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Abstract

This research examines the feasibility of green finance initiatives within the financial sector of
Pakistan, a country committed to addressing environmental challenges. The study examines the
complex relationships between regulatory support, financial institutions' preparedness, investor
sentiments, market dynamics, and the viability of green finance projects. Through a structured
questionnaire survey involving professionals from the financial sector, the study unveils critical
findings. A supportive regulatory environment positively influences financial institutions'
readiness and fosters positive investor sentiment. Positive investor sentiment, in turn, stimulates
the demand for green finance, leading to favorable market conditions. Finally, a conducive market
environment enhances the feasibility of green finance initiatives. These findings carry significant
implications for policymakers, financial institutions, and investors interested in sustainable
finance.

Keywords: Green Finance, Feasibility, Sustainable Investments, Regulatory Environment,
Financial Institutions' Readiness, Investor Sentiment, Market Conditions.

Introduction

In a global context, sustainable finance has gained significant attention as a means to address
pressing environmental and economic challenges. Previous studies have shown that sustainability
issues, such as climate change and resource depletion, have reached critical levels (Barchielli et
al., 2022). For instance, according to a report by the United Nations, greenhouse gas emissions
have risen by 70% since 1970, contributing to the acceleration of climate change (UN, 2020).
Additionally, the depletion of natural resources, as highlighted by studies like the World Wildlife
Fund's Living Planet Report (WWF, 2020), has raised concerns about the future availability of
essential resources for human survival.

Turning our focus to Pakistan, we see that the country faces its own unique set of challenges
regarding sustainable finance. Statistics indicate that Pakistan's economy heavily relies on
industries that are resource-intensive and often contribute to environmental degradation (Shah et
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al., 2020). For instance, the textile and agriculture sectors, which are significant contributors to the
country's GDP, have been associated with high levels of water and soil pollution (Pakistan
Environmental Protection Agency, 2019). Moreover, financial institutions in Pakistan need to be
faster to adopt sustainable finance practices, leading to limited investment in eco-friendly projects
(SBP, 2021).

In the context of our research, we define our dependent variable, "feasibility of green finance
initiatives," as a measure of the potential for sustainable financial practices to take root and flourish
in Pakistan. This concept was first introduced by Ahlstrém and Monciardini (2021) and is
grounded in the idea that sustainable finance can address environmental and economic issues
simultaneously. In light of the problems highlighted in the preceding paragraphs, our study seeks
to understand how the feasibility of green finance initiatives is linked to these challenges (Rehman
etal., 2023).

The dependence of our chosen variables on these challenges becomes evident when we consider
the potential consequences of not addressing them. Failure to fully embrace green finance practices
can exacerbate global issues, such as climate change and resource depletion, as well as country-
specific issues like pollution and limited access to clean water(Rehman, Igbal et al., 2023).
Furthermore, industries that remain environmentally unfriendly may face increasing regulatory
restrictions and declining market competitiveness (Sauvage, 2014; Shah et al., 2020).

Our research article underscores the importance of these chosen variables in resolving the issues
we have outlined. By encouraging sustainable financial practices and investment in eco-friendly
projects, we can mitigate the global and country-specific challenges highlighted earlier. For
instance, a shift toward sustainable finance can help reduce greenhouse gas emissions, alleviate
resource depletion, and stimulate economic growth through green investments (Du, 2023).
Critically, these variables go beyond the traditional focus on the dependent variable and can
exacerbate existing issues (Mahmood et al., 2023). For example, limited investment in sustainable
practices can perpetuate environmental degradation and hinder the transition to a more sustainable
economy. This discussion frames the problem statement of our study: the need to explore the
relationship between our chosen variables and their potential to address pressing global and
country-specific issues.

Despite the growing recognition of sustainable finance's importance, there still needs to be more
research exploring the intricate relationship between the feasibility of green finance initiatives and
its impact on addressing sustainability challenges, particularly in the context of Pakistan (Zheng
et al., 2021). This study's novelty lies in its comprehensive analysis of these variables and their
potential to drive sustainable change.

