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ABSTRACT 

This research project analyzes the effect that corporate social responsibility (CSR) has on the financial 
performance of small and medium-sized enterprises (SMEs), focusing on customer satisfaction as the 
mediating variable and corporate reputation as the moderating variable. Integrating stakeholder 
theory, this research sheds light on the conditions under which, and the financial outcome improvements 
for SMEs that can be attributed to, their CSR activities. Data gathered from SMEs functioning within 
Pakistan were analyzed using the quantitative research design approach. Measurement scales were 
derived from literature and used to gauge the company's social responsibility (CSR), customer 
satisfaction, corporate reputation, and financial standing of SMEs. Bootstrapping approaches were 

integrated within the partial least squares structural equation modeling (PLS-SEM) method to analyze 
and evaluate the direct, mediation, and moderation variables within the proposed model. The results 
reinforce that CSR positively influences customer satisfaction which positively influences financial 
performance of SMEs hence customer satisfaction being a mediator. Additionally, corporate reputation 
further solidifies the connection between CSR and customer satisfaction indicating that reputational 
equity increases the efficacy of CSR. These findings illustrate the fact that CSR positively affects 
financial performance, directly and indirectly, through stakeholder-related mechanisms. This research 

adds to the literature by developing and substantiating the moderated mediation model concerning the 
mechanisms and conditions under which corporate social responsibility (CSR) positively influences the 
financial outcomes of SMES. The present research employs the mediation and moderation effects of 
corporate reputation and customer satisfaction, respectively, within the context of stakeholder theory 
to provide a more refined and sophisticated understanding of CSR value creation. The present research 
also builds on previous works by concentrating on the CSR of SMEs which is a context in an emerging 
economy and which has been previously ignored. 

Keywords: Corporate Social Responsibility, Customer Satisfaction, Small & Medium Enterprises, 
Financial Performance, Corporate Reputation  

INTRODUCTION  

According to Khan et al. (2022), Corporate Social Responsibility (CSR) activities in Corporate 
Organizations are no longer philanthropic but rather part of strategic activities where firms utilize for 
managing stakeholder activities to create long valuable relations and build legitimacy. In the case of 
Small and Medium Enterprises (SMEs) customers’ attitudes and reputation of the firm, and competitive 
advantages are discussed in the context of CSR, SMEs, however, have their distinct features of resource 

constrained which shapes the way CSR is performed and the results of the impact of the CSR are 
realized (Karim and Rabiul, 2024). Explaining the theoretical logic in CSR in terms of financial 
performance, usually stakeholder theory, and resource-based view (theory) are invoked. As for the 
customer loyalty which is the positive response from the stakeholders. There are also other theories 
which could be invoked such as the signaling theory (CSR for positive reputation). Satisfaction of 
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customers is postulated to be the moderating factor in the effect of the CSR activities as to revenue and 

profitability. There are other theories which could be invoked such as the signalling theory (CSR for 
positive Reputability). Corporate reputation is one of the theories discussed as a moderating factor 
whereby reputation in stakeholders is value added in the CSR activities (Alam and Islam 2021). 

The recent estimations by authorities highlighted the fact that there are several million SMEs and that 
contributing nearly 40% of GDP and 25% of exports belongs SMEs sector. On top of that SMEs are the 

non-agri sector's huge employer. There is no dispute that the SME sector is one the foundation of 
economy of Pakistan (Abu Zayyad et al., 2021). Adopting a CSR in Pakistan's SMEs is not as diffused 
and is lagging as compared to larger businesses. However, developed Pakistan CSR qualitative and 
quantitative surveys document an increased interest CSR in such areas as: community engagement, 
employee support, and environmentally sustainable practices report and customer satisfaction and 
service quality are vital determinants of an SME's market success (Aledo‐Ruiz et al., 2022). Moreover, 
the recent surveys noted the SME context corp. reputation is in its infancy, is of great out as a potent 
strategic asset CSR placed on SMEs and the corporate reputation. 

There exists profound theoretical justification for the existence of a CSR → customer satisfaction → 
financial performance chain, with suggestions for corporate reputation moderating these relationships, 
particularly for Pakistani SMEs. Empirical evidence, however, is almost non-existent. Studies that do 
exist for CSR and firm performance focus on larger firms, or, on cross-sectional studies that spare 
limited focus on the potential mediated and moderated pathways. Out of the very few extensive studies, 

how many do you think applied moderated-mediation analysis to investigate customer satisfaction as 
the channel through which CSR impacts financial performance for SMEs in Pakistan? Or whether 
corporate reputation amplifies these effects? (Aslam et al., 2023). Further, given the unique resource 
constraints, institutional environments, and market structures that characterize Pakistan SMEs, it is 
already suspect, whether findings to that effect from larger firms, or other countries, can in actuality be 
generalized to Pakistani SMEs. This tends to compromise theoretical scaffolding (how CSR works in 
SMEs), and even more so practical clarion call for SME managers and policymakers from which clear 

priorities scarce resources must derive (Islam et al., 2023). This, therefore, is what this study seeks to 
do, to provide solid evidence of CSR practice impact on performance for SMEs in Pakistan, by 
employing customer satisfaction as a mediating variable, and corporate reputation as a moderating 
variable in a moderated-mediation model (Yasin, 2021). 

