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Abstract

:

The aim of this study is to investigate the impact of corporate social responsibility on firm performance using a longitudinal design in small and medium-sized enterprises (SMEs). The reported study was conducted in a Sub-Saharan African developing country, Zambia. Data were collected from 153 entrepreneurs in two surveys and changes in CSR and firm performance measures were analysed over a 12-month period using SmartPLS structural equation modelling. The findings show that the relationship between CSR and financial performance is significant. Further, the association between CSR and the two measures of firm performance (corporate reputation and employee commitment) was only partially significant over time. We discuss the relevance of these results for entrepreneurs, researchers and policy makers in understanding the outcomes of sustainability practices in SMEs in developing countries, especially in Sub-Saharan Africa.






Keywords:


CSR; firm performance; longitudinal design; SMEs; developing country; Africa; Zambia












1. Introduction


The past couple of decades have seen a growing interest in Corporate Social Responsibility (CSR) research in both commerce and academia. One line of enquiry concerned the outcomes of CSR [1], often exploring the association between CSR and firm performance (e.g., [2,3,4,5]). However, results have been mixed with some showing that there is no correlation between CSR and firm performance while other studies establish a positive association, and still others indicate a negative association [4]. These mixed results warrant further research.



It has been observed that a substantial number of studies on the link between CSR and firm performance have focused almost entirely on developed countries [4] and large firms [2]. Small- and medium-sized enterprises (SMEs) have received less attention in this area. Thus, the most obvious gap in the extant literature pertains to the limited number of studies on the link between CSR and firm performance from developing countries’ perspectives [6,7]. Kechiche and Soparnot [8] called for the investigation of the links between responsible management for SMEs and financial performance in developing countries. Additionally, those that have examined the link between CSR and firm performance have used cross sectional study designs (e.g., [2,5]), and there are few longitudinal studies examining this association, making it impossible to establish the presence or absence of a causal effect. This may account for variance in the reported results [9]. To the best of our knowledge, there are no peer-reviewed studies that longitudinally examine the association between CSR and firm performance that have been undertaken in a Sub-Saharan African country. The longitudinal approach could help clarify the casual structure of the relationships between CSR and firm performance [9,10].



This study re-examines the link between CSR and firm performance using a longitudinal analysis in Zambia, an under-researched developing Sub-Saharan African country. Zambia is chosen for this study because of limited research in sustainable entrepreneurship studies in developing countries [11,12], especially in Sub-Saharan African countries [13,14,15]. Additionally, a sample from Zambia could be helpful in understanding CSR outcomes in a Sub-Saharan African context. We focus on SMEs because they have received less attention in the study of the link between CSR and firm performance. Studies on CSR in Zambia have mainly concentrated on mining companies but not SMEs, and have not linked CSR to firm performance. To achieve the aim of this study, the following research question is asked: What is the impact of CSR on firm performance in SMEs in Zambia over time? This study is important to entrepreneurs, policy makers and researchers that want to understand the specific CSR practices that impact firm performance and business improvement in SMEs. In addition, the study adds a different aspect to the limited literature on the relationship between CSR and firm performance in Sub-Saharan Africa.



This paper proceeds as follows. The next section first reviews existing works on CSR in SMEs as well as CSR in developing countries’ perspectives. Afterwards, we present literature on the CSR-firm performance link, and then we develop the hypotheses to be tested in the study. Thereafter, we explain research methodology, data collection methods, measures used in the study, followed by presentation of results. We conclude the paper by discussing findings, making conclusions, and highlighting future areas of research.




2. Literature Review and Hypothesis Development


This section presents the existing literature on CSR by SMEs. It first defines CSR, followed by a review of the characteristics of SMEs. Then, it considers studies on CSR in developing countries perspectives with a particular focus on Sub-Saharan Africa. In the end of the section, we derive the hypothesis to be tested.



2.1. CSR in SMEs


There has been an increase in CSR studies (e.g., [16,17,18,19,20]). Despite the increase in research on CSR, there is still no generally agreed definition of CSR [21], as a result there is an ambiguous use of the terminology [22]. Fischer [22] and Vo [7] explain that the ambiguity is due to the fact that CSR has been studied in various academic fields. Nevertheless, the Commission of the European Communities (2001), as cited in Dahlsrud [23] (p. 7), defines CSR as “the concept whereby companies integrate their social and environmental concerns in their business operations and in their interaction with their stakeholder on a voluntary basis”. This paper uses this definition because it provides a clear conceptualisation of CSR and it has been commonly used by a variety of scholars (e.g., [24]). Further, in addition to identifying the company’s obligation toward the social and environmental issues, the definition incorporates three other dimensions of CSR: economic, stakeholders and voluntariness.



Considering the characteristics of SMEs is important in comprehending how CSR is practiced in SMEs. The key difference between large firms and SMEs is that, in the latter, in general, management lies with the owners as opposed to large firms [7,25]. SMEs are located and operate in their local society, thus maintain a close relationship with a number of stakeholders [26]. These characteristics aid SMEs to adopt CSR practices, as most of the decisions are made by the owners of SMEs. Entrepreneurs managing SMEs make decisions, initiate and implement CSR activities [27,28], which in turn contribute to the competitiveness and growth of the firm [29,30]. Furthermore, the focus of CSR practices in SMEs is often with the immediate stakeholders, employees, followed by the community, and the least practiced aspect of CSR is environment related [31,32].



