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ABSTRACT
Cite as: This study examines the impact of leverage on the profitability of the Iraqi
Yas, M., Al _bazzaz, A., & Jasim, M. banking sector during the period 2019-2023. Relying on audited financial

(2026). Financial leverage and its impact  data published by the Central Bank of Iraq, the research addresses an
on profitability in the Iraqi banking sector y 5 rtant relationship between the total debt-to-equity ratio (TDE) and
for the years (2019-2023). AL-Anbar el e . .
University journal of Economic and profitability indicators, namely: return on assets (ROA), return on equity
Administration Sciences, 18(1). (ROE), and net profit margin (NPM). The research adopted a quantitative
approach using multiple linear regression analysis and the Mann-Whitney
U test. The results showed a statistically significant relationship between
financial leverage and profitability indicators, suggesting that well-
managed debt financing can enhance financial performance. However,
excessive reliance on debt can lead to financial instability, particularly

under conditions of weak liquidity or macroeconomic volatility. The

©Authors, 2026, College of Administration findings support the trade-off theory, which focuses on balancing debt and
Anbar. This is and economics, University of ~ equity to minimize capital costs and maximize value, while also being
ﬁrctgll:e““der the CC BY 4.0 an open-access consistent with elements of the hierarchy theory under unstable economic

conditions. The study recommends that bank managers adopt a risk-
aware, strategic approach to managing leverage to support profitability
and long-term sustainability.
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1- INTRODUCTION

Banks have always played a leading and influential role in economies around the world.
The banking industry is always subject to financial restrictions that require banking services
and make a substantial contribution to economic growth for both those who have extra
money and those who don't. Reaching the maximum level of profitability is the main
objective of banking operations management. The ability of a business to turn a profit in
relation to sales, capital, and total assets is known as profitability if a company's standing is
determined by its earnings, either present or future. Allowing liquidity providers to use
leverage is a step towards higher capital efficiency. Long-term debt, also referred to as
leverage, is the foundation of any company's capital structure. Its holders are obligated to
the business, which sets it apart from owners of other forms of capital. In the event that the
business fails, they are entitled to their capital and are granted a fixed interest rate.
Everyone agrees that information must be disclosed in order to allay concerns and appease
long-term creditors. The findings regarding the correlation between integrated reporting and
leverage have been inconsistent at best. Leverage is the basis of banking and a source of
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external financing, which banks rely on to finance their assets, which is costly and, at the
same time, of great importance to the banking sector. Thus, banks’ assets are a mix of debt
and equity, and debt may constitute the largest proportion of the total assets of some banks.
The costs of leverage are represented by the interest paid by conventional banks to the
owners of these funds, which is called investment returns in Islamic banks. On the other
hand, high debt refers to financial obligations over different terms that require cash
liquidity. Although cash liquidity represents a bank’s security in paying obligations in a
limited time, an increase or decrease in liquidity compared to the bank’s obligations leads
to a financial situation that has an unfavorable impact on banks’ returns and depositors’
confidence. In financial markets, leverage happens when a borrower buys an asset using
borrowed money in the hopes of earning a return higher than the loan's cost. Leverage, then,
is an investing strategy that promotes the growth and expansion of businesses. The practice
of taking out a loan to increase one's asset base is known as leverage. Additionally, it is a
way to increase the rate of return on investment. Excessive leverage increases the
likelihood of failure because it makes loan servicing more difficult. By calculating the ratio
of total debt to total assets, the leverage formula provides a useful indication of a company's
borrowing capacity. One common way to measure leverage is with the debt-to-asset ratio.
When interest costs are lower than profits from using debt, leverage can be helpful. When
steady cash flow is anticipated, debt financing works well. Budgeting for debt repayment is
considerably simpler as a result. In markets with few competitors, high entry barriers, and
few revolutionary product advances, stable cash flow is typical. Debt financing is the
practice of businesses taking out loans to fund their ongoing operations. Corporate
operations can benefit from debt financing in a number of ways, including tax deductions,
enhanced financial capacity, and stable interest rates. The appropriate level of debt that
banks use to create an optimal capital structure significantly affects their financial
performance. Due to the fact that debt improves business performance, the traditional
capital structure also encourages businesses to use debt to a certain degree. Furthermore,
using debt puts banks at serious risk because defaulting on debt transfers ownership from
shareholders to bondholders or creditors. Therefore, it is now crucial to research how debt
impacts banks' financial performance so that different stakeholders can comprehend the
relationship between debt and financial performance.

