Ethics

Amanabh, or trustworthiness, is a fundamental principle in Islamic business ethics. It requires individuals
and businesses to act with integrity, honesty, and fairness in all transactions. This principle emphasizes
the importance of fulfilling promises, ensuring transparency, and maintaining trust in business dealings
(Beekun, 1996). Ethical trading under Amanah extends to fair treatment of employees, customers, and
suppliers, ensuring that all parties are treated justly and that their rights are respected.

The concept of Khalifah, or stewardship, refers to the role of humans as caretakers of the Earth.
In Islam, humans are considered stewards entrusted by Allah to protect and preserve the environment and
its resources. This principle calls for responsible management of natural resources, minimizing
environmental impact, and promoting sustainable practices (Nasr, 2003). Khalifah encourages businesses
to consider the long-term effects of their actions on the environment and society, prioritizing
sustainability over short-term gains.

Israf, or the prohibition of waste, is another key principle in Islamic business ethics. It
discourages excessive consumption and wastefulness, advocating for the efficient use of resourcesand the
reduction of waste (Al-Qaradawi, 1999). This principle aligns closely with the concept of the circular
economy, which seeks to minimize waste and promote the sustainable use of resources throughout the
product lifecycle. By avoiding wasteful practices, businesses can contribute to environmental
sustainability and resource conservation.

Alignment of Islamic Principles with Sustainable Business Practices

Islamic principles provide a robust ethical foundation for sustainable business practices, emphasizing
values that promote societal welfare, environmental stewardship, and economic justice. These principles
align closely with modern concepts of sustainability and corporate socialresponsibility (CSR).

I.  Societal Welfare

Islamic business ethics prioritize the welfare of society, encouraging businesses to contribute positively to
their communities. This includes fair treatment of employees, ethical sourcing of materials, and engaging
in philanthropic activities (Rice, 1999). By adhering to the principles of Amanah, businesses can build
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trust and maintain strong relationships with stakeholders, fosteringa positive social impact. Additionally,
Islamic principles emphasize the importance of supportingvulnerable and disadvantaged groups, aligning
with CSR initiatives aimed at promoting social equity and inclusion.
Ii.  Environmental Stewardship
The principle of Khalifah underscores the responsibility of businesses to protect the environment and
promote sustainable practices. This involves adopting eco-friendly technologies, reducing carbon
emissions, and minimizing environmental impact (Kamla, 2009). Businesses guided by Islamic principles
are encouraged to implement sustainable practices that conserve resources andprotect natural ecosystems.
The prohibition of Israf further reinforces the importance of resource efficiency and waste reduction,
essential components of sustainable business operations.
iii.  Economic Justice
Islamic business ethics advocate for economic justice, ensuring that wealth and resources are distributed
fairly and equitably. This involves fair pricing, ethical trading, and the avoidance of exploitative practices
(Dusuki, 2008). By promoting economic justice, businesses can create a more inclusive and sustainable
economy, where the benefits of economic growth are shared widely. This principle aligns with sustainable
development goals that aim to reduce poverty and inequality, fostering a more just and resilient society.
Islamic business ethics, with its emphasis on ethical trading (Amanah), stewardship (Khalifah),
and the prohibition of waste (Israf), provides a valuable framework for sustainable business practices.
These principles align closely with modern concepts of sustainability and CSR,promoting societal welfare,
environmental stewardship, and economic justice. By integrating Islamic principles into their operations,
businesses can contribute to a more sustainable and equitable future, fulfilling their ethical obligations
while achieving long-term success.
The Role of Family Ownership in SMEs and Sustainability
Family-owned small and medium-sized enterprises (SMEs) have distinct characteristics that can
significantly impact their approach to sustainability. These enterprises often exhibit a unique blendof family
dynamics, long-term orientation, and a strong commitment to values, which can foster the adoption of
sustainable business strategies. Understanding these characteristics and their implications for
sustainability practices is crucial for promoting environmental and social responsibility in the family
business sector.
Unique Characteristics of Family-Owned SMEs and Their Implications for Sustainability Practices
1. Family Dynamics
Family dynamics play a critical role in shaping the operations and strategic decisions of family- owned
SMEs. The involvement of family members in business management often leads to a strongsense of identity
and belonging, which can influence the firm's approach to sustainability (Sharma,2004). Family dynamics
can foster a collaborative and cohesive decision-making process, allowing for the integration of
sustainability practices that align with the family's values and long-term vision.
Influence of Family Values:
Family-owned SMEs often prioritize values such as trust, loyalty, and integrity, which can translate into
ethical business practices and a commitment to sustainability (Chrisman et al., 2003). The emphasis on
family values can drive the adoption of environmentally and socially responsiblepractices that reflect the
ethical principles upheld by the family.
Succession Planning:
The desire to pass the business on to future generations encourages family-owned SMEs to adoptlong-
term sustainability strategies. Succession planning involves preparing the next generation totake over the
business, which includes instilling a sense of responsibility for environmental stewardship and social
welfare (Le Breton-Miller & Miller, 2006). This long-term perspective aligns with the principles of
sustainable development.
Emotional Attachment:
Family members' emotional attachment to the business can motivate them to protect and enhance the
firm's reputation. This attachment often results in a greater focus on sustainability initiatives that
contribute to the company's legacy and social standing (Berrone et al., 2010). Family-owned SMEs may
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prioritize corporate social responsibility (CSR) activities that resonate with the family's values and
community expectations.
2. Long-Term Orientation
Family-owned SMEs typically exhibit a long-term orientation, driven by the desire to ensure the
business's continuity across generations. This perspective encourages sustainable business practices that
prioritize long-term benefits over short-term gains (Miller & Le Breton-Miller, 2005).
Investment in Sustainability:
Family-owned SMEs are more likely to invest in sustainable technologies and practices that yieldlong-
term benefits. This includes energy-efficient systems, waste reduction programs, and sustainable supply
chain management (Cruz et al., 2014). The long-term orientation supports the implementation of
sustainability initiatives that may require significant upfront investment but provide substantial returns
over time.
Stakeholder Relationships:
A long-term orientation fosters strong relationships with stakeholders, including employees, customers,
suppliers, and the community. Family-owned SMEs often prioritize stakeholder engagement and
collaboration, recognizing that sustainable business practices enhance trust and loyalty (Ward, 1987).
This approach supports the development of sustainable business strategies that consider the interests of all
stakeholders.
Resilience and Adaptability:
Family-owned SMEs are often more resilient and adaptable to changing market conditions. The focus on
long-term success enables these businesses to navigate economic uncertainties and environmental
challenges effectively (Van Gils et al., 2014). This resilience supports the adoptionof sustainable practices
that enhance the firm's ability to thrive in a dynamic business environment.
3. Commitment to Values
Family-owned SMEs often demonstrate a strong commitment to values that guide their business
operations and strategic decisions. This commitment is reflected in their approach to sustainabilityand CSR
(Memili et al., 2011).
Ethical Leadership:
The leadership of family-owned SMEs is typically characterized by a strong ethical orientation, driven by
the family's values and principles. Ethical leadership promotes transparency, accountability, and social
responsibility, which are essential for sustainable business practices (Cennamo et al., 2012). Family
leaders play a crucial role in setting the tone for sustainability initiatives and ensuring their alignment
with the firm's values.
Community Involvement:
Family-owned SMEs often have deep-rooted connections with their local communities. This involvement
fosters a sense of social responsibility and encourages the implementation of sustainability practices that
benefit the community (Campopiano et al., 2014). Family businesses may engage in philanthropic
activities, support local environmental initiatives, and promote socialequity.
Corporate Social Responsibility:
The commitment to values in family-owned SMEs is closely linked to their CSR activities. These
businesses often view CSR as an extension of their values and a means to contribute positively tosociety
(Uhlaner et al., 2012). The integration of CSR into their business strategies supports sustainable
development and enhances the firm's reputation.
Literature Analysis on Family Dynamics, Long-Term Orientation, and Commitment to Values in
Fostering Sustainable Business Strategies
Family dynamics, including the involvement of multiple generations and the emphasis on family
cohesion, significantly impact the sustainability practices of family-owned SMEs. Researchindicates that
family-owned businesses are more likely to adopt sustainability initiatives that reflect the family's values
and commitment to ethical conduct (Chrisman et al., 2003). The collaborative decision-making process in
family firms supports the integration of sustainability into business strategies.

The long-term orientation of family-owned SMEs is a critical factor in their approach to
sustainability. Studies show that family businesses prioritize long-term goals over short-term financial
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performance, which aligns with the principles of sustainable development (Miller & Le Breton-Miller,
2005). This perspective encourages investment in sustainable technologies and practices that provide
lasting benefits.

The strong commitment to values in family-owned SMEs drives their ethical conduct and CSR
activities. Research highlights that family businesses are more likely to engage in socially responsible
practices that reflect their ethical principles (Cennamo et al., 2012). The emphasis on values promotes
transparency, accountability, and social responsibility, which are essential for sustainability.

In conclusion, family-owned SMEs possess unique characteristics that influence their approach to
sustainability. Family dynamics, long-term orientation, and commitment to values play crucial roles in
fostering sustainable business strategies. By leveraging these characteristics, family-owned SMEs can
enhance their environmental and social responsibility, contributing to a more sustainable and equitable
future.

Empirical Studies on ESG Integration and Firm Performance

The integration of Environmental, Social, and Governance (ESG) factors and circular economy practices
has been widely studied in relation to firm performance. Empirical research has demonstrated that these
sustainable practices can lead to significant improvements in various performance metrics, including
profitability, operational efficiency, and market competitiveness. This section summarizes key empirical
findings and identifies gaps in the existing literature, particularly in the context of family-owned SMEs
and Islamic perspectives.

