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Examining the mutual Relationship between Financial
Development and Carbon Dioxide Emissions with Emphasis on
the Effect of Economic Policy Uncertainty: A System of

Simultaneous Equations Approach

Hamid Laal khezri’
\-  Department of Accounting- Faculty of Humanities - Bozormehr Qaenat University - Qaen - Iran

Abstract: In recent years, the global economy has seen rapid ups and downs, increasing issues related to climate change, and

the uncertainty of political and economic policies. As a result, special attention has been focused on issues related to energy
consumption, well-being, sustainable development, and energy-related concerns. Such rapid events mostly cause rapid changes
in globalization, economic policies and regulations, energy mix and climate change due to structural changes and policy
changes. Therefore, in this study, the interrelationship between financial development and carbon dioxide emissions has been
investigated by emphasizing the uncertainty of economic policy during the time period of Y¥13-Y¢.+ using the system of
simultaneous equations model. The results indicate that economic policy uncertainty has a negative effect on financial
development and a positive effect on carbon dioxide emissions. Also, GDP and carbon dioxide emissions have a positive and
significant effect on financial development. On the other hand, per capita energy consumption and oil prices have a positive
effect on carbon dioxide emissions. Considering that the pollution caused by CoY is associated with negative side effects on
the welfare of the society, it is suggested that the government provides a suitable basis for achieving sustainable economic
growth through the legal and economic tools at its disposal, such as imposing a tax on environmental emissions.

Keywords: Sustainable Development; Energy Consumption, Environmental Pollution, Oil Price and Economic Policy
Uncertainty. JEL Classification: OYY, CY¥Y, No+.



