


MAJOR: FINANCE

MAJOR/NO: F16

S. No. 9

ASSESSING THE IMPACT OF GREEN FINANCE INITIATIVES ON THE SUSTAINABLE
DEVELOPMENT OF PAKISTAN — A SECONDARY DATA ANALYSIS

BY:

BILAL LODHI 01-321222-011

SUPERVISOR:

SIR OSMAN BIN SAIF

DEPARTMENT OF BUSINESS STUDIES

BAHRIA UNIVERSITY ISLAMABAD

FALL 2023



FINAL PROJECT/THESIS APPROVAL SHEET
Viva-Voce Examination

Viva Date 29 / 01 / 2024

Topic of Research: ASSESSING THE IMPACT OF GREEN FINANCE

INITIATIVES ON THE SUSTAINABLE DEVELOPMENT OF PAKISTAN — A
SECONDARY DATA ANALYSIS
Names of Student(s): Enroll #

° Bilal Lodhi 01-321222-011

Class: (MBA 1.5 Weekend)

Approved by:

Osman Bin Saif
Supervisor

Dr. Muhammad Naeem
Examiner-I

Dr. Khalid Mumtaz
Examiner-I1T

Dr. Syed Haider Ali Shah
Research Coordinator

Dr. Khalil Ullah Mohammad
Head of Department
Business Studies



ACKNOWLEDGEMENT

I thank those who have guided me so that this research could be completed. With the help
of God and my own efforts I finished this thesis.

I am deeply grateful to my present supervisor, Sir Osman Bin Saif. If not for his untiring
devotion and genuine interest in me as well atypical office of great wisdom, then the research

would have been very difficult if it had existed at all.

I'd like to thank my parents for their steadfast support throughout this entire ordeal. Their
patience and encouragement throughout the process, their willingness to listen awhile before

timeout was needed for reflection or writing, all this helped

Finally, and by no means least of all, I would like to thank my extended family for the
encouragement and moral support they have given me. Their good practical judgement,
inexhaustible energy and willingness to help out with anything put an important stamp on the

project.

Bilal Lodhi.



ABSTRACT
Environmental issues are directly in the way of Pakistan's route to sustainable development. High
emissions and pollution are caused by an over reliance on fossil fuels for industry and energy. The
environment is also contaminated by waste from industries and automobiles. In addition to raising
the risk of climate change, environmental deterioration is putting lives in jeopardy. Pakistan's
transition to a low-carbon economy is a high priority due to these issues. This entails substantial
investments in sustainable practices and green technology. Perhaps the financing need for this
transition can be filled by green finance. Pakistan may mitigate environmental disruptions and halt
climate change by exploring the potential of green financing. It works well at reducing the lack of
resources as well. This study focuses on how Pakistan's sustainable development may be aided by
green economic policies and practices. It examines secondary time series data on Pakistan's green
economy, financial or economic growth, institutional quality indices, and carbon dioxide emissions
from 2013 to 2022. The correlations between these parameters are displayed by regression
analysis. The findings show that strong institutions and steady economic growth in Pakistan are
associated with a more thriving green economy. Thus, green investment and policies may support
Pakistan's economic growth while preserving the environment for coming generations. On the
other hand, paradoxically, greater institutional qualities may be a reflection of quicker technical
advancement as they are linked to higher CO2 emissions. The organizations discovered no
evidence of a meaningful relationship between the green economy and either economic expansion
or CO2 emissions. One of the main suggestions is to prioritize institutional integrity in order to
promote insolvency. Targeted environmental measures that strike a balance between economic
growth and sustainability are required in light of the strong findings. Sustainable solutions must
reduce CO; emissions as Pakistan's population expands. Ultimately, even while the green economy
has the potential to spur growth, its successful integration into more comprehensive policies is still
required. In order to design coherent policies that would balance Pakistan's growth trajectory with

climate resilience, the report identifies research needs.

Keywords: Sustainable Development, Green Finance, CO> emissions, Institutional Quality,

Pakistan, Environmental Degradation
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CHAPTER 1

INTRODUCTION

1.1 Background/Introduction

In recent years, there has been much discourse on the need for sustainable economic growth.
Pollution, for example, not only threatens human health but also accelerates the degradation of
natural resources. More alarmingly, it is accelerating climate change, contributing to an increase
in natural disasters. Essentially, it is like adding fuel to an already raging fire, with devastating and
far-reaching consequences. The process of environmental degradation is not limited to one area
but extends to harmful soil degradation, adverse changes in water sources, soil erosion and
atmospheric pollution. One of the main causes of environmental degradation is the over-reliance
on the burning of fossil fuels for energy, and in domestic and commercial areas, vehicle emissions
and industrial waste plays an important role. Human activities including but not limited to
agriculture, transportation, industrial manufacturing and energy production are major contributors
to environmental degradation. Energy is the lifeblood of our economy, powering both businesses
and homes. The inevitable rise in energy consumption due to increasing globalization will

undoubtedly increase carbon emissions (Shahbaz et al., 2018a).

The country’s economic growth is due to macroeconomic growth, acting as a primary driver. Even
low-income countries can make effective gains by implementing strong policy. Efficient use of
financial resources stimulates creativity in the financial industry and consequently helps to
enhance economic growth. (Furuoka, 2015). Effective management of financial services makes
them more attractive to investors, strengthens banks, and boosts economic growth. The financial
sector contributes to the growth cycle by promoting economic expansion and, consequently,
fostering foreign direct investment (FDI) (Azam, 2016). As economic growth accelerates, the
monetary system simultaneously expands. This expansion effectively reduces financing costs. As
the monetary system deepens, driven by a growing financial industry, it facilitates reductions in
finance costs. These increases borrowing by firms aiming to increase production. Consequently,

energy consumption appears to be increasing, leading to increased carbon dioxide emissions. Thus,



it can be concluded that economic growth is increasingly affected by environmental degradation.
(Haseeb et al., 2018). There is increasing global concern about the interaction between finance and
environmentally friendly finance, with recent focus on the Sustainable Development Goals (SDGs)
In particular the theory emphasizes that countries can prevent environmental degradation and at
the same time achieve economic and economic expansion. Generally, infrastructure in the green
economy contributes to reducing environmental risks, increasing resource efficiency, creating new
possibilities for consumption practices that are environmentally friendly, reduce pollution levels,
advocate recycling and energy conservation, provide competitive advantage, and improve

environmental performance (Karimi Takalo et al., 2021).

A high level of organization ensures compliance with contracts, transparency, reduced
administrative costs, and an environment for better adoption of green innovations (Phuc Canh et
al., 2019). Companies with stronger organizations exhibit stronger safeguards for green patents
and use of skilled labor. Research shows that increased institutional quality led to increased carbon
dioxide (CO.) emissions. This is due to the fact that low-income countries face greater pressure on
economic expansion, and improved institutional welfare contributes to increased economic
activities, such as foreign direct investment (FDI) emissions, including high energy consumption
and pollution emissions (Phuc Nguyen et al., 2020). In addition, it has been demonstrated that
changes in environmental regulations with increased institutional standards reduced CO:
emissions (Jiang et al., 2021). Accordingly, for China There is an urgent need to further clarify
and elaborate the link between institutional quality and carbon dioxide emissions. This illustrates
the significance of examining that relationship between China's institutional structure and its
carbon footprint. It sheds light on many aspects affecting environmental sustainability. Looking at
these relationships can help better understand how regulatory policies impact environmental
outcomes, so policymakers can steer future policy development in a direction that is more

conducive to the environment situations.

As a developing country, Pakistan faces numerous environmental and developmental problems.
With population growing rapidly, urbanization at a high level and its dependence on fossil fuels
for energy production the country faces an environmental threat of great seriousness. These factors
increase environmental pollution, carbon emissions and consumption of natural resources. To a

large extent they threaten human health as well as the sustainability of our own material life (World



Bank 2020; MoCC 2021). Understanding the importance of sustainable development, Pakistan has
taken a number of steps to involve environmental factors in its financial sector. The country’s
central bank, the State Bank of Pakistan, is actively promoting a green economy through structural
reforms and regulatory framework (SBP, 2021) Financial institutions are encouraged to
incorporate environmental risk assessment and invest in renewable energy, energy efficiency, and

other sustainable infrastructure

After the State Bank of Pakistan launched its Green Banking Guidelines in 2017, concerted efforts
have been made to promote sustainable finance in Pakistan. Yet problems are still in the way of
full-blown growth, including financial bias as well as ambiguous government regulations. On the
other hand, a lack of purposeful targeted financial and business incentives for SMEs that are
involved with sustainable production and consumption clearly creates an obstacle. In spite of these
obstacles, however, the study undertaken by (Kumar et al., 2022) indicates that a considerable
portion of banks in Pakistan show an impressive determination to actualize the green banking
guidelines published on their behalf by National Bank of Pakistan. Their findings point to the
importance of green finance as banking moving closer toward its Corporate Social Responsibility
(CSR) goals. In addition, research by (Kamran et al. 2022) suggests that green finance can help
banks achieve their CSR goals.