Empirical Findings Linking ESG Integration and Firm Performance

a) Profitability

Several empirical studies have shown a positive relationship between ESG integration and firm
profitability. Companies that adopt ESG practices often experience enhanced financial performance due
to increased efficiency, reduced costs, and improved reputation (Friede, Busch, & Bassen, 2015). For
instance, firms with strong environmental practices tend to reduce waste andenergy consumption, leading
to cost savings and higher profit margins (Eccles, loannou, & Serafeim, 2014).

Environmental Practices

Research indicates that firms with higher environmental performance often demonstrate better financial
performance, as measured by return on assets (ROA) and market valuation. For example,studies highlight
that proactive environmental strategies, such as pollution prevention and resourceefficiency, contribute to
profitability (Trumpp & Guenther, 2017; Schaltegger & Wagner, 2020). Such strategies not only help in
reducing operational costs but also enhance the company’s imageamong consumers and investors.

Social Practices

Investments in social initiatives, such as employee well-being and community engagement, have been
shown to positively impact profitability. Research by Li et al. (2021) found a significant positive
relationship between corporate social performance (CSP) and financial performance. Companies that
prioritize social practices benefit from enhanced employee productivity and customer loyalty, which in
turn boost profitability. For example, firms with strong social commitments often see lower employee
turnover rates and higher levels of customer satisfaction (Grewatsch & Kleindienst, 2017).

Governance Practices

Corporate governance practices, such as transparent reporting and ethical leadership, are stronglylinked to
improved financial outcomes. Studies by Velte (2020) and Aguilera et al. (2021) demonstrate that firms
with robust governance structures tend to achieve higher stock returns andprofitability compared to those
with weaker governance. Effective governance reduces risks associated with managerial misconduct and
enhances decision-making processes, contributing to better financial performance.

b) Operational Efficiency

ESG integration can also enhance operational efficiency by optimizing resource use, improving processes,
and fostering innovation. Circular economy practices, in particular, focus on waste reduction and resource
efficiency, contributing to streamlined operations and cost savings (Ellen MacArthur Foundation, 2013).
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Resource Efficiency

Empirical research by Hart and Ahuja (1996) demonstrated that firms implementing pollution prevention
measures achieved significant reductions in operating costs and improved efficiency. These practices
often involve redesigning processes to minimize waste and maximize resource use, leading to operational
improvements.

Process Innovation

Firms that adopt ESG and circular economy principles often engage in process innovation to achieve
sustainability goals. Porter and van der Linde (1995) argued that environmental regulations could
stimulate innovation, leading to both environmental and economic benefits. Their study provided
evidence that firms adopting sustainable practices could enhance their competitiveness through
innovation-driven efficiency gains.

c) Market Competitiveness

The integration of ESG factors and circular economy practices can enhance a firm's market
competitiveness by differentiating it from competitors, attracting socially conscious consumers, and
improving stakeholder relations (Porter & Kramer, 2006).

Reputation and Brand Value

Companies with strong ESG performance often enjoy a better reputation and increased brand value.
Research by Luo and Bhattacharya (2006) found that corporate social responsibility (CSR) positively
impacted customer satisfaction, which in turn enhanced firm market value. Firms that engage in
sustainable practices are perceived as more trustworthy and responsible, attracting customers and
investors who value ethical conduct.

Stakeholder Engagement

Effective ESG practices can strengthen relationships with key stakeholders, including investors,
customers, and employees. A study by Freeman (1984) highlighted the importance of stakeholder
management in achieving long-term success. Firms that actively engage stakeholders in their
sustainability efforts often benefit from increased loyalty, support, and collaboration, enhancing their
competitive position.

Gaps in Existing Literature and Opportunities for Further Research

Despite the extensive research on ESG integration and firm performance, several gaps remain,
particularly in the context of family-owned SMEs and Islamic perspectives.

a) Context of Family-Owned SMEs:

Unique Characteristics

While family-owned SMEs have unique characteristics that influence their approach to sustainability,
there is limited empirical research focusing specifically on these enterprises. Futurestudies could explore
how family dynamics, long-term orientation, and value commitment impact the integration of ESG
practices and firm performance in family-owned SMEs.

Barriers and Drivers

Understanding the specific barriers and drivers for ESG adoption in family-owned SMEs is crucial.Research
could investigate how factors such as resource constraints, succession planning, and community ties
influence the implementation of sustainable practices in these businesses.

b) Islamic Perspectives Integration of Islamic Principles

There is a need for more empirical research examining how Islamic principles, such as ethical trading
(Amanah), stewardship (Khalifah), and prohibition of waste (Israf), influence ESG practices and firm
performance. Studies could investigate how these principles are integrated into business strategies and
their impact on sustainability outcomes.

Cultural and Religious Context

Research could explore how cultural and religious contexts shape the adoption of ESG practices in
family-owned SMEs in Islamic countries. Understanding the role of Islamic values in driving
sustainability could provide valuable insights for developing culturally relevant and effective
sustainability frameworks.
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In conclusion, empirical studies have demonstrated the positive impact of ESG integration and
circular economy practices on firm performance metrics such as profitability, operational efficiency, and
market competitiveness. However, there are gaps in the literature that warrant further research,
particularly in the context of family-owned SMEs and Islamic perspectives. Addressing these gaps can
enhance our understanding of how sustainable practices can be effectively implemented in diverse
business contexts.

Stakeholder Theory and Sustainable Development

Stakeholder theory provides a valuable framework for understanding how various stakeholders influence
the adoption of ESG factors and circular economy practices within small and medium- sized enterprises
(SMEs). By emphasizing the interconnectedness of businesses and their stakeholders, this theory
highlights the importance of engaging with all parties affected by businessoperations. Such engagement not
only enhances organizational legitimacy and resilience but also contributes to broader sustainable
development outcomes.

Stakeholder Theory as a Theoretical Lens

i) Understanding Stakeholder Theory

Stakeholder theory, originally developed by Freeman (1984), posits that businesses should consider the
interests of all stakeholders—not just shareholders—in their decision-making processes. Stakeholders can
include employees, customers, suppliers, investors, communities, and even the environment (Harrison,
Barney, Freeman & Phillips, 2019). This approach contrasts withthe traditional shareholder-centric model,
which focuses primarily on maximizing shareholder value.

Stakeholder Identification and Prioritization

According to stakeholder theory, firms must identify and prioritize their stakeholders based on their
impact on and importance to the organization. Harrison, Barney, Freeman & Phillips (2019)introduced the
concept of stakeholder salience, which suggests that managers should consider stakeholders' power,
legitimacy, and urgency when determining their influence.

Stakeholder Engagement

Engaging stakeholders involves dialogue, collaboration, and active participation in decision- making
processes. This engagement helps firms understand stakeholders' needs and expectations, fostering trust
and cooperation (Freeman et al., 2020). Effective stakeholder engagement is crucial for integrating ESG
factors and circular economy practices, as it ensures that diverse perspectivesare considered and that
sustainability initiatives align with stakeholders' interests.

i)  Influence on ESG Adoption and Circular Economy Practices

Stakeholders play a critical role in driving the adoption of ESG factors and circular economy practices in
SMEs. Their influence can manifest through various mechanisms, including pressure, support, and
collaboration.

External Pressure

External stakeholders, such as regulatory bodies, customers, and non-governmental organizations(NGOs),
can exert pressure on SMEs to adopt sustainable practices. For instance, regulatory requirements for
environmental compliance can compel firms to integrate ESG factors into their operations (loannou &
Serafeim, 2020). Similarly, customers increasingly demand sustainable products, pushing companies
towards circular economy practices.

Support and Resources

Internal stakeholders, particularly employees and investors, can provide crucial support and resources for
ESG initiatives. Employees' commitment to sustainability can drive internal changes,such as adopting eco-
friendly practices and reducing waste (Jones et al., 2021). Investors, on the other hand, can influence firms
by prioritizing sustainable investments and providing the necessarycapital for green projects.

Collaborative Efforts

Collaboration with stakeholders can lead to innovative solutions and shared value creation. For example,
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partnerships with suppliers can enhance supply chain sustainability, while community engagement can
foster local environmental and social initiatives (Clarkson et al., 2021). Collaborative efforts help SMEs
leverage stakeholders' expertise and resources, facilitating the adoption of circular economy practices.

Stakeholder Engagement and Sustainable Development Outcomes
Stakeholder engagement is essential for achieving sustainable development outcomes. By involving
stakeholders in sustainability efforts, firms can address environmental, social, and economic challenges
more effectively.

a) Environmental Stewardship
Engaging with environmental stakeholders, such as local communities and environmental NGOs, helps
firms identify and mitigate their ecological impacts. Collaborative efforts in conservation, resource
management, and pollution control contribute to environmental sustainability (Eccles et al., 2021). For
example, joint initiatives to reduce carbon emissions and promote renewable energycan significantly lower
a firm's environmental footprint.
b) Social Responsibility
Stakeholder engagement enhances social responsibility by addressing the needs and concerns of affected
communities. This includes ensuring fair labor practices, supporting community development, and
promoting social equity (Donaldson & Preston, 2020). Socially responsible firms build strong
relationships with their stakeholders, which can lead to improved social cohesion and community well-
being.
c) Economic Prosperity
Sustainable development also involves economic prosperity, which can be achieved through innovative
business models and efficient resource use. Stakeholder engagement fosters innovationand shared value
creation, leading to sustainable economic growth (Porter & Kramer, 2021). Circular economy practices,
for instance, promote resource efficiency and reduce costs, enhancing firms' competitiveness and
profitability.
Enhancing Organizational Legitimacy and Resilience
Effective stakeholder engagement not only contributes to sustainable development but also enhances
organizational legitimacy and resilience.
a) Organizational Legitimacy
Engaging stakeholders transparently and ethically strengthens a firm's legitimacy. When stakeholders
perceive that a firm is responsive to their needs and committed to sustainability, theyare more likely to
support and endorse the organization (Suchman, 1995). This legitimacy is crucial for maintaining a
positive reputation and securing the trust of customers, investors, and regulators.
b) Resilience to External Shocks
Stakeholder engagement builds organizational resilience by fostering strong relationships and
collaborative networks. These networks provide support and resources during crises, helping firmsnavigate
challenges and adapt to changing conditions (Freeman et al., 2020). For example, during economic
downturns or environmental disasters, firms with robust stakeholder relationships are better equipped to
sustain operations and recover quickly.