In line with the objectives of this study, the research is structured as follows:

The first part presents the theoretical framework and relevant concepts of financial leverage
and profitability, the second part reviews previous studies and highlights the knowledge
gap, the third part outlines the research methodology and data sources, the fourth part
provides the empirical analysis and discusses the results, Finally, the fifth part presents the
conclusions and recommendations derived from the findings.

2- Similar research that has been carried out previously includes:
(Kasmir, 2017) This research aims to analyze the impact of financial leverage (DFL) and
operating leverage (DOL) on corporate profitability (ROE) simultaneously and partially in
the banking sector subsidiaries listed in BEI for the period 2019-2022. This research was
conducted using multiple linear regression analysis. It was found that DFL and DOL
simultaneously affect return on equity which represents profitability. (Le, et al., 2020) This
study evaluated the effects of firm size, profitability, and leverage on the value of Nigerian

listed insurance businesses between 2010 and 2022. Secondary time series were gathered
from 20 listed insurance companies' annual reports that were devoid of bias. At the 5%
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level, unit root, Pedroni cointegration, and generic variable model approaches were used.
Pedroni cointegration was used to confirm that there was no long-run form among the
variables after the unit root test revealed that all variables were integrated at first difference.
According to the general variable model test, long-term debt and firm size have a
substantial positive impact on Tobin's quality ratio. Short-term debt and return on equity
also have a positive impact, but it is not statistically significant. In order to accommodate
more insurance companies and simultaneously boost their confidence level among both
potential and actual investors, the study concludes that leverage and firm size are the
determinants of firm value among listed insurance companies in Nigeria. It also suggests
that the long-term debt ratio be maintained and that listed insurance companies be expanded
in size. In order to stay competitive in their market and generate value for shareholders,
insurance companies are also encouraged to repurchase shares when they are determined to
be undervalued. The Central Bank of Nigeria should, finally, resume reviewing interest
rate charges made by Nigerian lending institutions every two months in order to keep an
eye on and enhance their performance with regard to the use of borrowed funds.

After delving into and examining the previous studies mentioned above in the field of
financial leverage and financial performance, the researcher was able to establish the
following observations:

2-1 Similarities and differences between previous studies and the current
study

1- The current study is similar to some previous studies in choosing the banking sector as a
sample for the research

2- The current study uses return on assets as a metric of profitability, which is similar to
other earlier studies.

3- Similar to other earlier research, the current study uses a descriptive analytical technique
to comprehend the properties of the variables under investigation.

4- The current study's selection of the study's time constraints was different from those of
several other investigations.

5- The Iraqi banking industry was selected as the study's spatial boundaries, which set it
apart from some earlier research.

6- The current study relied on quantitative measures only in collecting data, unlike what
some previous studies did in collecting data through the questionnaire method

7- By assessing the study variables, the current study varied from a previous research.

2-2 Benefiting from previous studies

Previous studies contributed to enriching the theoretical and practical aspects of the current
study, and helped the study in identifying the current main variables and their dimensions,
and the extent of their potential application in the Iraqi environment represented by the
Iraqi banking sector, which helped the current study in identifying the knowledge gap as
follows:
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1- Reviewing the methodology of the studies and trying to benefit from them and enrich the
theoretical aspect of our current study.

2- Reviewing the applied aspect of those studies in order to determine the type of sample
appropriate for the current study.

3- Benefiting from previous studies in determining the quantitative measures of the study
variables (financial leverage and profitability).

