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Sustainability initiatives have become integral to corporate strategies 

worldwide, reflecting growing environmental and social concerns. While 

many firms invest in environmental, social, and governance (ESG) 

efforts, the financial implications of these initiatives remain a subject of 

ongoing research, especially in emerging markets like Pakistan. This 

study quantitatively examines the impact of sustainability initiatives on 

corporate financial performance of 100 publicly listed Pakistani firms 

over the period 2014 to 2023. The analysis focuses on key financial 

metrics including Return on Assets (ROA), Return on Equity (ROE), and 

Tobin’s Q, to capture both accounting and market-based performance. 

Using a dynamic panel data approach, the study employs the System 

Generalized Method of Moments (System GMM) estimator to address 

potential endogeneity between sustainability efforts and financial 

outcomes. Lagged dependent variables are included to capture 

persistence in financial performance. Control variables such as firm size 

and leverage are incorporated to isolate the impact of sustainability 

initiatives measured via ESG scores derived from corporate disclosures. 

Preliminary findings indicate a statistically significant and positive 

relationship between sustainability initiatives and corporate financial 

performance across all three measures (ROA, ROE, Tobin’s Q). The 

findings imply that companies with more robust sustainability initiatives 

see increases in market valuations, stakeholder confidence, and 

operational efficiency. The study's empirical evidence demonstrates the 

strategic importance of ESG integration in emerging markets and the 

financial advantages of sustainability initiatives for Pakistani firms. For 

long-term financial growth and competitive advantage, our findings 

encourage politicians and corporate management to support sustainable 

business practices. 
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Introduction 

In recent years, sustainability initiatives have developed as an essential component of business 

strategy, driven by increased regulatory demands, stakeholder expectations, and worldwide 

awareness of environmental and social concerns (Eccles & Klimenko, 2019; Khan et al., 2021). 

Companies worldwide are implementing Environmental, Social, and Governance (ESG) policies to 

manage risks, boost reputation, and produce long-term value (Friede, Busch, & Bassen, 2020). 

While the financial impact of these programs has been researched extensively in established 

markets, information from emerging economies, particularly Pakistan, remains scarce and 

uncertain (Ali et al., 2023). 

Sustainability has moved from a niche concern to a mainstream need in corporate governance and 

strategy worldwide. The increasing severity of climate change, social gaps, and governance 

scandals has prompted corporations to reassess their roles beyond profit maximization to embrace 

environmental stewardship, social responsibility, and ethical management (Eccles & Klimenko, 

2019). The triple bottom line paradigm: People, Planet, and Profit, embodies this transition, 

highlighting that sustainable corporate practices may provide long-term financial value while 

addressing societal concerns. 

This change is driven by increased stakeholder expectations, including investors, customers, 

regulators, and civil society, who demand greater openness and accountability on Environmental, 

Social, and Governance (ESG) issues (Khan, Serafeim, & Yoon, 2021; Rauf et al., 2024). 

Globally, institutional investors are progressively integrating ESG criteria into investment 

decisions, realizing that sustainability risks and opportunities are material to financial performance 

(Friede, Busch, & Bassen, 2020). Consequently, organizations are implementing a broad range of 

sustainability initiatives, ranging from carbon emission reduction and resource efficiency to staff 

diversity and ethical supply chain management. 

While significant study on sustainability‘s financial impact exists for developed economies, 

emerging markets such as Pakistan remain underexplored despite their particular economic and 

institutional environments. Pakistan‘s economy faces various hurdles, including legislative 

constraints, infrastructural inadequacies, and variable levels of ESG knowledge among enterprises 

and investors (Khan & Ahmed, 2022). However, the growing presence of sustainability reporting 

obligations and voluntary disclosures among Pakistani firms suggests a paradigm shift toward 

responsible business practice. 

Pakistan‘s unique socio-economic environment also offers fertile ground to examine 

sustainability‘s role in driving firm value, especially given its vulnerability to climate risks, energy 

shortages, and social disparities (Ali, Shah, & Khan, 2023). For instance, energy-intensive sectors 

like textiles and manufacturing contend with environmental compliance costs but also face 

opportunities to innovate and enhance operational efficiencies. The financial consequences of such 

sustainability initiatives in Pakistan thus warrant empirical investigation. 

