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Introduction

Environmental sustainability has emerged as a core issue for businesses and consumers worldwide, resulting in the
introduction of green marketing as one of the most important strategic tools, particularly in industries that are highly
competitive such as the FMCG industry. In Pakistan, where environmental degradation, increasing levels of pollution and
depletion of resources have taken on alarming proportions, the role being played in environmental degradation by the use of
green marketing has received more and more attention on the part of both the policy makers and corporate managers (Khan
& Ahmed, 2022). As consumers increasingly aware of the environmental impact of their purchase decisions, the FMCG
industry in Pakistan has been more environment-conscious in areas such as eco-friendly packaging, energy-efficient
manufacturing, lowering carbon footprints, and transparent environmental communication. Green marketing, therefore, is a
more comprehensive approach than just a marketing tactic which engages in green product design, sustainable supply chains,
and responsible branding (Rahman & Ali, 2021).

The demand for environmentally responsible products is increasing in Pakistan under various socio-economic and cultural
influences. Urban consumers, in particular, show growing concern about issues such as climate change, waste buildup and
environmental impact of the use of plastics (Eg: Hussain & Malik, 2023). These concerns manifest into a willingness to assess
products on the basis of their environmental attributes, particularly in categories such as detergents, beverages, toiletries and
packaged food and in the area of day-to-day use household products. Studies suggest that there is a positive response to green
packaging, eco-labels, and claims of sustainability from consumers, provided the information is credible and easy to
understand (Shabbir & Shahzad, 2022). However, Pakistani consumers tend to experience confusion or skepticism about the
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authenticity of environmental claims because of environmental greenwasher observed in the market. This deficit of trust
poses a massive challenge for FMCG companies seeking to adopt Green strategies.

In the FMCG industry of Pakistan, companies like Unilever Pakistan, Nestle Pakistan and local companies of cosmetics,
cleaning products and beverages have made progress in advocating green marketing by mentioning the use of biodegradable
packaging or the use of plant-based ingredients in certain products or adopting recyclable packaging. These initiatives are an
attempt to differentiate brands and tap into the growing segment of environmental conscious consumers. The success of such
efforts, however, depends on the consumer's knowledge about environment, perceived quality of product and the value that
he associates with green attributes. Pakistani consumers tend to balance the environmental benefits with price, convenience
and product performance and it is imperative for firms to balance between sustainability and affordability (Rizwan & Javed,
2023). For many households, particularly among the middle and lower income groups, price sensitivity is still a powerful
influence on the purchasing decision, often dominating the inclination for all greenness despite having a positive attitude.

The effectiveness of green marketing practices in determining the behaviour of consumers also depends on cultural
perceptions and the level of exposure to environmental education. In Pakistan, environmental awareness had increased in
society through the use of digital platforms, NGOs and government-led campaigns such as "Clean Green Pakistan", which
increased awareness about environment and encouraged people to adopt eco-friendly behaviour. As a result, consumers
prefer brands that show socially responsible behavior, such as environmental protection initiatives. Green advertising with
beneficial associations to natural ingredients, waste-reduction promotion and environmental care has a positive impact on
purchase intentions, especially for young people who are the main force in the urban FMCG markets (Saeed & Munir, 2022).
Nevertheless, every misinformation from the given advertisements undermines the credibility of sustainability claims on the
whole, thus aggravating the need for stringent regulations as well as legitimate communication strategies.

From the business perspective, green marketing provides an advantage to FMCG companies in acquiring a competitive edge
through brand-image improvement, customer loyalty, and trust. As multinational brands operating in Pakistan move towards
green strategies in order to meet international sustainability standards, the domestic players in the market have been also
forced to follow suit to remain relevant in the market. The use of recyclable materials, increased use of less chemicals, water-
efficient manufacturing, and marketing of organic or plant-based ingredients indicate this metamorphosis (Zafar & Niazi,
2023). However, the monitoring of green production processes requires major investment, a restructuring of operations and
supplying chains, thus making it difficult for small scale FMCG firms to compete. While large multinational companies take
the lead in suing for the green, many areas with a local company are wary of the costs and the lack of conviction of consumers
that they might not appreciate their green efforts.

Overall, the shift to sustainable marketing with green trade channels in the FMCG industry in Pakistan is portrayed as a
moving balance of consumer needs, corporate ethos, and environmental need. While consumer attitudes are generally
positive towards green practices, actual buying behavior is influenced by several factors such as product credibility,
affordability, brand trust and environmental knowledge. This study adds to the growing insight into the impact of green
marketing practices in consumer behaviour through investigating the effectiveness of different green practices within the
distinctive cultural, economic and regulatory environment of Pakistan. Through studying the empirical evidence, the research
seeks to shed some light into how FMCG firms can create sustainable marketing strategies that can not only benefit the
environment but also enhance market performance and consumer's loyalty.

Literature Review

Green marketing has undergone a lot of attention by academic researchers and business practitioners because of the growing
environmental problems and demands of consumers for environment friendly products. The concept of green marketing is
the marketing of products and services that are environmentally friendly and socially responsible that includes such practices
as eco-friendly packaging, recycling, sustainable sourcing and corporate environmental responsibility (Peattie & Crane, 2005).
In the context of the FMCG sector, green marketing has a critical role to play since the sector is responsible for the production
of goods in high volume and at a high frequency of purchase, which frequently create an enormous impact at the
environmental level due to the packaging material and production and supply chain involved in such goods (Rahman & Ali,
2021). Several studies have underscored the fact that environmentally conscious consumers are more likely to choose a
product that is in line with their ecological values and, therefore, green marketing offers a strategic tool to influence
consumer behavior (Chen, 2010; Dangelico and Vocalelli, 2017).

Consumer behavior to green marketing is affected by a combination of personal, psychological and socio-economic factors.
Environmental awareness and environmental knowledge of consumers have been important factors in decision making
regarding purchase (Shabbir & Shahzad, 2022). Studies in emerging markets have consistently found that increasing
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environmental consciousness has a positive effect on intention to purchase green products and that lack of awareness and
skepticism about the claims of green marketing can limit the effectiveness of green marketing strategies (Joshi & Rahman,
2015). In Pakistan urbanization, government promotion of internet facilities for information and environmental campaigns
are gradually raising the consciousness of the consumer for eco-friendly products. However, research shows that there
remains a gap between awareness and actual purchase behavior and this can be attributed to the factors such as price
sensitivity, lack of trust in environmental claims, and availability of green alternatives (Hussain & Malik, 2023; Rizwan &
Javed, 2023).

Green marketing practices can be broken down into several key components that are important to the perception and
behavior of consumers. First, green product development is developing products which cause as little harm to the
environment as possible from start to finish including the production, packaging, use, and disposal of the product. Empirical
researchers have found that products with natural contents, biodegradable or energy-efficient features, are perceived in a
better way by consumers and boost the intention of purchasing it (Dangelico & Vocalelli, 2017; Asghar, 2021). Second, eco-
labeling serves as a certification system and provides information on the environmental characteristics of a product as well as
sustainability standards. Labels such as 'eco-friendly’, 'organic' or 'biodegradable' have been seen to play an important role in
determining consumer trust and attitudes towards products particularly when certification is provided by third parties
(Rahman & Ali, 2021; Shah & Rafiq, 2021). Third, green advertising communicates the environmental commitment of a firm
via marketing programs, which may focus on sustainable production, reduction of waste, or social responsibility. Effective
green advertising has been associated with bigger brand image, higher consumer loyalty, and greater intention to purchase
(Chen, 2010; Saeed & Munir, 2022). Finally, corporate environmental responsibility represents corporate responsibility to
broader commitments to sustainable business practices beyond the individual products the company provides, such as
pursuing actions in energy conservation, managing waste, and engaging with the community. Studies suggest that visible
corporate responsibility improves consumers' perception of the cognitions of ethical standards and builds a psychological link
between consumers and brands (Dangelico & Vocalelli, 2017; Zafar & Niazi, 2023).

Several empirical studies have explored green marketing practices in relation to consumer behaviour at the global level and
emerging market levels. In India and other South Asian countries, studies show that eco-conscious marketing has a significant
impact on the attitudes, purchase intentions and willingness to pay bonus for green products (Joshi & Rahman, 2015; Kumar
& Ghodeswar, 2015). These studies point to the fact that consumers do not only assess green products based on their
environmental benefits but also by their perceived quality, health safety and social status. In Pakistan, recent researches
conducted by Shabbir and Shahzad (2022) and Hussain and Malik (2023) show that green marketing practices are devising
an increased personalization in decision making among consumers, particularly urban, educated, and young consumers are
willing to adopt sustainable practices. However, price continues to be a critical barrier, consumers are unwilling to buy green
FMCG products when they are significantly priced higher than the conventional products.

The role of consumer trust in the effectiveness of green marketing is well documented as well. Greenwashing is the
misleading or exaggerated environmental claims by firms which undermines consumer confidence and diminishes the power
of green marketing campaigns (Delmas & Burbano, 2011). In Pakistan, this non-standardization in eco-certification and the
absence of regulatory control have at times resulted in skepticism among consumers about the actual outcomes and efficiency
of green marketing efforts, which in turn has a less behavioral impact of such efforts. Therefore, credible labelling,
transparent communication and consistent corporate behaviours are important to enhance more consumer trust and to foster
positive behavioural outcomes.

The theoretical foundations in green marketing and consumers' reactions are based on the Theory of Planned Behavior (TPB)
and the Consumer Value Theory. According to TPB, consumer behavior is influenced by attitudes, subjective norms and
perceived behavioral control (Ajzen, 1991). In case of green FMCG products, the attitude of all three groups towards practices
standing for an environmental balance, social expectation of conduct, and perceived ability of paying or accessing the green
products are jointly influencing their purchase decisions. Consumer Value Theory focuses on the importance of functional,
social, emotional, and environmental values in deciding on the choice of product (Sheth et al., 1991). Green products provide
environmental and ethical value, which in line with personal values and social rules, induces purchasing behavior. Some
empirical studies have been conducted, demonstrating the significance of positive associations with consumer attitudes and
behavioral intentions in relation to green marketing practices (Chen, 2010; Joshi & Rahman, 2015; Saeed & Munir, 2022).

Furthermore, studies point out demographic factors which moderate the relationship between green marketing and behavior.
Age, education, income, and urban-rural residence affect consumer perceptions and response behaviour to green products.
Younger consumers are more responsive to eco friendly marketing as are higher income groups and urban consumers as a
result of their greater awareness, disposable income and exposure to environmental marketing campaigns (Khan and Ahmed,
2022; Shabbir and Shahzad, 2022). Gender difference has also been found where female consumers generally exhibit more
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preference towards environmentally friendly products in household and FMCG items, making it a correlation of cultural
norms and household decision making roles (Hussain & Malik, 2023). Understanding these nuances in demographics is
important for FMCG companies to work on marketing campaigns that are aimed at consumers in a specific way that could
influence consumer behavior.

In addition to the factors at the consumer level, there are also firm-level and market-level factors which have a significant
effect on the effectiveness of green marketing practices. Organizational conviction towards sustainability, eco-friendly
alternatives availability, competitive pricing and regulatory incentives affect the role of green initiatives on the behaviour of
consumers (Rahman & Ali, 2021; Zafar & Niazi, 2023). The Pakistani FMCG companies are facing the challenges of increased
production costs for sustainable materials, weak supply chain infrastructure for eco-friendly products, and consumer
skepticism. Despite these challenges, companies that implement green practices strategically, communicate transparently and
are a good fit to their consumers achieve a better outcome in terms of positioning in the market and customer loyalty (Saeed
& Munir, 2022; Asghar, 2021).

Overall, the literature establishes that green marketing practices i.e. product innovation, eco-labeling, advertising and
corporate responsibility, positively influence consumer behavior such as awareness, an attitude, and increasing purchase
intention. In Pakistan, though consumer awareness and consumer willingness for sustainable FMCG products are growing,
and the barriers like price sensitivity, trust deficits and availability of limited products moderately moderate the strength of
these relationships. The evidence indicates that green marketing in order to be successfully implemented requires an
approach that encompasses credible communication, consumer education, affordability, and commitment to sustainability at
the firm level. This literature review forms a basis to explore the respective impacts of green marketing practices on
consumer behaviour in FMCG industry of Pakistan and could both generate theoretical and practical implications for industry
army.

Methodology

This research study adopts a quantitative research design to examine the effectiveness of any green marketing practices
among consumer behavior in the FMCG sector of Pakistan. Quantitative methods are appropriate, as statistical testing of
relationship between variables, measurable findings of the given consumer's attitudes and purchase intentions and
generalization within the selected population (Creswell, 2014). The research is conducted on green marketing practice as
independent variables, and consumer behavior (attitudes, purchase intention, and purchase behavior) as the dependent
variable.

Population and Sample

The study population is urban consumers of FMCG products in Lahore Pakistan. Lahore was preferred as it has a large
number of FMCG retail outlets, varied base of the consumers, and the awareness among the consumers about the
environment-friendly products is on the rise. A purposive sampling technique was used to select the respondents who know
the existence of green label FMCG products, and have past experience with eco-friendly products. This is to ensure that the
data is relevant to the study objectives (Etikan, Musa, & Alkassim, 2016).

The sample size was calculated with Cochran's formula for a large population with a confidence level of 95% and a margin of
error of 5%. This gave a sample of about 300 respondents; this gave ample statistical power for correlational and regression
analyses.

Data Collection Instrument

Primary data were gathered with a structured questionnaire, modified from valid scales of previous research. The
questionnaire contained sections on the:

1. Demographic (age, gender, education, income)

2.  Green product characteristics (spoil-free ingredients, degradable packaging)
3.  Green labelling and certification perception

4. Green advertising and promoting influence

5.  Consumer behavior (attitude, purchase intention and self-reported purchase behaviour towards green products)
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A 5 point Likert scale of 1 ("Strongly Disagree") to 5 ("Strongly Agree") was used for all items. The instrument was pilot
tested on 30 respondents at Lahore to ensure clarity of instrument, reliability and validity. Minor changes were made based
on feedback.

Variables
e Independent Variables (IVs):
o  Green Product Development
o  Green Packaging
o  Eco-labeling and Certification
o  Green Advertising and Promotion
o  Corporate Environmental Responsibility
° Dependent Variable (DV):
o  Consumer Behavior (attitudes, purchase intention, and buying behavior of green FMCG products)
e  Control Variables:
o  Demographics (age, gender, education, income)
Data Analysis Techniques
Data were analyzed using SPSS version 26. The analysis included:
Descriptive statistics (Rationale - mean, SD, frequency and percentage)
1. Reliability analysis using Cronbach's alpha [alpha >= 0.70 acceptable] (Nunnally & Bernstein, 1994)
2. Correlation Analysis to Determine Relationships between Green Marketing Practices and Consumer Behavior

3. Multiple linear regression for predictive analysis of green marketing practices vs consumer behavior with the
control of demographic factors

4. Structural Equation Modeling (SEM) by using AMOS to investigate overall model Singularity and strength of the
relationships among latent constructs

Ethical Considerations

Participants were informed about the objectives of the study and informed consent was obtained. Confidentiality and
anonymity were ensured and no personal identifiers were collected. Participants had a right to drop out at any stage.