4- Knowing what those studies have reached and what are the recommendations regarding
that and starting from where those studies ended

5- Reviewing the sources used in the theoretical aspect and getting to know the opinions of
writers and researchers

3- RESEARCH OBJECTIVES AND HYPOTHESES

3-1 Research Objectives

The primary aim of this study is to explore the relationship between financial leverage and

profitability in the Iraqi banking sector. Financial leverage is represented by the Total Debt
to Equity (TDE) ratio, while profitability is measured through Return on Equity (ROE),
Return on Assets (ROA), and Net Profit Margin (NPM). The study seeks to provide a
theoretical explanation of leverage and its relevance to profitability, drawing on established
perspectives such as the trade-off theory and the pecking order theory (Modigliani & Miller,
1963; Myers & Majluf, 1984). It further aims to examine whether leverage has a uniform
impact on all profitability indicators or whether its effect differs depending on the measure
used, as suggested in prior empirical findings (Abor, 2005; Akhtar et al., 2021). In addition,
the study intends to contribute empirical evidence from the Iraqi banking environment,
thereby enriching the broader literature on capital structure and performance while
emphasizing how leverage interacts with profitability under the specific economic
conditions of Iraq (Le & Ngo, 2020; Al-Aaraji, 2024; Olulu-Briggs, 2024).

3.2. RESEARCH PROBLEM

Despite the pivotal role of banks in stimulating economic growth, the Iraqi banking sector
continues to face challenges related to financial leverage and its implications for

profitability. While financial leverage can enhance returns and improve capital efficiency,
excessive dependence on debt may increase financial risk and undermine stability. Previous
studies conducted in different contexts have yielded mixed results regarding the
relationship between leverage and profitability, creating a knowledge gap in the Iraqi
environment. Therefore, the problem of this study is to investigate the extent to which
financial leverage affects profitability indicators in the Iraqi banking sector during the
period 2019-2023.
o Research Questions

From the research problem, the following questions are derived:
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1- What is the nature of the relationship between financial leverage (Total Debt to Equity
ratio) and net profit margin (NPM) in Iraqi banks?

2- To what extent does financial leverage influence return on assets (ROA) in Iraqi banks?

3- How does financial leverage affect return on equity (ROE) in Iraqi banks?

4- Does the degree of reliance on debt financing improve or weaken the financial
performance of banks under the Iraqi economic conditions?

3.3. Hypotheses Development

Through the hypotheses outlined below, which will be empirically examined in the study,
the author investigates the aforementioned aims. Leverage and profitability have a positive
link that supports Myers and Majluf's (1984) trade-off theory and Modigliani and Miller's
(1963) idea of the tax benefit of debt, while a negative relationship supports Myers and
Majluf's (1984) Pecking Order theory. Since other studies have employed different profit

measures and produced inconsistent results, this study uses three alternative types of profit
metrics to assess the effect of leverage on profitability, as indicated in Table 1. Thus, the
following are the hypotheses that were established for the study:

HO (1) there is no relationship between total debt to equity and net profit margin

HA (1) there is a relationship between total debt to equity and net profit margin

HO (2) there is no relationship between total debt to equity and return on assets

HA (2) there is a relationship between total debt to equity and return on assets

HO (3) there is no relationship between total debt to equity and return on equity

Table 1.Variable Measurement

Variable Indicators | Referencessources

Dependent Variable

't ter T
Profitability ROA = pr;f; ;If ert @ (Rahman, 2024)
aral assers

Independent Variable

B Totalliabilities

Financial Leverage DAR = (Kasmir, 2017)

Total assets

HA (3) there is a relationship between total debt to equity and return on equity

4. DATA AND RESEARCH METHODOLOGY

4.1. Research Framework
The study examines the connection between financial leverage and profitability across the

whole Iraqi banking industry using the methodology depicted in Figure 1.
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Figure 1: Framework of the study

R 1ot Profit Marsin

Source: Researcher's preparation

4.2. Study Sample

This study focuses on a comprehensive sample of the Iraqi banking sector as a whole.
Which includes the Central Bank of Iraq, government, private and foreign banks. The
financial data for the periods 2019-2023 were collected from their financial reports
published by the Central Bank. In addition to avoiding the 2008 financial crisis and
improving reliability a few years later, the starting period was chosen because it is not very

far in the future. This is because profitability in advanced and emerging economies may
have been impacted differently during the financial crisis.

