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Abstract: Promoting corporate social responsibility (CSR) and co-creation has become a crucial
relationship marketing strategy for the banks. This research empirically investigates how banks’
CSR activities generate positive customer responses in the form of co-creation, customer–company
identification (CCI), and loyalty. This research sheds light on the influence of CSR on customer
behavior by analyzing the underlying psychological processes through the sequential mediation of
co-creation and CCI. Working with a sample of 280 banking customers in Pakistan, partial least square
based structural equation modeling (PLS-SEM) is employed to test the conceptual model. CSR is
a multidimensional formative construct that affects customer loyalty both directly and indirectly.
Sequential partial mediations of co-creation and CCI are found between CSR activities and customer
loyalty. Lastly, CCI has a direct and significant impact on co-creation and customer loyalty. Banks
must include CSR in their long-term marketing plans to improve overall customer behavior because
banks’ CSR activities result in customer identification and co-creation. Similarly, banks should
welcome the customers’ participation in service design and use their knowledge and skills to improve
overall service culture.

Keywords: corporate social responsibility; co-creation; customer-company identification; customer
loyalty; customer behavior; developing country; sustainability

1. Introduction

The banking crises and financial scandals in 2008 hurled many retail banks into mayhem, resulting
in their closures, mergers, and acquisitions. Customer confidence was gravely corroded and needed
to be fully restored. This falling customer confidence in banking institutions resulted in lower
satisfaction and trust, thus leading to an adverse impact on their loyalty intention, and customer
turnover has become a constant scourge of businesses [1]. Nevertheless, customer loyalty has a
powerful influence on business performance as it is directly associated with lower marketing costs and
higher profitability [2]. Similarly, in this era of fierce competition, organizations are trying to cope
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with their rivals through different marketing strategies [3], accentuating the fact that incorporating
Corporate Social Responsibility (CSR) is an efficient way to sustain the business. Homogenization
and standardization in the banking sector have also made it more troublesome for the banks to
use service quality, branch environment, and location to retain customers. Therefore, nowadays,
finding ways to restore confidence and to regain customer loyalty has become imperative for banking
institutions across the world. Studies have confirmed that CSR is an effective marketing strategy to
gain customer loyalty [4]. CSR compels customers to stick to the company’s core mission and add
value through positive, participatory behavior [5]. It is also observed that customers may reciprocate
CSR in terms of their trust, brand identification, brand image, and loyalty [6]. Therefore, companies
engaged in CSR activities result in better corporate performance thanks to the improvement of customer
loyalty [7,8]. Consequently, it becomes a competitive advantage for most of the companies in any
business industry [9].

Marketing scholars also contended on the fact that companies sometimes engage in socially
responsible behavior just to gain social legitimacy. A common term “CSR washing” is all about
using false CSR claims to improve the organizational standing in terms of its reputation, competitive
advantage, and to gain trust from the stakeholders. Customers are becoming more skeptical about the
intentions of the companies to engage in CSR activities [10]. Customers fear that companies use CSR to
manipulate them, and it is not more than a gimmick. Likewise, customer skepticism about those firms
is increasing, which takes the opportunistic advantage of sustainable development [11].

Moreover, customers attribute negativity towards CSR motives when they think companies’
promotional efforts overstate the actual outcomes [12]. Customer responses to CSR are complex,
and customers may negatively react to CSR activities when motives of the firms are in question,
i.e., profit serving purpose. Foreh and Grier [13] believed that the firm’s profit-driven CSR practices
might harm the firm reputation. Hence, there is still debate on the CSR implications for the organizations,
whether CSR doctrine is gravely flawed, or it can develop mechanisms to promote and flourish the
sincere CSR programs [14].

Recently, a paper by Osakwe and Yusuf [15] contended that customers are likely to support the
companies through their positive behavior, regardless of their motives behind CSR commitments.
Research on electronic word of mouth claims that CSR does have a positive effect on company reputation,
financial, and social performance [16]. Another stream of researchers has made less sweeping claims
that the perception of CSR-washing is a way to dissuade customers from purchasing CSR products and
to discourage firms from participating in CSR programs [11,14]. From an extensive review of popular
media, practitioners’ record, and academician’s point of view through published journal articles,
Pope and Wæraas [14] argued that there is five sine qua non to be fulfilled for a successful CSR-washing.
Furthermore, opposite to a famous general belief, they proved that a successful CSR-washing is quite
uncommon. It is argued that there are several avenues through which stakeholders and particularly
consumers can measure the CSR performance. For instance, CSR indices, different watch groups,
CSR rating agencies, law suits from the competitors of alleged CSR washers, and customer education
schemes in the form of blogs, magazines, and news from different sources. These avenues for the
measurement of CSR performance have deepened in recent years and work to expose CSR washers for
higher publicity criticism.