The contribution of this research is both theoretical and practical, and for both sides, the Integrated 

Moderated Mediation Model can and will bring important advancements for the theory. Theoretically, 
this model will help refine the frameworks of Stakeholder Management theory and the Signaling theory 
by integrating the role of Customer Satisfaction as an intervenor and Corporate Reputation as a 
boundary/ contextual moderator that specifies the conditions under which the phenomenon is valid and 
helps explain the phenomena observed (Le, 2023). From a practical perspective, if the model proves 
that Corporate Social Responsibility (CSR) positively influences financial performance through 
Customer Satisfaction and Corporate Reputation positively moderates this relationship, then these 

should help SME Managers and Policy Makers realize that SMEs can afford CSR, and that CSR can be 
viewed as a strategic investment, rather than a pure expense. This is most important for Development 
Agencies, Small and Medium Enterprises (SME) Support Organizations (e.g. SMEDA), and Financial 
Institutions, which wish to Design Incentives/ Advisory Interventions to enhance SME Competitiveness 
and Sustainability in the Country. Finally, the model can help determine training and policy frameworks 
to promote CSR where SMEs have sufficient space to practice the social and help support the financial 
frameworks to keep SMEs viable. 

This paper is structured as follows- The subsequent section reviews the relevant literature and 
establishes the theory underpinning the study. The next section describes the study's methodology, 
which covers the research design, sampling strategy, variable measurement, and the analytic methods 
used. Then, the empirical results and findings are analyzed in the subsequent section. The last section 
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wraps up the study by discussing the findings, presenting the contribution to theory and practice, 

addressing the study's constraints, and proposing further research. 

LITERATURE REVIEW 

Theoretical Background:  

The Awa et al. (2024) study is based on Stakeholder Theory which states that firms succeed in the long 
run when they manage the relations of stakeholders as opposed to simply concentrating on profits. If 
looking from the stakeholder’s angle, the corporate social responsibility (CSR) of a firm is how it 
attends to the economic, social, and ethical needs of stakeholders like customers, employees, the 
community, and partners. In the case of small and medium enterprises (SMEs), CSR initiatives are even 

more important because SMEs are reliant on close, trust-based relationships and operate in areas where 
reputation and credibility are important for survival and growth (Awa et al., 2024). According to 
Stakeholder Theory, in the case of SMEs, responsible business practices like treating customers fairly, 
ethical marketing, community engagement, and eco-friendly practices, positively portray the firm, and, 
in turn, stakeholders are likely to manifest positive attitudes and behaviors (Oware & Mallikarjunappa, 
2022). In this case, customer satisfaction is one of the chief intervening variables through which CSR 
impacts profitability. Stakeholder theory contends that Corporate Social Responsibility (CSR) improves 

customer satisfaction, loyalty, and intention to repurchase because of customers’ perceptions of fairness, 
trustworthiness, and value congruence (Shah & Guild, 2022). Customer satisfaction becomes even more 
critical for SMEs during these times, for these customers are a primary stakeholder group whose loyal 
patronage sustains revenue growth, profitability, and market equilibrium. Therefore, CSR-driven 
customer satisfaction improvements create economic value for SMEs by generating more profit, and 
responsible behavior in SMEs further demonstrates how profit can be earned (Dmytriyev et al., 2021). 
Moreover, within the stakeholder framework, corporate reputation has a moderating effect by 

determining the intensity of stakeholder reaction to CSR initiatives. For Stakeholder theory, reputation 
is considered a social construct resulting from cumulative history of relational exchanges and behavior 
of a firm that determines the trustworthiness of a firm’s outcomes (Okafor et al., 2021). SMEs are more 
likely to be perceived to be sincere and trustworthy in their CSR, and therefore, such SMEs will receive 
stronger positive stakeholder response and CSR–customer satisfaction enhancement. On the contrary, 
if the reputation is weak, stakeholder response may be low, given that CSR initiatives by the firm may 
be perceived to be the CSR of a disengaged, less active firm. Overall, the stakeholder theory further 
reinforces the effectiveness of CSR as a means of enhancing the financial performance of SMEs through 

satisfaction of the customers indirectly, and also through corporate image/ reputation, and puts emphasis 
on the role of the stakeholder perceptions and the relationships from the CSR activities in the focus of 
business success that will sustain over time (Rahi et al., 2024). 

Corporate Social Responsibility (CSR) and SMEs Financial Performance (SFP).  

The influence of Corporate Social Responsibility (CSR) on performance has also been documented in 
the SME (Small and Medium-sized enterprises) sector (Fourati & Dammak, 2021). It has been shown 
that CSR improves financial performance of SME’s by enhancing stakeholder trust and loyalty, which 
generates positive brand equity and brand loyalty, positively impacting profitability and sustaining 
competitive advantage in the long run (Singh & Misra, 2021). Socially responsible business practices 
such as ethical business practices, community integration, employee support, and eco-friendly practices 

also improve customer and employee satisfaction and loyalty resulting in higher revenue and stable 
growth (Vuong & Bui, 2023). It should be noted, however, that the relationship is not always positive. 
There exist studies claiming that SMEs and CSR initiatives have adverse outcomes in financial 
performance and in the value perceived by the stakeholders due to the expense in resources, cost of 
opportunities and value trapped in the CSR initiatives (Khuong et al, 2021). SMES lack the bandwidth 
for operational flexibility and while poorly targeted CSR initiatives may not directly increase 
profitability, them being implemented for the worse economic symbol would worsen the financial 

standing and thus there may be in no CSR done at all, there will be a loss in no profitability (Bello et 
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al, 2021). Furthermore, the lack of CSR communication and reputation management may cause to 

reduce financial outcomes due to the lack of trust and satisfaction by the stakeholders, even customers, 
in the CSR work. Regardless of the ample amount of growing literature, the adhered to the financial 
performance link in SMEs remains flimsy and fragmented, most of the studies have examined large 
corporations in a cross-sectional way. Few studies exist that even carefully explain the mediating effects 
in customer satisfaction and corporate reputation for developing countries like Pakistan (Coelho et al., 
2022). With this gap, the studies can have a precise framework to devise in the many paths SMEs and 
CSR used to have to diversify. Editors of scholarly journals will play a more pivotal role in fostering 
the professional growth of the discipline and the accepted branches of study than ever before. Editors 

will bear all the legal and moral responsibilities of their decisions, and the effects of those decisions 
will reach beyond the confines of the journal. Moderated scholarly communication will give direction 
and purpose to the system of dialogue in the discipline. 

