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1. Introduction

Global environmental challenges, the rapid depletion of natural resources, 
and shifting societal expectations increasingly compel businesses to reconsider 
their traditional marketing practices. Marketing is no longer a function solely 
concerned with presenting products and services for consumption; rather, 
it has evolved into a multidimensional responsibility area that encompasses 
environmental, economic, and social considerations. At the core of this 
transition lie sustainable strategies that organizations adopt to gain competitive 
advantage, maintain stakeholder trust, and secure long‑term continuity.

The marketing perspective shaped by sustainable strategies has driven a 
significant transformation within the marketing mix. Although the classic 4P 
framework has for decades served as the foundational model for marketing 
activities, it has become insufficient to meet the expectations of today’s 
consumers. Modern consumers no longer focus exclusively on product quality; 
they increasingly identify as environmentally conscious individuals who 
prioritize ethical production and incorporate sustainability criteria into their 
purchasing decisions. This shift necessitates a reinterpretation of the marketing 
mix that is customer‑oriented, value‑based, and environmentally responsible.

Today, the sustainable marketing mix is understood as a comprehensive 
approach requiring businesses to integrate environmental and social 
considerations into all dimensions of their operations- from product design 
and pricing to distribution systems and communication strategies. This 
perspective not only improves a business’s economic performance but also 
strengthens stakeholder relationships and contributes to broader societal 
responsibilities.

This section explores how the marketing mix has evolved under 
the influence of sustainable strategies, the practices organizations have 
implemented throughout this transformation, and the ways in which 
emerging marketing paradigms align with sustainable development goals. The 
restructuring of the marketing mix in line with changing consumer profiles, 
heightened environmental awareness, and increasingly diversified stakeholder 
expectations represents a critical requirement for organizations seeking to 
remain competitive in the future.

2. Transformation of the Marketing Mix: The Limits of the 4P Model

The 4P model has long functioned as one of the foundational pillars of 
marketing theory, reflecting the production‑oriented economic logic of its 
era and providing firms with a structured managerial framework. However, 
as sustainability‑oriented transformations become increasingly prominent, it 
is clear that the model is no longer capable of addressing the complexities of 
contemporary marketing, either in scope or in substance. The assumptions 
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embedded within the 4P framework position the consumer as a passive recipient 
and presume that firms can shape market dynamics solely through controllable 
variables (Kotler & Keller, 2016). Yet today’s marketing environment can no 
longer sustain an approach that isolates economic exchange from its broader 
social and environmental consequences.

Sustainable marketing literature highlights that marketing activities extend 
far beyond the traditional management of product-consumer relationships; 
instead, they require holistic consideration of ecological limits, societal 
welfare, and long‑term value creation (Belz & Peattie, 2012). Through the lens 
of sustainability, the 4P model appears both conceptually and operationally 
narrow. The concept of “product,” for instance, is no longer confined to physical 
attributes but is understood as a system element that generates environmental 
and social impacts throughout its entire life cycle-from design and production 
to usage and disposal. As Peattie (2001) emphasizes, sustainable product 
development is not merely a tool for competitive advantage but a fundamental 
necessity for functioning within the Earth’s limited resource boundaries. 
Consequently, product‑related decisions must transcend the linear 
production–consumption perspective of the 4P model and adopt a circular, 
systemic approach.

Likewise, the pricing component is reinterpreted from a sustainability 
standpoint. While traditional pricing strategies focus primarily on cost and 
competition, sustainable marketing requires a more comprehensive assessment 
that incorporates the consumer’s perceived total cost—including time, energy, 
trust, durability, and environmental burden (Martin & Schouten, 2012). Under 
this expanded view, price evolves from a purely economic variable into a 
multidimensional indicator closely linked to ethical, environmental, and social 
considerations. The distribution (place) element also experiences substantive 
transformation in the era of sustainability. Modern global supply chains 
encompass not only product delivery but also ethical labor conditions, the 
carbon footprint of logistics operations, and the impacts on local communities. 
Thus, distribution decisions extend far beyond spatial accessibility and have 
become key determinants of a firm’s overall sustainability performance.

The most visible transformation occurs in the communication dimension. 
Traditional promotion strategies rely heavily on one‑way persuasive 
messaging, whereas contemporary consumers possess heightened information 
access, critical awareness, and value sensitivity. Consequently, transparency, 
verifiability, and consistency have emerged as essential principles of sustainable 
marketing communication. As Ottman (2011) argues, environmental claims 
earn consumer trust only when substantiated by authentic practices. Otherwise, 
misleading or exaggerated statements may lead to greenwashing concerns, 
eroding corporate credibility and weakening the long‑term effectiveness of 
marketing strategies.
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Collectively, these factors underscore the limitations of the 4P model 
in addressing marketing realities within the context of sustainability. The 
framework lacks the conceptual flexibility to account for the extensive societal, 
environmental, and stakeholder‑related impacts inherent in modern marketing 
activities. Contemporary marketing requires far more than the management 
of controllable variables; it necessitates value creation within a complex 
ecosystem, the sustainable management of relationships, and the assumption 
of ethical responsibilities. As Papadas, Avlonitis, and Carrigan (2017) note, 
the effectiveness of sustainable marketing depends not only on the content of 
the marketing mix but also on the degree to which a sustainability‑oriented 
culture is embedded within the organization.

In the age of sustainability, the 4P model represents not simply a technical 
tool but an outdated mindset that modern marketing increasingly struggles 
to accommodate. The transformation required goes far beyond updating 
individual components of the model; it calls for redefining the fundamental 
purpose of marketing itself. The focus has shifted from the producer toward 
planetary boundaries, societal expectations, and sustainable value creation. 
Although the 4P framework retains historical significance, it no longer aligns 
with the multidimensional structure demanded by sustainable marketing and 
must therefore give way to more inclusive, stakeholder‑oriented approaches.

3. From 4P to 4C: Reconfiguring the Logic of Sustainable Marketing

The 4P model, one of the classical frameworks within the marketing 
discipline, served for decades as the foundational intellectual structure shaping 
firms’ approaches to the marketplace. However, the production‑oriented logic 
that characterized the period in which the model was developed increasingly 
conflicts with contemporary sustainability priorities and evolving consumer 
expectations. The primary limitation of the 4P model is that it conceptualizes 
marketing activities through firm‑controlled variables while positioning the 
consumer as a passive recipient of managerial decisions (Kotler & Keller, 
2016). Sustainability, by contrast, introduces a multidimensional paradigm that 
obliges firms to generate not only economic value but also environmental and 
social value (Belz & Peattie, 2012). This shift necessitates rethinking marketing 
logic as a comprehensive value‑creation system; accordingly, the transition 
from 4P to 4C represents not merely a change in operational instruments but 
a profound intellectual and paradigmatic transformation.

At the core of this transformation lies the movement from “firm‑centric” to 
“consumer‑centric” marketing. Lauterborn’s (1990) 4C model reconceptualizes 
the traditional 4P components-product, price, place, and promotion- as 
consumer wants and needs, consumer’s perceived total cost, convenience, and 
communication. This reorientation shifts the focus of marketing away from 
what the firm offers toward what the consumer values. From a sustainability 
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standpoint, this shift is even more critical, as sustainability positions the 
consumer not merely as a market participant but as a conscious stakeholder 
whose decisions entail ecological and social consequences (Sheth, Sethia, & 
Srinivas, 2011).