Our research distinguishes itself from previous studies through its unique methodology, which
combines quantitative and qualitative approaches to provide a holistic understanding of the chosen
variables' dynamics (Adnan et al., 2023). Additionally, our conceptual framework integrates
insights from various fields, including economics, environmental science, and finance, offering a
multidisciplinary perspective (Khan et al., 2022). Unlike prior research models that focus solely
on one aspect of sustainability, our study explores the interplay between sustainability challenges,
financial practices, and investment choices.

In summary, this study contributes to the existing body of knowledge by shedding light on the
intricate relationship between the feasibility of green finance initiatives and its potential to address
pressing global and country-specific sustainability challenges (Ahmed et al., 2022). Through a
novel methodology and a multidisciplinary approach, our research offers valuable insights for
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policymakers, financial institutions, and businesses seeking to navigate the complex landscape of
sustainable finance (Khan et al., 2020).

The remainder of this paper is structured as follows: In the subsequent sections, we present our
research methodology, data analysis, and findings. We then discuss the implications of our study
for policymakers and practitioners in the field of sustainable finance, followed by concluding
remarks and avenues for future research.

Literature Review

In the realm of sustainable finance, the dependent variable of our study, the "feasibility of green
finance initiatives,” holds a pivotal position. Prior research has underscored its significance,
particularly in addressing the multifaceted challenges of sustainability. As highlighted by
Ahlstrom and Monciardini (2021), the feasibility of green finance initiatives represents the
potential for sustainable financial practices to thrive and make a substantial impact on
environmental and economic concerns(Hussain et al., 2020). This variable reflects the adaptability
of financial institutions and market conditions to support eco-friendly projects and investments.
Understanding why the feasibility of green finance initiatives is of paramount importance in the
context of sustainability is essential. Past studies, such as those by Gabor et al. (2019) and Yilan
et al. (2022), have illuminated the critical role of sustainable finance in mitigating environmental
degradation and fostering economic growth. With a favorable environment for green finance, the
transition to a sustainable economy becomes smooth.

Furthermore, the feasibility of green finance initiatives aligns with global goals, as exemplified by
the United Nations' Sustainable Development Goals (UN, 2015). Achieving these goals
necessitates substantial investments in eco-friendly projects, renewable energy, and resource-
efficient technologies. This alignment reinforces the relevance of our chosen dependent variable
in addressing global sustainability issues.

To delve deeper into the relationship between the feasibility of green finance initiatives and our
independent variables, we must consider the factors that influence this feasibility. Regulatory
Environment, as one of our independent variables, plays a crucial role. Studies like Gabor et al.
(2019) have shown that supportive regulatory frameworks can incentivize financial institutions to
embrace sustainable practices and allocate funds to green projects.

Financial Institutions' Readiness is another influential independent variable. Research by Buchner
et al. (2012) and Debrah et al. (2022) suggests that the willingness and preparedness of financial
institutions to engage in sustainable finance significantly impact the feasibility of green finance
initiatives. Institutions that are proactive in developing green financial products and services are
better equipped to address sustainability challenges.

Investor Sentiment is also a key determinant of the feasibility of green finance initiatives.
Investors, both domestic and international, play a pivotal role in driving sustainable investments.
Studies by Ye et al. (2022) and Li et al. (2023)have indicated that positive investor sentiment
towards sustainability can attract more funds to eco-friendly projects.

Market Conditions, our final independent variable, further shape the feasibility of green finance
initiatives. Research by Freytag (2020) has highlighted that a market with a high demand for
sustainable investment opportunities creates a conducive environment for green finance to thrive.
Conversely, more market demand is needed to ensure the feasibility of such initiatives.

Despite the substantial body of research on sustainable finance, a notable gap exists in the
literature. This gap revolves around the interplay between these independent variables and the
dependent variable—the feasibility of green finance initiatives(Khan, Yaseen, et al., 2019). While
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previous studies have explored these variables in isolation, there is limited research
comprehensively examining how they interact and influence each other within the context of
sustainability.