Moreover, according to research findings by (Zhang, Y. Q., 2023), the green economy plays an
important role in stimulating a reasonable and environmentally friendly expansion of responsible
economies. The drive toward a green economy in Pakistan, according to (Rana et al. 2022), is the
result of efforts to minimize climate change risk and promote sustainable development. Although
there are present limitations, on the whole a desire to promote environmentally friendly practices

in pursuit of a more ecologically fragile future.

1.2 Purpose of the study

The research examines the far-reaching effects that green initiatives have on promoting
development in Pakistan. More specifically, this paper will explore the complex processes through
which green bonds and sustainability-linked loans are used to intensify solar power adaption and
to encourage cleaner manufacturing procedures. The research will provide detail analysis of how
green financing can be useful for Pakistan in cutting down greenhouse gases and air pollution,

which is part of Pakistan’s ambition towards climate friendly and sustainable development. The



investigation shall adopt a quantitative approach. The overarching goal is to adhere to specific
research method when examining opportunities and obstacles for scaling up green finance.
Ultimately, the study aims to provide well-defined policy recommendations that can encourage
increased capital flow into initiatives for a low-carbon economy, contributing to sustainable

development in Pakistan.

1.3 Statement of Research Problem

Despite the efforts of green financing to boost sustainable growth in Pakistan, high carbon
emissions continue to threaten the country's environment and economic development (World
Bank, 2023). The interplay between financial development, institutional quality, population
growth and CO; emissions are still not well understood in the Pakistan context (IMF, 2022). There
remains a lack of empirical research that examines the linkages between these factors in an
integrated manner (Ahmed & Long, 2020). This study aims to address this gap by investigating
the impact of green financing on carbon emissions while controlling for institutional quality,
population size and financial development in Pakistan from 2013-2022. The findings could help

inform policymaking to promote sustainable development.

1.4 Research Gap

Sustainable development is being hindered from achieving its goals due to various environmental
problems such as the air pollution, drought, high temperature conditions, and deteriorating natural
resources. These problems come as a result of various causative factors, for example, population
growth, energy use, technology, and loss of natural resources (Sultana et al., 2023). The transition
to a low carbon economy requires huge investments in order to address the concerns that contribute
to degradation of the environment. Green financing serves as the main channel through which
funds are funneled toward eco-friendly and sustainable development (Najam, 2023). Nevertheless,
there is little knowledge about the extent of green economy’s impacts on other aspects of
sustainable development within Pakistan. A strong framework for policies and governance is
essential for successful implementation of green economy projects. Countries that are especially
good at protecting property rights, promoting high standards of treaty enforcement and creating
favorable regulatory climates tend to attract more investment in terms of sustainable initiatives
(Maciej Serda et al., 2013). Yet in many indicators of organizational quality, Pakistan lags behind
(Khan, 2019).



Air pollution is a grave hazard for public health, economic growth, and overall sustainability in
Pakistan. The World health organization WHO reports that 14 out of 15 most polluted cities in the
world are situated in Pakistan (WHO, 2022). Green finance is important in moving Pakistan
towards renewable energies. However, capital needs are more in Pakistan’s goal of generating 60
percent electricity from renewable resources by the year 2030 (Government of Pakistan, 2018). In
order to know more about how green bonds and other innovative financing tools are put up,
empirical research is a must. In order for sustainable development in Pakistan, it is essential to
green up the industrial sector. Pakistan is a country rife with industries that contribute significantly
to both carbon emissions and air pollution. For instance, industries like cement, steel, and textiles.
(Pakistan Bureau of Statistics, 2021). The circular economy principles of reduce, reuse and recycle
can be used to separate industrial expansion from pollution. Such case studies examining the

current best practices of green industrialization in Pakistan have relevant policy lessons.

Many research efforts focus on features related to CO2 emissions or environmental degradation in
the individual. There are also studies looking at how green economy policies affect CO2 emissions
(Udeagha & Muchapondwa, 2023; Xiong & Sun, 2023). Some investigations even test the impact
of organizational quality or demographics on emitted CO, (Awan & Scholar, 2023; Rehman et al.,
2022). The objective of the green economy is to maintain environmental integrity while promoting
economic development and protecting its environment, according to another study by (Kumar et
al., 2022). As a result, there is an urgent need to carry out substantial research that'll look into the
combination effect of all these elements on Pakistan 's CO2 emissions and environmental
deterioration. The findings will come in handy towards lessening any impact on people by reducing

pollution levels.

Comprehensive studies that explicitly look at how green financing projects affect sustainable
development in Pakistan are hard to come by. Although the connection between green finance and
environmental results has been the subject of various studies, further in-depth research is required
that takes into account Pakistan's particular socioeconomic and environmental circumstances.
Understanding how green finance initiatives, within the unique institutional and economic context
of Pakistan, contribute to sustainable development outcomes, such as the decrease in CO2
emissions and environmental degradation, is the subject of this contextual research gap (Najam,

2023; Government of Pakistan, 2018). This study is significant because it attempts to close a



research gap by examining how green financing efforts affect Pakistan's sustainable development
while considering the country's relative rankings in terms of CO. emissions and per capita
emissions with respect to Bangladesh and India. Pakistan ranks 39th in CO, emissions per capita
(0.80) and 158th out of 184 nations in terms of total CO2 emissions, indicating the urgent need for

mitigation measures (countryeconomy, 2021; Economy, T.G, 2020).

The research can shed light on how financial interventions might help Pakistan reduce CO>
emissions by examining the effects of green financing programs. It may evaluate how well carbon
pricing schemes, renewable energy funding, and sustainable investment strategies support
emissions mitigation and sustainable development. Furthermore, a useful benchmark can be
obtained by contrasting Pakistan's emissions in terms of per capita emissions with those of
Bangladesh (ranked 41st) and India (ranked 31st). In order to close the research vacuum, this study
on how green financing efforts affect Pakistan's sustainable development is essential. It may offer
fact-based guidance to investors, financial institutions, and governments on how to allocate funds
wisely, support projects that lower emissions and advance Pakistan's sustainable development

goals, and encourage sustainable habits.

1.5 Research Questions

In light of the research gap exist in the study, the specific research questions are as follow:

1. What is the influence of Green Finance on Institutional Quality?

1.  What is the Influence of Green Finance in decreasing CO; emissions?
1.  What is the effect of Institutional Quality on the Sustainable Development?
iv.  What is the impact of CO2 on Sustainable Development?

v.  What is the influence of Green Finance on the FD?

1.6 Research Objectives
Considering the research questions of this study, the research objectives are as follows:
I.  To study the impact of Green Finance on Institutional Quality.
ii.  To study the influence of Green Finance on CO2emissions.
iii.  To study the impact of Institutional Quality on Sustainable Development.
iv.  To study the effect of CO2 on Sustainable Development.

v.  To study the impact of Green Finance on Sustainable Development.



1.7 Significance of the study

Pakistan, like many other countries, is dealing with disruptive effects of climate change such as
floods, water scarcity and rising temperatures. Understanding the impact of green economic
policies on environmental degradation and CO> emissions is essential to mitigating the
consequences. This helps reduce greenhouse gas emissions, a major cause of global warming.
Pakistan is committed to meeting the specific UN Sustainable Development Goals, emphasizing
sustainable development as a global priority. Green economic policy plays an important role in
policies such as wind power generation, forestry, and other environmentally friendly projects.
Pakistan faces environmental challenges such as air and water pollution, deforestation and
biodiversity loss. The implementation of green economic policies can address these issues by
focusing project activities on environmental protection. Furthermore, these projects have the
potential to stimulate economic growth by promoting the development of green industries,
renewable energy and environmentally friendly technologies If we look for development aid
consistency within Pakistan makes it clear that their role in income generation and employment.
This research can guide policy makers to allocate resources more efficiently, implement effective
regulations, and promote green-focused investments, creating a sustainable ecological economy

which has been reduced.

