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Abstract: This study explores the extent to which employee turnover, a proxy variable to employee
loyalty, helps mediate the relationship between Taiwanese firms’ corporate social responsibility (CSR)
performance and financial outcome. The results show that a firm’s CSR performance is negatively
correlated with employee turnover and turnover variability, and moreover, employee turnover is
negatively correlated with a firm’s financial performance. The result is especially noteworthy for
studies regarding Taiwanese companies since quite a few of them are original equipment manufac-
turers (hereafter also referred to as OEMs), of intermediate goods. For the sample firms, although
the contribution of social responsibility appears to have insignificantly direct benefit on financial
performance, we document that the extent to which CSR conducts influence on long-term financial
outcomes may be moderated and mediated by employee enthusiasm.

Keywords: corporate social responsibility; employee turnover; mediation effect

1. Introduction

This study applies a mediation model and conducts regression analysis of the com-
panies that received the “Corporate Citizenship Award,” which has been presented by
CommonWealth Magazine since 2007, as a corporate social responsibility (CSR) indicator.
In the 21st century, there has been growing and substantial efforts exerted by the com-
panies on corporate social responsibility issues for either a competitive strategy or out
of charity. According to a survey conducted by McKinsey & Company, more than 90%
of the companies indicate that they incorporate more environmental, social, and gover-
nance issues into their core strategies than before. However, there is a debate on whether
entrepreneurs pursued CSR between corporate social ethics and corporate financial per-
formance because CSR would seemingly increase the expenses for firms in the short term.
Despite that, some studies document a positive correlation between CSR and financial
performance, the findings in prior research show somewhat mixed evidence on the relation-
ship between CSR achievements and financial performance [1]. CSR is multifaceted and
difficult to measure [2], and because of this, the relationship between CSR achievements
and accounting-based financial outcomes remains uncertain [3].

Nevertheless, with the emergence of stakeholder theory, the interests of the stake-
holders including employees, customers/consumers, communities, upstream as well as
downstream firms, and the government gradually become internalized by the businesses.
The increased CSR awareness of firms coincides with a growing attention from the society
on the quality of life beyond narrow economic interests, which has accelerated the ethical
dimension of business conducts. Consumers increasingly include social and environmental
compliances of the businesses in their purchasing decisions. Namely, the effects of such
perceived compliances on customer satisfaction and loyalty may reward the sustainable
development of the enterprises. Among the corporate environmental compliances, for
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instance, either ecological footprints, emissions, consumption, renewable resources, eco-
efficiency, or in combination, may serve as the strategic variables [4]. Individual investors
and institutional investors may become more inclined to incorporate the CSR accomplish-
ments of the companies in their investment decisions, and governments around the world
are implementing more stringent environmental and social policies. All of the above will
directly or indirectly affect the conduct and performance of the companies. Traditional
literature on the relationship between CSR and financial performance, nevertheless, fails to
consider how the potential mediators for CSR achievements affect financial performance.
In contrast with prior literature, this study focuses on the internal environmental factors
and examines whether CSR affects financial performance through employee perceptions.

In practice, employee relations management and the role of employees in CSR may
also be among the key success issues. For example, Fortune magazine periodically lists the
100 Best Employers in the United States, and companies on the list can retain and recruit
employees more easily than those not on the list, thus the former group of firms may enjoy
outperforming productivity at a relatively low cost [5]. By engaging itself in CSR activities
that may be appreciated by the employees, a company may improve employee morale,
employee productivity, and employee satisfaction, leading to better overall corporate per-
formance [6]. Specifically, CSR may be a transmission mediation that influences employees’
general impression of their company and affects the relationship between the employees
and the company by (a) eliminating concerns about safety and security, (b) providing
positive corporate distinctiveness and enhancing social identity, (c) symbolizing a commit-
ment to essential values and engendering a sense of belongingness, and (d) adding and
providing a greater sense of purpose at work. These four different channels correspond to
four universal psychological needs: security, self-esteem, belongingness, and meaningful
existence [7].

Sound CSR performance may result in better financial performance to a company for
two reasons, (1) higher stock price as a result of the enhanced market perceptions, and
(2) the reactions that add to the firm value of corporate stakeholders as reflected either
in earnings achieved through increased revenues, greater customer satisfaction, reduced
production costs, higher supplier/employee satisfaction, lower capital costs resulted from
optimistic bank or investor attitudes, or in combination. However, the prior literature
does not clarify whether and the extent to which certain mediation channels may affect the
significance of the impact of CSR on the stakeholders on corporate financial performance.
Specifically, for instance, for a company typically engaging itself in a business-to-business
(B-to-B) form of transactions, whether its positive voluntary community service activities
would add to its employee, supplier or customer satisfaction and therefore its profitability
may be an empirical issue. In a business-to-business (B-to-B) form of transactions, it is not
unquestionable that the customer firms would always appreciate the suppliers’ allocating
the resources for their CSR activities. The situation may be that as long as the suppliers have
no negative image with respect to CSR, the customers’ willingness to place the purchase
orders may primarily be influenced by either product conformity, price, on-time delivery,
or in combination.

In contrast to Freeman’s macroscopic inference, this study uses employee turnover as
an indicator of employee response to conduct an empirical study on corporate financial
performance. This study conjectures that underinvestment in CSR will lead to a poorer
corporate image and lower employee morale, which will worsen the subsequent turnover.
Specifically, there are three themes explored in this study: (1) the relationship between the
degree of CSR and employee turnover; (2) the relationship between employee turnover
and financial performance; and (3) impact of CSR on corporate financial performance
through the mediation effect of employee turnover. For the sample firms, despite that
the contribution of social responsibility appears to have insignificantly direct benefit on
financial performance, we document that the extent to which CSR conducts influence long-
term financial outcomes may be moderated and mediated by the employee enthusiasm.
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This study differs from prior ones in that it focuses on CSR’s impact on the productivity
variable of the labor production factor, which, in turn, connects to corporate financial
variables. Extant literature focuses on the relationship between two variables, CSR and
financial performance. Intuitively, corporate expenditures on CSR would help increase the
firm value. However, mixed results exist regarding whether an investment in CSR would
benefit the shareholders. In contrast with prior literature, this study focuses on the role of
employee relations, as employee satisfaction affects productivity, internal yields, education
and training, quality control and maintenance costs, and R&D effectiveness. Furthermore,
this study suggests a mediation effect of employee turnover between CSR and corporate
financial performance while the mediation effects of CSR are parsimoniously discussed in
prior literature. Therefore, this study adds to the literature by clarifying the relationship
between CSR and financial performance through the mediation model framework. Finally,
the implications of this study for research and practice for future studies include a broader
investigation of (1) the roles that the (other) potential mediators play on the effectiveness of
CSR efforts on enhancing the shareholders’ value, and (2) the extent of the best firm-specific
practice of CSR.

The next section discusses the backgrounds of CSR and reviews literature, Section 3
develops our hypotheses, Section 4 explains the data sources and the research design, and
Section 5 presents the results. Finally, we discuss and conclude our findings in Sections 6 and 7.

2. Backgrounds of CSR and Literature Review
2.1. Implications and Measurement of CSR

Quite a few scholars have expressed various views on the motivations of CSR. For
example, Bowen [8] states that businesses should emphasize the overall impact of their
decisions rather than just the safety and profitability of the businesses. In contrast, the
neoclassical economists’ statements appear to be against the CSR. Specifically, such theories
suggest that the responsible firms focus on optimizing their product or service line opera-
tions in order to maximize firm profits and thus the shareholders, who are not artificial
beings, are able to engage in their desired social activities [9]. After CSR attracted significant
attention, although scholars have held both positive and negative views, different theories
have been put forward to explain the relationship between operating outcomes and CSR,
and the stakeholder theory is one of them. Stakeholder theory is the key to understanding
the structure and aspects of the relationship between businesses and society because it
helps explain the relationship between various business performance indicators [10]. The
stakeholder theory recognizes that stakeholders, e.g., shareholders, employees, customers,
competitors, communities, upstream and downstream suppliers, and governments, are the
recipients of a company’s actions and outcomes and the source of judgments about how
well the company is meeting expectations [10]. Therefore, the stakeholder theory provides
a bridge between CSR and financial performance, and the CSR behavior of a business will
affect its performance through its stakeholders.

CSR measurement has constantly baffled scholars, mainly because CSR is a task rather
than a measurement for business operation clearly from a particular aspect. As a result,
the definitions of CSR appear to be diverse. Most of these definitions arise from three
dimensions: economic, environmental, and social aspects. For example, McWilliams and
Siegel [11] define CSR as actions that appear to further certain social good beyond the
firm’s interests and that which is required by law. Carrol [12] describes corporate social
performance as the three-dimensional integration of CSR, corporate social responsive-
ness, and social issues. Furthermore, Matten and Moon [13] consider corporate social
performance a synonym of CSR, corporate social responsiveness, or any other interaction
between business and social environment. In contrast, Frederick [14] explores CSR as a
requirement for businesses to monitor the operation of an economic system to meet public
expectations. These concepts consider that a company does not target profitability only; it
also strives to achieve objectives such as adding environmental and social values [15]. To
sum up, according to the notion of CSR in the related studies, the core concept of CSR is
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to reflect the entire obligation of a company to its internal stakeholders and incorporates
economic responsibility, public responsibility, and social responsiveness [16].

