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MODERATING AND MEDIATING ETHICAL SENSITIVITY ON THE
EFFECT OF CORPORATE SOCIAL RESPONSIBILITY ON INDONESIA
SME’s REPUTATION

Setyabudi Indartono and Ratna Candra Sari

Abstract

The sTall and medium enterprises (SMES) reputation isbelieved to be apported by the corporate sodal resporsbility (CSR programs It is
believed that CSRadivitiesare able to inoease various advartagesfor SMEs However most of SMEsowrerstend to reject CSRadivities
as well as their perceptions of the load of finandal regpondhility. They are likely argued that their business has various limitations of
resoLroes which are needed to apply CSR programs Accordingly, it is believed that different SMEs owrer's ethical senstivity may bring
over the effedt of the CSHs intertions on the SMEs reputation. However, few dudies explore the effect of CSRs intertions on the SMEs
reputation based on various SME owrers ethical serdtivity. Thispaper invedigates the mediation and moderation effect of owrer's ethical
£ndtivity on the effed of CSRon SMEs The resut shows that ethical senstivity partially mediates and moderates the effed of CSRon

S\VIEsreputation. Managerial inplication and suggestion for future ressarch are discussed.

Key Words: ethical sendtivity, corporate sodal responsbility, small and mediumenterprises

INTRODUCTION

Since small and medium enterprises (SME§ are announced to
makeup more than 90 percent of budnesses worldwide and
aocoount for between 50 and 60 percent of enploymenrt,
Corporate sodal reporngbility (CSR for SMES likely dill
receives little attertion (Vives 2005). Discussion on CSR is
widely fooused on largecorporationsScholars believe that
large firms view CSR as their cordgderable philanthropic
ergagement for their workforees and local commrunities by
udng their congderable aums of money on promoting the
gereral well-being of their society than SMEs which likely
ress in applying CSR CSRbewmesa muti-layered concept,
which can be differentiated into econorric, legal, ethical, and
philarthropic  repondbilities (Matten, 2006). large
corporations argue to have greater resources available to
themto do thisand strorger inmperativesto do o in the form
of a greater nurber of external gakeholders Whereas
SMEs owners assume that to implement CSR SMEs will hawe
various obgades such as limitatiors of finandal and huran
reources lack of accourtability, and awareres of
environmertal issles Small and medium enterpries are
indicated to be pointing CSR as the process of aeating a
congenaus within the management and leadership retwork.
However, scholars believe that CSR pradices for SMEs are
able to improve various outcorres such as organizatioral
culture, image and reputation, improve cudomer loyalty,
slakeholders satidaction, and competitiveress that in turn
incease their performance (Padrama & Sriramesh, 2014,
Turyakira, 2014). Yet, the relationship between CSR and
sudainable developmert policy remains undear (Murillo &
Lozano, 2009).

The reddance of CSRintertionsof SMEsowrer islikely to be
affeded by their different concept related to CSR ard
busiress ethics (Fasin, Van Posem, & Buelens 2011). Some
of them are indicated to have less informed and
urknowledgeable of the literature on CSRand busress ethics

Accordingly ethical sens2 making occurs anmong SMEs owner
related to CSR and ethics rather than aognitive pergpedives
Bhical sandtivity of SMEsownrersisindicated to effect on the
intertion and quality of their CSR adivities Sdwolars argue
that mog SME mu frequently deal with various obgades in
implementing CSR (Morgng and Perrini, 2009). However few
SMEs are volutary ergaged to CSR as a part of their
busress activity. Hence SMEs ownreris indicated to have
different intention on CSR programs as well as various ethical
sengtivitiesto motivatethem to release CSR (Spence, Jeurisen
and Ruherfoord, 2000,Spence and Schmidpeter., 2003,
Hemingway & Madagan, 2004). Futhermore, Hemingway
and Madagan (2004) indicate that philanthropy and
religious values sodal changes and personal values brirg
ower and drengthen SMEs owrer intendon to drive CSR
Personal values and intered in a particdar social cause can
be a notivating factor for CSR SMEs owrers are likely to
adopt profit-seeking rather than profit-saaifiang on CSR
approaches Their perception and motivation are believed to
incorporate in the dedson o engage in CSR (Lee, Herold, &
Yu, 2015). Accordingly scholars argue that those fadors are
abolutely fundamental in the case of gmall erterprises
(Quinn, 1997 Trevino, 1986). These tendendes are in line
with the key decison maker in which owrer-manager shape
corporate value and culture in order to manifed their ethical
sergtivity toward CSR (Klein and Kellermanns 2008;
Nicholson, 2008). However Lee, Herold, & Yu (2015) arglLe
that SMEs ownrer often hasdiverse limitation in communicating
their CSR activities due to a lack of resowees and
maregenent skills that in turn drives the overall CSR impact
on budness performance. Hence their motif is predicted to
promote differently 1o engage the resource gaps on CSR
communications SMEs owrer with low motivation is indicated
to leave the problems than their counterparts which engage
their effort by their ethical senstivity to opt CSR intertion.
Acoordingly, it is predided that SMEs owrer senstivity has
unigue role on the intertion of CSRand firms reputation.
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Various ethical sensitivities may depend on different
antecedents such as culture, history, religion, ethical standard,
business law and so on. Since Hofstede (1984) promote
various national cultures, empirical studies on different
cltures vary. For example, a recent study shows that the
effect of nationality has stronger effects on culture rather
than on religion. It is indicated that the shared national history
is a potential factor to shape cultures (Minkov & Hofstede,
201 4). Within the national culture, values are expressed by
the model of norms and /or behavior. These values are used
to guide principles in life and to be preference for one mode
of behavior over another (de Mooij, 2013). Rosenbusch,
Brinckmann, & Bausch (201 1) argue that SMEs in societies are
characterized by strong collectivism. Hence, SME's based in
collectivism countries is believed to have more benefit than
firms operating in countries with medium and high levels of
individualism. CSR in the Eastern context is likely to have
distinctive roots and unique expressions that do not always
mirror the current understanding and practice in the western
context (Jamali, 201 4). Accordingly, scholars are attracted to
investigate the application of different ethical valves within
various national cultures that is believed to render ones’
ethical sensitivity toward CSR practices on SME. Thus this
paper explores the different ethical sensitivities of SME's
owners in term of the effect of CSR on SMEs reputation in the
case of Indonesia SME's.

