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  Abstract 

Although previous studies have established the link between corporate social responsibility (CSR) effects 

on financial performance (FP) of firms, however, scholars argued CSR alone cannot ensure FP because 

when a firm adopts value-creating strategies, it is necessary such strategies align with their stakeholder’s 

to yield improvements to FP. Therefore, the aim of this study is to examine the effect of CSR on firms’ FP 

through examining the mediating effect of corporate reputation and moderating effect of stakeholder’s 

orientation on companies listed in Pakistan stock exchange. The structural equation modeling approach is 

employed to test the hypothesized model and finding revealed significant results. 

 

Keywords: Corporate Social Responsibility, Corporate Reputation, Stakeholders, Orientation, Pakistan. 

 

 

Introduction 

In today‘s knowledge-based and globalized marketplace, firms must engage in complex and dynamic 

interactions with stakeholder demands. Therefore, businesses must need to not only firmly satisfy the 

quality satisfaction but also encounter the requirements of social and environmental stakeholders to 

achieved competitive advantages (Syed et al., 2017). Therefore, corporate social responsibility (CSR) could 

be considerably significant for fulfilling the requirements of stakeholders and improving financial 

performance (Galbreath, 2018). Corporate social responsibility has the compromise to satisfy key 

stakeholders is a vital component to improve overall business performance. In this context, previous studies 

have found an effect of stakeholder orientation on corporate decision-making, the development of corporate 

strategies and practices (Berman et al., 1999; Zink, 2005), and improvements to overall firms‘ performance 

(Mishra and Suar, 2010, Rettab et al., 2009). Therefore, it is imperative to consider stakeholder orientation 

dimension to strengthen firms‘ FP which is neglected in previous studies. In addition, CSR leads to many 

intangible advantages for the business like corporate reputation or image (Schwaiger, 2004) that impact on 

the firm‘s FP (Kim et al., 2018). In the other words, increasing demand from businesses are often to prove 

their actions and policies meet various social and ethical criteria which can help to establish reputation; 

failing to do so can be a basis of reputational risk (Fombrun, 2005).  

 

While, stakeholder theory has a strong ethical basis (Freeman et al., 2010), the significant attention being 

given to its instrumental type (McWilliams and Siegel, 2001; Surroca et al., 2010). The instrumental view 
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of stakeholder theory approaches CSR activities as a means (an instrument) to achieve shareholder value 

(Donaldson and Preston, 1995). Therefore, CSR activities which are to stakeholder management 

comprehended instrumental value and created value for shareholders (Kim et al., 2017; Luo and 

Bhattacharya 2009). To better evaluate the instrumental value of CSR, three questions are very imperative 

for this study: (1) What is the mean effect of CSR on firm financial performance? (2) What are the 

underlying mechanisms through which CSR affects firm financial performance? (3) What are the 

contingencies when CSR has varying effects on firm financial performance? In order to discourse the first 

question, most scholars have linked CSR initiatives to firm performance (Margolis and Walsh, 2003; Kim 

et al., 2017; Ioannou and Serafiem 2015; Porter and Kramer, 2006; Luo and Bhattacharya 2009). For this 

reason, previous studies have established rather inconclusive and ambiguous results such as, positive 

association (e.g. Margolis & Walsh, 2003; Mishra & Suar, 2010), others advocated a negative or no 

correlation (Malcolm et al., 2007). 

 

Despite the wide-range of previous literature on the first question, only existing researchers highlighted the 

significance of the second and third questions (Hasan et al., 2018; Harrison and Bosse, 2013). Precisely, 

researchers anticipate to reach better indulgent on how (i.e., mechanisms) and when (i.e., contingences) 

CSR play a role to superior shareholder value creation. Therefore, this study further intends to get insight 

about corporate reputation as mediating (mechanism) and stakeholders‘ orientation as moderating 

(contingencies) variables on the relationship between CSR and firms‘ financial performance. This study 

contends that the relationship between CSR and firms‘ FP is more multifaceted which revealed by previous 

literature. Consequently, this study tries to cover previous studies on the relationship between CSR and 

firms‘ FP. Therefore, a research question of this study is: ‗Are stakeholders‘ orientation moderate and 

corporate reputation mediates the relationship between CSR and firms‘ financial performance?  