Within this context, the redefinition of value creation becomes essential for 
aligning marketing logic with sustainability principles. Under the traditional 
4P model, value is primarily conceptualized in terms of product functionality, 
design, and price. In contrast, sustainable marketing views value through a 
broader lens that includes ecological footprint, ethical production standards, 
life‑cycle impacts, and social benefit (Peattie & Crane, 2005). As such, it is 
no longer sufficient for firms to create solely economic value; they must also 
meet consumers’ ethical expectations, respond to their demand for sustainable 
products, and acknowledge their sensitivity to social responsibility. As Martin 
and Schouten (2012) assert, sustainable marketing offers a strategic foundation 
that integrates the firm’s economic goals with the long‑term well‑being of 
society.

Furthermore, the 4C model aligns with service‑dominant logic, which 
posits that sustainable value is co‑created through reciprocal interactions 
between consumers and firms rather than being produced solely by the firm. 
Vargo and Lusch (2004) argue that value does not reside in the product itself 
but emerges through the processes and experiences shaped by consumers. 
Under this paradigm, the consumer is not a passive actor in answering the 
question “for whom do we create value?” but becomes an active co‑creator of 
value. As Papadas, Avlonitis, and Carrigan (2017) emphasize, the effectiveness 
of sustainable marketing depends not only on operational capabilities but 
also on the extent to which sustainability is integrated into the organizational 
culture.

Thus, the shift from 4P to 4C within the context of sustainable marketing 
is far from a simple model update; it represents a paradigmatic transformation 
that redefines the meaning, purpose, and scope of marketing responsibilities. 
Through the 4C approach, marketing evolves beyond a firm‑centered 
value‑generation mechanism and becomes an ethical and strategic domain 
in which shared value for the environment, society, and consumers is 
jointly created. In this way, the logic of sustainable marketing transforms 
consumer‑centricity from a theoretical principle into a practical roadmap that 
permeates all levels of organizational strategic decision‑making.

4. Sustainable Marketing Mix: Components of the 4C Model 

Sustainable marketing represents a new paradigm in which value creation 
is approached holistically- integrating consumer welfare, societal benefit, and 
environmental stewardship rather than limiting itself to economic outcomes 
alone. This paradigm marks a departure from the firm‑centered orientation 
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of the traditional 4P model and underscores the need for the 4C framework, 
which positions the consumer at the center of the value‑creation ecosystem 
(Lauterborn, 1990). In this consumer‑driven and sustainability‑aligned 
perspective, marketing becomes a collaborative system in which businesses 
co‑create value with stakeholders while simultaneously addressing ecological 
and societal imperatives.

Unlike the 4P model, which emphasizes managerial control over product, 
price, place, and promotion, the 4C model reframes these elements in terms 
of consumer needs and experiences- namely customer value, customer cost, 
customer communication, and customer convenience. This reconceptualization 
aligns marketing with contemporary expectations of responsibility, transparency, 
and long‑term value creation. Moreover, the 4C framework resonates strongly 
with sustainability principles by shifting the focus from transactional exchanges 
to relational, participatory, and impact‑oriented processes.

In essence, the 4C model is not merely an alternative to the 4P structure; 
it constitutes a strategic and philosophical transformation that reflects the 
evolving role of marketing within society. By centering the consumer and 
broadening the definition of value, it enables firms to internalize sustainability 
considerations in a more systematic and meaningful manner. Accordingly, the 
four components of the 4C model collectively form the intellectual foundation 
of sustainable marketing, guiding firms toward practices that create shared and 
enduring value for consumers, businesses, and the broader environment. The 
following subsections examine each component of the sustainable marketing 
mix in detail, discussing how these elements integrate with modern consumer 
behavior, ethical expectations, and increasing environmental awareness.

4.1. Customer Value

In sustainable marketing, customer value is not confined to the functional 
attributes of a product; rather, it encompasses ethical production processes, 
environmental impacts, product durability, and the broader societal value 
proposition (Belz & Peattie, 2012). The modern consumer cares not only 
about what they purchase but also about what they support through their 
consumption choices, meaning that value perception now emerges through 
environmental and social criteria. In this context, Patagonia’s “Don’t Buy 
This Jacket” campaign serves as a striking example. Instead of encouraging 
consumption, the brand promoted reduction, repair, and circular use, offering 
customers not just a product but an ethical stance. This approach aligns 
with Peattie and Crane’s (2005) assertion that sustainable value is formed 
through economic, environmental, and cultural layers simultaneously. Thus, 
sustainable customer value has become a multi‑layered concept that includes 
not only functional benefit but also emotional and cultural dimensions such as 
identity, responsibility, and ethical alignment.
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4.2. Customer Cost

Within the 4C logic, price is not merely a numerical monetary figure; 
instead, it represents the sum of the financial, psychological, environmental, 
and time‑related costs a consumer incurs to acquire and use a product 
(Martin & Schouten, 2012). For this reason, sustainable marketing treats cost 
not as a simple “payment,” but as a broader “life burden.” Electric vehicles 
exemplify this notion well. Despite high upfront purchase prices, their lower 
maintenance expenses, energy efficiency, carbon‑reduction benefits, and 
government incentives collectively reduce the total cost of ownership. This 
aligns with Sheth, Sethia, and Srinivas’s (2011) perspective on “conscious 
consumption,” in which consumers focus less on immediate financial cost and 
more on environmental responsibility and long‑term benefits. Consequently, 
the redefinition of cost in sustainable products offers a more comprehensive 
framework that incorporates not only rational evaluations but also ethical and 
emotional considerations.

4.3. Customer Communication

In sustainable marketing, communication extends far beyond traditional 
promotional activities; it is a strategic process grounded in transparency, 
verifiability, and mutual interaction (Ottman, 2011). Today’s consumers 
actively investigate the accuracy of environmental claims, demand clear 
information from brands, and critically evaluate companies’ societal positions. 
Therefore, communication becomes not just a message but the sustainable 
foundation of the brand–consumer relationship. IKEA’s annual sustainability 
reports illustrate this well, as they openly share environmental goals and 
performance outcomes, thereby reinforcing consumer trust. This approach 
reflects a strategic communication style that incorporates Peattie and Crane’s 
(2005) warnings about greenwashing and uses transparency as a tool for risk 
management. Thus, sustainable communication is rooted not in persuasion, 
but in building trust, creating meaning, and co‑producing value.

4.4. Customer Convenience

Convenience plays a critical role in enabling sustainable behavior in 
practice. Even when consumers wish to choose sustainable products, behavior 
change does not occur if these products lack accessibility, practicality, or ease 
of use (Charter & Polonsky, 1999). For this reason, convenience represents 
the point where sustainable marketing meets consumer behavior. Amazon’s 
“Frustration‑Free Packaging” program offers a useful example. The program 
ensures that products reach consumers with less packaging, recyclable 
materials, and packaging that is easier to open. In doing so, it creates a strong 
alignment between environmental benefit and user experience. Similarly, 
Starbucks’ initiative that allows customers to buy beverages using their own 
reusable tumblers is a convenient practice that integrates sustainable behavior 
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into everyday routines. Hence, convenience acts as a systemic facilitator 
that supports sustainable consumption and allows all other C’s to become 
functionally effective in practice.