It is believed that this study will contribute to explain various
finding on the intention of SMEs' CSR on firm reputation
based on the deeper values of SME's owner rather than
managerial orientation. For example, Murillo & Lozano
(2009) argue that promoting CSR in SME is a strategic
priority, an additional space for dialogue to serve for all
organizations, a sphere of cooperation established upon an
open agenda of adtivities, and a possibility fo accumulate
knowledge both from the personal and
institutionals’perspective. Recent study by Lee, Herold & Yu,
(2015) indicates that perception and motivation of SMEs'
owner are believed to incorporate in the decision to engage
in CSR. Furthermore, scholars believe that people change
their behavior contingent on the opportunities exposed In the
environment (Vivian-chen & Indartono, 2011). They would
look for better advantages compared to the situation offered
internally and externally. Being directed by their interest,
they would respond to external offering defensively,
reactively, or protectively fo avoid actions, blaming, or
changes. Thus, their behavior might change accordingly when
they feel unprofitable. Organizationally, firms try to apply
unique strategic postures so as to reach a better position in
the market structure. They change, expand, and blend their
strategies from more than one pure strategic group to gain
the compefitive advantage (Desarbo and Grewal, 2008).
At the beginning stage, firms may apply the defensive
strategy and then opt for the offensive strategy as they move
to the next stage as well as the intention to apply CSR
activities. A firm witching its orientation may cause business
environment pressure or the demand of firm accelerations
because such change of policies could be rather dynamic.
Accordingly, it is plausible that exploring the dynamic ethical
sensitivity of SMEs’ owner plays a significant role on the
effect of CSR intention on firms' reputation,

LITERATURE REVIEW
Corporate Social Responsibility

CSR is traditionally associated with huge businesses. However,
it is believed that the SME's business sector is such a
significant sector worldwide in terms of the economic,
environmental, and social impact it makes. Hence, scholars
turn their attentions to discuss and analyze the principles and
practices of CSR in small and medium size businesses. SMEs
are not merely small versions of big businesses (Kechiche &
Soparnot, 2012). In the beginning, the idea of CSR is
described as an obligation for companies to take certain
factors info consideration during the course of their business
activities. It encourages companies to implement their business
valves and to take into account the expectations of all its
stakeholders such as employees, suppliers, clients, consumers,
the local community, environmental associations and NGOs.
Furthermore, Jenkins (2004) point out CSR as an all-
embracing idea that concerns having an awareness of the
impact of the business and wanting fo have a positive impact
on a wide range of stakeholders through the business
decisions that are made. Blombéck and Wigren (2009)
believe that firms' commitment to the respect to the
environment can embrace the social by involvement in the
community and by maintaining good working relations with
local actors. Scholars classify SME's CSR into three main
categories including isolated internal social measures,
external social measures, and environmental measures (Vives,
2006; Russo & Tencati, 2009). Internal social measures consist
of the development of talents, the implementation of health
and social security measures, and the improvement of working
conditions. External social measures consist of the
development of network links with the local economy,
professional development  and social  infegration.
Environmental measures consist of the reduction of energy
consumption, reduction of waste, and waste recycling
(Kechiche & Soparnot, 201 2).

The key responsibilities or dimensions of CSR include
customers, employees, business partners, the environment,
communities, and investors. Successful companies build lasting
relationships  with customers by focusing their whole
organization on understanding what the customers want and
on providing them superior quality, reliability, and service.
Sodially responsible businesses are doing more to provide
work which is meaningful, and which helps employees to
develop and to realize their potential. They are seeking to
provide fair wages, a healthy and safe work environment,
and a climate of respect that in turn increase employees’
meaningful work and higher quality of life, productivity, and
innovation; and they increase committed people at all levels.
Responsible business leaders provide clear evidence that
sustainable environmental management makes good business
sense. There is growing evidence that companies that rate
highly on environmental criteria also provide befter-than-
average returns to shareholders. Since business operates in
neighborhood, local, regional, national, and global
communities, firms can make no more important contribution to
these communities, and especially to local communities, than to
provide meaningful jobs, fair wages and benefits, and tax
revenues. Companies relate fo communities in various ways
such as charity, social investment, partnerships, and business
basics.