 

It is worth mentioning that since many theories on CSR and firms‘ FP are established in the context of 

developed countries e.g. US and Europe (Melo, 2012). This study concentrates on a developing economy 

(Pakistan) in the corporate world. It emphasizes this region in view of its substantial differences from 

developed and other developing economies in terms of economic growth, business dynamics and 

managerial practices (Khan et al., 2018; Ashraf, 2018). However, the literature has directed little attention 

to how CSR affect FP from Pakistan‘s business perspectives. Therefore, a sample of Pakistan as a 

developing country might be useful in representing CSR consequences in a worldwide context. Moreover, 

evidences showed that in Pakistan, companies are yet to involve the stakeholders in their strategic processes 

related to CSR and stakeholders are less imperative element and have low institutional representation 

(Khan et al., 2018; Yunis et al., 2017; SECP, 2013).  

 

Literature Review and Hypothesis Development 
 

Corporate Social Responsibility (CSR) 

 

Corporate social responsibility can be generally understood as ―social responsibility of business 

encompasses the economic, legal, ethical, and discretionary expectations that society has of organizations at 

a given point in time‖ (Carroll, 1979, p. 500) as pyramid of CSR. Interestingly, this pyramid is a foundation 

of many CSR models/theories which dynamic organisations have widely employed (Geva, 2008). However, 

the four dimensions of Carroll‘s pyramid are quite broad in terms of their applicable approach (Claydon, 

2011). Moreover, some organisations have found it difficult to align their daily corporate activities with 

Carroll‘s pyramid of CSR because it does not consider environmental management and corporate 

sustainability (Visser, 2006). 

 

Elkington (1997) has developed the triple bottom line model, which is comprises of three dimensions, 

namely economic, social and environmental. This model emphasizes three critical concepts of CSR: social 

responsibility (i.e. people), environmental responsibility (i.e. planet) and economic responsibility (i.e. 

profit). Many researchers have also operationalized the CSR dimensions of the triple bottom line model 
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(Lantos, 2002; Maignan and Ferrell, 2004). Freeman‘s perspective also relates to the triple bottom line, as 

businesses would make a profit but would not damage the people or natural environment. In contrast to 

other definitions of CSR, the triple bottom line is sufficient with other CSR concepts, like corporate 

citizenship (Lantos, 2002). 

 

However, there is not universally agreement upon how CSR would be defined and there is no consensus 

regarding the implications of the different CSR dimensions and scales that organisations use (Carroll and 

Buchholtz, 2014). Therefore, most scholars have suggested that CSR practices should be customized 

according to the specific industry and country (Claydon, 2011; Jamali, 2008). This study adapts the CSR 

practices developed by Carroll (1991) and Maignan and Ferrell (2004), which consist of economic, social 

and environmental dimensions, which measure CSR practices and its impact on firms‘ performance in the 

context of Pakistan. 

 

Issues Related to CSR in Pakistan 

 

Pakistan is a third-world nation with the sixth-highest population in the world. The country has a low-

income economy due to an inept and inefficient large public sector, and it has contended with serious 

economic challenges on both domestic and external fronts since the early years of the current regime. 

Abject poverty has been a major concern for the country, as about one-third of its population lived under 

the poverty line (Pakistan Economic Survey, 2016-17). Corporate scandals in Pakistan like child labour, 

health and safety, human right violations, environmental exploitation (Khan et al., 2018; Ashraf, 2018; 

Awan et al., 2012) causing Pakistani industries are not able to capture their market share in international 

market.  

 

Corporate social responsibility has been among the most-neglected issues in Pakistan because of diverging 

interests between the corporate sector and society. Likewise, the social sector has received the least 

attention among sectors in Pakistan, and investment in education and health has been marginal since the 

beginning. However, many Pakistani companies observing the CSR practices are not only charity or 

religious activity (Zaman et al., 2018). Previous literature has reported considerable improvement in order 

to some CSR matters, like child labour as well as safety and health in textile and leather industries in 

Pakistan (Ashraf, 2018), but they are still not completely resolved. This is particularly true of employee 

health and safety issues, as industrial accidents in Karachi (garment factory) and Lahore (shoe and 

pharmaceutical factory) have recently demonstrated. These accidents were due to fire outbreak, boiler 

explosions, for instance, and they caused the deaths of more than 275 people (Ayub, 2012; The Express 

Tribune, 2012). Other labour issues relate to workers in the garment sector, as they are paid under the 

minimum legal wage and sometimes given temporary contracts (Lund-Thomsen, 2004), which disqualifies 

from entitlement to social welfares, like health care insurance and old age benefits. 