5. Strategic Implications for Businesses

For businesses, sustainable marketing is not merely a contemporary 
marketing approach but a strategic necessity that determines long‑term 
competitive strength. The consumer‑centered perspective introduced by 
the 4C model fundamentally transforms firms’ value‑creation logic and 
positions marketing as a multidimensional governance tool encompassing 
economic, environmental, and social dimensions. In this regard, the 
meaning of the sustainable marketing mix for businesses extends beyond 
operational adjustments and signals the holistic restructuring of corporate 
strategy (Belz & Peattie, 2012). First and foremost, the expansion of customer 
value within the sustainability framework provides firms with a new source 
of competitive advantage. Modern consumers now prioritize not only the 
functional performance of products but also criteria such as environmental 
sensitivity, ethical production, societal contribution, and brand values in 
their purchasing decisions. Thus, the shift in value creation from functional 
benefit to ethical and environmental alignment contributes significantly to 
the development of strong brand loyalty (Peattie & Crane, 2005). The growing 
consumer‑level reputation of businesses such as Patagonia, IKEA, and Ben 
& Jerry’s demonstrates that sustainability has become a direct enhancer of 
brand equity.

Moreover, the redefinition of customer cost offers businesses new 
economic and operational opportunities. Evaluating sustainable products 
and services through the lens of total cost compels firms to invest in energy 
efficiency, product longevity, recyclable design, and circular processes. As 
Martin and Schouten (2012) note, although such investments may generate 
initial expenditures, they increase both customer satisfaction and long‑term 
financial performance. Similarly, Sheth, Sethia, and Srinivas’s (2011) concept 
of “conscious consumption” illustrates that consumers’ pursuit of long‑term 
benefits directs firms toward sustainable cost management.

The communication element of sustainable marketing also holds 
substantial strategic importance for businesses. Traditional, one‑way, 
persuasion‑based promotional strategies fall short of meeting the expectations 
of modern consumers, who carefully scrutinize environmental and social 
claims, seek verifiable information, and demand transparency (Ottman, 2011). 
As such, sustainable communication has become a critical tool for corporate 
reputation management. The greenwashing risks emphasized by Peattie and 
Crane (2005) demonstrate that firms must substantiate their sustainability 
claims not with rhetorical enhancement but with concrete practices. In this 
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context, transparent reporting, third‑party certifications, and stakeholder 
engagement strengthen the core elements of corporate trust.

The strategic importance of convenience lies in making sustainable 
consumption practical and accessible in consumers’ daily lives. For consumers 
to choose sustainable products, firms must ensure ease of access, simplified 
purchasing processes, and improved user experiences (Charter & Polonsky, 
1999). Amazon’s recyclable and minimal packaging initiatives and Starbucks’ 
reusable cup systems provide strong examples of how convenience can 
become a strategic tool that facilitates sustainable behavior. Such enabling 
strategies strengthen the alignment between consumer behavior and corporate 
sustainability goals.

In conclusion, the sustainable marketing mix redefines not only how 
businesses position themselves in the marketplace but also their roles within 
broader societal and environmental systems. Sustainable marketing thus 
represents a powerful strategic approach that transforms firms from “value 
providers” into “shared value creators” (Porter & Kramer, 2011). With all 
these dimensions, sustainable marketing will continue to be one of the key 
determinants of competitive advantage, stakeholder trust, and long‑term 
institutional resilience in the future business landscape.

6. Challenges in Implementing the Sustainable Marketing Mix

Although the sustainable marketing mix (4C) provides firms with a 
strong strategic framework, its practical implementation often encounters 
multilayered obstacles across areas such as measurement, governance, 
capability development, supply‑chain management, communication, and 
behavioral acceptance. Sustainability is not merely a “value” claimed in 
communication; rather, it requires an organizational transformation that 
spans from the product life cycle to stakeholder relationships (Belz & Peattie, 
2012; Papadas, Avlonitis, & Carrigan, 2017).

First, the question of what should be measured and how it should be 
reported constitutes a fundamental bottleneck. The environmental and social 
impacts that shape sustainable customer value are often multidimensional 
and context‑dependent, making them difficult to reduce to singular metrics. 
Moreover, since value now emerges not from the product itself but from usage 
experiences and contextual interactions (Vargo & Lusch, 2004), firms must 
integrate LCA results, Scope 3 emissions, and social‑impact indicators within 
the same reporting framework (Belz & Peattie, 2012). Yet such integrated 
measurement is frequently fragmented due to challenges in data quality, 
methodological alignment, and accounting practices (Papadas et al., 2017).

Related to this, organizational alignment and capability transformation 
emerge as critical barriers. Rather than sustainability being “owned” solely by 
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the marketing function, effective implementation requires integration with 
procurement, R&D, finance, legal, and corporate communications- something 
that demands deep cultural change (Papadas et al., 2017). This transformation 
is not limited to process updates; it also requires internalizing a new marketing 
logic centered on co‑creation of value with the customer (Vargo & Lusch, 
2004). Otherwise, the producer‑centric reflexes of the 4P logic may resurface, 
overshadowing the customer‑ and stakeholder‑oriented framework offered by 
the 4C model (Kotler & Keller, 2016).

Additionally, challenges within supply‑chain and logistics operations 
significantly constrain the effectiveness of the sustainable marketing 
mix. Ensuring customer “convenience” and “accessibility” must occur 
simultaneously with managing distribution networks’ carbon footprints, 
supplier compliance, and recyclable packaging (Charter & Polonsky, 1999; 
Belz & Peattie, 2012). Further, the reverse‑logistics infrastructure required for 
circular business models is not equally developed across markets; differences 
in local infrastructure and regulatory frameworks complicate scalability (Belz 
& Peattie, 2012).

In the communication dimension, the most severe risk is the suspicion 
of greenwashing. As consumers’ demand for information and expectations 
for verifiability increase, exaggerated or ambiguous claims lead to erosion 
of trust (Peattie & Crane, 2005; Ottman, 2011). Thus, effective sustainable 
communication requires evidence‑based transparency and consistency rather 
than persuasive rhetoric. Claims not supported by annual reports, third‑party 
verifications, or life‑cycle data can undermine long‑term brand equity (Ottman, 
2011; Papadas et al., 2017). In other words, communication becomes fragile as 
the gap between what is “promised” and what is “actually done” grows.

Moreover, the price–value tension and the redefinition of customer cost 
necessitate complex negotiations in practice. Sustainable products often carry 
higher price tags, yet consumers tend to rationalize this difference through 
longevity, efficiency, and reduced externality costs (Martin & Schouten, 2012). 
However, willingness to pay does not form equally across all categories; 
income levels, cultural context, and category maturity significantly influence 
acceptance thresholds (Sheth, Sethia, & Srinivas, 2011). Therefore, the “total 
cost” narrative must be concrete and explanatory—not only addressing 
financial aspects but also psychological and time‑related costs (Martin & 
Schouten, 2012).

Additionally, the convenience component must be supported through 
systemic solutions to facilitate sustainable behavior. Even when consumers 
intend to act sustainably, behavior change fails if accessible options, rapid 
delivery, convenient return/repair services, or reuse infrastructures are missing 
(Charter & Polonsky, 1999). Hence, designs that make “sustainable choices the 



 . 43International  Studies in Economics and Administrative Sciences

default” (e.g., integrating repair and reuse services into purchasing workflows) 
create critical impact (Belz & Peattie, 2012). Otherwise, sustainable alternatives 
are perceived as “extra effort,” leading to habitual fallback (Sheth et al., 2011).

Finally, bridging the strategy–implementation gap requires firms to 
strengthen their governance structures and capability sets. Sustainable 
marketing demands a cross‑functional operational model that brings together 
disciplines such as design (ecodesign), data (impact metrics), legal (compliance 
and claim management), communication (evidence‑based narratives), and 
procurement (responsible sourcing) (Papadas et al., 2017; Belz & Peattie, 2012). 
Organizations that fail to develop these capabilities risk confining sustainability 
to the level of isolated “campaigns.” Yet current literature shows that when 
integrated into corporate culture and business models, sustainability generates 
both competitive advantage and reputational capital (Porter & Kramer, 2011; 
Belz & Peattie, 2012).

