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This study investigates the effect of CSR activities on business performance of small- and medium-sized enterprises (SMEs) in South Korea setting. Based on upper echelons theory and stakeholder theory, the study further examines CEO tenure as a potential moderator between CSR activities and business performance. The study considers four dimensions of CSR (economic, legal, ethical, and philanthropic) and two types of business performance (financial and non-financial). To test the moderating effect of CEO tenure, we divided the sample into two groups: companies with short-term tenured CEOs and long-term tenured CEOs. The data were collected from 443 CEOs of SMEs in South Korea. We used a multi-group analysis with SmartPLS 4. The study finds that CEO tenure moderates the relationship between dimensions of CSR and business performance. More specifically, the study finds that CEOs in early-stage tenure focus on philanthropic activities to drive financial performance, while their counterparts focus on economic/legal dimension. CEOs, regardless of the length of tenure, consider the philanthropic dimension helpful for improving both financial and non-financial performance. This study expands prior research by examining the relationship between CSR and business performance in SMEs, considering the impact of the CEO tenure. The findings of this study make contributions to the literature by demonstrating that CEO tenure is an important factor in linking CSR to business performance. This research also adds evidence to the CSR literature that economic and legal dimensions are considered mandatory responsibilities, and CEOs of SMEs view them as interconnected. For practical implications, this study identifies different predictors of financial performance for companies with short-term vs. long-term CEO tenure. Short-term CEOs focus on philanthropy to improve financial performance, and both long- and short-term CEOs believe that philanthropy affects the company’s financial and non-financial performance.
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Introduction

The society’s increasing demand for companies being socially responsible have pressured companies to consider corporate social responsibility (CSR) strategies (Ahn and Park, 2018). Companies are expected to engage in CSR activities to meet the expectations of various stakeholders, while maximizing profits (Jenkins, 2009; Russo and Perrini, 2010; Lee et al., 2012). However, while CSR has become an important strategic initiative even for small- and medium-sized enterprises (SMEs; Graafland et al., 2003; Russo and Perrini, 2010; Stoian and Gilman, 2017), SMEs’ lack of knowledge of regulations, corruption, and lack of awareness of the benefits of CSR remain impediments to the implementation of CSR (Ciliberti et al., 2008). SMEs, unlike large firms, rarely have formal CSR strategies or budget allocation in place. If they engage in CSR activities, they do so at random. CEOs of SMEs are primarily responsible for making CSR-related decisions (Thornton and Byrd, 2013). The philanthropic dimension of CSR is important for understanding the CEO’s motivation and informal nature of CSR in SMEs (Jamali et al., 2009; Cheffi et al., 2021). CSR activities in SMEs may take different forms including providing jobs to the socially disadvantaged, investing part of corporate profits to social causes, and making donations to charities. Implementation of CSR can help improve businesses image (Pastrana and Sriramesh, 2014) and attract talented employees to achieve innovation outcomes (Bocquet et al., 2019) However, the cost associated with CSR is a challenge for SMEs who have limited financial resources and time. This is one of the reasons why SMEs are behind large firms in addressing environmental issues (Shashi et al., 2018).

Because companies exercising CSR are perceived as good citizens, various stakeholders including employees, customers, consumer activists, and local communities tend to have positive attitudes toward them. For example, employee job satisfaction and customer loyalty increase when SMEs are involved with CSR activities (Pivato et al., 2008; Jenkins, 2009; Lee et al., 2012). Prior research also shows that a franchisor’s engagement in economic and philanthropic CSR activities positively influences the franchisees’ economic and social satisfaction with the franchisor and loyalty (Hur et al., 2019). CSR activities related to the workforce have been found to be useful for avoiding sales decline. However, environment-related CSR activities were found to negatively impact SMEs’ growth (Stoian and Gilman, 2017). This suggests that prior studies on the effect of CSR activities may be mixed or inconclusive. For example, some studies report external pressures do not play a significant moderating role between the antecedents of CSR and CSR practices (Cheffi et al., 2021), while others show stakeholder salience and proximity play an important moderating role between CSR and financial performance in SMEs (Magrizos et al., 2021). Such mixed results have encouraged researchers to question validity or effectiveness of the CSR strategies for SMEs (Stoian and Gilman, 2017). Chen et al. (2019) and Khan et al. (2020) confirmed that CEO tenure had a negative effect on non-financial performance (CSR performance, corporate social and environmental performance). This result alludes to the importance of CSR for SMEs (Han and Park, 2018; Kang et al., 2021). It is possible that CEOs with different career horizons focus on different types of CSR activities. A finding that the key stakeholders were not confident about the CEO’s capabilities (Khan et al., 2020) during the early tenure suggests that CEOs may choose to prove themselves by focusing on risky CSR investments. This strategy may help them reap benefits in the future in the forms of higher compensation and business performance.