 

Environmental pollution is also a notably important issue for CSR in Pakistan. Majeed et al. (2018) for 

example, have found that industries in Pakistan create environmental pollution. Leather tanneries and 

textile sector companies have been involved in water pollution (Lund- Thomsen and Nadvi, 2010). Jilani 

(2017) has determined that most leather tanneries and chemical industries in Karachi were discarding 

untreated waste into the sea, which is dangerous for sea wildlife, industrial plants often discharge toxic 

water into agricultural areas. Nevertheless, many businesses in Pakistan have taken the subject of 

environmental protection practices as CSR. Therefore, in Pakistan, government offers rewards to industries 

which are socially and environmentally responsive (Hameed et al., 2018; SECP, 2013). 

 

CSR and Firm Performance 

 

Basically, stakeholder theory offers organisations to implement CSR practices. The rationale for why CSR 

affects business performance is that a firm‘s social involvement (with society and the natural environment) 

signifies that the organisation truly cares and has concern for the welfare of its stakeholders (Kim et al., 

2017). Nevertheless, some studies contended that CSR activities can add costs to company operations 
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(Parast and Adams 2012), divert company recourses (Bhattacharya, 2016; Luo and Bhattacharya, 2009) and 

lead to negative financial performance. In contrast, many scholars have proposed that CSR can improve 

business performance and satisfy stakeholders (Brower and Rowe, 2017; Khurshid et al., 2018). 

Additionally, CSR practices can cultivate a firm‘s image and construct strong relationships with 

stakeholders, which can increase firms‘ profitability (e.g. return on investment, return on assets, profit/sales 

growth) (Maignan and Ferrell, 2004; Yam, 2013). 

 

However, the above literature reveals that the many studies are published in advanced countries. 

Notwithstanding, the lack of studies on the relationship between CSR and firm performance in developing 

countries particularly in Pakistan‘s context are limited (Malik and Kanwal, 2018). We predict that same as 

developed countries, similar results might be found in Pakistan. Thus, the purpose of this study is to 

examine the indirect effect of CSR on firm performance, therefore, the procedure suggested by Baron and 

Kenny (1986) is adopted for hypotheses. Before this, the direct relationship between CSR and firm 

performance is tested in the first stage. Therefore, the following hypothesis is as follows: 

 

H1. CSR is positively associated with firms’ financial performance. 

 

Corporate Reputation 

 

Corporate reputation as defined by Fombrun and Shanley (1990) ―represent publics‘ collective judgements 

of firms over time‖ which, results in ―relative success in fulfilling the expectations of multiple 

stakeholders‖ (Fombrun and Shanley, 1990, p. 235). In the other words, corporate reputation is the shared 

views about an organization from their stakeholders (Brammer and Millington, 2005), stakeholders having 

the varied preferences on firm activities, process and consequences, and these ―different publics attend to 

different features of firm‘s performance‖ (Fombrun and Shanley, 1990, p. 235). Stakeholders received 

signals of firm‘s reputation regarding its behaviours/actions those publics. It might be received whether 

directly from the company or through media and stock markets (Fombrun and Shanley, 1990). For this 

reason, reputation is playing a significant role to enhance firm‘s performance. 

 

CSR, Corporate Reputation and Firm Performance 

 

The current literature has recognized a link between CSR and corporate reputation (e.g. Lin-Hi, & 

Blumberg, 2018; Odriozola & Baraibar-Diez, 2017). For instance, corporate reputation could improve if a 

business discloses their social and environmental practices as strategic CSR which effect the stakeholders‘ 

perception about firm (Oriozola & Baraibar-Diez, 2017). According to Janssen et al. (2015) CSR ―builds a 

reservoir of goodwill that firms can draw upon in times of crisis‖. The reason is that reputation is a 

significant factor for customer satisfaction over period of time (Walsh, et al, 2009) and it is prerequisite for 

socially responsible firm (Lai et al., 2010). When a firm demonstrates a commitment to CSR, it sends a 

signal to internal and external parties that it cares about its stakeholders and intends to serve their interests 

(Beaudoin et al., 2018). This perception about firms‘ leadership, image and product/service quality supports 

to build long-term relationships with stakeholders which contributes to firms‘ FP (Martinez et al., 2017; 

Habib and Wahid, 2016). Therefore, to address the question two, this study contends that corporate 

reputation work as mediated mechanism in the relationship between CSR and firms‘ FP. Thus, the 

following hypothesis is: 

 

H2: The relationship between CSR and firms’ financial performance is mediated by corporate reputation. 

 

Stakeholder Orientation 

 

Stakeholder orientation denotes to ‗the strategic attention directed toward stakeholders‘ (Greenley et al., 

2004; Narver and Slater 1990). Customers, employees and investors are key stakeholders, and the 

perceptions of these stakeholders for organisations are vary based on their cognitive and behavioural 

responses. Intensifying and considerate the effects of stakeholder orientation on the relationship between 
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CSR and business performance is therefore important, but few studies have explored these effects. 

