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Abstract

Organizational legitimacy is an important resource, which provides access to other resources. As such, it impacts the survival
chances of organizations. In this study, we examine the individual judgments of the owner-managers of small-and-medium
size enterprises (SMEs) of the legitimacy of their own enterprise as well as their perception of the legitimacy evaluations of
relevant stakeholders. This research is based on interviews with owner-managers of SMEs located in the Lorraine region of
France. The results show that when legitimacy is perceived as acquired, their judgments are based on instrumental, relational
and moral evaluations, whereas when legitimacy is perceived as being deferred, judgement is based on mainly instrumental
evaluations and when they report not being in position to judge their own legitimacy, their judgements are based on moral
evaluations. In addition, the legitimacy judgements employed are associated with the different types of legitimacy sought
by the SME owner-managers. Moreover, they perceive the validity cues coming from clients and employees as the most
important sources of legitimacy. Other stakeholders are accorded secondary importance in granting legitimacy.
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Introduction networks of actors (Freeman et al. 1983). Hence, small com-

panies have to work to improve their legitimacy (Russo and

Legitimacy affects organizational behavior and influences
the survival chances and performance of organizations
(Deephouse et al. 2016). We know that small and big com-
panies do not face the same legitimacy dynamics (Ivanova
and Castellano 2012). Small companies are not simply ‘lit-
tle big firms’ (Fitjar 2011; Tilley 2000). Even though all
organizations are resource-constrained and their legitimacy
can be debated, SMEs have higher chances of failure. This
is mainly due to their liability of smallness and higher insti-
tutional pressures coming from their embeddedness in local
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Perrini 2010) in order to be able to constantly re-negotiate
the access to resources from their environment (Pfeffer and
Salancik 2003/1978).

In this study, we look at the perception held by SME
owner-managers and examine how they understand the legit-
imacy of their own enterprise and its sources. Our singular
contribution is to show how they judge the legitimacy of
their companies as well as the way they perceive the legiti-
macy granted by relevant stakeholders. Owner-managers are
definitive stakeholders of the SME (Sen and Cowley 2013)
and their psychological characteristics determine to a great
extent the behavior of their enterprises (Jenkins 2006). On
a personal level, legitimacy is viewed as an internal value
linked to the feelings of obligation and responsibility to oth-
ers and as such, it represents an internal motivational guide
to behavior (Tyler 2006). In comparison to large companies,
SME:s are characterized by a high level of personalization
and in certain way, the owner-manager makes the company
(Paradas 2007). As a result, their individual legitimacy
judgements may influence profoundly the behavior of their
own enterprises (Johnson et al. 2006).

While the existing research has extensively studied the
legitimacy challenges of young and small ventures or the
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so-called entrepreneurial legitimacy (Delmar and Shane
2004; Chan 2012), in this particular study, we focus on
established SMEs. Previous research has highlighted the
need to examine how individuals come to judge existing
institutional arrangements and entities as legitimate or
illegitimate (Tost 2011). Individual judgements and per-
ceptions constitute the micro-motor of legitimacy, which
is the basis on which legitimacy as a collective phenom-
enon is built (Tost 2011). Nevertheless, to the best of the
researchers’ knowledge, the question of how SME owner-
managers perceive the legitimacy of their enterprises has
not been studied yet. We focus attention on the legitimacy
of SMEs given their heightened importance in recent years;
today, they are perceived as the growth engines of national
economies in many parts of the world (Jamali et al. 2009).
Hence, governments recognize their important role in driv-
ing the GDP growth and national employment levels. As
a result, understanding what determines their behavior is
an important issue not only for academic researchers, but
also for practitioners and public policy makers. Therefore
in this research, we ask the following questions: (1) how do
owner-managers of SMEs evaluate their enterprise’s legiti-
macy? and (2) how do they understand the basis on which
relevant stakeholders grant legitimacy to their own enter-
prise? The answer to these questions will help us understand
the bases for legitimacy as a condition for SMEs’ survival
and prosperity, which can consequently shed some light on
their behavior.

The paper is organized as follows: first, we look at the
literature on legitimacy-as-perception. Next, we study
SME-specific context in regard to legitimacy. We then turn
to examining the individual legitimacy judgments of SME
owner-managers and their evaluations of the validity cues
coming from relevant stakeholders. The paper goes on to
present the empirical setting, research design and data analy-
sis. We conclude by discussing the results and by exam-
ining contributions to the literature and avenues for future
research.

Organizational Legitimacy: Definition
and Typologies

Deephouse et al. (2016, p. 10) define organizational legiti-
macy as “the perceived appropriateness of an organization to
a social system in terms of rules, values, norms, and defini-
tions.” Legitimate organizations usually develop offices and
procedures which demand the obedience and loyalty of their
members and the support and endorsement of non-members
(Brummer 1991). Organizations develop networks of rela-
tionships involving reciprocal duties among and between
members and non-members and to the extent to which
these duties are respected, the organization is perceived as

@ Springer

legitimate (Brummer 1991). In effect, legitimacy is a belief
in the rightness of an organization and its procedures and
objectives, and it depends on the ongoing acts of belief by
countless individuals (Berger 1981). In its essence, legiti-
macy has a moral character since the legitimate organization
is perceived to deserve consideration and support (Brummer
1991). Legitimacy can then be seen as a resource (Dowling
and Pfeffer 1975) and as such, it has important consequences
for organizations (Deephouse et al. 2016). It may enhance
the survival chances of an entity (Meyer and Rowan 1977),
its ability to compete for other resources (Deephouse et al.
2016) and can also impact its financial performance (Deep-
house 1996).

Legitimacy can be theorized as a thing (legitimacy-as-
property), as a process (legitimacy-as-process) and as a form
of socio-cognitive perception or evaluation (legitimacy-as-
perception) (Suddaby et al. 2017). In this study, we focus on
legitimacy as a perception held by an individual (Tost 2011);
in our case, the owner-manager of the SME, who steps into
the role of an evaluator of the legitimacy of his/her own
enterprise as well as his/her understanding of the percep-
tions held by relevant stakeholders. Due to the high level of
personalization associated with SMEs (Paradas 2007), the
owner-manager is the only definitive stakeholder and his/
her perception of the legitimacy of the enterprise has direct
consequences on the latter’s behavior.

