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Abstract:

Banks play a vital role in creating liquidity and transforming risk in the economic operations of every country, both at the micro and macro
levels. Commercial banks use relatively liquid liabilities to finance relatively illiquid assets, thereby releasing their individual liquidity to
maintain the normal functioning of the financial system and promote economic development. Accordingly, the present study aims to
identify the factors influencing the effectiveness of liquidity risk management in Iragi banks. Relying on domain knowledge analysis and the
qualitative content analysis model, the factors influencing the effectiveness of liquidity risk management in Iragi banks were identified.
Then, through a persuasive Delphi survey, 17 experts in the field of risk management were selected using a non-random method, and the
most effective indicators for measuring the variables were evaluated and refined using the fuzzy network analysis model. Based on the
final analyses, the effectiveness of risk management encompasses ten influential factors: organizational literacy, alignment and
adaptability, competitive pressure, complexity, government support, managerial capabilities, market uncertainty, relative advantage,
technical competencies, and stakeholder engagement. The measurement components for each of these factors were identified and refined.
This study identified the factors affecting the effectiveness of liquidity risk management in Iraqgi banks and subsequently proposed an
effective model for measuring technical components.
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Extended Abstract

Introduction

Liquidity risk management has emerged as one of the most pressing priorities for modern banking systems, particularly in
fragile economies such as Iraq. Banks play a fundamental role in transforming short-term, liquid liabilities into long-term,
illiquid assets. This intermediation exposes banks to potential mismatches between inflows and outflows, making them
inherently vulnerable to liquidity risk, especially during times of financial stress. The recent financial failures—such as the
Silicon Valley Bank collapse—have demonstrated how quickly liquidity crises can escalate and disrupt entire financial
ecosystems (Allen, Carletti, & Marquez, 2015). Effective liquidity risk management ensures that banks remain solvent and are
able to meet their obligations even under stress conditions, contributing directly to financial stability and economic growth
(Jorda et al., 2021).

Liquidity risk is particularly pronounced in dual or Islamic banking systems where the nature of financial contracts,
prohibition of interest (riba), and emphasis on profit-and-loss sharing models impose unique structural challenges (Hassan et
al., 2024). These systems tend to rely heavily on asset-backed contracts and lack access to conventional interbank liquidity
channels, thereby amplifying their exposure to liquidity shortages (Nguyen, 2021). Moreover, recent empirical studies
underscore the compounded risks due to regulatory asymmetries and limited liquidity instruments tailored to Shariah-
compliant banking frameworks (Abdul-Rahman et al., 2018; Ashraf et al., 2020).

Another major influence on liquidity risk is market uncertainty. Political instability, external economic shocks, and regional
conflict make Iraqgi banks highly susceptible to liquidity pressures. Boda and Zimkova (2021) highlight how rising economic
policy uncertainty (EPU) has increased systemic banking risks in emerging economies. Similarly, competition in the banking
sector also affects risk dynamics: while healthy competition fosters innovation and efficiency, excessive or unregulated
competition can push banks toward riskier liquidity positions to gain market share (Anginer et al., 2019).

Governance quality, managerial capacity, and technological competence have all been identified as key pillars of effective
liquidity risk frameworks (Basiruddin & Ahmed, 2020; Liu et al., 2024). The digitalization of banking operations, integration of
fintech, and enhanced regulatory oversight through central banks and financial authorities have transformed traditional
liquidity management into a more data-driven and analytically intensive process (Lu, 2023). Despite the global advances in
risk management systems, the Iraqgi banking sector remains heavily reliant on outdated systems, limited risk culture, and
fragmented stakeholder engagement.

In response to these multidimensional concerns, the current study aims to identify and evaluate the key determinants of
effective liquidity risk management in Iraqgi banks. Drawing on a robust literature base (Budhathoki, 2024; Heliani, 2023;
Quansah, 2023), the study leverages qualitative and quantitative methods, including Delphi analysis and fuzzy network
modeling, to develop and validate a comprehensive evaluation model for liquidity risk governance in Irag’s banking sector.

Methods and Materials

The study was carried out in three sequential phases. First, a systematic review and content analysis were conducted to
extract key dimensions and indicators related to liquidity risk management effectiveness from prior literature. This phase

involved the integration of findings from both conventional and Islamic banking contexts.
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In the second phase, a purposive sample of 17 domain experts—including bank managers, university scholars, and
policymakers specializing in risk management—were selected to participate in a Delphi process. This expert panel was used
to validate and refine the conceptual model, identifying the most relevant variables through iterative feedback cycles.