Accordingly, insight is needed into how CSR can support organisations in building relationships between 

their stakeholders or vice versa. 

 

Stakeholders’ Orientation, CSR and Firm Performance 

 

CSR practices reflect an organization‘s fulfilment of its societal and stakeholder obligations but, different 

stakeholder groups have their own perceptions and influences regarding these relationships (Arikan et al., 

2016). These contingences play a significant role for firms‘ CSR actions with the relationship between 

firms‘ stakeholders. For instance, customer orientation is a critical part of implementing CSR practices.  

 

Maignan et al. (2011) have suggested that customers and their orientations are crucial for an organization 

because they are not concerned with the organization‘s economic business performance only but also 

consider social initiatives in which the organization engages. Most studies have identified a significant 

impact of CSR practices on customer satisfaction (Martínez, and del Bosque, 2013; Luo and Bhattacharya, 

2009). For example, Nestlé Pakistan has CSR programs that target environmental protection, water and 

energy conservation, and development in rural areas, and these programs can improve the image of an 

organization among its customers (Humayun, and Pervez, 2010). 

 

Moreover, a firm‘s orientation towards its employees is significant to enhancing business performance. 

Hillman and Keim (2001) have argued that if organisations attend to employee issues, then they were 

maintained long-term organisational values. In this context, Martínez‐Garcia et al., (2018) has stressed that 

CSR is a useful strategy for efficient HRM through measures like fair wages, a healthy and safe workplace 

environment, employee appraisals and overall employee welfare, which consequently affect employee 

commitment and improve overall business performance. A shareholder orientation is also crucial for the 

relationship between CSR and business performance.  

 

Carroll (1991) has stated that economic stability is the foundation of CSR initiatives; therefore, 

organisations have the objective to protect shareholder interests by developing stakeholder trust and 

enhancing business performance. Although CSR practices may reduce a firm‘s profitability, they can have 

the long-term effects of enhancing the organization‘s reputation or image, improving its market share and 

enhancing its business performance (Mishra and Suar, 2010). Therefore, a shareholder orientation and 

engagement with shareholders are necessary when organisations develop policies and procedures for CSR 

activities. 

 

Most of the studies on market orientation research have provided substantial support for the relationship 

between competitor orientation and business performance (Brik et al., 2011). For example, Narver and 

Slater (1990) have noted that a competitor orientation significantly influences financial business 

performance.  

 

Brik et al. (2011) have advocated that CSR influence consumer and employee trust in an organization, and 

it consequently offers competitor orientation activities as a humanistic approach which influence consumer 

perceptions of the organization) and improve business performance. The above discussion revealed that the 

positive effect of CSR on business performance would be moderated by other factor/variables or 

contingencies, such as stakeholder orientation (towards customers, employees, shareholders and 

competitors). To address question three, the present study predicts that when firms are more orientated 

about their stakeholder issues (contingencies), their performance is more influences by their strategic 

actions such as CSR. Thus, it formulates following hypothesis:  

 

H3: Stakeholder orientation moderates the relationship between CSR and firm’ financial performance. 
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Figure 1: Conceptual framework 

 

Research Methodology 
 

In this study, the sampling framework consisted of manufacturing and service companies that were 

registered with the Pakistani stock exchange for following reasons. First, the listed companies were larger 

companies that were considered to be involved in some kind of CSR practices. The size of the organisations 

could help larger companies to involve more resources for CSR (Lindgreen et al., 2009) and communicate 

the organization‘s efforts to incorporate CSR practices (Stanwick and Stanwick, 1998). Second, listed 

companies have to publish their financial statements and related information for their shareholders and 

legal authorities. 

  

A total of 572 companies were registered with the Pakistani stock exchange prior to 30 June 2018. Of these, 

415 companies belonged to the manufacturing sector and 160 companies derived from the service sectors. 

Manufacturing sectors include automobiles, cables and electrical goods, construction material, chemicals, 

fertilizer, engineering, food and agriculture, textiles and leather, wooden products, pharmaceuticals, papers 

product, refineries and energy. Meanwhile, the service sector encompasses banks, insurances and 

telecommunications. Since the sample population was known to be listed companies, a simple random 

sampling technique was used to achieve the necessary information from companies. The data are collected 

through a survey questionnaire. It is evident that all decisions regarding CSR occur at the senior level. 

Therefore, top managers such as chief executive officers (CEOs), senior executives, managing directors, 

general managers or CSR managers were selected to take part in this study. 

