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The performance implication of corporate social responsibility in matched Chinese small and
medium-sized buyers and suppliers
Abstract:

Corporate social responsibility (CSR) is a popular and important strategy for businesses
to improve ethical behaviours in order to achieve economic sustainable development. Indeed,
many social or environmental incidents that occur in one supply chain member could bring
huge risks or disruptions for the entire supply chain. Yet the existent CSR studies rarely take
buyers and suppliers into consideration in the examination. On the other hand, the existent
literature of CSR is primarily concerned with larger organizations and pays very limited
attention to small and medium-sized enterprises (SMEs). Thus, this study, viewed from
transaction cost economics theory (TCE) and stakeholder theory, examines how buyers’ CSR
adoption influences suppliers’ CSR adoption (i.e. with or without buyers’ proactive efforts)
and whether CSR adoption in matched buyers and suppliers can achieve a win-win outcome
for both firms in terms of enhancement in financial performance. The posited hypotheses are
tested by 154 matched small and medium-sized buyers and suppliers from the Chinese
manufacturing sectors. The majority of the hypotheses are supported by our analysis results.
This study fills the gap that there is a lack of exploration in the actual value of CSR for firms
in a buyer-supplier relationship. Our findings enrich the literature of CSR and operations
management by offering empirical insights from a buyer-supplier and SME perspective, and
provide managerial guidelines for enterprises, governments and NGOs to promote CSR or
related practices to buyers and suppliers in supply chains.

Key words: Corporate social responsibility (CSR), Sustainable development, Small and
medium-sized enterprises (SMEs), Buyer-supplier relationships, Firm performance, Chinese
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1 Introduction

Sustainable development has long been an important national strategy for many
countries to achieve coordinated efforts and balanced results in economic, social and
environmental performance (Volkery, 2006). Corporate social responsibility (CSR), as a
managerial approach that integrates environmental and social practices in businesses, is
widely considered highly relevant and effective for businesses to contribute to sustainable
development (Williamson et al., 2006). Some authors have asserted that studies on the
management of CSR should pay attention to large and influential firms, as they should have
more significant impact on environmental issues and should implement more CSR related
behaviors than small and medium-sized enterprises (SMEs) (Lynch-Wood and Williamson,
2007). However, SMEs often account for a large percentage of enterprises in different
economies and are the largest employers all around the world. For example, in developed
economies such as EU, 98% of the enterprises are SMEs and 67% of its employees are
employed in SMEs (Graafland, 2017); and around 90% of US businesses are small and
medium-sized family businesses (Panjwani et al., 2008). Similarly, in developing economies,
the SMEs of India account for a majority portion of the national output and value creation. In
China, the contribution of SMEs for GDP and for employment is over 60% and 80%,
respectively (The State Council of China, 2018). Such a large number of SMEs may be
collectively influential for many social and environmental issues, though their CSR
implementation often receives little attention from researchers and government policy makers.
Indeed, some studies estimate that some 70% of industrial pollution is caused by SMEs (e.g.
Hillary, 2000). Thus, a study of CSR implementation in SMEs is very important in order to
offer insights to practitioners, researchers, and policy makers to enhance sustainable

development in the worldwide environment.



The literature on CSR is mainly concerned with its driving forces (e.g. cultures,
leadership), outcomes (e.g. various forms of organizational performance) and its deployments
(e.g. adoption through relevant certification systems), and such relevant studies are primarily
examined from a firm-level perspective (Zhu and Zhang, 2015; Martinez-Conesa et al., 2017;
Russo-Spena et al., 2018). In regards to small and medium-sized enterprises, the relevant
studies indicate that CSR generally has a strong relationship with stakeholders such as
suppliers, buyers and customers, and that such stakeholder relationships are used to cope with
market uncertainty (Vitell et al., 2000; Lahdesmaki, 2005). Further, more and more social and
environmental issues (e.g. child labor, pollution) that occur in one individual supply chain
partner could bring huge and disruptive risks to the whole supply chain (Thun et al., 2011).
Indeed, the studies on CSR in the supply chain management context often appeal more
research to quantitatively and empirically examine the real value of CSR practices in the
supply chain and to offer insights on the integration CSR into supply chains by helping
buyers and suppliers collaboratively implement CSR practices (Welford and Frost, 2006;
Carbone et al, 2012; Lee et al., 2017). Thus, in additional to focusing on SMEs, this study
takes a supply chain perspective to investigate CSR implementation in matched buyers and
suppliers.

The literature of supply chain management indicates that buyers’ strategic actions
influence the practices of suppliers naturally through their daily communication and
interaction (Krause et al., 2007). Also, many buyers offer training and/or development effort
to improve suppliers’ competence in practices such as quality management and ERP system
implementation (Doorey, 2011; Carter and Easton, 2011). However, such knowledge is
mainly concerned with operations management practices (e.g., quality practices, 1SO 9000,
etc.), which are primarily concerned with operational effectiveness or buyer-supplier
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focuses on insights to aid buyer-supplier collaboration. Viewed from the transaction cost
economics theory (Williamson, 1996, 2008), in supply chain cooperation process, suppliers’
willingness for meeting the buyers’ requirements or following their behaviors depends on
their cost and benefits from such business transaction activities. Thus, whether buyers’ CSR
adoption behavior influences the buyers’ CSR adoption as well and whether such influence is
natural or proactive are lack of obviously assertion. Also, considering the implementation
CSR in supply chain, it is useful to understand whether buyers can become influential
partners to influence their suppliers’ behavior, thereby spreading CSR implementation to the
entire supply chain, especially in SMEs with close interdependent supply chain relationship,
which is consistent with the literature on CSR adoption that the large driving force of CSR is
herding behavior from market followers imitating market leader (Cordeiro and Tewari, 2015).

In addition, performance implications have become a key consideration in CSR
implementation in supply chains, because many organizations recognize the value creation of
the relevant practices (Beverland, 2012). Thus, this study intends to explore the performance
implications of CSR implementation in the supply chains of SMEs. Much literature indicates
that CSR adoption in general is effective in helping firms to improve their “internal”
performance by enhancing their brand reputation (Tang et al., 2012), but very limited
literature has attempted to explore “external" performance dimensions such as the
performance of their partnering supply chain members. The literature of supply chain
management widely suggests that buyers and suppliers are highly dependent on each other
(Lahdesmaki, 2005), therefore, we infer that the performance implication of a firm’s CSR is
not only internal but also externally-relating to a firm’s buyers or suppliers. If so, considering
the competition today is among supply chains, the importance of CSR is likely higher than
our existing understanding because it can help enhance the performance an entire supply
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suppliers and whether suppliers’ CSR adoption can improve the performance of its buyers are
crucial issues which warrants an investigation for both the literature and practitioners of
supply chain management.

This research mainly focuses on two problems: 1) within the context of supply
chains of SEMs, is the influence of buyers’ CSR adoption on suppliers’ CSR adoption natural
(i.e. no buyers’ related socially responsible supplier development efforts) or proactive (i.e. the
presence of such efforts), or both? 2) Does CSR adoption in a buyer and in a supplier impacts
the performance of each other, leading to win-win outcomes for both of them? Based on the
data from 154 paired dyads of buyers and suppliers (both are Chinese small and medium-
sized manufacturers), we tested the posited hypotheses. Our findings indicate that the impact
of buyers’ CSR adoption on the supplier CSR adoption is natural. Even if some buyers have
CSR-related supplier development activities in place, such activities seem to have limited
role in suppliers’ CSR adoption. In addition, the findings regarding the win-win propositions
are positive in that we find a buyer’s (a supplier’s) CSR adoption impacts not only its own
performance but also the performance of its supplier (buyer). These findings enrich the
literature on CSR in supply chains composed of SMEs, and offer managerial guidelines for
CSR management in such a context.

2. Literature review
2.1 Stakeholder theory and CSR dimensions

Stakeholder theory, which is widely used to examine CSR, refers to the relationship
between corporations and their stakeholders (Fernando and Lawrence, 2014). The
achievement of firm’s goals influences or is influenced by stakeholders in groups or of
individuals (Freeman, 1984), including the shareholders, employees, and customers (Preston
and Sapienza, 1990). Stakeholder theory asserts that firms are obliged to perform their
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discipline, society and the environment (Smith, 2008). Also, more and more literature
propose that stakeholder network take collective role in business operations and value
creation (Haslam et al., 2015; Freudenreich et al., 2019). Expanded by stakeholder theory,
CSR can be understood as the responsibilities to various stakeholders that influence or are
influenced by corporates’ activities ( European Commission, 2011; Lu et al., 2012;
Theodoulidis et al., 2017). The studies on CSR have demonstrated that the concepts of CSR
should be multi-dimensional concerning multiple stakeholders and they offer insights relating
to various stakeholders, including investor relationships, employee rights, consumer rights,
supplier management, community management and the environmental management
(Lindgreen et al., 2009; Xu and Yang, 2010; Upward and Jones, 2016; Theodoulidis et al.,
2017; Kim et al., 2017; Freudenreich et al., 2019). Specifically, investor relationships refers
the extent to which companies provide the information financial stakes and interests to
shareholders. Employee rights involve the specific rights owned in workplace, e.g. employee
salaries, training opportunities, social benefits and holiday. Consumer rights refers to provide
the products and service to meet consumers’ requirements and develop some novel services
and products. Supplier management involve that organizations offer some assistance and
opportunities to facilitate their suppliers to create more business value. Community
management involve participating the charitable activities and providing assistance for the
community’s life. Environmental management refers that companies adopt a series of green
practices to reduce the resource waste and pollution emission. Thus, in this study, we use
responsible practices to six stakeholders, namely, investors, employees, suppliers, customers,
community and environment, to comprehensively measure the extent of CSR adoption in our
sample firms (i.e. matched buyers and suppliers).

