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ARTICLE INFO ABSTRACT
Received: Environmental corporate social responsibility (CSR) has gained prominence in the strategic
August 25, 2025 management of most companies and especially in developing economies like Pakistan due
Revised: to the increased attention on sustainable business practices. The paper explores the
September 08, 2025 association between environmental CSR activities and the profitability of firms in the
Accepted: manufacturing sector of Pakistan. Based on the stakeholder theory and the resource based
September 21, 2025 schools of thought, the study posits that the impact of environmental friendly practices as
Available Online: waste reduction initiatives, emphasis of energy efficiency, curbing pollution and sustainable
October 05, 2025 management of resources can boost financial performance and ultimately competitiveness.
Empirically based on the earlier market studies, the paper identifies cost saving, better brand
Keywords: perception, adherence to regulations and greater trust between the firm and its stakeholders
Corporate Social as some of the benefits that firms that use strong environmental CSR strategies enjoy
responsibility; towards achieving profits. The paper highlights the fact that environmental CSR is not just
environmental CSR; a moral or even a compliance agenda but a strategic investment that converts economic
Profitability; success and ecological sustainability. The implications are given to the managers, policy-
manufacturing sector; makers, and academics; this is because the findings reveal the importance of developing an
sustainable business environmental responsibility of the main business processes as a key to sustainable growth
practices; pakistan in the manufacturing industry in Pakistan.
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Introduction

Corporate social responsibility (CSR) has grown as a voluntary act of philanthropy to a strategic necessity to include social,
environmental, and economic aspects of operations as a part of the business concept. However, one of its dimensions that have been
of great importance in the manufacturing industry is environmental CSR because the sector utilizes natural resources highly,
consumes a lot of energy and has environmental imprint. Environmental CSR is a concept that is used to refer to the policy, practice,
and the action that firms take to reduce negative environmental effects, increase sustainability, and adhere to the regulation
(Dahlsrud, 2008). This involves things like minimizing emissions, conserving energies and water, waste management and marketing
products and processes aimed at being environmental safe. The manufacturing sector in Pakistan has been under pressure by
regulators, consumers and other international stakeholders to ensure that they understand the environmental practices of the
manufacturing sector holding the fact that industrialization has increased rates in the country in the last few decades. This
background has become an issue to firms that want to explore the concept of environmental responsibility as a profit generation
tool.

Empirical data indicate that environmental CSR is capable of rendering desirable effects on the financial performance of firms
through the establishment of intangible and tangible advantages. The tangible gains are the cost savings realized due to energy
efficiency, saving of waste management cost and avoiding regulatory penalties whereas the intangible gains are improvement of
brand name, customer loyalty, and employee satisfaction (Margolis and Walsh, 2003; Orlitzky, Schmidt, and Rynes, 2003).
Companies that pursue proactive environmental activities are sending a signal to the stakeholders that the company is committed to
sustainability and it might result in competitive advantage, increase in market valuations as well as increased profitability.
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Environmental CSR can also distinguish the firms in new markets where regulations and market mechanisms are developing in
place like in Pakistan where the regulatory powers and market behaviour are in the process of building. This is well in line with the
stakeholder theory, which states that companies should factor in the interest of various stake holders such as the environment in
order to succeed in the long run (Freeman, 1984).

The correlation between environmental CSR and profitability, in turn, can be considered intricate and depends on the specifics of
firms, industry, and the institutional environment in general. The cost that manufacturing firms incur when executing
environmentally friendly practices is usually high, which may include, among others, cost of new technologies that are clean and
environmental safe, environmentally safe machines and training programmes on environmental care. Though they could cause a
decrease in the short-term profitability, studies indicate that these investments can yield in the long-term through an effect on
operational efficiency and minimizing the use of resources and increasing reputation of the firm among consumers, investors, and
regulators (Porter & van der Linde, 1995). The manufacturing industry in Pakistan has realized that the companies that strategically
plan environmental CSR inclinations in their corporate business models are placed in better positions to survive the regulatory
barriers, enter the global marketplace, and fulfill the rising demand of sustainable products.

Past researchers have reported a divided literature on the relationship between CSR and profitability, in that results of some studies
showed positive relationship between the two, some showed negative relationship between the two, and some indicated non-linear
and or context dependent relationship (Waddock and Graves, 1997; McWilliams and Siegel, 2000). The effectiveness of
environmental CSR in promoting profitability could also be conditional on the firm size, management commitment and the
compatibility of CSR initiatives and strategic objectives in developing economies where institutional support and enforcement
mechanisms have been found to be weak. Firms in manufacturing, which integrate a comprehensive strategy to environmental
responsibility, i.e. incorporate sustainability in production, manufacturer supply chain, and management accountability, would
achieve more financial and reputational gains. On the other hand, shallow or mere CSR projects can also not get economic returns
and may as well become subject of stakeholder denunciation.

The manufacturing industry in Pakistan is a heterogeneous industry that includes textile, chemical, food processing, cement, and
steel industries, which have unique environmental issues and pressures as far as the regulation is concerned. The level of practices
of environmental CSR in such industries may go as far as the implementation of clean production processes and adoption of energy
efficient technology or adherence to local and international environmental regulations. As an illustration, the textile manufacturers
engaging in water and energy-saving projects not only cut down costs of operation, but also attracts the interest of green buyers in
the world, which increases the possibility of generating revenue. On the same note, waste reduction, emission allowance, and process
optimization plans could be put to the profit of firms dealing in the chemical and cement sectors. Thus, knowledge of the mechanisms
of influence of environmental CSR on profitability in the Pakistani context will be important to scholars and practitioners alike.

Theoretical approaches like resources based view (RBV) further explain why there would be a connection between environmental
CSR and profitability. RBV indicates that competitive advantage can be attained by firms capable of creating valuable, rare, unique,
and non-substitutable competitive advantages including best environmental capabilities, technological knowledge and long-life
organizational practices (Barney, 1991). Environmental CSR programs may be viewed as a source of strategic resources allowing
to improve the efficiency of operations, as well as stakeholder relations and positioning. Future manufacturing companies in Pakistan
can convert the compliance requirements into the strategic resource, which, in addition to financial returns in the long term, helps
in environmental protection when the companies invest in environmentally friendly operation.

Furthermore, environmental CSR promotes good association with various stakeholders such as employees, consumers, investors,
regulators as well as local communities. Often, staff members of the companies who engage in environmental sustainability have a
greater job satisfaction and engagement, thus leading to an increase in productivity and a decrease in turnover costs (Turban &
Greening, 1997). Greener performance becomes a central part and parcel of how investors make their decisions, and eco-friendly
companies tend to have lower capital costs and valuations. Minimization of risks of fines, legal penalties, and reputational harm are
also caused by regulatory compliance and active environmental management. Altogether, these reasons indicate that environmental
CSR may become a promising strategic solution to increase profitability in the manufacturing industry of Pakistan, but only in the
case the initiatives are being undertaken in a systematic manner and included in the organizational strategy.

Overall, it can be stated that environmental CSR is an important aspect of the sustainable business conduct of the Pakistani
manufacturing sector that can affect the profitability of the business in both the short term and the long term. Companies that take a
proactive, strategic, and integrated environmental actions are in or better placed to create operational efficiencies, regulatory
compliance, stakeholder trust and competitive advantage. Although the importance of environmental CSR in profitability is
increasingly being acknowledged, there is still dearth of empirical research done by Pakistan on the same pertaining to the local
context, making it important to conduct some in-country research to investigates the mechanism, outcomes, and moderating factors,
which may be influencing the relationship between environmental CSR and profitability. This research aims to be added to the list
of literature by investigating the relationship between environmental CSR and financial performance of the manufacturing industry
in Pakistan, giving the viable recommendations to managers and policymakers who might want to pursue the ecological awareness
coupled with economic development.
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Literature Review

The concept of corporate social responsibility (CSR) has been developed as a strategic notion that incorporates social,
environmental, and economic aspects in the process of making decisions at an organizational level. Of these dimensions,
environmental CSR has attracted the spotlight in view of the growing global consciousness on environmental degradation, climatic
change and sustainable use of resources. Environmental CSR is defined as anything that firms do to minimize their environmental
impact like energy efficiency, wastage reduction, minimized pollution, sustainable sourcing, and environmentally friendly product
development (Dahlsrud, 2008). The practices are not mere ethical requirements, but strategic entrepreneurial instruments that can
assist in improving operational effectiveness, brand image and profitability in the long term. Studies have also proposed that
proactive environmental firms tend to experience competitive advantages because of lower cost reduction, enhancing of stakeholder
relations and the firm being distinguished with distinct differences in the market (Porter and van der Linde, 1995).

The question on whether or not there is a relationship between environmental CSR and firm profitability has had a lot of discussions
in the literature where studies have shown both positive and mixed findings. Some researchers claim that environmental CSR has
the beneficial effect on financial performance in the form of establishing cost-efficiencies, regulatory risks reduction, and
development of a good reputation of the company (Orlitzky et al., 2003; Margolis and Walsh, 2003). As an example, companies that
install energy efficient technologies and waste management programs have had to incur lower costs of production and at the same
time there is less exposure to environmental liability. In addition, putting environmental CSR initiatives into practice sends out a
positive message to the customer, investors, and other stakeholders and hence creates loyalty, trust, and longevity. Research with
emerging market indicates that environmental responsibility is specifically critical to companies eager to gain accessibility to global
sources of value with the majority of purchasers ever more particular of adherence to both environmental guidelines and standards
(Aguilera et al., 2007).

The stakeholder theory has a theoretical ground in explaining the effect of environmental CSR on profitability. Freeman (1984)
observes that sustainable success in firms requires companies to take into account the interest of a large spectrum of stakeholders
such as employees, customers, investors, regulators, and communities. Environmental CSR initiatives show that a firm cares about
taking care of the issues posed by the aforementioned stakeholders, which helps decrease the conflict, increase the trust and enhance
the organizational legitimacy. As an illustration, an organization in the manufacturing industry that converts to environmentally
friendly production systems may allow rapid staff engagement because of their pride in the ethical nature of the firm, and at the
same time, they attract buyers and investors who are environmental conscious. Such business practices consistency with stakeholder
expectations can be translated into a higher financial performance in terms of sales, turnover and operational risks.

The resource-based view (RBV) of the firm also further elaborates the connection between environmental CSR and profitability by
stressing on the strategic worth of resources and capabilities that firms possess. According to Barney (1991), valuable, rare,
inimitable and non substitutable resources offer a sustained competitive advantage. Here, environmental CSR competences like
knowledge on energy-saving operations, waste management, and sustainable supply chain can be used as strategic resource that
increases efficiency in operations and market positioning. Empirical research findings that have indicated that a company who has
made environmental responsibility a central aspect in its core competency stands in a better position to achieve long-term
profitability whilst incurring environmental costs and expectations of the society (Hart, 1995). In addition, environmental CSR may
be perceived as an engine of innovation allowing companies to create eco-friendly products, processes, and services that will satisfy
the new needs of the market and generate new revenue levels.

In spite of the fact that most studies recognize the positive association between environmental CSR and profitability, a number of
studies have identified the presence of contextual and industry specific factors that may moderate the relationship. As an example,
manufacturing is resource-consuming and can be linked to the tremendous environmental effects, therefore, environmental CSR can
be expensive and complex to do. Trying to invest in environment-friendly technologies and production processes which are less
polluting and the training of all employees can raise short-term costs and decrease the profitability of the immediate future
(McWilliams & Siegel, 2000). Even then, the studies in the emerging economies reveal that these investments might bring about
the long term gains of eliminating operational inefficiencies, reducing regulatory fines and enhancing the relationship amongst the
stakeholders (Waddock and Graves, 1997). The effectiveness of environmental CSR efforts may also be affected due to institutional
environment in such countries as Pakistan, which is marked with the changing regulations and inconsistent enforcement strategies.
Companies that strategically align CSR practices with better financial and reputation practices stand higher chances of achieving
financial and reputational benefits.

The empirical studies on the environment of an emerging market shed light on the importance of environmental CSR in improving
the profitability of the firm. The evidence in the literature on manufacturing companies in India, China, as well as Malaysia suggests
that companies with strong environmental programs have better financial performance than those with little environmental
performance (Chen, 2008; Lee, 2008). These results indicate that environmental CSR not only mitigates environmental risks but
also provides competitive advantages by way of operational efficiencies, brand differentiation and customer loyalty. Although it is
very sparse in Pakistan, there are indications that companies operating in the textile, chemical, and cement sectors using energy-
saving technologies, waste management, and sustainable production solutions have an increased ability to experience higher
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profitability and increased access to the global markets (Khan et al., 2019). These practices help the firms to lower production
expenses, meet the environmental laws and regulations, and fulfill the requirements of the environmentally conscious consumers
thus, positively affecting the financial results.

The green CSR and the profitability influences are complex. Cost reduction is one of the mechanisms and it is done through energy
saving, waste minimization and efficient use of resources. The other one is a reputation improvement that will attract customers,
investors and skilled employees, hence raising revenue and saving on the cost of recruitment. The third mechanism is regulatory
compliance where proactive environmental programs ensure that there are no fines, legal prosecutions and pains to operations.
Moreover, environmental CSR may also lead to employee engagement and innovation since companies willing to act as
environmentally friendly tend to inspire their staff to provide their ideas on how to improve the efficiency and find environmentally
friendly solutions. Taken together, these mechanisms indicate that environmental CSR can create funds and social value at the same
time, which helps enhance the idea of shared value creation in corporate strategy (Porter and Kramer, 2011).

Although increased importance of environmental CSR has been appreciated, studies show that there are difficulties related to the
totalization of the profitability of environmental CSR. Some of the factors that may impede the successful implementation include
shortage of sufficient financial resources, managerial goodwill, poor technological system as well as minimal awareness among the
stakeholders especially in the third world countries (Jamali and Mirshak, 2007). The manufacturing companies in Pakistan have
also other problems such as energy issues, expensive production as well as poor enforcement of policies. Consequently, companies
that make environmental CSR superficially or symbolically, might find themselves enjoying no monetary gains, and could even find
themselves under attack by stakeholders. This highlights the need to incorporate environmental CSR in the strategic planning that
the initiated efforts should be aligned with the organizational objectives, industry best practices, and stakeholder needs.

Other researches also highlight influence of firm size and industry type in determining the relationship existing between CSR and
profitability. Bigger companies have more funds to invest in environmental projects, whereas small and little enterprises (SMEs)
might not be able to afford to pay the amount of money that is a requirement to adopt environmentally-saving technologies and
sustainability measures (Liu and Zhang, 2019). Environmental CSR adoption is also affected by industry specific demand e.g. in
terms of global buyer demand and international environmental certification. Depending on the manufacturing industry, particularly
the export-based manufacturing business, in Pakistan companies producing goods and services aimed at sale have higher chances
of employing environmental initiatives in order to achieve buyer standards, market access as well as profitability. On the other hand,
companies that cater to local markets might feel that less tangible incentives will follow shortly, which makes the CSR profitability
relationship context-specific.

To conclude, the literature indicates that there is an overall positive correlation between environmental CSR and the profitability of
firms which is mediated by the following mechanisms which include cost effectiveness, reputation building, stakeholder trust,
complying with regulations and innovation. The theoretical models such as the stakeholder theory and the resource-based view offer
substantial evidence on the idea that the environmental responsibility practices are the strategic assets that increase the financial
performance in the long-term. Environmental CSR is both a challenge and opportunity in the context of the manufacturing industry
that has been experienced in Pakistan: as much as the firms contend with institutional limitations and implementation costs, such
strategies are capable of yielding high returns of operations, returns, and reputations. Even though it is an important issue,
documentation on empirical studies is minimal in Pakistan, and this has led to the necessity in context-specific research that
investigates the role of environmental CSR initiatives on profitability, moderating variables, and the value creation mechanisms.
This paper addresses this gap by examining how environmental CSR influences the profitability within the manufacturing sector of
Pakistan that can guide the managers, policymakers, and researchers.

Methodology
Research Design

This research design is quantitative, under which it aimed to find the relationship between environmental CSR program and
profitability in the manufacturing industry of Pakistan. The survey method was cross-sectional and this allowed the researcher to
obtain data of various manufacturing companies at one point in time. The given design was suitable because it enabled the analysis
of statistical associations between constructs and testing the hypothesis concerning the effects of environmental CSR on financial
performance (Creswell and Creswell, 2018). The research was deductive in nature, where the propositions based on the stakeholder
theory and the resource-based view are developed and tested as support to the idea that CSR initiatives in the environment can act
as strategic resources and lead to the profitability of the firm (Barney, 1991; Freeman, 1984).