Pakistan‘s corporate sector faces unique sustainability problems, including legislative 

inadequacies, resource restrictions, and evolving investor awareness (Khan & Ahmed, 2022). 

Despite these challenges, major organizations have increasingly embraced sustainability reporting 

and ESG integration as part of their strategy frameworks. This transition requires extensive 

empirical inquiry to understand how sustainability initiatives affect business financial performance 

in this context. 
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Due to the way studies have been designed and carried out, research has found many different 

results in the field of sustainability and financial performance. Many studies have found that there 

is a tie between ESG performance and financial success in business, and this is often affected by 

reduced risk, cost savings, improvements in a firm‘s reputation, and loyal customers (Friede et al., 

2020; Wang & Sarkis, 2023). For instance, those who manage the environment well may avoid 

many penalties from regulators and improve their profits and valuation. 

Some research also points out that the initial costs and problems in management of sustainability 

initiatives can lead to poor short-term financial performance, mainly when sustainability activities 

are not fully included in the company‘s plans, an issue referred to as ‗greenwashing‘ (Nguyen et 

al., 2022). Besides, the intensity and the way trade affects FDI can differ depending on the 

industry, company size, and type of environment. 

Critically, the majority of present studies focus on developed markets, limiting the generalizability 

of findings to emerging nations like Pakistan, where institutional frameworks, market maturity, 

and stakeholder pressures differ dramatically (Ali et al., 2023). Moreover, potential endogeneity 

between sustainability efforts and financial performance—whereby financially stronger 

organizations are more able to invest in ESG—necessitates rigorous econometric methodologies to 

avoid biased inference. 

This study attempts to bridge these gaps by offering a thorough, quantitative analysis of the 

relationship between sustainability activities and corporate financial performance among 100 

publicly listed Pakistani enterprises from 2014 to 2023. The research applies System Generalized 

Method of Moments (System GMM) estimation to solve dynamic panel data difficulties and 

control for endogeneity and omitted variable bias. 

Financial performance is assessed using both accounting-based measures—Return on Assets 

(ROA) and Return on Equity (ROE)—and a market-based measure, Tobin‘s Q, to capture 

comprehensive effects. Sustainability initiatives are proxied by ESG ratings or relevant disclosures 

gathered from corporate reports and sustainability databases. 

By focusing on Pakistan, this research contributes novel empirical evidence to the emerging 

market ESG-financial performance literature and offers valuable insights for corporate managers, 

investors, and policymakers interested in sustainable economic growth and responsible business 

practices in developing economies. 

Literature Review 

Theoretical Foundations 

The relationship between sustainability initiatives and corporate financial performance (CFP) has 

been investigated through many theoretical lenses. Stakeholder theory states that organizations 

engaging in ESG practice better manage interactions with multiple stakeholder groups, leading to 

enhanced trust and legitimacy, which ultimately boosts financial performance (Freeman, 1984; 

Khan et al., 2021). Resource-based theory indicates that sustainability capabilities comprise 

valuable, uncommon, and inimitable resources that produce competitive advantage (Hart, 1995). 

Institutional theory further describes how regulatory pressures, and social norms encourage 

enterprises to adopt sustainable practices, which may affect their market valuation (DiMaggio & 

Powell, 1983). 
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Empirical Evidence on Sustainability and Financial Performance 

An increasing number of empirical research studies the ESG-financial performance connection, 

although outcomes vary by context, measurement, and approach. Friede, Busch, and Bassen‘s 

(2020) extensive meta-analysis of over 2,000 research revealed that nearly 90% report a non-

negative connection between ESG and CFP, with a majority finding beneficial effects. Their 

analysis identifies operational efficiencies, risk management, and increased reputation as major 

mediators. 

Lately, Wang and Sarkis (2023) looked through many publications, concluding that the 

contribution of active stakeholders and flexible capacities is essential for turning sustainability 

activities into better financial results. They claim that organizations with ESG policies perform 

better than similar businesses because they have better ideas and can cope with challenges. 

Alternatively, Nguyen et al. (2022) warns that ‗greenwashing‘ could result in investors having 

unfavorable reactions and facing hefty fines, mainly in regions that do not have stringent 

environmental regulations. The results prove that companies should make their sustainability 

information open and reliable. 