In the legitimacy-as-perception perspective, legitimacy
emerges in the interplay between individual (micro-)
and collective (macro-) cognition (Bitektine and Haack
2015). It is the individuals who perceive an entity, judge
its legitimacy and act upon their judgments (Hoefer and
Green 2016). Hence, at the individual level, legitimacy is
acknowledged as a propriety judgment (Tost 2011) or the
evaluator’s assessment of the appropriateness and accept-
ability of an object (any entity, such as an individual,
organization, nation-state, practice, etc.) (Suddaby et al.
2017; Zelditch 2001). At the collective level, legitimacy
is present in the form of validity, i.e., an opinion shared by
the majority of the actors (Berger 1981; Tost 2011). Valid-
ity has an important effect on the propriety judgements of
individuals since the latter tend to adopt judgements they
consider valid (Suddaby et al. 2017). Even though validity
exists independently of the opinion of a single evaluator,
individuals form validity perceptions or beliefs (Bitektine
and Haack 2015). The latter refer to a given evaluator’s
perception that an entity is deemed appropriate by others
in a collectivity of evaluators, independent of the focal
evaluator’s private endorsement of that entity (Johnson
et al. 2006). In cases when evaluators privately do not per-
ceive an entity as legitimate but believe that others in the
collectivity perceive it as appropriate, they may conform to
the judgements of others (Bitektine and Haack 2015). For
example, some individuals may not perceive a particular
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Table 1 Legitimacy typology

Type of legitimacy Sub-type of legitimacy

Basis of legitimacy

References

Regulatory legitimacy

Normative legitimacy Technical legitimacy

Regulatory standards, rules and laws

Scott (2001, 2003)

Core technology, key competencies, quality of services Ruef and Scott (1998)

and qualifications of actors

Managerial legitimacy

Cultural-cognitive legitimacy

Management efficiency

Cultural beliefs and taken-for-granted assumptions

Ruef and Scott (1998)
Scott (2001, 2003)

practice as appropriate, but if they perceive that others
view it as such and act accordingly, they will permit that
it governs their own behavior and accept the practice as
legitimate (Tost 2011; Zelditch 2001). Hence, the legit-
imacy-as-perception perspective supports a multi-level
approach, but draws attention primarily to the individual,
or the micro level. The macro level holds the antecedents
(validity) and bears the consequences of individual legiti-
macy judgements (Suddaby et al. 2017).

In order to understand better the sources of the individual
legitimacy judgments of the SMEs’ owner-managers, we
present below the legitimacy typologies commonly used in
the management literature. Even though numerous legiti-
macy typologies have been developed (Scott 2001; Zimmer-
man and Zeitz 2002; Higgins and Gulati 2006; for the full
list, please refer to Table 2 in Bitektine 2011), it is important
to note that each typology reflects different dimensions of
the legitimacy concept.

The most widely accepted legitimacy typology is the one
provided by the neo-institutionalists (see Table 1). It is based
on the three pillars of institutions—regulatory, normative
and cognitive (Scott 2001). Regulatory legitimacy is the
perception that an entity, practice or an individual conforms
to the regulatory standards, rules and laws. Normative legiti-
macy exists when the goals of an entity are congruent with
the broadly accepted values and norms. Cultural-cognitive
legitimacy is embedded in the socio-cultural environment
and provides frameworks on which normative and regulative
systems are constructed (Scott 2003). An entity is said to
have cultural-cognitive legitimacy when it achieves a taken-
for-granted status (Scott 2001).

In addition, Ruef and Scott (1998) examined closer nor-
mative legitimacy and distinguished between two main
types: technical and managerial legitimacy (see Table 1).
Technical legitimacy focuses on organizational features,
such as core technology, key competencies, quality of ser-
vices, and qualifications of actors. Managerial legitimacy
emphasizes features related to efficiency in management.
Usually, research shows that these two types of legitimacy
are aligned, but sometimes organizations can be high on one
and low on the other. For example, Ruef and Scott (1998)
showed that organizations can be low on managerial and
high on technical legitimacy.

Therefore, based on the above-mentioned legitimacy
typology, for the purpose of our study, we adopted three
types of legitimacy: regulatory, normative and cultural-cog-
nitive legitimacy (see Table 1). Within normative legitimacy,
we distinguish between technical and managerial legitimacy
as per Ruef and Scott (1998).

The legitimacy dynamic is different for small and large
firms (Ivanova and Castellano 2012). In the section below,
we look at aspects specific to the SMEs’ context, which
determine their legitimacy dynamics.

Organizational Legitimacy and SMEs

Small organizations are the most common type of enterprise
(Soriano and Dobon 2009). For the purpose of this article,
we adopt the standard European Union definition of SMEs:
organizations with fewer than 250 employees, a turnover of
< €50 million euros and a balance sheet total of < €43 mil-
lion. This definition includes micro- (from 1 to 9 employ-
ees), small- (from 10 to 49 employees) and medium- (from
50 to 249 employees) enterprises (Mclntyre 2003, p. 10).
According to the European Commission, SMEs represent
99% of all businesses in the European Union. In the past
5 years, small enterprises have created more than 85% of the
new jobs and provided around 2/3 of the total private sector
employment in the EU. This is why they are considered as

Table2 SMEs stakeholders’ salience classification (Sen and Cowly
2013)

Stakeholders Attributes possessed Salience classification
Owner-managers  Power/legitimacy/ Definitive
urgency
Employees Power/legitimacy Dominant
Customers
Suppliers
Investors
Family of owners Legitimacy Discretionary

Political groups
Trade associations

Community
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critical backbones of economic health and vitality not only
in the developed but also in the emerging economies (Jamali
et al. 2009).

Small companies are not simply ‘little big firms’ and
should not be studied as such (Fitjar 2011; Tilley 2000). A
common assumption is that SMEs are homogenous, their
defining characteristic being their size (Jenkins 2006). But
in legal terms, SMEs can take different forms from sole
proprietorships and partnerships to cooperatives and other
arrangements (Fitjar 2011). One common attribute though is
that the psychological characteristics of the owner-manager
determine to a larger extent the behavior of SMEs (Jenkins
2006). Since on an individual level, legitimacy is viewed as
an internal value linked to the personal feelings of obligation
and responsibility to others, along with the other moral val-
ues, it represents an internal motivational guide to the SME
owner-manager’s behavior (Tyler 2006). As a result, the
individual legitimacy judgments of the owner-manager are
expected to influence his/her own behavior towards the SME
and the external stakeholders. Eventually, this will have con-
sequences for the behavior of the enterprise itself due to the
high level of personalization of the SMEs (Paradas 2007).

The importance of the micro-macro interplay in the
formation of individual legitimacy judgments calls our
attention to the context of SMEs, which determines the lat-
ter’s legitimacy needs. In the section below, we describe
the particularities of the SME context in general followed
by the specificities of the French context and the region of
Lorraine.

The Context of SMEs

SME:s face different institutional pressures (Peng 2003).
They are deeply embedded in their local communities
(Russo and Perrini 2010; Fitjar 2011). SME managers have
close personal contact with their employees, which some-
times blurs the relationship between them. In addition, the
fact that SMEs have often informal procedures for recruit-
ment leads to hiring of acquaintances, family members and
friends (Fitjar 2011). Thus, employees often show higher
involvement and are more flexible in their day-to-day activ-
ities. Moreover, close personal relationships are not only
restricted to employees. Managers of small businesses
can also be in close contact with suppliers, customers and
sometimes competitors. They tend to live in the same or
close neighborhoods and maintaining a good reputation and
strong personal relationships is important. In addition, they
are less mobile, are expected to respect local norms of col-
lective behavior and their businesses are perceived to be
pillars of the community. They are more dependent than
large firms on strong community relationships in order to
survive (Russo and Tencati 2009). Hence, small companies
face stronger institutional pressure from the local community
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to respect the norms of collective behavior. In addition, the
local embeddedness of SMEs and the lower number of stake-
holders they deal with increases the relative power of the
latter (such as family, friends and local community).