Customers in this digitized and transparent environment are pushing companies to adopt
certain CSR practices and co-creation activities [7]. A firm must interact with its customers to gain
comprehension of their needs and wants as customers represent one of the most critical opportunities
for innovation and value co-creation [17]. Co-creation is "an active, creative and dynamic process aimed at
developing service innovations through collaborative customer interactions and relationships" [18]. According
to service-dominant logic (SDL), the customer is a potential source of co-creation, and they should
not be considered passive receivers of value; instead, they should act as partners and co-creators.
When organizations embrace co-creation, it results in several advantages in the form of cost efficiencies,
risk reduction, competitive advantage, and better insights [7]. Both co-creation and CSR come under
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the umbrella of social and collaborative processes. Customers perceive corporate values through CSR,
and once customers understand fundamental corporate principles, they exhibit company favoring
responses through co-creation [5,8]. Companies can co-create with customers through product
development, changes in the firm structure, or even creating an influence on customer preferences [19].
Different scholars such as Prahalad and Ramaswamy [20] established four variables in banking that
linked to co-creation, i.e., dialogue, access, risk assessment, and transparency. These four factors,
which are also called the DART model used for co-creation, enable companies to engage customers
better. Likewise, in retail shops of Italy, transparent sharing of information results in co-creation [19].
But, little literature is available on how and why CSR influences co-creation in the retail banking sector.
Although some research has been conducted in Western countries [1,7] as per the author’s knowledge,
no study has investigated this relationship in an Asian context.

Furthermore, past studies have linked co-creation to emotional aspects such as affective-
commitment, and limited empirical research has related to customer behavioral aspects and particularly
customer loyalty [7]. In addition to this, no empirical evidence has been found linking co-creation to
customer–company identification (CCI). To the best of the author’s knowledge, no study simultaneously
examines CSR, co-creation, CCI, and customer loyalty.

To address these shortcomings in the literature as mentioned above, this paper examines the
impact of banks’ CSR activities on customer loyalty. Similarly, this study also adds to the literature
by investigating the effect of customer-company identification (CCI) on co-creation through social
identity theory. Another objective of this research is to examine the mediating effect of co-creation
and CCI between CSR and customer loyalty and to unearth the underlying multiple and sequential
mediation mechanisms.

Lastly, most of the research linking CSR to consumer behavior has been conducted in developed
countries [21], and findings of these studies show that more research is required in the context of
developing countries [22]. Developing countries constitute expanding economies and probably have
more social and environmental impact compared to developed economies. Moreover, the banking
sector of Pakistan is the backbone of the economy. It facilitates the growth and development of
industries through money supply in the form of credit access to poor and business enterprises [23].
The banking sector in Pakistan is heavily engaged in CSR activities in the form of philanthropic work,
cause-related marketing, and environmental protection. As per the State Bank of Pakistan (SBP),
there are forty-five banks with more than 10,000 branches and 8000 ATMs. These large numbers of
banks in Pakistan are now facing fierce competition with each other, and that leads to an increase in
the offering of new products and services through Islamic banking, online and mobile banking from
these banks. [23]. To improve service performance, banks look for additional marketing strategies to
get the favorable attitude of the customers [24]. The findings of the current study would be helpful
for the banks in how they can build up marketing strategies based on CSR and co-creation, and this
empirical work will be of great concern for the marketing practitioners and banking executives.

The remaining section of the paper constitutes theoretical background and hypotheses
development, the methodology, data analysis, and finally, discussion, and conclusion.

2. Theoretical Background and Hypotheses Development

2.1. Corporate Social Responsibility and Customer Loyalty

In today’s highly competitive world, companies are facing multifaceted challenges. Customers are
demanding new variants of the products at the lowest possible costs on one side, and competitors are
trying to snatch market share through aggressive marketing. On the other hand, keeping the customer
base intact is a matter of survival, and the most effective and cost-efficient way might be to increase the
number of loyal customers and spread positive word of mouth through them. The relationship between
CSR and customer loyalty is explained through the theory of social exchange. Blau [25] states that if
a firm involves socially responsible behavior, then this creates generalized reciprocity. Eisingerich,
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et al. [26] suggested that the principle of general reciprocity can be used to explain the CSR activities
carried out by companies on consumer behavior. CSR activities create generalized reciprocity as firms
sometimes do not offer the direct benefit of CSR to their customers. Still, the customer as a member
of society reciprocates these responsible activities [26]. CSR can influence and stimulate the positive
relationship between the customer and the company and its products and services [27]. CSR has also
constituted an ability to impact customer loyalty in different industries, such as hypermarkets and
health insurance service brands in Spain [7,28]. A positive relationship between CSR and customer
loyalty is found out by Khan et al. and Raza et al. [29] in the Pakistani banking industry. Likewise,
CSR has a positive relationship with purchase intention and customer relationship intention [28].
Now there is a need to comprehend how and why CSR affects customer loyalty in Pakistan because it is
an emerging and developing country with specific beliefs, cultures, and values, and this research may
offer distinct results from studies conducted in developed countries. Based on the above theoretical
and empirical evidence, we propose the following hypothesis:

Hypothesis H1. Corporate social responsibility significantly and positively affects customer loyalty.

