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Abstract

In recent decades, achieving economic growth has become one of the most important goals of developing
countries. The first step to increase economic growth is reducing poverty among different classes of society.
In this regard, the existence of a sound financial system can help improve economic growth by reducing poverty
and inequality and increasing domestic production. Now, according to the sanctity of Riba and other Islamic
financial principles in countries like Iran, the development and issuance of Sukuk as an alternative to
conventional financing instruments is of special importance. Therefore, according to the importance of
economic growth and the undeniable impact of inequality on it on the one hand, and the necessity of evaluating
the role of Islamic financing tools (Sukuk) in economy on the other hand, the purpose of this study is to
investigate the mediating role of Sukuk issuance in the relationship between income inequality and economic
growth in the provinces of Iran during the period of 1387-1401 applying ARDL panel data method. The results
of this study show that reducing income inequality increases economic growth in the short and long term, and
the issuance of Sukuk also strengthens this reverse effect. In addition, an increase in human and physical
capital in the provinces of Iran leads to increased economic growth. Trade openness also has a positive effect
on the economic growth.
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1. Introduction: Nowadays, economic growth and development has become one of the most important goals
of developing countries. The first step to increase economic growth is reducing poverty among different classes
of society. In this regard, an appropriate financial system can help to improve economic growth and
development through reducing poverty and inequality and increasing production. Considering the fact that in
the financial system of Islamic countries such as Iran, it is necessary to follow the principles of Islam, especially
the sanctity of usury, one of the common programs in such countries is to develop issuing Islamic financial
tools such as Sukuk instead of conventional financing tools. Therefore, considering the importance of economic
growth on the one hand, and the need to evaluate the role of Islamic financing tools (Sukuk) in economy on
the other hand, the purpose of this study is to investigate the mediating role of Sukuk issuance in the
relationship between income inequality and economic growth in the provinces of Iran during the period of 1387-
1401 applying ARDL panel data method.
2. Methods: The theoretical model applied in this study is an improved model of Lucas (1988) with an
adjustment based on the study of Jatmiko et al. (2023) about the effect of Islamic financing tool of Sukuk on
income inequality, and also with and modification based on Salmani and Bijani (2012) about the effect of
inequality on economic growth. This study uses panel data Auto Regression method with Distribution Lags
(ARDL) to estimate the growth model. The ARDL method has three different estimators, which are Mean Group
(MG), Dynamic Fixed Effects (DFE), and Pooled Mean Group (PMG). It is worth mentioning that Hausman test
is applied in order to choose the best estimator of the three available techniques in panel data ARDL approach.
3. Results: The results of this study show that both in the short term and in the long term, the reduction of
income inequality leads to an increase in economic growth. This means that as economic inequality increases,
economic growth decreases significantly. The negative relationship between inequality and economic growth
is consistent with studies such as Persson and Tabellini (1994) and Aghion et al. (1999). Moreover, the results
show that the issuance of the Islamic financial tools of Sukuk intensifies the effect of inequality on economic
growth. This result is also consistent with studies such as Jatmiko et al. (2023). In addition, physical capital
has a positive and significant effect on economic growth. This relationship is in line with the common models
of economic growth and is consistent with many previous theoretical and empirical studies such as Solow
(1956), Lucas (1988), and Barrow (1999). The variable of education also has a positive and significant effect
on economic growth. This result confirms studies such as Lucas (1988) and Barrow (1999). Finally, trade
openness has a positive relationship with the economic growth, too. This result is consistent with the views of
classical economists such as Adam Smith and David Ricardo, as well as studies such as Krueger (1978) and
Bhagwati (1978). According to the results of the present study, the short-term adjustment coefficient is equal
to -0.84. This means that 0.84% of the difference between long-term and short-term value is adjusted in each
period. Considering that this coefficient is negative and its absolute value is less than one, it can be said that
the method and technigue chosen for estimating the model is an appropriate estimator.
4. Conclusion: Based on the results of this research, the following policy suggestions are presented:

e Considering the intensifying effect of reducing inequality on economic growth by Sukuk, policymakers

can replace this Islamic financial instrument with conventional financial instruments and develop its

issuance.



e It is suggested that policymakers adopt some policies such as distributive tax adoption in order to
increase economic equality and help promote economic growth.

e ltis suggested that government policymakers focus on the education sector and increase the budget
allocated to this sector in order to help increase economic growth through the promotion of human
capital.

e Considering the positive effect of physical capital on economic growth, it is suggested that the
government encourages investors to increase capital in different sectors of the economy by
announcing tax exemptions and other possible incentives.
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