In addition, SMEs are subject to the liability of smallness.
In general, they have higher chances of failure (Freeman
et al. 1983) due to the fact that they have fewer resources
(i.e. financial, managerial, human and informational), less
well-trained managers, and less developed relationships with
creditors (Bruderl and Schussler 1990) and other external
stakeholders (Singh et al. 1986). Small organizations are
more vulnerable since they can more easily import insta-
bility from the environment (Smallbone et al. 1999). They
are preoccupied by immediate issues of day-to-day survival,
their managers take on many tasks themselves and lack the
time to strategize about the future (Fitjer 2011).

According to the Center of Documentation of the Econ-
omy and Finance (CEDEF—Centre de Documentation
Economie-Finance), in 2014 there were approximately
4 million SMEs in France, accounting for 99.9% of all
French enterprises. They provided 48.5% of all employment
and 43.4% of the value added. The region of Lorraine (where
we collected data in 2013) is located in the North-Eastern
France. The region’s development has traditionally depended
on the mining sector but the role of the latter declined signif-
icantly in the 1980s. In addition, due to the continuing dein-
dustrialization after 2000, Lorraine faces one of the high-
est unemployment levels in metropolitan France (Conseil
Economique Social et Environnemental de Lorraine 2013).

The specific context in which SMEs operate influences
the individual legitimacy judgments of SME managers. We
discuss this in the section below.

Individual Legitimacy Judgements of SME’s
Owner-Managers

As it was mentioned previously, two dimensions explain
the formation of legitimacy judgments on an individual
level—propriety and validity. Even though the individual-
level judgments of legitimacy (propriety) can differ from
the collective-level validity of an entity, the validity cues
that come from the social context shape the individual per-
ceptions (Suddaby et al. 2017) since the individual evalua-
tors observe other actors and receive messages from them
conveying their individual judgments (Bitektine and Haack
2015). In this way, they form validity beliefs—judgements
“about what the validated ‘consensus’ is” (Bitektine and
Haack 2015, p. 51).

In addition, previous research looks at the process of
judgment formation and judgement use as two distinct pro-
cesses. In the process of judgement formation, individuals
perform either evaluative (effortful) or passive processing
of information, which leads to the formation of a legitimacy
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judgement that represents the entity under scrutiny as either
appropriate or not to its social context (Tost 2011, p. 695).
Judgement formation is based on the validity cues, which
come from the environment as well as instrumental, rela-
tional and moral evaluations of the individual. With instru-
mental evaluation, an entity will be judged as legitimate
when it is perceived to promote the material interest of the
individual. With relational evaluation, legitimacy emerges
from the extent to which a social entity communicates that
the individual evaluator is accorded respect, dignity and sta-
tus within the group context and through group membership.
The moral evaluation is based on the set of values guiding
the morality of the evaluator (Tost 2011). On the other side,
the validity cues are based on the evaluations that an entity
is legitimate or not as granted by different stakeholders.

The legitimacy judgment of the owner-managers is funda-
mental in determining the behavior of their enterprise. The
small business is normally the primary source of income
for the owner-manager and by definition it consumes the
majority of his/her time and resources (Fassin et al. 2011).
Therefore, the SME is characterized with a strong person-
alization, which sometimes can even put the existence of the
company in danger (Paradas 2007). The boundary between
the private and the professional life of the owner-managers
is often difficult to set, and hence the individual in a certain
way makes the company (Paradas 2007). The individual
perception of the SME’s legitimacy is an internal value for
the small business owners linked to their personal feelings
of obligation and responsibility (Tyler 2006). In this way,
it is similar to but also different from moral values. While
legitimacy is the perceived obligation to social arrangements
and entities (in this case being the small business owner-
managers’ enterprise), moral values are personal standards
with which people try to align their behavior (Tyler 2006).
In most cases, legitimacy and moral values go hand in hand,
but it can happen that they diverge (Tyler 2006).

In any case, it is worthwhile to examine whether by
employing instrumental, relational and moral evaluations,
the SME’s owner-managers search for different type of legit-
imacy (regulatory, normative technical and/or normative
managerial, and cultural-cognitive). We also have to con-
sider that in this process of individual legitimacy judgment-
formation, the validity cues coming from the context are
important (Tost 2011). Therefore, below we look at the dif-
ferent groups of stakeholders who, by granting or not legiti-
macy, provide cues, which influence the owner-managers in
the formation of their legitimacy judgements.

Stakeholders as Evaluators of SMEs’ Legitimacy
Different internal and external stakeholders and/or institu-

tions can be perceived as sources of validity cues of organi-
zational legitimacy (Ruef and Scott 1998). As mentioned

above, SMEs are embedded in local stakeholder communi-
ties comprised of customers, employees, suppliers and other
local entities (Fuller and Tian 2006). The nature of doing
business is very personal, often with direct contact between
the owner and the customers. Hence, their legitimacy with
immediate stakeholders is at stake in a far more direct and
personal way than it is with large corporations (Fuller and
Tian 20006).

The stakeholder theory (Freeman 1984) looks at the
importance of stakeholders, defined as “any group of indi-
viduals, who can affect or is affected by the achievement of
the firm’s objectives” (p. 47). Mitchell et al. (1997) proposed
a stakeholder salience model, which ranks the stakeholders
in terms of three attributes: power, legitimacy and urgency.
Stakeholders possessing more attributes are deemed more
salient (Sonpar et al. 2010). Depending on the type of attrib-
ute (power, legitimacy and/or urgency), they are identified
as definitive, dominant and discretionary (Sen and Cowley
2013). Stakeholder salience is dynamic and the actions of
the stakeholders, and/or any shift in the environment, can
cause it to change (Sonpar et al. 2010).

Based on Mitchell et al. (1997)’s model, Sen and Cowley
(2013) have developed the following salience classification
for SMEs’ stakeholders (see Table 2).

Definitive Stakeholders

SMEs have only one definitive stakeholder and this is the
owner-manager. We elaborate on how they form judgments
about their own enterprises below, in the section “Legiti-
macy, Enterprise and the Owner-Manager”.

Dominant Stakeholders

The dominant stakeholder group is comprised of custom-
ers, employees, suppliers and investors. For the survival of
the company, it is very important that it produces quality
products and services that customers want (Sen and Cowley
2013). Since often SMEs rely heavily on fewer customers,
they are under constant scrutiny by them. Hence, custom-
ers are the most important external stakeholder group for
SMEs (Westrenius and Barnes 2013). Employees, with
whom owner-managers often have personal relationships
(Fitjar 2011), constitute another important source of legit-
imacy. Their motivation to work and the ability to retain
them is of primary importance to the small company. The
level of salience of suppliers is determined by the SME’s
level of dependence on the supplier and the availability of
alternatives (Westrenius and Barnes 2013). As for investors
(banks), since access to resources, including financing, is
one of the most important disadvantages of small businesses,
maintaining a good relationship with them, which can assure
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timely investments, is of pivotal importance to any small
enterprise and an undeniable signal of legitimacy.