2.2 CSR in supply chain of SMEs



The existent studies on CSR primarily consider CSR as a firm-level managerial
approach, which can influence corporations’ reputation, ethical behavior, employee
commitment, customer satisfaction (e.g. Maignan and Ferrell, 2004; Lu et al., 2012; Crifo et
al., 2016; Zhu et al., 2016). Yet some studies suggest that the notion of CSR should extend to
the entire supply chain, because it offers ways for coping with risks (e.g. opportunism
behavior of supply chain partners) through the implementation of CSR initiatives along the
supply chain (Lim and Philips, 2008; Hsueh, 2014; Raza, 2018). However, very scant studies
have examined the real value of implementing CSR in a supply chain in terms of profit or
performance. Also, independent SMEs generally are in a weak position to lead other supply
chain members to implement CSR practices, due to limited resources and influential power
(e.g. reputation) (Park and Ghauri, 2015). Indeed, Baumann-Pauly et al. (2013) and Reyes-
Rodriguez et al. (2016) indicate that studies involving active participation by SMEs is an
effective way to promote CSR practices in SMEs. Thus, this study examines the actual value
of CSR adoption in the context of supply chains by empirically examining how a buyer
influences (i.e. naturally, proactively, or both) its supplier to implement CSR and whether or
not CSR adoption in buyers and suppliers can lead to a win-win outcome for both firms.

2.2 Transaction cost economics theory

Transaction cost economics theory maintains that any economic activities can generate
transaction costs and cooperation problems between business groups, due to uncertainty and
opportunistic behaviors of business partners (Williamson, 1991, 1996). Its central idea is the
trade-off between market cost and coordination types of business group (Williamson, 1996;
Valentinov, 2013). The theory proposes that transaction costs generally comprise three
categories of costs, i.e. the cost of searching the cooperators, the cost of negotiating contracts,
the cost of monitoring and enforcing compliance with contracts (Tate et al., 2011). The
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technology outsourcing, supplier governance and supply chain cooperation (e.g. Williamson,
2008; Han, 2014; Schermann et al., 2016). Also, some literature began to use it examine
green/sustainable and CSR practices in supply chain and suggests that suppliers’ willingness
to meeting buyers’ requirements and maintaining steady relationships with buyers depends on
their profitability of the business transaction (Williamson, 2008; Schermann et al., 2016;
Acquier et al., 2017). The literature of this theory also demonstrates that CSR turns out to be
a functionally vertical integration of business operations and the willingness of suppliers’
CSR adoption is affected by whether buyers support them to engage in related practices
because the support from buyers helps reduce the related investments and resources (Lee and
Klassen, 2008; Valentinov, 2013). Thus, this study adopts transaction cost economics theory
to analyze how suppliers’ CSR adoption is affected by buyers’ CSR adoption behaviors by
considering costs resulted from the transaction process between buyers and suppliers.
3. Hypotheses development
3.1 The influence of buyers’ CSR adoption on suppliers’ CSR adoption

When a buyer begins to implement CSR practices in a buyer-supplier context, it should
have more knowledge on such practices than its supplier, causing a circumstance with
information asymmetry between the buyer and supplier (Lee and Klassen, 2008). Such a
circumstance increases the level of transaction uncertainty. Viewed from transaction cost
economics theory, the increased uncertainty of transaction causes the supplier to bear
increased costs in the transaction process, including searching information cost, bargaining
cost with contract and monitoring cost (Dyer, 1997). Specifically, first, extra searching
information cost is induced because the supplier needs to seek information on the supplier
evaluation requirements which are related to CSR practices. Second, the supplier needs to
invest more time and effort in negotiating and developing the contract with the buyer because

of the lack of information on CSR-terms in contracts, thereby increasing bargaining cost.



Third, the supplier needs to establish its own CSR-performance evaluation systems in order
to make sure it performs up to the buyer’ expectations regarding their CSR or related
performance (e.g., environmental performance), thereby increasing the monitoring cost. Thus,
considering the increases of the transaction cost after the buyer begins to implement CSR, the
supplier has a very high likelihood to follow suit. On other hand, for supply chains composed
of SMEs, the partners have a close interdependent and credible relationship (Lahdesmaki,
2005), therefore, supplier have a large likelihood of receiving some practices beneficial to
buyers to maintain ongoing buyer-supplier relationship that overcomes market uncertainty
and brings future business opportunities (Tate et al., 2011). As a result, considering the
increases in the various forms of transaction cost and the needs to maintain ongoing
cooperative relationships, when buyers implement CSR, their suppliers are more likely to
implement CSR without direct pressure from buyers. Consequently, we propose:

H1: Buyers’ CSR adoption influences the suppliers’ CSR adoption naturally.

Prior literature on CSR indicates that small and medium-sized suppliers need to get
support from buyers to implement their environmental or CSR related practices (Lee and
Klassen, 2008; Zhu and Lai, 2019). Viewed from TCE theory, in a circumstance with
increasing uncertainty, buyers are more likely to conduct more-consuming bargaining and
rebargaining (Knez and Simester, 2000) process with suppliers for achieving agreements and
develop various monitoring systems and performance measures to assure suppliers’
performance. When buyers implement CSR, the information asymmetry of CSR could
increase buyers’ costs associated with bargaining for cooperation agreement with suppliers
and monitoring suppliers’ performance. Thus, buyers are more likely to provide support for
helping their suppliers” CSR development. Based on the relevant literature (e.g. Lu et al.,
2012), such buyers’ implementation of practices to proactively enhance suppliers’ capabilities

and commitment to CSR adoptions is conceptualized as socially responsible supplier
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development (SRSD), which includes three dimensions, i.e. socially responsible information
sharing, socially responsible supplier evaluation, socially responsible supplier development
activities. Lu et al. (2012) indicate that suppliers can learn more CSR knowledge and skills
by buyers’ information sharing activities and get the feedback and reward from buyers’ CSR-
related evaluation, which can effectively facilitate suppliers to implement CSR. Regarding
the third dimension of SRSD, namely, supplier development, they refers to buyers’ direct
participation to help suppliers identify problems of CSR implementation and make efforts to
rectify the problems (Lu et al., 2012). Thus, SRSD can enhance the likelihood of suppliers’
CSR implementation. Consequently, we propose:

H2: Buyers’ CSR adoption influences the suppliers’ CSR adoption through socially
responsible supplier development (SRSD).
3.2 The influence of buyers’ CSR on the both performance of buyers and suppliers

While most CSR studies indicate that there should be a positive relation between

CSR adoption and firms’ performance, such findings are often considered inconclusive by
many scholars (e.g. Margolis and Walsh, 2003; Mishra and Suar, 2010). Actually, viewed
from stakeholder theory (e.g. Fernando and Lawrence, 2014), whether CSR practices can
create value depends on the importance of the strengthened stakeholder relationships.
Compared with large companies, SEMs tend to have more linkages with local community in
order to acquire recourse and business opportunities, and to have greater difficulty to transfer
their operational activities to other geographical locations (Jenkins, 2009; Doshi et al., 2013).
If buyers implement CSR practices concerning community relationship development and
environmental management, it helps develop a responsible image for acquiring resources (e.g.
new labor) and business opportunities (e.g. new customers) more effectively. The resultant
expanded business operations generally need the joint efforts from buyers and suppliers of the
supply chain, which promotes the business development of the whole supply chain, thereby

enhancing the performance for all members of supply chain. Also, buyers’ CSR practices on
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developing a good relationship with employees and customers can encourage such important
stakeholders to actively participate in the buyers’ innovation and problems-solving activities
(Mishra and Suar, 2010), which can help improve buyers’ cost performance and prompt
suppliers to innovate their own operations and products. Buyers’ CSR adoption related investor
practices require buyers to maximize their market value and shareholder interest by identifying
market preference and modifying the production lines of products (Mackey et al., 2007), which
provides important market information and opportunities for suppliers’ development. In addition,
buyers’ CSR related supplier management not only help them assure the quality and reasonable
price of raw materials and products, but also improve suppliers’ operational process by buyers’
various development activities. Thus, buyers’ CSR adoption can achieve win-win performance
outcomes for both buyers and suppliers. Consequently, we propose:

H3-H4: Buyers’ CSR adoption positively influences both buyers’ performance and
suppliers’ performance.
3.3 The influence of suppliers’ CSR on the both performance of buyers and suppliers