Waddock and Graves [2] adopt the methodology used by Ullman [17], i.e., eight CSR
performance attributes rated by Kinder, Lydenberg, Domini (KLD), and other papers that
also use KLD as an indicator of CSR [18,19]. Since no professional organization engages in
CSR measurement in Taiwan, most empirical studies employ the businesses that receive the
CSR awards presented by the CommonWealth Magazine as the basis for the measurement
for CSR achievements. The decision of aggregate measure of outperformance rating is made
by experts through multidimensional weighted scoring so that the problem of over-focusing
on one dimension is less likely to occur. International indicators and measurement methods
are used to select the best corporate citizens in Taiwan based on four major dimensions:
corporate governance, corporate commitment, social participation, and environmental
protection. Corporate governance primarily measures the independence of the board of
directors and the company’s transparency. Corporate commitment includes a commitment
to consumers, nurturing and caring for employees, and investment in innovation and
research. Social participation measures a company’s long-term commitment to a specific
issue and its impact. Financially, environmental protection explores whether a company
has specific goals and practices in environmental protection and energy conservation.

2.2. Relationship between CSR and Financial Performance

Financial performance is measured on both the accounting basis and the stock price
basis (also known as the market basis). The stock price basis measures the extent to
which a company’s socially responsible conduct leads to greater stock returns, or an
event study can be used to observe the abnormal returns before and after a CSR violation
event. Most studies, however, use accounting-based metrics as a tool to measure corporate
financial performance. Griffin and Mahon [3] summarize 51 previous studies and conclude
that the five most commonly measured variables in past studies are: size, return on
assets, return on equity, asset age (fixed net assets/gross fixed assets), and five-year
return on sales. Theories that explain the positive or negative correlation between social
responsibility and financial performance include the negative correlation theory: focus shift
hypothesis; positive correlation theory: stewardship theory, redundant resources theory [2]
and social impact hypothesis [20]. Some scholars suggest that CSR contributes positively
to financial performance. For example, Kim et al. [1] investigated whether the assurance
of CSR reports has an impact on the correlation between CSR performance and a firm’s
financial performance. The results show that the assurance of CSR reports will enable firms
themselves to reduce their financial costs by lowering the discount rate for investors, which
will in turn improve their financial performance. Cho, Chung, and Young [21] collected 191
sample firms listed on the Korea Exchange (KEJI) to explore the impact of CSR on financial
performance. They found that CSR has a partial positive correlation with a firm’s financial
performance proxied by return on assets and its firm value measured using Tobin’s Q.
Uadiale and Fagbemi [22] explored the effect of CSR activities on financial performance
measured by return on equity (ROE) and return on assets (ROA) by using a sample of
40 audited financial statements of listed companies in Nigeria. Their results indicate that
CSR has a positive and significant influence on these financial measures.

However, some empirical studies show an unclear correlation, further suggesting
that CSR is driven by unobservable corporate characteristics rather than financial perfor-
mance [23]. Margolis and Walsh [24] reviewed 18 papers in the previous CSR literature
and found that only 53% of these papers show a positive correlation between CSR and
financial performance, indicating an unclear relationship between these two variables.
Cho et al. [21] documented a contradiction of previous empirical findings on the impact
of CSR on financial performance. Furthermore, Cherian, Umar, Thu, Nguyen-Trang, Sial,
and Khuong [25] adopted secondary data from 50 Indian manufacturing firms from 2011
to 2017 and analyzed the impact of CSR reporting on their financial performance. They
discovered an adverse impact on the value of a firm resulting from the announcement of
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the CSR act, which is more pronounced than the 2% expenditure requirement, indicating
a negative impact on companies from the disclosure requirement to comply with laws
and regulations. Those who argue that there is a negative correlation between CSR and
financial performance point out that a higher level of CSR leads to a greater economic
burden on the company than other companies with a lower level of CSR [26]. Expendi-
tures other than profitability may lead to inefficiencies in the market, which in turn may
reduce overall social efficiency. Furthermore, some researchers have tried to include other
variables such as advertising costs, R&D costs [11], industry growth rate [27], stakeholder
ethical values [28], and intangible resources [29] to explain the inconsistency between the
contradictory theoretical perspectives in the literature and the empirical results.

Moreover, some scholars believe that CSR and financial performance are not related.
For example, Waddock et al. [2] state that the insignificant results may indicate the facts
that many variables in the relationship between social and financial performance make
their relations coincidental. McWilliams and Siegel [11] assume that there are two firms that
produce identical goods, except that one company adds a social characteristic to its product.
They show that, in equilibrium, both will be equally profitable. Ullmann [17] emphasize
that there is no clear trend in the linkage among social messages, social performance
and economic outcomes. The main reasons for this appear to be the inadequacy of the
theory, improper definition of key words and a lack of historical evidence. It has been
observed that not only social performance and economics but also “messages” about social
performance are important, but only a few studies have analyzed the relationship among
the three components.

In the past, various theories have been proposed in the literature, but the impact of CSR
on corporate performance remains unclear. Extant studies rarely include the functions of
mediation and moderation variables to explain the relationship between CSR and corporate
performance. Recently, some studies have begun to find a clearer path for CSR’s impact
on financial performance by applying mediation variables. For example, Lin et al. [16]
adopted intellectual capital as a mediation variable and industry category as a moderation
variable to explain the effect of CSR on financial performance. Their empirical results
show that intellectual capital has a mediation effect on the relationship between CSR and
financial performance, while the industry category moderates the direct effect of CSR on
financial performance.

2.3. CSR and Employee Turnover

The Global Sullivan Principles provide a clear norm that employees are important
internal stakeholders in a company. Established in 1977 by African-American minister
Leon Sullivan to promote CSR, the Principles call for legal compliance and responsible
behavior of businesses, and long-term integration of the principles into corporate business
strategies, including corporate policies, procedures, training and internal reporting, and
a commitment to follow them. If a company’s employee-oriented social responsibility
behavior is based on the Global Sullivan Principles, we can reasonably infer that there will
be higher employee satisfaction. According to previous studies, a company’s engagement
in CSR activities changes the employees’ perceptions of the company [30]. Since employee
satisfaction is more difficult to observe and quantify, the data are limited. Regarding that
the employee turnover or its fluctuation level may be lower than the average of the same
industry for the companies with higher employee satisfaction, this study uses employee
turnover as a proxy for employee satisfaction. Previous studies mostly involved surveys in
the form of questionnaires on the employees’ perceptions of the company’s CSR activities.
However, the ultimate expression of employee satisfaction with the company is whether
they stay in the company or not. Therefore, this study uses employees’ actual behavioral
decisions as the basis of measurement and analyzes the impact of CSR on employee
satisfaction through employee turnover.

Previous literature may benefit from a direct exploration of the relationship between
CSR and employee turnover, but good employee relations can boost morale, increase
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employee satisfaction, and make it easier to retain good employees. When employees
are being recruited, it is easier for a socially responsible company to recruit employees.
For example, Marriott supports community service organizations and brings together
philanthropic investments and internal programs to significantly reduce the company’s
cost of recruiting lower-level employees. Moreover, community service organizations refer
the chronically unemployed to Marriott, which provides 180 h of free classes and on-the-job
training for the unemployed. As a result, 90% of those who have been trained have joined
Marriott, and the retention rate after one year is well above average [31].

Some scholars call for a more precise theoretical explanation of the relationship be-
tween CSR and financial performance to clarify the processes involved and identify impor-
tant mediation conditions [10,32–35]. Therefore, existing theories and data do not provide
clear answers to some of the key questions about CSR. One way to understand the impact
of CSR on corporate costs and benefits is to examine the impact of CSR on employees.
Previous studies typically focused on how CSR affects important stakeholders, particularly
investors [36] and consumers [37], but overlooks employees [32,33].

Research on employees also indicates that CSR has many positive effects on attitudes
toward a company and workplace behavior, including organizational pride, satisfaction,
commitment, in role performance, organizational citizenship behavior, and turnover inten-
tions [38–45]. Carmeli, Gilat, and Waldman [46] surveyed employees and supervisors at
four electronics and media industry companies. They found that the employees’ under-
standing of social responsibility contributed to increased recognition of their organization,
which in turn improved the supervisors’ evaluation of employees’ performance, providing
the direct evidence that CSR can lead to organizational recognition. Moreover, Jones [41]
similarly found that employees’ attitudes about a volunteerism program are positively cor-
related to organizational pride and identification, which in turn predicted the employees’
intentions to remain with the organization, organizational citizenship behavior, and in-role
performance six months later. The results of these two studies provide the best evidence
that CSR is involved in the social identity process and affects the relationship between
employees and their organization.

