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Abstract

Anthropogenic global warming has emerged as a major concern for financial firms and investors in the
21st millennium. As a reaction, financial institutions provide green financing to enterprises to tackle
climate change and ameliorate this problem. The accessibility of greener financing, on the other hand,
remains a significant issue. Our research investigates the performance of Islamic banks to see how much
the financing gap might be reduced. Green financing statistics covering the years 2014-2020 were
obtained from three prominent Islamic banks in Pakistan in a panel layout catalog. For data analysis,
researchers used a two-stage Least Square Regression Analysis. Investing in green finance is much less
risky than investing in conventional finance. Green finance appears to have a satisfactory effect on
Islamic banks' performance, according to the findings. According to the Islamic Modes of Financing,
Islamic banks must invest more in green initiatives. This article adds to the body of knowledge about
how to optimally support green initiatives for financial institutions.
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Introduction

Global warming is now one of the most contentious problems at the world level in recent years. Over the
last century, more than 0.7°C has been added to the global average surface temperature, and this trend
will continue in the future (P. Kumar, 2020). Humankind ultimately depends on nature, or more
specifically, the ecosystem, because it provides all of its needs for survival, growth, and progress. The
environment, the supply of life's essential products, living area, life quality, diversity of people's lives, and
economic systems, on either side, has crossed a threshold as a result of human civilization's development
and progress. The environment is presently sending us several indications that it is under severe stress,
including ozone holes, ocean acidification, ecosystem degradation, contaminated air, lands, streams, and
ocean, our future, however, is dependent on it (O.M. Ashtankar, 2016). Extreme weather events, floods,
tidal waves, water scarcity, rising sea levels, and the resulting demographic upheavals are just a few of the
terrible consequences of the global environmental crisis. Climate change's effects endanger our ability to
live sustainably on our planet, demanding an immediate and collective effort from both developed and
developing countries (K. Sharmeen, et al., 2018). We don't own the land; it belongs to us. Environmental
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degradation has been regarded as a major source of impediments to Pakistan's economic progress and
financial prestige.

To an estimate issued in 2017 by Price Waterhouse Coopers, Pakistan would become the world's
twentieth biggest economy around 2030, as well as the 16th biggest in the world by 2050 (Economic
survey of Pakistan 2019). Despite this Pakistan is losing PKR. 01 billion a day, approximately 6% of GDP,
due to environmental degradation (GOP Ministry of Climate Change, 2017). According to the Global
Climate Risk Index's annual report for 2020, Pakistan's GDP per unit has decreased by 0.53 percent,
resulting in an economic loss of US $ 3792.52 million, and 152 extreme weather events have occurred
between 1999 and 2018 (Mari, I. H., & Hussain, Z, 2021). The environment's protection, control, and
maintenance is not just the duty of one person; everyone must work to protect the environment and
health. The atmosphere wherein we reside has a significant impact on our health (Clinton, Cohen, et al.
2021). In a variety of ways, the home, office, outdoor, and transportation surroundings all pose health
concerns. The entire world has a slew of major environmental challenges that require immediate
attention (PES, 2020). The state of the environment, as well as good environmental management, are
prerequisites for any country's long-term development, and Pakistan is no different.

In practice, the operationalization of the banking business should be responsible for upholding
environmental conservation standards. Nature conservation activities that have a carrying capacity must
be balanced with long-term economic development (Mohammad, 2021). Banks can harm the
environment both directly and indirectly. The direct negative impact can be attributed to a bank's carbon
footprint and resource consumption as a result of its regular operations. The indirect negative impact of
the bank's financing on such projects such as fuel, papers, metal, construction, fertilizers, energy, fabrics,
and chemicals are examples of enterprises that impact the environment, and can be more serious and
dangerous (Ahmed,2012; Chew. et al., 2016; Meena, 2013; O.Weber,2015; Hung, D., & Tuan, T,2019).
Banks can adopt a "go-green" policy for themselves and urge their clients to do so through various
incentive schemes. Financial organizations are in a unique position to lead this charge. (Sharmeen et al.,
2019). Since banks play such a large role in commercial project financing, the concept of "green finance"
has excellent potential. The term "green financing" means investing that is environmentally friendly and
made only in projects with low greenhouse gas emissions and clear carbon footprints (K. Sharmeen and
A.M. Yeaman, 2020).

