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Cultural Antecedents of Sustainability and Regional Economic
Development - A Study of SME ‘Mittelstand’ Firms in Baden-
Wirttemberg (Germany)

This paper examines behavioural and regional/geographic cultural antecedents of
sustainability in SME contexts. The study identifies prevailing macro-
representations of sustainability in the literature and highlights an over-focus on
large firms constituting the predominant unit of analysis. Moreover, there is a
propensity in the literature to view sustainability primarily in terms of
‘environmental’ — closely linked to a corporate strategic imperative narrative of
economic competitiveness and profitability. Overall, this perspective tends to
generate accounts which are acultural, apolitical and ahistorical in terms of
innovative actions and sustainability practices. In response, using a conceptual
framework of moral identity, the paper develops a more micro-foundational insight
to sustainability (developing notions of ‘tangible’ and ‘intangible’) and examines
regional economic development attitudes at individual owner-manager/managing

director level in small-to-medium sized firms.

Methodologically, an inductively-framed interview schedule was employed with
owner-managers and managing directors (n= 30) of manufacturing SMEs in the
Baden-Wirttemberg region (Germany). The study identified a range of micro-
foundational behavioural antecedents operating in the sample companies. In
particular, it underlined that many of the SME owner-managers/managing directors
expressed views informed by a particular moral identity connected with a
perspective rooted in regionally bound, longstanding and ‘expected’ behaviours of
trust, fairness, honesty and community responsibility. They viewed themselves as
distinctive from larger companies which they saw as pursuing a different
orientation based on weaker value systems, short-term performance and
market/shareholder returns. In contrast, the sample exhibited longer-term
sustainability perspectives based on a deep historical linkage with local culture,

community and a sense of obligation towards economic protection of employees.

Keywords: Tangible and Intangible Sustainability, Moral Identity, Behaviour,
SME, Germany



Introduction

The concept of sustainability has generated a substantial literature encompassing a wide
span of domains (Carroll, 1979; Crane and Matten 2010; Brammer and Walker, 2012;
Hatak, Floh, and Zauner, 2015; Crilly, Hansen, Zollo, 2016; Cooper, Stokes, Liu and
Tarba, 2017). Sustainability literature has, in particular, focused considerable attention
on the activities of larger multinational corporate (MNC) entities and their institutional
and pan-national macro-contexts typically concerning initiatives on climate change and
environmental impacts (Norton et al, 2015). Clearly, this is not to overlook the fact that
sustainability may also be linked to issues of, for instance, durability or continuity,
nevertheless, increasing and particular attention is required in relation to (environmental)
sustainability in other organizational arenas especially small-to-medium sized enterprises
(SMEs) (Spence, 2016; Wickert, Scherer, and Spence, 2016). However, in spite of these
developments, the predominant macro-orientation in the commentary means that overall
the sustainable ‘agenda’ has tended to be argued and conceptualized in a primarily
positivistic conceptual manner (underpinned by historically-rooted scientific concepts of
linearity, metrics, causality and representationalism). This predilection causes attention
to be focused on a number of recurrent dimensions. First, ‘the firm’ (and particularly
MNC firms, involving relatively apolitical, acultural, ahistorical representations of the
people within it) constitutes the principal unit of analysis and sense-making in many
sustainability studies (Stokes, 2011; Clegg, 2012). Second, there is a tendency to view
sustainability through largely an environmental or ‘green’(-wash) orientated gaze (Urry
and Larsen, 2011) which focuses on physical dimensions such as: recycling, energy,
climate change initiatives and responses, and resource conservation. These are, of course,

laudable but there are also important cultural, regional, social and micro-political



perspectives which also need to be integrated with this environmental-oriented
perspective. Third, the preoccupation with tangible and physical aspects is often aligned
with framing sustainability primarily in terms of (positivistic) gains of efficiency,
effectiveness, competitiveness, performance and profitability, rather than more local and
individual-level cultural and sociological imperatives. We argue that this remains an
important gap in the literature stream on sustainability management studies.
Consequently, there have been fewer studies within the sustainability field which
examine the enacting power of micro-behavioural aspects, the roles and influence of
individual actors, and the local contexts in which they are situated (Markman et al. 2016).
The present study addresses the identified theoretical gap by exploring antecedents of
SME owner-manager/managing director engagement with sustainability linked to the
idea of local, cultural, and historical contexts. More specifically, by focusing on
individual and micro-dimensions, it particularly considers the dynamics surrounding
individual owner-manager sensemaking (Weick, 1995) and its implications for
understanding the realities of sustainability (Shevchenko, Lévesque and Pagell 2016).
Moreover, the paper draws on the role of moral identity in the formation of attitudes
towards sustainability in specific spatial-cultural contexts (following Anderson and
Smith, 2007; Korsgaard and Anderson, 2011). Empirically, the study undertakes an
inductive investigation of the manufacturing-orientated region of Baden-Wirttemberg in
South-Western Germany. Given its strong sense of regional identity, this area is a
pertinent site in which to examine the amalgam of socio-cultural and economic
antecedents and micro-foundational factors operating as drivers for sustainability actions

in SMEs settings. The paper addresses the following research question:

e What are the antecedents and factors which drive SME owner-manager

behaviour in relation to sustainability and regional/local economic dynamics?



The paper proceeds as follows: first, it undertakes a review of the literature on
sustainability related to SME contexts. It then introduces and elaborates the notion of
moral identity and examines this in connection with socio-cultural antecedents.
Subsequently, the research design is explained and empirical findings of the study are
presented. The final section concludes the study by discussing implications, limitations,
and future research directions and the paper provides a number of contributions to the

sustainability literature from a micro-foundational perspective.

Literature Review

SMEs and Sustainability

Sustainability is a relatively young and evolving field which has nevertheless received
considerable scholarly attention (Imram, Alam and Beaumont, 2014; Bansal and
Hoffman, 2010; Elkington, 1997; Starik and Marcus, 2000). Like its kindred domains,
such as CSR, sustainability and responsibility, are: ‘essentially contested concepts’
(Bakker, Groenewegen and Hond, 2005; Okoye 2009). In the case of sustainability,
despite repeated attempts to define the term there does not exist a generally accepted
definition in the literature (Lozano, 2008; Mathieu, 2002; Parkin, Sommer and Uren,
2003; Rogers, Jalal and Boyd, 2008; Montiel and Delgado-Ceballos, 2014). This may be
the result of the fact that sustainability has necessarily iteratively developed in tandem
with increasing pressures on institutions and companies in order to take account of
environmental and corporate social responsibilities (Basu and Palazzo, 2008; Friedman,
1970; Solomon and Martin, 2004). Indeed, Hopwood, Mellor and O’Brien (2005: 35)
argue, alluding to linkages between the local and the macro-contexts, that: ‘the concept
of sustainable development is the result of a growing awareness of the global links

between mounting environmental problems, socio-economic issues to do with poverty



and inequality, and concerns about a healthy future for humanity.” Nevertheless, it is
important to note that, overall, sustainability commentaries have tended to focus,
predominantly on issues concerning environmental, or what may be termed ‘green’
issues, recycling, energy and resource conservation of sustainability as opposed to, for
instance, social, cultural, behavioural or even funding dimensions (Calic and
Mosakowski, 2016).

In order to characterize these foci, the present argument, introduces and employs
the notion of ‘tangible’ sustainability for such environmental/performativity focused
views. This is due to the fact that these representations are largely characterised by their
focus on physical resource conservation in association with overall national, pan-national
and global economic macro-concerns of efficiency, effectiveness, growth, performativity
and profitability. Such ‘tangible’ representations tend to constitute the predominant
casting of sustainability.