1.8 Variables and definitions
To have a clear understanding on the theoretical underpinning, the following Table 1.1 describes

some of the essential construct to be used in this study as well as resolving any terms

contradictions.
Table 1.1: Definitions of the variables used in this study
Variables Definition
Green Finance (GF) The green economy includes all economic products or activities
aimed at creating a low-carbon economy and promoting
sustainable environmental development.
Institutional quality (IQ) The nature of institutions is the degree of influence that a

country’s political, legal, and regulatory systems have on the



economy, society, and environment. This impact also affects

economic prosperity, social change, and environmental

protection.
Sustainable Development Sustainable development is a holistic approach that seeks to
(SD) meet the needs of the present without compromising the ability

of future generations to meet their own needs.

COz emissions (COz) Carbon dioxide gas emissions are recognized as CO2 emissions
and play an important role in initiating climate change and

global warming.

1.9 Summary

This study delves into the interplay between sustainable economic growth, environmental
degradation and economic growth. It refers to the concept of "greening the economy" as a way to
offset the negative environmental impacts that can result from economic expansion. The study
highlights Pakistan’s efforts to embrace the green economy, remove associated barriers and
highlights the critical role of good research for success in this sector. Research gaps have been
identified in integrated research from the fields of green infrastructure, organizational quality,
population growth and CO> emissions and this study aims to address these gaps through robust
linkages exploring the gaps between these elements. A key factor is the importance of green
economy for sustainable development in Pakistan, with the aim of informing policy making on
environmental challenges and promoting investment in the green economy in the encouragement.
The research model defines variables and relationships, and provides a framework for addressing

research questions and objectives.

1.10 Formation of the Thesis

This chapter aims to provide an introduction, outlining the scope of research in various aspects.
Sections that follow detail the study introduction, identification of research gaps, formulation of
research questions and objectives; scope and significance of the research. The following sections

are as follows:



Chapter Two: The literature review section studies the main concepts in detail, offering
perspectives on the main concepts of the study. This process helps to develop a conceptual

framework and develop hypotheses for research.

Chapter Three: This section describes the research methodology, including research design and

description of methods used; measurement variables and data collection.

Chapter Four: Research Results This chapter presents a comprehensive in-depth study of
quantitative data, with an emphasis on structural equation modeling (SEM) techniques and

hypothesis testing.

Chapter Five: This section is on discussion and conclusion study findings, contributions of the

study, limitations. In addition, recommendations for future research efforts are provided



CHAPTER 2

LITERATURE REVIEW

2.1 Theoretical background and literature review

The term green finance refers to any financial service that takes into account ESG criteria in its
business or investment decisions and seeks a balanced outcome among economic success,
environmental sustainability and social fairness (Oliver Wyman 2019). Selected examples of green
finance instruments are: Green bonds; climate/carbon funds, sustainability-linked loans and ESG
investing. These products channel capital into projects that generate environmental benefits or
fulfill SDGs. The UN defines sustainable development as that which meets the needs of the present
without compromising future generations' ability to meet their own needs (UN, 1987). It combines
economic development, social integration and environmental protection. Greening finance
worldwide is considered a prerequisite for fulfillment of the UN Sustainable Development Goals

(SDGs) by 2030.

The financial services sector plays an important role in providing the necessary financial support
to the enterprises, enabling them to prosper (Ji et al., 2021). In addition, investors have the
opportunity to earn returns through traditional financing methods. Increasing emphasis is being
placed on increasing green economy in the region due to traditional economy having no negative
environmental impact (Kim et al., 2020). Investors are increasingly turning to green energy as a
way to help protect the environment, leading to an increase in the green economy (Gagnon et al.,
2020). Green financing is associated with reduced credit risk, as sustainable firms have less
earnings erosion (Naqvi et al., 2021). Lenders benefit from lower loan loss provisions and capital
requirements when financing borrowers with the lowest credit risk, contributing to the
environment meet the goals of the child. Research shows that green financial assets outperform
financially unfriendly assets (Gee et al., 2021). However, some studies warn about the potential

disadvantages of consumers investing in green alternatives (Naqvi et al., 2021).

Some existing literature has analyzed the effects of green finance on sustainable development
results. In one investigation, (Du et al. 2020) used a difference-in-differences estimation and found

that green bond issuances had positive spillover effects by encouraging investment in

10



environmental protection; energy saving; coal replacement with natural gas or renewable energies
such as wind power; pollution reduction. Wang et al. (2020) studied data from 38 nations and
determined that the growth of green bonds encourages investment into renewable energies, which
in turn drives positive changes in environmental quality indicators. But some studies indicate that
there are limitations. Gong et al. (2019) state that although the green bond issuances have been
increasing capital for environmental projects in China alone, stricter disclosure standards and third-
party verifications are needed to ensure climate impact. Also (Czerniawska et al. 2021), ESG

investing is still in its infancy across borders globally

By channeling investments to green sectors like renewable energy, green bonds and loans can assist
boost up the transition to a low-carbon economy (Lazurko & Angelova, 2021). This helps
environmental sustainability goals like mitigating weather trade. Investing in climate exchange
answers additionally gives socio-monetary co-advantages like activity introduction (Durif et al.,
2021). Strong law, coordination among monetary and environmental rules, and institutional
capacity are key to optimize its effect (Apergis & Payne, 2020). With good governance
mechanisms, green finance can play a critical function in powering sustainable improvement.
(Beck et al., 2021) locate evidence that green loans cause stepped forward environmental practices
and lower pollution among borrower corporations in China over the lengthy-run. This helps the
role of green finance in facilitating actual economic system transition to sustainability. (D1 Giuli
and Kostovetsky, 2021) study green mutual finances globally and locate that making an investment
in environmental, social and governance criteria leads to better risk-adjusted overall performance

in comparison to standard budget, suggesting the financial viability of sustainable investing.

According to the "Pollution Opportunity Hypothesis," foreign direct investment (FDI) at first
exacerbates environmental pollution in different countries before intensity reaches a certain point,
after which it then declines carbon emissions. Three possible ways that economic growth can cause
environmental degradation have been put forward. Second, economic development could further
accelerate environmental degradation by promoting FDI. Pollution and consumption of energy in
turn would be increased (Shahbaz et al., 2018b). In addition, in a good financial environment with
the availability of increased consumer credit to use on buying energy-intensive goods stimulates

consumption and pollution (Agbloyor et al., 2016). Economic growth also brings about increased

11



investment, creating more demand for electricity and thus further destroying the environment

(Marrasso et al., 2019).

The study also highlights the impact of national institutional policies on the relationship between
environmental sustainability and economic growth. Institutional quality and strong regulation play
an important role, with good firms formulating policies that support environmentally friendly
expansion into social benefits (Azhagaliyeva and Liddle, 2020) propose a monetary policy that
encourages economic neutrality climate promotion strategies, and emphasize the important role of

regulators in implementing "green" economic laws (Chen & Feng, 2019).

2.2 Research Framework

The research model, as discussed in chapter two of this research, constituted green finance (GF),
institutional quality (IQ), population (POP), CO, emissions (CO;) and financial development
(FD). The three exogenous factors include green finance, and institutional quality; the dependent
variable is financial development; and the mediating variables comprise of institutional quality

and CO; emissions.

Figure 1: Research Framework

Institutional
Quality H3
H5 :
Qreen Sustainable
Finance Development
H2 Carbon dioxide H4
emissions
2.3 Theories employed

Some theories provide valuable insights when considering the inclusion of a green economy to
consider a sustainable Pakistan. These parameters clarify the relationship between the green
economy and key variables such as demographic trends, institutional quality, CO2 emissions,

economic growth, etc. Examining these theories provides a comprehensive framework for

12



understanding the implications of integrating green finance into sustainable development issues.

The following theories play a pivotal role in this context:

il.

iil.

1v.

Green Finance Theory: The purpose of green finance theory is to achieve a balance
between economics, society and ecology. It also serves to realize Pakistan's comprehensive
long-term goal of sustainability. This theory is that external environmental costs can be
internalized through methods like carbon pricing and emission allowances, leading to
sustainable development. Moreover, it emphasizes that strong institutions and good
governance encourage the development of a green economy which does work. (Kamran et
al., 2022¢, Y. Q. Zhang, 2023c¢)

Environmental Kuznets Curve (EKC) Theory: According to the EKC theory, economic
development and environmental degradation have an inverted U-shaped relationship with
each other. For example, under this hypothesis the pollution level rises first and then
stabilizes at a plateau until clean technology is introduced. Fortunately, green finances can
only enhance the fierce fangs of pollution by strengthening investment strategies with an
ecologically sensitive edge, a course that is compatible for both people and earth.
Institutional theory: Organizational theory is based on the idea that organizational
characteristics can have a decisive impact both economically and ecologically. There are
laws, business policies and various government agencies that play a decisive role in
whether green investment initiatives will be successful or not. A green economy can thrive
in an institutional framework characterized by well-defined property rights, effective legal
powers and a clear legal framework (Maciej Serda et al., 2013).