Thus the banking industry is expected to play a greater role as an intermediary between economic
development and environmental protection. This kind of banking is known as "green banking" and
promotes environmentally sustainable and socially responsible investments” (Ullah, M. A. 2020; S.S. Khan
et al.,, 2016). Green banking is a type of financing whose primary purpose seems to be to safeguard
ecological integrity (Bangladesh Bank, 2020). Green banking is an essential portion of Islamic banking that
makes a foundation of conservational fortification. Islamic banking is a form of ethical and socially
responsible banking that has no negative environmental consequences. In these conditions, Islamic
banking can help to improve the environment and promote long-term development (Mohammad, N.U
and A. Monir, 2018).

In response to this challenge, the State Bank of Pakistan issued Green Banking guidelines in 2017 (SBP,
2017). As part of its efforts to promote environmentally friendly economic activity for long-term economic
development, GBG urged banks to participate in green financing. Banking ideology entails the "inculcation
of ecological sustainability” as part of organizational culture, as well as the reorientation of financial
services product lines and operational processes to reduce banks' and the economy's environmental
impact”(SBP, 2017). Pakistan represents a concern about the severe effects of global warming, despite its
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small environmental impact. As a result, climate adaptation is crucial for society. Pakistan also made steps
to safeguard the environment that helps mitigate the harmful effects of climate change; the government's
actions and implementation comprise environmental management and adaptability techniques.

As a result, the question arises of how to facilitate greener financing in Pakistani banks. In this context, an
experimental study was conducted to posturize the problem faced by Pakistan with suitable empirical
results. The purpose of this research is to investigate the financial competence of chosen Islamic banks
that provided green financing in Pakistan from 2014 to 2020, with the primary goal of reviewing relevant
literature to provide a foundation or explanation for the study's conceptual framework. In addition, the
consequences of green finance based on the achievements of Pakistani Islamic banks are being
investigated. Furthermore, no recognized study, particularly in the context of Pakistan, exists. As a result,
this research will serve as a strong foundation for future research studies in this area (Afridi, F.E.A., Jan, S.
et al., 2021). There has not been significant research, particularly on this association among the effect of
green finance on the performances of Islamic banks in Pakistan. So, to deal with this issue in academia is
the cry of the day. Green finance has been the subject of much of the existing research belongings to
Islamic banks' effectiveness in terms of ROA and ROE.

Review of the Literature and Formulation of Hypotheses

Green Banking practices are built on the concepts of the green economy. " The objectives of just a
sustainable environment are to advance human well enough and rights with regards by dramatically
reducing environmental risks and ecologically resource shortages” (SBP, 2015). The country's ability to
protect its natural resources while increasing is critical to its long-term social and economic development
(Rehman, Ishaque, et al., 2021).

This emphasizes here equitable utilization of resources to provide an equitable availability without
harming nature. We have to be unable to remember our understanding and sense of balance that is
important to protect nature. According to Ahuja (2015), the current state of the environment has led to
the conclusion “We have lost sight of the knowledge and harmony which is required to maintain the
environment because of our ego over science and technology." It will be a disaster of our own making if
we do not maintain it.

Furthermore, Allah created everything in its rightful place. This balance can be harmed by the
inappropriate use of natural resources. According to the summary of Surah Al-Rahman: 3-9, “Allah said in
The Quran: 'He created man and taught him clear expression' He erected heaven and established the
balance so that you would not transgress the balance. Allah said: 'Give just weight do not skimp the
balance'. And he added: 'The stars and trees bow down in prostration” (Al-Rahman: 3-9). According to
these verses, Allah Subhan WA Taala created everything in its normal position. The exploitation of natural
resources has the potential to disrupt the environment's balance.

