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Abstract: Corporate Social Responsibility (CSR) is regarded as an effort to be undertaken by the
businesses to contribute towards society at large positively. The idea behind the concept of CSR is that
businesses are required to pursue the notion of pro-social objectives along with economic objectives.
Research has long established that corporate social responsibility, along with its philanthropic nature,
can also produce extraordinary marketing results for businesses. The relationship between CSR
and consumer loyalty is well acknowledged in extant literature. Likewise, involving consumers
through co-creation in the product/service development process may provide an exciting experience
to consumers, which is likely to influence their loyalty. With these arguments, the present research
investigates the impact of CSR on consumer loyalty with the mediating role of co-creation in the
banking sector of an emerging economy such as Pakistan. Structural equation modeling (SEM)
is used for data analysis in the present study. The results validate that CSR improves consumer
loyalty, and co-creation partially mediates this relationship. The results of the current survey will
help banking institutions to identify how they can develop core strategic considerations based on
CSR and co-creation.

Keywords: corporate social responsibility; consumer loyalty; co-creation; bank; Pakistan; sustainability

1. Introduction

The increasing consumer pressure on businesses to work responsibly in society is
largely because of the swift advancement in information technology, which has contributed
to a communicative and translucent environment. In this perspective, public opinion and
consumers learn more about unfair activities and castigate brands involved in harmful
activities to the environment and society [1]. As a result, some strong brands have already
begun to base social responsibility at the core of their business plans and have become true
symbols of conscience that can honestly show responsibility in dealing with consumers [2].
When consumers see this, their loyalty to the organization may surge, as they tend to
respect what is good for society and the planet. In addition, the new digital and connected
environments allow consumers to communicate directly with brands [3].
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The term co-creation is referred to as a product or service development process in
which corporations involve the consumer in product/service-related decisions. More specif-
ically, the notion of co-creating may also be used when referring to anything consumers
want to submit to the corporation, such as new ideas, design, or product/service-related
content [4]. In other words, co-creation (CC) can be regarded as an efficient, flexible, and
social process that aims to create relevant new products or services through communication
and interaction with consumers [5]. The perception of co-creation is attractive in nature, as
it can lead to many resources of the organization, including economic efficiency [6], risk
reduction [7], relationship marketing [8], better understanding, and competitiveness [9]. In
addition, co-creation is an inspiring experience for many consumers in different ways [10].
First, consumers can establish warm, deep, and exclusive relationships with other members
of the collaborative community. Second, when firms participate in a co-creation project,
clients always feel that they are growing as individuals, learning, and being creative with
the community [11]. Most importantly, engaging in co-creation activities offers consumers
opportunities for self-development along with social and hedonic [12] resources that lead
them to feel close to a brand. Remarkably, the same can be said about corporate social
responsibility (CSR), which seeks to ensure the value of the environment and community
in which most participants interact.

Responsible social businesses are open to pay attention to and understanding the needs
and challenges of consumers [13], as well as looking for appropriate solutions. Similarly,
a co-creation strategy involves engaging consumers and other innovative processes that
allow them to make appropriate decisions [14]. From this point of view, it is reasonable to
expect that consumers will recognize their products as open to integration projects when
they consider them socially responsible. However, several authors have shown that CSR
can affect many companies/brands and consumer variables, such as business/corporate
analysis [15], firm-idiosyncratic risk [16], strong market value [17], financial results [18],
consumer-oriented commitment [19], and consumer perception [20]. In previous studies,
little has been studied concerning socially responsible behavior that can help businesses
increase their creative activity, such as co-creation [21,22].

Banks are adapting consumer-centric strategies with a strong position in competition
and innovation through consumer involvement and satisfaction. The development of a
natural understanding of joint ventures with consumers in the banking sector is a growing
trend through innovation in banking and consumer services [23]. Organizations that
prioritize their consumers and are aware of the needs of people are inclined to develop a
large pool of loyal consumers [24]. Having a large pool of consumers, banks can achieve
financial stability. Consumer satisfaction, on the other hand, requires business services
and increased product performance [25], as well as increased operational efficiency [26],
value creation, and higher returns [27]. Therefore, it is imperative to cultivate and screen
strategies to increase consumer satisfaction and profitability in any organization. This is
possible by considering the consumer’s preference [28], but it is not easy to work with.
At the same time, consumers are always looking for an improved exchange experience
via co-creation. Organizations that meet the needs of consumers have the opportunity to
design through their own opinion bank, recognized as co-creation.