4.3. Study Variables

The sample's public financial statements for the years 2019-2023 provide the author with
secondary data for this study. The following are some of the variables that were used in the
analysis. The study's dependent variable is profitability, and it looks at three different kinds

of profit measures: net profit, return on assets, and return on equity. Previous research in
the literature has utilized return on equity (Abor, 2005) to evaluate the returns accessible to
shareholders, while other studies have used return on assets, which represents the
effectiveness of singly allocated resources in the form of the company's total assets. Some
even employed metrics such Tobins Q (Aggarwal and Zhao, 2007 and Shah and Hussain,
2008) or earnings per share (Ghosh, 2008).

return on sales (Javed et al., 2014) and Kasmir (2017). According to the author, the most
popular metrics for assessing profitability are net profit and return on assets (Ahmed Sheikh
and Wang, 2013; Kashlami and Yazdanfar, 2016). In order to provide a more
comprehensive analysis of the profitability of this relationship, this study also looks at the
effectiveness of using paid-in capital using return on equity. The independent variable that
measures financial leverage is total debt to equity (TDE). The variables are briefly
described in Table 2 below.

Table 2: Description of the study variables

Type of

. Definition Formula Scale
variable

Dependent | ROA: A metric used to evaluate

i .~ | ROA=EBIT/Total Asset Rati
Profitability | how well resources allocated in otal Assets atio
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the form of the firm's total assets
are being used.

ROE: M t th
casure 1o - assess e | p OR=Net Profit/Total

ffici in th f , Rati
efficiency in the wse of| o o o ders Equity atio
shareholders capital

NPM: Metric to evaluate sales-

. . NPM=Net Profit/Net Sales Ratio
related operational efficiency

TDE: A measure of a company's
capital structure and amount of | TDE=Total Debt/Total Equity Ratio
debt financing

Independent
Leverage

4.4. Estimation Method

The research design employed in this study is quantitative, focusing on hypothesis testing.
The investigation's scope is delineated by specific boundaries. Spatially, the study
encompasses the Iraqi banking sector, which includes the Central Bank of Iraq,

government-owned banks, and private sector banks. Temporally, the research period spans
from 2019 to 2023. All data utilized in this study are secondary data, meticulously sourced
from publicly available annual reports.

Regarding the methodological approach, the study adopted a descriptive approach for the
theoretical framework, particularly concerning the concepts of leverage and profitability.
For the empirical investigation, an analytical approach was employed to rigorously test the
hypotheses and ascertain the precise relationship between the variables within the context
of the Iraqi banking sector.

This study specifically focuses on quantifying the relationship between financial leverage
and profitability within the Iraqi banking sector during the aforementioned period (2019-
2023). To achieve this, Multiple Linear Regression was selected as the primary analytical
technique. This method was instrumental in testing the formulated hypotheses and
assessing the impact of the Total Debt to Equity (TDE) ratio on key profitability indicators,
namely Return on Assets (ROA), Return on Equity (ROE), and Net Profit Margin (NPM).
To ensure the statistical validity and reliability of the regression model, a series of classical
assumption tests were performed. These included thorough examinations for normality,
multicollinearity, heteroscedasticity, and autocorrelation. Furthermore, acknowledging
potential deviations from parametric assumptions, the Mann-Whitney U test, a non-
parametric alternative, was also utilized to identify statistically significant differences
between variables, particularly in scenarios where the normality assumption was not met.
As previously stated, the entire analysis was founded on secondary data derived from the
annual financial reports officially published by Iraqi banks.

