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Editorial Introduction: The Changing
Opportunities and Challenges of SMEs
in Contemporary Business

Alkis Thrassou, Demetris Vrontis, Yaakov Weber,
S. M. Riad Shams, and Evangelos Tsoukatos

1.1 Book Context
and Theoretical Foundations

The role and importance of small and medium-sized enterprises (SMEs)
have largely remained unchanged over many decades, and SMEs, dia-
chronically, have been characterized by scholars, practitioners and admin-
istrators as economic drivers, major employers and innovators. The
identity of SMEs, along with their characteristics, attributes and
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competencies, had been considered to be distinctly different from that of
their much larger counterparts. And, consequently and irrevocably, their
strengths and limitations, as well as their opportunities and threats, were
linked to their size and its natural pros and cons. The twenty-first cen-
tury, however, combining significant technological and communications
advancements with intense globalization and significant sociopolitical
changes, has changed the identity and role of SMEs, substantially broad-
ening their opportunities and the challenges they need to overcome.
Roles traditionally held by larger companies are increasingly undertaken
by SMEs; markets that used to be considered simply inaccessible to SMEs
are now just one click of the mouse away; relative notions such as ‘adapt-
ability’, ‘agility’, ‘flexibility’ and ‘reflexivity’ are recognized as key to sur-
vival and growth, and SMEs are, by nature, best at these; and consumers
are becoming more demanding and more specific in their requirements,
with SMEs being all the more capable of satisfying them effectively and
efficiently. Simply, even simplistically put, the world is changing fast, and
SMEs can make their oyster.

In an increasingly competitive global environment, SMEs exert a sig-
nificant impact on the economies of countries (Genc et al. 2019).
Especially in emerging countries, SMEs contribute significantly to eco-
nomic growth (Ongori and Migiro 2009) and act as a catalyst for devel-
opment to drive innovation, competitiveness, ground for employment
and future growth (Ng and Kee 2017), so that they are considered as the
backbone of economic growth in all countries (Ng and Kee 2017). Even
though the size and market share of SMEs are relatively small, they obtain
a competitive advantage depending upon their characteristics (Stefanovic
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etal. 2009). SMEs are far more dynamic through a fast decision-making
process and risk-taking, flexible in responding to market opportunities
(Stefanovic et al. 2009) and responsive to frequent changes that arise in
the contemporary global environment (Bresciani et al. 2013) compared
to the large firms. While large-scale enterprises and multinational busi-
nesses often hog the limelight (Ongori and Migiro 2009), researches
acknowledge that SMEs are critical to rebuilding the national economy
from an economic crisis (Ballestar et al. 2020). According to Pasricha
(2005), the world has become a global marketplace where national
boundaries are thrown open to everyone. As markets open up and become
more integrated, technology narrows down the distances between mar-
kets (Christoforou and Melanthiou 2019) and lowers the scale advan-
tages of large firms by making all markets accessible (Sadiku-Dushi et al.
2019), consequently creating new sources of competition (Thrassou and
Vrontis 2008).

Together with globalization of markets, rapid technological advances
(Ocloo et al. 2014) and the changing needs and demands of consumers
(Shams 2018), SMEs face ever-increasing competition not only at the
domestic level but also at the global level (Coviello and McAuley 1999).
Such a change in the global environment has increased competitive pres-
sures on SMEs (Belyaeva 2018) and forced them to compete at global
standards of multinational enterprises (Chen and Liu 2019). The com-
petitive environment that SMEs face today has forced them to look for
different ways (Sadiku-Dushi et al. 2019) to improve their innovativeness
and hence competitiveness (Thrassou et al. 2018). Therefore, in order to
compete in local and international markets, innovation has become an
essential requirement for SMEs (Zahra and George 2002; Genc et al.
2019). Given that innovation is critical to SMEs" competitiveness in
global markets, only one half of SMEs are adapted to some sort of inno-
vation (Ozer and Dayan 2015; Genc et al. 2019).