There is thus an important gap in the extant literature. In contrast to ‘tangible’
sustainability, ‘intangible’ sustainability points at constructions of sustainability which
are intrinsically connected to aspects such as behaviour, values, culture and identity often
played out through local and micro-focused idiosyncrasies and individuals operating in
socially constructed situations. Intangible sustainability suggests spaces in which
individuals connect with, or socially enact, sustainability but not necessarily or
automatically for ‘tangible’-type sustainability rationale or objectives (resonating with
De Clercq and Voronov’s (2011) notion of competing logics). Thus, intangible
sustainability represents a more oblique engagement with sustainability but can be very
important in ensuring the durability and continuity of organizations and networks.
Moreover, it is important to differentiate ‘intangible’ sustainability from existing debates

which occur in connection with sustainability in relation to kindred but different domains



- for instance, intangible assets, which encompass brand value (Liu et al, 2018),
intellectual property, and corporate reputation and contrast with tangible assets such as
buildings, stock or equipment. The introduction of a concept of ‘intangible’ sustainability
surfaces a novel arena of values and behaviours which is difficult to observe but
significant offering an opportunity to recast dominant corporate imperatives. The notion
of intangible sustainability connects well with a number of emergent themes in
responsible and sustainability debates whereby sustainability can be understood as a
phenomenon which: ‘... encompasses economic, environmental and social issues that
have business implications’ (Asif et al., 2011, p. 354). Moreover, Dyllick and Hockerts
(2002) signal the potential significance of linkages of the social and the responsible with
the longer-term. Importantly, this introduces a temporal dimension which can be
employed to look beyond many organizations’ propensity to emphasize metrics such as
short-term profits, share prices and growth targets which potentially conflict with a
longer-term mind-set and issues.

Furthermore, the distinction between tangible and intangible sustainability can be
underscored by more profound paradigmatic divisions and underpinnings. A focus on
linking sustainability to short-term gains in efficiency, effectiveness and performativity
metrics points at the articulation of particular positivistic and managerialistic assumptions
which have operated as the dominant paradigms shaping management conceptualisation
during much of the twentieth century and subsequently (Lyotard, 1984; Boje, Gephart
and Thatchenkery; Stokes, 2016). In other words, the conceptual subtext of large areas of
work on (tangible) sustainability portray (if not openly acknowledge) sustainability as
something to be employed principally to make the firm grow and survive, so as to
continue achieving ongoing and higher returns rather than, for instance, embracing

cultural, social or moral motives (Korsgaard and Anderson, 2011). Moreover, as noted



above, linked with positivistic agendas, much analysis of sustainability has tended to
focus on the macro- ‘firm’ or ‘organizational” unit (in conjunction with ‘tangible’ green
and environmental concerns) and how these inform and improve firm performance and
profitability or commensurately, image and reputation. Furthermore, in association with
the above-noted propensities, the literature on sustainability has had a predilection
towards the study of large-scale enterprises, institutional frameworks and multinational
corporation firms (MNCs) rather than SMEs and associated micro-dimensions (Lee,
2008; Lindgreen and Swaen, 2010).

The focus on larger enterprises in relation to sustainability is curious since,
paradoxically, SMEs constitute a significant proportion of contemporary Western
economies (EU, 2006) and this means that, in addition to economic impacts, they are also
likely to have substantive impacts on socio-cultural (i.e. behavioural) factors as well as
the tangible environmental sustainability issues. Consequently, while there is no doubt
that SMEs play a significant role in terms of employment levels, research also indicates
that SMEs account for approximately 70 per cent of overall environmental pollution
(Hilary, 2000) — a prescient point in relation to sustainability initiatives. Furthermore,
differences in size between SMEs and multi-national corporations (MNCSs) are prone to
producing differences in respective economic, organizational and behavioural
characteristics. Welsh and White (1981) appositely underline that small enterprises tend
to have an extreme range of forms and that the nature of small business is not similar to
a little big business. In particular, research agendas have turned to understanding SMEs,
and especially their behavioural dimensions, and role within society (Jenkins, 2004;
Morsing and Perrini, 2009; Spence, 1999, 2007; Thompson and Smith, 1991).

In addition, contemporary conceptual work has also pointed at the implicit,

embedded and hence often occluded nature of SME sustainability practices which are in



stark contrast to the very public presentations and impression management activities
undertaken by MNCs (Wickert et al., 2016). However, besides (positivistic) economic
and organizational rationales, behavioural rationale can also significantly affect SME
behaviour and practices, exemplified, by way of illustration, in SMEs’ talent management
practices (Stokes et al., 2015). Thus, the sustainability literature encourages study of the
SME context more closely, and in particular, the individual behavioural micro-
foundations of sustainability practices in SMEs (Markman et al. 2016). This paper aims
to fill this important gap by examining the micro-foundational cultural, behavioural and
moral identity antecedents linked to ‘intangible’ and ‘tangible’ perspectives of
sustainability in an SME context.

Having elaborated the foci, purposes and intended contribution of the paper in
relation to micro-foundational dimensions, SMEs and sustainability, the next section of

the paper considers the role of moral identity in relation to these issues.

Micro-foundations of Sustainability: SMEs - Intangible Sustainability and the
Role of Moral Identity

The concept of moral identity examines deep values, beliefs and attitudes which drive
human behaviour and seeks to understand what propels people to act for the benefit and
well-being of others (Piaget 1932; Kohlberg, 1971; Rest, 1979; Aquino et al., 2009).
Moral identity is seen as being potentially derived from both cognitive development and
socio-cognitive development sources (Aquino et al, 2009) and points at a wide range of
interlinked terms including: moral awareness, moral reasoning, moral judgment, moral
sensitivity, moral character, moral behaviour and moral action (Villegas de Posada and

Vargas-Trujillo (2015).



Overall, research reveals the important role of moral identity in affecting pro-
social behaviour (i.e. behaviour which affirmatively reinforces conduct in varying
situations) in organizations. For instance, leader moral identity is indicated as being
positively related to ethical leadership (Mayer et al., 2012). Furthermore, there has been
allusion to the fact that moral identity may moderate employees’ reactions towards
sustainability-type issues by addressing the micro-level perspectives (Rupp et al, 2013).
Moral identity can also significantly be affected by contextual and localised factors
(Anderson and Smith, 2007). For instance, when a situational factor decreases the current
accessibility of moral identity, it weakens the motivation to act morally (Aquino et al.,
2009; De Groot and Steg, 2009; Shao, Aquino, and Freeman, 2008).

Thus, while a significant amount of work has been undertaken on moral identity,
less has been developed which connects the concept to sustainability in a micro-
foundational temporal and specific geographical spatial manner in SME contexts. In the
specific case of the SME setting, Spence (2016) has signalled SMEs’ primary challenge
as survival and their permanence as going concerns. This generates tensions with moral
choices and moral identity in relation to issues such as sustainability. For many MNCs,
the nature of the ‘short-term’ dictates the conditions of cyclical reporting and results to
shareholders. For resource-constrained SMEs the ‘short-term’ can often risk jeopardizing
the firm and, naturally, has to be addressed in an ongoing manner to ensure the longevity
of the company. Therefore, in the SME context, sustainability needs to be contextualised
through a short-term/long-term temporal dialectic of endurance rather than necessarily
through a ‘green’ environmental ‘symbolic’-type perspective. In contrast to MNCs,
which may use sustainability as a strategic tool and communicate explicitly to obtain
symbolic competitive advantages, SMEs are more likely to view and inform sustainability

in alternative manners, i.e. linked to community, employees etc (Shepherd and Patzelt,



2011). Consequently, the latter provide an important empirical setting for the conceptual
and theoretical advancement of research on implicit and embedded i.e. intangible forms
of sustainability in local contextual settings. Moreover, in the micro-settings of SME
contexts, owner-managers, as key agents are enacting and reproducing moral identity and
they are likely to play a disproportionately significant role in setting policy, atmosphere
and direction in most aspects of the firm (Mayer et al., 2012).

