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Abstract
The University of Manchester, PhD by Published Work, 2018
For several reasons, small and medium enterprises (SMEs) are an important group of
firms. In most market economies SMEs contribute significantly to wealth and job
creation, economic growth, and product and service innovation. At the same time,
SMEs are said to produce environmental impacts that are significant and that need
managing and regulating. Their importance, from an economic and environmental
perspective, is reflected in the fact that SMEs have become an established subject for
research, with a distinct area of analysis focusing on how they manage their
environmental impacts. Despite considerable interest in this area, aspects of their
behaviour are in need of further examination, for there are still misunderstandings and
gaps in knowledge. An area where gaps exist is how SMEs respond to different forms
of environmental regulation (e.g., command-based or market-based approaches) and
different forms of regulatory pressure (e.g., such as those pressures from civil society
that might induce compliance-related activities or market forces that might flow
through, and affect, the value chain).
Why the gaps? On the one hand, and generally speaking, a common claim among
those who have considered issues affecting smaller firms is that regulation is an
important driver of environmental behaviour. There is a well-documented set of linked
claims and empirical findings that smaller firms tend to be motivated by compliance
with regulatory standards, yet owing to their scarce resources can find themselves
hovering on the edge of compliance. Typically, SMEs will attempt to do no more than
the law requires of them. They tend not, as it were, to go beyond compliance. Of
course, this is an important observation –one that might say much, even if indirectly,
about the motivations and intentions of smaller firms. It might indicate that SMEs,
rather than addressing environmental issues, are more concerned with making cost
savings and efficiency gains, or with satisfying the requirements of customers over
such matters as product or service quality and delivery. While significant, there are at
least three reasons why this view remains incomplete as an explanation for the
interaction between SMEs, regulation and the environment.
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Firstly, this view tends to over-homogenise smaller firms. By treating them as a
standardized group, the inference is that SMEs view and respond to regulation – i.e.,
they are all driven by regulation –in a broadly similar way. Secondly, it says little about
how and why regulation drives behaviour. Claiming that regulation drives behaviour is
helpful, but the claim is unduly narrow and leaves several important questions. In
what ways does regulation drive behaviour? Does regulation drive all smaller firms in
the same way? Thirdly, and finally, it suggests that different forms of regulation drive
SME behaviour and that different forms of regulation drive this behaviour in broadly
similar ways. That is, it is incomplete as it lacks appreciation of the widening scope of
regulation and governance, and the nature of smart mixes of regulation. It fails to
properly consider whether and how SMEs might respond differently to commandbased regulation, market- or information-based measures, or self- or so-called civil
regulatory pressures.
On the other hand, and again in general terms, while those who have examined
regulation have looked at how it can influence firms, they have tended to pay too little
regard to how firms of different size may respond to different approaches or to how
the factors and characteristics relating to size may shape the effectiveness of
regulation. SMEs particularly are often discussed as an unusual sideshow that might
raise different issues in relation, say, to the impacts of regulation on performance or
innovation. That we often pay too little regard to how firms of different size may
respond raises difficulties, particularly given our increasing understanding that there is
no guarantee that a particular instrument will work in all situations. In other words, we
are becoming more aware of the fact that the effectiveness or ineffectiveness of
regulation is likely to be context-sensitive, and that the size of the enterprise is likely
to be an important determinant of context.
This thesis does take, and provides evidence for, the view that the organisational
context is crucial to understanding how regulation functions. The thesis does not
claim to provide all answers, but it does adopt the position that, in aggregate terms, a
firm‟s size, or the factors that can be associated with size (e.g., resources, skills,
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knowledge, visibility, profile, stakeholder relations), and related factors concerning a
firm‟s mind-set, can affect two things; first, the types of regulatory influences that may
affect organizational behaviour and, second, how firms will respond to those
influences. By focusing on SMEs, the thesis in some ways reinforces the dominant
view that regulation is a driver of behaviour. Nevertheless, it goes much farther than
this by showing, both theoretically and empirically, that there are important differences
across SMEs and that these differences determine how and why they respond to
regulation. It extends the common view by showing how SMEs differ not only in terms
of the types of regulatory influences that shape their behaviour, but also in terms of
how they react to these different influences.
The emerging picture thus shows that the responses of firms are determined by their
particular characteristics. The term used in this thesis is „receptive capacity‟, which is
shown to be a composite measure that includes the capabilities (e.g., resources,
skills, knowledge) and orientations (e.g., views) of firms. It is suggested here that the
range of receptive capacities across firms is enormous, since no two firms will be
identical. Yet, it is argued – and demonstrated – that firms can be grouped according
to certain identifiable characteristics, and that these groups of firms will respond to
regulatory pressures in broadly similar ways; that is, there are groups of firms that
have broadly similar resources and broadly similar worldviews. Thus, as well as
suggesting that differences can be found at the micro level, it is demonstrated that
there are sufficient commonalities across some firms that we can understand them as
groups – groups of individual firms with some common characteristics. In conclusion,
it is the differences across firms that provide us with a more sophisticated view of how
SMEs are influenced by, and respond to, regulation. It is the nature of differences that
is the main contribution of this research to both the fields of regulation and
organisational and management studies. It is suggested finally that these differences
have implications for how we design regulation, for how we may expect regulation to
work or indeed not work, and for issues such as regulatory complexity and smart
mixes.
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PART I:
SMALL AND MEDIUM ENTERPRISES AND
REGULATION: AN OVERVIEW
I.1. Introduction and Background
The focus of this thesis is on firms, and particularly small and medium enterprises
(SMEs). While there is no single definition of what constitutes an SME (Story 1994;
OECD 2002; Ayyagari et al. 2007; Rhodes 2012), a well-used definition, and the one
used throughout this thesis, is that it is an independent firm – or unit – with fewer than
250 employees. SMEs can be, and for research and data collection purposes often
are, further broken down into the three subcategories of „micro‟, „small‟ and „medium‟
sized firms. A micro firm has fewer than 10 employees, while a small firm fewer than
50 but more than 10 employees. A medium firm has fewer than 250, but more than 50
employees.
In most market economies, the SME sector – if it can properly be described as one
sector – is important for different reasons. The sector consists of a huge body of firms
that are known to make a significant economic contribution. We will look at this in
more detail shortly, but it has recently been stated that in 2016 there were 5.4m SMEs
in the UK, and that this represented over 99% of all businesses (House of Commons
Library 2016).In the EU, in 2015, there were just under 23m SMEs that generated
€3.9 trillion in value added and employed 90m people (European Commission 2016).
This explains why the SME sector is commonly portrayed as the economy‟s „engine
room‟, or its „backbone‟ (European Commission 2016). What is more, owing to their
economic importance, there has been developed around the SME sector a distinct
public policy context that advocates support, stability, growth and the removal of
barriers to success and development, and which promotes ideas such as „think small
first‟ and „litmus (or impact) tests‟ to determine the likely impacts of policy proposals
on smaller firms (see, for example: BRTF 2005; HM Treasury 2008; DBIS 2013; DTI
1985, 1986, 1988).With its sheer size and productivity, however, comes a drawback.
While it is notoriously hard to measure, it is nevertheless accepted, as we observe in
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due course, that SMEs cumulatively produce a significant environmental impact that
requires some form of intervention, management and regulation.
The issue of regulation in the context of SMEs, the focus of this thesis, is often seen,
and is commonly represented, as giving rise to a tension. This tension can be
explained, although somewhat crudely, in terms of regulation detractors and
regulation supporters. Those who are more opposed to regulation can often highlight
how it imposes costs on firms that impede productivity, efficiency, innovation, and the
like. This is a common feature of policy discourse (BRE 2010a, BRE 2010b;BRTF
2005; DBIS 2011), where it is often claimed that regulation, among other things, takes
away valuable resources from productive activities and may negatively affect the
decision-making capabilities of the firm. On this matter, it is important to appreciate
that the negative effects of regulation have a disproportionate impact on smaller firm
because they are less well-equipped and have fewer resources to cope (Crain
2005;Crain and Hopkins 2001; BRTF 2005; BRE 2009; FSB 2004; European
Commission 2007). On the other hand, there are those who stress the need for strong
and effective regulation so as to achieve important environmental protection
objectives. This claim too has some merit, since empirical evidence suggests that
regulation is an important –and possibly the most important – driver of SME
environmental behaviour and practices (Tilley 1999; Studer et al. 2006;Williamson et
al. 2006; Petts 2000; Bradford et al. 2008). It is worth highlighting at this point that
there is a more recent codicil to these more polarised views. There has developed the
claim that appropriately framed regulations can generate „win-win‟ outcomes, or
„greener‟ and „better‟ firms (Porter and van der Linde 1995; Ashford et al.
1985;Jänicke 2008). This latter position, which is often framed in terms of ecological
modernisation, has received little attention or analysis from the perspective of smaller
firms.
This thesis adopts the view that there is a need for effective regulation to protect the
environment. Yet, at the same time, it takes the view that existing and widely held
views on the relationship between SMEs and regulation – that is, that regulation is a
driver of behaviour – is less than complete and is in need of (constant) re-evaluation.

