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ABSTRACT

The main focus of this research is the complex and interdependent dynamics of
sustainability reporting, the process of financialization, and the accumulation of real
capital in Pakistan's manufacturing sector highlighting prevailing tendencies
characterized by short-termism with respect to the financial objectives of the firms and
their long-term development goals. Demand for sustainable reporting has exploded across
the globe as more and more corporations embrace the new reality that expectations from
regulators, investors, workers and society at large are no longer confined to financial
performance only. However, many developing countries, among them Pakistan, have
little or no experience with reporting of this nature as such exercises in those economic
spheres are chaotic, biased, and of circumstantial nature. Financialization considering
how financial payments have grown globally within corporations compared with
productive ones also known as the rule of finance, has changed how companies make
their decisions producing a similar effect on the use of resources by businesses in
underdeveloped countries. Industrial growth and economic sustainability embodied in the
accumulation of real capital rely on systematizing each of financing structures,
motivational rewards for management and business strategies. Despite the growing
significance of the areas mentioned above in existing research, dimensional analysis of
the combined influence of these factors has not been well investigated. This may be
especially true in the context of developing countries, where processes of institutional
development may be vulnerable, legal frameworks are deficient, and markets tend to be
very unstable. Unfortunately, this problem is profound within the availability of very
limited literature. Thus, this study will seek to fill that gap by exploring how sustainability
reporting and financialization impact the accumulation of real capital in Pakistan’s

manufacturing sector within the study period covering 2018-2022.

This study is carried out on the basis of more than one theory, including stakeholder
theory, agency theory, institutional theory, resource-based view and good management
theory. According to the stakeholder theory, it is essential that sustainability reporting
enhances transparency, legitimacy, and the capacity of an organization to create value in
the long-term by serving the needs of several groups whose interests influence the
organization’s behavior. Agency theory argues that even managers can adapt to the nature

of individual, short-term, financial rewards and can be divided due to dividends and even
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speculation in environments that lack effective controls and restrictions. The institutional
theory emphasizes the issue of how legal arrangements, societies’ rules and values and
also global pressures influence organizations to report in particular ways. The resource-
based view focuses on the fact that managers and institutions that use nature-related
approaches to management are able to enhance relations with stakeholders and engender
trust in them, inspire employees, and enhance the reputation of the organization, which
in turn impacts the firm’s ability to engage in real capital accumulation. Good
management theory, in turn, states that it is authority, consolidated in the organizational
culture itself, that is the reason for sustainable and socially responsible dynamics, which
in the end translates into increased economic effectiveness and efficiency. All of these
theories together provide an overarching framework for empirical evaluation of how these
strategic and economic policies interact and produce the expected levels of accumulation

of real capital over time.

The method of structured content analysis is applied in the study, with the five-year panel
data of the listed manufacturing companies from Pakistan, in order to determine how
much and how well sustainability reporting is undertaken in the three areas of
environmental, social and governance. The financialization aspect in this study includes
financial flows, profit after operations profit, repurchase of stock, and financial asset,
whereas, the real capital accumulation is signified by the yearly growth in fixed assets
which is deemed a relevant investment in any discourse on the hybrid balancing of the
firm. Such a methodology helps the research in comprehending the complicated and
multifaceted conduct of the enterprise, especially in an institutional context likely to
contain regulatory competitiveness and conflicting priorities among stakeholders, both in

terms of reporting and in terms of financial activities.

Analysis suggests that the trend of sustainability reporting in Pakistan is very erratic and
unpredictable. They include, in their disclosure instruments, information regarding more
goods patterns such as “energy and emission control and waste management” as
compared to “the disclosure about society and management”. The same tendency can be
seen in other developing markets, wherein these reports are also more of a compliance
driven concern than putting it into practice and focusing on more qualitative measures.
Despite this, firms adopting more appropriately the concept of sustainability reporting

demonstrate and particularly in reporting their social and governance aspects have been
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found to record an increased amount of real capital accumulation. These examples lend
credence to the tenets of stakeholder theory as well as those of good management theory
which posit that, respective firms seeking to practice good conduct should be in the
forefront of building trust, enhancing governance structures, and improving investment
outlook. In the same way the resource-based view is marginally interpreted as this view
regard broad social efforts towards enhancement of sustainability practices as enhancing

resources within the organization for strategic purposes.

The analysis is also indicative of the fact that there exist other factors besides
sustainability reporting that have a larger impact on the traditional engagement; that is,
increase in the real capital accumulation. Financial payments, non-operating profits,
buybacks, financial assets, even structural adjustments, all present positive and negative
impacts on real capital accumulation, although to varying degrees. For instance, there are
non-operating profits and financial assets that help in reinforcing productive investments,
and there are buybacks and Financial payments that raise dilemmas associated with short
outlooks. These results are consistent with empirical research in other parts of the world,
and agency theory, supplemented with financialization and the political economy
literature do notably caution against the lenses of managerialism as they have the potential
of eclipsing long-range investment when the incentives for managers in developmental
states are void of meaning. The positive relationship between financial variables and
investment in tangible assets implies that the process of financialization in Pakistan is
more complicated as compared to that of the developed countries because it can provide
liquidity and other hedging facilities and also induce stresses that may obstruct investment

if uncontrolled.

Sectoral differences help to explain the role of institutional constraints in shaping the
actions of firms. With respect to the prosperities centric sectors namely textiles and high
capital sectors cement and energy tend to engage in sustainability reporting in addition to
displaying great stability in the accumulation of real capital. Such activities are subject to
greater coercive pressure. Such coercive pressures come from foreign buyers, global
standards of supply chain and co-ordination of institutions. In the case of domestically
oriented sectors, the reporting is observed to be more infrequent as well as investment
more erratic. This implies an advantage provided by weak local institutions. These results

provide additional support for the logic of institutionalisation in the sense that external
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conditions differentiate their impacts on the conduct of firms and the processes of capital

investments that take place within the firm.

The research findings suggest a number of suggestions. For the management and
executive enacting the relevant policies, this research highlights the significance of
enhancing the statutory boundaries on actions through the switch from optional to
compulsory sustainability reporting as per global requirements such as the GRI. In the
case of authorities like the Securities & Exchange Commission of Pakistan and the State
Bank of Pakistan, research advocates for the development of the methodologies with the
attention to the issues of sustainability reporting within the corporate governance
functions. To the business leaders, the evidence suggests fiduciary reporting goals can
extend far beyond compliance — management can actively incorporate sustainability as
part of reporting in ways that drive their contending approaches, propensity to enhance
the levels of trust among multiple stakeholders, as well as patterns of capital provision.
As for the investment community, the results show that companies that have robust
sustainability reporting systems as well as checked financialization effectively
concentrate their resources and also enhances the levels of investment in the real capital

accumulation and growth of the company.

Additionally, the most instrumental sections of the dissertation deserve a special mention
due to their importance for the advancement of knowledge. This dissertation is among the
first to offer actual evidence of the effects of sustainability reporting and financialization
with regard to the accumulation of accumulation of real capital in the context of Pakistan.
The scholar-to-end-user model, the shareholder-entrepreneur model, the new
institutionalist approaches to organization and the firm, the firm as a bundle of resources
theory as well as effective management theory are the different parameters used by this
study in explaining firm behaviour in a context where there are complex institutional
challenges. Therefore, it offers a unique picture of the South Asian region by providing
new data sets and techniques that can be used to perform cross-country studies. Finally,
it also extends beyond the international sustainable development discussions in the sense
that it focuses on how risks, which naturally arise in financialization, can be eliminated

using sustainability reporting.

Overall, the main objective of this thesis was to provide a critical and balanced in-depth

empirical review of the impact of both, sustainability reporting and financialization, on



the processes of real capital accumulation in the manufacturing industry in Pakistan. The
results indicate that even though the practices of reporting remain skewed and affected
by institutional failures, sustainability reporting is likely to enhance the effectiveness of
the accumulation of real capital. Financial payments promote financialization, but in a
polarized way, hence the correlation is circular and requires some clarification. The study,
calls for the importance of integrated regulatory, management, and even stakeholder

frameworks for sustainable industrial growth and economic stability in Pakistan.

Key words: Sustainability Reporting, Financialization, Real Capital Accumulation,
Manufacturing Sector (Pakistan), Corporate Governance, Stakeholder Theory, Agency
Theory, Environmental, Social, and Governance (ESG), Panel Data Regression,

Institutional Theory
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CHAPTER 1

INTRODUCTION
1.1. Background

There is a remarkable development in the area of sustainability reporting and its
integration into corporate strategic considerations over the past few decades. The
accountability structures of companies are expected to demonstrate environmental, social,
and governance practices to a greater extent, thus this being a global call for transparency
in the corporate world where ecological damage, stakeholder demands, and sustainability
of industrial growth are recognized. The study on the development of sustainability
indicators points to a definite evolution from mere environmental declarations to detailed,
multi-dimensional reporting systems (Azapagic and Perdan 2000). It can be inferred from

this that the value attached to transparency is a key factor in corporate governance.

In fact, financialization has become a major and fundamental structure of current
corporations' operation. Researchers applied the term financialization to indicate the
rising market-driven valuations which companies primarily focus to get the most profits
during a long period of time. This is confirmed by the indexes of share buybacks,
increased dividends or investments in different financial instruments (Aalbers, 2016). In
case of developing countries, there is research evidence that an excessive focus on
financialization may lead to companies' lack of interest or motivation to provide human
development as a long-term investment which is more than industrial competitiveness
(Ali, 2019). Such requirements fit Pakistan well, where economic vulnerability,
governance issues, and capital shortages have an impact on the already existing delicate

balance between financial pressures and the need for long-term growth.

The manufacturing industry in Pakistan is a major contributor to employment, exports,
and the overall economy of the country, although companies from this sector still struggle
to deal with a difficult institutional and economic environment. A multitude of studies
have pointed out that sustainability reporting in Pakistan is usually very limited,
voluntary, and poorly structured, a situation that has arisen from resource constraints,
regulatory ambiguities, and sectoral influences, despite the students' different opinions on

the matter (Arora & Hussain, 2021). Research has pointed out that companies operating



in developing countries are limited in their capacity and have unclear views on
sustainability disclosures, resulting in no complete sustainability reporting frameworks
being verifiable (Ali et al., 2017; Aureli et al., 2020).

Investing in productive assets (the likes of factories, equipment, technology, and
infrastructure)—which are together called real capital accumulation—plays a key role in
raising the competitiveness of the manufacturing sector. The financialization process that
comes with varied pressures and risks; blowfield & frynas (2005) warn that, along with
short-term focus, might sometimes cause the investments to be non-existent. If the
sustainability reporting is carried out as per the companies wish, then it can lead to the
creation of management accountability, the building of stakeholder trust, and the
promotion of long-term strategic management (Ameer & Othman, 2012; Adams and
Harte, 1998). It is necessary to know how these factors interrelate in the context of
Pakistan’s institutional structure for the benefit of both the country and the companies in

their planning.

Thus, this chapter will lay down the academic and contextual basis for the quantitative
analysis to be performed in the following chapters. The background will include a
summary of the already mentioned macro-economic trends, legal changes, and research
that has been established; these trends reveal the factors, ways in which institutions

operate, and concepts related to the empirical research of this thesis.
1.2 Motivation

The research is based on the need to visualize connections between sustainability
reporting, financialization, and real capital accumulation in the manufacturing sector of
Pakistan. The literature pointing to international and emerging markets suggests that firms
often get caught in a web between long-term and short-term financial ambitions,
especially when corporate decisions favor short-term financial capital accumulation
(Blowfield & Frynas, 2005). These forces can limit the reallocation of profits into real

capital accumulation, even when the firm is showing the capacity to generate profits.

Sustainability reporting is slowly becoming an important aspect of Pakistan's corporate
landscape, although it is still very much a piecemeal and highly selective exercise that is
mainly dictated by external institutional requirements and not by internal strategies

(Arora & Hussain, 2021). According to the previous researchers, certain industries may



show different reporting practices due to the influence of factors like ownership types,
market risks, and governance characteristics (Ali et al., 2017). Moreover, some scholars
have claimed that sustainability reporting not only creates a long-term perspective for
companies but also attracts more stakeholder trust, reduces agency costs, and promotes
investment in productive rather than resource-depleting assets (Ameer & Othman, 2012).

The theoretical foundations also form the basis for the study's motivation. Agency theory
suggests that there may be conflicts between managers' incentives and shareholders'
interests, particularly if managers' attention is directed only to short-term profits (Barney,
1991). Stakeholder theory (Basu & Palazzo, 2008) points to the great interests at stake
and also to the wider social and ecological obligations. Institutional theory looks at how
companies are affected by regulatory and normative forces in their actions (loannou &
Serafeim, 2019). The interaction of these theories shapes the way in which sustainability

reporting and financialization affect investor choices.

Pakistan is experiencing challenges like energy shortage, climate change risks, and poor
infrastructure, which necessitate the understanding of the interconnection between
transparency, financial limitations, and investment decisions. The continuum of
manufacturing firms necessitates the improvement and extension of their economic
infrastructure to be competitive and efficient, yet financial limitations, unclear policies,
and changing trends make investment choices harder. With this objective, the present
study is driven to empirically investigate these interrelations with data that is at the firm

level and can be measured.
1.3 Research objective (s)

Research Objectives are:

1. To examine the impact of financial payments impact on the accumulation of real
capital in Pakistani manufacturing firms.

2. To examine the impact of non-operating profit impact on the accumulation of real
capital in Pakistani manufacturing firms.

3. To examine the impact of buybacks on the accumulation of real capital in Pakistani
manufacturing firms.

4. To examine the impact of financial assets on the accumulation of real capital in

Pakistani manufacturing firms.



5. To examine the impact of environmental on the accumulation of real capital in
Pakistani manufacturing firms.

6. To examine the impact of social factors on the accumulation of real capital in Pakistani
manufacturing firms.

7. To examine the impact of governance factors on the accumulation of real capital in

Pakistani manufacturing firms.

1.4 Research Question(s)

This study will be conducted to find out answers to the following questions: -

1. Do financial payments impact the accumulation of real capital in Pakistani
manufacturing firms?

2. Does non-operating profit impact the accumulation of real capital in Pakistani
manufacturing firms?

3. Does buyback activity impact the accumulation of real capital in Pakistani
manufacturing firms?

4. Do financial assets impact the accumulation of real capital in Pakistani manufacturing
firms?

5. Do environmental sustainability factors influence the accumulation of real capital in
Pakistani manufacturing firms?

6. Do social responsibility factors influence the accumulation of real capital in Pakistani
manufacturing firms?

7. Does corporate governance affect the accumulation of real capital in Pakistani

manufacturing firms?

1.5 Thesis Structure
The thesis is elaborated in the following ways.

To start, chapter 1 covers the topic thoroughly, giving the background, stating the research
problem, outlining the goals, posing the questions, and laying down the conceptual bases
that the whole investigation. It gets the analytical direction by explaining the reasons why
sustainability reporting, financialization, and real capital accumulation should be

analyzed together in Pakistan’s manufacturing sector.



The second stage is chapter 2, which surveys the literature existing in the academic world
on the three topics, namely, sustainability reporting, financialization, and capital
accumulation, pointing out the deficiencies that gratefully present the current study. It
resolves the research questions by aligning the research with three theoretical
perspectives—such as stakeholder theory, agency theory, and institutional theory—and

by clarifying the limitations of earlier studies.

Moreover, in the third chapter, the research design, data sources, variables, and
econometric methods that are used for hypothesis testing are presented. It then helps to
achieve the research objectives by detailing the measures for each construct and the
empirical strategy for the evaluation of the relationships between sustainability reporting,

financialization, and real capital accumulation.

The results of the empirical study, which relies on panel-data models, are presented in the
fourth chapter and their interpretation is offered in connection with the research questions.
The analysis, though not expressly stated, implicitly concerns the aims of the study by
revealing the extent to which the hypotheses are supported, thus clarifying the role played
by the sustainability reporting and financialization in the process of real capital

accumulation.

Chapter 5 puts the results into the larger theoretical, managerial, and policy context, and
engages in a discssion that neatly ties the empirical findings to the literature of the field.
It answers the last set of research questions by presenting the contributions of the study,

outlining its implications, describing limitations, and suggesting possible research areas.



CHAPTER 2

LITERATURE REVIEW

2.1. Introduction

This chapter aims at offering a full-fledged review of the theoretical, contextual, and
empirical foundations supporting the research. Sustainability reporting, financialization,
and real capital accumulation have become the main themes in corporate governance and
development economics, mainly because of the global being on the same page with
respect to transparency, engaging stakeholders, and allocating resources strategically
(Eccles & Krzus, 2018; loannou & Serafeim, 2019). Understanding the interaction of
these elements is very important for the positioning of this study more broadly within the
academic debates, especially in the case of emerging economies where institutional
limitations have a specific and unique influence on the behavior of companies (Kolk,
2010; Jamali & Karam, 2018). Thus, this chapter integrates worldwide advancements in

these fields and compares them to the regulatory and institutional context of Pakistan.

To build this foundation, the chapter follows a multi-step process. Initially, it discusses
the global sustainability reporting development and its transit through the developing
markets, and subsequently moves on to the reporting environment and institutional setting
of Pakistan. After that, it points out the key ideas—sustainable reporting, financialization,
and real capital accumulation—bringing in global research to clarify their mechanisms
and impacts (Epstein, 2005; Stockhammer, 2013). After that, the chapter gives a thorough
account of the theoretical frameworks on which the research is grounded, namely, agency
theory, stakeholder theory, and institutional theory. Later, the chapter offers an extensive
review of the empirical literature ranked by the study’s main variables and hypotheses.
The last task is that the chapter points out the gaps in the current research and suggests
the hypotheses that will be tested in the subsequent chapters. All those elements together
provide a strong academic basis for the research of the relations between sustainability
reporting, financialization, and capital accumulation in the manufacturing sector of

Pakistan.

2.2 Background and Context



Sustainability reporting is at the forefront of modern corporate accountability systems as
companies are increasingly required to disclose their environmental, social, and
governance (ESG) impacts by regulators, investors, and consumers, as well as by
international organizations. Corporate sustainability disclosure has evolved globally due
to the shift towards stakeholder-centric governance models, the development of
international sustainability frameworks, and the increasing environmental and social risks
that require companies to adopt transparent reporting practices (KPMG, 2022; Eccles &
Krzus, 2018). The first sustainability disclosures were seen in the 1980s when companies
issued separate environmental reports, but the practice was greatly diffused with the
launch of the Global Reporting Initiative (GRI) in 1997, which introduced the first
structured framework for non--financial reporting (Kolk, 2010). Over time, sustainability
reporting has evolved into an integrated system that incorporates ESG metrics, climate-
related risk disclosures, supply-chain transparency, and governance practices guided by
global standards, including GRI Standards, SASB, TCFD and, more recently, ISSB (IFRS
Foundation, 2021; Serafeim, 2020).

Throughout developed economies, mandatory and semi-mandatory reporting laws have
improved the quality and comparability of disclosures. The CSRD of the EU, the UK’s
climate risk disclosure regulations, and Australia’s recent acceptance of the ISSB-based
reporting guidelines are all variously indicating a gradual merging of regulatory practices
in the area of sustainability reporting towards a common standard (EU Commission,
2022; Financial Reporting Council, 2021). On the other hand, sustainability reporting in
developing countries takes a less even course that is determined by the great differences
in the level of enforcement, institutions' capacity, availability of resources, and
fragmented regulatory systems among them (Ali et al., 2017; Jamali & Karam, 2018). In
case of emerging markets, companies normally engage in sustainability practices
primarily to get the legitimacy, attract foreign investment, and satisfy the supply chain.
However, their sustainability reporting is usually selective and tends to show extremely
positive information (de Villiers & Marques, 2016; Michelon et al., 2015). Studies prove
that firms in the emerging markets often report about their environmental initiatives but
governance weaknesses and social risks are hardly disclosed. Such reporting lacks depth
and comparability (Ameer & Othman, 2012; Khan et al., 2020). The differences are a
mirror to the structural constraints of developing countries, such as low investor activism,

limited stakeholder influence, and inadequate regulatory enforcement.



Sustainability reporting in South Asia has similar challenges. Still, Bangladesh, India, and
Sri Lanka have achieved measurable progress, with India being the only country in South
Asia endorsing and implementing the mandatory Business Responsibility and
Sustainability Reporting (BRSR) for public-listed companies. Thus, reporting is still
inconsistent, voluntary in most areas, and largely determined by the pressure of
international buyers (Hossain et al., 2017; Fernando & Lawrence, 2014). India’s
mandatory reporting system is a good case to demonstrate the changeable power of
regulation since the companies obliged to present ESG metrics have better reporting
quality, less information asymmetry, and more investor trust (Bansal & Kistruck, 2022).
On the contrary, Pakistan and Bangladesh apply mainly voluntary guidelines leading to
diminished reporting practices and an excessive concentration on societal contribution,
health and safety, compliance rather than integration of sustainability into the business
strategy (Haniffa & Cooke, 2005; Khan et al., 2013).

In Pakistan, sustainability reporting has slowly but surely started to be more accepted,
mainly global pressures, capital markets, and the presence of multinational companies in
the local market as factors. The Securities and Exchange Commission of Pakistan (SECP)
put forward the first voluntary sustainability reporting guidelines in 2013 and further
proposed that listed companies align their reporting with GRI Scopes (SECP, 2013).
Nevertheless, sustainability reporting is still mostly voluntary, and there is very little
regulatory control and no mandatory sustainability reporting requirements outright
directed at PSX-listed companies (Khan et al., 2020). This has led to only a small
percentage of companies issuing comprehensive sustainability reports, and disclosure
quality is greatly different from one industry to another. Among the sectors that are
majorly supplying their products abroad, such as textiles, cement, and energy, the
reporting of sustainability information is relatively more common as they get imposed
with compliance requirements by their foreign clients, multilateral development banks,
and adherence to international supply-chain standards (Rehman et al., 2019; Ashraf et al.,
2021). On the other hand, industries supplying mostly to the local market, especially in
the services area, are the least open about their activities and often only share very basic

information regarding their environmental and community-oriented efforts.

In Pakistan, sustainability reporting is hindered by a number of structural barriers. The
weak enforcement of regulations, the lack of penalties for not disclosing, and limited

monitoring capacity are all factors that cause the inconsistency of the international



standards of reporting to be adopted (Amran & Haniffa, 2011). The situation is even
worse for the small and medium enterprises (SMEs) whose resources are already limited
and who, in addition, do not have any sustainability teams, technical expertise, or the
financial ability to prepare sustainability reports (Ali et al., 2017). The situation is further
aggravated by the fact that the corporate governance culture in Pakistan continues to be
centered around shareholder returns and short-term performance, which in turn leads the
management not to invest in those sustainability activities that will not yield immediate
financial benefits (Mahmood et al., 2018). There is still very low pressure from the
stakeholders, which can be attributed to consumer unawareness, weak civil society
engagement, and lack of strong investor coalitions that would have pushed for companies
being environmentally and socially accountable (Haque & Ntim, 2018). All these
limitations combine to form a scenario where sustainability reporting is mostly just a

matter of compliance rather than a tool for bringing about change.

Pakistan’s involvement in global sustainability initiatives and its pledge to the United
Nations Sustainable Development Goals (SDGs) have, however, set a new standard for
businesses concerning transparency. The Vision 2025 of Pakistan, which is a thorough
plan for the country's future, explicitly mentions the areas of sustainable development,
industrial modernization, environmental protection, and corporate accountability as the
main reasons for the country’s progress, indirectly encouraging companies to pay more
attention to their sustainability practices (Planning Commission of Pakistan, 2014).
Moreover, the multilateral institutions such as the World Bank, IFC, and ADB have
increasingly pushed to connect financial backing with sustainability performance, which
has been driving large Pakistani companies to implement such sustainability standards as
GRI, SASB, and integrated reporting (IR) (IFC, 2020). These movements suggest a
gradual but unequal shift towards the adoption of the same format in sustainability
reporting, which has mostly been facilitated by external rather than internal institutional

pressures.

In conclusion, on the sustainability reporting front, Pakistan gets shaped by global norms,
voluntary standards and sector pressures at the same time it is limited by institutional
hurdles that developing countries usually face. Still, the lack of mandatory disclosure
requirements coupled with poor enforcement means that companies in the different
sectors will not be able to have disclosures that are as extensive and comparable as

companies in the different sectors will not be able to have disclosures that are as extensive
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and comparable. This is the case, notwithstanding the global frameworks and
international market forces having a stimulating effect. The institutional context makes it
more than imperative to investigate how sustainability reporting operates in the case of
Pakistan's economic and regulatory environment—especially in terms of financialization
and real capital accumulation trends—thus providing the contextual base for the

subsequent theoretical and empirical analysis.
2.3 Sustainability Reporting: Concepts and Dimensions

Sustainability reporting is the systematic disclosure of an organization's environmental,
social, and governance (ESG) performance to stakeholders in a well-organized and
transparent manner. It is built on the premise that companies have obligations that go
beyond producing profits and that they should be accountable for the effects they have on
the society and environment (Gray et al., 1996; Elkington, 1997). The transition of the
practice can be drawn from the simple environmental compliance declarations of the
1980s to the elaboration of comprehensive multi-dimensional disclosure frameworks that
are in line with the global sustainability standards. It is today that sustainability reporting
not only raises accountability but also diminishes information asymmetry, heightens
stakeholder trust, and facilitates strategic decision-making by embedding ESG concerns

in corporate governance (Eccles & Krzus, 2018; Serafeim, 2020).

The international reporting frameworks have been the one foundational block that defines
the very essence of information pertaining to sustainability. The Global Reporting
Initiative (GRI) which was founded in 1997, is still the leading standard in the world
today and it has laid down explicit indicators for the tripartite platform of performance:
economic, environmental, and social (Kolk, 2010; GRI, 2021). In a more recent
development, the Sustainability Accounting Standards Board (SASB) came up with
industry-specific metrics that are economically significant, while the International
Integrated Reporting Council (1IRC) has given birth to integrated reporting (IR), which
merges financial and non-financial performance into one cohesive story of value creation
(IIRC, 2015; SASB, 2018). By forming the International Sustainability Standards Board
(1SSB) in 2021, the global reporting initiatives gained a stronger position and became the
creator of universal environmental and sustainability reporting requirements with the
focus on investment being of high priority (IFRS Foundation, 2021). The Task Force on

Climate-related Financial Disclosures (TCFD) has also been a great driver of change in
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governance structures by giving priority to climate governance, risk assessment, scenario

analysis, and financial implications of climate risks among others (TCFD, 2017).

Sustainability reporting practices are typically organized around the ESG dimensions,
that each encompass different corporate responsibilities. The environmental aspect deals
with resource use, emissions, waste and water treatment, and biodiversity, and also
includes risk mitigation or preventive measures (Clark et al., 2015; Biichs & Schnepf,
2013). The social dimension looks into the area of labor, the company s relation with the
community, its rights related to human beings, the health, and safety that are provided
and the company s participation in the welfare of the society at large (Aguinis & Glavas,
2012; Jamali & Karam, 2018). The governance indicators point out the structure of the
board, the extent of audit supervision, the ownership pattern, the remuneration of top
management, and the firm's risk management and ethical compliance systems (Brown et
al., 2007; Zahra & Pearce, 1989). The combination of the three sustainability factors gives
an overall view of the company s behavior that is not limited to financial performance

metrics but rather encompasses it.

In the case of developing countries, sustainability reporting is of even greater importance
due to the preceding factors along with institutional frailties, uncertain regulatory
frameworks, and the high level of social and environmental risks. In particular, firms in
such areas where there are no strong governance institutions, limited investor scrutiny,
and changing public expectations with regard to corporate responsibility often make use
of sustainability reporting as a means of gaining legitimacy (Islam & Deegan, 2008;
Amran & Haniffa, 2011). In developing countries, typically, the pressure from
stakeholders comes mostly from foreign buyers, international development partners, and
the participants in the global supply chain instead of from local players (Hossain et al.,
2017; Khan et al., 2020). This has been one of the significant factors that led to the kind
of disclosed information being more external, putting the spotlight on activities that help
enhance the company’s image such as acquiring environmental certifications, adhering to
safety and health rules, and community involvement instead of introducing deep internal
changes (Michelon et al., 2015; de Villiers & Marques, 2016).

It's necessary to emphasize that, in many cases, sustainability reporting in developing
countries is nothing more than a token compliance imposed by the government, which

reflects rather than being a direct part of the corporate strategy. Studies have shown that,
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very often, companies prefer to give a public image through their donations, employee
training, and eco-friendly campaigns while revealing only a few quantitative metrics and
having poor governance disclosures and showing little evidence of their commitment to
sustainability over the long term (Ameer & Othman, 2012; Ali et al., 2017). Such a
situation conforms to legitimacy theory, which claims that the purpose of disclosures is
to maintain public trust and not to provide an accurate portrayal of the performance
(Suchman, 1995; Cho et al., 2015). Besides, selective reporting practices lead to the
increase of information asymmetry, the limitation of comparability, and the undermining
of the credibility of reports, particularly in cases where regulatory enforcement is feeble
(Khan et al., 2013; Muttakin & Subramaniam, 2015).