While moral behaviour is founded in the individual, he or she is nevertheless
situated in relation to a community or larger entity and companies (especially SMEs) tend
to be viewed as being importantly and closely connected to their local community
(Habisch, 2004). The findings of Pret and Carter (2017) indicate that embeddedness in a
community increases the willingness of entrepreneurs to collaborate. Moreover, the
importance of localized elements also reinforces the influence of cultural contextual
factors wherein moral identity and moral emotion manifest varying effects in cross-
cultural situations (Chang, Weaver, and Kim, 2015; Xing, Liu, and Cooper, 2018). Extant
research offers insights on the socially enactment of entrepreneurial behaviour in SMEs
in varying country contexts (Avram and Kihne, 2008; Uhlaner et al, 2012; McKeever,
Anderson and Jack 2014). However, there is strong indication that the role of key
individuals (i.e. SME owner-managers) in the wider social and cultural (indeed
national/regional) dimensions merit enhanced attention as they play an important role in
the formation and role of moral identity in relation to sustainability at a micro-
foundational level. The argument now moves to examine a context specific exploration
of sustainability in an SME localised context by developing a case for the consideration
of moral identity and owner-director behaviour in relation to sustainability in a specific
German context. Table 1 below summarises the arguments of tangible and intangible

sustainability from a comparative perspective:



Characteristics

Tangible Sustainability

Intangible Sustainability

Sustainability focus

Environmental/green-type

issues

Values, beliefs, moral identity

Unit of analysis

Large firms — MNC

SME/Alternative forms of firm

Metrics

ROI, profit/turnover/quarterly

return

Well-being, security,

consistency, resilience

Temporal focus

Short-term returns

Longer-term sustainability

Underpinning paradigm

Modernism/positivism

Critical orientated values, moral

identity

Spatial focus

Globall/little connection to local

Deeply linked to

local/employees and community

Table 1. A comparison of tangible and intangible sustainability

SME Owner-Directors/Managing Directors and Sustainability: The Role of

Moral Identity in the Context of Baden-Wurttemberg, Germany

The literature provides some useful accounts that describe the fundamental characteristics
of SMEs (Burns, 2011; Curran and Blackburn, 2001; Kramer, 2003). However,
Germany’s regionalism (Wehling, 2004) provides an interesting and revealing case
through which to examine micro-foundational issues of moral identity in relation to SME
owner-managers and sustainability. In Germany, the notion of ‘Mittelstand’ is used to
describe SMEs but also points at specific localised cultures surrounding them. In the focal
case of the German south-western region of Baden-Wurttemberg (Cost, 2006) Mittelstand
manufacturing is a key industry (Lee, Herold and Yu, 2016). Moon (2007) indicates that
the understanding of ideas such as sustainability and responsibility in a business
organization is dependent on such national social, economic, governance and
environmental systems operating where the firm resides with cultural context determining

what is important (Stieb, 2009). Moreover, in the specific German context, the state and



banks play a major role in shaping political, economic systems, market interactions,
environmental issues and corporate governance systems (Habisch et al., 2011; IW, 2005;
Winkler and RemiSova, 2007; Audretsch and Elston, 2002; Deutsche Bundesbank, 2012),
as a co-ordinated market economy (Liu and Meyer, 2018; Xing, Liu, Tarba and Cooper,
2017). Furthermore, Habisch and Wegner (2005) illustrate that Germany’s connection
with sustainability, responsible management and social movements and entrepreneurship
is also deeply-rooted (back to the 1880s) (Heblich and Gold, 2008; Hiss, 2009).
Moreover, Kantian philosophy and social duty (Kant 1724-1804) remain influential in
Germany and generally contrast with utilitarian free-market Anglo-Saxon/self-interest
models (Palazzo, 2002). Hiss (2009) indicates that this form of ‘organised capitalism’
tends to generate implicit consensus and a long-term social market economy (Soziale
Marktwirtschaft) - ‘Rhenish capitalism’ (Albert and Rauf, 1996).

At the micro-level, Reindl (2003) also notes that independent and individualistic
mind-sets in the region are common and there is tendency to concentrate on ‘internal’ or
local resources rather than looking beyond the boundaries of the firm. He characterises
this posture a typical ‘do-it-yourself” mentality (klassischer Selbermacher). Moreover,
the population is often associated with thriftiness, diligence and endurance with a
propensity for meticulous work and a capacity of inventiveness. The region has a paucity
of natural resources, has land-bound access in terms of trade routes and as a consequence,
creativity, technical competencies and entrepreneurial thinking have had to evolve
(Landeszentrale fur politische Bildung, 2001; Cost, 2006). As an ensemble, these regional
factors provide important background micro-foundations context which inform the moral

identity aspects of SME owner-director behaviour towards sustainability.

Research Methodology

The authors conducted an in-depth study which focuses on SME owner-



manager/managing director behaviours towards sustainability in the SME manufacturing
sector in a specific European regional and national context. This served to address a
paucity of theoretical and conceptual qualitative work on the important Mittelstand
/German setting (responding to Walther et al. 2010). Thus, the research design of the
paper adopts a qualitative approach following characteristics outlined by Snape and
Spencer (2003) providing in-depth and interpreted understanding of this social world of
research participants (Fuller and Tian, 2006).

As the study focuses on owner-managers of SMEs, the process of negotiating
access to potential firms underlined the severe time restrictions of potential high-level
participants. Connected with the interpretive nature of this research, the research design
employed a personal semi-structured interview approach in order to allow openness
(Alvesson and Ashcraft, 2012; Holstein and Gubrium, 1995; Silverman, 2011).

Given the inductive orientation of this work, combined with the heterogeneity of
the SME sector there is no claim to broad representativeness or generalisability in a
statistical sense (Curran and Blackburn, 2001). Nevertheless, this does not mean that
conclusions of this research are not applicable in a measured manner to other settings, for
instance through means of an analytical generalisation (Kvale and Brinkmann, 2009).

The study focuses upon manufacturing firms in Baden-Wirttemberg for a number
of reasons. First, manufacturing firms have the potential to offer a unique insight because
they tend to be acutely aware of the potential environmental and energy impacts of their
operations and consequently have an ongoing interest in sustainability (Bradford and
Fraser, 2008; Holland and Gibbon, 1997; Jenkins, 2006). Second, manufacturing firms
have a historical and contemporary cultural importance in the Baden-Wirttemberg
economy (Statistisches Landesamt Baden-Wirttemberg, 2013). Finally, the research

team has familiarity with the region and organizational access to the manufacturing firms



located in it. The decision to focus on senior level executives/managing directors
(following Kincaid and Bright, 1957) was linked to the wide company knowledge they
possess and their propensity to infuse their beliefs and attitudes into the firm culture
(Healey and Rawlinson, 1993; Carr, 2003; Burton and Goldsby, 2009).

The recruitment of the sample was undertaken via the Chamber of Industry and
Commerce in Baden-Wurttemberg company publically available region, size, sector lists.
A list of approximately 180 firms was compiled and all of the companies were contacted
to solicit interviews. ldentification of the appropriate participants was time-consuming,
especially where identification of MD-type roles was not immediately evident (echoing
Healey and Rawlinson, 1993). Gatekeepers were primarily assistants to managers, but
also frequently receptionists. Initial approach was made by letter followed up via phone
call to schedule appointments. From 80 company contacts 30 high-level in-depth
interviews were secured. Convenience and snowball sampling were employed to a
minimum extent. Interviews were conducted in German and subsequently transcribed and
translated. Confidentiality, identifying characteristics of firms and participants and
anonymity was ensured. The fieldwork took place between January and August 2014.
Overall, 16.67 per cent of the respondents were female. The low percentage of female
participants reflects a generally reported low percentage of women in leading positions
in German organisations (BMFSFJ, 2010). Therefore, the proportion of female managers
in the sample is typical for the German SME sector. All participants were of German
nationality and ethnicity and were born in Baden-Wirttemberg with a wide spread of age
29 years old to 76 years old (mean average was 55 years old). The majority of respondents
were experienced business people.

The research was mindful of Gioian insights regarding: assumptions, qualification

of the research question, 1% order (literal) and second order (conceptual) analyses linked



to the general quasi-Grounded Theory of inductive research (Gioia, Corley & Hamilton,
2013). The analysis approach was based on thematic coding and template analysis (Braun
and Clarke, 2006; King, 1998, 2004, 2012) This approach structures analysis in
accordance to how they relate to each other allowing a hierarchical order or
conceptualization and the identification of emergent of first order and second order
themes.

The analysis began with repetitive and intensive reading of the data by the research team
members. This worked to develop the reliability of the analytical findings. The first round
of readings generated a priori codes. These are, in effect, the main constructs which
emerge as apparent and salient from the data set. Having established these initial codes,
further repeated readings, developed a series of secondary tier codes which represent
phenomena and recognised experiences and perceptions operating within, and in relation
to, the a priori codes. During these processes, instances can arise where identified issues
or pieces of data cannot be readily situated within identified a priori codes. Here, it was
necessary to acknowledge the emergence of a new a priori code from the data.