Green Finance
Green financing has emerged as a basic and less challenging means of doing business in the twenty-first
century, alongside natural innovation. Every part of the world, both developed and developing, should

aim toward green funding on a global level. Green finance has gotten increased attention from academics
and policymakers, in addition to extensive green research.

ISSN (P): 2709-9962 Irfan, lhsan, Jan (2022) 183



Asian Social Studies and =1 Volume 3 Issue 2
Applied Research (ASSAR) May, 2022
Published by ASAR Council S a— e ISSN (E): 2709-9229

The definitions of green finance up to now in literature are various. Devas (1994) proposed a definition of
green finance to explain the financial sector's effect on environmental considerations (Li, L.; Wu, W et al.,
2021). Analyses of the notion from a theoretical standpoint and systematic paradigms of green finance
were the primary focus of early research (Salazar, 1998). The majority of green finance studies have
concentrated on the concept of green finance, its theoretical framework, and its path and method of
development. Scholtens talked about the connection between finance and corporate social responsibility
(Scholtens, B. 2006). In the same way (Alam Reman, et al, 2021) incorporated the green finance link with
corporate social responsibility in Pakistan. A theoretical model for enticing private sector involvement in
green finance and investment was discussed. A theoretical model for stimulating private engagement in
green finance and investment has been discussed by several researchers in the past. Green finance
guarantee systems and distributed ledger technology, according to the authors, could boost private
investment in environmental projects (T. Hesary and Yoshino, 2019).

After 2000, this research slowly changed from phenomenological to quantified research analysis, which
may be divided into three distinct groups. First and foremost, it starts with, when it comes to the financial
impact of greener economic literacy on institutions, Chami et al., (2002), discovered that financial
institutions play a significant role when it comes to the advancement of green financing. Second,
investigations on the development of green finance products mostly focused on green funds, green
bonds, and other similar vehicles (Climent & Soriano, 2011, Pham, 2016, Antimiani et al., 2017). Finally,
when it comes to environmental risk management, experts suggest that pollution insurance for the
environment coverage is a good way should go (Yang et al. 2017, Gao et al. 2018). Furthermore, several
researchers concentrated on the establishment of green finance background as well as the connection
between green banking and investment creation (Linh, D. H., & Anh, T. V., 2017). An article by (Rui Cai and
Jianluan Guo, 2021) examined green finance publications, as well as the beneficial information and how it
is used. The Scopus database was used to extract bibliometric data on green finance studies. Results
indicated that green finance is fundamentally a financial concern, and there is an urgent need to research
green finance issues.

Islamic Finance and Green Finance

The history of Islamic finance can be traced back to the 7% century. In our current world, Islamic finance
and banking were revitalized in the 1970s. After that, it shows an upward rise every year, despite Islamic
finance growing increasingly popular. Through that period, it is estimated that the total value of Islamic
assets will have risen to $4 trillion. Furthermore, both sustainable initiatives and socially responsible funds
have seen a significant increase in recent years (A. Sekreter, 2017). In several ways, the Islamic banking
system differs from traditional banking. A good distinction between Islamic and conventional finance is
that Islamic rulebooks prohibit generating "interest." Green financing, on the other hand, relates to green
goods or services that banks provide to the private sector or the general public for use in the sustainable
future. Green finance initiatives products and projects that aim the sustainable development. Gilbert
(2012) include sustainability in the definition of green finance; they claim that green finance initiatives are
products that aim to make the world a more sustainable place for human and non-human. Permitting to,
Meena, (2013) banks invest in lending businesses for three main reasons: first, to reduce environmental
risks; second, to create commercial opportunities; and third, to build a reputation.