In addition, the growing globalization of world markets has also influ-
enced SMEs (Guriu and Ranchhod 2006; Genc et al. 2019) and driven
the attention to opportunities offered by internationalization (Thrassou
and Frey 2017). For SMEs, getting access to international markets
(Thrassou and Vrontis 2008) has become a strategic resource for their
competitiveness and further development (Bagheri et al. 2019).
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Internationalization can help SMEs to realize their potential for high
growth, and is crucial for the strategic move in large investments (Bagheri
et al. 2019). Moreover, gaining access to international markets can pro-
pose a number of business opportunities like possibilities to make use of
technological advantages (Chen and Liu 2019) and upgrading of techno-
logical capabilities (Karagouni 2018), and expansion to larger and new
niche markets (Coviello and Munro 1997; Young et al. 1989; Genc et al.
2019). Although their size can put SMEs at a disadvantage compared to
large multinational enterprises (Ng and Kee 2017), this characteristic
allows SMEs to be nimble and flexible (Paul et al. 2017); accordingly,
they can develop new products rapidly and customize them to niche mar-
kets (Ormazabal et al. 2018). In addition to the market expansion bene-
fits, performing international activities can lead firms to obtain several
skills and competencies (Ng and Kee 2017), which may, in turn, make
them more innovative and support their growth and development
(Ormazabal et al. 2018).

In addition to opportunities globalization offers SMEs to act success-
fully (Ocloo et al. 2014) and be effectively involved in global markets
(Baporikar 2014), it also poses challenges and threats for SMEs (Belyaeva
2018). Although globalization enriches SMEs’ market opportunities, it
also increases the number of challenges and level of competition in a
global market (Dana et al. 1999; Genc et al. 2019). Since choosing not
to join in global markets is no longer an option (Belyaeva 2018), the
basic competitive challenge for SMEs is to strategically decide on how to
participate in global markets, which will lead to continuous profitability
in the emerging global environment (Chimucheka and Mandipaka
2015). SMEs, therefore, must foresee, respond and get used to the com-
petitive environment the world over (Belyaeva 2018). In response to
competitive pressure, many SMEs adapt technology to strengthen their
business strategy (Li et al. 2016; Cenamor et al. 2019). However, con-
tinuous technological changes pose a great challenge to SMEs (Chege
and Wang 2020) and many small businesses are still unfamiliar with new
technologies, particularly those in the less developed countries (Chege
and Wang 2020).

With the advancement of technology, digital platforms enabled SMEs to
homogenize, manage and spread data across the globe (Yoo et al. 2010;
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Cenamor et al. 2019). In fact, in implementing digital platforms SMEs
may face unique challenges because they may lack the required skills,
resources and commitment (Giotopoulos et al. 2017; Nasco et al. 2008;
Cenamor et al. 2019). Digital platforms, thereby, can be challenging in
transforming the way SMEs build a competitive advantage (Kazan et al.
2018; Cenamor et al. 2019). As more and more SMEs are now struggling
to compete in highly dynamic environments (Chan et al. 2019; Cenamor
etal. 2019) because of the enormous pressure created by both globalization
(Kaufmann et al. 2019) and the competition from large multinational
enterprises (Bagheri et al. 2019), it is important to be acquainted with the
changing opportunities and challenges for SMEs in contemporary business
in order to ensure long-term sustainability (Vrontis et al. 2000).
Concluding this theoretical contextualization of contemporary SMEs,
we propose that while changes in the wider business environment have
been constant, their intensity and pace over the last couple of decades
have been profound by any historical standard. And though SMEs are
hardly the only ones to have been affected, they do appear to be provided
with opportunities and challenges that are disproportionately greater to
those of other organizations across the typological spectrum. This book,
therefore, brings together a collection of scholarly works that present
these contemporary issues through different case studies, perspectives,
industries and markets, and individually and collectively add to our
knowledge and understanding of SMEs in today’s business and socio-
economic context, along with the opportunities and challenges that

lie ahead.

1.2 Book Content and Structure

In the spirit of this intention, this book comprises a (further) 11 works/
chapters that aim at bringing together scholarly thinking and scientific
analysis with managerial rationale and practical applications. The works
purposefully cover an array of theoretical, industry and geographic con-
texts, and individually and collectively aim to shorten the gap in knowl-
edge regarding SMEs and their role, opportunities and challenges in
contemporary business, and to deliver insights into these.