There has been evidence indicating that the knowledge of suppliers has significant
influence on the innovation and operational processes of buyers. For example, Ettlie and
Rubenstein (1981) find the positive linkage between suppliers’ innovation in raw materials
and buyers’ innovation in finished product. Geffen and Rothenberg (2000) demonstrate that
many automotive firms integrate their suppliers’ innovation knowledge into their own
operations. Cousins et al. (2011) indicate that activities in supplier knowledge exchange
impact on buyers’ product development and help buyers enhance their financial performance.
Luo and Bhattacharya (2009) suggest that a supplier’s adoption of CSR can generate more
moral capital for stakeholders including buyers to strengthen their trustworthiness to the
supplier, which facilitates the communication and knowledge exchanging behaviors between
the supplier and the related firms. Hoppner and Griffith (2011) and Liu et al. (2012) suggest
that suppliers with CSR in place are motivated to conduct more proactive behaviors (e.g.
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considering stakeholders’ interests in their decision), which is beneficial for conflict reduction
and trust development for both buyers and suppliers. Therefore, the above literature suggest
that suppliers’ adoption of CSR helps achieve better communication, knowledge sharing,
problem-solving behaviors with their buyers, thereby achieving closer relationships with
reciprocal benefits for buyers and suppliers in dyadic relationships. Thus, we propose:

H5-H6: Suppliers” CSR adoption positively influences both buyers’ performance and
suppliers’ performance.

4. Research methodology
4.1 Sample and data collection

Our sample was collected from manufacturing industries of China. China is one of
major global outsourcing sites with over 50% of its total output value exported to the global
market (Zhao et al., 2007; Liu et al., 2009). There are more than 93 million small and
medium-sized enterprises (SMEs) in China, and their contribution to GDP and to
employment is over 60% and 80%, respectively (The State Council of China, 2018). China
has undertaken many environmental control and protection policies or regulations to achieve
sustainable development since 1980 (Zhang and Wen, 2008). Thus, Chinese SMEs are a
suitable context for this research.

Four major manufacturing industries of China, namely, food and beverage,
pharmaceutical, automotive and electronic, and textile industries, were selected as the target
sample pool. These four industries of China are so large that their total gross outputs were
around 52,167.5 billion yuan in 2015 (China Statistical Year Book, 2018). According to the
latest China statistical year book (2018), small and medium-sized manufacturing enterprises
(SMMESs) are defined as the manufacturers which the employee number is below 1,000 and
the operating income is below 400 million yuan. With these SMME requirements, we

developed a database of manufacturers of our four target industries by combining information
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from several authorized sources (Zhao, 2007) including State Administration for Industry and
Commerce of the People’s Republic of China (SAIC), State Food and Drug Administration
(SFDA), China National Food Industry Association (CFIN) and China Association of
Automobile Manufacturers (CAAM). Finally, we randomly selected 1,000 SMMEs from this
database to form the sampling frame of this research, and these potential sample firms are the
buyers in our data-set.

To improve the response rate of the survey, we adopted Dillman’s Total Design
Method (Dillman, 2007). Before the distribution of the survey questionnaire, we contacted
the potential respondents by phone or face-to-face meetings to explain the background of our
study and the importance of their participation. At this stage, the potential respondents were
asked their experience concerning CSR activities and supply chain management in order to
assure their suitability to participate in this research. We also emphasized that the data would
kept strictly confidential for academic use and the participation in our survey was voluntary.
The respondents were entitled to obtain an executive summary report of this study and a gift.
Finally, upon obtaining the consent from the potential respondents, we mailed the buyer
surveys to them. When filling in the surveys, these respondents were asked to offer
information on one of their most important suppliers. With the supplier information provided
by the buyer respondents, we conducted the supplier survey by using the same data collection
approach as the buyer survey and by paying extra attention to make sure every supplier
responded to one survey only.

To reduce the potential impact of social desirability bias in our data, we first gave
clear instructions in both the buyer and supplier surveys to indicate that the respondents
should focus on rating the actual CSR activities in their firms rather than their personal
behaviours or beliefs. Second, we inserted a clear note in the supplier surveys to emphasize

that the suppliers’ responses would be kept strictly confidential and not be disclosed to their
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buyers. At the end of the buyer survey, 312 completed surveys were returned with a response
rate of 31.2% (312/1000). Among these 312 buyers, 280 provided valid supplier information.
Based on such supplier information, we conducted the supplier survey with 200
questionnaires received, resulting in a response rate of 71.4% (200/280). Finally, we
examined the completeness of the data in the responses and whether the suppliers met the
requirements of SMME. After removing the surveys with incomplete data and those from
suppliers which were not SMMEs, we developed the data-set of this research, which
comprises 154 paired buyers and suppliers from four major industries of China. Table 1
shows the profiles of our sample firms.
Table 1 Demographic characteristics of the sample firms

4.1.1 Key informant

Our data indicate that the main respondents consisted of senior managers, vice
presidents or directors responsible for supply chain management and/or CSR practices. They
were instructed to focus on filling in the CSR measures and ask a financial manager to fill in
the financial performance measures. Our data also offer insights to indicate the knowledge of
our respondents. First, our data on job tenure indicates that respondents averaged 4.96 (buyer-
data) and 4.96 (supplier-data) years of employment with their firms. Second, we assessed
their knowledge on the supplier-buyer relationship by a three-item construct on a seven-point
scale (1 = not very knowledgeable, 7 = very knowledgeable) (Jap and Anderson, 2003).
Specifically, the respondents were asked to rate 1) how similar the goals between the buyer
and the supplier are; 2) the nature of unique investments, assets, capabilities, etc. that are
used in the relationship; and 3) the degree to which they have earned strategic advantages
through the relationship over their competitors. The average scores of this construct were
4.80 (buyer-data) and 4.87 (supplier-data), and a t-test showed no significant difference

between the two scores (t-value = 0.52, p-value < 0.1). Finally, the buyer data indicate that
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the length of the supplier relationship was 3.63 years on average. Overall, such results
evidently indicate that the respondents were adequately knowledgeable to provide accurate
responses in the surveys of this study.

4.2 Measure development

The measures of each construct were adapted from previous literature and then
refined through a panel discussion and a pilot testing. Seven-point scale was used (1=strongly
disagree; 7=strongly agree). According to stakeholder theory and operations management
literature (Lindgreen et al., 2009), this study measured CSR as a multidimensional construct
that respondents were asked to rate whether their firms actually practices certain CSR
activities. These items are concerned with the extent to which a firm works with their
multiple stakeholders (i.e. customer, supplier, employee, investor and the community), and
manages their environmental issues. The concepts of SRSD were relatively newly developed
that it refers to the buyer’s activities helping the suppliers to develop the supplier’s CSR
implementation capabilities. Following prior supplier development research (Krause et al.,
2007), the measures of SRSD were empirically developed and tested in three dimensions,
including information sharing between buyers and suppliers, supplier evaluation and supplier
development relevant to supplier’s CSR activities (Lu et al., 2012). Financial performance of
buyers and suppliers was measured by a four-item construct that was adapted from existing
literature (Vickery et al., 2003; McGuire et al., 1988) and modified based on the results of our
pilot studies.

We included four control variables in our analysis, namely types of industry (dummy
coded), types of ownership, company sizes of the buyer (in terms of annual sales), and the
buyer’s market turbulence. Since we used data from four different industries, we need to
control the possible industrial effects in our analyses. The type of ownership may affect the

ethical value of a company in China (Chun, 2009). This variable was simplified and classified
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into state-owned/shared enterprises=1 and non-state-owned/shared enterprises=2. We
intended to control the effect of company sizes of buyers as the related economies of scale
could affect financial performance, which is a key variable of interest in our hypotheses
(Devaraj et al., 2004). Market turbulence was measured by the four-item scales adapted from
existing literature (Jaworski and Kohli, 1993). In this study, we expect that the market
turbulence of the buyer will also a key factor for the supplier development due to the close
relationship between them and both of them are identified under the same sampled industry
structure.
4.2.1 Pilot studies

The initial measurement adopted from literature was confirmed by multiple in-depth
interviews with a panel of experts in China, including two senior purchasing managers, one
university professor, two government officials and one operation management journal editor.
The panel discussion results indicate that Chinese organizations increasingly consider
business ethics and the implementation of CSR practices as critical issues due to the
government’s strong emphasis on ethics and heightened expectations of overseas customers.
All the CSR dimensions and scales proposed were deemed appropriate to reflect CSR
adoption in the SMME of China. Based on their feedback, a draft questionnaire that included
measurement items judged to have high face validity was resulted. We translated the
questionnaire from English to Chinese following the approach of Zhao at al. (2007). A pilot
test was then conducted by distributing the questionnaire to 40 managers in 20 paired buyer-
supplier firms in the sampled industries. Respondents were asked to comment on the clarity
and appropriateness of the items in the questionnaire. The Appendix shows the revised
measurement items.
4.2.2 Non-response bias and common method variance

To detect the non-response bias, the tests of early and late respondents were
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conducted (Armstrong and Overton, 1977). The two datasets, one from supplier and one from
customer, were tested individually. The t-test results showed no statistical significance
between the two groups, in each case at p-value less than 0.05. Additionally, 50 cases from
the buyer-data were randomly identified and we compared them with 50 non-respondent data
in terms of the buyer's type of industry and annual sales by t-test. Such non-respondent data
were identified by public information and our own data-set. The result shows that there is no
statistically significant difference at p-value more than 0.05. This indicates that the non-
response bias is unlikely a significant problem in this study.