Inte rnational Journal of Current Innovation Research, Vol, 3, Issue 08, pp 738-746, August 2017 739




Setyabudi Indartoro and Ratra Candra Sari

Kechice & Soparmot (2012) wmmarize that the
implerrentation of CSR brings a certain nurber of
advantageous outcomes for a conpany such as enhanced
reputation and corporate image, improvement of working
relationswith gaff, improverrent in production processes and
quality, finandal advantages such as reduction of costs and
inceased effidency. Aoccordingly, SME @n develop
innovative productsand servicesand thustake advantage of
rew and emerging markets Furthermore inplementing more
careful maragement pracicesand measures SMEcanreduce
wastage and secure reduction in codsor outlays CSRisals
believed 1o be able to be a atalyd for inoreased motivation
and produdivity amongd a company’s workiores. At the
same time, awareness and underganding of the dallenges
and isses invwolved in CSR an actually form a very good
basis for competitive differertiation and ultimately contribute
towards the improvement of compary images Thus CSRan
be viewed asa method of adieving better corporate image
and repuation. However, CSR on SME terds to be nore
intutive than drategic. Various perspedivesof SMEsCSRare
shown inthe Table 1.

products small firms can awvoid prioe competition. In addition,
imnovative produds maey coeate rew demand and, thus
fadlitate firm growth. Sdholarsbelieve that CSRinitiates SME
to ceate podtive moral capital and to support a firm
intangible asset such as aedibility and reputation (Godfrey,
2005, Branoo and Rodrigues 2006). Reputation isa sgnal of
the main charaderigtics of the conpary and as competitive
advantage (Melo and Garrido-Morgado, 2012). A good
reputation will protec the company from the consumer
perception of negative information (Lange, Lange, Lee, & Dai,
2011).The corrpany's reputation is the resut of maragement
actions and CSR engagerrent can be an effective way to
achieve oonpetitive advantages (Melo amd Garrido-
Morgado, 2012). Fombrun (2005) argues that CSR
implementation enhancesthe reputation of the conpany asan
external notivation, whereas Lai, Chiy, Yang, & Pai (2010)
believe that the consumer perception of the conmpany's CSR
adtivities is postively related to the company's reputation.
Hence, Hau (2012) found a podtive effect between CSR
intiativesand company'srepuation.

Table 1 Theoretical and Erpirical Fergpective of SMEs CSF

Contents Discussion
Defintion of CSRin SME CSRinSMEsis onthe inoease. SMEdiredors congder CSRnot asan add-on but rather aspart of
ard pradices their overall day-to-day managemert. Their regporsible pradices can be dasfied into three main

categories narrely interrel sodal dyramics external sodal dynarrics, ard environmental dyrarmics

Determining fadors for
conm'trreq to_ regpongble
practice in SMES ecomiic condderations
Obglades to adoption and
implementation of CSRin

Academicresearch reveals ssveral fadors which predispose towardscommitment to CSRin a SVME
The certral role played by the director himesif or herself, internal and exterral proximity of the
company, and finally svall sze of operation all tend to encorage developmert of ethical rather than

SME have certain weak spotssuch asthe lack of resources time, and krnowledge particularly of
matterspertaining to sugainable development. In commitments to CSRa SMEfaces obstades linked to

WNE the market particuarly the diffialty of applying environmental and/ or sodal regulations Tools
available are also poorly adapted to SME
There are many advantagesfor a SMEasa resut of implementing a CSRdrategy. For ingtance

Rostive examplesand
mnequencesof CSRin

reduced costs and inareased effidency bring finandal advantage. In effed, by implementing more
carefu and mod saving measresor introdudng products lessharmful to the environment, a SMIEcan

avs reduce waste and develap innovative predudsand services CSRals emablesa busressto inoease
the motivation and produdivity of its workforce. Being aware of the challenges of CSRcan adually
wrditule the basisof competitive advantagesfor the busness and erhance oorporate image.

Sources: CSRwithin SMEs Literature Review by Kechicte & Sopameat (2012)

SME’s Reputation

SMEs play irportant roles for economic and technological
deweloprment and innovation in the context of sraller firms
has reeeived much interedt in literature. SME as a busnes
ertity is believed to force gairing a wique achievement.
Although SMEs typically face oondderable resource
condraints, they often have high achievements and succeses
They hawe to gpedfy their organizational performance that
onpriges the actual output or resuts of an organization as
measured againd its intended outpus (or goals and
objedives. According to Achard, Devinrey, Yip, & Johnson
(2009), organizatioral performance encompases three
pedific areasof firm outcomes such as finandal performance
(profits return on assets return on invegment, efc); product
market performance (sales market dare, elc), and
sharetolder return (total shareholder return, economic value
added, etc). SMEs are believed to be more rninble than their
larger counterparts; they can move fader ard, hence, obtain
these monopoly rents for a longer period of time
(Rosenbusch, Brinckmann, & Bausch, 2011). The introduction of
innovative produds services processes or busness models
tailored to attractive niches is an additioral opportunity for
SMEs to gand out from competition. Rosenbusch, Brinckmann,
& Bausch (2011) argue that by offering high inmovative