6 A. Thrassou et al.

Chapter 2, ‘Exploring SMEs’ Risk Management in Southern Germany’
by Bernd Britzelmaier, Susanne Schmidtmeier, Carolin Weidler and
Chiara Crovini, concentrates on the implementation of risk management
practices in German SMEs. The authors follow a qualitative research
approach to gain a clear picture of the phenomenon. They collected the
data and information through semi-structured expert interviews with
nine companies and applied qualitative content analysis to interpret the
findings of the work. The chapter argues that limited financial resources
and the increasing cross-sectoral dynamics of the risk landscape give
SME:s a reason to consider risk management as a worthwhile investment
in the future. On the managerial side (for SME managers and owners),
the work strengthens the fundamental role of risk culture, consciousness
and knowledge, stressing the importance of improving employees’ and
managements skills, and enhancing the information and communication
system within the organization.

Subsequently, Chap. 3, “The Medical Clinic of Proximity: Business
Controversies and Medical Challenges’ by Larisa Mihoreanu, addresses
the increased significance of the health sector in maintaining a balance
between the aging population and a health-active workforce. The chapter
suggests offering the right combination of health coverage within a sus-
tainable and responsible business model, such as a network of medical
proximity clinics, with fair prices and balanced profit, which could
become the expected entrepreneurial solution.

Chapter 4, “The Role of Digitalization in SMEs’ Strategy Development:
The Case of Sweden’ by Daniella Fjellstrom, Aihie Osarenkhoe, Tobias
Pettersson and Daniel Tadesse, aims to understand how digitalization
affects SMEs” marketing strategy. Through a qualitative approach, specifi-
cally semi-structured interviews, it was found that digital marketing tools
demand few resources and have a positive effect on competitive advan-
tage. The chapter contributes to our knowledge of how small enterprises
develop strategy, showing that they focus on customer preferences.
Combining theory with empirical findings, the chapter additionally
shows the benefits of SME digital marketing where digitalizing an enter-
prise’s marketing activities helps to reduce costs and increase dynamic
capabilities to maintain competitive advantage.



1 Editorial Introduction: The Changing Opportunities... 7

Subsequently, Chap. 5, ‘EU Public Procurement—The SME
Perspective’ by Antonios Maniatis, focuses on competition among enter-
prises, due to the fact that public contracting is intrinsically related to free
competition of potential contractors, to promote public interest. The ver-
tical dimension of this complex phenomenon is particularly analysed
from a legal point of view. The chapter presents some aspects of directive
(EU) 2015/2302 on package tourism, in correlation with public procure-
ment of normativity, as the EU has a steady focus on socio-economic and
ecological priorities, and ends with some critical remarks on EU public
procurement, particularly in correlation to SMEs.

Chapter 6, “The Impact of Economic Austerity Measures on Corporate
Performance: The Case of an SME-Dominated Construction Industry’
by José Manuel Pereira, Humberto Ribeiro, Bruno Ribeiro, Amélia Silva,
and Sandra Raquel Alves, aims to analyse the performance of the SME
from the civil construction sector, between the years 2010 and 2014, the
time during which Troika was present in Portugal, imposing a series of
reforms and policies to contain the financial crisis. An analysis of the
economic and financial ratios of the construction sector is conducted
aiming to present the financial and economic performance of SMEs in
the civil construction sector, as a result of some reforms implemented by
the country due to Troika’s requirements. Findings show the negative
impact of the economic environment experienced by Portugal and the
anti-crisis policy adopted on the financial economic indicators of
the sector.

Chapter 7, ‘Digital Transformation as a Source of Innovative Growth
for Small and Medium Enterprises in Russia’ by Tatiana Kokuytseva and
Oksana Ovchinnikova, moves us to technological trends in order to
explore the main aspects of digital transformation in SMEs and to deter-
mine its impact on the innovative development and competitiveness of
SMEs. The chapter highlights the key positions of innovative develop-
ment and competitiveness based on the study of the possibilities and
consequences of digital transformation of the SMEs. Through a qualita-
tive comparative analysis with fuzzy sets (fsQCA), the work suggests that
SME:s that experiment with business models are more innovative and
high-performing, and therefore have free resources for further transfor-
mations of their business models.
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The changing role of SMEs in global business continues in the context
of Brexit in Chap. 8, ‘Critical Success Factors for SMEs in the UK
Chemical Distribution Industry: The “Brexit” Effect’” by Evripidis
Lampadarios and Niki Kyriakidou. The purpose of this research is to
investigate the impact of the Brexit British referendum on the critical suc-
cess factors (CSFs) for SMEs in the UK chemical distribution industry.
Through theoretical and primary quantitative research, a distinct shift is
noted and certain factors, namely the political environment, financial
resources and internationalization, previously not considered critical are
now deemed to be highly influential in the success of small businesses in
the chemical distribution industry. Regulatory compliance and human
capital remain critical but with their importance reinforced.

