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Abstract

This study presents a comprehensive analysis of the economic and legal impacts of
digital currencies in Iraq, focusing on the regulatory paradox between the explicit
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ban on private digital currencies adopted by the Central Bank of Iraq to protect
financial stability and compliance with the Anti-Money Laundering and Counter-
Terrorism Financing Law No. (39) of 2015, and the urgent need to achieve the
goals of the ambitious National Financial Inclusion Strategy. The strategy aims to
raise the percentage of official account ownership from 19% currently to 50% by
2030, and to increase digital payments from their low levels, as 90% of service bills
and 64% of government transactions are still paid in cash. The importance of this
research lies in bridging the gap between financial legislation and developmental
necessity, through an integrated methodology that combines a descriptive-
analytical approach to examine the legal framework, a comparative approach with
international experiences (such as the UAE and Bahrain), and an inductive
approach to derive recommendations. This is supported by advanced quantitative
methods, including GARCH models to measure the impact of global digital
currency fluctuations, and logistic regression to identify drivers of digital service
adoption. The study tested four main hypotheses, whose results confirmed: the
inadequacy of the current legal framework based on prohibition to fully comply
with FATF standards; a statistically significant downward impact (GAMMA
coefficient of 0.082, P-Value = 0.0404) from global crypto markets to the Iraqi
exchange market; the role of trust in the Central Bank as the strongest driver of
digital payment adoption (increasing the likelihood by 7.24 times); and finally, that
"Smart Regulation™ policies and the adoption of the Central Bank Digital Currency
(CBDC) outperform the ban in achieving financial stability and promoting financial
inclusion.

Keywords: Digital currencies, Financial inclusion, lIragi Central Bank, GARCH
model, Central Bank Digital Currency (CBDC).
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