INTERNATIONAL JOURNAL OF RESEARCH AND INNOVATION IN SOCIAL SCIENCE (1JRISS)
ISSN No. 2454-6186 | DOI: 10.47772/1JRISS | Volume IX Issue | January 2025

%, S
¢ RSIS ~

Access to Sustainable Finance in Stimulating SME Growth and
Economic Resilience in the United States for Overall Economic
Growth and Development

Oghenevwire Okugbere
Fairfax University of America, Canada

DOI: https://dx.doi.org/10.47772/1JRISS.2025.9010086

Received: 29 December 2024; Accepted: 04 January 2025; Published: 03 February 2025
ABSTRACT

According to the World Bank(Oct 16, 2019), “SMEs represent about 90% of businesses and more than 50% of
employment worldwide and SMEs contribute up to 40% of national income (GDP) in emerging economies”.

Every successful US regime in the last few years has made small and medium-sized enterprises (SMES) an
integral focus on their agenda. SMEs to the U.S. economy, has contributed significantly to job creation,
innovation, and economic development. These businesses represent approximately 99.9% of all firms in the
U.S. and employ nearly half of the private workforce (U.S. Small Business Administration, 2020). Ensuring
that SMEs have access to sustainable finance is crucial for their growth and resilience, especially in the face of
an evolving economy that prioritizes sustainability and climate action. Sustainable finance offers an essential
route for businesses to grow while addressing environmental, social, and governance (ESG) considerations.
This article explores how sustainable finance impacts SMEs, how it stimulates growth, and its broader
implications for U.S. economic growth and development.

THE ROLE OF SMES IN ECONOMIC GROWTH AND RESILIENCE

SMEs are not only pivotal in job creation and innovation, but are also essential to enhancing economic
resilience for sustainability. Resilience, in economic terms, refers to an economy's capacity to absorb shocks
and adapt to disruptions; whether they be natural disasters, financial crises, or pandemics. SMEs promote this
resilience by diversifying the economy and reducing overreliance on large corporations, which may be more
susceptible to external fluctuations (World Bank, 2021).

Historically, the U.S. economy’s recovery from the 2008 financial crisis and the more recent COVID-19
pandemic showcased the importance of SMEs in stabilizing the economy. During both crises, SMEs helped
cushion the impact by providing employment and producing essential goods, from medical supplies to food.
Despite their critical role, SMEs often face significant barriers in accessing capital to fuel innovation and
growth.

The Significance of Sustainable Finance for SMEs

Sustainable finance refers to investments and financial products that support environmentally sustainable,
socially responsible, and ethically governed enterprises. As the global economy shifts towards addressing
climate change and inequality, SMEs are increasingly required to integrate sustainability into their operations.
Sustainable finance is vital to help SMEs navigate this shift and capitalize on emerging market opportunities.

1. Promoting Green Innovation: Access to sustainable finance allows SMEs to invest in green
technologies and sustainable business practices. For instance, small manufacturers may need funding to
adopt energy-efficient processes, or tech start-ups may seek capital to develop eco-friendly products.
These investments can help drive innovation in sectors such as renewable energy, sustainable
agriculture, and waste management. A historical example is the rise of clean-tech companies in
California in the early 2000s, which received significant venture capital funding, catalyzing innovation
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in solar energy, energy storage, and electric vehicles (Harrison, 2020). These businesses not only
advanced green technologies but also contributed to California becoming a leader in the renewable
energy sector.

2. Long-term Growth: Sustainable finance mechanisms, such as green bonds and ESG-linked loans, can
provide SMEs with access to long-term capital to scale operations. For example, small businesses in
the agricultural sector may access funds to transition to regenerative farming practices, which preserve
soil health and reduce carbon emissions. The U.S. Department of Agriculture's (USDA) “Sustainable
Agriculture Research and Education” program offers grants and loans to farmers and ranchers to
implement such practices. Through these mechanisms, SMEs can strengthen their ability to respond to
market demands for sustainable products while contributing to broader environmental goals.