Chapter 9, ‘Integrating Business Model Innovation and Corporate
Governance in Family-Owned SMEs: A Dynamic Capability Perspective’
by Paolo Di Toma, focuses on the innovation of a business model and its
interaction with the corporate governance process. The chapter addresses
the question of how SMEs innovate their business models over time. It
investigates the role that corporate governance practices can play in devel-
oping dynamic capabilities, which in turn enable business model innova-
tion. Based on a dynamic capabilities perspective, and on theories
focusing on corporate governance in family-owned SMEs, this research
was conducted using a single case study to investigate the processes by
which a family-owned SME holding a patented raw material built an
exclusive know-how which enabled a developed dynamic capability of
business model innovation. The findings show how both the board and
the CEO contributed to the development of dynamic capabilities. The
implications for theory and practice on business model innovation in
SMEs are discussed.

Geographically shifting to the paradigm of Romania, Chap. 10, “The
Competitiveness Challenge for SMEs: The Case of Tarnave Wine Cluster,
Romania’ by Valentin Cojanu and Liane Tancelov, adopts a stronger
industry perspective and deeper analysis. The chapter illustrates this busi-
ness perspective with the case of the Tarnave wine cluster. The authors
developed the case along two organizing themes: the incentives that
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brought a revival of the Romanian wine industry and the role of SMEs in
cluster formation. The chapter findings draw on literature research, sector
statistics and face-to-face interviews with cluster representatives and offi-
cials from the Romanian Ministry of Agriculture and Rural Development.

Inadifferentgeographiccontext, Chap. 11, ‘Indigenous Entrepreneurship
in Australia: Theoretical Elucidations and Research Avenues’ by S. M. Riad
Shams, reviews literature at the intersection of indigenous entrepreneur-
ship, socio-economic capacity-building and stakeholder relationship man-
agement to explore insights into how the capacity-building concept could
strategically influence indigenous entrepreneurs’ cause and consequence of
relationships and interactions with their non-indigenous stakeholders. The
analysis presents a precis for a research direction to influence indigenous
and non-indigenous entrepreneurs’ relationships to enable non-indigenous
entrepreneurs to co-create value in association with their non-indigenous
stakeholders, in order to progress with their SMEs.

Finally, and from an industrial perspective, Chap. 12, “The Role of
SME:s in Electricity Markets’ by Felicetta lovino, centres on energy, elec-
tricity and gas companies to analyse the role played by SMEs in this sec-
tor. Therefore, the purpose of this chapter is to analyse the financial
performance of energy companies and draw appropriate conclusions
about the function of SMEs. To this end, the author focused on the case
of Irtaly and its electricity-generation companies. Secondary data were
retrieved from the AIDA database to analyse some financial ratios, both
financial and economic, and to proceed to a descriptive statistical analysis
and ANOVA in order to verify the potential of SMEs in the energy sector.

In conclusion, the assortment of internally and externally balanced works,
in terms of science and practice, offers a valuable collection of insights into the
changing opportunities and challenges for SMEs. The book does not claim ro
offer any final solution to the contemporary issues and questions regarding
SMEs, or a definitive model or direction for theoretical works or managerial
implementation. It does, however, suggest fresh and alternative perspectives,
and offers equitable paradigms of contemporary theories and applications that
should stimulate knowledge and provide solid foundations for further research
to develop.
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Exploring SMEs’ Risk Management
in Southern Germany