In summary, the challenges in implementing the sustainable marketing mix 
are interconnected and systemic—ranging from measurement and reporting 
to organizational alignment; from supply‑chain maturity to trust‑building 
communication; from price–value negotiations to convenience infrastructures. 
Therefore, the solution lies not in isolated tools but in an integrated roadmap 
that activates all four Cs simultaneously, supported by cultural and capability 
transformation (Papadas et al., 2017; Vargo & Lusch, 2004).

7. Conclusion and Recommendations

Sustainable marketing is no longer a temporary trend of the contemporary 
business landscape; it has become a fundamental strategic requirement for 
organizations seeking to ensure their long‑term viability. As demonstrated 
throughout this study, the evolution of the marketing mix from the traditional 
4P framework to the 4C approach signifies a profound shift in marketing 
logic—one that transforms every dimension of marketing practice. Modern 
consumers no longer evaluate products solely based on their functional 
attributes; instead, they increasingly assess how products are produced, what 
values they represent, and what environmental and social impacts they carry. 
Consequently, sustainable value creation has emerged as a multidimensional 
framework in which economic performance, environmental responsibility, 
and societal contribution are managed simultaneously.

The components of the sustainable marketing mix-customer value, 
customer cost, communication, and convenience-require firms to transition 
from being mere providers of goods and services to responsible organizations 
that co‑create value with their stakeholders. Each component directly interacts 
with contemporary consumer dynamics, including environmental awareness, 
ethical sensitivity, and heightened social consciousness. As such, sustainable 
marketing not only redefines the firm’s role within society but also establishes 
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stronger foundations for deeper, longer‑term relationships between brands 
and consumers.

Despite its strategic importance, the implementation of sustainable 
marketing presents several challenges. Measurement difficulties, supply‑chain 
complexities, organizational misalignment, and resistance embedded in 
consumer habits may hinder firms’ efforts to achieve sustainability objectives. In 
addition, as sustainability‑related claims become more widespread, superficial 
or misleading communication practices pose increasing risks by undermining 
consumer trust. For this reason, sustainable marketing cannot be treated as a 
rhetorical extension of brand messaging; rather, it must be embedded as a core 
principle within corporate structures and business models.

Aligned with the opportunities and strategic imperatives outlined in this 
study, several recommendations can support the effective implementation of 
sustainable marketing. The conclusions presented here highlight the necessity 
of integrated transformation at both the organizational and operational levels. 
Accordingly, the following recommendations aim to enhance the practical 
applicability of the sustainable marketing mix and strengthen long‑term 
value‑creation processes within businesses.

First, cultivating a strong organizational sustainability culture is essential. 
Embedding sustainability merely into marketing activities is insufficient; all 
departments-from strategic decision‑making to day‑to‑day operations-must 
align with sustainability principles. Encouraging employee involvement 
and fostering internal awareness will help integrate sustainability into the 
organizational identity. Moreover, firms must adopt transparent, reliable, and 
continuous communication strategies to build stakeholder trust and validate 
their sustainability commitments. Regular reporting, verifiable performance 
indicators, and open communication channels will enhance the credibility of 
environmental and social initiatives.

Second, recognizing that sustainable value creation extends beyond 
production, businesses must invest in circular business models and sustainable 
supply‑chain practices. Reducing waste and resource consumption throughout 
the product life cycle depends on supply chains that are ethical, transparent, 
and environmentally responsible. Importantly, such practices are increasingly 
becoming sources of competitive advantage.

Third, the successful implementation of sustainable marketing requires a 
long‑term orientation in both decision‑making and performance evaluation. 
Traditional marketing metrics-often centered on short‑term financial 
outcomes-are insufficient for capturing the multidimensional value embedded 
in sustainability initiatives. Organizations should therefore adopt broader 
assessment frameworks and sustainability‑based KPIs (e.g., carbon intensity, 
product circularity, ethical‑sourcing compliance, community value metrics) 
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that evaluate environmental outcomes, stakeholder engagement, and social 
impact alongside profitability. This long‑term lens also improves organizational 
resilience in the face of regulatory shifts, market disruptions, and evolving 
consumer expectations.

Fourth, firms should strengthen collaboration with external stakeholders-
including suppliers, regulators, NGOs, and local communities-to enhance the 
legitimacy and effectiveness of their sustainability strategies. Multi‑stakeholder 
partnerships provide access to knowledge, resources, and innovation pathways 
that individual firms cannot easily develop alone, especially when addressing 
complex systems‑level challenges such as climate change, resource scarcity, 
and social inequality. Integrating stakeholder perspectives into product design, 
communication strategies, and supply‑chain governance elevates transparency 
and accountability while reinforcing the capacity to co‑create shared value.

Fifth, the effectiveness of sustainable marketing depends heavily on active 
consumer participation. Firms should develop co‑creation initiatives that 
enhance consumer engagement-such as feedback platforms, collaborative 
product improvement processes, and community‑building efforts. These 
strategies not only strengthen sustainability awareness but also deepen brand–
consumer relationships.

Finally, promoting sustainable consumption at scale requires accessible 
and practical infrastructures and services. Facilitating repair, reuse, recycling, 
and sustainable packaging-and making these options convenient, visible, and 
rewarding-will help consumers integrate environmentally responsible choices 
into their everyday routines, thereby accelerating behavioral change.
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Table 4. Variable Definitions 
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Table 5: Descriptive Statistics of Variables 
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Figure 1: Time Series Variables Graph 
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Table 6: ADF and PP Unit Root Test Results 
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Table 6: ADF and PP Unit Root Test Results Table 7: Unit Root Test Results with Structural Breaks 
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Figure 2: Scatter Graphs and Correlation Matrix among 

Variables 
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Figure 2: Scatter Graphs and Correlation Matrix among 
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Table 8: Johansen Cointegration Test Results 
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Table 9: FMDOLS Long-Run Coefficient Estimates 
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Table 9: FMDOLS Long-Run Coefficient Estimates 

Table 10: Granger Causality Analysis Results 
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1. Introduction

Small and medium-sized enterprises (SMEs) are considered one of the 
fundamental dynamics of production, employment, and regional development 
in both developed and developing economies. In the Turkish economy, SMEs 
constitute the vast majority of all businesses, forming the backbone of the 
economic system. However, the decisive role of these businesses within the 
economic structure is directly related to their financial management capacity. 
Their limited resources, difficulties in accessing finance, and relatively low 
levels of institutionalization make SMEs more financially vulnerable. This 
vulnerability is often further exacerbated by a lack of financial knowledge, 
inadequate planning, and low risk awareness; the literature clearly emphasizes 
that weak financial management is one of the main causes of SME bankruptcies 
(Karadag, 2015; Zhang and Huang, 2023; Nanda et al., 2024).

In SMEs, accounting and financial management are often treated as merely 
fulfilling legal obligations. This approach prevents an adequate assessment of 
accounting’s role in strategic decision-making processes. However, accounting 
is not just a system for recording past transactions, but also an information 
production mechanism that guides the future of the business. Analyzing, 
interpreting, and integrating financial data into managerial decision-making 
processes is critically important for the sustainability of the business. In this 
context, addressing budgeting, financial reporting, cash flow management, 
and working capital within a holistic system significantly improves the 
profitability, liquidity, and growth performance of businesses (Dongming et 
al., 2023; Okeke et al., 2024; Hiremath et al., 2025).