H1: CSR has a positive effect on the SFP 

Mediating Role of Customer Satisfaction (CST).   

That CSR strategies increase financial outcomes of SMEs especially through customer satisfaction has 
been extensively discussed (Fosu et al, 2024). Charity donations, employee treatment, business ethics 

and environmental practices are CSR strategies that virtually improve customer satisfaction reflecting 
trust and fairness and loyalty through recurrent purchases (Lepisto et al, 2024). It has been documented 
that customers will reward patronage SMEs commercial responsibility with financial loyalty, 
profitability and long-term relationship (Zhang, 2022). CSR activities can be detrimental to financial 
viability especially when customer expectations have been poorly aligned, resources are considerably 
overused and activities are deemed as mere tokenism (Thanh et al, 2021). Financial viability of SMEs 
is usually confined within severe resource constraints and hence disproportionate financial CSR is likely 

to impede operational funding (Rasoolimanesh et al, 2024). When customers perceive CSR activities 
as inadequate or lack genuine motivation, the unsatisfied customer and financial viability relationship 
will not help the SME (Hallencreutz and Parmler, 2021). There is considerable theoretical evidence to 
support the indirect effect customer satisfaction has on CSR activities for SMEs. Despite the large 
volume of studies available, the effect of customer satisfaction on CSR initiatives in the case of SMEs 
(particularly emerging economies like Pakistan) has been discussed in very few studies making an 
unfortunate unfocused effort. Several studies have been conducted on large companies and cross-
sectional studies providing little understanding on the conditional pathways through which CSR impacts 

customer satisfaction and company profit (Han & Lee, 2021). This is the reason context- specific studies 
are required to determine the extent to which customer satisfaction functions as a mediator and the 
factors, on a continuum, which may constrain or enable the impacting of CSR on customer profit on 
SME. 

H2: CST mediates the relationship between CSR and SFP.  

Moderating Role of Corporate Reputation (CRP).  

According to Ahn et al. (2021) corporate reputation acts as an intangible asset. This reputation leads to 

a change in how stakeholders observe a firm’s actions, especially when it comes to a firm’s actions and 
activities that fall under Corporate Social Responsibility (CSR). According to Fatma et al. (2022) 
reputation in the context of SMEs is a variable that can considerably alter the relationship and effect 
CSR has on customer satisfaction. This is because reputation acts as a lens to determine how and the 
customers perceived the CSR actions and activities. This is especially in regard to how customers 
understand the authenticity, and credibility as well as the value of the actions and activities. Positive 
moderation is likely to occur when a firm enjoys a strong reputation. In this case, customers perceive 
the CSR actions as genuine and have meaning and as a result satisfaction, loyalty and trust is enhanced 

(Amoako et al. 2021). SMEs appreciate having a strong reputation because it is an asset in the form of 
having good ethical practices and being active in community CSR practices. They also have good 
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community practices where customers recognize and appreciate community practices and CSR 

activities. This also supports the firm’s CSR objectives as they financially perform in the economically. 
This positive correlation has also been supported by Baumgartner et al (202). However, there is also a 
possibility of a weak or inconsistent corporate reputation and in this case the effects of CSR on customer 
satisfaction can be considerably diminished (Islam et al 2023). This is in regard to where stakeholders 
see the CSR actions as mere formality, and the impacts tend to be more negative. In SMEs the reputation 
is often not well established (Islam et al 2023). Although corporate reputation has been acknowledged 
as a significant boundary condition, empirical studies that examine its moderating role in the CSR–
customer satisfaction relationship in SMEs, particularly in the developing economy contexts like 

Pakistan, have been very few (Cuesta-Valiño et al., 2022). The majority of previous studies have been 
concerned with large firms or with direct CSR outcomes, thus creating a fundamental gap in 
understanding the role of reputation in shaping customers’ perceptions of CSR in SMEs. Hence, it is 
vital for future studies to apply moderated models that capture reputation as a significant contextual 
factor that shapes stakeholder responses. 

H3:   CRP positively moderates the relationship between CSR and CST.  

 

Figure-1: Theoretical Framework 

METHODOLOGY 

This study examines the influence of customer satisfaction on the corporate social responsibility (CSR) 
initiatives of SMEs and the financial performance of SMEs within the Greek context, with corporate 
reputation acting as a moderating variable and with the customer satisfaction as a mediation variable. 
In order to perform both measurement and structural model evaluations, the author of survey based used 
a quantitative research model and the data direction were to determine the effect of CSR on financial 

performance which, of customer satisfaction as an intervening variable. Data were subjected to 
structural equations> In order to establish the norms of the measurement model, the criteria of the model 
were analyzed and the validity and reliability of the model were analyzed. Potential findings of this 
research have the potential to fill a gap in the existing academic literature of CSR and financial 
performance of SMEs. They will determine both measurement and structural model evaluations with 
marts. In order to establish the norms of the measurement model, the criteria of the model were analyzed 
and the validity and reliability of the model were analyzed. Potential findings of this research have the 

potential to fill a gap in the existing academic literature of CSR and financial performance of SMEs. 
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They will determine both measurement and structural model evaluations with marts. In order to 

establish the norms of the measurement model, the criteria of the model were analyzed and the validity 
and reliability of the model were analyzed. Potential findings of this research have the potential to fill 
a gap in the existing academic literature of CSR and financial performance of SMEs. 