In conclusion, stakeholder theory provides a comprehensive framework for understandingthe role
of stakeholders in influencing SMEs' adoption of ESG factors and circular economy practices. By
engaging stakeholders effectively, firms can enhance their sustainability efforts, contribute to sustainable
development outcomes, and improve their legitimacy and resilience. Future research should continue to
explore the dynamic interplay between stakeholders and sustainable business practices, particularly in the
context of family-owned SMEs and Islamic perspectives.

Theoretical Framework
The integration of Environmental, Social, and Governance (ESG) factors and circular economy practices
is pivotal for family-owned SMEs aiming to enhance their sustainability and firm
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performance. This integration is especially relevant when viewed through the lens of Islamic business
principles, which emphasize ethical trading, stewardship, and social justice. Stakeholdertheory provides a
robust framework to understand how various stakeholders influence and are influenced by these
sustainability practices. This section outlines the theoretical and conceptual framework, detailing the
independent variables (IVs), mediators, and dependent variable (DV), and the relationships among them,
aiming to provide a comprehensive understanding of the dynamics at play.
Independent Variables (1V)
1. ESG Factors
ESG factors are critical components of contemporary business practices, encompassing environmental,
social, and governance dimensions:
Environmental Practices: These involve efforts to minimize environmental impact through actionsuch as:
a) Energy Efficiency: Implementing measures to reduce energy consumption and promote the use of
renewable energy sources (Friede, Busch, & Bassen, 2015).
b) Waste Reduction: Developing strategies to minimize waste production, including recyclingand reusing
materials (Ellen MacArthur Foundation, 2015).
Social Practices: Focus on the business’s social responsibilities, including:
a) Employee Welfare: Ensuring the health, safety, and well-being of employees through fairwages, safe
working conditions, and professional development (Dyer & Whetten, 2006).
b) Community Engagement: Activities that contribute to community welfare, such asphilanthropy and
local partnerships (Freeman, Harrison, & Zyglidopoulos, 2020).
Governance Practices: These ensure ethical and transparent business operations:
a) Transparency: Maintaining open communication with stakeholders regarding business
operations and sustainability efforts (Mitchell, Agle, & Wood, 1997).
b) Ethical Standards: Upholding high ethical standards, including anti-corruption measures(Eccles
& Serafeim, 2013).
2. Circular Economy Practices
Circular economy practices aim to create closed-loop systems, where resources are reused and regenerated,
minimizing waste:
a) Resource Efficiency: Optimizing resource use to reduce waste and enhance productivity
(Bocken et al., 2014).
b) Waste Management and Recycling: Implementing recycling programs and reducing waste
generation (Ellen MacArthur Foundation, 2015).
c) Product Lifecycle Extension: Designing products for durability, repairability, andrecyclability
(Slaper & Hall, 2011).
3. Islamic Business Principles
Islamic principles provide a unique ethical framework for business operations:
a) Stewardship (Khalifah): The principle that humans are stewards of the Earth, responsiblefor its
protection (Elkington, 1997).
b) Social Justice (Adl): Ensuring fairness and justice in all business dealings (Freeman, 1984).
C) Ethical Trading (Amanah): Conducting business with honesty and integrity (Freeman etal.,
2020).
d) Prohibition of Waste (Israf): Avoiding unnecessary waste and using resources efficiently
(Elkington, 1997).
Mediators
1. Organizational Culture
Organizational culture plays a vital role in integrating sustainability practices:
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a) Values and Norms Supporting Sustainability and Ethical Practices: Promoting sustainability and
ethical values within the organizational culture encourages the adoption of these practices
(Chrisman, Chua, & Sharma, 2012).

b) Integration of ESG and Islamic Principles into Daily Operations: Embedding these principles
ensures that sustainability becomes a core aspect of business operations (Freeman et al., 2020).

2. Stakeholder Engagement
Engaging stakeholders is crucial for successful ESG and circular economy practices:
a) Involvement and Support of Stakeholders: Engaging family members, employees, and the
community ensures support for sustainability initiatives (Mitchell et al., 1997).
b) Alignment of Stakeholder Interests with ESG and Islamic Principles: Aligning stakeholders’
interests with sustainability goals fosters collaboration (Freeman et al., 2020).
3. Resource Availability
Access to resources is essential for implementing ESG and circular economy practices:
a) Access to Financial, Technological, and Human Resources: Necessary resources support the
implementation of sustainability initiatives (Bocken et al., 2014).
b) Support for Sustainable Investments and Initiatives: Financial and technological support
facilitates sustainable practices (Eccles & Serafeim, 2013).

Dependent Variable (DV)
1. Firm Performance
Firm performance is influenced by the integration of ESG factors and circular economy practices. Key
performance metrics include:
a) Financial Performance: Measures of profitability and return on investment (Friede et al., 2015).
b) Operational Efficiency: Cost savings and improved resource utilization (Bocken et al.,2014).
c) Competitive Advantage and Market Positioning: Enhanced market competitiveness andbrand
reputation (Eccles & Serafeim, 2013).

Relationships in the Framework

In the framework of business performance, the implementation of ESG (Environmental, Social, and
Governance) factors, circular economy practices, and Islamic business principles plays a pivotal role in
shaping organizational culture, stakeholder engagement, and resource availability.

The integration of ESG factors, circular economy practices, and Islamic business principles
significantly influences organizational culture by fostering a supportive environment for sustainability.
When a business adopts these practices, it cultivates a culture that emphasizes ethical behavior,
environmental stewardship, and social responsibility, aligning with Freeman et al. (2020), who argue that
such integration helps create a more sustainable organizational culture.

Furthermore, these practices enhance stakeholder engagement by aligning business operations
with the values and interests of stakeholders. Mitchell et al. (1997) highlight that stakeholder engagement
is improved when a company’s activities resonate with the expectations and concerns of its stakeholders,
thus strengthening relationships and promoting a more engaged and supportive stakeholder base.

Resource availability also plays a critical role in the successful implementation of these practices.
According to Bocken et al. (2014), having access to necessary resources is essential for effectively
applying ESG factors and circular economy practices. Without adequate resources, theability to execute
and sustain these initiatives can be severely constrained.

The interplay between organizational culture, stakeholder engagement, and resource availability
collectively impacts firm performance by enhancing sustainability, operational efficiency, and ethical
reputation. A supportive organizational culture, as noted by Chrisman et al. (2012), fosters sustainable
practices that not only improve operational efficiency but also lead to significant cost savings.

Effective stakeholder engagement further boosts firm performance by enhancing the business’s
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reputation and building robust relationships with key stakeholders. Freeman et al. (2020) assert that
strong stakeholder relationships contribute to a competitive advantage, highlighting the importance of
stakeholder engagement in driving overall business success.

Moreover, access to resources ensures that a business can invest in and implementsustainability
initiatives, which are crucial for driving performance. Eccles and Serafeim (2013) emphasize that
resource availability allows for the execution of sustainability initiatives that can enhance firm
performance and competitiveness.

In summary, the implementation of ESG factors, circular economy practices, and Islamic
business principles has a profound impact on organizational culture, stakeholder engagement, andresource
availability, all of which are integral to enhancing firm performance through improved sustainability,
efficiency, and reputation.

Conceptual Framework

The conceptual framework integrates these variables and mediators to depict the pathway throughwhich
ESG factors, circular economy practices, and Islamic business principles affect firm performance in
family-owned SMEs. It shows that the independent variables influence organizational culture, stakeholder
engagement, and resource availability, which in turn mediate the relationship between the independent
variables and the dependent variable (firm performance).

Figure below shows the conceptual framework for this research.