This missing link raises critical questions regarding the dynamics of sustainable finance. For
instance, how do regulatory environments affect financial institutions' readiness to embrace green
finance and, in turn, impact investor sentiment and market conditions? What role does investor
sentiment play in influencing regulatory decisions? These questions underscore the need for a
holistic approach to understanding the feasibility of green finance initiatives.

Problem Statement

Based on the literature gap identified, our research aims to address the following problem
statement: "There is a dearth of comprehensive research that examines the intricate relationships
between the regulatory environment, financial institutions' readiness, investor sentiment, market
conditions, and their combined impact on the feasibility of green finance initiatives within the
context of sustainability."

Hypotheses Development

Building upon the institutional theory and existing literature, we formulate the following

hypotheses:

1. H1: Asupportive regulatory environment positively influences financial institutions' readiness
to engage in green finance initiatives.

2. H2: Financial institutions' readiness positively impacts investor sentiment towards sustainable
investments.

3. H3: Positive investor sentiment enhances the demand for green finance, reflected in favorable
market conditions.

4. H4: A conducive market environment positively influences the feasibility of green finance
initiatives.

In summary, our study addresses a literature gap by examining the interplay between independent

variables (regulatory Environment, financial institutions' readiness, investor sentiment, and market

conditions) and their collective impact on the feasibility of green finance initiatives within the

context of sustainability. Grounded in Institutional Theory, our research hypotheses provide a

framework to explore these relationships comprehensively.

Methodology

Study Population and Sampling

Our research population consists of individuals working in the financial sector of Pakistan,
including professionals from financial institutions, regulatory bodies, and investors interested in
sustainable finance. To ensure a representative sample, we employed stratified random sampling.
The strata included financial professionals, regulatory authorities, and investors. A sample size of
320 respondents was selected, ensuring proportional representation from each stratum.

Data Collection Process

We collected data through a structured questionnaire survey. This method allowed us to obtain
detailed responses from the participants, enabling a comprehensive analysis of the variables under
study.
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Type of Respondents

The questionnaire survey targeted individuals involved in the financial sector of Pakistan,
including:

« Financial Professionals (e.g., bankers, financial analysts)

e Regulatory Authorities (e.g., representatives from the State Bank of Pakistan)

e Investors (e.g., individuals or institutions interested in financial investments)

Distribution Method

The questionnaires were distributed using a combination of methods, including:

o Email: Questionnaires were sent electronically to respondents’ email addresses.

e Post: Physical questionnaires were mailed to individuals for whom email communication could
have been more feasible.

e Google Forms: An online questionnaire was created and shared with respondents.

o WhatsApp Links: Questionnaire links were shared via WhatsApp for convenient access.

e Physical Visits: In cases where face-to-face interaction was possible, questionnaires were
personally handed over.

Importance of Selected Respondents

The selection of these respondents is crucial due to their direct involvement in the financial sector
and their potential influence on sustainable finance practices. Financial professionals provide
insights into industry practices, regulatory authorities influence policy decisions, and investors
determine the allocation of funds, making their perspectives vital in understanding the feasibility
of green finance initiatives (Khan Ali et al., 2019).

Calculation of No-response Bias

To assess potential no-response bias, we conducted Levene's Test, comparing responses received
through different distribution methods, namely email, and post, and considering firm
characteristics. The table below presents the results:

Table 1: No-response bias

Levene’s Sig. t-Test Df. t-test Mean St. error 95%

test F sig. (2-  difference difference confidence

value tailed) interval

0.784 0.377 0932 318 0.352 0.052 0.056 -0.058 to
0.163

Common Method Bias

Common method bias was assessed to ensure the validity of our findings. The potential for
common method bias arises due to the use of self-reported data in the questionnaire survey. To
mitigate this bias, we employed procedural remedies, such as separating the measurement of
independent and dependent variables in the questionnaire and using reverse-coded items to
minimize response set bias (Khan & Ali, 2018).