Over the years, there has been an increase in CSR in SMEs (e.g., [13,27]). Nevertheless, several studies on CSR in SMEs have concentrated on five major areas: the definitions of CSR by SMEs, characteristics of SMEs, motivations of CSR in SMEs, barriers to CSR studies in SMEs, and CSR activities in SMEs [7,8]. Masurel [2] further observed that there have been very few empirical studies on CSR outcomes or impacts of CSR in SMEs. Furthermore, most of the studies on the outcomes of CSR focused on SMEs in developed countries [33]. There has been limited research on SMEs engagement in CSR in developing countries [13,15,33]. Specifically, few studies investigate the link between CSR practices by SMEs and firm performance from the developing countries’ perspectives [6,7]. Thus, there is need for more research on the impact or outcomes of CSR in SMEs.



The mainstream CSR agenda has been criticised because it is largely driven by Western countries’ perspectives and has given limited consideration for developing countries’ perspectives [14]. While research on CSR in developing countries is limited, within the developing countries’ context a large number of the studies focus on Asia and less on Africa [14,34]. Within Africa, the majority of studies focus on South Africa and Nigeria [34]. Therefore, our study focuses on CSR in Zambia, another Sub-Saharan African country.



Most research on CSR in Africa centres on multinational corporations, and the nature and practice of CSR. For example, Demuijnck and Ngnodjom [26] focused on CSR practices in Cameroon. They established four CSR practices: well-being of employees, ethical issues (related to nepotism and tribalism), corruption, and the natural environment. Similarly, Amaeshi et al. [13] and Turyakira, Venter, and Smith [35] reported that CSR practices in SMEs in Sub-Saharan Africa are centred on areas such as the workplace, market place, local community and the natural environment. A number of authors have shown that CSR in Sub-Saharan Africa focus on charity or donations, community involvement, and ethic (e.g., [36,37,38]). In contrast, Amaeshi et al. [13] found that CSR practice in Africa is beyond charity and in some cases involves institutional works aimed at addressing some institutional gaps in the location where SMEs operate. Overall, the studies above provide insights into the nature and practices of CSR in Sub-Saharan Africa. They however do not investigate the outcome or impact of CSR on the performance of the firm.



Due to the paucity of research on CSR in SMEs in Sub-Saharan Africa, only limited aspects of the CSR-SMEs relationship have been investigated [13]. For example, the link between CSR and firm performance is particularly paltry in Sub-Saharan Africa. This presents an obvious research gap in the relationship between CSR and firm performance in SMEs in Sub-Saharan Africa, as we do not know much about the impact/outcomes of CSR on firm performance in SMEs in this context. Thus, there is a need to further explore the impact or outcomes of CSR in Africa.



Most of the few existing papers we reviewed on CSR in Sub-Saharan Africa were unrelated to our study as they focused mostly on CSR practices only. We however, found one relevant paper by Hilman and Gorondutse [39]. In this paper, the authors examined the association between perceived ethics, social responsibility and firm performance in SMEs in the context of Nigeria. Their findings indicate that perceived social responsibility had a significant effect on firm performance; similarly, perceived ethics positively impacts SMEs performance. Another related study by Turyakira, Venter, and Smith [35] focuses on the relationship between CSR and outcomes (competitiveness). Empirical results indicate that workforce-oriented CSR activities, society-oriented CSR activities, market-oriented CSR activities and regulated oriented CSR activities significantly influence the competitiveness of SMEs in Uganda [35].



These two studies cannot be generalised to the entire continent of Africa with 52 countries because of the huge cross-country differences. Moreover, although developing countries share common features, CSR practices will vary from region to region or even within regions [14] and from country to country [40,41]. This is because CSR priorities for action differ from country to country and appear to depend on the perception of the local needs [14]. Besides that, Hilman and Gorondutse [39] used cross-sectional data, making it impossible to study causality. Therefore, in our study, we apply longitudinal analysis to unravel the causal association between CSR and firm performance over time.




2.2. CSR and Firm Performance in SMEs


Although CSR in SMEs has gained great attention in the academic and professional fields, the question is whether or not the involvement in CSR activities contributes to firm performance in SMEs in developing countries, especially in the context of Sub-Saharan Africa. Thus far, studies on the relationship between CSR and firm performance show positive, negative, mixed or non-significant results [4]. For example, a number of authors found a positive relationship between CSR and firm performance (See [4,5,42,43]. In contrast, empirical findings by Boyle, Higgins, and Rhee [44] and Wright and Ferris [45] showed a negative association between CSR and firm performance. Moreover, McWilliams and Siegel [46] found a neutral relationship between CSR and firm performance. Dobre, Stanila, and Brad [16] explain that the fluctuations in results between CSR and firm performance could be related to the context or country of study, industry, different ways of measuring CSR, different methodological approaches or period chosen for analysis. For instance, Ahamed, Almsafir, and Al-Smadi [42] pointed out the need to consider the importance of time frame when investigating the link between CSR and firm performance. This is because even when firms actively engage in CSR, the link between CSR and firm performance may be negative if the country in which the research is conducted had a bad economic period. Therefore, our study applies a longitudinal approach to unravel the causal association between CSR and firm performance because time frame plays an important role when investigating this relationship.



As pointed out earlier, the bulk of studies on the CSR-firm performance link are from developed countries. Thus far, there is limited number of studies on this relationship in developing countries and more especially in Africa. Thus, we cannot generalise the findings from developed countries to developing countries, especially Sub-Saharan African countries without further research. This is because the enterprise structures of SMEs in developed countries often differ from those of developing countries [15]. Besides that, developing countries have different business systems from developed countries. In particular, Sub-Saharan African countries have different business systems, managerial characteristics and institutional environments. For instance, the social and economic crises are mostly felt in developing countries because they are fast expanding economies [34]. Further, in Sub-Saharan Africa, there are greater poverty and more wars, health problems, corruption, misguided aid, social and environment challenges [26,47,48]. Consequently, there is need for more research on the link between CSR and firm performance in this context. In particular, Jamali et al. [15] and Amaeshi et al. [13] called for further studies on the effects/outcomes of CSR in SMEs in developing countries especially Sub-Saharan African countries. This study aims to respond to these calls.