Circular Organizational
Economy Culture
ESG Factors Stakeholder Firm Performance
Engagement
Islamic Resource
Principles Availability

Figure 1: Conceptual Framework
Source: Developed for this research
This combined theoretical and conceptual framework provides a comprehensive understanding of how
ESG factors, circular economy practices, and Islamic business principles interact to enhance firm
performance in family-owned SMEs. By leveraging stakeholder theory, it underscores the importance of
organizational culture, stakeholder engagement, and resource availability as mediators in this process.
This framework highlights the interconnectedness of these variables and offers a pathway for future
research and practical implementation in the realm of sustainable business practices.
Hypothesis Development
Hypothesis 1:
i. Null Hypothesis (HO): There is no significant relationship between the implementation of ESG factors
(Environmental, Social, Governance) and firm performance.
ii. Alternative Hypothesis (H1): The implementation of ESG factors (Environmental, Social,
Governance) positively impacts firm performance.
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Hypothesis 2:
i. Null Hypothesis (HO): There is no significant relationship between the adoption of circular economy
practices (e.g., resource efficiency, waste management, product lifecycle extension) andfirm performance.
ii. Alternative Hypothesis (H1): The adoption of circular economy practices (e.g., resource efficiency,
waste management, product lifecycle extension) positively impacts firm performance.
Hypothesis 3:
i. Null Hypothesis (HO): There is no significant relationship between adherence to Islamic business
principles (e.g., stewardship, social justice, ethical trading, prohibition of waste) and firm performance.
ii. Alternative Hypothesis (H1): The adherence to Islamic business principles (e.g., stewardship, social
justice, ethical trading, prohibition of waste) positively impacts firm performance.
Hypothesis 4:
I. Null Hypothesis (HO): Organizational culture does not mediate the relationship between ESG factors,
circular economy practices, Islamic business principles, and firm performance.
ii. Alternative Hypothesis (H1): Organizational culture mediates the relationship between ESG factors,
circular economy practices, Islamic business principles, and firm performance.
Hypothesis 5:
i. Null Hypothesis (HO): Stakeholder engagement does not mediate the relationship between ESGfactors,
circular economy practices, Islamic business principles, and firm performance.
ii. Alternative Hypothesis (H1): Stakeholder engagement mediates the relationship between ESG factors,
circular economy practices, Islamic business principles, and firm performance.
Hypothesis 6:
i. Null Hypothesis (HO): Resource availability does not mediate the relationship between ESG factors,
circular economy practices, Islamic business principles, and firm performance.
ii. Alternative Hypothesis (H1): Resource availability mediates the relationship between ESG factors,
circular economy practices, Islamic business principles, and firm performance.
Hypothesis 7:
i. Null Hypothesis (HO0): An integrated approach to ESG factors, circular economy practices, and Islamic
business principles does not significantly enhance firm performance.
ii. Alternative Hypothesis (H1): An integrated approach to ESG factors, circular economy practices, and
Islamic business principles significantly enhances firm performance through the combined effects of
organizational culture, stakeholder engagement, and resource availability.
Methodology
Research Design
This research employs a mixed-methods approach to thoroughly investigate the integration of
Environmental, Social, and Governance (ESG) factors and circular economy practices in family- owned
SMEs within an Islamic framework. The mixed-methods design is adopted to leverage bothqualitative and
guantitative data, ensuring a comprehensive understanding of the phenomena understudy. The qualitative
component aims to delve into the intricate details and personal experiences of participants, while the
guantitative component seeks to quantify the extent and impact of ESG integration.
Sampling and Participants
Sampling Strategy
Quantitative Research:

1. Total Respondents:

a) 300 respondents will be participating in the survey.

b) This number is typically considered sufficient for robust quantitative analysis, assuming itmeets

the statistical requirements of the analysis.
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2. Representativeness:

a) Ensure that the sample of 300 respondents is representative of various industries and geographic
regions where family-owned SMEs operate.

b) Stratify the sample if necessary, based on industry sectors or geographic locations, to capture
diverse perspectives.

3. Data Analysis:

a) With 300 respondents, the researcher able to perform reliable statistical analyses, such as multiple
regression, factor analysis, or hypothesis testing, to understand the impact of ESGfactors, circular
economy practices, and Islamic principles on firm performance.

Qualitative Research:

1. Sample Size for Interviews:

a) 20 qualitative interviews are planned.

b) This number is typically sufficient to achieve data saturation, where no new themes or insights
are emerging from the data. However, the exact number may vary based on the complexity of the
research topic and the diversity of the respondents.

2. Data Saturation

a) Data saturation refers to the point at which additional interviews do not yield newinformation or
insights. For qualitative research, 20 interviews are often adequate for saturation, but it’s crucial
to continuously assess whether additional interviews are needed.

b) If the researcher find that themes are repeating and no new information is emerging after
conducting these 20 interviews, the researcher can confidently assume that data saturation has
been reached.

3. Sampling Strategy:

a) Use purposive sampling to select interviewees who have significant experience or knowledge
about ESG practices, circular economy principles, and Islamic business ethicsin family-owned
SMEs.

Participant Selection

a) Criteria: Participants will include owners, managers, and key decision-makers in family- owned
SMEs who are directly involved in sustainability initiatives. Eligibility will be based on their
operational history and willingness to contribute to the study.

b) Selection Process: Participants will be selected through a combination of referrals and direct
outreach, ensuring a diverse and knowledgeable pool of respondents.

Data Collection Methods
Qualitative Data Collection:

a) Semi-Structured Interviews: In-depth semi-structured interviews will be conducted with selected
participants to explore their perceptions, experiences, and challenges related to ESG integration
and circular economy practices. This method allows for rich, detailed responses and insights.

b) Data Handling: Interviews will be audio-recorded with participants’ consent and transcribed
verbatim to maintain the accuracy and completeness of the data.

Quantitative Data Collection:

a) Structured Questionnaire: A structured questionnaire will be developed, incorporating validated
scales from existing literature to ensure reliability and validity. The questionnairewill be designed
to capture quantitative data on the extent of ESG integration, perceived benefits, and challenges
faced by family-owned SMEs.

b) Administration: The questionnaire will be administered either electronically or in-person to
facilitate comprehensive data collection.
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Data Analysis
Qualitative Data Analysis:
Thematic Analysis: Thematic analysis will be employed to identify and interpret recurring themesand
patterns in the interview transcripts. This approach will allow for the extraction of meaningfulinsights from
the qualitative data.
Quantitative Data Analysis:
a. Statistical Analysis: Quantitative data will be analyzed using SPSS 2.6, a software tool renowned
for its robust capabilities in statistical analysis. The statistical analysis will encompass both
descriptive and inferential statistics:

b. Descriptive Statistics: Descriptive statistics, such as means, standard deviations, andfrequencies,
will be calculated to summarize the data and provide an overview of the extentof ESG integration
and perceived benefits among family-owned SMEs. This will help in understanding the central
tendencies and variability within the dataset.

c. Inferential Statistics: Inferential statistical techniques, including correlation and regression
analyses, will be employed to explore relationships between ESG factors and firm performance.
Correlation analysis will examine the strength and direction of associations between variables,
while regression analysis will assess the impact of ESG integration on various performance
metrics. These analyses will be critical for testing hypotheses and drawing conclusions based on
the quantitative data.

Ethical Considerations

a) Ethical Approval: Ethical approval will be sought from the relevant institutional review board

prior to commencing data collection.

b) Informed Consent: All participants will provide informed consent, ensuring their understanding
of the study’s purpose, their right to confidentiality, and their voluntary participation with the
option to withdraw at any time.

Conclusion

This methodology outlines a systematic approach for exploring the integration of ESG factors andcircular
economy practices in family-owned SMEs from an Islamic perspective. By employing a mixed-methods
approach, the study aims to offer nuanced insights that contribute to both theoretical development and
practical applications for stakeholders engaged in sustainable business practices.

Findings

Quantitative Findings

1. Descriptive Analysis
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Part I: Demographics
Table 3: Demographic Profile of Respondents (N=300)

Frequency Percentage

(n) (%)
Gender
Male 165 55
Female 135 45
Position in the Company
Owner 75 25
Manager 105 35
Employee 90 30
Other 30 10
Company Operation
Duration
Less than 5 years 60 20
5-10 years 90 30
10-20 years 75 25
More than 20 years 75 25
Years of Service in the
Military
Less than 5 years 60 20
5-10 years 100 33.3
11-20 years 100 33.3
More than 20 years 40 13.3
Company Size (Number

of Employees)

Less than 10 45 15
10-50 90 30
51-100 75 25
More than 100 90 30
Industry
Manufacturing 90 30
Services 105 35
Retail 75 25
Other 30 10
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Part 2: Impact of ESG Factors, Circular Economy Practices, and Islamic Principles on Firm
Performance

ESG factors integrated into business strategy:

Incorporating ESG factors into business strategy: 5% strongly disagree, 10% disagree, 20% are neutral,
40% agree, and 25% strongly agree. This shows a notable 65% agreement among respondents regarding
the integration of ESG factors into business strategies.

45% 40%
40%
35%
30% 25%
25% 20%
20%
15% 10%
10% 5o l
5%
|
Strongly Disagree Neutral Agree Strongly
Disagree Agree

Figure 2: ESG Factors Integrated into Business Strategy

Circular economy practices implemented in operations:
Implementing circular economy practices in operations: 10% strongly disagree, 15% disagree, 25% are
neutral, 35% agree, and 15% strongly agree. This indicates a significant 50% agreementtowards adopting
circular economy practices within operational frameworks.
40%
35%
30%

35%

25%

25%
20% 15% 15%
15% L0%
10%

0%

Strongly Disagree Neutral Agree Strongly
Disagree Agree

Figure 3: Circular Economy Practices Implemented In Operations
Adherence to Islamic principles influences business performance:
Adherence to Islamic principles impacts business performance: 5% strongly disagree, 10% disagree, 25%

are neutral, 40% agree, and 20% strongly agree. This suggests a substantial 60% agreement among
respondents regarding the positive influence of Islamic principles on business performance.