In spite of these limitations, sustainability reporting has turned out to be a significant
strategic tool in the process of more efficient capital allocation and less financial risk.
Investors are gradually taking sustainability metrics indicators as a part of their
investment decision-making and empirical studies confirm that good quality
sustainability reports reduce the cost of capital, make risk management better, and give
higher financial performance in the long run (Friede et al., 2015; Khan et al., 2016).
Moreover, the sustainability reporting that is transparent help to fortify corporate
governance by enhancing accountability, elucidating risk, and aligning management with
the interest of stakeholders (loannou & Serafeim, 2015). Companies from developing
countries that use global sustainability standards can easily enter international markets,
improve local and global supply chain relationships, and satisfy the conditions set by
donors and development agencies like the World Bank and IMF (IFC, 2020; World Bank,
2022).

Sustainability reporting in Pakistan is influenced by the same factors that characterize
emerging markets—voluntary disclosure regimes, weak regulatory enforcement, limited
technical capacity, and industry-specific pressures. Although SECP guidelines promote
the use of GRI-based reporting, the lack of compulsory rules leads to varying adoption
among companies and industries. It has been found in empirical research that companies
in Pakistan mostly reveal their community welfare activities and the minimum
environmental compliance information required while having the least detail on
governance structures, environmental metrics, or sustainability strategies (Haque & Ntim,
2018; Ashraf et al., 2021). The textile, cement, and energy industries are among those

that disclose more as a result of international buyer pressure and the requirements of
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development financiers’ regulatory standards (Rehman et al., 2019), while the local
market-oriented sectors are considerably behind. As a result, sustainability reporting in
Pakistan is still fragmented, comes from external sources, and is often only symbolic
rather than completely integrated within the corporate decision-making process.

Sustainability reporting to sum up is an important way for companies to disclose their
sustainability performance, conform to global standards, and at the same time, improve
internal governance and strategic planning. On the contrary, the advanced countries have
completely moved into the direction of more uniform, compulsory, and comparable
reporting systems, while the underdeveloped nations, Pakistan included, are still
grappling with the limitations of institutions, rules, and resources that render
sustainability reporting superficial and untrustworthy. The factors stated above point to
the necessity of investigating the interaction between sustainability reporting and
financialization dynamics as well as real capital accumulation, particularly in areas where
companies have to deal with both short-term financial pressures and long-term

developmental needs.
2.4 Theoretical Framework

A theoretical backdrop of strong character is necessary to analyze the connected dynamics
of sustainability reporting, financialization, and real capital accumulation, particularly in
an emerging economy such as Pakistan. Corporate practices do not stand alone but are
influenced by different factors such as managerial incentives, stakeholder expectations,
institutional frameworks, and the broader socio-economic context. This section of the
thesis presents four significant theoretical perspectives - agency theory, stakeholder
theory, institutional theory, and legitimacy theory - as the framework for its analysis. Each
of these theories provides insights from a different viewpoint, but together they simplify
the understanding of the causes behind the firms’ disclosures of sustainability reporting,
the impact of financialization on the corporate sector, and the factors that may either
restrict or support the accumulation of real capital in various organizations and

institutional settings.

Agency theory is an important viewpoint on management behavior as it brings to light
the inherent discord of interests that exists between managers and shareholders.
According to Jensen and Meckling (1976), in the absence of effective monitoring and

control mechanisms, managers might opt for behaving in ways that suit them rather than
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in ways that suit the firm’s owners. One of the implications of such a theoretical
framework in the context of sustainability reporting is that if managers perceive reporting
as requiring the diversion of resources or as a threat to short-term profit, they may not
indulge in extensive reporting practices. On the other hand, reporting could become a
tactical tool that managers employ to portray their good conduct without actually
incurring any considerable obligations thus minimizing the information gap with equity
holders (Clarkson et al., 2008; Eccles et al., 2014). The connection between agency theory
and financialization is also very strong as the rise of financial performance measures—
such as short-term profit targets, dividend policies, or returns on financial investments—
could change the ruling of managers' incentives. Lazonick and O’Sullivan (2000) and
Stockhammer (2004) suggest that management strategies are increasingly focused on
achieving immediate financial benefits instead of investing in long-term productive
growth. The phenomenon is particularly evident in the case of developing markets where
corporate governance systems are being established and supervision is occasional,

thereby intensifying the problem of agency.

While agency theory focuses on the incentives of managers, stakeholder theory on the
other hand, broadens the view by stating that companies are responsible not only to their
shareholders but to a large group of stakeholders whose interests go beyond those of
simple financial nature. The expectations of workers, neighbourhoods, consumers,
authorities, and the world in general are points laid out by Freeman (1984) as things a
company should consider. As a result, sustainability reporting turns out to be a channel
through which companies express their awareness of these groups and their adherence to
ethical, environmental, and social obligations. This line of thought implies that in-depth
sustainability reporting does not only win trust but also improves reputation, thus
supporting the creation of value in the long run (Aguinis & Glavas, 2012; Freeman et al.,
2010). In the case of Pakistan, stakeholder expectations are frequently influenced by
international supply chains, global buyers, and development partners rather than local
players. According to Jamali and Mirshak (2007) and Khan et al. (2020), companies often
meet the requirements of global stakeholders who ask for more rigorous and structured
sustainability reporting than domestic ones. Stakeholder theory also points out the
connection between sustainability reporting and the generation of real capital as, in trying

to meet stakeholder expectations, firms may put money into cleaner technologies, better
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working conditions, and more efficient production systems, all of which demand huge

capital investments (Hart & Dowell, 2011).

Institutional theory adds a different perspective to the discussion when it talks about
corporate practices being influenced by the institutional surrounding portrayed by firms.
DiMaggio and Powell (1983) put forward that organizations yield to the coercive,
normative, and cognitive influences that come from the government regulations, the
expectations of the industry, and the values of the society. Sustainability reporting is one
of the main way’s corporations get rid of these institutional pressures, and this is
particularly true for companies operating in the global market where the reporting
standards are almost the same. Nevertheless, in Pakistan, coercive pressures are not very
strong since sustainability reporting is mostly a voluntary matter, and the enforcement of
the practice is also weak. Report writing is more of a buyer's demand, donor's influence,
and professional networks that play a major role in shaping the practice of firms reporting
(Haque & Ntim, 2018). Cognitive pressure is less intense since there is little public
awareness of the issues and there is not much social mobilization around the environment
and society in general. Institutional theory sheds light on the process through which
financialization permeates emerging economies as global norms stressing the needs of
the shareholders and financial performance permeate into the local corporate culture
(Palma, 2009). These institutional configurations in Pakistan may push the companies to
opt for financialized practices that are aimed at short-term profit through less productive

investment thus impacting the actual capital accumulation negatively.

Legitimacy theory adds another layer to the comprehension of sustainability reporting by
depicting it as a means whereby companies try to keep on the right side of the society.
According to Suchman (1995), legitimacy is of paramount importance for the existence
of organizations, and their aligning activities with the environmental and social
expectations is the way to get the social license to operate. Sustainability reporting
becomes a focal point of this endeavor since it enables companies to show an image of
responsible and virtuous practices. Nevertheless, as shown by Cho et al. (2015) and
Michelon et al. (2015), companies are mostly inclined to showcase good sustainability
practices while keeping silent about their governance shortcomings or environmental
risks, especially when they are operating in settings with little or no regulatory scrutiny.
In the case of Pakistan, the reporting of such activities is considered more like a symbolic

gesture for reputation management than an adequate tool for accountability due to weak
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institutional monitoring and moderate civil society involvement. Furthermore,
Legitimacy theory becomes interconnected with financialization, whereby corporations
might prefer to use the process of sustainability reporting to diminish public worries about
their endless pursuit of financial returns, especially when such strategies work against the

long run welfare of the society.

Collectively, these theories form a solid conceptual basis for this dissertation. Agency
theory justifies the provision of incentives to the management via sustainability reporting
and financialization; stakeholder theory points out the societal expectations; institutional
theory explains the pressures that come from outside and influence corporate behavior;
and legitimacy theory unveils the reporting techniques used by companies in areas where
the institutions are weak. By merging the different viewpoints, we acquire a
comprehensive understanding of the scenario that businesses in Pakistan have to deal with
concerning sustainability reporting, financial constraints, and investment choices. This
theoretical amalgamation is a necessity for understanding the empirical results and for
developing hypotheses that consider both universal theories and local institutional

contexts.
2.5 Financialization: Concepts, Mechanisms, and Empirical Evidence

Financialization is one of the greatest economic transformations that have occurred in the
late twentieth and early twenty-first centuries. It has been the main factor in changes to
the behavior of corporations, allocation of capitals, and the directions of the development
of nations. Generally, financialization is the phenomenon of growing the preeminence of
the financial motives, financial markets, financial players, and financial institutions in the
economy's functioning (Epstein, 2005). In the context of a company, financialization is
characterized by a heavy reliance on financial income, the company becoming more
inclined to short-term financial returns, and even more pressure on the company to
prioritize shareholder value which results in the management focusing on financial
metrics instead of productive investment. These changes entail enormous and wide-
ranging impacts on the sustainability reporting and the real capital accumulation
particularly in the developing economies where industrialization is not yet complete, and

financial markets are not well-developed.

The financialization hypothesis, in its theoretical base, indicates that when companies

start to take a larger part in the finance markets, their tactics will be more inclined to
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secure financial profits rather than building up their productive capacity. In effect,
Krippner (2011) describes this change in terms of a shift from "production-based profits"
to "financially-channelled profits,” which", gradually, the company's financial profit—
generated through interest, dividends, speculation and revaluation of assets—will take the
place of income from the sale of products and services™. Along these lines, Lazonick and
O’Sullivan (2000) point out the shareholder value concept as the main culprit that drives
companies to pay out their profits as dividends or through buybacks while ignoring
investment in plant, equipment, research, and innovation. Such trends might gradually
reduce the social resources for the installation of long-term productive assets and foster

the decline of companies’ ability to produce and invent.

Managerial incentives are also affected by financialization. Actually, compensation
packages that are more and more linked to stock performance or financial benchmarks
push managers to take the way of short-term financed strategies. However, these
strategies might take a toll on long-term competitiveness (Davis, 2009). One thing that is
typical in these cases is cutting down on capital expenditures, reorganization of the
workforce for cost reduction, and taking on more debt to increase equity returns.
Orhangazi (2008) points out that the companies with higher financial income usually cut
down on their real investment as the financial returns turn out to be the only reason for
not expanding productive capacity at the same time. The same or similar forces have
already been discovered in both developed and developing countries (Stockhammer,
2004; Hein, 2012).

In the developing countries, the effects of financialization are even more visible as a result
of the structural difficulties. The lack of government support for the industry, poor
technological capability, and little access to long-term loans all contribute to the attraction
of financial activities that promise fast returns. Palma (2009) observes that the
financialization process in the emerging markets often takes place without needing
corresponding institutional safeguards, thereby making companies more prone to the
swings of the global financial markets. Volatility of this kind could, especially, dissuade
long-term investments that are already quite insecure because of things like exchange-
rate fluctuations, interest-rate instability, and capital flow reversals that affect companies’
financial positions. Companies might, thus, opt for the easiest way out and switch their
resources from the productive sectors and sink them into safe or more profitable financial

instruments for the short term.
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The data gathered from economically weaker countries portray a scenario where the
process of financialization is responsible for the hindrance of the real capital
accumulation. The research done in the regions of Latin America, South Asia, and Africa
provides evidence that a greater dependence on the financial income is directly related to
lower investments in the areas of manufacturing capacity and technological upgrades
(Demir, 2009; Ndikumana, 2011). The companies that get involved with the financial
markets are normally under the pressure of the stockholders to ensure that a large portion
of the profits is paid out as dividends. Thus, the profits are distributed rather than retained
for the purpose of capital expansion. In the case of the developing countries where the
industrial growth is regarded as a national priority, these pressures are in opposition to
the economic goals in the long run. For example, the studies made by Turkey, Brazil, and
Argentina reveal that the time during which the companies moved from a direct pumping
of profits into fixed capital, and the overall investment in R&D and thus, the
competitiveness of the industrial sector reduced to a large extent (Karwowski &
Stockhammer, 2017).

Financialization and sustainability reporting are interconnected in a multidimensional
manner. Financialized corporations, to some extent, might utilize sustainability reporting
as bait to attract investors, lenders, and worldwide partners in the supply chain who are
willing to cooperate with transparent and responsible companies. The sustainability
reporting has the potential to not only give the company a good reputation but also to
legitimize it further in the eyes of those who take a close look at its practices. On the other
hand, the process of financialization might influence how attractive companies are,
thereby restricting their capacity to engage in real capital accumulation that require
significant capital, such as eco-friendly technologies, improved worker safety measures,
or innovative manufacturing processes. In the opinion of Soederberg (2010),
sustainability efforts might be merely for optics when companies put financial profits

above investments in the environment and society.

Pakistan is a country that offers a very special setting for the study of the above-mentioned
dynamics. Not only the financial markets are shallow, but also the corporate governance
practices vary and the upgrading of the industry is the priority of the nation. However,
the companies do more and more financial activities because of the volatility in the
economy, the limitation in technology and the short-term liquidity provided by the

attractive financial instruments. Studies show that the Pakistani firms consider dividend
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pay-outs and short-term financial means as the main ways for keeping the investors'
confidence high and thus, the unproductive capacity remains their main problem
(Mahmood et al., 2018). These behaviours are further encouraged by the institutional
frailties of the country, such as the inconsistency in the enforcement of regulations, lack
of long-term financing options, and the risk of being affected by fluctuations in the global
financial markets. The liberalization of the capital market in Pakistan during the 1990s
and 2000s not only added to these trends but also diverted companies towards the global

financial systems without having proper risk management measures in place.

Financialization in Pakistan also influences sustainability reporting. Sustainability
reporting may become a firm's way of reputation management, foreign buyer attraction,
or development partner relations improvement when the firm is financially pressured. A
number of studies from Pakistan suggest that the reported sustainability is not always
genuine and emphasizes easily reportable activities instead (Haque & Ntim, 2018; Ashraf
et al., 2021). In the sectors like textiles and cement, the global customers set the
sustainability standards, and the firms use reporting as a tool to stay in the competition
for exports. On the contrary, in local sectors where financial pressures are predominant
and stakeholder activism is weak, sustainability reporting is very low and rarely part of

strategic decision-making.

These trends have a direct impact on the process of real capital accumulation. For many
years, Pakistan has had to deal with a low investment-to-GDP ratio, a poorly developed
manufacturing sector, and a lack of technological innovation (Malik & ul Haque, 2020).
The financial activities could further weaken the economy's structure by pulling out
investments from the productive sectors. However, sustainability reporting, if truly
followed, can be a means of transparency in capital allocation which will help the
stakeholders to see whether the companies are investing in long-term productive assets
or not. Thus, the connection between sustainability reporting and real capital
accumulation is contingent on the firms' use of reporting mainly for investment strategy

support or just to signal compliance.

Financialization integrates sustainability reporting and real capital accumulation in a very
significant way. It influences the managers' priorities, the functioning of corporate
governance and the allocation of resources between short-term financial profits and long-

term productive investments. Sustainability reporting practices in Pakistan cannot be fully
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grasped without understanding the concept of financialization and its possible impact on
the development of the country. This broader theoretical framework provides the basis
for exploring the issue by means of the three components of sustainability reporting,
financialization variables, and real capital accumulation as applied in the empirical setting
of this dissertation.

2.6 Sustainability Reporting and Real Capital Accumulation: Empirical Review

The nexus between sustainability reporting and actual capital accumulation has become
an issue of considerable scholarly interest as the firms are ever more moving into the
ecosystems that require the use of the reporting practices, i.e., the environments that
demand transparency, accountability, and long-term strategic investment. Sustainability
reporting, when properly executed, becomes a pointer towards the company being eco-
friendly, socially responsible, and adhering to the best governance practices. The whole
thing might often be interpreted in a way that the company has to bury money in physical
assets, technology, and drained operations that create real capital. Research has been
conducted in developed and emerging markets to show the dependence of sustainability
reporting on investment, productivity, innovation and long-term value creation through

the channels of those effects.

Most researches from developed countries have already indicated that the companies
which are involved in complete sustainability reporting are likely to show more
investment trends and also, have long-term strategic orientation. According to a study
conducted by Dhaliwal et al. (2011), to the issuing companies of sustainability-type
reports the costs of capital were lower, thus allowing the firms to invest more in the
productive assets. Porritt (2007) and Hart with Dowell (2011) went a step further and
stated that the firms with sustainability focus are to a larger extent investing in the
technologies that are cleaner, the machines that are eco-efficient and the systems that are
energy-saving, all of these are going toward real capital accumulation. The money spent
on such investments is the one that mitigates environmental risk but at the same time, is
the one that is going to boost along the line of benefits of the operation, dropping waste,
and winning competitive ground. Further, the report from the OECD countries now shows
that sustainability reporting is a factor contributing to innovation capacity, as the firms

participating in such activities are conducting research and development with the aim of
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making it long-term unlocking an environmental and social objective (Delmas et al.,
2011; Eccles & Serafeim, 2013).

The connection among sustainability reporting and real capital accumulation is rather
complicated in the case of emerging economies, mainly due to the weaknesses of various
institutions, lack of sufficient resources, and different pressures from stakeholders. Quite
a few studies suggest that companies operating in emerging markets are using
sustainability reporting mainly as a tool to legitimize their existence, to get access to the
international markets, and to attract foreign investment (Amran & Haniffa, 2011; Hossain
et al., 2017). These factors usually lead to the practice of reporting selectively, especially
in the cases where regulatory enforcement is not strong. On the contrary, if the
sustainability reporting is of high quality and is strategically integrated with the
company's operations, it will be able to motivate investments in the form of real capital.
A study conducted in India found that the companies that follow the sustainability
reporting guidelines set by the Business Responsibility and Sustainability Reporting
(BRSR) acquire the habit of investing regularly in the environmental and social
infrastructure which includes waste management, renewable energy, and people (Bansal
& Kistruck, 2022). The same scenario has been observed among Chinese firms where
those firms with comprehensive sustainability reporting are more likely to use high-
technology manufacturing and green power investments which both lead to greater
productivity (Liu et al., 2018).

There are studies that still insist that the very act of reporting on sustainability might not
always mean an actual investment. In such contexts where reporting is done just for
optics, companies might boast about their sustainability accomplishments while quietly
committing very little or no capital at all. Michelon et al. (2015) have shown through their
study that in the emerging economies, companies do not really invest their money behind
such symbolic sustainability reporting. Muttakin and Subramaniam (2015) reference the
case of Bangladesh where reporting in many cases is about using the same money for
public relations rather than upgrading operations that need significant investments. This
research brings to the light the need to be clear about the reporting lines between the one
that really documents the company's strategic orientation and the one that is simply for

reputational purposes.
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On the other hand, domestically focused businesses in Pakistan generally demonstrate
poorer sustainability communication and very low amounts of real capital investment.
The cause is said to be the lack of stakeholder pressure, the poor application of reporting
standards by the Securities and Exchange Commission of Pakistan, and the high cost of
making sustainability improvements (Mahmood et al., 2018). Some other investigations
reveal that companies having the least amount of sustainability reporting invest less in
long-term productive assets, rather they are applying short-term finance strategies being
driven by market volatility and liquidity concerns (Khan et al., 2020). This difference
depicts the two sides of the issue of sustainability reporting in Pakistan - where real
reporting is linked with capital investment but paper-based reporting does not reveal any
connection with productive capacity-building.

Sustainability reporting is known to support indirectly the real capital accumulation by
enhancing access to financial resources which the international evidence has also
suggested. The firms that report sustainability initiatives regularly have a good image
among banks, institutional investors, and development agencies, thus, their chances of
getting financing for capital-intensive projects are better (Friede et al., 2015; IFC, 2020).
This link is particularly significant in the case of Pakistan, where availability of low-cost
finance is still a major obstacle to the modernization of the industry. The practice of
sustainability reporting might, so to speak, replace the traditional collateral as it would
signal the company's good governance and responsible risk taking, thus, making it more

credit worthy.

The interaction of financialization and sustainability reporting has made their relationship
even more intricate. If the market forces dictate the pure financial aspects, companies
might still in any case report their activities' impact on the environment through short
financial activities. The authors here, Soederberg (2010) and Palma (2009), argue that
companies under the influence of finance might choose to engage in sustainability
reporting purely for the sake of their reputation or legitimacy and without making any
significant investments in physical assets. The financial pressure in Pakistan due to the
country’s macroeconomic situation, volatility, and shareholders expecting more
dividends may, in fact, limit the amount of capital that would otherwise be allocated for
long-term investments. In this context, the sustainability reporting process is not a source
of increasing capital unless there are strong institutions, regulatory incentives, or through

the active involvement of the stakeholders.
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Even though empirical literature has pointed out that there might be some positive effects
from sustainability reporting to the extent of real capital accumulation, the context in
which the company operates together with other elements like pressure from stakeholders,
the incentives of the management, and the level of financialization in the company will
determine the strength of this impact significantly. In the case of Pakistan, reporting
practices being influenced by both external pressures and internal limitations, it becomes
essential to comprehend the relationship in this country in order to draw empirical studies’
conclusions and recommend policy actions. It is the contradictory results between
international and national studies that point to the necessity of this kind of strong
empirical analysis, as presented here, to either support or criticize the claim that

sustainability reporting translates into real capital investment in the manufacturing sector.
2.7 Financialization and Real Capital Accumulation: Empirical Review

Financialization and real capital accumulation are now interrelated concepts that
economists often discuss at the same time, especially in the case of the countries that are
under the pressure of industrial growth and sustainable development. Different financial
strategies adopted by firms have placed them under the pressures of having to invest their
resources either in the financial or in the real sectors, depending on the size and power of
the financial sector in the overall economy. The latter choice is, of course, evident in both
parts of the world, namely advanced and the emerging countries. It is the countries like
Pakistan where the comprehension of the shifts in investment patterns is utmost vital
because the no less than 50% annual growth in the industrial sector would be made
possible only through continuous investments in physical assets, technology, and

innovations.

The data from advanced economies support the view that the drop in real investment is at
least partly due to the financial income that has become the primary source of income,
the pressure to maximize shareholder value, and the increasing influence of financial
markets. Research conducted in both Europe and the U. S. has indicated that financially
thriving firms are also more likely to limit their expenditures on the technological
upgrades of their machinery and equipment (Stockhammer, 2004; Orhangazi, 2008).
Lazonick (2010) has presented facts stipulating that big corporations quite often divest
their earnings into stock repurchase programs and dividend distribution, thereby starving

the growth area of cash. The escalated shifts and redistributions have catalyzed the
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downfall of manufacturing industries, decreased innovation, and created a less
competitive atmosphere. In a comparable fashion, Krippner (2011) contends that the
transition to the financial profits’ priority has rearranged the corporate hierarchy of the
decision-making process and has led to the termination of the traditional long-term

productive commitment.

In emerging markets, financialization dynamics are a function of structural sources of
weakness, institutional weaknesses, and macroeconomic instability. The studies carried
out in Turkey, Brazil, South Africa, and Argentina find that firms are increasingly turning
to short-term financial instruments as their sources of income or liquidity, thereby
neglecting investment in production and technology (Demir, 2009; Ndikumana, 2011).
The situations are particularly aggravated in economies with unpredictable currency
movements, heavy external borrowing, and unstable interest rates because in those
conditions financial strategies look less risky and more attractive than long-term capital
investment. Karwowski and Stockhammer (2017) point out that financialization has
lowered the rate of investment, led to the stagnation of technology, and increased financial
fragility in many developing countries. The research thus implies that financialization is
a pivotal factor for industrial development when financial objectives prevail over that of

productivity.

Financialization is gradually reported in South Asia as a negative factor to real capital
accumulation. Indian research reveals that financial income and pressures to pay
dividends have led to reduced capital spending of companies in the manufacturing sector,
especially that of the sectors integrated heavily with global financial markets (Ghosh &
Chandrasekhar, 2009). Similarity is found in Bangladesh, where firms mainly rely on
short-term financial returns due to limited technological capability and poor industrial
infrastructure (Muttakin & Subramaniam, 2015). In Sri Lanka, financialization is seen to
have coexisted with macroeconomic instability in taking back private-sector investment
and belying the country's long-term growth (Wijesinghe & Perera, 2020). These studies
from different regions indicate that financialization presents barriers to the accumulation
of real capital across South Asia, although the degree to which it does so depends on the

institutional context and regulatory power.

In Pakistan, the concept of financialization has been applied to corporate behavior

analysis as a major structural issue. The opening up of the capital markets in the 1990s
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and early 2000s placed firms in an environment of global financial flows, speculative
instruments, and short-term investment opportunities. Although the reforms aimed at
broadening access to capital, they concomitantly raised firms' reliance on volatile
financial markets. Empirical studies report that, in particular, the manufacturing sector,
Pakistani firms have been showing an increasing preference for dividend payment and
short-term financial activities that restrict the funds available for reinvestment in plant,
equipment, and technology (Mahmood et al., 2018). Besides, the need to keep the
shareholders confident through tough economic times reinforces these tendencies. For
instance, companies may enhance their dividend payments even when profitability is
falling as a way of maintaining market valuation, hence reducing the internal cash flow

for investment in new capacity.

Moreover, the financialization process in Pakistan is being reinforced by structural
problems, which include underdeveloped financial markets, absence of long-term
financing, and constant economic disruptions. The risks of real capital formation are
escalated by high borrowing rates, depreciation of the local currency, and inflationary
pressures. According to Malik and ul Haque (2020), companies perceive real capital
accumulation as a riskier activity compared to engaging in financial strategies that have
the advantage of providing liquidity and quick returns in the short term. This position
justifies the accumulation of financial assets by Pakistani companies as a measure to
protect themselves from instability rather than investing their funds in manufacturing
facilities. Studies indicate that the companies which are affected by currency and interest
rate fluctuations are mostly likely to adopt the financial route of hedging or holding of

assets rather than real capital accumulation (Khan et al., 2020).

The interrelationship between financialization and corporate governance is one of the
factors that lead to a decline in investment in real capital. Weak monitoring, concentrated
ownership, and inconsistent governance codes give the top management the freedom to
prioritize short-term financial results through their decisions. According to the agency
theory, managers who face financial stress might use the resources on activities that
produce a quick financial return, like cutting costs, investing in financial instruments, or
distributing profits, among others, and thereby neglect long-term capital development.
The situation in Pakistan supports this theoretical assumption. High financial income or

hard-to-please shareholders ownership is characteristic of firms that tend to reinvest less
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and are more reluctant to commit to the so-called sustainability investments, which are

crucial for technical advancement and future competitiveness (Ashraf et al., 2021).

In spite of these problems, there are still companies that support the idea of being strategic
in their sustainability and long-term growth orientation offering the highest levels of real
capital accumulation. The firms, which are noticeably engaged in sustainability reporting,
tend to invest in more technologies facilitating resource efficiency, workplace safety, and
environmental performance. These investments do not only result in capital formation
through the purchase of new machinery, upgrading of production processes, and
enhancing the organizational resilience but also through the whole sustainability reporting
process. The capital formation through investments in such reports is not only seen in the
export-oriented sectors but also in Pakistan which is still very much capable of using
sustainability reporting as a means of financialization pressure counteraction and

hearkening back to productive investment for the long-term.

In the financial literature, there is a general consensus that financialization has a negative
effect on capital accumulation and that the negativity of the impact is due to indirect
means—Ilike the redirecting of resources to short-term financial activities, the increased
management attention to immediate financial return, and the reduced long-term
productive investment. In Pakistan, the negative impacts are intensified by economic
structure problems, government regulation inefficiencies, and macroeconomic instability.
Therefore, the interaction between financialization and real capital becomes a major issue
of discussion in this research, particularly in terms of providing an understanding of how
companies cope with the financial burden of sustainability reporting obligations and their
associated development responsibilities. The empirical foundation established in this way

is a basis for the later research model and hypotheses that will be tested in this study.
2.8 Integrated Review and Conceptual Framework

The existing literature review reveals that sustainability reporting, financialization, and
real capital accumulation are the three main themes of corporate behaviour research.
Nowadays, the interconnections between the three themes are still unclear, especially in
developing economies like Pakistan. The theoretical perspectives previously mentioned
present a justification to the firms' adoption of sustainability reporting (Freeman, 1984;
Suchman, 1995), to the shifts in financialization of managerial incentives (Lazonick &

O’Sullivan, 2000; Stockhammer, 2004), and to the reasons for differences in real capital
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accumulation across institutional contexts (Malik & ul Haque, 2020). A thorough
understanding of the implicit connections and the existing literature gaps propels the

current study.

Literature on sustainability reporting states that well-defined reporting systems not only
lessen uncertainty but also build trust among stakeholders and thus lead to long-term
strategic orientation (Eccles & Krzus, 2018; Dhaliwal et al., 2011). Reports coming from
developed nations confirm that sustainability reporting is a factor that aids in obtaining
financial backing and tends to channel funds towards physical and productive assets (Hart
& Dowell, 2011; Delmas et al., 2011). Although research in developing countries claims
that sustainability reporting is usually the result of external pressure, it is not consistently
applied, and the voluntary codes of conduct with weak enforcement influence it (Ali et
al., 2017; Haque & Ntim, 2018). Thus, the role of sustainability reporting in the process
of real capital accumulation could be quite different depending on the institutional
arrangements, hence, the need to study this relationship in the context of countries like

Pakistan.