12

There is always scope to discover more about SME behaviour and responses so that
we can design better approaches to regulation: approaches that may be more
effective and responsive to the characteristics of smaller firms. There are at least
three explanations for why our understanding of SMEs is not as robust as it could or
should be. These will be outlined briefly.
Firstly, in relative terms the environmental impacts of SMEs have not long been on
the policy or academic radar. For example, in the 1970s the pollution control and
regulatory framework was (even) more sector-based than it is today (Weale 1992).
Critically, the manner in which particular industries and issues were prioritised meant
that the focus of regulatory and policy effort and resource, perhaps with forgivable
intuitiveness, tended to be directed at a relatively limited number of larger enterprises
that produced individually significant and perceptible impacts. Any interest in, or focus
on, the environmental issues created or faced by smaller firms did not emerge until
sometime later, and particular in the 1990s. As such, it could be argued that there is
some catching up to do. Despite research in this area, there is still a need to develop
more robust theoretical and evidence-based explanations for SME regulatory
responses and practices.
Secondly, while research into SMEs and research into regulation are two fields that
have gained some impetus, they are fields whose pathways have coincided only
infrequently, and, it could be said, not always robustly. Stated simply, those who have
considered SMEs have often adopted a narrow view of regulation, while those who
have studied regulation have typically regarded SMEs, if indeed they have any regard
for them at all, as a peculiar or marginal cohort of – typically homogenous – firms.
Consider on the one hand the literature on SMEs. True, there is a growing body of
work that considers how SMEs approach environmental or social issues (e.g.,
Lepoutre and Heene 2006; delBrío and Junquera 2003; Gadenneet al. 2009;
Schaper2002; Aragón-Correa etal. 2008; Cassells and Lewis 2011). True, one of the
central themes in this literature is regulation, and the way it can act as an important
driver of behaviour and performance (Williamson et al. 2006; Tilley 1999; Studer et al.
2006; Studer et al. 2008; Petts 2000; Bradford and Fraser 2008; Patton and
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Worthington 2003). But while regulation is often thought to have a central place, we
remain in need of more theoretical explanations for how and why regulation drives
behaviour. What also seems evident in the SME literature is that studies have tended
to adopt a narrow or conventional view of regulation, and the forms it takes (i.e.,
command and control). This is an important point, for a key feature of the field of
regulation is how it has evolved to embrace a range of legal as well as non-legal and
governance-based approaches (Gunningham and Sinclair 1999; Hutter and Jones
2007; Gunningham 2009; Gunningham and Grabosky 1998;Grabosky 2013; Jordana
and Levi-Faur 2004; Ashford 2002; Baldwin et al 2012; Lange and Gouldson 2010).
Contemporary debates on regulation often deviate from centralist approaches and
adopt pluralist constructions, embracing new sources of regulatory pressure, different
instruments, and alternative stakeholders as regulators (e.g., the public acting a
surrogate enforcers or regulators). The proclivity of policymakers to use – and of
scholars to scrutinise – different forms of legal regulation and alternatives to legal
regulation is a prominent feature of environmental regulation. It has been described
as part of its „shifting architecture‟ (Gunningham 2009). Thus, to claim that regulation
drives behaviour may lack sophistication, for the claim fails to tell us whether different
types of regulation drive behaviour or whether particular forms of regulation produce
particular forms of behaviour (Lynch-Wood and Williamson 2011, 2014a, 2014b). On
the other hand, if we consider the literature on regulation, then this has only relatively
recently given proper consideration to some of the principal subjects: firms
(Gunningham and Kagan 2005). Moreover, analyses have been inclined to treat firms
homogenously, or to adopt a large firm perspective. When SMEs are considered, they
are often treated incidentally (i.e., as a subset of firms requiring special analysis) and,
as suggested earlier, homogenously. Generally speaking, despite the recognition that
smaller firms may raise particular regulatory challenges (Fairman and Yapp 2005;
Gunningham 2002;Hawkins 2002; Hutter 1997), there has been insufficient
consideration of how size may influence regulatory responses.
The third explanation for our fragmented understanding concerns some of the
difficulties and challenges of carrying out research into smaller firms. SMEs are not
easy to examine, either as a sector overall or as individual firms. There might be
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problems when choosing which division of the sector to examine (Holliday 1995).
SMEs can be divided into many different categories (e.g., micro, small, medium,
manufacturing, retail, service, private limited, family owned, sole trader), so it would
be almost impossible to devise one research project that is capable of exploring all
pertinent issues and which would then offer a full understanding. Then, once a
researcher has considered which group or groups of SMEs to study, he or she is
faced with the hurdle of gaining access to SMEs so as to conduct a meaningful study
(Curran and Blackburn 2001; Spence 1999).It is almost axiomatic that many SMEs
have little spare resource capacity (e.g., managerial time) to engage in the research
process with, say, university researchers, and so response rates and engagement are
often poor. Macpherson and Wilson (2003), in considering the difficulties of engaging
SME owner/managers in research, confirm that low response rates are common in
SMEs research. The difficulties of securing access may cause researchers to study
other subjects. Finally, once the subsector has been chosen, and access to a useful
population of firms duly secured, it is then difficult to make any claim to understanding
the sector as a whole. Thus, accessing a population of firms from a particular
subsector makes general claims, claims that may overlook differences and subtleties,
risky.
There are therefore a number of gaps in our knowledge that require further
exploration. The following thesis does not make any claim that it plugs all of these
gaps, but it does claim to contribute to knowledge by offering a more comprehensive
explanation for how and why SMEs are likely to respond to a range of regulation
instruments and regulatory pressures. It does this by showing in some detail, and
through the use of various doctrinal and empirical methodologies, that SMEs‟
responses differ, and that their differences derive from their „receptive capacities‟, with
receptive capacity being a composite measure that includes the capabilities (e.g.,
resources, skills) and orientations (e.g., worldviews, attitudes) of firms.