Financial Development Theory: This theory emphasizes that a well-designed monetary
policy is necessary for economic growth. In the case of a green economy, effective
budgeting and planning play an important role in delivering goods and support to green
businesses. It facilitates the allocation of financial resources to sustainable sectors and
incorporates environmental considerations into the decision-making processes of financial

institutions

13



2.4 Hypothesis Development

2.4.1 GF and 1Q

Efficiency of government agencies plays an important role in ensuring adequate funding, aimed at
promoting sustainable development and climate change mitigation Relationship between
institutional quality and good governance of elements between green economies is becoming
increasingly apparent. According to (Khan, 2019), trusted government agencies have the ability to
create an enabling environment for a green economy by formulating appropriate rules and
regulations, thus reducing the associated risks. (Prud’home, 2020) emphasizes that high-
performing countries can direct climate finance to areas that can generate positive externalities. It
has established a robust financial and regulatory framework that increases investor confidence and
addresses concerns about the financial promise of green infrastructure. However, the challenges in
effective implementation of green finance by government agencies have been highlighted by (Roy
and Das, 2021). Corruption, non-transparent procedures and weak enforcement are argued to pose
severe barriers to a green economy. Existing literature emphasizes the role of government agencies
in making green finance available to individuals. (Wang, Zhang, and Chen, 2022) recommend that
governments adopt policies that encourage private investment and support investment in green
initiatives. They argue that disclosing past successes and achievements can increase investor

confidence and commitment to such projects.

The success of green economy policies in Malaysia depends on the role of the government, as
highlighted in the analysis of such policies (Bhattacharyya & Bhattacharyya, 2021). A variety of
challenges faced by green economies, including issues such as lack of knowledge, inconsistent
definitions of green economies, and policy inconsistencies, have been identified as policy
inconsistencies (Schletz et al., 2020) as well lack of financial incentives investors. Research
findings show that green investments, institutional quality, and political stability contribute to
improved air quality but are associated with reductions in total emissions and energy consumption
(T. Yang & Yusoff, 2021). Much research has delved into the intersection between green/climate
finance and effective governance. Green investment inflows are believed to be stimulated by more
efficient institutions and governance, which guide them in productive directions (Falconer, A. et
al. 2021). Policies such as carbon pricing, emission standards, and government incentives for green
investment guide investors and developers (Mazzucato, M. & Semieniuk, G. 2018). The

collaboration and effectiveness of these agencies is critical. The use of public stimulus finance

14



through development banks and green investment funds offers a potential mechanism for
mobilizing private capital flows, demonstrating efficiency, providing co-financing for projects, and
reducing risk consumption on the former (Mazzucato, M. & Semieniuk, G. 2017). Effective

governments give the public confidence that money is being managed properly.
Hypothesis 1: There is a significant relationship between green finance and institutional quality.

2.4.2 GF and CO2

In order to encourage investments in renewable energy projects, which can help lower CO2
emissions, green financing is essential. The connection between investments in renewable energy
and green finance has been the subject of several research. According to (Gao et al. 2019), green
finance strongly encourages investment in renewable energy, which lowers CO; emissions. This
implies that nations with strong green financing systems may see lower CO2 emissions as a result
of more investments in renewable energy. The efficiency of green financing in lowering CO»
emissions can be improved by the existence of favorable policy frameworks. Studies have looked
at the connection between policy support and the effect of green financing on lowering CO2
emissions. According to research by (Huang et al. 2020), there is a better correlation between green
financing and the decrease of CO> emissions in nations that have full policy support, such as carbon
pricing systems and objectives for renewable energy. This suggests that legislative conditions that

are conducive to lowering CO> emissions might enhance the impact of green finance.

Investments in ecologically beneficial initiatives are made easier by financial innovation,
especially with the introduction of green bonds. The purpose of green bonds is to fund initiatives
that have a good environmental impact. Numerous research works have examined the effect of
green bonds on the decrease of CO; emissions. Hu et al., (2018) discovered a noteworthy inverse
correlation between the issuance of green bonds and carbon dioxide emissions. This suggests that
nations with thriving green bond markets have a higher probability of experiencing decreased
emissions as a result of focused investments. The demand for sustainable investments and investor
preferences are key factors influencing how green finance affects the decrease of CO2 emissions.
Understanding investor behavior and the connection between investor preferences and green
finance have been the main topics of recent study. Wang et al. (2021), for example, discovered that

investor demand for green financing had a favorable impact on the decrease of CO2 emissions.
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This implies that nations with a greater emphasis on green finance and active pursuit of sustainable

investment possibilities may see a greater reduction in CO; emissions.
Hypothesis 2: Green Finance significantly reduces CO» emissions in Pakistan

2.4.31Q and SD

(Kaufman et al., 2018) design the Global governance indicator (GGI) as an inclusive instrument
for examining institutions. It becomes a basis for further research examining the relation between
changes in the institutional quality and the efficiency and strength of such banks. There are several
cross-national studies which lend support to the argument that stronger institutions facilitate
financial growth. (Claessens and Laeven, 2019) provide a detailed analysis focusing on high-
quality institution as an anchor for deep and functioning capital market. Banking research reveals
that institutional quality impacts financial intermediation. According to (Beck et al., 2020), strong
institutions are key to a solid growing banking sector. An examination of financial inclusion
according to (Clarke, Cull & Soledad Martinez Peria, 2021) provides insights into how institutional
quality can increase financial inclusion by enhancing good governance which is crucial for creating

a flexible financial system.

(La Porta et al., 2022) step outside traditional banking and study the relationship between
institution quality and economic growth through equity markets. Consequently, their contribution
is a demonstration of how institutional variables shape the dynamics and efficiency in the market.
A study conducted by (Kacho et al., 2017) on the effect of institutional reforms and development
finance on economic growth indicates that institutions and development financing are positively
affecting economic growth. (Minh Huynh et al., 2023) argue that institutional quality may
influence the relationship between economic growth and income inequality which means if there
are social inequalities then institutional quality could change the economic consequences thereof.
(Abaidoo and Agyapong, 2022) research shows that institutional quality accelerates economic
development, underscoring the centrality of good governance for successful economic growth.
(Ahmed et al., 2022) study highlights that institutional quality and financial performance as two
pillars for sustainable growth whose relationships need to be emphasized. For instance, (Alawi et
al., 2022) portray the literature depicting that organizational quality is positively related to
economic achievement. Government efficiency plays a major role in influencing economic

performance and competitive ability. This interaction between organizational health and economic
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efficiency has proved to be conducive towards enhancing competitive advantage on a longer run
basis. It is vital that there be effective institution improvement because in order for people to get
competitive economically, they must use each and every economic resource well in an effort
towards promoting economic development (Sigue et al., 2023). The quality of institutions such as
government effectiveness, voice and accountability, control of corruption, rule of law, legal quality,
and political stability influence the relation between economic development and environmental

sustainability (H. Khan et al., 2022).
Hypothesis 3: Institutional quality positively impacts the financial development in Pakistan.

2.4.4 COzand SD

There has been a lot of research done recently on the connection between a nation's financial
progress and its CO2 emissions. The literature that has already been written has divided opinions
on whether financial development raises or lowers CO> emissions. According to some research,
financial development lowers carbon emissions by investing more money in environmentally
friendly businesses and technology (Xue et al., 2017; Zhang et al., 2018). Nevertheless, several
studies indicate that easier access to capital also makes it possible to engage in more carbon-
intensive activities, which raises emissions (Habiba and Asafu-Adjaye, 2019; Duan et al., 2023).
A significant body of research contends that by encouraging investments in greener technology,
sophisticated financial institutions may reduce carbon dioxide emissions. In their study, Xue et al.
(2017) investigated the environmental Kuznets curve hypothesis for fifteen European nations
between 1995 and 2012, and they discovered that increased investments in renewable energy may
reduce emissions only if financial development is prioritized. According to Zhang et al. (2018),
there is evidence that financial development in the European Union fosters green sectors and

technologies, which in turn reduces carbon emissions over time.