The table below provides an overview of the structure of themes, which resulted
out of the multiple interactions with data described above. The thematic coding approach
led to some kind of hierarchical order (King and Horrocks, 2010) consisting of themes,
sub-themes and codes (Coffey and Atkinson, 1996; Dey, 1993; Gibbs, 2007). The relation
of quotes to the hierarchical order of themes and sub-themes is being illustrated in the

discussion of findings.

Construct (Theme/sub-theme) Exemplary codes describing the phenomenon

1. General personal attitudes of participants
Mentality of the Owner Manager / Self-determination, Assertiveness, Self-evaluation,
Managing Director Swabian cultural identity




Views on large enterprises

Large enterprise thinking, corporate power, effect
of capital market, arrogant behaviour, personal
distance

2. Characteristics of Mittelstand firms

Traditional descriptive characteristics

Hierarchical levels, resource scarcity, flexibility

Nature of tasks

Width of working tasks, ad hoc mentality, strategic
tasks, operational tasks

Long-term view

Developing the firm, growth, economic success,
relationship to customers, relationship to suppliers,
succession, ownership issues, employee fluctuation

3. Societal embeddedness and networks

Local environment

Local authorities, local society, regional
connection, local employees, regional customers,
regional suppliers, honorary posts

Activities in the social sphere

Charity projects, cultural sponsoring, sponsoring
clubs, supporting education

Network externalities

Involvement in business associations

Relevance of sustainability topics, SME business
associations, sustainability business associations,
regional associations, traditional business
associations, industry specific associations

Co-operations

Research facilities, firms

4. Employees

Importance

Shortage of qualified labour, representing a success
factor, valuing employees in a more general sense

Employee-oriented culture

Close relationship, job security, treating employees
fairly, equality of chances, pressure and workload,
supporting employees in difficult situations

Activities

Vocational trainings, continuous training, financial
benefits, flexible working time, health
management, ergonomic working conditions,
providing additional facilities, job rotation, events

5. Ecological dimension

Legal regulations, environmental awareness, lower

Importance . .
relevance of environmental issues
Recycling, biodiversity, integrating ecological
considerations in products, preventing pollution,
Activities vehicle fleet, improving processes, using green

electricity, producing green energy, saving energy,
saving resources

6. Business practices and principles

Mittelstand approach of doing business
with each other

Moral and ethical issues

Norms and values, critical working conditions,
arms industry, corruption, subsidies, management
remuneration, purpose of a firm

Reflection

Evaluating own engagement

A. Integrative theme: management approach

General management approach

Formalisation, employee empowerment




Systematics, management guidelines and values,

Management approach employees feedback culture, survey tools, key performance
indicators

Management approach ecological Works suggestion scheme, form of the management

dimension system, benefits, problems

Local relationship, resource orientation, win-win

Selecting social activities . . .
approach, implementation dynamics

Table 2. Hlustrating the hierarchical structure of themes, sub-themes and codes

Findings

The data surfaced a range of issues and antecedents linked to moral identity which inform
and drive attitudes to micro-foundations of sustainability in the particular context
surrounding the sample SMEs. The findings are presented within the emergent themes

elaborated below.

Owner-Manager Mentality Linked to Cultural Regional Identity

Within the Mittelstand firms of Baden-Wiirttemberg context the issue of ‘self-
determination’ and ‘autonomy’ (Chaston, 2010) emerged as vitally important. Here, ‘self-
determination’ was characterised by the idea of taking responsibility for action on behalf

of others:

‘I am an entrepreneur. [ want to do things, yes, I want to change things.’

(Owner-Manager Company AD)

‘In Mittelstand firms, | see the possibility of self-realisation. There is less
politics. There is the chance to participate with your skills and influence and

create a company.” (Owner-Manager Company D)

This respondents desire for freedom so as to be able to accomplish and transform
existing situations was recognized as important. This is in line with the overall

entrepreneurial verve (Davidsson, 2004; Storey and Greene, 2010), but tends to be



anchored more strongly in the local Swabian identity of participants (see also Cost, 2006,
Herrigel, 1996; Weber and Wehling, 2012), especially in contrast to SMEs of other
countries, for which also a status quo mentality can be observed in literature (Hankinson,
Bartlett and Ducheneaut, 1997). It should be underlined that the generally expressed
principal objective supporting this motivation was not necessarily maximising profits but

appeared to be a wider social mission:

‘But personally, I am interested in other things [than just profit and
economics]. Personally, it is important to me that I can continue to decide
freely.” (Owner-Manager - Company AD)

These comments pointed at a predisposition towards deeper motives held by
owner-managers which operated in tandem with a disciplined hardworking mentality (see
also Koiranen, 2002) that was particular evident in challenging situations - an
environment which is heavily influenced by the broader mind-set of the ‘Baden-

Wiirttemberg context’:

‘We do not want to grow and expand [endlessly]. But the main orientation is
traditionally Swabian [i.e. regional and cultural]. I tend to say - Do always
what you can. Be careful not to overstrain yourself. This also equals the
principle of sustainability. These are the basic conditions.” (Owner-Manager

- Company O)

Here, the regional cultural background (Cost, 2006; Weber and Wehling, 2012;
Wehling, 2004) (‘Swabian’ — i.e. a cultural identity associated with this historical region
in southern Germany which encompasses Baden-Wirttemberg) is used by the respondent
to explain that the goal is not to grow ‘at all costs’ but simply to do what is possible and

not get drawn into the pursuit of maximum growth regardless of how this might be

manifested (i.e. sales volume, turnover or profit). So, this participant recognises that there



are spatial limitations to what can be achieved or, more specifically, to what should be
achieved. Importantly, this limitation is internally focused, although influenced by
externally imposed values, and is strongly connected to notions of risk aversion. It is
interesting that this self-imposed restriction appears linked to wider notions of
sustainability. It does not appear to be narrowly linked to uniquely green or environmental
issues but rather concerned with a temporal dimension of endurance and longevity of the
firm as a social vehicle for the community. The theme of Swabian values of thriftiness

and caution are also reflected in the following observation made by a Managing Director:

‘We have started energy management in a classic way, simply like Swabians
do it. During the crisis in 2008-09 we said: Now we have to save everywhere.’

(Managing Director - Company Y).

Modesty and thriftiness are historically part of the culture of the local Swabian
people (Bechtle and Lang, 1999; Cost, 2006) and provide important cultural antecedents

for the approach towards sustainability in SME settings.

Additional quotes referring to the sub-theme mentality of the Owner-

Manager / Managing Director, which could be identified as a powerful Code

moderator

‘Unbelievable. It is, how do we say. I am the architect of my own fortune. That is Self-

the huge difference.” (Company C) determination

‘...and I will have to work till I am 70 years old, however it is not like work, it is Self-

self-realisation. Of course, with ups and downs.” (Company K) determination

‘Stability. Stability. Satisfaction. I mix entrepreneurship and the life within the Self-

company with my private life.” (Company D) determination
Self-

“There is a greater degree of freedom.” (Company F) determination

‘It is often that people say, you are sitting here, you are the boss, you can decide

this now. Then, | reply, yes, the good thing is that | can decide when | decide, and Self-
I do not decide now. This is the difference...nobody can force me to decide.’ determination
(Company O)

‘And this gives you freedom, you do not have to ask, if you have the freedom as
an Mittelstand entrepreneur to do such things [i.e. projects, investments], to also
have the courage.” (Company W)

Self-
determination

“We were brought up like this [in Baden-Wirttemberg]: saving, yes recycling. Swabian cultural
This is rooted in our mindset, yes. Totally.” (Company M) identity
“The relationship to the local region here [in Baden-Wiirttemberg] is stronger.’ Swabian cultural

(Company P) identity




Table 3. Additional quotes substantiating the Owner-manager mentality in the context

of the Swabian cultural background

The moral role of the firm and its owner-managers in ensuring the sustainability
of the community through maintaining skills and conditions for employees was evidenced
through a number of illustrative employee-related mechanisms identified in the sample
SMEs. Examples included: provision of vocational and continuing professional training;
financial incentives such as profit sharing and incentive schemes; health schemes; flexible
working arrangements; ergonomic work assessments; job rotation (in order to maintain
interest); social events (Christmas fetes etc.) The following table shows further quotes

from data substantiating the discussed findings above:

Additional quotes referring to the sub-theme employee oriented-culture Code

‘When our teams through innovation, in which | was not involved in an
operational sense but often enough acted as a visionary, projects after 20 years,
lead to attractive products for our customers...” (Company K)

“You always have to remind yourself, without employees, without good
employees nothing works. You cannot do it by yourself. You have to integrate
yourself and you need to be aware of your responsibility.” (Company O)

“The regional connection leads to a closer relationship to the people and it helps
to remain grounded. You talk to everyone. Hauteur and arrogance are not Close relationship
acceptable.” (Company Q)

‘I would say that I know 60 to 70 per cent of employees by name. This certainly
is also a criterion for a Mittelstand company.” (Company Y)

‘..., because simply the humanity tends to be a bit more in the foreground...’
(Company 2)

“You do have responsibility over the time, in the course of years. And when you
have employees, you have to think about the families.” (Company AB)

“You really grow together, when you have long-standing employees.” (Company
AE)

Representing a
success factor

Representing a
success factor

Close relationship

Close relationship

Close relationship

Close relationship

Table 4. Additional quotes exemplifying the close relationship to (local) employees

Engagement with Environmental Sustainability: Economics and Community

In relation to direct engagement with the ‘green’ environmental aspects of sustainability
interestingly there was a mixed set of reactions. On the one hand, there were respondents

who expressed a wish to engage with sustainable activities albeit more linked to legal



compulsion:

‘To me this means complying with certain laws. I have to implement certain
ecological procedures to be able to work. The regulations are becoming more
severe and we have to build a new hall because the older one does not meet
the standards any longer, or we must introduce new processes. No, for me it

IS important to care about sustainability.” (Owner-Manager - Company D)

This participant can be viewed as an environmentally conscious owner-manager
role model as he is strongly engaged in a variety of different activities ranging from
extremely efficient production processes to making use of regenerative energy and
striving to be carbon neutral. He is also willing to implement activities that do not offer a
positive financial return and, thus, also accepts higher costs, as he is personally interested
in new technologies, especially those related to the environment. Another aspect
mentioned by the participant was that, in the past, the firm’s profits have been re-invested
in the firm and in ecological projects. These data reveal two issues. First, they emphasise
the overall importance of the attitudes and beliefs of the owner, as also indicated by
Burton and Goldsby (2009) and recently supported by Boiral et al. (2014). The findings
here are supported by Hatak et al. (2015), who found that where there is a positive attitude
towards sustainable development. This is a seminal motivation for initiating more
sustainable business practices. Second, Enderle (2004) signals this as spaces of freedom
to engage in sustainability and responsibility issues. Many firms in the sample find
themselves in challenging competitive positions achieving only low margins. In such
firms, there is limited space for engaging in ‘green’ tangible sustainability beyond legal
obligations. However, the data also indicate that there are firms in the sample which
generate good profits. Perhaps the question here is not if there is an overall scope for
freedom of action but more if, from the subjective point of view of the owner or owner-

manager, there is moral compunction and mental ‘space’ to engage more substantially in



sustainability independent of legal compulsion. The operation of this subjective
perspective ultimately appears to determine whether a firm is willing to invest in
sustainability activities, and illustrating this, one participant indicated that the firmisin a
comfortable financial position, but that the main processes are not yet running smoothly,

which relates to limited resources for other purposes such as environmental management:

‘The environment does not play a role, whereas we have to pay attention to

our products. Indirectly, there are activities such as using new technologies,

energy-saving things, but it is not a priority. It would be a lie for one to claim

this.” (Managing Director - Company A)

Overall, for sample firms, protecting the environment in an overt manner was not
indicated as being necessarily a high priority rather protection of the economic security
of the community is important. This was the dominant attitude in most of the sample
companies. Many firms are still engaged in a number of activities related to the
environment, such as reducing energy consumption, recycling and waste reduction. This
is mainly done because it reduces costs but there is an underlying notion of sustainability
of the firm as security for employees and its role in the community. While Klein and
Vorbohle (2010) found considerable neglect of environmental issues, this cannot be
definitively confirmed for the sample used in this research. However, as indicated above,
it can be argued that environmental activities are not necessarily carried out because of
environmental awareness but in order to reduce costs, legal regulations and linked to a
sense of intangible sustainability of the community. Other participants reported that they
care for environmental aspects because a modern image and good impression
management (Giacalone and Rosenfeld, 1989, Giacalone, Rosenfeld and Riordan, 2001)

may help to convince potential customers, as stated by the following participant:



‘When we can prove that we are independent from electricity supply, even
give electricity back by means of solar panels, a combined heat and power
unit, heat recovery and so on, then the situation is different. Well, market
presentation is very, very important. Perhaps it is something like combining

useful with enjoyable business.” (Managing Director - Company G)

According to this, investing in environmental activities may provide a benefit that
goes beyond pure cost savings, as customers could be more willing to do business with
firms that are recognised as ‘modern’ and associated with a positive image. This may also
support attraction of employees, as parts of society now show relatively high awareness
of environmental issues (BMU/UBA, 2015; Rogall, 2009) and it is reasonable to assume
that even potential employees consider such issues, at least to a certain extent. This allies
with Masurel (2007) who found that environmental activities may be rooted in the belief
of contributing to the well-being of employees in the present setting and this can be seen
as a reinforcement of moral identity in the Swabian context. The following table shows a
number of further quotes that allow an in-depth view on parts of primary data, illustrating

the attitudes towards environmental sustainability

Additional quotes referring to the sub-theme - importance of environmental Code
sustainability issues
‘Activities are important, such as groundwater protection, soil protection and so

Environmental

on. We do not need to discuss this, nowadays this is self-evident...” (Company F) awareness
‘No, no, we have an obligation, an absolute one. No waste, no cent and no Environmental
gramme [of i.e. raw material] is being wasted.” (Company M) awareness
‘I believe that for us the ecological question is not solved to 100 per cent Environmental
satisfactory but we always try to do it better.” (Company O) awareness

“The environment plays an important role. There is the consciousness, | would
say in rural areas the consciousness is more natural and stronger, compared to
cities.” (Company Q)

Environmental
awareness

‘The things we think about make sense from an environmental and economic
point. We try to do them despite the many related laws, which exist. And one
really has to say that there are many, many laws. But we also have a
certification.” (Company W)

Environmental
awareness

‘Well, we try to do all in the as ecological as possible, to use resources as few as
possible but | use to say this is also a bit hypocritical. | do not want to present
myself as an environmentalist. It is an economic question.” (Company X)

Environmental
awareness




Table 5. Additional quotes illustrating the view of participants on environmental

sustainability

Preference for ‘Mittelstand’ Approach of Doing Business

An aspect that became evident in the field data, however was not necessarily widely
recognised in the literature (see as an exception Mathews and Stokes, 2013), was that
many participants seemed to prefer working with other SMEs. Participants argued that
working with other SMEs facilitated productive personal working relationships that led
to partner-like collaborations and efficient informal policies and procedures. This way of

doing business was described by one participant as follows:

‘Yes and this also is the advantage, if you work with a ‘Mittelstand’ firm.
You receive much more understanding; see things on the same eye level.
However, | would not say that you could allow everything. This is not
possible but there is fairness and do you know what, a word counts, a
handshake also counts. You probably know the famous expression of the
honourable businessman. This is still true at ‘Mittelstand’ firms, though

barely at large corporations.” (Owner-Manager - Company C)

This quote may partly result from a rather romantic and socially constructed
worldview of the participant (Crotty, 1998) and may overdraw the differences in the
collaboration between SMEs and large corporations; however, the basic idea notion of a
moral identity operating at SME firm level (in counterpoint to MNC interactions) was
widely apparent in the data. The nature and mind-set of SMEs, and particularly owner-
managers, seemed to produce relationships grounded on fairness and trust, as informal
agreements (a handshake) seem to have similar validity than more formal ones like a
written contract. In a similar vein, the Owner Manager of Company AB reports on the
experiences of doing business with a large Mittelstand firm having about 2,000

employees and indicates a very respectful, polite and professional collaboration, which



seems totally different from their relationship with some larger and non-regional entities.

