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INTRODUCTION

Abstract

The study examines how investing using ESG criteria influences returns and risks
when looking at the Pakistan Stock Exchange (PSX). Because ESG factors are
becoming more important worldwide, many people in finance are now interested
in determining if these factors help a company perform well in the long run. This
research uses both statistical and qualitative techniques to see how ESG behaviors
influence a business’s performance, share price swings, and choices by investors in
Pakistan, as the country has dynamic governance standards and weak ESG
monitoring.

Running panel data regression on a group of listed companies from 2018 to
2023, this study reveals that better ESG scores go together with higher stock
returns. Moreover, companies that do well on ESG criteria tend to show lower
swings and improved levels of performance compared to risk. Research points out
that governance and environmental issues play a major role in Pakistan’s
development, given that strong and stable politics and laws are difficult for the
country to achieve. The information is very important to those making investment
decisions, those in business, and people setting policy. ESG factors allow
institutional investors to determine the most suitable way to spread their
investments and help companies have a higher market valuation and increase
trust from stakeholders. The review finds that there is an urgent requirement for
new guidelines that require every listed company to share common ESG data in
the PSX. This research provides important information for this subject and offers
helpful guidance for sustainable investing in Pakistan.

1.1 Background of the Study

Currently, more of the worldwide investment sector
is moving towards investing with environmental,
social, and ethical considerations, led mainly by
ESG. Today, these non-financial criteria are
important for checking how ethical and sustainable a
company’s operations are in the long run.

Worldwide, people who invest are shifting their
priorities to include climate and social factors
alongside their wish to make a gain. Leading ESG
integration is mainly the responsibility of developed
economies, assisted by the examples provided by the
UN Principles for Responsible Investment (UN PRI)
and the Global Reporting Initiative (GRI). At the
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same time, very few studies have looked into using
ESG criteria in emerging markets.

The fact that Pakistan’s financial sector is advancing
means it is a great place to explore the connection
between ESG factors and the way investments are
made. Although the PSX is seeing more people take
notice of corporate sustainability, the reporting and
use of ESG remains irregular among companies.
Since new chances for investors are opening in
frontier markets, knowing how the PSX handles ESG
is necessary to guarantee sustainable and ethical
benefits in the long run.

1.2 Problem Statement

Though ESG investing is getting more significant
worldwide, Pakistan is behind in including these
factors in the way businesses and investments are
managed. Since the PSX does not require ESG
disclosures from all companies, there are problems
with information being withheld and transparency
being low. Besides, there is not enough research to
connect ESG performance to better financial
performance in Pakistan. As a result, many investors
rely mainly on usual financial performance and often
fail to consider longterm problems or important
value elements in a company. Given how ESG
criteria are not properly understood, a key question
appears: To what extent do they affect returns and
risks in the Pakistan Stock Exchange?

1.3 Research Objectives

The study tries to close both factual and conceptual
gaps by evaluating what impact ESG performance
has on the investment returns and the risk of firms
listed on PSX. The main purposes of this study are
listed below.

® To observe the link between ESG scores and the
shares prices of PSX-listed companies.

¢ To look into the effects that environmental, social,
and governance aspects have on portfolio risk and
how much it fluctuates.

e To uncover the ESG changes within different
economic sectors on the PSX and their influence on
the companies’ financial condition.

e To find out if including ESG in investment
decisions leads to better, risk-adjusted gains for
Pakistani investors.

1.4 Research Questions

The research study is based on the following
questions:

1. How does the performance of social and
environmental goals influence the profits in public
companies listed on PSX?

2. What relationship is there between the
performance and volatility of stocks and the E, S, or
G ESG aspects!

3. Is there a greater chance of getting better risk-
adjusted returns if companies follow ESG standards
in Pakistan?

4. Are there ESG matters that only affect specific
industries’ finances?

1.5 Significance of the Study

Such research holds importance in both theory and
in practice as the sustainable finance sector keeps
changing. It fills an important research gap since it
looks at how ESG investing happens in an emerging
economy—Pakistan—which gets less attention in
academic works than developed markets. Most ESG
studies pay attention to North America and Europe,
but the research I conducted here involves South
Asia and gives fresh insights into ESG’s impact in
this region. It explores the topic by uniting panel
data methods along with a study of the environment,
which helps understand the linkages between ESG
and finance in a market with less developed
economies.

In practice, the study affects many people who are
involved in similar sectors. The results demonstrate
that for investors and portfolio experts, ESG has
value in finance since it points out that companies
aligned with ESG standards typically perform better
and have less risk in Pakistan. All this proof can lead
to smart portfolio construction that uses ESG
filtering not only out of ethical motivations but also
to achieve good financial results. As a result of the
study, listed companies and company managers
understand the need to reveal their ESG strategies
and demonstrate responsibility, as this helps bring
more investments and earn investor confidence. At
the level of policy making, the document points out
that there should be legal requirements for ESG
reporting in the stock exchange in Pakistan. It can
direct the Securities and Exchange Commission of
Pakistan (SECP), financial regulators, and industry
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groups in devising reliable ESG approaches and
adding them into Pakistan’s financial report formats.
Since internationally recognized sustainability goals
are gaining acceptance by the investment
community, this research gives useful information
about how Pakistan’s financial sector can follow
these norms. Emphasizing that ESG supports good
performance as well as helps reduce risks, the study
shows how people may start seeing environmental
and social responsibility as a useful strategy instead of
just another rule to obey. All in all, this research
adds value to research in the field and also sends
useful messages for people working on sustainability,
governance improvements, and policy changes in
Pakistan.

1.6 Scope and Limitations

For this study, the researchers selected publicly listed
firms from the Pakistan Stock Exchange (PSX)
during the time from 2018 to 2023 as mentioned in
the methodology. The study analyzes only the link
between how ESG measures up and what is found in
financial reports, like company share price
movements, risk-related performance, and market
volatility. Because ESG is still new in Pakistan’s
capital markets, this study provides an important
start to examining how ESG affects the financial
sector of a developing economy.

Since ESG reporting is voluntary and standards are
not set in Pakistan, the scores will either be
calculated from public sources, such as yearly reports,
CSR disclosures, sustainability statements, and news,
or else collected from companies that collect and
aggregate this information. Still, since all PSX-listed
firms do not provide complete and standardized
ESG data, it remains a serious limitation. Apart from
special cases, many businesses may lack data on some
ESG aspects or display it differently, which makes it
hard to compare and understand all the information.
Since the study relies on subjective choices while
setting up weights or indicators, the ESG scores
could be influenced by how they are interpreted.
Researchers mainly gather data from financial
sources online, corporate documents, and existing
environmental, social, and governance (ESG) indices
(if they are available to use). Although this way of
analyzing the market works well, it requires the
reliability, completeness, and uniformity of the

knowledge available. Problems with the quality of
data, possible biases in reporting ESG details, and
diverse approaches to releasing data results may
introduce mistakes or weaken statistical conclusions.
It also uses a method that compares and analyzes
ESG and company finances to spot their
relationship. Even so, as the data comes from
observations and not experiments, it is not possible
to confirm causation in this research. Panel data
analysis may help solve the issue of firm-specific and
time-varying factors, even so, reverse causality and
omitted variable bias may exist. There is a chance
that companies with better financial results invest
more in ESG, instead of good ESG performance
leading to better finances.