This study expands prior research by examining the relationship between CSR and business performance in SMEs, considering the impact of the CEO tenure. Some SME studies have examined the relationship between unidimensional CSR and unidimensional performance (Bahta et al., 2021; Cheffi et al., 2021; Palacios-Manzano et al., 2021) and investigated the roles of corporate reputation, corporate image, and business uncertainties as mediators or moderators. Other studies have used three dimensions including economic, social, and environmentally proactive CSR (Costa and Menichini, 2013; Torugsa et al., 2013) to discuss the importance of CSR. These studies omitted the philanthropic dimension, which is important for understanding the CEO’s motivation and informal nature of CSR in SMEs (Jamali et al., 2009; Cheffi et al., 2021). Studies that focused on the relationship between the CEO personal attributes (age, personality, and education level), CSR, and financial performance (Li et al., 2020) have not considered different types of performance or various dimensions of CSR. It seems important to consider multiple dimensions of CSR beyond the company’s economic motives in studying the effect of CSR (Kim et al., 2017). Thus, this study considers various dimensions of CSR in an effort to offer a comprehensive understanding of SMEs’ CSR strategies and activities. This study will fill the void in the literature by offering empirical evidence on the relationship between various dimensions of CSR and financial and non-financial business performance.

With these motivations in mind, this study uses four dimensions of CSR of Carroll (1991) to provide a complete picture of CSR to SME managers who want to implement CSR. The purpose of this study is to examine the significance of economic, legal, ethical, and philanthropic dimensions of CSR in their effect on financial and non-financial performance of SMEs. Using upper echelons theory (Hambrick and Mason, 1984) and stakeholder theory (Donaldson and Preston, 1995; Lee, 2011), the current study examines whether CEO tenure moderates the relationship between four dimensions of CSR (economic, legal, ethical, and philanthropic) and two types of business performance (financial and non-financial).

This study uses upper echelons theory, as we acknowledge CEOs of SMEs exert huge influences on strategic decisions including CSR. CEOs play a significant role in formulating CSR strategies, which can help increase the firm’s revenue (Mubeen et al., 2021). Their opinions, values, experiences, and attitude toward CSR play a very important role in determining the companies’ directions (Morgeson et al., 2013; Wei et al., 2018). Prior research reports mixed results on the relationship between CEO tenure and business performance (e.g., financial performance; Friede et al., 2015). A study by Henderson et al. (2006) found that CEO tenure and financial performance were directly proportional to CEO tenure in the stable food industry, but opposite results were found in the dynamic computer industry. Therefore, the current study treats CEO tenure as a potential moderator between CSR and business performance.

Differently stated, this study attempts to understand whether the effects of CSR dimensions on business performance are different based on the CEO tenure. To test the hypotheses, the study uses a multi-group analysis with SmartPLS 4 on the data collected from South Korea. Korea was selected because a large portion of CSR activities were carried out by large firms, and not much was known about CSR activities of SMEs. The number of SMEs in Korea was about 7,286,000 as of 2020, an increase of about 989,000 compared to 2017. The number had been steadily increasing every year, and the number was 770 times more than that of large enterprises. SMEs accounted for about 99.87% of all Korean enterprises (Ministry of SMEs and Startups, 2022). Hence, it seemed necessary to focus on SMEs in South Korea to study the effects of CSR on business performance.

This study thus seeks to extend and reconcile prior CSR research by providing a more fine-grained depiction of different dimensions of CSR—CEO tenure—different types of performance relationships. The results will enrich literature by contributing in several ways. First, the study will show whether CEOs with short-term vs. long-term tenure use different CSR strategies and initiatives to enhance business performance. Thus, understanding how CSR strategies shift over time and how CSR activities impact the two types of performance will provide strategic guidance on the CSR initiatives and improve our understanding of CEO tenure as a potential moderator. Our study that explores CEO tenure as a moderator will also reveal the mechanism, through which CEO tenure exerts an influence on the relationship between CSR initiatives and financial and non-financial performance. This insight will be useful for evaluating SME’s competitiveness and strategies.

The second contribution is related to the finding about the relationship between different dimensions of CSR and business performance. The finding will show which dimension of CSR is utilized most by early- and late-stage CEOs in their efforts to improve the SMEs’ financial and non-financial performance. The result will link dimensions of CSR to different types of performance and offer some strategic implications to the CEOs.



Literature review


Corporate social responsibility in SMEs

Corporate social responsibility refers to the responsibility that a company should take as a member of a society beyond its economic responsibility of profit-seeking. The concept of CSR has evolved over the years, to include different types of CSR such as responsive, strategic (Porter and Kramer, 2006), implicit, and explicit CSR (Matten and Moon, 2008). While scholars in the earlier period defined CSR from the social purpose perspective (Bowen, 1953) or social responsiveness (Sethi, 1979), those in the later period embraced a complementary model. For example, Lantos (2001) offers three types of CSR: ethical, altruistic, and strategic responsibility.

