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Abstract

:

Corporate social responsibility (CSR) has become a major part of the foodservice industry due to external forces which encourage enterprises’ responsiveness. In reality, consumers’ social concern influences their attitudes towards foodservice firms’ socially responsible practices and purchase decisions, thereby influencing senior management to react. Considering this issue, this study examines the impact of senior management’s ethical leadership in evaluating operational, commercial, and economic performances along with the mediating role of CSR in the foodservice industry. A conceptual model was formulated and empirically tested based on responses from 196 foodservice franchise firms in South Korea. The results indicated ethical leadership significantly influenced CSR and operational performance, while CSR also had a positive effect on operational and commercial performances. Additionally, operational performance had a significantly positive influence on commercial performance, which subsequently enhanced economic performance. Overall, the findings highlight the role that ethical leadership exhibited by senior management of foodservice franchises influenced initiation of CSR activities, which provide implications for research and industry practice and is outlined.
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1. Introduction


Corporate social responsibility (CSR) is referred to as “the broad array of strategies and operating practices that a company develops in its efforts to deal with and create relationships with its numerous stakeholders and the natural environment” [1] (p. 10). Since its origin, CSR has shifted from community-level activities (e.g., donation to local facilities or communities) to societal level initiatives (e.g., running a business that will not harm the environment or society) [2]. This expansion has been led by ideological thinking that an organization plays a role as a positive force for social change, as well as driven by the return on investment from CSR initiatives [3]. Moreover, CSR activities contribute to a firm’s social legitimacy, and enable appeal to its institutional environment’s socio-cultural norm [4,5]. Accordingly, the flow of sustained support and resources from external and internal stakeholders is ensured by social legitimacy [5], which ultimately enhances social and financial performances [6,7].



Despite the growing volume of research about the business perspectives of CSR, scholars from various business fields, including Strategy, Marketing, and Organizational Behavior have called for more research on internal (i.e., roles of employees or senior management) rather than external components that shape CSR initiatives in the first place [3,8]. Particularly, the role of senior management is central to understand external events [9], as they are largely driven by selective attention and interpretation, as well as the firm’s internal environment that includes management system and structure [10]. Based on the perceptions of specific events, senior management views social issues as opportunities or threats, and develops certain commitments to address such issues [11]. Within the context of a franchise system, senior management plays a more significant role to encourage its franchisor and franchisees to initiate CSR practices than other industries [12], as they are required to comply with the established rules and standards by the franchise contract [13]. In essence, senior management’s operating philosophy motivates its franchise business to fulfill social goals and objectives, and advocates business engagement with a socially-oriented perspective [14]. Thus, it is necessary to assess the relationship between leadership possessed by senior management and organizational practices and/or strategies (e.g., CSR initiatives) [15].



Furthermore, recent literature has also highlighted a need to develop leadership theories with regards to the interrelationship among CSR, ethical leadership, and organizational performance [3,16]. A leadership theory based on ethical perspectives broadens notions about the conventional leader-subordinate relationship to the leader-stakeholder relationship. It is contended that “building and cultivating…ethically sound relations toward different stakeholders is an important responsibility of leaders in an interconnected stakeholder society” [17] (p. 101). Waldman, Siegel, and Javidan considered the inevitable need to bridge the CSR literature and leadership theory, and called for an integration of various leadership dimensions and practices [18]. Ethical leadership style brings socially-oriented changes and initiatives to an organization as a driver of CSR initiatives [19]. Ethical leadership means to “demonstrate integrity and high ethical standards, considerate and fair treatment of employees, and hold employees accountable for ethical conduct” [20] (p. 130). Even though ethical leadership is considered as a driver of organizational effectiveness (e.g., employee performance [21]; psychological empowerment [22]), there is a paucity of research that investigates how ethical leadership influences CSR’s effectiveness to generate desirable organizational outcomes.



Previous studies have conducted the influences of CSR initiatives on stakeholders’ retention, loyalty, task performance, and support [3]. However, little is known about how senior management’s leadership style drives a firm’s CSR initiatives and enhances organizational consequences [3,19]. Given the growing interest in CSR as a global corporate priority, the influence of senior management leadership on CSR practices remains limited and needs further examination [3,19]. Applying the notions to strategic management and ethical leadership, senior management with strong ethical and responsible leadership tend to more likely create a socially responsible organizational culture. Since the perception of CSR is intangible, and may be vague, it needs to be implemented by tangible policies and processes (i.e., CSR activities) to realize its full performance [23].



The purpose of this study is to investigate how ethical leadership adopted by senior management of a firm influences its CSR activities and organizational outcomes. The study is placed within the context of foodservice franchise industry, and examines the perspectives from the franchise country’s headquarters based in Seoul, South Korea. In the Korean franchise industry, the system is generally comprised of a top-down decision-making process, and its structure is highly centralized and formalized with authority concentrated at the senior management level [24]. The top-down structure is typical in South Korean society as there is a power distance and hierarchy, which differs from those in western societies [25]. Hence, an examination will enhance knowledge and practices of a socially oriented food service franchising business in South Korea.




