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Abstract

The study’s objective is to create a model and mediating role of firm reputa-
tion in the relationship between corporate social responsibility (CSR) and the
performance of small and medium enterprises (SME). The quantitative re-
search design was used to collect data via telephone and e-mail with 232 small
and medium enterprises. The sample for the study was done by using strati-
fied sampling where Kaski, Gorkha, and Lamjung district of Gandaki prov-
ince are selected. The analysis was done using Statistical Package for Social
Science (SPSS) 26 and Applied Structural Equation Modeling (AMOS) 24
software. The study found that legal and ethical responsibilities have a signif-
icant positive relationship with the performance of SMEs and a firm’s reputa-
tion. Also, there is a significant positive relationship between a firm’s reputa-
tion and the performance of small and medium enterprises. Finally, the study
shows that a firm’s reputation mediates the relationship between legal and
ethical responsibilities on SME performance. In the structural model, envi-
ronmental responsibilities have a relationship with performance. Likewise,
philanthropic, and economic responsibilities have a relationship with the
firm’s reputation, thus creating a new model in this study.
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1. Introduction

Corporate social responsibility (CSR) helps business organizations increase cus-
tomer retention and maintain a good and effective relationship with local insti-
tutes (Sigdel & Amponstira, 2020). The organization’s performance is measured
to make sure that the company is able to achieve the targeted goal and objective
with the right direction (Bhatti, Awan, & Razaq, 2014). The industrial enterpris-
es act 2016 of Nepal stated that there is mandatory to contribute at least one
percent of the annual profit to corporate social responsibility by small, medium,
and large enterprises (Nepal Government, 2020). The importance of firm repu-
tation in a business organization is increasing due to the public awareness about
action and issues related to cooperation, higher expectation of stakeholder’s, on-
line communication, personal experience of customer on the product or services
that increases the importance of managing the corporate reputation (Shamma,
2012). The organization’s performance is determined by the actual output that is
measured against the intended outcome of the organization (Gyanwali & Walsh,
2020).

The reasons for investigating CSR and Small and Medium enterprises are the
involvement of Micro, Small, and Medium Enterprises (MSMEs) of Nepal up to
70 - 80 percentage in industrial production and 80 percentage in generating em-
ployment (Forest Connect, 2009). The supports of Micro, Small, and Medium
Enterprises (MSMEs) increase the establishment of new industries and create
new jobs for the local people (Forest Connect, 2009). In the context of Nepal, the
percentage of the unemployment rate of 2018/19 is 11.4 percentage, and the
percentage of the population under poverty in 2018/19 is 18.7 percentage (Gov-
ernment of Nepal, 2019). Moreover, the environmental performance index of
Nepal is being ranked 145th out of 180 with an overall score of 32.7 around the
world (EPI, 2020). The above data shows the social, environmental, and eco-
nomic realities, so that the paper used the CSR dimensions (Environmental, Eco-
nomic, Legal, Ethical, and Philanthropic responsibilities) in the context of Nepal.

The strength of this paper is that there are numerous researches on corporate
social responsibility and business (Pant & Piansoongnern, 2017; Adhikari et al.,
2016), but there is a lack of study in reputation and performance of the organi-
zation that is fulfilled by this paper. And the result of this paper can be used by
small and medium enterprises owners or managers to improve the performance
of the enterprises. The objective of the study is to create a model and mediating
role of firm reputation in the relationship between corporate social responsibility
and performance of small and medium enterprises. The paper follows the pat-
tern of first, the introduction followed by literature review, methodology, result

and discussion, conclusion, and recommendation.

2. Literature Review

This section explains the relationship between corporate social responsibility, a

firm’s reputation, and a firm’s performance.
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2.1. Corporate Social Responsibility and Firm’s Performance

Most of the research has stated that corporate social responsibility is essential to
increase firm performance (Russo & Fouts, 1997; Gatti et al., 2012; Surroca et al.,
2010). There is a significant increment of business firms by implementing cor-
porate social responsibility (Singh et al., 2017). But (Brammer et al., 2006) stated
a negative relationship between corporate social responsibility and firm perfor-
mance, and (Teoh et al., 1999) mentioned that there is no relationship between
the firm’s performance and corporate social responsibility. To have success and
achieve the objective of the firm, there is the importance of corporate social re-
sponsibility Stainer (2006). The customer attention should be performed for the
firm’s success that is possible by contributing to the sector that is related to the
development of the society (Lev et al., 2010).