The effectiveness of accounting and financial management is not limited 
to financial performance indicators but also directly affects a company’s 
resilience to crises and its competitiveness. Particularly in recent years, 
during the global economic fluctuations and the post-pandemic period, it 
has been observed that businesses with low financial management capacity 
have been unable to continue their operations. The fact that businesses unable 
to effectively manage cash flow, control costs, and foresee financial risks are 
forced to withdraw from the market clearly demonstrates the vital role of 
financial management (Karadag, 2015; Zhang and Huang, 2023; Nanda et al., 
2024). Conversely, SMEs that manage their financial processes systematically 
and in an integrated manner are seen to be more resilient to crises (Dongming 
et al., 2023; Okeke et al., 2024; Hiremath et al., 2025).

In this process, management accounting tools are among the important 
elements that improve the financial performance of SMEs. Costing techniques, 
budgeting systems, and performance indicators (KPIs) enable businesses to 
use their resources more effectively and make more accurate decisions. A 
positive and significant relationship has been shown between the use of these 
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tools and financial performance. However, it is assessed that the level of use of 
management accounting practices in SMEs is still limited, and this situation 
is mostly related to a lack of information and traditional management 
approaches (Nanda et al., 2024; Hiremath et al., 2025; Roffia et al., 2025).

In recent years, digitalization has brought about a significant 
transformation in the field of accounting and financial management. 
Accounting information systems (AIS) improve the quality of decision-making 
processes by enabling faster, more accurate, and transparent processing 
of financial data. It has been noted that digitized accounting systems 
significantly improve SME performance, particularly having positive effects 
on transparency, sustainability, and decision-making effectiveness (Lutfi et 
al., 2022; Tandilino and Haliah, 2022; Christanty et al., 2023; Przychocka and 
Sikorski, 2024; Inayah and Susliyanti, 2025; Al-Hattami et al., 2026). These 
systems enable businesses not only to analyze past data but also to develop 
predictions for the future.

Cloud-based accounting systems stand out as a key component of 
digital transformation. These systems provide instant access to financial 
data, enabling managers to make faster decisions. Research shows that cloud 
accounting applications have a positive impact on profitability, liquidity, 
and cost efficiency. Furthermore, it is stated that this effect strengthens as 
the digital competence level of the business increases (Inayah and Susliyanti, 
2025). In addition, accounting and finance software automates repetitive 
tasks, offers real-time reporting capabilities, and supports strategic decision-
making processes (Nkwinika and Akinola, 2023; Przychocka and Sikorski, 
2024; Tandilino and Haliah, 2024).

One of the key factors determining financial performance in SMEs is the 
level of financial literacy and institutionalization. Financial literacy is critical 
for business owners and managers to correctly interpret financial data and 
make decisions accordingly. In this context, financial education forms the 
basis of sound financial decisions and strategic planning (Dongming et al., 
2023; Nkwinika and Akinola, 2023; Nanda et al., 2024). At the same time, the 
quality of the accounting system and the competence of the human resources 
managing this system directly affect the accuracy of financial decisions 
and long-term planning capacity (Lutfi et al., 2022; Christanty et al., 2023; 
Harianto et al., 2025).

Assessments, particularly in the post-COVID-19 era, reveal that SMEs 
with strong accounting information systems and effective use of management 
accounting tools are more resilient to crises. These businesses have been 
found to manage cash flow more effectively, adapt more quickly to financial 
uncertainties, and be more successful in post-crisis recovery processes (Lutfi 
et al., 2022; Christanty et al., 2023; Roffia et al., 2025). This demonstrates that 
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accounting and financial management are not merely routine functions but 
also a strategic element at the heart of crisis management.

In conclusion, accounting and financial management in SMEs play a 
crucial role in terms of business sustainability, competitiveness, and growth 
potential. It is necessary to move beyond the traditional record-based 
accounting approach and adopt a data-driven financial management approach 
based on strategic decision-support systems. In this transformation process, 
increasing digitalization, financial literacy, and institutionalization levels 
will enable SMEs to become more resilient and competitive. The relationships 
between accounting systems, financial management, financial analysis, and 
strategic capabilities in SMEs are presented within an integrated framework 
(Figure 1).

Figure 1. Conceptual framework of accounting and financial management dynamics in 
SMEs.

2. The Concept and Structural Characteristics of SMEs

The concept of SMEs varies from country to country, but is generally 
defined based on quantitative criteria such as the number of employees, annual 
turnover, and balance sheet size, along with some qualitative characteristics. 
In this context, SMEs are characterized not only by their financial size but 
also by their organizational structure, management approach, and market 
position. In the European Union, businesses with fewer than 250 employees 
and not exceeding certain turnover and balance sheet thresholds are 
considered SMEs, and these businesses are divided into sub-classes: micro, 
small, and medium-sized (Abdulsaleh and Worthington, 2013; Madarasi-
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Szirmai et al., 2021). Similarly, in Turkey, SMEs are defined and classified 
within the framework of KOSGEB and relevant legislation, based on criteria 
such as the number of employees, annual turnover, and balance sheet size 
(Gao et al., 2022). These definitions not only determine the place of SMEs 
within the economic structure, but also provide an important framework for 
understanding their financial and managerial characteristics.

When examining the structural characteristics of SMEs, it is observed 
that the vast majority of these businesses are family-owned. The intertwining 
of ownership and management structures, while providing flexibility in 
decision-making processes, can lead to a lack of sufficient development of 
professional management practices. Furthermore, these businesses generally 
have simple organizational structures, do not hold a leading position in the 
market, and exhibit a structure largely based on equity financing (Gibson and 
Van der Vaart, 2008; Ceccarelli, 2011; Esparza-Aguilar et al., 2016; Suleman 
et al., 2021). This situation reveals that in many countries, SMEs operate 
with personalized and informal management structures. These structural 
characteristics directly affect the financial decision-making processes of these 
businesses and often lead to insufficient development of systematic financial 
planning and control mechanisms.

In this context, there is a strong relationship between the structural 
characteristics of SMEs and their accounting and financial management 
systems. Especially in family businesses, the intertwining of ownership 
and management leads to limited use of formal accounting systems and 
management control mechanisms. Research shows that financial information 
systems and management accounting practices in family SMEs are less 
formalized compared to non-family businesses (Esparza-Aguilar et al., 2016). 
Similarly, it is stated that in many SMEs, management accounting systems, 
budgeting practices, and performance measurement tools are not sufficiently 
developed due to resource constraints and lack of expertise (Nkwinika and 
Akinola, 2023; Razak et al., 2023). This situation leads to significant weaknesses 
in cost control, financial planning, and risk management processes (Farida 
and Setiawan, 2022; Nkwinika and Akinola, 2023; Razak et al., 2023).