Population and Sample
The target population was manufacturing industries in the whole of Pakistan including textile, chemical processing, cement, and

even food processing. The suitable respondents were the employees and managers working in CSR, production and financial
operations as they were the ones interacting directly with the environmental activities and organizational performance
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measurements. The stratified random sampling method was used in order to make sure that various industries and levels of
organization are represented. The six manufacturing companies (three public as well as three private) were used to gather data and
250 respondents took part in the research. In this sample, a combination of managerial staff, operation employees, and CSR
coordinators were used in order to give a complex overview of the environmental CSR practices and their impact on the profitability.

Data Collection Instrument

The data were collected via a structured questionnaire that was designed and implemented on the basis of the previous studies
validated scales. The tool indicated three key constructs, namely the environmental CSR, profitability of the firm, and control
variables, including the size and industry type of the firm. Items related to environmental CSR were based on the items on energy
efficiency, waste management, pollution control, and sustainable resource usage adapted by Dahlsrud (2008) and Khan et al. (2019).
Self-reported financial measures of profitability comprised of return on assets, revenue growth and cost efficiency and were used in
accordance with studies in emerging markets (Orlitzky et al., 2003; Margolis and Walsh, 2003). The items were all measured on the
basis of a five-point Likert scale (1 to 5 Strongly Disagree to Strongly Agree), as this provides consistency and simplicity of answers.
A pilot test was conducted to a small group of manufacturing employees to perfect language, clarity and relevance of the items to
questionnaire items.

Data Collection Procedure

Questionnaires were administered online as well as in-person basing on how convenient and preferable the respondents were.
Informed consent was given to the participants to make them know the objective of the research, guarantee of confidentiality, and
direct how to fill the survey. The process of data collection required a duration of four weeks, with the follow-ups to ensure that the
highest response rates were achieved and the data loss caused by the gaps in the timeframe were minimized. The respondents were
motivate to make correct and truthful assessments of the environmental CSR initiatives and performance that their firms achieve.

Reliability and Validity

Cronbach alpha was used to determine the reliability of the instrument and all the constructs had greater than the criteria required
at 0.70, which is a sign of a strong internal consistency (Nunnally, 1978). Construct validity was determined by developing items
based on the previous empiric study and involves industry experts who would check the relevance to the manufacturing industry in
Pakistan. The pilot research was carried out on 20 respondents to verify that items were clear, understandable, and suitable to be
used so that their inclusion in the questionnaire could be refined.

Data Analysis

The SPSS and SmartPLS software was used to analyse the data. To first identify demographic information and central tendencies
of variables, descriptive statistics were first calculated. The correlation analysis was used to test the relationship between the
environmental CSR and the profitability, whereas regression analysis was performed to test the hypothesis of the effect of
environmental CSR on the financial performance of firms. The structural equation modeling (SEM) was also used to run the
assessment of the direct and indirect relationship between the constructs to give insight into the impact of environmental initiatives
on profitability, by adjusting the firm size and industry type. SEM was selected because it is strong in addressing the latent constructs
and testing two or more constructs at a time (Hair et al., 2019).

Data Analysis and Findings

The research gathered information on 250 respondents in six manufacturing companies in Pakistan both in the government and
private sectors. All the responses were kept to analyze after completeness and consistency screening were done. The demographic
details showed that there were 138 (55) and 112 (45) male and female respondents, respectively, which is an indication of a balanced
number of male and female respondents. Most of the participants (60%), were aged 2535, then 30% aged 3645 years and 10% below
25 or above 45 years. As regards education, 62% had a bachelors, 28% a masters and the 10% had a diploma or other qualification.
In terms of experience, the majority of respondents (40 per cent) had 13 years work experience of 1-3 years with 35 per cent having
4-6 years work experience in the manufacturing industry and 25 per cent with 7-10 years’ experience.

Table 1: Respondent Demographics (n = 250)

Variable Category Frequency Percentage (%)

Gender Male 112 45
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Female 138 55
Age 18-24 25 10
25-35 150 60
3645 75 30
Education Diploma/Other 25 10
Bachelor’s 155 62
Master’s 70 28
Experience (Years) 1-3 100 40
4-6 87 35
7-10 63 25

There was a calculation of descriptive statistics done to describe the perceptions of the respondents regarding the environmental
CSR initiatives and the profitability of the firms. The scoring of environmental CSR was 4.05 (SD = 0.61), which means that on the
whole, the respondents see their firms as those that take active steps toward the use of energy efficiency, waste reduction, and
reduction of pollution. The profitability attained the mean of 3.92 (SD = 0.63), which shows the positive perception of financial
performance, such as the increase in revenue and profit, profit margin on assets and profit efficiency. Such results indicate that
manufacturing companies in Pakistan have a moderate involvement in environmental CSR, and respondents are sure that these
practices are related to positive profitability results.

Table 2: Descriptive Statistics of Variables

Variable Mean Standard Deviation
Environmental CSR 4.05 0.61
Profitability 3.92 0.63

The internal consistency of scales of measurement was checked through reliability analysis by using Cronbach alpha. The alpha
of the environmental CSR stood at 0.88 and that of the profitability scale was 0.85 which is higher than the stipulated 0.70 (Nunnally,
1978). This implies that their items are reliable in measuring their constructs.

Table 3: Reliability Analysis (Cronbach Alpha)

Construct No. of Items Cronbach’s Alpha
Environmental CSR 8 0.88
Profitability 7 0.85

Correlation analysis found that there is a significant positive relationship between environmental CSR and profitability (r = 0.61,
p < 0.01) and the hypothesis is confirmed, environmental responsible practices lead to the improvement of financial performance.
This association implies that companies that invest in energy efficiency, waste management, pollution management, and sustainable
resource management would realize a higher profitability rate, as is the case with previous studies (Orlitzky et al., 2003; Margolis
and Walsh, 2003).




Journal of Accounting, Finance & Business Insights | 1(4), 01-09, 2025

Table 4: Correlation Analysis

Variable 1 2
1. Environmental CSR 1
2. Profitability 0.61** 1

Regression analysis was done to further explore the relationship. Findings showed that environmental CSR is a strong predictor of
profitability (= 0.59, t = 8.75, p < 0.001), which is an overall 36 percent predictor of variation of financial performance (R 2 = 0.36).
This illustrates the fact that companies which have good environmental policies are more apt to reach greater levels of profits, it has
the strategic importance of CSR as a resource based capability within the manufacturing environment.

Table 5: Regression Analysis

Predictor B t-value p-value

Environmental CSR 0.59 8.75 <0.001

Lastly, the structural equation modeling (SEM) was also used with the SmartPLS to determine the strength of the relationship
between environmental CSR and profitability. The positive impact of environmental CSR also on the financial performance was
supported (SEM results show that the effect is positive, t = 9.02, p = 0.001) as well as model fit indices showing convergent and
discriminant validity. Factor loading of all the items were above 0.70 and average variance extracted (AVE) above 0.50 indicating
the strength of the constructs in terms of reliability and validity. The results support that environmental CSR as a strategic
profitability driver exists in the Pakistani manufacturing industry, which matches the stakeholder theory and resource-based views
of CSR.

Finally, the data analysis stipulates good evidence that manufacturing companies that perform environmental CSR campaigns like
energy conservation, waste reduction, pollution, and management of resources in a sustainable manner pay off financially in terms
of revenue, cost reduction, stakeholder relations improvement. The findings highlight the significance of the environmental
responsibility in organizational strategy planning which proves that the CSR initiatives can offset the ethical duty and provide real
economic benefit at the same time.

Discussion

The results of the present research have strong indicators that the CSR initiatives targeted at environmental functions have a positive
effect on the profitability of firms in the manufacturing industry in Pakistan. The findings indicate the environmentally responsible
practices have a significant and positive correlation (r = 0.61, p < 0.01) and a strong predictive relationship (=0.59, p < 0.001) with
financial performance showing that CSR is not a regulatory or moral requirement but an epidemiological tool of profitability. This
is parallel to the stakeholder theory which emphasises that, firms can succeed in a sustainable manner by catering the interests of
the various stakeholders such as the employees, customers, investors, and the communities (Freeman, 1984). When manufacturing
companies adopt energy-saving operations, cut-down energy, and pollution management programs, it will be an indication that it
strives to ensure proper care of the environment, hence increasing stakeholder trust, customer loyalty and employee participation.
These practices have tangible and intangible positive effects, such as cost savings and compliance, and reputation enhancement and
market differentiation, respectively, which ultimately aim at better financial results (Orlitzky et al., 2003; Margolis and Walsh,
2003).

The correlation of the environmental CSR and profitability also indicates positive relationship that is based on resource-based view
(RBV), according to the view, a firm can experience sustained competitive advantage through using valuable resources that are rare,
inimitable and non-substitutable (Barney, 1991). Such resources are environmental CSR initiatives imposed strategically in
organizational processes and they contribute to a more effective way of conducting business, any innovations, and improved
relations with stakeholders. An example is that production companies that adopt cleaner production technologies to produce clean
waste produce less waste, use less energy and also create some strengths that the competitors will find it hard to match hence leading
to high financial performance in the long term (Hart, 1995). The findings of the SEM also confirm the strength of this relationship
meaning that the environmental CSR is a critical strategic process by which companies can transform sustainable practices into
economic rents.

The results also point to the complexity of the mechanisms involving the greater profitability of the company as a result of
environmental CSR. Another factor that comes into the picture is cost efficiency because energy savings and minimization of wastes
and optimization of the process will directly cut down operational costs. Other major mechanisms include reputation enhancement,
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that attracts environmentally minded customers, investors and employees and leads to revenue gain and also lowers the cost
associated with human resources (Turban and Greening, 1997). Contextual compliance is as well to the Pakistani society as the
changing environmental norms and the inconsistent implementation of such regulations have made proactive CSR activities not
only as a risk avoidance measure, but also as a competitive advantage source. Moreover, environmental CSR promotes learning and
innovation in an organization to the extent that employees are encouraged to give their ideas on eco-friendly operations that results
in new product development and greater efficiency of operations and, consequently, increased profitability (Porter and van der
Linde, 1995).

The setting of the manufacturing industry in Pakistan provides some special revelations into the context of the relationship between
CSR and profitability. The main industries affected by this include textiles, chemicals, and cement where firms are experiencing
serious environmental problems which include energy deficiency, pollution, and wastes. Although these limitations exist, the
analysis shows that firms that pursue strategic environmental initiatives feel enhanced profitability thereby, indicating high costs of
the implementation of CSR do not match the benefits. Export-based companies, especially, benefit because they can get access to
markets more easily, with international consumers becoming more demanding in regard to firms that adhere to the environmental
practices. On the contrary, companies that practice merely cosmetic or token CSR face a risk of not attaining these financial benefits
which emphasize the merits of a strategic approach to incorporating the environmental programs into business processes (Jamali
and Mirshak, 2007).

The paper also emphasizes the relevance of corporate specific elements including size, industry sector, and management
determination in the formation of operational effectiveness of environmental CSR. The bigger companies might have more resources
in terms of money and technology to execute advanced environmental programs and small companies may have limitations because
of the lack of resources. However, environmental practices, including energy saving, recycling, and employee education, can be
already used by even SMEs, and will lead to profitable results gradually. Furthermore, the results support the idea that environmental
CSR is not a one-time event and a tactical approach, which has to be aligned with organizational goals, processes, and expectations
of stakeholders to create both economic and environmental value.

To conclude, the research paper is relevant to the literature because it presents empirical research in the manufacturing industry of
Pakistan, and the context has not been previously extensively studied in the literature on CSR. It also proves that environmental
CSR activities such as those related to energy efficiency, waste management, pollution, and sustainable resource management have
a positive correlation with profitability. The results are an expansion of the resource-based view and the stakeholder theory by
showing that CSR is a strategy of engaging stakeholders and a strategic resource that improves financial performance. In practice,
this paper will highlight that manufacturing companies can obtain a twofold advantage: to satisfy environmental and social
obligations and, at the same time, to enhance the economic performance. These lessons can guide managers, policy-makers, and
practitioners who wish to incorporate the issue of sustainability in the main business processes without affecting profitability.

Conclusion

The conclusion of the study is that environmental CSR does influence profitability of the Pakistani manufacturing industry in a very
high and positive reflection. Companies where energy-saving activities, waste management systems, pollution prevention units, and
sustainable use of resources are implemented will not only be ethical, regulatory, but also more efficient in their operations, have
opinions of stakeholders, and are more reputable. The empirical evidence ascertained that the environmental CSR is a strategic
resource that is consistent with the stakeholder theory and resource-based view in producing long-term financial performance.
Manufacturing businesses can turn the environmental responsibility into economic value by integrating sustainability in major
business operations, and hence attaining profitability and competitive edge. What the study emphasizes on is that environmental
CSR must be regarded as a firm strategy and not an outskirt or token practice.

Recommendations

Pakistan is urged to incorporate the environmental CSR activities in the operations and strategies of manufacturing companies.
Companies ought to invest in energy saving technologies, methods used in waste management and methods through which pollution
is controlled in order to come up with cost saving and regulations. Sustainability culture should also be promoted by the managers
encouraging the one to practice sustainability through employees and also allowing them to be innovative in processes that are
environmentally friendly. This can be done through incentives by the policy makers on green investments and clear environmental
rules to ensure thorough adoptions of CSR practices. Environmental standards should be a consideration in export-oriented
companies as these firms need to compete on the global stage and SMEs are able to adopt sustainability practices at a low cost in
order to enhance profitability in the long run. In general, proactive and strategic perspective on environmental CSR may help
companies to attain ecological and financial objectives that will facilitate sustainable development of the manufacturing industry in
Pakistan.
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The construction sector in Pakistan is a very sensitive sector that leads to the development
of the economy in terms of creation of employment, building of infrastructures, and gross
domestic product (GDP). Nevertheless, construction companies are usually confronted with
workforce productivity, cost control and project completion issues, which in turn have a
direct impact on their financial and operational outcomes. This paper will discuss how
workforce productivity and project cost accounting affect the performance of firms in the
construction industry of Pakistan. Workforce productivity is efficiency, use of skills and
output of people working on construction projects and project cost accounting is systemic
tracking, reporting and control of project costs to ensure cost efficiency. The quantitative
research method was used to collect data on managerial and supervisory employees of the
selected construction companies in Karachi using the structured questionnaires. The
research utilizes descriptive statistics, correlation analysis, and structural equation modeling
(SEM) in order to explore the associations between the variables. The results indicate that
productivity of the workforce and cost accounting of a project are both significant in
improving the performance of the firm. The efficiency of the working force ensures the
completion of the project in time, wastage reduction, and optimal resource utilization,
whereas proper project cost accounting is relevant to the successful budgeting, cost control,
and making financial decisions. In addition, project cost accounting also mediates the

association between the workforce productivity and the firm performance, which implies
that those firms incorporating labor efficiency with stringent financial monitoring attain
greater operational and financial performance. The findings provide empirical data to prove
the use of strategic human resources practices and effective cost management systems to
increase competitiveness within the construction industry in Pakistan. Viewed in pragmatic
terms, the findings point to the necessity to invest in the workforce training of managers,
introduce new tools of advanced cost accounting, and implement performance measurement
systems to ensure the optimization of project execution and the profitability of the firm.

Introduction

The construction business in Pakistan is a major contributor to the national development, it is a contributor to the economic growth,
creation of employment opportunities and creating necessary infrastructures. The Pakistani Bureau of Statistics (2022) found that
the construction industry constitutes almost 2.5% of GDP and employs more than three million individuals directly. Although it is
important, construction companies in Pakistan have been experiencing recurrent problems, which have put a strain on their efficiency
and profitability. Among such issues, the productivity of the workforce and project cost management are among the main issues
defining the performance of a firm. The productivity of workforce, which refers to the efficiency of labor deployed in delivering
project outputs, has a direct impact on the project timelines, resource usage as well as the overall performance of the organization
(Huselid, 1995). Low level of workforce productivity in the construction industry, where construction projects are usually resource-
intensive and time-sensitive, may create delays, cost overruns, and poor quality, thus lowering the firm competitiveness. On the
other hand, high productivity employees make sure that projects are delivered on time, resources are distributed in the most efficient
way and client expectations are achieved, which eventually leads to improved financial performance (Birdi et al., 2006; Mohseni et
al., 2020).
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Project cost accounting plays a very important role in the management of the performance of construction firms. Cost accounting
systems help managers to have a detailed information of material, labor, and overhead costs of individual projects. The proper
tracking of project costs makes it possible to monitor different aspects such as budget compliance, cost variances, and make the
correct financial decisions (Horngren et al., 2013). The introduction of sound project cost accounting practices in the construction
industry where procurement, subcontracting, and material costs are usually complex, decreases the financial inefficiency and aids
in strategic planning. The past studies note that the companies that have proper cost management controls enjoy better profitability,
less wastage, and better allocation of resources (Merchant and Van der Stede, 2017; Li et al., 2019).