2.2. Corporate Social Responsibility Perceptions and Customer Company Identification

CCI is a classic and affective variable but was not utilized very much in previous studies related
to CSR and consumer behavior [30]. Grounded in the social identity theory, CCI assists in illuminating
reasons through which individuals relate to the companies. Previous literature has explained that to
start the identification process, customers need to understand critical corporate values and should feel
a sense of connection and belonging with an organization, even if they are not the formal member of
an organization [8]. Similarly, customers incline to ascribe themselves with those groups which they
conceive socially responsible and distinctive from others. In the professional and business settings,
customers who identify with a socially responsible company are more likely to endorse its products and
services [31]. Previous studies have confirmed the positive relationship between CSR and CCI [32,33].
An organization with a good reputation of being socially responsible could help to fulfill customer
self-definitional needs, thus positively affecting his/her identification with an organization. Customers’
opinions about an organization’s values can be strengthened by CSR initiatives of companies [32].
Based on the above arguments, we propose the following hypothesis:

Hypothesis H2. Corporate social responsibility significantly and positively affects customer-company
identification.

2.3. Customer–Company Identification and Customer Loyalty

Loyalty has conventionally been described as a firm commitment and dedication of customers
to repurchase the product or service despite any environmental influences or marketing efforts of
companies and brands [34]. In the seminal work of Bhattacharya and Sen [35], it has been asserted that
once a customer identifies with the company, then they show company favoring responses. Customers’
positive in-role and extra-role behavior are just two types of these companies supporting responses.
Identified customers tend to show the repurchase intention and loyalty behavior. In the banking
sector, Fatma and Rahman [36] confirmed the positive association between CCI and purchase intention.
Likewise, Pérez and Rodriguez del Bosque [37] and Moisescu, et al. [38] also confirmed that CCI
positively and significantly affects the loyalty of the customers in the banking, telecom, and dairy
product sectors. Therefore, the authors propose the following hypothesis:

Hypothesis H3. Customer company identification significantly and positively affects customer loyalty.



Sustainability 2020, 12, 2525 5 of 19

2.4. Corporate Social Responsibility and Co-Creation

Customers nowadays are very demanding for unique and innovative experiences from companies
to meet their personal needs and wants [19]. Co-creation explains this relationship between customers
and companies. This concept is vast in scope and entails customer participation to involvement in the
production process [19]. Prahalad and Ramaswamy [20] contend that co-creation is a customer-oriented
approach, which allows a customer to participate in both product and service creation. Bank’s CSR
activities and co-creation can be best explained through the ethical values-driven marketing 3.0
paradigm. According to this paradigm, customers, just like companies, are also concerned to make
this world a better place, guided by their ethical and moral values; customers purchase decisions
depend on the sustainable product and ethical consumption. Customers consider responsible use
and consumption as a preferred mode to search for solutions for their own needs [39]. Customers
show affinity, trust, and a strong bond with those companies which exhibit environmental and social
concern, equality, and security in their processes.

Environmental dynamic also plays a massive role in the value creation process between customers
and organizations. Recurrent changes in the environment, such as changes in customer preference,
the attrition of industry boundaries, changes to demographics and social values, government regulations,
and technology adoption, are termed as environmental dynamics [40]. These ecological dynamics
will pressurize companies to commit to their strategic decisions or face disaster [41]. On the same
vein, socially responsible banks must adopt innovative solutions that are suitable to their changing
situations. These environmental changes have also forced the banks to look for other ways to build
collaborative relationships with their customers. Banks that can quickly adjust to environmental
changes will be more adaptive to innovative practices as they apply to co-creation dynamics. In any
industry, environmental dynamics such as technology adoption is a significant antecedent which
positively affects the co-creation [41].

Banks’ CSR activities related to co-creation are interactional [42]. According to Vitell (2015),
CSR and co-creation are interlinked through two features: customers prefer to participate in those
activities which give sustainable benefits through a positive impact on society and the environment;
second, to avoid those practices which may harm the society and environment. Customers can enhance
their self-esteem and pride by consuming the services of a socially responsible company since they feel
they can contribute to the community and environment indirectly by doing it so [43].

Banks’ engagement in CSR activities provides customers structured resources in the form of service
knowledge and personal resources. Service knowledge comprises service quality, service delivery,
and social support. Social support includes suggestions from bank employees, the empathy of the bank
staff, while pride, positive emotions, and higher self-esteem come under personal resources [43]. So,
when customers receive structured resources from a socially responsible company, they also become
willing to invest their resources in behaviors that would be beneficial to a company, and co-creation
is one form of those resources. Customers give feedback to companies about service quality, service
culture, and suggestions to improve overall system design by engaging in the co-creation process [43].
The literature confirms the role of CSR in fostering customer citizenship behavior [8] and co-creation [7].

Hence, based on the above theoretical underpinnings and empirical evidence, we hypothesize that:

Hypothesis H4. Corporate social responsibility significantly and positively affects co-creation.

2.5. Co-Creation and Customer Loyalty

Customer loyalty is a customer’s intention to repurchase the products and services and referrals
to others [44]. Previous studies linked emotional variable (affective commitment) and rational variable
(trust) to loyalty, but its relationship with the interactional valuable (co-creation) is not extensively
researched and is still unclear [7]. Some studies investigate the relationship between co-creation
and customer-related outcomes in different industry settings. Even as per the authors’ knowledge,
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no research has been taken into consideration the relationship between co-creation and customer loyalty
in the banking sector. Cossío-Silva, et al. [45] confirmed the positive relationship between co-creation
and customer loyalty in personal care firms. In the context of brand communities, Kaufmann, et al. [46]
proposed co-creation create loyalty through the mediation of brand trust. In the banking sector, Hosseini
and Hosseini [47] show that involving customers in the co-creation process generates positive consumer
behavior in the form of loyalty. According to findings from multiple settings, we hypothesize that:

Hypothesis H5. Co-creation significantly and positively affects customer loyalty.