Low levels of institutionalization and a lack of professional management 
are among the key factors limiting financial management processes in 
SMEs. In particular, the insufficient use of formal financial planning and 
control mechanisms in family businesses can lead to negative consequences 
such as liquidity problems, inadequate working capital, and increased risk 
of bankruptcy (Suleman et al., 2021; Farida and Setiawan, 2022; Nkwinika 
and Akinola, 2023; Abdulrasool, 2025; Amram et al., 2025). This situation 
increases the financial vulnerability of SMEs and threatens their long-term 
sustainability.
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However, the structural characteristics of SMEs are not limited to 
disadvantages alone. These businesses possess significant advantages such 
as flexibility, rapid decision-making, and adaptability to changing market 
conditions. Furthermore, their openness to innovation and capacity to 
quickly develop solutions to customer needs are among the key factors that 
make them competitive. However, the transformation of these advantages 
into sustainable competitiveness is directly related to effective accounting and 
financial management. Indeed, studies show that the flexibility and innovation 
capacity of SMEs, when combined with properly structured financial 
management systems, transforms into a competitive advantage (Farida and 
Setiawan, 2022; Le and Ikram, 2022; Nkwinika and Akinola, 2023; Razak et 
al., 2023). As illustrated in Figure 2, the inherent structural characteristics 
of SMEs directly influence their accounting practices, financial management 
capacity, and overall competitiveness.

Figure 2. Structural characteristics of SMEs and their managerial and financial 
implications.

Financial literacy, accounting information systems, management 
accounting practices, and digitalization are prominent factors in accounting 
and financial management for SMEs. Business owners’ and managers’ mastery 
of financial concepts and their ability to use this information effectively 
directly impacts business performance and competitiveness. In this context, 
a strong relationship exists between financial literacy and the effective use of 
accounting information systems, significantly improving SME performance 
(Nkwinika and Akinola, 2023; Razak et al., 2023; Amram et al., 2025). 
Furthermore, management accounting tools such as budgeting, costing, 
performance evaluation, and strategic planning are important components 
supporting the financial performance of SMEs. However, these practices are 
still in their developmental stage, particularly in family businesses (Suleman 
et al., 2021; Razak et al., 2023).
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Digitalization, on the other hand, stands out as one of the most important 
factors creating transformation in the accounting and financial management 
of SMEs. Financial software and digital accounting systems automate 
repetitive processes, improving reporting quality, reducing error rates, and 
enabling managers to make faster and more accurate decisions. The use of 
these systems not only increases operational efficiency but also strengthens 
the competitiveness of SMEs (Farida and Setiawan, 2022; Nkwinika and 
Akinola, 2023; Razak et al., 2023; Przychocka and Sikorski, 2024).

In conclusion, while the definition of SMEs varies from country to 
country, it is generally based on the number of employees and financial size, 
complemented by qualitative characteristics such as family ownership, simple 
organizational structure, and limited institutionalization. These structural 
features lead to insufficient development of professional accounting and 
financial management systems in most SMEs, and weaknesses in planning 
and control processes. However, by increasing financial literacy, expanding 
management accounting practices, and adopting digital financial systems, 
the flexibility and innovation capacity of SMEs can be transformed into a 
sustainable competitive advantage.

3. Accounting Systems in SMEs

Accounting systems in SMEs are generally structured with a focus 
on financial accounting, and their primary function is largely limited to 
compliance with tax regulations. This leads to the managerial and strategic 
functions of accounting being relegated to the background, limiting 
the effective use of accounting information in internal decision-making 
processes. However, in the contemporary business approach, an accounting 
system should not only be a technical structure that enables the preparation 
of financial statements, but also a dynamic information system that provides 
decision support to managers. In this context, accounting systems need to be 
integrated into planning, control, and strategic decision-making processes, 
going beyond their financial reporting function.

The distinction between financial accounting and management 
accounting becomes clear at this point. While financial accounting presents 
the financial status and operating results of the business to external 
stakeholders, management accounting generates information for managers 
within the business and supports decision-making processes. However, it is 
observed that the level of use of management accounting practices in SMEs 
is lower compared to large-scale businesses and often remains superficial. 
In particular, the limited implementation of budgeting, costing, and 
performance measurement systems prevents critical processes such as cost 
control, pricing, and investment decisions from being carried out effectively 
(Lavia López and Hiebl, 2015; Diegtiar et al., 2021; Ma et al., 2022). This 
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limitation stems from resource constraints, lack of training and expertise, 
an overly dependent management structure on the business owner, and the 
perception that management accounting tools are unnecessary or complex 
(Lavia López and Hiebl, 2015; Diegtiar et al., 2021; Roffia et al., 2024). This 
situation leads to weak planning and control mechanisms in SMEs and the 
inability to effectively manage financial risks.

However, studies in the literature show that properly structured 
management accounting systems make significant contributions to SME 
performance. Factors such as strengthened cost control, clearer definition 
of strategic goals, and sounder investment decisions are directly related to 
the effective use of management accounting practices. In this context, it is 
stated that management accounting is not only a technical tool but also a 
management function that determines the strategic direction of the business 
(Lin and Yu, 2002; Lavia López and Hiebl, 2015; Diegtiar et al., 2021; Gusmao, 
2025).

In recent years, digitalization has become a decisive factor in the 
transformation of accounting systems in SMEs. Digital accounting 
applications are transforming accounting systems from a purely financial 
record-keeping function into a structure closer to management accounting. 
E-invoicing, e-ledger, and e-archive applications enable accounting processes 
to be carried out more quickly, transparently, and traceably. Furthermore, 
cloud-based accounting systems and digital accounting tools offer instant 
access to financial data, allowing managers to make faster and more data-
driven decisions. The effects of digital accounting systems are evaluated within 
a multi-dimensional framework. These systems improve information quality, 
enabling the production of more accurate and timely financial data, reduce 
transaction and reporting costs, and accelerate decision-making processes 
(Ibrahim et al., 2021; Lutfi et al., 2022; Zhao et al., 2022; Kusumawardhani 
et al., 2024). Simultaneously, thanks to real-time reporting capabilities, they 
support managers in making more effective and data-driven decisions. This 
situation has positive effects on business performance (Lutfi et al., 2022; 
Inayah and Susliyanti, 2025; Martina and Girsang, 2025). In addition, digital 
systems strengthen internal control mechanisms and increase transparency 
by increasing the traceability of records (Lutfi et al., 2022; Kusumawardhani 
et al., 2024; Przychocka and Sikorski, 2024). In this respect, digital accounting 
systems are considered not only tools that provide operational efficiency 
but also structures that improve the quality of corporate governance. The 
transformation of accounting systems in SMEs from traditional record-
keeping structures to digital and decision-oriented systems is illustrated in 
Figure 3.
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Figure 3. Transformation of accounting systems in SMEs from traditional structures to 
digital and decision-support systems.

However, the positive effects of digitalization on SME performance 
are not always at the same level. The prominence of this effect is directly 
related to the level of digital competence and the adequacy of the technical 
infrastructure of the business. In SMEs with strong digital infrastructure and 
high technological adaptation capacity, the contribution of digital accounting 
systems to performance is seen to be more significant (Lutfi et al., 2022; 
Zhao et al., 2022; Inayah and Susliyanti, 2025; Martina and Girsang, 2025). 
Furthermore, the level of financial literacy plays a critical role in this process. 
Business owners and managers with a high level of financial knowledge can 
interpret data obtained from digital systems more effectively and integrate it 
into decision-making processes, which positively affects financial performance 
(Martina et al., 2024; Martina and Girsang, 2025).

In conclusion, although accounting systems in SMEs have traditionally 
been shaped within the framework of tax-focused financial accounting, 
digitalization has the potential to transform this structure, turning accounting 
into an internal decision support system. However, this transformation is 
not limited to technological investments alone; it also requires increasing 
awareness of management accounting, improving financial literacy, and 
creating a qualified workforce. Addressing these elements holistically 
will enable SMEs to transform their accounting systems into a strategic 
management tool, thereby gaining a sustainable competitive advantage.