The assessment of indicators’ reliability involved examining factor loadings, and considering any value 
exceeding 0.6 to be acceptable (Oke et al., 2022; Hair Jr et al., 2021; Hair et al., 2014). Assessing 

Internal Consistency Reliability was done using both Cronbach’s Alpha and Composite Reliability, and 
any value exceeding 0.7 was deemed to have sufficient reliability (Burns & Burns, 2000; Lai, 2021; 
Kline, 2016; Oke et al., 2022; Hair Jr et al., 2021; Iqbal & Rao, 2022). Assessing Convergent Validity 
was done using Average Variance Extracted (AVE), and any AVE exceeding 0.50 was considered to 
be adequate (Hair Jr et al., 2021; Shafie et al., 2021; Iqbal & Rao, 2022). Discriminant Validity was 
assessed using Fornell-Larcker criteria, Cross-loadings and Heterotrait-Monotrait (HTMT) Ratio and 
to ensure that HTMT values were below 1 (Oke et al., 2022; Kumar et al., 2021; Roemer et al., 2021; 
Hair et al., 2019; Iqbal & Rao, 2022). For evidence of multicollinearity among indicators, Variance 

Inflation Factor (VIF) was used, and VIF Values below 10 indicated no multicollinearity; 5–10 as mild 
multicollinearity, and exceeding 10 indicated severe multicollinearity (Iqbal & Rao, 2022; Ahmed & 
Ishtiaq, 2021; Hair, 2019). For the Structural Model, Coefficient of Determination (R²) Values was used 
to assess explanatory power of the model and values 0.75, 0.75 and above were considered as strong 
explanatory power of the model. The literature interprets the correlation coefficients 0.50, 0.25, and 0 
as strong, moderate and weak, respectively (Hair et al., 2017; Hair et al., 2019; Iqbal & Rao, 2022). The 
coefficients (β) were tested for magnitude, sign, and the presence of statistically significant t values at 

or above 1.96 and p values at or above 0.01 threshold for significance at alpha 0.1 (Hair et al., 2017; 
Hair et al., 2019; Iqbal & Rao, 2022). The above criteria were the minimum needed to demonstrate the 
measurement and structural models were of acceptable quality to justify the empirical examination of 
the hypothesized relationships between CSR, customer satisfaction, corporate reputation, and the 
financial performance of SMEs. 

“Table-I: - Assessment Criteria for Measurement Model  

Sr. # Measures Threshold Sources 

1 Indicator 
Reliability 

The minimum criteria or threshold for factor 
loading is (>0.6).  

Oke et al., 2022; Hair Jr 
et al., 2021; Hair et al., 
2014 

2 Internal 
Consistency 
Reliability 

The threshold value of Cronbach’s Alpha is 
equal to or greater than 0.7, and Composite 
Reliability is equal to or greater than 0.7. 

Burns & Bursn, 2000; 
Lai, 2021; Kline, 2016; 
Oke et al., 2022; Hair Jr 
et al., 2021; Iqbal & 
Rao, 2022 

3 Convergent 
Validity 

The threshold value for Average Variance 
Extracted (AVE) is equal to or greater than 
0.50. 

Hair Jr et al., 2021; 
Shafie et al., 2021; 
Iqbal & Rao, 2022 

4 Discriminant 
Validity 

Hetrotrait-Monotrait Ratio (HTMT Ratio) are 
< 0.85. 

Oke et al., 2022; Kumar 
et al., 2021; Roemer et 

al., 2021; Joseph F. 
Hair et al., 2019; Iqbal 
& Rao, 2022 
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5 Multicollinearity Collinearity b/w indicators: No. 
Multicollinearity if the value of *VIF < 10, 
Severe Multicollinearity if the value of VIF > 
10, and Mild Multicollinearity if the value of 
VIF < 10 and > 5.” 

Iqbal & Rao, 2022; 
Ahmed & Ishtiaq, 
2021; Joseph F. Hair, 
2019 

 

“Table-II: - Assessment Criteria for Structural Model   

Sr. # Measures Threshold Sources 

1 Coefficient of 
Determination (R²) 

R² values are between 0 and 1. R² 
value of 0.75 is considered good, 0.50 
considered normal, and 0.25 
considered weak. 

Joseph F. Hair et 
al.,2017;Hair et al., 2019; 

Iqbal & Rao, 2022 

2 Path Coefficients 
(β): 

Path Coefficients (β): Size and 
Significance of Path Coefficients (β), 
T-values = ≥ 1.96, and P-values (p 
<0.01) at (α)= 10% significance level”  

Hair et al., 2017; Hair et 
al., 2019; Iqbal & Rao, 
2022 

RESULTS AND ANALYSIS 

Indicator Reliability: 

Indicator reliability is understood to be the degree to which the items in the survey represent their 
respective latent variable which can be assessed through factor loadings. Loadings exceeding 0.60 are 
considered acceptable (Hair Jr et al., 2021; Oke et al., 2022). In the case of Corporate Reputation (CRP), 

all nine items in the survey had substantial loadings ranging from 0.721 to 0.867 which is well above 
the 0.60 threshold demonstrating that the items measure the construct reliably. Likewise, Customer 
Satisfaction (CST) had extremely high loadings of 0.869 to 0.913 which is also indicative of 
measurement reliability and attests to the fact that these items adequately measure the customers’ 
satisfaction on the services provided by the SME. As for SME Financial Performance (SFP), factor 
loadings of the items ranged from 0.599 to 0.819. Even if items SFP-1 (0.599) and SFP-6 (0.625) fell 
short of the required threshold of 0.60, they are still justifiable to be retained due to their theoretical 

relevance and contribution to the construct as well as the fact that the other items exceeded 0.70 thus 
showing that the indicators are reliably measuring the same construct. The indicators for the Corporate 
Social Responsibility (CSR) construct also attested to reliability as all four items had substantial 
loadings of 0.839 to 0.853 confirming that the items represent the dimensions of CSR which are 
economic, legal, ethical, and philanthropic. Generally speaking, the thresholds for the minimum 
reliability were equaled or even surpassed by the factor loadings spanning across all constructs, 
indicating that the measurement model has a viable indicator reliability, thus confirming that the items 

measured were able to reliably measure their respective latent variables (Hair Jr et al., 2021; Oke et al., 
2022). 