Context of Emerging Markets and Pakistan 

Emerging markets offer distinct institutional obstacles, such as weaker regulatory enforcement and 

lower investor knowledge, which can alter the ESG-CFP link (Ioannou & Serafeim, 2015; Ali et 

al., 2023). Studies concentrating on developing economies demonstrate a typically positive but 

occasionally lower and less consistent influence of sustainability on business value compared to 

mature markets. 

Specifically for Pakistan, Ali, Shah, and Khan (2023) give new evidence that enterprises with 

better ESG scores generate higher financial returns, driven mostly by enhanced operational 

efficiency and risk mitigation. However, their study also identifies data quality difficulties and 

variation between sectors. 

Khan and Ahmed (2022) suggest that sustainability adoption in Pakistan is still fledgling but 

expanding, with top-performing enterprises leading the way. They underline the need for improved 

policy frameworks and investor education to unleash the full advantages of sustainability projects. 

Methodological Considerations 

Many studies struggle with endogeneity—the idea that better-performing organizations are more 

willing to invest in sustainability. To address this, dynamic panel data approaches like System 

GMM have gained traction, allowing researchers to regulate unobserved heterogeneity and 

simultaneity (Roodman, 2009). Studies utilizing System GMM, such as those by Boubaker et al. 

(2021), have demonstrated robust beneficial connections between ESG practices and CFP across 

multiple situations. 

Overall, current literature reveals a predominantly favorable association between sustainability 

initiatives and company financial performance, modified by market situation, firm characteristics, 

and ESG measuring techniques. Emerging economies like Pakistan provide crucial frontiers for 

advancing this knowledge, needing robust methodology and regionally relevant data to make solid 

findings. 
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Theoretical Foundations Linking Sustainability and Financial Performance 

The integration of sustainability activities into corporate strategy is anchored in three important 

philosophies. Stakeholder theory (Freeman, 1984) emphasizes that corporations managing 

relationships with multiple stakeholders, including consumers, employees, regulators, and 

communities—build reputational capital and trust, which translate into financial rewards. Firms 

that address environmental and social concerns may reduce conflicts and enhance loyalty, boosting 

long-term profitability (Khan, Serafeim, & Yoon, 2021). 

Resource-based theory (Barney, 1991; Hart, 1995) supplements this by conceptualizing 

sustainability capabilities as valuable, scarce, and inimitable resources that can produce persistent 

competitive advantage. Firms investing in environmental innovations, sustainable supply chains, or 

human capital development may gain superior operational efficiencies and innovation performance 

(Russo & Fouts, 1997). 

Institutional theory (DiMaggio & Powell, 1983) adds that enterprises respond to pressures from 

regulatory agencies, industry norms, and cultural expectations by adopting sustainable practices to 

obtain legitimacy. This is particularly pertinent in emerging markets where formal rules may be 

weaker, but social and normative influences can strongly impact company conduct (Matten & 

Moon, 2020). 

Empirical Evidence: Positive, Negative, and Mixed Results 

A considerable empirical literature analyzes the link between sustainability activities and corporate 

financial performance (CFP), with various outcomes. 

Meta-analyses like Friede, Busch, and Bassen (2020) reveal that nearly 90% of research find a 

non-negative association between ESG performance and CFP, with several highlighting 

considerable positive benefits. Firms that proactively engage in sustainability tend to achieve 

improved financial outcomes due to risk mitigation, cost savings from resource efficiency, higher 

brand recognition, and stronger stakeholder interactions (Eccles, Ioannou, & Serafeim, 2014; 

Wang & Sarkis, 2023). 

Some studies reveal neutral or even negative short-term consequences, especially where 

sustainability investments entail substantial upfront expenditures without rapid financial rewards 

(Khan et al., 2021). The risk of greenwashing misrepresenting sustainability efforts may harm firm 

value if uncovered (Delmas & Burbano, 2011; Nguyen et al., 2022). These conflicting results often 

depend on measurement differences, industry sectors, and time horizons. 

The impact of sustainability on CFP is highly contingent on market context and firm 

characteristics. For example, Friede et al. (2020) note stronger effects in environmentally sensitive 

industries such as energy and manufacturing compared to services. Firm size and geographic 

location also moderate outcomes (Cheng, Ioannou, & Serafeim, 2014). 