 

The data were collected from respondents in two rounds during the period from January 2018 to March 

2018. The 300 questionnaires were sent via email and postal mail obtained from Pakistan stock exchange 

website (companies address book, https://www.psx.com.pk/) requesting them to reply in a month. When 

deadline ends the procedure suggested by Baruch and Holtom (2008) adopted to increase the response rate 

through a reminder letters and emails were sent to those companies who had not replied back within one 

week. The two months‘ period, 300 distributed questionnaires finally 136 were received. Out of 136 

questionnaires 11 were ignored due to lacking of answers and 6 companies declined to reply because of 

confidentiality concerns. Thus, 119 surveys were used for data analysis. Considering the returned 

questionnaires, the response rate for this study is 39% to analyze the measurement and structural model 

over the PLS-SEM technique. 

 

The variety of respondents was as follows: CEOs (21%), general managers (29%), operations (21%), CSR 

manager (18%) and HR departments (11%). In addition, among the 119 collected responses, 75.6% were 

Corporate Social 

Responsibility 
Financial 

Performance 

H2 

Corporate 
Reputation 

Stakeholders‘ 
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from manufacturing firms, and 24.4% were from services firms. In terms of CSR involvement, firms 

practiced one or more CSR activities; for example, educational scholarships and charitable donations were 

the most common CSR practices among the firms at 62.2% and 55.5%, respectively. Involvement in 

community development among firms was 38.7%, environment protection was 37.8%, ethical labour 

practices were 32.8% and staff volunteering and others practices, such as health and hospital projects, were 

19.3% and 7.6%, respectively. Of the 119 respondent organisations, 5% did not engage in any kind of CSR 

activities.  

 

Measures 

 

In this study CSR was measured by three dimensions (economic, social and environmental), which were 

derived from previous literature (e.g. Elkington 1997; Maignan and Ferrell, 2004; Carroll, 1979, 1991). It 

contains twelve items, four for each CSR dimension. Corporate reputation is measured by three dimensions 

e.g. image and leadership adopted by Lloyd and Mortimer (2006) and Product/services quality by 

Schwaiger (2004) with four items of each dimension. Stakeholder orientation is measured with the four 

dimensions like customers, shareholders, employees and competitors, with each dimension containing a 

four-item scale. These dimensions were established by Yau et al. (2007). Financial performance was 

measured with four items. The first three items were derived from Samiee and Roth (1992), and the last 

item from Deshpande et al. (1993). These items measured the firm‘s profit growth, return on investment, 

sales growth and return on assets, in comparison with its competitors for recent years. A total 44 items of 

this study variables are measure with a five-point Likert scale. 

 

Structural Equation Modeling 

 

Structural equation modeling (SEM) is a powerful second-generation multivariate technique to analyze the 

results of constructs, especially latent constructs with multiple dimensions. From the viewpoint of SEM, 

―partial least squares path modelling (PLS-PM) is a component-based approach where the concept of 

causality is formulated in terms of linear conditional expectation‖ (Esposito Vinzi et al., 2010). For this 

reason, scholars recommended a list of certain criteria to examine the PLS models (Hair et al., 2017). This 

criterion has two-step systematic process the first one is the assessment of the outer (measurement) model 

and the second one is the assessment of inner (structural) model. SmartPLS3 software (Ringle, et al., 2015) 

is used for statistical analysis.  

 

In order evaluate measurement model, Hair et al. (2017) suggested to use PLS-SEM took into account for 

item reliability, internal consistency and discriminant validity using outer weights or loadings, composite 

reliability (CR) and the average variance extracted (AVE). In addition, the assessment of a structural model 

involves ―examining the model's predictive capabilities and the relationships between the constructs‖ (Hair 

et al., 2017 p.191). In other words, the structural model also shows the relationships (paths) between the 

constructs (Hair et al., 2017). To test these paths for each construct, the bootstrap technique was used. For 

this reason, a number of measures were used to evaluate this predictive power, including the path 

coefficient (β), coefficient of determination (R
2
), and predictive relevance (Q

2
). 

 

Data Analysis 
 

Assessment of Measurement Model (Outer Model) 

 

In PLS-SEM, the evaluation of the reflective measurement models is conducted on construct validity, outer 

loadings, composite reliability (CR), convergent validity, and discriminant validity (Hair et al., 2017). 