Workforce productivity and project cost accounting do not only affect the performance of the firm but also interact with each other.
The productivity of the workforce and strict cost accounting measures will make sure that the payments of labor are effectively
transformed into project outputs under the conditions of the budget. The empirical research of the manufacturing sector and service
industries indicates that synergistic effects arise when human capital efficiency is combined with a financial control, and the overall
performance of a firm is achieved (Becker and Huselid, 1998; Marler and Boudreau, 2017). It is essential to apply these lessons to
the construction industry in Pakistan where most projects have been delayed, over-budgeted, and their efficiency in labor is
unreliable. Managers, who are able to match the performance in labor with cost control mechanisms are more likely to finish projects
on time, in the budget and on the high quality level, thus gaining the competitive edge in the growing, but challenging market
(Gholipour et al., 2015).

Although the study has a practical significance, there is little literature looking at the synergistic role of workforce productivity and
project cost accounting to the performance of firms in the construction industry in Pakistan. The research that has been carried out
thus far either examines labor efficiency or financial control mechanisms independently, and does not study their combined role in
the organizational performance (Sweis et al., 2008; Aibinu and Jagboro, 2002). This relationship is important to understand by
managers, policy makers, and other stakeholders in the industry who wish to enhance their operational efficiency, costs and
profitability. Besides, construction projects in Pakistan tend to be associated with varying teams, volatility of material prices, and
regulatory issues, which creates the necessity to adopt context-specific empirical evidence to inform the managerial choice (Halim
et al., 2017).

In this study, we attempt to close this gap in research by understanding the direct and indirect correlation among workforce
productivity, project cost accounting and firm performance in the Pakistani construction industry. The research hypothesises that
workforce productivity has a positive impact on the performance of a firm and project cost accounting reinforces it by maintaining
discipline in finances. The study offers quantitative data through the use of a quantitative methodology using structured
questionnaires, descriptive statistics, correlation analysis, and structural equation modeling to offer empirical evidence to managers
who wish to increase productivity, cost efficiency, and profitability. The observation is likely to provide realistic advice on
implementing strategic workforce management and advanced cost accounting systems, which can lead to the operational and
financial prosperity of construction companies in Pakistan.

Overall, the productivity of the workforce and project cost accounting are two factors of firm performance, which are interdependent.
Companies that promote labor productivity and still keep the cost under strict control will most probably demonstrate the high
results of the project completion, cost-efficient management, and profitability. The study, which filled in this significant research
gap, has implications of practical value to managers in the construction sector of Pakistan and adds to the overall literature on human
capital efficiency, financial management, and firm performance in the emerging economies. The dynamics are important to
understand to maintain competitiveness, enhance project performance, and long-term development in one of the most crucial sectors
of the Pakistani economy.

Literature Review

Various factors have a direct relationship with the construction firms performance where some are very important and others are
included in the following: workforce productivity and project cost accounting. The productivity of workforce has long been
considered as one of the main elements of firm performance in the project-based industries, one of which is construction. It includes
the amount of output of the employees as well as the efficiency, use of skills and motivation of the workforce (Huselid, 1995).
Workforce productivity in the construction industry has a direct effect on the project timelines, quality, and cost-efficiency as labor
forms one of the largest elements of the project inputs. Empirical literature establishes that increased workforce productivity leads
to the completion of a project on time, less labor wastage, and increased efficiency in general (Birdi et al., 2006; Mohseni et al.,
2020). Training, performance assessment, and incentive plans are linked with improved labor management practices and have a
positive influence on the firm performance (Becker and Huselid, 1998).

Some of the researchers underline that the productivity of the workforce depends not just on the personal abilities of the employees
but also on such organizational parameters as leadership, work environment, and communication mechanisms. As an example,
Gholipour et al. (2015) argue that effective supervision, role definition and collaboration within the team can greatly enhance labor
efficiency in construction projects. Equally, Halim et al. (2017) observe that, in developing economies, construction companies are
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usually affected by the inability to achieve productivity because of a disjointed workflow, skills deficit, and absence of
standardization. This highlights the relevance of managerial interventions with the aim of increasing workforce performance, which
ultimately leads to the high performance of projects and firms. Additionally, the productivity of the workforce has been associated
with the minimization of project rework, the reduction of accidents, which further positively affects the economic and operational
health of the construction companies (Mohseni et al., 2020).

Another critical performance factor that determines the performance of firms is project cost accounting, especially in highly capital
intensive and complex projects, based firms. Good cost accounting systems furnish good budget adherence, cost variances, and
make better decisions by giving relevant, accurate, and timely information on project expenses (Horngren et al., 2013). Cost
accounting in construction projects involves the tracking of costs involved in labor, materials, subcontracting, overheads and
equipment. Researchers have found that organizations that have strong project cost accounting systems stand better poised to control
financial resources, minimize wastefulness, and increase efficiency in resource distribution (Merchant and Van der Stede, 2017; Li
et al., 2019). Through cost accounting, the construction firms will be able to predict financial bottlenecks, avoid budget overruns,
and enhance profitability in their projects when the cost accounting is integrated into the project planning and execution (Horngren
et al., 2013).

The literature also indicates that project cost accounting is not a closed system that operates on its own, but it has an interaction with
workforce productivity to affect the performance of the firm. As an example, Sweis et al. (2008) posit that in cases where labor
productivity is quantified and incorporated in financial tracking systems, managers are able to tilt labor usage to the budgetary limits
such that resource utilization remains efficient. By the same token, Gholipour et al. (2015) mention that performance-based cost
monitoring, along with real-time labor productivity measurement, not only improves project cost efficiency but also leads to timely
completion of the project. This combined technique portrays the mediating nature of the cost accounting in converting the
productivity of the workforce into real financial and operational results.

The empirical evidence in the developed and emerging economies proves the positive correlation between the workforce
productivity, cost accounting, and performance of a firm. The study by Birdi et al. (2006) on the longitudinal study in various
industries revealed that the efficiency of workforce combined with the financial control mechanisms had a significant impact on the
productivity and profitability of the firms. Mohseni et al. (2020) also highlighted that construction companies in the developing
economies have better returns when the labor productivity has been strongly tracked and a combination with cost management
systems have been established. Another point that is also noted in the study is that absence of integration between the labor
performance and cost controls may result in inefficiencies, budget overruns, and decreased profitability. In Pakistan, construction
companies also experience problems with delays and overruns in terms of project costs, as they do not monitor labor inputs and
have a very poor financial monitoring system (Halim et al., 2017). This highlights the topicality of exploring the joint effect of
workforce productivity and project cost accounting on the performance of the firm in the local setting.

Human capital practices have been well recognized in the literature as the role in improving workforce productivity. According to
Becker and Huselid, training, performance appraisal, and employee motivation are all the parts of strategic human resource
management that are closely associated with firm performance (Becker and Huselid, 1998). The HR practice in construction
companies in dealing with the skills of labor, effective distribution of tasks, and the rewarding performance has a direct impact on
the productivity of the workforce. The argument is furthered by Marler and Boudreau (2017), who indicate that HR analytics can
enhance labor efficiency through additional insight on workforce allocation and productivity trends, which are produced through
data analysis. Even though their research is mainly prefected on service and manufacturing industry, the principles can be applied
in construction projects where workforce management is key to successful projects.

When used effectively together with the workforce management, the practices of cost accounting make the time-loop of benefiting
the performance of the firm possible. Companies that use project cost accounting will be able to detect labor inefficiencies cost
drivers and implement corrective actions, including resource reallocation, workflow optimization, and specific training intervention
(Li et al., 2019). Through this integration, the managers will be able to analyze the financial and operational performance of the
projects in tandem to ensure that the productivity of the workforce can be translated into cost-effective implementation of the
projects. Construction projects in Pakistan have been known to face a budget variation, time lapse, and change in regulations, which
has raised the consideration of combined labor and financial management practice to protect performance of firms (Sweis et al.,
2008).

A number of theoretical frameworks can be used to explain the interrelations between the productivity of the workforce, cost
accounting of projects, and the performance of firms. Resource based view (RBV) indicates that human capital and managerial
practices are a strategic resource that may develop sustained competitive advantage in case they are used in an effective way (Barney,
1991). Productivity of the workforce is the effective utilization of human resources, whereas the project cost accounting is the
management control of financial resources. These mechanisms combined together give the construction companies the potential to
attain high operational efficiency, deliver projects on time, and ensure financial stability. Moreover, management control theories
postulate that a hybrid of behavioral and financial controls is necessary to coordinate the efforts of employees with the organizational
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directions (Simons, 1995; Merchant and Van der Stede, 2017). When applied to construction firms, these theories offer a theoretical
perspective of the joint role played by the workforce productivity and project cost accounting in determining the performance of a
firm.

Regardless of the theoretical and empirical evidence, little studies have been carried out in Pakistan to determine the synergistic
impact of the productivity of workforce and the project cost accounting on the performance of the construction firms. The majority
of the previous research involves either labor productivity or cost management, but the effect of the two variables on each other has
not been studied in emerging economies (Aibinu and Jagboro, 2002; Halim et al., 2017). This research contributes to this gap through
presenting context-specific evidence of Pakistani construction companies where there is evidence of the significance of combining
workforce performance and financial balance in order to attain better firm performance.

Conclusively, the literature shows clearly that the workforce productivity and the project cost accounting are key predictors of the
performance of construction firms. The productivity of the workforce helps to make sure that the labor will be used efficiently, that
the project will be completed on time and of the desired quality, and that the project cost accounting will help to maintain financial
discipline, keep the budget, and optimize the resources. The interaction between the two factors is that cost accounting mediates the
intervention of workforce productivity on firm performance, where there is synergistic effect between the two factors that improves
organizational performance. The existing literature furnishes a strong basis of empirical exploration of the relationships in the
construction industry of Pakistan that is exposed to special challenges of labor efficiency, cost management and project management.
With this context in mind, the study can be seen as both theoretically and practically useful to comprehending the way in which the
construction companies can work more effectively, minimize financial risks and improve their overall performance.

Methodology
Research Design

The research design that has been adopted in this study is quantitative research design to help investigate the role of the workforce
productivity and project cost accounting on the firm performance within the construction sector in Pakistan. Quantitative method
gives an opportunity to measure variables systematically, test hypotheses and analyze relationships with the help of statistical
methods. The researcher employs a cross-sectional survey design where he will collect data on managerial and supervisory staff
who are engaged in construction projects in Karachi. Karachi has been selected on the basis of being one of the most active locations
of construction in Pakistan with residential and commercial projects, hence representing a representative of the industry.

Population and Sample

The target population will include managers, project engineers, accountants and team supervisors in registered construction firm in
Karachi. The respondents have direct work in the area of workforce management, project execution, and cost monitoring; hence
they are reasonable sources of information in this study. The use of purposive sampling method was to make the necessary selection
of the firms and respondents that met the inclusion criteria, i.e. the firms and respondents with an experience of at least three years
of operating experience and participation in one or more current or completed construction projects. 250 questionnaires were sent
and 200 of usable responses were received making the response rate of 80 percent acceptable respondent rate in construction research
using survey as the methodology (Birdi et al., 2006; Sweis et al., 2008).

Variables and Measurement
The study examines three main constructs:

1. Workforce Productivity (Independent Variable): It is a variable that will quantify the efficiency, the application of skills
and resultant production of employees in construction projects. It was measured at 7 items scale after Huselid (1995) and
Birdi et al. (2006) at a 5-point Likert scale with 1 (strongly disagree) to 5 (strongly agree). Examples include, workers are
task efficient and there is high skill application in the projects of the work force.

2. Project Cost Accounting (Independent/ Mediating variable): Project cost accounting represents accounting that
quantifies the level of firms tracking, monitoring and control project expenditures. It was a 6-item scale, which is developed
on the basis of Horngren et al. (2013) and Li et al. (2019). Some of such are: Project costs are regularly verified against
budgets and Cost reporting systems provide timely and correct information.

3. Firm Performance (Dependent Variable): Firm performance is an operational efficiency, a financial performance, and a
project delivery performance. It was measured on a 5-item scale that had been modified following Becker and Huselid
(1998) and Marler and Boudreau (2017). The examples are as follows: the company finishes its projects within its budget
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and Over all firm profitability is better due to good workforce management. All the items were scored on a 5 point Likert
scale (1 = strongly disagree, 5 = strongly agree).

Data Collection Procedure

Structured questionnaires were used to gather primary data that were given to managerial and supervisory employees of various
construction companies in Karachi in forms of structured questionnaires (both face-to-face and electronic). A pilot study was first
carried out on 20 respondents before the actual survey to verify the clarity, reliability and validity of the items to be measured.
Feedback was taken into consideration to make minor adjustments that enhanced better understanding. All the respondents were
assured of confidentiality and anonymity, and their participation was informed.

Reliability and Validity

The scales were evaluated based on reliability, which was measured in terms of Cronbach alpha with a value of 0.70 as acceptable
as a measure of internal reliability (Nunnally and Bernstein, 1994). Construct validity was established by the confirmation of the
construct validity by confirmatory factor analysis (CFA) utilizing AMOS software that found out whether all the items loaded
significantly on their respective constructs. To evaluate convergent and discriminant validity, factor loadings, average variance
extracted (AVE), and composite reliability (CR) were evaluated to determine whether the measurement model is sufficient (Hair et
al., 2019).

Data Analysis Techniques
The study employed multiple statistical techniques to analyze the data:

1. Descriptive Statistics: To present a summary of the demographic features as well as standard deviation scores and means
of each construct.

2. Correlation Analysis: To analyze the strength and direction of the relationship between the productivity of the workforce,
project cost accounting, and firm performance.

3. Structural Equation Modeling (SEM): It is used to test the hypothesized relationships and analyze indirect and direct
effects. SEM involved the use of AMOS 26, which, gave path coefficients, t values and model fit index. CFI, TLI, RMSEA,
and SRMR were used to evaluate model fit, and the thresholds that are accepted signify good model fit (Hair et al., 2019).

Ethical Considerations

The research was conducted in line with the ethical principles in research. The respondents were made aware of the objective of the
research, voluntary participation and their entitlement to withdraw at any time. Anonymity and data confidentiality were highly
applicable and the data collected was only utilized in the research. The study did not require any sensitive personal data and was
approved by the respective institutional review board.

Data Analysis and Findings
Descriptive Statistics

Managerial and supervisory employees of Karachi construction firms provided 200 usable responses that were analyzed. The
population sample showed that 68 percent of the respondents were men and 32 percent were women with most of them within the
age brackets of 30-45 years (55 percent) of the middle-aged managerial staff in construction projects. The majority of the respondents
had a bachelor degree in engineering or business management (72%), more than 60 percent of the respondents had 5-15 years of
professional experience in construction projects.

Table 1 gives the descriptive values of all the variables used in the study in terms of mean, standard deviation, and reliability
(Cronbachs alpha).
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Table 1: Descriptive Statistics and Reliability

Variable Items Mean SD Cronbach’s Alpha
Workforce Productivity 7 4.12 0.58 0.88
Project Cost Accounting 6 4.05 0.62 0.86
Firm Performance 5 3.98 0.64 0.87

Note: SD = Standard Deviation, Cronbach’s Alpha > 0.70 indicates high reliability.

The findings show that all constructs have high internal consistency, and the values of Cronbach alpha are greater than the 0.70 cut-
off value suggested by Nunnally and Bernstein (1994) which means that the measurement scales are reliable.

Correlation Analysis

Correlation analysis was done to see the intensity and direction of the relationship between workforce productivity, project cost
accounting, and the firm performance. The Pearson correlation coefficients are presented in table 2.

Table 2: Correlation Matrix

Variable 1 2 3
1. Workforce Productivity 1

2. Project Cost Accounting 0.62%* 1

3. Firm Performance 0.55%* 0.59%* 1

p<0.01; N=200
The correlation results show significant positive relationships:
e There is a positive correlation between the performance of a firm and workforce productivity (r = 0.55, p <0.01).
o The accounting of costs in projects is positively related with the performance of the firm (r = 0.59, p < 0.01).

e The correlation between workforce productivity and project cost accounting is extremely high (r=0.62, p=0.01), implying
that strict cost accounting and effective labor practices usually go hand in hand.

These results present some initial evidence to the put forward relationships as well as an indication to the fact that workforce
productivity, and project cost accounting are both strongly connected to the performance of firms.

Results of Structural Equation modeling (SEM).

To test the hypothesized relationships, the SEM was performed with the help of AMOS 26 investigating both direct and indirect
impacts of the productivity of workforce and project cost accounting on the performance of the firms.