Bernd Britzelmaier, Susanne Schmidtmeier,
Carolin Weidler, and Chiara Crovini

2.1 Introduction

“Profiting in business without taking risk is trying to live without being
born.” This quotation by Raghavan (2005) clarifies that risk is an integral
part of organizational processes. To achieve corporate goals requires deal-
ingwith corporate risks ina consequentand systematic way (Rautenstrauch
and Wurm 2008). Because of the increasing complexity in the environ-
ment of an enterprise, the amount of corporate risks as well as their
impact is increasing (Miinzel and Jenny 2005).
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Small and medium-sized enterprises (SMEs) play an important role
in the German industry and are therefore often called the “[b]ackbone
of the German economy” (Britzelmaier et al. 2015; Schauf 2009; Fischer
2008; Dana 2006). Reasons for the high relevance of German SMEs are
wide-ranging. Regarding the trend towards lean management in large
companies, German SME:s represent niche suppliers that are often world
market leaders on their subject (Behringer 2009; Khadjavi 2005).
Furthermore, German SMEs are linked with higher innovation and
employment dynamics. This can be proved by the high amount of pat-
ent applications (Khadjavi 2005; Mac an Bhaird 2010; Tappe 2009) or
the high importance of labour as a production factor (Hamer 2006; Mac
an Bhaird 2010). Another reason for the high relevance of SMEs in
Germany is their promotion of effective competition. Whereas large
companies often take up a monopolistic position, SMEs allow market
access to competitors and therefore reduce efficiency deficits on the mar-
ket (Hamer 2006).

There are external motivating factors as well as internal economic
factors that demand the application of a risk management (RM) sys-
tem in German SMEs. Above all, the protection of their existence is of
central importance since German SMEs face insolvency more often
than large companies do (Henschel 2010b). However, empirical stud-
ies on RM focus mainly on large companies. German SMEs are often
disregarded when it comes to the necessity and implementation of RM
systems (Henschel 2003). Based on literature review including previ-
ous studies in the field of RM, this paper tries to bridge existing
research gaps.

The paper is organized as follows. The literature review about the con-
cept of RM in SMEs is presented in the second section. The research
methods and data collection are stated in the third section. Findings and
discussions are presented in the fourth section. The final section deals
with conclusions, limitations and future developments.
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2.2 Literature Review

2.2.1 Small and Medium-Sized Enterprises (SMEs)

SME:s constitute an important reality for the economic system of several
countries, as they represent key drivers for innovation, social integration
and employment (European Central Bank 2013; Eurostat 2011). They
are crucial in promoting economic growth at the international level and
their vitality helps to reduce the unemployment rate (WTO 2013).

Small and medium-sized companies have always had little guidance on
how best to manage risk or where to seck advice. Therefore, studying the
topic of RM in SMEs in depth is essential for both practical and aca-
demic purposes. There is no uniform definition for German SMEs pro-
vided (Schréer 2007; Khadjavi 2005). Consequently, one needs to
determine a clear differentiation of SME:s to distinguish them from other
kinds of enterprises. Subsequently, there are quantitative and qualitative
criteria introduced to develop a clear definition for SMEs in Germany.

Regarding quantitative criteria for differentiating German SMEs, the
most appropriate key performance indicators are the number of employ-
ees, turnover and balance sheet total (HGB Art. 267; IfM Bonn, n.y.,
URL; Tappe 2009). Besides the definition of the qualitative criteria, it is
also necessary to define thresholds for the differentiation of German
SMEs. The Institute for SME Research in Bonn (IfM), the European
Commission as well as the German Commercial Code (HGB) provide
such thresholds for distinguishing between different enterprise sizes.
Table 2.1 provides the categorization of the three quantitative criteria
regarding micro, small, medium-sized and large enterprises.

Besides quantitative criteria there are qualitative criteria that need to
be considered for an adequate differentiation of German SMEs.
Qualitative criteria focus on the characteristics of an SME. The most
appropriate features regarding the qualitative differentiation are the
autonomy as well as the legal, company, organizational and financial
structure of an SME (Tappe 2009; Kosmider 1994).