H1: There is a significant positive effect of corporate social responsibility on

SME performance.

2.2. Corporate Social Responsibility, Firm Reputation,
and Firm Performance

Numerous researches have stated a positive relationship between corporate so-
cial responsibility and the firm reputation of a business organization (Lai et al.,
2010; Stanaland et al., 2011; Maden et al., 2012). The activities of corporate social
responsibilities represented in the annual report of the organization have a sig-
nificant positive relationship with the performance of the firm and corporate
reputation (Arshad et al., 2012). In addition, the organization which provides
charity and donation to the society helps to increase the positive impact in firm’s
reputation (Fombrun & Shanley, 1990). In research, (Saeidi et al., 2015) stated
that there is a mediating effect of corporate reputation in the relationship be-
tween corporate social responsibility and the performance of the business. But
(Sindhu & Arif, 2017) stated that there is a partial mediation of corporate repu-
tation on the relationship between corporate social responsibility and business
performance.

H2: There is a significant positive effect of corporate social responsibility on a
firm’s reputation.

H4: Firm reputation mediates the relationship between corporate social re-
sponsibility and SME performance.

2.3. Firm’s Reputation and Firm'’s Performance

Most of the researchers have identified a positive relationship between firm rep-
utation and performance (Fombrun & Shanley, 1990; Dunbar & Schwalbach,
2000; Hall & Lee, 2014). But in research, (Inglis et al., 2006) show that there is no
relationship between corporate reputation and firm performance. On the other
hand, the result of the study by (Lee & Roh, 2012) stated that there is a signifi-
cant positive relationship between reputation and performance of business en-

terprises. Also, (Li et al., 2016) state that corporate reputation has a significant
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positive relationship with enterprise growth.

H3: There is a significant positive effect of a firm’s reputation on SME per-
formance.

From the above discussion it is concluded that there is a relationship between
corporate social responsibility, firm reputation, and firm performance. However,
there is limited study on the mediating role of firm reputation in the relationship
between corporate social responsibility and performance of small and medium

enterprises. Thus, this study will fulfill the research gap.

3. Methodology

The study’s objective is to create a model and mediating role of firm reputation
in the relationship between corporate social responsibility and performance of
small and medium enterprises. The method used in the study is quantitative re-
search design, and data is collected by using e-mail and telephone contact. The
research population was collected from the Chamber of Commerce and Industry
in Gandaki province of Nepal. The sample for the research was done by using
stratified sampling where Kaski, Gorkha, and Lamjung district of Gandaki
province were selected. A rule of thumb for critical sample size is 200 that pro-
vides stable parameter estimates and has sufficient power to test a model (Col-
lier, 2020). While applying (Yamane, 1967; Israel, 1992) with £7% precision level
where level of confidence is 95% and P = 0.5 thus, the sample for the study is 232
small and medium enterprises. The variables used in this study of corporate so-
cial responsibility are ethical, legal, philanthropic, economic (Carroll, 1991), and
environmental responsibilities (Lee et al., 2019). Similarly, the variable of firm
reputation is quality of employee, customer orientation or focus, quality of
management (Schwaiger, 2004), and firm performance are product and service
quality, customer retention, effectiveness (Spillan & Parnell, 2006). The item ob-
jective congruence (IOC) tests the questionnaire by experts before going to the
data collection process.

Initially, this study does not have a missing value and suspicious response
pattern; however, while doing Mahalanbis Distance (D2), the respondents 39, 40,
85, 92, 109, and 138 are detected as the outliner, and they were deleted using
0.005 level of significance (Hair et al., 2014). Therefore, the usable respondents
of the study are 226. The Cronbach alpha should be more than 0.70 (Nunnally,
1978) for acceptance, and the result of the study is 0.788. After that, demograph-
ic analysis is conducted. The further steps are analyzing the measurement model
and structural model using version 26 of Statistical Package for Social Science
(SPSS) and version 24 of Applied Structural Equation Modeling (AMOS) soft-
ware. The model fit values are, p-value > 0.05, Goodness of Fit Index (GFI) >
0.90, Root mean square error of approximation (RMSEA) between 0.05 - 0.08 or
less, Chi-squares and degree of freedom (Chisq/df) < 3.0, Incremental Fit Index
(IFI) 0.90 and Comparative Fit Index (CFI) > 0.90 (Hooper et al., 2008; Burkhal-
ter et al., 2010; Schreiber et al., 2006).
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4. Result and Discussion

This section explains respondent profile, confirmatory factor analysis, path
analysis, mediating effect, and structural equation modeling to meet the study’s

objective.