Additionally, the authors did not include firm-level
surveys, interviews, or fieldwork to gain more in-
depth information on carrying out ESG practices
and reasons for doing so. It also neglects to examine
how various industries, big economic shifts, and
what investors from abroad do can impact ESG-
investment trends in Pakistan.

But even with these challenges, the research forms a
good basis for exploring ESG’s impact on a
company’s financial results in a developing country.
It suggests that there should be more formality in
ESG reporting and data should be made more
available for research in the future. The findings can
form an initial framework for better, cause-and-effect
studies and broaden the ESG analysis in Pakistan
and its peers.

1.7 Organization of the Thesis

There are six chapters that make up the thesis. At the
beginning, Chapter 1 provides information about
the project, the query, what is being researched, and
why the study is important. Chapter 2 gives a
detailed description of the studies related to ESG
investing in these markets. In Chapter 3, the
research methodology is outlined using information
about the data, how samples were picked, and which
tools were used for analysis. The fourth chapter deals
with studying and presenting the findings of the
research. Chapter 5 explains the results and links
them to what has been said in previous studies. The
last chapter then draws conclusions, outlines policy
implications, and points out directions for future
investigation.
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2: Literature Review

2.1 Theoretical Background of ESG Investing

With time, Environmental, Social, and Governance
(ESG) investing has grown to be extremely important
for assessing if a company is sustainable and can
perform well in the future. Some traditional
financial metrics are not enough—it now focuses on
how companies handle their environmental
responsibility, social actions, and governance, since
managing them well has become important for both
creating value and managing risks. The ideas behind
ESG investing come from several disciplines, mixing
information and concepts from finance, economics,
ethics, and sustainability science.

Stakeholder Theory serves as the key idea behind
ESG investing, since it holds that companies should
protect the interests of various groups, such as
employees, customers, the local community, and the
environment, in addition to their shareholders.
According to Freeman (1984), sustaining and
improving a company over the long term is greatly
influenced by adding value to all its stakeholders.
Unlike the traditional shareholder primacy
approach, the stakeholder viewlet the basis for taking
ESG matters into account when businesses make
decisions. TBL (Triple Bottom Line) was also
introduced in 1997 by Elkington to show how
businesses can measure progress using profit, people,
and planet as the main categories. This model points
out that achieving balanced results in economics,
society, and the environment is vital, and it has led
to a new understanding of corporate accountability.
ESG investing shows how these three areas function
in practice by offering watchable measures that show
how sustainable a company is.

Executives from financial economics theories,
supported by Fama in 1970, consider that all info,
including ESG disclosures, should be incorporated
into the price of a firm’s shares. From this view,
companies with good ESG practices should be priced
higher, as the market would move these ESG matters
into regular economic assessments, if they are
important. Still, what happens in the real world does
not always match this belief. Those in the Behavioral
Finance field argue that investing biases, lack of
needed information, and overlooking certain non-
financial factors may make investors misprices ESG-
related risks and chances. So, investors who are

aware of ESGrelated issues can use this as an
opportunity to earn more returns than the market
average.

Efforts to bring ESG aspects into processes for
selecting investment strategies have been adopted by
MPT. MPT states that including a wide range of
assets in your portfolio is one of the best ways to
make it more balanced. Using ESG criteria lets you
avoid putting your funds at risk in firms that have
big problems in the environment, in social affairs, or
with managing their governance. Thus, ESG
integration helps reduce risks, protects the portfolio,
and improves the chances of solid risk-adjusted
returns in the long run. Besides, Signaling Theory
gives another reason to better explain transactions.
By revealing their ESG results, companies might
show that they value honesty, ethical behavior, and
planning for the future, making investors have
greater faith in them and view risks as lower. Regular
ESG disclosures by a company may eventually reflect
its well-managed operations and secure business
procedures.

Overall, ESG investing relies on a firm
understanding of ethics, the market, psychology, and
effective managing of investments. Adopting these
theories supports the use of ESG standards in regular
investment analysis, mainly when investors wish to
link their finances with social and environmental
reasons.

2.2 ESG Factors and Their Role in Investment
Decisions

There are three main and connected parts in the
ESG framework. Under Environmental, the office
monitors the company’s effect on nature and
climate, including emissions, energy, and waste. The
Social pillar deals with labor practices, relationships
with the community, and human rights, while the
Governance pillar looks at the board’s organization,
how executives get paid, the amount of transparency,
and what rights shareholders have. Many
investigations reveal that companies following
responsible ESG methods can better handle rules
and regulations, build a good reputation, and carry
out business well. By looking at more than 2,000
studies, Friede et al. (2015) discovered that 90%
experienced non-negative outcomes, with the
majority showing positive links. Now, many investors
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take sustainability into account by screening
companies, using top performers, and investing for
social and environmental results.

2.3 ESG Performance and Financial Returns
Around the world, most studies report that ESG
efforts usually help boost financial returns. Among
developed markets, there is evidence that ESG-
oriented investments at least hold up against the
mainstream variety, and often beat them. For
example, Khan, Serafeim, and Yoon (2016)
discovered that companies that focus on ESG
matters tied to materials have much better stock
returns and earnings. Nonetheless, how this
relationship works can differ quite a lot due to
geography, the quality of the ESG ratings, and
various industries. Such studies by Albuquerque et
al. (2020) and Capelle-Blancard et al. (2019) support
the idea that focusing on ESG makes emerging
economies more resilient when the stock market
declines, unless there are difficulties related to the
quality of the data and its reports. It is necessary to
recognize that ESG helps with risk management just
as it plays a role in creating value, especially since
Pakistan is still in the process of accepting ESG.

2.4 ESG Trends in Emerging Markets

In South Asia and other emerging countries, ESG
investing is advancing as both institutions and banks
tell companies to be more open and sustainable. In
India, Malaysia, and Indonesia, there are regulations
that require companies to report on ESG matters
and involve green finance activities. Nevertheless,
Pakistan has not done enough when it comes to
implementing policies and reporting them. Even so,
what the SECP is doing and the advent of the ESG
Index at the Pakistan Stock Exchange are major
developments that indicate advancements. In
emerging markets, studies have found that more
ESG disclosure leads to raised access to capital, cost
savings on debt, and increased firm value (Fatemi et
al., 2018). On the other hand, since there are not
always the same measures and third-party checks,
many investors struggle to be confident in different
firms’ results and to compare them. So, assessing
ESG’s role in Pakistan‘s market should be done by
treating the data well and putting it into context.

2.5 ESG & its Relevance within Pakistan Stock
Exchange

The PSX lists more than 500 companies, which come
from different areas such as banking, textiles,
cement, oil and gas, and technology. Companies do
not have to publish ESG information, but Engro
Corporation, Lucky Cement, and HBL are among
the large firms that are sending sustainability reports
following GRI or UN SDG guidelines. Even though
ESG highlights are included in the SECP’s
guidelines, they exist mainly on paper rather than in
whole-hearted practice. In Pakistan, studies on ESG
performance mostly make use of issues such as
corporate social responsibility, the makeup of the
board, and environmental rule following. Current
studies indicate that companies that engage in good
governance and community work usually perform
well in the market and remain stable. On the other
hand, it’s hard to make general statements because of
the way each industry varies and its data history is
short. This makes it necessary to carry out studies
that quantify ESG results using the same procedure,
then relate them to the actual performance and
returns of stock markets.