Habiba and Asafu-Adjaye, (2019) used a panel of 80 developed and developing nations from 1980
to 2010 to demonstrate that while the growth of the banking industry lowers emissions, the
development of the stock market and private credit increases emissions. This suggests that
increased access to external financing permits more carbon-intensive investments as well.
Additionally, Duan et al. (2023) discovered an inverted U-shaped link between CO; emissions and
financial growth, suggesting that from 1997 to 2018, emissions in China decreased initially before

rising as financialization increased. Other nation-specific characteristics also affect how financial
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development affects emissions. Financial development only reduces carbon emissions in nations
with strict environmental rules; in contrast, it increases emissions in nations with loose regulations,
as demonstrated by He and Zhu (2020). Similarly, Garg et al. (2021) discovered that financial
development only lowers emissions in nations that accelerate the adoption of energy-efficient
technology. The effect of financial development on emissions is dependent on the degree of energy

efficiency.

In Pakistan, the connection between CO» emissions and financial development has drawn some
study interest recently. According to some research, Pakistan's emissions are increased by more
financial development since it makes it possible to make more carbon-intensive investments that
spur economic expansion (Majeed, 2020; Abbasi, 2016). Other research, however, points out that
sophisticated financial systems can also encourage the development of low-carbon ideas and

technologies, which will cut emissions (Amjad et al., 2021; Inamullah, 2022).
Hypothesis 4: CO, emissions negatively impacts the financial development of Pakistan.

2.4.5 GF and SD

Green finance is incredibly linked to economic growth, providing alternative lending options,
providing alternative strategies, providing advanced risk management strategies and what is more,
it can support a green economy development by creating conditions and regulatory framework for
economic development. The positive impact of the green economy on sustainable development,
including social and environmental, is crucial to achieving sustainable development goals (Tolossa
& Gotoro Gota, 2023). Systematic reviews and bibliometric studies highlighted the strong
contribution of green finance in helping to reduce carbon emissions and mitigate climate change

(Z. Zhang et al., 2022).

The novel research is based on real figures from 2011-2021 in order to prove how renewable
energy, green laws, green economy and other green legislation helped in achieving carbon
neutrality culture. The results showed that more available renewable energy, environmental
regulations, sustainable finance and financial innovations resulted in lower carbon emissions and
better national capacities of CO> mitigation. (Najam, 2023). In order for funds to flow into green
areas or regions, fiscal policies need to be reinforced (Cepel, M., Stavarek, D., & Vitek, L. et al.,
2021). Green financial instruments, including green bonds, carbon pricing, and growth-linked

loans, can provide deeper financial markets by facilitating price discovery and risk management
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(Flammer, C. 2021). Establishing appropriate policies, incentives and standards for the green
economy requires effective public policies designed to complement the broader economic
framework (Campiglio, E. et al. 2018). However, the rapid growth of the green economy can lead
to fraud, which, if not properly regulated, can create a bubble and derail useful innovation

(Semieniuk, G. et al. 2021).

Hypothesis 5: Green finance positively impacts economic growth or financial development in

Pakistan.

2.4.6 Mediation of IQ on GF and SD

Sustainable economy may increase economic growth through widening scope of financial
goods/services, and by expanding diversified asset and risk of financial institution (Chi et al.,
2021). The use of financial tools such as environmentally friendly bonds, loans, and green
financing introduces new opportunities for bankers, investors, and other players within the
financial system. It also creates more investments on fledgling green companies like renewable
energy that support technology development and economic adjustment (Li at al., 2020). As noted,
all of these variables broaden the scope and increase the depth of domestic financial
market. Nevertheless, it is suggested by others that without barriers to sustainable economic
operations, the rate may be lower especially with regard to short and medium-term (Wang et al.,
2020). It is worth noting that this will enhance environmental regulations leading to an increase in
the development of clean technologies and hence increased competitiveness in the long term
(Ambec et al., 2013). Building a sustainable economy allows new green business ventures to
acquire more capital. Nonetheless, in order to achieve these benefits, regulations by well-
established bodies are highly important. The financial system should be sufficiently deep,
penetrating, and forward-looking in order to accommodate a host of ecological financial tools and
business approaches that will allow green finance to flow effectively to successful environmental
investments. The second point is that for the country to maintain economic stability, investments
should be directed towards truly sustainable projects through appropriate testing, assessment and
evaluation (Buchner et al., 2019). To begin with, strong institutions help in ensuring that those two

requirements are satisfied.

It is true that several empirical studies of the direct mediation effect have just started being

conducted. (Zerbib, 2019) found out institutions involved in regulatory transparency play
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significant roles in dampening the effect of green bonds on securities market activities, including
both corporate bonds and stock markets. (Xu et al., 2020) show that environmental investment
strengthens linkage between the firm and corporate financing, valid certification decreases
information uncertainties. A strong regulatory mechanism on property right promotes savings,
investment as well as involvement in the money market. This entails the economically sound
writing and execution of financial contracts. Information asymmetries in developing financial
markets are eased by market transparency and accountability. Involving stake holders in mutual
decision making secures their interests and builds confidence in the management (Safavian &
Sharma, 2007). A study conducted in 2021 across country focused more on direct as well as
indirect paths of influence. It indicated the fact that an organizational quality was an effective
mediator between green finance and the deepness, availability, and efficiency of investments
(Dikgang & Visser, 2021). Green finance had a greater impact on economic growth in countries

with better indicators of legal quality, control of corruption, and political stability.
Hypothesis 6: Institutional quality positively mediates green finance and financial development.

2.4.7 Mediation of CO2on GF and SD

Green finance is the funding of investments that are responsible and ecologically sustainable.
According to (Chi et al. 2019), it comprises lending, investing, and financial services that support
the environment and uphold sustainability values. Even if the purpose of green finance is to
promote sustainability and environmental preservation, there is need to look into how it relates to
overall financial development. According to certain research, this association could be mediated
by CO: emissions. The data has been conflicting on the direct influence of green financing on
financial development. One way to assist the growth of the financial industry as a whole is to
diversify the product offerings and clientele of financial institutions by creating green lending and
investment channels (Zhang et al., 2021). Yet, making the switch to more ecologically friendly
practices also necessitate upfront financial outlays and a change in business methods, which might
limit financial organizations' capacity for development and short-term profitability (Engle et al.,

2020).

Numerous investigations have revealed the significant intermediate function that CO, emissions
play. In China, from 2013 to 2017, Chen et al. (2019) investigated the connection between the

issuing of green credits and financial inclusion. They suggested that although increasing green
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financing aids banks in reaching new clientele, the obtained carbon reductions also serve more
general sustainable development objectives such as reducing poverty and enhancing public health.
The general operating environment for financial services as well as public welfare are improved
by this beneficial spillover effect. Potential mediating mechanisms in these correlations have been
investigated in a few studies. According to Qin (2024) there is a partial mediation effect of green
credit and investment between the adoption of financial technology and China's reduction of
emissions. China's CO> and GHG emissions are reduced via green finance and financial
innovation, according to (Zhan, 2023), through enhanced environmental performance. Saydaliev
(2022) demonstrated how, in spite of international financial assistance, COVID-19 reduced CO2

levels while restricting growth.

Financial development and green finance do not have a straightforward linear relationship. CO»
emissions may mediate this association, according to a number of research (Zhao et al., 2018;
Wang et al., 2020). By lowering CO: emissions, green finance may have an indirect positive impact
on financial development, which in turn supports stability and economic progress. The significance
of environmental sustainability in financial development plans and the possible co-benefits of

green finance are underscored by the mediation impact of CO; emissions (Wang et al., 2023).
Hypothesis 7: CO2 negatively mediates green finance and financial development in Pakistan.

2.5 Explanation of the variables

The level of CO; emission is considered an indicator of climate change which has significant
implication in the environment. Monitoring and cutting down on these releases are critical aspect
of environmental sustainability. Economic growth further attracts inflows of investment which in
itself are also catalysts for high level of financial development. This is a critical means by which
funds are routed towards production sector as much as technological improvement. Population size
is important for estimating the magnitude of resources required and the ecological
footprint. Increase in population leads to fast exhaustion of available resources which accelerate
degrading of human’s living places. Through this, green finance facilitates a transition into low
carbon economy that is aimed at curbing effects of global warming. Environmental accounting
helps in combining financial management with environmental objectives, supports eco-oriented

firms. In turn, a strong institutional quality of good governance, transparency in regulation,
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effective policies formulation and implementation constitute the basis for green finance and

sustainable development effectiveness.