2. Literature Review


2.1. Franchise Industry


Franchise is a business model where a franchisor grants to franchisees a right to distribute, sell, market, as well as produce the franchisor’s services and/or products. To operate a franchise business, the franchisees are in exchange for a fee under permission of the franchisor’s reputation, trademarks, name, and guidance such as techniques and procedures [13]. Franchising businesses are beneficial in the sense that franchisees can easily initiate their business with a small investment along with operational and technical skills learned by franchisors. On the other hand, franchisors can also reach rapid market growth and profitability using franchisees’ capital and labor force [26]. The relationship between a franchisor and franchisee relies heavily on a franchise contract or agreement of two parties so that both should act in the brand’s interest [13,27]. The inter-dependent relationship under the franchise contract mutually benefits two parties (i.e., franchisor and franchisee) to be successful, as well as consider whether CSR activities can enhance performance [27]. Therefore, characteristic of the franchise industry offers a context to explore the influences of CSR activities on organizational performance.




2.2. Ethical Leadership


Although organizations’ ethical behavior has shown rapid growth, there is no consensus on how to best study this phenomenon [28,29]. While ethical leadership has been a focal point, the concept still suffers from disintegration and confusion [28]. The research literature has attempted responses from a combination of empirical and philosophical standpoints [30], or prescriptive, philosophical perspectives [31]. However, “What exactly is ethical leadership?” has yet to be clearly defined [32].



In management studies, ethical leadership is defined as “the demonstration of normatively appropriate conduct through personal actions and interpersonal relationships, and the promotion of such conduct to followers through two-way communication, reinforcement, and decision-making” [20] (p. 120). Based on the approach, a construct of ethical leadership built on a 10-item “Ethical Leadership Scale (ELS)” has been advanced by Brown et al. [20]. The construct embraces the dimension of a leader as moral managers (i.e., who discuss ethical norms or standards with subordinates and offer proper punishments and rewards with regards to ethical/unethical behaviors), and a moral person (i.e., a caring, honest, and principled individual who makes balanced decisions) [20]. In addition, the construct includes critical aspects of other leadership components, such as integrity [33]. However, a moral-manager’s focus of ethical leadership differentiates it from other styles via its transactional nature [28].



On the basis of a social learning perspective, it has been argued that a leader influences the ethical conduct of subordinates through modelling [34]. Such modelling embraces a wide range of “psychological matching processes” [20] (p. 119) that encompasses observational imitation, learning, and identification. The social learning perspective proposes that anyone who can learn from a direct experience can also learn indirectly via observing the behaviors of others and their consequences [35]. In an organizational context, employees can learn via attention to their leader and emulate their values, attitudes, and behaviors [36]. Hence, ethical leaders can be more of a source of guidance and role model due to style and position. Moreover, employees can be taught about expected behaviors, and rewarded via role modelling. Therefore, a leader is of importance and a likely source of modelling by virtue of assigned status, role, success, and possessed power to influence and enforce behaviors and consequences, respectively [36]. The status and power of a leader can also enhance appeal, which makes subordinates pay more attention to the ethical leader’s modeled behaviors [36].




2.3. Corporate Social Responsibility


CSR has been conceptualized as the notion that corporations need to indirectly and directly contribute to the social welfare of a community and society through engagement in activities [37,38,39]. Although scholars have emphasized a corporate’s economic interest and activity, which benefits social goods over the past three decades (e.g., produce a product for community and consumers, whereas being profitable for the business and its stakeholders) [40], several diverse aspects of CSR have emerged [41,42,43]. For example, Carroll [44,45] conceptualizes CSR as a multi-dimensional construct model [43]. The pyramid model embraces four responsibilities: “economic, legal, ethical, and philanthropic.” This model considers economic responsibility as the most fundamental aspect of CSR initiatives, and a firm pursues the highest level of CSR aspect with advancement towards philanthropic CSR [44,45].



Based on the multifaceted CSR model, the concept of economic responsibility relates to a firm’s engagement to maximize benefits for the business and its shareholders [46]. Moreover, a firm’s legal responsibility is associated with engagement in a code of ethics or fair rules that “embody moral standards, norms or expectations that reflect a concern for what stockholders view as fair or just” [45] (p. 41). Legal responsibility is based on the principles of utilitarianism and justice [45]. Basically, ethical responsibility is related to a firm’s involvement in social morality at a level that exceeds legal responsibility. As the highest order of CSR initiatives, philanthropic responsibility can be voluntary and demonstrate ideal corporate citizenship. Although the environmental dimension of CSR was not included in Carroll’s CSR model, it needs to be considered. Environmental responsibility refers to a firm’s voluntary activities that demonstrate the inclusion of environmental concerns in interactions with various stakeholders (e.g., non-profit organization, government, consumer, etc.) and in business operations [42]. The multi-dimensional CSR model is a beneficial tool as it embraces the different aspects and levels of activities, and provides a comprehensive assessment of initiatives [45]. The model has also been employed to investigate CSR issues in the restaurant industry [43,47,48], while research has not assessed the direct effect on performance of food service franchises, despite the significant influence reported in various contexts [43].