Internal Consistency Reliability: 

Internal consistency reliability attempts to determine how consistently an instrument is measuring the 
same underlying construct. This can be analyzed using Cronbach’s Alpha (α) and Composite Reliability 
(CR), which both need to reach and exceed a threshold value of 0.70 in order to be considered reliable 
(Burns & Burns, 2000; Hair Jr et al., 2021; Oke et al., 2022). In this research, the construct of Corporate 
Reputation (CRP) was found to have Cronbach’s Alpha of 0.921 and Composite Reliability of 0.934, 
signifying excellent internal consistency with respect to the nine items, all of which exceeded the 
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threshold of 0.70. This was the same case with Customer Satisfaction (CST) as there was equally very 

high internal consistency with respect to the construct as measured by the 7 items with a Cronbach’s 
Alpha of 0.957 and a CR of 0.964. The SME Financial Performance (SFP) construct showed a 
Cronbach’s Alpha of 0.819 and CR of 0.870, both of which exceed the recommended value, indicating 
worthwhile consistency with respect to the internal various even though minor inconsistencies were 
present in some of the factor loadings. Lastly, for Corporate Social Responsibility (CSR), a Cronbach’s 
Alpha of 0.917 and CR of 0.933 was attained indicating the items measuring the 4 responsibilities were 
consistent and these include economic, legal, ethical, and philanthropic. Based on the data, Boulder, et 
al. (2022) confirms that the data achieves the minimum requirement for structural equation modeling. 

The original author lists the paired combinations and confirms that the respondent's answers on the 
paired items meet the specified criteria. 

Convergent Validity:  

Convergent Validity tests the extent to which different measures, or indicators, of a latent construct are 
highly correlated and reflect the same underlying variable. This is done utilizing Average Variance 
Extracted (AVE), which must be 0.50 or more, to establish the extent to which the construct accounts 
for variance in the indicators, and is considered acceptable (Hair Jr et al., 2021; Shafie et al., 2021; Iqbal 
& Rao, 2022). In this case, Corporate Reputation (CRP) attained an AVE of 0.613 which means that 
the construct accounts for 61% of the variance of the nine items, pointing to strong convergent validity. 
Customer Satisfaction (CST) with AVE of 0.794 means that the construct accounts for approximately 

79% of the variance of the seven indicators which reflects excellent convergent validity. The SME 
Financial performance (SFP) construct had an AVE of 0.530 which is slightly above the 0.50 AVE 
threshold, which confirms acceptable convergent validity despite a small difference in some indicators. 
Last, Corporate Social Responsibility (CSR) with an AVE of 0.667 means the construct accounts for 
67% of the variance of the four items, pointing to strong convergent validity. Every single measure 
exceeds the prescribed AVE ceiling, affirming that the measures are converging upon their 
corresponding latent variables and lending strong evidence to the reliability of the measurement model 

(Hair Jr et al., 2021; Shafie et al., 2021). 

Multicollinearity: 

The term multicollinearity describes the phenomenon where predictor variables are very closely 
correlated and the subsequent implications on regression estimates, which would make the path 
coefficients in structural models much less reliable. In these situations, the Variance Inflation Factor 
(VIF) would be the most widely used statistic. A VIF below 5 would reflect there being no significant 
multicollinearity, while a VIF between 5 and 10 denotes mild multicollinearity. A score above 10 would 
be indicative of very serious multicollinearity (Iqbal and Rao, 2022; Ahmed and Ishtiaq, 2021; Hair, 
2019). In the current study, all items in the four variables—Corporate Reputation (CRP), Customer 
Satisfaction (CST), SME Financial Performance (SFP), and Corporate Social Responsibility (CSR)—

returned VIF values between 1.32 and 4.74 which are all considered to be below the 5 VIF cut off of 
concern. In CRP, the items ranged between 2.26 and 3.72; for CST, the items were between 3.17 and 
4.74; SFP was between 1.32 to 2.30; and finally, for the CSR items ranged from 3.29 to 4.14. 
Consequently, these findings suggest that the predictor variables are free from serious multicollinearity 
and that the structural model will yield valid regression estimates. Therefore, the independent variables 
will be reliable to investigate the hypothesized relationships in the PLS-SEM model since the 
multicollinearity would ultimately not entail the standard errors to be inflated nor the path coefficients 

to be instable (Hair et al., 2019; Iqbal and Rao, 2022). 

Tale-III: Reliability and Validity  

Item Code & Descriptions Facto

r 

VI

F 

Sour

ce 
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Load

ing 

Corporate Reputation (Cronbach's Alpha = 0.921 , CR = 0.934 , AVE = 0.613)  

CRP-1: Our company effectively responds to changes in the market 
environment. 

0.784 2.
49 

Hel
m, 
2005 

CRP-2: Our company's products/services are perceived as superior to those of 
our competitors. 

0.867 3.
72 

CRP-3: Our company excels in innovation and stays ahead of competitors. 0.800 2.
90 

CRP-4: Our company efficiently utilizes resources to maintain a competitive 
edge. 

0.818 2.
98 

CRP-5: Our company has a strong customer base compared to competitors. 0.742 2.
26 

CRP-6: Our company's management team is more effective than competitors' 
in strategic decision-making. 

0.721 2.
46 

CRP-7: Our company effectively responds to changes in the market 
environment. 

0.800 2.
60 

CRP-8: Our company's products/services are perceived as superior to those of 
our competitors. 

0.730 2.
71 

CRP-9: Our company excels in innovation and stays ahead of competitors. 0.777 2.
33 

Customer Satisfaction (Cronbach's Alpha = 0.957, CR = 0.964, AVE = 0.794)  

CST-1: In general, how please are you with our offering. 0.870 3.

17 

Le, 

2023 

CST-2: To what extent are you please with the products or services. 0.892 3.

96 

CST-3: To what extent do our offerings fulfil your unique needs. 0.894 3.