In summary, a company’s implementation of CSR enhances its corporate image and
reputation. CSR is like a piece of information, and employees regard the practice of CSR as
a basis for “whether the company can be trusted and entrusted”.

2.4. Employee Turnover and Financial Performance

Regarding the relationship between employee turnover and financial performance,
the literature suggests that if a company wants to achieve long-term financial growth, it
must invest more in its employees, systems, and organizational process capabilities [47].
Koys [48] argues that employee satisfaction, organizational citizenship behavior, and
employee turnover in the previous period might affect the corporate profitability and
customer satisfaction in the next period. The empirical results show that corporate citizen-
ship behavior in the previous period is significantly correlated to the profitability in the
next period.

Employees have long been viewed as critical organizational assets that create value [49]
and are important to a company’s innovation and quality [50]. Edmans [51] used the an-
nual survey data of the “100 Best Companies to Work For in America” as an indicator of
employee satisfaction, and shows that these “Best Companies” have annual stock price
returns that beat the market by two to three percent per year during the 26 years from 1984
to 2009. Moreover, disruptions in existing jobs [52] and loss of accumulated experience
due to employee turnover [53] can cause the employees to leave the company, resulting in
declining corporate performance. The reasons for poor corporate performance include the
direct costs of employment termination, such as discharge, recruitment of new employees,
and training costs for new employees [54,55]. Ton and Huckman [56] analyzed employee
turnover data for major retail chains in the U.S. and found that, on average, employee
turnover is linked to the decline of corporate performance, measured by profit margin
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and customer service. Grennan [57] constructed measures of corporate culture based on
employee reviews of the firm and found that corporate culture is positively correlated
with long-term firm value in this context. Moreover, employee turnover is associated with
some indirect costs, such as the disruption of work in progress as key employees leave [58].
Other sources of indirect costs include the demoralization of the company’s employees,
which may be caused by the loss of a respectable colleague, or by the fact that the departing
colleague’s work is taken on by other employees whose abilities have been depleted [59].

Furthermore, employee satisfaction may be a valuable intangible asset of a company
and affects its performance. Employees are important assets of a company. Improvement to
the work efficiency of the employees contributes to improved financial performance. Such
improvement itself depends on the improvement of non-financial indicators. Therefore,
non-financial indicators also play an important role in financial performance. Huang, Li,
Meschke, and Guthrie [60] explored the impact of employee satisfaction on firm value
based on human resource management theories with family firms as an example. They
found that the organizational form affects the employees’ perceptions of career and top
management, and the employees’ perceptions of the company and leadership further affect
corporate performance. Various types of employee satisfaction, such as empowerment, job
fulfillment, security, pay, and work team, have a positive impact on a company’s financial
performance measured by return on assets and earnings per share [61]. The research of Yoo,
Choi, and Chon [62] also suggests that CSR affects accounting profitability by enhancing
employee commitment.

In this study, we conjecture that if employees’ perceptions of the company can be
improved and if they can be satisfied through the employee component of CSR to enhance
employee satisfaction and reduce employee turnover, the company’s financial performance
can be further improved as a result. The mediation model is more commonly used in
fields related to human resources or organizational behavior. However, based on the
empirical results of CSR and financial performance, there is no definite theory in the
literature. Previous studies have primarily investigated CSR’s impact on, or association
with, corporate financial performance without distinguishing between internal and external
factors. In contrast, this study further explores the correlation between these two through
employee satisfaction as an internal factor. Thus, this study is based on the stakeholder
theory and attempts to explain CSR’s impact on financial outcomes through the mediation
role of employee satisfaction.

3. Research Hypothesis

Our first research question is regarding the relationship between CSR and employ-
ees. While the relationship between CSR and financial performance and the potential
influence mechanisms between them are not yet conclusive, this study aims to apply the
stakeholder theory to explain the relationship. Regarding employees as important internal
stakeholders of a business, this study hypothesizes that the employee component can be
used to mediate “how CSR affects financial performance”. The companies with a strong
reputation for CSR typically exhibit cooperative rather than opportunistic behavior across
stakeholder relationships, so CSR may help to satisfy the need for security and safety.
Employees can then infer from CSR that their company is ethical and it is safe to devote
time and energy to the company. In other words, CSR can serve as the basis of presumptive
trust [7]. Therefore, CSR can improve people’s understanding of corporate ethics, which in
turn can help to satisfy employees’ needs for security, self-esteem, belongingness, and a
meaningful existence.

According to academic and practical research, the factors that affect the strategic appli-
cation of CSR include alignment with business and corporate culture as well as with social
needs and sincerity [63]. Once these factors are satisfied, employees will perceive CSR
activities more positively and proactively. Increased productivity [64], reduced employee
shirking [65], and increased retention [66] are important employee benefits associated with
CSR investments, through which the altruistic impact of CSR investments can reduce em-



Sustainability 2021, 13, 9996 8 of 25

ployee turnover. Carnahan, Kryscynski, and Olson [67] conducted a study on whether the
companies more actively engaged in CSR could better retain their employees after the 911
terrorist attacks in the U.S. Employee awareness of CSR activities plays an important role
internally in improving loyalty and reducing employee turnover. Lee, Park, and Lee [68]
conducted a study on how employees perceive CSR-related activities conducted by their
employers, and their findings indicate that CSR behavior affects employees’ perceptions of
CSR, and in turn enhances employees’ reliance on their companies and their performance.
Yasin, Namoco, Jauhar, Rahim, and Zia [30] investigated whether the ethical aspects of
corporate leadership reduce employees’ intention to leave the company and found that
responsible leadership is positively correlated with the internal ethical climate within the
company, which is negatively correlated with the employee turnover of the company.

Several prior studies have shown that employee satisfaction becomes greater in the
companies that have implemented CSR. Since employee morale and satisfaction are difficult
to measure, we use employee turnover as a proxy variable for CSR in the quality of
employee relationship management, and construct our first hypothesis as follows:

Hypothesis 1a (H1a). The firms that focus more on CSR have significantly lower employee
turnovers than the control firms in the same industry.

Hypothesis 1b (H1b). The firms that focus more on CSR have significantly more stable employee
turnovers than the control firms in the same industry.

Satisfying and being accountable to the stakeholders, i.e., shareholders, employees,
suppliers, community, environment, etc., may actually have a significant impact on the
scale of a company, especially in financial terms [2,69]. An important aspect of the balanced
scorecard is to illustrate the linkage between non-financial indicators, e.g., employee satis-
faction and customer satisfaction, and financial indicators of performance. Prior literature
builds strategic models such as the Sustainability Balanced Scorecard (SBSC) to represent a
bridge from the sustainability dimensions to the performance management system (PMS),
aiming to create value and, therefore, improve the company’s performance [70]. Banker,
Konstans, and Mashruwala [71] focused on employee satisfaction and explain its impact
on financial performance, presenting the direct impact of employee satisfaction on costs
and revenues and an indirect impact through the correlation with employee satisfaction.

Different types of companies, as well as different industries, may place differential
importance on CSR. The environmental sensitivity of industries affects CSR disclosure,
and the companies in environmentally sensitive industries are more likely to disclose their
environmental performance [72]. The companies in the financial and service industries
are more likely to disclose social issues and donation-related behaviors than other indus-
tries [73]. Another study is conducted on the trend of CSR disclosure in mining-related
industries. Jenkins and Yakovleva [74] suggest that, in general, industries including mining,
petroleum, and chemical companies, emphasize environment, health, and safety. This
shows that companies in different industry categories have different views on CSR and
focus on different aspects. The disclosure of CSR varies from industry to industry and is
related to the costs and benefits associated with different industry characteristics [16].

Given the characteristics of an industry, the companies that are less well known to
the public or are in a supply chain that does not pay more attention to CSR, their CSR
contributions may be less pronounced to the market. However, good employee relations are
felt by employees, and employees are more aware of CSR-oriented activities and can even
participate. As mentioned above, this is related to employee loyalty, morale, retention, and
productivity, which in turn affect financial performance and make it better than that of the
other companies in the same industry. Accordingly, we construct the following hypotheses.

Hypothesis 2a (H2a). The firms with lower employee turnovers financially outperform the control
firms in the same industry.
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Hypothesis 2b (H2b). The firms with stable employee turnovers in the previous period financially
outperform the control firms in the same industry.