However, model of Carroll (1991) comprising four dimensions of CSR addresses not only basic and mandatory corporate responsibilities but also social and voluntary responsibilities. Thus, this study uses four dimensions of CSR of Carroll (1991) (Figure 1). Economic responsibility, also known as the primary responsibility, is about generating profits from the business operation. Legal responsibility refers to the duty to comply with the rules and regulations that the business is subjected to. Both economic and legal responsibilities are considered basic mandatory requirements for the business to survive in the market. Ethical responsibility addresses a duty to meet the generally accepted ethical standards within the society. Philanthropic responsibility is concerned with making a contribution to the improvement of the community as a good corporate citizen. This responsibility is related to making discretionary and voluntary contributions to the society.

[image: Figure 1]

FIGURE 1
 Estimates of structural model. Numbers: Short-term tenured CEOs/Long-term tenured CEO, ***p < 0.001, **p < 0.01, *p < 0.05, +p < 0.1, n.s. = non significant.


There is a vast amount of research that suggests CSR has become an important strategic initiative even for small- and medium-sized enterprises (SMEs; Graafland et al., 2003; Russo and Perrini, 2010; Stoian and Gilman, 2017) due to their close connection with the community and stakeholders. Unlike large firms that have resources (Fombrun, 1996), SMEs that lack financial resources may view adoption of environmentally-conscious business practices as an operational and financial risk (Jenkins, 2004). Hence, one stream of research suggests that SMEs will be less likely to implement CSR without regulatory pressures because of the lack of resources and perceived costs associated with the CSR implementation (Jenkins, 2004; Lee et al., 2016). Furthermore, external pressures (e.g., stakeholder pressures) were found to have no significant effect on CSR practices among SMEs (Cheffi et al., 2021). Another research stream that paid attention to the limited financial and business resources and managerial expertise (Magrizos et al., 2021) explains the heterogeneous implementation of CSR and absence of formal strategies and budget allocation. Despite these challenges, some SMEs have implemented CSR informally, driven by intrinsic values of the CEOs (Jenkins, 2004) to improve their businesses image (Pastrana and Sriramesh, 2014) and to attract talented employees who can help improve the firm’s innovation outcomes (Bocquet et al., 2019). Previous studies on Australian and Pakistan SMEs found the adoption of each CSR dimension was influenced by the company’s capabilities, and each CSR dimension affected financial performance differentially (Torugsa et al., 2013; Ikram et al., 2019).



Characteristics of CEOs and CSR

Upper echelons theory (Hambrick and Mason, 1984) states that executives rely on their personal characteristics, such as experience, value, attitude toward CSR, and personality in making business-related decisions. The theory suggests that CEOs’ personal characteristics influence strategic decision-making and organizational performance (Hambrick and Mason, 1984; Carpenter et al., 2004). Based on the theory, this study views that CEOs’ characteristics will play a role in determining companies’ priorities and preferences related to CSR. Previous studies show that CEOs’ characteristics influence CSR activities and performance (Carpenter et al., 2004; Petrenko et al., 2016; McCarthy et al., 2017; Khan et al., 2020). Some studies that had examined CEO tenure as one of the CEO characteristics reported mixed results on the relationship between CEO tenure and CSR performance (Khan et al., 2020). However, more recent studies show that CEO tenure is related to CSR performance (Oh et al., 2018; Chen et al., 2019). The studies suggest that CEOs tend to take strategic risks in the early stage of their tenure. As they remain in the position for a long time, they run the company based on their own fixed paradigm and maintain the status quo without seeking changes (Hambrick and Fukutomi, 1991). In addition, Khan et al. (2020) show that social and environmental performance was higher for companies with short-term tenured CEOs than those with long-term tenured CEOs. In other words, they find an inverse relationship between CEOs’ tenure and companies’ focus on CSR. One possible interpretation of this finding is that short-term tenured CEOs may be more sensitive to demands and expectations from various stakeholders, and, thus, more willing to focus on CSR. On the other hand, long-term tenured CEOs are better equipped to manage pressure from the external stakeholders as they have gained executive power and social capital (Onali et al., 2016). Inconsistent with the study of Khan et al. (2020), the study of Oh et al. (2018) shows a negative relationship between CEO tenure and corporate social irresponsibility (CSIR). Their study suggests that long-term tenured CEOs tend to avoid activities that are socially irresponsible. Thus, the studies on the relationship between CEO tenure and CSR are not consistent.

We view that CEOs of SMEs exert more influences on strategic decision-making compared to those of large corporations (Tran and Adomako, 2021). This is because decisions are often made centrally in SMEs. Thus, CEOs of SMEs are primarily responsible for making CSR-related decisions (Thornton and Byrd, 2013). Based on prior research, we view that examining CEOs’ tenure in SMEs is helpful for understanding how CEO tenure affects strategic decisions related to CSR. Prior study (Tran and Adomako, 2021) suggests a moderating role of CEO tenure in the relationship between SME CEOs’ social capital (e.g., capability to integrate stakeholders) and corporate social performance. The study shows that social capital of long-term tenured CEOs has a stronger effect on stakeholder integration. This makes sense because long-term tenured CEOs will have a stronger relationship with their external stakeholders (e.g., shareholders) than their counterparts.