Discretionary Stakeholders

According to Sen and Cowley (2013), the discretionary
stakeholders include family members, political groups (asso-
ciations), standard-setting and award-granting organizations
and community. The degree of importance of the family
may vary from one owner-manager to another (Westrenius
and Barnes 2013) but as a rule most owner-managers are in
search of balance between their professional and personal
activities. In terms of associations (political groups), SMEs
take part in them since they provide a platform to voice their
opinion against more powerful stakeholders (Lepoutre and
Heene 2006) and influence political decision-making (Sen
and Cowley 2013). The literature on SMEs also emphasizes
the importance of certificates, prizes, awards, and participa-
tion in trade show exhibitions—especially for small compa-
nies that operate in international or global markets (Mort
et al. 2012). For example, ISO certification increases small
business’ opportunities to cooperate with suppliers, cli-
ents, competitors and also enter new markets (Boiral 2003).
Finally, SMEs are strongly embedded in local communities.
Hence, community is regarded as an important stakeholder,
needed for receiving the social license to operate (Russo and
Perrini 2010). This can explain SMEs engagement in actions
that meet local community’s expectations and requirements.

Based on the above literature review, we examine two
main research questions: (1) how do owner-managers of
SME:s evaluate the legitimacy of their enterprises? and (2)
how do they understand the basis on which relevant stake-
holders grant legitimacy to their enterprise? In the section
below, we present the research design that we employed to
answer these research questions.

Research Design

For our investigation into the legitimacy judgments of SME
managers, we employed a qualitative methodology. Data
was collected from the region of Lorraine in North-Eastern
France through semi-structured face-to-face interviews.
This technique enriches the depth of the information pro-
vided (Cooper and Schindler 2001) due to its flexibility. The
research was part of a larger study on values, leadership and
legitimacy for which the authors have elaborated a single
comprehensive interview guide.

We chose a qualitative research design because we
wanted to achieve an in-depth understanding of the use of
individual legitimacy judgments and their sources. Qualita-
tive methods are appropriate to study legitimacy since the
concept is a second-order construct (Deephouse and Carter
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2005; Delmar and Shane 2004). To test the research ques-
tion, we used iterations between collected data and theoreti-
cal knowledge.

We collected data from a total of 24 SME owner-man-
agers, of whom two-thirds were men and one-third were
women. Twenty-three of the interviewees were the actual
owners of their respective enterprises and one had a manage-
rial position. All managers originally came from the region
of Lorraine and their average age was 45 years old. The
industry sectors represented in the sample included: human
resources (1), accounting (1), communication (5), construc-
tion (3), industry (6), real estate (3), consulting (4), and per-
sonal services (2).

The interviews were recorded, transcribed and coded with
Atlas.ti. Before we started the coding, one interview was
used as a learning tool—the three researchers coded that
interview together in order to standardize the coding pro-
cess. In this preliminary stage, they coded each paragraph
(comprised of 9-20 lines) separately and then they discussed
the coding in terms of similarities and differences in the
coding procedure. The process continued until we reached
a level of agreement of around 90% regarding the retained
codes which corresponds to acceptable levels of reliability
(Krippendorff 2004; Neuendorf 2017). This interview was
not included in the final data set. The codes were gener-
ated abductively, which means that we went back and forth
between the theory and the first interview in order to stabi-
lize the codes.

After this preliminary stage, the researchers coded the
24 interviews, which comprised the study sample. In the
first stage of the coding, each researcher got a set of 8 (out
of 24) interviews and coded them independently. In the sec-
ond stage, the interviews were exchanged and the coding
was verified by a second researcher. Hence, each researcher
got a new set of 8§ interviews (not coded by him/her) and
confirmed the coding on a printed document. For each docu-
ment, some mistakes were corrected and some adjustments
of the coding were made, including filling gaps where codes
were missed. At the final stage, each researcher got another
set of 8 interviews to verify the codes and enter in Atlas.ti
the corrections made in the second stage. This way, each
researcher coded or verified the coding of all 24 interviews.

Afterwards, we proceeded with data analysis of the co-
occurring codes. Since our context unit was the paragraph
(comprised of 9-22 lines), we considered two codes as co-
occurring when they appeared in the same paragraph. For
each relevant concept associated with legitimacy with the
help of Atlas.ti, we generated query reports. Each query
report contains all the paragraphs across all interviews
where the two codes appear or co-occur together. We then
read and analyzed the paragraphs in order to determine the
type of relationship between the two codes. The results are
presented in the following section.
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Table 3 The most frequent codes

Codes Total frequency
Enterprise 563
Clients 267
Collaborators 227
Owner-managers 219
Values 152
Responsibility 131
Creativity 130
Team 95
Family 92
Legitimacy 40

Table 4 Co-occurrence of most frequent codes with code ‘legitimacy’

Codes Total frequency Co-occurrence with
code ‘legitimacy’

Enterprise 563 25

Values 152 12

Client 274 12
Owner-manager 78 10

Image 50 6
Responsibility 87 6

Recognition 29 6

Collaborators 105 6

Data Analysis

In this article, the authors look at how owner-managers
judge the legitimacy of their own enterprise as well as their
perception of the legitimacy granted by different stakehold-
ers. As a definitive stakeholder (Sen and Cowley 2013), an
owner-manager holds a perception about whether his/her
enterprise is legitimate (propriety) and about what other
stakeholders think about the legitimacy of their enterprise
(validity beliefs). To analyze the data collected from 24
SMEs, we proceeded in the following way. To start with,
we present the most frequent codes in the discourse of the
owner-managers across all interviews (see Table 3). This
indicates how the code ‘legitimacy’ is positioned in com-
parison to the other codes.

Afterwards, based on the data analysis, 9 codes were
identified as the most frequently associated codes with
the code ‘legitimacy’ (see Table 4).! This means that they

! Codes, such as ‘creativity’ and ‘France’ were also frequently asso-
ciated with the code legitimacy. Nevertheless, they were not con-
sidered by the researchers, because the analysis of the query reports
showed that they do not relate to the code ‘legitimacy’ in a relevant
way.

Table 5 Pertinent non-frequent co-occurring codes with code ‘legiti-
macy’

Codes Total fre- Co-occurrence with
quency the code ‘legitimacy’
Family 92 3
Investors (shareholders—18 44 3
and bank—26)
Certification 31 3
Norms 17 2
Regulation 27 2
Suppliers 39 2
Community 13 1

co-occur in the same paragraph with the code ‘legitimacy’.
In order to better understand their relationship with the code
‘legitimacy’, we also added other pertinent but non-frequent
codes to the analysis (see Table 5). They were identified
as pertinent based on the literature on SMEs—the codes
‘family’, ‘investors’, ‘suppliers’ and ‘community’ are stated
as being dominant or discretionary stakeholders (Sen and
Cowley 2013). The codes ‘regulations’, ‘norms’ and ‘certi-
fication” were identified as pertinent based on the neo-insti-
tutional legitimacy typology (presented in Table 1).

Based on the data analysis of the co-occurring codes with
the code ‘legitimacy’, the owner-managers express their
individual judgments about the legitimacy of their enter-
prise. The code ‘legitimacy’ is mainly associated with the
codes ‘clients’ and ‘collaborators,” which reveals the rela-
tionship with these stakeholders as the main source of legiti-
macy. Moreover, the code ‘legitimacy’ is associated with
the codes ‘values’ and ‘responsibility’ as well as ‘image’
and ‘recognition’, which reflects the challenges that SMEs
face in achieving congruence between their internal values
and their externally-projected image. Indeed, we acknowl-
edge that the owner-managers judge the legitimacy of their
enterprise in terms of their stakeholders (mainly, clients and
collaborators), and this legitimacy brings into focus two sets
of influences; namely, values and responsibilities on one side
and image and recognition, on the other.