The present study primarily focuses on the banking sector in Pakistan as it is one of
the largest corporate sectors which is involved in CSR activities as a result of the global
financial meltdown in 2008 to rebuild consumer loyalty and confidence [29]. We define
consumer loyalty in line with the argument of Oliver [30], who describes consumer loyalty
as a behavioral tendency of consumers to favor and support a specific brand and consider
the competing ones less. Furthermore, consumer loyalty is an outcome of the positive
emotion of consumers builds on their experience with a specific brand. In addition, well-
reputed banks in the banking industry began to engage in co-creation activities aimed
at improving the consumer experience. Consumer loyalty (CL) has a strong impact on
corporate efficiency, as it is directly related to lowering marketing expenses and increasing
revenues [31]. The present study contributes to extant literature significantly. First, the
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homogenized character of banking institutions makes it challenging for a specific bank
to differentiate its offerings from the rest of the crowd. In this regard, CSR may serve as
an effective tool to enhance consumer loyalty [3] and trust [32]. This argument is also
acknowledged by recent researchers in existing literature, such as Sun et al. [33] and Iglesias
et al. [34]. Second, the previous research has largely focused on emotional integration, such
as affective engagement, with limited empirical studies of consumer behavior, particularly
on loyal consumer behavior [35,36]. Third, there is limited evidence that CSR and co-
creation can enhance loyal consumers in the Asian context, particularly in an emerging
economy such as Pakistan. In terms of the author’s knowledge, there are limited studies
investigating the overall effect of CSR on consumer loyalty with the mediating impact of
co-creation, although there are some studies in the non-Asian context [22,34,37]. Fourth,
the majority of extant literature has focused on the direct relation of CSR and consumer
loyalty [38—40] without considering the intervening variables such as co-creation, which
can better explain this relationship. Lastly, the present study contributes to the extant CSR
literature pertinent to the Asian context in terms of the banking sector. The study also
complements the literature by examining the mediation impact of co-creation amongst
the CSR and consumer loyalty relationship. To eliminate these shortcomings, this article
examines the impact of the bank’s CSR actions on consumer loyalty with the mediating
effect of co-creation. The rationale for the current study is appropriate for strengthening
understanding this relationship and supplementing the lack of empirical research in this
area related to the Asian context.

2. Theory and Hypotheses

To understand consumer response to CSR, most researchers assume that CSR can
improve overall consumer behavior [37,41,42]. If there is a strong link between CSR
functions and consumers, researchers should consider the link between CSR and other
consumer aspects, such as co-creation [43]. Consumers have changed their traditional
role in services as they participate not only in services but also in corporate—customer
relations [44]. A number of researchers have acknowledged that CSR practices create
value for both the community and the organization, as its philanthropic services provide a
sense of connection to and recognition by the consumer [5,10,43]. When consumers see the
value is more aligned towards community, they are more likely to share their values with
organization.

Co-creation is a collaborative business model in which organizations actively ask
consumers to select and contribute to the contents of a new product or service. According to
O’Hern and Rindfleisch [45], there are four types of co-creation, including (a) collaborating,
(b) tinkering, (c) co-designing, and (d) submitting. Collaborating is referred to as an
open contribution from consumers to improve the design, content, and features of new
products/services. Tinkering is referred to as an open contribution, but that is driven
by the organization. In other words, tinkering means organizations welcome the ideas
from consumers, but they select only those which are close to their business strategies
and objectives. Co-designing means consumers of an organization are identified as co-
designers, and organizations invite them to submit their content relevant to a new product
or service. In this connection, the organization provides a checklist to the consumers and
asks them to contribute within the scope of that list. Finally, submitting is relevant to the
traditional concept of new product development in which the organization chooses the
central idea of a new product. However, the consumer is invited by the organization to
submit their ideas openly without having pre-determined lists or questions.

Co-creation is not a new concept. It dates back to the pre-industrial period when
consumers decided on the technology of production [46]. However, during the period of
industrialization, co-creation disappeared due to the need for mass production to remain
cost-effective. However, with the advent of the post-industrial era, businesses began to
acquire a dynamic, flexible production environment for new product development, incor-
porating decentralization and emerging information technologies. In this case, consumer



Sustainability 2021, 13, 523

40f15

policies will be different. They can be predicted and managed. This has hampered mass
production capacity to meet the existing needs of consumers. Then, in the early 2000s,
co-creation re-emerged and has been seen as the future of new products and services [47].