The corrpany linked to a certain sodal issue will be perosived
for futher cedible firms (Sego, 2002). Since rporate
brand aedibility is dill one of the mog important ises for
ocoraurers SME have 1o take aocmut as a drategic
deelopmert. Thus it isposed that:

H1: CSRare podtively related to SMEsreputation

H1ia: CSRin term of working condition is postively related
to SMEsreputation

Hib: CSRintermof cdomer is postively related to SMEs
reputation

Hic: CSR in term of community involverrent is positively
related to SMEsreputation

H1d: CSR in term of environment is postively related to
SMVEsreputation

Ethical Sensitivity

Bhical senstivity isthe ability to recognize or perceive ethical
content in a problem stuation before an ethical dedson is
made (Yetmar and Eagman, 2000). It refersto the ability to
recognizz and uderdand ethical problems to deal with
conflicts empathically, and to evaluate the consequences of
actions Bhical senstivity is therefore not a wniform congtruct,
induding at leas seven areas of skills Frdly it is about
reading and expressng emptions means underdandirg and
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identifying emotional expressions, as well as leaming how to
appropriately express emotions and manage aggression in
different contexts. Taking the perspectives of others refers to
the ability to use an alternative perspective, for example,
that of other persons from a distinet cultural group or with a
different socioeconomic status, Caring by connecting to others
involved in transcending self-interests and providing care to
others. Working with interpersonal and group differences
includes perceiving and adjusting to diversity and
multicultural  adaptation. Preventing social bias involves
identifying and countering interpersonal biases. Generating
interpretations and options refers to skills to re-evaluate
routines and to find another way to act. Secondly ethical
sensitivity is about identifying the consequences of actions
and option refers to abilities to reflect to the outcome of
actions and behaviors and to create alternative options
(Narvaez & Endicott, 2009). Ethical sensitivity as individuals’
cognitive and infrinsic motivating tendencies of SME'’s
managers affects how they perceive public goods problems
in an effort to more fully understand how to encourage them
to make sustainability concemns part of their decision-making
process including CSR. Accordingly, it is expected that ethical
sensitivity of SME's managers effects SME's reputation.

Thus the hypothesis proposed is:
H2: SME's owner ethical sensitivity affects SME's reputation

Ethical intensity has been recognized as an important
variable which could provide answers on individual’s ethical
judgment differences on certain ethical issues (Johari, 2013).
Individual differences on ethical orientation may account for
varying approaches to ethical judgments (Forsyth, 1980).
Hence it is indicated that ethical sersitivity is likely to increase
the intention CSR application toward SME's reputation. SME’s
owner ethical sersitivity may promote a better intension of
CSR application that in turn increases the SME's reputation as
well. Furthermore the interaction of CSR and ethical sensitivity
of SME's owners has different effects of SME reputation. The
hypotheses proposed are:

H3: SME's owner ethical sensitivity mediate the effect of
CSR on SME's reputation

H3a: SME's owner ethical sensitivity mediates the effect of
CSR in term of working condition on SME's reputation

H3b: SME's owner ethical sensitivity mediates the effect of
CSR in term of customer on SME's reputation

H3c: SME's owner ethical sensifivity mediates the effect of
CSR in term of community involvement on SME's
reputation

H3d: SME’s owner ethical sensitivity mediates the effect of
CSR in term of CSR in term of environment on SME's
reputation

H4: The effect of CSR on SME's reputation is higher for
better SME's owner ethical sensitivity than their
counterparts

H4a: The effect of CSR in term of working condition on
SME's reputation is higher for better SME's owner ethical
sensitivity than their counterparts

H4b: The effect of CSR in term of customer on SME's
reputation is higher for better SME's owner ethical
sensitivity than their counterparts

H4c: The effect of CSR in term of community involvement on
SME's reputations higher for better SME's owner ethical
sensitivity than their counterparts

H4d: The effect of CSR in term of environment on SME's
reputation is higher for better SMEs owner ethical
sensitivity than their counterparts

Ethical |
7 Sensitivity |

Working
Haa
condition Hia

F o b
Customer | - L 3,
il Reputation

¥
Comrmunity Wi Hie
involvement |, ) Hid

Envtro nme nt—}

Figure 1 Model of Study

METHODOLOGY
Sample and Data Collection

Cluster random sampling is used in this study to obtain the
information from Small and Medium Enterprise samples. From
336 Small and Medium Enterprises chosen, 33% respond rate
was  obtain in the form of 112 responded survey
questionnaires. However only 93 responded questionnaires
are selected for further analyzes.