2.3. Corporate Social Responsibility Studies in Zambia


A few studies that have previously been conducted on CSR practices in Zambia focus mainly on mining companies (see [37,49,50,51,52]). These studies show that the most common CSR activity in Zambia is community involvement. For example, Lungu and Shikwe [37] observed that CSR in Zambia is more social and philanthropic in nature and CSR is viewed as a way of supporting the local community. Similarly, Mayondi [52] reported that CSR in mining firms is mostly focused on community development activities such as building of schools, roads, providing jobs and offering micro-credit loan to people in the local community. There is however one study that focuses on sustainable opportunity identification (opportunities to engage in sustainable behaviour such as CSR) by SMEs in Zambia [53] and another study on CSR motivations in Zambian SMEs [20]. Choongo et al. [53] established that altruism towards others was the main reason why entrepreneurs identify sustainable opportunities. The nature of sustainable opportunities investigated in this study included opportunities related to the social environment (e.g., care for employees, supporting community activities) and natural environment (e.g., recycling, water and energy saving) [54]. Furthermore, Choongo et al. [20] reported that internal motivations (financial motivation and moral and ethical motivation) are the reasons why SMEs adopt community-CSR and environmental-CSR practices in Zambia. In addition, the identification of sustainable opportunities also positively influences the adoption of community-CSR practices. External motivation appears to play no role at all for any form of CSR engagements. However, these two studies did not consider the impact of CSR activities on firm performance.



Prior to 1991, the mining companies in Zambia were owned by a state company called the Zambia Consolidated Copper Mines (ZCCM) Limited and CSR mostly involved philanthropic contributions to communities. ZCCM provided funds for social services such as free health facilities, nappies for the newly born babies, recreation activities, free water and electricity for the local community. In addition, education was free for children of employees and other social services such as transport, housing, funeral and burial arrangements including food were heavily subsidised for employees of ZCCM. ZCCM built infrastructure for the local communities such as schools, roads, hospitals, recreation facilities and provided maintenance of the infrastructure, collection of garbage, support of sports and social clubs [49,50]. However, there are no studies on the link between CSR and firm performance in SMEs in Zambia. Hence, we do not know whether or not the involvement in CSR activities positively impacts firm performance in Zambia. Thus, this study makes a contribution to the literature on the CSR-firm performance link outside developed countries by investigating the impact of the CSR on firm performance in SMEs in Zambia.




2.4. Hypotheses Development


To examine the association between CSR and firm performance, we develop three main explanatory hypotheses. We argue that the involvement in CSR activities has an effect on three different indicators of firm performance: financial performance, firm reputation, and employee commitment.



2.4.1. Financial Performance


The first effect of CSR that is taken into account in this study is financial performance. While some studies also show negative or neutral effects, overall, extant literature postulates that CSR impacts firm performance positively. Pan, Sha, Zhang, and Ke [18] observed that employee responsibility and environmental responsibility have significant positive relationships with corporate financial performance. Lee, Herold, and Yu [55] suggested that SMEs are motivated to pursue CSR activities when they perceive a business benefit and value for the company. Further, SMEs engage in community CSR when they perceive benefits such as better business and improved customer loyalty. SMEs also get involved in community responsibility because it results in profitability and growth of the business [56]. CSR outcomes include better relations between the communities and the firm as well as improved firm image. Consequently, this leads to better financial performance in the long term because clients will buy products and services from these firms. Environmental responsibility can also result in better financial performance in the form of cost reduction (waste recycling, reduction in energy and water consumption) [57]. Care for the environment can also result in SMEs to win more contracts with clients that are environmentally conscious which, in turn, can lead to better financial performance of the firm in the long term. It is therefore reasonable to suggest that firms which get involved in community and environmental responsibility can attain improved firm performance in the long term while firms that are unwilling to get involved in CSR perform less well. This leads to the following research hypothesis.



Hypothesis (H1).

The engagement in social and environmental responsibility is positively associated with financial performance in SMEs over time.





Hypothesis (H1a).

The engagement in social responsibility is positively associated with financial performance in SMEs over time.





Hypothesis (H1b).

The engagement in environmental responsibility is positively associated with financial performance in SMEs over time.






2.4.2. Corporate Reputation


The second effect of CSR that is taken into account in this study is the firm’s reputation. Barnett, Jermier, and Lafferty [58] (p. 34) defined corporate reputation as: “Observers’ collective judgments of a corporation based on the assessment of the financial, social, and environmental impacts attributed to the corporation over time.” Corporate reputation is also understood as an important intangible resource which can be enhanced or destroyed by the firms’ decision to or not to engage in CSR activities and disclosures (Branco and Rodrigues [59] p. 111). Although the firm’s reputation is intangible, it aids to build sales, and attracts business partners and capital, while aiding the firm to recruit and retain employees and contributes to a company’s competitive advantage [60,61]. Entrepreneurs and managers in SMEs expect improved company reputation when they engage in CSR. For example, Turban and Greening [62] established that involvement in CSR activities contributes to a better reputation of the firm in the society, thereby creating a competitive advantage. Enhanced reputation eventually leads to improved firm performance in the long run [63].