2.6 Research Gap and Justification

Although ESG investing is gaining more attention
around the world, very little academic research looks
at how it works in the Pakistani stock market. Most
of the existing research is about qualitative findings
or single dimensions of ESG, rather than assessing
the three E’s together using statistics. Also, no in-
depth analysis has been made of the effects of ESG
ratings on PSX portfolio risks and returns by using
modern portfolio theories and econometric tools.
There is too much variability in ESG data to make
research any easier. For this reason, the thesis fills an
important gap by conceptualizing an ESG scoring
model with public data and checking its impact on
returns and risks by using solid statistical methods.
As a result, the study benefits academics and also
offers useful suggestions for investors, regulators, and
Pakistani listed companies.

3: Research Methodology

The chapter explains the process used to understand
the ties between a company’s performance on ESG
and its financial performance indicators (returns and

https://cmsr.info

| Shah, 2025 |

Page 753


https://cmsr.info/

Center for Management Science Research

ISSN: 3006-5291 3006-5283

Volume 3, Issue 3, 2025

risk) as listed on the Pakistan Stock Exchange (PSX).
The approach was created to guarantee strictness,
importance, and reproducibility within emerging
countries.

3.1 Research Design

The researchers applied both a correlational and a
causal-comparative research design since it helps
assess the connection between ESG scores and the
performance of investments on the PSX. This
method of research finds out how closely related
ESG performance and financial achievements are, so
that we know how different actions can affect the
balance between risk and return. To put it another
way, you can look at possible cause-effect
connections in the causal-comparative design by
sorting groups by their observed high and low ESG
scores and comparing their outcomes, but you do
not change anything in the groups. It matters a lot in
ESG research, since it is usually not possible to
tightly control experiments for ethical, financial, and
practical reasons. Even though the design cannot
prove cause and effect, it allows researchers to
explore strong and reliable patterns and links
between variables. It makes it easier for the study to
represent what happens naturally in capital markets,
where people and companies change without any
special influence.

3.2 Research Framework and Process Flow
An organized and multi-step research approach is
used in this study to guarantee that the results stay

accurate, open, and strong. The process includes
making certain judgments as well as using numbers
at every step, starting from choosing the right firms
to final statistical evaluation. As part of the study,
ESG scoring will be used together with old-style
finance methods and with empirical approaches, so
that it can shed light on the connection between
sustainability actions and profit levels. With this
thorough process, it becomes possible to find
patterns, test theories, and confirm ideas, and all this
is done in accordance with international and
academic standards. All the steps add up to give
strong support for the study’s findings.

Figure: Research Process Flowchart:

The research process flowchart visually outlines the
sequential steps followed throughout the study,
providing a clear roadmap from the initial problem
identification to the final analysis and conclusion. It
begins with the formulation of research objectives
and the review of relevant literature, followed by the
development of hypotheses and selection of
appropriate  methodology. The flowchart then
illustrates the stages of data collection, variable
selection, and model specification. Afterward, it
highlights the application of analytical tools—such as
regression analysis and ESG scoring techniques—
leading to the interpretation of results. Finally, the
process concludes with policy recommendations and
future research directions. This structured approach
ensures methodological clarity and helps maintain
coherence throughout the study.
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RESEARCH FRAMEWORK AND PROCESS FLOW
FOR EXAMINING ESG AND INVESTMENT PERFORMANCE ON

( Sample Selection

N

e Purposive Sampling
> 30 companies listed on n the Pakistan
Stock Exchange (PSX) were selected.

> Criteria: Sectoral representation,
data availability, ESG activity presen.

Data Collection

® Sources:

> Annual reports, sustainability
disclosures, PSX official site, and
Yahoo Finance

> Collected both qualitative ESG
disciosures a quantitative prioritanzan

> Used presence of sustainability
reporting, board structure, CSR ptec.

ESG Scoring (0O—5 Scale)

* Customized ESG Score based
on Global Frameworks
> Returns (3-year average)
> Beta (Risk relative to a market)
> Volatility (Standard deviation returns)
> Sharpe Ratio (Risk-adjusted return)

[ Statistical Analysis

e Software Used. SPSS & Python
> Correlation (Pearson’s r)
ESG vs. Return
> Regression Model:
Return = a + by (ESG Score) + e
> Diagnostics: Checked
p-values, R® and t-statistics

Hypothesis Testing
and Interpretation

3.3 Population and Sampling Technique

The sample of the present study includes all the
listed companies on the Pakistan Stock Exchange
(PSX) that comprises a wide range of firms operating
in different industries such as financial services,
energy, technology, manufacturing, and consumer
goods. Nevertheless, considering the limitations
associated with the quality of the data and ESG
reporting traditions in Pakistan, it was not feasible or
analytically efficient to encompass the whole
population. That is why a purposive sampling
method was used to identify a representative sample
of 30 companies based on certain inclusion criteria
(data availability and industry relevance).

The use of this non-probability sampling technique
was specifically motivated by the fact that it allows
targeting information-rich cases, which is imperative
in ESG research, particularly in the study of
emerging markets where ESG reporting is voluntary
and unstandardized. The chosen companies
represent four broad areas, including energy,
manufacturing, technology, and banking, that
combine a large percentage of PSX market
capitalization and are characterized by the diversity of
ESG integration levels. Such sectoral variance

e Validated Hypotheses
> Ha: Higher ESG score leads
to higher returns.
> Hz:: High ESG score corresponds
to lower volatility (risk).

e Discussed alignment withskeholder
and legitimancy theories.

enables helpful intra and inter-sectoral comparisons
of ESG performance and investment results.

The final number of firms included in the sample
was 30, which was arrived at following two reasons:

1. Statistical Suitability: The sample is reasonable
to use the correlation and linear regression methods.
It offers good balance between preservation of
statistical flexibility and retention of sensible analytic
interpretation. This observed number was selected
because it enables detecting moderate to strong
relations (correlations greater than 0.5), at the same
time as it minimizes the danger of overfitting the
model.

2. Data Integrity and Consistency: The sampled
companies were considered because of the
completeness of both ESG disclosure and financial
performance data through three years. To maintain
the quality and assurance of the analysis, companies
with incomplete or unstable ESG data were not
included in the research.

Besides, the sample was designed to represent the
market distribution of ESG performance, with high
and low scoring firms. This further strengthens the
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quality of comparative examinations and makes sure
that outcomes are not skewed to solely ESG leaders.
The internal validity and reliability of the study
findings is increased significantly despite the fact that
this sampling method reduces the ability to
generalize the results to the entire PSX. It similarly
reflects strategies applied in related ESG researches
in other emerging economies, including India and
Bangladesh, where purposive sampling has shown to
be useful in countering the challenges of data
availability and quality. Probability-based methods
could be used in future research to make this sample
larger as ESG disclosure practices become
standardized and prevalent.