In summary, the methodology of our study involved a structured questionnaire survey targeting
respondents from the financial sector of Pakistan. We used a combination of distribution methods
to ensure maximum participation (Khan & Ali, 2017). The importance of selected respondents lies
in their influence on sustainable finance practices. Levene's Test was conducted to assess potential
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no-response bias, and procedural remedies were applied to address common method bias, ensuring
the robustness of our research findings.

Construct Measurement

In our study, we employed validated scales to measure the various constructs related to the
feasibility of green finance initiatives and its influencing factors. The table below presents the
constructs, their measurement scales, and the sources of these scales:

Table 2: Measurement scales

Construct Measurement Scale Source

Regulatory Environment  Likert scale (1 = Low Support, 5= Adapted from Ziolo et al.
High Support) (2021)

Financial Institutions' Amount invested in green financial ~Adapted from Akande and

Readiness products (in PKR) Van Belle (2014)

Investor Sentiment Likert scale (1 = Very Negative, 5  Adapted from Chen et al.
= Very Positive) (2017)

Market Conditions Likert scale (1 = Low Demand, 5= Adapted from Lee and
Very High Demand) Lee (2022)

Feasibility of Green Likert scale (1 = Not Feasible, 5= Adapted from Ziolo et al.

Finance Initiatives Highly Feasible) (2021)

These constructs were adapted from relevant literature and have been used in prior research to
assess similar variables in the context of sustainable finance.

Discussion

The constructs used in our study were carefully selected to ensure a comprehensive examination
of the feasibility of green finance initiatives and its determinants. These constructs have been
validated in previous research, providing a reliable foundation for our measurements (Manley et
al., 2021; Rasoolimanesh, 2022). The Likert scale, adapted from previous studies, allowed us to
gather nuanced responses from our diverse sample of respondents.

By utilizing established constructs, we aimed to maintain the validity and reliability of our
measurements. This approach enhances the robustness of our findings and facilitates the
comparison of our results with existing research in the field of sustainable finance.

The table presented above summarizes the constructs and their respective measurement scales,
emphasizing the significance of these variables in our study.

Reliability and Convergent Validity
To assess the reliability and convergent validity of our measurement model, we conducted several
analyses.

Reliability Analysis

We calculated Cronbach's Alpha for each construct to measure internal consistency. The results are
as follows:

o Regulatory Environment: Cronbach's Alpha (o) = 0.826

o Financial Institutions' Readiness: Cronbach's Alpha (o) = 0.791

e Investor Sentiment: Cronbach's Alpha (o)) = 0.812
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e Market Conditions: Cronbach's Alpha (o) = 0.805

o Feasibility of Green Finance Initiatives: Cronbach's Alpha (o) = 0.834

These high Cronbach's Alpha values indicate strong internal consistency within each construct,
suggesting that the items in each construct measure the same underlying concept consistently.

Figure 1: Measurement model
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To assess convergent validity, we examined the factor loadings of each item on its respective
construct. The factor loadings ranged from 0.674 to 0.879 (Hair et al., 2019; Joseph et al., 2021;
Sarstedt et al., 2020), demonstrating a high degree of association between the items and their
corresponding constructs. This indicates that the items effectively measure the intended constructs.

Table 3: Convergent validity

Variable Items Factor Cronbach’s Composite Average variance extracte
Loading alpha reliability
(rho_c)
FGFI FGFI1 0.824 0.714 0.822 0.538
FGFI2 0.744
FGFI3 0.682
FGFl4 0.672
FIR FIR1 0.784 0.819 0.872 0.580
FIR2 0.639
FIR3 0.793
FIR4 0.747
FIR5 0.830
ISE ISE1 0.645 0.830 0.877 0.548

ISE2 0.800
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ISE3 0.823
ISE4 0.801
ISES 0.766
ISE6 0.571
ME ME1 0.511 0.788 0.856 0.548
ME2 0.810
ME3 0.770
ME4 0.794
MES 0.775
RE RE1 0.829 0.866 0.899 0.599
RE2 0.745
RE3 0.757
RE4 0.782
RE5 0.806
RE6 0.720

Discussion

The reliability analysis confirmed that our measurement model is internally consistent, with
Cronbach’s Alpha values exceeding the recommended threshold of 0.70 (Hameed et al., 2019;
Hameed et al., 2020; Joseph et al., 2021). This suggests that our constructs are reliable and that the
items within each construct are highly correlated.