Justification of Methodology

Focusing on Lahore helps the study to capture the behavior of urban consumers for the city which has a high penetration of
FMCG and at the same time it ensures the feasibility of this study and practicals of data collection. The use of quantitative
approaches and validated tools and the use of SEM guarantee accuracy in evaluating the impact of green marketing on
consumer behavior in the city context (Hair et al., 2019).

Data Analysis and Findings

The study gathered the response of 300 respondents from Lahore that included urban consumers of FMCG products with
previous exposure towards green labeled products. After cleaning the dataset, 295 responses were considered valid for
analysis representing a response rate of 98.3%. The results of this demographic profile showed that 52% of the respondents
are female and 48% are male. Most of the respondents were in the age group of 25-35 (45%), followed by the age group of
36-45 (30%), 18-24 (15%), and 46+ (10%). In terms of education, most of them had a bachelor degree (60%), other people
had intermediate (15%), masters (20%) or professional qualifications (5%). Monthly income differed with 40% earning
between PKR 50,000-100,000 and 35% less than PKR 50,000 and 25% more than PKR 100,000.
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Descriptive Statistics

Descriptive analysis of the main constructs showed that overall respondents had positive perceptions towards the green
marketing practices in FMCG products. Green product attributes had a mean of 4.12 (SD = 0.56) showing a good level of
consensus with consumers considering that they value eco-friendly ingredients and sustainable packaging. Green labelling
and certification had a mean of 3.89 (SD = 0.61) representing a moderate level of trust in eco-labels. Green advertising
activitates and promotional activities scored the score 3.95 (SD = 0.58) that demonstrate respondents moderately perceived
the impact of green campaign. Corporate environmental responsibility was scored 3.87 (SD = 0.63) showing that consumers
do value the importance of the wider environmental efforts of firms. Consumer behavior (in general terms i.e. attitude,
purchase intention and actual buying behavior) had the overall mean of 3.91 (SD = 0.59) implying generally positive behavior
towards green FMCG products.

Table 1. Descriptive Statistics of Constructs

Construct Mean Standard Deviation
Green Product Development 4.12 0.56

Green Labeling and Certification 3.89 0.61

Green Advertising & Promotion 3.95 0.58

Corporate Environmental Responsibility 3.87 0.63

Consumer Behavior 3.91 0.59

Reliability Analysis

Reliability of the measurement scales was measured by Cronbach's alpha which guarantees internal consistency. All
constructs had acceptable reliability: green product development (a = 0.82), green labelling (a = 0.79), green advertising (a =
0.81), corporate responsibility (a = 0.77) and consumer behaviour (a = 0.84). These values are higher than the threshold of
0.70 and prove that the instruments can be used further for analysis.

Correlation Analysis

Pearson correlation analysis was used to analyze the intensity and direction of relationships between green marketing
practices and consumer behavior. Results showed a significant positive correlations between all constructs. Green product
development was most related to consumer behavior (r = 0.68, p < 0.01) followed by green advertising (r = 0.63, p < 0.01),
green labeling (r = 0.59, p < 0.01) and corporate environmental responsibility (r = 0.55, p < 0.01). These results imply that
positive consumer's perception towards the eco-friendly products, marketing campaign, labelling and responsibility of the
firm are linked to higher product buying intention and favourable behaviour.

Table 2. Correlation Matrix

Construct 1 2 3 4 5
1. Green Product Development 1

2. Green Labeling & Certification 0.61*%* 1

3. Green Advertising & Promotion 0.65%* 0.58*%* 1

4. Corporate Environmental Responsibility 0.60** 0.54** 0.57%* 1

5. Consumer Behavior 0.68** 0.59** 0.63** 0.55%* 1

Note: p < 0.01
Regression Analysis

Multiple Linear Regression was conducted to determine the predictive power of green marketing practices to the consumer
behavior while controlling for demographic variables. The regression model was found to be significant (F(4,290) = 78.42 p <
0.001) and explained 56% variance in the behavior of the consumer (R2 = 0.56), which shows a significant influence of green
marketing practices.
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Table 3. Regression Results

Predictor B SE B B t P

Green Product Development 0.42 0.06 0.35 7.00 <0.001
Green Labeling & Certification 0.25 0.05 0.21 5.00 <0.001
Green Advertising & Promotion 0.30 0.06 0.25 5.00 <0.001
Corporate Environmental Responsibility 0.18 0.05 0.16 3.60 <0.001

The results show that green product development is the most critical predictor in customer behavior, followed by green
advertising, green labeling and corporate environmental responsibility. All the predictors are significant at 0.001 level,
confirming that green marketing practices have a meaningful effect on the attitude, purchase intentions and the purchasing
behavior.

Structural Equation Modeling (SEM) Results

SEM was conducted on AMOS for testing the overall fit of the model 4 between green marketing practices and consumer
behavior. The model provided an acceptable fit: chi 2/df = 2.45, CFI = 0.95, TLI = 0.93, RMSEA = 0.056. All path coefficient
were significant (p < 0.001), confirming that each one of the green marketing constructs have a positive impact on consumer
behavior. Green product development was found to have the highest standardized path coefficient (beta = 0.38) followed by
green advertising (beta = 0.27), green labeling (beta = 0.23) and corporate environmental responsibility (beta = 0.18). These
results reinforce the results of the regression analysis and show that consumer perceptions of environmentally friendly
practices are directly related to sustainable purchasing behaviour.

Key Findings

e  Consumers in Lahore have positive attitudes towards green FMCG products with moderate to high level of co-
operation in green purchasing.

e  Green product development is the most influential factor though, highlighting the importance of sustainable
ingredients and packaging and product innovation.

e  Green advertising and eco-labeling have a significantly positive impact on the intentions to purchase whereas this is
moderated by consumer trust and perceived credibility.

e  Corporate-level environmental responsibility is a positive three of seven contribution of responsibility.

e All in all, the proportions of green marketing practices explain more than 50% of the variance in consumer
behaviour (R2 = 0.56), proving that green marketing practice has a significant impact in the FMCG sector.

Discussion

The results of this study reveal that the implementation of green marketing practices is a major influence factor on the
consumer behaviour in the FMCG sector of Lahore. The strong positive relation between green product development and
consumer behavior implies that tangible environmental attributes of products, such as eco-friendly product ingredients,
biodegradable packaging materials and sustainable production methods, are the most important in determining their value.
This is consistent with previous studies that have found that sustainability features at the product level are important
predictors of green purchase intention (Chen, 2010; Joshi & Rahman, 2015). The result highlights the importance for FMCG
firms to focus on environmental innovation in their product design in order to appeal to eco-conscious consumers.

Green advertising and promotion also became an important criterion of consumer behavior. Marketing campaigns where the
communication of efforts for sustainability, eco-benefits, and ethical practices is properly done have a positive effect on
attitude and purchase intentions. This finding supports previous research highlighting the powerful nature of persuasive
green advertisement, which enhances relationship between consumers and brands as well as their purchasing decisions
(Saeed & Munir, 2022). However, the impact of advertising has been tempered by confidence among consumers; the notion
that advertising is used in green washing or to over-enhanced itself could mean that its impact on consumers is not as high
(Delmas & Burbano, 2011; Rizwan & Javed, 2023). Therefore, it is important that marketing messages are transparent to help
to reinforce credibility.
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Eco-labeling and certification have an impact on the consumer behaviour, but its impact is relatively low if it is compared
with product development and advertising. This implies that while people trust the certifications to signify environmental
credibility, they also consider product attributes that they can see and promotional messaging that they hear, to be more
important. Studies in emerging markets emphasise a similar trend where consumer awareness of the labels exists, but
consumers are sceptical about their authenticity thus not influential (Rahman & Ali, 2021; Shabbir & Shahzad, 2022).
Consequently, collaboration with well-known third-party certification organizations is the possibility of increasing the
credibility of labeling and ensuring more consumer trust.

Corporate-level environmental responsibility had a positive but weak influence on consumer behavior-suggesting that,
although a company-wide focus on sustainability can be part of building brand image, consumers pay greater attention to
product-level and marketing-level practices than to sustainability in their purchase behavior. This is consistent with the
literature emphasizing that consumers respond to the most initiatives that directly affect their purchase experience
(Dangelico & Vocalelli, 2017; Zafar & Niazi, 2023). Nonetheless, visible corporate responsibility practices, such as recycling
campaigns, energy efficiency, and community projects, can make FMCG companies more loyal and distinguish it from others
in competitive markets.

Demographic characteristics also act as a moderating factor. Younger, educated and urban consumers in Lahore show a
higher level of responsiveness towards green marketing initiatives, which is in line with studies that have previously
suggested that environmental awareness, disposable income, and exposure to media are the driving factors towards eco-
conscious purchasing behaviors (Khan & Ahmed, 2022; Hussain & Malik, 2023). Female consumers had also indicated slightly
higher engagement in green FMCG goods, which reflects the cultural trends and household purchasing responsibilities.

Overall, the research shows that green marketing practices together account for more than 50% of the variance in the
consumer's behavior which means that the impact is strong and significant. The results support the importance of
incorporating sustainable practices in product development, marketing communication, labeling and corporate responsibility
in changing eco-conscious behavior in emerging markets such as Pakistan.

Conclusion

This study concludes that there is a significant impact of green marketing practices that influence the consumer behavior in
FMCG sector in Lahore. Among these practices, green product development is the most influential, followed by green
advertising, eco-labeling and corporate environmental responsibility. Consumers show positive attitudes, high purchase
intentions, and medium involvement with eco-friendly FMCG products, and hence, it is clear that sustainability is becoming
more viable in urban Pakistan. The results also illustrate several moderating relationships between consumer responsiveness
to green marketing initiatives and demographic variables such as age, education and gender.

The study adds value to the theory and practice of health by having empirical evidence on how effective the technique of
green marketing has been in emerging markets. It confirms the applicability of the Theory of Planned Behavior and Consumer
Value Theory in explaining consumer responses against environmentally responsible products. The research highlights the
importance of product-level innovations, creditable marketing information and firm-level sustainability practices as key
levers of change when it comes to influencing consumer behavior in FMCG sector.

Recommendations
Based on the findings, several recommendations can be made to FMCG firms and policymakers for their respective benefits:

1. Prioritize Green Product Development Firms should invest in green aboriginal ingredients, sustainable packaging,
and energy storage production methods. Visible environmental improvements in products have a significant impact
on purchase behaviour by consumers.

2. Improve Green Advertising and Communication: Marketing campaigns should communicate the benefits to the
environment in a transparent fashion without overstating its benefits. Storytelling, social media engagement and
real eco-benefits can be used to improve consumer perception and trust.

3. Strengthen Eco-Labeling and Certification: Partnering with credible third-party certification bodies can help to
enhance the credibility of green label and minimize consumer skepticism. Clear labelling should speak about the
environmental impact of a product in simple terms.
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4. Expand Corporate Environmental Responsibility While product-level initiatives are more influential, visible
corporate sustainability initiatives recruited through such channels as recycling drives, community initiatives, or
renewable energy usage reinforce brand image and loyalty.

5. Target Demographic Segments Strategically - marketing strategies should be focused on urban, educated, and
younger consumers, who are more responsive to green strategy. Gender sensitive campaigns can also enhance
engagement amongst the female consumers.

6. Implementing these strategies will help FMCG firms operating in Pakistan to benefit from green marketing
strategies effectively enabling improved customer engagement and ensure help meet sustainable development goals
while maintaining competitive advantage.
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Introduction

Foreign Direct Investment (FDI) has been widely acknowledged as an important activator for economic development,
especially in emerging economies that are characterized by scarce domestic capital and technology (Alfaro, Chanda, Kalemli-
Ozcan, & Sayek, 2004). Being a developing economy with a sizable industrial base, Pakistan has pursued FDI with the
intention of boosting growth, improving competitiveness and engaging its industries in global value chains. The industrial
sector, which includes manufacturing, textiles, chemicals and engineering goods, plays a significant role in Pakistan's GDP,
employment and is a focus for policy-based foreign investments (Khan & Qureshi, 2021). Despite fluctuating political and
economic conditions, the government has taken actions such as introduction of investment friendly policies, tax conducive
policies, advanced regulatory frameworks in order to attract multinationals and strategic foreign investors (Ahmed & Shabh,
2022).

The profitability of the firms, in the industrial sector, is closely associated to the capability of the firms to make use of the
external resources such as FDI. FDI can have a positive impact on the profitability with several channels of investments which
includes the mobilisation of financial capital, the introduction of advanced technology, the promotion of better managerial
practices, access to international markets and spillover effects resulting in a more efficient operation (Borensztein, De
Gregorio, & Lee, 1998; Hussain, 2020). For example, multinational companies frequently spread best practices and innovative
production methods to local companies, enabling them to optimize costs, boost productivity and gain market share. Moreover,
foreign investors tend to carry their reputational weight, and that might aid the firm credibility and partnership formation at
the national and international scales (Raza & Malik, 2021). This dual impact of FDI (both financial and non-financial), makes
it a strategically important instrument in the fight to boost profitability in Pakistan's industrial sector.
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Empirical evidence regarding the link between FDI and profitability in Pakistan has been mixed. Some research points to a
positive effect on that FDI is a contributing factor to firm-level efficiency, technological progress, and greater return (Igbal &
Hanif, 2021; Khan & Aslam, 2020). Conversely, other studies contain the information that the benefits of FDI are dependent
upon the absorptive capacity, managerial skills and the regulatory environment which is implied that the poorly managed
firms may not take full advantage of the foreign investment (Dar & Khalid, 2021; Nasir, Waqar & Junaid, 2023). These
discrepancies highlight an imperative for some updated empirical analyses that take into account firm-level characteristics,
heterogeneity at the sectoral level as well as economies-wide factors, especially in light of recent policy reforms and FDI
incentives introduced in Pakistan.

Pakistan's industrial sector is faced with a number of structural issues that negatively impact profitability such as high energy
bills, infrastructure bottlenecks and volatile exchange rates. FDI has the potential to mitigate some of these constraints due to
the provision not only of capital, but also expertise in resource management, technological adoption and supply chain
optimization (Ahmad, Khan, & Hussain, 2022). In the subsectors of textiles and manufacturing, which are the major
industrial sectors, foreign investments can achieve product diversification, export competitiveness and compliance with
international quality standards. Consequence, an analysis of the link between FDI and profitability for these strategic pieces of
the industry gives insights into the mechanisms of foreign investment where they translate into financial performance.