Regarding the linkage between CSR and financial performance through the stake-
holder theory, a study by Cornell and Shapiro [75] shows that the value of a company
depends on both the explicit and implicit costs of debt. They indicate that if a company
does not operate in a socially responsible manner, implicit contracts related to CSR may
contribute to converting these implicit contracts into explicit contracts, which will bring
higher costs to the company. Moreover, socially irresponsible behavior may spill over to
other implicit stakeholders skeptical that the company will live up to its claims. Thus, the
companies with higher CSR may find that they have lower cost hidden claims than other
companies and have better financial performance.

A study by Yoo, Choi, and Chon [63] utilizes social identity theory (SIT) to describe
how CSR strengthens the relationship between the employees and the organization, which
in turn contributes to the company’s financial performance. The willingness of employees
to leave the organization voluntarily and permanently is regarded as the intention to
leave [76], and employee turnover also causes incremental costs to the organization, such
as the cost of discharging old employees, the cost of recruiting new employees, and the cost
of training, which are additional burdens to the company and further affect its financial
performance. Accordingly, this study views employee satisfaction or employee turnover as
a mediation factor for CSR’s impact on financial performance.

If CSR can be reflected in financial performance, we can attribute the impact to external
or internal factors. External factors come from the industry characteristics, government
regulations, community interactions, and consumer perceptions of each company, while
internal factors mainly pertain to employee relations. External factors affect financial per-
formance by revenue, e.g., supply chain requirements, the tendency of consumers with CSR
awareness to buy, and higher customer satisfaction and cost, e.g., smaller costs caused by
governments or communities, such as pollution fines and community protests. Moreover,
internal factors such as employee relations affect productivity, e.g., higher efficiency or
quality, e.g., a lower return rate of goods, affecting financial performance. However, the
empirical literature does not explore this area and rarely mentions employee factors. As
a result, some empirical findings on the relationship between social responsibility and
performance are not significant and subtly remind us that performance is not instantly
predictable. For example, if a vendor is in a midstream or upstream supply chain and
has little interaction with end consumers, the price will be the primary consideration of
its customers’ purchases, and customer satisfaction may not necessarily rise with CSR at
this time. Therefore, this paper adopts Taiwanese companies, mainly in the middle or
upper reaches of the supply chain, for the sample and employee turnover as the mediation
factor to clarify the relationship between CSR and financial performance. However, it
will be difficult to conclude if the results are insignificant because of the lack of direct
relationship, model design, and data sampling bias. Therefore, this study uses a sensitivity
test to eliminate modeling and sampling issues as much as possible. Based on the above
arguments, our hypothesis in this section is provided as follows:

Hypothesis 3 (H3). When employee turnover serves as the mediation variable, with a control of
industry characteristics, the impact of CSR on financial performance becomes significant.

Previous studies primarily focused on CSR’s impact on, or connection to, corporate
financial performance, while this study focuses on the mediation effect of employee rela-
tions. The companies that value CSR care about the quality of their employees’ work and
make them feel satisfied with the companies. Therefore, this study suggests that employee
turnover plays a mediation role between CSR and corporate financial performance after
industry characteristics are incorporated in the framework of the mediation model. If
the relationship of this study is confirmed, it adds to the literature to clarify the causal
relationship between CSR and financial performance.
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4. Sample Data and Research Design

There is no comprehensive CSR evaluation of the companies in Taiwan. The Taiwan
Stock Exchange (TSE) launches the Taiwan Employment 99 Index at the end of 2010,
using a single “number of employees” as a CSR evaluation item in the hope of achieving
a win-win situation for both CSR and return on investment. However, the “socially
responsible enterprises” selected by the TSE based on only one indicator may be different
from the general public’s perception. In 2007, CommonWealth Magazine starts to select the
CommonWealth Top 50 Corporate Citizens, while Global Views Monthly presents the first
CSR Award in 2005. The evaluation is conducted by experts from different aspects for both
magazines and is more comprehensive than the TSE’s. This study extensively explores CSR
and employee reactions, and aims at supplementing the inadequacy of employee reactions
in evaluating CSR at this stage.

4.1. Sample Descriptions and Control Group Selection
4.1.1. Sample Descriptions

This study forms an experimental group of the companies that received the Common-
Wealth Corporate Citizenship Award from CommonWealth Magazine from 2007 to 2018.
The CommonWealth Magazine uses four aspects: corporate governance, corporate commit-
ment, social participation, and environmental protection, to evaluate whether a company
has CSR. Not confined to Taiwan’s companies listed on the Taiwan Stock Exchange or
Taipei Exchange, CommonWealth Corporate Citizen Awards are conferred upon foreign
companies and state-owned enterprises as well. Because of the limitation in obtaining
financial information about the Taiwan branches of foreign companies and state-owned
enterprises, they are excluded from the sample of this study. We also exclude a few of
the awarded companies that are subsidiaries of another company because their financial
information is publicly unavailable. Furthermore, some of the award winners are group
companies, such as Formosa Plastics Group, and only the most representative companies
within the group (in this case, Formosa Plastics Corp.) are included in the sample of
this study.

We classify all award-winning companies in 2007 into three groups according to their
total assets. The first group consists of the financial sector, which has significantly higher
total assets than the other two groups, and the other two groups are large companies with
greater total assets and medium-sized companies with fewer assets. Moreover, we take the
natural logarithm of the assets of all firms for two reasons. The first reason is that we find
that the total assets in both the winning group and the market as a whole are not normally
distributed and have significant variation. Therefore, the variability of the assets after
taking the natural logarithm can be substantially reduced and are normally distributed,
which is convenient for the subsequent selection of the controlled sample firms. Another
reason is still the nature of the natural logarithm. Therefore, although the companies with
greater total assets positively impact financial performance when predicted, the positive
influence will become less significant as the assets get higher because the natural logarithm
is a concave function and decreases in shape. This is also consistent with the general law of
diminishing marginal utility in economics.

4.1.2. Control Group Design

For comparison purposes, this study selects the control firms of the non-award-
winners in each period to explore whether the award-winners have significant outper-
formance in terms of financial performance or employee reactions. This study applies a
systematic selection procedure for the control group selection. This study chooses assets as
the selection criterion because the companies that win the awards need to accumulate a
certain amount of resources. However, if they have accumulated and achieved a certain
extent of resources but do not win the awards, these companies cannot use the excuses
of insufficient resources or satisfy their shareholders’ demands at the expense of other
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stakeholders. Therefore, it is meaningful to use assets as one of the selection criteria to
screen the control group rather than randomly selected ones.

The criteria for selecting the control group in this study are primarily derived from
the analysis of award-winners. The selection process states below.

(1) Financial holding companies are excluded from the award winners because their
nature is different from other companies and their assets are too large compared
with the other companies to the extent that the design selection criteria would be
overestimated.

(2) After the natural logarithm of the assets of the remaining winners is taken, the mean
and standard deviation are calculated.

(3) Furthermore, the mean value minus one standard deviation is used as the selection
criterion, and non-awarded companies whose natural logarithm of the assets are
above the selection criterion are selected for the control group.

4.1.3. Treatment of Extreme Values

This study conducts multiple regression methods to test the hypotheses, however, the
estimation results of the model will be affected if there are extreme values in the variables.
Therefore, all variables used in this study are winsorized at the 1st and 99th percentiles. The
financial and accounting information and employee turnover are obtained from the Taiwan
Economic Journal Database, and the industry is defined by the industry classification of the
Directorate-General of Budget, Accounting and Statistics (DGBAS) of the Executive Yuan.

4.2. Research Variables
4.2.1. CSR Performance

CSR performance is multi-faceted, and therefore this study applies the Common-
Wealth Corporate Citizen Award of the CommonWealth Magazine as the CSR indicator.

4.2.2. Financial Performance and Control Variables

Based on previous literature [2,3,77], this study uses return on assets (ROAi,t) and
return on equity (ROEi,t) as variables of financial performance. As for the control vari-
ables, size, industry, number of years of establishment, and prior financial performance
are selected.

4.2.3. Employee Satisfaction

This study adopts the employee turnover rates published by the Taiwan Economic
Journal as the indicator of employee satisfaction. The method we use to calculate the
employee turnover is derived from Lin and Jung [78].

4.3. Model Framework and Empirical Models

Baron and Kenny [79] propose that for a variable to play the role of a mediation
variable, the following three conditions must be met (see Figure 1): (1) the change of
the independent variable can significantly account for the change of the hypothetical
mediation variable, i.e., path a in Figure 1, (2) the change of the mediation variable can
significantly account for the change of the dependent variable, i.e., path b in Figure 1, and
(3) when paths a and b are controlled, the previously significant relationship between the
independent variable and the dependent variable is no longer significant. When path c is a
zero relationship, the mediation has the strongest impact. From the perspective of path
analysis, the analysis is to check whether the two variables are incorrectly correlated. For
example, Figure 1 shows that the independent variable X correlates with the dependent
variable Y. However, the truth is, X influences Y through the mediation variable M.
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Figure 1. The framework of mediation model.