Hypothesis development


The effect of CSR on business performance

Two major opposed theories have been used to explain CSR: agency theory and stakeholder theory. Agency theory posits that executives of large corporations act as an agent and not as an owner, and, thus, seek interests misaligned with those of the owners (shareholders). CSR studies based on the agency theory point out to the negative aspects of CSR activities. They argue that CSR activities may increase agency costs and decrease corporate performance (Wright and Ferris, 1997; Friedman, 2007; Hasan, 2021). The scholars based on the agency theory believe that CSR activities are driven by self-interested executives who often sacrifice the interest of the shareholders in their efforts to improve images of the company and themselves (Friedman and Friedman, 1990). However, many empirical studies suggest that CSR activities do not negatively influence corporate performance. For example, Li et al. (2016) show that CSR activities have a positive effect on corporate value improvement. The study rejects the hypothesis that powerful CEOs will make more investments in CSR activities in an effort to build their own reputation, indicating agency theory is not appropriate for explaining CEOs’ motives to engage in CSR.

Stakeholder theory is helpful for understanding positive aspects of CSR. The theory acknowledges the interconnected relationship between a company and its stakeholders (e.g., shareholders, employees, and customers; Naseem et al., 2020; Rehman et al., 2020; Nirino et al., 2022). This theory suggests that CSR activities should be planned and implemented in consideration of the needs and expectations of all stakeholders including creditors, suppliers, employees, consumers, and local communities (Freeman, 1984). Some recent studies show a positive relationship between CSR and business-related outcomes (Claver-Cortés et al., 2020). For example, Hou et al. (2016) show CSR activities have a positive effect on financial and operational performance. Similarly, several studies (Choongo, 2017; Juarez, 2017; Nejati et al., 2017; Moneva-Abadía et al., 2019) show a positive effect of CSR on performance among SMEs. These results are understandable because corporate engagement in CSR will enhance the relationship with stakeholders by addressing their needs. This study based on the stakeholder theory proposes that all four dimensions of CSR will have a positive effect on both financial and non-financial performance. This study presents the following hypotheses.

Most of the studies on CSR of SMEs were conducted mainly in Europe (Oduro et al., 2021). More recently, some studies examined the relationship between CSR and firm performance of SMEs in Africa and Asia. For example, Bahta et al. (2021) investigated the mediating role of firm reputation in the relationship between CSR and firm performance among SMEs in Eritrea, East Africa. Le (2022) identified the mediating roles of corporate image, corporate reputation, and customer loyalty in the relationship between CSR and corporate performance in Vietnam.


H1: Four dimensions of CSR (economic, legal, ethical, and philanthropic) positively affect financial performance of SMEs.

H2: Four dimensions of CSR (economic, legal, ethical, and philanthropic) positively affect non-financial performance of SMEs.
 



Moderating role of CEO tenure

Upper echelons theory assumes that CEO characteristics affect strategic decision-making and corporate performance, and studies based on this theory have been continuing. This theory has also made substantial contributions to studies related to CEOs with a focus on observable trait variables about CEOs (Wang et al., 2016; Bassyouny et al., 2020). This theory also emphasizes changes in CEO behavior during the CEO tenure (Hambrick and Fukutomi, 1991). CSR-related decision-making is a part of corporate strategic decision-making, and in most companies, CSR-related decisions are made and implemented top-down (Bhattacharya et al., 2008). In other words, corporate CSR decision-making is made by the CEO, and the direction of CSR decision-making changes according to the characteristics of the CEO. Therefore, examining the influence of CEO characteristics on corporate CSR decision-making and outcomes will lead to a deep understanding of the organization (Kim et al., 2018). In particular, the tenure of the CEOs who have the final decision-making authority and responsibility of the company will be one of the most important determinants of the company’s CSR activities.

CEO tenure is known to influence the company’s strategic decisions and outcomes (e.g., performance and invention; Miller, 1991; Wu et al., 2005). While many studies examined the effect of CEO characteristics (e.g., age and value) on corporate performance, less emphasis has been placed on the role of CEO tenure in affecting CSR activities (Carpenter et al., 2004; Petrenko et al., 2016; Chen et al., 2019). Previous studies have demonstrated that CEO tenure can have different effects on the company performance (Nguyen et al., 2018). Studies show that the content and the influence of the characteristics of the CEO on the behavior of the company vary depending on the CEO tenure (McClelland et al., 2012). Longer CEO tenure appears to be detrimental to firm performance (Miller, 1991). Top executive tenure has an inverse U-shaped link with an organization’s financial performance (Miller and Shamsie, 2001).