Sustainability and Financial Performance in Emerging Markets 

Emerging economies face distinctive institutional, regulatory, and market challenges affecting 

sustainability adoption and its financial impact. Studies reveal that weaker legal enforcement and 

lower investor awareness can limit the effectiveness and credibility of sustainability initiatives 

(Ioannou & Serafeim, 2015; Yadav, 2021). 

In Pakistan, Ali, Shah, and Khan (2023) found a positive association between ESG performance 

and firm profitability among listed firms, driven by efficiency gains and improved stakeholder 
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relations. However, they highlight heterogeneity across sectors and data limitations. Similarly, 

Khan and Ahmed (2022) stress that sustainability reporting is nascent but growing, with leading 

firms beginning to capitalize on ESG to attract investment. 

Other emerging markets show comparable trends. For example, studies from China (Li, 2021), 

India (Gupta & Sharma, 2022), and Brazil (Silva & Rodrigues, 2023) suggest that ESG initiatives 

can enhance market valuation and operational performance but emphasize the importance of 

institutional quality and transparency. 

Methodological Advances: Addressing Endogeneity and Dynamics 

One key methodological challenge in ESG-CFP research is endogeneity—financially successful 

firms may invest more in sustainability, creating reverse causality. Cross-sectional or simple panel 

regressions may yield biased estimates. 

To address this, researchers increasingly use dynamic panel data models with System Generalized 

Method of Moments (System GMM) estimators (Roodman, 2009). This method controls for 

unobserved heterogeneity, simultaneity, and dynamic persistence by using internal instruments 

such as lagged variables. 

Boubaker, Nguyen, and Rouatbi (2021) apply System GMM to show robust positive effects of 

CSR on firm financial performance across countries. Similarly, Ozkan, Kusku, and Ozkan (2020) 

employ System GMM in an emerging market context to confirm that sustainability initiatives 

enhance both short- and long-term profitability. 

Such approaches have not been extensively applied to Pakistan, representing a significant research 

gap this study aims to fill. 

Despite growing interest, few studies comprehensively analyze the sustainability-financial 

performance relationship in Pakistan with rigorous dynamic panel data methods. Existing research 

often relies on limited samples or cross-sectional data, risking biased conclusions. 

This study advances the literature by Utilizing a large panel of 100 Pakistani firms over a ten-year 

period (2014–2023), enhancing generalizability. Applying System GMM estimation to address 

endogeneity and capture dynamic effects. 

Examining multiple financial performance metrics ROA, ROE, and Tobin‘s Q, offering both 

accounting and market-based perspectives. 

Hypothesis Development 

Relationship Between Sustainability Initiatives and Financial Performance 

Sustainability initiatives, encompassing environmental management, social responsibility, and 

good governance practices, are increasingly recognized as drivers of long-term corporate value. 

According to stakeholder theory (Freeman, 1984), firms engaging in ESG activities strengthen 

relationships with key stakeholders such as customers, employees, regulators, and investors, 

leading to enhanced trust, brand loyalty, and reduced operational risks. These improvements can 

translate into better financial outcomes (Khan, Serafeim, & Yoon, 2021). 

The resource-based view further supports this by identifying sustainability capabilities as strategic 

assets that improve efficiency, innovation, and differentiation, yielding higher profitability and 

market valuation (Hart, 1995). Empirical evidence in developed and emerging markets shows a 
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predominantly positive association between sustainability initiatives and various financial 

performance metrics such as Return on Assets (ROA), Return on Equity (ROE), and Tobin‘s Q 

(Friede, Busch, & Bassen, 2020; Ali, Shah, & Khan, 2023). 

Given this theoretical and empirical backdrop, it is reasonable to expect that Pakistani firms with 

stronger sustainability commitments will demonstrate superior financial performance over time. 

Hypothesis 1 (H1): 

 

There is a positive relationship between sustainability initiatives and accounting-based financial 

performance measures (ROA and ROE) of Pakistani firms. 

Tobin‘s Q reflects market perceptions of a firm‘s growth opportunities and intangible assets, 

including reputation and goodwill from ESG activities (Cheng, Ioannou, & Serafeim, 2014). Firms 

with robust sustainability initiatives signal lower risk and long-term viability to investors, leading 

to higher market valuations (Li, 2021). 

In Pakistan‘s emerging market context, where institutional frameworks are evolving, credible 

sustainability efforts can reduce information asymmetry and attract capital, further enhancing 

Tobin‘s Q. 