On the other hand, the financialization literature brings in a different perspective.
Financialization is characterized by a strong corporate focus on activities that produce
financial gains in the short term rather than for the long run through productive investment
(Krippner, 2011; Orhangazi, 2008). Research conducted in both developed and less
developed markets supports the idea that a rise in the financial income of corporations,
the amount of dividend paid to shareholders, and speculative activities have a close
association with the reduction in capital spending and slower industrial growth (Demir,
2009; Ndikumana, 2011). Similarly, one line of argument in Pakistan points out that
macroeconomic instability, high-interest rates, and the poor quality of the institutions
render the financialization of the firms more pronounced and also limit their real capital
investment (Mahmood et al., 2018; Ashraf et al., 2021).

By taking both research areas into consideration, one is able to see conceptual competition
at the core of the sustainable development debate. On the one hand, sustainability
reporting is thought to lead to longer planning and investment horizons (Eccles &
Serafeim, 2013), while on the other, financialization promotes short-term strategies that
result in less real capital accumulating (Palma, 2009). There is very little empirical

evidence to show how these opposing forces of nature co-exist and interact within firms.



28

Lack of a combined analysis constitutes a major drawback in international academic
discourse, particularly in emerging economies where institutional deficiencies exacerbate

both sustainability issues and financial pressures (Jamali & Karam, 2018).

Research focused on Pakistan points out additional gaps. The past literature on
sustainability reporting has largely been concerned with pointing out its advantages and
drawing cases for it (Rehman et al., 2019; Ashraf et al., 2021), while studies on
financialization look mainly at pay-out behaviour or macroeconomic effects rather than
firm-level investment decisions (Khan et al., 2020). Despite the importance of the
manufacturing sector to the economy, it is baffling that no empirical research has been
done on the sustainability reporting and financialization joint influence on the real capital

accumulation in Pakistan's manufacturing firms.

The theories that were earlier discussed have formed a strong basis for the integration of
these relationships. Agency theory illustrates the transition of the financialization process,
where the main concern of management is over the short-term with unavoidable
reductions in real capital accumulation (Jensen & Meckling, 1976). Stakeholder theory
further interprets it that through sustainability reporting the opposing forces will be
counteracted (Aguinis & Glavas, 2012). Institutional theory brings us to the
understanding of how consumer habits are influenced by the regulators and culture
(DiMaggio & Powell, 1983), while legitimacy theory points out that sustainability
reporting in a weak institutional context may transform into merely an act of

communication (Michelon et al., 2015).

Making use of the above-mentioned lenses, the conceptual framework of this study places
sustainability reporting and financialization as the two opposing forces that would
determine the flow of real capital into the Pakistani manufacturing sector. Reporting on
sustainability can be a signal to investors of the company's long-term focus thus leading
to the acceptance of the commitment to responsible management practices and building
trust with the stakeholders. On the other hand, financialization can be a drain where the
firm exhausts its resources in pursuing short-term profit-oriented financial activities.
Together these factors indicate the necessity of knowing the interaction of sustainability
reporting with financialization in deciding the extent of capital accumulation. It is through
this integration the hypotheses to be tested in the next chapter are justified and a direct

connection between the literature and empirical framework is created.
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2.9 Summary of Literature Review and Research Gaps

The body of literature that was examined in this chapter indicates that sustainability
reporting, financialization, and real capital accumulation have all experienced broad focus
through academic analysis within different domains. The investigation into sustainability
reporting reveals that it elevates the level of transparency and helps in long-term planning
especially when the reporting is mandatory and the institutional oversight is strong
(Eccles & Krzus, 2018; Kolk, 2010). On the other hand, in the developing countries,
sustainability reporting is influenced by voluntary guidelines, weak enforcement, and
external pressures which result in the uneven adoption of reports and the possible negative
impact on real capital accumulation being uncertain (Ali et al., 2017; Haque & Ntim,
2018).

On the contrary, financialization is a transformation in global corporate practices that is
characterized by an absolute preference for short-term financial results over long-term
productive investment. In fact, the evidence from different studies indicates that
financialized companies habitually invest less in capital, slow down the modernization
process, and switch resources to dividends or financial assets (Lazonick, 2010;
Orhangazi, 2008). This type of behavior is very difficult in the case of the world's poorest
countries especially where the institutions are too weak and the economy unstable thus
they face high short-term managerial pressure (Demir, 2009; Ndikumana, 2011).
Concerns in Pakistan coincide with these trends, and in financial terms, firms are under
pressure making it difficult for them to invest in productive assets (Mahmood et al., 2018;
Khan et al., 2020).

The interaction of sustainability reporting and financialization has not been the subject of
extensive studies, while their independent studies have been numerous. Besides, the
theoretical literature points out that sustainability reporting and financialization are
opposing factors in investment behaviors, but there is still a lack of empirical proof
especially for emerging economies. The non-existence of integrated research is viewed

as a significant gap in the global literature (Jamali & Karam, 2018; Palma, 2009).

In the case of Pakistan, the gaps are even more marked. The research on sustainability
reporting tends to look at the factors affecting the adoption of sustainability reporting
rather than the impacts it has (Rehman et al., 2019), whereas in financialization studies,

the assessing of its impact on the investment of the firm is not common (Ashraf et al.,
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2021). No work has been done so far that would bring together the empirical framework
and link sustainability reporting, financialization, and real capital accumulation in the
manufacturing sector of Pakistan.

The theory's foundations—agency theory (Jensen & Meckling, 1976), stakeholder theory
(Freeman, 1984), institutional theory (DiMaggio & Powell, 1983), and legitimacy theory
(Suchman, 1995)—-—clearly point out why these connections have to be explored
simultaneously. These authors, through their theories, demonstrate that sustainability
reporting is a way to assure the investors of the firm's commitment to long-term
investments while financialization is a way of denying that investment. The extent to
which these opposing forces interact is considerably influenced by the institutional
context; hence, Pakistan becomes an understudied but significant area for empirical

inquiry.

The research, therefore, sets out three main gaps to be filled: firstly, the limited number
of integrated studies that have included both sustainability reporting and financialization;
secondly, the unavailability of any empirical data showing the combined effect of these
two factors on the real capital accumulation; thirdly, the inadequacy of research specific
to Pakistan dealing with these interrelationships. The present study is aimed at bridging
the above-explained gaps by proposing an integrated empirical model capable of
analysing the ways in which sustainability reporting and financialization impact real

capital accumulation in the manufacturing sector of Pakistan.
2.10 Problem Statement

In Pakistan, the manufacturing sector is faced with a paradox: it has to be competitive in
an ever-globalized market while at the same time, gradually embracing sustainable
business practices. Although the sector contributes significantly to gross domestic
product and employment, the evidence suggests that many firms are bent on short-term
financial gains at the expense of long-term productivity-improvement investments. This
is manifested by delays in machinery modernization, under-investment in energy-

efficient technology, and limited application of the sustainability principles.

Here, the textile and cement industries in Pakistan's manufacturing sector provide clear
examples of this imbalance. As reported by the State Bank of Pakistan (2022), a number

of cement companies listed on the PSX have demonstrated a sluggish growth in their
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capital work-in-progress and fixed assets over the last five years, in spite of high levels
of profitability. This trend clearly indicates the diversion of retained earnings from further
investment in infrastructure to enrich themselves with non-core financial ventures. In the
same way, the Pakistan Institute of Development Economics (2022) indicated that textile
companies tend to postpone upgrades on machinery and energy-efficiency initiatives in
favour of other interests, such as high dividend distributions or short-term speculative

opportunities.

The results of the Green Finance Survey conducted by the State Bank of Pakistan (2023)
revealed a startling situation where less than 15% of the listed manufacturing companies
had reported verified greenhouse gas emissions data. These figures are dramatically lower
compared to India which has an 80% disclosure rate through its mandatory Business
Responsibility and Sustainability Reporting framework. Furthermore, the companies that
had undergone independent ESG audits were comprised of less than 10%. These figures
reveal the weaknesses in the industrial sector of Pakistan and also emphasize the
immediate need for a detailed study of the interplay between the pressures of
financialization and sustainability reporting, which eventually decides the allocation of

capital in the manufacturing base.

The current trend indicates a strong need for research to understand the role of
financialization in companies’ capital expenditure decisions and sustainability reporting
in emerging economies like Pakistan where the mechanisms for institutional enforcement
are weak. Until these systemic gaps are addressed, Pakistan will remain at the back of the

queue regarding any industrial modernization and sustainability goal.

The sharp focus on sustainability practices around the world has not been able to change
the situation in Pakistan’s corporate and financial sectors, which continue to show a lack
of sustainability practice adoption fragmented and often mainly driven by reputational
considerations rather than being strategically integrated. Less than 15% of companies
listed on the stock market in Pakistan produce stand-alone sustainability reports,
according to the Pakistan Institute of Development Economics (PIDE, 2022), and of
these, only a small number are fully compliant with GRI or SASB, which are the
internationally recognized standards for sustainability reporting. This scattered reporting

prevents companies from being compared easily, thus decreasing the confidence of
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investors and hindering the mobilization of capital needed for investments in

environmentally friendly projects.

Financialization per se has to be this way, focusing on short-term gains rather than long-
term value creation (Palley, 2013; Krippner, 2011). In this manner, emerging markets
have been characterized by weaker regulatory oversight, diminished investor activism,
and undeveloped corporate governance cultures. Capital market in Pakistan is quite
shallow; speculations often take precedence over fundamentals-based investing (State
Bank of Pakistan, 2021). Thus, this atmosphere creates a situation where the financial

actors’ objectives are at cross-purposes with the needs of sustainable development.

Yet, sector-directed analyses deepened further the disparities. In the banking sector, some
progress has been achieved through the implementation of the Green Banking Guidelines
(2017) by the State Bank of Pakistan. This included financing renewable energy projects
and adopting environmental risk management systems. Implementation, however,
remains sporadic, particularly among smaller banks that lack the institutional capacity to
consider sustainability criteria in their credit appraisal processes. In manufacturing,
especially the textile industry, violations of sustainability norms have caused export
rejections, lost preferential trade access, and damaged reputations in European and North
American markets (International Labour Organization, 2021). In energy, it has always
been a heavily imported fossil fuel-dependent sector, and the wave of decarbonization
poses a huge scuffle before a heavily constrained infrastructure dependent on coal and oil

subsidies with the minimum investment in renewables.

With governance arrangements in place, regulatory fragmentation blocks progress. The
SECP has issued guidelines on CSR and non-financial disclosure that remain voluntary
for companies. sustainability reporting for large companies has, conversely, been
enforced in countries like India and Malaysia, thereby promoting greater investor
participation and transparent sustainability conduct (KPMG, 2020; SEBI, 2021). In the
absence of such enforceable framework for binding sustainability reporting in Pakistan,
a box-ticking attitude has largely been adopted, wherein the companies disclose whatever

favourable information they want but refuse to disclose material risks and impacts.

Climate change provides a noteworthy example of the issue. According to the Global
Climate Risk Index (Germanwatch, 2022), Pakistan stands as one among the top 10 most

climate-vulnerable countries in the world. Floods, droughts, and heatwaves threaten
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human life and livelihood and also interrupt supply chains, destroy infrastructure, and
increase costs to businesses. Without integrating sustainability imperatives, the financial
economy can aggravate such vulnerabilities by diverting capital away from resilience-

building investments.

Changes in the preferences of investors justifies this research even more. The world's
capital is increasingly invested into sustainability-aligned investment vehicles, which
reached USD 35 trillion in 2021, representing over 33% of the total assets under
management worldwide (Global Sustainable Investment Alliance, 2021). Unless Pakistan
quickly presents a credible adoption of sustainability with the help of reliable governance

and market incentives, it is likely to miss these capital flows.

Therefore, this research is very important because it has discovered the conditions under
which the financialization of a country like Pakistan could lead to sustainable capital
creation. The study, while digging through this thick interface, would not only pinpoint
the policies that best govern but also suggest the corporate strategies that would bring
about the desired financial market behavior that is in sync with the long-term

sustainability imperatives.
2.11 Conclusion

In Chapter 2, the theoretical foundations and empirical developments that influence the
complex interplay between sustainability reporting, financialization, and real capital
accumulation in the contemporary business scenario were extensively presented. The
chapter began by presenting the conceptual development of sustainability reporting,
pointing out its change from a small-scale communication tool to a fully recognized
governance mechanism imposed by stakeholder demands, concerns about legitimacy, the
impact of regulatory actions, and the goals of strategic management. The progress of this
path illustrates how far the sustainability reporting has come to be regarded as an essential
means for firms to communicate their non-financial performance, enhance transparency,
and build long-term trust with different stakeholder groups. The authors of the article also
argue that if sustainability is wisely integrated into business practices, it might lead to the
creation of new products, upgrading of the existing ones, increased efficiency, and
gaining of market power; thus, the firms' investment attitudes would be altered in the long

run.
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Simultaneously, the chapter offered a critique of financialization as a wide-ranging
structural and behavioral change that, on the one hand, is the cause of corporate priorities
being reshaped and, on the other hand, is the effect of changing corporate priorities.
Literature on financialization consistently shows that companies from both developed and
developing countries are facing increasing pressure to focus on short-term financial
results, distribution of dividends to shareholders, and gain from speculation as opposed
to investing in productive capacity over the long run. Various tools and practices such as
distribution of dividends, drawing profits from non-operating activities, buybacks of
shares, and accumulation of financial assets not only change the motivation of the
managers but also reallocate the internal resources away from the development of real
capital. The results of empirical studies conducted in developing markets (including
Pakistan) have provided somewhat mixed but nevertheless significant evidence of how
financialized behaviors can lead to lack of capital accretion, decreasing firm strength, and
hindering the growth of the industry in the long term. The chapter points out that in places
marked by weak institutions, changing economic conditions, and inconsistent regulations,

such patterns may become more apparent.

Empirical evidence gives a clearer picture of the situation; the relationship between
sustainability reporting and capital accumulation is intricate. Along with others who take
a positive stance on the issue, the studies that point to the existence of positive
correlations—Ilike governance quality improvement, investment efficiency increase, and
stakeholder trust elevation—are some of the studies demonstrating a positive view of the
matter. They claim, however, that sustainability reporting may simply be a facade or
something dictated by compliance in jurisdictions with ineffective regulation and little
stakeholder activism, thus raising the issue of the very existence of the reporting as a
means of communication. The chapter further underlined that the strategic value addition
ability of sustainability reporting is predominantly dependent on the firm's capabilities,
the sector-specific selling and buying activity, and the surrounding institutional norms
and cultural expectations. Moreover, the intersection of sustainability reporting and
financialization continues to be a largely unexplored area in developing countries,
especially in Pakistan, where political instability, economic uncertainty, and shifting
corporate governance structures create particular contexts that affect both reporting and

investment practices.
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Moreover, this chapter recognized that there are still gaps in the theoretical and empirical
literature. For starters, the topics of sustainability reporting, financialization, and real
capital accumulation are rarely analyzed in conjunction, whereas they are all closely
related. Secondly, the manufacturing sector in Pakistan is characterized by the common
structural constraints, weak regulatory capacity, and varying global market exposure that
lead to different corporate responses; hence, there is a lack of empirical evidence about
it. Thirdly, the literature omission of institutional and cultural factors as regards to
disclosure behaviors of corporations and investment decision-making processes within
regions with developing transparency standards is often rampant. Lastly, research studies
usually do not consider the multi-faceted nature of financialization and non-financial
reporting to the same extent that they do not understand the interaction of these forces

within firms.

The chapter brought together theoretical viewpoints such as stakeholder theory,
legitimacy theory, resource-based view, good management theory, and agency theory,
thereby creating a conceptual basis for the understanding of the interaction between
sustainability reporting and financialization in the aspect of real capital accumulation.
These theoretical perspectives altogether provide explanations regarding the incentives,
limitations, and behavioral patterns that determine corporate investment across diverse
institutional environments company-wise. This integrative review additionally
contributed to the theoretical framework of this study and justified the choice of variables,
the formulation of hypotheses, and the orientation of the empirical analysis in the light of

methodological approach.

To sum up, Chapter 2 claimed that the interrelationship between sustainability reporting
and financialization in the manufacturing sector of Pakistan has been determined by a
collection of various factors including the institutional environment, company
governance methods, and the economic environment. The literature reviewed has
convincingly pointed to the necessity of performing significant empirical work to assess
how these factors affect the flow of capital into or out of the company, which is indirectly
confirmed by the considerations behind the methodological choices and hypotheses laid
out in the next chapter that has been directly influenced by the conceptual insights,
theoretical disputes, and empirical gaps identified here, thereby providing a smooth and

analytically sound transition into the empirical investigation.



36

CHAPTER 3

METHODOLOGY OF THE STUDY

3.1 Introduction

Chapter 3 introduces the methodological framework that was created and will be applied
to the questions and hypotheses that were set up in the preceding chapter. It elaborates on
the different stages i.e., research design, data sources, and sampling methods, that were
employed in acquiring a detailed panel dataset of the manufacturing firms in Pakistan.
Besides, the chapter highlights the operationalization of pivotal constructs such as
sustainability reporting, indicators of financialization, and rejuvenation of real capital that

discloses the empirical strategy requisite for the assessment of their interrelations.

The chapter also goes further to explain the econometric methods that the researcher
adopted in the study, like fixed-effects modelling along with the application of panel-
corrected standard errors. The choice of these techniques is supported by the necessity to
consider differences at the level of the firm, instability of institutions, and the existence
of common statistical biases in developing countries. Therefore, Chapter 3 not only
reveals the analytical tools that are needed to detect the impact of sustainability reporting
and financialization on long-term productive investment but also aligns with the overall

research objectives.
3.2 Research design

This thesis utilizes a quantitative explanatory research method that is backed by
systematic content analysis of annual reports to explore the relationship between
financialization and sustainability reporting and the accumulation of real capital in the
manufacturing sector of Pakistan. The design is completely based on the availability of
uniform financial and non-financial data disclosed in company annual reports, rather than
by numerical targets or external databases pre-determined. Since sustainability reporting
in Pakistan is still in the process of being standardized, the research creates a unique
scoring system based on GRI guidelines for environmental, social, and governance

factors through the content analysis of the company's disclosures. This method assures
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that the sustainability reporting is measured exclusively from the company's narrative

data, not from secondary scoring providers.

The research encompasses five years (2018-2022), a period that is chosen because the
companies started to share their sustainability-related information more consistently in
these years, and the complete annual reports were accessible on the Pakistan Stock
Exchange (PSX) website or the respective company websites for this period. The early
years had either incomplete or inconsistent disclosures related to sustainability and data
for 2023 had not been entirely released during the time of the analysis. Hence, 2018-2022
marks the longest uninterrupted duration when all necessary variables—financialization
measures, sustainability reporting indicators, and fixed-asset information—are available

at the same time.

A purposive sampling method is applied to select only the companies that: had
comprehensive and continuous annual reports for the entire five years; provided enough
details to calculate financialization indicators like financial payments, non-operating
profits, financial assets, and repurchases; and made ample qualitative disclosures that
allowed the scoring of ESG through content analysis. Those companies that had missing
annual reports, incomplete data, or were inactive/delisted were excluded in order to
ensure reliability and to avoid biased results. Hence, the final sample size only includes
those manufacturing companies that have met the strict data availability criteria, not a

pre-defined numerical target.

Financial variables such as fixed assets, dividends, interest expenses, non-operating
profits, financial assets, and buybacks were obtained from the annual reports that had
been audited. Sustainability reporting was assessed using a structured content-analysis
coding sheet, which was developed specifically for this thesis, that measures
environmental, social, and governance disclosures according to predefined indicators
derived from literature and global sustainability frameworks. Every company was
allocated annual E, S, and G scores that were based on the presence, clarity, and depth of
the reported items. Then these scores were combined to create the sustainability reporting

variable that was used in the empirical testing.

Because there are observations for the same companies over several years, the resulting

dataset is a short but balanced panel, which is suitable for capturing year-to-year changes
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in reporting behaviour and financial decisions. This setup allows the application of panel-
data estimation techniques that consider firm-specific heterogeneity and directly aligns
with the study’s goal of investigating the interplay of sustainability reporting and
financialization with the changes in real capital accumulation during the specified time

frame.
3.2 Research Approach and Strategy

Both the research approach and strategy are parts of the research design. However, the
research approach refers to the way of investigating. Broadly, two approaches exist: one
is moving from the specific to the general (inductive), and the second is moving from the
general to the specific (deductive) (Saunders, Mark Nk & Lewis, 2012; Deci & Ryan,
2002). Moreover, for determining the best research approach, the importance of the
research philosophy cannot be ignored because it provides a background to the research
approach. The current study utilizes a deductive approach that tests the postulations of
agency theory by investigating the impact of sustainability reporting on Financialization

and accumulation of real capital.

Research strategy is also part of research design. Research strategy is a general plan that
facilitates a researcher in establishing and answering the questions of a study in a
systematic way (Saunders, Mark Nk & Lewis, 2012). Because of this, establishing or
clearly identify the purposes or objectives of a study for selecting an appropriate strategy
is necessary (Robson, 2002; Hakim, 2000). Therefore, being part of the research design,
both the research approach and research strategy are utmost important for conducting a

study.
3.3 Conceptual Framework and Hypothesis Development

The present study's hypotheses come from the theoretical viewpoints and empirical
evidence that were mentioned in the previous chapter, and especially those associated
with sustainability reporting, financialization, and real capital accumulation. As per the
research, the investment behaviour of firms has been greatly determined by both
sustainability activities and financial pressures, the latter having a short-term and the
former a long-term impact on productive capacity. According to agency theory, the
interests of capital providers, most often shareholders, are left unfulfilled when the

management, seeking their own interests, decides not to invest in capital or to invest less
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than the optimal amount (Jensen & Meckling, 1976). In the same way, stakeholder theory
points out that the company that participates in sustainability-related activities is under
the influence of a wider group of stakeholders’ expectations, and this might even provoke
planned and strategic investments (Freeman, 1984). Besides, institutional and legitimacy
theories put emphasis on the fact that governance structures, regulatory norms and
external pressures are among the main factors that dictate the way of allocating resources
in organizations (DiMaggio & Powell, 1983; Suchman, 1995).

However, the results of empirical studies are contradictory concerning the financial and
sustainability-related factors' influence on real capital accumulation in emerging
economies. According to one research, the company financial commitments i.e. interest
obligations as well as dividend payouts may affect its ability to reinvest in productive
assets (Demir, 2009). In a similar vein, non-operating profits and temporary financial
gains can also take an active role in investment decisions by granting liquidity that can
be used either for long-term capital formation according to corporate priorities or for other
purposes (Orhangazi, 2008). On the other hand, share buybacks which are prevalent in
markets under the influence of financialization can either assist in forming capital by
supporting the stable value of the firm or consume the funds that were otherwise allocated
for productive investment (Lazonick, 2010). Just as in the case of financial assets held by
firms, their effect on real investment can be both positive and negative, depending on

whether such assets supplement or displace productive spending (Stockhammer, 2004).

The literature on sustainability reporting points to the role that financial, social and
environmental actions play in motivating companies to make long-term investments,
using the positive consequences of transparency, lowering the degree of information
asymmetry, raising the level of trust among stakeholders, and being in line with the values
of responsible business practices as the channels through which such activities operate
(Eccles & Serafeim, 2013; Haque & Ntim, 2018). The environmental practices of
companies that are responsible to the environment usually make the most out of the
resources they use or, at least, they do not waste them by improving the technologies they
employ. On the other hand, social initiatives do not only tie the company to the
community but also increase the morale of the workforce which leads to stability. As for
governance factors, they have produced varied empirical results. The existence of good
governance is believed to be an investment-supporting factor in the case of the long-term,

but some studies in emerging markets show that governance improvements are sometimes
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only a formality, limited by the weak institutions, or controlled by the short-term financial

pressures (Arora & Hussain, 2021).

Based on these theoretical and empirical foundations, the subsequent hypotheses were
developed. These hypotheses portray the expected interrelationships between
financialization related variables, sustainability related factors, and real capital
accumulation in Pakistan's manufacturing sector. The hypotheses are presented exactly

as originally defined by the researcher:
Based on the literature review, the following hypotheses are proposed:

H1: Financial payments have a positive and significant relationship with accumulation of

real capital in Pakistani manufacturing firms.

H2: Non-operating profit has a positive and significant relationship with accumulation of

real capital in Pakistani manufacturing firms.

H3: Buybacks have a positive and significant relationship with accumulation of real

capital in Pakistani manufacturing firms.

H4: Financial assets have a positive and significant relationship with accumulation of real

capital in Pakistani manufacturing firms.

H5: Environmental factors have a positive and significant relationship with accumulation

of real capital in Pakistani manufacturing firms.

H6: Social factors have a positive and significant relationship with accumulation of real

capital in Pakistani manufacturing firms.

H7: Governance factors have a negative and significant relationship with accumulation

of real capital in Pakistani manufacturing firms.
3.4 Theoretical Framework:

Figure 3.1 Theoretical framework linking financialization and sustainability reporting to

real capital accumulation
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Figure 3.1 shows the theoretical framework of this study, where the conceptual
connections between financialization, sustainability reporting, and the accumulation of
real capital are blended, and the theoretical foundations of each construct are pointed out.
The diagram sets up the three theories—Stakeholder Theory, Resource-Based Theory,
and Agency Theory—around the core variables to express the dominant academic
opinions on how companies allocate resources, select investments, and practice
disclosure. The competition and alliance between these theories in corporate decision-
making, especially during the institutional dynamics in the emerging economies like

Pakistan, are revealed by the diagram.

The concept of Stakeholder Theory next to financialization indicates that companies are
under pressure by several stakeholders such as investors, creditors, regulators, employees,
and society at large—whose expectations influence managers' attitudes (Freeman, 1984;
Donaldson & Preston, 1995). When it comes to these companies, the situation of the
financial shareholders is one where they influence the policy the most; thus, companies
might adopt a financialized approach such as paying out dividends, hoarding financial
assets, generating non-operating income, and buying back shares (Lazonick & O'Sullivan,
2000). Studies indicate that the aforementioned pressures lead to management being
short-term oriented, hence the internal cash flow is directed away from production and

towards the practices of maximizing returning to shareholders immediately (Krippner,



42

2011; Orhangazi, 2008). In the model, the line indicating financialization going towards
the accumulation of real capital shows that through these activities the companies may
either lose or reshape their ability to create long-term capital—by either reducing

investment or influencing managers' motivation (Stockhammer, 2004).

The diagram positions Resource-Based Theory (RBV) in line with sustainability
reporting, implying that sustainability-oriented disclosures can be regarded as strategic
resources giving a long-term competitive advantage (Barney, 1991; Wernerfelt, 1984).
The RBV advocates that the firms become prosperous by acquiring and developing
resources that are valuable, rare, hard to imitate, and non-substitutable. One of the main
contributions of sustainability reporting is the establishment of such valuable resources
through developing internal systems, building stakeholder trust, enhancing a reputation,
and gaining legitimacy (Carroll & Shabana, 2010; Ameer & Othman, 2012). By
demonstrating their environmental, social and governance practices, firms can indicate
good conduct which may lower information asymmetry and consequently attract
investors or partners who are interested in long-term value creation (Michelon &
Parbonetti, 2012). In the given framework, the corresponding arrow shows that
sustainability reporting is expected to be a part of the real capital accumulation, improving
the processes of capital allocation, supporting innovation, and also boosting the efficiency

of operations.

In the diagram’s right part, Agency Theory is connected at the same time to the
accumulation of real capital, which draws attention to the crucial role of decision-making
by managers and the aligning of their incentives to the context of investment policies.
According to Agency Theory, it is possible that in a scenario where there is poor
governance or low monitoring, particularly, managers would rather take the closest
benefits than the owner's long-term gains (Jensen & Meckling, 1976). The theory, in fact,
explains how financialization can negatively affect capital accumulation if the managers
are not focusing on longer term, but rather on short-term performance metrics like earning
per share, boosting financial gains, and causing the underinvestment of assets that are
productive (Lazonick, 2014). On the contrary, the theory also asserts that good
governance mechanisms, which are made more efficient through sustainability reporting,
can diminish the conflicts between agency and motivate the managers to mobilize
resources for favourable and long-term investment in production (Eccles & Klimenko,
2019).
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The relationships indicated in Figure 3.1 show that sustainability reporting and
financialization are opposing factors in the investment behaviour of companies.
Resource-based view supports the argument that sustainability reporting is likely to
increase not just the transparency or even the strategic capability but also, consequently,
the goodwill of the business for the accumulation of real capital is made. Simultaneously,
the process of financialization, which is driven by power and conflicts, might lead to
management decisions that support the very limitation or even change of the kind of long-
term investments made. Combining these theoretical perspectives, the framework situates
the research within the larger discourse on how companies in emerging markets handle

the short-term financial demands versus long-term developmental needs conflict.
3.4.1 Operational Definitions
3.4.1.1 Real Capital Accumulation:

The research is about real capital accumulation which is measured by the annual increase
of a company’s fixed assets—the proxy for real investment (Davis, L. E., 2016). The

dependent variable in the study will be this parameter.