Measurement

Ethical sensitivity is measured by using the DIT-2 and its
predecessor, the original DIT; psychometric instruments used to
measure an individual's stage of moral reasoning (Rest 1986;
Rest, Narvaez, Thoma, & Bebeau, 1999). The new iteration
has demonstrated construct validity and reliability across
contextsand, thus, is the most frequently utilized instrument for
measuring moral development today. There are five ethical
dilemma scenarios in the DIT-2. Respondents are given a
choice of two actions related to the dilemma, Corporate
social responsibility is measured by modifying Kinder,
Lindenberg & Domini (KLD) instrument. We use only
thefivedimensionsthat are relevant tothe SMEs. Reputation is
measured by instrument developed by Subroto (2002)
Demographicsof respondents used within the analysis includes
gender, marital status, and education level.

RESULT

Demographic variables included in the study show gender,
marital status, age, experience, and education level.

Table 2 the Model of Fit

Fit Value dard
Average path coefficient [APC) 0.335% p<.05 accepted
Average R-squared [ARS)  0.211% p<.05 accepted
Average adjusted R-squared . 2
(AARS] 0.198 p<.05 accepted
Average block VIF [AVIF) 1.422 33-5 accepted
Average full collinearity VIF
(AFVIF) 1.552 33-5 accepted
small == 0.1
TenenhausGoF (GoF) 0.386 medium >= 0.25  accepted
large >= 0.36
Sympson's paradox ratio (SPR] 0.875 >=0.7 -1 accepted
R-squared contribution ratio =
(RSCR) 0.991 >=0.9-1 accepted
Statisticul suppression ratio (SSR) 1.000 >=0.7 accepted
Nenlinear bivariate causality 0.750 >=0.7 aczepted

direction ratio (NLBCDR)
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Of the 98 regpondents 58 % are female, 42% male;
and15% hold junior high school, 38% hold senior high school,
42% badrelor degree and 4% podgraduate. This study
examnes the asunrptions underlying the use of gructural
equation modeling. Acoording to Kodk (2014) standard of
fitting, the resdts of the nodified model indicatea
satigadory fit for the measurement model. The readts of the
model of fit amalyss by uing Warp FLS verson 3.0 are
showninthe Table 2.

The resutsof reliability analyds indude the value of CRand
AVEas gown at Table 3. CRindex is found to be greater
than 0.7 (Nunnally, 1978; Hair, Badk, Babin, Anderson, &
Tatham 2006), whereas the values of the AVE are greater
than 05 (Anderson & Gerbing, 1988; Steerkanp & van
Trijp, 1991). Acocordingly, all congruds are internally
oondigtert.

Table 3 Factor Loading of Congruct

tems Mean S Lloadng CR  AVE
BhSt 278 245 0945
Bhs2 338 263 0754
Bhs3 227 224 0951
Bhs4 266 23 0.985
Bhical Bhss 28 233 0973
Sendtivity Bhss 265 217 0967
BhS7 232 232 0943
Bhsa 27 238 0962
Bhss 309 244 0.891
BnS10 246 234 097
wc1 369 117 0815
wecz 303 138 0.884
wea 278 158 0.821 0876 081

0968 0.748

Werking

Condition  \yc4 389 138 0797
WOS 351 122 0486
Cal 466 071 083
Customer Q2 o8 132 083 0816 0688
L Omd 317 121 o087
ol onv2 300 122 0807 0875 0701
Cihv3 218 108 0724
Bvi 391 121 0654
Bnironmert o2 358 123 0881 00 o4

Evd 331 124 0792
Bwv4 417 089 0873
Rep1 471 081 067
Fep3 46 083 093

Fepuaion Repd 468 074 085 0932 0754
Rps 46 081 09
Rep6 454 075 081

Validity tedsinduded convergent and divergent validity. Tre
resut of the convergent validity test isaccepted. Itis asesed
by deding individual item loadings for each corregponding
ressarch corgructin Table 3. It is found that the values of
factor loadings are above the recommended value of 05.
Futher Average Variance Corgructed (AVEB values are
found higher than 05. Hence based on Forrell & Lardker
(1981), the oconwvergent \alidity is accepted. Discrimirant
validity is indicated by correlation between variables ard
the values of the gyuare root of AVE Table 4 showsthat the
inter-correlation valles for all paired latent variables are
less than 1.0, and the sguare root of AVE valles is higher
than the correlation within the condruct teds Therefore, this
indicates the exigenoe of the disriminant validity and values
less than the recommended 0.7 (Nunrally & Berndein, 1994).
Accordingly, the values of the discriminate validity between
variablesdo rot overlap.

Diagonal element: syuare root of AVE off-diagonal:
correlation between congruct

Table 4 Square Root of AVEand Correlation of
Condruct

1 2 3 4 5 <]

1.Bhical sendtivity 0936 -0528 0205 0275 0088 0031

2. Working
jition 0528 0771 -0001 -0047 0178 0222
3.Cugtomer 0205 -0001 0830 0283 0564 0257
4_Comrmurity
involvermsrnt 0275 -0047 0283 0837 0233 0254
5. Bwiranmert 0088 0178 0564 0233 0800 -0028
6. Reputation 0031 0222 0257 0.254 -0028 0857

The model of mediation effed of ethical senstivity on the
relationship between CSR and firmg reputation is fourd
satigactorily accepted. All of the dandards of fit are within
the range of acceptance (Table 5)