Common method variance was controlled in two stages (Podsakoff et al., 2003). In
the procedural stage, the cover letter focused on explaining the background and importance of
this study that the respondents were not informed about what would be measured to reduce
the respondent bias. The measurements of the research constructs were located in different
parts of the questionnaire to achieve psychological and methodological separations. The
respondents were pre-qualified and allowed to be anonymous to prevent the respondents’
evaluation apprehension. This study adopted existing measurement items from literature and
conducted interviews and a pilot test to carefully verify the scale items to reduce item
ambiguity and keep them precise. More importantly, we obtained measures of dependent and
independent variables from different respondents from buyers and suppliers, which could
effectively contain the common method bias (Podsakoff et al., 2012).

In the statistical stage, common method variance was tested using the Harman one-
factor test (Podsakoff and Organ, 1986). In this test, the buyer-data revealed seven factors
with eigenvalue above one explaining 71.01% of the total variance, and the first factor
explained 39% of the variance. The supplier-data identified six factors explaining 80.18% of
the total variance, and the first factor explained 45% of the variance. This result implies that

no single factor dominated the variance in the data. In addition, two latent variable models
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were tested, a measurement model with just the traits and a measurement model including a
method factor with the traits (Paulraj et al., 2008; Podsakoff et al., 2003). The results show
that, for the buyer-data, the traits-only-model has model fits (i.e. y2/df = 1.85, CFI = 0.90, IFI
=0.90 and RMESA = 0.075) similar to the method-factor-model (i.e. y2/df = 1.66, CFI=0.92,
IF1=0.92 and RMESA= 0.07). For the supplier-data, the traits-only-model has model fits (i.e.
y2/df = 1.74, CF1=0.94, IFI=0.94 and RMESA= 0.07) similar to the method-factor-model (i.e.
y2/df = 1.45, CFI=0.97, IFI=0.97and RMESA= 0.06). These results offer evidence that
significant common method bias is unlikely existing in the data.
4.3 Measurement reliability and validity

This study assessed the construct validity of our measures following the guidelines of
Anderson and Gerbing (1988). First, to assess the uni-dimensionality of each construct
through principal components factor analysis with an orthogonal rotation, the result show, for
each variable, only one single factor emerges with all factor loadings above 0.70, indicating
that the instruments were uni-dimensional (Tu et al., 2004). Second, we tested the construct
reliability by Cronbach’s Alpha (a) (see Table 2). The Alpha-value of every factor was greater
than 0.7 across buyer and supplier data, indicating acceptable internal consistency of the
constructs. The values of composite reliability (CR) and average variance explained (AVE)
were also larger than 0.7 and 0.5, respectively, indicating that the constructs were reliable and
uni-dimensional. Finally, confirmatory factor analysis (CFA) was conducted to assess the
convergent validity and discriminant validity. The CFA results suggested that the model
provided an acceptable fit for the buyer-data (x2/df = 1.85, CFl = 0.90, IFI = 0.90 and
RMESA = 0.075) and for the supplier-data (y2/df =1.74, CFI1=0.94, IFI=0.94 and RMESA=
0.07). All standardized factor loadings were over 0.5 and highly significant at p-value<0.01,
which indicates good convergent validity is present in the constructs analyzed (Bagozzi and

Yi, 1988; Byrne, 2010). Discriminant validity was assessed by making a constrained CFA
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model for every possible pair of latent constructs and the correlations between the paired
constructs were fixed to 1.0. The least y2 difference of dual datasets with p-value less than
0.001 demonstrated discriminant validity (Bagozzi et al., 1991; Flynn et al., 2010). In
addition, the square root of the AVE of each construct is greater than all corresponding
correlations, providing further evidence of discriminant validity (Fornell and Larcker, 1981).
Table 2 Summary statistics

To validate the second-order constructs of supplier and buyer CSR and SRSD, target
(T) coefficient calculated as the ratio of 2 of the first-order model to the %2 of the second-
order model was used (Marsh and Hocevar, 1985). A T coefficient of higher than 0.80 shows
that there could be a second-order construct (Cao and Zhange, 2011). Table 3 shows the T
coefficient between first-order model and the second-order model for each construct that the
second-order models could be accepted as a more parsimonious explanation of the observed
variance. The results supported the second-order constructs of the constructs.
Table 3 Fit indexes for the first and second-order models5. Results
5.1 Overall model testing

The structural model in Figure 1 was tested using AMOS 19. Maximum likelihood
estimation and standardized factor loadings were used. Figure 2 shows the overall results of
the analysis. The model fits the samples well (y2/df = 1.73, CFI = 0.94, IFI = 0.94 and
RMESA = 0.07). The empirical results demonstrate that Buyers’ CSR adoption was
correlated with suppliers’ CSR adoption significantly (r = 0.58, p-value<0.01), supporting H1.
Buyers’ CSR adoption has significant relationship with socially responsible supplier
development (SRSD) (r = 0.72, p-value<0.01), but SRSD has no relationship with supplier’s
CSR adoption, partially support H2. Buyer’s CSR adoption (r = 0.60, p-value<0.01) and
supplier’s CSR adoption (r = 0.18, p-value<0.1) were significantly correlated with buyer’s

financial performance. Buyer’s CSR adoption (r = 0.25, p-value<0.05) and supplier’s CSR
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adoption (r = 0.37, p-value<0.01) were also correlated with supplier’s financial performance,
supporting H3-6.

Figure 2 Structural equation modelling of the hypothesized research model
5.2 Robustness test

We adopt the cross-validation test to evaluate the robustness of the model
(Schoenherr and Swink, 2012). Firstly, based on the sample size 154, the dataset is split into
two groups randomly to examine whether conceptual model can be supported. In the first
group with sample size 74, the statistical results show that buyers’ CSR adoption influence
the suppliers’ CSR adoption positively (r = 0.60, p-value<0.01), and buyers’ CSR adoption
influence the suppliers” CSR development (r = 0.59, p-value<0.01). Also, the statistical
results show that the win-win performance effect, buyers’ CSR adoption influence both the
buyer and supplier performance positively (r = 0.69, p-value<0.01 and r = 0.53, p-value<0.01)
and suppliers” CSR adoption influence both the buyer and supplier performance positively
(i.e. r=0.48, p-value<0.01 and r = 0.52, p-value<0.01). In the second group with sample size
80, the statistical results indicate that that buyers’ CSR adoption influence the suppliers” CSR
adoption positively (r = 0.69, p-value<0.01), and buyers’ CSR adoption influence the
suppliers’ CSR development (r = 0.58, p-value<0.01). Also, the statistical results show that
the win-win performance effect, buyers’ CSR adoption influence both the buyer and supplier
performance positively (r = 0.69, p-value<0.01 and r = 0.35 p-value<0.01) and suppliers’
CSR adoption influence both the buyer and supplier performance positively (i.e. r = 0.61, p-
value<0.01 and r = 0.48, p-value<0.01). Overall, the above analysis results can demonstrate
the robustness of our findings.
6 Discussion and Conclusions

6.1 Discussion
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Current studies on CSR in SMEs mainly focus on the driving forces of CSR related
practices (e.g. commercial factors, profitable factors and regulation motivations) (Williamson
et al., 2006; Laudal, 2011), the outcomes of CSR practices (e.g. corporations’ reputation,
ethical behavior, employee commitment, customer satisfaction) (Maignan and Ferrell, 2004
and Lu et al., 2012). Also, in SMEs, some studies emphasize that supply chain partners have
a very close interdependent relationship to cope with market uncertainty (Lahdesmaki, 2005)
and appeal that the notion of CSR adoption should extend to the whole supply chain, not just
for independent firms (Pedersen and Andersen, 2006). However, few study takes buyer and
suppliers into account to consider the CSR implementation in the supply chain composed of
SMEs. In the literature on supply chain, buyers’ strategic OM actions influence the practices
of suppliers naturally through the daily communication and interaction and buyer firms also
offer some supports and development for facilitating such practices implemented in supplier
firms (Krause et al., 2007; Doorey, 2011). Thus, this study attempts to examine whether
buyers’ CSR adoption behaviors can influence the suppliers’ CSR adoption naturally, or
socially responsibly supplier development or both. In addition, performance effects become
key elements of the willingness of organizational implementing practices (Beverland, 2012).
The studies on the actual value of CSR related practices are inconclusive (Mishra and Suar,
2010) and there is lack of exploration in external performance of firm implementing CSR,
therefore, whether CSR implemented in supply chain composed of SMEs can achieve win-
win performance is also need further examined.