These

differences have a critical impact on how regulatory measures, and approaches such
as the smart mix, will function in practice.
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The ideas that are presented in the published work (Parts 2 to 5) have been
developed over a number of years.

Moreover, the ideas, as one might naturally

expect, have evolved considerably over a period of time. Most of the ideas have
derived from a series of empirical studies that I have had involvement with; either as
project manager, researcher, or both. Some of the ideas start from a time, around
early 2000, when I working with local (i.e. North Staffordshire) manufacturing firms to
improve their environmental performance. A typical firm would be small (less than 50
people) and very „lean‟ due to the cost pressures that they were facing, and the
market environment that was affecting them. They also, and this was linked to their
size and leanness, showed little inclination to improve their environmental
performance. They were, as other studies have shown, reactive. As I investigated
issues in more detail, I realised that the issue was more difficult and nuanced than I
had originally thought, and I started to question an existing literature that was overhomogenising and over-generalising. The main reason was that firms differed from
one another. Some smaller firms, for example, had more resources, and some
confronted different external and supply chain pressures. Accordingly, there were
firms who seemed to be more receptive to external market pressures than others.
And there were some firms that appeared to be quite forward thinking from an
environmental perspective, such as a small number of firms that had acquired
ISO14001 certification.

It was these observations that led me to look at

organisational differences in a more detail. I wanted to better understand why it was
that organisations differed and, moreover, I was keen to explore whether these
differences had implications for existing views on regulation. The particular
methodologies and approaches used are outlined in more detail in the published work
itself, but here it is worth noting that during this time I have interviewed the owners
and managers of more than 250 firms. The majority of these firms have been SMEs
from the manufacturing sector in the West Midlands region of England, though I have
also carried out interviews with a small number of owners and managers from retail
and service sector SMEs. In addition, during this period I have interviewed senior
managers from very large (and well-known) firms. This has added to the ideas
pretended in this thesis, particularly in the later published pieces, as it has provided
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useful insight into the issues affecting SMEs and larger firms, and into how firms of
different size might view and respond to different things.
A brief word on how the thesis is structured. There are five parts. This Part, Part 1,
provides some context. It starts by providing an overview of the SME sector and an
overview of why the study of SMEs is important. It considers the economic and
environmental impacts of SMEs, and provides a brief outline of why they are different:
i.e., why they should not be categorized as „little big firms‟ (Tilley 2000) and,
consequently, why they are appropriate research subjects. It then briefly outlines
some of the key literature on SMEs and the environment, and considers what is said
about how smaller firms respond to regulation. Following this, it goes on to consider
how regulation is conceptualized in the published Parts of the thesis. This section
has had to deal with an extensive literature, and so I have had to be brutal. It shows
that regulation is seen as a broad concept, one that sees the sources and tools of
regulation as diversifying beyond states‟ conventional boundaries (Hutter and Jones
2007). Importantly, the focus of this section is „smart regulation‟, a concept that
perhaps best captures the view that policymakers should use a broad mix of
regulatory instruments. The final section of Part 1 contextualizes the published work.
It summarizes what each paper is about and considers the contribution the papers
make to our knowledge of how SMEs respond to different forms of regulation. Part 2
to 5 contain the published elements.
1.2. The Importance of SME Study: Impacts
One of the reasons we need to study SMEs is due to their economic and
environmental impacts. After all, the significance of their impacts means we need to
know as much as we can about SMEs, so that these impacts can be properly
understood and managed in the most effective and efficient way. Getting things
wrong through lack of understanding could cause significant damage to the economy,
the environment, or both.
According to Acs (1992: see also Acs 1999; Acs and Audretsch 1998), in many States
smaller firms have outpaced large firms in terms of innovation and job creation, thus
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making them critical to the global economy. Acs suggests that smaller firms tend to
make at least four significant contributions to industrial markets. First, since they
provide a major source of innovation, they play a key role in processes of
technological change and innovation. Second, they generate „market turbulence‟,
which adds to competition and provides a mechanism for regeneration. Third, they
promote competition through newly created niches, and, fourth, they tend to create a
preponderant share of new jobs. In similar terms, the Organization for Economic
Cooperation and Development has on a number of occasions pointed out that SMEs
are a major source of growth in that they provide a significant share of the business
sector economy, are responsible for most jobs created, and account for a significant
proportion of private sector turnover (OECD 2002, 2012, 2009, 2006). The data on
SME economic impacts are inclined to reinforce these claims. They suggest that
SMEs constitute somewhere between 96% and 99% of firms in most OECD
economies, and that they generate approximately 50% of GDP, 30% of exports and
10% of foreign direct investment (OECD 2006, 2002). In a European context, it has
been suggested (at that point in time) there were well over 20 million SMEs,
comprising over 99% of all EU firms (European Commission 2013). Micro firms
comprised almost 19 million of these, while small firms comprised over 1million and
medium firms over 200,000.