The link between CSR and corporate reputation in SMEs is not as straight forward as in large firms. Compared to a large firm, SMEs visibility to the media and the public is more difficult [64]. Entrepreneurs in SMEs prefer not to report or publish their CSR activities [65]. Furthermore, it can be argued that CSR activities in SMEs are informal, ad hoc, usually not reported, and lack visibility; as a result CSR may not have an impact on corporate reputation. However, Fraj-Andrés et al. [64] suggested that CSR activities in SMEs contribute to building a better image and strong marketing position which creates a competitive advantage [66]. In addition, Munasinghe and Malkumari [67] pointed out that SMEs are motivated to engage in CSR activities to improve the firm’s reputation, employee motivation and economic performance. Therefore, despite the different characteristics between SMEs and large firms, it is possible that SMEs’ involvement in CSR can lead to improved corporate reputation and eventually better firm performance over time. This is because entrepreneurs make decisions based on the fact that CSR improves company reputation and image and increases sales figures [64]. In so doing, improved reputation provides competitive advantages, which positively impacts on organisation performance in the long run. Based on the arguments above, we propose the following hypotheses.



Hypothesis (H2).

The engagement in social and environmental responsibility is positively associated with corporate reputation in SMEs over time.





Hypothesis (H2a).

The engagement in social responsibility is positively associated with corporate reputation in SMEs over time.





Hypothesis (H2b).

The engagement in environmental responsibility is positively associated with corporate reputation in SMEs over time.






2.4.3. Employee Commitment


Employee commitment has been defined “as organisational and task commitment, and is related to personal, job or organisation characteristics” [68] (p. 243). Employee commitment is also referred to as the degree to which employees feel devoted to their organisation and the degree of attachment or loyalty employees feel towards the organisation [69,70]. Vance [71] posited that employee’s commitment to their firm gives companies vital competitive gains including greater productivity and lower turnover. Past research demonstrates that the involvement in CSR activities can build a strong bond between employees and the organisation, which consequently lead to better employee commitment and organisational performance over time [72]. Albinger and Freeman [73] and Turban and Greening [62] suggested that organisations involved in CSR attract and retain employees, thereby, reducing hiring and training costs, thus, leading to better organisation performance in the long term. A number of authors established that CSR activities have positive significant effects on employee commitment to the organisation (e.g., [4,72,73,74,75,76]). Firms with a good social responsibility can not only attract better employees, but also increase their morale and retain them [59].



In SMEs, CSR focus on the internal stakeholders especially the employees and the community [27,77]. Masurel [31] found that SMEs invest in environmental responsibilities such as improving the working conditions. He further suggested that there may be a connection to “profit”, as improvement of working conditions may result in employees having better motivation and fewer sick leaves, thus increasing their productivity on the long-term. Furthermore, in developing countries, in particular Sub-Saharan African countries, entrepreneurs feel responsible for their employees and people living in their communities [32]. It is therefore possible that SMEs’ engagement in social activities such as providing training to employees, improving working conditions, sponsoring sports and donations so as to enhance their employee commitment to the firm thereby improving organisation performance on the long run. Turker [76] found that social, employee, and customer CSR were significant predictors of the organisation commitment. Similarity, Ali et al. [72] found a positive relationship between CSR and employee commitment to the firm. Based upon these findings, we therefore hypothesise that.



Hypothesis (H3).

The engagement in social and environmental responsibility is positively associated with employee commitment in SMEs over time.





Hypothesis (H3a).

The engagement in social responsibility is positively associated with employee commitment in SMEs over time.





Hypothesis (H3b).

The engagement in environmental responsibility is positively associated with employee commitment in SMEs over time.








3. Research Methods


3.1. Sample and Data Collection


The data for this study were collected through a longitudinal survey from SMEs that supply goods and services to the mining industry in Zambia. The first fieldwork was done in 2013, while the second survey was carried out on the same sample 12 months later, in 2014. We label the data collected in the first and second field work as t1 and t2, respectively. The spacing of the period between the two surveys covers a period of 12 months because performance in firms is usually assessed yearly. It is common practice to carry out longitudinal studies at two data points. For example, Bernhard, Donthus and Kennett [78] carried out a longitudinal study at two data points over a 12-month period. Similarly, Mou and Cohen [79] carried out a longitudinal study at two data points over a 6–7-month period. Furthermore, a longer time-period in the dynamic Zambian context, see comments below, may result in high levels of panel attrition. The main goods sold by the firms in the sample include: (1) hardware and electrical items; (2) manufactured items such as industrial cleaning machines, motors, pipes, and valves; (3) consumables, such as cleaning materials, electrodes, and paints; and (4) services including maintenance and repair of industrial equipment and buildings.



The firms were selected based on the criteria of size: SMEs employing between 10 and 250 employees. The sample was drawn from databases of four large mining firms in Zambia (i.e., Mopani Mine, Lumwana Mine, Konkola Mine, and Kansanshi Mine) and had a population of 1200 registered local SMEs that met the selection criteria. At the start of fieldwork, 350 SMEs were randomly selected from the population for this study. When we tried to contact and administer the questionnaire to potential respondents, we experienced some difficulties as we were unable to contact all respondents because a number of firms had either changed their location or their telephone numbers. Apparently, the databases had not been updated for a long time. For this reason, we relied on convenience sampling for the subsequent fieldwork to increase the number of survey participants. Kriauciunas, Parmigiani, and Rivera-Santos [80] acknowledged the difficulties of data collection in developing countries that arise from unreliable databases. Thus, they recommend that the sampling framework and survey administration techniques should be adapted to the context of study. Thus, our survey administration techniques included e-mailing, face-to-face questioning and dropping and picking up the questionnaire later. Overall, we collected 221 completed questionnaires in 2013. In 2014, only 153 of the 221 firms were willing to participate in the survey and completed the questionnaire. Therefore, our final sample for longitudinal analysis consisted of 153 SMEs.