Accordingly, Von Wallpach et al. [48] suggested that the modern business approach
would be consumer-oriented by better-involving consumers in the development of market
offerings. The literature has revealed that CSR increases consumer satisfaction, and when
consumers are satisfied in some way, they have the tendency to participate in the creation
of this term [21,34,49]. In addition, Ahen and Zettinig [50] established that as consumers
become more conscious of a business’s CSR process, they become more familiar with the
firm and eager to create their personal resources (e.g., information, knowledge) to help the
company perform co-creation functions in an efficient manner. In the same vein, Simpson,
Robertson, and White [22] suggested that consumers’ willingness to do something other
than internal and external incentives will depend on past goals, including how they interact
with others in the community. Hence, it is logical to think that consumers will be more
likely to contribute to co-creating activities with socially responsible organizations. Hence,
we propose:

Hypothesis 1 (H1). CSR is positively related to co-creation.

In the recent era, consumers have more options for purchasing goods and services
than ever before, but still, they seem dissatisfied. Organizations focus on producing a
variety of products and services but are currently unable to meet the needs of consumers
in an exact way. This gap can be overcome by sitting together and listening to each
other [12]. At the same time, it is difficult to determine the essence of cost-effective business
design. Beirao et al. [51] suggested that the key to basic knowledge of the service depends
on the consumer. It focuses on the growth of the buyer—supplier relationship through
communication and dialogue. However, to date, little research has been done on how
consumers engage in co-creation and focus on creating a value basis for a business and lead
to better consumer outcomes. Likewise, Buhalis and Sinarta [52] argued that co-creation is
helpful to innovate and improve the consumer experience. They further contended that co-
creation promotes transparency in the product/service creation process, which ultimately
builds a higher level of satisfaction among consumers, which, in turn, enhances their loyalty.
It also provides an example of a key set of controls and maintenance before providing
products or services. Ge et al. [53] conducted a study and highlighted the importance of
co-creation for the survival of organizations. In addition, interactions between businesses
and individuals improve learning in both groups to ensure that organizations can attract
and retain consumers and the network to ensure better results [54]. The process of co-
creation is a collaborative process that builds interaction between the organization and its
stakeholders, including consumers. This collaborative approach motivates consumers to
be engaged with a particular brand in the process of new product/service development.
Hence, through co-creation, organizations can create positive emotions among consumers,
which is likely to boost their level of loyalty with a specific organization [55]. In other
words, co-creation creates switching barriers due to which consumers are less likely to pay
attention to competing brands [56].

It is important to look at co-creation from a psychological point of view in the context
of service. Consumer skills and knowledge affect the value creation process. Thus, value is
a co-produced activity of the seller and the buyer and always arises from co-creation [57].
The focus on value creation has expanded as firms and consumers have introduced new
and innovative ways to support individual add-on systems. These approaches shift the
focus from the traditional perspective of exchange. The essence of creating a partnership as
a business concept seeks to observe situations that further overlap the boundaries between
firms and consumers by continuing to define this most important transformation of their
roles [58]. When consumers are strongly involved in the provision of services, they tend to
invest their time and search for information on how they can input to the organization to co-
produce the value. If the service satisfies consumers, purchases will frequently occur while
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there will be a reduction in searching for an alternative. Hence, the loyalty of consumers is
enhanced [59]. The essence of co-creation can serve as a form of switching barrier which
induces consumer loyalty positively. Therefore, we recommend the following hypothesis.

Hypothesis 2 (H2). Co-creation is positively related to consumer loyalty.

It is also important to consider the service-dominant logic provided by Lusch et al. [60].
They contended that competing in service is not all about adding values to the product, but
it calls for collective efforts from all departments ranging from marketing communication,
the strategic intent of business, operations, finance, human resource, and others. They
further mentioned in another study that service-dominant logic has to be viewed as an
integrating approach in which all units of the organization are interconnected to produce
a better output [61]. Likewise, service-dominant logic is a philosophy that is underlined
in the theme that there should be collaboration among consumers, partners, and internal
stakeholders, such as employees, at all levels of service delivery [62]. Hence, in line with
service-dominant logic, the consideration of consumers in product-related decisions is
logical.