S. EMPIRICAL RESULTS AND INTERPRETATIONS

The purpose of this study was to examine how financial leverage affected profitability
metrics in the banking industry in Iraq between 2019 and 2023. By employing a

quantitative approach using tools such as multiple linear regression and the non-parametric
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Mann-Whitney U test, the research relied on secondary data extracted from the audited
annual financial statements of Iraqi banks, including public, private, and foreign banks
operating under the supervision of the Central Bank of Iraq.

The Total Debt to Equity ratio (TDE) and the three chosen profitability metrics—Net Profit
Margin (NPM), Return on Assets (ROA), and Return on Equity (ROE)—were found to be
statistically significantly correlated by the empirical results. The values obtained from the
Mann-Whitney U tests were accompanied by p-values below the conventional significance
level of 0.05, thereby confirming the alternative hypotheses and rejecting the null ones.
These results suggest that financial leverage plays a substantial role in shaping the financial
performance of banks. An increased reliance on debt financing appears to have a direct
impact on profitability—whether by enhancing the efficient use of total assets, maximizing
returns for shareholders, or improving operational effectiveness. However, while leverage
can contribute positively to profitability under conditions of stable liquidity and a balanced
capital structure, it may also lead to financial strain if debt obligations exceed the
institution’s capacity to generate adequate returns.

Accordingly, the findings support classical financial theories, particularly the Trade-off
Theory, which posits that firms—including banks—strive to achieve an optimal balance
between debt and equity to minimize the overall cost of capital and maximize firm value.
At the same time, the observed dynamics between leverage and profitability may also
reflect elements of the Pecking Order Theory, especially in light of Iraq’s fluctuating
economic environment and its implications for financing decisions.

In light of these findings, the study recommends that banking sector decision-makers and
financial managers adopt a strategic approach to managing financial leverage, ensuring it
aligns with broader risk management policies and profitability goals. Furthermore, future
research is encouraged to explore more detailed components of leverage (e.g., short-term vs.
long-term debt) and to include additional performance indicators, such as operational
efficiency and credit quality, to provide a more comprehensive understanding of leverage’s
role in shaping financial performance in the Iraqi banking context.

5.1. Data Analyses
The data analysis in this study was carried out using both descriptive and inferential

statistical techniques. The primary characteristics of the dataset were compiled and
displayed using descriptive statistics, including the means and standard deviations of the
key variables: Total Debt to Equity, Net Profit Margin, Return on Assets, and Return on
Equity. The descriptive results indicated moderate variability across the banks in terms of
profitability and leverage levels.

To test the study's hypotheses and determine the presence of statistically significant
relationships between financial leverage and profitability, the Mann-Whitney U test was
used. This non-parametric test was selected due to the small sample size and potential
violations of normality assumptions. The test was applied individually to each pair of
variables:
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o TDE and NPM: The test yielded a U value of 0.000 with a p-value of 0.009, indicating a
statistically significant relationship between financial leverage and operational
profitability.

e TDE and ROA: A U value of 0.000 and a p-value of 0.014 revealed a significant
relationship between financial leverage and asset-based profitability.

e TDE and ROE: With a U value of 0.000 and a p-value of 0.021, a statistically significant

relationship was also found between financial leverage and shareholders' return.

In all three cases, the p-values were below the 0.05 threshold, thus leading to the rejection
of the null hypotheses and confirming the existence of meaningful associations between the
debt-equity structure and profitability indicators.
These analytical results underscore the importance of debt structure in influencing bank
performance, suggesting that strategic use of leverage can significantly impact profitability
when managed effectively. The results demonstrate the significance of financial leverage in
influencing the performance outcomes of banks functioning in the Iraqi financial system
and offer solid empirical evidence for the theoretical framework used in the study. Multiple
linear regression analysis is the data analysis strategy used. Descriptive statistics,
traditional assumption tests (such as the normality, multicolonarity, heteroscedasticity, and
autocorrelation tests), and hypothesis tests (such as the f, t, and coefficient of determination
tests) are examples of data analysis approaches.