4. Financial Management in SMEs

Financial management is considered a fundamental management 
function aimed at creating value by using the resources of a business in the 
most effective way. In SMEs, financial management is carried out under 
more limited resources, restricted access to finance, and a lower level of 
institutionalization compared to large-scale businesses; this causes financial 
risks to become more prominent and more difficult to manage. However, it 
is stated that effective financial management practices significantly increase 
the competitiveness, sustainability, and survival probability of SMEs; and 
play a critical role, especially in terms of predicting and managing cash flow 
problems (Dongming et al., 2023; Nkwinika and Akinola, 2023). On the 
other hand, it is observed that liquidity problems and the risk of bankruptcy 
increase significantly in SMEs with low levels of financial literacy (Ahmed, 
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2022; Nkwinika and Akinola, 2023; Amaliyah and Yasmin, 2024). In this 
context, financial management emerges not only as a tool to improve financial 
performance, but also as a strategic necessity for the survival of the business.

Cash management is one of the most critical components of financial 
management in SMEs. Failure to regularly monitor cash flow, systematically 
plan cash inflows and outflows, and inadequate forecasting mechanisms can 
lead to liquidity problems and payment difficulties. Therefore, effective cash 
flow budgeting, regular cash tracking, and financial planning processes are 
fundamental elements in ensuring financial stability. Indeed, studies show 
that regular cash flow tracking and budgeting practices reduce liquidity 
problems, increase solvency, and support business continuity (Dongming et 
al., 2023; Nasimiyu, 2023; Nkwinika and Akinola, 2023; Przychocka et al., 
2024). Furthermore, it has been shown that effective cash management has 
a strong positive relationship with profitability and plays a decisive role in 
ensuring financial sustainability (Kovelskiy, 2015; Mazanec, 2022; Monze 
and Chilolo, 2025). Conversely, poor cash management, collection delays, 
and disorganized financial planning are among the most common financial 
weaknesses encountered in SMEs (Adil, 2025; Monze and Chilolo, 2025).

Working capital management, directly related to cash management, is 
also critically important for the financial performance and sustainability 
of SMEs. Effective working capital management includes elements such 
as maintaining inventory at optimal levels, collecting receivables on time, 
and paying debts on appropriate terms. The effective management of these 
processes directly affects the financial balance of the business; inadequate 
management practices increase financing needs and lead to higher costs. In 
particular, effective receivables tracking shortens the cash conversion cycle, 
strengthening the company’s liquidity structure and increasing profitability 
(Ahmed, 2022; Monze and Chilolo, 2025). Similarly, effective inventory 
management practices reduce unnecessary inventory costs, enabling more 
efficient use of the company’s cash resources (Ahmed, 2022; Mazanec, 2022; 
Monze and Chilolo, 2025). In this context, various studies have shown a 
strong relationship between the effectiveness of working capital management 
practices and SME performance.

An examination of the financing structure of SMEs reveals that these 
businesses are largely dependent on equity and bank loans. However, these 
financing sources often fail to provide sufficient flexibility for SMEs due to 
collateral requirements, high costs, and access difficulties. This situation leads 
to SMEs facing financing constraints and limits their investment and growth 
capacity (Dongming et al., 2023; Chit and Rizov, 2024; Qasim et al., 2025). 
Research indicates that diversification of financing sources is more common 
in businesses with moderate financing constraints, and this can be considered 
a conscious strategic choice (Chit and Rizov, 2024).
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In this context, the use of alternative financing instruments presents a 
significant opportunity for SMEs. Alternative financing methods such as 
leasing, factoring, venture capital, crowdfunding, and peer-to-peer lending 
facilitate businesses’ access to finance and increase their financial flexibility. 
These instruments provide significant advantages, particularly in financing 
growth and innovation activities, and support the competitiveness of SMEs 
(Dongming et al., 2023; Qasim et al., 2025). However, it is considered that 
factors such as regulatory uncertainties, lack of information, and insufficient 
implementation capacity contribute to the limited use of these financing 
instruments (Dongming et al., 2023; Qasim et al., 2025).

In conclusion, financial management in SMEs is a multi-dimensional 
process requiring a holistic approach to cash management, working capital 
control, and financing strategies. Effective financial management practices 
not only increase the profitability of the business but also reduce financial 
risks, strengthen resilience to crises, and create the necessary infrastructure 
for sustainable growth. In this context, improving financial literacy, 
enhancing working capital management, and diversifying financing sources 
are critically important for the long-term success of SMEs.

5. Financial Analysis and Performance Evaluation

Financial analysis is considered a fundamental management tool for 
evaluating the current financial situation of a business and making sound 
predictions for the future. The limited application of financial analysis in SMEs 
leads to increased uncertainty in decision-making processes and inadequate 
management of financial risks. However, financial analysis not only allows 
for the evaluation of past performance but also enables the identification of 
potential risks in advance and the establishment of a more solid foundation 
for strategic decisions. In this respect, financial analysis stands out as a critical 
tool in SMEs, reducing decision uncertainty and supporting risk management. 
However, there are various structural and managerial reasons behind the 
lack of widespread application of financial analysis in SMEs. The low level of 
accounting and financial reporting competence in many SMEs, the perception 
that record-keeping is difficult and costly, and the insufficient understanding 
of financial analysis tools prevent the systematic implementation of this 
process. This situation limits business managers’ access to critical financial 
information such as debt repayment timing, the contribution of sales to 
profitability, and the effectiveness of the cost structure, leading to significant 
shortcomings in decision-making processes (Prawirodipoero et al., 2019; 
Gardi et al., 2021; Zonna Lia and Natswa, 2021). Similarly, the literature shows 
that while financial tools are theoretically known in small businesses, their 
practical use is limited (Fernandez et al., 2025).
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Financial statements and the ratios derived from them are among 
the fundamental tools that improve the decision-making quality of 
business managers and strengthen risk management. It is stated that as the 
comprehensibility and accuracy of financial reports increase, managers can 
make more accurate and data-driven decisions; this, in turn, has a positive 
impact on business performance (Gardi et al., 2021). In this context, financial 
analysis is not only a technical evaluation process but also an important 
decision support mechanism that determines the strategic direction of the 
business.

Among the most commonly used indicators in evaluating financial 
performance in SMEs are liquidity, profitability, activity, and leverage ratios. 
However, interpreting these ratios requires a more careful and contextual 
approach compared to large businesses. The limited resource structure of 
SMEs, their sensitivity to sector dynamics, and their flexible organizational 
structure create differences in the interpretation of financial ratios. Therefore, 
instead of evaluating financial ratios in isolation, they should be considered 
together with the sector in which the business operates, its size, and its 
business model (Zonna Lia and Natswa, 2021; Khadafi et al., 2021; Štefko et 
al., 2021; Hasidi et al., 2024; Rachmawati et al., 2024).

Liquidity ratios are important for SMEs as they indicate their capacity 
to meet short-term liabilities; however, high ratios should not always be 
considered a positive sign. Indeed, some studies show that very high current 
or acid-test ratios, while indicating low debt risk, can also mean that assets are 
not being used efficiently and that the business has “excess liquidity” (Zonna 
Lia and Natswa, 2021; Hussein et al., 2023; Hasidi et al., 2024). This situation 
may indicate that the business is not using its resources efficiently and is 
failing to capitalize on potential profitability opportunities.