2.6. Customer–Company Identification and Co-Creation

Service-dominant logic states that “customers are co-partners and co-producers of values, services,
and skills” [48]. The customer is an operant source for co-creation, and CCI has a significant influence
on the co-creating activities of the customers [5]. According to social identity theory, firm identification
with a company leads to more social interaction between a company and customers, which leads to
customer citizenship behavior [8,49]. Once a customer identifies with the company, then customers
want to participate in co-creating activities through their involvement in feedback, product, and service
design [35]. When customers perceive that companies conduct their businesses over and above
the ethical and legal requirements and take care of different stakeholders, including society and
environment, then their identification with a company increases, resulting in co-creation [5]. This line
of discussion based on social identity theory and ethical values-driven marketing 3.0 paradigm leads
to the expected positive relationship between CCI and co-creation behavior:

Hypothesis H6. Customer company identification significantly and positively affects co-creation.

2.7. Mediating Role of Customer–Company Identification between CSR and Customer Loyalty

There is still inadequate and little comprehension of the different paths that link CSR to customer
loyalty [50]. CCI is one of those paths that link CSR to customer loyalty. Based on social identity
theory, this concept is put forward by Bhattacharya and Sen [35], who asserted that to meet their
self-definitional needs, customers identify themselves with a company. The firm that acts as socially
responsible is more attractive for the customers to identify with [51]. Once customers identify with a
firm, they not only indulge in the purchase process, but also show extra-role behavior in the form of
loyalty, positive word of mouth, and citizenship behavior [52]. Few other studies have empirically
confirmed the mediating role of CCI. A Study by Marin, Ruiz and Rubio [50] confirmed that CCI
acts as a mediator between CSR and customer loyalty. Deng and Xu [51] also empirically proved the
mediating role of CCI between purchase intention and word of mouth. Similarly, in the hospitality
industry, the mediation of CCI between CSR and customer loyalty is confirmed by Martinez et al. [53].
Based on the above theoretical and empirical discussion, we postulate the following hypothesis:

Hypothesis H7. CCI mediates between customer perceptions of CSR and customer loyalty.

2.8. Mediating Role of Co-Creation between CSR and Customer Loyalty

Several theoretical and empirical considerations endorse the role of CSR as a critical motivator for
co-creation. CSR, which takes into account the interest of different stakeholders, may strengthen the
relationship between customers and the organizations as well as stimulate customers to co-create value
with the organization in the light of service-dominant logic [5]. According to service-dominant logic,
when companies view interactions with customers as being sustainable rather than transactional under
CSR strategy, they better engage customers in value co-creation. Once customers engage in value
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co-creation behavior with the companies, then mutual bonds arise, which results in customer loyalty [1].
For example, Iglesias, Markovic, Bagherzadeh and Singh [7] concluded that when customers become
aware of the CSR activities of a company, they become an active resource for a company through their
participation behavior and this participation behavior leads to their loyalty. Based on the arguments
mentioned above, we conclude that:

Hypothesis H8. Co-creation mediates the relationship between CSR and customer loyalty.

2.9. Sequential Mediating Role of Customer–Company Identification and Co-Creation

One aspect of this research is to test the sequential mediation of CCI and co-creation. According
to social identity theory, customers want to relate with the companies to meet their self-definitional
needs [35]. So, when a company involves in CSR activities and tries to maintain a healthy relationship
with its stakeholders, then the identification process of the customers start [30]. CCI helps to explain the
relationship between stakeholders and companies [54]. CCI is one of the pre-requisite for co-creation of
customers with the companies, and a robust customer–company identification occurs when customers
identify themselves with the companies [37]. Through this identification, customers can fulfill
their needs, such as self-continuity, self-distinctiveness, and self-enhancement. This fulfillment of
self-definitional requirements helps customers to actively participate in the interactive and innovative
process [39]. Co-creation also requires customer orientation, meaning that firms and customers should
have a closer relationship with each other [1]. Hence, based on the above theoretical foundation,
the following hypothesis is proposed: Figure 1 shows the conceptual model of the study.

Hypothesis H9. Customer company identification and co-creation sequentially mediate between CSR and
customer loyalty.
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3. Methodology

3.1. Research Design and Sample

The proposed model is tested in the banking industry of Pakistan. Data were collected through
field surveys in three big cities, i.e., Islamabad, Rawalpindi, and Lahore. Islamabad is the capital of
Pakistan, while Rawalpindi is its neighboring city. Lahore is the second-largest city in Pakistan and also
the capital of the largest province of Punjab. In total, 400 questionnaires were distributed, and 307 were
returned, and after processing the information and concerning the social desirability bias, 280 valid
questionnaires were used in the final data analysis. In our study, all those people who were above the
age of 18 and had at least one bank account, for which they were the primary decision-makers at the
time of answering the questionnaire, were regarded as banking customers. A multi-stage stratified
sampling technique was applied to collect the data. In the first stage, banks were selected based on
selection criteria that a bank should have more than 1000 branches with existence in all the provinces
of Pakistan and also actively involved in the CSR activities. Four banks, namely the National Bank of
Pakistan (NBP), Habib Bank Limited (HBL), United Bank Limited (UBL), and Muslim Commercial
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Bank Limited (MCB), met the criteria and were selected for further investigation. In the second stage,
different residential and commercial areas of each city were randomly selected to collect the data from
various branches of the banks. Data collectors visited different selected areas at different days of the
week and different timings of a day to collect data from randomly selected customers. Respondents
were contacted when they were exiting the bank branch or ATM service area. Approaching the
customers in this way is consistent with the studies carried out by [23,55].