In the third phase, fuzzy network analysis was employed to prioritize the measurement indicators and assess their relative
impact within the model. The data gathered through the Delphi method were quantified, and weights were assigned using
fuzzy logic principles. This process enabled the modeling of complex interrelationships between variables and helped build a
final decision-support framework. Reliability was ensured through Cronbach’s alpha, and the model’s fitness was verified
using the Goodness-of-Fit (GOF) index and structural equation modeling (SEM).

Findings

The finalized model identified ten major factors affecting the effectiveness of liquidity risk management in Iraqi banks:

1. Organizational Reading (ORE) — Mean: 7.14, SD: 1.46
Compliance and Adaptability (CPA) — Mean: 7.41, SD: 1.43
Competitive Pressure (CPR) — Mean: 6.93, SD: 1.54
Complexity (CPL) — Mean: 7.39, SD: 1.29
Government Support (GOV) — Mean: 7.10, SD: 1.41
Managerial Capabilities (MCP) — Mean: 7.20, SD: 1.29
Market Uncertainty (MUC) — Mean: 7.51, SD: 1.22
Relative Advantage (RAD) — Mean: 7.94, SD: 1.09
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Technical Competence (TCP) — Mean: 7.55, SD: 1.09
10. Stakeholder Participation (VPA) — Mean: 8.06, SD: 1.06

All variables demonstrated Cronbach’s alpha coefficients above the 0.70 threshold, indicating acceptable reliability. The
GOF index for the structural model was calculated at 0.41, suggesting a strong model fit. Structural equation modeling
confirmed the significance of the relationships among variables.

In particular, Organizational Reading, Compliance and Adaptability, Government Support, Relative Advantage, Technical
Competence, and Stakeholder Participation exhibited significant positive effects on the dependent variable. In contrast,
Complexity and Market Uncertainty showed significant negative effects.

Discussion and Conclusion

This study contributes to the literature by identifying a multidimensional framework that encapsulates both internal and
external factors influencing liquidity risk management effectiveness in Iraqi banks. The empirical findings provide strong
evidence that an institution’s internal capacity—represented by organizational reading, managerial capabilities, and technical
competence—plays a pivotal role in fostering effective risk governance. These findings validate prior claims that strategic
foresight, employee training, and interdepartmental collaboration are fundamental to liquidity resilience.

Equally important is the institutional ecosystem within which banks operate. Government support, stakeholder
participation, and regulatory oversight were found to be crucial enablers of liquidity management performance. This aligns
with the global trend of moving from isolated risk management models to integrative, multi-actor frameworks. Such
convergence is particularly significant in fragile banking sectors like Irag’s, where state legitimacy, regulatory reach, and

financial infrastructure remain underdeveloped.
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On the other hand, complexity and market uncertainty emerged as formidable barriers. These results highlight the critical
need for simplifying operational workflows, clarifying risk responsibilities, and building adaptive capacity within banks.
Excessive procedural or technological complexity can overwhelm management teams, delay response times, and ultimately
undermine risk response agility. Similarly, political and economic uncertainties, often amplified by regional instability,
necessitate more dynamic and scenario-based planning models.

The study further emphasizes the impact of competitive dynamics. While healthy competition incentivizes innovation and
improved service delivery, it can also push banks toward aggressive risk-taking if not accompanied by robust monitoring
mechanisms. It is essential for regulatory bodies to balance competitive incentives with prudential safeguards to ensure that
market efficiency does not come at the cost of systemic vulnerability.

In conclusion, the proposed model serves as a comprehensive tool for diagnosing, monitoring, and enhancing liquidity risk
governance in the Iragi banking system. By integrating both technical and organizational dimensions, as well as external
institutional factors, the model provides a practical roadmap for policymakers and bank executives. Addressing liquidity risk
is not merely a technical exercise but a systemic transformation requiring cultural, regulatory, and strategic alignment. The
study advocates for sustained investments in technological infrastructure, capacity-building initiatives, and a stronger

alignment between national monetary policy and bank-level risk practices to fortify Iraq’s financial stability in the long run.
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