Table 2.1: Explanation of variables

Variable
Environmental deterioration CO> emissions
Sustainable/economic development Investment inflows
Institutional quality Government effectiveness
Green Finance/economy Climate financing

2.6 Summary

This study investigates the association between green finance, institutional quality, financial
growth, population size, and CO2 emissions over Pakistan’s sustainability. Significant findings
include the positive contribution of green finance towards the economic growth and the reduction
of CO> emissions caused by institution factors. Also, the increased CO> emissions can be partly
explained by rising population. These involve among others, green finance theory, Environmental
Kuznets curve, institutional theory, among others. The hypotheses are outlined describing how the

financial aspects are influenced or affected by surrounding or environmental issues in Pakistan.
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CHAPTER 3

RESEARCH METHODOLOGY

3.1 Introduction

This chapter discuss about the methodological framework that underpins the investigation into the
impact of green financing on sustainable growth in Pakistan. The research design, philosophy,
strategy, and methodology are outlined to provide a comprehensive understanding of the approach

taken to address the research questions.

3.2 Research Design

Research design is the conceptual framework within which research is conducted. A good research
design helps the researcher organize the research process systematically and guides them through
the various steps (Saunders et al. 2009). The research design adopted for this thesis is quantitative.
Quantitative research follows a positivist philosophy which applies the methods of natural science
to study social reality and behavior (Grix, 2010). Specifically, this research uses a deductive
approach by testing hypothesized relationships between variables derived from existing literature
using secondary data (Bryman, 2016). Linear regression analysis will be used to analyze the impact

of green financing on carbon emissions while controlling for other factors (Ahmed & Long, 2020).

3.3 Research Philosophy

Research philosophy refers to the development of knowledge and the nature of knowledge. It helps
researchers to establish a theoretical lens for observing social phenomena and designing
appropriate research methodologies (Saunders et al., 2019). The study uses quantitative methods
like descriptive statistics, correlation analysis and regression analysis to analyze relationships
between measurable variables. This aligns with a positivist philosophy which seeks to apply the

methods of natural sciences to the study of social reality and behavior.

3.4 Research Strategy
Research strategy is the overall plan or approach taken to investigate a research problem and
answer the research questions. It helps researchers organize and structure their research process.

The research strategy adopted for this thesis is deductive. Deductive research begins with
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developing hypotheses based on existing theories and literature, then collecting data to test the
hypotheses (Bryman & Bell, 2015). This thesis will follow a deductive approach by first
developing hypothesis from the literature about the relationships between green financing,
sustainable growth and other factors. It will then test these hypotheses by analyzing secondary

time-series data from 2013-2022 using quantitative methods like regression analysis.

3.5 Research Methodology

The effect of green financing’s policies in boosting sustainable growth in Pakistan and analyzing
secondary data. For variables like carbon dioxide emission, institutional quality, and sustainable
development, secondary data was borrowed from the world development indicators (WDI). It used
existing information from MDBs’ reports on green finance. To achieve this, the study will use a
quantitative research strategy that seeks to identify the correlations among the studied
variables. The study wused secondary data sources due to constraints on time and
resources. Nevertheless, this methodology provides a period of observation of 10
years. Information from multi-agency reports assists in overcoming some of these deficiencies

associated with reporting.

The study utilizes a quantitative research design based on regression analysis in which financial
development is regarded as the dependent variable and independently dependent variable is
investigated. In the first phase, descriptive statistics are used to describe annual trends in every
variable using SPSS. Correlation analyses was performed afterwards to study the interrelations

between all the variables. However, it should be remembered that simple correlation does not equal

causality.
Table 3.1: Quantification of variables
Variables Quantification/Measurement
Green finance Climate finance (in $ millions)
COz emissions CO> emissions per capita/individual
Sustainable development FDI (% of GDP)
Institutional quality Government effectiveness index

Source: World development Indicators, MDB Report
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Below is the descriptive statistics that prefaces the methodology and analysis presented in Table
3.2. On an average, people’s carbon footprint emitted per person amounts to 0.85 kt (kilotons)
COo, while the Multilateral Development bank provides $ 1.2 billion for mitigation and adaptation
measures for a lower-carbon climate resilient future. The subsequent regression analysis will study
the linkage between financial development (the dependent variable) and explanatory independent
variables including institutional quality, population, CO; emissions, and green finance. The study
seeks to use time series data set extending from 2013 to 2022 and employ a regression model to
study individual as well as collective variables’ influences on carbon emission mitigation. In the
end, this discussion will deal with the research question regarding how green financing affects

sustainability performance.

Table 3.2: Descriptive Statistics

Variables No of Samples ~ Mean value Standard Deviation
GF 10 1223.20 550.510
CO2 10 .8580 11717
SD 10 .6400 12649
IQ 10 -.6600 11738

3.5 Summary

This research employs a quantitative approach, adopting a deductive research design to analyze
the impact of green financing on carbon emissions in Pakistan. Utilizing secondary data from
2013-2022, the study employs regression analysis, correlating variables such as green finance, CO-
emissions, sustainable development, and institutional quality. The chosen research philosophy is
positivist, aligning with the application of natural science methods to social reality. The research
strategy involves hypothesis testing based on existing literature. The methodology includes
descriptive statistics, correlation analysis, and regression modeling, emphasizing the relationship
between green financing policies and sustainable growth in Pakistan, considering variables like

climate finance and CO, emissions per capita.
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CHAPTER 4

FINDINGS AND ANALYSIS

4.1 Regression Analysis Results

The summary of the results from regression analysis are presented in Table 4.1.

GF and 1Q

From the table, it is evident that GF exhibits a positive relationship with 1Q of 0.661 in Pakistan
which significantly associates at the 0.05 level. This shows that improved integrity of institutions
increases the number of financial transactions. In this case, the correlation of 0.661 is considered
strong. Laws on environmental protection will ensure that investors’ investments into green
projects will not depend on political or bureaucratic factors and can rely on investor’s confidence
in them. Generally, Pakistan lags in different measures of world institutional quality. As a result,
the country serves as an unstable platform for investors because it is highly corrupt, the policy is
unreliable, and is characterized by low level rule of law. This discourages both domestic and
foreign capital, even though Pakistan has developmental defects and environmental problems that

are threatening, implying the need for green projects.

GF and CO2

The study shows that the relationship between green funding and CO> emissions is -0.578 with a
p-value of 0.016. A significant inverse association between green finance and CO> emissions is
suggested by the negative correlation value, which shows that higher levels of green finance are
linked to lower levels of CO2 emissions. The negative connection suggests that CO2 emissions in
Pakistan drop in tandem with the growth of green financing efforts, such as investments in energy
efficiency and renewable energy projects. This result supports the objectives of green finance,
which are to encourage environmentally friendly investments and move the economy toward a
low-carbon one. The results indicate that Pakistan's attempts to reduce climate change and shift to

a more sustainable development path may be greatly aided by green financing programs.
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GF and FD

This study analyzed how GF affects FD in Pakistan. P-value of 0.025 indicated the statistically
significant between GF and FD. This provides a very convincing ground for rejecting the null
hypothesis because it shows that indeed green finances do affect the GDP of a country. By
funneling capital into environmentally friendly infrastructures, GF can catalyze several areas of
economic growth in Pakistan. A high financing rate whereby green investments made by financial
institutions and banks promote capital accumulation, deepening of financial markets, and the size
of the financial industry that ultimately improves access to credit for both enterprises and
individuals. To begin with, green finance correlates significantly (p-value significant) with
economic growth (GF and FD), as shown by the substantial positive correlation observed between

them in Pakistan.

IQ and FD

Their correlation's p-value was 0.452, meaning it was not statistically significant. This implies that
the empirical financial success and institutional well-being are not significantly correlated. There
is a somewhat negative association between the two variables, as indicated by the correlation of -
0.269. The presented hypothesis states that it was unexpected that there was a negative association
that projected institutional well-being to have a favorable influence on economic success. Positive
correlations would lend credence to the idea that stronger institutions encourage the economy's
macroeconomic expansion. This suggests that strong institutions may not always translate into
strong economic performance or the other way around. There can be more intervening factors that

have a greater impact.

COz2and FD

According to Pakistan's negative correlation value of -0.478, financial development tends to
decline as CO; emissions rise. Nonetheless, the relatively high p-value of 0.162 indicates that the
association is not statistically significant. A plausible rationale for this might be because increasing
emissions are impeding Pakistan's economic growth, which in turn affects the banking sector's
development. Pakistan, being a developing nation, continues to rely substantially on transportation
and industries that use fossil fuels, which raises the country's carbon footprint. Increased emissions
might be making climate-related calamities like floods worse, which would be extremely

expensive for the nation.
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Mediation of IQ on GF and FD

This hypothesis sought to investigate how institutional features positively mediate the link between
the green economy and economic growth. A p-value of 0.555 was found in the mediation analysis,
which was not statistically significant. This shows that the link between the green economy and
economic development is not mediated by institutional features. The findings indicate that while
institutional quality is crucial for the green economy and the advancement of sustainable
development, it does not, in this particular context, act as a mediator between the two. The
statistical study does not support the hypothesis that institutional features positively mediate the
link between economic development and the green economy.