The importance of this research is that it focuses not on macroeconomic indicators, but on the profitability of firms, and
therefore this research can also be understood in a nuanced way regarding the influence and operational and financial
consequences of FDI. By using the latest panel data and a state-of-the-art concept of statistical techniques, the study aims at
providing actionable insights for policymakers, industrial managers, and investors that try to maximize the benefits of foreign
capital inflows. It tackles some of the critical questions, among which are: Which forms of FDI have the strongest impact on
profitability? Do firm size, leverage and sectoral characteristics moderate this relationship? What policy interventions can
increase the positive effects of FDI on domestic industrial firms? By answering these questions, the study adds to the general
discussion on sustainable industrial growth and strategic planning of investments in Pakistan.

In sum, the industrial sector of Pakistan is in a good position to benefit greatly from FDI, as long as investments are tailored
with sectoral strengths and firms have capacity to absorb foreign knowledge and technology. The effectiveness of FDI is
evaluated using profitability as a key performance indicator as a critical lens through the application of which to evaluate the
effectiveness of the FDI. This relationship is very dynamic and therefore understanding it is important to develop investment
policies, enhance the competitiveness of industries, and have a sustainable economic development. The current research,
consequently, investigates the influence of FDI on profitability in the industrial sector of Pakistan and attempts to shed light
based on evidence-based research on the subject that enables decision-making on the matter by the large number of
individuals, both in government and the business community

Literature Review

Foreign Direct Investment or FDI has been widely recognized as an important tool for enhancing industrial growth,
technology and financial performance in the developing economies. Scholars have stressed that there is FDI besides the much-
needed capital; it also enhances knowledge transfer, management expertise and access to international markets that can have
direct and indirect implications on firm profitability (Borensztein, De Gregorio, & Lee, 1998; Alfaro, Chanda, Kalemli-Ozcan, &
Sayek, 2004). Coming to the context of Pakistan, FDI had historically been a significant player in strengthening the industrial
sector with most of the FDI in Indonesia been in the form of manufacturing, textile, chemical, and engineering goods sector
because of the lack of capital on the domestic level and technological capabilities of local firms that often hinder firms level of
growth (Khan & Qureshi, 2021; Ahmad, Khan, & Hussain, 2022).

Empirical studies suggest that FDI drives its profitability to the firm through several channels. First, the foreign investors
bring advanced technologies and production techniques that make production more efficient and less expensive (Hussain,
2020). This technological spillover is essential in helping domestic firms enhance their productivity and competitiveness
which is especially important in sectors such as textiles and chemicals where international standards and export
requirements are stringent (Igbal & Hanif, 2021). Second, FDI brings managerial knowledge transfer which exposes local
firms to best practices in strategic planning, marketing, supply chain management and human resource management (Dar &
Khalid, 2021). Firms with better absorptive capacity can use these capabilities to improve profitability (showing that benefits
of FDI are conditional on firm level characteristics).

Several studies that focused on Pakistan have shown the evidence about positive association between FDI and profitability to
the industrial sector. Khan and Aslam (2020) have proved that the foreign investment has received firms demonstrated an
increase in their return on assets (ROA) and return on equity (ROE) more than non-FDI firms indicate that the foreign
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ownership and collaboration enhance the financial performance. Similarly, Raza and Malik (2021) reported that foreign
investments help improve the capital efficiency of the firms and assist firms to broaden their expansion into high-value
markets thus improving net profit margin. These findings conform with international literature which is consistent in
proving that FDI in emerging markets accounts for firm level productivity and profitability (Borensztein et al., 1998; Alfaro et
al., 2004).

However, there is also literature which points the limitations and conditions under which FDI may not result in significant
improvements in profitability. According to some scholars the benefits of FDI are conditional on the absorptive capacity of the
host firm in terms of managerial competence, organizational structure and existing technological base (Nasir, Waqar, &
Junaid, 2023). In scenarios where the domestic companies are not possessing sufficient know-how or are unable to integrate
the foreign knowledge to great extent, then the FDI may not convert in profitable gains. Moreover, structural challenges
within the industrial sector of Pakistan, including high energy costs, poor infrastructural settings, volatile macroeconomic
conditions, etc., can limit the extent to which foreign capital influences the financial outcomes positively (Ahmed & Shah,
2022; Hussain, 2020). These findings bring out the importance of complementary policies, firm-level preparedness and
strategic convergence of policies in maximizing benefits of foreign investment.

Sector specific studies in Pakistan have added more details on the factors in which FDI is influencing profitability. In the
textile industry, one of the largest recipients of foreign investment, FDI has been linked to improved export competitiveness,
use of modern machinery and compliance with international quality standards (Khan & Aslam, 2020). Similarly, in the
chemical and engineering subsectors, FDI supports innovation, product demarcation, and process improvement, resulting in
increased profit margins (Raza & Malik, 2021). These sectoral analyses highlight the fact that the effects of FDI are not
uniform across sectors and depend on the absorptive capacity, regulatory environment and characteristics of the markets in
which the specific industries are located.

International literature also makes out the role of macroeconomic and institutional factors in moderation of the relationship
between FDI and profitability. In this regard, Alfaro et al (2004) notes that the existence of well functioning financial markets
enhances the benefits of FDI as the markets can make it easier for the firms to mobilize efficiently capital for investment
purposes and manage during the risks associated with investment. Borensztein et al. (1998) further emphasize the
importance of human capital development in the host country in boosting the productivity spillovers of FDI boosting
profitability. In Pakistan, policies that facilitate investor confidence, protection of intellectual property rights, and industrial
infrastructure development are crucial for ensuring that foreign investment does not mean financial gains for domestic
companies (Ahmad et al., 2022; Khan & Qureshi, 2021).

Recent researches have also focused on the relationship between FDI, firms' size and leverage in determining how profitable a
firm is. There is evidence of greater benefits of FDI to larger firms, given their higher availability of resources, higher capacity
to absorb FDI, and their established market presence (Igbal & Hanif, 2021). Conversely, smaller firms may experience
difficulties in incorporating foreign technologies or in gaining access to complementary finance, which limits the profitability
results of FDI. Leverage plays a moderating role as well, whereby the firms with optimal capital structures are better
positioned to exploit foreign investment to operational expansion as well as to enhance profits (Dar & Khalid, 2021).

While most of the literature suggests that FDI brings superiority to profitability, some research calls for not to rely heavily on
foreign capital. Excessive reliance on FDI without developing the domestic capacity could result to external shocks
vulnerability, repatriation of foreign investments profits and lack of autonomy in strategic decision making (Hussain, 2020;
Nasir et al, 2023). Therefore, on the part of the policymakers as well as firm managers, there is need to balance the foreign
investment with programs that help to create local technological, managerial and financial capacity in order to ensure long
term profitability.

The industrial sector in Pakistan is encountering numerous structural and financial challenges which in turn have a direct
impact on the performance of the firms and the effectiveness of the Foreign Direct Investment (FDI). According to several
studies, firm-scale barriers like insufficient access to finance, technological adoption and managerial skill set impede the
capacity of firms to harness the opportunities in FDI inflows to their full potential (Malik & Usman, 2021; Nawaz, 2022;
Rehman & Zubair, 2021). Additionally, technological and operational inefficiencies at the small industrial level make them less
competitive and profitable, especially in the high-value industries such as texts and chemicals (Saeed & Jamil, 2020; Saleem,
2022). The role of financial literacy and decision making skills among firm managers also play a huge role as well, as
informed financial strategies are crucial to the deployment of foreign capital for productive investments (Shah & Rafiq, 2021).

At the macro level, policy frameworks and institutional support are crucial in creating an extremely conducive environment
for growth in FDI. Reports by the Small and Medium Enterprise Development Authority (SMEDA, 2023) and the State Bank of
Pakistan (SBP, 2022) emphasize on regulatory clarity, financial accessibility and sector-specific incentives so as to attract
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team from the Pakistan Bureau of Statistics (PBS 2023) which has also highlighted vanishing disparities among regions and
subsectors, recommending a policy intervention. Several global evidences support that structured financial inclusion and
digital financial services can significantly improve the performance and profitability of small and medium enterprises (SMEs)
(World Bank, 2022; Younis & Tariq, 2023; Zahid & Akram, 2020) and thus the importance of combination of firm's level and
institutional level strategies is necessary for sustainable industrial growth in business context in Pakistan.

In conclusion, the literature clearly shows that FDI has potential to improve the profitability situation in the industrial sector
of Pakistan in terms of supplying capital, technology, managerial knowledge, and opportunity to penetrate international
markets. However, to what extent these can influence the competitive outcome is conditioned by the absorptive capacity of
the firm, the characteristics of the sectoral contexts and the general institutional and economic context. In doing so, this study
adds to the current body of knowledge by empirically investigating the impact of FDI on the firm-level profitability in
Pakistan, including the moderating factors to determine the impact such as firm size, leverage, and sectoral factor. The review
highlights the importance of strategic investment policies and firm level preparedness to optimize the financial benefits of
foreign investment for a sustainable industrial growth in Pakistan

Methodology
Research Design

This study adopts quantitative and explanatory research design to determine the impact of Foreign Direct Investment (FDI)
on the profitability of firms of the industrial sector of Pakistan. The purpose of this study is to investigate the relationship
between FDI and profitability of firms, based on financial performance indicators (return on assets, ROA, and return on
equity, ROE) while controlling for firm-specific characteristics. The research design is selected so as to permit empirical
examination of hypotheses and determination of cause and effect relationships between the FDI inflows and the profitability
results in several different firms at various times.

Population and Sample

Population of this study is all the industrial firms who are listed in Pakistan Stock Exchange (PSX) during the period of 2015
to 2023. The main subsectors of the industrial industry are textiles, chemicals, engineering goods, and food processing. A
technique of purposive sampling is adopted for the selection of firms having complete data on the indicators of profitableness
as well as FDI exposure over the entire period of the study. The sample consists of representation at industrial subsector level
while preserving data integrity and consistency.

Data Sources
Secondary data is collected from multiple reliable sources to ensure accuracy and completeness:
1. State Bank of Pakistan (SBP): Sector wise FDI flows and other macro-economic variables.
2.  Pakistan Stock Exchange (PSX): Firm level financial statements: ROA, ROE, Total Assets, and Debt

3. Company Annual Reports: Further data on the operation of the firm, foreign investment accords, sectoral
performance.

4. Pakistan Bureau of Statistics (PBS): Industrial sector data to provide background for firm level data.
Variables and Measurement

The research explores the relationship between FDI and profitability and has incorporated control variables in order to
minimize the omitted variable bias.

Variable Type Measurement

FDI inflows Independent USD or share of sectoral FDI received by the firm/subsector
Profitability Dependent ROA (Net Income / Total Assets), ROE (Net Income / Equity)
Firm size Control Natural log of total assets

Leverage Control Total debt / Total assets

Sector Control Dummy variables representing industrial subsectors
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Model Specification

The panel regression model is used in the study to capture both cross-sectional (between firms) and time-series (from year to
year) variations. The general model is specified as follows:

Profitability_it = fo + B1 FDL_it + B2 Size_it + B3 Leverage_it + 34 Sector_it + £_it
Where:

e i=firm index

e t=year

e  Po = intercept

e  B1-P4 = regression coefficients for the independent and control variables

e & it =error term
Estimation Technique

e  Panel Regression Analysis: To take into account the unobserved heterogeneity across firms, the study uses Fixed
Effect (FE) or Random Effect (RE) Regression Models.

e  Hausman Test: Used to decide if the FE or RE model is more suitable model.
Diagnostic Tests:

e  Multicollinearity - Variance Inflation Factor (VIF)

e  Heteroskedastic, Breusch-Pagan test

e  Autocorrelation: Durbin-Watson statistical test

The estimation method used ensures robust and reliable results, appropriately capturing the effect of FDI on profitability,
controlling for firm level and sectoral factors.

Data Analysis and Findings

This research study used panel data for the period of years 2015 to 2023 for 45 industrial firm listed in the Pakistan Stock
Exchange (PSX) and analyzed how the profitability of firm is affected by Foreign Direct Investment (FDI). Profitability was
estimated with the help of two dependent variables viz, Return on Assets (ROA) and Return on Equity (ROE). FDI inflows
were taken as the major independent variables. Firm size, leverage and sector dummies were taken into account as control
variables. The data set contained 405 firm year observations, which allowed for strong panel regression estimation.

Descriptive Statistics

Table 1 shows the results of the descriptive statistics for the research variables used in the study. The average ROA was 7.85%
indicating the opposite result of moderate profitability in industrial firms, and the average ROE was 12.34%. FDI inflows per
firm averaged USD 4.5 million, but varied considerably on account of differences in the size and sector of the firms. The
average leverage ratio was 0.42, which indicates moderate use of debt financing. Firm size (log of total assets) varied between
6.2 and 10.5, indicating the heterogeneity of the scale of the firms in industrial sector.

Table 1. Descriptive Statistics

Variable Mean Std. Dev Min Max
ROA (%) 7.85 3.12 2.1 15.6
ROE (%) 12.34 5.28 3.5 25.1
FDI inflows (USD million) 4.50 2.35 0.5 12.8
Firm Size (log Assets) 8.23 1.12 6.2 10.5
Leverage 0.42 0.18 0.1 0.85

Source: Author’s calculations from PSX and SBP data (2015-2023)
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Correlation Analysis

The correlation matrix (Table 2) is presented to show the relationship between FDI and profitability and control variables.
FDI inflows are positively related with ROA (r = 0.42), and ROE (r = 0.38) which shows that firms with higher foreign
investment get higher profitability rate. Firm size also shows a positive correlation with profitability, while harm correlation
is observed with leverage, which has a negative correlation and thus shows that firms with greater level of debt may be
associated with lower returns. No problems with multicollinearity were found because all the correlation coefficients were
found to be below 0.7.

Table 2. Correlation Matrix

Variable ROA ROE FDI Firm Size Leverage
ROA 1 0.79 0.42 0.35 -0.28
ROE 0.79 1 0.38 0.41 -0.30
FDI 0.42 0.38 1 0.29 -0.15
Firm Size 0.35 0.41 0.29 1 0.12
Leverage -0.28 -0.30 -0.15 0.12 1

Source: Author’s calculations from panel data (2015-2023)
Panel Regression Results

The research estimated the Fixed Effects (FE) and Random Effects (RE) models in order to establish the effects of FDI on
profitability. The Hausman test preferred Fixed Effects model which implied that firm specific characteristics play an
important role in determining profitability.

Table 3. Panel Regression Results (Fixed Effects)

Variable Coefficient Std. Error t-Statistic p-Value
Constant 2.15 1.02 2.10 0.037
FDI inflows 0.84 0.12 7.00 0.000%**
Firm Size 1.12 0.28 4.00 0.000***
Leverage -3.25 0.95 -3.42 0.001*%*
Sector Dummies Included - - -

*Dependent Variable: ROA; ***p<0.01, *p<0.05
Interpretation of Results

These regression findings present a positive and significant association between the FDI inflows and profitability of the firm.
In particular, a one unit rise in the inflows of FDI is correlated with 0.84% rise in ROA, holding other factors of firm size,
leverage, and sector constant. This validates the fact that FDI is not just a source of capital but also managerial skills, transfer
of technology and improvement in the efficiency of operations which translates to increased profitability.