When combined, they employed around 86.8 million

people, representing 66.5% of all European jobs (European Commission
2013).Finally, in the UK, data from the Federation of Small Business1suggest that at
the start of 2013 SMEs accounted for over 99% of all private sector firms, 59.3% of
private sector employment, and 48.1% of private sector turnover. They employed
around 14.4 million people. Regardless of the source, it is apparent that SMEs‟
contributions to the economy are sizeable.
This positive news is tempered by the negative environmental impacts of smaller
firms. These impacts are difficult to determine. There is a lack of data (KPMG 1997)
because of the problem of assessing the effects of many small and disparate impacts
which collectively produce a large burden (Gunningham 2002; Hillary 1995). That
said, sources suggest that their impacts are considerable. SMEs have been said to
1

See http://www.fsb.org.uk/stats
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produce around 64% of the industrial pollution in Europe, with sector variation
generally being within the 60–70% range (Teknologist Institut 2010). There are other
sources that suggest SMEs generate around 60% of carbon dioxide emissions from
firms (Marshall Report 1998) and 70% of business pollution (Smith and Kemp 1998).
1.3. The Importance of SME Study: Differences
We will deal with this briefly, because the issue is dealt with more comprehensively in
the published components of the thesis. So, the thesis starts with the assumption that
firm size may be an important source of, or reason for, variation. But is there really a
compelling case for such a view? Are SMEs really a separate group of firms, with
their own special features, behaviours and characteristics? Is the fact that we still do
not know everything there is to know about SMEs, that we need to consider their
behaviour in light of regulatory change, a reason to study them as a group of firms
that are distinct (i.e., from larger firms)? These are legitimate questions, for it is
arguable that firm size in and of itself has little bearing on organizational behaviour.
Firms, after all, are firms. They may have shared functions and aims. They may coordinate and monitor production or service provision. They may generate ideas and
innovations. They place products or services on the market. And they could have
objectives like survival, self-determination, autonomy, competitiveness, profitability,
and so forth.
There is sufficient evidence to suggest that firms are not just firms; indeed, there is
sufficient evidence to suggest that they differ. In fact, there are many reasons why
firms may differ and that may provide interesting perspectives for study. As Nelson
(2008) has noted for example, firms are likely to belong to a particular industry (e.g.,
chemicals, retail, engineering), with those industries employing different types of
technologies and having different logistic chains, and so on. The geographic scope of
the firm can be equally divergent; some firms will only service local needs, while
others will provide for a regional, national or global marketplace. Firms may differ in
terms of the resources they posses, which will impact on the firms‟ activities and
performance. The resource-based theory of the firm would suggest that resource
heterogeneity is responsible for variations in firm behaviour as exhibited in differing
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levels of success (Penrose 1959, Teece 1982, Rumelt 1984, Wernerfelt 1984). Size
may be another possible source of variation. Indeed, it is now well established that
SMEs are different and are a suitable subject for analysis. There is an established
view that SMEs are not scaled-down versions of large firms (Westhead and
Storey1996), and should not be treated as such. This is because the issues,
pressures and influences facing smaller firms, and the features and characteristics of
smaller firms that determine how they respond to these influences and pressures,
differ from larger firms (Storey 1994; Wynarczyk et al. 1993).
There are in fact many ways in which SMEs may differ from large firms, and so a full
outline of their differences goes far beyond the scope of this section. In brief, Edith
Penrose (1959), in The Theory of the Growth of the Firm, identified the role of smaller
firms in filling market spaces that large firms struggle to occupy, such as markets
created by local customs, or luxury needs. As part of her work, Penrose suggested
that the distinctions in the administrative structures of small and large firms are so
great that the two species are not of the same genus. In a widely cited quote, she
pointed out that “we cannot define a caterpillar and then use the same definition for a
butterfly” (Penrose 1959: 19).Beyond these administrative structures, there are the
common claims that small firms need to be treated as a separate category of firms
since, compared to larger firms, they do not have the same level of resources, time,
spare managerial capacity, expertise, knowledge, skills, and so on (Gunningham
2002; Lepoutre and Heene 2006;Lee et al 1999;Welsh and White 1981; Hillary 2000;
Biondi et al. 2002).These important resource restrictions are thought to affect how
they deal with a range of issues (e.g., the environment, employment, tax), and, as
alluded to earlier, are an important feature of regulatory and public policy (see BRTF
2005; HM Treasury 2008;BRE 2009; BRE 2010a, BRE 2010b).Yet in addition to these
more obvious resource differences, the literature highlights several ways in which,
from a more behavioural and functional perspective, smaller firms may differ from
large firms. For example, SMEs may be different because they are influenced by
different external or societal factors, because they have better internal decisionmaking consistency, because they are more nimble and have greater flexibility and
faster decision-making speed, because they have increased flexibility in production,
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because they can be faster implementers of competitive actions and processes, or
because they possess a greater ability to effectively implement managerial decisions
(Chen and Hambrick 1995;Welsh and White1981; Westhead and Storey 1996; Acs
and Audretsch 1990, 1998; Yaprak 1985; Wang 2008; Ahire and Golhar 1996;
Fiegenbaum and Karnani, 1991; MacMillan).Such ideas are disputed, but
cumulatively there is more than enough evidence to suggest that SMEs are different
and are therefore a worthy subject for further and independent analysis.
It is important to note that these differences are of course aggregate differences.
There is no suggestion in this work, or indeed any other, that an SME with 249
employees would be different to a large firm with 251 employees, simply because one
firm has two employees more than another. Such firms may differ in other ways (e.g.,
industry, age, technology), but size as measured by employee numbers is unlikely to
be a factor. In this work, it is only suggested that SMEs on the whole will display
different characteristics and behaviours which then makes them suitable for study.
I.4. SMEs, the Environment, and Regulation: Key Issues
Again, it is not necessary here to provide a detailed breakdown of the literature on
SMEs, the environment and regulatory issues, for this is presented more thoroughly
throughout the published work in Parts 2 to 5. An overview of some of the most
important themes that have emerged in the literature, and which are set out in the
published work, is nevertheless useful in order to provide some context for the reader.
There are a many studies, including those of my own, that have considered different
aspects of the environmental practices and behaviours of smaller firms (Tilley 1999,
2000;Rutherfoord et al. 2000; Hillary 2000; Wilson et al. 2011, 2012; Worthington and
Patton 2005;Gerstenfeld and Roberts 2000; Gadenne et al. 2009; Lepoutre and
Heene 2006; del Brío and Junquera 2003; Schaper 2002; Aragón-Correa et al. 2008;
Williamson and Lynch-Wood 2001; Williamson et al. 2006).One of the earliest and
most important themes to emerge in the literature, and a themes that remained
central to views of the SME-environmental relationship, is that SMEs tend to be
unresponsive or reactive to environmental matters (Schaper 2002;Patton and
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Worthington 2003; Worthington and Patton 2005; Revell and Rutherfoord 2003;
Merritt 1998).Some of the earlier work of my own has reinforced the view that SMEs
are environmentally reactive (Williamson and Lynch-Wood 2001). But how can we
explain this view? What is it about SMEs that means they tend to lack environmental
proactiveness?
When looking at why SMEs tend not to integrate environmental issues into business
decisions, Gunningham (2002)highlights some of the „unique‟ characteristics of SMEs
that present a substantial policy challenge to the design of effective regulatory
frameworks. In fact, Gunningham highlights several issues that are both internal (e.g.,
resource shortages) and external (e.g., lack of stakeholder pressure) to the firm and
which can explain SME unresponsiveness. For Gunningham, such characteristics
mean that the things that motivate and determine the responses of SMEs and their
owners is likely to be different from the things that motivate and determine the
responses of larger firms. This thesis suggests that it is the way these factors
combine that explains why regulation is often seen as an important driver. We will
briefly touch on each of these in turn.
It is probably not unreasonable to suggest that the first thing that is likely to spring to
mind, and a theme consistent throughout the literature, is that SMEs lack resources,
and that this lack of resources shapes their environmental performance. Resources
are often interpreted broadly to include financial, human, or technological resources,
and this lack of resources is commonly cited as an issue that hinders SMEs by
restricting their ability to allocate human and financial capital and which then hinders
their ability to invest in environmental improvements (Tilley 1999; Gunningham 2002;
Hillary 2000). The issue of resources, which can explain why SMEs have low
awareness of environmental (including regulatory) matters, poor compliance records,
underdeveloped strategies, and lack of receptiveness to eco-efficiency initiatives, is
well captured in the following quote from the OECD (2007, 14) which suggests
smaller firms tend to be less equipped in terms of knowledge, skills, and resources to
secure compliance:

22

“SMEs are often ignorant about the legislation that governs their activities or
do not understand what is required. The proliferation of laws or multiple
amendments to improve them can create confusion and make it difficult to
understand what compliance involves. Inaccessible and incomprehensible
regulation particularly affects small business compliance rates. Many studies
show that small businesses cannot keep up with the volume of regulations
that is produced by many government authorities.”
Of course, a shortage of resources might be one of the factors that can influence the
mind-set of the owners and managers of smaller firms, particularly as it is likely to
influence their decisions on how they allocate their scarce resources. Critically, this
mind-set has been shown to prevent firms from making necessary environmental
improvements or engagement in environmental initiatives (e.g., Williamson et al.
2006; Petts et al. 1999; Simpson et al. 2004; Revell and Blackburn 2007). The mindset of owners and managers has also been shown to be shaped by other factors and
contexts that relate to the firm. One view is that owner-managers often feel their firms
have only negligible or no impacts, and this can be linked to owners‟ and managers‟
views that there is no real justification for investing in environmental improvements
(Revell and Rutherfoord 2003; Lynch-Wood and Williamson 2014a). Why improve
environmental performance, if there is no real need? Also important here is the
evidence indicating that SME owners and managers are governed by market-based
considerations that tend to override ecological or social concerns. These marketbased considerations influence decision-making frames or SME owner-managers
(Williamson et al. 2006), and even where owner-managers display sympathetic
attitudes towards environmental issues, there are studies that reveal an „attitudepractice‟ gap. This means that levels of performance rarely exceed compliance or the
satisfying of basic efficiency measures (Tilley 1999;Cassells and Lewis 2011;
Redmond et al. 2008; Petts et al. 1999).
Another critical and related factor, as Gunningham (2002) has alluded to, is that
SMEs tend to have a lack of stakeholder pressures to improve their environmental
performance. Firms‟ stakeholders can be an important influence on the behaviour of
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firms (Freeman 1984; Vogel 2005, 2010), and they can provide an important source
of pressure which, under certain conditions, can incite positive environmental
responses and actions. That said, it is argued, and evidence suggests, these
stakeholder pressures tend to be weak for SMEs, often due to the fact that relevant
stakeholders have little interest in, and create minimal pressure to improve, their
social practices (Rowe and Enticott 1998; Thornton et al. 2009; Williamson and
Lynch-Wood 2001). There is work that suggests, for example, that that there is little
supply-chain pressure for SMEs to improve their environmental performance (see
Thornton et al. 2009; Williamson and Lynch-Wood 2001; Lynch-Wood and Williamson
2014a). Critically, this lack of stakeholder concern can have the effect of reducing the
environment as a priority for smaller businesses and possibly explains why
environmental reputation is less important for SMEs than larger firms (Graafland and
Smid 2004; Lynch-Wood et al. 2017)
Thus, an important segment of the SME research shows that SMEs are unresponsive
and reactive, and that this lack of responsiveness helps to explain why more
traditional types of regulation are often seen as an important driver, particularly when
environmental improvements cannot be justified on economic grounds. This lack of
responsiveness often explains why SMEs seek to achieve only basic levels of
compliance, and they will not exceed compliance by, for example, installing
unnecessary technologies or through voluntary environmental activities and initiatives.
That SMEs are, in a broad sense, driven by regulation, has no doubt been an
important feature of the literature. Some of the studies highlighted in this thesis are
important, for they show that regulation is one of the most important drivers of the
environmental practices of most SMEs. Yet there have been several gaps in the
literature, for studies have tended not to inform us about the different types of
regulation that affect firms (e.g., market-based, command-based) or whether those
particular forms of regulation might produce particular forms of behaviour. The
assumption, often made, is that firms which are driven by regulation are driven for the
same reasons and also in the same ways. These studies tell us very little about how
the different characteristics of SMEs interact with forms of regulation to produce
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different types of behaviour. There has been a tendency to homogenize the behaviour
of SMEs, and in so doing to downplay the effect of differences across this
classification of firms.
In view of this, there is lack of knowledge about how regulatory behaviour varies
between different types of SMEs, and on which forms of regulation drive those
behaviours. It is these differences, and how they influence responses, which this
thesis helps us to better understand. Before looking at the published work, however, it
is important to say a little about the regulatory context for this work.
1.5. The Regulation Context: The Smart Mix
This thesis adopts the view that regulation is pluralist and embraces measures that
are command-based, market-based, or based on principles of self-regulation. Indeed,
it takes the position that regulation – or views of what it means „to regulate‟ or „to be
regulated‟ –deviates from a legal centralist construction and leans towards a more
pluralist approach, embracing new sources of regulatory pressure, different types of
instrument, and different stakeholders as regulators.