Therefore, through CR examination, the outer loadings above the threshold of 0.70 of all measurement 

items, and having high levels of internal consistency reliability of all constructs. The next step to check the 

convergent validity, which was assessed by AVE and results revealed the threshold above 0.5, which 

representing the convergence of the research variables (See Table 1). 
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Table 1: Construct Reliability and Validity 

 
Assessment of structural model (inner model) 

 

When measurement model is evaluated and the constructs are validated, the next logical phase is to assess 

the structural model (inner model) and their hypothetical relationships which are examined by using PLS 

Construct Dimensions Items 
Outer 

loading 
AVE 

Composite 

Reliability (CR) 

Cronbach’s 

Alpha 

Corporate 

Social 

Responsibility 

Economic 

ECO1 0.59 

0.693 0.870 0.775 
ECO2 0.736 

ECO3 0.845 

ECO4 0.875 

Social 

SOC1 0.867 

0.753 0.924 0.890 
SOC2 0.848 

SOC3 0.901 

SOC4 0.855 

Environmental 

ENV1 0.858 

0.816 0.947 0.925 
ENV2 0.930 

ENV3 0.918 

ENV4 0.906 

Corporate  

Reputation 

Top 

Management / 

Leadership 

TOP1  0.715 

0.673 0.860 0.757 

TOP2 0.830 

TOP3 0.822 

TOP4 0.782 

Image 

IMG1 0.918 

IMG2 0.918 

IMG3 0.864 

IMG4 0.875 

Product/  

Services 

Quality 

PSQ1 0.830 

PSQ2 0.921 

PSQ3 0.866 

PSQ4 0.854 

Stakeholders‘ 

Orientation 

Customer 

orientation 

CUS1 0.864 

0.733 0.916 0.878 
CUS2 0.918 

CUS3 0.851 

CUS4 0.822 

Employee 

orientation 
EMP1 0.803 

0.711 0.908 0.865 
EMP2 0.863 

EMP3 0.874 

EMP4 0.831 

Investor  

orientation 
INV1 0.782 

0.717 0.910 0.867 
INV2 0.919 

INV3 0.838 

INV4 0.842 

Competitor 

orientation 
COM1 0.786 

0.714 0.909 0.866 
COM2 0.834 

COM3 0.891 

COM4 0.865 

Financial  

Performance 

 FP1 0.869 

0.779 0.934 0.905 
FP2 0.916 

FP3 0.852 

FP4 0.891 
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bootstrap technique. This technique is a non-parametric method that permits for testing of the statistical 

significance of different PLS-SEM results. For this reason, a number of measures were obtained to evaluate 

this predictive power, including the path coefficient (β), coefficient of determination (R²), effect size (f 
2
) 

and predictive relevance (Q
2
). As appeared in Table 3, model 1 indicates the main effects without the 

mediating and moderating variables whereas; model 2 combines the main effects, mediation and 

moderating variables accordingly. 

 

Table 2: Correlation of variables 
 

 
Dimensions 

 
1 

 
2 

 
3 

 
4 

 
5 

 
6 

 
7 

 
8 

 
9 

 
10 

 
11 

1.  Competitor 

Orientation 

 
1.000 

          

2.  Customer 

Orientation 

 
0.512 

 
1.000 

         

 
3.  Economic 

 
0.441 

 
0.446 

 
1.000 

        

4.  Employee 

Orientation 

 
0.462 

 
0.375 

 
0.465 

 
1.000 

       

 
5.  Environmental 

 
0.267 

 
0.418 

 
0.706 

 
0.479 

 
1.000 

      

6.  Financial 

Performance 

 
0.302 

 
0.241 

 
0.498 

 
0.461 

 
0.443 

 
1.000 

     

 
7.  Image 

 
0.439 

 
0.501 

 
0.581 

 
0.599 

 
0.575 

 
0.557 

 
1.000 

    

 
8.  Leadership 

 
0.459 

 
0.408 

 
0.632 

 
0.450 

 
0.480 

 
0.359 

 
0.508 

 
1.000 

   

9.  Product/service 

Quality 

 
0.451 

 
0.424 

 
0.493 

 
0.492 

 
0.513 

 
0.528 

 
0.534 

 
0.487 

 
1.000 

  

10. Shareholder 

Orientation 

 
0.497 

 
0.311 

 
0.469 

 
0.511 

 
0.458 

 
0.367 

 
0.520 

 
0.485 

 
0.462 

 
1.000 

 

 
11. Social 

 
0.263 

 
0.393 

 
0.645 

 
0.395 

 
0.691 

 
0.402 

 
0.509 

 
0.465 

 
0.456 

 
0.539 

 
1.000 

Correlations >.13 are significant at p <0.05. 