This study proposes that long-term vs. short-term tenured CEOs exhibit different tendencies and attitudes toward CSR. Our rationale is as follows. Short-term tenured CEOs may feel the pressure to prove their capabilities to improve business performance and, thus, be more willing to take risks. In their efforts, they may focus on the higher levels of CSR activities because this can help companies set apart from the competitors (e.g., shoes companies donating a pair of shoes per sale to those in need). However, long-term tenured CEOs may not be interested in new or risky strategic initiatives. They may have already proven their capabilities to the shareholders, and do not feel the pressure to prove themselves. Thus, this study proposes that the effect of CSR dimensions on business performance (financial and non-financial) may differ based on the CEO tenure. This study offers the following hypothesis.


H3: The effect of four dimensions of CSR (economic, legal, ethical, and philanthropic) on business performance (financial and non-financial) will differ based on the CEO tenure. The effect of CSR on business performance will be greater for CEOs in the early stage than their counterparts.
 




Materials and methods


Sample and data collection

This study reached out to CEOs of SMEs that were registered with three different business associations in South Korea. The respondents were informed about the purpose of this study in person and requested to participate in the study. The surveyors who thoroughly understood the purpose of this study met with the CEOs of SMEs. Data collection lasted for 4 months. A pool of 1,100 respondents agreed to participate in the survey, and they received a copy of the questionnaire. In order to increase the response rate, participants who completed the questionnaire were offered a small gift. A total of 480 respondents completed the questionnaire. Forty-seven responses were discarded due to omission of important information. The total number of responses used for analysis was 433, leading to a response rate of 39.4% (433/1,100).

The demographic characteristics of the respondents are as follows (see Table 1). A significant number of respondents were males (81%). The sample was divided into two groups: short-term tenured CEOs (less than 3 years), referred to as Group 1, and long-term tenured CEOs (4 years and longer), referred to as Group 2. A majority of the short-term tenured CEOs (84%) worked for companies that had exited less than 4 years. On the other hand, more than half of the long-term tenured CEOs (61%) worked for companies that had existed for 11 years and longer. The difference between the two groups exists in sales. Almost all companies in Group 1 (90%) had annual sales of less than $500,000. About 59% of the companies in Group 2 had a minimum of annual sales of $4,250,000.



TABLE 1 Demographic profiles.
[image: Table1]



Common method bias assessment

Several procedural and statistical methods were used to reduce common method bias (Kang et al., 2021). One of the procedural methods involved explaining the purpose of the study to the respondents to increase the response rate (Podsakoff et al., 2003, 2012). Another procedural approach was concerned with modifying the questionnaire based on a pre-test result. The items that were confusing or hard to understand were removed after the pre-test. We also changed the order of questions on the questionnaire so that independent and dependent variables were not presented consecutively. In terms of the statistical approach, we ensured that VIF values were lower than the threshold value of 3.3 (Kock, 2015). All these test results support that common method bias was not a problem.



Measures

We used a seven-point scale anchored by “1 = Strongly Disagree,” and “7 = Strongly Agree” to measure items. CSR dimensions in this study are defined as follows (Schwartz and Carroll, 2003; Lu et al., 2020). Economic and legal responsibility was defined as the extent to which a company engaged in socially responsible activities within the legal framework in pursuit of economic benefits for consumers and businesses. Twelve items were used to measure economic and legal CSR dimensions based on the previous studies (Maignan et al., 1999). Ethical responsibility was defined as a company’s ethically desirable responsibilities, both internally and externally. Philanthropic CSR was defined as responsibility in terms of social contribution taking into account employees and the community. Ethical and philanthropic responsibilities were measured with six items each. Both financial performance and non-financial performance were measured using five items each to assess business performance. While financial performance addressed the company’s quantifiable financial measures (e.g., sales, profits, and return on investment); non-financial performance was concerned with satisfaction judgment and brand perceptions of the stakeholders (e.g., customer satisfaction and employee satisfaction). Business performance items were adapted from the study of Banker et al. (2000).




Results


Measurement model

Convergent and discriminant validities of the measurement model were examined using SmartPLS 4.0.7.6. The result shows no evidence of discriminant validity between economic and legal CSR constructs. Thus, economic and legal dimensions were combined for further analyses. Several items that poorly performed during the measurement model assessment were removed for a purification purpose (see Table 2).