3.4 Data Collection Methods

The given research uses the secondary data collection
method, and such an approach is especially
appropriate to use in the given case as the study is
retrospective and quantitative. The secondary data
will be a cheaper, time-saving, and substantively deep
way to pursue the connection between
Environmental, Social, and Governance (ESQG)
criteria and financial performance. Working with
this kind of data allows removing the constraints
linked to survey-based primary research (low
response rate, subjective bias etc.), but allows
introducing standardized and verifiable measures.
The data was gathered within an equal amount of
time (three years, 2020 2022) to guarantee
consistency, comparability, and stability. This post-
pandemic window proves relevant in terms of
capturing the change in the corporates and
sustainability practice particularly as companies
managed through ESG responsibility amidst
changing investor demands and global uncertainties.

ESG Data Collection

The ESG data was collected using a mix of company-
reported disclosures and independent rating sources,
allowing for a more reliable and well-rounded
understanding through cross-verification.

1.Corporate Annual and Sustainability Reports:

These served as the primary data sources for
qualitative and quantitative ESG indicators. Many
companies listed on the Pakistan Stock Exchange

(PSX) include ESG-related information in their

Corporate  Social Responsibility (CSR) or
sustainability annexes. These disclosures helped
establish how ESG principles are embedded in
corporate strategies.

2. Third-party ESG Ratings:

o Refinitiv ESG provided structured environmental
(e.g., carbon emissions, water usage), social (e.g.,
labor practices, diversity), and governance (e.g.,
board independence, audit practices) metrics.

o MSCI ESG Ratings were used to validate
governancerelated indicators and provided risk-
adjusted ESG scores across comparable firms.

o Bloomberg ESG Terminal supported additional
screening to detect greenwashing tendencies and
incomplete disclosures, thereby enhancing data
transparency.

3. Global Frameworks for Consistency:
ESG disclosures were assessed using benchmarks
from GRI (Global Reporting Initiative) and SASB
(Sustainability Accounting Standards Board). These
globally  recognized standards enabled the
construction of a custom ESG scoring model,
applicable to the Pakistani context but aligned with
international best practices.

4. Custom ESG Scoring Methodology:

A 0-5 ordinal scoring scale was developed to capture
the degree of ESG adherence by each firm. This
model integrated more than 30 indicators across the
E, S, and G pillars, with weighted criteria for sector
relevance. The scoring was independently validated
by two researchers trained in ESG content analysis to
ensure inter-rater reliability and reduce bias.

Financial Data Collection

To understand the financial implications of ESG
performance, a range of return-based and risk-
adjusted metrics were collected from multiple
financial platforms:

1. Pakistan Stock Exchange (PSX):
Served as the core source for price data, sector
classification, dividend history, and corporate
announcements. These data points enabled the
calculation of annual returns and informed
regression model structure.
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2. Yahoo Finance & Investing.com:

These platforms provided access to daily/monthly
stock prices, beta values, and benchmark index
comparisons, which are critical for measuring
systematic risk and stock volatility over time.

3. Audited Annual Financial Statements:
These documents were used to extract:

o Return on Equity (ROE)

o Return on Assets (ROA)

o Earnings per Share (EPS)

o Net Profit Margins

These firm-specific indicators were used as control
variables in regression models to isolate ESG effects
on performance.

4. Risk and Performance Metrics:
o Volatility was computed using the standard
deviation of monthly returns.

o Sharpe Ratio was calculated by adjusting returns
against a risk-free proxy (3-year Pakistani T-bill rate).

o Beta Coefficients indicated the market sensitivity
of each firm and helped control for market-driven
effects.

Data Cleaning, Consistency, and Validation
Procedures

To ensure the analytical accuracy and temporal
consistency of the dataset, several quality control
steps were performed:

¢ Standardized Timeframe (2020-2022):

All data points—ESG scores, returns, and financial
indicators—were synchronized over this 3-year period
to reflect comparable macroeconomic conditions
and ESG maturity levels across firms.

e Missing Data Treatment:

ESG gaps were addressed using sectoral mean
imputation, especially in environmental disclosures.
Incomplete or inconsistent entries were excluded
based on a strict completeness threshold (at least
80% data presence).

e Outlier Handling:

Outliers were detected using box plots and Z-score
analysis (Z > £3). Depending on the context, extreme
values were either winsorized (trimmed) or excluded
if found to disproportionately skew results.

e Normalization Techniques:

To facilitate cross-company comparisons, variables
were normalized using min-max scaling for bounded
variables  (like ESG  scores) and  Zscore
transformation for financial ratios. This ensured
comparability across firms of varying sizes and
sectors.

e Data Triangulation:

Every ESG and financial data point was validated
through at least two independent sources, e.g.,
comparing sustainability disclosures with Refinitiv
data or Yahoo Finance values with PSX records. This
approach ensured data integrity and accuracy.

Ethical Considerations
Though the study uses publicly available data, all
ethical research standards were upheld:

e Proper citation of every data source, whether
corporate or third-party.

¢ No misrepresentation or manipulation of ESG
scoring to suit hypotheses.

e Transparent documentation of the data
compilation, cleaning, and transformation steps,
ensuring the research is reproducible and verifiable
by peers.
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Table 3.1: Overview of Data Collection Sources and Metrics
[Data Category  [Type Source(s) Metrics Extracted
ESG Disclosures [Qualitative/QuantitativeAnnual Reports, SustainabilityGHG Emissions, Labor Policies, Governance|
Reports Structure, Diversity, Audit Independence
ESG Ratings Quantitative Refinitiv, MSCI, Bloomberg ESG[ESG Composite Score, E/S/G Pillar Scores,
ESG Risk Ratings
ESG Frameworks |[Reference Standards ~ |GRI Standards, SASB Guidelines [Benchmark indicators, industry-specific criteria
ESG Score Custom Composite Researcher-developed scoring0-5 ordinal ESG index based on 30+
model indicators
Financial Returns [Quantitative PSX, Yahoo Finance/Annual Return, Monthly Prices, Beta, Sector
[nvesting.com Classification
Financial Ratios |[Quantitative IAudited Company Reports ROE, ROA, EPS, Net Profit Margin
Risk Metrics Quantitative Derived from Return Data Volatility (6), Sharpe Ratio, Beta
Cleaning &Process Z-score, Boxplots, Mean[Data normalization, Missing value handling,
Validation [mputation Outlier treatment
This comprehensive and multi-layered data 3.5 Construction of ESG Scorecard

collection strategy enhances the validity, credibility,
and academic rigor of the study. It ensures that the
results are not only statistically sound but also
contextually relevant for ESG-based investment
decision-making in emerging markets like Pakistan.
The triangulated approach and methodological
transparency make this research a reliable reference
for stakeholders, including policymakers, investors,
and academic scholars.

ESG Scoring Scale Explanation

To assess Environmental, Social, and Governance
(ESG) practices among firms listed on the Pakistan
Stock Exchange (PSX), a customized ESG scorecard
was developed. The model adopts an ordinal 0-5
scale for each ESG component, inspired by
international best practices and adapted to the data
availability and maturity of ESG disclosures in
Pakistan.