4.1. Respondent Profile

In the study, the respondent mainly male 66.8 percentage and females, 33.2 per-
centage. The respondent’s position in the firms is 97.3 percentage are owner,
whereas 2.7 percentage are the manager. The study covers the 58.4 respondents
from Kaski district, 31 percentage from Lamjung district, and 10.6 percentage
from Gorkha district. The respondent is more involved in small enterprises 91.2
percentage rather than medium 8.8 percentage. The data shows that more en-
terprises are based on manufacturing 41.6 percentage, subsequently service 16.8
percentage, tourism 16.4 percentage, agro/forestry 23.5 percentage, and con-

struction 1.8 percentage.

4.2. Confirmatory Factor Analysis

Confirmatory factor analysis (CFA) is the relationship between the latent varia-
ble and observed measure Brown & Moore (2012). Figure 1 shows confirmatory
factor analysis 1 with factor loading and fitness of the model.

Figure 1 shows a positive relationship between latent variable environmental
responsibilities with observed variables ENV1, ENV2, ENV3, and ENV4. The

@)—»{ENV1
9 ENVZ Environmental P value- 0.054
@ »/ENV3 \ CMIN/DF- 1.191
= GFI- 0.927
@ CFI- 0.946
) @—»| PHI1 IFI- 0.950
€9—~| PHI2 Philanthropic RMSEA-0.029
€)—»| PHI3
“ PHI4

@

ECO2
ECO3
£T)—={ECO4
3| LEG1

Figure 1. Confirmatory factor analysis 1.
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higher factor loading is in ENV3 (0.55) followed by ENV1 (0.52), ENV2 (0.47)
and ENV4 (0.41) respectively. Similarly, the relationship between latent variable
philanthropic responsibilities has a positive relationship with observed variable
PHII, PHI2, PHI3, and PHI4, where the higher factor loading is in PHI1 (0.47)
followed by PHI3 (0.43), PHI4 (0.39), and PHI2 (0.35) respectively. And latent
variable economic responsibilities have a positive relationship with observed va-
riable ECO1, ECO2, ECO3, and ECO4. The higher factor loading is in ECO2
(0.54), ECO3 (0.54), followed by ECO1 (0.48) and ECO4 (0.35), respectively.
Likewise, there is a positive relationship between latent variable legal responsi-
bilities with observed variable LEG1, LEG2, LEG3, and LEG4. The higher factor
loading is in LEG3 (0.68), followed by LEGI1 (0.48), LEG4 (0.30), and LEG2
(0.26), respectively. Also, the relationship between latent variable ethical respon-
sibilities has a positive relationship with observed variables ETH1, ETH2, ETH3,
and ETH4. The higher factor loading is in ETH1 (0.70) followed by ETH3 (0.31),
ETH4 (0.19) and ETH2 (0.17) respectively. The output value after modification
of model is P-value 0.054, CMIN/DF 1.191, GFI 0.927, CFI 0.946, IFI 0.950, and
RMSEA 0.029 which accept the criteria; as a result, the model is accepted. Simi-
larly, Figure 2 shows Confirmatory Factor Analysis 2 with factor loading and
fitness of the model.

Figure 2 shows that there is a positive relationship between latent variable
firm’s reputation and observed variable REP1, REP2, and REP3. The higher fac-
tor loading is in REP2 (0.16) followed by REP3 (0.13) and REP1 (0.12), respec-
tively. And the relationship between latent variable SMEs performance has a
positive relationship with observed variable PER1, PER2, and PER3. The higher
factor loading is in PER2 (0.51) followed by PER1 (0.42) and PER3 (0.24), re-
spectively. The output value after modification of model is P-value 0.094,
CMIN/DF 1.805, GFI 0.985, CFI 0.927, IFI 0.936, and RMSEA 0.060 which ac-
cept the criteria; as a result, the model is accepted.