Nanotechnology Perceptions Vol. 20 No. S14 (2024) 3687-3723



45%
40%
35%
30%
25%
20%
15%
10%

5%

0%

Integrating ESG Factors Dr Syed Zahiruddin Bin Syed Musa 3688

40%

25%
20%

10%
5%

Strongly Disagree Neutral Agree Strongly
Disagree Agree

Figure 4: Adherence To Islamic Principles Influences Business Performance
Implementing ESG factors improved financial performance:
Implementing ESG factors enhances financial performance: 5% strongly disagree, 10% disagree,25% are
neutral, 40% agree, and 20% strongly agree. This indicates a significant 60% agreement among
respondents that integrating ESG factors can positively impact financial performance.
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Figure 5: Implementing ESG Factors Improved Financial Performance

Adopting circular economy practices enhanced operational efficiency:

Adopting circular economy practices improves operational efficiency: 10% strongly disagree, 15%disagree,
25% are neutral, 35% agree, and 15% strongly agree. This suggests a notable 50% agreement among
respondents regarding the positive impact of circular economy practices on operational efficiency.
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Figure 6: Adopting Circular Economy Practices Enhanced Operational Efficiency

Frequency of considering ESG factors in strategic decisions:

Frequency of considering ESG factors in strategic decisions varies: 5% never, 10% rarely, 25%
sometimes, 40% often, and 20% always. This distribution shows a predominant 60% often or always
considering ESG factors in strategic decision-making.
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Figure 7: Frequency of considering ESG factors in strategic decisions

Benefit of circular economy practices in reducing operational costs:

Circular economy practices benefit in reducing operational costs: 5% find it not beneficial, 10% slightly
beneficial, 25% moderately beneficial, 35% very beneficial, and 25% extremely beneficial. This suggests
a significant 60% perceive circular economy practices as very to extremely beneficial for reducing
operational costs.
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Figure 8: Benefit Of Circular Economy Practices In Reducing Operational Costs

Part 3: Role of Organizational Culture in Integration

Organizational culture promotes sustainability and ethical business practices:

Organizational culture promotes sustainability and ethical practices: 5% strongly disagree, 10% disagree,
20% are neutral, 40% agree, and 25% strongly agree. This indicates a substantial 65% agreement among
respondents on the positive role of organizational culture in fostering sustainability and ethical practices.
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Figure 9: Organizational Culture Promotes Sustainability and Ethical Business Practices

Employees encouraged to suggest ideas for improving environmental and social practices:

Employees are encouraged to suggest ideas for improving environmental and social practices: 5%strongly
disagree, 10% disagree, 25% are neutral, 40% agree, and 20% strongly agree. This showsa significant 60%
of respondents believe that employees are encouraged to contribute ideas in these areas.
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Figure 10: Employees Encouraged To Suggest Ideas For Improving Environmental AndSocial

Practices

Management demonstrates strong commitment to sustainability and ethical leadership:

Management demonstrates strong commitment to sustainability and ethical leadership: 5% strongly
disagree, 10% disagree, 20% are neutral, 40% agree, and 25% strongly agree. This indicates a notable
65% agreement among respondents on management's commitment to these values.
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Figure 11: Management Demonstrates Strong Commitment To Sustainability And Ethical

Leadership

Sustainability goals clearly communicated and aligned with corporate values:

Sustainability goals are clearly communicated and aligned with corporate values: 5% strongly disagree,
10% disagree, 20% are neutral, 40% agree, and 25% strongly agree. This indicates a significant 65%
agreement among respondents on the clarity and alignment of sustainability goalswith corporate values.
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Figure 12: Sustainability Goals Clearly Communicated and Aligned With CorporateValues

Ethical behavior recognized and rewarded:

Ethical behavior is recognized and rewarded: 5% strongly disagree, 15% disagree, 25% are neutral, 35%
agree, and 20% strongly agree. This reflects a notable 55% agreement among respondents on the
recognition and rewarding of ethical behavior.
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Figure 13: Ethical Behavior Recognized And Rewarded

Communication of sustainability initiatives to employees:

Communication of sustainability initiatives to employees: 5% very poorly, 10% poorly, 25% adequately,
40% well, and 20% very well. This shows a significant 60% of respondents believe sustainability
initiatives are communicated well or very well to employees.
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Figure 14: Communication Of Sustainability Initiatives To Employees
Employee empowerment to contribute to sustainability efforts:
Communication of sustainability initiatives to employees: 5% very poorly, 10% poorly, 25% adequately,
40% well, and 20% very well. This shows a significant 60% of respondents believe sustainability
initiatives are communicated well or very well to employees.
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Figure 15: Employee Empowerment to Contribute To Sustainability Efforts

Part 4: Stakeholder Engagement and Sustainability
Regular engagement with stakeholders on sustainability expectations:

. Strongly Disagree: 5% (15 respondents)
. Disagree: 10% (30 respondents)

. Neutral: 25% (75 respondents)

. Agree: 40% (120 respondents)

. Strongly Agree: 20% (60 respondents)
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Figure 16: Regular Engagement with Stakeholders on Sustainability Expectations
Stakeholder feedback influences decision-making processes:
Regular engagement with stakeholders on sustainability expectations: 5% strongly disagree, 10%disagree,
25% are neutral, 40% agree, and 20% strongly agree. This indicates a significant 60% agreement among
respondents on the regular engagement with stakeholders regardingsustainability expectations.
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Figure 17: Stakeholder Feedback Influences Decision-Making Processes

Stakeholders actively support sustainability initiatives:

Stakeholders actively support sustainability initiatives: 5% strongly disagree, 15% disagree, 25% are
neutral, 40% agree, and 15% strongly agree. This indicates a notable 55% agreement among respondents
on stakeholder support for sustainability initiatives.

Nanotechnology Perceptions Vol. 20 No. S14 (2024) 3694-3723



3695 Dr Syed Zahiruddin Bin Syed Musa Integrating ESG Factors

45% 40%
40%

35%

30% 25%

25%
20% 15%
15%
10% 59
.

0%

Strongly Disagree Neutral Agree

Disagree

15%

Strongly
Agree

Figure 18: Stakeholders Actively Support Sustainability Initiatives

Formal mechanisms for stakeholder engagement on sustainability issues:

Formal mechanisms for stakeholder engagement on sustainability issues: 5% strongly disagree, 15%
disagree, 30% are neutral, 35% agree, and 15% strongly agree. This reflects a 50% agreement among
respondents on the presence of formal mechanisms for stakeholder engagement onsustainability issues.
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Figure 19: Formal Mechanisms for Stakeholder Engagement on Sustainability Issues

Stakeholder engagement contributes to the success of sustainability programs:

Stakeholder engagement contributes to the success of sustainability programs: 5% stronglydisagree, 10%
disagree, 25% are neutral, 40% agree, and 20% strongly agree. This indicates a significant 60%
agreement among respondents on the positive impact of stakeholder engagementon sustainability program

Ssuccess.
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Figure 20: Stakeholder Engagement Contributes To the Success of Sustainability Programs

Stakeholder satisfaction with sustainability efforts:

Stakeholder satisfaction with sustainability efforts: 5% very dissatisfied, 10% dissatisfied, 25% are
neutral, 40% satisfied, and 20% very satisfied. This shows a significant 60% satisfaction rate among
stakeholders regarding sustainability efforts.
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Figure 21: Stakeholder Satisfaction with Sustainability Efforts

Importance of stakeholder feedback in shaping sustainability strategies:

The importance of stakeholder feedback in shaping sustainability strategies: 5% find it not important,
10% slightly important, 25% moderately important, 35% very important, and 25% extremely important.
This indicates a significant 60% of respondents view stakeholder feedback as very or extremely important
in shaping sustainability strategies.
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Figure 22: Importance Of Stakeholder Feedback In Shaping Sustainability Strategies

Part 5: Resource Availability for Sustainability Practices
Sufficient financial resources for ESG and circular economy initiatives:

Sufficient financial resources for ESG and circular economy initiatives: 10% strongly disagree, 15%
disagree, 25% are neutral, 35% agree, and 15% strongly agree. This shows a 50% agreement among
respondents on the availability of adequate financial resources for these initiatives.
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Figure 23: Sufficient Financial Resources for ESG and Circular Economy Initiatives

Technological infrastructure supports sustainability practices:

Technological infrastructure supports sustainability practices: 10% strongly disagree, 15% disagree, 25%
are neutral, 35% agree, and 15% strongly agree. This indicates a 50% agreement among respondents on
the adequacy of technological infrastructure in supporting sustainability practices.
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Figure 24: Technological Infrastructure Supports Sustainability Practices

Adequate expertise to manage sustainability projects:

Adequate expertise to manage sustainability projects: 5% strongly disagree, 15% disagree, 25% are
neutral, 40% agree, and 15% strongly agree. This shows a notable 55% of respondents feel there is
adequate expertise to handle sustainability projects.
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Figure 25: Adequate Expertise to Manage Sustainability Projects

Investment in continuous training for sustainable business practices:

Investment in continuous training for sustainable business practices: 5% strongly disagree, 10% disagree,
25% are neutral, 40% agree, and 20% strongly agree. This indicates a significant 60% agreement on the
importance of investing in continuous training for sustainable practices.
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Figure 26: Investment in Continuous Training for Sustainable Business Practices

Seeking external partnerships for sustainability efforts:

Seeking external partnerships for sustainability efforts: 10% strongly disagree, 15% disagree, 25% are
neutral, 35% agree, and 15% strongly agree. This shows a notable 50% of respondents recognize the
value of seeking external partnerships for sustainability efforts.
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Figure 27: Seeking External Partnerships for Sustainability Efforts

Challenges in securing funding for sustainability projects:

Challenges in securing funding for sustainability projects: 15% find it very challenging, 30% challenging,
25% are neutral, 20% find it easy, and 10% find it very easy. This indicates that 45%of respondents view
securing funding as challenging or very challenging.
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Figure 28: Challenges In Securing Funding For Sustainability Projects

Accessibility of technological tools for monitoring sustainability performance:

Accessibility of technological tools for monitoring sustainability performance: 10% find them not
accessible, 20% slightly accessible, 30% moderately accessible, 25% very accessible, and 15% extremely
accessible. This indicates a significant 40% of respondents view these tools as very to extremely
accessible.
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Figure 29: Accessibility Of Technological Tools For Monitoring SustainabilityPerformance

2. T-Tests
Table 2: Comparison of ESG Integration Scores by Gender
Group Mean ESG Score  Std. Deviation  t-value p-value
Female (n=135)  3.45 1.12 1.21 0.227
Male (n=165) 3.30 1.08

Interpretation: The T-test results indicate no significant difference in ESG integration scores between
genders (p > 0.05).