TABLE 2 Measurement model.
[image: Table2]

The measurement invariance was checked using the three-step MICOM procedure suitable for PLS-SEM (Hair et al., 2016). The following three steps were used: (a) configurational invariance assessment, (b) compositional invariance assessment, and (c) the equality of composite mean values and variances. To address the first step, the following tests were conducted. Cronbach’s α and composite reliability values were examined, which were over 0.7 for both groups. This indicates internal consistency of the measurement model. Factor loadings and AVE values were 0.5 or higher for both groups (Fornell and Larcker, 1981; Hair et al., 2006), suggesting convergent validity. The square root of the correlation coefficient and AVE values were examined to check for discriminant validity. As shown in Table 3, the square root of the AVE values was higher than the correlation coefficients. All values related to heterotrait-monotrait (HTMT; Henseler et al., 2015) were below 0.9, suggesting discriminant validity between the constructs. All these results support the configural invariance related to the first step. The second step was addressed by running a permutation test 1,000 times to verify the compositional invariance (see Table 4). The result shows that the values of c were higher than those of cu, indicating measurement invariance. The compositional invariance of all composite variables was established. The result confirms that the data were suitable for a multi-group analysis (Schlägel and Sarstedt, 2016). For the multi-group analysis, path coefficients of the two groups were compared (Group 1 and Group 2).



TABLE 3 Fornell-Larcker Criterion/Heterotrait-Monotrait ratio (HTMT).
[image: Table3]



TABLE 4 Compositional invariance assessment (Step 2).
[image: Table4]

The model fit was assessed based on the following criteria (Hair et al., 2016). First, VIF values were examined, which were lower than 3.3, indicating no evidence of multicollinearity. Second, R2 values, which indicate explanatory power of the model, were higher than 10%. Third, all Stone–Geisser’s Q2 values were greater than 0, suggesting predictive validity. Finally, all Standardized Root Mean Squared Residual (SRMR) values were lower than 1, confirming discriminant validity.



Test of hypotheses

To test the hypotheses, the sample was divided into two groups: CEOs with short-term tenure (≤ 3 years) and CEOs with long-term tenure (4 years ≥) using a PLS multi-group analysis (see Table 5). This was done because the invariance test result indicated that the data were suitable for a multi-group analysis. We examined significance of the path coefficients and compared the path coefficients between the two groups. The test result shows that the effects of CSR dimensions on financial and non-financial performance vary depending on the CEO tenure. For companies with short-term CEOs, philanthropic and ethical CSR activities had a significant effect on financial performance. However, economic/legal CSR dimension was not found to have any effect. All three dimensions were found significant in their effects on non-financial performance. The effect sizes shown in Table 5 indicated that economic/legal dimension was the major predictor of non-financial performance for companies with short-term CEOs.



TABLE 5 Structural estimates across groups (PLS).
[image: Table5]

For companies with long-term tenured CEOs, economic/legal dimension was the most significant predictor of financial performance. While philanthropic dimension was significant in affecting financial performance, its effect size was very small compared to that of economic/legal dimension. Ethical dimension was not found to have any effect on financial performance or non-financial performance. Economic/legal and philanthropic dimensions were found to have a significant influence on non-financial performance. These findings suggest that CEOs’ utilization of CSR strategies for improving the company’s financial and non-financial performance differs based on the tenure. Therefore, H1 (ELR → FP: β = −0.092, p = n.s./β = 0.467, p < 0.001, ER → FP: β = 0.268, p < 0.05/β = 0.074, p = n.s., and PR → FP: β = 0.354, p < 0.001/β = 0.194, p < 0.01) and H2 (ELR → NFP: β = 0.329, p < 0.001/β = 0.669, p < 0.001, ER → NFP: β = 0.312, p < 0.001/β = 0.067, p = n.s., and PR → NFP: β = 0.165, p < 0.1/β = 0.147, p < 0.01) that addressed the effects of dimensions of CSR on financial and non-financial performance were partially supported. H3 involving the moderating role of CEO tenure was partially supported (ELR → FP: β = −0.558, p < 0.001, ER → FP: β = 0.194, p < 0.1, PR → FP: β = 0.159, p = n.s., ELR → NFP: β = −0.338, p < 0.01, ER → NFP: β = 0.253, p < 0.01, and ER → NFP: β = 0.017, p = n.s.).




Discussion of the findings

The purpose of this research was to examine the relationship between CSR and business performance, and test whether CEO tenure moderates the relationship between CSR and business performance. The study finding shows that short-term vs. long-term tenured CEOs weigh CSR dimensions differently in their strategies to improve business performance. For example, long-term tenured CEOs rely on the economic/legal dimension of CSR in their efforts to improve the company’s financial and non-financial performance. Short-term tenured CEOs, however, depend on the philanthropic dimension (not economic/legal dimension) to drive the company’s financial performance. The study also finds that long-term tenured CEOs do not consider the ethical dimension important for improving business performance. This viewpoint is different from their counterparts who view ethical CSR activities as important for improving both financial and non-financial performance. These findings are consistent with prior research (Oh et al., 2018; Khan et al., 2021).

This study offers four plausible explanations about the differences among CEOs in early- vs. late-stage tenure. The first one is related to their self-perceptions in terms of competencies, experiences, social capital, and capabilities to integrate stakeholders. Prior research suggests that short-term tenured CEOs lack stakeholder integration capabilities or social capital compared to their counterparts (Tran and Adomako, 2021). Thus, they may focus on addressing issues raised by external stakeholders (e.g., making contributions to the society) in an effort to meet their expectations. On the other hand, CEOs with long-term tenure may settle for their own paradigm (Hambrick and Fukutomi, 1991) and shy away from addressing the higher levels of CSR dimensions (e.g., philanthropic and ethical). This may happen because focusing on higher levels of CSR may take away their focus from maximizing profits.