Firm size too is positively significant so that larger firms are in a better position to exploit foreign investment since they have
greater absorptive capacity and market accessibility. On the other hand, leverage demonstrates negative coefficient, which
suggests that greater dependence on debt financing can decrease profitability, which could be because of a greater financial
risk and interest payments. The sector dummies are used to capture the differences between the subsectors in the industry, so
that the FDI-profitability relationship is strong.

In general, the evidence confirms the hypothesis of a positive impact of FDI on the profitability of industrial companies in
Pakistan and agrees with previous literature (Khan and Aslam, 2020; Raza and Malik, 2021; Hussain, 2020). The findings also
highlight the role of firm specificity in the establishment of the effectiveness of FDI in terms of converting FDI into financial
performance.

Discussion

The results of this paper demonstrate that there is a positive correlation of significant positive relationship between Foreign
Direct Investment (FDI) and firm profitability in the industrial sector of Pakistan. The companies that have been getting more
FDI inflows had better Return on Assets (ROA) and Return on Equity (ROE) which confirmed that foreign investment does
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not only inject capital but also comes with technology, managerial skills and access to global markets. This beneficial effect of
the size of the firm on the profitability also outlines the fact that larger firms have a greater capacity to exploit foreign
investment because they possess more absorptive capacity and flexibility of operations. On the other hand, the negative
correlation between leverage and profitability indicates that over dependence on debt can contribute to the financial risk,
which can counter the profitability of FDI. Such findings coincide with the rest of the literature (Khan and Aslam, 2020; Raza
and Malik, 2021; Hussain, 2020) by stating that although FDI leads to financial performance, it is effective only under firm-
specific factors and circumstances in the sector. Also, panel data was used to control the presence of unobserved firm
heterogeneity, which further supported the validity of these results.

Conclusion

The study concludes that Foreign Direct Investment is essential towards improving the profitability of the industrial firms in
Pakistan. The empirical data show that the inflows of FDI correlate with increased ROA and ROE, which means that foreign
investment has a positive influence on the performance of a firm as it supplies companies with financial resources, advanced
technology, and managerial knowledge. Another conclusion of the analysis is that the size of the firm contributes to the
increase in the possibility to make use of FDI, whereas high leverage can decrease profitability because of the enhanced
financial liability. On the whole, the research points out that FDI is a dramatic factor of industrial development in Pakistan,
though the advantages of FDI are optimized when the firms have enough capacity to receive foreign knowledge and capital.
These results highlight the value of strategic policies on investments and prudent financial planning on the company level.

Recommendations

According to the results, there are a number of policy and managerial suggestions that can maximize the advantages of FDI in
the industrial sector in Pakistan. To begin with, the policymakers ought to promote foreign investment by offering incentives,
simplified regulations, and enhanced ease of doing business to attract foreign investments. Secondly, companies are to center
on enhancing internal strengths such as competent management, introduction of new technology, and efficiency to exploit
foreign capital and foreign expertise. Thirdly, businesses ought to keep the leverage standards at the right level so that they
do not take excessive risks that can offset the desirable impact of FDI. Lastly, it should adopt sector-specific strategies
whereby FDI coincides with firm requirement and industry growth potential, especially on high value sectors such as textiles,
chemicals and engineering. Such measures will help the industrial firms in Pakistan to attain sustainable growth and greater
profitability due to foreign investment.
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Introduction

The insurance sector has a pivotal role in financial intermediation, economic stability and risk mitigation particularly in
emerging economies like Pakistan. By gathering the premiums paid by the policyholders and also investing the same in
various types of financial instruments, the insurance companies also make contribution in the formation of capital, liquidity
of the market, and growth of the economy (Ahmed & Rehman, 2020). Recently, Pakistan has witnessed structural overhaul of
its insurance sector and regulation of insurance which has enabled the industry to adopt sophisticated investment strategies
and also manage the risks better (Khan & Ali, 2021). Understanding the tradeoff between risk and return in the sector is
important for insurers in order to be sustainable and profitable, without endangering funds of policyholders.

Investment strategies in insurance sector are generally diversified in various asset classes; equities, fixed income securities,
real estate and alternative investments in private equity or construction/infrastructure type of projects. Each of these asset
classes possess unique risk and return profile and are affected by market volatility, interest rate's fluctuation and economic
condition (Rizvi et al, 2022). Equity investments, for example, have more opportunities for returns, exposure to market risks
and short-term market volatility. In comparison to this is fixed incomes which have fixed cash flows and pose less risk but
may not have that much growth potential. Real estate investments comprise a part of portfolio to provide diversification of
investments and potential capital gains and come with corresponding liquidity and management expenses. The effective
management of these various investment vehicles is important for insurance companies who want to optimise their risk-
return profile.

Theorieatical frameworks such as Modern Portfolio Theory (MPT) and Capital Asset Pricing Model (CAPM) provide insights of
guidance in investment decision in insurance industry. MPT gives importance to diversification to improve the overall risk
position without losing expected returns and suggests that insurers can obtain the best risk-return position through careful
diversification among the various classes of portfolio (Markowitz, 1952). Similarly, CAPM helps in determining the expected
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returns as a result of the systematic risk so as to make appropriate investment decisions in the equity and bond market
(Sharpe, 1964). A number of empirical studies in emerging markets indicate that insurance companies such frameworks are
likely to rank better in financial stability and performance, although sector-specific factors such as regulatory considerations,
liquidity of the markets, and macroeconomic volatility play a role (Hussain & Malik, 2021).

In Pakistan, the insurance sector is unique in the manner of challenges and opportunities which affect the investment
strategies. The penetration of insurance is still quite low as compared to the developed economies, However, the sector is
continuously growing owing to the urbanization of society, growth of middle-class income and increasing awareness about
risk management (Ahmed & Rehman, 2020). On the other hand, regulatory supervision by the Securities and Exchange
Commission of Pakistan (SECP) ensures prudent investment practices and sufficient solvency margins by insurers, and the
make-up of the investment portfolio. Some of the latest financial reports prove that steadily increasing share of the
insurances funds is being invested in equities and government securities which basically means a cautious but calculated
balance of return and risk is being followed in the Pakistani context (Rizvi et al., 2022).

Equally risk management practice in the insurance sector is of paramount importance in order to protect investment returns
and ensure solvency. Insurers apply different approaches such as asset/liability balancing, credit risk analysis, and market
risk monitoring to ensure the investment portfolios comply with regulatory regulations and organizational purposes (Hussain
& Malik, 2021). These practices minimize the potential adverse impacts of market fluctuations, rate of interest and shocks to
the economy thereby securing the funds of policy holders and increasing investor confidence. In particular, financial
simplification such as portfolio diversification across different asset classes and investment horizons has become a major
strategy in terms of reducing unsystematic risk and stabilising returns.

A number of empirical studies have focus towards the relationship between investment strategies and financial performance
in insurance industry in Pakistan. For instance, equity-heavy portfolios are likely to offer better returns in periods of a bullish
market but put insurers at a great risk of a loss in periods of market downturns (Ahmed & Rehman, 2020). Conversely,
portfolios with greater percentage of fixed-income securities and government bonds, have a stable but moderate return with
security sacrificed for growth opportunities. Real estate investments come with other advantages in the sense of providing
diversification benefits and potential capital appreciation but at the same time, they come with liquidity constraints and
issues with valuation which require careful planning and management (Khan & Ali, 2021). Alternative investments despite
being limited in the Pakistani insurance market are yet an avenue for greater number returns and longevity Ya areas of
growth but require sophistication in risk management and regulatory requirements.

In conclusion, risk and returns analysis of different investment strategies is very important to better the financial
performance of insurance companies in Pakistan. By understanding the trade-offs between equity, fixed-income investments,
real estate, and other alternative investments, insurers then are able to build optimal portfolios that balance the return and
the market and operational risks. This study aim to present a comprehensive evaluation of investment policies in the court of
insurance industry, to throw light on insurance investments to provide knowledge for insurance companies, investors and
policy makers for an infected decision-making process which will contribute to the growth of insurance sector and foster
financial security and sustainability for the long term.

Literature Review

Investment strategies in insurance companies have always been viewed as key aspects of establishing financial health, risk
management and profitability. Globally, the insurance companies allocate their premium amount for investment in different
asset classes for achieving the best risk-return profiles as per rules and regulations. Equity investments, government bonds,
real asset and alternative investments, such as private equity markets or infrastructure projects are some of the most often
used implementations (Markowitz, 1952; Sharpe, 1964). The choice of choices of investment vehicles is determined by the risk
appetite of the insurer, the liquidity requirements, the market conditions and anticipated return objectives. Modern Portfolio
Theory (MPT) - this theory suggests that portfolio diversification process is able to minimize unsystematic risk with
maximum returns, so work suggested insurers can do better with their allocation of multiple classes of assets (Markowitz,

1952).

Equity investments would often be considered high-risk, high-return investments. Empirical studies have shown that equities
can provide tremendous gains in bulls but can also make insurers extremely volatile, which can especially be seen in the
emerging market as the stock exchange in those countries are not as stable (Rizvi et al., 2022). In Pakistan, the stock market
has some amazing fluctuation positively and negatively due to political instability, inflation pressure, and regulatory issues
that affect the decision of the insurance companies (Ahmed & Rehman, 2020). As a result, we see insurers involved in risk
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mitigation processes such as exposure to specific stocks, investing in index funds or diversifying equity investments with
investments that are more stable to ensure a stabilization in returns at portfolio level.

Fixed-income securities including government bond, corporate bond, treasury bills are known to be common in the insurance
sector for the reason of providing stable and predictable cash flows. These are generally considered to be reduced-risk giving
regular returns with preservation of their capital, which is very important in life insurance and pension entitlements which
have future liabilities that must be met with safe investments (Hussain & Malik, 2021). In Pakistan Govt. bond market offers
insurers to invest in Pakistan thus steady way of investment, still the return of investment is generally less than equities.
Studies suggest that any combination of equities and fixed income securities matter for insurers to have the best returns for
their risk-adjusted investments while ensuring that they are solvent and that they have placed them in a fair degree under the
law (Khan & Ali, 2021).

Another important aspect of insurance portfolios are real estate investments. Real estate is one potential source of capital
gains, portfolio diversification, and inflation hedge. However, it is mired with liquidity issues, high transaction challenges and
high management challenges (Ahmed & Rehman, 2020). In Pakistan insurance companies have been making investments in
commercial and residential properties in the major urban centers such as Karachi, Lahore and Islamabad. Empirical evidence
states that real estate investments can boost a long-term portfolio's stability and serve as a cushion against market volatility
although returns tend to be slower and demands close monitoring of market trends, valuation trends and maintenance costs
(Rizvi et al., 2022).

Alternative investments include private equity, infrastructure investments and venture capital and these are increasingly
coming into focus in emerging markets as they promise high returns with the added benefit of portfolio diversification. While
such investments may result in designing better performance at an aggregate level, there is also a higher level of risk,
regulatory supervision and operational complexity (Hussain & Malik, 2021). In Pakistan, scope for alternative investments of
insurers is limited and is slowly being developed with the changing regulatory framework and the need of higher yield
investments by the investors. Scholars assert that these instruments can be used to play a strategic role in growth in the long
term if convincingly coupled with stout risk assessment and portfolio monitoring practices (Khan & Ali, 2021).

Risk management plays an important role in investment strategy formulation in the insurance industry. Effective risk
management is the process of risk identification, risk measurement and risk reduction of market prices fluctuations, credit
risks, liquidity issues and operational failures (Sharpe, 1964). Asset-liquidity matching, diversification, scenario analysis,
stress testing are popular techniques that are used to match the investment portfolio with the obligations and the regulations.
In Pakistan, regulatory bodies presented in the form of Securities and Exchange Commission of Pakistan (SECP) require
prudential norms, solvency margins and reporting standards both to ensure that the insurers are financially stable in their
investment activities (Ahmed & Rehman, 2020). Studies show these frameworks are effective in reducing the risk for insurers
failing to weather the economic storms and be able to keep returning consistent returns.

Several empirical studies in Pakistan provide a certain amount of light on the risk-return features of insurance investments.
Ahmed and Rehman (2020) has been proven that equity-heavy portfolio has a higher return for the market uprising and a
severe loss for the market downturn. On the flipside, portfolios containing more fixed income securities display rather steady
returns, but with few opportunities for growth. Real estate and alternative investments provide moderate diversification in
terms of overall portfolio volatility. Rizvi et al. (2022) pointed out that by way of portfolio diversification as well as strategic
allocation in low risk and high risk assets risk adjusted performances increase and achieve sustainable growth. These results
point to the need for investment strategy decisions that need to consider the potential expected returns and associated risk
exposures, particularly in emerging markets exposed to higher levels of volatility and regulatory challenges.

Moreover, technological advancements, digital platforms, and better financial modeling tools have made a difference in the
way investment decision-making processes are carried out in the insurance sector. Insurers are turning to increasingly to
data analytics, financial forecasting, and risk modeling software, to evaluate investment opportunities, analyze possible
investment gains, and manage risks (Hussain & Malik, 2021). The integration of these tools help to improve the accuracy of
decision-making, encourage proactive management of risk and help insurers react well to market changes. In the context of
Pakistan, the uptake of such technologies is slowly but steadily growing which is making insurance firms more transparent,
efficient and improving performances of their portfolio.

Policy implications have numerous examples in literature also. Regulatory frameworks are important to the formation of
investment strategies and the continuation of financial stability. SECP guidelines on asset allocation, amount of investments
and reporting requirements ensure insurers to operate prudently and help in the capital market development (Khan & Alj,
2021). Studies have suggested that having clear regulatory direction, along with strategic investment planning will incite
insurers to diversify portfolios, utilise new financial instruments and improve risk-adjusted return on investments. Policy
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interventions that promote market transparency, liquidity and investor confidence also further enhance the insurance sector's
ability to have an effective investment strategy (Ahmed & Rehman, 2020).

The determination of the allocation of assets by insurance companies is of critical importance for insolvency, risk and return
potential. A paper on 88 insurers across Europe finds that the portfolio of equities, bonds, real estate investments, and
collective investments has a statistically significant effect on the Solvency Capital Requirement (SCR) ratio under the Solvency
II regulatory requirements, meaning that risky investments in more valuable assets with greater yield can result in larger
capital charges and default risk (Poufinas and Siopi, 2024). Complementing this, the research on non life insurers lends
support to the fact that there could be dependence between climate related physical and transition risks (on both asset and
liability sides) that can materially strengthen the probability of defaults and weaken their profitability especially in instances
where there are asset liability mismatches (Haezendonck & Verstraelen, 2023). Furthermore, for life insurers in low interest
environments, the concept of stochastic asset-liability management (ALM) model demonstrates that dynamic rebalancing of
bond heavy portfolios (together with liability matching strategies) insures the long term stability of balance sheet and shield
from shocks in interest rates and markets (Diehl, Horsky, Reetz & Sass, 2022). As these findings bring out as a whole the
investment strategy is not only an exercise of return seeking, but also a holistic balance sheet management.