The participant reported on particularly trustful relationships:

‘This shows that a relationship was built based on trust and we would like to
maintain this. Then you do not say, oh there are no prices on the purchase
order form and now you take advantage of this. We do not do that. We remain
fair and it also was the case that there was a price on the purchase order, for
parts we had produced earlier, which was twice as high. Then we said that
this is not correct and so on. Do you know we also have to do such things;
you do not simply take advantage of this. You remain fair. And also the other
way round. If you say, oh, we miscalculated a bit could we adjust this?’

(Owner Manager - Company AB)

One may assume that such behaviour results in perceived moral reciprocal
obligations that may ensure the long-term existence of the business relationship (Fuller
and Tian, 2006; Portes, 1998; Uhlaner, Goor-Balk and Masurel, 2004). Surprisingly, a
relatively low awareness of sustainability, ecological issues and environmental activities
(beyond legal references) was identified. The following table underlines the above

described specific way of doing business, which is a dominant theme in data:

Additional quotes referring to the sub-themes Mittelstand approach of doing Code
business with each other and views on large enterprises
“Then, I received a call [one day before a meeting]. The appointment has been
. . . . Arrogant
cancelled, we will do it on Monday. Not the question: Would Monday suit you? behaviour
We will do it on Monday. You understand the difference, right?” (Company N)
‘Difficult, very arrogant, it is very difficult... [the collaboration with large Arrogant
corporations].” (Company L) behaviour
‘They [large corporations] really press you for the lowest price. Then he cheekily
L . Arrogant
said, if you cannot afford to reduce the revenue with us by 10 per cent you must .
. . . . , behaviour
not do business with us. This truly is cheeky.” (Company AB)
“We tend to be in a sandwich position, which sometimes is a bit uncomfortable.
This means we have on both sides large players, and we as a small Mittelstand Corporate power
firm are between the two.” (Company F)
“They [the large corporations] try to exploit their market power.” (Company P) Corporate power
‘We produce components for the electronic industry, small parts, small prices,
. . . , Corporate power
large customers, corporations, price pressure, extremely difficult.” (Company Q)
‘And this, of course is a question of lobbyists, of the large corporations, | do not
. o Corporate power
want to go into detail.” (Company AD)




‘The perspective, the long-term perspective is also a topic at large companies. Large enterprise
Obviously, they do not care at all.” (Company W) thinking
‘...it really is very anonymous. We had a meeting at a trade fair. It tends be that .
. Personal distance
they pray down to us from a different sphere.” (Company R)
‘Do you know, they [large corporations] are afraid of human relationships.
Because they say that then not only ratio and figures play a role, ...” (Company Personal distance
Q)
Mittelstand
‘...and they are structured in a similar way, as we are [other Mittelstand firms].’ approach of doing
(Company O) business with
each other
Mittelstand
‘As a Mittelstand firm, you care that all is on an eye level, that it is a partnership, | approach of doing
between supplier and customer.” (Company S) business with
each other
Mittelstand
‘Our experience is that Mittelstand firms have a better understanding of a approach of doing
partnership than large corporations.” (Company Z) business with
each other

Table 6. Additional quotes exemplifying the importance of a Mittelstand way of doing

business

In summary, data indicate a severe dichotomy of SMEs and large corporations,
which was partly recognised in literature earlier (Penrose, 2009; Welsh and White,
1991) but seems to be reinforced by the local moral identical context of Swabian
culture. This certainly represents an important avenue of further research as the
collaboration of the vast majority of SMEs with large corporations is a key for the
success of the local economy and recent developments of an erosion of organised
‘Rhenish Capitalism’ (Dustmann, Fitzenberger, Schonberg and Spitz-Oener, 2014,
Hassel, 2014; Hiss, 2009; Matten and Moon, 2008) may continuously affect this

relationship.

Personal Moral Identity and Ethical Stances

Interview discussions revealed information on the moral values and business principles

to which participants attached importance. Although aspects such as values tend to be



very individual matters, the data indicated a number of interesting trends. These aspects
could be used to develop a conceptualized notion of what may be described as a model
of the ‘good and honourable’ SME (owner) manager. The conceptualisation consists of
aspects that more generally describe the values of participants (i.e. ‘norms and values’)
but also a number of areas expressing ethical attitudes of participants (i.e. ‘critical
working conditions’, ‘corruption’). As indicated above, issues of fairness and trust seem

to play an important role for many participants:

‘We must be able to look into the mirror every morning and say we are fine.
Do we communicate this? Large corporations communicate such things and
present it. No, we do not have time for this... | would call this healthy social
behaviour. Yes, we do follow that; you cannot disguise yourself. For me this
means you have to remain authentic, be it at home, in other areas or here at

the firm. There is no difference for me.” (Owner Manager - Company B)

The participant seems to be content. For him, this also involves being ‘authentic’,
which probably implies application of the same values and principles to the private and
professional spheres (following Carr, 2003). However, this finding is in contrast with the
findings of Boiral et al. (2014), who indicate a decoupling of the responsibility of many
managers and their values in the environmental field. Owner Manager - Company B
certainly cannot be characterised as a ‘leader’ in sustainability issues and tends to have
clear business focus; nevertheless, moral values do play a role for him in the professional
sphere. Moreover, he and many others frequently used terms such as ‘fairness’, ‘trust’,
‘reliability’, ‘honesty’, ‘equity’, ‘respect’, ‘being open’, ‘not forcing people to do things’,
‘not doing harm’, and ‘obeying legal and moral norms’. Jenkins (2006) found moral and
ethical arguments as dominant rationalisation for SMEs to engage in CSR (see also

Hammann, Habisch and Pechlaner, 2009).



Interestingly, Tanzler (2014), suggested that there is no great difference in
behaviour of family-managed firms and Mittelstand firms managed by external non-
family members. A similar observation could be made here, as even external managers
showed empathy, closeness and loyalty to their firms and seemed to behave similarly to
an owner-manager. However, SMEs also expect to be treated in a reciprocal manner and
this may explain why there are certain reservations against the business behaviour of large
corporations. Perhaps part of the mentality in SMEs can best be summarised as follows
(Owner Manager - Company AD): ‘Well, we are quick and honest, and we do what we
say.” However, acting in a responsible and value-driven way does include a societal

perspective as the following quote suggests:

‘This is a societal challenge. Society is separated into the rich and the poor,
increasingly so in Germany. We have to be careful that people belonging to
the rich class do not lose their moral concepts but instead that we try that this
collective, and also the entrepreneurs and MDs can only be entrepreneurs and
MDs if there are employees who dirty their hands and control the machines.

We must keep this together’ (Managing Director - Company Y).

This supports the overall importance of ascribed to employees in SMEs and their
management, but puts this in a greater context which demands protecting the cohesion of
society in general. This can also be explained by SMEs tending to be spatially closer to
the society or (local) community and, consequently, being in a more intense relationship.
Thus, one may argue that in SMESs there is greater interest that the society in general is
working compared to large corporations, which perhaps are more globally oriented.

While the findings thus far point towards economic aspects it was evident that this
is not the sole driver for actions (Fraj-Andrés et al., 2012; Santos, 2011; Sen and Cowley,
2013). The Owner-Manager of Company C saw the objectives as follows: ‘I work for the

family and not for shareholder value, one is working for the family, but you are also



working for the existence of the employees.’ The participant seems to relate shareholder
value with short-term profit maximisation for some external investors, while the focus for
him is clearly on the family and employees. Thus, this seems to underline the importance

of the family of the owner manager.

‘The entrepreneur takes on responsibility. He pays taxes as required. He
employs people. He gives them the possibility to live, to spend money in the
economy. This is responsibility. Many speak about the society and
responsibility but cannot clearly define it. I am not of the opinion that the
entrepreneur exists to hold any social-political sermons and offer suggestions

for improvement. Others can do this.” (Owner Manager - Company E)

Here, the Owner Manager - Company E emphasises that companies which act in
an amoral way do not only risk diminishing the reputation of the firm but also harm the
whole economic (and societal) system.