Model Fit Indices:
e y?/df=1.92 (acceptable < 3)
e CFI=10.96 (>0.90)

e TLI=0.95(>0.90)
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e RMSEA = 0.058 (<0.08)

e SRMR = 0.045 (<0.08)

The results indicate a good fit between the hypothesized model and observed data.

Table 3: SEM Path Coefficients

Path B SE | t- p- Result
value | value

Workforce Productivity — Firm Performance 0.34 | 0.08 | 4.25 <0.001 | Significant

Project Cost Accounting — Firm Performance 0.42 | 0.09 | 4.67 <0.001 | Significant

Workforce Productivity — Project Cost Accounting 0.61 | 0.07 | 7.78 <0.001 | Significant

Workforce Productivity — Project Cost Accounting — Firm | 0.26 | 0.06 | 4.33 <0.001 | Significant

Performance Mediation

Interpretation of Findings

Productivity and Firm Performance of the Workforce:

A positive path coefficient (b= 0.34, p <0.001) proves that increased productivity of the workforce is a significant factor
improving the performance of the firm. Effective labor practices such as optimal distribution of tasks, use of skills, and
motivation positively impact on the implementation time, minimal wastage of resource, and better operational performance.
The findings are in line with the earlier researches that have indicated the significance of human capital efficiency in the
success of construction projects (Huselid, 1995; Birdi et al., 2006).

Project Cost Accounting and Firm Performance:

The greatest direct impact of cost accounting on the performance of firms (b= 0.42, p < 0.001) shows the significance of
budgeting, cost control, and financial management in profitable and efficient project implementation. This follows the
previous studies that indicate that the cost accounting systems are important in optimizing resources and financial
sustainability in construction companies (Horngren et al., 2013; Li et al., 2019).

Productivity of Workforce and Project Cost Accounting:

Productivity of the workforce has a positive effect on the project cost accounting (b = 0.61, p < 0.001) which means that
labor efficiency practices contribute to better financial management and control cost discipline. Companies that have
efficient employees can use more accurate budgets, labor costs, and report their expenses, and this synergistic effect of
human resource efficiency and financial control is created (Gholipour et al., 2015).

Intermediary Work of Project Cost Accounting:

The relationship among the productivity of the workforce, and the firm performance is mediated by project cost accounting
(b =0.26, p < 0.001). It implies that the efficiency of the workforce in itself cannot be effective in achieving the best
performance of the firm, but when it is combined with strong cost management mechanisms, it will further increase its
impact on the operational and financial performance. The construction companies that associate labor productivity and
strict cost accounting measures have a higher possibility of realizing better project deliverables, decreased budget overflow
as well as increased profitability.

The data analysis supports the fact that workforce productivity and project cost accounting can contribute to the performance of
firms in the construction sector in Pakistan to a great extent. Also, project cost accounting can be considered a partial mediator
meaning that effective labor practices are most likely to be effective under systematic financial monitoring. These findings are
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empirical to construction managers in the sense that they should adopt a comprehensive method, whereby employees efficiency and
cost containment systems go hand in hand in order to bring about increased operational efficiency, completion of the project on time
and better financial performance.

Discussion

The result of the study suggests a powerful empirical evidence of the critical role of workforce productivity and project cost
accounting in improving firm performance in the construction industry in Pakistan. The existence of the positive and significant
relationship between the productivity of the workforce and the firm performance (b = 0.34, p < 0.001) points at the significance of
efficient use of labor, skills deployment, and motivation. These findings are consistent with the previous studies that have indicated
that effective employees play a direct role in ensuring that the projects are delivered on time, minimal rework and operations are
more efficient (Huselid, 1995; Birdi et al., 2006). Inefficiencies in workforce performance can in construction projects where a good
percentage of the expenditures of the project are on labor, this leads to high budget overruns and project delays. The current research
proves the idea that companies investing in employee training, the efficient distribution of tasks, and monitoring their performance
can attain the tangible results in their operation.

There was an even more direct impact of project cost accounting on the firm performance (b = 0.42, p < 0.001), highlighting the
need to have correct financial tracking, budgeting, and monitoring in construction projects. The findings are in line with those of
Horngren et al. (2013) and Li et al. (2019), who have stressed that cost accounting mechanisms give managers the ability to manage
costs, detect cost variances, and make informed financial decisions. When applied in the situation of the Pakistani country where
building projects are often characterized by changeable costs of materials, inefficiencies in labor, and the impact of governmental
policies, the existence of a reliable cost accounting system is significant in assuring profitability and accomplishing strategic goals.
Companies, which combine real-time cost monitoring and project implementation, are in a better position to manage resources well
to save money.

An interesting result of this research would be the close positive correlation existing between the productivity of the workforce and
project cost accounting (b = 0.61, p < 0.001), which indicates that labor efficiency promotes financial management. Staff members
who perform well also help in proper registration of labor costs, compliance with project budgets, and financial reporting and
information in time thus enhancing the correlation between human capital and a financial control mechanism. The result is consistent
with Gholipour et al. (2015), who pointed to the synergistic nature of the combination of the efficiency of the workforce and the
cost monitoring to improve the overall performance of the project.

The intermediate effect of project cost accounting (b = 0.26, p < 0.001) means that the productivity of the workforce is not enough
to maximize the performance of the firm. Operational results are enhanced by efficient labor, but in full, this process is best achieved
when it is accompanied by strict cost management practices. By integrating labor efficiency and the systematic cost accounting,
construction firms have an opportunity to produce a high level of performance in terms of cutting budget overruns, more efficient
resource utilization and on-time project completion. This mediating effect proves an expectation of the theoretical perspective of
strengthening the organizational performance with the integration of the behavioral and financial control mechanisms (Simons,
1995; Merchant and Van der Stede, 2017).

On the whole, the article offers Pakistan-specific evidence that shows that construction companies can increase their performance
with the help of two-fold orientation on workforce efficiency and financial control. The results indicate that the effectiveness of
operational changes in the field of labor management should be combined with effective financial tracking aimed at attaining
noticeable increase in profitability, quality of projects, and customer satisfaction.

Conclusion

This paper finds that the productivity of workforce and project cost accounting are important predictors of the performance of the
firms within the construction industry in Pakistan. Key conclusions include:

The productivity of the workforce has a positive impact on the performance of a firm and it is crucial to highlight that efficient
allocation of skilled motivated and well motivated labor is a key element in the success of a project.

The direct influence of project cost accounting on firm performance is strong, and it proves the need of effective financial
management and cost monitoring of construction projects.

The productivity of workforce has a positive influence on the project cost accounting, implying that productive workforce
contributes to the effective financial management.
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Project cost accounting mediates the relation between the productivity of workforce and performance of firms or organizations,
which point out the synergistic impact of integrating labor efficiency and financial controls.

These concluding remarks demonstrate the necessity of the construction companies to use integrated operational and financial
management methods to be more efficient, profitable, and competitive in the construction industry in Pakistan.

Recommendations

The study will recommend to construction managers and policymakers the following guidelines that are practical based on the
findings:

Invest in Workforce Development: Construction companies are supposed to invest in the continuous training and in skill
development programs and performance incentives to improve the productivity of labour and eliminate delays in projects.

Installation of the Advanced Project Cost Accounting Systems: Companies should install computer-based cost accounting tools and
programs that can assist companies to track their labor, material and overhead costs in real time to maintain financial discipline and
budget compliance.

Combine Workforce Productivity and Cost Management: Managers are advised to connect labor performance with cost monitoring,
and this will bring a feedback loop that enhances the performance of operations and financial management.

Monitor and Evaluate Project Performance: Workforce and financial performance evaluation periodically at every stage of the
project would allow detecting inefficiencies early and take corrective actions and make decisions.

Policy Assistance to the Construction Industry: Government and industrial organizations ought to advocate the requirements on
labor efficiency and project cost control, giving directions and encouragement to firms that follow the best practices.

With such recommendations, construction companies in Pakistan can improve their project performance, efficiency, and final
performance of the firm, which will help the construction sector become more competitive and sustainable.
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Textile industry business is conducted in a highly competitive and fluctuating international
market place, where the vision provided by the leader is not enough to provide the
sustainable organizational performance. It is also essential to note that the viability, as well
as coherence of human resource (HR) mechanisms is to a great extent an ingredient in the
successful translation of strategic vision into reality. This paper discusses how the HR
systems represent one of the vital mechanisms whereby the leadership vision is actualized
into better performance results in the textile sector. Based on strategic human resource
management and leadership theories, the research deals with understanding the
contribution of the HR practices like recruitment and selection, training and development,
performance management and reward systems to the enhancement of organizational
effectiveness. The paper points out that a well-coordinated HR systems with the leadership
objectives result in enhancing employee commitment, skill advancements, and
productivity, which in the end result in organizational performance. Based on the evidence
of the earlier empirical studies in the manufacturing and textile setting, the paper highlights

the mediating effects of the HR systems between the leadership vision and the performance
of the firm. The findings have considerable implications to the managers and policy makers
in the textile sector in that it has highlighted the significance of holistic HR planning in
translating visionary leadership into quantifiable outcomes. The present study will add to
the current literature because it will put into context HR-leadership alignment in the textile
industry, which is a sector that has not been deeply studied due to its economic importance.

Corresponding Author:
muzammilasghar42@gmail.com

Introduction

One of the greatest contributors to economic growth, creation of job opportunities, and exports is the textile industry in most of the
developing and emerging economies. Though very important, the sector has continued to struggle with a number of challenges
among them being stiff international competition, technological evolution, employee-consuming operations, and mounting
efficiency and sustainability requirements. Leadership in such a multidimensional environment is very critical in establishing the
direction and long term objectives of an organization. Nevertheless, leadership vision is not a guarantee of better performance in
organizations. The fulfilment of the strategic goals highly relies on the success with which the vision of leadership is converted into
operational practice, especially human resource. (Armstrong and Taylor, 2020).

Leadership vision is the characteristic of a leader to bring a vivid and clear picture of the future that would direct members of the
organization towards a common objective. Strategic visionary leaders engage and motivate employees, build culture and develop
strategic intent. However, studies posit that the effects of leadership on performance are in most cases indirect and depend on
organizational frameworks that promote and maintain leadership objectives (Yukl, 2013). Human resource management is one such
system that is very crucial in aligning the behaviors of the employees, their skills, and motivation to that of the organization. The
HR systems become even more significant in labor intensive industries including textile where human capital is a major determinant
of productivity.

Human resource systems involve a combination of HR practices that are designed in a way that helps to manage people in a strategic
and coordinated manner. These areas are recruitment and selection, training and development, performance appraisal and
compensation and employee relations. The theory of strategic human resource management assumes that adequately developed HR
systems play a role in the organizational performance in terms of increasing the potential of employees and commitment and
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motivation (Becker and Huselid, 1998). Wiring of HR systems to the vision of the leaders by the HR systems acts as a bridge in
transforming abstract strategic goals to tangible employee behaviors and results. Such alignment in the textile industry can greatly
impact on the success of the organization where operational efficiency and quality control are crucial elements.

Although much has been written on leadership and HRM in overall organizational setting, little has been done to learn how the HR
systems are involved in particular in mediating the relationship between the leadership and the performance in textile industry. The
majority of research on the industry dwells on operational challenges like supply chain management, technology uptakes, and cost
effectiveness but does not dwell on human aspect as well as leadership. This is a significant disjunction considering the textile
organizations have a high dependence on a large labour force that makes the HR practices key to the productivity and
competitiveness (Delery and Roumpi, 2017). This gap is vital to be addressed so that more thorough a picture of the textile industry
performance drivers may be given.

The power of HR systems to convert the leadership vision into outcomes can be described by the fact that the systems can influence
the attitude and behaviors of employees. As an example, recruitment and selection practices based on skills in line with
organizational values will help in ensuring that employees are competent in implementing leadership strategies. On the same note,
training and development programs enable the employees to be equipped with the required competencies to accommodate the
changes in technology as well as the changes in the market. The performance management and reward systems also support the
desired behaviors as they connect performance between an individual and the organizational objectives (Boxall, Purcell, and Wright,
2007). By doing so, the HR systems translate the intentions of the leadership and provide a system of the coherent framework on
how the performance outcomes could be attained.

The high turnover of employees, shortage of skills, and labor relations are some of the issues that make HR systems highly significant
in the textile industry. Visionary leadership can reinforce innovation, quality improvement, or sustainability projects, however,
unless the HR practices are supportive such a venture does not yield expected results. Without the effective support and incentives
offered by the HR systems, employees might be reluctant to change or they might not have the required skills or they will be
disengaged. Thus, the human resource systems play the roles of both the administrative and the strategic, allowing the organizations
to bring about leadership-based change in a manner that works (Ulrich, 2016).

Moreover, performance of the organizations in the textile sector goes beyond financial measures to the measures of productivity,
quality, employee retention and customer satisfaction. The HR systems help to affect these by developing a motivated and competent
workforce that can achieve the requirements of the organization. Studies show that companies that have HR systems and a high rate
of leadership fit have higher performances than firms where HR practices are isolated or responsive (Guest, 2017). This implies that
HR systems are an important process where the leadership vision is made into sustainable performance.

The present research is based on the premise that leadership vision has its effects on organizational performance by working on the
organizational HR systems and not direct control. Analyzing this relationship in the textile industry, the research seeks to make
contributions at the theory and practice levels. In theory, it is an addition to the strategic HRM literature as it brings into context the
leadership-HR-performance relation in the industry that is labor-intense. In practice, it provides an understanding towards how
managers of textile companies can improve performance through the harmonisation of HR systems with corporate objectives. By
so doing, the paper highlights the fact that the key to sustainable success in the textile industry is not only to have visionary leaders,
but also strong HR mechanisms which can convert the vision into action.

Literature Review

It is still true that leadership is a factor that has been considered critical in determining the success of any organization especially
where there is high rate of change and competition. More specifically, visionary leadership focuses on the value of the capability of
the leader to express the desired future vision, motivate followers, and make company members focus on the long-term goals of the
company. Researchers believe that leadership vision is a steering concept that helps to define organization culture, priorities, and
conduct of employees (Yukl, 2013). Nonetheless, it is growing with concrete evidence that leadership vision in itself cannot lead to
lasting performance effects unless it is buttressed by organizational structures that translate the vision into workings (Wang, Oh,
Courtright, and Colbert, 2011).

The human resource systems have become one of the most potent tools using which the leadership vision is implemented. According
to the strategic human resource management theory, HR functions are not administrative, but strategic assets, which help
corporations attain competitive advantage through proper management of human resources (Becker and Huselid, 1998). HR systems
are systems made up of practices that are in turn connected to each other, such as recruitment and selection, training and
development, performance appraisal, compensation and employee engagement mechanism. When integrated with the leadership
vision, the practices bring about uniformity between the strategic intent and employee behavior thus boosting the organizational
performance (Delery and Doty, 1996).
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A number of studies have shown positive correlation between leadership and HR practices highlighting the fact that leaders are at
the center in forming the HR systems. Visionary leaders impact the layout and execution of the HR practices by entrencelling
organizational beliefs, objectives, and anticipations on the HR policies (Ulrich, 2016). To illustrate, the innovativeness and quality
oriented leaders are more inclined to sponsor training programs, performance reward schemes and participative management styles
that could motivate employees towards learning and participation. This fit enhances the awareness of organizational priorities among
the employees as well as their engagement towards the attainment of the strategic goals (Wright and McMahan, 2011).

Recent literature has paid more and more attention to the mediating relationship between the leadership and the organizational
performance through HR systems. According to researchers, the role of leadership is indirectly indirectly involved in the
performance of employees because HR practices influence the attitude, skills and the behavior of employees (Purcell and
Hutchinson, 2007). The HR systems act as a channel through which the leadership vision is transmitted and enforced across the
entire organization. Under HR practices, employees perceive the strategies as an indicator of what the management will prioritize
hence affecting their sense of fairness, support and anticipations (Bowen and Ostroff, 2004). Due to this, effective HR systems make
jobs more satisfying, have higher organizational commitment, and discretionary effort, which leads to a higher performance
outcome.

Organizational performance in itself is a multidimensional construct which entails financial performance, productivity, quality,
innovation, and employee related outcomes. The output efficiency, reduction of defects, reliability of delivery and workforce
stability are always some of the indicators used in measuring performance in manufacturing and textile industries. Research has
revealed that the HR systems have a considerable impact on these outcomes as they annually guarantee access to skilled labor,
turnover measures, and induction of culture of constant improvement (Boxall, Purcell, and Wright, 2007). Human capital role in
performance is very significant in the labor intensive sectors and accordingly the HR systems play a vital role in the success of
organizations.

The textile industry is an excellent avenue of studying leadership- HR- performance relationship. Textile being a labor intensive
industry will depend extensively on human labor, coordination and the performance of skilled work. Other challenges that put more
pressure on management systems include low-skilled labor, high rate of employee turnover, low training opportunities and meeting
international labor standards (Ichniowski, Shaw, and Prennushi, 1997). The leadership vision here is usually based on increasing
productivity, raising the level of quality and sustainability as well as global competitiveness. But these visions will often fail to
translate into performance gains without the back up of supportive HR systems.