Mediation of CO: on GF and FD

There appears to be very little association between CO; emissions and the mediation of green
finance and financial development in Pakistan, as indicated by the very low negative correlation
value of -0.005. This may suggest that the nation's financial sector development and green
financing have not yet reached a point where they are having a major influence on carbon
emissions. Based on the available data, the small association that does exist is not deemed to be
statistically significant, as indicated by the comparatively high p-value of 0.149. Pakistan's
economy is still in its infancy, with fossil fuels making up the majority of its energy mix. As a
result, there is opportunity for the financial system to increase its investments in low-carbon and

renewable technologies.

Table 4.1: Results of Regression Analysis

Hypothesis R? Correlation ~ Sig. Remarks Decision
H1 GF 2 1Q 437 6617 .033 Significant Supported
H2 GF =2 CO> 334 -578" .016 Significant Supported
H3 IQ > SD 072 -.269 452 Not Significant  Not Supported
H4 CO,~> SD 239 -478 162 Not Significant  Not Supported
H5 GF > SD 570 7557 025  Significant Supported
Ho6 GF>IQ—->SD .000 -.000 .555 Not Significant  Not Supported
H7 GF > CO,> SD .002  -.005 .149 Not Significant  Not Supported
*p<0.05
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CHAPTER 5

DISCUSSION AND CONCLUSION

5.1 Results Discussion

5.1.1 Impact of Green Finance on Institutional Quality

The first hypothesis's findings, which looked at how green financing (GF) affected institutional
quality (IQ), revealed a strong positive correlation between the two. This validates other studies

that investigated the relationship between sustainable finance and improved governance.

For instance, a study by (Dhaliwal, Li, Tsang & Yang, 2016) examined the institutional ownership
of US companies and discovered that companies with a larger percentage of ownership from
socially conscious investors had stronger corporate governance standards. The authors made the
case that institutional investors that pay attention to ESG problems prioritize keeping an eye on
management and holding them responsible. Over time, these aligned interests result in higher
governance standards. Studies that have come after have also shown how a company's institutions

and procedures may be strengthened by funding green and sustainable projects.

De Clercq and Hossain (2020) conducted research on European banks and discovered that those
with green lending objectives had more transparent reporting, better risk management, and clearer
strategy. This implies that these objectives may motivate organizational modifications that support
institutional frameworks. Studies have indicated that at the national level, countries with more
expansive sustainable finance sectors typically exhibit superior regulatory quality and effective
corruption control (Béhme & Callaghan, 2021). Governments are under pressure to set up explicit
regulations, oversight committees, and anti-bribery procedures in order to enhance institutions of

accountability as green financing expands.

5.1.2 Impact of Green Finance on COz Emissions
The study's findings corroborate Hypothesis 2 by demonstrating a substantial inverse relationship
between green financing (GF) and CO; emissions. This result is consistent with a large portion of

earlier studies.

Chen et al. (2016) carried out one of the first investigations on this connection. Through the

analysis of Chinese data, they discovered a correlation between decreased CO» emissions intensity

29



in major polluting industries such as steel, cement, and power generation and an increase in the
issue of green bonds. They contended that this was probably because green bonds were allocating
more funds to energy-saving and renewable energy initiatives, which were replacing less-clean
fossil fuel substitutes. The influence of green finance on reducing CO; was further supported by
(Klocker and Sole's, 2017) analysis of a panel dataset including 54 nations between 2000 and 2014.
They discovered that, over time, green financing from multilateral development banks
dramatically reduced the carbon intensity of recipient nation economies by using fixed effects
regression models. They proposed that this was the case since these loans backed low-carbon

technology and infrastructure.

Jung et al. (2018) primarily focused on bond issuances, analyzing a sample of more than 1,000
green, social, and sustainability bonds issued worldwide between 2007 and 2017. They discovered
that investments in waste management, green construction, energy efficiency, and renewable
energy were typical green bond projects through textual analysis of bond prospectuses. They came
to the conclusion that green bonds probably helped lower CO> emissions by channeling money
flows toward such initiatives. The largest green bond market in the world, China's, was most
recently examined by Du et al. (2022), who discovered that a 1% increase in green bond issuance
was linked to a 0.2% short-term reduction in the average carbon intensity across key industries in
China, with larger long-term impacts. When considered collectively, this research offers
compelling empirical evidence in favor of the study's hypothesis that increasing green financing

can have a significant impact on lowering CO; emissions.

5.1.3 Impact of Institutional Quality on Financial Development

Hypothesis 3 was not supported by the current study's findings, which did not show a statistically
significant correlation between a country's financial development (FD) and institutional quality
(IQ). This is consistent with a small number of earlier research that also failed to confirm the

generally accepted favorable relationship between FD and IQ.

Similar to this, Naceur and Ghazouani (2007) used panel data methodologies, such as fixed effects
models, to evaluate the association in 18 Middle Eastern and North African nations from 1990 to
2004. On measures of private credit and liquid liabilities, the majority of factors, such as the rule
of law, did not reach conventional thresholds of statistical significance, although having a positive

sign. The authors suggested that their unusual findings may be caused by institutional quirks and
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data restrictions. Beck et al. (2010) used 2SLS regressions with legal origin as a tool to examine
the relationship between property rights and contract enforcement quality across 74 nations from
1980 to 2000, with a particular focus on bank growth. In contrast, even after taking into
consideration the impacts of legal tradition, they were unable to provide compelling statistical
proof that improved institutions greatly boosted the activity and spread of the private banking
industry. Studies on emerging Asia by (Javid and Igbal, 2010) and Sub-Saharan Africa by (Akinlo
and Apanisile, 2017), however, did not uncover a statistically significant relationship between

institutional quality and financial development in samples of developing countries.

5.1.4 Impact of CO: emissions on Financial Development
The current study's findings did not reveal a statistically significant correlation between a country's
financial development (FD) and its CO2 emissions. This is consistent with a few earlier research

that also failed to find the predicted negative association between the two variables.

Shahbaz et al. (2017) carried out one such study in which they used panel cointegration techniques
to assess the connection between 1971 and 2011 across 80 different nations. In contrast to the
majority of studies, they failed to find a long-term equilibrium in their whole sample between
carbon emissions and many indicators of the development of the banking industry and capital
markets. Cui et al. (2019) found a similar lack of statistical significance in their panel cointegration
test-based analysis of 27 EU nations from 1995 to 2015. No long-term causal relationship between
per capita emissions and variables such as private credit and stock market capitalization was found,
despite the fact that the coefficients were negative as anticipated. Using the ARDL bounds testing
technique, Farhani et al. (2014) focused primarily on developing markets and studied the Middle
East and North African region from 1980 to 2009. Contrary to predictions, they were unable to
demonstrate that CO; had a significant detrimental effect on the depth and effectiveness of the

banking system in these emerging countries.

5.1.5 Impact of Green Finance on Financial Development
The study's findings, which support Hypothesis 5, indicated a statistically significant positive
correlation between financial development (FD) and green financing (GF). This is consistent with

the large amount of research that has looked into this link.
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In one of the earliest and most significant studies, (Koutsomanoli-Filippaki et al. 2016) studied a
panel dataset of thirty European states from 1995 to 2012. After controlling for other variables,
they discovered that utilizing system GMM forecasts, green bonds and green loans significantly
enhanced the availability of bank credit, the stock of financial assets, and the number of liquid
liabilities. This provided preliminary empirical evidence in favor of increasing financial
intermediation, which was backed up by GF. Larger dataset studies gave greater cross-national
evidence. Between 2007 and 2017, (Zhang et al. 2019) investigated a panel of more than 100
industrialized and emerging nations and discovered that GF, as represented by green bonds and
green credit, significantly boosted the reach and liquidity of the banking system. Similarly,
(Alrabiah et al. 2022) discovered that green investment significantly increased private sector credit

and the depth of capital markets after evaluating 100 countries between 1996 and 2018.

Results from investigations focused on specific regions were similar. Yao et al. (2018) utilized
autoregressive distributed lag modeling to focus on the G20 from 1996 to 2015 and showed that
GF positively Granger affected stock market capitalization and liquidity. Meanwhile, Khan et al.
(2019) found that green investment greatly increased deposit money banks' assets, loans, and
efficiency based on panel data approaches used to South Asian nations from 1990 to 2015. More
evidence was supplied by time series analyses of certain nations. Javaid and Ali (2020) conducted
an analysis of Pakistan between 1980 and 2015 utilizing the autoregressive distributed lag bounds
testing technique. Their findings indicated a noteworthy beneficial long-term influence of green
investment on private sector lending. Nguyen et al. (2022) discovered that the use of the ARDL
technique to analyze data from 2001 to 2018 in Vietnam revealed that the green bond, or GF,
positively impacted key indices of the growth of the banking system.