Table 5 the Model of Ft

Ft Value Standard
Average path coeffident (APC) 0.264™" R<01 aocepted
Awerage F-ajuared (ARS) 0581*" Rc .01 acepted
Average adjusted F-squared (AARS) 0560™" R<.01 aocepted
Average block VIF(AVIR 1619 <5 accepted
<33 Ideally
Awverage ful odllinearity VIF(ARVIF 1552 <5 accepted
< 33 Ideally
srall >= 0.1
Terentas GoF (Gof 0640 mediun>= 0.25 acepted
large >= 0.36
Syrmpsonisparadox ratio (PR 0778 >=7 accepted
1 ideally
F-squared contribution ratio (FBCH  0.955 »>=9 accepted
1 Ideally
Satidical auppresdon ratio (357 1 >=07 aocepted
Nonlinear bivariate causalit
dirodion ratio (MLECDR 0944 >=07 sl

The readts of the mediation hypothess teding are shown in
Fgue 2. Hypotheds3 invedigates whether the mediation
effect of ethical sengtivity. It is found that ethical senstivity
mediatesthe effect of working condition (p1=-0.336™"; [2=-
0023) ard oudomer (B1=0.555""; 0379++) on SMEs
repuation However it does rot mediate the effed of
commnity  involverrent  (31=-0.105; p2=0.162) and
ervironment (31=0014; f2=-0.294"") on SMEs reputation.
Accordingly, hypotheds 3igartially supported.

Table 7 Mediation Hfect of Bhical Senstivity
Direct indirect

Role of
effect effect
Mediator
@1 (B2)
Working aondition -0.336™ -0.023 Accepted
Cugtomer 0.555** 0.379"" Acoepted
Cormminity irvd vernent -0.105 0.162 rejected
Environment 0014 -0.294""  rejeded
Bhical Sengtivity 0513™
| 044 066

Figure 2 Analyssresault of mediation hypothess
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The model of moderation effect of ethical sensitivity on the
effect of CSR on firm's reputation is found satisfactorily
accepted. The standards of fit are within the range of
acceptance (Table 5)

Table 5 the Model of Fit

Fit Value Standard
Average path coefficient (APC)  0.315%% P<.01 accepted
Average R-squared (ARS) 0.805%% P<.01 accepted
Average adjusted R-squared (AARS) 0.786%* P<.01 accepted
Average block VIF (AVIF) 2413 <5 accepted
<33 ideally
Average full collinearity VIF (AFVIF]  3.861 <5 accepted
<33 Ideally
small >= 0.1
Tenenhaus GoF (GoF) 0.764 rnecg-.;ns == accepted
large == 0.36
Sympson's paradex ratio (SPR) 0.875 =7 accepted
1 Ideally
R-squared contribution ratio (RSCR} 0.953 >=9 accepted
1 ldeally
Statistical suppression ratio (SSR)  0.625 >=0.7 rejected
MNonlinear bivariate causality 0.938 =07 decepted

direction ratio (NLBCDR)

The results of moderation hypothesis testing are shown in
Figure 3. Hypothesis-4 investigates whether interaction of
ethical sensitivity of SMEs' owner and CSR partially affects on
SME's reputation. It is found that the interaction of ethical
sensitivity and working condition is negatively affects SME's
reputation (f=-.474; p<.01), the interaction of ethical
sensitivity and customer has a positive effect on SME's
reputation ((=.33; p<.01), and the interaction of ethical
sensitivity and community involvement has a positive effect on
SME's reputation (}=.375; p<.01). However the interaction
of ethical sensitivity and environment does not have a
significant effect on SME's reputation (f=.113; p>.05),
Hence, hypothesis-4 is partially supported.

T,
-

Figure 3 Analysis result of moderation hypothesis
DISCUSSION

This study finds that ethical sensitivity partially mediates and
moderates the effect of CSR on SME's reputation. Ethical
sensitivity mediates the effect of working condition and
customer on SME's reputation. SMEs' owners with befter
sensitivities are predicted to increase the effect of working
condition and customer on SME's reputation. Some CSR
activities aimed at increasing workforce condition includes
offering training and staff development, creating equal
opportunities and diversity, and helping workers to maintain
a work-life balance. Those activities are indicated to have
better effects on firms' reputation when SMEs' owners able fo
recognize or perceive ethical contents in a problem situation
of workforce condition that in turn generate SMEs' owners to
their ethical decision made. For example, firms' activities to
help workers maintaining their work-life balance will have a

better effect on firms' reputation in term of fostering the
market relationship to increase social capital, when SMEs'
owners are able fo recognize or perceive ethical contents in
work-family conflicts of workers and help them to solve the
problems. Offering training and staff development with the
ability of training needs assessment of SMEs' owner produces
better training and development results that in turmn increase
the firm reputation.