We will review the Descriptive statistic and Hypothesis testing

Table (3) Descriptive statistic
Means Std.

TDE 2.71 0.52
NPM 0.48 0.35
ROE 0.76 0.31
ROA 0.75 0.34

To test the relationship between Variables, we will use the Mann-Whitney Test

1- a- Null hypothesis: There is no statistically significant relationship between total debt to
equity and net profit margin.

b- Alternative hypothesis: There was a statistically significant relationship between total
debt to equity and net profit margin.

Table (4) Ranks Table (5) Test Statistics®
Mean |Sum of VARO00001
code |N |Rank |Ranks Mann - U .000
VAR00001 [TDE |5 [8.00 [40.00 Wilcoxon — W 15.000

NPM |5 3.00 |15.00 Z -2.611
Total |10 Asymp. Sig. (2-tailed) .009

Sig. [2*(1-tailed Sig.)] .008°

a. Grouping Variable: code

b. Not corrected for ties.
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Because the calculated Mann-Whitney U value of 0.000 and p-value of 0.009 in table (5)
are below the significant level of 0.05, the alternative hypothesis is accepted and the null
hypothesis is rejected. The link between NPM and total debt to equity was statistically
significant.

2- a- Null hypothesis: There is no statistically significant relationship between total debt to
equity and return on assets.

b- Alternative hypothesis: There was a statistically significant relationship between total
debt to equity and return on assets.

Table (6) Ranks Table (7) Test Statistics®
Mean |Sum of VARO00001
code [N |Rank |Ranks Mann-Whitney U .000
VARO0000 |TDE |5 |7.00 |35.00 Wilcoxon — W 10.000
1 ROA |5 [2.50 |10.00 Z -2.460
Total |10 Asymp. Sig. (2-tailed) [.014
Sig. [2*(1-tailed Sig.)] |.016°
a. Grouping Variable: code
b. Not corrected for ties.

The alternative hypothesis is accepted and the null hypothesis is rejected since table (7)'s
computed Mann-Whitney U value of 0.000 and p-value of 0.009 are less than the
significant level of 0.05 There was a statistically significant relationship between total debt
to equity and return on assets.

3- a- Null hypothesis: There is no statistically significant relationship between total debt to
equity and return on equity.

b- Alternative hypothesis: There was a statistically significant relationship between total
debt to equity and return on equity.

Table (8) Ranks Table (9) Test Statistics®
Mean | Sum of VARO0000
code |N Rank |Ranks 1
VARO0000 [TDE |5 6.50 [26.00 Mann — U .000
1 ROE |5 2.50 [10.00 Wilcoxon — W 10.000
Total |10 Z -2.309
Asymp. Sig. (2-tailed) |.021
Sig. [2*(1-tailed Sig.)] |.029°

a. Grouping Variable: code

b. Not corrected for ties.

The alternative hypothesis is accepted and the null hypothesis is rejected since table (9)'s
computed Mann-Whitney U value of 0.000 and p-value of 0.021 are less than the
significant level of 0.05 There was a statistically significant relationship between total debt
to equity and ROE.
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5-2 Interpretations

The Total Debt to Equity (TDE) ratio and the three chosen profitability indicators—Net
Profit Margin (NPM), Return on Assets (ROA), and Return on Equity (ROE)—have a
statistically significant association, according to the empirical results obtained from the
application of the Mann-Whitney U test. The p-values obtained from these tests were
consistently below the conventional significance level of 0.05. This statistically robust

evidence allowed for the rejection of the null hypotheses and the acceptance of the
alternative hypotheses for each of the three relationships examined.

These results strongly suggest that financial leverage plays a pivotal role in shaping the
financial performance of banks. An increased reliance on debt financing appears to have a
direct and discernible impact on profitability. This impact can manifest in several ways: it
may enhance the efficient utilization of total assets, maximize returns for shareholders, or
improve overall operational effectiveness.