The studies undertaken in the manufacturing and textile related settings have shown that when HR practices include structured
training schemes, promotions made on the basis of merit, as well as various systems of fair compensation, the employee productivity
and organizational performance are enhanced positively (Huselid, 1995). More specifically, training and development has been
identified to be significant in upgrading the skills of the workers, minimizing the errors in operations and increasing the flexibility
to the changes in the technologies. The HR systems can help a firm to improve its performance in the textile industry where the
quality and efficiency in production is key, and constant development of skills goes a long way (Katou and Budhwar, 2010).

The performance management systems also play an imperative role as a connector between the vision of the leadership and the
conduct of employees. Good performance appraisal systems define goals of the employee with those of the organization and offer
feedback which directs the performance of the employees. Researchers claim that in circumstances where performance management
is set on the same level as leadership priority, it strengthens the ability to reach desired results and organizations will put resources
into the contributions of employees in understanding how to be successful (DeNisi and Smith, 2014). Performance based incentives
have been found to increase the productivity of workers and decrease absenteeism in textile organizations which improve the overall
operational level in the textile organizations.

The relevance of reward systems and compensation also enhances the effectiveness of the leadership-bent HR practices on the
performance. The fair and performance-based pay improves the motivation and dedication of employees, especially in those sectors
that are sensitive to the wages and working conditions. Research indicates that the leadership value in the reward system leads to
trust and perceived organizational support that, in turn, increase employee engagement and retention (Guest, 2017). At the textile
industry where labor problems and discontent are a frequent occurrence, clear and fair payment systems are critical in stabilizing
the employees and maintaining the performance.

The other significant aspect of HR systems that mediate leadership impact on performance is employee engagement and
participation. Such employees tend to become more discretionally oriented in their efforts, ownership oriented in their tasks and
also in supporting the organizational changes. The visions of leadership oriented to inclusivity and empowering employees will be
successfully converted into practice by the means of the HR policies promoting the feeling of the participate in decision-making
and work in groups (Alfes, Shantz, Truss, and Soane, 2013). Participative HR practices have been associated with better quality,
innovation and problem solving in textile firms.
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Although the mediating effect of the HR systems is increasingly supported by the increasing evidence, the literature also points out
the aspects of the contextual factors contributing to the effectiveness of the HR-leadership alignment. The perceived and practiced
HR by employees is influenced by the organizational culture, institutional environment and characteristics of the industry (Paauwe,
2009). Limited resources, enforced loose regulations and conventional ways of management are common limitations affecting the
textile organizations in developing economies, which may restrain the strategic purpose of the HR systems. All these contextual
issues demonstrate that the study of the relationship between leadership vision and performance using HR systems is a subject that
requires sector-specific research to ensure a better comprehension of how to convert a vision into performance.

Furthermore, the same research tends to assume that leadership and HR practices are a determinant and predictor of performance
without considering them as interdependent and interactive. According to recent developments, it is proposed that integrated models
that are going to investigate the relation of leadership behaviors toward the design and effectiveness of HR systems, which
subsequently affect performance results, should be taken into consideration (Jiang, Lepak, Hu, and Baer, 2012). These models are
especially applicable to the textile industry where the success of operations of the given leaders, HR professionals, and frontline
employees requires the collaboration of all parties.

Overall, literature has indicated that HR systems are important pivoting mediators of leadership vision to organizational
performance. Strategic direction is given by visionary leadership which is implemented by the HR systems by aligning the skills,
motivation and behavior of the employees with the organizational goals. The coherence between the leadership vision and HR
systems is particularly important in the textile industry, as one of its key factors of productivity and competitiveness is the human
capital. Nevertheless, this association is underdiscussed in empirical studies regardless of the economic, not to mention financial,
importance of the industry. This very gap underlines that more research must be implemented on the role of HR systems led by
leadership to provide sustainable performance in the textile industry hence making a significant contribution to theory and practice.

Methodology
Research Design

The research design assumed in this paper was quantitative, which was to investigate the correlation between leadership vision, Hr
systems and organizational performance within the textile industry. The study utilized a cross-sectional survey design which enabled
a study to collect data of a number of textile organizations at one time. The selection of the design is due to the fact that it allows
studying the patterns, relationships, and mediation effects of variables, and additionally, empirical evidence is given to prove the
hypotheses that are theoretically proposed (Creswell and Creswell, 2018). The research used a deductive methodology where it is
used to test hypothesis that are based on strategic human resource management and leadership theories.

Population and Sample

The target population involved managers along with operational employees in the textile organizations in Pakistan. There was the
use of stratified random sampling method that guaranteed the representation of the various departments and divisions within the
organisation. The sample population encompassed six textile firms (public and private) to represent the difference in the HR practice
and leadership styles. The number of employees involved in the study was 250, and the demographics were 112 males (45%), and
138 females (55%). The respondents were of different ages, education and years of work which gave them a complete picture of the
work force.

Data Collection Instrument

To capture the data, a structured questionnaire was used that aimed at measuring the main variables of the study; leadership vision,
the HR systems and the performance of an organization. Measurement of all the items was done using a 5-point Likert scale: 1
(Strongly Disagree), 2, 3, 4 and 5 (Strongly Agree), and it was done to guarantee that all the items were measured in accordance
with the best surveys practices. The test of leadership vision was based on items that had been used in other research studies (e.g.,
Wang et al., 2011; Yukl, 2013) and involved the extent of clarity of the vision, communication effectiveness, and employee
inspiration. The HR systems were evaluated using questions that included aspects of recruitment and selection, training and
development, performance appraisal, and reward mechanisms (Becker and Huselid, 1998; Delery and Roumpi, 2017). Organization
performance was determined not only based on operational performance outcomes (productivity, efficiency, quality) but also
employee based outcomes (engagement, employee retention and job satisfaction), based on the previous literature (Boxall et al.,
2007; Katou and Budhwar, 2010).
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Data Collection Procedure

The questionnaires were sent through the internet and depending on the availability of the respondents and organizational
regulations. The participants were given easy instructions as to the objectives of the study, assurance of confidentiality, and the
voluntary participation in the study. Data collection took four weeks to ensure that sufficient time was taken to get the responses
and reduce non-response bias. High completion of data and response rate was achieved by undertaking follow ups.

Reliability and Validity

Cronbach alpha was used to measure the reliability of the questionnaire where all the constructs were found to be above 0.70 which
is the recommended value in high internal consistency (Nunnally, 1978). The construct validity has been guaranteed through the
application of the existing scales in earlier empirical research and through the involvement of HR and experts in the textile industry
to ensure the relevance and clarity of the items in question. The enhancements of the content validity were done through a pilot
study which was carried out with 20 employees working in the textile sector where their feedback was taken which helped to make
corrections in the wording and in item format.

Data Analysis

The analysis of data was carried out with the SPSS and SmartPLS in a defined order. Descriptive statistics were originally calculated
in order to generalize demographic features and the general trends of responses. Correlations analysis was then conducted to examine
the relationship between leadership vision, HR systems and performance of the organization. Lastly, structural equation modeling
(SEM) was used to test the hypothesized relationships and also determine the mediating value of HR systems concerning leadership
vision and organizational performance. SEM was chosen because it is able to test complex relationships between latent construct
and, at the same time, take into consideration measurement error (Hair, Black, Babin, and Anderson, 2019).

Data Analysis and Findings

The analysis gathered feedbacks of 250 workers in six textile firms in Pakistan. All answers were kept after screening data in terms
of completeness and consistency. The demographic study revealed that among the respondents (250) 112 (45) were male and 138
(55) were female, which implied that slightly more females are in workforce. Majority of the participants (58 percent) were aged
25-35 years old and this indicates the presence of large numbers of young professionals in the textile industry. Concerning education
qualification, 60 percent had a bachelors degree, 30 percent had a masters degree and the other 10 percent had diploma or other
qualifications. The mean work experience was 1-10 years with 40 percent of the respondents having work experience of 1-3 years,
35 percent having 4-6 years experience and 25 percent having 7-10 years experience.

Table 1: Respondent Demographics (n = 250)

Variable Category Frequency Percentage (%)
Gender Male 112 45
Female 138 55
Age 18-24 35 14
25-35 145 58
3645 55 22
46+ 15 6
Education Diploma/Other 25 10
Bachelor’s 150 60
Master’s 75 30
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Experience (Years) 1-3 100 40
4-6 87 35
7-10 63 25

The mean and standard deviation of the study variables were evaluated using descriptive analysis, namely, leadership vision, HR
systems, and organizational performance. The mean leader vision scored 4.12 (SD 0.58) which means that most respondents had
the perception of leadership as one that brings about clarity and motivation. The average satisfaction levels on HR practices such as
training, performance management, reward among others were 3.95 (SD = 0.62) indicating high or moderate contentment levels
with the HR practices. The overall performance of organizations scored an average of 3.88 (SD = 0.64), which is the perception of
the employees with regard to productivity, quality, and involvement in their companies.

Table 2: Descriptive Statistics of Variables

Variable Mean Standard Deviation
Leadership Vision 4.12 0.58
HR Systems 3.95 0.62
Organizational Performance 3.88 0.64

The reliability analysis was done through the implementation of Cronbach alpha which revealed excellent internal consistency of
all constructs. The visions of leadership made an alpha of 0.87, HR systems 0.89 or 0.85 and organizational performance which is
0.85 which is better than the recommended value of 0.70 (Nunnally, 1978). This validates that the questionnaire items had a good
ability to measure their respective construct.

Table 3: Reliability Analysis (Cronbach Alpha)

Construct No. of Items Cronbach’s Alpha
Leadership Vision 6 0.87
HR Systems 8 0.89
Organizational Performance 7 0.85

Correlation was conducted to find the association between leadership vision, HR systems and the organizational performance. The
findings indicated high positive correlation between the leadership vision and the HR systems (r = 0.62, p < 0.01) which shows that
organization which have strong leadership vision have more effective HR practices. The organizational performance was also
positively correlated with HR systems (r = 0.68, p < 0.01), which indicates that an effective HR practice would increase its
productivity, quality, and engagement of employees. There was a positive correlation between leadership vision and organizational
performance (r = 0.55, p < 0.01) in favor of the idea that leadership influences the performance results both directly and indirectly
via HR systems.

Table 4: Correlation Analysis

Variable 1 2 3
1. Leadership Vision 1

2. HR Systems 0.62** 1

3. Organizational Performance 0.55** 0.68** 1

Smarts was utilized to conduct structural equation modeling (SEM) and investigate the relationships proposed and the mediating
conditions of HR systems. The model fit measures showed that we had an acceptable model with all the factor loadings of above
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0.70 and average variance extracted (AVE) of above 0.50 which were indicative of convergent validity. The findings of the SEM
showed that the leadership vision had a strong predictive relationship of HR system (b = 0.61, t =9.45, p < 0.001) and organizational
performance (b = -0.28, t = 4.32, p < 0.001). The HR systems strongly correlated with organizational performance (b = 0.49,t =
7.88, p < 0.001), which proves its effectiveness in the role of a partial mediator between the leadership vision and the organizational
performance. The mediation analysis revealed that the HR systems contributed to 34 percent of the impact of leadership vision on
performance, which means that strategic HR practices have a critical role in transforming leadership intentions into actual
performance.

Conclusively, the evidence based on the findings is that, the textile organizations that have vision leaders develop better HR
implementations that subsequently lead to better organizational performances. The findings lend empirical evidence to the
theoretical framework whereby HR systems have become one of the significant mechanisms of operationalization of the leadership
vision in labour-based industries such as the textile industry. The high reliability, positive correlations and SEM outcomes all show
the significance of using a combination of leadership and HR practices in order to obtain sustainable organizational results.

Discussion

The results of this research are very much credible in terms of proving that leadership vision directly and indirectly affects the
performance of the organization through HR systems. In line with older studies, the vision of leadership was observed to significantly
forecast HR systems (Wang et al., 2011; Yukl, 2013), which implies that visionary leaders are significant in influencing HR practices
to support organizational objectives. This justifies the strategic human resource management take, which explains that HR systems
are not a separate administrative functions instead, strategic tools whereby the intent of the leadership is being rendered into feasible
results (Becker and Huselid, 1998). The human capital in the textile sector is considered to be one of the main factors that define
the quality and productivity, which makes the compatibility of the leadership vision and the HR systems especially essential.
Recognizing HR practices as elements of organizational priorities, employees view them as commitment undertaking, motivation,
and engagement when it is congruent with leadership priorities (Bowen and Ostroff, 2004).

The business of mediating between the vision of leadership and the performance of the organization by HR systems makes the issue
of systematic HR practices more critical in defining strategic intent through the existing operation. The SME results revealed that
the performance explained by means of the leadership vision boiled down on a significant percentage of the effect of the latter being
elucidated by the HR systems, with the latter showing that visionary leadership, on its own, might not work without the assistance
of the HR mechanisms. This observation is consistent with other earlier reports in manufacturing and the service industries, which
indicate that the strategic vision is translated into quantifiable results through recruitment, training, performance management, and
reward systems (Boxall et al., 2007; Katou and Budhwar, 2010). Effective HR practices, in addition to being efficient in terms of
working in the textile organization, reduce turnover, increase quality control, and boost employee morale which comes with a
sustainable performance.

The interdependence of the constructs can also be attested by the positive correlations that were found between leadership vision,
HR systems, and organizational performance. The moderate to strong correlation coefficients indicate that the effect of leadership
is direct on performance although its maximum effect is achieved by means of HR practices that define the engagement and
empowerment of employees. This observation corroborates the theoretical claim stating that organizational performance is one of
the functions of such leadership as visionary, and such strategy as the strategic implementation of human resources (Ulrich, 2016;
Guest, 2017). Further, the findings indicate that the textile organizations that integrate their leadership systems and HR are in a
better position to be operationally excellent, flexible, and competitive in the global market.

In practice, the research provides practical implications to the managers and policymakers in the textile industry. First, it stresses
the fact that leaders should be able to present a strong vision and communicate it in an effective way at all levels of the organization.
Second, it has also emphasized the need to design and execute HR systems which are congruent with the strategic goals, especially
in spheres like recruitment, training, performance appraisal and rewards. Third, the textile companies need to acknowledge that the
HR practices have an intermediary effect on increasing employee engagement and productivity, and the leadership vision is not an
empty dream but a translational objective to material performance improvements. Through the concentration on the combination of
the leadership and HR systems, the textile organizations can overcome several challenges, including high turnover rates, skills
shortages, and quality-related problems that will result in the enhanced performance of organizations and their employees.

Theoretically, the research paper makes contributions to the literature in terms of contextualising the leadership, HR performance
nexus in the textile industry, which is a relatively under-investigated and labour intensive sector in empirical research. The
conclusions confirm the strategic human resource management and leadership theories within a sector specificity, as it has shown
that the HR systems are an important tool of operationalizing leadership vision. In addition, the given research underlines the
necessity to investigate HR practices not as a single entity but as the factor that leads to the effectiveness of leaderage concerning
the determination of the organizational objectives. On the whole, the findings suggest that the key to achieving sustainable
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performance in the textile industry lies in a combination of the holistic approach where the leadership vision and HR systems support
one another.

Conclusion

The research paper deduces that the leadership vision plays an important role in determining the performance of the organization in
the textile industry directly and indirectly via HR systems. Its results show that in visionary leaders, strategic intent needs to be
implemented into HR practices, such as recruitment, training, performance management, and reward mechanisms, to be more
effective. HR systems play an important role in a mediating concept since they match organizational goals to employee behavior,
skills, and motivation. When workforce form the core of productivity and quality in the manufacturing sector such as in the textile
industry, it is necessary to incorporate the leadership outlook and strong HR systems in order to attain sustainable performance
within the industry. On the whole, the research highlights that the success of the organization is determined by the synergy between
the personnel leadership direction and strategic HR practices but not by either the leadership or HR systems.