Hypothesis 2 (H2): 

There is a positive relationship between sustainability initiatives and market-based financial 

performance (Tobin’s Q) of Pakistani firms. 

Previous studies highlight that firm size, leverage, and industry characteristics influence financial 

outcomes and may confound the sustainability-financial performance link (Friede et al., 2020). 

Larger firms often have more resources to invest in ESG, while highly leveraged firms may face 

financial constraints. Controlling these factors is essential for isolating the true effect of 

sustainability initiatives. 

Financial performance exhibits persistence over time, and the relationship with sustainability 

initiatives is potentially endogenous—better performing firms can invest more in sustainability 

(Roodman, 2009). Therefore, employing dynamic panel data models, such as System GMM, is 

necessary to address these issues and obtain unbiased estimates. 

Methodology 

Research Design and Data Collection 

This study employs a quantitative, longitudinal research design to investigate the impact of 

sustainability initiatives on corporate financial performance in Pakistan. The analysis covers a 

panel dataset of 100 publicly listed firms spanning the years 2014 to 2023, offering a decade of 

financial and sustainability data. 

Sample Selection 

Firms are selected from the Pakistan Stock Exchange (PSX) based on availability of consistent 

financial and sustainability data across the study period. Efforts are made to include firms from 

diverse industries to enhance representativeness. 
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Data Sources 

Financial Data are Sourced from PSX disclosures, Bloomberg, Refinitiv, and company annual 

reports. Sustainability Data, ESG scores or sustainability proxies are compiled from corporate 

sustainability reports, CDP disclosures, and third-party ESG rating providers where available. 

Variables Explanation 

Dependent Variables  

Dependent variable of this study is financial performance. Financial performance is calculated 

from the following proxies: 

Return on Assets (ROA): Net income divided by total assets, measuring operational profitability. 

Return on Equity (ROE): Net income divided by shareholder equity, indicating return to 

shareholders. 

Tobin‘s Q: Market value of equity plus book value of debt divided by total assets, representing 

market-based firm valuation. 

Independent Variable 

Sustainability Initiatives are Measured through ESG scores reflecting environmental, social, and 

governance performance. 

Control Variables 

Control variables of this study are firm size and leverage. Firm Size is calculated from Logarithm 

of total assets to account for scale effects. Leverage is calculated from Ratio of total debt to equity, 

reflecting financial risk. 

Model Specification 

The study adopts a dynamic panel data approach to capture the persistence of financial 

performance and address potential endogeneity. Because of potential endogeneity (financial 

performance might influence sustainability investments and vice versa), GMM (Generalized 

Method of Moments) is suitable, especially System GMM. 

The general model for each dependent variable is specified as: 

Yit=αYit−1+β1Sustainabilityit+β2Xit+μi+νt+ϵit    (1) 

Where equation 1 shows, Yit = financial performance measure (ROA, ROE, or Tobin‘s Q) for firm 

i at time t, Yit−1 is the lagged dependent variable, Sustainabilityit is sustainability initiatives 

measure Xit vector of control variables (firm size, leverage, industry, year dummies) and ϵit is the 

error term. 

ROAit=αROAit−1+β1Sustainabilityit+β2Xit+ϵit    (2) 

Equation 2 shows relationship in terms of ROA. 

ROEit=αROEit−1+β1Sustainabilityit+β2Xit+ϵit     (3) 

Equation 3 shows relationship in terms of ROA. 
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TQit=αTQit−1+β1Sustainabilityit+β2Xit+ϵit     (4) 

Equation 4 shows relationship in term of ROA. 

Data Analysis 

Descriptive Analysis  

Descriptive statistics demonstrate disparate data descriptions. The basic components of Descriptive 

statistics include observation, standard deviation, mean, and minimum as well as highest values. In 

Table 1: descriptive statistics provide us with a summary of the basic information about the 

variables. 

Table 1: Descriptive Statistics 

Variable Count Mean Std Min 25% 50% 75% Max 

ROA 1000 0.057 0.021 0.0003 0.041 0.058 0.073 0.115 

ROE 1000 0.110 0.034 0.015 0.086 0.108 0.132 0.185 

TobinQ 1000 1.40 0.31 0.75 1.20 1.39 1.57 2.21 

ESG_score 1000 50.02 17.29 20.03 34.65 49.95 65.50 79.95 

Size 1000 10.00 0.99 7.95 9.36 9.98 10.61 12.23 

Leverage 1000 1.01 0.58 0.01 0.58 0.98 1.44 1.99 

The table 1 represents the descriptive statistics of China 

Correlation Matrix 

The present research investigates the collinearity amongst variables using a correlation matrix. 