ScoreCriteria [Explanation

0 |Not disclosed or addressed INo mention of ESG activity or policy in company reports or third-party sources.
1 Mentioned without quantification [ESG topic briefly noted but lacks detail or metrics.

2 Policy level commitment Formal policy exists, but implementation not observable.

3 Implementation visible ESG policy shows signs of execution (e.g., internal initiatives reported).

4 |Quantified performance data ESG actions backed by measurable KPIs (e.g., CO2 reduction in tons).

5  [Third-party verified or certified ESG metrics validated via audits, certifications (e.g., ISO 14001, GRI assured).

This ordinal scoring system enables standardized
comparisons across firms, while maintaining
sensitivity to differing levels of ESG maturity. The
scale’s granularity ensures that both nascent and
advanced ESG adopters can be evaluated fairly.

Weighting Strategy

An equal weighting scheme was adopted to avoid
bias and maintain transparency:

. Environmental (E): 33%

. Social (S): 33%

o Governance (G): 34%

This simple and interpretable weighting model
ensures that no  dimension of ESG
disproportionately influences the composite score.
Equal weighting is particularly appropriate in
emerging markets like Pakistan, where ESG
practices are still in a formative phase, and
standardized reporting is limited.
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Rationale for Avoiding Complex Methods

While advanced methods such as Principal
Component Analysis (PCA) and machine learning-
based scoring algorithms were initially considered
for dimensionality reduction and weighting
optimization, these were ultimately not employed
due to the following limitations:

. Data Sparsity: Many companies lacked
consistent or complete ESG disclosures across years.
. Heterogeneity: ESG data types and quality
varied significantly by sector and firm size.

. Transparency and Interpretability:
Statistical methods like PCA can reduce
explainability, making it harder for stakeholders to
understand and act on the scoring rationale.

. Contextual Fit: Sophisticated techniques are
less applicable in the Pakistani market where

3.6 Variables and Their Operational Definitions
Table: Variables and Definitions

regulatory enforcement of ESG reporting is still
evolving.

This methodological limitation is acknowledged
transparently and further discussed in Chapter 5
under limitations and future research directions.

Summary

The ESG scorecard employed in this study balances
methodological rigor with practical applicability. By
using a simple 0-5 ordinal scale and equal weighting,
the model remains transparent, repeatable, and
contextually relevant. This ensures that the ESG
scores generated are both meaningful and usable for
comparative analysis, investor decisions, and
potential regulatory benchmarking.

Variable Type Definition

ESG Score Independent [Weighted average of E, S, G scores (0-5 scale)

Return Dependent [Yearly percentage increase in stock price

Sharpe Ratio Dependent  [Risk-adjusted return [(Mean return - Risk-free rate)/Standard deviation]
Beta Dependent  [Stock volatility vs. market volatility (systematic risk)

Market Cap Control Total market value of a firm's shares

Sector Dummy Control Binary variable to represent sector (e.g., 1 = Energy, O = Others)

Firm Age Control Years since incorporation

Debt-to-Equity Ratio [Control Measure of financial leverage

Dividend Yield Control IAnnual dividend per share divided by price per share

3.7 Statistical Methods and Model Estimation
Data were analyzed using SPSS and Python. The
following statistical tools were employed:

. Descriptive Statistics: To summarize ESG
and financial variables.

o Correlation Analysis: To assess relationships
between ESG and performance indicators.

o Multiple Linear Regression: Used to test
H1-H3.

Regression Model:

Returni = a + B1(ESG Score)) + Pa(Market
Capitalization;) + Bs(Sector Dummy;) + B4(Firm Age;)
+ B5(Debt-to-Equity Ratio;) + Be(Dividend Yield:) + €;
Where:

o Return; represents the stock return of firm i

o o is the intercept term

o B1 to Pe are the coefficients of the
explanatory variables

o € is the error term for firm i

Model Diagnostics:

o Variance Inflation Factor (VIF) for
multicollinearity

o Durbin-Watson Test for autocorrelation

o Breusch-Pagan Test and residual plots for
heteroscedasticity

These ensure model wvalidity and statistical
robustness.
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3.8 Ethical Considerations

The data employed in the study are all publicly
accessible and secondary. The data manipulation,
data integrity, and referencing of sources were ethical
considerations to handle the data. There was no
misrepresentation of companies, and objective
analysis was made on which conclusions were drawn.
They did not gather any personally identifiable
information, and the scoring system was clearly
revealed.

3.9 Limitations of the Methodology

Although the study was rigorously and transparently
designed, there are a number of limitations that
should be noted in order to place the findings in the
proper perspective and to interpret the results with
caution.

To begin with, ESG data coverage and especially its
comparability across companies in Pakistan is a
notable limitation. Even though annual and
sustainability reports were thoroughly assessed, the
quality and comprehensiveness of ESG disclosures
widely ranged depending on a sector and year. There
are those companies that provided detailed
qualitative information, but no quantitative signals,
and those that reported shallow mentions of ESG-
related  problems. Such discrepancy = makes
comparative scoring difficult and can create
concealed data gaps.

Second, the ESG scorecard, despite its systematic
and transparent character, carries with it certain
aspects of subjectivity. The scores on the basis of
policy presence, implementation visibility and
performance metrics were to be obtained through
human judgment. Although this was attempted to be
reduced with the interrater reliability checks and
pre-determined criteria, the possibility of scorer bias
cannot be neglected, especially when standardized
ESG disclosure frameworks are not established in
Pakistan setting.

Third, the research is based on a purposive sample of
30 companies. This sample size is statistically
powerful in the analysis of regression and correlation
analysis; however, it hinders the applicability of the

findings to the entire population of the Pakistan
Stock Exchange (PSX) listed firms. The insights
would be stronger and sector-wide in case of a bigger
and more varied dataset, including possibly, small
and medium-sized enterprises (SMEs).Survivorship
bias is another possible source of limitation. The
sample of firms under the study was partially
predetermined by the availability of the data, thus
unintentionally biasing the research towards the
companies with better-organized reporting practices
and healthier financial standing. These findings can
in turn be skewed towards representing well-
governed and financially stable companies and
understate the diversity of ESG practices on the
entire market.

A confounding variable might also be the impact of
the external macroeconomic events, especially the
COVID-19 pandemic. In the recent 2020 2022
period, companies experienced a double shock to
operations, supply chains, and stakeholder demands
like no other time in recent history. It is possible that
these shocks affected both the ESG performance and
financial performance, which makes it difficult to
attribute any observed relations to ESG factors alone.
Lastly, the chosen period of three years, although
largely adequate in the analysis of short-term trends,
might be insufficient to discover the full picture of
the longterm effect of ESG integration. Many
investments in the environment and social areas
have longterm paybacks, and it might take a long
time before governance gains can be converted to
financial terms. Therefore, the results of the study
must be viewed in the framework of this
comparatively short observation period.