The study investigates the effect of internal financial capital on management decision
making whereby management usually would favor the maximization of shareholder value
over the interests of all other stakeholders (Lazonick, W., & O'Sullivan, M., 2000). This
shift is mainly determined by non-operational incomes like interest and dividends as well
as financial expenditures such as the payment of interest on loans and dividend payments.
Under such a financial environment, the management may resort to speculative practices

aimed at boosting financial returns even at the cost of long-term capital growth.

In addition, the increase in the costs associated with the financial investments can drain
the firm's internal resources. This may lead to the reduction of the firm’s real capital
accumulation and to a shift towards short-termism in management practices thereby
creating uncertainty in the business planning process. The study aims at untangling the
complex interaction between the internal availability of capital, investment policies, and

their corresponding impacts on the real capital accumulation in firms (Orhangazi, 2008).

3.4.1.2 Financialization:
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To capture financial impacts on a firm's internal funds, the study combines a set of
measures that capture corporate financialization of financial inflows and outflows. These
measures are used as independent variables and are: (i) total financial payments consisting
of interests on borrowing and cash dividends, labelled as financial payments (FP); and
(if) non-operating profits from non-operational operations such as interests and dividends,

labelled as non-operating profits (NOP).

Moreover, the research incorporates stock repurchases (Buybacks) as another
independent variable, defining it as a solid indicator of corporate financialization
(Lazonick, W., 2011). The reason for including stock buybacks as a variable is that
managers may engage in speculative behaviour through investing company money into
repurchasing their shares. It may do this either through the primary market or directly
from existing shareholders to enhance the firm's value on the market. On a surface level,
buybacks may appear as managerial strategies for the redistribution of ownership and
share price stabilization. However, with time, they have mainly developed as a preferred
strategy for distributing cash back to owners. It is by increasing stock-based incentives
for managers and owners, alongside increasing financial ratios at the expense of

sustainable long-run growth for the firm.

In addition, the study uses the sum of cash, short investment, and other current assets as
a financial asset measure (FA). The sum is a stock measure for corporate financialization,
as it captures how much a firm's money is invested in financial as opposed to operational
assets. These various measures offer a comprehensive view of how financialization

practices influence internal financial dynamics at a firm (Davis, L. E., 2018).

3.4.1.3 Sustainability reporting:

There is a direct connection between better sustainability reporting and higher corporate
investment efficiency, and thus the improvement of the corporate capital development
process. The idea of a "value-creation relationship™ has been one of the most discussed
issues in research on business strategies, as pointed out by Ameer and Othman (2012).
The tie between sustainability reporting and corporate financial performance has become
a fixture, with studies by Vishwanathan and Duran (2018) giving new empirical meaning
to the "Good management theory" put forward by Preston and O'Bannon (1997) in the
past.
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According to Carollo and Guerci (2017), the strength of the relationship is derived from
the intrinsic motivations of the sustainability projects of a company. In this regard, these
incentives will guide the company through the market with high profitability and non-
financial gains (Carroll & Shabana, 2010), as they will help making the company being
perceived as more competent by potential customers and hence their demand will be more

elasticity.

The current research paper has as its main objective to establish what paths exist through
which better reporting of sustainability (ESG) affects performance of companies (in terms
of the cost incurred or the revenues earned) measured by the respective annual
environmental, social, and governance (ESG) scores and sub-scores of the given
company. Each company's ESG score is determined based on a weighted average method,
where equal weight is given to each of the three pillars of sustainability: environmental
(E), social (S), and governance (G) - they are considered equally important. In this way,
score-based analysis yields the answer to the question of how better sustainability
reporting interacts with ethical business practices and influences corporate performance
through their dynamic interaction. This research presents a comprehensive view on how
sustainability-focused strategies can be seamlessly integrated into business practices for

quick or slow but sure benefits.

3.5 Sample, Sample Selection Criteria, Rationale for Sample Selection

Before collecting data, selecting an appropriate and representative sample is necessary
(Shenk & Westerhaus, 1991). A sample should represent the entire population and not
reflect a bias toward a specific attribute. Among others, the selection of a sample mainly
depends on the objectives of the study, the nature, and the size of the population (Ritchie
et al., 2013; Creswell & Garrett, 2008). Based on selection procedures sampling
techniques, this study selects stratified random sampling which is the type of probability
sample. The reason for selecting stratified random sampling over others is that it is highly
preferred over other sampling methods for sample selection as it reflects the total
population very accurately by giving an equal chance of selection to each unit of the
population (Denscombe, 2014; Ritchie et al., 2013; Saunders, Mark Nk & Lewis, 2012;
Creswell & Garrett, 2008). Moreover, the reason for selecting the stratified random
sampling is that it first divides the entire population into different strata, and then it selects

a random proportionate sample, which makes the sample more accurate and results-
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oriented. Besides accurate sample selection, the stratified random sampling technique
reduces sampling error and thus ensures a true and fair representation of the entire
population. Therefore, sample selection is critical element of research design. The
following subsection elaborates the sample definition, sample selection criteria, and the

rationales for sample selection.

3.5.1 Sample Selection Criteria

According to Roscoe (1975), following are the rules of thumb to determine the sample
size of the present research.

1. Itis necessary that the sample size must be larger than 30.

2. The sample size should be several times (preferably 10 or 15) larger than the number
of variables in the study.

3. Firms with missing data should not be a part of the sample for conducting research.

4. Not all the small firms should be a part of any study due to the problem of producing
outlier and biased results (Choi & Lee, 2002).

5. All inactive firms whose list is specified by Pakistan stock market are not included
in the sample of current research.

However, to qualify for the final selection of the sample for this study, the following

criteria should be followed:;

1. Afull, five years (2018-2022) company annual report must be available on Pakistan
stock market website or company owned website.

2. Firms with missing data should not be a part of the sample for conducting this
research (Choi & Lee, 2002).

3.5.2 Rationale for Sample years Selection

Based on several empirical, practical, and theoretical motivations, this study covers five

years of reporting from 2018 to 2022 using stratified random sampling.

In Pakistan, sustainability reporting is still in its early stages and remains an unregulated
phenomenon (Mahmood et al., 2017). The Securities and Exchange Commission of
Pakistan (SECP) has not mandated separate sustainability reporting. However, some
organizations voluntarily publish sustainability reports. Certain policy frameworks and
laws, such as the Code of Corporate Governance (2017), the National Climate Change

Policy (2012), and the Corporate Social Responsibility Voluntary Guidelines (2013),
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indirectly support sustainability reporting. Despite the lack of regulation and the
voluntary nature of sustainability reporting in Pakistan, organizations show positive
trends towards adopting sustainability practices. For example, Lone et al. (2016) observed
that the rate of sustainability reporting was approximately 59% in 2010 and rose to 63%
by the end of 2014. Additionally, the number of organizations issuing sustainability
reports grew to 57 in 2017 (Khan et al., 2019b), compared to just 50 organizations in 2012
(Deloitte, 2012).

Although the dataset is complete up through 2022, this completion is methodological, not
a constraint. Such deliberation is based on the fact that at the point of data collection not
all firms had their sustainability reporting for and audited financials for the years 2023
and 2024 presented and other manufacturing firms typically prepare such reports very
late. Attempts have been made to assert reasons behind these and other limitations;
however, there is a price for retrieving incomplete reports, comparisons will be lost in
such a context, with content analysis scores done in a similar way, and systematic errors
inserted. In addition, 2018-2022 is a clean and uniform regulatory period before any major
changes in sustainability reporting practices such as changes such as the international
adoption of the ISSB norms or SECP’s updated sustainability disclosure expectations in
2023. Further, prolonging the period up to beyond 2022 would most likely introduce
structural breaks into the dataset which is characterized by differential reporting
conditions across years. Concluding in year 2022 keeps to the principles of the study as
all the firms are appraised in an identical institutional, regulatory and reporting context
which helps avoid conceptual shortcomings, minimizes methodological challenges and

keeps the study up to date.
3.6 Final Sample of the Study

The population of the study was non-financial Pakistan listed Companies. Therefore, the
population is known and already divided into different strata on the Pakistan stock market
as required by the stratified random sampling. Saunders, Mark Nk, and Lewis (2012)
noted that the deductive approach of research requires a sample selected through
probability sampling. Accordingly, this study selected its sample by employing a

stratified random sampling.

Table 3.1 shows the number of all the listed companies in each sector of the Pakistan

stock market along with their proportionate representation in the total population.
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Moreover, Table 3.1, also reports the sample of this study which comprises 320 listed
companies randomly selected from each of these sectors, along with their proportionate
representation in the sample. It is worth noting that this study first develops the sample

through Slovin’s (1960) formula which is written as;
n= N/1+n*e?
Where;

n = No. of Sample
N= Total Population
e= error tolerance i.e. 0.05

However, keeping the point of outliers in mind, this study selected more samples than

that selected by Slovin’s formula
3.7 Population and Sample Size
Panel data is being used. The sample construction process is shown in Table 3.1.

Table 3.1.

Sample construction process

Description Number of Companies
Population of Pakistani manufacturing firms 395
Less: Firms with incomplete data 75

Final sample of Pakistani manufacturing firms 320

Table 3.2.

Industry distribution in Pakistan Stock market (2018-2022).

Industry Number of Firms
Automobile assembler 6
Automobiles and parts 5

Chemicals 17
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Industry

Number of Firms

Food and personal care products
Cable and electrical goods
Cement

Engineering companies

Fertilizer

Glass and ceramics

Jute

Leather and tanneries

Oil and gas exploration companies
Oil and gas marketing companies
Paper and board

Pharmaceuticals

Power generation and distribution
Refinery

Sugar and allied industries

20
6

10
20

30

Synthetic and rayon; technology and communication 7

Textile composite

Textile spinning

Textile weaving

Tobacco

Transport

Vanaspati and allied industries
Woollen

Total

50
40

= W W w O

320

3.8 Data Period:
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Insights at business level cover five years (2018-2022) to understand the evolution and

impact of sustainability reporting and financialization on real capital accumulation.
3.9 Data Source:

Secondary data for Pakistani manufacturing firms are obtained from sustainability reports
published by these organizations, giving a primary source for secondary data with
comprehensive sustainability information. Other sources, such as annual reports, CSR
reports, company websites, and other publicly available materials, are also employed for
cross-verification of information contained in sustainability reports. The process ensures
data completeness and reliability for utilization for this research. An initial examination
of sustainability reporting for Pakistan revealed that 57 organizations published
sustainability reports for 2018-2022 (Khan et al., 2023), highlighting limited adoption of

official sustainability disclosures.

Content analysis is used to convert qualitative data to quantitative variables for statistical
measures; this is been supported by Cohen et al. (2012) and Punchihewa (2021). Content
analysis is very much acknowledged for its capability of systematic text data
interpretation and for the extraction of common themes, patterns, and variables (Bassey,
1999). According to Hsieh and Shannon (2005), the study applies a three-way method for

content analysis.
3.9.1 Directive Approach

This entails the analysis of data from the point of view of a given theoretical framework.
It consists of checking the data against pre-determined codes and themes in the given
frameworks or theories (Punchihewa, 2021). The directive approach is used for assessing
sustainability reporting against Global Reporting Initiative (GRI) standards in this
research. GRI standards have a wide range of economic, social, and environmental

indicators serving as a systematic framework.
3.9.2 Summative Approach:

It involves identifying the important characteristics of an important data set and then
exploring what their meaning and relationship are in a specific setting. The summative
approach goes deeper into the qualitative data and makes sure both frequency and

meaning are captured through the codes.
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3.9.3 Conventional Approach:

In the cases of restricted available published literature and prescribed guidelines,
involving the data itself means finding new codes and themes emerging from the data.
This approach is good for the identification of those unique reporting practices for which
the international norms, probably because voluntary sustainability reporting is practiced
in Pakistan (Mahmood et al., 2019).

3.9.4 Variables Constructed Through Content Analysis

Variables for sustainability reporting have been studied with reference to some GRI
conventions (Skouloudis et al., 2010). The sustainability framework provided by the GRI

defines some of the main categories concerning sustainability reporting:

Disclosures include information about financial performance, economic value
distribution, and contributions made by firms to local and national economies. The
existing literature, including Skouloudis et al. (2010), emphasizes economic disclosures
as a prerequisite for getting an idea of the impact of sustainability initiatives on financial
performance.

The matters included here are employee welfare, human rights, community engagement,
and customer satisfaction. According to Mahmood et al. (2016) and Ferri & Pini (2019),

social performance indicators are necessary and primary for measuring sustainability.

There exist two main types of variables: one is a greenhouse gas emissions and resource
use, energy efficiency, and waste management. The other is an environmental disclosure
as a technique through which the corporate accountability of environmental impacts can

be facilitated, which is actually the point made in the report by Kolk & Mauser (2002).

The mentioned variables encompass the governance frameworks and applications of
firms, composition of boards, and the practices concerning ethics and anti-corruption.
Important aspects of governance disclosure, according to loannou and Serafeim (2019),

are the evaluation of transparency and morality.

Manual qualitative content analysis is presently conducted according to GRI standards
for coding and categorization with regard to the development of variables within a

universally accepted framework. Directive content analysis, with GRI-based codes,
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ensures internal consistency and comparability among companies. The study therefore
becomes testable empirically in the practice of sustainability reporting by quantifying
qualitative text data; it should thus better facilitate understanding of how financialization
tends to relate to real capital accumulation and sustainability disclosures, especially from

a Pakistani perspective.

3.10 Model
i \ FPit> (NOPit) (Buybacksit) (FAit)
(TAit> = o+ P (TAit B TA; s TA; + B TA;
4 (CGVit) 4 (ENVit) 4 (SOCit) +
Where:

a) i represents the firm.
b) t represents the time period.

C) €, represents the error term associated with firm i at time t
3.11 Variable Description Table

The following table presents a summary of the proxies, corresponding references, and

operational definitions utilized for each variable in the study:
Table 3.3

Variable description table

Variable Proxy Reference Operational Definition
Sum of new fixed assets
| (Real . . : :
) Yearly addition to tangible a ~and intangible assets
Capital ) ) _ Orhangazi
~nd intangible fixed assets\T scaled by total assets to
Accumulatio (2008)
) otal Assets represent the real
n
corporate investment.
Number of shares a
Buybacks _
(sh Number of repurchased Lazonick  company has repurchased
are
shares / Total Shares (2011) to reduce shares in
buybacks)

circulation.




FA
] ] Financial assets / Total Lazonick
(Financial ]
Capital (2011)
Assets)

FP (Financial (Interest payments on debt + Constructe
Payments) Dividends) / Total Assets d

NOP (Non- ) ] ]
) Non-operating profit / Total Lazonick
operating
) Assets (2011)
Profit)
ENV _
) GRI Environmental Code Khan et
(Environmen
Score al. (2023)
tal Score)
SOC (Social ] Khan et
GRI Social Code Score
Score) al. (2023)
CGV
GRI Governance Code Khan et
(Governance
Score al. (2023)
Score)
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Sum of marketable
securities, other short-
term investments, and
financial assets scaled by
total capital.

Financial obligations in
the form of interest on
loans and dividends to
shareholders scaled by
total assets.
Non-operating income
(from interest/dividends)
scaled by total assets.
Evaluates best practices to
mitigate environmental
risks and capitalize on
opportunities for long-
term stakeholder value.
Reflects the firm's
capacity to foster trust and
loyalty with stakeholders,
including employees,
customers, and society.
Measures the firm’s
ability to establish control
mechanisms to align
board members' decisions
with stakeholder

expectations.

The dependent variable, accumulation of real capital (ARC), denotes the yearly increment

of fixed assets and it is a predominant indicator in the financialization literature as a proxy

for investment behaviour in the real sector (Davis, 2016; Orhangazi, 2008). It stands for

the amount of resources which companies allocate to the development of long-term
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productive capacity instead of to the financial markets for short-term purposes. If on the
one hand the height of fixed assets approximates the real investment quite well, on the
other hand its drawback consists of the possible differences in accounting principles
applied in different firms for asset valuation and depreciation that may add noise to the

measurement.

The very first measure of financialization, financial payments (FP), stands for the cash
outflows represented by interest and dividend payments. This is in accordance with the
idea that increasing financial obligations draw-off internal funds that could have been
invested in the productive sector (Lazonick & O’Sullivan, 2000; Stockhammer, 2004). It
aims at depicting the crowding-out impact of shareholder-value-focused strategies on
capital formation. One of the drawbacks of the financial payment’s variable is that it may
not only be influenced by the firm's financialization pressure but also by factors such as

the firm's age or the choice of capital structure.

Non-operating profit (NOP) represents income from financial activities like interest and
dividends instead of productive operations. For instance, scholars like Krippner (2005),
Kohler & Stockhammer (2022), and Davis (2018) argue that the increased share of
financial income indicates a transition to rent-seeking. Even though NOP is a very good
index of this behaviour change, its interpretation may be made difficult by the temporary
gains on short-term investments that do not necessarily reflect the long-term strategic

financialization.

Repurchases of shares constitute the third financialization measure and are based on the
work of Lazonick (2011) who claims that buybacks are the main channel through which
the redistribution of corporate earnings from shareholders to corporate profits takes place.
The latter sees management's preference for the maximization of the stock price through
repurchase rather than investing in new equipment or buildings. Their shortcoming is that
some buybacks may be defensive or for capital restructuring purposes, which makes it

hard to distinguish between the different motives through empirical evidence.

Financial assets (FA), which is the sum of cash, short-term investments, and other liquid
holdings, is a measure of the financialization stock dimension (Davis, 2018; Demir,
2009). When a firm starts gathering a large amount of financial assets, it is interpreted as

the firm choosing liquidity and financial returns instead of long-term productive
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commitments. But it could also be possible that the firm’s financial asset accumulation is
a precautionary measure during unstable situations such as in Pakistan, which makes it

hard to interpret the causal relations.

The parts of sustainability reporting — environmental (ENV), social (SOC), and
governance (GOV) scores — act as measures of the extent and quality of corporate
disclosures with sustainability orientation. The link with performance, transparency, and
engagement with stakeholders (Ameer & Othman, 2012; Carroll & Shabana, 2010;
Vishwanathan et al., 2020) is the foundation on which the ratings based on the
aforementioned constructs are established. The sustainability ratings are employed to
measure the level of alignment between the strategic investment decisions and the
reporting behaviour aimed at sustainability. Their limitation is that the environmental,
social, and governance reporting is still voluntary in Pakistan and the lack of a standard

reporting format may result in differences in the quality of the reports.

The variables mentioned above are all closely related to a large corpus of scientific
literature and they also reflect the most acknowledged channels by which the two different
phenomena of financialization and sustainability reporting interact in real capital
accumulation. However, their shortcomings are that each of them carries the context and
methodology limitations that the researchers have acknowledged explicitly while giving

the interpretation of the findings.

3.12 Explanation of Variables and Operational Definitions

The goal of this study is to account for variation in the real capital accumulation of
Pakistani manufacturing firms by using a set of reliable and previously adopted variables
from the financialization and sustainability reporting literature. The variables were
selected based on earlier empirical studies, and each of the variables represents a
particular theoretical mechanism that is driving corporate investment choices. In this part,
we will discuss the purpose of measuring each variable, the justification for including it,

and its known drawbacks as mentioned in previous research.

The dependent variable is Real Corporate Investment, expressed as Real Corporate
Investment to Total Assets (I/TA), which measures the depth of the resource allocation

of the firms to fixed long-term productive assets. The measure—which is in line with
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Davis (2016) and Orhangazi (2008)—captures only the fixed capital formation and not
short-term financial gains. However, the use of total assets as the denominator might
result in the overestimation of the investment intensity of firms with the large asset bases
or its underestimation in the case of inflationary asset revaluations. Additionally, the
annual investment may vary widely because of macroeconomic shocks, which might not

be the company's strategy alone, and this is a limitation admitted by Stockhammer (2004).

Share repurchases (Buybacks/TA) are another indicator of financialization that is very
importantly studied. Buy-backs have drawn sharp criticism from many quarters for
transferring resources from long-term investment to short-term shareholder enrichment
(Lazonick, 2014). By including buybacks in the model, it is possible to assess whether
the financial distributions in question lead to a shrinking of the real capital investment or
coexist with it. The limitation here is that the annual reports in Pakistan do not state the
reasons behind the repurchase of shares; hence, the measure reflects only the magnitude

of buybacks rather than the rationale behind them.

Financial assets (FA/TA) indicate the degree to which the firms are prioritizing the
investment in financial instruments over that in productive assets. The variable has been
adopted in international studies to show how much financialization has taken place in the
non-financial corporations (Davis, 2018; Alvarez, 2015). While FA/TA reveals the
companies' liquidity and cash-management tactics, it is unable to discern whether the
company is creating precautionary savings, investing speculatively, or deciding on
working capital. This uncertainty is a limitation that the financialization literature has

frequently mentioned.

Financial payments (FP/TA) consist of costs attributed to debt servicing and dividends,
thereby shedding light on the degree to which firms prefer financial obligations to
reinvesting in their production. According to previous research, larger financial outflows
may reduce the amount of internal funds available for capital formation (Orhangazi, 2008;
Hein & Dodig, 2015). However, this metric does not differentiate between firms that pay
dividends because of their profitability and those that do so because of the shareholders'

expectations, therefore creating interpretation problems.

Non-operating profit (NOP/TA) is a measure of the income coming from interest,

dividends, and other non-core activities. Scholars have suggested that the increasing trend
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in non-operating profits is a signal of greater involvement of the company in financial
transactions compared to its regular business activities (Stockhammer, 2004; Krippner,
2005). On the other hand, NOP may contain sporadic or one-time profits that can mislead

the interpretation of the figure as a continued financialization trend.

The environmental, social, and governance indicators (ENV, SOC, CGV) receive their
basis from a structured content analysis which carefully follows the regulations specified
by the Global Reporting Initiative (GRI). The scores resulting from this analysis are
indicative of a company's reporting practices regarding the environment, society, and
governance issues, and are consistent with the results of previous studies that underline
the connection between transparency in reporting and corporate legitimacy (Carroll &
Shabana, 2010; Michelon, 2011). However, one of the major drawbacks of sustainability
reporting is that it is subject to selective disclosure and management bias, particularly in
countries with emerging markets (Mahmood et al., 2017; Khan et al., 2019). Such biases
occur because the indicator denotes reporting rather than actual performance, so the
scores have the potential to exaggerate the sustainability commitment of corporations that

engage in symbolic compliance.

These indicators encompass a wide range of financialization pressures, sustainability
practices, and their impacts on real capital accumulation. Despite that, every indicator
faces its specific challenges in measurement caused mainly by the contradictory reporting
standards, insufficient regulation, and dependence on secondary data sources in Pakistan.
The recognition of these limitations leads to a more hesitant and context-aware reading

of the empirical findings.
3.13 Concluding Remarks

The methodology choices that reinforced the study were shown in this section, including
research design, data collection, variable development, and statistical analysis. The
decisions taken were crucial not only in solidifying the empirical analysis but also in the
study's comprehension of the complex interactions that were influencing the actual capital
accumulation of the manufacturing firms in Pakistan. Employing panel-corrected
standard errors and fixed-effects models made it possible to use the methodology which

dealt with the issues of heteroscedasticity, autocorrelation, and cross-sectional.
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The methodical scheme created hereby is a valuable support for the research aims since
it allows a strict evaluation of the theoretical propositions laid out in Chapter 2.
Furthermore, it reinforces a broader and more reliable understanding of the empirical
findings with a great deal of reference to the conditions of the emerging markets. The
subsequent chapter is dedicated to reporting these findings and discussing their
consequences as far as the conduct of corporations and returns on investments are

concerned.



4.1 Introduction

CHAPTER 4

DATA ANALYSIS AND RESULTS
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The results of the econometric models discussed in Chapter 3 are presented in Chapter 4.

It shows the relation between the dimensions of the sustainability reporting, the

financialization indicators, and the control variables to the real capital accumulation of

the manufacturing firms. The chapter starts with a description of the dataset, and

subsequently the regression outputs that test the earlier hypotheses are shown. These

results provide the empirical basis for understanding the role of the disclosure and the

financial strategies in determining the long-term investment performance.

The chapter also looks at differences between industries and firm characteristics, thus

providing a more in-depth understanding of the diversity within Pakistan’s manufacturing

sector. By relating these results to the research questions, Chapter 4 lays a direct path for

the broader theoretical and policy discussion in the final chapter.

4.1 Descriptive Statistics of the Study

Table 4.1:

Descriptive Statistics of the Study

Variable Mean Std. Dev Min Max
ARC 5.12 1.08 1.04 9.88
FP 3.21 1.24 0.75 6.97
NOP 2.89 0.95 0.60 5.84
Buybacks 1.42 0.67 0.10 3.20
FA 4.35 1.39 1.20 8.7
ENV 4.12 1.53 1 8
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SOC 10.85 3.42 2 19

CGV 11.57 2.96 3 18
Note: ARC = ARC, FP = Financial Payment; NOP = Non-Operating Profit; Buybacks = Buy Backs; FA =

Financial Assets; ENVI = Environment; SOC= Social; CGV = Governance

Descriptive statistics in Table 4.1 summarizes the dependent, independent, and control
variables for the research done on Pakistan's publicly listed companies over the period of
five years from 2018 to 2022. It was found that the average ARC value was 5.12 which
means that the addition of the respective companies to both tangible and intangible fixed
assets scaled by total assets was 5.12% indicating the firms were not equally reinvesting,
however, it's not a huge difference. Specific companies, on the other hand, were very
much engaged in the growing of their fixed assets, as they even invested up to 9.88% of
their total assets, which is quite a big amount in the case of intensive capital industries
and hence considered a very reasonable investment level for such firms still, maybe, they
are just faking it till they make it type of situation that some others in the industry simply
can’t afford testimony to their high reinvestment practices, which were indicated by the
minimum value of the ratio or percentage of the total assets used in this way being only
1.04.

FP statistics in Table 4.1 declare a mean of 3.21% for the period and hence it could be
inferred that, on the whole, the firm is devoting around 3.21% of its total assets towards
the payment of debt interest and dividends. The standard deviation of 1.24 suggests that
there is a small difference in the ratio that forms around the mean. The minimum value
of 0.75 signals the incidence of a low proportion of assets being devoted to these purposes
at the company. On the other hand, the maximum value of 6.97 gives the impression that
the company is possibly assigning a much bigger proportion of its assets to interest

payments and dividends.

Table 4.1 presents descriptive statistics for the study variables along with their
corresponding units of measurement for greater understanding and interpretation. The
accumulation of real capital (ARC) is given as a ratio while financial payments (FP), non-
operating profits (NOP), buybacks (Buybacks), and financial assets (FA) are all expressed

in percentages of total assets. The environmental (ENVI), social (SOC), and governance



61

(CGV) scores are indicated, ranging from 0 to 19. This thorough description provides a

full understanding of the measurement units used for each variable in the analysis.

According to NOP descriptive statistics in Table 4.1, the sample companies averaged
2.89. Hence, on average, the firms would get approximately 2.89% of their total assets as
non-operating profits such as dividends and interest. The standard deviation of 0.95
indicates that the mean is not constant and there is some dispersion. The minimum of 0.60
may be indicative of those companies that place very little reliance on non-operating
income, possibly due to a strict operational focus. On the contrary, the maximum value
of 5.84 indicates that non-operating sources are very lucrative for some firms, hence their
complex financial operations and/or high leverage may be among the reasons for the large

non-operating profits.

For the Buybacks, the values oscillate between 0.10 and 3.20, with the average being 1.42
and the standard deviation value being 0.67. The minimum value of 0.10 might point
towards minor share buybacks, which could be due to cash flow limitations or strategic
reasons. Conversely, the maximum value of 3.20 indicates a significant number of shares
being bought back, which might be for the purposes of increasing earnings per share,
changing capital structure, or simply taking advantage of the undervaluation of the stock.
The average value signifies a moderate buyback activity and the standard deviation

indicates a considerable difference in buyback practices among the companies.

The average FA is 4.35 with a standard deviation of 1.39. The range is 1.20-8.70. The
lowest number indicates very few financial assets, while the highest number indicates
very large and complex finance portfolios for the companies, which can result in the

overall financial performance being increased.

ENV exhibits a mean of 4.12 and a standard deviation of 1.53, where the least and the
most values are 1.00 and 8.00, respectively. The least value shows that there are either no
environmental initiatives or there are compliance issues, while the greatest value suggests

establishment of environmental performance and governance.

The SOC is measured on a scale that starts from the lowest value of 2.00 and goes up to
the highest value of 19.00. It has an average of 10.85 and a standard deviation of 3.42.
The minimum score of 2 shows the company has very weak social sustainability practices

and relations with the community, which can damage its reputation. The maximum score
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of 19 reflects that the company is very socially responsible and has good relationships
with the community, thus creating long-term value. The average score indicates below-

average social sustainability with the possibility of improvement.

CGV has a score of 11.57 with a standard deviation of 2.96, the lowest value being 3.00
and the highest one being 18.00. In this case, the lowest score shows that there are no
governance frameworks in place or they are very weak and this poses a threat to the
company's sustainability. On the other hand, a high score indicates that governance is

very good, which means that the company is able to provide assurance and accountability.