This study uses a mediation model framework to examine our hypotheses. Compared
to the mediation model or path analysis approach, which both require the independent
variables to be able to explain the dependent variables, this study conjectures that CSR is
multi-faceted and difficult to measure, and the process of affecting financial performance is
more influenced by external factors. As a result, the empirical results of previous literature
are not clear. Therefore, the model framework reflects the inference of this study that the
direct impact of CSR on financial performance is insignificant.

Following the methodology of Ruf et al. [77], we examine whether CSR-conscious
firms have a significantly lower employee turnover than those of the control firms in the
same industry due to a better relationship with their employees, i.e., the H1a hypothesis.
This study adopts a cross-period regression model based on the assumption that if a
company’s assumption of social responsibility is recognized, this should have a positive
effect on employee satisfaction. Our model controls the industry and year fixed effects.
The regression model is designed as follows.

Turnoveri, t = α0 + α1CSRi, t−1 + α2Sizei, t + α3Agei, t + α4IndusDumi, t + α5YearDumi, t + εi, t, (1)

where Turnoveri,t is the employee turnover of company i in the current period (period t);
CSRi,t-1 is the dummy variable and equals one if the company is a CSR company in the
previous period and zero otherwise; the control variables, Sizei,t is the size of company i in
the current period, measured by the logarithm of assets; Agei,t is the number of years from
the establishment of company i to the current period; IndusDumi,t is the industry dummy
variable; YearDumi,t is the year dummy variable and εi,t is the residual term.

Furthermore, we use the following regression model to test if the employee turnover
of socially responsible enterprises is less frequent than that of the control observations in
the same industry, i.e., the hypothesis H1b.

StdTurnoveri, t = α0 + α1CSRi, t−1 + α2Sizei, t + α3Agei, t + α4IndusDumi, t + α5YearDumi, t + εi, t, (2)

where StdTurnoveri,t is the standard deviation of employee turnover of company i from
the previous period to the current period (i.e., period t); CSRi,t-1 is the dummy variable and
equals one if the company is a CSR company in the previous period and zero otherwise. In
the control variables, Sizei,t is the size of company i in the current period, measured by the
logarithm of assets; Agei,t is the number of years from the establishment of company i to
the current period; IndusDumi,t is the industry dummy variable; YearDumi,t is the year
dummy variable and εi,t is the residual term.

We further examine if firms with a lower employee turnover in the previous period
might have a better financial performance on an accounting basis than the control firms in
the same industry, i.e., the H2a hypothesis. The model is listed as follows.

Fini, t = α0 + α1Turnoveri, t + α2Fini, t−1 + α3Agei, t + α4Sizei, t + α5IndusDumi, t + α6YearDumi, t + εi, t, (3)

where εi,t ~ WN(0,σ2) and E(εtFint-j) = 0, ∀j > 0; the dependent variable Fini,t includes the
return on assets, and return on equity of company i in the current period; Turnoveri.t is the
employment turnover of company i in the period t. In the control variables: Fini,t-1 is the
return on assets, and return on equity of company i in the previous period; Agei,t is the
number of years from the establishment of company i to the current period; Sizei,t is the
size of company i in the current period, measured by the logarithm of assets; IndusDumi,t
is the industry dummy variable; YearDumi,t is the year dummy variable and εi,t is the
residual term.
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We further test the hypothesis H2b by examining if firms with a stable employee
turnover have better financial performance on an accounting basis than control observations
in the same industry. The regression model is provided as follows:

Fini, t = α0 + α1StdTurnoveri, t + α2Fini, t−1 + α3Agei, t + α4Sizei, t + α5IndusDumi, t + α6YearDumi, t + εi, t, (4)

where εi,t ~ WN(0,σ2) and E(εtFint-j) = 0, ∀j > 0; the dependent variable Fini,t includes the
return on assets, and return on equity of company i in the current period; StdTurnoveri,t is
the standard deviation of the employee turnover of company i from the previous period
to the current period. In the control variables, Fini,t-1is the return on assets, and return
on equity of company i in the previous period; Agei,t is the number of years from the
establishment of company i to the current period; Sizei,t is the size of company i in the
current period, measured by the logarithm of assets; IndusDumi,t is the industry dummy
variable; YearDumi,t is the year dummy variable and εi,t is the residual term.

Finally, to examine the third hypothesis, we use Equations (5)–(7) to examine if CSR
has a significant effect on a firm’s financial performance after the employee turnover is
used as a mediation variable and industry characteristics are controlled.

Fini, t = α0 + α1CSRi, t−1 + α2Fini, t−1 + α3Agei, t + α4Sizei, t + α5IndusDumi, t + α6YearDumi, t + εi, t, (5)

Fini, t = α0 + α1Turnoveri, t + α2CSRi, t−1 + α3Fini, t−1 + α4Agei, t + α5Sizei, t
+α6IndusDumi, t + α7YearDumi, t + εi, t, and

(6)

Fini, t = α0 + α1StdTurnoveri, t + α2CSRi, t−1 + α3Fini, t−1 + α4Agei, t
+α5Sizei, t + α6IndusDumi, t + α7YearDumi, t + εi, t,

(7)

where εi,t ~ WN(0,σ2) and E(εtFint-j) = 0, ∀j > 0; the dependent variable Fini,t includes the
return on assets (ROAi,t) and return on equity (ROEi,t) of company i in the current period;
CSRi,t-1 is the dummy variable and equals one if the company is a CSR company in the
previous period and zero otherwise. In the control variables, Fini,t-1 is the corresponding
financial performance of company i in the previous period, i.e., either ROAi,t-1 or ROEi,t-1 of
company i in the previous period; Agei,t is the number of years from the establishment of
company i to the current period; Sizei,t is the size of company i in the current period, mea-
sured by the logarithm of assets; IndusDumi,t is the industry dummy variable; YearDumi,t
is the year dummy variable and εi,t is the residual term.

5. Research Results

Table 1 presents sample descriptive statistics and the coefficients of correlations among
variables used in this study. We form the experimental group of firms that receive the
CommonWealth Corporate Citizenship Award from CommonWealth Magazine from 2007
to 2018. Panel A illustrates the industry distribution of CSR firms. The industry distribution
of CSR firms includes a greater proportion of observations from manufacturing, financial
and insurance activities, and real estate activities industries. Panel B of Table 1 reports
the summary statistics of financial performance, i.e., ROA and ROE, employee turnover
(Turnover), employee turnover variability (StdTurnover), Age, Size, and CSR for socially
responsible companies, i.e., awarded with the CommonWealth Corporate Citizen Award,
and control group ones, i.e., not awarded with the CommonWealth Corporate Citizen
Award. The sample period is from 2007 to 2018. Our sample period including the global
financial crisis in 2008, which resulted in significant changes in revenues or earnings,
significant variance in financial performance variables took place as a result. Although
the variance is partly due to systematic risk, it can still seriously affect the estimation
results when regression analysis is performed. Therefore, this study adopts the winsorizing
method to mitigate the effect of either influential points, outliers, or both, on the regression
model and controls the industry and year fixed effects.
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Table 1. Sample descriptive statistics. This study forms the experimental group of firms that received the CommonWealth
Corporate Citizenship Award from CommonWealth Magazine from 2007 to 2018. Panel A illustrates the industry distribution
of observations. Panel B presents the descriptive statistics of all variables. Panel C presents the coefficients of Pearson
(Spearman) correlations among variables, as shown in the lower (upper) triangular matrix. Variables definitions: ROE is the
return on equity, ROA is the return on assets, Turnover is the employee turnover, StdTurnover is the standard deviation of
employee turnover, measured by the standard deviation of employee turnover over the past five years, CSRt-1 is the dummy
variable and equals one if the company is a company that was awarded the CSR prize during the previous period and zero
otherwise, Size is measured by the logarithm of the firm’s assets, and Age is the number of years from the establishment to
the current period.