CSR activities aimed at increasing customer orientation refers
to the way in which a business focuses on the needs of its
customers by responding quickly to consumers' orders and
complaints about its products and services, is open at
convenient times, provides customers with useful information,
treats customers fairly, charges fair prices, and generates
profit without cheating the customers. Those CSR activities
include targeting improvements in product quality and safety,
providing voluntary customer services, charging fair prices,
ethical marketing, paying timely, cooperating with local
partners, promoting good standards in supply chains, and
supporting the creation of local/regional  business
cooperatives (Turyakira, Venter, & Smith, 201 4). Accordingly,
SMEs' owner with an ability fo recognize and understand
ethical problems, to deal with conflicts empathically, and to
evaluate the consequences of actions increasing customer
satisfaction is indicated to strengthen the effect of quick
responses to consumers' orders and complaints about its
products and services on firms’ competitive advantage as
well as its reputation. Those direct actions such as helping
workers and customers are reasonable to SME with various
limitations of resources.

Ethical sensitivity is found to fail in mediating the effect of
community involvement and environment on SME’s reputation.
Society-oriented CSR activities refer to those community
involvement activities aimed at the community, sports, health
and well-being, education, and assistance to low income
groups and community participation. Such activities are
viewed as supports for social and cultural community
activities, as well as community development and other
related issues. The reputation of a business at its location-its
image as an actor on the local scene certainly influences its
competitiveness. A business which is considered socially
responsible can benefit from its enhanced reputation within
the public and business community. However SMEs’ owner with
better ethical sensitivities consistently may take account of the
limitation of resources as significant obstacles to implement
CSR that in furn fail to strengthen the effect of community
involvement on firms' reputation.

Environmentally oriented CSR activities refers to the measures
a business can take fo minimize its negative impact on the
natural environment, such as the ecological and economic use
of natural resources, using environmentally friendly
packaging, recycling, waste reduction, enrergy and water
conservation, and pollution control. The most important
environmentally orienfed CSR activities concern  the
consumption of materials and energy, and the handling of
pollution and waste in the most environmentally friendly
manner. SMEs reveal that environmentally oriented CSR
activities are generally aimed at designing environmentally
friendly products or production processes or being actively
engaged in recycling activities. Environmentally oriented CSR
activities have a positive impact on their business reputation.
Businesses that are environmental stewards stand to gain
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many satisied and loyal cusomers However SMES owner
with ethical sendtivities may condgently assume that the
environment orientation of CSR inplementation is cosdly.
Acoordingly, ethical srstivity fails to grengthen the effect of
environmert orientation on firms reputation

The interaction of ethical sendtivity and working condition is
foud to regatively affed on SMEs reputation. Different
ethical sengtivity isfound o have a contragt effed of working
cordition on SMEs reputation. Better ethical sendtivity of
SMEs owners deaeases the effed of working condition on
firm repuation. The effed of working condition on SMEs
reputation is higher for SMES owrers with less ethical
sendtivity compared to firms with more sendtivenesson ethics
Hence ethical sendtivity moderates the effed of working
cordition on SMEs reputation It is plausble to the context
that SME with better sengtivities of owrer may bring the
effed of working condition on SMEs repuation down.
Their sengtivity is likely play a better role on SME
reputation Therefore training and gaff development, equal
opportunities and diverdty, and maintaining a work-life
balance of workersmay have lessimpact on firm reputation
when SMES owners recognize or perceive ethical contents to
deal with workforce problems The attention of SMES owners
to their workers problems mey be appredated better rather
than offering formal adivities at work such as training and
daff dewelopment, creating equal opportunities and
diversty, and maintairingenployees work-life balance.
Within their amall workplace, the ethical behavior of the
owrer sems to be more meaningfu. Acoordingly, doser
relationship between owners and workers leads to further
aedible firmsrather than the formal adivitiesat work.

The interaction of ethical sengtivity and custorrer orientation
have posdtive effects on SMEs reputation. SME with narrow
soopesof business limited resources and highly depended on
otrer parties need a unique grategic posture to prevent and
dewelop their busness Accordingly, grengtered effed of
cugomer business focusng on its reputation needs a postive
interaction of treir internal competitive advartages such as
SMEs owrer ethical sengtivity. Market evaluates a busness
operation by usng the overal berefit of the firm's product.
Accordingly, firms with better ethical senstivities of owners
are believed to have preferable effedsof the focuseson the
needs of their cugtomrers on firm reputation by respording to
corsurers orders ard onplaintsfasterand  treatingtheir
cudomers more equitably rather than SMEs by poor owners’
ability to recognize and undergtand ethical problems, to deal
with conflicts empathically, and to evaluate the consequences
of actions

Further interaction between ethical serstivity and community
involverrent is found to hawe postive effeds on SMEs
reputation Acceptance budness operation withn the
oonmnities shoud in line to the need of its communities
expectation to incease their well being. Acoordingly, the
conmrunity involved in to the business adivitiesis likely to be
motivated by their expectation to make better benefits of
busres exidences Otherwiee, the perspedive of the
conmunities on the SMEs busness may vary. Ore may
believe that SMEs operation can help to incease the
conmunity's sense of busness The community with fast
growing SMEsmay motivate people within comimunities to et
up smiliar busnessesMeanwhile, others may asare that SME
may open various opportunities to people to have a better

job. Acoordingly, the CSR orentation to the commurities is
congantly being supported and thus promote SMErepLtation.
The abiliiesof SMVEs owners to recognize and undergand
ethical community’s problens aupport the effect of CSRinterm
of community involvement in firm reputation Acoordirgly, an
SMES owrer with better ethical sengtivities is believed tobe
able to deliver a higher quality of community developrment
adtivities that in tun make a better effed on firm
reputatiorrather than SME with weak owner's ethical
sergtivity.