2.4. Organizational Performance


Previous research has used financial, economic, stock market measures, or rate of market share measures to investigate marketing strategies’ influence on organizational performance [49]. However, several empirical studies as well as theoretical models have indicated that effective economic performance can be achieved with improvement of two separate aspects of organizational performance—operational (i.e., production stage-oriented) and commercial performance (i.e., market stage-oriented) [50,51].



At the first level of product management, operational performance is considered as a major indicator that incorporate components associated with the improvement of efficiency in procedures (e.g., a firm’s innovation capacity, procedures’ flexibility and time, and product quality [49,52]). Thus, the operational performance construct reflects the effectiveness of the operation systems and production with regards to quality, speed, flexibility, costs, etc. [50]. At the second level, organizational performance needs to embrace other indicators, such as firm’s capacity to manage and improve its connections to suppliers, customers, local community, and society [53]. Therefore, a firm’s commercial performance is defined as its commercial function’s effectiveness. It reflects the firm’s ability to meet clients’ demands, and align its behavior and commercial offers with societal values in consideration [54]. Ultimately, the financial and economic performance is a reflection of all the monetary consequences of a firm’s economic activities. As the most traditionally used variable, economic performance reflects measures based on a firm’s profit after tax, economic consequences, sales growth, or market share [55]. This study proposes that a firm’s CSR initiatives may have significant positive results for its procedures that contribute to the enhancement of operational efficiency (i.e., operational performance). This results in improvement of relationships with stakeholders via establishment of responsible attitudes toward society and the environment (i.e., commercial performance). Finally, the operational and commercial performances can improve firm’s economic benefits [49].



Prior research has mainly employed financial performance measures as a consequence of a firm’s socially-oriented activities, which has led to inconsistent results [49]. Hence, more empirical evidence on the interrelationships among the multi-dimensions of organizational performance is needed [55]. Additionally, there is lack of literature with respect to the influence of CSR on product and market-oriented performance, and subsequent implications to adopt initiatives [56]. Consequently, division of organizational performance as independent dimensions can be more effective to examine the hierarchical influences of CSR on organizational performance.




2.5. Research Hypothesis Development


Within an organization, a leader focuses attention on ethical codes via frequent communications about the ethical and social aspects of the firm’s business activities [57]. In accordance with the ethical aspects of leadership, senior management may establish clear and relevant societal responsibilities (e.g., CSR activities), and encourage employees to initiate them [58]. Thus, this study assumes that ethical leadership can be a driver of CSR activities based on social learning. The following hypothesis is formulated:

Hypothesis 1 (H1).

Ethical leadership is positively associated with CSR.







A leaders’ strategic choice, which is based on their personalities, values, and experiences influences a firm’s performance [23]. Essentially, leaders’ ethical attributes greatly affect their strategic choices and decisions [23,59]. Thus, a firm and its performances can be seen as reflections of ethical characteristics embodied by the leader [60]. Empirical research based on this notion indicates that leaders’ ethical leadership has been significantly associated with organizational performance and in different organizational life cycles [61]. Accordingly, the following hypotheses is outlined:

Hypothesis 2 (H2).

Ethical leadership is positively associated with operational performance.





Hypothesis 3 (H3).

Ethical leadership is positively associated with commercial performance.







Several empirical studies have examined the impact of CSR on firm performance with a wide range of positive consequences over the past three decades [62,63]. The fundamental notion is that CSR enhances performance with the improvement of relationships with other stakeholders, which affects expenses and revenues [63]. From a revenue perspective (or commercial standpoint), an enhanced stakeholder relationship attracts new investment opportunities and customers that enables a firm to charge a premium price [64]. From a cost perspective (or operational standpoint) via enhanced relationship, trust leads to decrease in certain processes and transaction costs. CSR activities enhance financial performance and can induce consumers to purchase products and services [63]. More specifically, targeting socially-oriented consumers enables firms to maximize their profits as CSR activities may directly affect satisfaction and loyalty [65]. Therefore, CSR initiatives are advantageous to operational, commercial, and economic performances. The following hypotheses are noted:

Hypothesis 4 (H4).

CSR is positively associated with operational performance.





Hypothesis 5 (H5).

CSR is positively associated with commercial performance.





Hypothesis 6 (H6).

CSR is positively associated with economic performance.







Prior literature has investigated CSR initiatives’ organizational outcomes, corporate image, corporate reputation, and core competences [66]. This study is based on a multidimensional approach of a firm’s performance which proposes that CSR activities may have significant positive outcomes and contribute to increase in operational efficiency. A firm may also enhance its relationship with stakeholders with the adoption of socially responsible behaviors. Such operational and commercial performances may allow a firm to enhance its economic consequences. To measure organizational performance, Hubbard [67] suggests a hierarchical organizational performance model to link the micro to the macro components of organizational performance (i.e., operational activities to market performance). According to Hubbard [67], business activities that embrace social, economic, and environmental perspectives will influence different levels and direction of a firm’s performance since they affect each operation differently due to their complexity. Hence, as demonstrated by Fraj-Andrés et al. [49], this study also seeks to identify the dimensions of organizational performance derived from applying CSR initiatives that benefit firms. The following hypotheses are proposed:

Hypothesis 7 (H7).