The analysis starts by investigating the way owner-man-
agers perceive the legitimacy of their enterprise. We then
analyze the way they understand the basis on which relevant
stakeholders grant legitimacy before examining the chal-
lenges faced by SMEs when they try to acquire and convey
their legitimacy.

Legitimacy, Enterprise and the Owner-Manager
In order to understand how owner-managers perceive the

legitimacy of their own enterprise, we studied the rela-
tionship between the frequent codes ‘enterprise’ and
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Table 6 Co-occurrence of codes enterprise and owner-manager with
the code ‘legitimacy’

Codes Frequency Co-occurrence
with code ‘legiti-
macy’

Enterprise 563 25

Owner-manager 85 10

‘owner-manager’ by examining the co-occurrence of each
of these codes with the code ‘legitimacy’ (see Table 6).

Enterprise and Legitimacy

When analyzing the relationship legitimacy—enterprise, we
find that the owner-managers associate legitimacy with the
right of the enterprise to exist. A very big role in determin-
ing the relationship between ‘legitimacy’ and ‘enterprise’
is the sector or industry. In some sectors (i.e., services to
senior citizens) where the government and non-government
entities co-exist, the legitimacy of for-profit entities might be
questioned. In these sectors, companies might be susceptible
to a changing institutional environment due to political deci-
sions. In order to understand better the enterprise-legitimacy
relationship, we analyze the most frequent codes that are
associated with these two codes. The analysis shows that
these are the following:

Codes legitimacy - enterprise - client = Frequency: 9

Codes legitimacy - enterprise - values = Frequency: 6

The enterprise—legitimacy relationship is moderated by
the code ‘clients.” The association with the code ‘clients’
shows that providing good service, going the extra step and
engaging with the client is of central importance for the
legitimacy of the enterprise. For example, one interviewee
whose enterprise is in the communication sector stated:
“Well, legitimacy in the sense that we provide a real service
to our clients and we are engaged with our clients, we are the
last actor in the supply chain and we are often there to save
the situation.” Having satisfied clients is an expression of
possessing the technical competencies (translated into high
quality services and experiences for the clients) in the main
sector of activity. For example, to the question of the inter-
viewer: “So, how do you define this notion of legitimacy?”,
“That we have competencies, it’s a notion of competencies
and humility, to know how to question yourself every day
in order to learn and this way, to educate yourself every day
and educate your employees. As long as we are sure we have
competencies, we have legitimacy to sell, to exchange our
ideas, to advance,” said one respondent whose enterprise is
in the communication sector.
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The other code which moderates the legitimacy-enter-
prise relationship is ‘values.” The personal moral values of
the owner-manager influence whether (s)he will grant the
enterprise legitimacy (Morin-Esteves et al. 2017/2018).
Some of them perceive their enterprises as legitimate, oth-
ers do not and still a third group states that they are not in
a position to judge the legitimacy of their own enterprise.
These three situations are illustrated with examples in the
sub-section to follow.

Owner-Manager and Legitimacy

The majority of the owner-managers perceive their enter-
prise as legitimate based on the fact that they have clients—
for example when asked by an interviewer “Are you consid-
ered as legitimate in what you do?”, one respondent whose
enterprise is in the communication sector said: “I think so.
Because if not, we wouldn’t have had clients.” The experi-
ence of the clients and their satisfaction is the basis for eval-
uating their enterprise legitimate. As one interviewee with
main domain of activity in the information services pointed
out: “We deliver a good experience to our clients. So, yes,
I think we are legitimate in what we do.” Another way of
looking at it is that the enterprise is legitimate because it has
the competencies required in a particular industry, which
gets reflected in having satisfied clients. In addition, depend-
ing on the sector, legitimacy comes from the expertise (and
certification) of their employees. For example, an inter-
viewee from the consulting sector stated: ““...when people
have to do business with certified public accountant, audi-
tors, very quickly for them this is a guarantee of quality.” In
certain cases, owner-managers perceive their enterprise to
be legitimate when they have overcome financial difficulties
and have realized positive financial results. An interviewee
from the heavy industry said: “Last year we did —270,000
euros. The worst financial statement that we have ever had.
It was due to the fact that we served all debts. Now, I have a
cash flow worth 800,000 euros. I worked hard, we all worked
hard to have this result...Because we talk about legitimacy,
this is how we become legitimate, we fight.”

Some owner-managers express doubts about the legiti-
macy of their enterprise because they associate it with their
personal legitimacy. For example, one respondent whose
enterprise is in heavy industry stated: “I’d like to say that
when I achieve my objectives, meaning to develop this enter-
prise, to transfer it, to secure my family, I’d consider myself
legitimate.” In fact, the role of the enterprise (and the per-
sonal role of the owner-manager) is to provide the family
with financial security. Yet, a third group of owner-managers
state that they are not in a position to judge the legitimacy
of their own enterprise. It sounds pretentious and lacking
the value of humility which they project and seek to transfer
to their employees. For example, one respondent from the
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Table 7 Co-occurrence of codes ‘clients’ and ‘collaborators’ with
code ‘legitimacy’

Table 8 Co-occurrence of codes ‘family’, ‘investors’, ‘suppliers’ and
‘community’ with code ‘legitimacy’

Codes Frequency Co-occurrence
with code ‘legiti-
macy’

Clients 274 12

Collaborators 105 6

communication sector stated: “It would be too pretentious to
say it, I don’t know...we have...yes, several times I received
feedback from people who give me this image but I’m not
at ease with it. I prefer to be in my corner, doing my work.”
These owner-managers state that it is the role of external
stakeholders to evaluate them as legitimate or not; in this
way, they do not judge the legitimacy of their enterprise
themselves, which feels inappropriate. When asked to evalu-
ate whether his/her own enterprise is legitimate, one owner-
manager from the heavy industry stated: “I don’t want to...
it’s against our nature. In our enterprise, we always devel-
oped this humility.”

After examining the complex relationship between SME,
owner-manager and their legitimacy, we continue the analy-
sis by exploring the perception of the owner-managers on the
legitimacy granted by different stakeholders.

Legitimacy, Clients and Collaborators

To start the analysis, we present the co-occurrences of the
codes ‘clients’ and ‘collaborators’ with the code ‘legitimacy’
(see Table 7).

The clients, as part of the dominant stakeholders (Sen
and Cowley 2013), are the most important group and client
satisfaction is central to any small business. The relationship
with clients has to be transparent and respectful and going
the extra step is central in building good relationships. The
client has to be provided with the best service and the best
experience. For example, when asked by an interviewer “If
we talk about legitimacy, is the quality of the service pro-
vided what makes you legitimate?” “In Lorraine, yes. In
fact, in our sector, yes,” said one interviewee from the com-
munication sector.

The employees, who are also dominant stakeholders (Sen
and Cowley 2013), are likewise considered an important
group even though the association between the two codes
‘employees’ and ‘legitimacy’ is not as strong as it is for the
codes ‘clients’ and ‘legitimacy’. The owner-managers per-
ceive employees as an important source of legitimacy, since
they bring the technical competencies which are the basis for
providing good quality services. For the owner-managers,
employees grant legitimacy if they feel happy and autono-
mous at the workplace and if they identify with the company.
To illustrate this point, one respondent from heavy industry

Code Frequency Co-occurrence with
code ‘legitimacy’
Family 92
Investors (shareholders—18 44 3
and bank—26)
Suppliers 39 2
Community 13

stated: “I’m not tough. I let people free, I like autonomy, I
like that people feel happy, that they show what they can do
but I’'m demanding. Because I’'m demanding of myself, 'm
also demanding of others but this is also a protection of their
employment, of the image which we would like to convey.”
In addition, based on the stakeholder classification by Sen
and Cowley (2013), we have included in the analysis the
following pertinent codes (see Table 8).