However, it is crucial to acknowledge that while leverage can contribute positively to
profitability, particularly under conditions of stable liquidity and a well-balanced capital
structure, it also carries inherent risks. Excessive reliance on debt may lead to significant
financial strain if debt obligations surpass the institution’s capacity to generate adequate
returns. This delicate balance underscores the complexity and importance of prudent
financial leverage management within the banking sector.

Classical financial theories are strongly supported by the study's findings. In particular,
they support the tax benefits of debt theory put forth by Modigliani and Miller (1963) and
the trade-off theory put forth by Myers and Majluf (1984). These theories posit that firms,
including financial institutions, strive to achieve an optimal capital structure that balances
debt and equity to minimize the overall cost of capital and maximize firm value.
Concurrently, Myers and Majluf's (1984) Pecking Order Theory may also be reflected in
the observed relationships between leverage and profitability. especially considering Iraq’s
fluctuating economic environment and its implications for financing decisions.

273



E-ISSN:2706-601 ISSN:1988-8141 Vol(18).No(1).2026

o [ragi banking sector

a Central Bank

]
Foreign banks Private banks Government bank

Commerc Islamic Commerci Islamic Commerc Islamic
EmﬁFL b*“?ﬂ H'EZ_J L“ﬂﬁ:] \.?L“%kﬁ L‘““"H

Source: Prepared by the researcherbased on the annual statistical bulletin of the Central Bank of

5-3 RECOMMENDATIONS

Based on the conclusions of this study, the following recommendations are proposed:

1-

Adopt Balanced Capital Structures: Iraqi banks should strive to maintain an optimal mix
of debt and equity financing to enhance profitability while minimizing the risk of
financial distress.

Enhance Risk Management Practices: Bank managers are encouraged to strengthen their
risk assessment frameworks, particularly regarding liquidity management and debt
servicing capacity, to mitigate the adverse effects of excessive leverage.

Differentiate Between Short- and Long-Term Debt: Future financial strategies should
consider the distinct impacts of short-term and long-term debt, ensuring that repayment
obligations are aligned with the bank’s cash flow stability.

Strengthen Regulatory Oversight: The Central Bank of Iraq could establish stricter
monitoring mechanisms on leverage ratios across the banking sector, aiming to ensure
sustainable profitability and financial stability.

Develop Training and Capacity Building: Bank executives and financial managers
should receive continuous training on international best practices in leverage
management, financial performance measurement, and corporate governance.

Encourage Further Research: Future studies should examine additional performance
indicators such as credit quality, operational efficiency, and risk-adjusted returns to
provide a more comprehensive understanding of the role of leverage in the Iraqi banking
industry.

5-4 Conclusion
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This study concludes that a statistically significant and impactful relationship exists
between financial leverage and profitability indicators within the Iraqi banking sector for
the period spanning 2019 to 2023. The empirical evidence, substantiated by the Mann-
Whitney U test results, unequivocally affirms that the debt-equity structure profoundly
influences the financial performance of banks. This strongly implies that the strategic and
judicious deployment of financial leverage can substantially affect the profitability levels
achieved by these institutions.

Based on these compelling findings, the study puts forth a key recommendation: decision-
makers and financial managers within the banking sector should adopt a strategic and
proactive approach to managing financial leverage. This approach must ensure that the
chosen leverage levels are meticulously aligned with broader risk management policies and
the overarching profitability objectives of the bank. Effective debt management is not
merely a tool for asset financing; it is, in fact, a vital instrument for fostering sustainable
financial performance and mitigating undue exposure to financial risks.

Furthermore, the study encourages future research to delve into more granular components
of leverage, such as a detailed comparison between short-term and long-term debt. It also
suggests incorporating additional performance indicators, including operational efficiency
and credit quality, into analyses in the future. A more thorough and nuanced knowledge of
the complex role that financial leverage plays in influencing the financial performance
outcomes of banks operating within the dynamic and difficult Iraqi financial landscape is
anticipated to be produced by such potential investigations. In the changing banking
landscape, this increased understanding will be crucial for creating even more accurate and
successful financing plans.
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