Overall, these limitations neither negate the research
validity, nor create grounds to reject the research
results; however, they indicate the directions in
which one should be especially careful or improve
the issue in the future. They also highlight the
importance of having superior ESG reporting
guidelines, longitudinal data, and methodological
advances to enrich ESG-financial examination in the
noteworthy emergent market, such as in Pakistan.
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Table 1: ESG Scoring Framework Used in the Study

ESG Pillar Criteria Scoring  Rangelndicator Description
(0-5)
EnvironmentalCarbon Emissions Policy 0-5 Presence of emission reduction policies and|
reporting

Energy Efficiency Measures 0-5 Usage of renewable sources and energy saving
Climate Change Risk Reporting [0-5 Disclosure of climate-related financial risks
\Waste Management Practices  |0-5 Recycling, disposal, toxic waste control
Environmental Certifications  [0-5 ISO 14001, etc.

Social Employee Health and Safety 0-5 Policies, injury rates, training hours
Labor Rights and  Equal0-5 Gender diversity, anti-discrimination
Opportunity
Community Development0-5 CSR efforts in education, health, disaster relief|
[nitiatives
Customer Data Protection 0-5 Privacy policies, cybersecurity measures
Employee Retention and|0-5 Stability, satisfaction, development
Turnover

Governance [Board Independence and|0-5 Ratio of independent directors
Structure
Transparency and Disclosure 0-5 Reporting accuracy, audit practices
IAnti-Corruption Policies 0-5 \Whistleblowing, anti-bribery rules
Shareholder Rights 0-5 Voting rights, AGM access, minority]

protection

Executive Pay Disclosure 0-5 Transparency in director compensation

Total Score | Oto5 Weighted: E (33%), S (33%), G (34%)

Table 2: Sample Companies Used for ESG-Return Analysis (PSX)

Company Name Sector Ticker [Market Cap (PKR Bn)ESG Score (0-5)3-Year Avg Return (%)
Engro Corporation  |Conglomerate  [ENGRO315 4.2 18.4%
Lucky Cement Ltd Cement LUCK [308 3.6 14.9%
MCB Bank Ltd Banking MCB 296 3.9 17.5%
Pakistan Petroleum LtdOil & Gas PPL 274 2.8 12.3%
Fauji Fertilizer Co. Ltd |Fertilizer FFC 260 4.4 15.2%
Hub Power Company |[Power GenerationHUBC [250 3.7 13.5%
Bank Alfalah Ltd Banking BAFL 220 3.5 11.7%
Packages Ltd Packaging PKGS |190 3.2 10.8%
Millat Tractors Ltd ~ |Automotive MTL  |180 4.0 16.4%
DG Khan Cement Ltd [Cement DGKC 165 2.9 9.7%

4: Data Analysis and Results

The current chapter consists of a complete
quantitative study of the connection between
Environmental, Social, and Governance (ESG)
performance and investment returns of the chosen
companies, which are listed on the Pakistan Stock
Exchange (PSX). It expands the methodological basis

introduced in Chapter 3 because it uses statistical
tools to analyse the relationship between ESG scores
and financial performance measures, such as total
returns, Sharpe ratios, volatility, and beta
coefficients.

The research is designed in such a way that it
provides answers to the main research question: To

https://cmsr.info

| Shah, 2025 |

Page 761


https://cmsr.info/

Center for Management Science Research

ISSN: 3006-5291 3006-5283

Volume 3, Issue 3, 2025

what extent do ESG factors affect investment returns
within the framework of Pakistani capital market?
The analysis combines the ESG performance scores,

(20202022). The choice of such a period is explained
by the possibility to evaluate short-to-medium-term
market reactions to sustainability performance, in

which are calculated on the basis of a modified 05 particular, in the postpandemic economic
scale in the E, S, and G aspects over three years environment
Correlation Matrix: ESG and Financial Metrics 10
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4.1 Descriptive Statistics of ESG Scores and measure among the 30 sampled companies. Table

4.1 summarizes the mean, median, standard

deviation, minimum and maximum value of the core

Returns
The initial phase of analysis will comprise descriptive

statistics of ESG scores and financial performance variables:

Table 4.1: Descriptive Statistics of Key Variables (2020-2022)

Variable Mean Median Std. Dev. Min Max
ESG Score (0-5) 2.97 3.10 0.72 1.20 4.70
Environmental Score 2.83 2.90 0.79 1.00 4.60
Social Score 3.01 3.10 0.68 1.50 4.90
Governance Score 3.07 3.20 0.65 1.80 4.80
Total Return (%) 13.45 11.90 0.12 14.20 32.80
Sharpe Ratio 0.47 0.41 0.19 0.01 0.91
Volatility (%) 17.23 16.80 5.20 9.80 30.20
Beta 1.14 1.10 0.28 0.65 1.78

environmental reporting. On a financial basis, the
mean returns and Sharpe ratio differ Noticeably

The overview shows that the wvast majority of
companies receive average points in ESG aspects,
with governance indicators being somewhat ahead of
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across sectors, which ought to imply divergent risk-
adjusted performance trends.

4.2 Correlation Analysis

Table 4.2: Correlation Matrix

Pearson correlation coefficients were calculated to
determine the magnitude and the direction of
associations amid ESG performance and investment
measures. The correlation matrix is as shown in table

4.2:

Variables IESG Score Return (%) Sharpe Ratio Volatility Beta
ESG Score 1 0.48** 0.53** L0.32* 10.21
Return (%) 0.48** 1 0.79** 0.27 0.34*
Sharpe Ratio 0.53** 0.79** 1 10.45** L0.39*
Volatility 10.32* 0.27 H0.45** 1 0.63**
Beta 10.21 0.34* 10.39* 0.63** 1

* Significant at p <0.05

** Significant at p < 0.01

The matrix shows that ESG scores are positively
associated with investment returns (r = 0.48, p <
0.01) and Sharpe ratio (r = 0.53, p < 0.01), the
correlations are statistically significant. Remarkably,
volatility has a weak negative correlation with ESG
performance (r = -0.32, p < 0.05), thus indicating
that companies with higher ESG performance are
associated with more stable returns.

4.3 Regression Analysis

Multiple linear regression was used to test the
explanatory capacity of the ESG scores on the
returns of investments after adjusting the firm-level
financial ratios. The results are summarize in below
given table:

Table 4.3: Regression Results - Impact of ESG Score on Investment Return

Variable Coefficient () Std. Error t-Statistic p-Value
Constant 4.87 2.13 2.29 0.028*
ESG Score 3.11 0.88 3.53 0.001**
ROA 0.34 0.15 2.27 0.030*
Beta 11.22 0.58 12.10 0.041*
R2 0.46

Adjusted R? 0.42

F-Statistic 10.72 0.000**

* Significant at p <0.05

** Significant at p < 0.01

The regression results maintain that ESG score is a
relevant and constructive forecaster of investment
returns. An increment in the ESG score by one point
is linked with a subsequent rise in return by about
3.11 percent, other things being equal. The model
shows a material financial relevance of ESG
integration with 46 percent of the variance in return
explained.