Those banks were chosen, which were actively involved in CSR activities. An explorative study
was conducted before the field survey to search these banks. Considerable efforts were made to learn
about the CSR activities of the selected banks and the way they communicate these CSR activities to
their customers. The criteria applied to select the banks included, banks should have a separate web
page of CSR on their official website, and banks should publish the CSR related news in print and
electronic media and must illustrate their CSR activities in the annual reports explicitly indicating the
amount of CSR investment. These chosen banks are the largest in the country and cover around 80% of
the geographical areas of Pakistan. Moreover, data were collected from October 2019 to December 2019.

3.2. Sample Profile

The sample characteristics of the data are shown in Table 1. Most of the respondents in our
research are male because Pakistan is a dominant male society, and it is challenging for the household
women to visit banks for financial matters. Somehow, the authors managed to gather responses from 80
women. Moreover, data are deliberately collected from educated people because they have awareness
about the social responsibility concept of banks.

Table 1. Sample profile.

Frequency %age Frequency %age

Gender Income Level

Male 200 71.4% <20,000 7 2.5%

Female 80 28.6% 21,000–40,000 53 18.9%

Age 41,000–60,000 78 27.9%

20 years or younger 15 5.4% 61,000–80,000 63 22.5%

21–30 150 53.6% 81,000–100,000 29 10.4%

31–40 50 17.9% 100,000–120,000 31 11.1%

41–50 40 14.3% Above 120,000 19 6.8%

51–60 25 8.9% Profession

Education Student 33 11.8%

High School 32 11.4% Businessmen 67 23.9%

Bachelor’s degree 123 43.9% Govt. job 91 32.5%

Master 102 36.4% Private Job 77 27.5%

PhD 23 8.2% Housewife 12 4.3%

This study depends on the direct responses from customers for the collection of data, so social
desirability bias (SDB) might be present in the survey [56,57]. Different steps were taken to manage
and curtail the impact of SDB, as suggested by Grimm [57]. First, two authors were directly involved
in the data collection process, and they first confirmed about knowledge of the CSR and also took
their consent from customers and then proceeded with the questionnaires. Moreover, the previously
recognized and empirically tested scales were employed for the constructs, and data were collected
from different branches of the same banks in various residential and commercial areas of the selected
cities. Furthermore, all items were reviewed by experts, including marketing professors and items
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of Independent Variable (IV) and Dependent Variable (DV) are separated from each other in the
questionnaire survey.

3.3. Common Method Variance (CMV)

Similarly, to examine CMV, the method suggested by Kock [58] was employed. According to
him, if the occurrence of Variance Inflation Factor (VIF) is greater than 3.3, then it is an indication that
the model is contaminated with CMV and collinearity. However, in this study, all factor level VIFs
resulting from full collinearity test are lower than the recommended threshold 3.3, considering the
model is free from CMV. Therefore, CMV is not an issue in this study.

3.4. Measurement Scales

This study has used already established and validated scales for all the constructs in the proposed
model, and responses are recorded by using seven points Likert scale. CSR perceptions were evaluated
by the stakeholder-based approach suggested by Parez et al. [59]. The scale was taken as reflective
formative in nature with 22 items and five dimensions: customers, shareholders, employees, community,
and general dimension defining ethical and legal issues. The five aspects of CSR were formative,
whereas items of those dimensions were reflective. Customer-company identification measured as
a reflective construct through four questions scale by Mael and Ashforth [60]. Customer loyalty is
measured by a scale adapted from Dagger et al. [61] with three items. Co-creation has three questions,
and the scale is taken from Dong et al. and Ho and Ganesan [62,63], where both co-creation and
customer loyalty are reflective constructs.

4. Analysis and Results

4.1. Evaluation of Measurement Model

To measure the reliability and validity of the instrument and to test the hypotheses, WarpPLS
6 [64] is used in this study. Partial least structure equation modeling (PLS-SEM) is a variance-based
approach that uses total variance to estimate the parameters and its consistent with the studies [65–67].
PLS-SEM is preferred in this study due to the following reasons, as explained by Hair et al. [68].

1. The latest guidelines on the use of PLS-SEM have proved its superiority in assessing
mediation analysis.

2. When the objective of the study is to predict, then PLS-SEM is preferable.
3. Lastly, constructs used for CSR in this study are formative, and PLS-SEM is better in investigating

the formative constructs.