According to de Clerck (2009) both Islam and Christianity had established standards related to financial
dealings and monetary contracts. Christianity established laws regarding usury and Islam simply prohibits
interest charging. Economic activities defined by morals between individuals and groups within society
based on religious ideals were encouraged by Islam and Christianity.
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Green Banking vs Islamic Banking
Green Banking

The State Bank of Pakistan came up with the term "green banking" to characterize incentives to
strengthen ecologically responsible banking operations. Green banking entails promoting environmentally
friendly methods that will assist financial organizations and their customers in reducing their carbon
footprint (SBP, 2015).

Green banking aims to provide excellent banking services while promoting environmental and social
responsibility, in a similar way to the concept of ethical banking (Nanda, S., & Bihari, S. C., 2012). Green
banking is often known as social or ethical banking because it includes banks' social responsibility to
protect the environment, demonstrating that environmental and social problems regularly intersect. By
definition, green banking involves solving some of the most serious challenges of our time to get a
beneficial influence on people, the environment, and culture (Kaeufer, 2010, Weber and Remer, 2011).
Broadly, green banking is also known as ecological banking, ethical banking, or sustainable banking; it's
the environmentally safe banking technique that encourages clients to reduce Co2 emissions in their
financial activities (Tara et al., 2015).

The impact of green banking initiatives on commercial banks' financial performance has been examined in
a series of studies by Pakistani researchers published in the Journal of Financial Economics and Banking
(Jfeb), published by SRI International, Springer, Springer, and Oxford University Press. Alam et al.,
explored the adoption of green banking practices in Pakistan's commercial banking sector using SRI
theory. Kiran Jameel and Usman Ghani Chishti investigated the financial impact of green banking efforts
on commercial banks (Alam Rehman et al., 2021; Kiran J. and Usman G. C. 2020). Every commercial bank
in Pakistan should implement green banking procedures, such as producing new green banking products,
opening new green branches, or launching a new green bank.

Islamic Banking

Islamic banking is environmentally friendly (Mohammad Nazim Uddin, 2018). According to M. Luthfi
Hamidi and Andrew C. Worthington (2018), Islamic banking is a type of banking that adheres to Shari'ah
(Islamic law), as derived primarily from the Qur'an (Muslim Holy Scripture), Hadiths (Sayings of the
Prophet Muhammad, SAW), |jma' (scholarly consensus), and Qiyas (the legal reasoning of Islamic
scholars).

Islamic banks participate in banking activities that are based on PLS instead of interest payments. These
banks are ethically careful when it comes to providing finance and are monitored by competent bank
executives who are headed by the 'Shariah laws Panel. Islamic banks do not finance the tobacco industry,
betting, or the making of goods that are harmful to one's bodily or psychological health, as well as the
environment. In terms of the counterparts, these activities are similar to the SRI (Socially Responsible
Investment) of the western world.

Green finance from Agriculture Perspective in Pakistan
Farmers in the agricultural industry frequently require finance for production and development
operations, agricultural finance, according to the SBP's Prudential Regulations, includes: (a) farm/crop

sector financing, crop inputs such as seeds, enrichers, insecticides, irrigation facilitation, and energy for
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on-farm activities, crop agronomy, and machinery are purchased with production loans. Farm machinery,
such as tractors, tube wells, and threshers, as well as infrastructures, such as tunnels and warehouses, are
commonly purchased using development loans. b) For poultry, dairy, cattle, and fisheries, among other
things, farmers and non-farm businesses demand loans for working capital and term financing (ICL &EIAF,
2020).

The State Bank of Pakistan (SBP) has been working with specialized, commercial, microfinance, and Islamic
banks to provide appropriate credit to farmers. With the passage of the Loans for Agriculture Purposes
Ordinance in 1973, the bank's work began. A subcommittee of experts published the first report on
agricultural credit requirements estimates in April 1973. In 1979, 1983, 1989, 2001, 2006, 2008, 2014, and
2019, the report was updated. The Agricultural Credit Advisory Committee originally published it (ACAC).
Agriculture was recognized as the most important source of productivity and employment in emerging
countries, particularly in Pakistan (Mahmood, N., Arshad, M. et al., 2019). However, financing facilities in
Pakistan are poor (Chandio, A.A, Jiang, Y et al., 2017). In Pakistan, official and informal financing are
important contributors to improving agricultural productivity and farmer technical efficiency (Chandio,
A.A, Jiang, et al., 2019). The primary barriers to small and landless farmers acquiring financing are
complicated bank procedures and security requirements (Saqib, S, Ahmad, M.M, et al., 2016).