Operational performance is positively associated with commercial performance.





Hypothesis 8 (H8).

Operational performance is positively associated with economic performance.





Hypothesis 9 (H9).

Commercial performance is positively associated with economic performance.







Under strong ethical leadership, a firm is more likely to engage in CSR practices since leaders not only implement CSR activities with determination and consistency, but also support initiatives with solid actions, which in turn enhances the firm’s performance over time [68]. Since CSR is not a short-term engagement project, hence it needs to be formed from strong ethical leadership. In practice, ethical leaders will invest and implement more in CSR initiatives which can positively affect a firm’s performance [69]. However, if a leader with strong ethical leadership does not engage in CSR activities, his/her leadership style cannot directly enhance firm performance [68]. Based on the notion, ethical leadership will indirectly influence firm performance through CSR activities. Hence, the following hypothesis is formulated:

Hypothesis 10 (H10).

CSR mediates the influence of ethical leadership on organizational performance.









3. Methods


3.1. Sample and Data Collection


The unit of analysis consisted of international and domestic foodservice franchising firms’ country level headquarters (e.g., Olive Garden, Dunkin Donuts, Lotteria, Pizza Hut, etc.) in South Korea. Since the foodservice industry account for 72.4% of the Korean franchise industry [70], this study only focused on foodservice franchise firms. Firms were selected from the 2015 Korean Franchise General Control registry released by the Korea Fair Trade Commission. Only foodservice franchising firms that had implemented CSR practices (e.g., support fair trade practices; support the welfare of communities) were selected. A total of 418 were compiled, and the lead author contacted representatives at each firm. The objectives of the study were explained to each contact, and upon approval were subsequently requested to distribute the questionnaire (i.e., translated from English to Korean by three bilingual professionals) to their middle-level managers at their headquarters. All completed questionnaires were collected after two weeks during October 2015. Following removal of several responses due to missing information, a final sample of 196 respondents was achieved with a response rate of 46.9 percent.



The rationale to focus on middle-level management is due to the fact that they are immersed in the operational aspects of business practices, and are also most suited to evaluate senior leadership and organizational performance. Additionally, middle-level managers are usually requested to complete various questionnaires as representatives of their respective companies [71]. In the questionnaire, each manager was requested to evaluate their senior management’s ethical leadership style as they are considered to be the primary source to develop and initiate strategies or activities [72]. In addition, participants were asked to assess the business’s performance based on its internal and external reports in terms of finances and CSR.




3.2. Operationalization of Variables


Each construct was measured with multiple items adapted from the literature. All items except for organization’s performance were measured on a 7-point Likert-type scale anchored by “strongly disagree” and “strongly agree.” The ethical leadership construct was measured with ten items [20]. The CSR construct comprised of twenty-three items [38] to measure economic (7 items), legal (6 items), ethical (6 items), and philanthropic (4 items). More specifically, the economic CSR dimension was operationalized as indicate how a franchise company perceived its economic performance. The legal CSR dimension was related to a franchise company’s perception of compliance with law and legal standards. The ethical CSR dimension was emphasized as franchise company’s perception of its ethical behavior. The philanthropic CSR dimension addressed a franchise company’s behavior as well as its interest in philanthropic activities. Finally, organization’s performance was measured on a 7-point Likert scale anchored by “with respect to our competitors, our position is much worse” and “with respect to our competitors, our position is much better”—operational (5 items), commercial (6 items), and economic (5 items) [49]. Additionally, operational performance focuses on the overall improvement of efficiency of processes, while commercial performance is associated with the commercial function’s effectiveness. Economic performance refers to monetary consequences from its economic activities.





4. Results


4.1. Profile of Respondents


Males accounted for 90.3 percent of the respondents while females were 9.7 percent. This skewed result was reflective of the Korean business climate whereby females accounted for only 9 percent of top management position in 2016 [73]. Also, 51.0 percent of the respondents were in their 40 s, and 27.6 percent noted as 30 s, followed by 50 years and above (20.4 percent). Furthermore, 73.5 percent of the respondents were 2- or 4-year college degree holders; 21.4 percent had a graduate degree, and 5.1 percent had a high school diploma. The franchise headquarters varied in size (i.e., numbers of employees), and largely included between 21–40 (33.7 percent) and 41–80 (28.6 percent).




4.2. Data Analysis


In order to assess the unidimensionality of each construct, both confirmatory factor analysis (CFA) for CSR dimensions and CFA for all measures were performed using AMOS 20.0. As demonstrated by Lee, Park, and Lee [74], this study operationalized CSR as a latent second order factor composed of four dimensions: economic, legal, ethical, and philanthropic activities. First, CFA was conducted to initially identify the dimensions of CSR. Several items were dropped to maintain the level of convergent validity (e.g., standardized factor loadings were lower than 0.5 [75]). All standardized factor loadings were greater than 0.6 (p < 0.01) that provided evidence of convergent validity after the purification procedure (see Table 1). The CFA results suggest the data fit the model: (χ2 = 214.310, d.f. = 84, χ2/d.f. = 2.551, p < 0.001, NFI = 0.905, IFI = 0.940, TLI = 0.925, CFI = 0.940, RMSEA = 0.089).