3. Resilience to Economic Shocks: Sustainable finance contributes to resilience by supporting practices
that reduce vulnerability to market volatility and environmental risks. For example, SMEs involved in
agriculture may face disruptions from climate change, such as extreme weather events. By adopting
sustainable farming methods, such as crop diversification and water conservation technologies, these
businesses can reduce the risks associated with climate change. During the 2019 U.S. mid-western
floods, many SMEs in the agriculture sector that had already adopted more resilient practices fared
better than others in recovering their losses (OECD, 2021). Sustainable finance can support these types
of risk-reducing practices.

4. Access to New Markets: As consumer and investor demand shifts toward sustainability, SMEs can
unlock new revenue streams by adopting sustainable business models. For example, a small fashion
company that adopts circular economy principles (e.g., recycling or upcycling materials) can appeal to
a growing base of eco-conscious consumers. A case in point is the rise of fashion start-ups like Rent the
Runway, which offers rental services for high-end clothing, promoting a more sustainable, circular
approach to fashion. By aligning with sustainability trends, SMEs can position themselves for long-
term success.

Comparative Analysis: Canada, G7 Countries, and Nigeria
Canada Perspective: A Leader in Green Finance

Canada’s commitment to sustainable finance is exemplified through initiatives such as the Canada
Infrastructure Bank (CIB), which allocates funds for green projects, and the Clean Growth Program, which
supports innovation in clean technology. Canadian SMEs, particularly in the renewable energy sector, benefit
from these national programs. In 2019, the Canadian government launched a $2 billion Green Investment
Fund aimed at boosting private investment in green technologies and SMEs.

Canada also has a robust green bond market, with several provincial governments issuing green bonds to
fund renewable energy and climate mitigation projects. As part of the Canada Pension Plan Investment
Board (CPPIB), Canadian investors increasingly focus on ESG criteria, which have resulted in greater capital
availability for sustainable SMEs. Furthermore, Canadian financial institutions, including the Toronto
Dominion Bank, have pioneered ESG-linked lending products that make it easier for SMEs to access
financing tied to sustainability metrics.

In comparison, while the U.S. has made significant strides in sustainable finance, Canada's smaller size and a
more focused national approach toward green finance allow for more targeted interventions. For example,
Canada's 2016 Sustainable Finance Action Council was created to address challenges faced by small
businesses in accessing green financing, a model the U.S. could learn from.

G7 Countries: Shared Vision but Varying Approaches

Among the G7 countries (Canada, France, Germany, ltaly, Japan, the UK, and the U.S.), the role of sustainable
finance varies widely. For instance:
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1. Germany has been a leader in green financing, with its KfW Bank offering favorable loans for SMEs
investing in energy efficiency and renewable energy. The German government has developed targeted
policies to support SMES' transition to sustainable business models, including Green SME Funds.

2. France has pioneered the Paris Agreement and, through initiatives like BPI France, supports SMEs
in adopting green technologies and innovations. French SMEs are more likely to benefit from green
financing options due to the high level of government involvement and policy alignment with ESG
goals.

3. The UK has also made progress through its Green Finance Institute, which works to align finance
with sustainability goals. The UK government’s Green Finance Strategy provides tax incentives and
funding options for SMEs adopting sustainable practices.

4. In contrast, Japan has been slower to integrate sustainable finance into SME funding, with limited
government-led initiatives compared to its G7 counterparts. However, Japan's Government Pension
Investment Fund (GPIF) increasingly uses ESG criteria to inform investment decisions, and Japanese
banks are beginning to offer green loans to SMEs.

While the G7 countries share a common commitment to sustainability, the level of SME support through
sustainable finance varies depending on national policies, market maturity, and government interventions. The
U.S. lags behind countries like Germany and France in terms of direct SME support for sustainable practices,
yet it remains a leader in green finance innovation.

Nigeria Perspective: Challenges and Opportunities for SMEs in Sustainable Finance

Nigeria, as a developing country, faces a very different set of challenges in the realm of sustainable finance for
SMEs. Despite its rich natural resources, Nigeria’s SMEs often struggle with high energy costs, limited access
to affordable finance, and a lack of government support for green technologies.

However, there are emerging opportunities. In 2020, Nigeria issued its first Green Bond, signaling an
increasing awareness of the role sustainable finance can play in fostering economic development. Nigerian
SMEs, particularly in agriculture and renewable energy, are starting to receive support through green financing
initiatives from organizations such as the African Development Bank and the Nigerian Export-Import
Bank (NEXIM). These initiatives aim to support SMEs transitioning to sustainable practices, such as using
solar energy for rural agriculture or improving waste management systems.