The following table shows some additional quotes, which allow a further in-depth

view into the moral and ethical framework of participants:

Additional quotes referring to the sub-theme moral and ethical issues Code

“The question is, what does the management decide to do with the profit. | say it
a bit provocative: Do | prefer to have yacht in Spain or solar panels on our roof.
A privately owned and family managed company certainly has to decide that. | Norms and values
invest a lot of money in my company and | have a lot of fun by doing so.’
(Company D)

‘Then such things like honesty, reliability, if something is said that you can count
on it, that it will be kept or that you get informed, when something changes.’ Norms and values
(Company F)

‘It starts with that the child sees that the father is not looking for tax loopholes,
that the father has a sense for justice, and that he accepts existing rules, Norms and values
irrespective whether he agrees or disagrees with these rules.” (Company K)

“The worst thing | have ever seen, the worst, this kind of thinking in castes [in
India].” (Company M)

‘I prefer that everything runs correctly. | expect that | got treated correctly but
this goes in mutual directions.” (Company N)

‘Well, | see it like that, if there is a bit more brightness, a bit more joy, a bit more
harmony in the world due to my existence, that would be good.” (Company AD)

Norms and values

Norms and values

Purpose of a firm

Table 7. Additional quotes referring to moral values of participants



Sustainability and Activities in the Social Sphere

A final dimension that will be discussed here involves the procedures reported by
participants when they choose activities to engage the society or local community. There
is a strong tendency for firms to support education and youth work; insofar the basic tenor
is that (owner)-managers select projects in which they have a personal interest (see also
Dincer and Dincer, 2013). With regard to general decision criteria, the data mainly
indicate three aspects that inform the decision on social projects and community-linked

activities:

e Local relationship: This involves a regional linkage and/or a personal interest or
connection of the participant or employees of the firm in supported projects;

e Resource orientation: This mainly refers to a budget-oriented way of deciding
which projects are being supported, such as first come, first served,;

e Win-win approach: This approach expects that the firms will get something in
return for their engagement—for example, when a sports club is supported, that it

will contribute to a company celebration.

The analysis of data clearly indicates a local focus of the engagement, which is
also widely echoed in literature (Heblich and Gold, 2010; Jenkins, 2006; Spence and
Perrini, 2009; Spence et al., 2003). There were only a few references to international
projects, and these were mostly prompted by a personal interest of the owner(s). This

mentality can be illustrated by the following quote:

‘There certainly are many bad things taking place around the world and in
Africa and elsewhere. But | believe that we do not have to look at Africa in
the future. We can already see misery here in the region and personally |

prefer to give support here.” (Owner-Manager - Company R)



It is important to note that the decision criteria listed above are not independent
from each other. There is often a dynamic between locality and the availability of
resources. Surprisingly, participants did not report any figures on the budget available for
such projects, but these may vary greatly among firms, and may ultimately rely on firm
size and the actual economic situation. As SMEs strive for flexibility in their
responsibility engagement, an ad hoc approach is preferred (Sen and Cowley, 2013).
However, it is likely that budgets are relatively small. Participants also reported allocating
budgets across a range of projects in order to spread benefits across a arrange of
stakeholders. One firm noted that 80 per cent of the budget goes to long-term arranged
projects and 20 per cent can be handled more flexibly (MD of company H). The last point
(win-win motivation) ultimately guides the engagement of many firms. For instance,
supporting education can be seen in this light. Given the economic rationale by which the
participants seem to be characterised, it is likely to assume that most of the participants
do not engage solely out of a moral consciousness. This point should be carefully
considered as it may indicate that the SMEs may not have as many resources to spend on
such purposes but they seem to live the (limited) engagement they are involved in rather
than pretending to be overly engaged in sustainability.

In summary, the engagement of the participating firms is underpinned by an
economic rationale linked to people well-being, although in a very long-term view and
under consideration of certain values such as fairness, trust and authenticity. This is
reflected in a number of firms refusing to work for, by way of illustration, the arms
industry, with firms from states, such as Russia, where corruption may be a problem, and
preferring ‘inter-SME’ business relationships. One of the most interesting findings here
is that the special ethos or culture which participants seem to apply tends to be strongly

informed by moral values and moral identity. Although we may not argue that SMEs act



in a sustainability-oriented way, this view may lead to the assumption that many of the
participating firms intend to contribute positively to society. Regarding the management
approach, there seems to be a predominance of informal approaches; however, a number
of firms are mindful of finding a balance between formality and informality, which is
often associated with flexibility. Participants engage in sustainability issues for economic
reasons—direct ones (cost savings) and indirect ones (higher motivation of employees).
However, this does not mean that ideological and ethical reasons do not play arole; rather,
the contrary seems evident especially in relation to culturally informed dimensions of
employee and local community relations. Aspects of Swabian moral identity acted as a

powerful influence and moderator in conjunction with micro-cultural contexts.

Overall discussion and contribution

Awareness and motivation of owner-managers in the Swabian cultural context of the
sample to engage in sustainability activities operated to support harmony, employees and
firm longevity. Overall, the data point at a predominant underlying economic rationale
and a strong focus on economic and funding/cash flow issues (see also Walther and
Schenkel, 2010; Calic and Mosakowski, 2016), which also explains an engagement with
tangible sustainability. However, it must be noted that awareness of participants of
sustainability varied considerably and was part of a broader narrative ultimately to sustain
‘intangible’ forms of sustainability which was focused on high identification and bonds
with local community and especially the immediate employee sphere in relation to
entrepreneurial activity (Pret and Carter, 2017). This was powerfully driven by the
Swabian historical-cultural context and antecedents or, following, De Clercq and
Voronov, 2011, a Bourdieu-style entrepreneurial habitus (i.e. culturally bound eco-

system). Thus, this research strongly supports literature that sees employees in the centre



of the awareness of (owner)-managers of SMEs (Hammann et al., 2009; Hoffmann and
Maal, 2009) but here extends this literature by interconnecting moral identity and cultural
contextual dimensions (i.e. social capital) (Fuller and Tian, 2006) in the form of micro-
foundational antecedents for, and social enactment of, actions on sustainability
(McKeever, Anderson and Jack 2014).

To elaborate and contextualise the cultural context, while many participating
firms were involved in environmental activities (i.e. tangible sustainability),
environmental aspects did not seem to have a prima facie high priority. This could be
because legal standards regarding the natural environment tend to be strict in Germany
(Klein and Vorbohle, 2010). Tangible environmental aspects were seen by participants
largely as a business issue, since engagement in this area mostly involves practices that
also lead to higher efficiency, lower costs and so on rather than as a ‘good’ per se. This
echoes similar reports identifying environmental considerations as being driven mainly
by economic considerations (Bluhm and Geicke, 2008; Castrellon Gutierrez et al., 2014;
Meyer et al., 2009; Mittelstadt et al., 2013). This attitude appears to have been intensified
by the regional context of Baden-Wirttemberg. Surprisingly, this long-term perspective
was not evidenced as a strongly prevalent or dominating theme in the extant literature.
Thus, the data demonstrated that while, what can be termed, tangible sustainability
initiatives and practices were engaged with (often through legal compunction), a more
potent intangible form of ‘sustainability’ associated with employee care and well-being
(akin to Shepherd and Patzelt, 2011) intrinsically linked to firm survival and longevity
were identified as central drivers. A key antecedent of these actions was the sense of
employee and owner-manager/managing director responsibility and a moral identity
imperative linked to enacting sustainability for regional community identity

particularities of Baden-Wirttemberg.



How SMEs may perceive their responsibility to society in given contexts is a
further major emergent issue. In spite of a strong moral antecedent, most of the
participants were unsure about their specific role in society and what is expressly
expected from them i.e. they do not see any explicit responsibility besides what they do
as a habitual action. There also does not seem to be strong overt pressure to engage in
sustainability and responsibility type initiatives beyond legal compulsion. Many
participants argue that creating and securing jobs as well as educating young people and,
therewith, contributing to the local community or region is their responsibility. Moreover,
the business approach of SMEs in the sample seems to be underpinned by values such as
fairness, respect or a ‘down-to-earth’ attitude, especially in ‘inter-SME’ business
relationships. Importantly, participating SMEs did not seek to make explicit and public
communication surrounding sustainability instruments; rather, many participating SMEs
operated according to some kind of special value-oriented ethos that is implicitly
integrated in what SMEs do (Rupp et al., 2013). Thus, there is a strong tendency towards
an implicit and intangible sustainability approach and only firms very strongly engaged
in tangible sustainability seem to be more explicit and apply, for instance, for some kind
of sustainability award. This resonates with contemporaneous research which argues that
SMEs tend not to explicitly communicate CSR and sustainability activities, albeit SMEs
carry out work closely related to sustainability (Wickert et al., 2016). Our study offers
revealing empirical evidence to illuminate this dynamic of tangible and intangible
sustainability in association with moral identity antecedents which predicate why this is
the case at and the processes by which SME owner-directors and their companies engage
with sustainability.