Second, CFA for the measurement model was performed to assess the validity of measures and overall measurement quality. Eight items were dropped to maintain the level of discriminant and convergent validity [75]. After the purification procedure, all standardized factor loadings were greater than 0.6 (p < 0.01) that provided evidence of convergent validity (see Table 2). CFA results suggest the data fit the model: (χ2 = 549.637, d.f. = 199, χ2/d.f. = 2.762, p < 0.001, NFI = 0.906, IFI = 0.924, TLI = 0.911, CFI = 0.923, RMSEA = 0.085).



Two measures, Composite Construct Reliability (CCR) and Average Variance Extracted (AVE), were examined to assess reliability as well as discriminant and convergent validity of the latent constructs. The CCR coefficients all exceeded 0.7 which are noted as the minimum requirement. Also, each AVE estimate exceeded its corresponding interfactor squared correlations [76] which indicates an acceptable level of discriminant validity between any two latent variables (see Table 3). Therefore, the measurement models for ethical leadership, CSR, operational performance, commercial performance, and economic performance constructs were justified in the structural model.



Lastly, common method bias was tested via Harman’s one-factor test [38]. A one-factor solution suggests χ2 = 1,767.235 and d.f. = 209 compared with χ2 = 549.637 and d.f. = 199 for the five-factor model. Since the five-factor model had a better fit, common method bias was not a consideration.




4.3. Testing Hypothesized Structural Models


The proposed model was analyzed via structural equation modeling to infer causality between variables [75], and the data fit the model quite well (see Figure 1): χ2 = 549.637, d.f. = 199 (χ2/d.f. = 2.762), p < 0.001, NFI = 0.908, IFI = 0.923, TLI = 0.910, CFI = 0.922, RMSEA = 0.085. The variance explained by the structural relationship was 42.9 percent for CSR, 57.0 percent for operational performance, 76.2 percent for commercial performance, and 80.1 percent for economic performance.




4.4. Hypothesis Testing


H1 to H3 posit that ethical leadership influences CSR, operational performance, and commercial performance. The results suggest that ethical leadership significantly and positively influenced CSR (coefficient = 0.655, p < 0.01) and operational performance (coefficient = 0.164, p < 0.05), but did not significantly affect commercial performance (coefficient = −0.037, n.s.). Therefore, the results supported H1 and H2, but not H3.



H4 to H6 postulate that CSR influences operational, commercial, and economic performances. Results showed that CSR significantly and positively influenced operational performance (coefficient = 0.637, p < 0.01) and commercial performance (coefficient = 0.311, p < 0.01). These results support H4 and H5. However, CSR did not significantly affect economic performance (coefficient = −0.069, n.s.), and was not supportive of H6.



As hypothesized, operational performance had a significant influence on commercial performance (coefficient = 0.641, p < 0.01), and commercial performance also significantly influenced economic performance (coefficient = 0.903, p < 0.01), thus established support for H7 and H9. Finally, the impact of operational performance on economic performance was not statistically significant (coefficient = 0.051, n.s.), and hence H9 was not supported (see Table 4).




4.5. Mediation Test


A Sobel test was conducted to rigorously investigate the mediating roles of CSR, operational, and commercial performances between ethical leadership and economic performance (H10) [77]. In addition, the indirect effects of ethical leadership and CSR on performances were analyzed through the bootstrapping method of AMOS 20.0 with Bootstrap ML and Monte Carlo (95% bootstrap CIs). Findings showed ethical leadership had a significant indirect influence on operational performance through CSR (coefficient = 0.547, p < 0.01) (see Table 5). Also, ethical leadership had a significant direct influence on operational performance (coefficient = 0.164, p < 0.05). Therefore, CSR was regarded as a partial mediator in the relationship between ethical leadership and operational performance (Z-value = 5.210, p < 0.01).



In addition, CSR had a significant indirect impact on commercial performance through operational performance (coefficient = 0.408, p < 0.01). CSR also had a significant direct impact on commercial performance (coefficient = 0.311, p < 0.01). Thus, operational performance was considered as a partial mediator in the relationship between CSR and commercial performance (Z-value = 5.018, p < 0.01). Meanwhile, CSR had a significant indirect influence on economic performance through commercial performance (coefficient = 0.682, p < 0.01). CSR did not have a significant direct effect on economic performance. Hence, commercial performance was regarded as a full mediator in the relationship between CSR and economic performance (Z-value = 3.331, p < 0.01). Finally, operational performance had a significant indirect influence on economic performance through commercial performance (coefficient = 0.579, p < 0.01). Operational performance did not have a significant direct effect on economic performance. Thus, commercial performance was considered a full mediator in the relationship between operational performance and economic performance (Z-value = 5.510, p < 0.01).





5. Discussion


This study advances knowledge about how each firm’s performance can be enhanced by its ethical leadership style and CSR activities. While the existing literature has investigated antecedents and consequences of CSR; however, empirical studies on the ethical leadership-CSR-firm outcome link is lacking [3,78]. This study provides new findings with the role of CSR as a core mediator in the relationship between senior management’s ethical leadership and the three dimensions of performance in the context of Korean foodservice franchise industry. Such findings have utility in application as the culture of giving is considered to be the most effective approach for a business in South Korea [79].