Panel A Industry Distribution

Industry No. of Firms % of Total

Manufacturing 3505 67.5%
Electricity and Gas Supply 22 0.4%

Water Supply and Remediation Activities 20 0.4%
Construction 109 2.1%

Wholesale and Retail Trade 265 5.1%
Transportation and Storage 183 3.5%

Accommodation and Food Service Activities 37 0.7%
Information and Communication 107 2.1%
Financial and Insurance Activities 587 11.3%

Real Estate Activities 330 6.4%
Professional, Scientific and Technical Activities 11 0.2%

Arts, Entertainment and Recreation 7 0.1%
Other Service Activities 13 0.3%

Total 5196 100.0%

Panel B Descriptive Statistics

Variable Mean Std. Dev. Min. Max. 5%
percentile

95%
percentile

ROA (%) 8.63 7.51 −43.35 39.73 −0.13 22.15
ROE (%) 7.59 13.74 −132.73 61.06 −12.74 26.10

Turnover (%) 10.25 11.91 0 86 0 33
StdTurnover 6.15 6.36 0 47.12 0 19.31

CSRt-1 0.10 0.30 0 1 0 1
Size (TWD) 17.37 1.36 13.78 21.55 13.05 20.21
Age (year) 32.32 16.27 2 102 8 61

Panel C Pearson and Spearman Correlation Matrix

ROE ROA turnover StdTurnover CSRt-1 Size Age

ROE 1 0.6416 *** −0.0939 *** −0.0584 *** 0.1022 *** 0.0098 −0.0125
ROA 0.6416 *** 1 −0.0271 * −0.0834 *** 0.1312 *** −0.1489 *** −0.1482 ***

turnover −0.0939 *** −0.0271 * 1 0.3368 *** −0.0502 ** −0.1019 *** −0.1197 ***
StdTurnover −0.0584 *** −0.0834 *** 0.3368 *** 1 −0.0414 *** −0.0661 *** −0.0635 ***

CSRt-1 0.1022 *** 0.1312 *** −0.502 ** −0.0414 ** 1 0.1843 *** −0.0357 **
Size 0.0098 −0.1489 *** −0.1019 *** −0.0661 *** 0.1843 *** 1 0.0067 ***
Age −0.0125 −0.1482 *** −0.1197 *** 0.0635 *** −0.0357 ** 0.0067 1

*, **, and *** denote the two-tailed significance levels of 5%, 1%, and 0.1%, respectively.

Panel C presents the coefficients of Pearson (Spearman) correlations among variables,
as shown in the lower (upper) triangular matrix. Panel C shows that a non-trivial correlation
exists between variables, but no significant correlation between the independent variables.

Table 2 compares corporate financial variables and employee turnover between the
socially responsible companies and the control observations in the control group. The
results show that the return on assets (ROA) and return on equity (ROE) of the socially
responsible companies are significantly greater than those of the companies in the control
group. However, the employee turnover and the standard deviation of the turnover for
CSR firms are significantly less than those for the control group.
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Table 2. Comparison of employee turnover and firm performance between CSR firms and control
group. This table compares employee turnover and firm performance between CSR firms (denoted
by Good) and control group (denoted by Comp). Turnover is the employee turnover, StdTurnover
is the standard deviation of employee turnover, measured by the standard deviation of employee
turnover over the past five years, ROA is the return on assets, and ROE is the return on equity.

Turnover StdTurnover ROA ROE

Good Comp Good Comp Good Comp Good Comp

N 522 4674 522 4674 522 4674 522 4674
Mean 0.0846 0.1045 0.0536 0.0624 11.5833 8.3047 11.7955 7.1249

Std 0.0960 0.1189 0.0531 0.0647 8.3102 7.3445 11.0309 13.9302
t-stat 4.36 *** 3.49 ** −8.64 *** −8.91 ***

*, ** and *** denote the one-tailed significance levels of 5%, 1%, and 0.1%, respectively.

Table 3 presents the empirical results of the relationship between CSR and employee
turnover for Equations (1) and (2). The results show a negative correlation between CSR
in the previous period and the employee turnover in the current period and the standard
deviation of employee turnover. The employees of the companies that are awarded the
CommonWealth Corporate Citizen Award have a more positive view of the companies
and higher employee satisfaction, so the employee turnover is lower and the fluctuation of
the employee turnover is more moderate. As for the control variables, total assets, years
of establishment, and employee turnover are negatively correlated, perhaps because the
companies that have been established for a longer period have relatively comprehensive
welfare systems and lower turnover.

Table 3. Results for testing the relation between CSR and employee turnover. This table presents
the results for testing the relation between CSR and employee turnover, i.e., to examine our first
hypothesis. The regression models are: Turnoveri, t = α0 + α1CSRi, t−1 + α2Sizei, t + α3Agei, t +

α4IndusDumi, t + α5YearDumi, t + εi, t, (1) and StdTurnoveri, t = α0 + α1CSRi, t−1 + α2Sizei, t +

α3Agei, t + α4IndusDumi, t + α5YearDumi, t + εi, t, (2) where Turnoveri,t is the employee turnover
of company i in the current period (period t); StdTurnoveri,t is the standard deviation of employee
turnover of company i from the previous period to the current period (i.e., period t); CSRi,t-1 is the
dummy variable and equals one if the company is a CSR company in the previous period and zero
otherwise; Sizei,t is the size of company i in the current period, measured by the logarithm of assets;
Agei,t is the number of years from the establishment of company i to the current period; IndusDumi,t

is the industry dummy variable; YearDumi,t is the year dummy variable and εi,t is the residual term.

Model (1) (2)
Variable Turnover StdTurnover

Intercept 0.2881
(12.31) ***

0.1021
(8.08) ***

CSRt-1
−0.0147

(−2.366) **
−0.0069
(−2.33) *

Age −0.0009
(−8.88) ***

−0.0003
(−4.76) ***

Size −0.0064
(−4.57) ***

−0.0019
(−2.53) **

F-stat
Adj-R2

28.27 ***
0.0305

10.2 ***
0.0105

N 5196 5196
The t-statistics are in the parentheses. *, **, and *** denote the one-tailed significance levels of 5%, 1%, and 0.1%,
respectively.

In Equations (3) and (4), the empirical results of the impact of employee turnover and
turnover criteria on both financial performance measures are presented in Table 4. The
relationship between employee turnover and ROA and ROE is significantly negative, and
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the lower the employee turnover, the better the financial performance of the company. This
is consistent with the expectation of hypothesis 2a. If an employee leaves, the company
must spend additional costs in recruiting and training employees, and the original human
capital must be re-accumulated due to the impairment from the employee’s departure.
All these negatively affect financial performance. Equation (4) explores the relationship
between the stability of employee turnover and financial performance by using the standard
deviation of employee turnover. The results also show that the variance of employee
turnover is negatively correlated to ROA and ROE. Testing via both the employee turnover
and the standard deviation of employee turnover shows that employee satisfaction has a
significant impact on the financial performance of the company.

Table 4. Results for testing the relation between employee turnover/employee. Turnover vari-
ability and firm performance. This table presents the results for testing the relation between
employee turnover/employee turnover variability and firm performance, i.e., to examine our
second hypothesis. The regression models are: Fini, t = α0 + α1Turnoveri, t + α2Fini, t−1 +

α3Agei, t +α4Sizei, t +α5IndusDumi, t +α6YearDumi, t + εi, t, (3) and Fini, t = α0 +α1Turnoveri, t +

α2Fini, t−1 +α3Agei, t +α4Sizei, t +α5IndusDumi, t +α6YearDumi, t + εi, t, (4) where Fini,t is the re-
turn on assets, or return on equity of company i in the current period; Turnoveri.t is the employment
turnover of company i in the current period, StdTurnoveri,t is the standard deviation of the employee
turnover of company i from the previous period to the current period. As for the control variables:
Fini,t-1 is the return on assets, growth in sales, return on sales, and growth rate on sales per person
company i in the previous period; Agei,t is the number of years from the establishment of company i
to the current period; Sizei,t is the size of company i in the current period, measured by the logarithm
of assets; IndusDumi,t is the industry dummy variable; YearDumi,t is the year dummy variable and
εi,t is the residual term.

Model
Variable

(3) (4)

ROAt ROEt ROAt ROEt

Intercept 1.4422
(1.52)

−0.7129
(−0.31)

1.0820
(1.14)

−2.3168
(−1.01)

Turnover −2.1794
(−3.97) ***

−6.5096
(−4.80) ***

-
-

-
-

StdTurnover -
-

-
-

−2.4388
(−2.38) **

−3.2907
(−1.31)

Fint-1
0.7554

(84.91) ***
0.5354

(46.25) ***
0.7541

(84.07) ***
0.5375 ***
(46.25) ***

Age −0.0086
(−2.10) *

0.0024
(0.24)

−0.0074
(−1.82) *

0.0074
(0.75)

Size −0.0274
(−0.5)

0.0101
(0.07)

−0.0178
(−0.33)

0.0482
(0.36)

F-stat 1209.33 *** 330.79 *** 1205.54 *** 326.39 ***
Adj-R2 0.6195 0.3077 0.6188 0.3048

N 5196 5196 5196 5196
The t-statistics are in the parentheses. *, **, and *** denote the one-tailed significance levels of 5%, 1%, and 0.1%,
respectively.

Various studies use the methodology of Baron and Kenny [79] to examine the effect of
mediation. Baron and Kenny [79] first propose that regression analysis should be separately
performed on the effect of independent variables on mediation variables, the effect of
mediation variables on dependent variables, and the effect of independent variables on
dependent variables. The mediation variable is then added to the regression equation of
“the effect of independent variables on dependent variables.” If the effect of the independent
variable becomes zero after the mediation variable is added, the variable is fully mediated,
and if the independent variables are still significant but smaller than the effect before
the addition of the mediation variable, then the mediation variable is partially mediated.
Later, some scholars further suggest other views. Some scholars point out that the indirect
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effect should be verified directly instead of using the weakened direct effect as evidence.
Therefore, this gives birth to the Sobel test, Aroian test, and Goodman test.

