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Abstract

Public debt is a government-related variable that links several successive
governments to each other. Each government may have different views and priorities
regarding the application of fiscal policies in the economy, including the level or
composition of public expenditures. This paper examines the asymmetric effect of
public debt on financial development in Iran from 1973-2021. For this, after performing
relevant tests and using the Nonlinear Auto Regressive Distributed Lag (NARDL)
model, we found that there is a significant negative relationship between positive and
negative changes in public debt and financial development in Iran in the long term.
Also, the positive change coefficient of public debt is smaller than its negative change
coefficient. This means that the reduction of public debt has a greater effect on the
development of the financial sector compared to its increase. Additionally, the results
showed that the effect of interest rates on financial development is negative and
significant
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