Consumer loyalty may be attributed to a behavioral tendency of consumers to prefer
a particular brand over competing ones. In other words, CL is the likelihood of consumers
to buy and keep buying a specific brand. Loyalty is an outcome of positive consumer
experiences with an organization, which creates favorable attitudes among consumers [63].
Simply put, when consumers are loyal to a specific brand, there is less probability that they
will consider other brands while they make purchase decisions. Moreover, loyal consumers
are less price-sensitive, and they are even willing to pay a price premium to the organization
to which they are loyal [64]. Specific activities and pressures guide corporations to engage
in social roles not mandated or required by law and not expected of businesses in an ethical
sense, but which are increasingly strategic in orientation. The development of CSR has
largely attracted the attention of many researchers. Carroll [65] described the structure
of CSR by describing "the economic, legal, ethical and social expectations of society as
expected from the socially responsible organizations". This definition is widely accepted
and identifies four types of liability. Financial, legal, ethical, and voluntary. Carroll [66,67]
also assumed that this responsibility is primarily administrative and elective. However,
the expectation that business will achieve these goals depends on social norms.

Some businesses are affected by the desire to participate in social activities that are
not permitted or required by state laws and are not ethically expected from the business
but are beyond the strategy of practice. Examples of such efforts include but not limited to
volunteering, starting drug rehabilitation programs for drug-addicted people in a society,
training the unemployed, and setting up institutes for children’s rights, etc. Mohr et al. [68]
divided CSR into two general categories. The first section discusses CSR for different
stakeholders in the organization (e.g., employers, customers, employees, and community).
The second category stems from Kotler and Lee [69] on the societal marketing approach.
Both definitions emphasize that a socially responsible organization should be pro-actively
involved in decisions beyond short-term interests. Taking into account stakeholder theory,
Freeman and Dmytriyev [70] defined social responsibility as the level of corporate respon-
sibility for stakeholders’ financial, legal, ethical self-determination. Numerous marketing
studies have shown that CSR has a positive effect on consumer loyalty with the organi-
zation and its resources [3,10,34]. CSR has been reported to directly or indirectly affect
customer responses [71]. Park et al. [72] reported a positive relationship between CSR and
overall consumer loyalty.

The correlation between CSR and consumer loyalty is defined in the theory of social
exchange [73]. It states that the organization has a socially ethical response, which will
create social mutuality [74]. Furthermore, the CSR initiatives of an organization create a
positive attitude among consumers towards the organization. In response to CSR activities,
consumers are more likely to stay connected with the brand for a longer period [33], and
they are less likely to think about competing brands [75]. Similarly, the positive association
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between CSR initiatives of an organization and consumer loyalty is also supported by
recent researchers, such as Chang and Yeh [76], Cuesta-Valifio et al. [77], and Iglesias,
Markovic, Bagherzadeh, and Singh [34]. CSR practices build social relationships because
sometimes, companies do not provide CSR resources directly to their consumers. However,
as a member of the public, the client shares these activities [78]. CSR affects and strength-
ens positive consumer—company relationships with its products and services. The same
argument is built in the study of Raza, Saeed, Igbal, Saeed, Sadiq, and Faraz [10], who
found a positive link between CSR and consumer loyalty in the context of Pakistani banks.
Moreover, it is long established in the extant literature that CSR and co-creation both are
collaborative approaches, and this collaborative nature of both constructs is likely to induce
consumer loyalty in positive terms [5,10,34,37]. When consumers believe that a particular
bank is actively involved in CSR activities, they form positive feelings about that specific
bank. In the same vein, consumers are more likely to participate in co-creation activities
with the banks they believe are caring for community. To put it another way, we argue that
co-creation activities better explain the relationship of CSR and consumer loyalty. Hence,
it is logical to think that co-creation is a potential mediator between CSR and consumer
loyalty. Hence, the following two hypotheses are proposed.

Hypothesis 3 (H3). CSR is positively related to consumer loyalty.

Hypothesis 4 (H4). Co-creation mediates between CSR and consumer loyalty.

3. Methodology
3.1. Sample, Data, and Handling of Social Desirability

A survey strategy was used for data collection for the present study. For this purpose,
we selected three major cities of Pakistan, including Islamabad, Faisalabad, and Lahore.
The reason for choosing these three cities lies in the argument that these three cities are the
largest cities in the country and multiple branches of all banking institutions exist in these
cities in multiple locations. Our argument for selecting these cities is also in line with recent
researcher in the context of Pakistan [10,33]. The reason for choosing the banking sector
of Pakistan is that this sector has faced tough competition and a pattern of asymmetric
performance [79] during the last decade due to several macro- and micro-level factors, such
as the global financial crisis of 2008-2010 [80] and the daunting economic conditions of
the country [81]. So, it is imperative to suggest some strategies to lift the performance of
this sector. Before starting the data collection, we carefully searched for those banks which
constituted the largest presence over the country, having several hundred branches all over
Pakistan.