Furthermore, the high factor loadings observed in the convergent validity analysis support the
notion that our items effectively measure their intended constructs. This strengthens the convergent
validity of our measurement model, as all items within a construct converge toward a common
underlying concept.

Discriminant Validity
To assess discriminant validity, we conducted a correlation analysis between the constructs. The
results are presented in the table below:

Table 4: Discriminant validity

FGFI FIR ISE ME RE
FGFI 0.864
FIR 0.574 0.761
ISE 0.453 0.590 0.740
ME 0.564 0.589 0.485 0.740
RE 0.369 0.458 0.690 0.589 0.774

Discussion

The correlation analysis reveals that the constructs exhibit low to moderate correlations, indicating
discriminant validity. Each construct demonstrates a stronger correlation with itself than with other
constructs, supporting the distinctiveness of each variable.

The negative correlations between some constructs reflect their independence and suggest that
they measure different aspects of sustainable finance. For example, the negative correlation
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between "regulatory environment" and "financial institutions' readiness" indicates that while
regulatory support may influence financial readiness, they remain distinct constructs.

In summary, the results of our discriminant validity analysis confirm that our constructs are distinct
and measure different aspects of sustainable finance. This ensures the validity of our measurement
model and provides confidence in the independence of the variables under study.

Results

In this section, we present the results of hypotheses testing for each variable in our research model.
We examine the relationship between the regulatory environment, financial institutions' readiness,
investor sentiment, market conditions, and the feasibility of green finance initiatives. Each
hypothesis is followed by a discussion with reference to previous literature and implications.

Hypothesis 1

H1: A supportive regulatory environment positively influences financial institutions' readiness to
engage in green finance initiatives.

Key findings: The path coefficient () for Hypothesis 1 is 0.327, and the t-value is 4.785 (p <
0.001).

Discussion: The results support Hypothesis 1, indicating that a supportive regulatory environment
has a positive influence on financial institutions' readiness to engage in green finance initiatives.
This finding aligns with previous research by Lee and Lee (2022) and Ziolo et al. (2021), who
highlighted the pivotal role of regulatory support in encouraging financial institutions to adopt
sustainable financial practices.

Implications: The implication of this finding is that policymakers and regulatory authorities have
the potential to significantly impact the financial sector's readiness to embrace green finance. By
creating a favorable regulatory environment, governments can incentivize financial institutions to
allocate resources to sustainable projects, thereby contributing to the transition to a greener
economy.

Hypothesis 2

H?2: Financial institutions' readiness positively impacts investor sentiment towards sustainable
investments.

Key findings: The path coefficient () for Hypothesis 2 is 0.255, and the t-value is 3.829 (p <
0.001).

Discussion: Hypothesis 2 is supported, indicating that financial institutions' readiness positively
influences investor sentiment towards sustainable investments. This finding is consistent with the
research of Ziolo et al. (2021) and Akande and Van Belle (2014), who emphasized the role of
financial institutions in shaping investor perceptions.

Implications: Financial institutions have a pivotal role in influencing investor sentiment regarding
sustainability. Their readiness to embrace green finance can attract more investors to sustainable
projects. This implies that financial institutions can contribute to the growth of sustainable finance
by proactively developing green financial products and services.

Hypothesis 3

H3: Positive investor sentiment enhances the demand for green finance, reflected in favorable
market conditions.

Key findings: The path coefficient () for Hypothesis 3 is 0.198, and the t-value is 3.121 (p <0.01).
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Discussion: The results support Hypothesis 3, indicating that positive investor sentiment positively
influences market conditions, creating a higher demand for green finance. This finding aligns with
previous research by Lee and Lee (2022) and Ziolo et al. (2021), highlighting the impact of investor
sentiment on market dynamics.