Financial Performance

Financial performance is the measure of a bank's ability to manage assets and generate income
(Greenwood & Jovanovic, 1990). It simply refers to a bank's financial soundness. Earnings, stability,
insolvency, capital adequacy, and payback volume are some of the metrics used to assess financial
performance.

After operational costs, before tax, the UK Green Investment Bank's minimum target performance is 3.5
percent (a nominal return on total investments each year). The UK GIB became profitable in the second
half of the 2014-15 fiscal year, and it expects to achieve an overall return of 9% once its present portfolio
of investments is fully operating (UK. GIB, 2015a). CEFC outperformed the portfolio benchmark with a
4.15 percent yield (minus operating expenses) based on a forecasted invested amount of Australian Dollar
0.931 billion in 2014 (CEFC, 2014). Once fully deployed, the investment portfolio in 2015 is expected to
earn an annual yield of 6.1 percent (CEFC, 2014).

A key financial report should be made to determine whether a business is competitive. This shows the
current financial status of the organization, how money gets invested, and where extra expenditures
might be detected. A financial performance statement summarizes a firm's income and expenses for
the last year. It aids management in determining which aspects of the business were worthwhile
investing more money into as well as which areas must be reduced spending forward. In terms of
finance, banks are prioritizing sustainable economic activities and energy-efficient sectors. They're also
encouraging conservative infrastructure investment. Banks are encouraging solar projects, safe water
treatment projects, pollution, and waste treatment facilities, biogas plants, and other similar initiatives.
Based on the above discussion the following hypothesis is developed.

H1: Green finance and bank performance have a positive relationship.

H1la. There is a positive association between green finance and the ROA of Islamic banks.
H1b. There is a positive association between green finance and the ROE of Islamic Banks.
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Research Method

The main three larger Meezan Bank Limited, Bank Islami Pakistan Limited, and Dubai Islamic Bank are
three Islamic banks that operate in Pakistan and were chosen from a pool of 6 banks. As it is clear from
the operations of Islamic Banking rules they lend based on Assets. From 2014 to 2020, seven-year data of
the mentioned banks were collected. The dataset was created using all publicly available data. It was
compiled from banking sector annual reports and SBP reports. This study used secondary data and was
correlational, quantitative, and descriptive in design. Several statistical tools were utilized in the study to
measure data analysis and factors. To forecast the results performed correlation and multiple regression
analysis. For analysis, the Stata 16 version was used.

The following main independent variables were taken in this study: -
Green Finance
The below-listed sub-variables or indicators are employed as sub-proxies in the area of green finance.

1) Banks provide agricultural Assets for production (PA).

2) Banks provide agricultural Assets for development purposes (DA).

3) Banks' ability to recover assets could boost their capability to issue more assets to the
agricultural sector, boosting green finance availability (RA).

4) Outstanding assets of the banks may hurt the future availability of green finance (OA).

5) The provision of agricultural assets has met its target, which means that the banks have met their
goal of providing such assets (AT).

The variable of interest was the financial performance that was quantified using the Return on Assets and
Return on Equity metrics as a proxy for financial performance. Both these measures are commonly used
as proxies of financial performance in the available literature. Recently Hossain et al., (2020) also used the
same proxies in a study “effects of green banking practices on the financial performance of Bangladeshi
banks”.