97 

CST-4: To what extent are you pleased with our customer services. 0.913 4.

74 

CST-5: To what extent was placing an order with us simple. 0.869 3.

31 

CST-6: To what extent you with our products and services value for money. 0.905 4.

28 
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CST-7: To what extent are you happy with our pricing fairness. 0.892 3.
83 

SME Financial Performance (Cronbach's Alpha = 0.819, CR = 0.870, AVE = 0.530)  

SFP-1: Our company effectively responds to changes in the market 
environment. 

0.599 1.
32 

Wan
g Et 
Al, 
2018 SFP-2: Our company's products/services are perceived as superior to those of 

our competitors. 
0.816 1.

92 

SFP-3: Our company excels in innovation and stays ahead of competitors. 0.706 1.
59 

SFP-4: Our company efficiently utilizes resources to maintain a competitive 
edge. 

0.771 2.
05 

SFP-5: Our company has a strong customer base compared to competitors. 0.819 2.
30 

SFP-6: Our company's management team is more effective than competitors' 
in strategic decision-making. 

0.625 1.
47 

Corporate Social Responsibility (Cronbach's Alpha = 0.917, CR = 0.933, AVE = 0.667)  

CSR-1: The provision of fair pricing and value for customers. 0.839 3.

29 

Carr

oll, 
1979 

CSR-2: The provision of national laws, regulations, and industry standards in 

its business operations. 

0.841 4.

14 

CSR-3: Conducts business in a morally and ethically responsible manner. 0.853 3.

95 

CSR-4: Contributes to social and community development through charitable 

initiatives and support programs. 

0.847 3.

47 

Discriminant Validity:  

The Heterotrait-Monotrait (HTMT) ratio is one among many ways to evaluate whether a construct is 
truly separate from other constructs in a model. Values of less than 0.90 (or less than 0.85 for more 
conservative usages) show that constructs are empirically separate (Henseler, Ringle, and Sarstedt, 
2015; Hair Jr et al, 2019). For this research, HTMT values of all constructs were from 0.262 to 0.645. 
HTMT ratio values of SME Financial Performance and Corporate Reputation, Customer Satisfaction, 

and the Legal Dimension were 0.543, 0.645, and 0.262, respectively. HTMT values of Corporate 
Reputation and Customer Satisfaction and the Legal Dimension were 0.536 and 0.304, respectively, 
whereas the HTMT of Customer Satisfaction and the Legal Dimension was 0.401. As all the values are 
way below 0.90, the measured constructs are not the same and indeed deal with different theoretical 
issues. Therefore, the measurement model has discriminant validity, that is, each construct is measuring 
differing values which further diminishes the possibility of having model constructs compete with each 
other in the subsequent structural model analysis (Henseler et al, 2015; Hair Jr et al, 2019). 

 

https://academia.edu.pk/


ACADEMIA International Journal for Social Sciences                                                                             

Volume 4, Issue 4(b), 2025       ISSN-L (Online): 3006-6638 

 

https://academia.edu.pk/                |DOI: 10.63056/academia.4.4(b).2025.2046|                  Page 1301  

Table-IV: HTMT Ratio (Discriminant Validity) 

Constructs (1) (2) (3) (4) 

(1) SME Financial Performance     

(2) Corporate Reputation 0.543    

(3) Customer Satisfaction 0.645 0.536   

(4) Legal Dimension 0.262 0.304 0.401  

Coefficient of Determination (R²) 

The Coefficient of Determination (R²) relates to the prediction of the variance of the endogenous 

construct due to the respective predictors of the variables of the model. In the model of this research, 
Customer Satisfaction has an R² value of 0.295, while the respective adjusted R² is 0.291. This means 
that, on the average, 29.5% of the variances of customer satisfaction is due to the predictors of 
satisfaction, which includes Corporate Social Responsibility (CSR), and perhaps other relevant 
predictors to the model. In the literature on PLS-SEM, R² value of the model is delineated at 0.75, 0.50 
and 0.25 as substantial, moderate and weak respectively (Hair et al., 2017; Hair et al., 2019; Iqbal & 
Rao, 2022) and in this regard, the R² value of Customer Satisfaction model as 0.295 is moderate to 
weak. This implies that while the predictors of satisfaction Customer Satisfaction accounted for a 

substantial proportion of the variances of Customer Satisfaction, there are other predictors which were 
omitted in the model to customer satisfaction. Be that as it may, such an R² value is sufficient for the 
purposes of the social sciences and will be more acceptable in more complicated models involving the 
SMEs and a lot of other contextual variables that are likely to influence the Stakeholder’s account on 
the model. 

Table-V:  Coefficient of Determination (R
2
) 

Constructs R Square R Square 

Adjusted 

Customer Satisfaction 0.295 0.291 

Hypothesis Testing:  

Hypothesis 1(H1) scrutinized the direct influence of Corporate Social Responsibility (CSR) activities 
and the extent to which it relates to Customer Satisfaction. The correlation results indicated that there 
exists a strong positive statistically significant correlation (β = 0.455, t = 12.85, p < 0.01) suggesting 

that there are significant increases in customer satisfaction in the case of SME. The following factors 
contribute to and explain this connection; the firm’s CSR strategies which include; acting ethically in 
business, practicing fair pricing, and engaging in community development initiatives, give customers 
the impression that the firm is socially responsible and is worth their trust. Stakeholder theory professes 
that these activities meet the expectations of customers and a trust is built that leads to a positive 
perception of the firm’s involvement in the social good and thereby satisfaction with the firm and their 
loyalty increases (Fourati & Dammak, 2021; Vuong & Bui, 2023; Bello et al., 2021; Coelho et al., 

2023). 