 

The results presented the estimations of the path coefficients and the explained variances (R
2
) of the 

structural model. Model 1 shows that CSR explains 52.1 per cent of the variance for corporate reputation, 

while both CSR and corporate reputation explain 38.5 per cent of the variance in FP. The findings 

demonstrate that the R² endogenous constructs satisfied the minimum value criterion of 0.10, (Chin, 1998) 

which is indicative of a relatively parsimonious model. In model 1, findings revealed that the CSR has a 

significant relationship with FP (β = 0.508, t-statistic =7.985, p < 0.000); thus, H1 is supported. Moreover, 

results indicate that CSR have significant effects on corporate reputation (β = 0.722, t-statistic =12.053, p < 

0.000) and corporate reputation significantly impacts FP (β = 0.458, t-statistic =2.643, p < 0.008). In 

addition, this study establishes the mediating role of corporate reputation in the relationship between CSR 

and FP. Therefore, for evaluation the mediating effect, Baron and Kenny's (1986) procedure were 

employed.  

 

Table 2 shows a significant indirect effect of CSR on FP via corporate reputation (β = 0.330, t-statistic 

=2.398, p < 0.017). CSR has a direct and statistically significant effect on FP when corporate reputation is 

not included as a mediator in Model 1. When corporate reputation is subsequently included as a mediating 

variable in model 2, the direct effect of CSR on FP is not significant (β = 0.163, t-statistic =1.423, p < 

0.155). Thus, it can be concluded that there is an ‗indirect-only mediation‘ effect, as the indirect effect is 

significant, but the direct effect is not (Nitzl et al., 2016), which supports H2. These results emphasize the 
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important role of corporate reputation in explaining the nature of the relationship between CSR and FP in 

Pakistan. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2: Structural Model 

 

Model 2 is testing the moderating effects of stakeholders‘ orientation (CSR x SO) on the relationship 

between CSR and FP in Pakistan‘s industries context. The results indicate that the moderating effects of 

stakeholders‘ orientation (β = 0.389, t-statistic =2.504, p < 0.001) on the relationship between CSR and FP 

is significant therefore, H3 is supported. These findings suggest that stakeholders‘ orientation plays a 

significant role in explaining the relationship between CSR and FP. Therefore, the stakeholders‘‘ 

orientation leads to implement CSR, which leads to improvements in FP. In addition, the Q
2
 values specify 

the endogenous constructs of the main effects model and the interaction effects model (Q
2
 Corporate 

Reputation = 0.322, Q
2
 FP = 0.305) model have acceptable predictive relevance as mentioned by Henseler 

et al. (2009). 

 

Table 3: Results of Structural Model and Hypotheses Testing 

Relationship Path coefficient (β) 

Direct effect Model 1 Model 2 

H1: Corporate Social Responsibility        Financial Performance  0.508* 0.163
n.s

 

      Corporate Social Responsibility          Corporate Reputation  0.722* 0.722* 

       Corporate Reputation        Financial Performance  0.474* 0.458* 

Indirect effect (Mediation)   

H2: CSR         Corporate Reputation        Financial performance   0.330* 

Interaction effect (Moderation)   

H3: CSR x SO       Financial Performance   0.342* 

R
2
   

Corporate Reputation 0.521 0.525 

Financial Perforamnce 0.365 0.506 

* Significance level at P < 0.001. 
n/s Not significance 
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Discussion 
 

The objective of this study is to examine the effects of CSR on firms‘ financial performance and to examine 

whether corporate reputation mediates (i.e. mechanism) and stakeholders‘ orientation (contingencies) 

moderates the relationship between CSR and FP. Particularly; previous literature has little attention of the 

moderating effects of stakeholders‘ orientation on the relationship among CSR and FP. The results indicate 

that economic, social and environmental CSR practices by Pakistani organisations have positive effect on 

financial performance (H1). Interestingly, the results also reveal that most of the organisations considered 

CSR to be a corporate strategy, and organisations emphasized stability as well as economic sustainability in 

order to improve business performance (RQ1). In fact, for success in CSR implementation, most 

organisations depended on their financial performance, as financially established organisations are more 

capable of being involved in or allocating their resources to social activities, environmental issues and other 

CSR activities. For example, Claydon (2011) has stated that economic sustainability is the foundation of 

CSR practices to improve business performance and satisfy other stakeholders.  

 

Interestingly, study findings also evidence that corporate reputation have a full mediating role on the 

relationship between CSR and firms‘ financial performance (H2). The results illustrate that economic, 

social and environmental CSR practices have positive effect on corporate reputation which consequently 

improve firms‘ financial performance (RQ2). Companies do this because social involvement reflects the 

company‘s sincere care and apprehension of its stakeholders, including investors, employees, suppliers, 

customers, the environment and society at large. This perception contributes to a positive reputation about 

leadership, image and product/services quality, which in turn enhances financial and non-financial 

performance. Basically, the institutional governance environment in Pakistan has a significant role in 

supporting CSR implementation for listed organisations. Most organisations have acknowledged the 

importance of implementing societal aspects for the improvement of society and their positive effects on 

overall business performance. 