The second explanation is related to CEOs’ use of CSR as evidence of corporate performance and a way of signaling about their capabilities. For example, Khan et al. (2021) report that CEOs in the early years of their tenure spend more efforts on corporate social and environmental activities, to decrease career-related concerns. Many companies are pressured by various stakeholders to engage in CSR activities. CEOs in early tenure may feel the pressure that they must engage in social responsibility (e.g., philanthropic) in order to prove their capabilities. Hence, they may use CSR activities to attract talented employees to improve innovation outcomes (Bocquet et al., 2019). On the other hand, CEOs who have been in the position for a long time may not feel the same level of pressure to prove themselves.

The third explanation is based on our speculation that CEOs’ motives behind CSR are self-interest driven. This viewpoint is consistent with prior research suggesting CEOs’ self-perception and narcissism influence the company’s strategies. Stock grant is a popular compensation tool used to incentivize and retain executives. Agency theory suggests that companies offer stock shares to CEOs in order to align their interests with owners’ (shareholders’). Long-term tenured CEOs tend to have a higher level of stake in the company because of the longer tenure. Thus, they may pursue activities such as economic activities (e.g., reducing operation cost and product development) that are directly related to the company’s financial performance. Improved financial performance will help stock price go up, which will positively affect CEOs’ personal economic gains. On the other hand, short-term tenured CEOs may not have the same level of stake in the company. Thus, their priority may not be to raise the company’s stock price in a short time, and they may be able to focus on other long-term initiatives (e.g., philanthropic activities) to reap rewards in their later years of service.

This study offers our fourth explanation based on the age gap between short-term tenured and long-term tenured CEOs. Many studies point out to the millennial generation’s strong interest in CSR. This study examined the age gap between the two CEO groups (Group 1 and Group 2) by using 40 years of age as the cutoff point in dividing the sample into two. About 86% of short-term tenured CEOs were under the age of 40 (millennial generation), while 21% of the long-term tenured CEOs were in that category. As expected, CEOs with short-term tenure are typically younger than their counterparts. We view that younger CEOs hold a much positive attitude toward CSR and are willing to seek philanthropic initiatives as one of the primary business strategies. This may be the reason why short-term tenured (young) CEOs view philanthropic CSR activities as the main driver of financial performance. Prior research supports our interpretation by showing CEO age moderates the relationship between CEOs’ tenure and CSR performance (Meier and Schier, 2021).



Implications and future research


Theoretical implications

This study finding adds evidence to the literature by showing that CEO tenure is an important factor in linking CSR to business performance. Based on upper echelons theory and stakeholder theory, this study examined the effects of four dimensions of CSR on business performance of companies with short-term vs. long-term tenured CEOs. The study shows that CEO tenure moderates the relationship between CSR dimensions and business performance. As CEOs stay in the position for a long time, they tend to lose sensitivity toward higher levels of CSR (e.g., philanthropic). CEOs in their early tenure are found to emphasize philanthropic activity as an important strategy for improving business performance. This finding indicates that CEOs in early vs. late tenure weigh low/high levels of CSR dimensions differently. While higher levels of CSR dimensions (ethical and philanthropic) are considered important by early-stage CEOs, lower levels of CSR dimensions (economic/legal) are viewed as drivers of business performance by late-stage CEOs. This study offered four explanations for the differences: (a) perceived capabilities to handle various stakeholders, (b) perceived pressure to prove themselves, (c) self-interest, and (d) age gap. Future studies may want to consider CEO tenure when they examine CSR strategies.

This study adds evidence to the CSR literature that economic and legal dimensions are considered mandatory responsibilities, and CEOs of SMEs view them as interconnected. This study identified predictors of business performance in a SMEs’ setting. This study presented hypotheses based on four dimensions of CSR. The study shows that CEOs consider economic and legal responsibilities as one dimension. This finding is consistent with some previous studies (Sarkar and Searcy, 2016; Kim et al., 2020) that suggest economic and legal dimensions constitute required business responsibilities. For example, Sarkar and Searcy (2016) argue that economic responsibility is basic, and it cannot be separated from legal responsibility.

This result indicates that the model has more predictive power for companies with long-term tenured CEOs. We compared the R2 values, which indicate predictive power of the explanatory variables, between the two groups. The R2 values for companies with long-term tenured CEOs were greater (0.60 for non-financial performance and 0.37 for financial performance) than those for companies with short-term tenured CEOs (0.46 for non-financial performance and 0.25 for financial performance). It is possible that short-term tenured CEOs have a different set of consideration in assessing the company’s business performance. For example, they may consider other variables (e.g., environmental responsibility) not included in this model. Thus, future studies may want to incorporate some other variables that may be helpful for understanding early-stage CEOs.



