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Abstract:

The research aims to address a fundamental issue related to the impact of
Islamic finance on economic development. Islamic finance has witnessed a
significant increase in the volume of its financial transactions, especially
after the global crisis of 2008, making it a key source for financing various
economic activities and driving growth in many countries. Islamic banks
were selected as the focus of the study because they represent the core
component of the Islamic financial industry in Irag.

The research adopts the inductive approach by focusing on the
development of the Islamic banking sector in Iraqg, its various patterns, and
its impact on economic development. The development of the Islamic
banking sector is expressed through a set of indicators (total assets and
financing volume), while economic development is measured through the
non-oil GDP indicator. The data cover the period (2013-2022).

The study concludes that there is a statistically significant positive effect
of credit volume on economic development, while no impact of total assets
in Islamic banks on economic development was found. The researcher
recommends the need to develop the operational mechanisms of Islamic
banks in a manner that ensures strengthening their positive impact on
economic development.

Keywords: Islamic finance, Islamic banks, economic development.

1. The Islamic financial sector in Irag, represented by Islamic banks, has witnessed noticeable growth
within an interest-based banking environment dominated by state-owned banks that control most
banking activities. Islamic banks have become a preferred option for many individuals who avoid
dealing with the conventional banking system.

2. With the increase in their number and the expansion of their branch networks, Islamic banks have
established a significant presence in the Iraqi banking system. This reflects the expansion of the
Islamic financial base in Irag, despite it being largely confined to Islamic banks.

3. Despite the growth in the volume of assets and cash credit of Islamic banks, their share of total
banking assets and credit remains low. This limits their ability to operate effectively within a banking
environment characterized by a preference for dealing with state-owned banks. The same applies to
the volume of credit, which indicates a major challenge facing Islamic banks.

4. The findings indicate the existence of evidence of a statistically significant impact of Islamic finance,
through its various instruments, on economic development as measured by non-oil gross domestic
product (GDP). However, the size of assets did not have a statistically significant impact on
economic development, leaving open the question of the ability of the Islamic financial system to
lead economic development in Irag.
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