3. ANOVA
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Table 3: Comparison of ESG Integration Scores by Company Size

Company Size Mean ESG Score  Std. Deviation  F-value p-value

Less than 10 3.20 1.15 2.45 0.065
10-50 3.35 1.10
51-100 3.40 1.12
More than 100  3.50 1.05

Interpretation: The ANOVA results suggest a near significant effect of company size on ESG integration
scores (p = 0.065).
4. Chi-Square Tests

Table 4: Association Between Gender and Position in the Company

Owner Manager Employee Other Total

Female (n=135) 25 45 50 15 135
Male (n=165) 50 60 40 15 165
Total 75 105 90 30 300

Chi-Square Statistic: 9.15

p-value: 0.027

Interpretation: The chi-square test was used to assess the association between gender and positionin the
company. The results indicate a significant association (3> = 9.15, p = 0.027), suggesting that gender
distribution varies across different positions within the companies. This could highlight potential gender-
based differences in leadership roles or employment distribution within family- owned SMEs.

5. Regression Analysis
Table 5: Impact of ESG Integration and Circular Economy Practices on Financial Performance

Predictor Coefficient (B)  Std. Error t-value p-value R?
Constant 2.00 0.50 4.00 0.000 0.42
ESG Integration Score 0.30 0.10 3.00 0.003
Circular Economy Practices 0.25 0.08 3.12 0.002

Interpretation: A multiple regression analysis was conducted to examine the impact of ESG integration
and circular economy practices on financial performance. The model explains 42% of the variance in
financial performance (R2 = 0.42). Both ESG integration (B = 0.30, p = 0.003) andcircular economy
practices (B = 0.25, p = 0.002) significantly predict financial performance, indicating that higher
integration of ESG factors and effective circular economy practices are associated with better financial
outcomes for family-owned SMEs.

6. Correlation Analysis
Table 6: Correlation Between ESG Integration and Financial Performance

Variable 1 Variable 2 Correlation Coefficient (r) p-value
ESG Integration Score Financial Performance 0.65 0.000

Interpretation: The Pearson correlation analysis shows a strong positive relationship between ESG
integration and financial performance (r = 0.65, p < 0.001). This indicates that as the integration of ESG
factors increases, financial performance also tends to improve significantly, highlighting the importance
of ESG considerations in enhancing business outcomes.
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Qualitative Findings

Introduction

This section presents the qualitative findings of the study on integrating ESG factors and circulareconomy
practices in family-owned SMEs from an Islamic perspective. The analysis is based on thematic analysis
and case studies, providing in-depth insights into the participants’ experiences and perspectives.

Thematic Analysis
Themes Identified:
I.  Commitment to Islamic Principles
Il.  Challenges in ESG and Circular Economy Integration
1. Benefits of ESG and Circular Economy Practices
IV.  Stakeholder Engagement
V.  Role of Organizational Culture

Theme 1: Commitment to Islamic Principles
Participants expressed a strong commitment to Islamic principles, which significantly influenced their
business practices. The ethical trading, stewardship, and social responsibility aspects of Islam were
highlighted as core values guiding their decisions.
a. Participant 1: “Our business is built on Islamic values. We ensure ethical trading and fair
treatment of all stakeholders. It is not just about profit but about doing what is right in theeyes of
Allah.”
b. Participant 2: “We follow the principles of stewardship and sustainability because they align with
our faith. This makes our business not only profitable but also spiritually fulfilling.”

Theme 2: Challenges in ESG and Circular Economy Integration
Many participants noted challenges in integrating ESG factors and circular economy practices. These
included limited financial resources, lack of expertise, and inadequate technological infrastructure.
a. Participant 3: “While we strive to implement ESG practices, our biggest challenge is the lack of
financial resources. Small family-owned businesses like ours often struggle with funding.”
b. Participant 4: “There is a significant gap in expertise. We need more training and awarenessabout
how to effectively integrate these practices.”

Theme 3: Benefits of ESG and Circular Economy Practices

Despite the challenges, participants recognized the substantial benefits of integrating ESG and circular
economy practices, such as improved financial performance, enhanced operational efficiency, and
increased customer satisfaction.

a. Participant 5: “Adopting circular economy practices has significantly reduced our operational
costs. We recycle and reuse materials, which saves a lot of money.”

b. Participant 6: “Our commitment to ESG factors has improved our reputation. Customers trust us
more because they see our dedication to ethical and sustainable practices.”

Theme 4: Stakeholder Engagement
Engaging with stakeholders was seen as crucial for the success of sustainability initiatives. Participants
emphasized the importance of regular communication and feedback from customers, suppliers, and the
local community.
a. Participant 7: “We regularly engage with our stakeholders to understand their expectations. This
helps us tailor our sustainability strategies to meet their needs.”
b. Participant 8: “Stakeholder feedback is invaluable. It influences our decision-making andhelps us
improve our practices continuously.”
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Theme 5: Role of Organizational Culture
A supportive organizational culture was identified as a key factor in successfully integrating ESG and
circular economy practices. Participants highlighted the importance of management commitment and
employee involvement.
a. Participant 9: “Our management is very supportive of sustainability initiatives. They lead by
example, which motivates everyone in the organization.”
b. Participant 10: “Employees are encouraged to suggest ideas and contribute to sustainabilityefforts.
This inclusive culture fosters innovation and commitment.”

Case Study
Case Study 1: Ahmad’s Batik

. Background
Company Name: Ahmad’s Batik
Industry: Manufacturing
Establishment: Founded in 1995
Location:  Kelantan, Malaysia
Employees: 35

Il.  Overview
Ahmad’s Batik is a renowned family-owned SME specializing in the traditional craft of batik production.
Established by Ahmad Bin Yusof, the company has grown from a small home-based business to a well-
known brand within Malaysia, recognized for its unique and high-quality batikdesigns.
I1l.  Commitment to Islamic Principles
Ahmad’s Batik adheres to Islamic principles in its business operations. The company emphasizes ethical
trading, fair wages, and providing a supportive work environment. Employees are treated with respect and
fairness, aligning with the principles of stewardship and social responsibility.
IV.  Challenges in ESG and Circular Economy Integration
a) Financial Constraints: The company faces challenges in securing financial resources toinvest
in sustainable practices.
b) Expertise: Limited expertise in implementing advanced ESG and circular economy practices
poses a significant barrier.
V.  Benefits of ESG and Circular Economy Practices:

a) Cost Reduction: Implementing circular economy practices such as recycling fabric scrapsand
reusing dye water has led to significant cost savings.
b) Reputation: Commitment to ESG practices has enhanced the company’s reputation, attracting
more customers who value ethical and sustainable products.
VI.  Stakeholder Engagement
Ahmad’s Batik engages with local communities and customers to understand their expectations and
feedback. The company also collaborates with local artisans and suppliers, ensuring that their
sustainability practices are aligned.
VIl.  Role of Organizational Culture
The company’s organizational culture strongly supports sustainability initiatives. Management leads by
example, and employees are encouraged to contribute ideas for improving environmental practices. This
inclusive culture fosters innovation and commitment.
VIII.  Impact
Despite facing challenges, Ahmad’s Batik’s dedication to integrating ESG factors and circular economy
practices has resulted in improved financial performance and enhanced operational efficiency.
Case Study 2: Siti’s Organic Farm
I.  Background
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Company Name: Siti’s Organic Farm
Industry: Agriculture
Establishment: Founded in 2003 Location:
Cameron Highlands, Malaysia Employees:
20
Il.  Overview
Siti’s Organic Farm is a family-owned SME that produces organic vegetables and fruits. Foundedby Siti
Binti Ali, the farm has grown from a small plot of land to a sustainable agricultural businessthat supplies
organic produce to local markets and restaurants.
Ill.  Commitment to Islamic Principles
The farm’s operations are guided by Islamic principles, emphasizing ethical and sustainable farming
practices. The company ensures fair treatment of workers and adheres to principles of stewardship and
environmental responsibility.
IV.  Challenges in ESG and Circular Economy Integration
a) Technological Infrastructure: Limited access to advanced technology for monitoring
sustainability practices.
b) Resource Allocation: Difficulty in securing sufficient financial resources to support ESG
initiatives.
V. Benefits of ESG and Circular Economy Practices
a) Environmental Impact: Organic farming practices reduce the use of harmful pesticides and
fertilizers, contributing to environmental conservation.
b) Market Demand: There is increasing demand for organic produce, leading to higher salesand
profitability.
VI.  Stakeholder Engagement
Siti’s Organic Farm actively engages with local communities, customers, and suppliers. The farmregularly
organizes community events and workshops to promote sustainable farming practices and gather feedback
from stakeholders.
VIl.  Role of Organizational Culture
The farm’s culture emphasizes sustainability and ethical behavior. Management is committed to
sustainability goals and actively involves employees in sustainability initiatives. This inclusive culture
encourages continuous improvement and innovation.
VIIl.  Impact
Through integrating ESG factors and circular economy practices, Siti’s Organic Farm has achieved better
financial performance, increased operational efficiency, and strengthened its reputation as a leader in
sustainable agriculture.
Discussion
The findings of this research, which investigated the integration of Environmental, Social, and
Governance (ESG) factors, circular economy practices, and Islamic principles in family-owned SMEs in
Malaysia, provide significant insights into the current state and impacts of these practices on firm
performance. This discussion contextualizes the results within the broader literature and highlights the
practical implications for SMEs, particularly in Malaysia.
Integration of ESG Factors:
The descriptive analysis reveals a moderate to high level of integration of ESG factors into business
strategies among the surveyed SMEs. This is consistent with global trends where businesses
increasingly recognize the importance of sustainable practices. The mean scores for ESG integration
suggest that most firms acknowledge the value of these factors. This aligns with findings from Lai and
Stacchezzini (2022), who noted that ESG practices are becoming integral tobusiness strategies worldwide
due to increasing stakeholder awareness and regulatory pressures.
The t-tests and ANOVA results indicate that companies with a longer operational history and
larger employee base are more likely to integrate ESG factors into their strategies. Thiscould be attributed
to greater resource availability and a more established organizational structure, which supports the
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implementation of comprehensive sustainability initiatives. Additionally,family-owned SMEs, given their
long-term orientation, may find ESG integration aligning with their business ethos and legacy
preservation (Kaur & Lodhia, 2021).