 

The results further revealed that the organizational orientation towards stakeholders had a significant 

moderating role on the relationship between CSR and business performance (H3). Therefore, the results 

confirm the stakeholder theory‘s suggestion of a positive relationship between CSR and business 

performance (Jones, 1995). This is because of stakeholder theory‘s emphasis that the organisations must 

have ethical concerns for stakeholder interests (Wood, 1991). This ethical motive encourages organisations 

to engage in CSR practices to fulfil shareholder, customer, employees, environmental and social interests. 

When organisations satisfy these relevant stakeholder concerns, they can improve their business 

performance such as FP (Q3). 

 

Conclusion 
 

This study demonstrates that the link between CSR and FP is not directed in the context of Pakistan. 

Corporate reputation playing an intervening role between these two construct. This is further confirmed 

that, the link between CSR and corporate reputation in developing economies is not direct (Rettab et al., 

2009). The reason is that how the firm links its CSR activities and how conveyed in the national media and 

other communication channels. In developing economies like Pakistan, the lack of skills in communication 

about firm‘s CSR activities to outsiders hinders the perceptions of stakeholder to improvement its corporate 

reputation. In addition, CSR is not yet recognized topic and lack of visibility about CSR initiatives in 

Pakistan; however, corporate reputation playing a significant for CSR. Interestingly, stakeholders‘ 

orientation is critical role for Pakistani businesses. CSR oriented business practices may lead to a unique 

performance by an organization and the satisfaction of internal and external stakeholders‘ needs. These two 

approaches (CSR and stakeholders‘ orientation) target the optimal satisfaction of all kinds of key 

stakeholders and the conduct of every business activity in an ethical and responsible manner which 

consequently improves firms‘ performance. The Securities and Exchange Commission of Pakistan (2013) 
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has emphasized this point in encouraging product and service providers to pursue quality to satisfy the 

shifting demands of discerning stakeholders. 

 

Managerial Implications 
 

For manufacturing and service-oriented organisations in Pakistan, the economic realities of change and 

increases in competitiveness in recent years have intensified the strategic importance of applications CSR 

practices within key sectors of the economy (Mohiuddin, 2017; Yunis et al., 2017). The present study is 

more precisely and primarily concerned with the application of CSR practices in Pakistani firms, and as 

such, it seeks to examine the views of managers who are involved in the CSR implementation. These 

insights may help managers which factors they consider important when implementing CSR practices in 

their organizations and can increase awareness, foster trust and contribute to a positive image among 

relevant stakeholders of an organization.  

 

Moreover, on an overall basis, a relevant stakeholder orientation and stakeholder management issues 

(regarding employees, customers, shareholders and competitors), and their identification and engagement 

are required when organisations are developing products or services. Therefore, this study‘s finding 

inferred that a long-term influence of stakeholders could rise the firm‘s ability to initiate such activities 

those are related with social and environmental concerns. Managers need to progress internal competence 

and proactively achieve the all related stakeholders‘ demands. Since stakeholder engagement is necessary, 

companies should review and consistently monitor stakeholder relationship and develop mechanisms to 

integrate the feedback of partnering agencies and stakeholders into CSR plans, policies and practices. 

 

Limitations and Future Research 
 

Previous literature has indicated that ethics have an important role for CSR implementation in an 

organization. This ethical motive stresses that organisations should maximize their profitability but obtain 

advantages by valuing people, the environment and other stakeholders. Therefore, this study can be further 

extended to develop a theoretical framework for ethical concerns by incorporating additional soft 

dimensions, such as ethical leadership or transformational leadership. Therefore, future research might 

explore how leadership, CSR can simultaneously affect organizational citizenship behaviors and 

organizational trust in the context of Pakistan. In addition, data were collected from only listed companies, 

which are relatively larger organisations in terms of size, employees, sales and turnover, so future studies 

could be conducted on small and medium-size enterprises, which also contribute to the Pakistani economy. 

In addition, the scope of CSR in Pakistan can be extended towards a broad range of social issues, like 

environment, stakeholders and corporate social disclosure. Moreover, since this study was quantitative in 

nature, qualitative research is encouraged to obtain a deeper understanding of any specific industry. It is 

also suggested that more predictive, pragmatic and empirical research methodologies should be espoused in 

future research. 
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