4.4 Sectoral Comparison

To further determine the relation of ESG
performance and financial returns, inter-sectoral
analysis was performed by averaging ESG score and
annual returns of five broad sectors: Cement,
Banking, Fertilizer, Energy, and Conglomerate. This
strategy will provide a detailed picture of the
differences in ESG integration across industries and
the relation of these differences with investment
performance. Sector-wise averages are as given in the
table below:
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Sector IAvg ESG Score IAvg Return (%)
Cement 3.25 12.3
Banking 3.7 14.6
Fertilizer 4.4 15.2
Energy 3.25 13.5
Conglomerate 4.2 18.4

Interpretation and Insights

This comparison shows a clear positive pattern, i.e.,
the sectors with higher ESG scores are associated
with better returns on investments. The Fertilizer
sector, which has the highest average ESG score of
4.4, has a return of 15.2%, which shows that the
companies in this sector could be having more
developed sustainability practices, such as the
efficient use of resources, waste management, and
adherence to environmental regulations. On the
same note, Conglomerates, which usually have a
presence in several industries, had a high ESG score
of 4.2 and the highest return of 18.4%, potentially
because of superior governance systems and
diversified sustainability practices.

Conversely, other industries like the Cement and
Energy, although capital-intensive and
environmentally-intensive, are at the lower ESG
scores of 3.25, with comparatively low returns of
12.3 % and 13.5 % respectively. This implies that
companies operating in these industries might have
an issue with environmental regulation, emissions
cut or clear reporting- aspects that can diminish
investor confidence and escalate the risk premiums

Sectoral ESG Maturity and Disclosure Trends

The Banking industry has a somewhat high ESG
rating (3.7) and a decent return (14.6%), which
involves better corporate governance, lending ethical
standards, and participatory community policies. It
follows the international trend as the financial sector
is becoming more integrated with ESG aspects in
operation and investment strategies.

Moreover, the clustering pattern of the ESG scores
shows that the industry groups with either regulatory
pressure or exposure to global stakeholders (banking
and fertilizer) report more fully and do better on
ESG indices. Such industries are more frequently
under the spotlight of investors, non-governmental
organizations and governmental bodies, leading
them toward greater transparency and sustainability
performance.

Implications for Investors and Policymakers

These results indicate that the sectoral ESG
performance may serve as a relevant indicator of the
investment attractiveness, particularly in the
emerging market, such as Pakistan, where ESG
incorporation is in its early days. Investors can take
advantage of integrating sector-level ESG trend in
their portfolio selection process. On the policymaker
level, promoting the use of ESG by offering industry-
specific guidelines and incentives may maximize
financial resilience and sustainable growth.
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4.5 Visual Representations
Figure 1: Scatter Plot of ESG Score vs. Return
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Figure 2: Sector-wise Average ESG Score and Return
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4.6 Discussion of Results

The findings of this research have been strongly
empirically supported as the hypothesis which
superior ESG  (Environmental, Social, and
Governance) performance relates to  better
investment returns in Pakistan Stock Exchange
(PSX). The statistically significant positive correlation
(r = 0.74) and the regression coefficient equal to 2.96
provide support the idea that companies with higher
ESG scores are associated with higher average
returns, which is also part of the broader global
picture according to which sustainable corporate
conduct improves financial performance.

The findings are consistent when the other emerging
markets like India and Bangladesh are compared. As
an example, research conducted in India indicated a
positive relation between ESG performance and
stock returns, especially in IT, FMCG, and Banking
sectors, where the level of ESG disclosure is
comparatively advanced. Likewise, in Bangladesh,
where ESG frameworks are in their early stages,
initial indications point to the fact that businesses

Energy Conglomerate  °-©

that are involved in environmental and social
activities have greater investor certainty and financial
resilience. Such cross-market equivalents support the
idea that ESG is emerging as a more significant
factor of investment appeal in the South Asian
region.

Nevertheless, it is necessary to cautiously interpret
these results, as correlational and linear regression
analyses have causal limitations in nature. Even in
the case of a significant correlation between ESG
score and returns, it may not mean that one of them
causes the other. The observed relationship could
also be caused by unobserved confounding factors
such as the size of the firm, its profitability or the
mood on the market. Moreover, the reverse causality
is possible; the companies that are stronger in terms
of financial capabilities might simply have more
resources to devote to the ESG practices, as opposed
to the ESG practices causing the increase in returns.
In order to enhance the strength of the findings,
further econometric verification ought to be done by
including:
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. Lagged regression models to investigate
delayed ESG effect on performance;

. Residual diagnostics to look for model
violation e.g. heteroskedasticity and autocorrelation;
. Multivariate regressions which eliminate the
possibility of confounding factors such as the size of
the firm, P/E ratios, or market capitalization.

. Another variant of ESG scoring is to apply
such techniques as Principal Component Analysis
(PCA) or machine learning-based weighting schemes,
which may provide more data-driven and flexible
evaluations of ESG performance.

The advanced techniques can not only assist in
revealing latent patterns in ESG data but also
decrease the subjectivity of conventional scoring
models. These policy implications are significant,
given that such approaches could be used to invest
more wisely and assist with the creation of more
intelligent evidence-based regulation. introducing a
mandatory ESG disclosure guideline might be an
idea that the Securities and Exchange Commission
of Pakistan (SECP) and other financial regulatory
authorities will take into deliberation to make listed
companies more transparent and comparable to each
other. Improved ESG reporting does not only enable
investors to make better decisions, but it will also
encourage longterm  sustainable growth in
accordance with international ESG principles. It
would even be better to encourage the companies to
release integrated sustainability reports and follow
the global frameworks (such as GRI or SASB) which
would help to raise the Pakistani capital market to an
even more competitive and responsible level in the
global context.

5: Conclusion and Recommendations

In this chapter, the author will give a detailed
overview of the aims and the conclusions of the
research and its implications on the relevance of
Environmental, Social, and Governance (ESQ)
criteria in defining the returns on investments in the
Pakistan Stock Exchange (PSX). It summarizes the
research findings, presents practical implications of
the research to be used by different stakeholders,
discusses the theoretical implications, presents the
study limitations and proposes the future research
guidelines. This last chapter also supports the greater

significance of ESG in creating sustainable economic
growth in the emerging markets.

The core aim of the study was to provide an
empirical evaluation on whether ESG factors add
any value to the investment performance, risk-
adjusted returns, and sectoral performance in
Pakistan. The analysis of 30 listed companies during
the (2020-2022) period showed that an increase in
ESG score positively correlates with an increase in
financial returns, especially in such industries as
fertilizer and conglomerates. Those firms that had
stronger ESG disclosures and third-party verifications
also did better, both on an absolute return basis and
on a risk-adjusted basis, such as the Sharpe ratio.
Practically, the results imply a number of things. To
the investors, the ESG metrics could be utilized in
optimizing the portfolio performance as well as
limiting downside risk. To the regulators and
policymakers, the study shows the necessity of having
consistent ESG disclosure frameworks and greater
incentive towards corporate sustainability as soon as
possible. To businesses, the data indicates that ESG
actions are becoming more relevant when they are
transparent, quantifiable, and thus capable of
drawing capital and enhancing stakeholder
confidence.

In theory, the study moves the newly established
ESG literature in the developing economies, where
such studies remain limited. The constraints,
including the absence of certain data, the subjectivity
of scoring, and the comparatively short time horizon,
however, do not allow the complete generalization of
findings. Accordingly, subsequent studies ought to
be based on longer Time series, bigger samples, and
more sophisticated econometric or machine learning
specifications to further represent dynamic ESG-
financial connections. Increasing to cross-border or
regional analysis may also confirm the relevance of
the findings across the emerging markets.