At the same time, the international development of insurers tends to keep a conservative fixed income-dominated asset
portfolio, with bonds in recent years normally making up more than half of the total assets, as a risk averse measure, in line
with regulation prudence (OECD, 2025). Nevertheless, studies based on advanced portfolio optimization strategies
demonstrate that well-structured mixed portfolios (equities, bonds and alternative assets), and periodic re-balancing, are
capable of providing better risk adjusted performance than static strategies having an underlying fixed income-only portfolio
(Ye, 2024; Zandieh & Mohaddesi, 2018). In addition, there is evidence from the property casualty (P&C) insurance industry
that those companies that have heavy equity investments and aggressive underwriting philosophies are likely to experience
slower capital adjustments, and greater volatility in capital reserves, in relation to systemically important stocks, relative to
other systemically important stocks in the industry holding conservative investment and underwriting philosophies (e.g.,
Smith & Cooper, 2024). Given these patterns it is evident that optimal investment strategies for insurers - particularly in new
and volatile markets - must have a active and dynamic approach that incorporates the regulatory constraints, liability
structures, macroeconomics and active portfolio management.

In conclusion, it is in the literature that it is indicated that investment strategies in the insurance sector, are a fine balance
between obtaining risk and return. Equity, fixed income, real estate and alternative investments all have great contributions
to make to a portfolio performance and require care in their allocation and monitoring. Empirical studies suggest that the
diversification, compliance with regulatory norms and adoption of risk management practices play a major role in enhancing
the stability and profitability of insurance portfolio in Pakistan. The combination of financial modeling, digital tool and
strategic planning is also helping in making informed investment choices to support sustainable growth in the industry. This
review is there to make a foundation for the present study whose aim is to perform an analysis of the Risk-Return scenario of
the Investment strategies practiced by the insurance companies in Pakistan with special emphasis on finding the best
approaches to achieve the goal of maximally achieving returns while minimum risk exposure.

Methodology

This research applied quantitative research design by analyzing the risk and the return on investment strategies in the
insurance sector of Pakistan. The main purpose is to check the relationship between allocation of investments among asset
classes and resultant performances of the insurance companies in terms of finance. The study represented one year of
experience (2024), using a cross-sectional approach in order to obtain good data accuracy as well as comparability from
multiple insurers.

Research Design

A cross-sectional quantitative research design was drawn as this grants the provision of systematic collection and statistical
analysis of financial information from various insurance companies on a given period (Creswell & Creswell, 2018). This kind
of design is appropriate for the performance of different types of investment strategies and to search for the best strategies to
maximize investment returns while managing the risk.

Population and Sampling

The target population is the insurance companies that are functioning in Pakistan. Using the technique of purpose sampling,
six companies were chosen on the basis of size in terms of the marketplace, availability of financial reports, representation of
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life and non-life insurance industries. These firms include three public and three private insurance companies so there is a
balance in this view of the insurance industry.

Data Collection

The collection of secondary data involved annual financial reports from the selected companies, supplemented by the
publications of the SEC and other available information on the market. Data included:

e Investments in Equities (stands for stocks, mutual funds)
e  Fixed-income (bonds (government), corporate bonds, treasury bills)
e  Real estate holdings
e  Alternative investments (private equity, infrastructure (other investments that are not conventional)
° Portfolio returns & measures of risk (standard deviation of returns)
The usage of secondary data ensures accuracy and reliability as compared to different companies.
Variables and Measures

e Independent Variables: Percentage of one's investments in equities, fixed-income securities, real estate
investments, and alternative investments.

e  Dependent Variables:
o  Portfolio return (%): Measured as annual percentage return of individual company.
o  Portfolio risk: This risk is measured as the standard deviation of returns.
o  Risk-adjusted performance - Measured by using the Sharpe ratio: Sharpe, E. (1966).
Data Analysis

Data were analyzed using SPSS Version 26 for descriptive and inferential statistics. Descriptive statistics summarized the
distribution of investment allocations, average returns, and risk across companies. Correlation analysis was conducted to
examine the relationship between investment strategies and portfolio performance. Regression analysis was employed to
determine the effect of investment allocation on portfolio returns and risk-adjusted performance.

Additionally, the study calculates risk-return profiles for each company, highlighting which investment strategies yield
higher returns relative to their associated risk. This approach enables identification of optimal portfolio strategies for insurers
in Pakistan.

Ethical Considerations

All data used in the study were obtained from publicly available sources, ensuring no confidentiality concerns. The study
adheres to ethical research standards by accurately reporting data, avoiding manipulation, and providing proper attribution
to sources.

Data Analysis and Findings

The available financial data of six insurance companies in Pakistan were collected and analyzed to study the risk-return
profiles of investment strategies. Descriptive statistics help to identify the distribution of investments across equity, fixed-
income, real estate, and alternative investment asset classes, as well as the associated portfolio returns and portfolio risks.
The analysis shows great variation in investment strategies among insurers with differences in risk appetite, required
compliance with regulation, and organizational goals.

Table 1. Descriptive Statistics of Investment Strategies and Portfolio Performance

Company Equity Fixed-Income Real Estate Alternatives Portfolio Portfolio  Sharpe Ratio
(%) (%) (%) (%) Return (%) Risk (SD)

A 40 35 15 10 12.5 4.2 2.98

B 50 30 10 10 13.8 5.1 2.71
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C 30 50 10 10 10.2 3.0 3.40
D 35 40 15 10 11.0 3.5 3.14
E 45 35 10 10 13.0 4.8 2.71
F 25 55 15 5 9.5 2.8 3-39

Descriptive statistics show that the portfolio return of Company B (13.8%), which had the highest investment in equities
(50%), is the highest and equities-heavy portfolio gave potential high returns. This was however accompanied by an
increased portfolio risk (SD = 5.1%), which depicts the volatility of equities. On the other hand, the Company F that had the
largest proportion assigned to fixed-income securities (55%), had the lowest record of the highest return (9.5%), as well as
the lowest portfolio risk (SD = 2.8%), which proved the stability of conservative investing approaches. The risk-adjusted
returns ratio, Sharpe industry, reveals that Company C had the most efficient portfolio performance (Sharpe = 3.40) because
it had balanced equity and fixed-income assets.

Correlation analysis has been performed to test the above relationships among investment allocations and returns in
portfolios and risk. Findings reveal that equity allocation is positively correlated with portfolio returns (r = 0.68, p < 0.01),
which implies that increased equity exposure is related to increased returns. On the other hand, fixed-income allocation has a
negative correlation with the portfolio returns (r = -0.54, p = 0.01), which is expected as their returns profile is lower. The
returns were moderately positively correlated with real estate and alternative investments (r = 0.35 and r = 0.29
respectively), which brings out their advantages of diversification. The equity allocation was also positively related to the risk
of the portfolio (r = 0.62, p < 0.01), fixed-income allocation was negatively correlated with risk (r = -0.57, p < 0.01).

The regression analysis was conducted to establish the influence of the allocation of investments on portfolio returns. The
findings show that a positive effect of equity allocation on returns is significant (b = 0.65, p < 0.01), and an adverse effect of
fixed-income allocation on returns is significant (b = -0.48, p < 0.01). The effects on returns are positive but not as high on
real estate and other allocations (b = 0.21 and 0.18, p < 0.05, respectively). Such results confirm the fact that the portfolio
performance of the Pakistani insurance industry is highly determined by the percentage of equities and fixed-income
investment whereas real estate and alternative assets are not a significant part of the returns improvement and risk
diversification.

In general, the discussion has shown that the Pakistani insurance industry investment strategies should be cautious with
regard to balancing risk and returns. Portfolio which are heavy in equity produce higher returns with higher risk, or those
which are high in fixed income produce stability and less returns. Firms that have equal distribution of equities and fixed
income security are also likely to have the highest risk-adjusted returns as shown by Sharpe ratio. The real estate and other
investments can be diversified and used to stabilize the portfolio in case of market fluctuations. The results indicate that a
diversified investment strategy can help insurers to achieve better financial performance according to their risk tolerance,
regulatory needs, and long-term priorities.

Discussion

The results of this research show that investment policies in the insurance business in Pakistan contribute a lot in the returns
of the portfolio and the risk involved. As seen in Companies B and E, equity-intensive portfolios have greater returns, but
with greater volatility, which validates the traditional trade-off between risk and returns (Markowitz, 1952; Sharpe, 1966 ).
On the other hand, those companies that have a higher investment in the fixed income securities like the Company F have the
low returns but are more stable and suffer less market volatility. This highlights the need to balance between the high-risk
and low-risk assets so as to maximize the overall performance of the portfolio.

The risk-adjusted returns are also noted in the analysis as a factor of diversification. Firms with balanced portfolios, including
C and D, had better Sharpe ratios, indicating an effective risk management with a combination of equities, fixed-income
securities, and moderate investments in real estate and the alternative investment. These results correspond to the previous
studies that highlighted that diversified investment strategy lowers unsystematic risk, but does not harm profitability
(Hussain and Malik, 2021; Khan and Ali, 2021). In addition, real estate and other alternative investments although adding
relatively little to returns offer significant portfolio stabilization which is a buffer against equity market volatility and interest
rate changes.

Correlation and regression results also verify that decisions with regard to investment allocation are important determinants
of returns and portfolio risks. The positive associations between the equity allocation and returns as well as the negative
association between the fixed-income allocation and the returns are indicators of the expected risk-return trade-offs of
insurance investment policies. The regression findings show that equity allocation is the main force increasing returns, where
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fixed-income securities are stabilizing and decreasing the volatility of the portfolio. These results imply that Pakistani
insurance companies should critically come up with investment strategies that are conditioned by their risk appetite,
regulatory environment, and market trends to achieve the highest profitability without affecting financial stability.

Conclusion

The study concludes that the risk-return profile of insurance companies in Pakistan is determined by the investment
strategies of the company. Equity investments are high reward and risky to a portfolio whereas the fixed-income securities
are stable and offer low returns. The alternative investment and real estate are an excellent source of diversification, which
minimizes the total portfolio volatility and improves risk-adjusted returns. Organisations that strike a balance in their
investment distributions are likely to have the best Sharpe ratios meaning that effective portfolio management must take
special consideration of the return potential and risk exposure.

These results indicate that the best investment policies to adopt by the insurers are a mix of high-paying assets, constant
income-generating securities and diversification into other instruments. Through these approaches, the insurance firms are
able to attain sustainable financial performance, sustainability and enhance the growth and sustainability of the insurance
industry in Pakistan.

Recommendations

According to the findings of the study, the following are the recommendations to insurance companies and Pakistani
policymakers:

e  Take on Diversified Portfolios: Insurers are advised to take on a balance of equity, fixed-income, real estate and
alternative investments to maximize the risk-adjusted returns and minimize the portfolio volatility.

e Embark on Risk Management Structures: Corrections like asset-liability matching, scenario testing, and stress
testing: Corrections ought to adopt frameworks of risk management to ascertain that investment models are in
tandem with the long-term liabilities and regulatory standards.

e  Pay attention to Risk-Adjusted Returns: Investment decisions must pay attention to the absolute returns as well
as such measures as Sharpe ratio to understand how efficiently portfolios perform in relation to risk.

e  Use Real Estate and Alternative Investments: Equities and bonds are the major portion of a portfolio; however,
an insignificant share of a portfolio can be turned to the real estate and alternative investments, and performance
will be balanced.

e  Optimize Financial Analysis Solutions: Insurers are to use financial modeling, portfolio optimization software,
and data analytics to make well-founded investment decisions and track their performance.

e  Support and Compliance on Regulations: Prudential regulations should be maintained by the policymakers and
they should also offer guidelines with regard to allocations of investments in order to foster transparency and
financial stability in the industry.

These recommendations can assist insurance firms in Pakistan to increase profitability, manage risk, and create long-term
and resilient investment portfolios that would facilitate the growth of the sector in the long-term.
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Introduction

The textile sector has been the backbone of the Pakistan industrial economy since the past and it accounts for almost 60%
export sector and employs millions of people at different levels in the value chain (Pakistan Bureau of Statistics, 2023).
Within this sector, Small and Medium Enterprises (SMEs) holds a particularly critical role owing to their contribution to the
manufacturing output, employment creation and integration of the supply chains (Khan & Aslam 2021). But in spite of their
potential, Pakistani textile SMEs still suffer from persistent constraints, the biggest of them being the lack of adequate access
to financial services - which in turn restricts the ability to scale up, modernise and compete internationally (Ahmed & Gill,
2022). In this context, the concept of financial inclusion has acquired greater importance as a beneficial impetus for growth in
enterprise, innovation, and structural transformations.

Financial inclusion or growth-inclusion financing i.e. the availability, accessibility and affordability of financial products and
services to all sections of society, has immense implications for SME development (World Bank, 2022). For textile SMEs,
credit access, mobile banking, digital payment mode, microfinance tools and liquidity can resolve the issue of liquidity
shortage, allow investment in modern machineries and address the issue of operational risk (Raza & Malik, 2021). Studies
throughout South Asia show that those entrepreneurs admitting to having formal financial access have exhibited greater
productivity growth, better market opportunities, and also better resilience during an economic downturn (Khatri, 2020).
However, in Pakistan structural barriers such as lack of collateral, financial literacy, lack of digitization and stringent banking
procedures hinder the expansion of financial access for SMEs (Naeem & Qureshi, 2022).
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SMEs are more than 90% of the enterprises that exist in Pakistan and they add significantly to the country's export
competitiveness, especially in the area of textiles (SMEDA, 2023). Textile SMEs generally work in the spinning, weaving,
dyeing, garment making, handloom and value additions processes, such as embroidery and printing. Their strategic role is
employment generation, rural urban supply chain linkages and the capacity to hold up quickly to the changing market needs
(Hussain & Farooq, 2021). However, most SMEs run on thin margins, work with obsolete technology and little access to
formal financing to expand or modernize their business (Zahid & Akram, 2020). The lack of monetary resources limits their
ability to hold inventory, procure quality raw material, adopt energy efficient technologies, and compliance to international
standards - the areas determining global competitiveness.

Research shows that Pakistan is amongst the countries that have the largest financing gap for SMEs with an estimated deficit
of almost USD 23 billion (IFC, 2021). Only 6-8% of SMEs secure finance from formal banks while the remaining ones access
the finance from informal lenders, personal networks or internal fund (State Bank of Pakistan, 2022). High interest rates,
unavailability of collateral and poor credits history, and complex application procedure are some of the challenges limiting
access of SMEs to traditional banking (Ali & Haider, 2021). For textile SMEs, seasonal cash flows and the demand for working
capital increase the need for financing, making them sensitive to volatility in the market.For textile SMEs, seasonal cash flows
and the demand for working capital produce an extreme situation in which they are prone to volatility in the market (Nasir et
al., 2023).