The focus on senior management is important given their role and influence on the initiation of CSR activities and subsequent organization’s performance. Senior management cognitions and behaviors (i.e., top management leadership) are essential to establish and initiate strategy and/or policy [23]. Hence, this study extends the current literature as the link between ethical leadership, CSR and organizational outcomes were examined. The findings indicated that ethical leadership-based CSR activities seem to be beneficial to enhance each step of organizational outcomes. To generate greater understanding of the consequences of CSR, it was illustrated to divide the organizational outcomes into three independent performances (i.e., operational, commercial, and economical performance).



Within the hospitality and tourism literature and industry applications, CSR has recently become one of the most important topics [43], and the ability to apply such findings may be significant to establish and maintain long-term competitiveness of enterprises [38]. The foodservice industry, in particular, needs to be actively involved in social issues, such as in public health, food wastes, etc. [43]. Consumers expect foodservice enterprises to operate responsibly, and look for detailed information on food preparation, production, and leftovers they consume as well as influences on health of consumers, society, and environment [80]. Thus, foodservice enterprises need to design operations to generate positive influences for society that impact multiple stakeholders [38]. Through CSR initiatives, foodservice enterprises can manage their positive image in society, and generate more trust and brand appeal especially among socially-conscious stakeholders [81]. Consequently, foodservice enterprises with a positive social image can attract new franchisees, suppliers, investors, and customers and be competitive. Therefore, foodservice enterprises need to recognize that they have a social responsibility with regards to the natural environment, consumers, and society [81], which leads them to achieve success through enhancement of performances.



This study demonstrates that ethical leadership of senior management at the franchisor level can, through its CSR activities lead to high levels of economic performance, including operational and commercial performances within the franchise system. The enhancement of senior management’s ethical leadership can be an avenue to initiate additional CSR activities to meet increased societal and consumer demands [82]. Thus, senior management at franchisors need to: (1) focus on the tangible and formal aspects of their ethical infrastructure; (2) build up a code of ethics, a well-designed training on ethics centered leadership for top management, and incentive policies of promoting ethical conduct [83] (p. 290). In essence, senior management needs to firmly establish and sustain, as well as communicate ethical control systems to employees at their headquarters and franchisees to optimally support CSR activities.



The findings also address that it is valuable for foodservice franchise firms to establish and initiate CSR practices to increase operational and commercial performance, which in turn enhances economic performance. Foodservice franchise firms tend to be perceived as being negatively impactful to the natural environment as they generate excessive waste and use non-recyclable packaging materials for delivery services or take-out [84]. Franchisors should review social and environmental policies and practices from various stakeholder perspectives, including society, franchisees, and government [38]. Additionally, they should also assess their level of philanthropic activity, which can make a real difference from competitors, and lead towards profitability.



This study empirically indicated that foodservice franchise companies’ operational and commercial performances are enhanced when they are perceived as socially responsible. Despite the common belief that CSR is essential to a firm’s abilities to meet its stakeholder obligations as well as sustain growth [85], several companies struggle to implement CSR initiatives and enhance business and social returns [66]. However, this study proposes that ethical leadership plays a critical role to promote CSR policies and increase operational performance. To be specific, the ethical leadership style of senior management at foodservice franchise firms may be best suited to initiate, design, implement, and derive CSR practices, which enhances operational performance [3]. Thus, the ethical leadership style of senior management needs to serve to reinforce foodservice franchises’ CSR endeavors.



The results showed that CSR activities positively affected operational and commercial performance while ethical leadership only influenced operational performance. The improvement in commercial performance from operational performance led to better economic outcomes [49]. This study showed that foodservice franchise firms indicated their relative position in terms of separate performance indicators. CSR activities such as, improve the quality of products, comply with all policies and laws that regulate employee benefits and recruitment, establish a comprehensive code of conduct, and contribute toward local community enhancement may enable foodservice franchise companies to reduce costs, while simultaneously improve the product quality, innovative capacity, and pace of a new product launch [43]. However, empirical findings demonstrated that operational performance did not significantly enhance economic performance directly. CSR activities can increase the operational performance of a firm, but this cannot be translated into higher profitability due to several CSR activities that may be a challenge to offset at least in the short period [50]. Nevertheless, the commercial performance was enhanced by CSR activities and the operational performance positively influenced the economic performance. The effect of CSR activities may not be direct, but they are indirect through commercial performance. Thus, simply initiating CSR activities may be not enough to enhance the economic performance as the commercial performance relates to the perceived values of customers, communities, and other involved stakeholders [38]. Accordingly, foodservice franchise companies may need to provide CSR activities with external visibility if these activities need to be valued in the marketplace. Therefore, initiatives need to be implemented by social transformation in the commercial and operational structures, which can improve its competitive position.