Assessing first-order reflective measurement model

To evaluate the measurement model, the first task is to determine the item loadings, where a value
of 0.70 or more is needed to confirm the reliability of the indicators [65]. Table 2 assures the reliability
of the item of the constructs as all the values are more than the benchmark of 0.7. Next is to measure
the internal consistency, for this purpose, Cronbach α and composite reliability (CR) are analyzed.
Values for Cronbach α and CR should be more than 0.7 [65]. Table 2 shows the values of Cronbach α

and CR, having all values above the acceptable range. The third step is to measure the convergent
validity of each construct [65]. The average variance extracted (AVE) is used to evaluate convergent
validity. The threshold value for AVE is 0.5, and Table 2 also shows the AVE values, confirming the
convergent validity.
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Table 2. Reliability, validity, and quality indicators of first-order constructs.

Construct Item Loading α CR AVE R2 Q2

Customer Loyalty

0.947 0.966 0.904 0.706 0.706

CL1 0.951

CL2 0.958

CL3 0.942

Co-creation

0.936 0.959 0.887 0.547 0.546

CO1 0.925

CO2 0.956

CO3 0.943

Customer–Company Identification

0.925 0.947 0.817 0.474 0.475

CCI1 0.893

CCI2 0.882

CCI3 0.929

CCI4 0.912

CSR–Customer

0.926 0.944 0.771

C1 0.857

C2 0.883

C3 0.912

C4 0.892

C5 0.845

CSR–Shareholder

0.871 0.921 0.796

S1 0.884

S2 0.899

S3 0.893

CSR–Employees

0.916 0.938 0.751

E1 0.795

E2 0.903

E3 0.895

E4 0.893

E5 0.841

CSR–Community

0.928 0.944 0.737

Com1 0.842

Com2 0.847

Com3 0.833

Com4 0.896

Com5 0.873

Com6 0.857

CSR–General

0.920 0.949 0.862

G1 0.922

G2 0.932

G3 0.931



Sustainability 2020, 12, 2525 11 of 19

The fourth step is to assess the discriminant validity, which is the extent to which a construct
is different from the other constructs [65]. To assess discriminant validity, an approach by Fornell
and Larcker [69] is employed, which requires a higher square root value of AVE of any construct
than its correlation with all other constructs. Table 3 shows the discriminant validity of the first order
measurement model, where all the values in the diagonal are the square root of AVE of respective
constructs and shown in bold. All values confirm the condition of the discriminant validity.

Table 3. Discriminant validity of the first-order measurement model.

CustLoy CSR_Cus CSR_Shr CSR_Emp CSR_Com CSR_Gen CCI CoCreat

CustLoy 0.951

CSR_Cus 0.68 0.878

CSR_Shr 0.528 0.742 0.892

CSR_Emp 0.64 0.715 0.615 0.866

CSR_Com 0.642 0.669 0.612 0.762 0.859

CSR_Gen 0.665 0.723 0.7 0.705 0.737 0.928

CCI 0.769 0.577 0.483 0.56 0.633 0.632 0.904

CoCreat 0.796 0.712 0.595 0.63 0.66 0.738 0.739 0.942

CustLoy= Customer Loyalty; CSR_Cus= CSR Customer; CSR_Shr= CSR Shareholder; CSR_Emp= CSR
Employees; CSR_Com= CSR Community; CSR_Gen= CSR General; CCI= Customer Company Identification;
CoCreat= Co-Creation.

4.2. Assessing the Formative Measurement Model

PLS-SEM is preferable when a conceptual model contains the formative constructs [68]. To evaluate
the formative constructs, indicator collinearity, indicator weights, and statistical significance are
assessed [65]. The variance inflation factor (VIF) is used to measure the collinearity. The value of 5 or
above indicates collinearity issues among the predictor constructs [65]. VIF values of the formative
construct (CSR) are given in Table 4, and all of these values are below 5, thus indicating no collinearity
issues. In the second step, indicator weights and statistical significance are assessed. Table 4 also
presents the outer weights and their p-values for the constructs of customers, shareholders, employees,
and community and general dimensions confirming their significance. Table 5 shows the discriminant
validity of the second-order measurement model. WarpPLS 6 also calculates full collinearity by tracking
any constructs vertical and lateral collinearity concerning other constructs, and this value also needs to
be less than 5 [70,71].

Table 4. Second-order formative construct measurement model.

Second-Order
Construct

First-Order
Constructs Weights p-Value VIF Full

Collinearity

Corporate Social
Responsibility (CSR)

2.712

CSR–Customer 0.233 <0.01 3.126

CSR–Shareholder 0.221 <0.01 2.554

CSR–Employees 0.23 <0.01 2.997

CSR–Community 0.229 <0.01 2.984

CSR–General 0.234 <0.01 3.077
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Table 5. Discriminant validity of the second-order measurement model.

CusLoyl CSR CCI CoCreat

CusLoyl 0.951

CSR 0.725 0.871

CCI 0.769 0.664 0.904

CoCreat 0.796 0.767 0.739 0.942

CustLoy= Customer Loyalty; CSR= Corporate Social Responsibility; CCI= Customer Company Identification;
CoCre= Co-Creation.