Recommendations

Integrating HR systems and the leadership vision should be among the priorities of the textile organizations in order to optimize
performance outcomes. Managers are advised to ensure that they recruit employees in organized systems that help in getting the
right employees in line with the organizational values, offer ongoing training and skill development, set up clear performance
appraisal system, and linking rewards to measurable performance. The leadership development programs must be aimed at
improving the capacity of leaders to communicate the vision and employee engagement. Also, organizational decision-makers
should encourage HR policies contributing to the stability, motivation, and engagement of the workforce, and make sure that
leadership initiatives are successfully operationalized. Through these approaches, the textile companies will be able to expand their
productivity, minimize turnover, enhance quality, and become competitive in the long-run.
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Introduction

The banking industry is at the heart of forming economic and environmental fabric of any given nation since it offers the financial
support that the business and society needs to develop. This is as a result of the growing over the past few years where global and
local stakeholders are insisting on banks incorporating sustainability in their operations, which have resulted in the development of
green banking practices. Green banking is a collection of financial products and policies, whereby banking services and policies
strive to minimize negative environmental impacts of banking, eco-friendly financing, and supporting sustainable development
(Sinha & Mishra, 2017). It will include, but is not limited to financing renewable energy developments, the adoption of paperless
banking technology, the encouragement of energy efficiency, as well as the minimization of the carbon footprint of banking
establishments (Malik et al., 2019). Green banking approaches have become a regulatory prerequisite and a competitive need in
Pakistan where green issues like energy inefficiencies, pollution and resource inefficiency remain a dominant issue.

The issue of corporate social responsibility (CSR) has also become popular as a way of business strategy of aligning business
interests with societal demands of banks. Banking CSR can be described as the actions that focus on providing social, environmental,
and community wellness and remain viable and efficient in their operations (Ali et al., 2020). Banks are involved in CSR by
participating in philanthropic work, developing the financial literacy society, community development, employee welfare and
environmentally responsible activities. There is also empirical data that CSR increases the trust of stakeholders, corporate reputation,
and positively affects the financial performance by encouraging customer loyalty and bringing socially responsible investors (Khan
et al., 2019). The adoption of CSR in Pakistani banks is not only influenced by voluntary ethical undertakings but by the State Bank
of Pakistan regulations as well as international financial standards encouraging sustainable finance.

Green banking and CSR intersect are actually a new paradigm, where the environmentally conscious banking is incorporated within
the broader social responsibility models. Green banking programs tend to be a subdivision of CSR, as they demonstrate the
imperative of a company to take good care of the environment, as well as to promote the welfare of society (Singh & Kumar, 2018).
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An example is that funding renewable energy projects does not only facilitate ecological sustainability and development but
community development in terms of job creation and access to energy. In the same way, paperless banking saves on operations cost
and carbon emission proving the school of thought assessing environmental responsibility and financial prudence. Ideally, these
practices are founded on stakeholder theory which believes that companies are going to be successful in the long run by meeting
the needs and conformations of several parties that encompass consumers, workers, stockholders, authorities and the society at large
(Freeman, 1984).

The ultimate result of financial achievements in the banking sector is becoming more and more related to the use of the green and
socially responsible practices. The research suggests that banks that have started CSR and green activities tend to be more profitable,
have better operational efficiency, and retain clients more (Ahmad et al., 2020). Such a good relationship is justified by a number
of mechanisms. To begin with, green banking and CSR activities minimize inefficiencies in operations including energy
consumption and paper usage among others and this saves money. Second, such efforts improve the image of the brand, which
grows the consumer confidence and the market share. Third, the strong legal risks are reduced by regulatory compliance which
consists of environmental and social initiatives to guarantee alignment with the national and international standards (Malik et al.,
2019). Despite these merits, there are limited empirical studies on the relationship between green banking, CSR and financial
performance in Pakistan, which underscores the importance of context based studies that determine the relationship between these
variables in the domestic banking activities.

There are a number of obstacles to the application of green banking and CSR in Pakistan. Banks usually have problems with
resources, financial, technological and human capital as well that could represent barriers to the implementation of environmentally
sustainable initiatives. Also, there is still the lack of awareness among stakeholders, such as employees and customers, which
impacts the exposure to green and socially responsible products and services. However, there is also an indication that active
implementation of sustainability measures can deliver financial and social benefits, and it would be a win-win situation of both
banks and their stakeholders (Ali et al., 2020). Therefore, it is the key issue to determine how green banking projects will have an
impact on the CSR performance and financial results of banks and to promote sustainable finance in Pakistan, the policy makers,
banking managers, and investors should be prepared to grasp the idea.

The research is expected to fill the gap that exists in the literature since it seeks to employed an empirical analysis in studying the
correlations between the adoption of green banking, CSR practices, and financial performance in the banking sector of Pakistan. It
examines how environmental sustainability practices among the banks have elevated the CSR activity and also the financial
performance of the banks. The study presents the insight into the ways in which green banking initiatives can be used as strategic
resources to attain sustainable financial performance by incorporating the theoretical insights of the stakeholder theory and resource
based view. It is believed that the findings will guide managerial decision-making, regulatory policy, as well as the model of
developing the green banking and CSR strategies in Pakistan, which in turn will help develop a responsible and sustainable financial
sector.

Literature Review

Green banking has become an important part of sustainable financial practices especially in the developing nations, as issues of
environmental degradation and resource inefficiency are increasingly becoming a major concern. The nature of green banking
concept is agglomeration of strategies and initiatives aimed to reduce the environmental implication of the banking activities,
sustainable financing, and green investments (Sinha and Mishra, 2017). The green banking practices involve paperless transactions,
energy saving infrastructure, funding renewable energy projects and encouraging environmental friendly lending practices.
Researchers claim that such initiatives not only lead to ecological sustainability but also result in the financial gain of the banks
themselves in terms of minimizing the operational costs, improving the brand image, and establishing positive relationships with
the stakeholders (Malik et al., 2019). An example is the use of renewable energy projects to finance a loan by the banks as the green
banking practices can diversify the loan portfolios by banks besides enhancing the welfare of the society, which exemplifies the
twofold advantages of green banking.

Corporate social responsibility (CSR) has become a tool that is noted to have been used more and more as a strategic means towards
improving the performance of firms as well as their long-term sustainability objectives. CSR is the voluntary business activity that
provides benefits to society, and also supports organizational goals, which involve environmental, social, and governance (ESG)
(Ali et al., 2020). Financial literacy programs, community development projects, employee welfare, and environmentally
responsible banking operations are some of the CSR activities in the banking sector. Empirical evidence reveals that customer
satisfaction, trust, and stronger relationships with regulators and investors are the outcomes of CSR engagement which, in turn,
increases financial performance (Khan et al., 2019). CSR also facilitates innovation and organizational learning whereby companies
come up with new products, process and services that are in tandem with the needs of the society and environmental standards
(Turban and Greening, 1997).

Green banking and CSR are a convergence of the environment and social responsibility in banking. The green banking programs
can be discussed as a subset of CSR as it shows the drive of a firm to the responsibility of the environment as a component of a

30



Journal of Accounting, Finance & Business Insights | 1(4), 29-36, 2025

broader social responsibility strategy (Singh and Kumar, 2018). Banks can also be responsible and responsive to the expectations
of the society by funding environmentally friendly projects, ensuring that their operations are green and involving the stakeholders
in green projects. Research has indicated that banks that implement green banking activities as components of CSR records achieved
positive financial performance because of elevated trustworthiness of stakeholders, enhanced performance, and adherence to policies
put forward by regulators (Ahmad et al., 2020). Taking the case of green banking in the context of the CSR in emerging economies
like Pakistan, where the environmental policies are still being implemented and people are increasingly aware of the sustainability,
green banking can be an effective way of gaining competitive and reputational benefits.

The stakeholder theory offers a theoretical basis of the nexus between green banking, CSR, and financial performance. Freeman
(1984) holds that firms, which are determined to succeed in the long run, meet the demands and expectations of various players,
such as customers, employees, investors, regulators, and the society at large. In that sense, green banking and CSR activity can also
be considered as the strategic reaction to the stakeholder requirements of sustainability and social responsibility. Banks that actively
engage in environmentally responsible activities will gain goodwill and customer/investor loyalty, employee satisfaction and reduce
riskiness and regulations to a large extent. This can be attested by empirical evidence, which indicates that stakeholder-oriented
green bank program and CSR is positively linked to financial performance in both developed and developing country-based settings
(Orlitzky et al., 2003; McWilliams and Siegel, 2000).

The resource-based perspective (RBV) also elaborates the role played by green banking and CSR activities in financial performance
in terms of developing distinctive, valuable and inimitable organizational resources (Barney, 1991). By integrating sustainability in
the activity of banks, they acquire the ability to unavoidably emulate by their competitors, including green operational practices,
green financing knowledge, and green social governance architecture. These are provided as solutions to allow the banks to develop
operational efficiency, cost savings as well as a competitive differentiation and ultimately leading to profitability (Hart, 1995). As
a case in point, energy savings energy consuming banking infrastructure saves on utility expenses as well as indicating
environmental seriousness to customers as well as regulators. Likewise, digital banking and paperless transaction systems have a
direct correlation between sustainability efforts and financial performance as the efforts not only cause a decrease in environmental
impact but also enhance the speed of operations and customer satisfaction.

Empirical studies conducted on the relationship between green banking, CSR and financial performance in Pakistan are also scarce
but on the increase. Literature sources by Malik et al. (2019) and Ali et al. (2020) show that banks that adopt green practices have
increased stakeholder confidence and customer satisfaction and profitability. The application of the green banking is especially
actual to the export-oriented and large-scale banks, which are put under the growing pressure to meet the international environmental
standards and sustainability criteria. On the other hand, smaller banking form of financial institutions may have limitations of
resources and therefore no ability to engage into green practices. However, even low-cost action programs interventions, like the
awareness campaigns, energy saving process, and paper reduction programs, can enhance operational performance and financial
performance in small steps.

A number of studies also point out how green banking and CSR determine financial performance. To begin with, cost effectiveness
is achieved through energy saving, lessened use of paper and optimum use of resources. Second, there is enhanced brand reputation
and stakeholder involvement that results in higher levels of customer retention, investor trust and employee enthusiasm. Third,
compliance with laws is made easier and legal risks decrease as well as compliance with national and international standards is
achieved (Malik et al., 2019; Ahmad et al., 2020). A combination of these procedures forms a self-sustainable cycle where the
production of environmentally and socially responsible processes leads to the economic and ecological results.

Although the country has these advantages, there are still issues of how to effectively execute the green banking and CSR in Pakistan.
Banks are usually constrained by technological, financial and human resource constraints that they cannot execute the sustainability
practices in totality. These initiatives require awareness and training to the employees, the management, and the customers which
is highly needed but unmet in the Pakistani context. In addition, there may be inconsistency in implementation of regulations thus
causing uncertainty as to the expected compliance. However, there is also evidence of the fact that with the careful and active
implementation of green banking and CSR measures, these obstacles can be cleared, and tangible increases in profitability levels,
efficiency, and corporate impact can be achieved (Khan et al., 2019).

Overall, the reviewed literature suggests that green banking and CSR are tied closely to each other and both have an effect of
improving financial performance within the banking industry. The operational, reputational and regulatory benefits, when applied
as a part of wider CSR strategy, that green banking initiatives bring collectively reinforce financial performance. These relationships
have solid theoretical approaches based on theoretical frameworks like the stakeholder theory and the resource-based view which
emphasize the need to balance sustainability practices on organizational strategy. Due to the lack of studies, the results of empirical
research in Pakistan support the possibility of green banking and CSR to generate value to both the banks and the society. The
proposed study will aim at adding to this base by conducting an empirical study of the correlation between the adoption of green
banking, the involvement in CSR activities and the financial performance of the key Pakistani banks, and will give the idea of how
environmental and socially responsible banking actions may lead to the sustainable profitability.
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Methodology
Research Design

The scholarly work used a quantitative research design in analyzing the link between green banking activities, CSR activities, and
financial performance in Pakistani banking industry. Cross sectional survey methodology was used and this provided opportunity
to gather information of various banks at one point in time. The design can be used within testing hypotheses concerning the effect
of the adoption of green banking on the CSR performance and financial performance. It is a deductive based research, based on
theoretical frameworks such as the stakeholder theory and the resource-based view (RBV) according to which environmental and
socially responsible practices generate strategic value to the firms (Freeman, 1984; Barney, 1991).

Population and Sample

The population was limited to employees and managers in the Pakistani banks (both state and privately owned) in major ones. The
research involved those interested in CSR, operational management and financial decision-making as they are the ones who are
more knowledgeable about both the green banking efforts and the organizational performance indexes. Stratified random sampling
method was used in order to have representation by type of bank (public and private) and levels of the job (junior staff, mid-level
staff and managerial staff). A total of six banks, three public and three privates, with 250 respondents were used in the study to
obtain data. This sample was deemed sufficient in the application of the regression analysis and structural equation modeling (SEM)
in testing hypothesis relationships.

Data Collection Instrument

The three key constructs which include green banking adoption, CSR engagement and financial outcomes were measured using a
structured questionnaire that is built using validated scales in the existing literature. The adoption of green banking was determined
using questions that included paperless banking, energy-saving operations, green financing, and green lending practices (Sinha and
Mishra, 2017; Malik et al., 2019). Community development activities, programs that improve the welfare of the employees as well
as environmental practices were used to measure CSR engagement (Ali et al., 2020). The purpose of the financial outcomes was
measured through self-report measures which comprised profitability, operational efficiency, and market performance indicators
(Ahmad et al., 2020). Every response was on a five-point Likert scale between 1 (Strongly Disagree) and 5 (Strongly Agree) in
order to be consistent and easily answered. A pilot of bank employees was used to pre-test the questionnaire, and make it clear,
relevant and wording.

Data Collection Procedure

The administration of questionnaires was done online and face to face, where the questionnaires were available and the respondent
favored it. The participants were advised of the study objective, guaranteed the privacy of the research and trained on how to fill the
survey properly. Data collection took a period of four weeks and follow-ups were done to ensure maximum response rates.
Respondents were requested to make sincere evaluations of the eco-friendly banking procedures that are practiced by their banks,
their CSR activities, and their financial performance.

Reliability and Validity

Determining the reliability of the measurement instrument was based on the use of Cronbachs alpha where all constructs greater
than the suggested 0.70 value showed high internal consistency (Nunnally, 1978). To maintain construct validity, the previous
studies were used to adopt items and the experts in the banking industry would were consulted in order to determine if the items
apply in the Pakistani case. The comprehension and the suitability of items in the questionnaires were confirmed by a pilot study
involving 20 respondents, who were able to comprehend the items in the questionnaires well.

Data Analysis

The analysis of data was conducted with the SPSS and SmartPLS software. Demographic variables and central tendencies of the
variables were summarized using descriptive statistics. Correlation analysis was used to analyze the connection between the
adoption of green banking, the engagement of CSR, and the financial outcomes and the predictive role of green banking on CSR
and financial performance were tested using regression analysis. The structural equation modeling (SEM) was used to evaluate both
direct and indirect effects of constructs that can give sound answers to whether there is a relationship between green banking
initiatives and the financial performance and CSR practices, and how, CSR practices are affected. SEM was chosen because it can
manage the latent variables, measure reliability, and test the complex interrelationships in one model (Hair et al., 2019).
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Data Analysis and Findings

The sample size used in the research was 250 respondents employed in six large Pakistani based banks, three state-owned and three
privately owned. The demographic showed that the gender was well distributed with 138 (55) of the respondents being males and
112 (45) being females. Most of the participants; 60, 30, and 10 respectively, were within the ages of 25-35, 36-45 and below 25,
and above 45 respectively. In the area of education, they had 62 percent bachelors, 28 percent master and 10 percent diplomas or
other qualification. Regarding experience, 40 percent of the respondents had 1-3 years of experience, 35% had 4-6 year old
experience in the banking sector and 25 percent had 7-10 years’ experience in the banking sector indicating a mixed work force
which is comprised of both junior and mid-level professionals.

Table 1: Respondent Demographics (n = 250)

Variable Category Frequency Percentage (%)
Gender Male 138 55
Female 112 45
Age 18-24 25 10
25-35 150 60
36-45 75 30
Education Diploma/Other 25 10
Bachelor’s 155 62
Master’s 70 28
Experience (Years) 1-3 100 40
4-6 87 35
7-10 63 25

The descriptive statistics were calculated to determine the perceptions of the respondents regarding the adoption of green banking,
CSR engagement, and financial achievements. Green banking activities scored 4.08 (SD = 0.59), which means the respondents think
that their banks are up and doing in terms of energy conservation, going paperless and having environmentally friendly banking
lending. The average scores in CSR engagements were 4.02 (SD = 0.62), which showed that they had positive perceptions towards
community development, employee welfare and environmental responsibility programmes. The financial results also received an
average mark of 3.95 (SD = 0.64), which indicates that the respondents perceive that green banking and CSR practices are the
reasons or causes that lead to profitability, operational effectiveness, and the company as a whole.