Qualification criteria for banks were they must have a CSR activity page on their
website, and banks must distribute a CSR update on paper and electronic media and mirror
their CSR administrations in their yearly annual reports. These chosen banks are the largest
banks of the nation [82] and are scattered over 80% area of Pakistan. We, in this regard,
selected four major banks of Pakistan, including the National Bank of Pakistan, United
Bank Limited, Habib Bank Limited, and the Muslim Commercial Bank Limited, as these
had more than 800 plus branches in the country. To actuate the data collection process,
we included individuals who had a bank account in one of these four banks. Initially,
we distributed 1000 surveys among the respondents of different banking institutions and
finally received 529 completed questionnaires, which were considered for data analysis.
We approached the respondents when they were leaving the banks or were present outside
these banks at automated teller machines (ATM).

To mitigate the effect of social desirability, we took several steps. For example, the
items in the survey were scattered randomly throughout the questionnaire to break any
sequence developed on the part of the respondent. Similarly, we used existing scales
for all three variables of our study so that the validity and reliability are pre-established.
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Moreover, the instrument was cross-checked by experts to make sure that it did not contain
any jargon or confusing words. Likewise, we visited different branches of these banks on
multiple days and different timings, and before distributing the survey to the respondents,
we assessed the CSR knowledge of the respondent. All these measures to mitigate the
effect of social desirability are in line with Podsakoff et al. [83] and Grimm [84].

3.2. Measures

We adapted already established scales for data collection of the present study. For
instance, the scale of CSR was taken from the study of Eisingerich et al. [74]. The scale
consisted of three items. A sample item was “this bank is a socially responsible bank”.
Similarly, the items for co-creation were adapted from Nysveen and Pedersen [85]. There
were four items for measuring the co-creation construct. A sample item includes “I often
find solutions to my problems together with this bank”. Lastly, the scale of consumer
loyalty was adapted from Dagger et al. [86], which included three items. A sample item
for which is “I am loyal to this bank”. All items were rated on a five-point Likert scale. To
test the reliability of our adapted instrument, we also checked the reliability results for our
instrument, which are reported in Table 1.

Table 1. Measurement items and reliability.

Construct Items

This bank is a socially responsible bank.
CSR [85] (x = 0.792) This bank is more beneficial to society’s welfare than other banks.
This bank contributes to society in positive ways.

I often express my personal needs to this bank.

I often find solutions to my problems together with this bank.
Co-creation [86] (x = 0.774) Iam actively involved when this bank develops new solutions

for me.

The bank encourages customers to create new solutions together.

I consider this bank my first choice when I purchase the services

_ they supply.
Loyalty [87] (o« = 0.840) I am willing to maintain my relationship with this bank.
I am loyal to this bank.
4. Results
Common Method Bias

The data for all variables were collected from the same respondents at a specific point
in time. Hence, there was potential for common method bias (CMB) to challenge the
reliability and validity of our data. To address the issue of CMB, we took several steps. For
instance, we performed a confirmatory factor analysis in line with the recommendation
of Gliner et al. [87]. For this purpose, we set all items to be free to load on a single
factor. The results of this test were not in an acceptable range, whereas these results
significantly improved when we executed a three-factor CFA, meaning that the model is
well fitted to the data in the three-factor model as compared to a single factor analysis,
which is a confirmation that CMB is not a potential threat to our data. Table 2 presents the
demographic profile of respondents.

Further, we also checked factor loading using factor analysis to see if all items were
well loaded to their respective factors. The results produced good enough results (see
Table 3) to establish that there is no issue of factor loading in our data. Likewise, we also
checked alpha values for all three variables to ensure inter-item consistency. The results
of all variables were in the acceptable range [88]. We checked the convergent validity of
our instrument by calculating the values of average variances extracted (AVEs) for all
variables, which showed values above 0.5, which is in an acceptable range, which means
that convergent validity is highly established (see Table 3). Moreover, the discriminant
validity was assured by calculating the square root of AVE for each variable and comparing
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it to the values of correlation. All variables in this respect produced significant results (see
Table 4).