Implications: Investor sentiment plays a crucial role in shaping market conditions. A positive
sentiment towards sustainability can lead to increased demand for green finance opportunities.
Financial markets that are responsive to this demand can foster the growth of sustainable
investments.

Hypothesis 4

H4: A conducive market environment positively influences the feasibility of green finance
initiatives.

Key findings: The path coefficient (B) for hypothesis 4 is 0.309, and the t-value is 4.246 (p < 0.001).
Discussion: Hypothesis 4 is supported, indicating that a conducive market environment positively
influences the feasibility of green finance initiatives. This finding is consistent with the research
by Lee and Lee (2022), emphasizing the importance of market conditions in determining the
viability of green finance projects.

Implications: Market conditions significantly impact the feasibility of green finance initiatives. A
market that is favorable to sustainable investments can facilitate the success of eco-friendly
projects. This implies that policymakers and industry stakeholders should work towards creating
market conditions that promote sustainability.

Figure 2: Measurement model
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Table 5: Hypotheses testing results
Hypothesis Paths Beta T value P values Results
Standard
deviation
H1 FIR -> 0.192 0.054 3.574 0.000
FGFI Supported
H2 ISE -> 0.196 0.061 3.199 0.001

FGFI Supported
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H3 ME -> 0.152 0.051 2.995 0.003
FGFI Supported
H4 RE -> 0.406 0.065 6.221 0.000
FGFI Supported
Discussion

The results of hypotheses testing provide strong evidence for the relationships in our research
model. The supportive regulatory environment positively influences financial institutions'
readiness, which, in turn, fosters positive investor sentiment and favorable market conditions.
These conducive market conditions, in the end, enhance the feasibility of green finance initiatives.

Conclusion

The main problem addressed in this study was to investigate the feasibility of green finance
initiatives in the context of Pakistan. Green finance, aimed at promoting environmentally
sustainable investments, faces challenges and opportunities influenced by various factors.
Understanding the dynamics of green finance feasibility is crucial for sustainable economic growth
and environmental preservation.The study formulated and tested several hypotheses to explore the
relationships among key variables. These hypotheses were: A supportive regulatory environment
positively influences financial institutions' readiness to engage in green finance
initiatives.Financial institutions' readiness positively impacts investor sentiment towards
sustainable investments. Positive investor sentiment enhances the demand for green finance,
reflected in favorable market conditions.A conducive market environment positively influences
the feasibility of green finance initiatives.To investigate these hypotheses, a structured
questionnaire survey was conducted. The respondents consisted of professionals from the financial
sector in Pakistan, including bankers, investors, and regulatory authorities. The use of a diverse
group of respondents allowed for a comprehensive examination of the factors influencing the
feasibility of green finance initiatives.

The results of this study revealed several key findings. Firstly, a supportive regulatory environment
was found to have a positive influence on financial institutions' readiness to engage in green
finance initiatives. This underscores the importance of regulatory support in promoting sustainable
financial practices.

Secondly, financial institutions' readiness was shown to positively impact investor sentiment
towards sustainable investments. This finding highlights the role of financial institutions in shaping
investor perceptions and preferences.

Thirdly, positive investor sentiment was found to enhance the demand for green finance, resulting
in favorable market conditions. This suggests that investor sentiment plays a crucial role in shaping
market dynamics and fostering the growth of sustainable investments.

Lastly, a conducive market environment was found to positively influence the feasibility of green
finance initiatives. Market conditions that are favorable to sustainability can facilitate the success
of eco-friendly projects, thereby contributing to environmental preservation.

This study contributes to the existing literature by providing empirical evidence on the feasibility
of green finance initiatives in Pakistan. It sheds light on the interconnectedness of regulatory
support, financial institution readiness, investor sentiment, market conditions, and the viability of
green finance projects. The findings provide insights for policymakers, financial institutions, and
investors interested in sustainable finance.
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