3.2. Measures of Variables


3.2.1. Dependent Variables


Firm performance—firm performance comprises the actual output or result of an organisation as measured against its inputs. Firm performance is a complex and multidimensional phenomenon [81]. Despite this complexity, a number of authors have operationalised firm performance measures in SMEs in two categories: financial performance and non-financial performance (e.g., [39,82]). Examples of financial performance include return on assets, return on equity [83], profit to revenue ratio, cash flow from operations, profit, return on investment, revenue growth, market share gained [84], productivity [2], effectiveness (i.e., sales growth and range of product or service growth), and efficiency (i.e., productivity and profitability growth) [85]. The other measure of firm performance include price per share [10]. Indicators of non-financial performance measures include corporate image, reputation, quality of human resources, customer base, brand devotion, investment in research and development [39,86]. Other non-financial performance measures are new product development, capacity to develop competitive profile, market orientation and development [87]. In this study, we use both financial and non-financial measures. The choice of adopting both measures of firm performance arises because SMEs use both financial and non-financial measures to evaluate their performance [82]. Moreover, previous studies indicate that non-financial measures correlated with objective measures [88].



Three measures of firm performance were used in this study—financial performance, corporate reputation and employee commitment because they capture the full impact of CSR on the firm’s overall performance compared to single item measurement [4]. Following [4], financial performance was measured using seven items. Respondents were asked to indicate their perceptions of how each of the seven statements described their financial performance relative to their largest competitors on a 5-point Likert scale, from 1 = strongly disagree to 5 = strongly agree. The items include, relative to our largest competitor during last year: “we had a larger market share”; “we were larger in size”; “our profit growth has been substantially better”; “our sales growth has been substantially better” “our return on assets has been substantially better”; “our return on investment has been substantially better”; and, regarding the overall performance during last year, “we performed poorly relative to our largest competitor”. The latter item is worded in reverse to help control for response bias [89,90]. We used this scale because it is based on perception of the firm’s performance as these SMEs are not consistent in keeping historical financial data and thus “objective” performance would be unreliable [39,81]. Questionnaire items of different performance measures are shown in Appendix A.



The second dependent variable in this study is corporate reputation; it was measured using three items adopted from Fombrun, Gardberg, and Sever [91]. The first item related to “our organisation has a good reputation”, the second “our organisation is widely acknowledged as a trustworthy organisation” and the third item “our organisation is known to sell high quality products and service”. All the items measured on a 5-point Likert scale, from 1 = strong disagree to 5 = strongly agree.



The scale for measuring employee commitment was adopted from Jaworski and Kohli [92] and was also used by [4]. The scale consists of three items and is measured on a 5 point Likert scale, from 1 = strongly disagree to 5 = strongly agree. The three items were “Our employees are very committed to the organisation”, “The bond between the organisation and its employees is very strong”, and “Our employees often go above and beyond their regular responsibilities to ensure the organisation’s well-being”.




3.2.2. Independent Variables


Corporate social responsibility was measured on a 16-item scale adopted from Masurel and Rens [19]. We used this measurement instrument in 2013 and 2014 as it was developed earlier. This scale is relevant for studying CSR in SMEs. Preceding our fieldwork, we pre-tested the questionnaire with four academic experts and two entrepreneurs. After the pre-test, questions were rephrased to make them relevant to the setting of the study. For example, the question “My company periodically performs job evaluation interviews” was changed to “My company sponsors students in schools”. This is because the outcomes of the pre-test indicated that the original question was not relevant to our study setting. Instead, most entrepreneurs pay for schools fee for students who are orphans or underpriviledged in the local community. The items we used to measure CSR are listed in Appendix A.




3.2.3. Control Variables


We controlled for four variables that might affect the relationship between CSR and firm performance. Moore [93] found that firm age and firm size significantly impact the effects of CSR on firm performance. The other two variables are entrepreneurs age and gender. Firm size was measured as the natural logarithm of the number of employees. Firm age was measured as the natural logarithm of the number of years the business has been in existence based on the second wave of data collection; i.e., 2014. For both firm size and firm age, the natural logarithm was used to avoid skewed distributions [94,95]. We controlled for the entrepreneur’s age because older people perceive CSR negatively [96] while young people are more probable to change their CSR perceptions [97]. Gender was included because it affects firm performance [98].





3.3. Data Analysis and Results


In this section, we analyse the data and present the results of the study using a longitudinal approach based on the data collected at both times or waves, that is data collected in the first fieldwork (t1) and data collected in the second fieldwork (t2) to enable us conclude if CSR affects firm performance over time. We used SmartPLS version 3.2.3 to analyse the data (Ringle, Wende, and Becker [99]). Before testing the hypotheses, we first examine the psychometric properties of the scales described in Section 3.2 by assessing convergent validity, discriminant validity, and reliability of the SmartPLS measurement model.



3.3.1. Convergent Validity


The items used to measure corporate reputation, employee commitment, environmental-CSR, financial performance and Social-CSR are listed in Table 1 together with the results of SmartPLS confirmatory factor analysis (CFA), reliability test, and Average Variance Explained (AVE). The loadings and AVE for all items exceeded the 0.5 acceptable threshold, thus convergent validity is confirmed (Henseler, Ringle, and Sinkovics [100]). The composite reliability among all the five latent variables exceeded the threshold of 0.70 suggested by [101]. This demonstrates high level of reliability for all scales in the analysis.