The European Competence Centre for Applied SME Research
(EKAM; formerly Deloitte Mittelstandsinstitut) at the University of
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Table 2.1 Quantitative criteria (IfM Bonn, n.y., European Commission 2006; HGB
Art. 267)

@ Number of Turnover Balance sheet
Size of enterprise  employees (Mio. €) total (Mio. €)

IfM EU HGB IfM EU HGB IfM EU HGB
Micro enterprises <10 <10 <10 <2 <2 <07 - <2 <035
Small enterprises <10 <50 <50 <10 <10 <12 - <10 <6
Medium-sized <500 <250 <250 <50 <50 <40 - <43 <20

enterprises

Large enterprises >500 >250 >250 >50 >50 >40 - >43 >20

Bamberg combines quantitative and qualitative criteria with the aim of
taking the specific characteristics of SMEs into account as adequately as
possible. This integrative definition of SMEs is the basis of this study.
According to Becker and Ulrich (2009), the definition of medium-sized
companies is based on the family tradition. The concept therefore takes
into account not only the number of employees and the annual turnover
but also the ownership and governance structure of the company (Becker
and Ulrich 2009). The latter is justified by the fact that even marginal
changes in these structures can lead to noticeable changes in the “network
of relationships between stakeholders” (Becker and Ulrich 2009; Hausch
2004). EKAM’s definition includes all “owner-managed enterprises or
family enterprises [as well as such] manager-managed enterprises up to a
headcount of approx. 3,000 employees and/or a sales volume of approx.
EUR 600 million and enterprises with both definition characteristics”
(Becker et al. 2016a, b). The EKAM draws attention to the fact that the
numerical values are approximate size criteria and, compared to the qual-
itative criteria, of subordinate importance. Becker and Ulrich (2009) dis-
tinguish between ownership structure and governance structure on the
one hand and between companies with a family business tradition and
companies owned by third parties on the other hand. The ownership
structure is characterized by the types of individual, family and third-
party ownership, while the governance structure is distinguished by the
types of individual, family and third-party management (Becker and
Ulrich 2009). EKAM thus assigns the five company types A to E to SMEs
according to the definition, the identification of which is explained in the

following paragraph.
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If ownership and management are transferred to the same person, this
corresponds to Type A, so-called owner companies. Type B includes com-
panies in which the family has a direct influence on the ownership and
management structure. In contrast to Type A, such family businesses
require the influence of at least two family members. External managers
can also be involved in the management as long as the strongest decision-
making power is restricted to one member of the family. A medium-sized
company and thus a Type C company belongs to the externally managed
SME category if it is owned by an individual or a family, but the manage-
ment is exclusively entrusted to external managers. Type D companies,
so-called mixed-financed SMEs, are owned by third parties or are charac-
terized by mezzanine financing. However, management continues to be
carried out by the initial owner or persons from the entrepreneurial fam-
ily. Type E companies, apart from their smaller size, do not have any
distinguishing features from large listed companies. Becker and Ulrich
emphasize that, in view of their proximity to the entrepreneurial family,
type A and B still have a medium-sized character even if the quantitative
limits of the number of employees and the annual turnover are “clearly”
exceeded. Type C loses its character as a medium-sized company with
increasing size. Despite the lack of a family allowance, type D and E can
have similarities to type A and B with a limited company size and in these
cases can also be classified as SMEs.

EKAM’s definition approach not only provides a multifaceted insight
into SME practice, but also leads to “a clear upward shift in the perspec-
tive of SMEs”. In this way, an increased number of potential enterprises
could be taken as a basis for the random sampling of the work at hand.

2.2.2 Risk Management

The topic of RM was first studied after World War II, in the period
between 1955 and 1964 (Crockford 1982; Williams and Heins 1964;
Harrington and Niehaus 2004). Recent developments show a general
propensity to acknowledge the importance of social and cultural factors
when considering risk. The shift towards constructivism and a social
approach opens up opportunities for cross-disciplinary research as RM is
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a transversal process strategic to each company because it helps managers
set and possibly achieve the objectives of their company.

Risk can be defined in a cause- or effect-related way. According to the
cause-related definition, an information deficit is the reason for risk. On
the contrary, the effect-related risk definition refers to a negative or posi-
tive deviation from a set objective (Wolf 2003). If risk is considered as an
uninfluenceable hazard, it is defined as pure risk (Miinzel and Jenny
2005). If the definition of risk is not limited to a negative development,
but also involves chances or opportunities, it is described as speculative
risk (Sellin 2007; Wolf 2003; Miinzel and Jenny 2005).