Table 2. Demographic information of the sample.

Frequency %
Gender
Male 349 66.0
Female 180 34.0
Age

18-20 59 11.1
21-30 148 28.0
31-40 233 440
Above 40 89 16.8

Education
Matric 53 10.0
Intermediate 112 21.1
Graduate 117 22.1
Master 203 38.3
Higher 44 8.3

Table 3. Factor loadings, Reliability, and average variance extracted (AVE).

FLb t-Value b

Variable Items . . lod CR?P AVE
(min-max) (min-max)

CSR 3 0.78-0.84 11.15-21.33 0.79 0.82 0.57

CcC 4 0.76-0.89 14.45-23.49 0.77 0.80 0.63

CL 3 0.79-0.87 17.93-22.89 0.84 0.84 0.60

b EL factor- loading; « b Cronbach’s « coefficient; CR ?, composite reliability; AVE average variance extracted.

Table 4. Discriminant validity.

Mean SD 1 2 3
CSR 3.29 1.31 0.7542
CcC 3.46 1.39 0.49 ** 0.7932
CL 3.59 1.11 0.56 ** 0.58 ** 0.774 4

2 Squared root of AVE in bold; ** represents significant values of correlation

For the purpose of hypothesis testing, we used the covariance-based structural equa-
tion modeling (SEM) technique in AMOS through the maximum likelihood method. The
results are shown in Table 5, in which we introduce three models along with model fit
indices. Among these three models, models 1 and 2 were alternative models, whereas
model 3 was the model of our prime interest as it is the hypothesized model of the study.
It is evident from Table 5 that x2/df value for our hypothesized model was reduced as
compared to alternate models 1 and 2, which means that our hypothesized model fit the
data more accurately as compared to models 1 and 2. Further, to compare the hypothesized
model with alternate models, we applied the chi-square difference test. It is obvious from
the results in Table 5 that as we moved from model 1 to model 3, there was a significant
improvement in model fit values and x? value also improved as model 3 produced most
suitable values in comparison to model 1 and model 2, which means that our data were
well fitted to the hypothesized model. The results further confirmed that the change in
chi-square values was also improved from model 1 to model 3 (Ax? = 1368.55, Adf = 4,
p-value < 0.05, from model 1 to model 2, and Ax? =109.53, Adf = 3, p-value < 0.05 from
model 2 to model 3). Hence, model 3 was the most appropriate model, which provided us
the confidence to take the analysis to a further level of hypotheses testing.
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Table 5. Model fit comparison: alternate vs. hypothesized models.

Model 1 Model 2 Model 3
. Hypothesized Model
Model Fit aDI:;egCE f)f:cct](j FCSR without Direct Effect b/w Hypothesized Model
CSR and CL
X2 (df) 1672.58 (59) 316.90 (55) 207.37 (52)
X2/ df 28.35 5.76 3.98
GFI 0.861 0.910 0.972
CFI 0.811 0.907 0.938
RMSEA 0.139 0.067 0.049
SRMR 0.327 0.036 0.030
TLI 0.810 0.904 0.969
AGFI 0.833 0.881 0.929

The results of hypothesis testing were significant for all four hypotheses of the present
study (Tables 6 and 7). First, we checked the direct effect for H1, H2, and H3 (Table 6),
which produced significant results, meaning that our H1, H2, and H3 were positive and
significant. Finally, we used bootstrapping by using a large bootstrap sample of 3000 to
check the indirect effect for Hypothesis 4. The results of bootstrapping (Table 7) showed
significance in line with the statement of Hypothesis 4. Hence, based on statistical results,
we concluded that all four hypotheses are significant and true. The beta values for direct
and indirect effects can also be seen in Figure 1.

CSR Consumer

. Loyalty
C=0.51

Co-creation

Consumer

Loyalty

Figure 1. Direct and Indirect effect models. ** means beta values are significant

Table 6. Direct effects.

. . 95% Bias ..
Coefficients SE p-Value Corrected CI Decision
H1: CSR — CC 0.68 0.049 <0.05 0.76; 0.85 Supported
H2: CC - CL 0.63 0.073 0.05 0.29; 0.61 Supported

H3: CSR — CL 0.51 0.198 <0.05 0.18; 0.46 Supported
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Table 7. Mediation effect.
Standardized 95% Bias Decision
Indirect Effect Corrected CI *
H4: CSR — CC — CL 0.44 (0.144) * 0.153-0.629 Supported

* bootstrap standard error in bold, CI = confidence interval.