3.3.2. Discriminant Validity


Discriminant validity shows the extent to which one construct is distinct from another construct [101]. To determine the discriminant validity of the construct’s used in this research, we followed the criteria suggested by Fornell and Larker [102]. They suggested that the value of the square root of the AVE for each construct should exceed that of correlations between constructs. As can be seen in Table 2, the square root values of the AVE for each construct are higher in comparison with the AVEs in Table 1. This outcome confirms that discriminant validity is present.




3.3.3. Measurement Invariance Assessment


The analysis of measurement invariance is necessary in longitudinal studies (Vandenberg and Lance [103] and before undertaking multigroup analyses in PLS-SEM (Hernandez-Perlines [104]; Hensler, Ringle, and Sarstedt [105]). In this study, we employed Hensler, Ringle, and Sarstedt’s [105] three step procedure to assess the measurement invariance of composite models (MICOM) when using SmartPLS. The three steps involve: (1) configural invariance; (2) compositional invariance; and (3) the equality of composition mean values and variances. Step 1 (configural invariance) does not involve any statistical test, instead, it requires and inspection of the models set-up. In this study, the measurement and structural model for the two groups of data (data collected in the first fieldwork (t1) and data collected in the second fieldwork (t2) are identical, thus configural invariance is established. Step 2 (compositional invariance) involves carrying out permutation test. If the permutation test reveals that the correlation c values are not significantly different from one, then composition invariance is established. In this study, 5000 permutations were carried out. Table 3 shows that the lowest correlation value of social-CSR is 0.989 and is very close to one and none of the c values are significantly different from one. Thus, compositional invariance is established for all composite in the CSR-Firm performance model. In Step 3, we assessed the composites equality of mean values and variances. The assessment show that the mean values and variances of composites do not significantly differ. Thus, the equality of compositional mean values and variance are established. In conclusion, measurement invariance is established for all the three steps of the MICOM procedure of the CSR-Firm performance model. Thus, full measurement invariance is supported for the two groups of data (data collected in the first fieldwork (t1) and data collected in the second fieldwork (t2).




3.3.4. Model Fit


SmartPLS measures model fitness by the Goodness of Fit (GOF) and the standard square residual (SRMR). GOF is defined as the geometric mean of the average AVE and average R2 (for dependent variables).


GOF = √AVE × √R2











Akter et al. [106] suggest that the values of GOF of 0.1 are small, 0.25 are medium and 0.36 are large. Using the formula above, we obtained a GOF of 0.32. The standardized root mean square residual (SRMR) value for this study is 0.000. A cut off point of 0.10 indicated the model has a good fit (Garson [107]).




3.3.5. Hypothesis Testing


To examine the impact of CSR on firm performance over time, a longitudinal analysis was conducted using data collected in 2013 and 2014. We used data on changes in CSR and changes in the three indicators of performance (i.e., t2–t1). Each of the three main hypotheses (H1, H2, and H3) consists of two sub-hypotheses: H1a and H1b; H2a and H2b; and H3a and H3b, respectively. Thus, we test the main hypotheses by testing the sub-hypotheses. To test the sub-research hypotheses H1a–H3b, we ran the PLS Algorithm and the bootstrapping procedure with 500 sub-samples in SmartPLS 3.2.3. The relationships are tested using the path coefficients and the level of significance. We checked for multicollinearity using the VIF in SPSS. The VIF scores ranged from 1.026 to 1.121, indicating that multicollinearity does not play a role [101]. Figure 1 and Table 4 show the results of the SEM including the paths estimates and the p-values. Even though we controlled for age, gender, firm size, and firm age, the control variables were omitted in the final model because they were insignificant.



The highest coefficient value from the original sample is 0.303 for Environmental-CSR → Financial Performance, followed by Environmental-CSR → Corporate Reputation (0.269), while Social-CSR → Social-CSR → corporate reputation and Employee Commitment have the least values of 0.149 and 0.172, respectively.



As can be seen in Figure 1 and Table 4, there is a positive relationship between social-CSR and financial performance as the path coefficient value was found to be β = 0.262 (p < 0.05). The effect of environmental-CSR on financial performance is significant with a path coefficient value of β = 0.303 (p < 0.05). Thus, H1 is fully supported. H2 posited that engagement in social and environmental responsibility is positively associated with corporate reputation. Test results of H2a indicate that the relationship between social-CSR and corporate reputation is not supported as the path coefficient value was found to be β = 0.149 (p > 0.10), while H2b results indicate that the relationship between environmental-CSR and corporate reputation is supported as the path coefficient value was found to be β = 0.269 (p < 0.05). Therefore, H2 is partially supported. Hypothesis 3 posited that the engagement in social and environmental responsibility is positively associated with employee commitment. H3a indicate that the relationship between social-CSR and employee commitment is not supported as the path coefficient value was found to be β = 0.172 (p > 0.10), while H3b results indicate that the relationship between environmental-CSR and employee commitment is supported with a path coefficient value of β = 0.246 (p < 0.05). Thus, H3 is partially supported. The results of the R2 were 0.21, 0.12, and 0.12 for financial performance, corporate reputation and employee commitment, respectively.






4. Discussion


The present study was designed to examine the impact of CSR on firm performance in Zambian SMEs using a longitudinal analysis. Data were collected at two time-points, 12 months apart. Thus, longitudinal analysis of the association between CSR and the three indicators of firm performance (financial performance, corporate reputation and employee commitment) were conducted. The longitudinal analysis results reported in this study show that the two dimensions of CSR (social and environmental) significantly impact financial performance. However, the association between the two dimensions of CSR and the other two measures of firm performance (corporate reputation and employee commitment) only turned out to be partially significant.