This view is popularly

conceptualised as a „smart mix‟ approach, which is an important context for this
thesis. It is important, therefore, to look at the smart mix in a little more detail.
It is possibly to be expected that there is no consensus on the appropriate regulatory
conditions for successful regulation.

In some contexts, we see environmental

governance and soft laws emphasised more than direct regulations, and considered
more conducive to eco-innovation, while in other contexts the reverse is observable.
The common ground it seems is one that draws from principles of „smart regulation‟
(Gunningham and Grabosky 1998). In its most rudimentary and perhaps common
form, the smart regulatory approach is a mix of instruments (Gunningham and
Grabosky 1998;Jänicke 2008;Jänicke and Lindemann 2010). Indeed, Jänicke and
Lindemann (2010), in advocating a smart regulation approach to tackling
environmental problems, suggest strategies are most likely to succeed if marketbased „trend steering‟ via economic instruments is complemented with direct
regulation, and flanked by supporting tools such as green procurement and eco-
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labelling. This, to all intents and purposes, is a pithy and useful summation of the
smart mix.
The smart mix approach to tackling social problems has, in one form or another, been
a feature of policy strategies for at least twenty five years. Nowadays, such is the
popular endorsement of the smart mix, and the acceptance of the logic that underpins
it, that it has become something of an established policy refrain. The stock retort to
questions regarding appropriate policy design is that a smart mix is required.
Identifying the origins of the smart mix is a difficult task, not helped by the fact that it
is one of several popular terms, each with their own particular roots, that share one or
more common features or values. While they each have their own unique features,
terms like „smart regulation‟, „better regulation‟, „governance‟, „co-regulation‟,
„responsive regulation‟, and „regulatory pluralism‟, share at least one of the features of
the smart mix. These include: using multiple styles and tools of regulation;
incorporating multiple actors and stakeholders into regulatory processes (e.g.,
standard setting, monitoring enforcement); and increasing levels of regulator
sensitivity to the regulated settings. The seeds of a smart mix, it could be argued,
were sown by the debates, particularly during the 1970s and 1980s, which pointed to
the inadequacies of top-down command-and-control regulation and which, in
response, advocated alterative solutions, particularly through the use of market-based
instruments such as taxes and charges. These debates saw the emergence of
serious advancements over the effectiveness of different approaches to regulation,
particularly in the area of environmental protection. The origin of the smart mix has
also been linked to early ideas around the notion of effective governance and the
processes and procedures necessary for making and implementing effective
decisions (New Cities Foundation 2012). There are elements of a smart mix idea in
Nonet and Selznick‟s (1978) „responsive law‟ concept, though it would be hard to
argue that they lay any claim to the more common notion of the smart mix approach.
Nonet and Selznick claim that a responsive institution retains a grasp on what is
essential to its integrity, while taking account of new forces in its environment. Linked
to this, responsive law should build upon openness, and perceive social pressures as
sources of knowledge and opportunities for self-correction. It could also be asserted
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that the smart mix properly emerged out of, and as a solution to, the intellectual
impasse between those who supported robust State regulation and those who
advocated deregulation (see Van Gossum et al. 2010: see also Ayres and Braithwaite
1992; Gunningham and Grabosky 1998).The idea of „responsive regulation‟ as
developed by Ayres and Braithwaite (1992) also made an important breakthrough by
transcending the „compliance versus deterrence‟ stalemate.