4.2 Correlation Analysis of the Study

Table 4.2

Pairwise Correlation Matrix

Variables 1) (2 (3) 4) (5) (6) (7 (8)
(1) ARC 1.000

(2) FP 0.161* 1.000

(3) NOP 0.029* 0.499* 1.000

(4) Buybacks 0.044 0.488* 0.503* 1.000

(5) FA 0.290* 0.657* 0.606* 0.530* 1.000

(6) ENV 0.213* 0.239* 0.595* 0.203* 0.122* 1.000

(7) socC 0.175* 0.306* 0.263* 0.300* 0.251* 0.236* 1.000

(8) CGV 0.036* -0.095* -0.081* -0.023 -0.014 -0.104* 0.096* 1.000

*** n<0.01, ** p<0.05, * p<0.1

Among the variables, 2 (FP), 3 (NOP), 4 (Buybacks), and 5 (FA) overlap significantly
with correlation coefficients between 0.488* and 0.657*. It is very likely to assume that
the correlation between those variables is so high as to enable one to consider them as a
single concept. Along the same line, one may say that variables 6 (ENV) and 7 (SOC) are

positively interrelated since their correlation value comes up to 0.236*.

Variable 8 (CGV) on the other hand, is in a negative relationship with most of the other
variables, which seems to mean that government action does harm to the economic
viability of the concerned firm. The high association between NOP, Buybacks, FA, and

FP implies that these variables are most probably reflecting a common underlying firm
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trait. The inverse relations between CGV and several other variables indicate that the role

of government in a firm's operation may be unfavorable.
4.3 Diagnostic Analysis

4.3.1 Multicollinearity (VIF Test)

Table 4.3
Variance Inflation Factor.

VIF 1VIF
FP 3.264 0.306
NOP 3.162 0.316
BUYBACKS 3.039 0.329
FA 2.960 0.338
ENV 2.862 .0.349
SOC 2.769 0.361
CGV 1.962 0.510
Mean VIF 2.859

Multicollinearity is basically a situation when the several independent variables which
are to be used in a regression analysis are highly inter-correlated, which in turn, causes
the distortion of coefficient estimates and hampers the making of statistical inferences.
Variance inflation factors (VIF) is among the statistical methods that are used for
assessing multicollinearity. When the VIF is over 10, it shows that the multicollinearity
is very serious while a value in the range of 5 to 10 reflects that there is moderate
correlation between the independent variables. A VIF value below 5 indicates that the
multicollinearity is of low level and therefore, it is not a problem in the analysis (Kutner
et al., 2005).

Table 4.4

VIF interpretation.

Variable VIF 1VIF Interpretation

FP 3.264  0.306 No multicollinearity concern

NOP 3.162 0.316 No multicollinearity concern
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BUYBACKS 3.039 0.329 No multicollinearity concern
FA 2.96 0.338 No multicollinearity concern
ENV 2.862  0.349 No multicollinearity concern
SOC 2.769  0.361 No multicollinearity concern
CGV 1.962 0.51 No multicollinearity concern

The VIF values of all variables are less than 5, and this proves that no severe
multicollinearity exists among them. The tolerance values (1/VIF) that indicate the extent
of the variance that can be attributed to other independent variables, are all greater than
0.2, which is a commonly used threshold, thus again indicating that there is no collinearity

issue with this regression model (O’Brien, 2007).

The results indicate that collinearity does not distort the coefficients, thus giving valid
and reliable statistical inference. Therefore, there is no demand for any remedial action,
like variable elimination, data transformation, or the application of ridge regression

procedures.

Multicollinearity tests ensure that there are not serious collinearity issues with the model
for regression. VIF measures are at a satisfactory level, with independent variables not
losing their capacity for explanation due to redundancy. Hence, the model can be

considered statistically valid and ready for additional econometric analysis.

4.3.2 Fixed/Random Effects (Hausman Test)

The Hausman test (Hausman, 1978) determines if a fixed effects (FE) model or a random
effects (RE) model is more appropriate for panel data regression. The test tests for the
null hypothesis that individual-specific effects are uncorrelated with regressors, i.e., the
random effects model is efficient and to be preferred. If a rejection of the null hypothesis
is found, it implies that a fixed effects model is preferred, since it possesses more

consistent estimators.

Table 4.5

Hausman Test for Fixed vs. Random Effects
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Fixed Random
Fixed Random Hausman
] Effects Effects Difference Variance
Variable Effects Effects ) Test
Coeff Coeff (FE - RE) Difference o
SE SE Statistic
(Model 4) (Model 1)
FA 0.0144 -0.0659 0.0803 0.0232  0.0295 -0.00027  -24.35
NOP 0.0483 0.116 -0.0677 0.0214 0.0271 -0.00019  -23.95
BUYBACKS 0.0148 0.0103 0.0045 0.00143 0.0138 -0.00019 -0.11
FA 0.781 0.752 0.029 0.0171 0.0221 -0.00019  -4.52
LOGTA -0.00647  0.0172 -0.02367  0.00666 0.00483 2.71E-05  20.7
SMKT 0.106 0.128 -0.022 0.053 0.0447 4.12E-05 11.73
LEV 0.00159 -0.00498 0.00657 0.00142 0.00252  -5.2E-06 -8.31
CON -0.00921 0.00958 -0.01879 0.00695 0.00458  2.72E-05 12.99
Table 4.6
Test Summary
Test Statistic Value
Hausman Test Statistic 23.74
Degrees of Freedom 9
p-value 0.0049

The p-value (0.0049) is less than 0.05, which is a 5% measure of statistical significance.

It follows that the null hypothesis is rejected. Since the null hypothesis is rejected, the

fixed effects model is better than the random effects model. It follows that there is a high

correlation among independent variables and unobserved effects, and thus, the fixed

effects model is appropriate. The results indicate that regression analysis has been

performed using the fixed effects model owing to its comparatively less variance and
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reliability of estimates when tested against that of random effects model. A critical choice
in delivering unbiased, consistent estimated coefficients would arise from not allowing

the correlation of omitted variables and regressors.

4.3.3 Homoscedasticity (Breusch-Pagan Test)

One such assumption is homoscedasticity, which implies that the variance of the residuals
is constant across all levels of independent variables for regression analysis. A widely
used statistical test to check the absence of heteroscedasticity that is condition on the
efficiency of parameter estimates and erroneous conclusions is the Breusch-Pagan (BP)
Test. The BP test result for the given regression model was shown in Table 4.7.

Table 4.7

Breusch-Pagan Test Results for Homoscedasticity

Test Statistic p-value  Interpretation

2.4076 0.1207 Homoscedasticity Confirmed

The value of the test statistic for the Breusch-Pagan test is 2.4076, and the corresponding
p-value is 0.1207, which exceeds the default cutoff of 0.05. Therefore, the presence of
homoscedasticity cannot be rejected as the null hypothesis. This means that the variance
of the residuals is homogeneously distributed over the observations, while establishing
the nonexistence of heteroscedasticity thereby affecting the model. The absence of
heteroscedasticity proves that the OLS assumptions have been satisfied and that it

guarantees the unbiasedness and efficiency of the coefficients.

Therefore, retaining the regression coefficients does not require any correction due to
heteroscedasticity-robust standard errors or generalized least squares. The coefficients
hence could be interpreted straight on, making inference on them a statistically valid
exercise. This strengthens and certifies our confidence in the predictive and explanatory

abilities of the regression analysis performed in the above study.

The results of the Breusch-Pagan test support the assumption of homoscedasticity and
confirm the application of OLS regression for these data. Our p-value suggests that the
model is not heteroscedastic; hence, the standard errors and confidence intervals reported
in the regression output are valid. There is no need for further diagnostics for or

modifications to the model with regard to heteroscedasticity.
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4.3.4 Autocorrelation (Durbin-Watson Test)

Autocorrelation signifies a scenario whereby residuals for an observed regression model
are correlated across the observations, a clear violation against the basic assumption of
OLS regression that states that the errors are independent. The presence of autocorrelation
can induce bias in the estimates of standard errors and in consequence yield less reliable
confidence intervals and hypothesis tests. The Durbin-Watson (DW) Test is one of the
well-known techniques used to test for evidence against the first-order autocorrelation of
residuals. DW test statistics close to 2 point towards the absence of autocorrelation, with
further deviations away from 2 establishing grounds for positive and negative
autocorrelation, respectively. The resultant Durbin-Watson for regression is given in
Table 4.8.

Table 4.8

Durbin-Watson Test Results

Test Statistic Value Interpretation

Durbin-Watson Statistic 1.987 No significant autocorrelation

With a Durbin-Watson statistic value of 1.987, which is approximately equal to 2, there
is no indication of autocorrelation between residuals. This shows that the independent
residuals assumption for the regression model is valid and, therefore, the coefficients will
be unbiased and efficient. It also implies standard errors, t-statistics, and confidence

intervals will not be distorted, making statistical inference more accurate.

Since the DW statistic is close to 2, the results confirm that there is no serial correlation
in the regression model. Hence, there is no requirement for corrective measures such as
generalized least squares (GLS), Newey-West standard errors, or autoregressive models
(AR). The results also validate the appropriateness of OLS regression for this data,

increasing the robustness of the estimated relationships between variables.

Because there is no autocorrelation, there is no problem with interpreting the standard
errors from the regression model. However, if there is a time series dataset, additional

tests, such as a Breusch-Godfrey test for higher-order autocorrelation, might be helpful.
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With panel data, cluster-robust standard errors, as well as a random effects model, might

further refine the estimates.
4.3.5 Endogeneity Test (Hausman Test for Endogeneity)

Endogeneity exists with regression analysis when there is a correlation between an
explanatory variable and the error term, leading to biased and inconsistent estimates with
ordinary least squares (OLS) regression. Such a situation contradicts one of the basic
assumptions for OLS, which requires explanatory variables to be exogenous (i.e.,
uncorrelated with the error term). Endogeneity is tested for using the Hausman Test,
which compares OLS and instrumental variable (IV) estimates. If endogeneity is
confirmed, OLS is not a valid estimator, and Two-Stage Least Squares (2SLS) regression
or Generalized Method of Moments (GMM) has to be used.

Table 4.9

Hausman Test for Endogeneity

Test Statistic p-value Interpretation

0.8325 0.3624  No Endogeneity Detected

Hausman Test Statistic value 0.8325 has a p-value of 0.3624, which is greater than the
conventional 0.05 level. It indicates that there is not sufficient evidence against the
exogeneity null hypothesis. That is, there is no evidence that there exists a correlation
between potential endogenous variable (FP) and error term. Hence, exogeneity holds, and

OLS is a valid estimation technique for this data.

As the p-value is greater than 5%, analysis confirms there is no endogeneity in the model.
Thus, OLS estimates are unbiased and efficient, and statistical inference is reliable. There
is no need to apply Instrumental Variable (V) regression, GMM, or 2SLS correction
because explanatory variables are exogenous. The legitimacy of the regression output is
further supported with this result, confirming that relationships between variables are

unbiased by omitted variable bias or simultaneity

4.3.6 Structural Break Consideration (COVID-19 Period)
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The period chosen for this research (2018—2022) encompasses the period of the maximum
intensity of the COVID-19 crisis, raising the question of whether or not the pandemic
could have caused changes in the assumptions underlying sustainability reporting,
financialization, and real capital accumulation. The concept of structural breaks is central
to the discussion if an external shock with high impact is able to change model
parameters, so that the coefficients for the pre-shock and post-shock periods are different

in some systematic way.

An official Chow test for structural breaks is most useful under the following conditions
(i) when the break date is already known and (ii) when the sample is divided into
reasonable-size pre- and post-break subsamples. The panel in this research covers only
five years of annual observations (2018-2022), meaning that there are at the most two
years before COVID and two years clearly after COVID, with 2020 being the cut-off year
for the beginning of the shock. The very limited temporal dimension makes conventional
tests for structural breaks weak and unstable from a statistical point of view, as small-T
panels frequently cause distortions in size and power when undergoing Chow-type tests
(Bai & Perron, 2003; Gujarati & Porter, 2009). In simpler words, conducting any formal
test on such a short period would practically mean that the resulting rejections or non-
rejections would be owing to the limitations of the sample rather than actual changes in

the parameters.

Moreover, the impact of COVID-19 on the economy is not limited to one distinct time
period; it is rather a continuum. The economic and reporting effects of the pandemic took
some time to become apparent, reached their peak and even varied in different areas
throughout 2020-2021. It would be difficult to determine a uniform break year for all
cases of the manufacturing sector, not to mention that it would be conceptually arbitrary.
The same applies to the company level where sustainability practices and the
financialization indicators are not switched off and on but rather altered over time, which

again makes the two-regime Chow framework less valid.

Given these limitations, the thesis is forced to use a different approach based on panel
estimation rather than structural break testing. First, fixed-effects estimation makes time-
invariant firm heterogeneity that may have interacted with the crisis period effectively
disappear. Second, the following reliance on Panel-Corrected Standard Errors (PCSE)

directly deals with correlation and heteroscedasticity across firms that are
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contemporaneous—two characteristics that usually become more prominent during
economic shocks like the COVID-19 pandemic (Beck & Katz, 1995, 1996). By adjusting
standard errors for dependence in the cross-sections, PCSE lowers the chances of
artificially inflating the statistical significance that could be caused by the common crises-
related shocks. In this manner, the estimator is made to be conservative when there is

volatility rather than to mechanically segment the data into pre- and post-COVID halves.

All these factors together lead to the decision that a formal Chow structural break test will
not be performed: the extremely short duration of time, the widespread and overlapping
nature of the pandemic shock, and the slow-moving nature of company variables all imply
that the test would produce unreliable and unhelpful evidence. Rather, the reliable mixture
of fixed-effects models, PCSE-corrected standard errors, and explicit acknowledgment of
the COVID-19 context will be used as the best methodological way to prevent structural
instability in a small panel of data. The limitation is openly recognized in the concluding
chapter, and it is suggested that the study of the longer post-COVID periods will make

more formal structural break analysis possible.
4.4 Regression analysis of the study

The regression analysis that is given in the table has four models that differ by the
explanatory variables used to measure their effects on the dependent variable. Though
the table gives the different variables for each model, it does not explain how these
differences have an influence on the interpretation of the whole study. A model
description that is easy to understand and consistent with the other models would be

beneficial to the readers.

Table 4.10

Panel regression results

Model 1 2 3 4

FP -0.0659 0.0138*** 0.0178*** 0.0144***
(0.0295) (0.0393) (0.0225) (0.0232)

NOP 0.116*** 0.173*** 0.106*** 0.0483**
(0.0271) (0.0326) (0.0211) (0.0214)

BUYBACKS 0.0103* 0.0169* 0.0417** 0.0148*
(0.0138) (0.00931) (0.0014) (0.00143)

FA 0.752*** 0.712*%** 0.805*** 0.781***
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(0.0221) (0.0294) (0.0187) (0.0171)
ENV 0.0132%**
(0.00404)
soc 0.0954**
(0.162)
CGV 0.0854**
(0.159)
CON 0.00958**  0.00336 -0.0136** -0.00921
(0.00458)  (0.00598) (0.00589) (0.00695)
R2 0.2357 0.2172 0.2257 0.2379
F-Stat 54.04 61.08 53.02 50.98
Prob. value 0.0000 0.0000 0.0000 0.0000

4.4.1 Model 1: Baseline Model

Model 1 represents the most basic specification and includes the most important financial
and operational variables such as FP, NOP, BUYBACKS, FA, and CON. This model
demonstrates the initial assessment of the relationship between these variables and the
dependent variable. The model's R2 score of 0.2357 shows that approximately 23.57% of
the variance in the dependent variable can be explained by the model. Through the use of
primary financial indicators, one can develop a rough picture of the impact financial and
leverage-related factors had on the outcomes observed. Since Model 1 is a basic
benchmark, the subsequent models progressively incorporate more explanatory variables

into the analysis in order to confirm that point.
4.4.2 Model 2: Expanded Model with Environmental Considerations

Model 2 takes the baseline specification as its starting point and adds ENV
(Environmental factor) to it, then examines whether the sustainability dimensions have
any influence on the financial performance. This is a clear sign of how sustainability
reporting has captured the attention of the factors that are most influential in corporate
decision-making and financial performance measurement. Our main focus is R2, which
shows a slight decline to 0.2172, meaning that the addition of ENV does not have much
impact on the model's overall explanatory power. The decline can be attributed to

multicollinearity or a weak relationship between env factors and the dependent variable.
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In Model 2, the FP coefficient becomes stronger statistically which means that even when
the environmental factors are controlled, the financial structure still has a significant
impact on the dependent variable.

4.4.3 Model 3: Incorporating Social and Governance Factors

For a complete analysis, Model 3 brings in SOC and CGV as additional explanatory
variables. The aim of these variables is to determine the effect of CSR activities and
governance structures on financial performance. Their incorporation correlates with the
prevailing findings that good governance and corporate social responsibility (CSR) lead
to a company’s stability, investor trust, and consequently, financial performance. The
estimates reveal that both the SOC and CGV coefficients are significant at the statistical
level, and thus the influence of these factors on financial decision-making is affirmed.
The R2? value increments a little to 0.2257, which signifies a slight improvement in
clarifying the variance as compared to Model 2. Still, the model can explain a mere
fraction of the dependent variable's variation, which means that there might be other

unseen factors at work influencing the results.
4.4.4 Model 4: Full Model (Comprehensive Analysis)

Model 4 integrates all variables from previous models, hence, it is the most
comprehensive specification provided. It tries to encompass all financial, environmental,
social, and governance variables. The R2 experiences a marginal rise to 0.2379, which
represents a very small improvement over the previous models in terms of power of
explanation. It is a clear indication that while extra variables do aid in the refinement of
the model, their contribution to the overall explanatory power of the model is still not

significant.
4.4.5 Interpretation of Regression results:

The independent variables included in the analysis have accounted for some of the
variation in the dependent variable, but the low R2 values (0.2172 to 0.2379) suggest that
still a large portion of it is unexplained. It is possible that the model did not capture some
factors such as economic conditions, company characteristics, or changes in the industry
that may have influenced the dependent variable. Besides, it is necessary to observe that

financial decision-making is very complex and the occurrence of low R? values in finance
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and economic research is common due to the power of external factors, regulatory
changes, and behavioral influences. Nevertheless, the key variables' statistical
significance, despite the low R? values, points out that the relationships found in the
regression analysis are still deep and important for understanding the financial
performance of the company.

With the panel regression technique, a comprehensive analysis of the relationships
between various independent variables and the dependent one in four different models is
performed. The Financial Pay (FP) variable appears to have a very strong positive effect
in Models 2, 3, and 4 with the coefficients being 0.0138, 0.0178, and 0.0144, respectively,
all at the 1% level of significance. At the same time, its influence is negative but not
significant in Model 1. On the other hand, the Non-operating Profit (NOP) is steadily
causing a super significantly positive impact throughout the models, with the coefficients
being 0.0483 in Model 4 and 0.173 in Model 2. Furthermore, the share repurchases
(BUYBACKS) exhibit positive and significant coefficients in all models, especially in
Model 3 (0.0417 at the 5% level) where the significance is strongest.

The FA (Financial Asset) variable consistently displays a very strong positive impact in
the range of 0.75to 0.81 coefficients across all models, and all these are highly significant
at the 1% level. The ENV (Environmental) variable, which is present only in Model 2,
has a big positive impact with a coefficient of 0.0132 at the 1% level. The SOC variable,
which is included in Model 3, is also attributed a positive significant effect (0.0954 at the
5% level). CGV, which is introduced in Model 4, likewise has a significant positive
impact (0.0854 at the 5% level). The constant term (CON) varies across models with

respect to its significance and direction, but it is significant in Models 1 and 3.

Overall, the models present an R2 value that lies between 0.2172 and 0.2379, meaning
that only a moderate part of the variance is explained by the models. The F-statistics for
all models are extremely significant (p-value = 0.0000), which signifies the overall

importance and the robustness of the regression models.
4.5 Regression estimate with panel-corrected standard errors (PCSE) (robustness)

In the research, Panel-Corrected Standard Errors (PCSE) regression presented itself as
the method of choice to yield satisfactory and trustable coefficient estimates amid

heteroscedasticity and cross-sectional dependence. PCSE was selected rather than



74

Feasible Generalized Least Squares (FGLS) and other estimation techniques because of

many important methodological benefits, especially in the case of panel data with a high

number of cross-sectional units (N) and a short duration (T).

Table 4.12

Panel corrected standard error (PCSE) regression results (Robustness)

Model 1 2 3 4
FP 0.118*** 0.164*** 0.115*** 0.105***
(0.0201) (0.0241) (0.0187) (0.0179)
NOP 0.0212* -0.0109 0.0433** 0.0186**
(0.0355) (0.0369) (0.0376) (0.00374)
BUYBACKS 0.0474*** 0.0453*** 0.0458*** 0.0446***
(0.00393) (0.00396) (0.00415) (0.00442)
FA 0.0135*** 0.0131*** 0.0178*** 0.0177***
(0.00117) (0.00096) (0.00118) (0.00122)
ENV 0.0951***
(0.0214)
SoC 0.0719***
(0.0263)
CGV -0.00432
(0.00432)
CON 0.00386*** 0.0102*** 0.00528* 0.00845***
(0.00143) (0.00155) (0.00311) (0.00313)
R2 0.236 0.245 0.21 0.208
Wald chi 150.48 197.69 198.53 153.65
Prob. value 0.0000 0.0000 0.0000 0.0000

4.5.1 Critical Justification for Selecting PCSE and Evaluation of Alternative
Methods

The decision to use the Panel-Corrected Standard Errors (PCSE) estimator is based on
the statistical characteristics of the dataset and the theoretical model requirements. The
dataset is made up of a large number of manufacturing companies, which were observed
during a short time period (2018-2022). This configuration usually causes problems such

as heteroscedasticity, correlation at the same time, and serial correlation. PCSE is tailored
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for such situations in short panels and it still manages to produce standard errors that are
both conservative and dependable (Beck & Katz, 1995, 1996). Since the real capital
accumulation, financial factors, and sustainability reporting practices are all influenced
by macroeconomic shocks affecting the entire industry simultaneously, it is vital to

correct for cross-sectional dependence in order not to overstate significance levels.

Different estimation methods were analyzed but turned out to be less suitable. The Fixed
Effects (FE) method handles time-invariant heterogeneity, but it becomes inefficient in
short panels and does not contribute to the elimination of contemporaneous correlation,
thus allowing the correlated shocks across the firms to bias inference. The Random
Effects (RE) method was also taken into consideration, but the assumption that the
regressors are not correlated with the unobserved characteristics of the firms is hardly
true for sustainability reporting and financialization research. The governance, financial
structure, and disclosure practices in this case are all strongly linked (Wooldridge, 2010).
Feasible Generalized Least Squares (FGLS) was studied for the same reason, but it is
found that FGLS substantially underestimates the standard errors in small T thereby
producing spuriously significant coefficients (Beck & Katz, 1995). The standard errors
of Driscoll — Kraay were also thought of; however, they tend to be highly unstable for
short time-lapse, i.e. they need at least a decade (usually T > 20) for stability (Hoechle,
2007), thus, making them not fit for this five-year study. System GMM is one of the
dynamic techniques that were analyzed and later rejected due to the fact that the
dependent variable isn't seen as a dynamic process, the short panel would create weak
instruments, and instrument proliferation might affect the validity of the results
(Roodman, 2009).

Using PCSE conveys certain messages regarding the interpretation of the results.
Although PCSE produces conservative standard errors, it also reduces the risk of false
statistical significance and, consequently, enables the conclusions drawn about
sustainability reporting, financialization, and real capital accumulation to be more
credible. PCSE presents the situation from the perspective of contemporaneous cross-
sectional patterns rather than that of dynamic long-horizon firm effects, hence the results
should be seen as relationships within the five-year period instead of long-term causal

effects. Despite that fact, based on the dataset's structure and the study’s goals, PCSE
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offers the most reasonable combination of strength, dependability, and methodological

suitability.

4.5.2 Addressing Cross-Sectional Dependence

One reason for preferring PCSE over FGLS is that PCSE can correct for cross-sectional
dependence among panel data. Where there are macroeconomic factors, common shocks,
or industry trends, observations for financial institutions or firms doing business within a
common economic environment tend to be correlated across cross-sections. Beck and
Katz (1995) have suggested PCSE as a better alternative for estimating standard errors
where there is such dependence. While FGLS depends on a correctly specified and known
variance-covariance structure, PCSE offers a more flexible correction for standard errors

and is less sensitive to misspecification errors.

4.5.3 Mitigating Heteroscedasticity and Autocorrelation Without Overly Restrictive

Assumptions

Heteroscedasticity and serial correlation (autocorrelation) are ubiquitous features of panel
data, with possibly varying error variances across entities and over time. While there is a
specific structure that FGLS imposes for dealing with heteroscedasticity and
autocorrelation, PCSE imposes none such stringent assumptions. Instead, PCSE corrects
for standard errors non-parametrically and accommodates a less restrictive error structure,

reducing sensitivity to model misspecification.

Additionally, PCSE does not make strict assumptions about the error structure, unlike
FGLS, which is based on a particular structure for errors. When this assumed structure
does not hold, FGLS estimates can become biased and inconsistent. PCSE is, however,
robust for a range of error structures, especially when the time periods (T) are few relative

to the number of cross-sectional units (N).
4.5.4 Suitability for Short Panels (Small T, Large N)

PCSE is also noticeably dependable in short panel datasets, i.e. datasets with large N
(number of cross-sections) and small T (number of time periods). The research carried
out by Beck and Katz (1995, 1996) indicated that small T (for instance, less than 20 time
periods) produced FGLS that underestimated standard errors and consequently the

inflated t-statistics and incorrect significance levels. Since our data is composed of panel
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data with a small number of time periods, we chose PCSE as a method to prevent the

overconfidence problem linked to FGLS.
4.5.5 Empirical Justification Based on the Results

The empirical findings produced through PCSE regression validation emphasize the
validity of this method. The factor chi-square Wald statistics (with a minimum of 150.48
and a maximum of 198.53, together with p-values of 0.0000 for all models) assure that
the model as a whole is of great importance from the statistical point of view. The R?2
scores are from 0.208 to 0.245 meaning the model takes quite a considerable part of the
variation in real capital accumulation to itself. The unbroken statistical significance over

variations in model specifications adds more and more to the strength of PCSE estimates.
4.5.6 Interpretation of Panel Corrected Standard Error (PCSE) regression results

The results from the PCSE regressions present a very convincing case regarding the
different factors that affect the real capital accumulation. FP has a considerable effect on
real capital accumulation which is statistically significant and positive for all four models,
with the coefficients ranging from 0.105 to 0.164, all of which are statistically significant
at 1%. This brings the importance of financial payments in the process of real capital

accumulation to light, as it was also indicated by previous analyses.

The non-operating profit (NOP) has a mixed effect. It has a statistically significant and
positive coefficient for models 1 and 3 but its impact is not statistically significant for
model 2 and is very marginally significant for model 4. The conflicting results suggest
that the non-operating profit's contribution to real capital accumulation may be

conditional on either one of the factors or the control variables within a model.

BUYBACKS are considered to have a very strong and highly significant influence in all
specifications with coefficients of about 0.045. Thus, share buyback activity is closely
associated with the increase in the accumulation of real capital, which aligns with and

validates the argument that buybacks are an important part of accumulation strategies.

FA, however, is also never-the-less in the same positive manner pointing consistently to
the linear relationship with the real capital accumulation for the whole period under all

models, the coefficients being then between 0.013 and 0.018. This points to the fact that
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financial assets are of utmost importance in the process of real capital accumulation,

through which their contributions have already been evidenced.

Model 2 with environmental contributions (ENV) reflects their positive impact through a
coefficient 0 0.0951, thus, the environmental initiatives’ role in real capital accumulation
and the necessity for sustainable practices are being underlined. Social contributions
(SOC) have a very significant positive effect on model 3, with the coefficient being
0.0719, which implies that corporate social actions do, indeed, indirectly help in the
accumulation. It brings forth the whole issue of social responsibility for taking;

advantages over short-run financial returns are indeed the case.

Governance mechanisms (CGV), however, do not have a discernible impact on model 4,
implying that governance, as measured here, may not have a direct effect on real capital

accumulation within this model.

Constant term (CON) is very important for all models, suggesting there exist additional
unobserved factors influencing real capital accumulation. R-squared is 0.208-0.245, and
the Wald chi-squared statistics confirm the overall fit of the models, further increasing

confidence in the robustness of findings.
4.5.7 Economic Significance of Key Effects

Besides the statistical significance, one should also evaluate whether the estimated
coefficients hold any economic meaning especially for the case of Pakistani
manufacturing firms. The variable accumulation of real capital (ARC), which is the
dependent variable, has a mean of 5.12 of total assets and a standard deviation of 1.08
while the majority of the explanatory variables are given in terms of invoices as
percentages of total assets or in terms of sustainability reporting scores. This scaling
makes a direct interpretation of coefficients possible in terms of changes in ARC and

realistic variations in the regressors.

FP, the PCSE coefficients for financial payments vary from 0.105 to 0.164. So, a one-
percentage-point increase in financial payments (as share of total assets) would lead to an
increase in ARC of about 0.105-0.164 percentage points. Considering the mean ARC of
5.12 percent this is equivalent to a 2-3 percent relative increase in real capital

accumulation for a small change in FP. If we consider one standard deviation of FP (1.24),
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the implied effect could range from approximately 0.13 to 0.20 percentage points, which

is nothing to ignore given that investment ratios are generally narrow.