The code ‘family’ is pertinent when analyzing the legiti-
macy of SMEs since legitimacy may be derived not only
from achieving professional but also personal objectives.
According to Sen and Cowley (2013), the family is a discre-
tionary stakeholder, meaning that they have the legitimacy
to impose their demands on the SMEs but are lacking power
and urgency when compared with the dominant stakehold-
ers. We discovered that for some owner-managers, the per-
sonal objectives are related to achieving balance between
the professional and personal life. As one interviewee from
the accounting sector stated: “I’m also a mother of a family,
so I need to find a balance between my professional and my
personal life.”

The code ‘legitimacy’ is also associated with the code
‘investors’, which includes shareholders and banks. The two
groups are dominant stakeholders (Sen and Cowley 2013)
meaning that they have the legitimacy and the power but do
not have the urgency. The relationship is significant in the
present study in terms of employees being shareholders and
participants in the foundation of the enterprise. The sup-
port of the bank, especially in times of crisis, is viewed as
a source of legitimacy. As it was stated by one respondent
whose enterprise is in heavy industry: “I went to see the
bank and I told them that in March, I risk being exposed to
an overdraft of 300 000 euros. The bank followed us, the
customers followed us and finally...we went through, I was
able to pay our salaries, I got cash today, so I have 750,000
cash there...to say that we moved from everything to noth-
ing. It’s the life of a SME but we made it...this is what made
us legitimate.”

Another pertinent code, which is related to the code
‘legitimacy’, is ‘suppliers’ described in the extant litera-
ture as dominant stakeholders (Sen and Cowley 2013).
The relationship is not specifically defined, which means
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Table9 Co-occurrence of codes ‘values’, ‘image’, ‘responsibility,
‘recognition’ with code ‘legitimacy’

Codes Total frequency Co-occurrence with
code ‘legitimacy’

Values 152 12

Image 50 6

Responsibility 87 6

Recognition 29 6

Table 10 Co-occurrence of codes ‘certification’, ‘norms’ and ‘regula-
tion” with code ‘legitimacy’

Codes Total frequency Co-occurrence
with code ‘legiti-
macy’

Certification 31 3

Norms 17

Regulation 27 2

that the interviewees did not particularly talk about the
perception that their suppliers have about their enterprise.
The same conclusion is reached when it comes to the code
‘community’.

To conclude, the owner-managers of SMEs perceive their
clients as the primary stakeholder group, whose evaluation
on the products and services is of central importance for
the legitimacy of their enterprise. The employees, whose
competencies are the basis for clients’ satisfaction, are also
perceived as primary stakeholders. The owner-managers
evaluate family, investors and the sector (or peer group of
companies) as secondary stakeholders. The importance
of each type of stakeholder is different depending on the
urgency of the issue (for example, during crisis, receiving a
credit from a bank has an important legitimizing role) and
the personality of the owner-manager (for example, family
is more important for some managers than others). Surpris-
ingly, the owners-managers do not refer to the suppliers and
the local community in their discourse.

Legitimacy, SMEs, Challenges

The co-occurrences between the code ‘legitimacy’ and the
codes ‘values’, ‘image’, ‘responsibility’ and ‘recognition’ is
presented in Table 9.

The analysis of the code ‘legitimacy’ reveals that small
companies face particular challenges when trying to acquire
and convey their legitimacy. We regrouped the following
co-occurring codes under challenges: values (12), image
(6), responsibility (6) and recognition (6) (see Table 8). The
non-frequent but pertinent codes added to the analysis are
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the following: certificates (3), norms (2) and regulation (2)
(see Table 10).

In maintaining their legitimacy, SMEs face certain chal-
lenges and we acknowledge the importance of internal val-
ues and responsibilities of SMEs and their external image
and recognition. Therefore, we group the codes ‘values’ and
‘responsibilities’ together since our data show that often the
values expressed by the owner-manager are associated with
the responsibility they have towards their employees (for
example, participative management, serenity and harmony
in the workplace, training and transfer of knowledge as well
as flexibility, adaptability, openness to learn, etc.). Owner-
managers feel responsible to transfer to their employees the
values of how to treat (listen and communicate to) the client
as well as how to develop team spirit where the success of
the team is more important than the personal success of the
owner-manager. As one interviewee from the communica-
tion sector stated: “Eventually, we don’t have this drive for
personal success but for the success of the team.” In addi-
tion, SMEs feel responsible towards other companies in the
same sector of activity with which they want to share best
practices. In the words of one interviewee from the personal
services sector “We don’t want to keep this for us, we think
we should share things, so that the sector can have good
practices.” The main challenge that emerges when it comes
to conforming to the system of values is the management of
conflicting interests of different stakeholders. This makes
conforming to the already-established system of values very
challenging. As one interviewee whose enterprise is in the
communication sector stated: “We’re at the intersection of
many things, involving customers, requirements, production,
norms, what we have to do, the responsibility we have. And
then the employees who also have their requirements. So,
legitimate or not ...let’s say that one can have a value system
that is not always easy to manage.”

In terms of the codes ‘image’ and ‘recognition’, small
business managers expect recognition from their primary
stakeholders (clients and employees). Hence, they strive
to convey an image of exemplarity related to the products
and services provided to their clients as well as the lead-
ership to their employees. Moreover, being exemplary for
some owner-managers represents the core of their work.
The image of exemplarity is extended to the tangible part
of the company (shops, trucks, offices), which have to be
well-arranged, clean and pleasing to observers. This helps
convey the image of excellent quality. In the words of one
interviewee whose enterprise is in the communication
sector: “So, as I always say a well-arranged van, a tidy
shop, clean offices is important, it also gives the image
of the service.” The way some owner-managers measure
their recognition is the degree of respect accorded to them
by different stakeholders. The attitude of respect indeed
shows recognition of their efforts and a positive image of
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the company. For example, one respondent from the com-
munication sector emphasized the importance of having
“respect of people, of all people. Whether it’s a worker
who comes to work from outside to fix the water tap or
people who come to us, a customer, there is always at the
core this ... this respect.”

Another important group of challenges is represented
by the combination of the codes ‘certificates’, ‘norms’ and
‘regulations’. These codes encapsulate the struggle of SMEs
to conform to the requirements of the industry/sector in
which they operate. For example, in the personal services
sector in France, private enterprises are not illegal but lack
cultural-cognitive legitimacy; the taken-for-granted assump-
tion implying that it is the government that provides those
services. One interviewee in personal services sector said:
“At this level, our legitimacy is often questioned by certain
ministers who make us understand that companies do not
have anything to do in this domain.” Some owner-managers
recognize that conforming to the industry norms and to
the demands and requirements of different stakeholders is
difficult since stakeholders can have conflicting interests.
In the words of one respondent whose enterprise is in the
accounting services sector: “Well, to satisfy everyone, from
the outset, the customer, the employees, who sometimes
criticize us for not being attentive enough... is difficult.” In
addition, they express support for the emergence of industry
norms and regulations (in sectors where they are not strictly
defined) since they expect that this will reduce the competi-
tive pressures on small businesses.