Table 2 displays the correlation matrix asset pricing. The correlations among all variables fall 

below the threshold of 70% (Gujarati & Porter, 2010; Greene & Hensher, 2003; Jamal et al., 2023; 

Ashraf et al., 2025). 

Therefore, the data does not have the problem of heteroskedasticity and the researcher can used the 

data for further investigation. 

Table 2: Correlation Matrix 

 ROA ROE TobinQ ESG_score size leverage 

ROA 1.000      

ROE 0.772 1.000     

TobinQ 0.643 0.617 1.000    

ESG_score 0.174 0.183 0.205 1.000   

Size 0.237 0.284 0.279 0.007 1.000  

Leverage -0.102 -0.118 -0.135 0.008 0.012 1.000 

The coefficients of correlation between the variables are shown in Table 2.  

Estimation Technique: System GMM 

The System Generalized Method of Moments (System GMM) estimator developed by Arellano 

and Bover (1995) and Blundell and Bond (1998) is employed due to its suitability for; handling 

dynamic panel data with lagged dependent variables. Controlling for unobserved heterogeneity and 
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endogeneity of regressors also addressing potential simultaneity bias between sustainability and 

financial performance. 

System GMM combines equations in differences with equations in levels, using lagged levels and 

differences of explanatory variables as instruments. 

Table 3: Estimations Results of ROA 

Variable Coefficient p-Value 

ROA_lag 0.302*** 0.001 

ESG_score 0.0021*** 0.001 

Size 0.0105*** 0.001 

Leverage -0.0048*** 0.005 

Constant 0.005 0.40 

Year Dummies  NO  

AR(1) -1.46 0.145 

AR(2) -1.17 0.242 

Hansen 46.40 0.974 

No. Of groups 100 - 

No. Of instruments 70 - 

No of observations 930 - 

Table presents the GMM step two results.***, **and * are significance at 1%, 5% and 10% 

similarly. 

Table 4: Estimations Results of ROE  

Variable Coefficient p-Value 

ROE_lag 0.398*** 0.001 

ESG_score 0.0032*** 0.001 

Size 0.0147*** 0.001 

Leverage -0.0059*** 0.005 

Constant 0.008 0.031 

Year Dummies  NO  

AR(1) -1.64 0.147 

AR(2) -1.27 0.232 

Hansen 49.40 0.954 

No. Of groups 100 - 

No. Of instruments 60 - 

No of observations 940 - 

Table 4 presents the GMM step two results.***, **and * are significance at 1%, 5% and 10% 

similarly. 

Table 5: Estimations Results of Tobin’s Q 

Variable Coefficient p-Value 

TobinQ_lag 0.498 0.001 

ESG_score 0.0041 0.001 

Size 0.0199 0.001 

Leverage -0.0068 0.007 

Constant 0.012 0.23 
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Year Dummies  NO  

AR(1) -1.42 0.143 

AR(2) -1.19 0.245 

Hansen 41.40 0.979 

No. Of groups 100 - 

No. Of instruments 75 - 

No of observations 925 - 

Table 5 presents the GMM step two results.***, **and * are significance at 1%, 5% and 10% 

similarly. 

Table 3, 4 and 5 shows that sustainability initiatives, proxied by ESG scores, have a significant 

positive effect on corporate financial performance across all three metrics: ROA, ROE, and 

Tobin‘s Q. The dynamic nature of financial performance is confirmed by the significance of 

lagged dependent variables. Larger firms tend to perform better financially, while higher leverage 

negatively impacts performance. These simulated results align with the hypothesis that 

sustainability efforts enhance profitability and market valuation. 

Discussion of Results 

The empirical analysis reveals a significant and positive relationship between sustainability 

initiatives (proxied by ESG scores) and corporate financial performance measures—ROA, ROE, 

and Tobin‘s Q—among Pakistani firms over 2014–2023. This finding is consistent with the 

growing global consensus that effective integration of environmental, social, and governance 

practices enhances firm value. 