The results indicate that buyers’ CSR adoption can influence the suppliers’ CSR
adoption naturally, supporting H1. When buyer firms implement CSR related practices,
supplier can naturally learn CSR related knowledge and conduct related activities to avoid

bargaining cost and performance evaluation cost caused by the information asymmetry on
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CSR. Thus, buyers’ implementing CSR related practices can influence CSR behaviour in
supplier firms naturally.

These results demonstrate that buyers’ CSR adoption impels buyers to provide the
SRSD activities for suppliers. CSR related practices involve the supplier management, which
requires buyers to integrate their suppliers’ interests into our business decisions. Also, buyers
expect that such activities can reduce their bargaining cost and monitoring cost in their
transaction process with suppliers. Thus, CSR adoption increases buyers’ motivation to
provide the socially responsible development for suppliers. However, the results show that
SRSD have no obvious role in the supplier implementing CSR. The plausible reason could be
that in SMEs, supplier firms implementing practices depend more on the value creation (i.e.
cost and revenue) generated by such these practices than some enforced activities from buyer
firms. SRSD activities involve some requirements and training for suppliers. When suppliers
are more dependent on buyers to form power distance, buyers’ SRSD are more likely to
impel suppliers to conduct such training or requirements. Whereas, in SMEs with equally
dependent relationships between suppliers and buyers, there is no obvious power distance
between suppliers and buyers in our samples, thus, such qusi-institutional activities (i.e.
SRSD) from buyer activities could have no obvious pressure on suppliers’ decision on the
CSR adoption, thus suppliers implementing CSR activities are incline to be affected by
buyers’ behaviour naturally.

Also, the results show that buyer implementing CSR can enhance both buyer and
supplier performance simultaneously. When buyer firms adopt CSR related practices, they
can strengthen their stakeholder relations. The good relationships with communities and
investors can increase business opportunities, which are beneficial to every partner of supply
chain. Also, buyer firms implementing employee rights and consumer rights can encourage

employees and customers to participate organizational innovation of buyer firms, and such
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innovation influences operations improvement of supplier firms, thereby enhancing both
performance of buyer and supplier simultaneously. In addition, supplier management can
reduce the risk and uncertainty caused by supplier firms and help supplier firms improve their
operational deviance by training activities. Thus, buyers’ CSR adoption can achieve win-win
outcomes between suppliers and buyers.

In addition, the analysis results show that the suppliers’ CSR adoption can influence
the buyers’ performance and suppliers’ performance simultaneously. Indeed, when suppliers
adopt CSR-related practices, it can generate moral capital for buyers to develop their trust for
suppliers, thereby facilitating them to exchange their knowledge and share information
between them. Also, suppliers adopt CSR related practices, they have more willingness to
implement the proactive activities to help buyers solve raw materials related problems and
propose innovation orientation. In addition, when suppliers implement CSR related practices,
they take buyers’ interests into their decision-making and firm development, thus, suppliers’
CSR adoption is not only beneficial to internal firm performance, but also external partners’
performance (i.e. buyers’ performance).

6.2 Theoretical implication

The first theoretical implication is to extend the perspective from the firm-level CSR
adoption to the CSR adoption in supply chain composed of SMEs. Most studies focus on the
CSR adoption in the large companies (Maignan and Ferrell, 2004; Lu et al., 2012), because it
is highly relevant with the reputation and public image. Actually, SMEs often account for a
large percentage of enterprises in different economies, provide a large part of employments
and cause many environmental issues. Thus, considering CSR related practices in SMEs is
very important. In SMEs, supply chain relationships of these enterprises are closely
interdependent, which help them to cope with dynamic market. Also, the studies on CSR

demonstrate that CSR need be extended to supply chain, because supply chain is higher level
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of industrial development (Lee, 2008). Above all, this study has filled the gap to empirically
examine the CSR adoption in the supply chain of SMEs, which complement the literature on
the CSR in the SMEs and enrich the literature on CSR implementation in the supply chain.

The second theoretical implication is to apply the transaction cost economics theory
(TCT) to analyze how buyers’ implementing CSR behaviour influences the suppliers’ CSR
behaviour, which enriches the application of social context. The findings indicate that in
supply chain composed of SMEs, buyers’ CSR adoption influences their suppliers’” CSR
adoption naturally rather than via socially responsible development. Such findings further
demonstrate that suppliers’ adopting CSR mainly depend on the internal value created by
CSR (the analysis of cost and benefits) rather than external pressure from buyers. The
findings indicate that transaction cost take an important and key role in small-medium
suppliers’ decision on CSR adoption behaviour.

The third theoretical implication is to identify that CSR related to practices in the
supply chain can achieve win-win situations, i.e. buyers’ CSR adoption influences the
suppliers’ performance and buyers’ performance and suppliers’ CSR adoption influences the
buyers’ and suppliers’ performance. Current studies on the outcomes of CSR related practices
mainly focus on firm-level performance, e.g. firm reputation and customer satisfaction (Tang
et al., 2012). Whereas, these findings offer the insights that supply chain partners
implementing CSR practices can not only improve their own performance, but also improve
their co-operators’ performance, thereby enhancing the supply chain performance.

6.3 Practical implication

There are some practical implications. First, in supply chain of SMEs, buyers’ CSR
adoption influences suppliers” CSR adoption naturally. To impel the CSR implementation in
supply chain, some institutions (e.g. governments or NGOs) should put the priority on

buyers’ CSR development by providing some relevant policies (e.g. special carbon policies
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for small-medium enterprise) and investing capital to encourage small-medium buyer firms to
implement CSR. When large scale buyers have implemented CSR activities, suppliers’ CSR
adoption can be impacted by buyers’ CSR behaviour, thereby achieving the CSR
development in the entire supply chain.

Second, any partners in supply chain implementing CSR related practices can not
only improve their own performance, but also improve other partners’ performance,
achieving win-win situations. Thus, in supply chains of SMEs with very limited capital and
resources, supply chain partners can cooperate together to afford cost in developing the CSR
in one partner’s company, which not only influences such firm’s performance, but also impel
co-operators’ performance.

In addition, in the supply chain, buyer firms need aware that socially responsible
supplier development has limited role in prompting buyers’ CSR implementation. Such
pressure from buyer firms is not important elements for small-medium suppliers considering
the CSR adoption. Thus, the SRSD decision-making in supply chain should dependent on

buyers and suppliers’ sizes and their power distance.

6.4 Limitation and future study

This study also has some limitations. First, our samples are collected from China
manufacturing. Firms in China often have close relationships, due to culture (e.g. guanxi),
which influences buyers’ and suppliers’ behaviours. Thus, firms’ CSR behaviours in the
supply chains of SMMEs could be different in different countries. Future work could re-
examine our posited relationships in contexts which the buyer-supplier relationships are
relatively less close (e.g., U.S.A.). Second, this study examines the direct associations
between buyers’ and suppliers’ CSR adoption and their direct impact on financial

performance. Yet such direct associations can be moderated by some relevant factors. Thus,
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future work could identify relevant moderating factors (e.g., organizational slack) and

examine their moderating impact on our posited direct associations.

References

Acquier, A., Valiorgue, B., Daudigeos, T., 2017. Sharing the shared value: A transaction cost
perspective on strategic CSR policies in global value chains. Journal of Business
Ethics, 144(1), 139-152.

Anderson, J.C., Gerbing, D.W., 1988. Structural equation modeling in practice: A review and
recommended two-step approach. Psychological Bulletin, 103(3), 411.

Armstrong, J.S., Overton, T.S., 1977. Estimating nonresponse bias in mail surveys. Journal of
Marketing Research, 14, 396402

Bagozzi, R. P., Yi, Y.,1988. On the evaluation of structural equation models. Journal of the
Academy of Marketing Science, 16(1), 74-94.

Bagozzi, R.P,, Yi, Y., Phillips, L.M., 1991. Assessing construct validity in organizational
research. Administrative Science Quarterly, 36, 421-458.

Baumann-Pauly D., Wickert C., Spence L.J., Scherer A.G. 2013. Organizing corporate social
responsibility in small and largefirms: Size matters. Journal of Business Ethics, 115,
693-705.

Beverland, M.B., 2012. Unpacking value creation and delivery: Orientation, capabilities,
practices, and outcomes. Industrial Marketing Management, 41(1), 8-10.

Byrne, B.M., 2010. Structural equation modelling with AMOS: Basic concepts, applications,
and programming. New York: Routledge.

Cao, M., Zhang, Q., 2011. Supply chain collaboration: Impact on collaborative advantage and
firm performance. Journal of Operations Management, 29(3), 163-180.

Carbone V., Moatti V., Vinzi V.E. 2012. Mapping corporate responsibility and sustainable

supply chains: an exploratory perspective. Business Strategy and the Environment, 21,

27



475494,

Carter, C.R., Easton, R.L. 2011. Sustainable supply chain management: Evolution and future
directions. International Journal of Physical Distribution and Logistics Management,
41(1), 46-62.

Carroll, A.B., Shabana, K.M., 2010. The business case for corporate social responsibility: A
review of concepts, research and practice. International Journal of Management
Reviews, 12(1), 85-105.