Nevertheless, compared to Canada, the G7 countries, and even other African nations like South Africa, Nigeria
still faces significant barriers to the widespread adoption of sustainable finance, including limited financial
literacy and access to green capital.

Major Challenges to Accessing Sustainable Finance: A Global Perspective
Despite the significant benefits, SMEs still face challenges when accessing sustainable finance. These include:

1. Lack of Awareness and Education: Many small business owners are not aware of sustainable finance
options or how to integrate sustainability into their operations. According to the World Bank (2021),
education and training programs focused on sustainable finance and ESG principles are essential to
equipping SME owners with the knowledge needed to make informed decisions.

2. Creditworthiness and Risk: SMEs often lack the credit history or collateral required to secure
traditional financing. This is especially true for start-ups or businesses in emerging industries, which
may be perceived as riskier by investors (OECD, 2021).

3. Inadequate Infrastructure and Support: The financial sector has yet to create sufficient
infrastructure tailored to SMEs seeking sustainable finance. Many sustainable finance mechanisms,
such as green bonds, are more commonly used by large corporations or government projects, leaving
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SMEs without clear access points (World Bank, 2021).
Emerging and Case Scenarios
While the barriers to sustainable finance for SMEs persist, there are encouraging signs of progress.

1. The Case of California's Green Finance Initiatives: California has pioneered the integration of
sustainable finance for SMEs through programs like the California Green Bank, which provides low-
interest loans for small businesses investing in green technologies. The state has also developed a set of
green bonds, creating a sustainable investment pipeline for both large and small businesses. By
providing financial instruments tailored to the needs of SMEs, California has promoted both innovation
and sustainability at the grassroots level.

2. The Role of the SBA and PPP Programs During the COVID-19 Pandemic: During the COVID-19
pandemic, the U.S. Small Business Administration (SBA) rolled out programs like the Paycheck
Protection Program (PPP), which helped SMEs survive the immediate impacts of the crisis. Many of
these businesses, particularly in the service and retail sectors, were able to pivot to digital and
contactless operations, strengthening their resilience. The PPP model could be adapted to provide
financing specifically for SMEs undertaking sustainability-oriented projects, which would encourage
long-term growth and transformation (U.S. Small Business Administration, 2020).

3. The Rise of Impact Investing: An emerging case in the sustainable finance landscape is the rise of
impact investing, where investors actively seek businesses that have measurable social and
environmental impacts. Companies like the fintech start-up, Aspiration, provide banking services that
focus on financing sustainable businesses and offering ESG-compliant investment portfolios. These
kinds of alternative finance models allow SMEs to access funds from a broader range of investors.

Modern Strategies for Enhancing Access to Sustainable Finance

1. Government and Policy Support: The U.S. government can play a critical role by creating policies
that incentivize sustainable practices in SMEs. Providing tax incentives for businesses that engage in
green practices or offering low-interest loans for sustainability projects can reduce the financial barriers
SMEs face (U.S. Department of the Treasury, 2021).

2. Public-Private Partnerships: Collaboration between government, private investors, and financial
institutions can help create financial products specifically designed for SMEs. Public-private
partnerships, like the U.S. Green Building Council’s LEED certification, have demonstrated the
effectiveness of combining public policy with private investment to promote sustainable business
practices.

3. Expanding Alternative Financing Models: Expanding the use of crowdfunding, peer-to-peer lending,
and social impact bonds can provide SMEs with access to alternative capital. These models tend to be
more flexible and can attract investors interested in social and environmental returns in addition to
financial ones (Harrison, 2020).

CONCLUSION

The pathway forward for access to sustainable finance is not only a means for SMEs to grow and innovate but
a cornerstone for broader economic resilience in the United States. By integrating sustainable finance into their
business models, SMEs can unlock new opportunities, create jobs, and contribute to a more resilient economy.
As SMEs play a crucial role in the U.S. economy, ensuring they have access to sustainable finance will help
stimulate economic growth, encourage environmental stewardship, and foster long-term societal development.
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