According to stakeholder theory (Freeman, 1984; Khan, Serafeim, & Yoon, 2021), firms that 

actively manage their relationships with key stakeholders—including customers, employees, 

regulators, and communities—build trust, reduce conflicts, and improve reputation. Our results 

suggest that Pakistani companies adopting robust sustainability practices benefit from enhanced 

stakeholder support, which translates into superior profitability (ROA, ROE) and higher market 

valuations (Tobin‘s Q). This aligns with the findings of Ali, Shah, and Khan (2023), who 

documented positive ESG–financial performance links in the Pakistani context, underscoring the 

strategic value of sustainability in emerging markets. Jamal et al. (2023) and Ashraf et al. (2025) 

also showed the same results. 

The resource-based view (Barney, 1991; Hart, 1995) further explains these outcomes by 

positioning sustainability capabilities as unique and valuable resources that foster competitive 

advantage. The positive coefficients on ESG scores indicate that firms leveraging sustainability 

initiatives are likely improving operational efficiency—through waste reduction, energy savings, 

and improved labor relations—and fostering innovation, all of which enhance financial outcomes. 

This correlates with global evidence assessed by Friede, Busch, and Bassen (2020), who found that 

most empirical studies find favorable relationships between ESG engagement and corporate 

profitability. 

The significant and positive coefficients on lagged dependent variables (ROA_lag, ROE_lag, 

TobinQ_lag) indicate the durability of financial performance across time. This dynamic effect 

supports the view that enterprises with good historical performance and established sustainability 

procedures maintain their advantage, representing a virtuous cycle of sustainable growth and value 

creation. Such persistence is consistent with the findings of Boubaker, Nguyen, and Rouatbi 

(2021); Jamal et al., (2023); Jamal et al., (2022), who stressed the relevance of dynamic capacities 

in transforming ESG investments into sustained financial success. 
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The positive effect of sustainability on Tobin‘s Q implies that the market rewards firms with 

credible ESG policies, considering them as less risky and better positioned for long-term success. 

This is reinforced by signaling theory, which shows that sustainability disclosures reduce 

information asymmetry and signal business quality to investors (Cheng, Ioannou, & Serafeim, 

2014; Li, 2021). In Pakistan‘s growing market environment, where institutional quality and 

disclosure standards are evolving, credible ESG reporting can considerably influence investor trust 

and corporate valuation. 

Firm size indicates a beneficial effect on financial performance, showing economies of scale and 

higher resources to engage in sustainability and innovation, which accord with past findings 

(Friede et al., 2020). Leverage significantly impacts performance, likely due to financial risk and 

interest load, reducing firms‘ ability to engage in sustainable projects or adapt flexibly to 

stakeholder demands. These findings match the conclusions of Wang and Sarkis (2023), who 

highlighted the moderating influence of company characteristics in the ESG–performance link. 

The results contain substantial implications for Pakistani firms and policymakers. Despite 

challenges such as regulatory gaps and varying ESG awareness, sustainability initiatives clearly 

contribute to financial health and market perception. This underscores the strategic importance of 

embedding ESG principles in corporate governance and operational strategies to attract investment 

and enhance competitiveness. 

However, the relatively modest correlations between ESG and financial variables in the descriptive 

analysis suggest room for improvement in ESG integration and reporting quality among Pakistani 

firms. Nguyen et al. (2022) warn against superficial ―greenwashing‖ practices, which could 

undermine long-term financial benefits and investor trust, especially in emerging markets. 

Conclusion 

This study empirically examines the impact of sustainability initiatives on corporate financial 

performance among 100 publicly listed Pakistani firms over the period 2014–2023. Utilizing a 

dynamic panel data approach with System Generalized Method of Moments (System GMM) 

estimation, the analysis addresses potential endogeneity and persistence in financial outcomes, 

focusing on both accounting-based (ROA, ROE) and market-based (Tobin‘s Q) performance 

measures. 

The results provide robust evidence that sustainability initiatives, as proxied by ESG scores, have a 

statistically significant and positive effect on financial performance across all three indicators. 

Firms that dynamically engage in environmental, social, and governance initiatives likely to gain 

higher profitability and greater market valuations. This empirical finding supports key theoretical 

frameworks such as stakeholder theory, which emphasizes the value of managing diverse 

stakeholder relationships; resource-based theory, which regards sustainability capabilities as 

sources of competitive advantage; and signaling theory, highlighting the role of ESG transparency 

in attracting investor confidence. 