In some industries/sectors, the norms are embedded in
certificates. Even though some owner-managers recognize
that the certification is not pertinent for their sector of activ-
ity, others state that while they do not have the means to
pursue certification, they have implemented internal proce-
dures in order to match the industry norms. In the words of
one owner-manager in the consulting sector: “So, we have
internal procedures, we do not have certification yet because
I think that our size does not justify it at the moment. But
we have procedures in place. There are procedures that are
largely modeled on the regulatory part, even for the non-
regulatory part. So, with a certain number of obligations in
order to facilitate the work.” Owner-managers who opted
for certification expressed what they considered its positive
and negative aspects. On one side, procedures of production
are well outlined and following them assures high quality of
production. On the other side, certificates are associated with
lack of flexibility since there are strict procedures in place.
The importance of certification in times of crisis is high-
lighted. When the level of confidence between the different
economic actors is very low, having a certificate is viewed as
a source of legitimacy. The words of one interviewee from
heavy industry were typical of this view: “Today, one new
thing that ISO brings to us is legitimacy as an enterprise,

because during these six years of crisis and difficulties, peo-
ple didn’t trust each other.”

At the same time, in other sectors, the constantly chang-
ing regulations pose a problem to SMEs since they have
to mobilize their scarce resources in order to respect the
requirements of the regulatory authorities. Some owner-
managers criticize the government, which they blame for
not taking into consideration the challenges that SMEs face
and for frequent regulatory changes. In the words of an inter-
viewee whose company is an industrial enterprise: “That’s
really a concern for me, rather than having authorities that
help us, help us grow, help us create wealth and value, I'm
facing authorities that are constantly imposing norms, regu-
lations, precautionary standards that I sometimes consider
excessive, other times completely incomprehensible and
which are all obstacles to the growth and development of the
company and ultimately to its competitiveness. It is also one
of the major challenges I am currently facing.” In addition,
respecting the law is perceived not to be sufficient for the
survival of an organization. Companies need to have com-
petencies in order to meet the requirements of the clients.

To conclude, some challenges lie at the interplay between
responsibility, values, image and industry norms. This
dimension explains the triple challenges that the owner-
managers perceive that their companies face in managing
their legitimacy. First, they need to respond to the conflict-
ing interests of the different stakeholders; their values and
resources could be at stake. Prioritizing is a challenge, and
it depends on the situation and the personality of the owner-
manager. Second, managing the image of the enterprise by
conveying the perception of exemplarity is a challenge due
to limited resources and the much bigger consequences for
a small company than a big one when clients/employees’
expectations are not met. Third, conforming to the indus-
try norms is difficult for SMEs since they need to channel
limited resources in order to get certified, create internal
procedures and/or adapt to the ever-changing government
regulations.

Discussion

In this article, we employ legitimacy-as-perception perspec-
tive (Suddaby et al. 2017) and examine the bases on which
the individual legitimacy judgments (Tost 2011) of SMEs’
owner-managers are formed. In particular, we study their
judgements of the legitimacy of their own enterprise (pro-
priety) and the perception they hold about the legitimacy
judgements coming from different stakeholders (validity
beliefs) (Bitektine and Haack 2015). The analysis shows that
the SME owner-managers evaluate the legitimacy of their
enterprise based on its basic functions in a rather concrete
and practical manner by employing instrumental, relational
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Table 11 Type of evaluation
used in individual legitimacy

Individual legitimacy judgements of owner-managers of SMEs

Legitimacy is granted

Legitimacy is doubted

Legitimacy cannot
be evaluated

Financial results of the
enterprise (overcoming
financial difficulty)

Financial security
of the family

Respect and
recognition from
external stakeholders
(clients, employees,
interns, etc.)

judgements by SMEs’” owners- Type Of_
managers evaluation
Instrumental
Relational
Moral

Responsibility towards
clients (customer

Inappropriate; against

experience and
satisfaction) and

the value of humility

employees (leadership)

and moral evaluations. Instrumental evaluations are associ-
ated with material interest of the individual, the relational—
with the respect, dignity and status that an individual gets
by being part of a group and moral evaluations—with the
set of values guiding the morality of the evaluator (Tost
2011). This supports the finding of Bitektine and Haack
(2015), who state that “depending on which set of norms
is selected, an evaluator can arrive at different legitimacy
judgments about an organization, which leads to diversity
of legitimacy judgements at the micro level” (Suddaby et al.
2017). Hence, we found that they can state either that their
enterprise has legitimacy (based on instrumental, relational
and moral evaluations), does not have legitimacy yet (based
on instrumental evaluations) or that they are not in a position
to judge their own legitimacy (based on moral evaluations)
(see Table 11).

Most managers that state their enterprise has legitimacy
are usually confident about the value of the products/ser-
vices provided by their enterprise, which results in client
satisfaction. Often, these managers support their statements
by employing three types of evaluations: instrumental (posi-
tive financial results), relational evaluations (i.e. respect
of clients) and moral evaluations (responsibility to clients
by always going the extra step, or responsibility towards
employees).

Even if it happens rarely, some managers doubt the legiti-
macy of their enterprise, according to our findings. These
managers employ mainly instrumental judgements in the
sense that they expect to ensure certain financial security
for their families in order to grant themselves and their enter-
prises legitimacy. In these cases, it is hard to distinguish
between the personal legitimacy of the owner-manager and
the legitimacy of his/her enterprise.
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When owner-managers state that they are not in a position
to judge their company’s legitimacy, they usually draw their
legitimacy judgements on moral evaluations since they state
that such self-acknowledgment is inappropriate and against
their values (such as humility).

The results are summarized and presented in Table 11.

In addition, the diversity of legitimacy judgments
employed by the owner-managers when they evaluate the
legitimacy of their enterprise leads to different types of
legitimacy sought by the enterprise—regulatory, normative
(technical and/or managerial), cultural-cognitive. For exam-
ple, the instrumental judgment of the financial profitability
of an enterprise as a signal of its legitimacy is related to the
cultural-cognitive belief of the purpose of the enterprise—it
has to have financial vitality. Hence, when employing instru-
mental judgments, owner-managers prioritize the cultural-
cognitive legitimacy. In contrast, when employing relational
and moral judgements related to the respect granted by the
clients and the employees as well as the responsibility they
have towards them, they seek rather technical and manage-
rial legitimacy. It is also interesting to look at the cases when
legitimacy is not granted which is based on the financial
performance of the enterprise and it goes back to cultural-
cognitive belief of the purpose of an enterprise. In addition,
when owner-managers state that they are not in a position
to judge the legitimacy of their own enterprise, they refer
to their moral values. Therefore, based on the evaluation
employed, we can state that the owner-managers look for
different types of legitimacy (see Fig. 1).