The act of studying, filtering, altering, and goal of discovering useful information or exposing useable
information is known as data analysis, coming to a conclusion, and assisting decision-making (Zikmund
and Griffin, 2013 ). In various commercial, scientific, and social studies sectors, information analysis refers
to a set of features and methodologies, spanning different methods below many identities (Kothari,
2008). The study used a quantitative technique to estimate the trends in the data collected. The
simultaneous effects of green finance on ROA and ROE as a proxy for the financial efficiency of Islamic
Banks in Pakistan were investigated using this type of study. The descriptive analysis technique was used
in this investigation. This comprised employing tables, statistics, and other testing methods (Mugenda &
Mugenda, 2012). Using the STATA version 16, descriptive, correlation, regression, fixed effect, and
random effect models were utilized to establish the association between profitability and selected green
finance independent variables.

The following model was adopted:

Y = B0 + B1X1+ B2X2+ B3X3+ B4X4+ B5X5+ B6X6+ €

Whereby, Y = ROA and ROE, X1 = Production assets, X2 = Developmental assets, X3 = Recover assets, X4 =
Outstanding assets, X5 = Achieved target assets, X6 = Size and € = Error term, in this case, it is assumed to
be zero (0).
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Tests for Significance of Normality
Normality Test

The sample was put through a normality test to see if it originated from either a standard normal
distribution. This is essential for any regression analysis since residuals that are not distributed normally
might lead to ineffective or biased projections. Table 1 summarizes the findings and reveals that the
majority of the indicators were more than 0.05 criteria residuals region. It's assumed that the data is
normally dispersed.

Table No 1: Shapiro-Wilk W test for normal data

Variable Obs w \" z Prob>z
ROE 21 0.97195 0.687 -0.758 0.77574
ROA 21 0.98023 0.484 -1.465 0.92856
PA 21 0.92385 1.866 1.261 0.10362
DA 21 0.90841 2.244 1.634 0.05108
RA 21 0.92336 1.878 1.274 0.10131
OA 21 0.91951 1972 1.373 0.08484
AT 21 0.94623 1.318 0.558 0.28853
BZ 21 0.96036 0.971 -0.059 0.52333

Testing Multicollinearity Using Tolerance and VIF

VIF and T levels were used for multicollinearity in the data. When two or more indicators inside a multiple
linear regression are somewhat or strongly linked, this is known as multicollinearity. The data have no
issue with multicollinearity as mean VIF= 2.13. No single despoiled the benchmarks >10. The results are
presented in Table 2.

Table No 2
Variable  VIF 1/VIF
PA 2.48 0.402844
DA 1.27 0.785943
RA 2.79 0.358956
OA 3.25 0.307269
AT 1.45 0.688941
BZ 1.51 0.663248
Mean VIF | 2.13

Estimation and Discussion

This section described the finding of the study, summarized statistics regarding the
modeled variables, the level of correlation among variables and the regression findings of
the investigation.
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Descriptive statistics

Table No 3
Variable Obs Mean Std. Dev. Min Max
ROA 21 .0084762 .0050754 -.0011 .0177
ROE 21 1247143 .072963 -.0189 .2486
PA 21 4477.309 3427.633 27.262 10639.36
DA 21 632.3607 279.1506 156.6252 992.25
RA 21 1136.65 615.1282 20.439 1998.6
OA 21 1127.273 629.1616 101.114 1979.064
AT 21 .0740661 4038192 -.7423374 .7756023
BZ 21 19.44496 .9674881 17.43482 21.143

Table 3 gives descriptive statistics for the impact of green finance on Islamic banks' Financial Performance
in Pakistan.

N describes the number of valid observations for the variable which was 21. The average ROE and ROA
were.124 and.008, respectively, whereas the standard deviation was 0.072 and 0.005, both relatively low
numbers, indicating that the data was clustered around the mean. The independent variables average
stood for PA 4477.30, DA632.36, RA 1136.65, OA 1127.27, AT, 0.74, and BZ 19.4449, and standard
deviation PA 3427.63, DA 279.15, RA 615.12, OA 629.16, AT 0.403, and BZ .0.967. The output standard
deviation values show that ROA, ROE, AT, and Size are nearby means, while the PA, DA, RA, and OA
variables with a high standard deviation suggest that the data is more dispersed. The maximum and
minimum values for explanatory variables are in the normality ranges as per the criterion.