Hypothesis 2 (H2) examined the mediating influence of Customer Satisfaction on the CSR and SME 
Financial Performance relationship. The indirect effect was statistically significant (β = 0.052, t = 3.955, 
p < 0.01) indicating customer satisfaction mediating this relationship to some degree. The reasoning in 
support of this effect is as follows: CSR initiatives enhanced customer experience and value satisfaction 
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in the products or services offered. Differently put, businesses with customer satisfaction experience 

greater repurchase intentions, positive word of mouth, and loyalty which is likely to impact the financial 
performance of the SME positively. Thus, with this data and (Fosu et al., 2024; Lepistö et al., 2024; 
Rasoolimanesh et al., 2024; Han & Lee, 2021), one can argue that CSR plays both direct and indirect 
roles in shaping targeted stakeholders’ behaviors and perceptions of the organization influencing 
performance in various ways. 

Hypothesis 3 (H3) explored Corporate Reputation's moderation of the CSR–Customer Satisfaction 
relationship. Interaction was positively significant (β = 0.070, t = 3.929, p < 0.01), pointing to the 
reputation CSR customer satisfaction relationship. The moderation of corporate reputation is explained 
by its role as a credibility signal that reinforces the perceived authenticity of CSR initiatives. CSR 
actions by corporations demonstrating credibility and reputation corporate are more likely to be trusted 
and valued by customers resulting in higher satisfaction. This is not the case, however, for corporations 
with lower reputation as customer endorsement in CSR is weak (Ahn et al., 2021; Fatma et al., 2022; 
Baumgartner et al., 2022; Islam et al., 2023; Cuesta-Valiño et al., 2022). 

Table-VI: Hypothesis Testing Results (Bootstrapping @5000 subsamples): -  

Hypothesis: β Stand

ard 

Devia

tion 

T 

Statis

tics 

P 

Valu

es 

Decis

ion 

Direct Effect 

H1: Corporate Social Responsibility → Customer 
Satisfaction 

0.4
55 

0.035 12.85 0.000
*** 

Acce
pted 

Mediating Effect 

H2: Corporate Social Responsibility -> Customer 
Satisfaction -> SME Financial Performance 

0.0
52 

0.014 3.955 0.000
*** 

Acce
pted 

     Moderating Effect 

H3: Corporate Reputation x Corporate Social 
Responsibility -> Customer Satisfaction 

0.0
70 

0.022 3.929 0.000
*** 

Acce
pted 

Note: ***, **, * Denotes significance Level @1%, 5% and 
10% 

     

DISCUSSION 

This study demonstrates the positive effect Corporate Social Responsibility (CSR) holds for increased 

Customer Satisfaction within the parameters of an SME. Stakeholders view socially responsible firms 
as credible and trustworthy (Coelho et al. 2023), and because of this credibility, these firms are able to 
positively influence Customer Satisfaction through care, equity, and the prioritization of Ethical and 
Social Responsibility (ESR) business behaviors. Stakeholders develop a deep sense of Customer 
Satisfaction as firms gain a positive reputation for prioritizing ethical business practices and community 
well-being, which accomplishes the objectives of the business. This phenomenon is consistent with 
Stakeholder Theory, which states Organizations’ positive (or negative) Stakeholder Theory. vuong and 

bui (2023) explain this. With the customer-relationship focus that firms use to operate CSR within an 
SME, CSR becomes a critical device to gain trust and satisfaction, as well as and build enduring 
relationships. This demonstrates that the engagement of CSR practices is not done so ceremonially, but 
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in fact is a business model that actively dictates the customer’s relationship and value with the firm. 

(Fourati and Dammak 2021) 

Analysing the results, the authors found that customer satisfaction is the central mechanism through 
which CSR positively impacts SME Financial Performance, emphasizing the mediating role of 
customers. This is so because the marketplace benefits of CSR are only realized when customers react 
positively to the CSR efforts of the firm (Fosu et al, 2024). Satisfied customers are more likely to be 

loyal, repurchase, and spread positive information about the firm which improves the financial 
performance of the firm (Lepistö et al, 2024). Thus, the explanation of the results is that CSR in itself 
does not lead to better financial performance, rather it is the positive changes in customer perceptions 
and customer experiences that bring financial Benefits (Rasoolimanesh et al, 2024). ... With the limited 
financial and market reach constraints faced in most SMEs, the understanding of this indirect relation 
is most adaptive. This understanding, along with the value and expectation alignments of CSR activities, 
is more likely to bring financial performance (Han & Lee, 2021). 

Last but not least, the findings show that Corporate Reputation strengthens the efficacy of the impact 
of Corporate Social Responsibility on Customer Satisfaction which shows its role as a moderator. This 
is, in large part, because strong corporate repute is a signal of authenticity, increasing the trust and 
efficacy of CSR initiatives (Ahn et al., 2021). When customers perceive a firm's reputation and 
documented ethical and responsible behavior is considerable, they likely support the CSR activities. On 
the contrary, a firm is likely not to gain appreciation for its CSR efforts, as they are likely to be seen as 

underlying deceit on the firm's part, which weakens the efforts on satisfaction (Islam et al., 2023). This 
is why it is strategically important to manage corporate reputation in small and medium enterprises 
(SMEs). This is because CSR initiatives can fundamentally influence the customers’ perceptions and 
satisfaction, but only when a reputation is high and is genuine and upheld. This indicates to SMEs that 
reputation management is important when they undertake CSR to ensure that it is recognized that the 
SMEs undertake socially responsible practices, resulting in high customer satisfaction and financial 
performance (Fatma et al., 2022). 

THEORETICAL IMPLICATIONS. 

