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We examine how financial frictions and policy uncertainty jointly influence firms’ 
investments in pollution abatement. 

Our data analyses suggest that financially constrained firms are less likely to invest 
in pollution abatement and are more likely to release toxic pollutants, with this 
pattern intensified by policy uncertainty surrounding environmental regulations.

We develop a general equilibrium model with heterogeneous firms, including both 
financially constrained and unconstrained firms, in which financially constrained 
firms face increased marginal costs of finance from pollution abatement. 

The aggregate effect of environmental policies depends on the distribution of 
financial frictions and policy uncertainty.

Abstract

Mechanisms

Empirical Analysis
Explore more heterogeneity in the data/model.

More rigorous model simulated regressions or SMM.

Optimal policy decision under financial frictions and policy uncertainty. 

A combination of financial policy and environmental policy.

What’s Next?

Effectiveness of environmental policy depends on FCs and policy uncertainty.

Empirical evidence: higher FCs × policy uncertainty → lower abatement.

Preliminary intuition in a simple model shows the mechanism.

Preliminary macro-finance model for quantification.

Conclusions

Quantitative Analysis