We found that the relationship between CSR and financial performance is significant and fully supported. The positive effect of CSR on financial performance is consistent with many studies conducted in Western, Asian, and other countries (e.g., [4,16,17,18,43]). Additionally, in the context of Zambia, Choongo et al. [20] established that SMEs are motivated to engage in CSR for financial benefits. It is therefore expected that the involvement in CSR activities such as reduction in energy and water usage translates in cost savings which ultimately improve firm performance. These findings imply that in non-Western contexts, CSR also positively impacts firm performance.



The relationship between CSR and corporate reputation is only partially accepted. Perhaps corporate reputation has less impact on SMEs than on large corporates. Fraj-Andrés et al. [64] explained that SMEs visibility to the public and media is more difficult and SMEs do not normally publicise or report their CSR activities [65]. Hence, CSR may not have a great impact on corporate reputation even though other authors, such as Turban and Greening [62], suggest that CSR activities in SMEs contribute to building a better image and strong marketing position which consequently leads to a competitive advantage.



The result of the association between CSR and employee commitment is also only partially accepted. This is a surprising result because CSR in Sub-Saharan Africa emphasises community ties and entrepreneurs feel responsible for the well-being of the community and employees including their family members [26,36,77]. Strong community ties enhances the bond between the firm and its employyes. The care for the community and employees and their family members may lead to increased employee commitment thereby improving employee productivity which may ultimately result in improved performance in an organisation in the long run [72]. A possible explanation for this result may be that, attempts to improve firm performance may require spending money on buying assets, marketing the products, hiring employees, training and developing employees. This may negatively affect employee commitment to the firm. Entrepreneurs managing SMEs can invest in CSR activities such as training and development that raise employee commitment to the firm, thereby improving the performance of the firm over time. If employees are very committed to the organisation, it will lead to employee retention and less costs in hiring new employees, thereby improving the performance of the firm over time.




5. Limitations


This research has several limitations. First, the study’s sample was drawn from one sector (trading and service), which might limit the generalisability of these findings to other sectors. Future studies should verify these findings across sectors. Second, we used perceptual measures of financial performance due to lack of objective measures in SMEs, even though subjective/perceptual measures correlate with objective measures [88]. Future researchers should endeavour to use objective measures of firm performance. Third, we did not investigate what drives changes in CSR and employee commitment over time. Future researchers can ask questions such as “what drives changes in the CSR and firm performance link overtime and when might CSR impact firm performance?” Finally, we collected two waves of data, 12 months apart. Future studies should consider collecting three or more waves of data to examine the causal change in the link between CSR and firm performance. These results are helpful to entrepreneurs, researchers and policy makers in understanding the outcomes of CSR in SMEs in developing countries, especially in Sub-Saharan Africa.




6. Conclusions


In sum, the most significant finding from our longitudinal analysis is that there is a significant effect of CSR on financial performance over a 12-month period. Furthermore, even though our study shows that there are limited effects of changes in the two dimensions of CSR on corporate reputation as well as on employee commitment over time, our evidence adds to the existing literature in entrepreneurship and small business in non-Western contexts by showing that there is a positive effect of changes in CSR on firm performance in the long run. The results of this study carried out in a Sub-Saharan African country are similar to previous empirical evidence from Western and Asian countries showing that CSR activities positively impact on firm performance. In comparison with previous studies, our results support the view that the involvement in CSR has the potential to lead to improved firm performance. We can therefore conclude that by applying a longitudinal analysis on the effects of CSR on firm performance, our empirical analysis helps to clarify the causal effect of the relationship between CSR and firm performance. This is because the use of longitudinal analysis overcomes the limitations and biases that may arise from cross sectional analysis. This study has implication for entrepreneurs, researchers and policy makers in that they should exercise patience in evaluating the outcomes of the CSR activities in SMEs in Sub-Saharan African developing countries. It is clear from our longitudinal analysis that CSR activities can result in increased firm performance over a period of time.
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	Construct
	Label
	Items





	Financial Performance
	
	Relative to our largest competitors, during last year we



	
	FP1
	We had larger market share.



	
	FP2
	We were larger in size.



	
	FP3
	Our profit growth has been substantially better.



	
	FP4
	Our sales growth has been substantially better.



	
	FP5
	Our return on assets has been substantially better.



	
	FP6
	Our return on investment has been substantially better.



	
	
	Regarding our overall performance, during last year we



	
	FP7
	Performed poorly relative to competitors



	Corporate Reputation
	
	During last five years



	
	CorpRep1
	Our organisation has a good reputation.



	
	CorpRep2
	Our organisation is widely acknowledged as a trustworthy organisation.



	
	CorpRep3
	Our organisation is known to sell high quality products and service.



	Employee Commitment
	
	During last five years



	
	EmpCom1
	Our employees are very committed to the organisation.



	
	EmpCom2
	The bond between the organisation and its employees is very strong.



	
	EmpCom3
	Our employees often go above and beyond their regular responsibilities to ensure the organisation’s well-being.