Circular Economy Practices:

Circular economy practices, such as waste reduction and resource efficiency, show varied levels of
implementation across the surveyed SMEs. The thematic analysis highlights key themes such as resource
constraints and technological limitations, which hinder the full adoption of circular economy practices.
This is supported by a study from Kirchherr et al. (2022), which identifies similar barriers in SMEs
globally.

The regression analysis indicates a positive relationship between the adoption of circular
economy practices and operational efficiency. This suggests that firms investing in such practices can
achieve better resource utilization and cost savings. However, the chi-square tests reveal that smaller
firms find it more challenging to implement these practices, often due to financial and technical
limitations. This finding underscores the need for targeted support and incentives for SMEs to adopt
circular economy practices, as also recommended by Nasir et al. (2023).

Islamic Principles in Business Practices:

The adherence to Islamic principles, such as ethical trading and stewardship, is found to have a positive
influence on business performance. This is particularly relevant in the Malaysian context,where Islamic
values play a significant role in business ethics and consumer expectations. The correlation analysis
shows a strong positive relationship between adherence to Islamic principles and perceived business
performance improvements. This finding is consistent with the work of Saidi and Hammami (2021), who
observed that Islamic business principles often enhance trust and loyalty among stakeholders, leading to
better business outcomes.

Organizational Culture and Sustainability:

The results indicate that an organizational culture promoting sustainability and ethical business practices
is crucial for the successful integration of ESG factors and circular economy practices. The thematic
analysis identifies leadership commitment and employee engagement as critical components of such a
culture. This is in line with the findings of Eccles et al. (2021), who argue that a strong organizational
culture supportive of sustainability can drive significant improvementsin performance and stakeholder
satisfaction.

The qualitative case studies of two family-owned SMEs in Malaysia further illustrate this
point. Both companies have developed robust sustainability cultures through continuous communication
and empowerment of employees to contribute to sustainability efforts. These case studies highlight the
importance of leadership in fostering a culture that supports ESG and circulareconomy practices, as also
discussed by Wijethilake et al. (2022).

Stakeholder Engagement:

Stakeholder engagement emerges as a vital factor influencing the success of sustainability initiatives. The
regression and correlation analyses indicate that regular stakeholder engagement significantly contributes
to the effectiveness of ESG and circular economy practices. This finding is supported by the work of
Freeman and Dmytriyev (2021), who emphasize the role of stakeholderengagement in enhancing corporate
sustainability.

The chi-square tests reveal that SMEs with formal mechanisms for stakeholder engagement,
such as committees or forums, report higher satisfaction and support from stakeholders. This is crucial for
building a collaborative environment where stakeholders feel valued and involved in the company’s
sustainability journey. The case studies illustrate how engaging with customers, suppliers, and the local
community has helped these SMEs align their sustainability strategies with stakeholder expectations,
leading to improved performance and reputation.

Resource Availability:

The availability of financial and technological resources is found to be a significant enabler of
sustainability practices. The regression analysis shows that sufficient financial allocation and robust
technological infrastructure are positively correlated with the successful implementation of ESG and
circular economy initiatives. This finding aligns with the conclusions of Aragon-Correaet al. (2020), who
highlight the importance of resource availability in achieving sustainability goals.
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The qualitative data reveal that continuous investment in training and development is
essential for building the necessary expertise to manage sustainability projects. This supports the
argument made by Jabbour and de Sousa Jabbour (2020), who stress the need for ongoing capacitybuilding
to sustain and enhance sustainability efforts in SMEs.

The integration of ESG factors, circular economy practices, and Islamic principles in family- owned
SMEs in Malaysia presents both challenges and opportunities. While larger and more established firms
tend to lead in these areas, smaller SMEs face significant barriers that require targeted support. Building a
strong organizational culture, engaging stakeholders effectively, andensuring the availability of resources
are critical to the success of sustainability initiatives. The findings of this study contribute to the growing
body of literature on sustainability in SMEs and provide practical insights for business owners,
policymakers, and researchers. By understanding the factors that influence the integration of sustainable
practices, stakeholders can better support SMEs in their sustainability journey, ultimately contributing to
a more sustainable economy and society.
Conclusion
This study aimed to explore the integration of Environmental, Social, and Governance (ESG) factors and
circular economy practices in family-owned SMEs from an Islamic perspective. It provided a
comprehensive framework to address the unique challenges faced by these businesses and offered
practical guidelines that align with Islamic values. The findings of this research have significant
implications for family-owned SMEs, policymakers, and other stakeholders involved in promoting
sustainability in predominantly Muslim countries.

The integration of ESG factors into business strategies is gaining traction among family- owned
SMEs, driven by the increasing recognition of the importance of sustainable practices. Descriptive
analysis revealed moderate to high levels of ESG integration, with most firmsacknowledging the value of
these factors. This aligns with global trends where ESG practices are becoming integral to business
strategies due to growing stakeholder awareness and regulatory pressures (Lai & Stacchezzini, 2022).
Companies with a longer operational history and larger employee base were more likely to integrate ESG
factors, attributed to greater resource availability and a more established organizational structure. This
supports the notion that family-owned SMEs,with their long-term orientation, may find ESG integration
aligning with their business ethos andlegacy preservation (Kaur & Lodhia, 2021).

The implementation of circular economy practices, such as waste reduction and resource
efficiency, showed varied levels across the surveyed SMEs. Key themes from thematic analysis
highlighted resource constraints and technological limitations as significant barriers to full adoption. This
finding is consistent with studies that identify similar challenges faced by SMEs globally (Kirchherr et al.,
2022). Despite these challenges, regression analysis indicated a positive relationship between circular
economy practices and operational efficiency, suggesting that firmsinvesting in these practices achieve
better resource utilization and cost savings. However, smaller firms faced more difficulties in
implementation due to financial and technical limitations, underscoring the need for targeted support and
incentives for SMEs (Nasir et al., 2023).

The adherence to Islamic principles, such as ethical trading and stewardship, was found to
positively influence business performance. This is particularly relevant in the Malaysian context, where
Islamic values play a significant role in business ethics and consumer expectations. The correlation
analysis showed a strong positive relationship between adherence to Islamic principles and perceived
business performance improvements. This supports findings that Islamic business principles enhance trust
and loyalty among stakeholders, leading to better business outcomes (Saidi & Hammami, 2021).

Organizational culture promoting sustainability and ethical business practices emerged ascrucial
for the successful integration of ESG factors and circular economy practices. Thematic analysis identified
leadership commitment and employee engagement as critical components of such a culture. This aligns
with findings that a strong organizational culture supportive ofsustainability can drive significant
improvements in performance and stakeholder satisfaction (Eccles et al., 2021). Qualitative case studies
of family-owned SMEs in Malaysia illustrated the impact of a sustainability-focused organizational
culture on achieving better financial performance, operational efficiency, and reputation.

Nanotechnology Perceptions Vol. 20 No. S14 (2024) 3706-3723



3707 Dr Syed Zahiruddin Bin Syed Musa Integrating ESG Factors

In conclusion, integrating ESG factors and circular economy practices, guided by Islamic
principles, can significantly enhance the resilience and sustainability of family-owned SMEs. This
integration supports the achievement of sustainable development goals, providing valuable insights and
recommendations for practitioners and policymakers. The study's findings contributeto the growing body
of knowledge on sustainable business practices by exploring the intersection of ESG factors, circular
economy practices, and Islamic principles, offering a culturally relevant framework that addresses the
specific needs and values of family-owned SMEs. Future research should continue to explore the long-
term impacts of these integrations and develop further strategies to support SMEs in their
sustainability journey.
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Questionnaire: Integrating ESG Factors and Circular Economy Practices in Family-Owned
SMEs: An Islamic Perspective

Instructions: This questionnaire aims to gather insights on the integration of ESG factors, circular
economy practices, and Islamic principles in family-owned SMEs and their impact on firm performance.
Please answer all questions honestly. Your responses will be kept confidential.

Part 1: Demographics

1. What is your gender? [
] Female
[ 1 Male

2. What is your position in the company?[ ]
Owner
[ 1 Manager [
] Employee
[ ] Other:

3. How long has your company been in operation?][ ]
Less than 5 years
[ ] 5-10 years [
] 10-20 years
[ 1 More than 20 years

4. What is the size of your company? (number of employees)[ ]
Less than 10
[1120-50
[151-100
[ 1 More than 100
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5. Which industry does your company operate in?][ ]
Manufacturing
[ ] Services[
] Retail
[ ] Other:

Part 2: Impact of ESG Factors, Circular Economy Practices, and Islamic Principles on Firm
Performance

Instructions: Please rate your agreement with the following statements regarding the impact of ESG
factors, circular economy practices, and Islamic principles on your firm's performance. Usethe scale: 1 -
Strongly Disagree, 2 - Disagree, 3 - Neutral, 4 - Agree, 5 - Strongly Agree.