This study extends stakeholder theory further than any study to date by incorporating and analyzing 

corporate social responsibility (CSR), customer satisfaction, corporate reputation, and the financial 
performance of small and medium-sized enterprises (SMEs). Stakeholder theory states that businesses 
create value by balancing the needs of multiple stakeholders, not just the shareholders (Singh & 
Chakraborty, 2021). This study advances stakeholder theory by showing that CSR increases financial 
performance of SMEs, but only to the degree that customer satisfaction is achieved. This theory defines 
consumer satisfaction and not just passive CSR recipients, but as stakeholders whose satisfaction is the 
link to profitability from CSR (Al-Shammari et al., 2022). This demonstrates to policymakers and 
practitioners the theoretical operationalization of stakeholder engagement and the financial performance 

of SMEs where relational capital is utilized in place of scale (Bătae et al., 2021). 

The mediating impact of corporate reputation is also influenced by stakeholder theory and what this 
theory contributes to corporate reputation is by way of a specific perspective as, to some extent, 
reputation capital is a necessary condition in some cases). Research based on stakeholders in the past 
seems to focus on a single, homogeneous view of stakeholders regarding the firm and therefore, this 

specific research shows, contrary to reputation, stakeholders do not act passively nor view the corporate 
social responsibility voluntary initiatives of the firm in a vacuum (Dagestani et al., 2025). The reputation 
of the company acts as a positive driver for gauging the CCSR initiatives as moderated by the customer 
satisfaction whereas the negative reputation of the company reduces the drivers to customer satisfaction 
(Awa et al., 2024). The theory of stakeholders is therefore enriched by the integration of signaling theory 
by being a response theory because it offers a more nuanced view, explaining that stakeholders do not 
only react to the engagement by the firm, but also the context of the engagement such as the social 

legitimacy of the firm and the social trust placed on it (Waheed & Zhang, 2022). 
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There is also an extension of stakeholder theory when it comes to SMEs, since it is typically focused 

on large enterprises. This is because small businesses do in fact have stakeholder relationships, and 
small businesses do engage in initiatives related to Oware and Malliakarjunappa’s (2022) stakeholder 
theory, which focuses on business related to CSR, and weak stakeholder relationships. SMEs, in which 
Oware and Mallikarjunappa (2022) refer to as small businesses, as CSR led stakeholder engagement 
does have an impact on performance outcomes. Likewise, Shah and Guild (2022) do reference 
stakeholder engagement as a positive impact on performance outcomes and suggest that it is an 
important element of CSR, and that it is not an afterthought. Dagestani et al. (2025) do bring in theory 
by embedding mediation and moderation as part of the stakeholder theory, and do a great job in 

explaining the context, how, and more importantly when SMEs practice CSR and benefit financially. 

PRACTICAL/MANAGERIAL IMPLICATIONS 

By highlighting the impact of stakeholder-oriented management that reflects the value of CSR, the 
results of this study have important practical implications for SME owners, managers, and 
policymakers. Following the stakeholder perspective, the results indicate that rather than seeing CSR 
as a cost and philanthropic activity, CSR as a strategic relational investment of the firm with key 
stakeholders at least pertaining to the customers and the firm’s bottom line needs to be reviewed. 
Ethically, legally, and socially tying customers to the firm and the marketplace with satisfaction, SMEs 
will undoubtedly generate repeat purchases, positive referrals, and long-term cross-buying loyalty. 
These retention results are paramount particularly for SMEs that facilitate economically and 

strategically slim environments. Trusting relationship retention integrates financial viability and CSR 
operationalization to SMEs sustainability. The evidence of moderating impact of reputation clearly 
supports that SMEs need to marry CSR with reputation accretion in a cohesive manner. The activities 
of CSR need to be unambiguous and transparent so that stakeholders are protected, and reputational 
confidence in the firm’s ethics and social responsibility will be enhanced. By providing stability of 
service delivery while maintaining good and ethical communication especially over social media and 
the web, small and medium enterprises can build a reputation that has real value and can be built upon 

to expand CSR (Corporate and Social Responsibility). This makes it possible to keep the community of 
customers building and maintain the trust and the legitimacy of the CSR work that has already been 
initiated. The additional trust and legitimacy that the community customers gain internally will 
empower excel the true value of CSR to drive positive community customer satisfaction, and positive 
financial gains. Lastly, this value can be presented to the policymakers and other community customers 
support organizations in the form of SME (Small and Medium-size Enterprises) Development 
Strategies. Integrating the value of CSR and the reputation managing activity into small and medium 

enterprises development guidelines will favor positively to small and medium enterprises customers 
and enable community customers to perform stakeholder engagement CSR activities. This will enable 
the small and medium enterprises to perform community responsible activities while gaining some 
community and social value. This will present the small and medium enterprises and the community 
with some financial gains having made it possible for the small and medium enterprises to perform 
responsible activities. In conclusion, the small and medium enterprises community will perform 
concerted work to get some responsible activities done while getting business and community social 
value having been achieved to get some financially responsible activities done to get some social 

activities while marketing the business responsible activity. 

LIMITATIONS AND AVENUE FOR FURTHER STUDIES 

Like all other studies, there is room for improvement, and this has some constraints. First, by utilizing 
cross-sectional studies, we may find ourselves incapable of speaking about the predictors of the 
relationships we propose. In other words, describing as being ‘causally related’ won’t be possible in the 
case of initial corporate social responsibility, followed by customer satisfaction, then corporate 
reputation, and finally, the financial performance of the SMEs. Second, in this study, we were also 
constrained by the self-reporting of the financial information by the respondents of SMEs. The 
perception gap may undermine the necessary objectivity of the reporting and various studies in the 
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future should utilize some of the financial parameters as well as include customers or other third-party 

evaluators’ triangulation of data. Third, the SMEs in this study were limited by one national context, 
and we, therefore, suggest future research employing a combination of different geographies in the 
study. Moreover, future research may assist in identifying other innovative variables in the relationships 
that the study attempts to explain, and thereby, enhance the clarity of the relationships proposed in the 
study. Lastly, a study on the various relationships that exist in an industry and the use of qualitative and 
quantitative approaches in the study can help in understanding the various approaches that SMEs use 
in their CSR activities. 
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