The influence of non-operating profits (NOP) is smaller, however, they are all still
economically significant. The PCSE estimates place NOP at approximately 0.0186 and
0.0433. If we look at the top of the range, a one-percentage-point increase in NOP on total
assets translates into an up to 0.0433 percentage points rise in ARC. Thus, a one standard
deviation change in NOP (0.95) is equal to an increase in ARC of around 0.02-0.04
percentage points. Even though these figures are small compared to FP and buybacks,
they still imply that non-operational income is a source of investment capacity rather than
being neutral.

The economic impact of share buybacks is quite intense comparatively. The PCSE
coefficients for BUYBACKS are around 0.045, reflecting that a one-percentage-point rise
in buybacks (as compared to total assets) is linked with an approximately 0.045-
percentage-point increase in ARC. Given that the standard deviation of buybacks is 0.67,
a one-standard-deviation increase implies a gain of roughly 0.03 percentage points in
ARC. In a scenario where, average real accumulation is just over 5 percent, such a gain
is significant, especially when it is interpreted over the period of sustained buyback and

investment activity, cumulatively.

Financial assets (FA) show less but systematic effects. The coefficients from PCSE
ranging from 0.0135 to 0.0178 indicating that a one-percentage-point rise in financial
assets to total assets would elevate ARC approximately in the range of 0.014-0.018
percentage points. The standard deviation of FA is 1.39, thus a one-standard-deviation
change signifies a rise in ARC of about 0.02-0.025 percentage points. Albeit these effects
are slight at the firm-year level, they infer that financial cushions are instrumental in
sustaining or even reinforcing productive investments during turbulent macroeconomic

times.

The sustainability reporting facets are having business significantly affected though they
have been scaled as scores rather than percentages. In the case of environmental
contributions (ENV), PCSE coefficient of approximately 0.0951 indicates that with one-
point enhancement in the environmental score, ARC will be increased by around 0.095

percentage points. The standard deviation of ENV is 1.53, thus a one-standard-deviation
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improvement is synonymous with an increase of approximately 0.15 percentage points in
ARC. Likewise, the PCSE coefficient related to social contributions (SOC) is
approximately 0.0719, and with a standard deviation of 3.42, a one-standard-deviation
rise in SOC literally means a boost of about 0.25 percentage points in ARC. These
numbers are considered large when compared to a mean ARC of 5.12 percent and signify
that companies committed to good environmental and social reporting practices are more

likely to invest in real assets heavily.

On the contrary, the coefficients for governance (CGV) are small and nuanced to
statistically fragile context, thus, the economic impact on ARC in this sample is limited
accordingly. The negligible effect size indicates that, as it stands, governance reporting
does not delineate substantially divergent real investment patterns among Pakistani
manufacturing firms, which supports the broader assertion that governance practices have

uneven enforcement.

All things on how estimation of effect sizes was made, it is revealed that the main
variables are not only statistically significant but also economically meaningful as far as
investment sizes in the sample are concerned. Financial payments, buybacks, financial
assets, and in particular, improvements in environmental and social scores are linked to
changes in real capital accumulation that are great compared to the dispersion of ARC.
This is the reason behind the assumption that the relationships thus estimated are of real

importance rather than just being the by-products of statistical power in a large panel.
4.6 Comparative Discussion of Findings with Existing Literature

The results obtained in this investigation depict various important points of connection
and discrepancy with the wider empirical literature, especially on the financialization,
sustainability reporting, and real capital accumulation relationship. The financial
payments effect, being positive and statistically significant, on the other hand, is a direct
contradiction to the principal arguments contained in the global financialization literature
which maintains that the high payout ratios are the reason why there is no long-term
investment. In the process of clarifying the situation, Stockhammer (2004) and Demir
(2009) opine that interest payments and dividends divert internal funds towards the
financial markets instead of the production sectors. But the study at hand is not completely

off the wall for Orhangazi (2008) He contends that in domains where liquidity is a
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constraint and institutions are weak, companies that are burdened with constant financial
obligations present their strength in terms of finance to the lenders thus getting smoother
access to debt which at the end leads to productive investments. This would imply that in
Pakistan, firms would hardly ever unburden themselves of liabilities when they are
inaccessible and undirected, hence would be tightening business through investing under

good reputation.

The mixed findings being attached to the non-operating profits narrate the same narratives
as the existing literature’s ambiguities. Literature coming from developed markets
frequently states that non-operating income has a negative impact on investment as it
leads to the idea of financial reliance rather than being productive; nonetheless, Davis
(2018) has informed the income to have the dualistic character depending on the
economic context. The partial significance of non-operating profits in this study is
practically equivalent to the duality. Non-operating gains can be treated by Pakistan firms
as a safety cushion to prevent losses in investment because of unstable earnings coming
from the production side and investment can be done in other, more profitable areas,
whereas, in different regions, such an income might drive the company towards financial
speculation. Thus, it can be concluded that the effects of financialization variables are
very much influenced by the business climate, the degree of development of credit

markets, and the economic volatility.

The scenario of share buybacks is where a significant disparity between the international
data and the local evidence emerges. By pointing out the very case of Lazonick (2011), it
can be said that in developed markets the point of view on buybacks is universally
negative and they are associated with the decrease of the real investment and the
extraction of short-term value. On the other hand, however, the positive and significant
relationship that has been established here very consistently suggests otherwise, that
buybacks might play a different role in the emerging markets. In the manufacturing sector
of Pakistan, buybacks are possibly being used as a signaling device for the stabilization
of share prices, increasing the confidence of investors, and making the capital raising
easier—all these indirectly contributing to the real capital investment support. Studies in
India and Malaysia corroborate this research, reporting that in the presence of market
imperfections, the function of buybacks and the negative investment effects discovered

in Western economies are both softened.
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There is a direct challenge to the financialization arguments of the liquid financial assets
being excessive through the positive contribution of financial assets to the real capital
accumulation as these arguments usually imply that such assets are nothing but a drain
on the company's ability to invest in the long run. The findings of this research agree with
the view pointed out by Davis (2016) who claimed that bigger financial buffers can only
mean more firmness of companies against challenging times, especially in choppy
economies. To the companies in Pakistan, financial assets might be viewed as a safeguard
from which they can draw up the investments during the tough times of macroeconomic
uncertainty, thus being the case their capacity of production will be even more
strengthened than if not at all being like the other firms who wonder the darkness of
financial insecurity. This is not the case with firms in really developed markets where
over-accumulation of financial assets simply means that the management is avoiding

taking any risks and has reduced capital expenditure.

The results related to sustainability reporting have drawn some parallels as well as marked
differences with earlier research. Presenting environmental and social impacts
responsibly has been an important and positive factor supporting the claims of Carroll
and Shabana (2010), Ameer and Othman (2012), and Vishwanathan and Duran (2018)
who all propose that the practice of openness in sustainability engagement raises the
capital of reputation, trust of stakeholders, and legitimacy of operations. All these are
conducive to the occurrence of new investments over the long term. It seems that the
companies in Pakistan which are keeping their environmental and social responsibility
under the wraps but still actively communicating with the public are benefiting with less
regulatory risk, better market positioning and more investor confidence—these seem to
be the mechanisms that are occurring in the country as well. However, the relatively weak
or inconsistent influence of governance reporting has been contrary to the trends in
developed countries where governance disclosure is usually recognized as the strongest
predictor of corporate performance and investment behavior (Waddock & Graves, 1997,
Jo & Harjoto, 2012). The notion of weak governance reporting in Pakistan, symbolized
in many ways, often left as a formality, and minimally practiced, makes more significant

implications for institutions and enforcement globally.

Distinctions drawn from this comparison indicate that there are traits in the manufacturing

sector of Pakistan that reinforce dual financialization and sustainability reporting
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concepts somewhat reminiscent of and yet different from the global sphere. The
enhancement of environmental and social reporting is one area where similarities were
highlighted on mechanisms that those are generally falling - gendered transboundary
boundaries, stakeholder engagement, and deep-rooted responsible behaviors. In the same
vein, the other evidences that showed glaring differences like corporate actions emanating
from stock buybacks and dividends point out the effect of national institutional
characteristics and market maturity on corporate behavior. This suggests that the research
findings foster the understanding of the view that findings produced from the most
developed economies might not find the same conditions applicable to the emerging
markets wholesale, as these conditions of economy, governance mechanisms, and
disclosure practices give impetus to the financialization and sustainability dynamics being
roughly structured the same way. Consequently, this study's findings reinforce the idea
that financial and sustainability interrelations should be considered within specific
country contexts such as Pakistan where business behavior is underwritten by unique

economic constraints and dodgy regulatory architecture.

4.7 Hypotheses Summary Table

Here is the summary of the research hypotheses presented in a structured table format:
Table: 4.13

Hypotheses Summary Table

Hypothesis Relationship Independent Variable Dependent Variable

Real Capital Accumulation in
H1 Positive Financial Payments
manufacturing firms

Real Capital Accumulation in
H2 Positive Non-Operating Profit
manufacturing firms




H3

H4

H5

H6

H7

Positive

Positive

Positive

Positive

Negative

Environmental Factors

Social Factors

Governance Factors

Stock Buybacks

Financial Asset

Real Capital Accumulation in

manufacturing firms

Real Capital Accumulation in

manufacturing firms

Real Capital Accumulation in

manufacturing firms

Real Capital Accumulation in

manufacturing firms

Real Capital Accumulation in

manufacturing firms

4.7 Results of Hypotheses

4.7.1 Results of Hypothesis 1: FP and ARC

84

The hypothesis in support of the positive effect of financial payments on capital

accumulation has strong statistical support as well as is interpreted from various

theoretical perspectives. The panel regression estimates showed positive coefficients

between 0.0144 and 0.0178, each significant at the 1% level and indicating a strong and

persistent positive link. The moderate nature of the VIF value, i.e., 3.264, points to the

presence of educed collinearity, meaning that the coefficient estimates are robust and

estimates for multicollinearity are irrelevant. The PCSE regression estimates as another

robustness check provide estimates between 0.105 and 0.164, all significant consistently.

These pooled estimates, besides confirming the empirical results for the variables,

actually argue for observing both strength and persistence of these relationships and also

foreshadow the exclusion of possible econometric biases.
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An assortment of saturated economic and managerial theories somehow theoretically
underlie the said observation. Agency theory would see financial incentives as acting to
set up the interests of managers to conform to those of shareholders, securing a door
through which the executive can choose profitable investments that not only grow the
value of the firm but also encourage significant real investment. This is flanked by
stakeholder theory, which believes that such financial distributions not only form a
reward for shareholders but for a larger body of non-firm stakeholders. It might also be
inferred from this management end, good management theory, that the organized
financial arrangements are much more designed to foster efficiency in organizational,
even reconciling it through long rallying organization capital formation. Neoliberalism
and free market theory lean slightly towards conservatism, maintaining the stance that
although financial incentives spur economic growth, overcapitalization diverts resources
towards nonsensical, non-productive investments. Last but not least, stewardship theory
argues that managers zealously protect, as fiduciaries, the very assets they choose to gift
with financial incentives designed-not only to enhance a managerial agency's value in the
long run-but also to help foster an accumulation of long-run real capital that goes some
way in creating a dependable fiscal economy. Few analysts have subscribed to neoliberal
or free-market ideology. paradoxically, each consumption and underproduction Got the

helpful perspective to be attractive in the form of stewardship model.

4.7.2 Results of Hypothesis 2: Non-Operating Profits (NOP) and Real Capital
Accumulation (ARC)

The support provided by unearned profits in relation to capital accumulation is confirmed
by statistical weight, confirming the proposed hypothesis through empirical evidence
from the panel regression estimating coefficients of 0.0483 and 0.173, with varied
significance of statistical weight matters that became a testifying force of the existence of
the relationship. Additionally, the VIF value of 3.162, hence moderate collinearity,
validates that interrelationships are not highly biased owing to the multicollinear
problems. PCSE-regressed panel-corrected standard errors are further corroborated with
estimates that range from 0.0212 to 0.0433, all significant under all models. These

combined former finds make the argument for the reliability and stability-from
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consistency across estimations-to remain, consequently heightening the degree of

confidence in the findings arrived at as well as the conclusions.

Stakeholder theory, stewardship theory, agency theory, and resource-based views afford
a rational evaluation and justification of non-operating profits. Non-operating profits are
generally earmarked as wealth accumulation for real investments; thereby, their
operational importance comes under universal regulatory guard and is considered

paternalistically judicious.

4.7.3 Results of Hypothesis 3: Buybacks (BUYBACKS) and Real Capital
Accumulation (ARC)

The support provided by unearned profits in relation to capital accumulation is confirmed
by statistical weight, confirming the proposed hypothesis through empirical evidence
from the panel regression estimating coefficients of 0.0483 and 0.173, with varied
significance of statistical weight matters that became a testifying force of the existence of
the relationship. Additionally, the VIF value of 3.162, hence moderate collinearity,
validates that interrelationships are not highly biased owing to the multicollinear
problems. PCSE-regressed panel-corrected standard errors are further corroborated with
estimates that range from 0.0212 to 0.0433, all significant under all models. These
combined former finds make the argument for the reliability and stability-from
consistency across estimations-to remain, consequently heightening the degree of

confidence in the findings arrived at as well as the conclusions.

Stakeholder theory, stewardship theory, agency theory, and resource-based views afford
a rational evaluation and justification of non-operating profits. Non-operating profits are
generally earmarked as wealth accumulation for real investments; thereby, their
operational importance comes under universal regulatory guard and is considered

paternalistically judicious.

Corporate finance theory provides various interpretations of stock repurchases as key
aspects in capital distribution and corporate financial strategy. One of the agency theories
states that buybacks rid the agency problem by forcing cash ranks out of the company
that would be wasted because agency management would act otherwise; the interests of

the management will thus be aligned with those of shareholders. Indeed, a stakeholder
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theory argues that from a shareholders' standpoint, buybacks benefit shareholders,
primarily because of the appreciation of prices and EPS; they raise the question of
fairness, whether the money used for buybacks could not be better routed to staff or R&D
or sales. Further, good management theory supports buybacks as a finance tool: buyers
believe in the sustainability of the company-ergo, keep it in the optimal capital structure
and reinvest in a high-yielding area for the long-term growth. Behavioral finance theory
disagrees with the above. It says that stock buybacks, in the minds of managers, ego builds
a false view of the market and temporarily tilts things so that prices shoot up. The last
opinion, of course, is in line with one of neoliberalism and free-market theory-which
strike buybacks as nothing more, but a greater part of a corporate mechanism that applies
marketability and sound judgment to timely and optimum allocation of excess cash to
shareholders. All this is in favor of a stock buyback being considered as a dual-purpose
mechanism: a capital allocated model that signals to market being an attempt to blend

effectiveness and equity concerns.

4.7.4 Results of Hypothesis 4: Financial Assets (FINASSET) and Real Capital
Accumulation (ARC)

There is a solid base of evidence that exhumes the economic persuasion that financial
market assets may trigger the accumulation of real capital. This very robust existence
appears to have yielded solid pairs of earlier panel slope estimates of 0.805 in the case of
growth in the ratio of market capitalization to GDP. This very high coefficient estimate
happens in an equilibrium equation between return on capital and economic growth. The
coefficient results of panel data estimations then become very robust; indeed, the number
of studies and standard errors for the coefficient suggests that the RBC theory can request
a lot from empirical analysis. At the same time, otherwise, the role of financial

development is not essential when it comes to the estimation of this material.

The panel estimation equation was confirmed by another form of robustness-an
identification of a correlation that reached 0.0131 to 0.0178 again at the 99 percent level;
in all, this magnitude, the regression interacts well with savings in addition to GDP
growth figures, showing a high extreme point for the correlation. Henceforth, VIF values
of about 2.96 in the previous situation showed essential multi-collinearity statistics and
that was to silence any ambiguity as to why we can firmly consider age as a potential

predictor variable for success. Finally, our results put significant value on the evidence
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supporting an argument about strong and similar relationships following different
estimation methods that keep firm control on trust and credibility in explaining financial

dynamics.

Several theoretical perspectives exist, which suggest that financial assets are instrumental
to the formation of corporate outcomes. Agency theory argues that financial assets serve
to facilitate managers' incentives to shuffle a significant amount of corporate resources
and help enhance the value of the corporation for principal equity shareholders. The
stakeholder claims-financial assets will enhance the wealth of the firm through rational
utilization of resources and sustainable finance for shareholders, employees, creditors,
and other stakeholders. This perspective is enhanced by the theory for managing good
and urgent financial planning to manage liquidity and put financial resources and
financial assets to the best uses in the venture of corporate expansion. On the other hand,
the Resource-Based-View (RBV) contends that financial assets are specific and valuable
organizational resources that provide competitive advantage to companies through
facilitating investments for productive capacities and strategic options. Similarly, neo-
liberalism and free market theory stress that the backbone of economic progress consists
of financial assets which quarrel for efficient financial markets, investments, and

economic growth.,

Quite comprehensively, these theories focus on financial assets as a key input in more
elaborate corporate financial strategies aimed at value creation, stakeholder well-being,

and long-term economic sustainability.

4.7.5 Results of Hypothesis 5: Environmental Contributions (ENV) and Real Capital
Accumulation (ARC)

The strong evidence of these environmental impacts into real capital accumulation, which
the statistics also support, display a significantly large positive coefficient, with
generalized values standing at 0.0132 for panel regressions targeting a 99 percent
significant level, with the coefficient; hence, is quite suggestive of how very influential
this variable may be. The VIF value is 2.862, denoting some moderate collinearity, while
no serious multicollinearity was indicated, suggesting that the errors were not biased
towards the zero level for the estimable coefficient. PCSE further strengthens the
significance of the trends, with statistical significance numerous times over at around

0.0951. These findings together confirm the validity of our dataset. They are thus
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testifying to the reliability of the model and the reality of the predictive relationship in
the presence of various econometric methodologies. Thus, very strong evidence supports
our theoretical standpoint.

It is necessary to provide the well-recognized theoretical basis for corporate strategy in
environmental practices with the support of such frameworks as are recognized through
the requirement for achieving economic value on the one hand and pro-societal value on
the other hand. Stakeholder theory rather broadly describes the long-term value of
environmental sustainability, claiming that environmentally friendly business practices
create value not only for shareholders but also for long-run economic and ecological
stability for employees, consumers, and society as a whole. Sustainability theory provides
strong support to the above argument by claiming that the inclusion of sustainable
activities in the normal corporate decision-making process will lead to the realization of
long-term growth and resilience thus making the company more competitive in a dynamic
market and regulatory environment. Corporate Social Responsibility (CSR) theory claims
the dual benefits of environmental contributions shown by the fact that the
implementation of proactive sustainability measures enhances the reputation of brands,
increases customer loyalty and generates returns in the long run. Finally, Institutional
theory describes the pressure of regulatory and societal forces on companies to practice
environmental sustainability and be compliant with environmental laws, industry
standards, and consumer expectations. These theories highlight the strategic value of
environmental sustainability in itself, which in turn, by reinforcing its value for corporate
profitability, stakeholder interests, and long-run ecological stewardship, has become the

main reason for its adoption by corporations.

4.7.6 Results of Hypothesis 6: Social Contributions (SOCIAL) and Real Capital
Accumulation (ARC)

The positive contribution effect of social activities toward real capital accumulation has
many theoretical and empirical supports. Concerning the empirical context, the fact finds
that, associatively, the significance of the average least squares (INLSDV) panel
regression coefficient is 0.0954, with a correspondingly statistically significant value of
p less than or equal to 0.05. Besides with a greater acceptance of this variable by the
modern economic development depth theory, the VIF was only found to be moderately

high at 2.769, implying that multicollinearity here was not giving us trouble, as far as
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estimation was concerned. PCSE results confirmed that the statistically significant
positive coefficient was 0.0719 at the 1% level, the present results were only weighted
with the argument. Therefore, when put together, the results show that various
methodologies have very high and stably estimated coefficient relationships that strongly
support the theoretical framework.

There is particular emphasis on the theoretical backdrop underpinning social
contributions as an aspect of corporate strategy, over different frameworks suggesting
that to build trust, reputation, and long-term financial health, corporate social actions are
very important. The stakeholder's theory claims that social contributions are key drivers
of trust-building where firms, working to achieve good for society, create and maintain
good relations with employees, clients, and the community at large while obtaining the
loyalty and allegiance of stakeholders. Further, the CSR theory substantiates the same
argument by averring that social projects not only contribute to the company's image but
also bring monetary benefits to the firm by: drawing in socially responsible investors,
increasing customer loyalty and brand value. Institutional theory views corporate social
contributions as helping companies adapt to new social expectations, regulations, and
culture mindsets to help them become conformable in negotiations, thus guaranteeing that
their business complies without pressure from the external world. Lastly, the stewardship
perspective posits its claim that responsible corporate managers, influenced by social
value creation, care more about the long-term social and economic viability as compared
to short-term profit maximization. Taken together, these theories underscore the strategic
import of social contributions in regard to corporate achievement, stakeholder trust, and

long-term financial stability.

4.7.7 Results of Hypothesis 7: Governance Mechanisms (CGV) and Real Capital
Accumulation (ARC)

The relationship between governance variables and real capital formation is highly
uncertain. Empirical evidence on this matter is inconclusive in terms of differing
magnitudes and significances of effects across various econometric specifications. The
coefficient from panel regressions is mostly positively signed but overwhelmingly
insignificant, with only one coefficient (0.0854) showing significance at the 5% level. A
correlation is thus suggested; it might hold in some specific specifications. The VIF was

calculated at a value thought to be too low, VIF = 1.962, thereby adding weight to the
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argument that our given coefficient estimates do not suffer from severe multicollinearity.
Points that emanate from strongly insignificant coefficients include an additional example
of -0.00432 from the PSCE regressions as a further pillar that shows an inconsistency in
the empirical basis for the above relationship. Thus, the failure of these last coefficients
is pointing to evidence caused by factors such as unobserved heterogeneity of the firms,
given characteristics of the context, or the latter difference between them, suggesting that
a further study might want to further work on moderating or interaction effects so as to
provide some insight into understanding the dynamics.

The governance mechanisms impact on corporate decision-making theory has different
viewpoints implying the intricate relationship among mechanisms, firm performance, and
real capital accumulation. The agency theory maintains that one of the purposes of
introducing governance mechanisms is to reduce the discrepancies between the interests
of the managers and the owners: however, their efficiency is determined by a myriad of
firm-specific factors such as board composition and incentive schemes thus, it will be of
case more to further investigate the governing practice. The stakeholder theory further
clarifies that the governance mechanisms do not necessarily always distribute the benefits
among the stakeholders fully equitably; they usually do favor the shareholders at the
direct cost of employees, creditors, or society as a whole, hence leading to the push for a
more equitable and inclusive governance system. The institutional theory presents
another approach when it states that the relevance of governance mechanisms may not be
the same across all companies and countries, as their impact might be influenced by the
regulations set, cultural practices, and market structures thus creating a discrepancy in
governance results among the different institutional environments. Stewardship theory
also challenges the notion that governance mechanisms create managerial stewardship,
and thus argue by saying that some governance mechanisms are such that are focusing on
short-run financial gains instead of long-term strategic development, hence they do not
create true managerial stewardship. Considering all this, the above work conveys the
multifactorial aspect of governance; thus, the need for contextual studies and governance

reforms to superintend the achievement of desired results is well justified.
4.8 Theoretical Discussion

This study sheds light on the financial payments and governing frameworks as well as

environment-society-financial wealth variables that advance the real capital accumulation



92

of manufacturing firms. While these findings offer some consistency with earlier works,
inconsistencies arise as well in relative terms, indicating that the nexus between

financialization and real capital accumulation is quite complex.

The main result of the research is that the financial payments have a direct and strong
positive relationship with the real capital formation. This was backed by Stewardship
theory and good management theory which maintain that financial incentives make the
interests of the managers coincide with those of the shareholders. However, the studies
of Orhangazi (2008) and Stockhammer (2010), which bring up the point that companies
are using the funds to invest less in production than before, are suggesting a decrease in
real capital accumulation. The reason for this claim is the regulating role of the
governance mechanisms that are responsible for directing the financial payments towards
productive investment rather than to the financialized behavior. Likewise, non-operating
profits evidence strengthens the view of the firm using excess funds from non-core
operations as a secondary source of investment funds (Chung et al., 2005). However,
Lazonick and O'Sullivan (2000) argue that non-operating profits are largely utilized for
dividend payments and share repurchases, with a strong positive impact here lending
support to the idea that well-governed firms actually encourage investment with their non-

operating profits instead of engaging in financialized behavior.

The theory that stock repurchases lead to real capital accumulation contradicts the
common belief that repurchases merely transfer the surplus cash from the company to the
shareholders at the expense of the investment in production. The positive effect is in line
with Jensen’s Free Cash Flow Hypothesis (1986), which says that repurchases drive out
inefficient managers by allowing for the allocation of resources to their most productive
uses. On the other hand, Lazonick (2014) gives evidence that repurchases lead to a
withdrawal of resources from the company’s long-term investment and subsequently to
lowering the firm’s capacity for production. The findings imply that repurchases can
indeed be a financial strategy which, under certain circumstances, not only enhance the
firm’s reputation but also lead to the accumulation of real capital. Such contradiction can
also be seen in the case of holding financial assets. While some evidence points to the
strong positive impact of financialization on real capital accumulation, which is in line
with Tobin’s Q theory of investment (Tobin, 1969), others like Demir (2009) claim that
financialized companies would prefer speculative investments over investing in

productive assets. The findings of this research suggest that the data comprises firms that
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use financial assets as a way to support the investment in production rather than for
speculation, possibly due to the investment regulations and governance structures unique

to the industry.

Environmental contributions also positively affect real capital accumulation. For
instance, Porter and van der Linde (1995) argued that sustainable practices not only lead
to a company's efficiency and later on, the financial performance but also, the financial
performance in the long run. On the other hand, Bansal and Roth (2000) have taken a
distinct stance by claiming that, even though the long-run returns resulting from
environmental investments are realized eventually, the capital needed for the initial stages
IS quite substantial and it might use up the available capital for reinvestment. Nonetheless,
the findings of this study indicated that the companies which care about the environment
do reap the benefits of real capital accumulation over time. Also, it was found that social
contributions have a positive effect on real capital accumulation, hence confirming
Freeman's stakeholder theory (1984) and Carroll's csr model (1991) which advocate that
responsible social companies build stronger relationships with their stakeholders and,
thus, secure financial stability and investment opportunities. This is, however, opposed
to the argument made by Friedman (1970), who claimed that the costs of corporate social
contributions act as an erosion of shareholder value and thus also as a drain on real capital
accumulation. The positive correlation depicted in this study shows that a business having

a CSR stance might consider it as a strategic investment and not as a financial drain.

The majority of the conflicting findings in this research relate to corporate governance
mechanisms. While the corporate governance is generally expected to enhance the
performance and efficiency of investment of the company (La Porta et al., 1998), the
evidence from this study suggests that the corporate governance mechanisms may not
unambiguously have a positive effect on real capital accumulation. This is also in line
with the research by Bebchuk and Fried (2004), as they put forward the notion that certain
governance frameworks put shareholder primacy first before long-term investment
strategies. The findings indicate that the impact of governance might differ depending on
the specific features of the corporate governance mechanisms implemented by the
different companies and therefore, it calls for more research on the industry-specific

governance frameworks and their influence on investment strategies.
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While it has been widely assumed that financialization and real capital accumulation
oppose one another, the present study complicates this by suggesting that financial
payments, nonoperational earnings, and financial asset ownership may promote the
accumulation of real capital, contingent as they are on the quality of governance, the
strategic positioning of firms, and regulation. The positive effects of various variables
related to disclosure of sustainability factor with greater support for sustainable
investment strategies in the long run, hinting at the possibility that companies embracing
sustainable policies in their financial models will have the highest sustainable real capital
accumulation. By contrast, the differing impacts that governance mechanisms have
indicate that corporate governance approaches cannot be a one-size-fits-all option, with
firm-specific factors and context playing a more salient role in investment decision-

making.