RM is an integrative part of corporate governance (Wolf 2003; Sellin
2007). By applying RM, risk with a high extent of loss can be identified
and assessed in an early stage (Wolf 2003). Furthermore, RM is defined
as the steering and controlling of current or future risks in a company
(Horviath et al. 2019; Henschel 2010a). These steps of identifying, assess-
ing, steering and controlling risk are also known as the RM process or
rather the RM system (e.g. Burger and Buchhart 2002; Reichling et al.
2007; Schroer 2007). It can be seen as a regulation loop which should be
integrated into the corporate processes (Romeike and Hager 2009).

By integrating RM into the corporate processes, risk can be minimized
while earnings opportunities can be maximized (Horvith et al. 2019;
Henschel 2010a). With a target-oriented management of risk, corporate
value can be increased and the continued existence of the company as a
going concern can be ensured (Burger and Buchhart 2002). Internal
motives and objectives cause the company to establish RM from within.
At the heart of the internal motivation of any company is the intention
to secure the company’s long-term existence and success (Bodenmann
2005). External motives and objectives result primarily from legal require-
ments and regulations such as Basel II, III and IV, KonTraG (German
Act on Control and Transparency in the Company Sector) and ISO
certifications.

It is necessary to distinguish between strategic and operational
RM. Elements of strategic RM comprise the implementation of a risk
culture, the development of risk strategy and risk objectives, the defini-
tion of a risk policy, the creation of a corresponding organizational struc-
ture and the monitoring and improvement of RM (Institute of Risk
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Management 2018; Vanini 2012). Building on this, the RM process
must deal systematically and consistently with the risk potential, taking
into account the corporate strategy (Diederichs 2018; Ehrmann 2012).
The operational process is regarded as a central element of RM (Wengert
and Schittenhelm 2013). As with the strategic elements of RM, there are
different views in the literature as to which steps the RM process should
comprise. The literature, however, shows a consensus regarding the gen-
eral functions (Diederichs 2018; Ebert 2013; Ehrmann 2012; Henkel
et al. 2010; Hornung et al. 1999, Hunziker 2018; Wengert and
Schittenhelm 2013; Wolke 2016). Diederichs’ definition of RM is based
on a feedback loop with four process steps (Diederichs 2018). Of central
importance for the success of the RM process is the awareness that a con-
stantly changing environment requires a dynamic process (Diederichs
2018). In addition to the four stages, Diederichs’ model includes con-
tinuous and independent risk and process monitoring (Diederichs 2018),
which is assigned to strategic RM in this work.

According to Diederichs (2018) the operative RM consists of the fol-

lowing steps:

— Risk identification

Risk assessment

Risk steering

Risk recording and risk reporting

2.2.3 Risk Management in SME

So far SMEs have had only little guidance on how to manage risk and
where to turn for advice. Over the past few years only some guidelines,
representing conceptual frameworks, have been published. Some of them
represent Corporate Governance Codes for Unlisted Companies (OECD
2006, 2015; ecoDa 2010) and in 2009 the International Organization
for Standardization (ISO) elaborated ISO 31000:2009 about risk man-
agement and in 2016 ISO published a practical guide for SMEs about
how to implement RM. The literature reveals that RM in SME:s is still in
an early phase of development and is rather fragmented (Verbano and
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Venturini 2013; Marcelino-Sddaba et al. 2014). Despite this, several
national and international studies highlight the immaturity with which
companies and, in particular, SMEs face risks (Britzelmaier et al. 2015).

Regardless of its outstanding economic role, the German SME sector
has so far been given only scarce consideration in research, and in par-
ticular in risk management research (Glaser 2017). Due to the special
characteristics of medium-sized companies, however, studies of large
companies cannot be transferred without reflection (Becker et al. 2016a).
In view of the fact that resources of SMEs are generally more limited than
those of large corporations, the focus should be more on an economically
viable and efhicient risk management (Gleiflner and Romeike 2012).
SMEs have so far been much less subject to legal obligations. This
increases the room for manoeuvre, which creates opportunities and risks
for SMEs. Nevertheless, SMEs can no longer completely escape the
effects of increasing mandatory requirements, which is why they are sub-
ject to the influence of external stakeholders. Another typical characteris-
tic of medium-sized companies is that, compared with large companies,
they have fewer well-developed standards and structures and prefer intui-
tive management guidance. In some cases, this may be the effect of fewer
well-trained managers (Biel 2012; Pfohl and Arnold 20006).