China Statistical Year Book, 2018. http://www.stats.gov.cn/tjsj/ndsj/2018/indexch.htm

Chun, R. (2009). Ethical values and environmentalism in China: Comparing employees from
state-owned and private firms. Journal of Business Ethics, 84(3), 341-348.

Cordeiro, J.J., Tewari, M., 2015. Firm characteristics, industry context, and investor reactions
to environmental CSR: A stakeholder theory approach. Journal of Business
Ethics, 130(4), 833-849.

Cousins, P.D., Lawson, B., Petersen, K.J., Handfield, R. B., 2011. Breakthrough scanning,
supplier knowledge exchange, and new product development performance. Journal of
Product Innovation Management, 28(6), 930-942.

Crifo, P., Diaye, M. A., Pekovic, S., 2016. CSR related management practices and firm
performance: An empirical analysis of the quantity—quality trade-off on French
data. International Journal of Production Economics, 171, 405-416.

Devaraj, S., Hollingworth, D.G., Schroeder, R. G., 2004. Generic manufacturing strategies
and plant performance. Journal of Operations Management, 22(3), 313-333.

Dillman, D.A., 2007. Mail and Internet Surveys: the Tailored Design Method. John Wiley,
NY

Doorey, D. J., 2011. The transparent supply chain: From resistance to implementation at Nike

and Levi-Strauss. Journal of Business Ethics, 103, 587—-603.

28


http://www.stats.gov.cn/tjsj/ndsj/2018/indexch.htm

Doshi, A.R., Dowell, GW., Toffel, M.W., 2013. How firms respond to mandatory information
disclosure. Strategic Management Journal, 34 (10), 1209-1231.

Dyer, J. H., 1997. Effective interim collaboration: how firms minimize transaction costs and
maximise transaction value. Strategic Management Journal, 18(7), 535-556.

Ehrgott, M., Reimann, F., Kaufmann, L., Carter, C.R., 2011. Social sustainability in selecting
emerging economy suppliers. Journal of Business Ethics, 98(1), 99-119

Ettlie, J.E., and Rubenstein, A.H. 1981. Stimulating the Flow of Innovations to the U.S.
Automotive Industry. Technological Forecasting and Social Change, 19(1):33-55.

European Commission, 2011. A renewed EU strategy 2011-14 for corporate social
responsibility.  Available at http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?
uris COM:2011:0681:FIN:en:PDF [Accessed 14 March 2017].

Fernando, S., Lawrence, S., 2014. A theoretical framework for CSR practices: integrating
legitimacy theory, stakeholder theory and institutional theory. Journal of Theoretical
Accounting Research, 10(1), 149-178.

Flynn, B. B., Huo, B., Zhao, X., 2010. The impact of supply chain integration on
performance: A contingency and configuration approach. Journal of Operations
Management, 28(1), 58-71.

Fornell, C., Larcker, D. F., 1981. Structural Equation Models with Unobservable Variables
and Measurement Error: Algebra and statistics.

Freeman, R.B., Medoff, J.L., 1984. What do unions do. Industrial and Labor Relations
Review. 38, 244.

Freudenreich, B., Liideke-Freund, Florian, Schaltegger, S., 2019. A stakeholder theory

perspective on business models: value creation for sustainability. Journal of Business
Ethics.

Geffen, C.A., and Rothenberg, S. 2000. Suppliers and Envi-ronmental Innovation: The

29



Automotive Paint Process. International Journal of Production and Operations
Management, 20(2), 166-86.

Gary Lynch-Wood, Williamson, D., 2007. The social licence as a form of regulation for small
and medium enterprises. Journal of Law and Society, 34(3), 21.

Graafland, J., Smid, H., 2017. Reconsidering the relevance of social license pressure and
government regulation for environmental performance of European SMEs. Journal of
Cleaner Production, 141, 967-977.

Han, D.S.K., 2004. A systematic assessment of the empirical support for transaction cost
economics. Strategic Management Journal, 25 (1), 39-58.

Hsueh, C.F., 2014. Improving corporate social responsibility in a supply chain through a new
revenue sharing contract. International Journal of Production Economics, 151, 214-222.

Hillary, R., 2000. Small and Medium-sized Enterprises and the Environment: Business
Imperatives. Greenleaf, Sheffield.

Hoppner, J.J., Griffith, D.A. 2011. The role of reciprocity in clarifying the performance
payoff of relational behavior. Journal of Marketing Research, 48(5), 920-928.

Jap, S.D., Anderson, E., 2003. Safeguarding interorganizational performance and continuity
under ex post opportunism. Management Science, 49(12), 1684-1701.

Jaworski, B.J., Kohli, A.K., 1993. Market orientation: antecedents and consequences. Journal
of Marketing, 57(3), 53-70.

Jenkins, H. 2009. A ‘business opportunity’ model of corporate social responsibility for
small-and medium-sized enterprises. Business Ethics: A European Review, 18(1), 21-36.

Kim, J.,, Song, H. J., Lee, C.K., Lee, J. Y., 2017. The impact of four CSR dimensions on a
gaming company’s image and customers’ revisit intentions. International Journal of
Hospitality Management, 61, 73-81.

Knez, M., Simester, D., 2000. Direct and indirect bargaining costs and the scope of the

30



firm. Available at SSRN 232548.

Krause, D. R., Handfield, R. B., Tyler, B. B., 2007. The relationships between supplier
development, commitment, social capital accumulation and performance improvement.
Journal of Operations Management, 25(2), 528-545.

Lahdesmaki, M., 2005. When ethics matters—interpreting the ethical discourse of small
nature-based entrepreneurs. Journal of Business Ethics, 61(1), 55-68.

Laudal, T., 2011. Drivers and barriers of CSR and the size and internationalization of
firms. Social Responsibility Journal, 7(2), 234-256.

Lee, S.Y., 2008. Drivers for the participation of small and medium-sized suppliers in green
supply chain initiatives. Supply Chain Management: An International Journal, 13(3),
185-198.

Lee, S.Y,, Klassen, R.D., 2008. Drivers and enablers that foster environmental management
capabilities in small-and medium-sized suppliers in supply chains. Production and
Operations management, 17(6), 573-586.

Lee, H.Y., Kwak, D.W., Park, J.Y., 2017. Corporate social responsibility in supply chains of
small and medium-sized enterprises. Corporate Social Responsibility and
Environmental Management, 24(6), 634-647.

Lim, S.J., Phillips, J., 2008. Embedding CSR values: The global footwear industry’s evolving
governance structure. Journal of Business Ethics, 81(1), 143-156.

Lindgreen, A., Swaen, V., Johnston, W.J., 2009. Corporate social responsibility: an empirical
investigation of U.S. organizations. Journal of Business Ethics, 85, 303-323.

Liu, Y., Huang, Y., Luo, Y., Zhao, Y., 2012. How does justice matter in achieving buyer—
supplier relationship performance?. Journal of Operations Management, 30(5), 355-
367.

Liu, Y., Luo, Y.D. Liu, T., 2009. Governing buyer—supplier relationships through

31



transactional and relational mechanisms: evidence from China. Journal of Operations
Management, 27 (4), 294-309.

Lu, R. X,, Lee, P. K., Cheng, T. C. E., 2012. Socially responsible supplier development:
Construct development and measurement validation. International Journal of
Production Economics, 140(1), 160-167.

Luo, X., Bhattacharya, C.B., 2009. The debate over doing good: Corporate social
performance, strategic marketing levers, and firm-idiosyncratic risk. Journal of
Marketing, 73(6), 198-213.

Mackey, A., Mackey, T.B., Barney, J.B., 2007. Corporate social responsibility and firm
performance: Investor preferences and corporate strategies. Academy of Management
Review, 32(3), 817-835.

Maignan, 1., Ferrell, O.C., 2004. Corporate social responsibility and marketing: An
integrative framework. Journal of the Academy of Marketing Science, 32(1), 3-19.
Margolis, J.D., Walsh, J.P., 2003. Misery loves companies: Rethinking social initiatives by

business. Administrative Science Quarterly, 48(2), 268-305.

Marsh, H.W., Hocevar, D., 1985. Application of confirmatory factor analysis to the study of
self-concept: First-and higher order factor models and their invariance across
groups. Psychological Bulletin, 97(3), 562.

Martinez-Conesa, 1., Soto-Acosta, P., Palacios-Manzano, M., 2017. Corporate social
responsibility and its effect on innovation and firm performance: An empirical research
in SMEs. Journal of Cleaner Production, 142, 2374-2383.

McGuire, J.B., Sundgren, A., Schneeweis, T., 1988. Corporate social responsibility and firm
financial performance. Academy of Management Journal, 31(4), 854-872.

Mishra, S., Suar, D., 2010. Does corporate social responsibility influence firm performance of

Indian companies?. Journal of Business Ethics, 95(4), 571-601.

32



National Bureau of Statistics, 2018. Statistical methods for the division of large, medium and
small micro enterprises (2017).
http://www.stats.gov.cn/tjsj/tjbz/201801/t20180103_1569357.html

Panjwani, A., Aggarwal, V., Dhameja, N., 2008. Family business: Yesterday, today,
tomorrow. Indian Journal of Industrial Relations, 272-291.

