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ABSTRACT

In recent years, the literature on financial development and poverty reduction has gained increasing
attention. Financial development contributes to poverty alleviation primarily by fostering GDP growth;
however, its indirect role in influencing poverty through carbon dioxide (CO:) emissions has received
relatively limited focus. This study investigates the relationship between financial development, CO:
emissions, and poverty in Iran. To this end, an ARDL cointegration approach is employed to estimate a
model using quarterly data from Q4 1986 to Q4 2023. The findings reveal that a higher
multidimensional financial development index reduces the share of the population living below the
poverty line in the long run, while also mitigating the adverse effect of CO. emissions on poverty.
Opverall, the results suggest that an efficient and well-developed financial system plays a crucial role in
alleviating the negative welfare impacts of environmental degradation—an insight of particular

relevance for policymakers in resource-rich developing economies.
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1. Introduction

In recent decades, the relationship between financial
development, poverty, and climate change has become a
key topic in development economics. Financial
development can stimulate economic growth, but it may
simultaneously increase pollutant emissions. Poverty, in
some countries, places additional pressure on natural
resources, leading to environmental degradation, although
this effect is not uniform across all nations. The application
of the ARDL approach and bounds testing allows for a
more precise analysis of the long-term linkages among
these variables.
This study examines the relationship between financial
development, CO: emissions, and poverty in Iran. In this
context, an ARDL cointegration technique is employed to
estimate a model based on quarterly data spanning from
Q4 1986 to Q4 2023. The analytical framework of this
study demonstrates that improving a multidimensional
financial development index in the long run can reduce the
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proportion of the population living below the poverty line
while simultaneously mitigating the adverse effects of CO2
emissions on household welfare. The findings indicate that
an efficient financial structure plays a decisive role in
alleviating the negative environmental consequences on
living standards—an insight of considerable importance
for policymakers, particularly in resource-rich developing
economies.

2. Theoretical Framework

In the development economics literature, financial
development, poverty reduction, and climate change are
conceptualized as three interconnected components, with
the financial system playing a crucial role in improving
access to credit, reducing transaction costs, and enhancing
the efficiency of resource allocation. Financial theories
also suggest that risk management mechanisms and
financing of low-carbon projects can strengthen the
economic capacity of societies to withstand the adverse
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impacts of climate change. Conversely, the environmental
literature emphasizes that in energy-intensive economies,
the expansion of financial activities may exacerbate CO:
emissions and indirectly exert greater pressure on poverty.
The synthesis of these perspectives indicates that the
impact of financial development on poverty is shaped by
the interaction between the economic structure, the pattern
of pollutant emissions, and the financial system’s ability to
channel resources toward productive and low-carbon
activities.

3. Methodology

To analyze the dynamics of poverty, financial
development, and CO: emissions in Iran over the period
1986-2023, seasonal time-series data were collected from
the World Bank and the Central Bank of Iran. After testing
for stationarity using classical unit root tests and structural
break tests, an Autoregressive Distributed Lag (ARDL)
model was employed to identify long-run relationships
among the variables. This approach allows for the
simultaneous examination of both direct and indirect
effects of financial development and CO: emissions on
poverty, as well as the short- and long-term dynamics of
the variables.

4. Results & Discussion

Empirical results indicate that financial development
plays a significant role in reducing poverty in Iran while
mitigating the adverse effects of CO:. emissions on the
livelihoods of the poor. By incorporating interaction terms
between financial development and CO: emissions, it was
found that an increase in financial development can lessen
environmental damages and lead to a long-term reduction
in poverty. Additionally, human capital accumulation and
trade openness have a significant role in lowering poverty
rates, whereas inflation exerts a positive effect on poverty.
Based on these findings, policymakers are advised to
strengthen the financial system and improve access to
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financial services for low-income groups, thereby
channeling resources into productive sectors to achieve
simultaneous economic growth and poverty reduction.
Moreover, attention to human capital development,
inflation control, and balanced trade policies can reduce
the negative impacts of greenhouse gas emissions on
vulnerable populations. Overall, reinforcing financial
institutions and implementing development policies
focused on the interaction between financial development
and the environment are key to achieving sustainable
economic growth and poverty alleviation in Iran.

5. Conclusions & Suggestions

The study demonstrates that financial development,
through enhancing the depth and efficiency of banking
institutions, plays a central role in reducing poverty and
mitigating the negative effects of CO- emissions. Human
capital accumulation and trade openness further contribute
to poverty reduction, while inflation increases it.
Therefore, to strengthen welfare and reduce economic and
climate vulnerability, policymakers should prioritize
financial development, reinforce intermediary institutions,
invest in human capital, and manage inflation effectively.
Gradual adherence to environmental commitments and
directing investments toward low-carbon projects can also
help mitigate the adverse effects of greenhouse gas
emissions.
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