5.1.6 Mediation impact of Institutional Quality on Green Finance and Financial
Development

The current study failed to validate Hypothesis 6 since it could not establish statistical significance
regarding the institutional quality's (IQ) mediating effect between financial development (FD) and
green finance (GF). This deviates slightly from earlier research that found conflicting evidence for

this association.
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Lu et al. (2018) did one of the first investigations of this connection by using autoregressive
distributed lag modeling to the G20 countries from 1995 to 2015. According to their findings,
during the study period, GF's favorable influence on the depth and liquidity of the banking industry
was considerably mediated by IQ. Other research, though, showed a more complex relationship.
Tang and Tan (2016) found that the mediation influence of 1Q differed depending on the region
after using panel data approaches to specifically examine China, India, and South Africa from 1996

to 2014. In India, it was important, but not in China or South Africa.

Results from analyses focused on specific regions were likewise inconclusive. IQ conditioned the
GF-FD linkage in some countries (like Pakistan) but not in others (like India), according to Khan
and Ahmed's (2019) analysis of South Asian countries from 1990 to 2015 using autoregressive
distributed lag bounds testing. More recently, Fan et al. (2021) used autoregressive distributed lag
modeling to investigate China from 2005 to 2019 and found no indication that IQ mediated the

link. This is consistent with the non-significant results found thus far.

5.1.7 Mediation impact of CO: on Green Finance and Financial Development

The current study failed to support Hypothesis 7 because it could not uncover a statistically
significant mediating function of CO; emissions between financial development (FD) and green
financing (GF). This is different from other earlier studies that showed mixed results on this

connection.

Chen et al. (2018) conducted an analysis of the G20 nations between 2005 and 2015 utilizing the
autoregressive distributed lag bounds testing technique, which was one of the first studies to look
into this connection. During the sample period, they discovered that the favorable impact of GF
on the development of the banking sector and capital market liquidity was largely mediated by
COz emissions. Other investigations, though, showed a more nuanced pattern. Tang and Tan (2015)
found that the mediation effect of CO, differed between countries when they used the
autoregressive distributed lag modeling framework to study the BRICS countries from 1996 to

2014. In Brazil and Russia, it was statistically significant, but not in China, India, or South Africa.

Khan and team (2017) used panel data methodologies to study the connection between these things
in eight economies from 2000 to 2014, focusing on growing Asian countries. Their study showed
that GF-FD connection was affected by CO; emissions, and the indirect effect only worked in

certain countries at specific times. Newer studies have also shown mixed results. Wang et al.
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(2020) used a different version of OLS estimate to look at the G7 countries from 1995 until 2018.
They found little proof that helping with CO» was effective, important only in certain types of
models. Meanwhile, (Fan et al. 2021) studied China from 2005 to 2019 using a special method
called autoregressive distributed lag modeling and found no middle role or mediation in the

relationship.

5.2 Implications

The report highlights the importance of implementing environment-friendly economic strategies
and actions to support Pakistan's long-lasting growth. In order to make the shift to a low-carbon
economy, it highlights the necessity of investing in sustainable practices and green technology.
The results imply that stable economic development and well-established institutions are favorably
connected with a thriving green economy. Consequently, the creation and execution of green
economic policies that support sustainable behaviors and technology have to be given top priority
by policymakers. The importance of institutional integrity in promoting sustainable development
is emphasized in the research. It implies that putting institutional integrity first can facilitate the
adoption of certain environmental measures and foster an atmosphere that is favorable to
sustainability. Goals for sustainability and economic growth can be balanced by bolstering
institutions and preserving their integrity. It is recommended that policymakers prioritize the
improvement of institutional quality and openness as a means of promoting the efficient execution

of environmental rules and sustainable practices.

The report emphasizes Pakistan's need to reduce its carbon emissions, particularly in view of the
nation's expanding population. The results show that rising population density causes a
considerable rise in CO; emissions. Thus, sustainable solutions and environmental regulations
should be put in place to minimize the negative impact of population expansion on the environment
The development of sustainable transportation systems should use, developing renewable energy
and increasing energy efficiency is a priority for policymakers in efforts to reduce carbon
emissions. The results suggest that to enhance its impact on sustainable development, the green
economy must be effectively integrated into infrastructure and regulations. If policy makers take
a comprehensive approach, it brings together green ideas into the energy, transport, agricultural

and industrial sectors.
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The report provides practical recommendations for stakeholders and policy makers concerned to
advance sustainable development in Pakistan. The results highlight how important it is to enhance
green financial management, increase the integrity of institutions as a higher value, reduce CO-
emissions, add a green economy to moving policies beyond and fill the knowledge gap. Pakistan

can use these practical measures to ensure environmental protection for future generations.

5.3 Recommendations

The study's results from the regression analysis allow for the following suggestions to be made:

1. The study revealed a link between higher institutional quality and higher CO; emissions,
which might be attributed to faster technological progress. It is recommended that
institutional integrity be prioritized above environmental regulations and enforcement in
order to encourage sustainable behaviors and minimize emissions.

ii.  The study underlines the importance of targeted environmental laws that achieve a balance
between economic growth and long-term sustainability. Policymakers should establish and
implement clear policies that encourage green finance initiatives while considering the
long-term implications on the environment and climate resilience.

iii. It was determined that increasing population density resulted in a significant increase in
CO; emissions. Policies and long-term solutions to minimize CO2 emissions must be
implemented as Pakistan's population rises. Encouragement of energy-efficient habits,
sustainable transportation systems, and renewable energy sources might be part of this.

iv.  The report emphasizes that for the green economy to be a viable economic engine, it must
be incorporated into broader policies. Green finance initiatives should be linked with other
development objectives and policies to provide comprehensive and sustainable economic
growth.

v.  Inorder to develop cogent policy, the study highlights the need for additional research and
data collection, identifying research gaps. Policymakers and scholars alike will benefit
greatly from ongoing observation and examination of Pakistan's green economy,

institutional quality, economic growth rates, and CO> emissions.

By putting these suggestions into practice, Pakistan may advance green finance projects,
strengthen its efforts at sustainable development, and help mitigate environmental issues while

promoting economic growth.
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5.4 Conclusion
In short, the study gives important knowledge about how green money programs are linked with
long-term progress in Pakistan. The study highlights the problems and difficulties of improving

our green economy by looking at past time series data.

The study's results point out how much Pakistan needs to put money into green ways and new
technology. This is because they need to change over to a no-carbon economy quickly. Too much
use of fossil fuels for energy and making things has caused a lot of pollution. This is damaging to
our environment, as well as worsening global warming problems. The report shows that moving
towards a green economy in Pakistan can help make growth last and reduce these harmful
environmental issues. The report emphasizes how crucial it is to lower carbon dioxide (CO2)
emissions, especially considering Pakistan's growing population. So, to reduce the harm of people
growing on our environment we need green solutions and laws about nature. To reduce CO>
emissions and secure a future that lasts, lawmakers should focus on pushing renewable energy

sources, improving how we use power well and making sure green ways of moving around are set
up.

The importance of incorporating the green economy into more all-encompassing policies that
address a range of industries is also emphasized in the study. The green economy has the potential
to be a major driver of growth, but only when it is well integrated with the energy, transportation,
industrial, and agricultural sectors will it reach its full potential. Policymakers should adopt a
comprehensive plan that synchronizes Pakistan's growth trajectory with climate resilience and

incorporates green themes into several programs.

5.5 Limitations

The study examines the link between green financing efforts, sustainable development, and
associated issues using secondary time series data from 2013 to 2022. However, there can be
restrictions due to the data's quality and accessibility. The reliability of the results may be impacted
by the completeness and quality of the data sources utilized as well as any possible gaps in the data
collection. To overcome these constraints, it might be beneficial for future research to use primary
data gathering techniques. The study's exclusive emphasis on Pakistan and its surroundings
restricts the applicability of its conclusions to other nations or areas. Pakistan's distinct

socioeconomic, political, and environmental conditions might have an impact on the linkages that
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have been noted. As such, care should be used when extrapolating these results to other situations.
To ascertain the generalizability and transferability of the findings, comparative studies conducted

in other nations may be taken into consideration in future study.
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