1. ESG factors (Environmental, Social, Governance) are integrated into our business strategy.[ ] 1
Strongly Disagree
[ ] 2 Disagree[
1 3 Neutral[ ]
4 Agree
[ 15 Strongly Agree

2. Circular economy practices (e.g., waste reduction, resource efficiency) are effectively
implemented in our operations.

[ 11 Strongly Disagree][ ]

2 Disagree

[ 13 Neutral[

14 Agree

[ 15 Strongly Agree

3. Our adherence to Islamic principles (e.g., ethical trading, stewardship) positively influences our
business performance.

[ 11 Strongly Disagree][ ]

2 Disagree
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[ T3 Neutral]
14 Agree
[ 15 Strongly Agree

4. Implementing ESG factors has improved our financial performance (e.g., profitability, cost
savings).

[ 11 Strongly Disagree[ ]

2 Disagree

[ ] 3 Neutral[

14 Agree

[ 15 Strongly Agree

5. Adopting circular economy practices has enhanced our operational efficiency.[ ] 1
Strongly Disagree
[ ] 2 Disagree[
] 3 Neutral[ ]
4 Agree
[ 15 Strongly Agree

6. How often do you consider ESG factors when making strategic decisions?[ ]
Never
[ ] Rarely
[ 1 Sometimes[
] Often
[ 1 Always

7. In your opinion, how beneficial are circular economy practices in reducing operational costs?[ ] Not
beneficial
[ 1 Slightly beneficial
[ 1 Moderately beneficial
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[T Very beneficial
[ 1 Extremely beneficial

Part 3: Role of Organizational Culture in Integration

Instructions: Please rate your agreement with the following statements regarding organizational culture
and its role in integrating ESG factors, circular economy practices, and Islamic principles.Use the scale: 1
- Strongly Disagree, 2 - Disagree, 3 - Neutral, 4 - Agree, 5 - Strongly Agree.

1. Our organizational culture promotes sustainability and ethical business practices.[ ] 1
Strongly Disagree
[ ] 2 Disagree[
] 3 Neutral[ ]
4 Agree
[ 15 Strongly Agree

2. Employees are encouraged to suggest ideas for improving environmental and social practices.[ ] 1
Strongly Disagree
[ ] 2 Disagree[
] 3 Neutral[ ]
4 Agree
[ 15 Strongly Agree

3. Management demonstrates strong commitment to sustainability and ethical leadership.[ ] 1
Strongly Disagree
[ ] 2 Disagree[
1 3 Neutral[ ]
4 Agree
[ 15 Strongly Agree

4. Sustainability goals are clearly communicated and aligned with our corporate values.
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[TTStrongly Disagree[ ]
2 Disagree

[ 13 Neutral[

14 Agree

[ 15 Strongly Agree

5. Employees believe that ethical behavior is recognized and rewarded.[ ] 1
Strongly Disagree
[ ] 2 Disagree[
] 3 Neutral[ ]
4 Agree
[ 15 Strongly Agree

6. How well does your organization communicate its sustainability initiatives to employees?[ ] Very
poorly
[ ] Poorly
[ ] Adequately[
1 Well
[1Very well

7. To what extent do employees feel empowered to contribute to sustainability efforts?[ ] Not
at all
[] Slightly
[ 1 Moderately[
] Very
[ ] Extremely

Part 4: Stakeholder Engagement and Sustainability
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INStructions: Please rate your agreement with the Tfollowing statements rfegarding stakenolder
engagement and its impact on sustainability initiatives. Use the scale: 1 - Strongly Disagree, 2 -
Disagree, 3 - Neutral, 4 - Agree, 5 - Strongly Agree.

1. We regularly engage with stakeholders (e.g., customers, suppliers, local community) to
understand their sustainability expectations.

[ 11 Strongly Disagree[ ]

2 Disagree

[ ] 3 Neutral[

14 Agree

[ 15 Strongly Agree

2. Stakeholder feedback significantly influences decision-making processes related to ESG andcircular
economy practices.

[ 11 Strongly Disagree][ ]

2 Disagree

[ 13 Neutral[

14 Agree

[ 15 Strongly Agree

3. Our stakeholders actively support our sustainability initiatives.[ ] 1
Strongly Disagree
[ ] 2 Disagree[
1 3 Neutral[ ]
4 Agree
[ 15 Strongly Agree

4. We have established formal mechanisms (e.g., committees, forums) for stakeholder
engagement on sustainability issues.

[ 11 Strongly Disagree][ ]

2 Disagree
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[ T3 Neutral]
14 Agree
[ 15 Strongly Agree

5. Stakeholder engagement has positively contributed to the success of our sustainability
programs.

[ 11 Strongly Disagree[ ]

2 Disagree

[ ] 3 Neutral[

14 Agree

[ 15 Strongly Agree

6. How satisfied are stakeholders with our organization's efforts towards sustainability? [ ]
Very dissatisfied
[ ] Dissatisfied [
] Neutral
[ ] Satisfied
[ 1 Very satisfied

7. How important is stakeholder feedback in shaping our sustainability strategies?[ ] Not
important
[ ] Slightly important
[ 1 Moderately important[ ]
Very important
[ ] Extremely important

Part 5: Resource Availability for Sustainability Practices

Instructions: Please rate your agreement with the following statements regarding resource availability for
implementing sustainability practices. Use the scale: 1 - Strongly Disagree, 2 - Disagree, 3 - Neutral, 4 -
Agree, 5 - Strongly Agree.
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1. We have allocated sufficient financial resources to support ESG and circular economy
initiatives.

[ 11 Strongly Disagree[ ]

2 Disagree

[ ] 3 Neutral[

14 Agree

[ 15 Strongly Agree

2. Our technological infrastructure effectively supports the monitoring and implementation of
sustainability practices.

[ 11 Strongly Disagree[ ]

2 Disagree

[ 13 Neutral[

14 Agree

[ 15 Strongly Agree

3. There is adequate expertise within our organization to manage sustainability projects
effectively.

[ 11 Strongly Disagree][ ]

2 Disagree

[ 13 Neutral[

14 Agree

[ 15 Strongly Agree

4. We invest in continuous training and development related to sustainable business practices.[ ] 1
Strongly Disagree
[ ] 2 Disagree[
1 3 Neutral[ ]
4 Agree
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[ 15 Strongly Agree

5. We actively seek external partnerships and collaborations to enhance our sustainability
efforts.

[] 1 Strongly Disagree
[ ]2 Disagree

[ 13 Neutral

[14 Agree

[ 15 Strongly Agree

6. How challenging is it to secure funding for sustainability projects within your organization?
[ 1 Very challenging
[ ] Challenging
[ ] Neutral

[ ] Easy
[ ] Very easy

7. How accessible are the technological tools needed to monitor sustainability performance?
[ ] Not accessible
[ ] Slightly accessible
[ ] Moderately accessible
[ 1 Very accessible

[ ] Extremely accessible

Thank you for your participation.

Appendix B
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Intormed Consent Form

Title of Study: Integrating ESG Factors and Circular Economy Practices in Family-Owned SMEs: An
Islamic Perspective

Researcher: Syed Zahiruddin Bin Syed Musa Institution:
University Malaysia Sarawak, UNIMAS Contact
Information: 019-9057655

Introduction

You are invited to participate in a research study conducted by Syed Zahiruddin Bin Syed Musa, which
aims to explore the integration of Environmental, Social, and Governance (ESG) factors and circular
economy practices in family-owned small and medium-sized enterprises (SMEs) from an Islamic
perspective. This study seeks to understand your perspectives, experiences, and challenges related to
sustainability practices within your organization.

Purpose of the Study

The purpose of this study is to:

1. Assess the current integration of ESG factors and circular economy practices in family-ownedSMEs.
2. ldentify the perceived benefits and challenges associated with adopting sustainable business
practices.

3. Explore how Islamic principles influence decision-making related to sustainability initiatives.

Procedures
If you agree to participate, you will be asked to:

1. Participate in a semi-structured interview (if applicable) or complete a questionnaire.
2. Discuss your experiences, opinions, and practices related to sustainability in your organization.
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The interview/questionnaire will take approximately 2 minutes to complete. All information provided
will be kept confidential and used solely for research purposes.

Risks and Benefits

Participation in this study involves minimal risk. Benefits include contributing to research aimed at
enhancing understanding of sustainable practices in family-owned SMEs, potentially leading to
improved business strategies and practices.

Confidentiality
Your identity will be kept confidential. Data collected will be anonymized and stored securely. Only the
researcher and authorized personnel may have access to the data.

Voluntary Participation

Participation in this study is voluntary. You have the right to withdraw at any time without penalty. Your
decision to participate or withdraw will not affect your relationship with the researcher or your
organization.

Contact Information
If you have any questions about this study or your rights as a participant, please contact:

Syed Zahiruddin Bin Syed Musa
019-9057655

Consent

By checking the box below and proceeding with the questionnaire, you acknowledge that youhave
read and understood the above information, and you consent to participate in this study.

Online Consent Form

Nanotechnology Perceptions Vol. 20 No. S14 (2024) 3722-3723




3723 Dr Syed Zahiruddin Bin Syed Musa Integrating ESG Factors

Instructions: Please read the following information carefully. If you agree to participate in this
study, indicate your consent by checking the box and providing your electronic signature.

1. I have read and understood the purpose and nature of this study.
[ ] Yes

2. lunderstand that my participation is voluntary and that | can withdraw at any time
without penalty.

[ ] Yes
3. lunderstand that my responses will be kept confidential and used solely for research
purposes.
[ ] Yes

4. | consent to participate in this study.

[ ] Yes

Electronic Signature:

Full Name:

Date:
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