5. Discussion

Our results supported the hypotheses that CSR and co-creation are optimally linked
to consumer loyalty. Previous studies have shown that consumers who are involved in the
creation of value-added products are more loyal to a bank. Loyalty can often be seen as a
strong bond between repetition and acquisition of a product/service, which is influenced
by social norms and circumstances [89]. To be competitive, strategies aimed at retain-
ing existing consumers and increasing consumer loyalty are of paramount importance.
Loyal consumers who participate in repurchases from the same organization or seller can
suggest the product or service to people who know it and have a positive attitude [90].
Consumer participation in the bank service creation process affects their loyalty or other-
wise. Consumer loyalty has had a positive impact, as they feel influenced by the design
and characteristics of the service they buy from the bank. Consumers provide informa-
tion and knowledge in co-creation process which ultimately results in increased loyalty.
This often affects the establishment of a long-term relationship with the service provider.
Our results also received support from Raza, Saeed, Igbal, Saeed, Sadiq, and Faraz [10],
Cossio-Silva, Francisco-José, Revilla-Camacho, Maria—Angeles, Vega-Vazquez, Manuela,
Palacios-Florencio, and Beatriz [24], Iglesias, Markovic, Bagherzadeh, and Singh [34], Malik
and Ahsan [54], Woratschek, Horbel, and Popp [59] who argued that co-creation is posi-
tively related to consumer loyalty. The findings of the present study provide additional
support to existing research studies that demonstrate that involving banking consumers
in co-creation has a significant impact on their loyalty. Well planned CSR initiatives of a
bank may create marketing related outcomes along with the philanthropic objectives. For
instance, if banks plan their CSR initiatives in a decent manner and communicate these
initiatives with the consumers using different communication media, then such communi-
cation may promote a positive attitude among consumers, and they will be happy to pay a
price premium to socially responsible organizations. It is worth mentioning here that al-
though the concept of CSR is philanthropic in nature, it can also create marketing outcomes
for an organization. These arguments are in line with the finding of Nyilasy et al. [91].

6. Conclusions

The banking sector of Pakistan is concentrated and facing a high level of competition
in recent times. The homogenized character of this industry makes the situation even
worse from the marketing perspective, as creating a strong base for consumer loyalty
in a homogenized industry is challenging. CSR, in this regard, may be considered as a
promising strategy to increase the loyalty of consumers as the modern consumers are well
informed about a banks” CSR practices to see if their bank is socially responsible or not.
Likewise, the integration of CSR and co-creation further boost consumer loyalty because
involving consumers in product/service design makes the process of product/service
creation more transparent. This sense of transparency and the sense of community care in
the form of CSR investment is an energizer for consumer loyalty.

Consumers want to see the initiative of their banking partners. To stay in the growing
digital world, banks need to work beyond their formal goals. The realization of consumer
loyalty by a bank creates better marketing-related results, which are of utmost importance
for any organization. Consumer engagement (co-creation) creates a positive relationship,
and the more positive this relationship is, the more loyal consumers will be. It is well-known
that today’s consumers are quick to doubt, distrust, and quit a brand. At the same time,
consumer trust is essential for decisions that help build long-term relationships, reduce
consumer agitation, and build those relationships by offering specialized services via
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engaging the consumer for co-creating the product/service. Consumers favor supporting
organizations about which they feel their money is being spent for the social cause and
that decision-makers care about them and their communities, and that money is returning
to society. It also shows how consumers choose a particular bank to be involved with, how
loyal they are to it, and whether they would recommend it to others. The importance of
social responsibility in banks will continue to grow as today’s consumers research their
banks to know how to spend money and look to the public and consumer feedback before
contacting the organization. Investing in a social responsibility system helps to have a
positive impact on the bank, which is beneficial to potential consumers and for the growth
of an organization.

6.1. Implications for Practice

The implications of this study lie in demonstrating how a bank’s social responsibility
affects consumer loyalty. This study expands previous literature on social identity, as
well as social exchanges, by combining the mediation effect of social exchange variables,
such as co-creation. The co-creation is found to play an important mediating role in the
proposed relationship of this study. Consumer awareness of CSR activities helps make
“ethical capital” for banks that promotes consumer engagement and interest in a specific
bank, which leads to an increase in consumer loyalty. Consumers are likely to believe
that banks involved in socially responsible activities take into account the concerns of all
stakeholders, which, in turn, contributes to the credibility of the bank. Likewise, consumers
are more likely to connect more with a bank with an image of social responsibility as part
of self-reliance. CSR and co-creation facilitate long-term relationships with consumers to
promote overall consumer loyalty.