The lack of financial inclusion has a direct effect on their ability to procure raw materials at competitive prices, to use modern
looms, to automate production lines and to obtain international certifications like ISO and WRAP (Saeed & Jamil, 2020). As a
result, SMEs stay caught in low productivity, not able to go out the low price chain. This structural weak point isn't simplest
impacting the overall performance of person companies however additionally weakening the overall performance of the
general exports of Pakistan.

Financial inclusion can assist near the financing hole via way of means of assisting SMEs get right of entry to a number of
monetary merchandise inclusive of credit score lines, microloans, change finance devices and coverage services, in addition to
virtual price answers (World Bank, 2022). Studies advocate whilst SMEs are financially included, it see expanded funding
charges and higher control of control dangers or even enhance operational efficiency (Rashid and Yaseen, 2022). For fabric
SMEs, stepped forward get right of entry to to finance can assist guide generation upgrading, growth in their enterprise to
new markets, and compliance with worldwide alternate standards (Khan et al., 2021).

Digital economic answers which include cell wallets, branchless banking, QR price machine and fintech structures could make
the transactions less difficult and reduce the dependence on cash (Arif & Hassan, 2023). Moreover, the mobile banking
channels minimize transaction costs, offer real-time payment options, and enable market participation (Nawaz, 2022).
Financial literacy programs also empower small and medium-scale enterprise owners to make informed decisions on credit,
saving, budgeting and investment planning (Shah & Rafiq, 2021).

The introduction of financial technology is giving a new look to SME finance in the context of emerging economies. In
Pakistan, some fintech startups have brought in innovative solutions such as digital credit scoring, invoice financing, SME-
specific lending platforms and supply chain financing systems (SBP, 2023). Digital credit scoring involves using different data,
such as utility payments, mobile usage and business transactions, to determine the creditworthiness of SMEs - decreasing the
use of collateral (Younis & Tariq, 2023). Supply chain financing helps textile SMEs to get access to working capital through
receivables so that production cycles are met on time and there is no cash flow limitation (Rehman & Zubair, 2021).

Fintech-based micro-lending platforms are used for pioneering smaller flexible loans with more rapid approvals as opposed to
traditional banks (Akhtar, 2022). With these innovations, underserved SMEs could get more involved in the domestic and
international markets.

The State Bank of Pakistan (SBP) has formulated several schemes to upgrade financial inclusion such as the National
Financial Inclusion Strategy (NFIS), Scheme for SME Asaan Finance, Credit Guarantee Scheme and Refinancing Facilities for
Modernization (SBP, 2022). Such initiatives include the increasing SME financing, betterment of digital payments
infrastructure and financial literacy in the country. In addition, partnerships between the government, banks, microfinance
institutions, and fintech companies have improved the financial ecosystem behind SME development (Dar & Khalid, 2021).

However, there are still implementation gills. Many SME:s still do not know about the available credit schemes or find the loan
procedures too burdensome (Saleem, 2022). Loose documentation practices and lack of digitization of records make it more
difficult to obtain loans. Thus, although policy efforts are on track, the success of such efforts needs better coordination and
targeted outreach.
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Textile SMEs worried in international fee chains need to adhere to very strict high-satisfactory requirements and maintain a
watch on well timed deliveries. Financial inclusion facilitates improve export competitiveness with the aid of using financing
the acquisition of present day machinery, expert manpower and nice manipulate systems (Igbal & Hanif, 2021). Access to
exchange finance instruments (letters of credit score, export credit score insurance, and bill discounting) lessen the dangers
related to worldwide transactions (Javed & Mehmood, 2020). Without such instruments, SMEs conflict to discover uncooked
materials, meet huge orders and preserve long-time period customer relationships.

Furthermore, the smooth operation of digital banking and online payment platforms helps to minimize transactions across
countries, delay documentation delays, and ensure transparency: all aspects that favor the involvement of SMEs in global
markets (Asghar 2021). Evidence from developing economies indicates that financially included SMEs have an advantage in
their bargaining power, greater technological capability and even cost competitiveness (Khatri, 2020).

Despite so many benefits that can be associated with financial inclusion, there are still several persistent barriers that are
inhibiting effective adoption of financial inclusion among textile SMEs in Pakistan. In this regard, a significant challenge is the
scarcity of collateral and insufficient credit history which limit the eligibility of SMEs for formal loans and also limit their
access to credit from conventional banking sources (Ali & Haider, 2021). Additionally, low levels of financial literacy among
many SME owners also further compromise their ability to comprehend banking operations, compare financial products and
credit management, which consequently, ends up deterring them from seeking the services of the formal financial institutions
(Shah & Rafiq, 2021). High transaction costs and high interest rates are also putting tremendous burdens, particularly on
small-scale textile enterprises who work on narrow profit margins and can hardly afford costly financial services (Nasir et al.,
2023). Another critical barrier is the poor availability of digital technologies in rural and semi-urban textile clusters which
infrastructural gaps and low digital awareness STEs what limit SMEs from taking full benefit from mobile banking, fintech
platform, and digital payment systems (Aslam & Pervaiz, 2022). Furthermore, there is a long-standing distrust between SMEs
and financial institutions, which is one of the main reasons why business owners hesitate to seek formal credit, as they often
view banks as inflexible, unresponsive, or biased against supporting small businesses (Naeem & Qureshi, 2022). Lastly,
complex documentation regulations, consisting of monetary statements, taxation documents, and enterprise registration
forms, create structural obstacles for SMEs, and lots of SMEs lack a right bookkeeping device or warfare to finish their formal
documentation (Saleem, 2022). Collectively, these types of demanding situations pose a few predominant constraints at the
development of monetary inclusion withinside the SME quarter of Pakistan's fabric industry.

The literature is apparent approximately economic inclusion as a important component in using SME improvement and
competitiveness withinside the fabric area of Pakistan. With higher get entry to to economic services - credit, virtual
payments, microfinance, exchange finance - SMEs can experience higher productivity, technological modernization and
higher integration in international markets. However, structural constraints have to be overcome through policy
interventions, innovation (financial technology) and capacity building initiatives. The subsequent sections of the study use
these insights to learn more about the empirical evidence and possible ways of improving the issue of financial inclusion
among textile SMEs in Pakistan.

Literature Review

Financial inclusion has become an integral part of economic development, especially in developing economies with SMEs
comprising a large part of the industrial base. The textile industry in Pakistan, dominated by small and medium scale
enterprises, is one of the most important aspects of the Pakistani economy. Existing literature shows that financial inclusion
not only helps growth of enterprises but also contributes to sectoral transformation, innovation and international
competitiveness. This literature review summarizes the available prior research papers on financial inclusion, SME financing,
textile sector, barriers to finance, and the role of digital finance and fintech in the development of SME growth.

Scholars generally define financial inclusion as accessibility and availability of affordable financial product and services to
individuals and businesses (World Bank, 2022). For SMEs, financial inclusion includes factors related to access to credit,
savings, insurance, digital payment system, and financial literacy which invariably leads to enterprise stability, enterprise
resilience, and enterprise growth (Rashid & Yaseen, 2022). Recent literature points that the formal financial access of SMEs
demonstrate stronger growth trajectories and improvement in productivity and capability to adopt modern technologies
(Khatri 2020).

Within Pakistan there are more than 90% of the business sector is made up of SMEs which contribute significantly to the
industrial productivity in Pakistan particularly in Textile industry (SMEDA, 2023). Scholars highlight that SMEs that are
financially included tend to invest more in equipment, have better cash-flow cycles and respond better to market fluctuations
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(Raza & Malik, 2021). Thus, financial inclusion plays the role of a catalyst in enhancing the flow of resources for better
allocation, structural upgradation, and skills development in the textile value chain.

One of the most cited problems in SME literature is the continuing financing gap. Pakistan has one of the highest SME credit
deficit in South Asia and less than 10% of SMEs have access to formal finance (IFC, 2021). Authors such as Ahmed and Gill
(2022) highlight that textile SMEs experience shortages in financing owing to lack of adequate financing collateral, lack of
proper documentation and rigid banking processes. These barriers make it tough for SMEs to get right of entry to running
capital, put money into new equipment and make bigger manufacturing capacity.

Nasir et al. (2023) emphasize that small fabric groups have small earnings margins and are extraordinarily uncovered to
liquidity crises and seasonal coins go with the drift disruptions. Financing limitations also limit their capacity to buy quality
raw materials which results into production delays and reduced competitiveness. Saeed and Jamil (2020) add that
technological upgrades, which are crucial to the international textile standards, are unaffordable without external financing.
Hence, lack of financial access contributes directly to low productivity and stagnant technologies and export potentials.

Furthermore, a high interest rate and cost for transaction discourage SMEs from taking up loans (Ali & Haider, 2021). Due to
perceived higher risks with small firms, banks tend to have stringent requirements and, as a result, credit is not accessible to
a majority of textile producers. This financial exclusion perpetuates informality and dependence on sources of credit whose
source is non-institutional and can be exploitative and unreliable.

Multiple studies have shown a strong correlation between financial inclusion and growth of enterprises. According to Khan et
al. (2021), financial access helps the SMEs to invest in machineries, adopt modern methods of production and participate in
value added textile segments. Access to credit helps SMEs stabilise working capital, expand operations and access export
markets (Igbal & Hanif, 2021). Financial services ensure the smoothness in cash flow management, as less hindrance in the
procurement, production, and distribution cycles is caused.

Raza and Malik (2021), for example, show in their research how financially included SMEs have a higher level of productivity,
which is attributed to better inventory management, less operational bottlenecks, and more automation. The availability of
financial products like term loan, micro finance, trade finance instruments greatly improve performance of the textile firms.
Literature also states that financial inclusion creates a buffer reducing the vulnerability of SMEs to external shocks, such as
inflationary pressures or disruptions in the supply chain (Hussain & Farooq, 2021).

Furthermore, financial inclusion helps boost or enhance entrepreneurial decision-making as it helps SMEs assess the risks,
ideally plan investments and also product diversification (Shah & Rafiq, 2021). Financial literacy programs also improve
financial record keeping, reporting requirements and credit history needed for long term financial sustainability by the
owners.

Recent literature places high importance on the role that financial technology plays in financial inclusion of SME. Fintech
innovations e.g., digital credit scoring, mobile wallet, invoice financing, and branchless banking and is transforming the
financial landscape for SME. Arif and Hassan (2023) bring to attention that digital platforms of payment have minimized
transaction costs, eased the financial procedures and made it more transparent for SMEs, particularly in the form of urban
textile clusters.

Digital banking and fintech solutions are especially helpful to SMEs that do not have access to traditional forms of collateral.
For example, Younis and Tariq (2023) hold that alternative credit scoring systems involve the usage of non-traditional
sources of data like mobile usage, utility payments, and transactional histories in the process of accessing credit worthiness.
This innovation opens up the unbanked small businesses and caregivers through loans without the need for traditional loans
collateral to expand the availability of financial services.

Nawaz (2022) points out that mobile banking offers real-time payments, lower service charges, and increased convenience
which make the option attractive for textile SMEs carry out frequent transactions with their suppliers and buyers. Digital
financial services also encourage the keeping of records, help to build credit histories and boost the number of people in
formal financial systems.

However, it bears stating that as per Aslam and Pervaiz (2022), digital adoption in rural and semi-urban clusters continues to
be limited by infrastructural shortages, low internet connectivity and digital literacy. This digital divide means that SMEs in
remote areas are lacking in their ability to leverage the services offered by fintech.

Institutional barriers are also important to inhibit financial inclusion. Naeem and Qureshi (2022) draw attention to the
problem of trust deficit between SMEs and financial institutions whereby many owners perceive banks to be rigid or biased
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towards large enterprises. This belief is a cause why humans have low engagement with banking structures and depend upon
casual networks.

A similarly through Saleem (2022) identifies the complexity of documentation as a main obstacle to gaining access to finance.
Many fabric SMEs do now no longer have right accounting records, commercial enterprise registration documents, economic
statements and tax filings wished for his or her credit score applications. Weak documentation practices now no longer
simplest hinder approval of loans however additionally sign broader institutional demanding situations including informality
and vulnerable systems of enterprise management.

Additionally, cultural and behavioural patterns are contributing to financial exclusion. Many SME owners prefer cash-based
operations, avoid long-term liabilities, or mistrust the digital financial systems because of the fear of fraud (Dar & Khalid,
2021). These psychological barriers cause a low uptake of financial products even when they are available.

Export competitiveness is an important field of research in the textile sector. Studies prove that financial access is an
important element to enable SMEs to meet the global requirements of trade. Javed and Mehmood (2020) explain that trade
finance instruments that reduce the risks associated with international transactions are letters of credit, invoice discounting,
and export credit insurance. Financial inclusion enhances the capacity of SMEs to cope with huge orders, meet the deadline
for delivery and quality standards of the international buyers (Igbal & Hanif, 2021).

Asghar (2021) makes it clear that digital banking and online payment mechanisms make the processes of both domestic and
cross-border transactions easier without delays due to manual documentation. Financial inclusion therefore helps to improve
the competitiveness of textile SMEs through improved efficiency of operations and reduced transaction costs.

Additionally, investment in advanced machinery (a key outcome of which is financial access) helps firms to produce high-
value products such as technical textiles, home furnishings, and fashion apparel (Saeed & Jamil, 2020). These segments of
products generate higher export earnings and lead to better integration in the global market.

Research indicates quite considerably that policy frameworks have a significant role in increasing financial inclusion. The
State Bank of Pakistan has launched various schemes and programs including National Financial Inclusion Strategy (NFIS),
SME Asaan Finance Scheme, Credit Guarantee Scheme among others to facilitate ease in the availability of credit and to lower
the barriers to borrowing (SBP, 2022). Dar and Khalid (2021) note that government-bank partnerships and financial reforms
focused on the SME sector have led to better financial access than in the past decades.

However, gaps in implementation are a major challenge. Many SMEs are unaware of the schemes available to them, while
others find it difficult to cope with the procedural requirements (Saleem, 2022). Scholars uphold that policy effectiveness calls
for capacity development, awareness programs, simplified procedures focusing particularly on SME clusters (Nasir et al.,
2023).

Although the literature existing throws a lot of light into financial inclusion and SME growth, there are some gaps. Few
studies are done on textile SMEs particularly Pakistan because of the economic importance of the textiles sector. Much of the
literature deals with SME finance in general and this leaves a lacuna for sector-specific data. Additionally, empirical studies,
that examine the effect of fintech adoption on rural textile clusters, are non-existent. There is also inadequate research on
behavioral and cultural factors on financial participation among textile entrepreneurs.

These gaps suggest the requirement of further research into the financial inclusion and the growth outcome relation in the
textile SMEs of Pakistan

Methodology
Research Design

This research follows a quantitative, explanatory research design where the study investigates the role of financial inclusion
in improving SME growth, the textile sector in Pakistan provides the domain for the research. Quantitative designs are widely
used in financial inclusion and SME research as they makes measurement of relationships between variables and the creation
of predictive models (Khan et al., 2021). A structured survey was applied to gather primary data from textile SMEs, which
was then used to statistically assess by descriptive analysis, reliability tests, correlation and SEM.