4.3. Evaluating Structural Model

To estimate the structural model coefficient of determination (R2), the statistical significance of
the path coefficients (β), the blindfolding based cross-validated redundancy measure (Q2), and effect
size (f2) are used. The R2 measure is the variance explained in each of the endogenous constructs,
and therefore also called the model’s explanatory power. The R2 value for customer loyalty is 0.762,
and Table 2 shows the R2 values of all the endogenous constructs. To assess how the removal of a
predictor impacts endogenous construct’s R2, the effect size represented by f2 is used. Table 6 shows the
value of f2 for all the endogenous constructs, and here effect size from CSR to customer loyalty shows
the weakest value of 0.144, while the strongest is between CSR and CCI with a value of 0.44. Another
method to assess the PLS path model predictive accuracy is by calculating the Q2 value [65]. As per
guidelines, the value of Q2 should be higher than 0 for specific endogenous constructs to indicate the
predictive accuracy of the structural model for that construct. Table 2 provides Q2 values of all the
endogenous constructs.

Table 6. Hypotheses results and effect size.

Hypothesized Path Path Coefficient p-Value f2 Decision

CSR ->Customer Loyalty 0.195 <0.01 0.142 Supported

CSR ->CCI 0.664 <0.01 0.440 Supported

CCI ->Customer Loyalty 0.360 <0.01 0.275 Supported

CSR ->Co-creation 0.494 <0.01 0.378 Supported

Co-creation ->Customer Loyalty 0.380 <0.01 0.304 Supported

CCI ->Co-creation 0.412 <0.01 0.305 Supported

4.4. Hypotheses Testing

Hypotheses testing results of direct paths are shown in Table 6, and all the direct paths are supported.
To evaluate results, the bootstrapping method is applied to test the strength and significance of the
hypothesized path coefficients. Path coefficients (β-values) provide the empirical support for the direct
effects conceived in our model at a 5% significance level.

4.5. Multiple and Sequential Mediation Test

The mediating effect of co-creation and CCI is investigated through a process described by Nitzl
et al. [72]. The bootstrap method is applied to obtain information about the significance of the indirect
paths [73].

Figure 2 shows the total effect and its significance value (β = 0.73, p-value < 0.01) between CSR and
customer loyalty along with its R2 value (0.53). After performing mediation analysis, results shown in
Table 7, customer loyalty remains significant at a confidence interval of 95% in the presence of both
mediators in the model (β = 0.19, p-value < 0.01). Although the intensity of the direct path reduces,
it remains significant. The calculation of the indirect effects shows that mediators such as CCI (a1b1),
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and co-creation (a2b2) partially mediated the relationship between CSR activities and customer loyalty.
Similarly, Figure 3 shows the sequential mediating effect of CCI and co-creation on customer loyalty as
well. Thus, confirming the partial sequential mediating effect of CCI and co-creation between CSR and
customer loyalty confirms the hypothesis H9.
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Table 7. Indirect effect results.

Hypothesized Path Path Coefficient p-Value f2 Decision

CSR ->CCI ->CusLoyl = (a1b1) 0.237 <0.01 0.172 Supported

CSR ->Co-creat->CusLoyl = (a2b2) 0.292 <0.01 0.212 Supported

CSR ->CCI ->Co-creat->CusLoyl = (a1 a3b2) 0.104 0.001 0.075 Supported

CSR = Corporate Social Responsibility; CCI = Customer Company Identification; CoCreat= Co-creation; CusLoyl =
Customer Loyalty; R= Reflective; F = Formative.

5. Discussion and Conclusions

The main goal of the study is to measure the effect of banks’ CSR activities on customer loyalty
directly and through intervening variables, i.e., CCI and co-creation. The results of this research
confirm the previous literature that CSR has a direct and positive effect on customer’s loyalty [23,74–76].
Findings reveal that customers in Pakistan behave in a similar pattern, as customers in developed
countries. Consumer culture theory [77] supports the findings of this study. According to this
theory, the Internet serves as a medium for convergence of the customers’ behavior, as a technological
breakthrough has made it easy for everyone to access information from any part of the world,
and consumers around the globe somehow think in a standardized way. That is why customers
align their identities based on the consumer-driven global economy, which is highly dependent on
information technology. Therefore, customers in Pakistan behave in the same way as customers in other
parts of the developed world. The second reason is that the banks in Pakistan offer almost standardized
service quality, same interest rate, and the same technological ease to which customers seek no difference
in the products and services which they offer. In this way, customers’ lower-order needs are already
met by standardized service quality and electronic service quality, such as mobile apps, self-service
technologies, and traditional customer-employee interaction. So, to fulfill their higher-order needs,
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customers show an affinity to those banks who consider stakeholders’ concerns in their strategic plans.
The customer nowadays accentuates more on ethical consumption, environment-friendly products,
complaint handling procedures, and fair practices. In other words, the customer’s choice of banks is
increasingly dependent on the extent to which they permit to fulfill their higher-order needs for social,
environmental, and economic justice [39]. While trying to fulfill these needs, decision-makers need to
keep in mind the awareness level of its customers about the organization’s CSR claims and their actual
practices. Customers will prefer to believe in and associate themselves with those organizations which
have long CSR history, more local needs focused CSR activities, and are being performed without any
irregularity or accidents [10,16].

