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CrossMark

The quality of the environment is influenced by various factors, among which
monetary and fiscal policies are significant. Therefore, the present study examines the
effects of monetary and fiscal policies on environmental pollutants in Iran using a
nonlinear approach over the years 1980 to 2020. The results indicate that in the short
term, the previous period's carbon dioxide emissions, economic growth rate, legal
reserves ratio, and tax-to-GDP ratio have a positive effect on environmental pollutant
emissions, while government expenditures have a negative effect on carbon dioxide
emissions. The nonlinear effects of the previous period's carbon dioxide emissions,
positive economic growth rate shock, positive economic growth rate shock from the
previous period, negative economic growth rate shock from the previous period,
positive government expenditure shock, negative government expenditure shock,
negative legal reserves ratio shock, positive tax-to-GDP ratio shock, and negative tax-
to-GDP ratio shock have a positive effect on carbon dioxide emissions. However, the
negative government expenditure shock from the previous period and the negative
legal reserves ratio shock have a negative effect on carbon dioxide emissions in the
short term. In the long term, the previous period's carbon dioxide emissions, negative
government expenditure shock from the previous period, and positive legal reserves
ratio shock have a negative effect on carbon dioxide emissions. In contrast, the positive
economic growth rate shock from the previous period, negative economic growth rate
shock, negative legal reserves ratio shock, positive tax-to-GDP ratio shock, and

negative tax-to-GDP ratio shock have a positive effect on carbon dioxide emissions.
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Introduction

Climate change and its connection to economic policies present a significant challenge to
economic literature. This challenge is encapsulated in the environmental Kuznets hypothesis, which posits
an inverse relationship between per capita GDP and environmental degradation. Environmental issues
mainly pertain to regional pollution, global warming, and climate change. The gradual increase in global
temperature is primarily due to the emission of pollutants and greenhouse gases, with carbon dioxide
(CO2) accounting for 58.8% of these emissions. The principal cause of this phenomenon is the move
towards industrialization and the increased use of fossil fuels, which, when combusted, release CO2 into
the atmosphere (Chen, 2020; Matikainen, 2017; McKibbin et al., 2017).

Over the past decades, CO2 emissions in Iran have seen a significant rise, placing the country
among those with high greenhouse gas emission growth rates (Mahdavi, 2016). The current study aims to
explore the impact of monetary and fiscal policies on environmental pollutants in Iran from 1980 to 2020
using a nonlinear approach. It seeks to address how central banks can harmonize economic growth
objectives with environmental sustainability.

Methods and Materials

This applied research utilizes an analytical approach to examine the impact of monetary and fiscal
policies on environmental pollutants in Iran. Data and statistics were collected from the World
Development Indicators database using a documentary and library method. The study employs a nonlinear
autoregressive distributed lag (NARDL) approach to analyze the effects of these policies on CO2
emissions, using software tools such as Excel, Stata 16, and Eviews 10 for calculations and model
estimation.

Findings and Results

The study's findings highlight that in the short term, CO2 emissions from the previous period, the
economic growth rate, the legal reserve ratio, and the tax-to-GDP ratio positively impact current CO2
emissions, while government expenditures negatively impact CO2 emissions. Specifically, a 1% increase
in the previous period's CO2 emissions results in a 0.8185% increase in current CO2 emissions.
Additionally, a 1% increase in the economic growth rate increases CO2 emissions by 0.0817%, whereas
a 1% increase in government expenditures decreases CO2 emissions by 3.0779%.

Nonlinear effects reveal that positive economic growth shocks, positive economic growth shocks
from the previous period, negative economic growth shocks from the previous period, positive
government expenditure shocks, negative government expenditure shocks, negative legal reserve ratio
shocks, positive tax-to-GDP ratio shocks, and negative tax-to-GDP ratio shocks all positively influence
CO2 emissions. Conversely, negative government expenditure shocks from the previous period and
negative legal reserve ratio shocks negatively impact CO2 emissions in the short term.

In the long term, previous CO2 emissions, negative government expenditure shocks from the
previous period, and positive legal reserve ratio shocks negatively impact CO2 emissions. On the other
hand, positive economic growth shocks from the previous period, negative economic growth shocks,
negative legal reserve ratio shocks, positive tax-to-GDP ratio shocks, and negative tax-to-GDP ratio
shocks positively impact CO2 emissions.



m Khalilian et al. Journal of Technology in Entrepreneurship and Strategic Management 3:1 (2024) 51-66

PUELISLLING INSTUTUTE

Conclusion

The results of this study provide crucial insights into the complex dynamics between monetary
and fiscal policies and environmental pollutants in Iran. In the short term, the previous period's CO2
emissions, economic growth rate, legal reserve ratio, and tax-to-GDP ratio contribute to increased CO2
emissions, while government expenditures help reduce them. Nonlinear effects further demonstrate the
asymmetric nature of these relationships, with various shocks having differential impacts on CO2
emissions.

In the long term, the findings suggest that while certain shocks to government expenditures and
legal reserves can help reduce CO2 emissions, others, particularly those related to economic growth and
tax policies, may exacerbate environmental pollution. These results underscore the importance of
coordinated policy efforts to achieve both economic growth and environmental sustainability.

Policy recommendations include focusing on improving the infrastructure of fossil fuel power
plants to minimize leakage and reduce harmful environmental effects. Efficient fiscal policies can
maximize positive environmental impacts by directing government spending towards green goods and
public transport infrastructure, thus managing excessive CO2 emissions. Furthermore, it is essential for
monetary and fiscal policies to be aligned to ensure their positive effects on CO2 emissions are realized.
Developing countries like Iran should allocate more budget towards environmental projects through
synchronized monetary and fiscal policies to achieve green and sustainable economic growth.

This study contributes to the growing body of literature on the intersection of economic policies
and environmental quality, providing a framework for policymakers to design and implement effective
strategies for mitigating the adverse environmental impacts of economic activities. Future research should
explore additional dimensions of these relationships, considering other environmental pollutants and
broader economic contexts.
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