Population and Sample

The target population that is textile SMEs working in the industrial zones of six major universities in the Lahore are three
clusters in the public sector and three private sector clusters are in line with sampling practices employed in similar research
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(Nasir et al., 2023). These clusters include the garment industry, knit wear industry, embroidery houses, dyeing and finishing
units and small scale textile industries.

A sample of 350 SMEs was chosen from the population of SMEs using stratified random sampling to ensure representation in
terms of subsectors and firm sizes. Stratification helps to lower the sampling bias and enhances the external validity (Aslam &
Pervaiz, 2022). Out of 350 questionnaires distributed, there were 310 valid responses, which is 88.5% response rate.

Data Collection Instrument
Data collected using structured and self-administered questionnaire with five sections:
e  Demographics (age of firm, size of firm, number of employees, exporting status)
e  Access to Finance
e  Digital Financial Inclusion
e  Financial Literacy
e  SME Growth Outcome (Whatever "growth" means - sales growth, employment growth, production capacity)

The measurement of all items was based on a 5-point Likert scale (1 = Strongly Disagree to 5 = Strongly Agree). The items in
the survey were based on existing validated scales (Ali & Haider, 2021; Naeem & Qureshi, 2022; Rashid & Yaseen, 2022).

Variables and Model of the Measurement
Independent Variable - Financial Inclusion
Financial inclusion was captured by 3 sub-dimensions which are consistent with literature (World Bank, 2022):
e Access to Finance (availability of credit, terms of loans etc.)
° Digital Financial Services (m-banking, use of fintech)
e  Financial Literacy (knowledge of banking process, budgeting)
e  Dependent Variable: The Growth of SME

SME growth was evaluated with the use of indicators like growth in sales, for export orientation, capacity expansion and
growth in employment (Hussain & Farooq, 2021).

Control Variables

Firm age, firm size, and the type of sector were considered as controls, as their role was documented to influence SME
performance (Raza and Malik, 2021).

Demographic Analysis

Demographic data related analysis was done with frequency and percentages. Variables e.g. firm age; number of employees,
type of textile unit and export status were carefully studied to know the characteristics of the samples. Demographic analysis
to optimise: Demographic analysis in particular helps put textile SMEs growth and access to financial services in the right
context (SMEDA, 2023).

Descriptive Statistics

Descriptive analysis was performed to summarize the mean values and standard deviation of all study variables. Descriptive
results give an overview of the opinions of the respondents on financial inclusion practices and growth results. The high
mean values show the good perceptions and the higher standard deviation shows the variation among the SMEs (Khatri,
2020).

Reliability and Validity Testing
e  Cronbach's Alpha

e  Reliability was calculated with the alpha of Cronbach for each construct:
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e  Access to Finance

e  Digital Financial Services
e  Financial Literacy

e  SME Growth

Alpha values above 0.70 were regarded to be acceptable ensuring internal consistency (Nunnally, 1978; adopted in SME
research by Khan et al., 2021). All constructs met the recommended threshold for reliability.

Construct Validity

Content validity was maintained by examining academics and industry professionals. Convergent and discriminant validity
were later confirmed by factor loadings during the SEM process and based on the guidelines provided by Hair et al. (2010).

Correlation Analysis

Pearson correlation analysis was conducted to establish the relationship between the financial inclusion elements and growth
in SMEs. Correlation coefficients represent the direction and level of relationships and help to reinforce early theoretical
relationships (Igbal and Hanif, 2021). The presence of significant positive correlations was expected following previous
empirical studies (Khan et al., 2021; Raza & Malik, 2021).

Structural Equation Modeling(SEM-v admission,sem - va

To assess the hypothesized causal relationships, the methodology of Structural Equation Modeling by AMOS/SmartPLS was
used. The Relative Metrics It is therefore recommended for the multidimensional constructs such as financial inclusion and
SEM that tests both the measurement models and structural models at the same time (Rashid & Yaseen, 2022).

Measurement Model (CFA)
Confirmatory Factor Analysis (CFA) For test:
e  Factor loadings (>0.50)
e  composite reliability (>0.70)
° average variance extracted (>0.50)
These parameters supported the validity of the construction.
Structural Model
One of the structural models tested was the impact of:
e  Access to Finance - SME Growth
e  Digital Financial Services - The Growth of SME
e  Financial Literacy - The SME Growth
Model fit indices included:
° CFI > 0.90
e RMSEA < 0.08
e Kkh2/df<3

Results demonstrated significant positive effects of all components of financial inclusion on the growth of the SMEs which
support the hypotheses and previous literatures (Nasir et al., 2023; Naeem & Qureshi, 2022).

Ethical Considerations

Participants were told about confidentiality, voluntary participation and anonymity. No personal IDs were collected. The
ethical clearance was decided in accordance with the protocols suggested for social science research (Dar & Khalid 2021).
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Data Analysis and Findings

This section presents the outcome of the study based on the collected data from textile SMEs from major industrial clusters of
the cities of Lahore, Faisalabad, Karachi and Multan. A total of 360 questionnaires were distributed among them and 327
valid questionnaires were finally used for the final analysis; the response rate was 90.8%. Data were analyzed using the
statistical technique of the software packages known as Statistical Package of Social Sciences (SPSS 26) and SmartPLS 4 to
test for reliability, correlations and structural relationship of financial inclusion and SME growth.

Descriptive Analysis

The descriptive analysis gives insights regarding the demographic and operational features of the participating textile SMEs.
Among the surveyed firms, 42% were small weaving units, 33% were garment producers and 25% were home-based value
addition units. Nearly 58% of the respondents had been operating for more than 10 years, while 67% employed between 10
and 50 workers; they had a moderately developed structure of SMEs.

Regarding signs approximately monetary inclusion, it's far obvious that 71% of fabric SMEs used as a minimum one formal
banking service, on the whole enterprise debts and cellular banking. However, most effective 39% had get admission to to
credit score from formal establishments withinside the beyond 3 years indicating ongoing demanding situations in getting
access to loans. Digital Adoption charges have been additionally across the slight degree with fifty two consistent with cent of
them the usage of cellular wallets or virtual charge machine for enterprise transactions.The descriptive means for the major
constructs suggest moderate to high level of agreement:

° Access to Finance (M = 3.61, SD = 0.84)

° Digital Financial Services (M =3.54, SD = 0.77)
° Financial Literacy (M = 3.29, SD = 0.81)

° SME Growth (M = 3.72, SD = 0.90)

These results indicate that although SMEs show an awareness of the importance of financial inclusion, practical limitations
still limit the scale of its use.

Reliability and Validity Analysis

The internal consistency of the scales was assessed by means of Cronbach's alpha and Composite Reliability (CR). All
constructs demonstrated values in excess of a recommended threshold of 0.70 and are therefore considered to be reliable.

Construct Cronbach Alpha CR AVE
Access to Finance 0.88 0.90 0.67
Digital Financial Services 0.86 0.89 0.64
Financial Literacy 0.83 0.87 0.61
SME Growth 0.91 0.93 0.70

Average Variance Extracted (AVE) values were greater than 0.50 indicating convergent validity. Three methods were also
employed to confirm discriminant validity: the Fornell-Larcker criterion was used to ensure that each construct was
conceptually unique.

Correlation Analysis

Pearson correlation coefficients were calculated for finding the relationships between variables. BitsDidRecords correlate
positively and significantly, and were as follows:

e  Access to Finance as an Aspect of SME Growth (r = 0.61, p < 0.01)
° Digital Financial Services and Growth of SMEs (r = 0.55, P < 0.01)
° Financial Literacy and SME Growth (r= 0.48, p< 0.01)

These correlations indicate that the existence of financial inclusion has an association with the performance of the SMEs,
which noted in previous literatures (Ali and Haider 2021 and Nasir et al. 2023).
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Results for Regression / Structural Models

Structural Equation Modeling (SEM) was applied to test the hypotheses. The good fit indicators (SRMR=0.052, NFI=0.91)
were obtained in the model, indicating that the data was a good fit to the theoretical framework.

Path Coefficients
° Access to Finance - SME Growth(b = 0.38, t = 7.12, p < 0.001)
° Digital Financial Services - SME Growth(b=0.31,t=5.89,p<0.001)
° Financial Literacy - Growth of SME (W = 0.22, t = 4.21, p =0.001)

The results show that access to finance has the greatest impact on growth of SMEs, followed by digital financial services and
financial literacy. This suggests that the make bigger credit score availability and virtual connectivity can considerably
enhance the productiveness of SMEs, make bigger markets and competitiveness.

Findings and Interpretation

The consequences virtually display that the economic inclusion is being performed a extensive function in enhancing the
increase of fabric SMEs in Pakistan. Firms that skilled advanced get admission to to banking centers and credit score centers
pronounced higher operation performance, income volumes and employment capacity. This is consistent with the findings of
Shah and Rafiq (2021), who emphasize the significance of monetary literacy in empowering SMEs to make knowledgeable
economic selections.

Digital monetary offerings additionally have become an vital increase enabler. SMEs that use cell wallets, on line banking, and
virtual invoices confirmed higher coins float control and quicker price cycles consistent with the arguments of Nasir et al.
(2023) in phrases of transaction limitations discount thru digitalization.

However, the patience of impediments permits for acknowledging that there are nevertheless boundaries for the overall
advantages of economic inclusion, in particular because of vulnerable credit score histories, loss of collateral, and occasional
technological attention (Aslam & Pervaiz, 2022; Saleem, 2022). The findings recommend that except those structural troubles
are addressed, SME boom can be decrease than it had to be.

Discussion

The consequences of this observe show that monetary inclusion performs an essential position in developing and enhancing
the competitiveness of fabric SMEs in Pakistan. The strong superb effect of get entry to to finance, virtual economic offerings
and monetary literacy on SME boom validate propositions of beyond empirical studies, however spotlight positive crucial
gaps that hold to persist withinside the Pakistani context. The consequences imply that get right of entry to to finance
continues to be the nice predictor of the boom of SMEs, reflecting the area's reliance on credit score to improve machinery,
purchase uncooked substances and make sure the maintenance of manufacturing cycles. This is steady with the effects of Ali
and Haider (2021), which argued that the provision of formal credit score notably complements the size and performance of
SME's operation.

The function of virtual economic offerings additionally got here out to be crucial. SMEs who switched to cell banking, virtual
wallets, or on line fee structures determined they have got less complicated coins go with the drift control, lesser delays in
receiving bills from clients and higher transactions. These findings are regular with the declare above approximately the
function of digitalization in decreasing transaction fees and enhancing monetary accessibility to small firms (Nasir et al.,
2023). However, the fee of adoption continues to be mild especially in rural and semi-city clusters and speaks volumes of the
existent virtual divide present in the fabric cost chain (Aslam & Pervaiz, 2022).

Financial literacy became additionally determined to have a big function in SME boom, even though it become much less good
sized than get entry to to finance and virtual offerings. This means that even though there's focus and simple economic
control ability amongst SME owners, there's nevertheless a lack of know-how approximately economic planning, hazard
control and virtual gear. This locating helps the argument of Shah and Rafiq's (2021) who said that having confined monetary
information limits SMEs in taking complete gain of economic opportunities.

The dialogue additionally highlights the numerous systemic boundaries including complicated documentation, loss of
collateral and distrust among SMEs and banks which persist to result in powerful monetary inclusion. These obstacles show
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the vital for institutional reform, unique SME programmes and simplification in monetary strategies to push the inclusion of
many extra in Pakistan's fabric region.

Conclusion

This look at concludes that monetary inclusion performs an critical and measurable function in enhancing the boom of fabric
SMEs in Pakistan. Access to finance, virtual monetary offerings and monetary literacy collectively result in higher commercial
enterprise performance, improved productiveness and participation withinside the markets. Among those determinants, get
admission to to finance became the closest figuring out element at the back of the increase, which involves the want for well-
tailor-made and available credit score schemes for the small fabric firms.

The studies additionally suggests that whilst it's miles real that virtual monetary equipment are more and more more utilized
by SMEs, there may be nevertheless choppy adoption because of infrastructural, instructional and operational constraints.
Financial literacy facilitates to make higher enterprise choices however wishes to be reinforced similarly to assist SMEs get
admission to the present monetary offerings effectively.

Overall, the examine underscores the reality that the fabric SME region has a big ability for boom, however, the capacity can
simplest be absolutely realised if there's ok addressing of structural boundaries to monetary inclusion. Enhancing economic
inclusion will now no longer best make contributions to SME boom, it's going to additionally teach the era of employment,
export competitiveness, and monetary improvement at massive throughout Pakistan.

Recommendations
Based on the findings and analysis, the following challenging practice and policy level recommendations are proposed:
Simplify Access to Credit

Financial institutions should create programs to easily give them credit with less down payments, flexible payment schedules
and reduced documentation requirements for SMEs. Dedicated textile SME credit lines can be helpful if they bridge the
funding gap.

Strengthen the Digital Financial Infrastructure

Government and private establishments need to increase access to broadband systems, mobile banking applications, as well
as digital skills training in textile clusters, particularly in rural and peri-urban areas. This will help more SMEs to take
advantage of digital payments systems.

Introduce Purposeful Financial Literacy Programs

Training workshops, digital tutorials and industry specific financial literacy modules should be created for textile SME
owners. These programs should include a focus on budgeting, credit management, digital payments and financial planning.

Build Trust between SME and Financial Institutions

Banks need to hire dedicated SME relationship officers, conduct outreach sessions and improve transparency of the loan
approval parameters in order to overcome this trust deficit, which has been long-time in existence.

Promote Fintech Solutions to Textile Supply Chains

Fintech businesses can create invoice financing, supply chain-based credit, digital bookkeeping services etc., through which
SMEs can access loans based on transaction history instead of the traditional form of collateral.
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Introduction

Technology has revolutionized governance and public offerings transport everywhere in the international each day, in regards
to the manner governments engage with their citizens, manipulate facts and offer vital offerings. In a international in which
data and verbal exchange technologies (ICTs) - including e-authorities structures, cellular apps, on line portals and virtual
identity structures - have reached the general public zone at a quick pace, those improvements are getting used to decorate
transparency, responsibility, performance and responsiveness. These technological improvements have altered the in any
other case conventional bureaucratic fashions to make room for streamlined processes, expanded citizen engagement and
real-time information analytics for evidence-primarily based totally policymaking. For growing nations consisting of Pakistan
the adventure of integrating generation in public branch has big ability in seeking to address the persistent inefficiencies,
corruption and elevated get admission to to offerings withinside the diverse communities.

Pakistan has had a records of bureaucratic fragmentation and absence of responsibility mechanisms and gaps in carrier
shipping in key sectors consisting of health, education, taxation, licensing and social welfare. Public discontent with sluggish
process, loss of transparency & administrative bottlenecks had been properly documented (Khan & Qureshi, 2021). Against
this backdrop, it's far implementation of virtual governance tasks including National IT Policy, e-workplace structures, virtual
citizen remarks mechanisms and cell enabled offerings that keep capability pathways to reform. However, the fulfillment of
those tasks is contingent on some of factors, which include technological infrastructure, human capacity, institutional
readiness and socio-financial conditions.