Correlation- Matrix

Table No 4
ROE ROA PA DA1 RA OA AT1 BZ
ROE  1.0000
ROA 0.6112* 1.0000
PA 0.2849 0.6555*  1.0000
DA  -0.2441 0.0980 0.1775  1.0000
RA 0.2093 0.1452 0.5873* 0.1433 1.0000
OA  -0.0336 0.1215 0.7246* 0.0500 0.6986* 1.0000
AT  -0.0471 -0.1878 -0.5394* -0.0936 -0.3524 -0.4772* 1.0000
BZ 0.7270* -0.0126 0.0108 -0.2937 0.3231 0.0057 -0.0410 1.0000

The correlation- matrix is shown in table 4, which represents the relationship level among dependent and
independent variables. The outcomes of table 4 indicate that the independent variable, PA, r =.611, RAr =
.2091, and BZ r =.727 indicate a moderate positive and strong positive linear relationship with ROE. While
PAr=.655, DAr=.089, RAr=.14, OAr =.121 presented strong positive significant relationship with ROA.
While AT and BZ have a negative correlation. These findings suggest that Islamic banks' financial
performance in Pakistan is affected by their ability to increase green finance. Green funding should be
prioritized in the Salam, Mudarebah, Istisna, and Murabaha concepts. In addition, when the production
loan is bigger, Islamic banks tend to do better financially and as the size of the developmental loan
increases, banks are more likely to record a subsequent increase in the cash flows.
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Regression Analysis

The pooled regression for ROE summarizes that the overall model is fit and statistically significant (R
square = 0.37, Prob > F = 0.001). We suppose that each of the banks operating in Pakistan is the same in
Pooled Regression Model. However, the actuality is quite different. As a basis, we will not trust the
judgment of this regression model for the time immediately. Further, we are going to check the fixed and
random-effects models. Between the FE and RE, we decided which one is the right model for analysis.
After that, we will pick out between RE/ FE and Pooled OLS with the help of the Husman test.

The fixed-effect model ROE displays the adjusted R squire 0.55, Prob>F, 0.23 seem not desirable. While
the random effect model has proven R?0.75 while P, 0.000. The random effect model is strongly
appropriate for a time being. The results of the Husman test recited Prob>chi2 = 0.062 which
demonstrated that the random effect model is appropriate for analysis. But still, this not decided which
one is good fitted. In the next step, we run the Breusch-Pagan Lagrange multiplier for random effects. As
the outcomes of the Breusch and Pagan Lagrangian multiplier test directed to reject the Pooled OLS based
on Prob > chibar2 = 0.0000. It also pointed out that if the P> 0.05 confidence level then chose the OLS.
Now it is confirmed to use the Random effect model for analysis.

Heteroscedasticity Test of ROE

Heteroscedasticity occurs when the residuals differ throughout a range of derived data. The null
hypothesis for heteroskedasticity was disproved by the Breusch-Pagan / Cook-Weisberg test presented in
table 5 (Prob > chi2 = 0.4847). As a result, Heteroskedasticity issues did not affect the research variables.

Table No 5
Breusch-Pagan / Cook-Weisberg test for heteroskedasticity
Ho: Constant variance
Variables: fitted values of ROE

chi2(1)
Prob > chi2

0.49
0.4847

Association of Green Finance and Performance (ROE) on the basis of RE Model

Table 6 indicated the prediction of green finance (GF) and financial performance (FP). As shown in table 6
(PL), production loans, (RL) recovery of loans Bank size (Size), and leverage ratio (LevgR) are statistically
significant factors affecting the financial performance of financial institutions working in Pakistan. When
green financing is increased by one unit, the coefficient indicates how much financial performance
changes. The PA, AT, and BZ show encouraging figures. While DA, RA, and OA are in the inverse conditions
in Pakistan's Islamic Banking sector.

