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The Effects of CEO’s Capacity on Business Performance in

Small Business - Moderating Effects of Social Capital

Young Hwi Nam*, Si Yun An**, Sang Duck Kim***

ABSTRACT

The currency crisis in 1997 and the global financial crisis in 2008 pushed many retirees fired from the company
into the small business sector. In addition, the retirement rush of baby boomers makes the start-up market more
difficult to survive. An easy access to start-up makes the management of small business more difficult and this
darkens their future. The government and various organizations are helping small businesses survive with
long-term and continuous support including multiple policies and training. However, various risk factors - such as
reduction in sales due to the economic downturn, increase in financial costs, fierce competition, and expansion of
large companies - make more and more companies out of business. For small businesses to survive on their own,
they must find a way to survive. In this situation, the social capital of small business is emerging as a driving force
for continuous growth.

The studies of small business CEO are one of the perspectives used to explain what he does. Although it is
important theoretically in terms of descriptions of small business, there are still insufficient studies dealing with
CEQ’s capacities in small businesses because most empirical studies in the field have been conducted in large
companies in which CEO competence is the key to success.

The term that indicates who is responsible for small business is called variously such as entrepreneur, owner, and
manager. This study focuses on the individual owner, who establishes and manages a small business with under 10
employees. Thus, the study used the term “CEQO” that included the meaning of both founder and manager.

This study identified the effect of CEO's capacity on business performance and studied the role of social capital,
where leadership, job performance, and resource competency were considered CEO's capacity, and management
performance was classified into financial and non-financial performance. And social capital was set as a control
variable. With these constructs the study developed a research model and twelve hypotheses consists of six main
effects and six moderating effects.

The research model is as follows.
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<Figure 1> Research Model

In order to empirically test the model, this study conducted a survey for small businesses that have been
operating their businesses for more than one year in Korea. A total of 203 copies were empirically analyzed from
250 questionnaires, excluding inappropriate ones, conducted for 20 days, from February 8§ to February 29, 2020.
203 questionnaires consisted roughly of three major categories of small business such as dining business,
retailing business, and service business. 39.4%, 14.3%, 38.4%, respectively. It was judged that there was no
significant difference from the distribution of the population.

The general characteristics of the sample were studied through frequency analysis, and evaluation of the
measurement model was conducted with reliability and convergent validity and discriminant validity by
reliability analysis and confirmatory factor analysis. Hypothesis testing was conducted with research model by
structural equations model analysis. The difference in path-coefficient was studied with comparative analysis
between groups to examine the moderating effect of managers' social capital.

As mentioned above, the research model consisted of six main effects and six moderating effects. Main effects
were hypotheses one through six related with the effects of CEO’s three capacities on two business performances.
And moderating effects were hypotheses seven through twelve related with the effects of social capital on the
relationship between CEQ’s capacities and business performances.

The results of structural equation model analysis were as follows.
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<Table 1> Results of Structural Equation Model Analysis(Main Effects)

Paths ¥ t value Results
H1 Leadership — Financial Performance .083 .786 Not Supported
H2 Leadership — Non-financial Performance .060 790 Not Supported
H3 Job Performance — Financial Performance .096 731 Not Supported
H4 Job Performance — Non-financial Performance 203 2.057* Supported
H5 Resource — Financial Performance 264 2.007* Supported
H6 Resource — Non-financial Performance 485 4.632%*%* Supported

X>=276.648(df=134, p=.000), RMR=.063, GFI=.874, CFI=.954, RMSEA=.073

4% p< 001, *#*p<.01, *p<.05

<Table 2> Results of Two Group Test(Moderating Effects)

High Social Capital ~ Low Social Capital

Paths (n=112) (m=91) (dAfﬁ ) Results
¥ t value ¥ t value
H7 Leadership — Financial Performance 139 .904 -.060 -.432 .887  Not Supported
HS8 Leadership — Non-financial Performance .057 537 .004 .033 .103  Not Supported
H9 Job Performance — Financial Performance .085 .604 -.670 -2.243 3.993*%  Supported
H10 Job Performance — Non-financial Performance 242 1.990 -.657 -2.064 6.719% Supported
H11 Resource — Financial Performance .652 2213 .073 599 3.939*  Supported
H12 Resource — Non-financial Performance 423 2.968 228 1.314 .611  Not Supported

**% p<,001, **p<.01, *p<.05

The results of hypothesis testing show that leadership of CEO's capacity did not have a positive impact on
financial and non-financial performance, job performance only had a positive impact on non-financial
performance, and the manager's resource competency had a positive impact on both financial and non-financial
performance. The results of the analysis of the social capital's moderating effects revealed that this did not affect
the relationship between leadership competence and financial and non-financial performance, but this affected
the relationship between job performance and financial and non-financial performance. And this affected the

relationship between resource competency and only financial performance.



This paper is theoretically meaningful in that it deals with social capital in the small business sector, and studies
the CEO's capacity of the small business in three areas: leadership, job performance, and resource competency,
and business performance was measured by dividing financially and non-financially. This study also has
practically great implications because it shows the different kinds of competencies and factors required for small

businesses that are difficult to survive with only one competency, and suggests a direction for them to go.

Keywords: Small Business, CEO’s Capacity, Social Capital, Financial Performance, Non-Financial Performance