Second objective deals with the investigation of the mediating effect of CCI and co-creation
between CSR and customer loyalty. Both CCI and co-creation mediate between CSR and customer
loyalty and explain the mechanism through which CSR affects customer loyalty. This study confirms
the positive and significant impact of CCI on co-creation in a way that customers start identifying
themselves with their banks. Then, they contribute to the bank through their feedback and involvement.
Identified customers positively contribute to the new product and service development and design
processes. This identification leads customers to participatory behavior, and when banks value their
co-creation, a sense of ownership increases among the customers, which leads to favorable company
response in the form of their loyalty.

Additionally, this study also confirms the sequential mediating effect of CCI and co-creation
between CSR and customer loyalty, and this finding can be explained through the social identity
theory. According to this theory, customers are more inclined towards those companies which have
a positive CSR reputation [78,79]. Moreover, customers also desire the relationship with competent,
proficient, and highly capable firms to satisfy the need for self-enhancement and self-distinctiveness [35].
Thereby, the customers must identify themselves with the bank for exhibiting loyalty behavior; without
identification, loyalty cannot be formed with the banks. According to the findings of this research,
the socially responsible behavior of the banks in Pakistan positively affects the co-creation of the
customers. Banks throw signals to customers by participating in socially responsible activities where
they value customers and embrace co-creation [7]. Through these CSR activities, banks also try to stir
up the notion of strategic partnership through both customers and employees who jointly define a
beneficial solution for both parties. In short, CSR creates identification among the customers, and these
identified customers become more open to companies and listen to them and participate through
innovative ideas through their opinions and positive feedback. Thus, CSR and CCI enable customers
to co-create with the banks, which, as a result, enhances their loyalty.

6. Theoretical and Managerial Implications

First, this study confirms the role of CSR in creating customer loyalty in the banking industry of
Pakistan. That is, when companies genuinely invest in CSR activities, they make every effort to generate
social benefits for their stakeholders, including customers, employees, and the environment. Customers
also support the companies through their positive behavior. Investment in CSR ensures that banks
engage in more philanthropic work and consider the stakeholders’ interest as their priority. In this
way, they connect with the customers emotionally through the identification process, which eventually
leads to loyalty.

Similarly, CSR enhances the co-creation of the customers, a legitimate approach to CSR by the
banks, motivates customers to engage in dialogue and participatory behavior, and customers tend
to provide more significant input regarding product and service quality designs [7]. CSR of the
banks gives customers reasons to identify with the banks rightly; as a result, their self-esteem and
pride increases, consequently motivating them to go beyond their usual role behavior. Moreover,
social identity theory adds to the power of the ethical values-driven marketing 3.0 paradigm in
explaining the relationship between CSR and customer co-creation.
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In addition to the theoretical contribution, this research contains some critical implications for
banking executives. If banking executives want to derive the loyalty of the customers through CSR,
then they need to engage with the customers. Banks need to promote a dialogue with the customers
regarding new product and service development, and innovation-related strategies. Banks can use
co-creation as a tool to enhance customers’ participatory behavior in designing the bank’s loans,
their retirement plans, car leasing, and investment plans. In this way, banks can easily outsource
innovation through the participatory behavior of the customers.

The literature on CSR proposes that companies should make it a priority to have a dialogue with
customers [7]. Our study also supports this fact that when companies understand the needs of the
customers and involve them in the co-creation process, then their loyalty enhances. Moreover, socially
responsible activities not only provide the platform to customers to identify with the organization
but also this identification leads to customers’ participatory behavior. So, banks should build this
identification through CSR-related initiatives as this kind of identification is much stronger than other
factors [35]. CSR strategy of the banks should be translated into those actions which are correctly
oriented for different stakeholders such as employee’s personal growth, customer complaint handling
procedures, following ethical and legal responsibilities, and working towards a better environment
and community.

Lastly, banks should work on providing the culture that should welcome and appreciate the
customers’ participation and recognizes their expertise and knowledge. Furthermore, banks should
have a strategic kind of relationship with the customers based on mutual trust and more robust
identification. Banks should consider them as innovative strategic partners. This approach to
co-creation has the highest potential to translate CSR practices into customer loyalty.

7. Limitations and Future Research

Like every other study, this research also has some limitations. First, this research is restricted to
the banking sector only, and future studies can be conducted to other services sectors such as hospitality
and tourism. Moreover, future studies can also consider the manufacturing industry and compare
their results with the service industries. Second, this research is the only representative of the Pakistani
population, and results cannot be generalized to all developing countries. Besides, as customers from
different cultural backgrounds assess CSR differently, this kind of research in other developing counties
may have some useful insights. So, it is recommended to replicate this research in other developing
countries to increase the research generalizability. Furthermore, a similar study can be conducted
to find out the intervening role of environmental dynamics in Pakistan and some other developing
countries as well.

This study used cross-sectional data with stratified sampling, and further research can be
conducted through longitudinal data and other sampling techniques. Some new variables, like customer
commitment, satisfaction, and perceived service quality, can be added to structure a more comprehensive
and complete framework. Finally, future studies can also consider the moderating effect of leadership
style on the relationship between CSR and co-creation, as servant leadership and transformational
leadership may have some impact on CSR and co-creation relationship. Furthermore, demographic
variables such as age, gender, and education can also be used as a moderator to check the effect of
these demographics on CSR–loyalty relationships.
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