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Abstract

Financial development can stimulate economic growth by facilitating investment,
reducing transaction costs, and increasing access to credit. With the rapid expan-
sion of the Islamic finance industry—particularly in the past decade—debates over
the effects of Islamic financial development on the real sector of the economy have
intensified. The unique nature of Islamic contracts, along with two defining fea-
tures—the prohibition of interest and financing based on profit-and-loss sharing—
are central arguments in the theoretical literature supporting the positive impact of
Islamic financial development on economic growth.

Nevertheless, empirical studies in this field have reported divergent and some-
times contradictory results regarding this relationship. To address this inconsisten-
cy and identify the factors driving differences across findings, this study employs
a multilevel meta-analysis approach. Following a systematic review of the content
and results of empirical studies and their alignment with meta-analysis protocols,
22 cross-country studies comprising 83 regressions and 99 coefficients were se-
lected for data extraction, while studies violating the protocol or lacking sufficient
data were excluded.

The statistical synthesis of the quantitative findings reveals that, after accounting
for publication bias, Islamic financial development exerts a positive and signifi-
cant effect on economic growth. Furthermore, heterogeneity analysis and the in-
clusion of control variables demonstrate that differences in the indicators used
to measure Islamic financial development, the study period, and the presence or
absence of variables such as economic freedom, taxation, and unemployment ex-
plain the variation across primary study results.
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