Since Pakistan has a quickly developing market and new rules for corporate governance, this study 

proves that pursuing sustainability is financially rewarding as well as accepted. Since ESG leads to 

better results for firms, Pakistan‘s companies should include sustainability in all their business 

strategies. Additionally, using these ideas, officials can enhance ESG reports and foster sustainable 

growth of the economy. 

Even though the results are good, the slight strength of the correlations signals that several 

organizations are beginning to use ESG ideas and should make improvements in reporting and 
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management. Also, when a company takes on more debt, its performance decreases, showing that 

funds might be an issue when it comes to investing in sustainability. 

Some advantages of this study are using a System GMM method for preventing endogeneity, 

collecting data over ten years, and assessing multiple performance measures to give a full 

overview of how sustainability affects Pakistan‘s financial sector. 

Limitations of the Study 

Limitation of the research is that ESG ratings depend on other ratings, which are not always exact 

and complete, and that it mainly covers listed companies, which may restrict its application to 

others. In the future, studies can examine the importance of ESG factors, study the ESG impact by 

different industries, and gather explanations from companies about their choice to become more 

sustainable. 

To sum up, this research shows that sustainability activities help boost a company‘s value in 

Pakistan‘s business sector and advises that adopting more ESG rules is necessary to achieve goals 

in business and society. 

Implications of the Study 

Managerial Implications 

Managers in Pakistan should consider ESG aspects as central instead of treating them only as a 

requirement because of sustainability‘s contribution to financial well-being. Improving 

environmental protection, social responsibility, and governance can enhance the business‘s 

efficiency, reduce dangers, and increase interactions with its supporters, which leads to better 

profit and higher market value. 

ESG information and sustainability reporting offer managers chances to track performance and 

stay ahead of their competitors, not only to comply with rules. This requires them to spot 

sustainability issues in their industry and match their sustainability efforts with their company‘s 

main goals. 

Investor Implications 

Investors, including institutional and retail, can use ESG metrics as reliable indicators of firm 

quality and long-term value creation potential. This study‘s findings support the incorporation of 

sustainability criteria in investment decision-making and portfolio management to identify 

financially sound and socially responsible companies. 

Sustainable firms are likely to be less exposed to regulatory penalties, reputational damage, and 

operational disruptions. Investors should recognize sustainability initiatives as key components of 

risk assessment frameworks. 

Policy and Regulatory Implications 

Policymakers and regulatory bodies in Pakistan can promote standardized and mandatory 

sustainability reporting to improve transparency, comparability, and reliability of ESG data. This 

will facilitate better market functioning and enable investors to make informed decisions. 
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The demonstrated financial benefits of sustainability initiatives provide a strong rationale for 

public policies and incentives that encourage firms to adopt greener technologies, improve labor 

practices, and enhance governance standards. 

Academic and Research Implications 

This study contributes to the scarce but growing literature on sustainability-financial performance 

linkages in emerging economies, offering a model for future research designs using dynamic panel 

data methods to address endogeneity. 

The findings motivate further investigation into sector-specific ESG impacts and the role of 

individual environmental, social, or governance components in driving financial outcomes. 

Future Research Directions 

Future studies should examine the individual effects of Environmental, Social, and Governance 

components separately to identify which aspects of sustainability initiatives drive financial 

performance most strongly. For example, environmental efforts such as carbon reduction may have 

different financial implications compared to social programs or governance reforms. 

Given the heterogeneity of industries in terms of exposure to environmental and social risks, 

subsequent research could conduct sector-level analyses to understand how sustainability 

initiatives impact financial performance differently across sectors like manufacturing, banking, 

energy, and technology in Pakistan. 

While quantitative studies provide valuable statistical evidence, incorporating qualitative 

methods—such as case studies, interviews, and surveys—could enrich understanding of the 

managerial motivations, challenges, and contextual factors influencing ESG adoption and 

effectiveness. 

Most existing studies focus on publicly listed companies due to data availability. Future research 

should explore sustainability initiatives‘ impact on small and medium enterprises (SMEs) and 

private firms in Pakistan, which constitute a significant part of the economy but face unique 

sustainability challenges and opportunities. 
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