Table 6: Random-effects GLS regression
Random-effects GLS regression Number of obs = 21
Group variable: Code Number of groups = 3
R-sq: Obs per group:
Within = 0.2831 min = 7
Between =0.9309 avg = 7.0
Overall = 0.7547 max = 7

ISSN (P): 2709-9962 Irfan, lhsan, Jan (2022) 190



Asian Social Studies and =1 Volume 3 Issue 2

Applied Research (ASSAR) May, 2022
Published by ASAR Council e S ISSN (E): 2709-9229
Wald chi2(6) = 43.06
corr(u_i, X) =0 (assumed) Prob > chi2 = 0.0000
ROE  Coef. Std. Err. z P>|z| [95% Conf. Interval]
PA .0000158 4.44e-06 3.56 0.000 7.09e-06 .0000245
DA -.0000311 .000039 -0.80 0.426 -.0001076 .0000454
RA -9.55e-06 .0000262 -0.36 0.716 -.0000609 .0000418
OA -.0000525 .0000277 -1.89  0.058 -.0001067 1.82e-0
AT .0229738 .0288166 0.80 0.425 -.0335057 .0794533
BZ .0541417 .0122585 4.42 0.000 .0301155 .0781679
_cons -.9108382 .2458864 -3.70 0.000 -1.392767 -.4289098
sigma_u | 0
sigma_e | .0333098
rho | 0 (fraction of variance due to u_i)

Association of Green Finance and Performance (ROA) based on the RE Model

The above same process applied to ROA as well. The normality is tested in table 1, and multicoenarity is
tested in table 2. The descriptive and correlation analysis are presented in tables 3 and 4 respectively.
ROA indicated hetero issues on the Breusch-Pagan / Cook-Weisberg test, Prob > chi2 = 0.0000. it means
that there is the issue of hetero. The Husman test for ROA directed the fixed effect model. According to
the finding, the Husman test failed to reject the null hypothesis as Prob>chi2 = 0.1735. So the FE was run
which exhibits the same outcomes as in ROE. The indication of ROA is not as expected by the outcome of
the fixed-effect model (P, 0.002). ROA directed a similar consequence. The result also confirms that ROA
has a significant association with green finance, and is considered an influential aspect of the performance
of the financial institutions operating in Pakistan.

Conclusion and Recommendations

The assessment used annual data from the SBP published FSA to meet the study's precise aims. The
study's goal was to see how green finance affected Islamic banks' financial results in Pakistan over seven
years from 2014 to 2020. The goal of data analysis has been to produce it much more cohesive,
understandable, and so easy to understand. STATA software package Edition 16 has been used to evaluate
the quantitative secondary data. Green finance was the independent variable, while financial
performance was assessed in terms of ROE. The model has significant values. Which indicated that Islamic
banks can improve their performance by investing in Green Finance. These results are consistence with
Hossain, M. A., Rahman, M. et al., (2020), Malini, H., (2021), Zheng, G. W., Siddik, A. B., et al., (2021).

Even though the loan is not included in the Islamic banking paradigm, it has an inextricable influence. As a
result, traders and investors should consider the influence of Islamic banking on their financing options.
It's because green financing could serve as a useful reference for predicting an asset's potential value or
helping investors in determining if any schemes are profitable to participate in. Islamic banks' diversity of
bank products could potentially be used as a hedge against unplanned green investments. The
government must also develop its capacity among all banking institutions, particularly the regulations, to
avoid too restrictive policies that make it difficult for banks to invest in green finance because is still
relatively new in Pakistan. Financial companies, according to the author, should broaden their reach by
involving other industry stakeholders. This will aid in the expansion and diversification of green finance in
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the financial markets. Future studies should cover global banks and also other financial institutions, as this
would be interesting. In addition, research into various financial subsectors such as SMEs, Micro Finance
businesses, Mutual Funds, and so on. Researchers also could repeat the study but just use different
analysis techniques, like the GARCH model, ARCH model, VAR model, and Cointegration analysis, to see
whether the conclusions are new.
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