	Social-CSR
	SocCSR1
	My company ensures workplace health and safety



	
	SocCSR2
	My company implements training and development programs for employees



	
	SocCSR3
	My company periodically tests employee satisfaction



	
	SocCSR4
	My company human resource policy is partially aimed at workplace diversity



	
	SocCSR5
	My company sponsors students in schools



	
	SocCSR6
	My company offers industrial attachments (internships) to students



	
	SocCSR7
	My company uses a formal customer complaints register for clients



	
	SocCSR8
	My company is active within an organisation with a social purpose



	Environmental-CSR
	EnvCSR1
	My company saves energy beyond legal requirements



	
	EnvCSR2
	My company saves water beyond legal requirements



	
	EnvCSR3
	My company voluntarily does recycling and/or re-use



	
	EnvCSR4
	My company takes action in order to reduce waste



	
	EnvCSR5
	My company purchases environmentally friendly products



	
	EnvCSR6
	My company is a member of an environmental organisation



	
	EnvCSR7
	My company is well equipped in order to improve the sustainability/CSR of my clients



	
	EnvCSR8
	My company suggests sustainable solutions to our clients
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Figure 1. Structural and Measurement Model. 






Figure 1. Structural and Measurement Model.
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Table 1. Outcomes of the Measurement Model.






Table 1. Outcomes of the Measurement Model.












	Construct
	Items
	Loadings
	Composite Reliability
	AVE





	Corporate Reputation
	CopRep1
	0.837
	0.913
	0.777



	
	CopRep2
	0.902
	
	



	
	CopRep3
	0.905
	
	



	Employee Commitment
	EmpCom1
	0.891
	0.870
	0.693



	
	EmpCom2
	0.890
	
	



	
	EmpCom3
	0.702
	
	



	Environmental-CSR
	EnvCSR1
	0.741
	0.869
	0.527



	
	EnvCSR2
	0.793
	
	



	
	EnvCSR3
	0.717
	
	



	
	EnvCSR4
	0.750
	
	



	
	EnvCSR5
	0.676
	
	



	
	EnvCSR7
	0.669
	
	



	Financial Performance
	FP1
	0.761
	0.899
	0.598



	
	FP2
	0.768
	
	



	
	FP3
	0.809
	
	



	
	FP4
	0.782
	
	



	
	FP5
	0.780
	
	



	
	FP6
	0.737
	
	



	Social-CSR
	SocCSR1
	0.826
	0.765
	0.529



	
	SocCSR2
	0.800
	
	



	
	SocCSR6
	0.515
	
	







Note: EnvCSR6, EnvCSR8, F7, SocCSR3, SocCSR4, SocCSR5, SocCSR7, and SocCSR8 were deleted because they had low factor loading (>0.5).
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Table 2. Discriminant Validity.






Table 2. Discriminant Validity.














	
	Construct
	1
	2
	3
	4
	5





	1
	Corporate Reputation
	0.882
	
	
	
	



	2
	Employee Commitment
	0.394
	0.833
	
	
	



	3
	Environmental-CSR
	0.319
	0.304
	0.726
	
	



	4
	Financial Performance
	0.218
	0.246
	0.391
	0.773
	



	5
	Social-CSR
	0.239
	0.255
	0.336
	0.364
	0.728
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Table 3. MICOM results of CSR and Firm Performance Relationship.
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Composite

	
c-Value

	
95% Confidence Interval

	
Compositional Invariance?






	
Corporate Reputation

	
0.9992

	
[1.0000; 1.0000]

	
Yes




	
Employee Commitment

	
0.9977

	
[0.9999; 1.0000]

	
Yes




	
Environmental-CSR

	
0.9907

	
[0.9988; 1.0000]

	
Yes




	
Financial Performance

	
0.9926

	
[0.9995; 1.0000]

	
Yes




	
Social-CSR

	
0.9771

	
[0.9989; 1.0000]

	
Yes




	
Composite Difference of the composites’ mean value

	
95% confidence interval

	
Equal mean values?




	
Corporate Reputation

	
−0.001

	
[−0.007; 0.007]

	
Yes




	
Employee Commitment

	
0.001

	
[0.001; −0.006]

	
Yes




	
Environmental-CSR

	
−0.001

	
[−0.001; −0.008]

	
Yes




	
Financial Performance

	
0.000

	
[−0.006; 0.008]

	
Yes




	
Social-CSR

	
0.002

	
[−0.004; 0.008]

	
Yes




	
Composite Difference of the composites’ variance ratio (=0)

	
95% confidence interval

	
Equal variance?




	
Corporate Reputation

	
0.001

	
[−0.011; 0.012]

	
Yes




	
Employee Commitment

	
−0.003

	
[0.001; 0.011]

	
Yes




	
Environmental-CSR

	
−0.004

	
[−0.017; 0.009]

	
Yes




	
Financial Performance

	
0.000

	
[−0.010; 0.012]

	
Yes




	
Social-CSR

	
−0.001

	
[−0.019; 0.007]

	
Yes
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Table 4. Results of the Structural Equation Model and Hypothesis testing.
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	Hypothesis
	Relationship
	Path Coefficient
	Sample Mean
	Standard Deviation
	T Statistics
	p Values
	Decision





	H2b
	Environmental-CSR → Corporate Reputation
	0.269
	0.286
	0.089
	3.021
	0.003 **
	Supported



	H3b
	Environmental-CSR → Employee Commitment
	0.246
	0.269
	0.108
	2.291
	0.022 **
	Supported



	H1b
	Environmental-CSR → Financial Performance
	0.303
	0.323
	0.084
	3.610
	0.000 ***
	Supported



	H2a
	Social-CSR → Corporate Reputation
	0.149
	0.147
	0.104
	1.422
	0.156
	Rejected



	H3a
	Social-CSR → Employee Commitment
	0.172
	0.164
	0.114
	1.503
	0.133
	Rejected



	H1a
	Social-CSR → Financial Performance
	0.262
	0.261
	0.085
	3.066
	0.002 **
	Supported







Note: * p < 0.10; ** p < 0.05; *** p < 0.001. N = 153.
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