4.3. Path Analysis

Path analysis helps to understand the strength of the relationship between the
variables and enables the researcher to confirm and disconfirm of hypothesis

Lleras (2005). Figure 3 shows that the path from environmental responsibilities

P value- 0.094
CMIN/DF- 1.805
GFI- 0.985
CFI- 0.927
IFI- 0.936

287 RMSEA- 0.060

Performance

Figure 2. Confirmatory factor analysis 2.
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Environmental ’ P value- 0.277
Reputation CMIN/DF- 1.183

GFI- 0.999
CFI- 0.999

Philanthropic IFI- 0.999
RMSEA- 0.029

26 FHE
Economic
Legal \

Performance

16*
Ethical i

*** Significance value <0.001 ** Significance value <0.010 * Significance value <0.050  Significance value <0.100

Figure 3. Path analysis.

to performance is deleted due to a lower path coefficient of —0.07. Legal respon-
sibilities positively affect SME’s performance and significant at less than ten
percent (B = 0.128, p < 0.100). Thus, H1d that states that legal responsibilities
have a significant positive effect on SME’s performance are supported. Ethical
responsibilities have a positive effect on the performance of SMEs and signifi-
cant at less than five percent (p = 0.156, p < 0.050). Thus, Hle that states that
ethical responsibilities have a significant positive effect on firm performance are
supported.

Legal responsibilities have a positive effect on the reputation of SMEs and sig-
nificant at less than five percent (p = 0.184, p < 0.050). Thus, H2d that states that
Legal responsibilities have a significant positive effect on a firm’s Reputation are
supported. Ethical responsibilities have a positive effect on the reputation of
SMEs and significant at less than 0.1 percentage (f = 0.271, p < 0.001). Thus,
H2e states that Ethical responsibilities have a significant positive effect on a
firm’s reputation is supported. The firm’s reputation has a positive effect on the
performance of the SME’s and significant at less than 0.1 percentage (f = 0.262,
P < 0.001). Thus, H3 states that a firm’s reputation has a significant positive ef-
fect on SME’s performance is supported. The output value after modification of
model is P-value 0.277, CMIN/DF 1.183, GFI 0.999, CFI 0.999, IFI 0.999, and
RMSEA 0.029 which accept the criteria; as a result, the model is accepted.

4.4. Mediating Effect

The third variable that occurs in between two other connected construct va-
riables is stated as a mediating variable Hair et al. (2016). Table 1 shows that a
firm’s reputation mediates the relationship between legal responsibilities and the
performance of the SME’s, with significance at less than one percent ( = 0.048,

P < 0.010). Thus, H4d states that a firm’s reputation mediates the relationship
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between legal responsibilities and SME performance. Also, the firm’s reputation
mediates the relationship between ethical responsibilities and performance of
the SME’s, significance at less than 0.1 percentage (f = 0.071, p < 0.001). Thus,
H4e states that a firm’s reputation mediates the relationship between ethical re-
sponsibilities and SME’s performance.

Table 1 shows that a firm’s reputation mediates the relationship between legal
responsibilities and the performance of the SME’s, with significance at less than
one percent ( = 0.048, p < 0.010). Thus, H4d states that a firm’s reputation me-
diates the relationship between legal responsibilities and SME performance. Al-
so, the firm’s reputation mediates the relationship between ethical responsibili-
ties and performance of the SME’s, significance at less than 0.1 percentage (p =
0.071, p < 0.001). Thus, H4e states that a firm’s reputation mediates the rela-
tionship between ethical responsibilities and SME’s performance. Table 2 shows

the comprehensive summarization of hypothesis testing.

4.5. Structural Equation Modeling

The Coefficient of Determination (R2) value is used to measure the structural
model (Hair et al., 2016). Figure 4 shows that R2 = 0.08 of a firm’s reputation

Table 1. Mediating effect.