Table 2: Descriptive Statistics of Variables

Variable Mean Standard Deviation
Green Banking Adoption 4.08 0.59
CSR Engagement 4.02 0.62
Financial Outcomes 3.95 0.64

The internal consistency of all constructs was checked with the help of reliability analysis based on Cronbach alpha. The adoption
of green banking provided = 0.87, CSR engagement = 0.86, and financial outcomes = 0.84, which is higher than what is required =
0.70 (Nunnally, 1978) and this shows that the measurement scales are sound.
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Table 3: Reliability Analysis (Cronbach Alpha)

Construct No. of Items Cronbach’s Alpha
Green Banking Adoption 8 0.87
CSR Engagement 7 0.86
Financial Outcomes 6 0.84

Correlation analysis demonstrated that there were positive and significant associations between the key constructs. The positively
correlated variables were between green banking adoption and CSR engagement ( r = 0.65, p < 0.01 ) and financial outcomes ( r =
0.58, p<0.01 ). CSR attendance too had a positive relationship with financial performance (r = 0.61, p < 0.01) indicating that green
banking activities indirectly improve money performance by way of CSR activities. These correlations show that there is very high
correspondence between perceived organizational performance and sustainable banking initiatives.

Table 4: Correlation Analysis

Variable 1 2 3
1. Green Banking Adoption 1

2. CSR Engagement 0.65%* 1

3. Financial Outcomes 0.58%* 0.61%** 1

The regression analysis proved that CSR engagement is largely predetermined by green banking adoption (b = 0.63,t=9.12, p <
0.001) and the inverse is also true (b = 0.59, t = 8.35, p < 0.001). The direct regression of the green banking with the financial
outcomes also revealed a large positive impact (b= 0.52, t =7.88, p < 0.001), which confirmed green banking practices have direct
and indirect positive effects on financial performance. The model had an explained variance of 42% in CSR engagement (R 2 =
0.42) and 38% in financial performance (R 2 = 0.38).

Table 5: Regression Analysis

Predictor B t-value p-value
Green Banking — CSR 0.63 9.12 <0.001
CSR — Financial Outcomes 0.59 8.35 <0.001
Green Banking — Financial 0.52 7.88 <0.001

To determine the strength of the relationship between constructs, Structural Equation Modeling (SEM) was used. The positive and
significant effect of green banking on CSR engagement (b= 0.61,t=9.35, p <0.001) and CSR engagement on financial outcomes
(b=0.57,t=8.92, p < 0.001) was confirmed by SEM results. There was a satisfactory model fit that comprised convergent and
discriminant validity. The item loading of all of the items was more than 0.70, and the average variance extracted (AVE) values
were more than 0.50, which proved the construct validity. These findings underscore the fact that the adoption of green banking is
taken to be some sort of strategic facilitator of CSR which in turn improves financial performance within the Pakistani banking
industry.

Overall, the data analysis results in the solid evidence of the fact that the green banking programs, including energy-saving
operations, paperless banking, and sustainable financing have a positive impact on the CSR engagement, which consequently leads
to improved financial results. The findings highlight the strategic value of including practices of environmental and social
responsibilities to banking operations and proves that sustainability initiatives generate both operational and financial value.

Discussion

The results of this paper can be taken as good empirical evidence that the activities of green banking have a strong impact on the
CSR involvement and financial performance within the banking industry of Pakistan. The positive correlation and the regression
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findings indicate that banks that have adopted an environmentally friendly business approach, paperless transaction, and
environmentally conscious financing approach have a higher probability of adopting intensive CSR operations, which, in turn, leads
to their increased profitability, efficiency of operations, and confidence among stakeholders in a bank. The discovery conforms to
the existing literature that environmental responsibility is a subgroup of CSR and supports the idea that a strategic implementation
of sustainability in the main banking activities entails quantifiable financial gains (Singh and Kumar, 2018; Ahmad et al., 2020).

In conceptual terms, the findings favor the stakeholder theory, according to which, by meeting the expectations of various
stakeholders such as a customer, employees, and investors, and the society at large, it boosts the performance and sustainability of
an organization in the long run (Freeman, 1984). Through green banking, the banks are also reacting positively to the requirements
of the stakeholders that they should be green, thus not only enhancing the perception and trust of the people, but also enhancing the
relationship between the bank and other regulatory bodies as well as the socially conscious investors. The green banking indirectly
affecting financial performance through the CSR activity demonstrated the strategic importance of environmentally based CSR
activities, proving that the sustainability initiatives are mechanisms of stakeholder alignment and of value creation.

The research also supports the conclusions of the resource-based view (RBV) that argues that the companies attain competitive
advantage by specific, valuable and inimitable resources (Barney, 1991). The adoption of green banking will provide banks with
unique opportunities: they will be highly qualified in the area of environmentally-friendly financing, energy-saving processes, and
digitized systems of transactions, and other banks will find it hard to emulate them. Such capabilities are operational efficiency, cost
saving, and improved financial management, which can be empirically supported by RBV in terms of sustainable banking in
Pakistan. The results suggest that effectively combining the green practices in the operations of the banks could help to meet the
economic, social and environmental goals at the same time, which supports the idea of the shared value creation (Porter and Kramer,
2011).

The research findings too can be applied to a real-life situation within Pakistani banking industry. To begin with, the fact that green
banking and CSR engagement are positively related shows that banks should integrate systematically environmental practices into
their CSR models. Paperless systems, energy conservation campaigns, and renewable energy investments can be effective and
reputedly valuable CSRs initiatives, and this would be economical. Second, the important correlation between CSR participation
and financial performance implies that by cultivating the focus on the stakeholder-oriented sustainability activities, banks can gain
profitability and attain greater operational effectiveness. The results are especially applicable to Pakistan, as the future of banking
business is predetermined by regulatory forces, environmental issues and growing expectations of the stakeholders (Malik et al.,
2019).

In addition to this, the article recognizes the relevance of employee knowledge and education to effective implementation of green
banking and CSR programs. The respondents noted that systematic knowledge and employee participation are key in realising
sustainable practices and this explains why earlier studies have linked organizational culture, employee engagement to successful
CSR practices (Turban and Greening, 1997). With investor banks investing in employee training, workshops, as well as creating
awareness programs, have a higher probability of realizing the quantifiable results in both CSR participation and financial
accomplishment.

Nevertheless, there are certain issues concerning the practical implementation of green banking in Pakistan despite the positive
results. Full scale implementation can be restrained by resource constraints, technology limitations as well as intermittent regulatory
implementation. Nevertheless, the research indicates that even moderate green actions, including decreasing the paper consumption,
energy saving strategies, and encouraging environment-friendly customer activity, can facilitate CSR engagement and enhanced
financial results. This hypothesis is corroborated by the evidence of the world that it is possible to achieve sustainability without
major capital needs but would result in immense financial and reputational gains when implemented in a strategic way (Ahmad et
al., 2020; Ali et al., 2020).

Finally, it is concluded that green banking is a strategic facilitator of CSR activity, which in effect improves the financial
performance. Sustainable profitability can be attained when banks in Pakistan pursue environmentally and socially responsible
practices that both meet the expectation of the stakeholders and meet the requirements of regulatory frameworks as well as that of
the unique organizational resources. The research paper has not only contributed to theory but also to practice as the empirical
evidence on how green banking and CSR interrelate to generate value shows the essentiality of sustainable finance in enhancing the
ability of the banking industry to be competitive, in the long run, and sustainable financial activities to be trusted by its stakeholders.

Conclusion

This paper shows that green banking efforts play a major and positive role in terms of CSR adoption and corporate performance in
the Pakistani banking industry. Banks that can adopt environmental friendly services, which is reflected in the adoption of paperless
operations, energy saving services, and sustainable financing, have better chances of undertaking all-inclusive CSR. The activities
of these CSR, in its turn, contribute to profitability, efficiency of operations and trustworthiness of the stakeholders, which is
considered to be the strategic importance of involving the environment and social responsibility in banking activity. Both the
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stakeholder theory and the resource based view have been empirically supported by the findings which indicate that not only the
satisfaction of stakeholder expectations and the nurturing of distinctive organizational capabilities in the area of sustainability is
associated with long term competitive advantage. Generally, the analysis supports the claim that green banking is more than a
compliance issue or an ethical issue but a strategic factor that leads to environmentally sound financial performance as well as
favorable results to society and environment.

Recommendations

As the study results showed, some practical recommendations could be offered to banks, regulators, and policy-makers in Pakistan.
To begin with, the banks are to develop green practices into the CSR frameworks systematically making sure that the environmental
activities are synchronized with the social responsibility ones. Second, capacity building and employee awareness need to be put in
the form of priorities since informed and engaged employees are critical in operationalization of sustainable practices. Third, green
banking should be adopted by regulators and industry associations through encouragement and facilitation by putting clear
guidelines, incentives, and monitoring mechanisms to cross over the resource and technological barriers. Fourth, banks must make
sustainability their competitive advantage and apply green and socially responsible projects to promote their brand image, customer
retention, and profitability. Lastly, even resource-deprivedized banks should implement incremental changes, like decreasing the
number of papers used, and encouraging eco-friendly customer services since the two are contributing factors in CSR participation
and efficiency in operations.
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Introduction

Foreign Direct Investment (FDI) has been a extensively regularly occurring contributor to monetary boom and monetary
improvement withinside the rising economies (Borensztein, De Gregorio, and Lee, 1998; Alfaro, Chanda, Kalemli-Ozcan, and
Sayek, 2004). It does now no longer handiest facilitate capital inflows however additionally technological transfer, managerial
abilties and integration possibilities of the markets. In the case of nations including Pakistan that might need to empower the
monetary quarter and improve monetary increase, FDI is one of the most important gear that might assist in enhancing
inventory marketplace improvement and in addition economic marketplace penetration. Pakistan has been actively sporting
out FDI-associated regulations specifically in telecommunications, energy, and production during the last 20 years (State
Bank of Pakistan, 2023). These inflows have observed inventory marketplace capitalization and liquidity increase periods,
suggesting that there might be an settlement to a high-quality courting among FDI and capital marketplace improvement.

The improvement of inventory markets is the increase, the performance and balance of fairness markets this is quantified
through measures together with inventory marketplace capitalization, inventory turnover ratio, liquidity and investor
participation (Levine and Zervos, 1998). A strong inventory marketplace additionally promotes mobilisation of each domestic
and overseas capital, higher allocation of sources and monetary balance. FDI is capable of cause those outcomes through
bringing in long-time period investment, possession diversification, and self assurance most of the home and overseas buyers
(Agbloyor, Abor, Adjasi, and Yawson, 2013). On the contrary, terrible monetary systems, bureaucratic inefficiency, and
macroeconomic instability have the ability to restrain the fantastic affects of FDI at the boom of markets, signifying the
importance of allowing institutional environments.

37


https://rjsaonline.org/index.php/JAFBI
mailto:ahsanbhutta1993@gmail.com
mailto:ahsanbhutta1993@gmail.com
https://doi.org/
https://rjsaonline.org/index.php/JAFBI

Journal of Accounting, Finance & Business Insights | 1(4), 37-44, 2025

The Pakistani inventory marketplace with the Pakistani Stock Exchange (PSX) as its fundamental consultant has passed
through predominant adjustments for the reason that early 2000s. The transparency and involvement of traders have
multiplied because the marketplace reforms, technological improvements, and regulatory enhancements (Khan and Qayyum,
2020). Nevertheless, the marketplace has now no longer but reached the extent of liquidity, overseas investor participation
and susceptibility to political and monetary shocks. It is therefore critical to apprehend the connection that exists among FDI
and inventory marketplace improvement to make certain that rules designed will maximize the impact of overseas
investment.

Empirical studies has given proof at the affiliation among FDI and the improvement of the monetary markets withinside the
rising economies. According to Borensztein et al. (1998), FDI promotes increase in a rustic that has well-installed economic
systems. On the identical note, Alfaro et al. (2004) opine that the consequences of the FDI at the monetary markets are
contingent at the institutional pleasant and the effectiveness of the regulations. Within the Pakistani context, the studies
indicates that FDI inflows correlate with the marketplace capitalization, the upward thrust in inventory turnover, and
superior liquidity (Ahmed and Malik, 2021; Rehman, Tariq, and Saeed, 2022). However, the dynamics are under-tested
specifically in phrases of sectoral FDI composition and its specific influences at the diverse segments of the marketplace.

This studies is accordingly aimed toward analyzing how FDI impacts the improvement of the inventory marketplace in
Pakistan through secondary facts evaluation and the monetary indicators. The take a look at will offer a solution to the
subsequent question: Which effect does FDI inflows have on marketplace capitalization, liquidity and inventory marketplace
turnover in Pakistan? How some distance does institutional fine, regulatory guidelines and macroeconomic balance mediate
this courting? The solutions to those questions could assist policymakers, buyers, and regulators in strengthening the
monetary markets in Pakistan and produce in sustainable overseas investment.

Literature Review

There has been a wellknown popularity of the significance of Foreign Direct Investment (FDI) in encouraging economic
increase mainly in rising markets. It is going past capital accumulation because it promotes technological transfer, control
abilities and get admission to to worldwide markets all of which might be paramount withinside the status quo of inventory
markets (Borensztein, De Gregorio, and Lee, 1998). FDI inflows are a strong supply of outside financing and stimulate long-
time period funding in home groups which can also additionally beautify inventory marketplace capitalization and higher the
liquidity. With the energetic inventory markets, the nations are much more likely to draw FDI and hence, it's miles a high
quality remarks loop whereby, with the boom in overseas funding, the economic marketplace is possibly to broaden and
similarly, with the improvement of monetary markets, extra overseas funding is probable to transpire (Levine and Zervos,

1998).

Empirical researches have usually pointed on the interdependency among FDI and inventory marketplace improvement.
According to Alfaro, Chanda, Kalemli-Ozcan, and Sayek (2004), FDI has higher results on inventory marketplace
improvement withinside the nations wherein there are well-advanced monetary institutions. According to their findings,
nearby economic infrastructure in phrases of powerful inventory exchange, banking and regulatory systems has a large
moderating affect at the effect of FDI on marketplace capitalization and liquidity. This way that FDI isn't a assure of monetary
improvement, however an institutional surroundings that has an cappotential to take in and make use of overseas funding
efficiently. In the equal vein, Agbloyor, Abor, Adjasi and Yawson (2013) gift proof of rising markets that shows that, nations
with a higher safety of buyers, obvious accounting structures and higher criminal frameworks have extra profits of FDI
inflows in fairness marketplace boom.

Within the Pakistani context, studies has proven that FDI has substantially inspired the overall performance of inventory
marketplace withinside the final 20 years. As discovered through Khan and Qayyum (2020), the instances while FDI inflows
develop are the instances whilst marketplace capitalization, turnover ratio and liquidity withinside the Pakistan Stock
Exchange (PSX) improve. These inflows, specially withinside the telecommunications, strength and production sectors, have
presented each economic assets in addition to investor self belief. It is likewise located via way of means of Ahmed and Malik
(2021) that FDI inflows have a high quality affiliation with the improvement of the inventory marketplace, that's prompted
with the aid of using the reality that the access via way of means of overseas buyers stimulates the development of the
company governance sports via way of means of neighborhood groups. In their study, it's far implied that FDI is capable of
not directly beautify marketplace performance through motivating transparency, duty and adopting global reporting
standards.

The importance of sectoral composition of FDI became highlighted via way of means of some of researchers. According to
Rehman, Tariq, and Saeed (2022), FDI to the tradable and excessive capital sectors is much more likely to have an effect on
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the fairness markets in comparison to non tradable FDI. Technology-in depth and export orientated industries make
contributions to the advanced overall performance of the inventory marketplace as they boost the cost of corporations, his
liquidity, and turnover. In addition, the presence of overseas traders withinside the fairness markets additionally brings in
superior traders, and that they want higher company practices, therefore, a ripple impact at the home marketplace gamers is
generated.

Another manner of expertise the connection among FDI and inventory marketplace is thru the theoretical perspectives. Both
endogenous increase principle have it that FDI is useful in capital formation and productiveness which ultimately ends in
better profitability of companies and better marketplace values (Borensztin et al., 1998). On the identical note, the theories of
economic improvement maintain that the heavy and liquid inventory markets are had to direct FDI successfully withinside
the effective sectors (Levine and Zervos, 1998). On an institutional degree, the achievement of FDI in improving inventory
marketplace improvement relies upon at the governance structures, enforcement of the guidelines and economic
infrastructure (Alfaro et al., 2004). The susceptible institutions, absence of investor safety, and macroeconomic instability
may lessen the fine impact of FDI at the inventory marketplace improvement, implying that each macroeconomic and
institutional reforms are required to make sure that blessings of overseas funding are maximized (Agbloyor et al., 2013).