This dudy howeverfound the intereding findings
The interaction of ethical sendtivity and environment is not a
sgrificant effect on SMEs reputation. Hence it isassumed that
SME by various ethical sengtivity levels of owners produce
an equal effed of CSRinterm of environmert concern on SME
reputation SME owrer’s ability to recognize and undergand
ethical problems to deal with oonflicts enpathically, and to
evaluate the consequences of adions seem uzlessto meke a
differert effed of CSR in term of environmental concern on
firme reputation. It islikely an aceeptable condition that SME
with limited operation has a digh range of requirement of
regative effeds on environment rather than big busness
operation Accordingly, ethical sendtivity ssems usslesson the
effed of CSRinterm of environmert on firm reputation

Managerial implication

The findings of this dudy indicate that have various impacts
on maenagerial dedson. SVEowrer'sis s.ggeded fo increase
their ethical sendtivitiesto drengthen the effect of workplace
corditions and cudomer intention on firms repuation. It is
believed that better ability of SMEs owrer to recognize and
underdand ethical problems to deal with ocorflicts
enmpathically, and to evaluate the consquences of adiors
may increase firms reputation. The oppodie effed of
workplace condition on firm reputation may decrease asan
effed of SMES owrer ability to deal with the oorflidt of
workers and the effect of cudomer intention is able to be
increase as well. Acoordingly, they have to actively elevate
their krowledge and kil of their amalytical problem, conflict
handling, and forecast the program resut in order to satidy
their workers and adomers Howewer SMEs owrer has
creatively to promote other supporting attitudes to bear the
effed of CSRin termof community and environmental concern
on firmreputation. It isindicated that those CSRrequirements
are broader than workers and cugomers requirements
Hence SMEsowrer needs to mllaborate with other parties to
increase the effect of community and erwironmertal concern
onfirmreputation.

Negative interaction of ethical sendtivity and workplace
cordition implies the SMEs owrer to pay attertion to the
workers perception on their leader is behavior and the
offidal’s activites and roles at work The better
commrunication between SMES owner and higf her workers is
likely bridging the underdanding gap of objedivesfor both
intervertions Workers may appraise the quality of offidal
activities offered by maragement asequal to the quality of
their auper-ordinates Hence, sometimes they bag the better
quality of such training and developrert offered by parties
which have a better guality as well asjudging fromthe book
cover. Acardingly, training and daff development offered
by SMES owrers with better ethical sengtivity is likely
charged to have a better quality rather than conmon training
and development programs Acoordingly, it is plaudble that
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the interaction of ethical sensitivities and workplace condition
diminish the effect of workplace condition on firm reputation.
SME with better ethical sensitivity of owners promotes a
stronger effect of customer intention and community
involvement on firms' reputation. It indicates that ethical
sensitivity is a positive atmosphere for SME to make a faster
response to customer needs and to promote wider
participation of communities that in turn produces a better
effect on firm reputation. Accordingly, SMEs’ owners have fo
strengthen their ethical sensitivity to endorse CSR on firm
reputation. Meanwhile, equal effect of environment on firm
reputation between high and low ethical sensitivities is implies
SMEs' owner to integrate their perspective of business impact
on the natural environment. Even though the CSR in term of
environment is not related to the SME reputation, it is
believed that SMEs' owner is able to recognize and
understand the problem of the negative impact of his/her
business operation that the natural environment may
anticipate their business growth on the environmental
considerations. Accordingly, SME owner's has fo anticipate all
of the negative impact on the natural envirenment during
his/her business growth, such as the growth of volume
recycling, waste, and pollution.

Limitation and Suggestion for future researchs

Notwithstanding these contributions, this study has its
limitations. This study allows us fo rule out SMEs’ owner ethical
sensitivity. However, it is an open question as to whether
these results can be applied to a different broader coverage
of various sub conditions of SME such as cluster and size;
different countries and cultures should become future
attractive investigations. It might be expected to relate to
CSR differently. Although owner ethical sensitivity is found to
mediate and moderate the effect of CSR on firm reputation,
other psychological attachment variables can be used to
explain this model.

Additional longitudinal study on SME's growth is plausible.
It will likely able to explain the prediction of CSR
requirement on firm reputation. Measurement equivalence is
now more than ever a general concern in organizational
studies. It is not only examined in cross-cultural studies, but
also in comparisons of participants with different levels of
academic achievement, from different industries, of different
sexes, in experimental versus control groups, and in
comparisons between self-and subordinate-ratings  of
perception of SMEs condition. Hence, examining the
equivalence approach as the extended procedure (Cheung,
2008) solves the standardization problem by performing a
systematic comparison of all pairs of factor loadings across
groups. A hierarchical linear model is suggested to
investigate the different perception of workers on the level of
SMEs' firm (Stephen & Anthony, 2002).
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