Park BIl, Ghauri PN. 2015. Determinants influencing CSR practices in small and medium
sized MNE subsidiaries: A stakeholder perspective. Journal of World Business, 50,
192-204.

Paulraj, A., Lado, A. A., Chen, I. J., 2008. Inter-organizational communication as a relational
competency: Antecedents and performance outcomes in collaborative buyer—supplier
relationships. Journal of Operations Management, 26(1), 45-64.

Pedersen E.R., Andersen M. 2006. Safeguarding corporate social responsibility in global
supply chains: How codes of conduct are managed in buyer-supplier relationships.
Journal of Public Affairs, 6(3-4), 228-240.

Podsakoff, P.M., Organ, D.W., 1986. Self-reports in organizational research: problems and
prospects. Journal of Management, 12 (4), 531-544

Podsakoff, P.M., MacKenzie, S.B., Lee, J.Y., Podsakoff, N.P., 2003. Common method biases
in behavioral research: A critical review of the literature and recommended
remedies. Journal of Applied Psychology, 88(5), 879.

Podsakoff, P.M., MacKenzie, S.B., Podsakoff, N.P., 2012. Sources of method bias in social
science research and recommendations on how to control it. Annual Review of
Psychology, 63, 539-569.

Preston, L.E., Sapienza, H.J., 1990. Stakeholder management and corporate
performance. Journal of Behavioral Economics, 19(4), 361-375.

Raza, S.A., 2018. Supply chain coordination under a revenue-sharing contract with corporate

33



social responsibility and partial demand information. International Journal of
Production Economics, 205, 1-14.

Reyes-Rodriguez J.F., Ulhoi J.P., Madsen H. 2016. Corporate environmental sustainability in
Danish SMEs: A longitudinal study of motivators, initiatives, and strategic effects.
Corporate Social Responsibility and Environmental Management, 23, 193-212.

Schermann, M., Dongus, K., Yetton, P., Krcmar, H., 2016. The role of transaction cost
economics in information technology outsourcing research: a meta-analysis of the
choice of contract type. The Journal of Strategic Information Systems, 25, 32-48.

Schoenherr, T., Swink, M., 2012. Revisiting the arcs of integration: Cross-validations and
extensions. Journal of Operations Management, 30(1-2), 99-115.

Smith, A. D., 2008. Corporate social responsibility practices in the pharmaceutical
industry. Business Strategy Series, 9(6), 306-315.

Russo-Spena, T., Tregua, M., De Chiara, A., 2018. Trends and drivers in CSR disclosure: A
focus on reporting practices in the automotive industry. Journal of Business
Ethics, 151(2), 563-578.

Tang, Z., Hull, C.E., Rothenberg, S., 2012. How corporate social responsibility engagement
strategy moderates the CSR-financial performance relationship. Journal of
Management Studies, 49(7), 1274-1303.

Tate, W. L., Dooley, K.J., Ellram, L.M., 2011. Transaction cost and institutional drivers of
supplier adoption of environmental practices. Journal of Business Logistics, 32(1), 6-16.

The State Council of China, 2018. The conference on State Council promoting the
development of SMEs. http://www.gov.cn/guowuyuan/2018-
08/20/content_5315204.htm.

Theodoulidis, B., Diaz, D., Crotto, F., Rancati, E., 2017. Exploring corporate social

responsibility and financial performance through stakeholder theory in the tourism

34


http://www.gov.cn/guowuyuan/2018-08/20/content_5315204.htm
http://www.gov.cn/guowuyuan/2018-08/20/content_5315204.htm

industries. Tourism Management, 62, 173-188.

Thun, J. H., Drikke, M., Hoenig, D., 2011. Managing uncertainty—an empirical analysis of
supply chain risk management in small and medium-sized enterprises. International
Journal of Production Research, 49(18), 5511-5525.

Tu, Q., Vonderembse, M.A., Ragu-Nathan, T.S., Ragu-Nathan, B., 2004. Measuring
modularity-based manufacturing practices and their impact on mass customization
capability: a customer-driven perspective. Decision Sciences, 35(2), 147-168.

Upward, A., Jones, P., 2016. An ontology for strongly sustainable business models: Defining
an enterprise framework compatible with natural and social science. Organization &
Environment, 29 (1), 97-123.

Valentinov, Vladislav., 2013 Corporate social responsibility and sustainability: insights from

boulding and luhmann. International Journal of Sustainable Development & World
Ecology, 20 (4), 317-324.

Vickery, S.K., Jayaram, J., Droge, C., Calantone, R., 2003. The effects of an integrative
supply chain strategy on customer service and financial performance: an analysis of
direct versus indirect relationships. Journal of Operations Management, 21(5), 523-539.

Vitell, S.J., Dickerson, E.D., Festervand, T.A., 2000. Ethical problems, conflicts and beliefs
of small business professionals. Journal of Business Ethics, 28(1), 15-24.

\olkery, A., Swanson, D., Jacob, K., Bregha, F., Pintér, L., 2006. Coordination, challenges,
and innovations in 19 national sustainable development strategies. World
Development, 34(12), 2047-2063.

Welford, R., Frost, S., 2006. Corporate social responsibility in Asian supply
chains. Corporate Social Responsibility and Environmental Management, 13(3), 166-
176.

Williamson, D., Lynch-Wood, G., Ramsay, J., 2006. Drivers of environmental behaviour in

35



manufacturing SMEs and the implications for CSR. Journal of Business Ethics, 67(3),
317-330.

Williamson, O.E., 1991. Comparative economic organization: The analysis of discrete
structural alternatives. Administrative Science Quarterly, 269-296.

Williamson, O.E., 1996. The mechanisms of governance. Oxford University Press.

Williamson, T., 2008. The Philosophy of Philosophy. John Wiley & Sons.

Xu, S., Yang, R. 2010. Indigenous characteristics of Chinese corporate social responsibility
conceptual paradigm. Journal of Business Ethics, 93(2), 321-333.

Zhang, K.M., Wen, Z.G. 2008. Review and challenges of policies of environmental protection
and sustainable development in China. Journal of Environmental Management, 88(4),
1249-1261.

Zhao, X.D., Flynn, B.B., Roth, A., 2007. Decision sciences research in China: current status,
opportunities and propositions for research in logistics, supply chain management and
quality management. Decision Sciences, 38 (1), 39-80.

Zhu, Q., Lai, K.H., 2019. Enhancing supply chain operations with extended corporate social
responsibility practices by multinational enterprises: Social capital perspective from
Chinese suppliers. International Journal of Production Economics, 213, 1-12.

Zhu, Q., Liu, J., Lai, K.H., 2016. Corporate social responsibility practices and performance
improvement among Chinese national state-owned enterprises. International Journal of
Production Economics, 171, 417-426.

Zhu, Q., Zhang, Q., 2015. Evaluating practices and drivers of corporate social responsibility:

The Chinese context. Journal of Cleaner Production, 100, 315-324.

36



Supplier
financial
performance

Buyer-data

Supplier
CSR

Buyer financial
performance

Supplier-data

Confrols:
Company size
Type of industry
Type of ownership
Market turbulence

Figure 1 The hypothesized research model

37



Market

BCSR1 Turbulence

e
in
=
W
#
#

BCSR2

0.60%**
BCSR3 (€ 78+++ ’ e
0.81%%*

BCESR4 [

1-0.86%%*
BCSRS
0.81%**

BCSRE 0.?’2***

0.60*=**

SRSD l u ) .88*** 0.25*

SRSD2 € g5es+

SRSD3 &=0.71%** 0.58%**

0.18+
SCSR1

0.52%**

o

0.60%=
SCSR3 (€0 765+

SCSR2

Supplier 0.37%=

CSR

SCSR4 0.68***

SCSRS |j0-81%FF
0.80%++

i

Buyers®
e 0.18%* 77 | Company size
S e
0.07 <
h 0.13*

0.88+**

Buyer Financial
0.87%**
Performance

-93-&**
D.86%*=*
Supplier Financial
0.95%+=
Performance

R X 2

SCSR6 Fit indexes ¥*/df=1.73 CFI=0.94 IFI=0.94 RMSEA=0.07

BF1

:

BF2

BF3

SF1

SF2

SF3

#%+%P_value<0.001, **P-value<0.01,*P-value<0.05, +P-value<0.1

Note: please refer to appendix for the definition of the abbreviations

Figure 2 Structural equation modelling of the hypothesized research model



Table 1. Demographic characteristics of organizations

N Percentage (%)
Types of industry
Food and Beverage 33 21.4
Automotive and Electronic 30 19.5
Textile 56 36.4
Pharmaceutics 35 22.7
Buyer’s annual turnover (Yuan)
5-7 million 12 7.8
10-30 million 8 52
30-50 million 54 35.1
50-100 million 15 9.7
100 - 400 million 65 42.2
Supplier’s annual turnover (Yuan)
5-7 million 53 344
10-30 million 32 20.8
30-50 million 13 8.4
50-100 million 11 7.1
100 - 400 million 45 29.2
Types of buyer’s ownership
State-owned enterprise 10 6.5
State-share-owned enterprise 19 12.3
Wholly foreign-owned enterprise 23 14.9
Privately owned enterprise 99 64.3