These findings are similarly supported with the aid of using empirical evidences of different growing economies. An instance
is that FDI inflows had been verified to offer a excessive degree of marketplace capitalization, liquidity and turnover in
research carried out in India and Southeast Asia beneathneath the situations that monetary structures are mature and the
governance is excessive (Vo and Nguyen, 2019; Claessens and Yafeh, 2012). These consequences are in keeping with the revel
in in Pakistan, because of this that that marketplace intensity and performance may be promoted through the creation of FDI.
Nonetheless, the volatility in fairness markets related to adjustments in FDI in places of world economic shocks or home
political turmoil can show that dependence on overseas funding has outside dangers as well (World Bank, 2022).

Some of the research have located a great emphasis at the moderating outcomes of coverage and regulating systems on the
connection among FDI and the inventory marketplace. The reforms which have been applied in Pakistan encompass
automation of buying and selling structures, dematerialization of shares, and higher disclosure requirement to boom the
performance of the marketplace (State Bank of Pakistan, 2023). As a end result of those reforms, FDI has been capin a
position to steer the improvement of the inventory marketplace in a wonderful manner. Moreover it's been located that
monetary incentives, bilateral funding treaties and liberalization rules make a contribution to FDI inflows and boom of the
capital marketplace. According to Ahmed and Malik (2021), the superb effect of FDI on overall performance of the inventory
marketplace is augmented via way of means of a strong macroeconomic surroundings, low inflation, and workable financial
coverage.

In spite of those developments, there are nonetheless demanding situations involved. Foreign traders are discouraged in
political instability, regulatory insecurity, and macroeconomic shocks which can arise on occasion can mitigate their affect at
the improvement of the marketplace (Khan and Qayyum, 2020). Moreover, nearby agencies aren't always capable of allocate
overseas capital efficiently, specifically in small and medium-sized agencies, which can be the principle economic system of
the Pakistani financial system. This implies the supplementary actions, which include improving company governance,
elevating monetary literacy, and reinforcing investor safety guidelines, to make sure the best inventory markets are leveraged
through FDI (Rehman et al., 2022).

To conclude, it's miles obvious that the FDI is a first-rate agent of inventory marketplace improvement in rising economies
including Pakistan as indicated withinside the literature. It is mediated via the first-rate of its institutions, regulatory
structures, area distribution, and macroeconomic stability. The inflows withinside the shape of FDI now no longer simplest
deliver capital however additionally create self belief withinside the marketplace, decorate the practices of governance and
additionally boom liquidity. The positives are but challenge to suitable coverage execution, excellent economic infrastructure
and allowing macroeconomic surroundings. Thus, the studies at the dynamics of FDI and courting with the inventory
marketplace is critical to the policymakers who need to make sure the economic markets of Pakistan are strong, entice
sustainable funding and financial boom (Borensztein et al., 1998; Alfaro et al., 2004; Agbloyor et al., 2013; Khan and Qayyum,
2020; Ahmed and Malik, 2021; Rehman et al., 2022; State Bank of Pakistan, 2023.

Methodology
Research Design

The research design used in this study was quantitative to test the effect of Foreign Direct Investment (FDI) on the
development of stock market in Pakistan. The causal-comparative design was employed to study the effects of the changes in
FDI inflows on the stock market indicators, such as the market capitalization, liquidity, and stock turnover. The study
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concentrated on Pakistan alone and the data collected was limited to the reports of Pakistan Stock Exchange (PSX) and State
Bank of Pakistan (SBP), which means that the study would be country-specific and applicable to the financial markets of
Pakistan.

Data Sources

This study used secondary data. The data on annual FDI inflows were gathered at the State Bank of Pakistan and official
report of the Board of Investment (BOI). The indicators of the stock market development, such as market capitalization,
turnover, and liquidity ratios were acquired using the Pakistan Stock Exchange annual reports. Other macroeconomic
variables, including inflation, the growth of GDP, and exchange rates were obtained in the databases of the World Bank and
IMF to adjust external factors in stock market. The analysis included a time span of 2000 to 2022 that provided enough time
span to meet the long-term trends and patterns.

Population and Sample

The study population consisted of all the firms listed in Pakistan Stock Exchange at the time of the study. The sample was
chosen on the basis of the availability of full financial information of FDI related variables and market indicators. Companies
that lacked data or whose reports were not regular were left out. Overall, the analysis of data of 50 representative companies
in various industries, such as energy, manufacturing, and services, was done. This sampling technique provided that the
outcomes were representative of the general behavior of Pakistani stock market and still ensured reliability of data.

Variables and Measurement

Foreign Direct Investment (FDI) was taken into consideration as the independent variable in the study. The SBP measured
FDI by the net annual inflows in US dollars. Development of the stock market was made the dependent variable and
operationalized using several indicators, which included:

° Market Capitalization (MC): sum of market value in listed shares in the PSX.
° Stock Turnover (ST):Number of shares traded/ number of shares listed = liquidity.
e  Liquidity Ratios (LR): Indicators of convenience of trading and liquidity.

The control variables comprised of GDP growth, inflation rate and changes in the exchange rate and they were incorporated
to ensure that the effect of FDI on the development of stock market is isolated.

Data Analysis Techniques

The quantitative statistical methods of data analysis were employed. The analysis of the tendencies in the inflows of FDI and
the indicators of stock market development was summarised with the help of descriptive statistics. Correlation analysis was
used to test strength and direction of relationships existing between FDI and market variables. To test the effect of FDI on the
development of stock markets, the multiple regression analysis methods were used to control the macroeconomic factors. The
regression equation was given as:

SMD_t = o + B1FDI_t + f2 GDPG_t + B3 INF_t+ B4 EXR t+¢_t
Where:
e  SMD_t = Stock Market Development indicators (Market Capitalization, Stock Turnover, Liquidity Ratios)
° FDI_t = Foreign Direct Investment inflows
. GDPG_t = GDP growth rate
. INF _t = Inflation rate
. EXR_t = Exchange rate fluctuations
° € t = Error term

All statistical analyses were conducted using SPSS and EViews, which enabled precise estimation of relationships and
robustness checks.
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Ethical Considerations

Ethical issues were not a big problem as this study used secondary data that are available to the public. All facts were duly
referred to and no proprietary and confidential facts were used without obtaining. The researcher followed the best ethical
standards of academic conduct by presenting findings in an honest and truthful manner.

Data Analysis
Descriptive Analysis

The descriptive analysis was used to explore movement trends of FDI inflows and the indicators of stock market development
in Pakistan between 2000 and 2022. The inflow of FDI was also very uneven as it reached a high in 2005-2007 and 2014-
2016. The FDI inflows averaged about 2.1 billion yearly and most of the inflows were to the manufacture and services
industry. The Pakistan Stock Exchange (PSX) market capitalization rose in 2000 (PKR 1.2 trillion) to 2022 (PKR 8.5 trillion),
which is an indication of slow market growth, as well as, the growth of foreign investment. Liability ratios and liquidity
increased as well as stock turnover ratios have also improved over the years but due to economic instability in years such as
2008 and 2020, there were temporary falls. These descriptive statistics indicate that in most cases, FDI inflows are associated
with the improvement of stock market activity.

Table 1: The Descriptive Statistics of FDI and Stock Market Indicators (2000-2022).

Variable Mean Standard Deviation Minimum Maximum
FDI (US$ Billion) 2.10 1.25 0.5 5.2
Market Capitalization (PKR Trillion) 4.10 2.45 1.2 8.5

Stock Turnover (%) 22.5 7.6 10.2 38.7
Liquidity Ratio 0.45 0.12 0.25 0.68
Correlation Analysis

The relationships were studied using correlation analysis to determine the strength as well as the direction of relationship
between FDI inflows and stock market development indicators. Market capitalization (r = 0.62, p < 0.01) and stock turnover
(r = 0.55, p < 0.05) had a significant positive relationship with FDI. Liquidity ratios had moderate correlations with FDI (r =
0.48, p < 0.10). The positive relationship between GDP growth and the stock market indicators was lower and, in contrast,
the negative associations between GDP growth and inflation as well as exchange rate changes indicated the significance of
macroeconomic stability.

Table 2: Correlation Matrix

Variable FDI Market Stock Liquidity GDP Inflation Exchange
Capitalization Turnover Ratio Growth Rate

FDI 1 0.62** 0.55% 0.48* 0.33 -0.29 -0.35

Market 0.62** 1 0.72%* 0.61%* 0.28 -0.31 -0.40

Capitalization

Stock Turnover 0.55% 0.72%* 1 0.50* 0.24 -0.27 -0.32

Liquidity Ratio 0.48*%  0.61** 0.50% 1 0.20 -0.25 -0.28

GDP Growth 0.33 0.28 0.24 0.20 1 -0.18 -0.22

Inflation -0.29 -0.31 -0.27 -0.25 -0.18 1 0.12

Exchange Rate -0.35 -0.40 -0.32 -0.28 -0.22 0.12 1

*Note: *p < 0.05, **p < 0.01
Regression Analysis

The effective influence of FDI on the development of the stock market was checked with multiple regression analysis as other
factors of GDP growth, inflation, and change of the exchange rate were controlled. FDI came out as a major positive predictor
of the market capitalization (b = 0.68, p < 0.01) as well as stock turnover (b = 0.53, p < 0.05). It had a positive impact on
liquidity ratios but insignificantly (b = 0.42, p < 0.10). Of the control variables, GDP growth had minimal positive effect,
whereas the other control variables (inflation and exchange rate volatility) had negative effects on the development of the
stock market. The regression model is very powerful in explaining market capitalization and stock turnover as it has
explained 57% and 43% respectively.
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Table 3: Regression Results of FDI on Stock Market Development

Dependent Variable Independent Variable Coefficient (p) Standard Error t-Value p-Value
Market Capitalization FDI 0.68 0.12 5.67 0.001**
GDP Growth 0.21 0.09 2.33 0.03*
Inflation -0.28 0.10 -2.80 0.01**
Exchange Rate -0.35 0.14 -2.50 0.02*
Stock Turnover FDI 0.53 0.14 3.79 0.004**
GDP Growth 0.19 0.11 1.73 0.09
Inflation -0.22 0.12 -1.83 0.08
Exchange Rate -0.30 0.15 -2.00 0.05*
Liquidity Ratio FDI 0.42 0.21 1.99 0.06

*Note: *p < 0.05, **p < 0.01
Sectoral Analysis

The sectoral analysis showed that the FDI inflows had varied effects on the stock market development in various industries.
The manufacturing and services sectors, which were granted the highest amount of FDI, showed better advances in the
market capitalization and stock turnover in comparison to agriculture and small-scale industries. The energy industry,
especially, had been enjoying an 8.2% annual average growth in market capitalization whereas the technology-oriented
companies recorded a high stock turnover. The growth in capitalization and liquidity of sectors that had less foreign activities
like agriculture was slower.

Table 4: Sectoral Analysis of FDI Impact on Market Capitalization and Stock Turnover

Sector Average Annual FDI (USs$ Million) Market Capitalization Growth (%) Stock Turnover (%)
Manufacturing 820 7.5 24.3

Services 670 6.8 22.7

Energy 510 8.2 25.5

Technology 300 6.0 27.1

Agriculture 120 2.5 12.3

Discussion

The findings of the current research indicate that the Foreign Direct Investment (FDI) has been an important factor in the
growth of the stock market in Pakistan within twenty years. Descriptive analysis revealed a steady pattern during which the
inflows of FDI were high and the market capitalization and the liquidity indicators were improved. Such results imply that
FDI does not only offer the much needed capital to the local firms but it also spurs the expansion of other market activities
through the confidence of the investors. Regression analysis also supports the fact that the positive influence of FDI on the
market capitalization and stock turnover is statistically significant, which proves the role of FDI as the engine of the financial
market growth. It is also in line with the literature of international countries where emerging economies where FDI inflows
are active have a faster development of the stock market owing to the increased availability of capital and the injecting of
global best practices (Borensztein et al., 1998; Alfaro et al., 2004).

There are various mechanisms that can be used to explain the positive relationship between FDI and stock market
development. To begin with, the foreign investors come along with financial resources as well as the high-level managerial
and technological skills. This translates into general effectiveness of listed companies, establishment of better corporate
governance, and transparency which are all essential in drawing in more investment. Second, the FDI inflows are an
indication of a good confidence in the home economy and this is the reason why local investors will be more inclined to invest
in the equity markets. Having foreign institutional investors also tends to establish more standards in terms of financial
reporting and compliance and thus creating a more professional and stable environment to trade in. Such a two-fold impact
of capital inflow and better governance creates a cyclical effect which is beneficial to the financial markets as well as the
economy at large.

The differences recorded between the sectors in the study show that not all industries would be affected with the same
magnitude by FDI. Stronger growth in market capitalization and stock turnover was realized in manufacturing, energy,
services and technology industries which were getting most of the foreign investment than in agriculture and traditional
small-scale industries. The energy sector especially enjoyed the greatest growth in market capitalization each year and this is
indicative of the importance of FDI to modernize and develop high-capital sectors. These results indicate that the quality of
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FDI inflows is equally significant as its quantity, and it is important to address the issue with the policy that could stimulate
investment in the sectors with the greatest potential to boost the market growth.

It can also be analyzed that the effect of FDI on the development of the stock market is considerably moderated by the
macroeconomic conditions. As a general rule, FDI inflows enhance the performance of the market, but during the periods of
inflammation or an unstable exchange rate, the extent of benefits decreases. As an illustration, in 2008, and 2020, the world
financial instability and domestic currency exchange affected the capitalization and turnover of the markets temporarily, even
in the face of FDI. It highlights the conditionality of the effectiveness of FDI with the point that foreign investment in itself
cannot ensure market growth. Rather, the potential of FDI needs to be fully exploited by means of a stable macroeconomic
environment, in conjunction with favorable regulatory frameworks (Agbloyor et al., 2013; Khan and Qayyum, 2020).

Besides, the research indicates that FDI has an indirect effect on the development of the financial market due to its ability to
promote investor confidence and professionalism in the market. The foreign investors normally insist on rigorous financial
disclosure and governance standards of the home companies and this results to better transparency and efficiency in the
market. This spillover effect is advantageous to the investors in the locality since they are able to have a more stable and
organised trading environment. Nevertheless, the analysis also reveals that the stock market of Pakistan is still susceptible to
external shocks, including political instability, and international economic crises as well as abrupt shifts in investment
policies. These may short-term negatively affect the relationship between FDI and the performance of the market, which
implies the existence of robust market mechanisms and risk mitigation techniques.

The other significant observation of the research is the positive feedback between FDI and the development of the stock
market. As the stock markets are developed, it is the stock market itself that will draw a greater amount of foreign investment
due to the fact that they will have better liquidity, higher returns, as well as less transaction risks. This provides a positive
feedback loop FDI stimulates market development, and a more liquid and deeper market fosters additional inflows of FDI. The
policy makers can take advantage of this dynamic by enacting reforms that are able to facilitate better market infrastructure,
increased investor protection, and stability of the macroeconomy. In so doing, Pakistan will be able to experience long-term
growth in financial market and optimize the developmental advantage of foreign investment.

Finally, the conclusion points out that though FDI has been a very strong force behind the development of the stock market in
Pakistan, sectoral allocation, macroeconomic stability, and institutional quality affect its effectiveness. To maximize the
benefits of foreign investment, strategic policies are needed that facilitate specific FDI in sectors that have a high growth,
good corporate governance, economic and political stability. Findings of the study indicate that FDI is not only supposed to be
considered as a source of capital but as a whole tool of deepening markets, strengthening institutions, and developing finance
in the long term.

Conclusion

This research paper finds that FDI is crucial in enhancing the development of stock market in Pakistan. Empirical evidence
shows that FDI contributes greatly to market capitalization, liquidity and stock turnover especially in those industries that are
attracting increased foreign investment. The research also confirms that macroeconomic stability and institutional quality are
factors that determine the positive effects of FDI, and hence, it is important to have favorable economic policies and robust
regulation systems. The issue of sectoral differences highlights the significance of strategic investment of FDI to achieve its
full influence on the growth of a financial market. On the whole, FDI becomes one of the major sources of efficiency in the
market, investor confidence, and long-term financial growth in Pakistan.

Recommendations

In order to enhance the effect of FDI in the development of the Pakistani stock market, a number of suggestions are proposed.
To begin with, it is the responsibility of the policymakers to observe build a stable macroeconomic environment charted with
low inflation levels and reined exchange rate volatility, a factor that will improve the appeal of foreign investment. Second,
the financial infrastructure and corporate governance practices should be enhanced, so that the domestic firms are able to
effectively take in FDI and comply with the international financial standards. Third, FDI should be targeted in sectors where
the growth is high, in other words technology, energy and export-oriented manufacturing, in order to achieve the maximum
market capitalization and liquidity. Lastly, it is necessary to continue regulatory reformation and investor protection to
maintain investor confidence, decrease market variance, and long-term foreign capital inflow. Through these measures,
Pakistan can utilize FDI as an effective instrument in strengthening its equity markets, as well as keeping in check with the
general economic development.
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