6. Conclusions


This study investigated the role of ethical leadership of senior management and respective influence on their foodservice franchises’ CSR initiatives along with desirable organizational outcomes. Results identified that CSR significantly mediated the link between the ethical leadership and performances of foodservice enterprises. Further, the findings demonstrated that operational performance had an indirect effect on economic performance through commercial performance, whereas commercial performance had a direct influence on economic performance. Overall, the findings highlight the role that ethical leadership exhibited by foodservice franchise senior management influenced initiation of CSR activities, which provides critical implications for research and industry practice.




7. Limitations and Recommendations


Although our research model demonstrably explains the variance performance, there are additional opportunities for further development. First, other potential factors may change the relative impacts of senior management’s ethical leadership on CSR, such as firm size, structure, and culture. Future research needs to consider controlling for these variables. Second, this study employed self-reported subjective measures to operationalize the three dimensions of performance (e.g., operational, commercial, and economic). Future research could use objective measures such as data in relation to production cost, market share, and total revenues. In addition, this study is based on the four dimensions of CSR established by Carroll [44,45]; however, it does not reflect the environmental perspective, which has been viewed as critical activities. Also, while this study analyzed differences in the domestic and international foodservice franchising firms via independent t-test, there was no significant differences between the firms (i.e., ethical leadership, CSR, and performance). Future research could examine differences between domestic and international firms via multi-group analyses with other drivers of organizational performance. Lastly, data were collected in the context of the South Korean foodservice franchise industry, which is a limitation to the generalizability of the findings. It would add value if future research explored a diverse context and countries for comparative purposes as well as generalities of findings.
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Figure 1. Estimates of structural equation modeling. Standardized coefficient (t-value), solid line: significant path, dotted line: non-significant path, ** p < 0.01, * p < 0.05. 
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Table 1. Results of confirmatory factor analysis (CFA) for corporate social responsibility (CSR) dimensions.
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	Constructs and Items
	Standardized Loading
	t-Value





	Economic CSR (α = 0.773)
	
	



	 Our business has a procedure in place to respond to every customer complaint.
	-
	-



	 We continuously improve the quality of our products.
	-
	-



	 We use customer satisfaction as an indicator of our business performance.
	0.727
	Fixed



	 We have been successful at maximizing profits.
	0.684
	8.602



	 We strive to lower operating costs.
	0.787
	9.651



	 We closely monitor employee’s productivity.
	-
	-



	 Top management establishes long-term strategies for our business.
	-
	-



	Legal CSR (α = 0.854)
	
	



	 Managers are informed about relevant environmental laws.
	0.757
	Fixed



	 All our products meet legal standards.
	0.764
	10.887



	 Our contractual obligations are always honored.
	0.801
	11.488



	 The managers of this organization try to comply with the law.
	-
	-



	 Our company seeks to comply with all laws regulating hiring and employee benefits.
	0.769
	10.978



	 We have programs that encourage the diversity of our workplace (in terms of age, gender or race).
	-
	-



	Ethical CSR (α = 0.873)
	
	



	 Our business has a comprehensive code of conduct.
	-
	-



	 Members of our organization follow professional standards.
	0.820
	Fixed



	 Top managers monitor the potential negative impacts of our activities in our community.
	0.834
	13.697



	 We are recognized as a trustworthy company.
	0.767
	12.178



	 Fairness toward co-workers and business partners is an integral part of our employee evaluation process.
	0.761
	12.053



	 A confidential procedure is in place for employees to report any misconduct at work.
	-
	-



	Philanthropic CSR (α = 0.923)
	
	



	The corporation tries to improve perception of its business conduct.
	0.898
	Fixed



	The corporation tries to help the poor.
	0.950
	22.187



	The corporation tries to contribute toward bettering the local community.
	0.861
	17.608



	The corporation tries to fulfill its social responsibility.
	0.767
	14.013







χ2 = 214.310, d.f. = 84 (χ2/d.f. = 2.551), p < 0.001, NFI = 0.905, IFI = 0.940, TLI = 0.925, CFI = 0.940, RMSEA = 0.088.
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Table 2. Results of CFA for measurement model.
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	Constructs and Items
	Standardized Loading
	t-Value





	Ethical leadership (α = 0.964)
	
	



	 Conducts his/her personal life in an ethical manner.
	0.791
	Fixed



	 Defines success not just by results but also the way that they are obtained.
	0.935
	15.930



	 Listens to what employees have to say.
	-
	-



	 Disciplines employees who violate ethical standards.
	0.957
	16.472



	 Makes fair and balanced decisions.
	0.911
	15.318



	 Can be trusted.
	-
	-



	 Discusses business ethics or values with employees.
	-
	-



	 Sets an example of how to do things the right way in terms of ethics.
	0.869
	14.302



	 Has the best interests of employees in mind.
	-
	-



	 When making decisions, asks “what is the right thing to do?”
	-
	-



	CSR (α = 0.964)
	
	



	 Economic CSR.
	0.750
	Fixed



	 Legal CSR.
	0.884
	12.939



	 Ethical CSR.
	0.876
	12.805



	 Philanthropic CSR.
	0.857
	12.494



	Operational performance (α = 0.965)
	
	