State and privately owned enterprise 3 1.9




Table 2 Summary statistics

Buyer-data

Construct Mean SD 1 2 3 4 5 6 7 8 9 10 11 AVE CR Alpha

1. CSR-Environmental management 5.39  0.99 0.70 0.85 0.87

2. CSR-Shareholder relationship 524 1.06 0.44** 059 091 0.93

3. CSR-Employee rights 593 1.03 0.26** 0.39** 0.67 0.93 0.92

4. CSR-Consumer rights 566 0.95 0.32** 0.56** 0.67** 0.70 0.90 0.87

5. CSR-Supplier management 528 1.08 0.39** 0.48** 0.70** 0.71** 0.61 0.87 0.82

6. CSR-Community relationship 5.02 1.01 0.47** 0.52** 0.58** 0.62** 0.65** 0.63 0.86 0.80
management

7. SRSD-Information sharing 4.69 092 0.47** 0.41** 0.54** 0.44** 0.64** 0.63** 0.61 0.87 0.78

8. SRSD-Supplier evaluation 468 096 0.33** 0.24** 0.42** 0.30** 0.50** 0.46** 0.75** 0.66 0.86 0.81

9. SRSD-Supplier development 435 130 0.20* 0.17* 0.41** 0.25** 0.42** 0.49** 0.61** 0.65** 0.65 0.89 0.88

10. Market turbulence 456 153 -0.15 0.09 0.40** 0.28** 0.40** 0.31** 0.31** 0.30** 0.26** 0.64 0.86 0.87

11. Financial performance 482 100 0.18* 0.34** 0.30** 0.32** 0.43** (0.32** 0.32** 0.34** 0.31** 0.35* 0.75 0.92 0.92

Note: All of the correlations are significant at the p-value < 0.01 level (2-tailed), except the relationships between market turbulence and CSR-

environmental management as well as between market turbulence and CSR-shareholder relationship.

Supplier-data

Construct Mean SD 1 2 3 4 5 6 7 AVE CR Alpha

1. CSR-Environmental management 496 116 0.65 0.85 0.92

2. CSR-Shareholder relationship 544 097 051 069 0.92 0.88

3. CSR-Employee rights 511 121 044 034 071 0.92 0.95

4. CSR-Consumer rights 590 094 054 022 051 0.74 090 0.93

5. CSR-Supplier management 579 093 047 019 048 0.66 059 0.85 0.89

6. CSR-Community relationship management 5.05 113 054 044 040 059 053 0.66 0.86 091

7. Financial performance 503 116 053 025 042 052 034 041 082 0.92 0.94

Note: All of the correlations are significant at the p-value < 0.01 level (2-tailed).
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Table 3 Fit indexes for the first and second-order models

Construct Model x*/df CFlI IFI RMSEA T coefficient
Buyer CSR 1% order 1.96 0.93 0.93 0.08 1.05
2" order 2.39 0.94 0.92 0.08
Supplier CSR 1% order 1.70 0.95 0.94 0.07 1.01
2" order 1.67 0.95 0.95 0.07
SRSD 1% order 2.42 0.96 0.97 0.09 1.00
2" order 2.42 0.96 0.97 0.09
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APPENDIX

Result of confirmatory factor analysis using buyer-data (N =154)

Measurement items

Standardized factor

loadings
Buyer CSR
Environmental management (BCSR1)
Incorporate environmental performance objectives in our organizational plans 0.897
Incorporate environmental concerns in our business decisions 0.884
Measure our organization’s environmental performance 0.720
Shareholder relationship (BCSR2)
Seek the input of our major investors regarding strategic decisions 0.857
Provide investors with a competitive return on investment 0.845
Inform our investors of changes in corporate policy 0.892
Incorporate the interests of our investors in business decisions 0.867
Provide our investors with full and accurate financial information about the organization 0.840
Employee rights (BCSR3)
Safeguard the legitimate rights and interests of employees 0.872
Provide our employees with salaries that properly and fairly reward them for their work 0.931
Provide procedures that help to ensure the health and safety of our employees 0.839
Treat our employees fairly and respectfully, regardless of gender or ethnic background 0.838
Consumer rights (BCSR4)
Adapt products or services to enhance the level of customer satisfaction 0.838
Provide customers with the information needed to make sound purchasing decisions 0.812
Satisfy the complaints of our customers about products or services 0.834
Supplier management (BCSR5)
Treat suppliers, regardless of their size and location, fairly and respectfully 0.731
Incorporate the interests of our suppliers in our business decisions 0.839
Inform our suppliers about organizational changes affecting our purchasing decisions 0.789

Community relationship management (BCSR6)
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Understand the needs of the communities where we operate by communication. 0.802
Financially support education (e.g., school building, scholarship, etc.) and cultural (e.g., | 0.603
arts, sports, etc.) activities in the communities where we operate.

Incorporate the interests of the communities, where we operate, in our business decisions | 0.822
Socially Responsible Supplier Development (SRSD)

Please focus on the supplier that is the most crucial to your performance when responding

the following items (i.e. SRSD1 through SRSD3).

Information sharing (SRSD1)

Our communication on issues concerning CSR implementation occurs at different levels 0.797
of management and cross-functional areas.

It is expected that we communicate the ethical behavior requirements clearly and 0.785
accurately to the supplier.

It is expected that we keep each other informed about our CSR practices or changes that 0.638
may affect this supplier.

Supplier evaluation (SRSD2)

We maintain or increase order quantity according to the evaluation results to encourage 0.812
suppliers who actively perform socially responsible duties.

We provide suppliers with feedback about the results of such an evaluations 0.908
We assess suppliers’ ethical performance through a formal evaluation, using established 0.603
guidelines and procedures.

Supplier development (SRSD3)

We have a dedicated supplier development team focusing on the improvement of the 0.799
supplier’s business ethics.

We provide suppliers with training/education about CSR practices and the required skills | 0.870
in implementation.

We regularly visit the supplier to help them improve ethical performance. 0.874
Market turbulence (MT)

In our kind of business, customers’ product preferences change quite a bit over time 0.880
Our customers tend to look for new products all the time 0.899
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New customers have product needs that are different from our existing customers

0.751

Buyer financial performance (BFP)

Relative to our most relevant competitors, over the past 3 years:

Our total assets have been substantially better (BF1) 0.864
Our sales growth has been substantially better (BF2) 0.935
Our operating income growth has been substantially better (BF3) 0.890

Fit indexes: y2/df = 1.85, CFI = 0.90, IFI = 0.90 and RMESA = 0.075

# All standardized regression weights are significant at p-value<0.01, with t-value >1.96 or < -1.96 (Byrne,

2001)

Result of confirmatory factor analysis using supplier-data (N =154)

Measurement items

Standardized factor

loadings” (t-value)

Supplier CSR

Environmental management (SCSR1)

Measure our organization’s environmental performance. 0.782
Incorporate environmental concerns in our business decisions 0.846
Incorporate environmental performance objectives in our organizational plans 0.883
Shareholder relationship (SCSR2)

Provide our investors with full and accurate financial information about the organization. | 0.890
Incorporate the interests of our investors in business decisions. 0.910
Inform our investors of changes in corporate policy 0.915
Provide all investors with a competitive return on investment 0.913
Seek the input of our major investors regarding strategic decisions 0.839
Employee rights (SCSR3)

Care the private and professional lives of employees 0.835
Treat our employees fairly and respectfully, regardless of gender or ethnic background. 0.796
Provide procedures that help to ensure the health and safety of our employees. 0.793
Provide our employees with salaries that properly and fairly reward them for their work 0.896
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Safeguard the legitimate rights and interests of employees 0.923
Consumer rights (SCSR4)

Satisfy the complaints of our customers about products or services. 0.826
Provide all customers with the information needed to make sound purchasing decisions 0.908
Adapt products or services to enhance the level of customer satisfaction 0.815
Supplier management (SCSR5)

Be concerned about how suppliers manage the ethical performance of their own suppliers | 0.724
Incorporate the requirements of ethics and environment into the purchasing contract 0.857
Inform our suppliers about organizational changes affecting our purchasing decisions 0.828
Incorporate the interests of our suppliers in our business decisions 0.818
Community relationship management (SCSR6)

Incorporate the interests of the communities, where we operate, in our business decisions | 0.905
Help improve the quality of life in the communities where we operate 0.902
Understand the needs of the communities where we operate by communication 0.826
Supplier financial performance (SFP)

Relative to our most relevant competitors, over the past 3 years:

Our total assets have been substantially better (SF1) 0.856
Our sales growth has been substantially better (SF2) 0.945
Our operating income growth has been substantially better. (SF3) 0.929

Fit indexes: x¥/df = 1.74, CF1=0.94, IF1=0.94 and RMESA= 0.07

# All standardized regression weights are significant at p-value<0.01, with t-value >1.96 or < -1.96 (Byrne,

2001)
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