This study first explores if the concept of Baron and Kenny [79] is consistent with the
situation concerning “the weakened effect of CSR on financial performance after the medi-
ation variable of employee turnover is added.” According to the results in Table 5, whether
ROA or ROE is used as the financial performance variable, the regression coefficient and
p-value of CSR tend to weaken after employee turnover is added, which is consistent with
the statement of Baron and Kenny [79] that employee turnover has a partial mediation
effect. Similarly, this study also tests the standard deviation of employee turnover, and
after the standard deviation of employee turnover is added, the impact of CSR on financial
performance is also weakened. Therefore, this shows that there is a partial mediation effect
of both employee turnover and the standard deviation of employee turnover.

Table 5. Results for testing the relation between CSR and financial performance. This table presents
the results for testing the relation between CSR and financial performance, i.e., to examine the
third hypothesis. The regression models are: Fini, t = α0 + α1CSRi, t−1 + α2Fini, t−1 + α3Agei, t +

α4Sizei, t + α5IndusDumi, t + α6YearDumi, t + εi, t, (5) Fini, t = α0 + α1Turnoveri, t + α2CSRi, t−1 +

α3Fini, t−1 + α4Agei, t + α5Sizei, t + α6IndusDumi, t + α7YearDumi, t + εi, t, (6) and Fini, t =

α0 + α1StdTurnoveri, t + α2CSRi, t−1 + α3Fini, t−1 + α4Agei, t + α5Sizei, t + α6IndusDumi, t +

α7YearDumi, t + εi, t, (7) where Fini,t includes return on assets (ROAi,t) and return on equity (ROEi,t)
of the company i in the current period; CSRi,t-1 is the dummy variable and equals one if the company
is a CSR company in the previous period and zero otherwise. As for the control variables, Fini,t-1

is corresponding financial performance of company i in the previous period, i.e., either ROAi,t-1 or
ROEi,t-1; Agei,t is the number of years from the establishment of company i to the current period;
Sizei,t is the size of company i in the current period, measured by the logarithm of assets; IndusDum
is the industry dummy variable; YearDum is the year dummy variable and εi,t is the residual term.

Model
Variable

(5) (6) (7)

ROAt ROEt ROAt ROEt ROAt ROEt

Intercept 1.4015
(1.48)

−1.4524
(−0.63)

2.0398
(2.12) *

0.4230
(0.18)

1.7084
(1.78) *

−1.1219
(−0.49)

CSRt-1
0.8704

(3.94) ***
2.0204

(3.74) **
0.8443

(3.83) ***
1.9429

(3.60) **
0.8646

(3.92) ***
2.0052

(3.71) **

Turnover -
-

-
-

−2.1152
(−3.86) ***

−6.3606
(−4.70) ***

-
-

-
-

StdTurnover -
-

-
-

-
-

-
-

−2.3937
(−2.34) *

−3.0756
(−1.22)

Fint-1
0.7508

(83.25) ***
0.5341

(45.91) ***
0.7496

(83.18) ***
0.5310

(45.66) ***
0.7482

(82.37) ***
0.5329

(45.65) ***

Age −0.0065
(−1.60)

0.0095
(0.97)

0.0085
(−2.07) *

0.0037
(0.37)

−0.0073
(−1.80) *

0.0087
(0.88)

Size −0.0490
(−0.88)

−0.0271
(−0.20)

−0.0630
(−1.13) **

−0.0681
(−0.50)

−0.0547
(−0.98)

−0.0331
(−0.24) ***

F-stat 1209.24 *** 328.91 *** 1062.78 *** 291.72 *** 1059.68 *** 288.01 ***
Adj-R2 0.6195 0.3064 0.6205 0.3092 0.6198 0.3525

N 5196 5196 5196 5196 5196 5196
*, **, and *** denote the one-tailed significance levels of 5%, 1%, and 0.1%, respectively. The t-statistics are in the
parentheses.

In this study, the Sobel test, Aroian test, and Goodman test are also used to examine the
mediation effects, with the results shown in Table 6. Panel A shows that both ROA and ROE
in the Sobel test, Aroian test, and Goodman test are significant. Therefore, CSR has an im-
pact on financial performance through the mediation of employee turnover, and employee
turnover has a mediation effect indeed. Panel B uses the standard deviation of employee
turnover as the mediation variable for testing, and the results show that ROA used as
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an indicator of financial performance is also significant. Thus, the employee turnover
variability also has a mediation effect on the impact of CSR on financial performance.

Table 6. Sobel test results.

Panel A Dependent Variable (Mediator: Turnover)

t-Statistic p-Value

ROA
Sobel test

Aroian test
Goodman test

2.2115 * 0.0135
2.1647 * 0.0152
2.2615 * 0.0119

ROE Sobel testAroian
testGoodman test

2.3286 ** 0.0099
2.2910 * 0.0110
2.3682 ** 0.0090

Panel B Dependent Variable (Mediator:StdTurnover)

t-Statistic p-Value

ROA
Sobel test 1.6651 * 0.0480

Aroian test 1.5947 0.0554
Goodman test 1.7456 * 0.0404

ROE
Sobel test 1.1392 0.1273

Aroian test 1.0669 0.1430
Goodman test 1.2285 0.1096

*, **, and *** denote the one-tailed significance levels of 5%, 1%, and 0.1%, respectively.

6. Discussion

Extant literature focuses on the relationship between two variables, CSR achievement
and financial measure. Intuitively, corporate expenditures on CSR would help increase the
firm value. There may be two reasons that sound CSR performance may result in better
financial performance. First, CSR performance may induce higher stock prices as a result
of the enhanced market perceptions regarding the firm. Second, based on the stakeholder
theory, CSR achievements add to the firm value of corporate stakeholders as reflected in
earnings achieved either through increased revenues, greater customer satisfaction, reduced
production costs, higher supplier/employee satisfaction, lower capital costs resulted from
optimistic banks or investor attitudes, or in combination. However, the prior literature
does not clarify whether and the extent to which certain mediation channels may affect the
significance of the impact of CSR on the stakeholders on corporate financial performance.
This study, in contrast, focuses on how and through which avenue CSR conducts would
result in sound financial outcomes.

The findings suggest that employee turnover has a mediation effect on the relationship
between CSR and financial performance and that CSR affects the financial performance of
a company through the resulted change in employee satisfaction, which is measured by
employee turnover in this study. The stakeholder theory has a far-reaching influence in
the field of CSR research [6], and Lin et al. [16] documented that stakeholder requirements
in environmentally sensitive industries are more stringent and intense than those in envi-
ronmentally insensitive industries. The companies in environmentally sensitive industries
that engage in CSR activities that meet stakeholder requirements may gain reputation,
recognition, and resources controlled by these stakeholders, and therefore, the company
will gain an advantage and improve its financial performance.

7. Conclusions, Implications, Limitations and Recommendations

Based on the stakeholder theory, this paper focuses on employee satisfaction, and
extensively explores the relationships among CSR achievements, employee turnover, and
corporate financial performance. Although previous studies have suggested that CSR
positively impacts labor relations, there is no empirical study that verifies the relationship
between the two variables. Specifically, we compared the socially responsible companies
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with the control group ones and adopted employee turnover and the standard deviation of
employee turnover as indicators of employee satisfaction to examine the mediation effect
of CSR on financial performance. The results show that both return on assets and return on
equity of socially responsible firms are significantly greater than those of the companies
in the control group. Furthermore, the employee turnover is significantly lower for the
former firms than that of the control observations. The results support the notion that the
employee satisfaction serves as a mediation factor of the impact of CSR accomplishments
on financial soundness.

Our findings provide the references as follows: (1) for the company’s management
team, its engaging in social responsibility activities helps reduce both employee turnover
rate and employee turnover variability. A lower employee turnover and employee turnover
variability in turn will reduce inefficiency and ineffectiveness during the production pro-
cess. Specifically, the departures of potentially productive workers cause a loss because the
decrease in product value that could have been added by the departing employees would
exceed the decrease in wage and salary expenses. Furthermore, there may be significant
costs associated with the recruitment, training, and acclimatization of new employees. In a
bust, although the policy of salary reduction and unpaid leave is an expedient way to cope
with the short-term deterioration of the economy, compared with the negative impact of
layoffs on society, the social planners should still prudently take into account the roles that
may be played by the potential related requirements, (2) for general investors or institu-
tional investors that intend to engage in socially responsible investment, understanding the
difference in the nature of employee turnover and financial performance between socially
responsible companies and control group observations also help long-term investors create
or capture more excess returns.