The results of this study can be used by professionals to increase consumer loyalty, es-
pecially in the context of the banking sector and generally to other service sectors. Managers
can realize the fact that CSR and co-creation activities can boost consumer behavior on pos-
itive terms because both approaches are collaborative in nature. Moreover, the co-creation
activities of a bank have a significant effect on various outcomes of consumer behavior.
The results show that CSR involvement of banks encourages banking consumers to be
proactively involved in the co-creation process to co-produce banking products/services.
All these activities are likely to produce a large umbrella of loyal consumers. The bank-
ing sector in Pakistan needs to realize that although CSR initiatives are philanthropic in
nature, these initiatives may serve as a strong marketing strategy to bond the consumers
with a particular bank. In addition, the transparent nature of CSR and co-creation also
increase banking consumers’ loyalty. Therefore, policymakers need to invest more in social
responsibility initiatives, as consumers tend to support socially responsible banks.

Our results showed that the banking sector in Pakistan is concerned with CSR activities
and implements socially responsible programs for their banks. It is also important to note
that although CSR directly affects consumer loyalty, its indirect effect through co-creation
is more meaningful as compared to the direct effect. Consumers identify a bank when they
determine that it matches their social norms. The current study found that the bank’s image,
built on socially responsible practices, helps consumers identify with the bank and the
company’s long-term orientation. Given the importance of the relationship between CSR
and co-creation and co-creation between CSR and loyalty, the bank should invest more in
CSR and co-creation initiatives. In fact, it is suggested that banking institutions in Pakistan
should place CSR and co-creation at the core of their business objectives if they want to
reap the benefits of consumer loyalty to the fullest. By managing a strategic partnership
with consumers, banks can improve consumer involvement in banking decisions, which
can improve the consumers’ feeling that their bank designs product after considering
consumers’ input. This builds positive feelings and bonds consumers to a particular bank.
Therefore, banking policymakers should be encouraged to develop CSR-based initiatives
that surpass customer expectations. Thus, banks can strengthen their marketing strategy by
investing in CSR activities that consumers consider important. When designing consumer



Sustainability 2021, 13, 523

12 of 15

References

loyalty programs, the bank should not only be associated with CSR but also pay attention
to the interests and branding with consumers through co-creation.

Co-creation promotes consumer participation in product/service development and
can be used as a tool to develop a competitive business environment in a particular
bank. Banks become consumer-oriented by involving them in product/service-related
decisions through co-creation, which places them in a strong position in a competitive
environment through increased loyalty. The development and understanding of the design
of a collaborative model in the banking sector is a growing trend in the services of banks
and consumers. Banks that prioritize their consumers and are aware of the needs of people
are more likely to develop a large pool of loyal customers. Having a large consumer pool
of loyalty, banks can achieve financial stability, which is, dare we say, the ultimate objective
of any business. On the other hand, improved loyalty requires an increase in quality and
banking services and requires improved operational efficiency, value creation, and higher
returns.

6.2. Limitations and Suggestions for Future

The present write-up faces some limitations, but we consider these limitations an
opening for upcoming researchers in the same area. First, the study is limited to only the
banking sector in Pakistan, and we only considered three cities of Pakistan. Although
these three cities cover the largest banking distribution in the country, we still consider it a
limitation because of the potential issue of external validity. To address this limitation, we
propose two suggestions for future researchers. One, the present study should be replicated
in other service sectors, such as the insurance sector, hospitality, and health sector. Two,
future researchers should prepare a large sample, including respondents from different
cities and provinces of Pakistan.

Second, the cross-sectional nature of data also limits the study in the prediction of the
causality of relationships among study variables. In this respect, one suggestion for future
researchers is to conduct the research in the same area with longitudinal data so that the
confidence in causality may be established further. Third, although we took different steps
to address the issue of common method bias, we suggest to future researchers to collect
data from respondents in two waves so that their genuine responses may be collected.
One potential issue in this regard may be the availability and accessibility of the sampling
frame. Lastly, future researchers may consider the leadership style as a potential moderator
amongst CSR and co-creation because servant leadership and transformational leadership
styles may have different effects on this relationship.
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