In terms of evaluating the legitimacy perceptions of
stakeholders, we discovered that they are divided into two
stakeholder groups—primary (clients and employees) and
secondary (banks/investors, government, sector, and family).
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Fig.1 Legitimacy judgments of
SME owner-managers (LJISOM)

The most important validity cues are considered the ones
that come from the clients, and for some owner-managers
having clients can be a sufficient signal of legitimacy. Valid-
ity cues coming from employees are rated high since they are
repositories of technical competencies and providing train-
ing and good treatment is of central importance for small
business managers. Hence, our research shows that not all
dominant stakeholders (Sen and Cowley 2013) are perceived
to be of equal importance in the formation of individual
legitimacy judgments of small business owner-managers.
They put much more emphasis on the validity cues coming
from the clients and employees than from investors and sup-
pliers. In fact, validity cues coming from other stakeholders,
such as the government, investors, sector and family, which
represent a mix of dominant and discretionary stakeholders
(Sen and Cowley 2013), have secondary importance. Even
though the SMEs’ owner-managers recognize the role of
conforming to them in order to gain legitimacy, they are
not crucial in the formation of their individual legitimacy
judgement (see Fig. 2).

It is also important to highlight the challenges that SMEs
face while trying to balance between conflicting demands of

< Instrumental
judgments

Relational
judgments

Moral
judgments
Legitimacy X
is granted

judgments

stakeholders. The moral evaluation of the enterprise based on
the personal values of the owner-manager might be in conflict
with the validity cues coming from some stakeholders. For
example, working long hours in order to provide consistently
excellent quality expected from clients, can be in conflict with
the personal interests of the employees as well as the family of
the owner-manager and his/her own values. Also, not paying
oneself a salary when the company is going through a finan-
cial difficulty can go against the interest of the family. When
conflict exists between the personal feelings of obligation
towards external entities (legitimacy) and the moral values of
the owner-manager (Tyler 2006), this can introduce confusion
for the evaluator. Since the legitimacy of an SME (as it is with
any other entity) can be contested at any given point in time,
it has to be constantly re-negotiated with the environment—a
process called ‘legitimacy reassessment’ (Tost 2011).
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Fig.2 Sources of legitimacy
judgments for SME owner-
managers (SOM)
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Contributions and Avenues for Future
Research

Since legitimacy is a social construct, legitimacy judgments
of individuals are rarely studied in the literature (Tost 2011).
Hence, this article sheds some light on the interplay between
the individual and collective level of legitimacy formation
(Bitektine and Haack 2015) by examining how owner-man-
agers of SMEs judge the legitimacy of their own enterprise
as well as the perception of the SME’s legitimacy held by
relevant stakeholders. We focus on the individual legitimacy
judgement by directly asking owner-managers whether they
perceive their enterprise legitimate and why. The individual
legitimacy judgements of small business managers are of
fundamental importance for the SMEs’ behavior and sur-
vival since they are directly linked to the feelings of respon-
sibility and obligation held by the owner-managers towards
their own enterprise and relevant stakeholders.

Our findings show that owner-managers base their evalu-
ations on instrumental, relational and moral cues when they
perceive that the enterprise has legitimacy, on instrumental
cues when they perceive the enterprise does not have legiti-
macy and on moral cues when they state that they are not
in position to evaluate the legitimacy of their enterprise.
Future studies can examine why and under which conditions

@ Springer

owner-managers employ instrumental, relational and moral
cues. For example, Tyler (2006) reported that relational con-
cerns dominate individual legitimacy judgements in cases of
conflict between supervisors and subordinates. In addition,
our research shows that when SME owner-managers adopt
instrumental judgements, they refer to cultural-cognitive
legitimacy or more importantly to the cultural-cognitive
belief about the purpose of an enterprise. When they employ
relational and moral judgement, they refer to normative
legitimacy (technical and managerial). Technical legitimacy
is associated with client satisfaction based on the quality of
the products and/or services provided. Managerial legiti-
macy is associated with employees’ respect and satisfaction
with the management of the company as well as the working
conditions. Respecting the sector’s rules and regulations (or
regulatory legitimacy) is not perceived as a sufficient basis
of legitimacy of their enterprise.

In addition, our article breaks down the validity cues
based on the different stakeholder groups. Not surprisingly,
the owner-managers judge the cues coming from their cli-
ents as being the most important followed by the ones com-
ing from their employees. This shows that not all dominant
stakeholders (Sen and Cowley 2013) have the same impor-
tance for small business managers; some of them (clients
and employees) tend to be ranked higher in the process of
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legitimacy judgement-formation. Moreover, the interviews
reveal that SME owner-managers do not consider suppliers,
banks/investors and communities as decisive stakeholders.
This is a surprise since suppliers and banks/investors are
considered dominant stakeholders (Sen and Cowley 2013).
Banks and investors seem to be important when the issue
has a certain level of urgency or in other words, they can
change from being of secondary importance to being very
important if the company requires financing. This finding
supports previous research (Mitchell et al. 1997; Sonpar
et al. 2010) which emphasized the dynamic nature of stake-
holder salience. Being embedded in their communities and
exposed to higher institutional pressures (Russo and Per-
rini 2010) makes validity cues coming from communities
important for SMEs. However, our data does not show that
owner-managers are concerned with validity cues coming
from them. Future research can further explore this issue.

In addition, our research shows that there are situations
when the individual legitimacy judgments and the moral
values of an owner-manager might be in conflict. They are
both internal values which determine the individuals’ feel-
ings of obligation and behavior (Tyler 2006). In most of the
cases, they are aligned but sometimes, they can be in con-
flict, such as when the owner-managers face the obligation to
complete work for a client and their moral value of treating
the employees correctly are at stake. It will be intriguing
to study what type of legitimacy judgments dominates the
perception of managers in cases of conflict. And also how
these conflicts are resolved.

This research presents some limitations. Even if it is not
the scope of this study, it would have been noteworthy to
analyze stakeholders’ perception of each SME’s legitimacy
and match it with managers’ perception. Our study consid-
ers only the individual legitimacy judgment of the SMEs’
owner-managers. And the validity cues as interpreted by
them are not analyzed in the light of direct stakeholders’
perception. Future studies can actually collect data on the
legitimacy perception of different stakeholders. Second, our
sample is comprised of enterprises, which come from the
region of Lorraine in France. We did not acknowledge the
role of culture but this is an important aspect when we evalu-
ate individual legitimacy judgements. For example, as we
saw here, many SME owner-managers in France use instru-
mental, relational and moral evaluations when they state that
their enterprise is legitimate, which may not be the case in
other countries. Third, the research does not look at the way
the validity cues influence the propriety of owner-managers
regarding their own legitimacy (Suddaby et al. 2017) even
though one of our findings is that the validity cues coming
from the customers are considered to be the most impor-
tant ones. Forth, legitimacy is not studied in terms of its
degrees or levels (Brummer 1991) since the owner-managers
were simply asked whether their enterprise is perceived to

be legitimate and why. The researchers recognize that it is
probable that the owner-managers refer to different degrees
of legitimacy, but this was not acknowledged in our study.

Exploring the process of individual legitimacy judgment
formation requires more attention from the researchers (Tost
2011). The legitimacy of small enterprises is an important
issue that could explain their behavior. Future studies can
explore the link between individual legitimacy judgments
and the behavior of small businesses. Along these lines, it
would be interesting to examine whether the legitimation
strategies used by the owner-managers do not differ based
on the formers’ individual legitimacy judgments and also
based on their sector of activity.
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