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Abstract:

This study aims to examine the magnitude and mechanism of the impact of banking innovations on banks’ credit security in
Iraqg. This applied study employed a correlational design. The statistical population consisted of employees, senior managers,
and customers of ten private and public digital-oriented banks in Irag. A sample of 200 respondents was selected using
purposive and simple random sampling. Data were collected using standardized banking innovation and credit security
questionnaires. Data analysis was conducted using Pearson correlation, regression analysis, and structural equation modeling
in SPSS and AMOS. Banking innovations exerted a significant positive effect on credit security (f=0.38, p<0.001). A strong
positive correlation was also observed (r=0.68, p<0.01). The regression model explained 65% of the variance in credit security.
The effect was stronger in private banks compared with public banks. Banking innovations—particularly fintech technologies
and organizational innovations—play a pivotal strategic role in enhancing credit security, improving credit scoring accuracy,
and reducing default risk in the Iragi banking sector.
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Extended Abstract

Introduction

The global banking industry has undergone a profound transformation over the past two decades as digital technologies,
artificial intelligence, and financial innovation have redefined how financial institutions operate, manage risk, and interact
with customers. Banking innovations—particularly fintech solutions, digital platforms, and Al-driven systems—have become
central to banks’ strategic positioning, operational efficiency, and competitive advantage. These developments have not only
reshaped service delivery but have also fundamentally altered the architecture of credit risk management and financial
stability (Feyen et al., 2021; Vives, 2019).

At the core of this transformation lies the evolving concept of credit security, which refers to the reliability, robustness,
and integrity of a bank’s credit evaluation and risk control mechanisms. Traditional credit assessment models, heavily
dependent on manual analysis and historical financial indicators, increasingly struggle to cope with complex market dynamics,
asymmetric information, and sophisticated financial products. Consequently, financial institutions are turning to data-driven
innovation as a means of strengthening credit governance and minimizing systemic vulnerabilities (Rahman et al., 2023; Sadok
et al., 2022).

Artificial intelligence now enables banks to process massive datasets, identify hidden risk patterns, detect fraud in real
time, and generate more accurate credit scores. Empirical studies confirm that Al-enabled credit systems significantly
enhance predictive accuracy and reduce default rates (Isaac et al., 2018; Sadok et al., 2022). Similarly, blockchain technologies
improve transaction transparency, lower information asymmetry, and reinforce institutional trust in credit processes (Catalini
& Gans, 2016). These mechanisms collectively strengthen the foundations of credit security.

Parallel to technological advancement, regulatory transformation—especially the adoption of risk-sensitive frameworks
such as Basel guidelines and IFRS 9—has intensified banks’ reliance on advanced analytics and digital infrastructure (Basel
Committee on Banking & Mohammadi, 2001; Idris et al., 2025). This convergence of regulation and innovation positions
digital capability as a prerequisite for sustainable credit management.

Empirical research further demonstrates that fintech cooperation enhances banks’ efficiency and risk resilience (Ao & Ji,
2025), while banking innovation positively affects financial performance and stability (Nabipour Afrouzi et al., 2023). Studies
from Iran confirm that fintech adoption mitigates banks’ risk-taking behavior through improvements in operational efficiency
(Karami & Esmailpour Moghadam, 2023; Tabrizi, 2023). Meanwhile, in developing banking systems such as Iraq, weaknesses
in credit risk management remain a primary source of financial instability (Jabbouri, 2018), underscoring the urgency of
innovation-driven solutions.

Recent scholarship also highlights the growing complexity of credit governance due to ESG integration and new financing
structures, which further necessitate advanced knowledge management and innovation frameworks (Croce et al., 2025;
Saviano et al., 2024). Moreover, expanding micro-credit services and financial inclusion initiatives amplify the developmental
importance of secure credit systems (Vashanth & Sengottuvel, 2025).

Despite extensive literature on fintech and banking transformation, limited empirical attention has been devoted to how
banking innovation directly shapes credit security in emerging banking systems—particularly in Iraq. This study addresses this

gap by examining the impact of banking innovations on credit security within the Iraqi banking sector.
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Methods and Materials

This applied study employed a correlational research design. The statistical population comprised employees, senior
managers, and customers of ten digitally oriented public and private banks in Iraq selected from among thirty banks active in
financial technology. The final sample included 200 respondents, with 20 participants from each bank, selected using
purposive sampling for bank selection and simple random sampling for individual respondents to enhance representativeness
and reduce bias.

Data were collected using two standardized questionnaires measured on a five-point Likert scale. The banking innovations
questionnaire consisted of 10 items measuring fintech usage, digital banking services, and organizational innovation. The
credit security questionnaire included 10 items assessing credit scoring accuracy, default risk reduction, fraud mitigation, and
the quality of credit evaluation processes.

Data analysis was conducted using SPSS for hypothesis testing and AMOS for construct validity assessment. Statistical
procedures included descriptive statistics, Pearson correlation, regression analysis, and structural equation modeling to
evaluate relationships and model fit.

Findings

Descriptive results indicated relatively high levels of banking innovation (M = 3.85, SD = 0.72) and credit security (M = 3.80,
SD = 0.70) among the sampled banks, reflecting strong adoption of digital technologies and positive perceptions of credit
system reliability.

Correlation analysis revealed a strong, positive, and statistically significant relationship between banking innovations and
credit security (r = 0.68, p < 0.01), demonstrating that increased innovation is associated with improved credit security.

Regression analysis confirmed that banking innovations significantly predict credit security (8 = 0.35, p < 0.001). The model
explained 65% of the variance in credit security (R? = 0.65), indicating substantial explanatory power. The F-statistic supported
overall model significance, and diagnostic tests confirmed the absence of severe multicollinearity.

Comparative analysis showed that the innovation-credit security relationship was stronger in private banks (r = 0.72) than
in public banks (r = 0.62), suggesting that private institutions benefit more from innovation due to higher organizational
flexibility and greater technological investment.

Reliability and validity analyses confirmed robust measurement properties. Cronbach’s alpha values exceeded 0.80 for
both constructs, composite reliability exceeded 0.70, and AVE values were above 0.50, establishing strong convergent and
discriminant validity.

Discussion and Conclusion

The findings demonstrate that banking innovations play a decisive role in strengthening credit security in the Iraqi banking
system. The substantial explanatory power of innovation underscores that digital transformation is no longer merely a
competitive tool but a core mechanism of financial stability and credit governance.

The stronger effect observed in private banks suggests that institutional flexibility, investment capacity, and managerial
agility significantly influence how effectively innovation translates into secure credit systems. These results imply that public

banks may face structural constraints that limit the full benefits of innovation.
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Overall, the study provides compelling evidence that innovation-driven banking strategies enhance credit reliability,
reduce default risk, and strengthen institutional resilience. By integrating technological capability with risk governance, banks
can construct more robust and adaptive credit systems capable of supporting long-term financial stability and economic
development.
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