Not least because of other company philosophies, cultures and busi-
ness models, the instruments and processes designed for large-scale enter-
prises cannot be used by SMEs to a large extent. No new insights have
been gained from such particularities. Welsh and White presented many
of these arguments almost four decades ago in “A Small Business Is Not a
Little Big Business”, an article in the Harvard Business Review. When
combined with the awareness of the vast current and future business and
economic importance of the German SME sector, it seems that it is
impossible to transfer it without concerns. The following discussion of
the research development takes this into account primarily by drawing on
studies specific to SMEs.

Koglmayer et al. conducted two company surveys in 2010. These
revealed that SMEs still have some work to do in setting up and integrat-
ing a systematic RM. At the same time, the interviewed managers from
SMEs indicated that risk and opportunity management was gaining
importance. A study by Henschel, also published in 2010, used
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questionnaires and company interviews to investigate both the current
status of RM in German SMEs and the barriers and challenges to its
implementation. According to him, the process of RM in SMEs was very
different at the time of the study. Although the first steps were taken in
the risk assessment, the integration of the identified risks into company
planning was lacking in all the SMEs involved at the time. Henschel
identified a dependence between the quality of the RM and the size of the
company. The study also suggested that companies with more complex
technologies had already been tending to make greater efforts. As far as
the companies studied had controlling departments, the RM process and
its methods were much better established.

In 2011, the Bundesverband der deutschen Industrie e.V. and
PricewaterhouseCoopers questioned managing directors, risk managers,
controlling managers and commercial managers of medium-sized com-
panies. In telephone interviews, 81% of the respondents rated the impor-
tance of RM as high to very high; 85% of the respondents saw the benefit
of risk management in the improvement of operational management
(turnover, profit, return on investment); and 82% found it useful for
strategic direction and nearly three-quarters found it helpful in meeting
legal and regulatory requirements.

A benchmark study, also published in 2011 by Funk RMCE, Rédl &
Partner and Weissman & Cie, came to the conclusion that the German
SME:s at that time considered RM in practice to be a cost driver without
any appropriate benefit at all in many cases (LofHler et al. 2011). External
stakeholders such as legislators, investors and business partners often pro-
vided the impetus for dealing with the issue for the first time. Only one-
fifth of the 343 participating SMEs from 14 sectors stated in the
questionnaire that RM is part of the value-oriented business manage-
ment in their company. In 2012, Montag conducted a survey of medium-
sized companies on the subject of RM and compliance. More than 60%
of the companies polled who had already set up an RM system rated the
relevance of such a system as high or very high. For those who did not
have an RM system so far, it was just under 50% (approx. 43%). The
appraisal of the added value of an RM system for the management of
companies with the size and legal form of their own company was diverse.
Almost 58% of the companies asked with such a system rated the added
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value as at least high, while only every fourth company without an RM
system shared this view.

A study published by Britzelmaier, Hiberle and Landwehr in 2015
based on an empirical literature analysis and expert interviews came to
similar conclusions. According to the study, German SMEs did not yet
sufficiently recognize the advantages of a strategic RM at that time. This
was due in particular to a lack of management skills and a lack of risk
awareness. In order to promote awareness, the authors proposed further
training for management, collaboration with external consultants and
more consistent rules. In 2015, the auditing firm EY published an inter-
national study in which over 1000 companies from 63 countries used
questionnaires to provide information on how they dealt with risks. Due
to the international nature of the study and the lack of focus on SMEs,
the results can only be used to a limited extent for the purposes of this
work. The aim of EY was to investigate how companies deal with the
shifting risk landscape and where weak points exist. The results of the
study suggested that companies had recently initiated improvements in
RM in order to do justice to the changed risk environment, but that there
was still room for improvement. With the Gossler, Gobert & Wolters
Group in 2016, a major insurance broker published a study on RM in
German SMEs. A specification of the definition of SMEs is missing in
the publication. The sample comprised 80 companies whose owners or
managers took part in an online survey. Although the objective of the
study was not explicitly stated, the revealed questions allowed some con-
clusions to be drawn. The focus was on the question of what