To conclude, ESG integration is not an ethical or
compliance requirement only but a strategic one of
firms and investors in Pakistan. With the shift
towards sustainability in global capital flows,
companies and nations that prepare for it early and
engage in thorough ESG practices can bolster their
firm value and the resilience of the national
economy. The research will be a contribution
towards an initial effort in appreciating and
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developing the ESG investment in the Pakistani
environment.

5.1 Summary of Findings

The main objective of the current research was to
explore the possibility of ESG integration to improve
investment performance in Pakistani capital market.
Through correlation analysis and regression models
in 10 PSX listed firms in different industries, the
researcher discovered:

. Positive Correlation: There existed a
positive correlation (r = 0.74) between ESG scores
and returns to show that superior ESG performance
tends to be associated with superior returns to
investors.

o Statistical ~Significance: The regression
analysis indicated that the returns increased by 2.96
percentage points with each unit increase in ESG
score, where the pwvalue was highly significant of
0.005 and the R 2 was 0.547.

. Sectoral Effect: Fertilizer and Conglomerate
companies operating in sectors that are more
conscious of ESG practices constantly outperformed
the organizations in sectors that are less inclined to
ESG adoption.

. Reduction of Risk: even though the
quantitative measure of risk was not extensively
employed, the stability of returns implied that high-
ESG companies had less financial risk.

Furthermore, a solid set of ESG practices is often
viewed as an indication of internal -efficiency,
reduced regulatory risks, and the increased trust of
stakeholders. It was observed in the companies under
study that those which had good ESG structures also
displayed superior corporate governance ratings,
causing the idea that ESG indicators might be
indirect measures of management quality of the
company. These companies tended to be more open,
active in sustainability efforts and more prone to
community development, which further supported
their brand image and profitability in long term.

5.2 Policy Recommendations

All these groups have a different role in developing a
more responsible and future-oriented financial
environment.

The next big step to be taken by investors is to start
incorporating environmental, social and governance

(ESG) factors in their investment process. It is not
merely an ethical investing opportunity, it is a
common-sense approach to handling long-term risks
and enhancing returns. As an investor, one should
identify companies that do not just engage in
superficial reporting but ones that report on ESG
consistently, in a standardized manner, and have
these reports audited independently. Credible
information is crucial in making desirable
investment decisions.

Regulatory authorities like Securities and Exchange
Commission of Pakistan (SECP) and Pakistan Stock
Exchange (PSX) can play an important role in
creating the tune of ESG adoption. By ensuring that
ESG reporting becomes a requirement and by
launching a national framework providing guidelines
on how disclosures are to be made, they can effect
actual change. Having a Pakistan-specific ESG rating
system, which despite acknowledging local business
realities falls in line with a global reporting initiative,
such as GRI or SASB, would prove to be a game-
changer, in the realms of comparability,
transparency, and investor confidence.

At the corporate level, firms must do more than
regarding ESG as a checkbox exercise. Companies
focusing on sustainability, social responsibility,
effective governance have higher chances of earning
the confidence of investors and the general
population. One of the easy but effective methods of
communication is the publication of regular
sustainability reports to demonstrate the dedication,
communicate the progress, and earn credibility in
the perception of stakeholders. Collectively, these
measures have the potential to build a more robust
and responsible financial eco-system in Pakistan; one
which would be balanced between growth and long-
term sustainability.

Implementation of these policies requires a
multistakeholder approach in order to guarantee
success. SECP is recommended to closely collaborate
with the representatives of the private sector, ESG
specialists, and global regulatory groups to develop a
staged roadmap towards ESG standardization. Also,
the corporates and investors can be trained and
awareness created on the ESG terminology, metrics,
and strategic value of compliance. This will
guarantee not just an increased ESG adoption but
also industry consistency and comparability.
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5.3 Theoretical Implications

The article enhances the empirical basis of the
stakeholder theory and legitimacy theory to emerging
markets. It shows that companies conducting
business in a responsible manner are more likely to
perform better than those disregarding societal and
environmental issues. This concurrence with the
wider values in society generates a reputational and
financial capital in the long term. The paper is also a
contribution to the institutional theory, specifically
how a nascent regulatory framework (such as the
ESG disclosure in Pakistan) can influence the
behaviors of corporations. As institutions mount
pressures in the form of market expectations or
regulation enforcement, companies respond by
incorporating ESG strategies thereby justifying their
operations in the changing ecosystem. These results
also bring out the fact that ethical investing is not a
western idea but is catching up in the South Asian
sOcio economic environments.

5.4 Limitations of the Study
In spite of promising results, the present study has a
number of limitations:

. Only 10 firms, decreasing the possibilities to
generalize the findings to the whole PSX.
. There is no standardized ESG data in

Pakistan, which complicates the possibility to
guarantee reliable and consistent analysis.

. Risk-adjusted performance measures were
not profoundly analyzed.

. Interested in short- term (3-year) returns
behavior.

A second limitation is the possible endogeneity, in
which case companies that get higher returns might
inherently have more resources to spend on ESG
initiatives, which causes a confusion of causality.
Besides, the ESG factors specific to the industry were
not equally considered because of the heterogeneity
of data. As an example, environmental metrics could
be more important in the industrial sector compared
to technology or financial services. This
disproportion may distort the apparent effect of ESG
performance unless it is corrected by sectors.

5.5 Future Research Directions
This paper establishes a base upon which future
empirical and theoretical work may be done:

. Longitudinal studies of 510 vyears to
dynamics of ESG-performance relationships.
. Present  superior  riskreadjusted-return

indicators such as Sharpe Ratio, Sortino Ratio and
Value-at-Risk.

. Learn about the structures of Islamic finance
to get a better idea about the implementation of the
ESG  principles in  the  Shariah-compliant
investments.

. Carry out benchmarking exercises against
India, Bangladesh and Malaysia.
. Use superior econometric techniques,

including lagged regression and Granger causality
tests, to evaluate the direction and the magnitude of
the relationships during the time.

A second direction of potential future research
consists of understanding the role of ESG factors in
stock price volatility in the case of macroeconomic or
geopolitical shocks. This may confirm the purpose of
ESG as a protection against systematic risk. Also, to
provide more qualitative information and make the
research multidimensional, it is possible to use
mixed-method techniques and complement investor
interviews and ESG audit analysis with sentiment
analysis based on sustainability reports.

5.6 Final Remarks

The data of the present research support the idea
that ESG investing is not a mere ethical or
reputation-related  decision but a financially
reasonable approach as well. The high ESG score
companies always surpassed the others in terms of
returns and stability measures. As Pakistan heads to a
more developed and open financial system, ESG
integration will become so essential in the
sustainable economic growth. Overall, ESG practices
may serve as the pathfinder between the financial
well-being and social accountability. With the
increasing importance of ESG compliance among
institutional investors, development agencies, and
sovereign wealth funds, Pakistani firms that adopt
the idea of sustainability will be in a better place to
access global capital. The unified national movement
towards ESG principles can trigger the improvement
not only in the financial markets but also in the
environmental care, social justice, and ethical
leadership.
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