The participants strongly distinguish between managers of large corporations and

Owner-Managers of SMEs, and contrast themselves by saying that the former are mostly



interested in their personal benefit rather than the benefit of the organisation or society.
Given this, many participants said that they preferred working with other Mittelstand
partners, as the mentality and business behaviour tends to be similar and the SME
‘communities’ are mutually understood. Surprisingly, the views of the participants
indicate a difference between external managers in large corporations and SMEs. There
is a tendency that the external managing directors of SMEs argue in a similar way as
owner-managers do and apply a similar logic (- a long-term employee-focused
perspective), especially after having worked at the same firm for a long period. This
results out of the influence of advisory boards, through which owners can articulate their
personal strategic objectives; however, it also implies that the culture and the people in
SMEs differ from large corporations.

Finally, in relation to drivers of, and barriers to, sustainability engagement, the
aim of the argument was not to develop an exhaustive list of drivers and barriers (for this
see Kusyk and Lozano, 2007) or discuss them in depth (Laudal, 2011) but rather identify
the most influential socially and culturally contextual issues from a local and micro-
foundational perspective (Xing and Starik, 2017). Here, it was found that owner-
managers/managing directors are central to this question. The importance of the moral
identity beliefs and awareness of the (owner)-managers is understood in general terms in
SME’s (Hatak et al., 2015; Kusyk and Lozano, 2007; Williams and Schaefer, 2013).
However, with regard to this, two important points were identified. First, the moral and
ethical awareness of the owner managers/managing directors is important as it is linked
to their decision whether to invest money in ‘tangible’ and ‘intangible’ sustainability.
This personal mind-set and consciousness is a decisive factor but this is socially
constructed and influenced by geo-spatial regional context. This also indicates that the

financial constraints of SMEs, which are so widely reflected in literature, might be



overemphasised as a barrier to more intense engagement, at least in this fieldwork in the
context of Baden-Wiurttemberg. Hence, behavioural micro-foundational factors, such as
ethical awareness, may carry more weight in determining and influencing implementing
intangible sustainability activities.

Given the regional cultural dimensions highlighted, comparable studies have been
undertaken in Berlin (Bader et al., 2007), Saxony-Anhalt (Castrellon Gutierrez et al.,
2014; Mittelstadt et al., 2013), Bavaria (Heblich and Gold, 2010) and Hamburg (Klein
and Vorbohle, 2010). However, few of these studies consider the contextual influence on
sustainability and responsibility engagement and do not surface the subtlety and nuance
of the intangible and tangible sustainability divide. With regard to environmental issues,
Meyer et al. (2009) could not find any strong regional idiosyncrasies however, the present
study has surfaced micro-foundational moral identity antecedents in the Baden-
Wirttemberg context.

The paper makes valuable contributions in a number of ways. There is limited
research on sustainability in SMEs (Aragon-Correa et al., 2008; Brammer and Walker,
2012; Morsing and Perrini, 2009; Spence and Painter-Morland, 2010), and especially in
a German context (Grothe and Marke, 2012; Walther et al., 2010). This research
contributes at least in two ways to this gap. First, it offers a valuable analysis of the
SME/Mittelstand literature with regard to sustainability, and moreover complements
wider material with a discussion of German research literature identifying the main
themes related to this research. Importantly, the paper undertakes a conceptual
development of sustainability to recognize the presence and operation of tangible and
intangible sustainability forms. More precisely, while much commentary has been
dedicated to environmental and green facets of sustainability (characterized in the present

argument as ‘tangible’ sustainability), the impact of issues of values, beliefs and the role



of culture linked to moral identity have been less explored and these have been pointed
at in the present paper by the term ‘intangible’ sustainability. Second, it conducts primary
qualitative fieldwork on a sample of German SMEs and, thus, complements the existing
quantitative literature from a regional and contextual background. This has surfaced
various dimensions of moral identity in operation in the Swabian SME context in relation
to sustainability.

Empirical contributions include a number of conceptualisations developed
throughout this research. The data allowed conceptualization of the long-term orientation
of SMEs linked to tangible sustainability. An important point here is that the application
of a longer time-frame allows investments and developments, which could not be reached
within shorter time frames, and the pressure of capital markets to achieve a certain
profitability within one or two years. This could be seen as a major point that gives SMEs
in the sample the chance to position themselves successfully in niche markets and develop
unique competencies. Such a long-term orientation can be associated with a more
sustainable way of doing business, especially when combining long-term orientation with
the value-oriented mentality or moral identity.

A moral identity lens thus assists in analysing the relationship with employees and
the local community. The literature develops relevance for a moral identity-informed
view to complement prevailing stakeholder perspectives for SMEs. Here, it is argued that
the combination of both views provides a more thorough approach to analyse the
engagement of SMEs. The locally embedded nature of SMEs provides a cultural
systematisation of the structural moral identities which inform relationships. SMEs have
a multifaceted network especially in a local context or with other SME business partners,
such as suppliers or customers; however, these local networks do not seem overly

extensive and SMEs in the sample seem to primarily focus on their close business



relationships. Especially in business relationships, the participants indicate that personal
contact and trust is essential. This is especially true when looking at the cooperation

between SMEs.

Limitations

As with all research activity, this study also has several limitations. Adopting an
interpretive approach involves in-depth smaller sample sizes (Saunders, 2012). In this
research, the findings are based on a collection of purposively sampled interviews and
extended discussions with owner managers and managing directors of SMEs. Hence,
findings cannot be considered to be representative for the whole population of SMEs.
Moreover, the fieldwork focused on manufacturing SMEs in a particular region (Baden-
Warttemberg) with implications for preliminary generalizability.

Furthermore, the findings in this research are mainly based on data created
through personal interviews with one participant per firm. Although this is compared to
complementary data such as company websites and extensively with the literature, the
interview data forms the most important source of knowledge and no other primary data
source has been used (Kvale and Brinkmann, 2009). When doing research in areas that
involve moral issues and so on, socially desirable answers represent a threat to the
usefulness of the data. It also seems likely that firms which are more strongly engaged in
sustainability and responsibility participate in such research while the ‘ordinary’ firms
tend to be reluctant to be involved. However, it must be noted that Baden-Wirttemberg
is one of the most economically successful regions worldwide; hence, firms in this area
might be in a better economic and financial position compared to other regions. So, this
finding could not necessarily be transferred to other regions to the same extent.

Regarding the methodological area, further research should consider different

kinds of participants. While owner-managers and managing directors are a major source



of knowledge, it would be helpful to gather data from employees across different
hierarchies, officials in local authorities and business associations, consultants strongly
engaged in sustainability in an SME context and so on. This could considerably widen
the perspective of knowledge, as it provides views from different angles on the
phenomena under research. Moreover, future research should focus on other regions
and/or industries in Germany and beyond, in order to build a mosaic of a heterogeneous

research field.

Implications

The findings and contributions of this research provide a number of implications for
SMEs. The conceptual development of the paper evolved and introduced the notion of
tangible and intangible sustainability which allows deeper exploration of the range of
factors and drivers which underpin each. As indicated, for SME (Mittelstand) firms
intangible sustainability linked to moral identity in the firm emerged as centrally
significant. The fieldwork indicates that SMEs in the sample principally follow a long-
term intangible sustainability perspective and are less short-term profit-oriented (in
contrast to many MNCSs). Moreover, they implicitly apply a special mentality that is
underpinned by certain values. This is a major point that may allow SMEs to reflect on,
recognise and consolidate extant practices which affirm a more sustainable way of doing
business. However, SMEs in the sample, experience considerable pressure from large
corporations, which may reduce this possibility. Hence, owner-managers with the desire
to pursue in a mindful manner a more intangible sustainable way of doing business should
strive to maintain the longer-term employee and community well-being through a strong
connectedness with regional moral identities. Such mindsets and actions will need to be
responsive to the localised and micro-cultural and contextual factors which exist in

particular spatial (geographic) and temporal (period/epoch) settings.
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