Profitability ratios are among the most important indicators of the 
financial performance of SMEs. In particular, return on assets (ROA), return 
on equity (ROE), and profit margins reveal the extent to which a business uses 
its resources effectively. However, profitability ratios alone are insufficient; 
they should be considered together with liquidity and activity ratios. Studies 
show that evaluating liquidity and activity ratios together provides a more 
accurate understanding of their effects on profitability (Khadafi et al., 2021; 
Hussein et al., 2023; Hasidi et al., 2024).

Activity ratios, on the other hand, show how effectively a business uses its 
assets. Low turnover rates indicate that the business has idle assets and that 
resources are not being used effectively; Excessively high turnover rates may 
indicate that the business is operating beyond its capacity, and this situation 
may not be sustainable in the long term (Zonna Lia and Natswa, 2021; Štefko 
et al., 2021; Hamsyah et al., 2023; Rachmawati et al., 2024). Therefore, factors 



 . 113International  Studies in Economics and Administrative Sciences

such as the company’s production capacity, sector structure, and growth 
strategy should be considered when interpreting activity ratios.

Findings in the literature indicate that the relationship between financial 
ratios and business performance can vary depending on the sector and 
business size. For example, some studies have determined that liquidity ratios 
have a positive effect on profitability, while others have found this relationship 
to be insignificant (Štefko et al., 2021; Syahputra, 2024; Akbar and Nugraha, 
2025). This underscores the importance of not generalizing financial analysis 
results and evaluating each business within its own context.

In conclusion, financial analysis in SMEs is not only a tool for measuring 
performance, but also a mechanism that supports risk management and 
strengthens strategic decision-making processes. However, the effective use of 
this tool is possible only through the development of accounting and reporting 
systems, increased financial literacy, and the integration of financial analysis 
tools into practices by managers. When these conditions are met, financial 
analysis will provide a significant advantage in terms of the sustainability and 
competitiveness of SMEs.

6. Key Problems Encountered in SMEs

The problems that SMEs face in their accounting and financial management 
processes stand out as structural challenges that directly affect the financial 
performance, sustainability, and growth capacity of these businesses. In the 
literature, it is seen that the financial and managerial problems faced by SMEs 
are largely concentrated around difficulties in accessing finance, inadequacies 
in cash flow management, informal transactions, and lack of financial 
literacy. The major accounting and financial challenges faced by SMEs and 
the corresponding solution approaches are summarized in Figure 4.

Figure 4. Major accounting and financial problems in SMEs and corresponding solution 
approaches.

It is stated that these problems often exhibit a structure that feeds and 
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deepens each other; consequently, they are directly related to low financial 
performance and increased bankruptcy risk. One of the most fundamental 
problem areas for SMEs is access to finance and insufficient capital. The vast 
majority of these businesses have an equity-heavy financing structure and 
their access to external financing sources is limited. This situation increases 
borrowing costs and raises the level of financial risk (Karadag, 2015; Tharmini 
and Lakshan, 2021; Nkwinika and Akinola, 2023). The collateral and audited 
financial statements required, particularly in accessing bank loans, pose a 
significant obstacle for SMEs lacking regular accounting records (Ezeagba, 
2017; Zotorvie, 2017; Tharmini and Lakshan, 2021). In this context, the lack 
of financial transparency negatively impacts not only internal management 
processes but also external financing opportunities.

Another significant problem area is the inadequacy of cash flow 
management and the tendency towards informality. In SMEs, the failure to 
prepare cash budgets, insufficient understanding of the difference between 
cash and profit, and the lack of systematic tracking of receivables can lead 
to liquidity crises (Nkwinika and Akinola, 2023). Furthermore, incomplete 
accounting records, conducting transactions through non-bank channels, 
and the irregular reporting of financial data are common in many SMEs 
(Ezeagba, 2017; Abalaka et al., 2025). Such deficiencies prevent the accurate 
analysis of the company’s true financial situation, the healthy measurement 
of profitability, and the emergence of various problems in tax and credit 
processes. Moreover, this situation can lead to erroneous financial decisions, 
exposing the company to the risk of bankruptcy (Zotorvie, 2017; Tharmini 
and Lakshan, 2021; Rizqy Aiddha, 2024).

Low levels of financial literacy and the lack of professional finance/
accounting personnel in SMEs are among the key factors that exacerbate 
these problems. In most SMEs, business owners or managers have limited 
knowledge of accounting and finance, and financial decisions are often 
made without professional support (Karadag, 2015; Tharmini and Lakshan, 
2021; Ma et al., 2022; Zhang and Huang, 2023). Furthermore, the high cost 
of employing professional accounting or finance personnel and the lack of 
knowledge in this area lead to inadequate accounting processes in many 
businesses (Zotorvie, 2017; Tharmini and Lakshan, 2021). Lack of financial 
literacy is also directly related to the insufficient adoption of basic financial 
management practices such as budgeting, financial reporting, and strategic 
planning (Karadag, 2015; Nkwinika and Akinola, 2023; Is et al., 2025).

Various suggestions are offered in the literature to address these problems. 
To overcome access to finance problems, it is recommended to establish regular 
and transparent financial reporting systems, increase professional accounting 
support, and improve financial literacy levels (Karadag, 2015; Ezeagba, 2017; 
Tharmini and Lakshan, 2021; Nkwinika and Akinola, 2023). Regarding 
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addressing weaknesses in cash management, it is emphasized that cash budgets 
should be prepared, receivables and payables should be systematically tracked, 
and effective working capital management should be adopted (Tharmini and 
Lakshan, 2021; Nkwinika and Akinola, 2023). Furthermore, to address the 
shortage of professional personnel, it is suggested to expand training programs, 
encourage consulting accountant services, and increase practices supported 
by the government and professional organizations (Tharmini and Lakshan, 
2021; Zhang and Huang, 2023; Sirembe et al., 2025). In conclusion, difficulties 
in accessing finance, inadequacies in cash flow management, informal 
transactions, and low financial literacy levels in SMEs, combined with a lack 
of professional accounting and financial management skills, severely weaken 
the financial performance of businesses. Overcoming these problems will 
be possible not only through increasing financial resources but also through 
strengthening record-keeping systems, raising the level of financial education, 
and expanding professional support mechanisms.

7. Conclusion and Future Perspectives

This study highlights that accounting and financial management in SMEs 
should be viewed not merely as compliance-driven technical processes, but as 
strategic tools that directly influence sustainability, resilience, and long-term 
competitiveness. The findings indicate that structural characteristics such as 
limited resources, family ownership, and low institutionalization often lead 
to weak financial practices, increasing vulnerability to liquidity problems and 
financial risks. In particular, inadequate cash flow management, limited use 
of management accounting tools, and low levels of financial literacy constrain 
effective decision-making and negatively affect financial performance. 
Conversely, SMEs that adopt integrated financial management approaches, 
including budgeting, working capital control, and financial analysis, 
demonstrate improved profitability, stability, and crisis resilience. Moreover, 
digital transformation has emerged as a key driver in enhancing accounting 
systems, enabling real-time reporting, improved transparency, and more data-
driven decision-making; however, its effectiveness depends largely on the firm’s 
digital capabilities and human capital. In this context, strengthening financial 
literacy, promoting the use of management accounting practices, and investing 
in digital financial systems are essential for improving SME performance. 
Future research should focus on the integration of advanced technologies 
such as artificial intelligence and data analytics into SME financial systems, 
as well as sector-specific and longitudinal analyses to better understand the 
long-term impacts of financial and digital transformation. Overall, adopting 
a holistic approach that combines technological advancement, human capital 
development, and institutional strengthening will be critical for ensuring the 
sustainable growth and competitiveness of SMEs in an increasingly complex 
economic environment.
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