Managerial implications

The study’s practical implications are discussed below. The first implication is related to the different predictors of financial performance for the two groups. CEOs with short-term tenure focus on philanthropic responsibility to improve financial performance. This may be because they feel the pressure to differentiate their business from competitors and use philanthropic activities as a differentiator. An alternative explanation is that young CEOs with short-term tenure are inclined to embracing higher levels of CSR based on their value system. On the other hand, CEOs who have been in the position for a long time may view economic/legal dimension as the primary responsibility because they are better equipped to resist external pressures. The finding suggests that CEOs’ perspectives on CSR dimensions shift as they stay longer in the position. The longer the CEOs stay in the position, the more they focus on economic/legal responsibilities. It seems that long-term tenured CEOs recognize the importance of linking CSR activities to the business bottom line, and view economic/legal dimension as the main engine driving business performance. This finding means that early-stage CEOs should be careful not to overlook the importance of economic/legal responsibility in their pursuit of higher levels of CSR (i.e., ethical, philanthropic). TOMS is a great example that shows businesses should balance among different dimensions of CSR. TOMS, a popular shoes company, was built on the buy-one-give-one model in 2006, but later it had to abandon the practice because of the high cost associated with giving away a pair of shoes per sale to poor people.

Both short-term and long-term tenured CEOs view that philanthropic activities affect the company’s financial and non-financial performance. This may be because philanthropic activities enhance the company’s image, which is helpful for generating revenue. As discussed before, early-stage CEOs tend to believe in the power of philanthropic activities more than their counterparts in enhancing financial performance. This finding suggests that they view that philanthropic activities will help with the revenue/profit increase and expand market share. It seems that CEOs in early tenure utilize higher levels of CSR (e.g., philanthropic) as a strategy to achieve a positive image and reputation. However, they should not lose sight of the fact that economic/legal activities are also important for achieving financial and non-financial performance.

The last implication is related to the effect of ethical responsibility on business performance. While short-term tenured CEOs perceive that ethical responsibility influences both financial and non-financial performance, their counterparts do not. This is an interesting finding because CEOs’ perspective on ethical responsibility seems to change over time. It is apparent that CEOs who have a longer tenure feel ethical activities do not have any direct impact on financial or non-financial performance. This may be due to the fact that ethical behaviors are not usually expressed or promoted explicitly to external stakeholders, and, thus, hard to be materialized through financial or non-financial performance.



Limitations and directions for future research

The study has some limitations. First, this study collected data from SME CEOs in South Korea. CEOs may have different perspectives on CSR depending on cultures and countries, and, thus, this study should be replicated in other cultural contexts. Second, this study investigated the role of CEO tenure as a moderator of a single firm’s CSR activities and has not considered CEO’s influence on its supply chain practices. Future research can study CEO tenure as a moderator of the alignment between CSR activities and the implementation of enabling technologies for its supply chain (Feng et al., 2017). It would be interesting to study how CEO’s tenure moderates the implementation of supply chain green practices—business performance relationship. In the area of mutual funds, previous research reported a positive correlation between sustainable strategies and superior performance compared to traditional investment strategies (Abate et al., 2021). Hence, future research may want to compare the performance of sustainable investments and traditional investments, to investigate if investments in sustainable projects compensate for the loss of profits. Future studies may want to examine other variables, such as personality, leadership style, major field, gender, and compensation. Third, this study used the four dimensions of CSR of Carroll (1991). Future studies may want to consider CSR related to environmentalism. Environmentalism has become an important issue among consumer activists. Fourth, the study’s use of a survey to collect data is another limitation of the study. Because the study used cross-sectional data, it cannot reveal changes between the time periods (e.g., early-stage CEOs and late-stage CEOs). Using a time-series study will be helpful for understanding how CEOs modify their strategies over time. Fifth, it is necessary to look at the CSR of SMEs from a new perspective by applying a different theoretical framework. This study explains the relationship between CSR and business performance by applying echelons theory and stakeholder theory. Going further than that, useful implications can be drawn by empirically analyzing a new conceptual framework by applying other theories (e.g., resource-based view) in the future. Lastly, in future research, it is advisable to construct a conceptual framework that considers a potential role of sustainability and digital transformation. As SMEs play a major role in economic development, in addition to measuring business performance in the current management aspect, it is also necessary to consider the practice of sustainable management (Shashi et al., 2018). To achieve sustainable management of SMEs, the importance of achieving and improving sustainability performance should be emphasized, including concepts such as environmental CSR, environmental performance, and sustainable production processes and products. In addition, there is a sufficient need for research on digital social responsibility of SMEs in the digital transition period. It can be an interesting topic to examine how CSR activities in online spaces such as social media platforms affect customer behavior and business performance.
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