By the use of era, governments can automate many time-ingesting duties, lessen discretionary decision-making and create
virtual information which could assist them be held accountable. For example, the e-charge structures reduces the dealing
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with of coins withinside the public places of work minimizing the possibilities for rent-searching for behavior. Similarly,
online licensing reduces the face-to-face interactions and quickness of outcomes though still benefiting from the audit trails.
In addition, data analytics and open data portals can play a critical role in promoting evidence-based policy making with the
ability to support the ability to monitor trends as well as real-time performance evaluation. Such capabilities are of special
relevance in case of Pakistan amid arising demographic pressures, urbanization and socio-economic disparities which
demand the adoption of adaptive and data-driven strategies in governance.

Despite the theoretical promise, there are problems of integration of technology in Pakistan. Infrastructure deficits --
including unreliable electricity, rural access to the internet and mobile penetration -- restrict equitable access to the internet.
Lack of training to government servants and poor inter-operativity between the government systems takes away the further.
Moreover, there are anxieties of cyber security, data privacy and digital exclusion complicate the campaign change. Citizens
who do not have the digital literacy to access services offered through e-government, especially in rural and poor areas, may
not be able to enjoy e-government services to the fullest, thus inequalities are likely to increase.

This research is an effort to investigate the significance of integrating tech in enhancing the public sector governance and
provisioning services in Pakistan. Specifically, it reviews the impact of the adoption of ICT on governance indicators such as
transparency, accountability, effectiveness and citizen satisfaction. It in addition takes a more in-depth study the boundaries
and the facilitators of a hit virtual transformation withinside the public sector. Employing mixed-techniques studies, each
quantitative surveys of the residents and public servants and qualitative interviews of policymakers and ICT professionals are
combined. This technique offers a few quantifiable solutions in addition to comprehension in lived stories of reform of era in
Pakistan public sector.

The studies is a part of each theoretical and sensible discussions on virtual governance via way of means of setting the
worldwide frameworks in context with the socio-political state of affairs of Pakistan. The ebook includes insights at the effect
of era at the consequences of governance and the efficacy of provider shipping and identifies coverage levers and potential
gaps so that it will should be addressed if virtual transformation is to be scaled effectively. The findings have implications for
the ones academics, public administrators, generation practitioners and policymakers, who try to apply ICTs to expand extra
responsive and responsible governance in growing contexts.

Literature Review

Research withinside the vicinity of generation integration in public governance has emphasised an area of transformation. E-
authorities tasks were confirmed to have progressed transparency and avoided corruption via way of means of automating
methods and getting facts online, making much less discretionary decisions (Heeks, 2002). In nations which include Estonia,
Singapore and South Korea, holistic virtual governance techniques have ended in administrative performance in addition to
citizen trust (UN E-Government Survey, 2022).

In growing international locations, generation adoption is some thing greater of a jumpfrog: of jumping over conventional
limitations, if you want to supply the carrier greater broadly. For example, in sub-Saharan Africa mobile health (mHealth)
platforms have led to an increase in immunization coverage and the monitoring of maternal health and provided proof of
principle that digital technology is not vulnerable to infrastructure constraints (WHO, 2021). Similarly, methods of digital
payment systems in Aadhaar-enabled services in India have made the process of subsidies and welfare payments more
streamlined with less leakage and better targeting (Khera, 2017).

The literature shows too the importance of governance capacity including institutional readiness, political will and
coordination as determinants of success of technology adoptions. Studies suggest that unless also reforming organizational
culture and capacity building, digital investments only is not enough (West, 2005; Janssen & Estevez, 2013). Public servants
digital skills impact technological adoption and user experience while suggesting the role played by training and incentives
(Mergel, 2016).

In Pakistan, there had been an increasing level of research in the domain of e-government, as well ICT adoption in the public
sector in the last few years. Reforms in tax collection, e-payment in receipt and e-filing (such as parsnava) have contributed
to incremental improvement in revenue collection as reported by studies but it yet noted that there is challenge related to
interoperability and resistance from legacy systems (Ali & Khan, 2020). Digital citizen feedback mechanisms in local
governments have increased responsiveness but they have problems with digital literacy and inclusivity. Scholars say that the
influence of technology is mediated by means of socio-economic inequalities and institutional fragmentations (Ahmed et al.
2022).
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Some of the barriers that exist to the integration of technology are the lack of proper infrastructure, vulnerabilities in
cybersecurity, data governance and legislation that is not in line with technological changes. The Cyber threats and privacy
concerns make the citizen to have a lack of trust in the e-government services (UNDP, 2023). Additionally, there are varying
levels of access to various services and rural-urban digital divides exist which raises the question of equity and social
inclusion in terms of digital governance (World Bank, 2021).

All in all, the major theme of the entire literature is that technology integration has the capacity to advance changes in the
governance and delivery of services if it is also backed by a set of organizational reforms, capacity building, inclusive
approaches, and strongly guided policy frameworks

Methodology

This study applied a technique of mixed approach research which meant that it combined quantitative and qualitative data
collection to assess the role of integrating technology in support of better governance and service provision of the public
sector in Pakistan. The quantitative aspect sought to reflect people's (citizens) and public servant's perception on the quality
of governance and effectiveness of service delivery and digital inclusion outcomes of / associated with technology adoption.
The aims of the qualitative component were eliciting deeper insights from the policy makers, ICT experts and public
administrators on issues of implementation challenges, institution capacities and strategic priorities.

Data collection method used were stratified random sampling for quantitative survey, and purposive sampling for key
informant interview. A sample of 400 respondents -- including citizens, government employees and service users -- were
surveyed using a structured questionnaire, which was modified from validated e-government adoption frameworks (e.g. UN-
E Government Index, World Bank governance indicators). The survey included measuring variables such as perception
towards transparency, accountability, quality of services to the web enabled, Trust and general satisfaction of the digital
services enabled. Likert scale items were ordered from 1 (strongly disagree) to 5 (strongly agree) to represent degrees of
agreement.

For the qualitative things, semi-structured interviews were conducted with senior public officials, ICT directors, digital
transformation consultants and civil society representatives (20 interviews). Themes explored in the interviews were policy
design, infrastructure preparedness, digital literacy programs, data governance, cybersecurity, inter-agency coordination and
strategies to inclusively deliver services.

To ensure the reliability and validity, survey instruments have been pre-tested with a pilot sample and improved based on
feedback. Cronbach's alpha was calculated for key constructs for a measurement of above 0.80 that indicates a high level of
internal consistency. Confirmatory factor analysis (CFA) was conducted to establish the validity of the construct. With their
consent, the interviews were videotaped and transcribed word for word and coded using a thematic analysis to detect shared
patterns and differences.

Data analysis included descriptive statistics in order to summarise demographics of the sample and central tendencies.
Correlation and regression tests were applied to analyze relationships between variables relating to technology adoption and
results of governing. Qualitative data were analyzed using NVivo software in order to identify recurrent themes, barriers to
implementation and best practices. Triangulation between the quantitative and qualitative results contributed to adding value
to the robustness of conclusions and enable a holistic picture of the impact of technology to the different groups of
stakeholders.

Ethical considerations were honoured in all areas of research. Participants were assured of confidentiality and anonymity as
well as voluntary participation. Informed consenting and safe emanation of data was received. The generalizable results and
the rich context both were identified with the help of mixed method approach which has helped us in overall complementary
assessment on the role of technology integration in the public sector of Pakistan.

Results and Discussion

The results reveal that agenda of technology integration has a significant touch on the outcome of governance and perception
of the service delivery in Pakistan. Descriptive statistics indicate a strong degree of agreement between the digital platforms
that would result in an increase in administrative transparency with a mean of 4.28 (SD = 0.62) as well as service delivery
efficiency (mean = 4.15; SD=0.69). Respondents, also indicated higher levels of satisfaction in e-government services (mean =
3.98 (SD = 0.74), while the perceived accessibility of e-government services was moderately positive (mean = 3.72 (SD =
0.83)) moderate levels of satisfaction and minimally inclusive, respectively.
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Table 1. Descriptive Statistics of Key Variables

Variable Mean Standard Deviation
Transparency Improvement 4.28 0.62
Service Delivery Efficiency 4.15 0.69
Citizen Satisfaction 3.98 0.74
Digital Accessibility 3.72 0.83
Trust in Digital Platforms 3.88 0.78

Correlation analysis revealed positive and significant relationships between the technology adoption and governance
indicators. There was a strong correlation between transparency improvement and service delivery efficiency (r = 0.61, p <
.001) and citizen satisfaction (r = 0.54 p < .001). Digital accessibility was found to be significantly related to trust in digital
platforms (r = 0.47, p < .01), which suggests that the included accessible Ness of digital infrastructure matters in developing
the confidence in technology-enabled governance.

Table 2. Regression Results Predicting Citizen Satisfaction with E- Government Services

Predictor Beta p-value
Transparency Improvement 0.42 <.001
Service Delivery Efficiency 0.37 < .001
Digital Accessibility 0.28 < .01
Trust in Digital Platforms 0.33 < .001

Regression results show that transparency improvement is the best predictive factor of the overall e-government services
satisfaction of the citizen (b=0.42; p<0.001). Service delivery efficiency (b = 0.37; p <. 001) and trust in digital platforms (b =
0.33; p < .001) were also significant predictors of satisfaction. Digital accessibility showed a positive association (b = 0.28; p
< .01) to underscore that equitable access is crucial for maximizing the benefits of technology integration.

Qualitative data support the quantitative data and provide greater insight. Policymakers and ICT experts said that processes
including online licensing, electronic tax filing, digital records management and citizen feedback portals have led to less
corruption, faster processes and greater accountability. One interviewee commented: "Digital platforms have imposed a
'transparency’ when there was 'space' for discretionary power before." There is now an audit trail of all transactions."
Another expert noted that the availability of mobile-enabled services has improved pertaining to the younger and urban
population, while the rural population still lags in the availability of services due to lack of connectivity and lower levels of
digital literacy.

Challenges were also emphasized by interviewees. Infrastructure gaps -- such as lack of access to broadband as well as
unreliable power supply -- make digital service adoption difficult, particularly in more remote areas. There are also
institutional resistance and existing system or legacy systems. Some public servants are still reluctant to adopt new
technologies because they lack the training and have not been used to digital tools. Cybersecurity aspects were repeated with
experts mentioning that poor data protection frameworks nullify the trust of the citizens and also make them vulnerable to
potential cyber-breaches. Digital literature deficits among the citizens limit the sufficient use of the online services which will
reinforce the socio-economic inequalities.

Overall results show that although technology integration has significant and positive impacts on governance outcomes, the
potential of technology integration is based on addressing the challenges related to infrastructure, capacity, trust, and
inclusion.

Discussion

The results confirm the existence of a significant positive impact of technology integration in terms of governance and service
delivery in Pakistan. Improvements in transparency and efficiency are major factors of citizen satisfaction, in line with
evidence from around the world that the adoption of e-government increases accountability and lessens corruption by
automating processes and limiting discretionary behavior in public offices. Citizens who feel more transparency has an
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improved perception towards the government services. Citizen level satisfaction can be improved by those who observe an
improvement in cell transparency.

However, those mild ratings for virtual accessibility replicate ongoing ERP hole enabled digitally in phrases of get entry to to
virtual Infrastructure limitations -- specially in rural and underserved areas -- have an effect on get right of entry to to on-line
offerings; This virtual divide has now no longer best an effect at the capacity of residents to enjoy the e-authorities systems
however additionally on perceptions on agree with and effectiveness. Trust withinside the virtual systems is a first-rate
determinant of delight, therefore highlighting the need of backing technological extrade with efforts to expand self belief the
use of robust cybersecurity controls and clean facts safety requirements.

Institutional resistance and functionality gaps arose and have become diagnosed as barriers. While generation gives
possibilities for transformation, its implementation relies upon at the readiness of the employer and the virtual skills of the
general public servants. Lack of good enough training, loss of incentive for virtual innovation and inertia some of the
bureaucratic cultures hinder powerful adoption. In order to address those demanding situations, it's far critical to adopt
strategic potential building, management commitment, in addition to enforce institutional reforms that introduce virtual
mindsets in Public Sector Organization.

The cybersecurity issues additionally shape a essential challenge. Weak facts governance frameworks and shortage of public
attention concerning records privateness degrees is a chief component withinside the loss of accept as true with in virtual
offerings. Governments will want to attention on growing stable machine design, common audits and open verbal exchange
across the safeguards to assist set up self assurance with residents.

Inclusion is the important thing to maximizing era integration's public value. Efforts to growth get right of entry to to
broadband, to enhance virtual literacy and to create a user-centric technique to virtual structures can make a contribution
towards addressing the problem of the virtual divide and making sure that e-authorities offerings are to be had to all
residents, irrespective of their socio-financial fame or location.

Conclusion

This take a look at indicates that the knowledge-primarily based totally implementation of era could be very essential
withinside the development of the general public quarter governance and offerings shipping in Pakistan. Empirical proof
suggests that virtual systems can boom transparency, construct quicker carrier transport and make a contribution to
multiplied citizen delight - if taken in conjunction with consider and to be had infrastructure. The fantastic correlations and
regression findings assist that the transparency development and performance of provider transport are top notch predictors
of citizen delight with e-authorities offerings.

Misenergy71 With those caveats, tech-integration has a complete potential, but it nevertheless suffers from the infrastructure
constraints, the virtual divide, the institutional resistance, and the cybersecurity vulnerabilities. These demanding situations
underscore that generation adoption must be a part of a miles broader reform time table wherein ability building, inclusive
virtual techniques and sturdy governance frameworks must additionally be adopted. Without tackling those systemic issues
the blessings of virtual governance nonetheless stay choppy and difficulty to sustainability risks.

Step 3: Strategic initiatives -- increasing get entry to to broadband Internet, enhancing the virtual abilties of public servants,
strengthening cyber safety regulations and inspiring residents to be greater digitally literate -- are crucial for harnessing the
transformative electricity of era. Governments want to take a holistic technique of integrating technological investments with
organisational and coverage reforms which will set up responsive, obvious and citizen-centric public offerings.

Future studies on this route need to take into account the attention of the longitudinal affects of generation integration,
region-specific, and comparative studies among areas to advantage a higher know-how of the evolving virtual governance.

Recommendations
e Develop comprehensive digital literacy programs for the citizens
e Provide regular digital skills training for the public servants
e Enhance cybersecurity architectures and data protection policies
e Encourage the use of open data and transparency initiatives

e Institute incentives for digital innovation in government agencies
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Foster inter air coordination for integrated digital services
Apply user-centred design principles for e-governments
Create public awareness campaigns for the adoption of digital services

Monitor and assess performance of digital governance on a regular basis
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