Future studies in the related area may aim at a broader investigation of (1) the roles
the (other) potential mediators play in the effectiveness of CSR efforts on enhancing
the shareholders’ value, and (2) the extent to which the best practice of CSR conduct
may be firm-specific. Finally, one non-trivial limitation of this study is the unavailability
of detailed data and information regarding the historical CSR accomplishments of the
firms for Taiwanese companies. The only source that provides such measurements is the
CommonWealth Magazine, from which we retrieved the list of firms that received CSR
awards. The magazine derives the award-winning list by a multidimensional weighted
scoring measurement based upon the ratings by its committees of invited experts, the
magazine insists on not providing any detailed evaluation results. Falling short in obtaining
the continuous CSR measures, we categorized the sample into two groups, the companies
that received the CSR awards and the ones that failed to receive such awards, adopting
a binary instead of a continuous variable to characterize the CSR achievements. Future
work in this area may entail extensions with more comprehensive data pertaining to
CSR achievements.

8. Note Materials

1. In the last three years, the Ministry of Corporate Affairs in India implemented the
Companies Act, 2013, which requires organizations to spend 2% of their average net
profit on CSR activities.

2. The macroscopic infers that “good employee reactions” will bring better “overall per-
formance” of the company after a company improves its relations with its employees.

3. Other scholars use the corporate citizenship indicators in the benchmark corporate
reputation survey published by the CommonWealth Magazine as the basis for CSR
measurement.

4. Take the 2010 CommonWealth Corporate Citizenship Awards as an example: The 2010
Corporate Citizenship Survey is conducted by CommonWealth Magazine in reference
to the United Nations’ guidelines, the OECD, and the Dow Jones Sustainability Index.
The survey is divided into three stages. The first stage is the preliminary selection
of companies that have generated profits for three consecutive years from the public
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companies (including listed, over-the-counter, and emerging companies) supervised
by the Financial Supervisory Commission as well as foreign companies in Taiwan
selected from the CommonWealth Top 1000 Survey and recommended by scholars
and experts. In 2010, there were a total of 2072 publicly listed companies and 151
foreign companies. During the second-stage selection, the editorial department of
CommonWealth Magazine rates the responses from the companies. Finally, a 12-
member panel of judges conducts the third stage of final selection with credibility
and social prestige to select the CommonWealth Top 50 Corporate Citizens out of
118 companies (including 54 large companies, 27 medium-sized companies, and 36
foreign companies, with a capital size of TWD 10 billion as the classified threshold of
Taiwanese companies.

5. This also explains why the Taiwan Employment 99 Index of the Taiwan Stock Ex-
change can define whether a company is fulfilling its social responsibility based solely
on the number of employees it employs, because unemployment in a full employment
environment has a comprehensive impact on society. Therefore, the companies that
hire a large number of employees contribute to a certain extent to social stability.

6. Take the Fubon Taiwan CSR Fund for example. This type of fund requires a certain
percentage of shareholding in socially responsible enterprises. For example, such a
fund requires that the weighting on its investment in “socially responsible stocks”
should not be lower than 60% of the fund’s net asset value.

7. We thank the anonymous academic editor for his suggestion to add a table that
summarizes the main literature contribution.

Reference Related Fields Main Findings and Implications

Wood and
Jones [10]

Stakeholder Theory

Stakeholder theory is the key to understanding
the structure and aspects of the relationship

between businesses and society because it helps
explain the relationship among various business
performance indicators. The stakeholder theory

recognizes that stakeholders, namely,
shareholders, employees, customers,

competitors, communities, upstream and
downstream suppliers, and governments, are the
recipients of a company’s actions and outcomes
and the source of judgments regarding how well

the company is meeting expectations.

McWilliams and
Siegel [11]

CSR Definitions

McWilliams and Siegel [11] defined CSR as
actions that appear to further some social good

beyond the firm’s interests and that which is
required by law.

Carrol [12] CSR Definitions

Carrol [12] described corporate social
performance as the three-dimensional

integration of CSR, corporate social
responsiveness, and social issues.

Matten and
Moon [13]

CSR Definitions

Matten and Moon [13] defined corporate social
performance a synonym of CSR, corporate social
responsiveness, or any other interaction between

business and social environment.

Frederick [14] CSR Definitions
Frederick [14] explored CSR as a requirement for

businesses to monitor the operation of an
economic system to meet public expectations.
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Kim et al. [1]
CSR and Financial

Performance

Kim et al. [1] showed that the assurance of CSR
reports will reduce firms’ financial costs by

lowering the discount rate for investors, which
will in turn improve the financial outcomes of

the firms.

Griffin and
Mahon [3]

CSR and Financial
Performance

Griffin and Mahon [3] summarized 51 previous
studies and conclude that the five most

commonly measured variables in past studies
are: size, return on assets, return on equity, asset

age (fixed net assets/gross fixed assets), and
five-year return on sales.

McWilliams and
Siegel [11]

CSR and Financial
Performance

McWilliams and Siegel [11] assumed that there
are two firms that produce identical goods,

except one company adds a social characteristic
to its product. They show that, in equilibrium,

both will be equally profitable.

Cho et al. [21]
CSR and Financial

Performance

Cho et al. [21] collected 191 sample firms listed
on the Korea Exchange (KEJI) and found that
CSR has a partial positive correlation with a

firm’s financial performance proxied by return
on assets and its firm value measured using

Tobin’s Q.

Uadiale and
Fagbemi [22]

CSR and Financial
Performance

Uadiale and Fagbemi [22] formed a sample of 40
audited financial statements of listed companies
in Nigeria and found that CSR has a positive and

significant influence on ROE and ROA.

Margolis and
Walsh [24]

CSR and Financial
Performance

Margolis and Walsh [24] reviewed 18 papers in
the previous CSR literature and showed that

only 53% of these papers document a positive
correlation between CSR and financial

performance.

Cherian et al. [25]
CSR and Financial

Performance

Cherian et al. [25] used secondary data from 50
Indian manufacturing firms from 2011 to 2017

and found a negative impact on companies from
the disclosure requirement to comply with laws

and regulations.

Lin et al. [16]
CSR, Financial

Performance, and
Mediation Effects

Lin et al. [16] showed that intellectual capital has
a mediation effect on the relationship between

CSR and financial performance, while the
industry category moderates the direct impact of

CSR on financial performance.

Carmeli, Gilat, and
Waldman [46]

CSR, Employees and
Organization

Carmeli, Gilat, and Waldman [46] surveyed
employees and supervisors at four electronics

and media industry companies and showed that
CSR leads to organizational recognition.

Jones [41]
CSR, Employees and

Organization

Jones [41] found that employees’ attitudes
regarding a volunteerism program are positively

correlated with organizational pride and
identification.

Koys [48]
Employees and

Financial Performance

Koys [48] showed that employee satisfaction,
organizational citizenship behavior, and

employee turnover in the previous period
correlate to the corporate profitability in the next

period.
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Edmans [51]
Employees and

Financial Performance

Edmans [51] adopted the annual survey data of
the “100 Best Companies to Work For in
America” as an indicator of employee

satisfaction, and showed that these “Best
Companies” have annual stock price returns that

beat the market by two to three percent from
1984 to 2009.

Ton and
Huckman [56]

Employees and
Financial Performance

Ton and Huckman [56] analyzed employee
turnover of major retail chains in the U.S. and

found that for this industry employee turnover
is linked to the decline of corporate performance.

Grennan [57]
Employees and

Financial Performance

Grennan [57] found that corporate culture,
constructed by the employee reviews of the firm,

is positively correlated with long-term firm
value.

Huang et al. [60]
Employees and

Financial Performance

Huang et al. [60] explored the impact of
employee satisfaction on firm value and found

that the organizational form affects the
employees’ perceptions of the company and
leadership and then further affects corporate

performance.

Yoo, Choi, and
Chon [62]

Employees and
Financial Performance

Yoo, Choi, and Chon [62] suggested that CSR
affects accounting profitability by enhancing

employee commitment.

8. We thank the anonymous academic editor for his suggestion to add a table to show
the hypotheses that are confirmed.

Hypotheses Predictions Test Results

H1a
The firms that focus more on CSR have

significantly lower employee turnovers than the
control firms in the same industry.

Supported
(Table 3)

H1b
The firms that focus more on CSR have

significantly more stable employee turnovers
than the control firms in the same industry.

Supported
(Table 3)

H2a
The firms with lower employee turnovers

financially outperform the control firms in the
same industry.

Supported
(Table 4)

H2b
The firms with stable employee turnovers in the

previous period financially outperform the
control firms in the same industry.

Supported
(Table 4)

H3

When employee turnover serves as the
mediation variable, with a control of industry
characteristics, the impact of CSR on financial

performance becomes significant.

Supported
(Tables 5 and 6)
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