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ABSTRACT

The financial sector plays a central role in economic growth and development, as well as a
mediating role in allocating resources to all sectors of the economy, by reducing financing costs
and encouraging savings and efficient use of them. Given global warming and global climate
change simultaneously with the goal of achieving optimal economic growth, attention to
environmental protection and reduction of environmental pollutants is one of the policy makers'
concerns. The purpose of this study was to examine the effect of environmental quality indices on
financial development indicators in Iran during the period 1970-2015 using the seemingly unrelated
Regression model. For this purpose, some environmental quality indicators, including agricultural
production, population density, carbon dioxide emissions, energy use, and three indices of financial
development including broad money supply, domestic credit to the private sector, and consumer
price index were used, which were estimated separately for each of the financial development
indices. The results showed that population density and energy consumption had a positive and
significant effect on financial development indicators. On the other hand, carbon dioxide
emissions, agricultural production and fossil fuel energy use have a significant and negative effect.
Considering the findings of this study can play an important role in sectoral policy making and
reducing the effects of environmental degradation by economic sectors. These results are important
for policymakers in designing energy resource management policies and sustainable financial and
economic development.

Keywords: Environmental Quality Indicators model, Financial Development Indicators, Iran,
Seemingly Unrelated Regression Model

Extended Abstract
Objectives

Today, environmental issues, particularly the issue of air and water pollution have become a
major global concern. The study and research on the factors affecting environmental pollution
began when environmental pollution was raised as an economic and social issue. Factors such as
economic growth, energy consumption, foreign trade and population growth play a decisive role in
the spread of pollution from energy consumption, among which, economic growth has been
introduced as one of the important factors in terms of source and source of environmental effects;
Economic growth can lead to the development and prosperity of the financial market, and on the
other hand, achieving the desired economic growth and development is impossible without
efficient financial institutions and proper equipping of financial resources. The financial sector
plays a central role in economic growth and development, as well as a mediating role in allocating
resources to all sectors of the economy, by reducing financing costs and encouraging savings and
efficient use of them. Given global warming and global climate change simultaneously with the
goal of achieving optimal economic growth, attention to environmental protection and reduction of
environmental pollutants is one of the policy makers' concerns. The purpose of this study was to
examine the effect of environmental quality indices on financial development indicators in Iran.
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Methods

The method discussed in this research is the seemingly unrelated regression model (SUR)
proposed in 1962 by Arnold Zelns. This method is in fact a generalization of the linear regression
model that consists of several regression equations. In this system, each of the equations has its
own dependent variable and can potentially contain a different set of explanatory variables. It is
assumed that the error term is correlated between different equations. In the present study, standard
indicators approved by the World Bank have been used. Dependent variables included broad
money supply, domestic credit to the private sector and the consumer price index, respectively.
Explanatory variables of the research include agricultural production, livestock production index,
population density, carbon dioxide emissions, energy consumption and fossil fuel energy
consumption. The data and information required in the present study were collected annually from
the World Bank database during the period 1970-2015 (46-year period). Excel and STATA
software (V.12) were used to analyze the required information.

Results

The value of Bruch-Pagan (LM) statistic was 29.540, which is also significant at the level of
one percent. As a result, the null hypothesis is rejected and there is no correlation between the
residuals of equations simultaneously rejected. Therefore, the equations must be estimated by the
seemingly unrelated regression (SUR) method. The results of estimating the SUR model of the
study showed that the variable of agricultural production has a negative and significant relationship
with the large supply of money and domestic credit to the private sector. Also, livestock production
has a negative and significant relationship with money supply and consumer price index as
indicators of financial development in the present study. The population density variable has a
positive and significant relationship with two indicators of broad money supply and consumer price
index. While it has a negative and significant relationship with the domestic credit index to the
private sector. The carbon dioxide emission variable has a negative and significant relationship
with the financial development index, broad money supply in the present study. The energy
consumption variable has a positive and significant effect on all three indicators of financial
development, broad money supply, domestic credit to the private sector and consumer price index.
Fossil fuel energy consumption has a negative and significant relationship with indicators of
financial development, money supply and domestic credit to the private sector.

Discussion

The overall results of this study indicate the serious challenges posed by climatic factors for
sustainable development in Iran, because most of the greenhouse gas emissions, including carbon
dioxide, are due to the energy sector, which in terms of easy access to loans and subsidies by the
sector Financial has been taken. Due to the negative relationship between agricultural production
(cereals and livestock) and financial development indicators in the present study, it is possible to
improve energy consumption (especially fuel consumption in agriculture) and also, by replacing
renewable energy, and reducing pollution from carbon dioxide emissions and better financial
management, financing sources in the agricultural sector have achieved better financial
development and economic growth. Due to the negative impact of carbon dioxide emissions on the
development of the financial sector, the government in order to develop the financial sector without
taking into account environmental considerations in the policies implemented cannot help reduce
pollution in this sector. Therefore, it is recommended that environmental considerations be taken
into account when allocating credit. Given the positive relationship between energy consumption
and financial development in Iran, it is recommended that while investing to increase financial
development in Iran, this investment be made to use new technology to use energy so that the
government can meet the growing need for energy and control environmental pollution.
Considering the findings of this study can play an important role in sectoral policy making and
reducing the effects of environmental degradation by economic sectors. These results are important
for policymakers in designing energy resource management policies and sustainable financial and
economic development.
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