	 Final production costs.
	-
	-



	 Product quality.
	0.833
	Fixed



	 Innovation capacity in new product development.
	0.850
	14.292



	 Pace of new product launching and range of products in catalogue.
	0.836
	13.947



	 Costs effiiciency.
	0.664
	10.141



	Commercial performance (α = 0.877)
	
	



	 Corporate reputation.
	0.875
	Fixed



	 Alignment between company’s offer and market expectations.
	0.864
	17.000



	 Successful launching of new products onto the markets.
	0.816
	15.205



	 Corporate and brand image.
	0.916
	19.298



	 Customer loyalty.
	-
	-



	 Customer satisfaction.
	0.889
	18.014



	Economic performance (α = 0.919)
	
	



	 Firm’s profitability.
	0.909
	Fixed



	 Sales growth.
	-
	-



	 Firm’s economic results.
	0.891
	19.554



	 Profit before tax.
	0.874
	18.641



	 Market share.
	0.898
	19.961







χ2 = 549.637, d.f. = 199 (χ2/d.f. = 2.762), p < 0.001, NFI = 0.906, IFI = 0.924, TLI = 0.911, CFI = 0.923, RMSEA = 0.085.
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Table 3. Construct intercorrelations (Φ), mean, standard deviation (SD), Average Variance Extracted (AVE), Composite Construct Reliability (CCR).






Table 3. Construct intercorrelations (Φ), mean, standard deviation (SD), Average Variance Extracted (AVE), Composite Construct Reliability (CCR).













	Construct
	1
	2
	3
	4
	5





	1. Ethical leadership
	1
	
	
	
	



	2. CSR
	0.650 **
	1
	
	
	



	3. Operational performance
	0.582 **
	0.602 **
	1
	
	



	4. Commercial performance
	0.512 **
	0.616 **
	0.703 **
	1
	



	5. Economic performance
	0.515 **
	0.509 **
	0.625 **
	0.742 **
	1



	Mean
	3.998
	5.018
	4.875
	5.092
	4.742



	SD
	1.453
	1.052
	1.089
	1.202
	1.337



	AVE
	0.800
	0.711
	0.639
	0.761
	0.798



	CCR
	0.952
	0.908
	0.875
	0.941
	0.940







** p < 0.01, * p < 0.05.
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Table 4. Standardized structural estimates.






Table 4. Standardized structural estimates.











	Path
	Standardized Estimates
	Standardized Error
	t-Value





	Ethical leadership → CSR
	0.655 **
	0.056
	8.128



	Ethical leadership → Operational performance
	0.164 *
	0.063
	2.097



	Ethical leadership → Commercial performance
	−0.037
	0.054
	−0.620



	CSR → Operational performance
	0.637 **
	0.108
	6.847



	CSR → Commercial performance
	0.311 **
	0.110
	3.672



	CSR → Economic performance
	−0.069
	0.109
	−0.933



	Operational performance → Commercial performance
	0.641 **
	0.096
	7.466



	Operational performance → Economic performance
	0.051
	0.128
	0.506



	Commercial performance → Economic performance
	0.903 **
	0.125
	8.300



	Endogenous variables
	SMC (R2)
	
	



	CSR
	0.429
	
	



	Operational performance
	0.570
	
	



	Commercial performance
	0.762
	
	



	Economic performance
	0.801
	
	







χ2 = 549.637, d.f. = 199 (χ2/d.f. = 2.762), p < 0.001, NFI = 0.908, IFI = 0.923, TLI = 0.910, CFI = 0.922, RMSEA = 0.085, ** p < 0.01, * p < 0.05.
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Table 5. Mediation test.






Table 5. Mediation test.





	Path
	Indirect Effect
	Direct Effect
	LL CIs (95%)
	UL CIs (95%)
	Z-Value
	Mediating Role





	Ethical leadership → CSR → Operational performance
	0.576 **
	0.164 **
	0.319
	0.558
	5.210
	Partial mediator



	CSR → Operational performance → Commercial performance
	0.408 **
	0.311 **
	0.289
	0.558
	5.018
	Partial mediator



	CSR → Commercial performance → Economic performance
	0.682 **
	−0.069
	0.546
	0.845
	3.331
	Full mediator



	Operational performance → Commercial performance → Economic performance
	0.579 **
	0.051
	0.426
	0.817
	5.519
	Full mediator







** p < 0.01, * p < 0.05.














© 2018 by the authors. Licensee MDPI, Basel, Switzerland. This article is an open access article distributed under the terms and conditions of the Creative Commons Attribution (CC BY) license (http://creativecommons.org/licenses/by/4.0/).






nav.xhtml


  sustainability-10-00447


  
    		
      sustainability-10-00447
    


  




  





media/file0.png





media/file2.png
164
(2.097)

Ethical
Leadership

655"
(8.128)

»
..'
.
s

Operational

Performance .,
*e, 051
", (.506)
637"
(6.847)
-.069
.................. (::233).. Economic
performance
6417
3117 (7.466)
(3.672)
903"
A 4
(8.300)
Commercial

Performance





media/file1.jpg
Operational
Performance

164"
@097

637
(6847)

Economic
performance

Commercial
Performance