These results could signify potential research avenues to be pursued further. A sector-
specific investigation is of significant importance to determine whether the relevant
relationship levels differ across sectors themselves, particularly with respect to industries
with relatively high capital requirements. Time-series or panel-specific approaches may
be beneficial in determining the transient behavior of these relationships by incorporating
control variables of financial market and regulatory dynamics. This might further point
out the polarity of relationships between governance and sustainability reporting factors
in attributing positive or negative contributions to the environmental and social sources.
To this end, alternative methodologies might be applied to implement a higher degree of
empirical robustness in testing bias in these regards. For these reasons, future research
may aim to understand how financial, environmental, and governance variables affect

corporate investment decisions.
4.9 Conclusion

This chapter documents an empirical analysis showing the nexus between sustainability
reporting and real capital accumulation. The findings showed that social sustainability
measures and several indicators of financializations are quite significantly related to real
capital accumulation, while environmental and governance aspects do not have such an
intense symbiosis. Hence, it reveals the intricacies of corporate behavior in the developing
countries, and the promotion of an integrated approach together with financial incentives

for long-term developmental goals.
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The foregoing revelations carry the necessary answers to issues of interest inasmuch as
they allow the researcher to discern the interrelations among the set of ideas that are
central to the argument of the main inquiry. A political twist is now being given to the
issues of the current interpretation as well as the fruits of divorce. Chapter 5 clarifies the
meanings of the results in a wide theoretical and practical area with discussions on the
implementation by corporate governments, regulatory variations, and sustainable

industrial development.
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CHAPTER 5

Conclusion and Recommendations

5.1 Introduction

Chapter 5 is the most important part of the present study. In fact, it brings together the
findings, reflects them in the light of relevant theory, and intensively makes them vibrant
amidst the abundance of academic and policy debates. The bulk of the previous chapters
might have introduced the research problems, reviewed the literature, and analyzed some
empirical data. Chapter 5 connects these three components through a story that presents
not only the theoretical and practical contribution but also stirs an interest in the reader.
One does not use the word 'show' while looking at the findings; it asks for an informed
discussion, weaving the fabric of theory, and viewing the implications for sustainability

reporting, financialization, and the accumulation of capital in Pakistan.

This research was dedicated to examining the interrelationships existing between
sustainability reporting, financialization, and real capital accumulation within the
corporate sector of Pakistan. These three elements are seldom ever investigated together,
even though they do interwind in determining the long-run economic performance.
Sustainability reporting in any firm requires the reflection on the stakeholders' interests
as much as it does the scraping of profit for the shareholders alone; financialization
embodies the acceptance of financial incentives, markets, and instruments by the firms,
leading to bestowing the corporate decision-making mode. Real capital accumulation and
its final destination- productive investments-follow the path for economic growth and
therefore provide more jobs indirectly. Hence, handling these jumbled-together questions
within the idiosyncratic institutional regulatory environment of Pakistan would pave the
way for a more nuanced discourse on how corporations can juggle simultaneously

between their short-term financial pressures and their long-term developmental duties.

Sustainability reporting not only foretells the shift occurring in the corporate sector of
Pakistan from formerly favourable to some unfavourable conditions but also puts this into
perspective. These results highlight that more companies are reporting on sustainability
in some form or another, but the intensity, quality and standardization of these reports
differ substantially. This is also supported in literature across developing countries,

whereby lack of voluntary authority rather compels compliance drivers to adopt reporting,
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while the motive to "do good for the rest of the world" is disregarded (Haque & Ntim,
2018). On the other hand, though the National Securities and Exchange Commission of
Pakistan (SECP) has adopted voluntary guidelines, without obligatory guidelines
universally established, the level of disclosure is confusing and dissimilar, corresponding
with the European Union and US.

The demand for data would require, through critical evaluation, that a whole lot of
business houses would opportunistically flash their preferences towards the
environmental concerns, mainly on energy conservation and waste management
recycling, understating the social and governance issues almost altogether. It is in line
with global practices wherein in a situation in which the companies of developing
countries only disclose as much as they want in separating themselves favorably, instead
of adopting real sustainability practices (De Villiers & Marques, 2016). Selectivity in
Pakistan could be reflections of weak institutional pressures, less investor grip, and less
stakeholder demand for comprehensive reporting. Reporting, then, becomes purely
symbolic. Emphasizing its efficacy in promoting real behavioral change would be a point

of conjecture.

From this research, it is clear that the industrial sector impacts the disclosure systems.
High resource guzzling, export-oriented industries, such as the textile, cement, and energy
industries, could be compelled to publicly disclose sustainability because numerous
international buyers, global supply chains, and multilateral organizations put pressure on
them. Conversely, more domestic orientation within a company-like the service sector-
less disclosure will be made. This means that incentives for external visibility and
reputation are a much higher priority in determining the extent of disclosure than ethical
considerations. The fact lends more credence to Institutional Theory's claim that
organizational behaviour is mostly shaped by coercive and normative pressures rather

than by the inner volition of the organization DiMaggio & Powell, 1983).

Through Vision 2025 of Pakistan and the United Nations Sustainable Development Goals
(SDGs), the results reflect that a huge gap prevails from what is expected and what is
being done. While officials rate sustainability very high on their list of priorities,
corporate sustainability reporting hardly goes beyond superficiality. This underscores the
need for more robust regulatory frameworks, capacity-building programs, and the

determination that the national development goals and corporate sustainability plans will
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become interwoven; otherwise, the sustainability reports may become a public relations

tool as opposed to tools of accountability and genuine improvement.

Reporting on the sustainability provisions regarding sustainability disclosures that aim to
improve the company performance since reading will not, resulting in very few
companies up to now report on their sustainability disclosures in their filings. Therefore,
such unintegrative policy denies sustainability reporting being an enabler for creating
long-term value sustainability disaster. Extensive literature from more-developed
economies indicates improved corporate visibility, competitiveness, and risk-mitigation
due to these capital-allocation activities. However, their lack of integration in Pakistan
points to a gap of ideas among the managements and practically no pressure from

investors to enforce managing boards to make sustainability commitment decisions.

As for theory, it remains viable to explicate contemporary business surroundings;
however, this engagement should not focus exclusively upon societal and governance
matters. Even though their participation was considered to be well heeded by those
particularly concerned with CSR and matters related to corporate governance,
stakeholders like employees, the local community, and particularly consumers simply
can't see themselves correctly; however, the primary audience for sustainability reporting
is, more generally than some, mainly regulators and investors. The legitimacy theory also
supports the selective reporting of sustainability in an example of Pakistan, the firms
attempting to legitimize themselves before concerned outsiders (like recognizable foreign
potential buyers) under the sun, while accountability to their very own community goes
unheard of. The existing chasm longs for a desperate need to empower local interests with
knowledge and initiative, so to engage with accountability through sustainability

reporting for the benefit of all.

This research has extremely important policy implications. To make sustainability
reporting more credible and functional, regulators such as the SECP can swap voluntary
reporting frameworks for a framework that is mandatory for listed companies to follow
some international standards, possibly GRI or ISSB guidelines. Industry bodies should
also be promoted for having a more major role in standardizing disclosures and training
sustainability professionals. Incorporation of sustainability into the realms of corporate
governance and financial reporting practices could further turn symbolic disclosures into

tangible contributions.
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Managers and companies need to realize that during the process of making the
sustainability report, the nature of the alerting instrument that the report is part of cannot
be changed; instead, the report should be regarded as an asset of the company’s strategy.
In this way, sustainability practices can be transferred to the areas of supply chain
management, risk assessment, and investment planning where resilience can be
developed as a response to environmental and social shocks. Besides that, the ways which
would hold the companies answerable for the sustainability goals would be through
making sure that the desired change in the company’s culture is carried out by linking
sustainability objectives to the performance appraisal and board oversight systems.
Another thing in the way of management is to have productive conversations with the
stakeholders- such as the employees, the community, and the customers- that would result

in broadening sustainability to include more than just the environmental part of it.

Thus, in short, the findings of this study have some recommendations for future research
endeavours and practical implementation. Thus, it comes up to an opinion in the academic
sphere that further research ought to be conducted on the relationship (in Pakistan)
between sustainability reports creation and firm performance for the evaluation of
technological infrastructure which would lead to more complete disclosure, making it all
the more transparent and available. Another recommendation for exploring possibilities
for cross-country research with latitudinal members seems programming a comparative
study to pinpoint the best practices and shortcomings shared with the rest of South Asia.
These studies will not only build the existing body of knowledge in the discipline but will
also accelerate the demand to enhance sustainability practices in the corporate sector of

Pakistan on behalf of policymakers and practitioners.

Financialization has come to characterize modern capitalism and has a ranging effect and
complexity for underdeveloped countries like Pakistan. Essentially, financialization at its
most basic level means more pronounced reliance on financial motives and the like in
both the domestic and global economies (Epstein, 2005). In Pakistan's corporate sector,
this has resulted, among others, in the increasing concerns over the maximization of
shareholder value, the greater focus on capital market instruments, and the shifting of
management priorities from long-term productive investment to short-term financial
gains. The research reflects the consensus that financialization alters the decision-making
process at the firm level, though at the same time, it could potentially influence the

developmental changes at the national level in a parallel manner.
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The financialization takes place at the level of the firms where mainly the dividends and
share buybacks are paid instead of putting back in productive capital. Interestingly, this
trend, which is predominant in the developed markets, has not been widely embraced by
the Pakistani market. Despite this fact, it can be observed that recently, there is a growing
tendency among the big corporations mainly the ones that are part of the Pakistan Stock
Exchange, to allocate their resources more towards rewarding the shareholders as
opposed to capital building or innovation. This movement is in sync with the financialized
corporate governance trend worldwide, where the measurement of managerial
performance is being increasingly tied to stock price changes and quarterly earnings
reports (Krippner, 2011). However, when the situation is viewed from the perspective of
Pakistan, the potential implications of this scenario become rather alarming given the
urgent need for upgrading industry, creating jobs, and developing global competitiveness

in the long run.

Furthermore, the process of financialization of non-financial firms in Pakistan was
hastened by financial liberalization, deregulation, and the obtaining of overseas credit in
the post-structuralist economic scenario. The trend of financialization that was in the
1990s and early 2000s emphasized more and more the commercial incorporation of the
speculative financial market by the policy measures which were aimed at motivating the
firms to use the capital markets both domestically and globally. These reforms did not
only bring firms to the surface of the new liquidity sources but also exposed them to the
effects of financial volatility. One of the reasons for the financial fragility of Pakistani
firms is said to be such exposure; as a result, fluctuations in interest rates, exchange rates,

and global investors moods directly bring about changes in the corporate strategy.

Financialization entails an increase in the need for sustainability reporting and corporate
social responsibility. The more the companies are driven towards financial performance,
the more there is a possibility of sustainability reporting being just a lot of words and not
an actual practice; the reason for this being that the companies do not have sufficient
genuine commitment to long-term environmental and social concerns and thus would be
reporting just to maintain the goodwill of the regulators, investors, and "civil society".
Besides, such behavior has been particularly seen in other developing markets where
financial firms, through disclosure, try to minimize their reputational risk but, in reality,

still favor financial returns (Soederberg, 2010). In Pakistan, this implies that the situation
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casts a serious doubt on the sustainability programs as to whether they are true

transformations or just a dressing of the very logic of finance capital.

Thus, this research results align with the assertions by the critics: the critique that
financialization is a factor greatening economic disparities and gives an incentive against
building an inclusive economy. When companies engage in speculation overactivity or in
ultra-distribution among shareholders, they divert alternative possible uses for those
funds to, amongst others, wage increases, skill developments, or infrastructure projects.
In the specific context of Pakistan, however, this has only added to the already existing
structural imbalances within the economy; low productivity growth, poor labor
absorption, and uneven distribution of industrial development across various regions.
This new situation is further compounded for decisionmakers, who are now challenged
to create an environment in regulations for seriously nipping speculative activities and

then channelling resources of businesses towards actual productive activities.

From the point of view of managers, financialization has led to some business
opportunities and, eventually, risks. On the one hand, going to the capital market may
allow companies to have more division than with traditional borrowing. On the other
hand, where the short-term focus of finance precedes any consideration of business
sustainability, financialization prioritizes increased access to finance. The best possible
approach is to contour finance with sustainability in mind wherein companies evolve to
achieve longevity through value creation over divergent amounts of time. The dissertation
points to empirical observations that businesses inclined to financialization might not be
good at real capital formation and thus might not have that many spots open for growth
that stems from sustainability. This observation, as shown in global literature, supports
the real crowding-out effect: finance is so big a player that it cannot leave any room for

production investment, it is actually taking the place of production (Stockhammer, 2004).

General results of financialization on development in Pakistan are to be emphasized as
well. When the industrial sector is not fully developed, the industrial sector of Pakistan
tends not to contribute significantly. An entire industrial setup without further
reinvestment resigning themselves to financial use can hamper the very process of
transformation. Pakistan's financial markets are not only narrow in disposition but are
especially vulnerable to external pressures. Such intrinsic defects certainly-crises bursting

out into the market, currency depreciation, and the threat not to let bubbles pop or deflate-
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endorse previous financialization security concerns. This postulates to intensify existing
risks, consequently manipulating the equilibrium of those industries which work closely

with government steering for economic development.

The concern about financialization should be more about policy implications toward the
global context and the Asian sub-continent in particular. What is particularly interesting
is that the advanced capitalist countries have given financialization much attention, where
the deepening of financial markets has resulted in dramatic changes in corporate behavior,
labor relations, and macroeconomic outcomes (Palley 2007), whereas in developing
countries, the changes are just the opposite. In the case of Pakistan, there is little
institutional development, e.g., not only are the capital markets shallow, with the
government lacking the strength to control financial flows, but also form an environment
where financialization can hardly work with any advantage and where financial risks

increase even further.

The principal challenge is defining rule-free speculative activities and attaining and
sustaining the encouragement towards productive investments. The risk association
between over-liberalization and highly volatile markets, capital migration, and currency
crises constitutes a parallel component, as revealed by Epstein (2005). Two lessons--from
the Argentine and Turkish situations--should alert investors in the Pakistani context. Both
the countries underwent a severe stock market liberalization during the 1990s and 2000s,
only to need a bailout every time the waves in the global scenario were set in another
direction. In Pakistan's case, the principal reason for this vulnerability is that it is built
upon loans falling due and portfolio inflows. Consequently, the external debt is
inalienable from potential shocks. In order to prevent this situation, policymakers should
aspire to a very conservative and measured approach towards financial liberalization,
sanctioned by stringent regulation, capital controls, and an orientation for the growth and

promotion of long-term investments.

Another aspect to look at is that of corporate governance. In most of the developed
countries, financialization would entail strengthening the ideology of shareholder value
maximization that is often in conflict with other stakeholders represented by labor and
consumers as well as local communities (Lazonick & O’Sullivan, 2000). The results of
the research indicate the existence of such trends in Pakistan, where the corporate boards

and managers are requesting the investors for a shorter-term development goal rather than
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a long-term one. This poses a significant ethical dilemma that if the corporate governance
in Pakistan should follow the Anglo-American shareholder primacy or should it rather be
more stakeholder conscious that is, following the socio-economic realities of the country?
The experience of international markets shows that stakeholder-oriented governance
structures, such as the ones in Germany and Scandinavia, are more suitable than
shareholder value frameworks to find a middle ground between financial demands and
social and developmental needs (Hall & Soskice, 2001). Pakistani policymakers and
regulators can take a considerable amount of advice from these practices when creating a

governance system that is against the worst unconstitutional outcomes of financialization.

An outcome that needs more discussion undoubtedly is the intertwining financialization
with labor market dynamics. The present future outlook which companies are now so
fond of, that results being that laborers are reduced to a cost that needs to be minimized
rather than being nurtured as a resource. This has led to a substantial halt in the raise of
wages, job insecurity, and weakening of the union powers in the developed world. The
labor union movement in Pakistan is commonly put on low bead to be nonexistent;
however, the threat under this financialization to the labor market becoming a precarious
one is exuberantly felt. Outsourcing, contract labor, and informalization are noticed to
have been growing in the private sector, especially that which is open to global
competition and financial imperatives. If these suspected initiatives are continued, they
have direct impacts of driving the rich-poor gap wide and render the labor market so
unstable in the long run. Basically, therefore, the government officer must relate into the
bigger picture of the constraint on financialization vis-a-vis labor rights; nobody should
have to foot the workers' bill notwithstanding the payment mode determined by financial

integration.

Financialization was the most relevant concept, followed by technological innovation as
an aspect. There were reasonable theoretical predictions that the ability to access the
capital markets would most likely aid and abet technological innovation. Theory suggests
that a business entrenched in financialized markets and operations may not fully support
technological innovation. The provision of firms with greater allocations to speculative
finance and quick returns from rent-extraction activities tends to improve or build
confidence in the board of directors, whereas the new technologies and technical

innovations often do not, due to their unpredictability of returns.
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In short, financialized firms generally give less support for long-term innovation. A
paradox thus emerges where financial markets militate against the very objective of
technological upgrading. For Pakistan, which, at least in the contexts of industrial
competitiveness and high productivity growth, has much catching up to do, this is
particularly damaging to sustainable development.

Institutional capacity continues to be a very important factor at the global level in
mediating financialization. South Korea and China, for example, can be counted among
those countries where the government is able to use finance to pursue their industrial
policy and long-term capital accumulation. During the developmental phase in South
Korea, state-financial institutions provided credit to planned industries (Chang, 1999).
The Chinese state-controlled banking has facilitated the investment into infrastructure
and technology without some of the financialization problems that Western economies
have been suffering due to their financial independence. However, in Pakistan, the
establishment of similar institutional arrangements has not been possible because of
political instability, ineffective regulatory frameworks, and the influence of international
financial institutions. As a result, the process of financialization in Pakistan is likely to be
shaped more by an external- i.e., international financial institutions-driven agenda than

by a domestically generated development strategy.

The connection with financialization and the sustainability reporting has been raised. As
noted prior in this paper, the financialization would further justify sustainability reporting
not on the basis of earnestness but perhaps merely to put up a good face on the company.
Even the blending of sustainability reporting with global capital markets highlights the
existing contradiction: on one key side, the requirements for disclosure have significantly
soared; critics argue that these standards in fact tend more entirely towards the continuity
of financial logics than disrupting them (Bracking, 2019). In the Pakistani context, where
sustainability reporting is still highly underdeveloped, it is critical that unsustainable
absorption issues of global standards prop up above others. This can lead to local
development priorities being subservient to those of the global finance environment.
Therefore, regulators and industry parties need to collaborate to ensure that they actually
result in capital accumulation and inclusive growth through these sustainability initiatives

rather than engaging in merely another financially oriented reporting exercise.
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The extended financialization has now called traditional macroeconomic policy strategies
into question. Traditional monetary and fiscal measures are constrained by much freer
movements of capital and various financial power-holders. Consider what high interest
rates would mean concerning inflationary control: hopefully, it would attract speculative
capital, which initially would depreciate the local currency, causing unintended
complications for exporters. Fiscal expansion will also be challenged, giving reasons of
investor confidence and government debt rating, alike. All of this is in consideration of
Pakistan. Here, situations brought about by IMF programs, balance-of-payment crises,
and external debt, are continuous. Therefore, financialization management is not
straightforward, and the complex policy of a skilful combination is demanded into
existence by the activities of global financial actors pitted against national development

objectives.

Again, in light of the fact that two successful developing countries, South Korea and
Taiwan, have succeeded with extensive but not unusually excessive financialization of
their economies for development purposes, it is evident from the historical facts that the
latter do not depend on excessive financialization of the economy. Taiwan, while
prioritizing resource mobilization on the productive sector rather than speculative
finance, has protected itself from the adverse effects of an overly financialized capital

structure to a much greater extent than the rest of the East Asia.

In light of the illustrated lessons around domestic prospects, further consideration can be
made to review the extreme aspects of financialization, if voluntary regimes can
ameliorate the dire conditions of the majority of badly marginalized women, and if more
corporate entities are available to help alleviate the suffering; could there be a greater

potential that development might replace the economy than previously recognized?

Conclusions suggest that financialization is not a prerequisite for economic growth: Thus,
it can only penetrate unconditionally into a country with weak financial and economic
institutions, while the face of uncontrolled, predatory capital takes the begging shape of

finance communities rather than merchant institutions.

One of the major conclusions of that research that involves activities related to creating
real capital, the most salient source of long-term economic development and growth. Why
should we care about real capital? Real capital investment does not pan out when people

consume commodity after commodity; rather, it includes the development of physical
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infrastructure, manufacturing capacity, R&D, and human capital. Low savings rate,
dependence on external funds, and a slender industrial policy in countries such as Pakistan
have generally been gravely limiting the likelihood of real capital formation. Strange
enough, this moment became an opportunity for paradox. There are times when
temporary money flow develops just the sort of fiscal give that in fact hinders structural

transformation leading to inclusive growth.

The evidence presented in this research firmly underscores the necessity to allow financial
resources to be used productively; without those, the waves of financial flows coming
almost entirely from speculative activities in the short term are bound to lead to asset
bubbles, capital flight, and recurrent crises. Economic development theory has on one
hand neglected the importance of the financial sector since the experience of the
developed countries provides evidence to the contrary; shifting attention to incentives had
only fueled speculative finance since 1980, transforming capital flows from long-term
mechanisms that develop countries to energy-sapping short-term forms required by
Western financial capital (Epstein, 2005). Of course, within that overall reflection, such
financing may be considered acceptable if the judicial and politico-economic intersection
of interest was guaranteed and secured in a very regulated environment of high taxation
and difficult compliance. For Pakistan, this means clearly that construction has to be
stopped on the acquisition of cheap foreign funding, and thus what will follow is for a
kind of local/foreign capital (in combination with local savings as much as possible) to
be seriously subdued, secured, and deposited largely for the accrual of education,
employment, technology, highly productive physical infrastructure, and service-going

forward for the long run.

In addition, sustainability reporting will be the linking channel to capital allocation
transparency. If the reporting frameworks were effectively implemented, the interest
could be cast on showing whether the companies are involved in investments heading
towards a long-term goal for production assets, creating infrastructure, and supporting
social welfare vis-a-vis financialized activities leading to short-term profit. In addition,
the link between transparency, aggregation of capital, and financial governance stands
open to future scrutiny and policy actions. Among other things, the policy
recommendation for Pakistan could discover potential in eradicating the dark market

distortion as well as, given an accompanying mechanism that would enable financial
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resources for national development priorities, set out on a path that is both

environmentally and socially inclusive.

The debate starts off by revisiting the initial aims of the research, where the next objective
is to gauge how frequently and to what level public companies in Pakistan report
sustainability. A second goal would be to determine the extent to which this mode of
financialization has changed corporate strategy, with special regard to dividend policies,
speculative investments, and shareholder value. A third aspect considers the effects in
terms of accumulation of real capital: fixed assets, production facilities, and investment
in human capital. Considered together, all three objectives demonstrate the dilemma
between financial needs and common enterprise requirements evident in a burgeoning

market economy.

For understanding the given theoretical framework aimed at the research, it is very
important to note the role of stakeholder theory in understanding and analyzing corporate
sustainability reports-the stakeholders are granted the status of compliance and
dependence. The institutional theory would elaborate on how the global standards,
regulatory environment, and cultural norms all function as conditioning elements for the
behaviour of the institutional reporting and the investment that the Pakistani firms face
coming up with pressures. Political economy analyses, financialization in particular,
provide further insight on how globalization, capital flows, and green neoliberal policies
set the corporate priorities for real economic investment to stand aside. This is the context
with which the evidence is further interpreted, and some advanced discussions on
corporate governance vis-a-vis sustainability come into the foreground. The study attends
all these points, engaging empirical observations to lend support and, importantly, raise
a very serious question regarding sustainability-how do—or rather, to what extent-are the
corporate governance policy implications for financialized, compatible with

sustainability principles?

This is another absoluteness in the context of contextualizing the results in an economic-
regulatory scenario with Pakistan. Pakistan has an inherently disgruntled macroeconomic
setup, characterized by perennial balance-of-payment crises and a heavy reliance on
external financial support. This is no less than financial pressure and regulatory
uncertainty for organizations already struggling to create their products. Coupled with a

tendency that discourages enterprise aimed at fostering long-term productivity while
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promoting short-term financial survival, these conditions could traumatize Pakistan's
industrial landscape. In addition, though SECP and the State Bank of Pakistan have
advanced guidelines to improve the transparency and accountability of the company, the
practice of such guidelines is, at best, lopsided. The sector's regulation is lopsided; it is
customary to explore an aspect of the connexion between financialization regulations and

the interest of sustainability for these areas to see how these processes can harmonize.

From a wider perspective, one has to consider the outcomes in relation to Pakistan's
development goals, such as Vision 2025 and the sustainable development goals (SDGs).
The latter entailing the former Assurance of a competent supply of sustainable and eco-
friendly resources along with social inclusion depend on the very capacity of the
companies to invest in real capital by keeping up the transparency of their operations. But
if the financialization trend continues to encourage the preference for short-term
profitability over long-term development then certainly the realization of these goals
might be at stake. Thus, the discourse would be aimed to bridge the gap between the

corporate-level practices and the national development priorities.

International literature is the main source of this chapter which tries to compare the path
of Pakistan with global trends. The developed economies have already made
sustainability reporting a standard practice but the situation in emerging markets is quite
different as sometimes it is only a symbolic act rather than full-blown reporting.
Therefore, financialization is a global trend as well but the results of it differ along with
the development of financial markets and the regulation. However, the study has
highlighted the similarities and differences between the phenomenon of Pakistan and the
global trend by contrasting it with the latter. The developed countries commonly suffer
from the activists' pressure on the companies to provide more of the sustainability
information, while in Pakistan such local sources of pressures do not exist at all and the
only donors, like international ones, are more likely to place such expectations along with

the multilateral agencies, and the stock exchange.

The chapter is an orderly development of ideas. First of all, the researcher critically
looked at his findings in light of the limitations from stakeholder's expectations,
regulatory frameworks, and international best practices. Next, the text of the publication
tracks the impact of financialization on corporate strategies, placing special emphasis on

dividend policies, speculative financial investments, and debt structuring. The next
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objective is to evaluate whether the real accumulation of capital is profited for Pakistan
companies, thus defining the thrust of companies into asset accumulation, which would
contribute to the long-term process of economic growth. By ending, some discussion is
left for generalized spirituality surrounding policy and practical implications and
suggestive recommendations, from an application standpoint of view for business
managers and policymakers. The finale of this chapter includes limitations to the study

and future research avenues.

In short, the chapter five is the intellectual content of the thesis as it packages together
empirical, theoretical and contextual analyses. The players concerning the discussion of
sustainability reporting, financialization, and real capital accumulation of Pakistan result
in physical behaviors and development outcomes. From these discussions, the text
encourages corporate governance that could be more in line with national development

priorities and international sustainability objectives.

This study establishes a systemized empirical evidence-inplication of the hugely
significant importance of sustainability in Pakistan as an emerging country.
Manufacturing, a backbone to industrial development, economy-jobs, and export
competitiveness, is heavily impacted by resource scarcities, regulations and economic
volatility. Sustainability disclosure, in this context, ceases to become only a matter for
external shareholders. It transforms into a strategy that imbues the company with
endurance against market shocks, developing trust among stakeholders, and placing the
company deeper within global supply chains. Findings show that companies that
summon-out their ESG credentials in an open and frank manner tend to build a strong
internal governance structure earning a more assured long-term perspective in
investments. A well-founded governance, in reciprocity, paves the way for steadier actual

accumulation.

Study results indicate that sustainability reporting is a complicated tool that
overwhelmingly indicates company strength and commitment to the future—attributes
which have greater significance to the stakeholders: investors, creditors, and suppliers. In
a situation where the information available is so highly variable among players and
investor trust is usually underpinned by a fragile basis, greater transparency will render
the identities increasingly vague, thus making the investors' decision in the regard a

foregone conclusion. This is where the argument "sustainability reporting could offset the
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adverse consequences of financialization" becomes even more significant.
Financialization in Pakistan, as in other developing markets, often forces firms toward a
variety of short-term financial actions: high dividend pay-out, price speculations that all
contradict the very principle of investing in productivity enhancement. The fact of sum-
total outweighing the one-sided nature of the trend acts as the central argument for sayings

in corporate governance and industrial policy.

Even considering that a very important issue is that sustainability reporting should be
looked upon as a practice, not as a fixed outcome. The study suggested that through the
start of a report system, companies go through nurturing internal capacities: data systems
arise as responsive, accountability becomes a part of corporate culture, and cross-
departmental collaboration increases a great deal. The learning by these organizations
will in the long run bring about resource allocation and planning of a systematic and
strategic manner. This internal dynamic is probably why companies complying with
sustainability reporting are more likely to continue or increase capital expenditure, even

when they are financially constrained.

No doubt, in the bigger scheme of things, the national-level implications of this research
can't be underestimated. Pakistan is facing extreme ecological effects of climate change,
environmental degradation, and inefficiency in energy use as it fends off pressure from
the world to produce ethically. All firms, which do not get themselves organized for
structured reporting, will be deprived of export markets, lose investor interest, and grow
uncompetitive as international markets increasingly mandate sustainability disclosures.
The findings of the research point to the heightened urgency for the manufacturing sector
in Pakistan seeing sustainability reporting as a strategic economic necessity, not just a

mere compliance requirement.

The national significance of this study is paramount. Pakistan is in direct conflict with
various challenges such as severe climate risks, huge environmental degradation, energy-
consuming processes, and the establishment of global standards for ethical production.
The shift of global markets is near, where the only truth shall speak sustainability, and
any local enterprises not compliant with such a reporting system shall be at risk with no
access to export markets, low investor interest, and thereby, a competitive disadvantage.

Hence, the research findings echo with the need to integrate sustainability reporting into
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the manufacturing sector of Pakistan foremost not as a regulatory requirement but as a

strategic economic means.
5.2 Addressing Limitations

While seeking to enhance both empirical and conceptual perspectives, the present
analysis has some inherent constraints that must be considered in reading its some
conclusions and in recommending future research. The research is limited by its
constriction of the period of analysis to 2018 - 2022 a period which had rapid changes in
key macroeconomic variables, disruptions in worldwide supply chains and
macroeconomic normalcy after the pandemic. Although summarizing the findings in such
a setting is useful the findings cannot be generalized because the reaction of investments

to unstable periods may be quite different to that in ‘normal” economic conditions.