Not only does a

responsive form of regulation urge synergy between punishment and persuasion, but,
significantly, it is also underpinned by the principle that regulators should have a
range of tools with which to deal with offenders.
Though it would seem to have a somewhat scattered genealogy, probably the most
explicit statement of the smart mix approach has been provided by Gunningham and
Grabosky (1998).Smart Regulation, which is the title of their book, is now a well-used
term that essentially mirrors the smart mix. In their book Gunningham and Grabosky
present a compelling case for designing effective combinations of policy instruments
tailored to particular goals and circumstances. Their idea of smart regulation was
constructed around the need for a pluralistic set of interventions and approaches
characterised by mandatory, self-regulatory, and market-based measures, as well as
public and private orderings (see also, Van Gossum et al. 2010; Gunningham and
Grabosky 1998; Gunningham and Sinclair 1999; Gunningham and Young 1997;
Howlett and Rayner 2004; Kinderman 2016). Yet smart regulation goes farther than
advocating a broad or pluralistic range of instruments (Gunningham and Grabosky
1998; Gunningham and Sinclair 1999; Van Gossum et al. 2010).It is said to require a
careful selection of the most appropriate institutions to regulate policy, and advocates
the use of third parties in setting and enforcing regulatory standards. It requires
policymakers to incorporate motivational and informative instruments (Gunningham
and Young 1997) to further enable policy to shape the behaviour of regulatees (Van
Gossum et al. 2010). And it is said to prefer less interventionist measures, so long as
they are capable of delivering policy outcomes (Gunningham and Sinclair 1999; Van
Gossum et al. 2010).
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Statements of the smart mix are found across several areas of social and regulatory
policy, particularly within a European context. An early proclamation can be seen in
the sustainable development policies of the early 1990s, and the move to broaden the
range of instruments available to promote sustainable development goals. The
European Commission‟s (1993) fifth environmental action programme, entitled
Towards Sustainability, advocated „broadening the range of policy instruments‟ to
include mandatory and voluntary approaches. In its strategy for promoting corporate
social responsibility, the European Commission (2011) confirmed the importance of
smart mixes, suggesting public authorities: “should play a supporting role through a
smart mix of voluntary policy measures and, where necessary, complementary
regulation, for example to promote transparency, create market incentives for
responsible business conduct, and ensure corporate accountability”. The Commission
has since further highlighted the importance of instrument mixes in a statement on
better regulation (European Commission 2015) and the way policy-makers should
design policy. It says policy designers should always consider alternative policy
instruments (e.g. non-regulatory alternatives; self- or co-regulation, market-based
solutions, regulatory alternatives; international standards), and, critically, they should
also think about „their mix.‟ Moreover, the smart mix has been given continued
momentum by the Guiding Principles on Human Rights (Ruggie 2011), for this is an
important feature of the State‟s duty to protect rights. The Guiding Principles point out
that “States should not assume that businesses invariably prefer, or benefit from,
State inaction, and they should consider a smart mix of measures – national and
international, mandatory and voluntary to foster business respect for human rights.”
Importantly, then, while States have discretion over how to safeguard rights,
consideration should be given to different options, including regulation and voluntary
measures. More recent supporting advice on the Guiding Principles (United Nations
2014, 21) has reinforced the importance of smart mix regulation, suggesting: “States
have a range of legal, policy and economic tools at their disposal to ensure business
respect for human rights. The principles on the State duty to protect call for incentives
as well as sanctions, with room for guidance, support and capacity-building alongside
regulatory and punitive approaches, where needed. States should use a variety of
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measures in combination, as relevant to ensure adequacy and effectiveness. This is
what is referred to as a smart mix of measures.”
As a final point, despite the lack of specificity over what it means with respect to
properly applied policy interventions, the smart mix is an established part of regulatory
and social policy. It has undoubtedly grown in importance, in both theoretic and policy
terms. Not only is the term widely used, but it is often presented as established, and
indeed indubitable, wisdom. As Kinderman (2016, 29) says, the smart mix is often
presented as combining “the best of both worlds: the flexibility, dynamism,
innovativeness, reflexivity and adaptability of voluntary market-based solutions and
the authoritativeness, scope, and binding force of legal regulation.” But is it really the
elixir? Does it properly merit such strong and widespread support? Can it provide the
environmental solutions we need? This is an important feature of this thesis, for it
could be suggested that the smart mix represents a default position when confronted
with regulatory complexity – or to express it in a different way, a failure of regulation
when faced with complexity.
1.6. Published Components
Having provided the background and context for the research, we should now
introduce and contextualise the published components found in Parts 2 to 5.
To summarise, Part 2 looks generally at the environmental behaviour of SMEs, while
Part 3 considers the social and market pressures that can shape the environmental
behaviour of firms. Part 4 considers differences across both large and small, and
goes on to suggest that the SME sector is a diverse sector that contains firms that
have the capacity to respond to regulation in different ways. Part 4 is thus a central
component of this thesis, and contains the critical theme. Finally, Part 5 provides an
empirical analysis of how differences shape SME responses. All Parts of the thesis
contain many relevant issues and arguments that relate to how SMEs behave and
respond to different regulation issues. While they are part of an integrated whole,
however, some of the ideas about the way SMEs behave and respond, as has been
indicated earlier, have naturally changed and matured over the years. In this respect,
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the issue that emerges and which dominates, and which I want to draw out in this
thesis, is that when it comes to the issues of regulatory responses, differences are
important. Indeed, differences matter more than perhaps we thought, and more than
many studies of SMEs have tended to acknowledge. Differences are more complex
and nuanced than the traditional highlighted variations between, say, firms that are
„large‟ and „small‟. Moreover, these differences, as some of the papers show, present
real problems for the design of effective regulatory interventions.
To expand a little, the earlier work that is presented in this thesis contains what I
believe are some essential messages that generally and continue to hold
considerable truth.

This earlier work suggests that SMEs are generally reactive and

unresponsive to environmental issues, that they are driven by regulation and
business or market pressures, and that, generally speaking, broader societal
pressures for „social good‟, as it were, have only a limited impact. Part 2, which
contains the first two empirical pieces (Williamson and Lynch-Wood 2001 (PAPER 1);
Williamson et al 2006 (PAPER 2)) are more general papers that tend to support these
points. These two papers consider, in relatively basic terms, the more general
environmental behaviour of SMEs. The first quantitative study (PAPER 1) of 40
manufacturing firms shows that the environmental practices of SMEs, on the whole,
are reactive and that environmental issues tend to assume a relatively low priority.
Indeed, the data suggest that the low commitment levels that are demonstrated by
SME owners and managers are supported and reinforced by firms‟ reactive practices.
PAPER 2, which is a more sophisticated qualitative analysis of 31 manufacturing
firms from the North Staffordshire region, starts to develop a more nuanced view by
showing that SMEs‟ environmental practices are driven by two important
considerations; „business performance‟ and „regulation‟. That said, this paper
suggests that regulation tends to produce the higher levels of environmental
activity.Importantly, these issues are explained by considering the decision-making
frames that tend to influence SMEs, because these frames are heavily influenced by
free market values and the competitive environment in which firms function. The
concept of frames, and the way in which they influence decision-making processes,
has been extensively explored in the psychology field (Buechler, 2000; Gray, 2003;
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Roth and Sheppard, 1995). Frames are important because they provide a perspective
that people use when gathering information and solving problems, and accordingly
the process of framing can lead people to exhibit or avoid certain types of behaviour
(Lewicki et al. 1999). The concept of frames, and decision-making, leads us nicely to
the next point.
Looking at this from a slightly different perspective, Part 3 also reinforces the previous
message that SMEs are generally reactive and unresponsive to environmental issues
and that their decisions are affected by the environment in which they function. It
contains one paper (Lynch-Wood and Williamson 2007 (PAPER 3) that is more
conceptual and which contains some core themes on the nature of interactions
between smaller firms and their economic and social stakeholders.