Indirect Path Standardized Estimate
Philanthropic --> Reputation --> Performance 0.029
Economic --> Reputation --> Performance 0.013
Legal --> Reputation --> Performance 0.048**
Ethical --> Reputation --> Performance 0.071***
Environmental --> Reputation --> Performance —-0.009

***Significance value < 0.001, **Significance value < 0.010.

Table 2. Summary of hypothesis testing.

Hypothesis Results

H1: Corporate Social Responsibility --> SME performance.

Hla: Environmental responsibilities --> SME performance. Rejected
H1b: Philanthropic responsibilities --> SME performance. Rejected
H1lc: Economical responsibilities --> SME performance. Rejected
H1d: Legal responsibilities --> SME performance. Accepted
H1le: Ethical responsibilities --> SME performance. Accepted

H2: Corporate Social Responsibility --> Firm reputation.

H2a: Environmental responsibilities --> Firm reputation. Rejected

H2b: Philanthropic responsibilities --> Firm reputation. Rejected

H2c: Economical responsibilities --> Firm reputation. Rejected
DOI: 10.4236/0jbm.2021.95121 2255 Open Journal of Business and Management


https://doi.org/10.4236/ojbm.2021.95121

B. Sigdel, F. Amponstira

Continued
H2d: Legal responsibilities --> Firm reputation. Accepted
H2e: Ethical responsibilities --> Firm reputation. Accepted
H3: Firm reputation --> SME performance. Accepted

H4: Corporate Social Responsibility --> Firm reputation --> SME performance

H4a: Environmental responsibilities --> Firm reputation --> SME performance. Rejected
H4b: Philanthropic responsibilities --> Firm reputation --> SME performance. Rejected
H4c: Economical responsibilities --> Firm reputation --> SME performance. Rejected
H4d: Legal responsibilities --> Firm reputation --> SME performance. Accepted
H4e: Ethical responsibilities --> Firm reputation --> SME performance. Accepted

Environmental

1
Reputation

P value- 0.101, CMIN/DF- 1.352, GFI- 0.967, CFI- 0.921, IFI- 0.931, RMSEA- 0.040

Figure 4. Structural equation modeling.

denotes an 8 percent variation in the firm’s reputation due to philanthropic and
economic responsibilities. The value R2 = 0.08 of firm reputation is considered
very weak. The value R2 = 0.25 of SMEs performance denotes a 25 percent varia-
tion in firm performance due to environmental responsibilities. The value R2 =
0.25 of firm performance is considered weak. In this model, environmental re-
sponsibilities have a relationship with SME performance. And philanthropic and
economic responsibilities have a relationship with the firm’s reputation. The
output value after modification of model is P-value-0.101, CMIN/DF-1.352,
GFI-0.967, CFI-0.921, IFI-0.931, and RMSEA-0.040 which accept the criteria; as
a result, the model is accepted.

5. Conclusion and Recommendation

This study shows that only legal and ethical responsibilities have significant pos-
itive effects on SME’s performance in the same way; (Basuony et al., 2014) also

indicate that ethical, economic, legal, and discretionary responsibilities have a
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positive relationship with firm performance. Whereas the study (Guzman et al.,
2016) show that variables of corporate social responsibility are environmental,
social, and economic responsibilities have a significant positive relationship with
the performance of the business. Similarly, this study shows that legal and ethical
responsibilities have a significant positive effect on a firm’s reputation, which is
also accepted by the study (Ali & Ali, 2011; Maden et al., 2012). Likewise, this
study shows that firm reputation has a significant positive effect on SME’s per-
formance which is also justified in the study (Agyemang & Ansong, 2017; Hall &
Lee, 2014). The study (Saeidi et al., 2015; Sindhu & Arif, 2017) states that firm
reputation mediates the relationship between corporate social responsibility and
firm performance; however, this study concludes that CSR dimension legal and
ethical responsibilities have the mediating effect of firm’s reputation on SMEs
performance.

In the structural model, environmental responsibilities have a relationship
with SME performance. Likewise, philanthropic, and economic responsibilities
have a relationship with the firm’s reputation, thus creating a new model. This
study recommends SMEs focus on legal and ethical responsibilities to increase
the firm’s reputation so that the performance of SMEs will be better. This study
develops a new model which can be the scope for further study. This study is
based on the limited areas/district, which cannot represent all SMEs of Nepal, so

further studies can increase the sample size.
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