Moreover, the preceding hypothesis is limited for a variety of reasons that can only come
second after those related to the use of methodological materials. - All right, we all
understand, economic study based on annual reports, in as much as financial and also
social performance reporting is necessary, but the show should not go on as all firms and
industries within Pakistan have the same level of reporting skills. Differences in meeting
the information expectations of an average stakeholder in the company, given what is
already queued for the stakeholders, including the information that is of little or no link
to sustainability reporting if it exists. Even though a wide-ranging data cleansing and
verification framework was put in place to correct some of the problems raised, it is still
the case that very many of the previous studies that allow for disclosure variation had

problems of missing disclosure content altogether.

It further assumes that complex constructs, as financialization, sustainability reporting or
governance quality, can also be assessed through the proxy of these factors respectively.
It is worth noting that similar proxies are used in existing research, and have been tested
with positive results in the context of developing countries. But any such proxies do not
adequately capture complex phenomena. Likewise, even though the econometric
modelling applies PCSE and fixed-effects estimation to control for heteroscedasticity,
autocorrelation and cross-sectional dependence, it is not possible to completely eliminate
the possibility of endogeneity the sources of which may be reverse causality or omitted
time-varying variables. Therefore, the results are better understood as associations rather

than as causal relationships.
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Lastly, the research investigates publicly traded companies that are in the manufacturing
sector, this increases the internal validity of the research, while on the other hand, the
applicability of the results is restricted to certain service firms, certain SMEs, or
businesses with family ownership which are the most common factors in Pakistan's
economic setting. Such institutions tend to be subject to different regulatory, governance,
as well as reporting requirements which offers the suggestion that, the relationship
between sustainability, financialization, and investment is likely to be structured in

different ways outside the manufacturing domain.

Overall, all these challenges do not render the study useless but rather compel an
appreciation of the necessity for a qualitative research approach, a regional comparison
and in-depth examination of businesses in the context of such a study in the future. The
challenges are also clear in that corporations in Pakistan behave contextually as well and
should be one of the reasons why study on financialization, sustainability reporting and

real capital accumulation should continue to expand in these countries.
5.3 Theoretical Enrichment

With agency theory being the main explanatory frame in terms of corporate governance
outcomes, there are still rival theoretical frames that may better account for the
phenomena of corporate governance. For instance, Resource Dependency theory stresses
board composition as a means of gaining access to important external resources and
networks. Institutional theory states that governance practices are dictated of regulation,
culture, and social norms. Stakeholder theory highlights the implications for populations
that are broader than those recognized by shareholders, such as employees, communities,
and others. Future research should look to merge these perspectives for a complete picture

of governance mechanisms and their efficacy.
5.4 Practical and Policy Implications

The practical and policy implications suggested in this chapter are firmly based on the
estimated relationships that are both statistically and economically significant. The
analysis in Chapter 4 revealed that the most economically significant and stable impacts
on the accumulation of real capital come from financial payments, stock buybacks, and
holding of financial assets, as well as from social sustainability scores. These factors have

not only stable coefficients across different specifications but also non-trivial effect sizes
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when compared to the mean and standard deviation of ARC. On the other hand, the impact
of non-operating profits is not as clear, while the environmental scores show positive but
smaller and sometimes fewer stable effects. Governance scores, in general, are only
weakly or sporadically linked to real capital accumulation. The ensuing suggestions thus
prioritize variables that have both statistically and economically significant impacts,
whereas the environmental and governance-related findings are interpreted more

cautiously.

At the same time, this research is a plus not only for the management in the companies,
investors, government and academic circles in Pakistan, and mostly all other parties, in
changing governance practices, investments, and regulatory frameworks. The corporate
managers in that area can rest their certain action on the fact that close attention is to be
paid to the boardroom reforms through the selection of the right number of board
members, their diversity, and professional experience comprising also women’s
representation. The quality of boardroom meetings has to be developed through setting
the agenda in a systematic way, creating transparent decision-making frameworks and
increasing accountability, which will consequently lead to governance that is efficient
and even better oftentimes, and hence supporting the raising of the corporations’
performance. As for investors, companies with the strongest governance frameworks and
the highest internationalization of sustainability reporting engagement will be the main
target for investments, as they are linked to a better financial resilience level and a
performance in the long run, being thus the best option for investments. The researcher
has established for the policy-makers that their regulations are to be aimed at financial
and sustainability reporting as to transparency, uniformity, and accountability so that
companies use the international governance norms like that of the Global Reporting
Initiative (GRI) in their financial dealings which will in turn create confidence among the
investors and attract foreign direct investment into the country’s economy. Lastly, for the
scholars, the work creates a pathway towards further examination of areas such as
financialization, sustainability reporting integration, and real capital accumulation
especially when it comes to countries with emerging markets, where institutional
variations and cultural factors are the major determinants of corporate behavior. All this
is placed in the broad debate around corporate governance, financial sustainability, and
economic development in the case of the developing markets, particularly Pakistan that

needs improvement.
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In a practical perspective of the research, it is envisioned that manufacturing firms will
have sustainability reporting internalized into the framework of their management rather
than as an optional and peripheral activity. What also comes into consideration herein
thus is to inculcate in the internal data systems substantial improvements concerning the
sustenance. This necessitates identifying and strengthening the critical departments on
the sustainability teams, thus making them aware of the link between sustainability
investments and the company's regular ongoing operations, eventually leading to a
harmonious goal. Should companies primarily involved in capability building include
training in the metrics of sustainability, installation of monitoring systems rather digital,
and the implementation and utilization of international benchmarking? This preventive
measure will render companies more resilient against market pressures. It should also be
clear that companies from the export-driven industries such as textiles, sports,
pharmaceuticals, and surgical instruments, etc., must prove with a sound ranking in the
sustainability criteria of the international buyer whose business decisions increasingly
rest on the sustainability performance of the suppliers. Hence, that means that the process
of sustainability reporting becomes a must for every company to create an entry point,
allocate for especially severe market competition, and very much probably constitute a

kind of lock-in for its sustainable revenue for the long term.

The research led policy directions on Pakistan, recommending an all-inclusive review,
and harmonization of its complex regulations. In the transition from voluntary disclosure
of sustainability actions only, the SECP would be a leading driver of these requirements
by introducing them gradually whenever appropriate performance can easily be expected
in accordance with international norms like GRI and ISSB. Capital-constrained SMES vs.
their peers is the critical issue; possibly, some plans could be invited utilizing tier-wise
schemes—big firms accountable for more layers, while little-known players explore the
minimal obligations. An alternative might be to set up an entity such as the SBP in a
capacity that would facilitate leasers to vividly nudge initiatives on the sustainability front
and, therefore, make green investments more appealing by lowering borrowing costs,

adjusting credit risks, and effectively introducing sustainability-linked loans.

Sector-specific implications similarly carry a huge weight. For example, in the textile
industry, the stringent requirements of international buyers eventually force firms to apply
environmental compliance to labor practice standards. Thus, use of reports in the industry

will be supporters of cleaner production technologies and sustainable supply-chain
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management. For the cement and energy sectors, the first and second major carbon-
emitting industries, sustainability reporting may be a key step forward for their
consideration of investment either into energy-saving technology or low carbon
emissions, alternative fuels, and carbon-monitoring systems. In chemical and pharma
industries, maintaining report will, at the same time, provide a forewarning for the need
for meaningful thoughts on waste management, employee health and safety, and

environmental performance.

Another consequence that comes along with the above-mentioned one is the influence of
corporate boards. Companies that enjoy the presence of an independent board, ESG-
aware directors, and well-organized auditing committees are able to not only provide
high-quality reports but also to allocate their capital consistently. It is advisable for the
policymakers to make sustainability reporting training compulsory for the board members
and also to support the appointment of directors who are of sustainability focus. The
universities, professional bodies, and training institutes are invited to play their part in
this by providing the sustainability accounting, environmental finance, and corporate

governance specialized programs.

This matters more to the capital markets than we suppose. There is a growing trend in
sustainability information, where long-term investors are beginning to use this
information for risk management. The Pakistan Stock Exchange (PSX) will thus be faced
with a difficult choice, to require companies to make a sustainability presentation as part
of their listing conditions or for companies to be included in the sustainability ranks, or
such companies be ranked favourably where the performance of sustainability reporting
is deemed to be high. The first available option will create a continuous flow of market-
based incentives for companies fulfilling their desire to reveal more information about
themselves and, in the process, direct capital investments toward the enterprises that are
more transparent and ethical. Over time these processes should intermingle with a
business ecosystem that will not only provide financing but will also attract long-term
investments, as well as stability at the expense of short-termism promoted by

financialization.

In sum, the drive for the imposition of sustainability reporting is evident, consistently
spurred by the actions of civil society, media, and more progressive members of the

general public. As public awareness of environmental and governance issues grows, so



116

does demand for more transparency. The result is that stakeholder pressure mentioned
hitherto, progress in regulation, and, in time, company improvements create the basis for
positive feedback moving the country toward greater sustainable industrial growth.

5.5 Future Research Directions

Thus, this research is likely to provide a reassembling platform in terms of where one
would look for efficient and effective governance, financial performance, and
sustainability practice applications within the spectrum of that country directly. Option
one here could be further qualitative research, involving case studies and interviews;
which could well provide the researchers with highly righted insights into the cultural and
organizational factors from which governance practices have emerged, aspects that may
be conveniently ignored in a quantitative analysis perspective. Otherwise, comparative
studies between emerging economies and mature markets can clearly demarcate the
similarities and differences at the contextual level to draw good practices and reforms
imperative to the new, emerging economies. Further, temporal analyses would help gauge
the insidious long-distance impacts of governance reforms, external shocks, and
regulatory changes on the corporate performance so one can get a description of the

rolling market changes in governance structure over the time.

Country-specific studies are as well needed for the governance of important sectors such
as energy, technology, and manufacturing, the outcome of which should bring forth
sector-specific insights on how governance mechanisms adapt themselves to sector-
specific risks and opportunities. Joining up the threads-these twelve modules will be the
bestselling views of governance over time, and its effect on corporate sustainability,

financial soundness, and national/regional backwoods of Pakistan.

Sustainability reporting is becoming more of an indispensable part of having a responsible
corporate identity and future research directions might be centred on unfolding an
empirical study to understand sustainability reporting in different economic cycles and
regulatory change periods. At one level, it will be necessary to conduct a longitudinal
study which may show if the businesses have incorporated their perceptions toward
enhancement in company reporting for the long-term or, instead, they would simply
undermine them during the recession era by adopting sensational compliance through the
window of reporting. The other level of research might consider going qualitative,

possibly involving interviews with some corporate executives and policy makers to
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document the practices as well as motivations and challenges as these have led to

transition in company perception with respect to much of the reporting.

The issue of the new technologies like big-data analytics, Al, and blockchain being the
most sound and trustful sources of sustainability reporting is indeed a very interesting
one. The researchers can investigate ways digital platforms may work towards solving
issues of information disparity, making reporting more efficient, and giving continuous
support in monitoring the sustainability measures. Besides, cross-country studies in South
Asia can be very enlightening in terms of uncovering the role of the local institutions in
driving the sustainability performance of the countries sharing similar economic

development paths.

Moreover, the research may be concerned with the interaction of the corporate
governance factors and the firm ownership, political ties, and board composition with the
relationship between the financialization, sustainability reporting, and capital
accumulation. Alongside, the external sustainability assurance and ratings as well as the
global supply-chain requirements could be evaluated and analysed as the factors that are

affecting the firms' behaviours through the lines of pressure.
5.6 Contribution to Literature

This research enhances the corporate governance literature by empirical evidence from a
developing country, Pakistan that possesses very different cultural, regulatory, and
economic factors as compared to the others. It builds on previous research by combining
financialization, sustainability reporting, and corporate governance practices into a
synthesis that provides a multidimensional viewpoint of their interaction. Through the
unanticipated results and specificities, this research opposes the mainstream theories and

opens up the governance model debate for other situations to be different.

This study presents a strong basis of information applicable for policymakers,
practitioners, and scholars not only within Pakistan but more generally worldwide in the
field of corporate governance and financial performance. It indicates the vital role that
various governance mechanisms play in order to establish a positive relationship. The fact
that the study identifies one anomaly suggests the necessity for region-specific
interventions in the pursuit of promoting sustainability. In so doing, the study will also

make a significant contribution to helping out the world's other noble cause of
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establishing sustainability, given the potential linkages of principles paid to corporate

governance into the global landscape.

Besides, the research validates the existing methodological approaches by demonstrating
the practical application of panel-corrected standard errors (PCSE) and fixed-effects
modelling in areas with large cross-sectional variance and unstable institutions. The
application of these methods on a large, diverse dataset from Pakistan not only establishes
a methodological framework for the study of sustainability or financialization phenomena
in emerging markets but also encourages future researchers to adopt the same route.
Moreover, the study supplies an empirical-based model of sustainability that is modifiable

for use in other cities with similar infrastructures.

Furthermore, the research contributes to the discussion in academia on the topic of
sustainability reporting being one of the key factors in internal governance that ultimately
affects the decision of managers. This inner aspect gets less attention in the debate
comparing to the legitimacy of the company in the eyes of the public, yet it is very
important for the understanding of gradual changes taking place in the corporate world.
The research by doing so has united the previously disconnected domains of

organizational behaviour, corporate governance, and sustainability accounting.
5.6.1 Significance of the Study

This paper is a profound contribution to academic research and policy discussions, as it
is one of the few studies in empirical terms that provide an in-depth investigation into the
interaction between realities of sustainability reporting and financialization in real-
magical accumulation in the Pakistani manufacturing sector. Generally, the existing
international academic work confines its focus on single aspects and only a few studies
attempt to analyze the interrelationship between phenomena particular to certain
emerging markets where institutions are fragile, resources are limited, and there is ever-
constant institutional change (Arora and Hussain, 2021; Ali et al., 2017). As the largest
firm-level quantitative analysis conducted in Pakistan, the present study starts to fill a
significant gap by providing empirical evidence that a firm's commitment to sustainability
will impact real capital accumulation in any industry-it is most valuable for those
countries that are aspiring to a sustainable industrial future given the very essence of the

concept. Hence, transparency policies must be adopted by both academia and the
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government to increase information flows, encourage competition, and secure

sustainability in the long run.
5.6.2 Academic Contribution

The study makes paramount academic contributions. It did so by first uniting
sustainability reporting and financialization, two distinct types of research that combine
to one of the most vital parts of a picture about capital accumulation: that is so, an
empirical investigation on the relationship between these two factors and capitalism
production, which is a step forward in understanding the way in which financialization
interplay their companies' structures and disclosure processes in major corporate
decisions. Moreover, the study added to the already-existing body of literature that argues
that agency, stakeholder, and institutional theories fruitfully and forcefully explain the
behaviour of companies in developing countries (Barney, 1991; Basu & Palazzo, 2008;
Loannou & Serafeim, 2019). The study strengthens the theoretical body of work from
which future research will benefit, as it collects a unique set of empirical work over a
number of years detailing disclosures and financial measures of the manufacturing sector
in Pakistan. This necessarily constitutes the first effort to compile such a comprehensive
database. In the nutshell, the study will be a great addition to the knowledge base in South
Asian sustainable development by showing that sustainability reporting is a way to
counter the effects of financialization, thus sparking the financialization debate outside
the West.

5.6.3 Corporate Impact

The main point for management and boards is that firms which increase the transparency
of their sustainability reports, particularly the environmental and social aspects, are more
likely to invest in assets that can actually produce, for example, machinery, technology,
and operational improvements. This interpretation is at odds with the one given for the
case of emerging markets, where companies prioritize the impending financial gains over
the investing in long-term strategies (Aalbers, 2016). The more realistic insights such as
these tell the corporate leaders that the way to go is transparent reporting as it would not
only make them more credible but also reduce the information gap which would be the
ground for strong investor trust. When the environmental issues are made part of the
corporate strategy and governance the firm can possibly guard its long-term

competitiveness against regulators’ uncertainty, environmental liability, and hostile
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stakeholders. As a result, in addition to compliance with regulations, companies have a

strategic reason to incorporate sustainability into their core decision making processes.
5.6.4 Societal and Environmental Benefits

The outcome of the research has a great impact on the environment and it also has wider
effects on the whole society. Enhanced sustainability reporting mostly facilitates the
development of eco-friendly industries, since the resource-intensive sectors are the
primary sources of pollution, waste disposal and energy use that in turn, directly affect
the society (Azapagic & Perdan, 2000). By revealing the truth about environmental and
social performance, the corporations allow civil society, consumers, and neighbourhoods
to more accurately evaluate the company’s behaviour, thus increasing the public scrutiny.
Furthermore, the continuous drive to allocate resources to the modernizing of productive
assets usually comprises the use of eco-friendly technologies, the installation of energy-
efficient systems, and the improvement of workplace safety, all to the advantage of the
national development goals. E.qg., Pakistan is an example of a country that highly profits
from both, the growing transparency and the capital investment, especially since it has
major problems with environmental destruction and social injustice, which are quite
urgent. Thus, the dissertation states that sustainability reporting is not just a corporate

affair; it is a powerful influencer of society.
5.6.5 Policy Relevance

These findings have implications that shape policies adopted by government authorities
and regulators. A pivotal factor for the pressing need for sustainability reports is their
utility in regulating capital creation; subsequently, an argument becomes apparent in
terms of the acceptance of national reporting frameworks and the need for transitioning
building up to mandatory reporting norms. Hence, logically, the Securities and Exchange
Commission of Pakistan and the State Bank of Pakistan have the potential to guide
sustainable issues to the political domain, set up monitoring bodies, or perhaps harmonize
local laws with international standards. In addition, the implications have a
financialization dimension wherein firms cannot reinvest in their productive capacities.
The public sector could somewhat alleviate these problems by promoting good financial
policies, encouraging long-term investment through fiscal incentives and adding

sustainability criteria to their financial supervision controls. Therefore, this research could
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be a strong base for policies that would make the markets and industries greener and

richer at the same time.

5.6.6 Timeliness and Urgency

This study becomes in imperative, given the present economic crises in Pakistan-
economic stagnation, falling industrial production, high financial obligations, and global
socioenvironmental responsibility. The rising demand for reported sustainability is one
of the factors pushing Pakistani companies to raise their standards of reporting to get
competitive. It is the financialization momentum that is definitely working towards
diminishing the companies' power for long-term investment and hence the dire need to
know how the companies shall maintain a good balance between their corporate profit in
the short term and growth goals at large (Ali 2019). At the stage where the vendors,
officials, shareholders, and decision-makers are all groping thus for the right strategies to
steer away the industrial growth in terms not only of sustainability but also by knowledge
application, the study should be examined for the type of evidence it offers and to inform
national deliberations about transparency, governance, and future of the manufacturing

sector in Pakistan.

5.7 Recommendations

Based on the results presented so far, along with their economic implications, this section
provides specific and practical recommendations to not only business managers but
regulators, investors, and all interested parties. Furthermore, the study at issue is of
interactions that are both economically compelling and statistically strong, especially in
the case of finance transactions, share repurchases, financial statements, and social
sustainability performance. The environment and governance are dispassionately handled

here as if they are of rather weak and fragile consequences for the whole.

From the management's perspective, the research suggests that the real capital formation
in Pakistan's manufacturing sector is associated with three types of activities:
management of the financial structure and payments, financial assets management
combined with social engagement, and to some extent, environmental engagement. The
positive impact associated with finance and money, and financial assets also immaterially

to the economy, indicates that companies in sound financial condition, that fulfill their
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financial commitments, and that handle their financial assets properly are much likely to
sustain their investment in both tangible and intangible fixed assets. Not only the short-
term shareholder returns should be considered when assessing dividend and share
repurchase policies, but also the investment aspect should be made clear, by asking
whether such policies are likely to enhance cash flows and thus support long-term capital
investments rather than simply displacing them. The coefficient estimates provided in
Chapter 4 show that relatively small changes in these variables can result in significant
fluctuations in ARC relative to its mean, thus confirming that these are not only

statistically detectable but also economically significant channels.

The finding that holding financial assets is positively connected with the presence of real
capital in Pakistan suggests also that in the country’s unpredictably changing
macroeconomic condition, financial herbs can be both a source and an obstruction of
resource diversion rather than just being an obstruction. Managers might consider their
liquid and semi-liquid financial assets to be a part of a well-thought-out investment
strategy: if they are of the right size, they can keep the investment alive during bad times,
and so the excessive accumulation of financial assets might still be viewed as a company's
over-financialized attitude. Internal policies may therefore prescribe the minimum and
maximum amounts of financial assets that can be held and require the management to
assess the direct cost of holding financial assets versus the opportunity cost of not
investing in productive ventures regularly. Meanwhile, the substantial and visibly positive
impact of social sustainability scores economically and the more modest but positive role
of environmental performance suggest that sustainability reporting has already made an
investment profile more durable when it reflects underlying capabilities rather than
symbolic disclosure. Companies will thus be able to capitalize on the increased interest
of investors in sustainable businesses and goods as non-financial factors like social and
environmental ones become more deeply embedded in capital budgeting, supply chain
management, risk assessment, and performance evaluation rather than in just annual

compliance sustainability reporting.

An empirical consideration of finance through a positive relationship for Pakistani
financial payouts, buybacks, financial assets, and real capital accumulation suggests this
is likely to be productive investment under the prevailing institutional framework. It

suggests that the policy maker must adopt a hands-out policy with regard to rents from
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dividends, buybacks, or retirement of financial assets. All policies should instead point to
tax policies, financial controls, etc., which make speculation costlier and certain financial
practices such as capital formation as beneficial—including deductions in taxes on long-
term investments, the presence of preferential debt for firms with credible functioning
investment plans, and prudential limits set up to avoid overexposure to leverage and short-
term activities. Due to the adverse effects of the COVID-19 shock and major
macroeconomic swings, researchers have reasons through which predictions could not be
made because of several signs of any involvement during the study period which clearly
conveyed signals about these interrelations; their ongoing reform must consider enriching
the investment level, payout, and reporting standards in business during distinctive
periods of economic cycle.

Also, investors, civil society organizations, and other involved parties ought to consider
the implications of the study for their actions. The significant and economically relevant
relationship that connects social sustainability performance with capital accumulation
thereby sending the message to the investors that they can trust the companies'
comprehensive social and, to a lesser degree, environmental disclosures as informative
indicators of the company's readiness and ability to contribute to the productive base
through investments. To put it differently, large-scale investors are more likely to engage
in a process of bringing these signals into their investment trust-building and corporate
governance operations, thus making a distinction between the companies that provide a
lot of information on sustainability that is useful for decision-making and those that give
only superficial disclosures. Meanwhile, non-governmental organizations and local
communities will be able to more assertively demand improved social and environmental
disclosures, recognizing that their pressure may have an economic upside and thus
indirectly support real investment. The study also points out the weak and changing link
between governance ratings and investment, hence stakeholders should be tempted to
examine the boards' impact on investment and sustainability decisions, rather than view
formal governance ratings as the substance. Lastly, the fact that financialization in
Pakistan can lead to a reduction in productive investments only if certain conditions are
met has to change the expectations of the various stakeholders. The quantitative data
substantiating this research can prove to be helpful in creating the common ground for a

dialogue regarding the issue of financial returns versus real investment—thus
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synchronizing corporate decision-making with the long-term requirements of the

economy and society.
5.8 Overall Summary of the Thesis

The objective of this thesis is to determine how the aspect of sustainability reporting and
financialization affect the real capital accumulation in the manufacturing sector listed on
the stock exchange in Pakistan between the years 2018-2022. Based on the theories of
stakeholders, institutions, and the political economy of financialization, the research
focused on three key themes, which include; the prevalence and the depth of the practice
of sustainability reporting, how far financialization affects companies’ strategies, and
what is the relation of all these practices for real capital accumulation. Firm level panel
data is used together with the panel corrected standard errors (PCSE) framework to
account for heteroskedasticity, autocorrelation and cross-sectional dependence among
heterogeneous panels of firms. The analysis cantered on the aspects of financial
payments, non-operating profit, buybacks, financial assets and, the scores of

sustainability reporting on the environmental, social as well as governance aspects.

The empirical evidence shows that some of the variables of financialization such as
financial payments, buybacks and financial assets have a persistent and positive effect on
real capital accumulation. These findings imply that the ability of firms in Pakistan’s
institutional economic setup to reinvest funds in productive capital is associated with
strong financial health and active participation in the capital market. The return on non-
core activity portrays a quasi-paradox implying that such a source of income may support
or may not support the productive investments alluding to the particular firm and the
immediate circumstances. From a sustainability perspective, to a certain degree, social
and environmental reporting appear to enhance the accumulation of real capital because
the extent of the social and sustainability reporting is positively correlated with the
tendency to invest rather than respond to seasonal demand waves within firms.
Meanwhile, governance reporting lenses are rather weak and variable, given that most of

the governance activities in the given environment are synthetic and regulation oriented.

These findings have certain implications for the current literature on this subject. First of
all, the rarity of this contribution stems from the fact that this research provides numerical

examples from a developing country where the practice of accounting for sustainability
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is still at nascent stages, plugging the gap in the literature of developed countries. Second,
some interesting features are used to engage in the financialization discussion such as the
fact that financialization does not always result in the obliteration of productive
investment and in Pakistan, there is some financial indicator that shows relationship with
investment in productive capital. This does not support the assumptions of the so-called
developed countries. Third, this dissertation explains in an interdisciplinary manner the
roles devoted to different aspects of investment orientations of business entities and their
need for growth factors of a financial and nonfinancial character by means of practicing
both financialization and reporting. Such an approach simplifies the general
understanding of when and how sustainability reporting can actually facilitate real capital

accumulation in developing countries.

There is literature available in advanced economies that discusses the relations between
the accumulation of real capital and the rate of financialization in the society. However,
they such review studies do not call for popularly debated in the literature and this is why
the notions of financialization are sought to be more easily applicable, given that there
are not so many empirical cases revealing positive relationship between financial assets
and real investments. On the other hand, Pakistan is a developing economy where
financialization has taken place since long and even in a financialized environment, some
positive relationships between specific financial indicators and capital investments have
been noted. Specifically, the minority of financial indicators suggesting a possibility of
relationship crowding out has been considered in Pakistan, a country whose economic

structures differ from those of more developed ones.

Measures of sustainability reporting have been integrated to the financialization measures
within my framework. Given the contentious debates on the backlash against institutional
investors, this perspective is welcomed as it digs deep into understanding how company
characteristics related to these activities and what promotes capital investments.
Institutions promoting sustainability of investments through non-financial reports will
assist strengthen the activities of real investors towards investors in the developing
nations. As such, the relations of sustainability to the institutions' long-term preservation
of capital becomes more explicit. Especially and even in low-income regions and

successively economies, different associations in which development takes place when
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investible capital is discouraged, address the fact that filling up the gap is not the only

way in which development takes place.

The results of the study have a wide range of implications to practice and policy. The
findings constitute a strong justification for the management board and policymakers for
taking the direction of policy where sustainability reporting is much more than merely
regulatory compliance or executive decisions. Sustainable solutions either concerning the
environment or the society become very powerful when considered in the strategic
planning, investment appraisal, and risk management of these companies; thus, enhancing
mutual trust, reducing information asymmetries, and promoting sustainable investments.
The implications may demand an international direction and need to be geared into the
development targets within the country with such policy measures that encourage
sustainable practices, responsible and forward-looking investments, and which will check
the short-term speculative investments. To the investors and other varied audiences,
relevant research provides indications that suggest capital structure and sustainability
practices as pivotal signals of an organization's ability for real capital accrual in the long

term.

Similarly, it can be clearly seen that the thesis has major weaknesses that must be
appreciated for the analysis of its findings. The assessment is based on the five-year time
frame, with notable economic challenges within this period, and is secondary research
based on the analysis of annual reports of only the listed manufacturing companies. These
limitations imply that the findings must be taken within the context of the study and
without extrapolating to any other industry or country. However, economically, the PCSE
technique accounts for some standard difficulties pertinent to panel data and estimation;
nonetheless, there remains the concern of possibly having reverse causation and
concomitant endogeneity in this study. These are not the flaws of the study per se, rather
they qualitatively illustrate the objectives of the given paper, and they indicate future
research in a logical manner. Looking beyond the period up to 2022 and beyond,
introducing narratives in the form of arguments and/or narratives, addressing other sectors
or country studies and applying concrete behavioral/economic techniques are some of the

ways in which the work can offer and the conclusions can be validated.

On the whole, the present paper offers vigorous proof that manufacturing firms in

Pakistan do not employ sustainability reporting and financialization as mere buzz words
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that are hard to operationalize but rather as real forces paving the way for the investment
of resources into real capital accumulation. That being said, financialization comes with
the risk of excessive focus on short-term returns and is thus detrimental in the long run.
However, under certain circumstances, it promotes investment in cases where its
application is supported by effective sustainability measures and the necessary
institutions. In this regard, the thesis elucidates the above-mentioned phenomena in an
environment where data is scant, and institutions are still in the process of development
and change. As such, it presents the potential for academic discussion and practical
grounds for encouraging corporate finance and sustainability-oriented governance in

economic growth.
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