This paper

concerns civil or „social licence‟ pressures and the way these pressures can act as a
potential regulatory trigger or motivator. It therefore adopts a stakeholder perspective
of the firm, and so take the view that civil society members can act as regulatory
agents and can support broader regulatory and social objectives. The nature of civil
regulation is that it draws on those market forces and norms that encourage certain
types of behaviour. As with other forms of regulation, there are sanctions for failing to
comply with social licence conditions because firms can suffer financially as a result
of damage to their reputation. Firms may respond to these perceived sanctions by,
amongst other things, displaying positive behaviour and going beyond compliance.
The general conclusion from PAPER 3 is that size, and the factors that relate to size,
will often shape how civil regulation affects the firm. As a rule, it is suggested that civil
regulation signals are weak in the context of SMEs and so there is little incentive for
them to engage in the types of environmental activities that are not related to
compliance or short- to medium-term profitability. Moreover, the lack of resources in
SMEs is an important factor as it means they are unlikely, and possibly unable, to
embark on the types of strategic thinking that is required to develop beyond
compliance environmental responses. Importantly, however, this paper leaves open
the possibility that SMEs may differ in this respect.
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It is the later work that starts to provide a more sophisticated picture of how SMEs
interact with regulation. This work shows that differences across SMEs may be
important in how determining responses and actions. I try to show this both
theoretically and doctrinally, through the literature (see Part 4: Lynch-Wood and
Williamson 2010 (PAPER 4), Lynch-Wood and Williamson 2011 (PAPER 5),
Williamson and Lynch-Wood 2012 (PAPER 6)),as well as empirically (see Part 5:
Lynch-Wood and Williamson 2014a (PAPER 7) and Lynch-Wood and Williamson
2014b (PAPER 8)).SMEs differ not only in terms of the types of factors, pressures
and characteristics that shape their behaviour, but also in terms of how they respond
to these difference pressure and influences. Inevitably, these differences shape how
they respond to different regulatory pressures. The papers in Part 4 (PAPER 4 to 6)
thus provide a greater focus on regulation and the way and the manner in which
organizational differences shape the way firms respond to different types of
regulation. These papers try to answer the „why‟ question: why do SMEs differ from
larger firms and why do they differ amongst themselves. Each of the papers follows a
similar format by using the Bansal and Roth (2000) model of organizational
environmental behaviour to understand how firms behave.
Thus, the essence of these papers, which were intended to improve our
understanding of why firms differ and the contexts in which regulation will be effective
or ineffective as a consequence of these differences, is as follows. They show that
firms‟ responses are determined by their receptive capacities (a composite measure
that includes the capabilities (e.g., resources, skills, knowledge) and orientations
(e.g., views) of firms). While there is, as is indicated, a potentially enormous range of
receptive capacities, since no two firms are identical, it is suggested that there are
firms within identifiable groups that will respond to things in broadly similar ways. In
other words, there are sufficient commonalities across some firms that we can
understand them as groups – groups of individual firms that have some common
characteristics. The papers each look at these issues in the context of different forms
of regulation – in essence, the smart mix approach. Part 5 (PAPER 7 and PAPER 8)
develops these points further by presenting two empirical papers which show that
there are important differences across SMEs, and that smaller firms tend to differ in
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terms of how they respond to different forms of regulation, including civil regulation.
These papers present data on the environmental practices and regulatory responses
of 110 manufacturing small and medium enterprises (SMEs). The empirical data,
which were gathered over a five-year period (2004–2009), are drawn from three
studies. Although each was an independent study, required to satisfy different outputs
and objectives, they had a shared theme since each was focused on SME
environmental behaviour.
Together, the papers produced here provide a detailed picture of how SMEs respond
to different pressures and how their differences can shape responses. While the
complete definition and exhaustive application of how different firms is beyond the
scope of a single body of work, these papers address and illustrate various issues
that are important for the study of regulation.
1.7. Final Remarks
There has been a tendency, from both a pedagogic and policy perspective, to look at
SMEs as a homogenous group of firms. This thesis has tried to create critical inroads
into this view, and to outline some of its pitfalls when it comes to tackling important
environmental objectives. If it is possible to develop an appropriate conclusion to the
diverse work presented in this thesis, it is this: SMEs‟ responses to regulation differ in
important ways. The differences identified provide us with a more sophisticated view
of how SMEs are influenced by, and respond to, regulatory pressures and
instruments. As such, the thesis makes an important contribution to both the literature
on SMEs and the literature on regulation, for it shows that we have probably
underestimated the significance of variations across firms, and how such variations
shape the performance of(environmental) regulation.
The findings raise issues that will inevitably require further exploration. Do these
differences affect all firms in different sectors? In what ways, if at all, do large firms
differ in their responses to regulation?

How do these differences affect the

performance of different types of regulation in different fields of activity (e.g., health
and safely, employment law?) And is it possible to more effectively regulate to
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counter the effects of these differences? The papers in this thesis do not necessarily
address this latter question, and so it is on this particular matter that I would like to
offer some brief and final reflections.
The ideas and findings presented here might allow us to see why the existing
evidence on regulatory approaches has not fully explained variations in compliance
and conformity. Moreover, having laid bare the inevitability and extent of variations in
firms‟ practices and responses, we can start to see why regulation, which
presupposes certain conditions (i.e., knowledge, resources, acceptance) being in
place (Williamson and Lynch-Wood 2017), is likely to continue to underperform. For
example, if a regulatory approach requires from firms a certain level of resource, we
can start to see why all firms may not possess that resource or may not be willing to
allocate that resource to compliance, thus giving a regulation deficit. In the same
way, if a particular instrument requires from firms a certain willingness to participate
(e.g., self-regulation), we can start to see why all firms may not possess that requisite
willingness (see Williamson and Lynch-Wood 2017), which again creates a regulation
deficit. Moreover, the fact the we have considerable variety in regulation, as reflected
in the smart mix approach, might unfortunately create another set of issues that we
have to be mindful of, as regulation will always underperform to some extent. That is,
there will inevitably be different responses (positive, negative) to different forms of
regulation. Building on this point, and perhaps most importantly, we can begin to see
that attempts to address regulatory underperformance by introducing additional layers
of regulation, which typically seek to address the shortcomings of pre-existing
regulations by filling in the regulatory gaps, end up addressing some problems while
at the same time opening up other difficulties when these regulations are met with
further non or poor performance. It is therefore at least possible that the introduction
of additional regulations will increase overall compliance, but also increase nonconformity of individual regulations. A potential implication of the above paradox is
that so-called smart approaches to regulation, which tend to use multiple forms of
regulation, will only be partially successful. They may also be needlessly expensive.
So, multiple forms or regulation, in the form of the smart mix, while popular, might
contain an important contradiction. This becomes most apparent in complex
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regulatory contexts, when there is no obvious consensus on what constitutes
compliance. For instance, there is likely to be a more popular consensus on what
constitutes „murder‟ than there is on environmental pollution or human rights. In those
less clear situations, the temptation is to address different perceptions on what
constitutes acceptable behaviour (which arise because firms differ) by having
additional forms of regulation. This translates to an increase in regulation in an
ongoing quest to address a deficit in compliance and underperformance.
Unfortunately, this never fully addresses the deficit problem. At best it is subject to a
law of diminishing regulatory returns due to the inability of firms to satisfy the
conditions required of regulation. Furthermore, and this is somewhat ironic, by
increasing the number of regulations to address a regulatory problem we increase the
complexity of the regulated area, which potentially creates the conditions for new
regulatory deficits and compliance problems.
As a final thought, then, there are inevitable tradeoffs when regulating, and this work
has highlighted even more how important those tradeoffs may be. This work enables
us to see some of the challenges that are raised when designing and implementing a
more effective approach to the regulation of a range of economic and social matters.
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