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ABSTRACT 

 

This research aims to evaluate the role of Islamic Accounting Instruments for Investment 

in enhancing sustainable development in banks by studying and analyzing the financial 

statements and reports of a number of Islamic banks in Iraq and determining the developmental 

role of these instruments in the developing the Iraqi economy. The main problem of the research 

is the evaluation of the investment instruments of the Islamic accounting and their role in the 

light of the global economy and the dominance of the commercial banks on most financial 

transactions, in addition to obtain real evidences which indicate to the impact of these 

instruments on sustainable development in Islamic countries. The researchers concluded that 

the Islamic Accounting Instruments for Investment are capable to enhance the Islamic economy 

and to create a qualitative leap in the field of sustainable development if they applied in a 

scientific and correct manner. Also, the researchers found that strong correlation between 

applying the tools of Islamic accounting in banks and increasing the level of sustainable 

development. We recommend establishing a specialized organization to measure the quality of 

financial services offered by Islamic banks, in addition to the need for establishing an Islamic 

financial system capable of keeping pace with the global financial system by encouraging the 

adoption of investment instruments for the Islamic economy. 
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INTRODUCTION 

  

Banks play an important role in the national and international economy through its 

importance as one of the most important financing and investment engines (Rahman & Rahim, 

2020). Therefore, many studies have been published which seek to enhance the role of banks, 

maintain their operational efficiency, and raise the level of public confidence in them to 

encourage for investing (Mehmet, 2017; Ata & Ali, 2017). As one of the most important ways to 

enhance the role of banks in protecting the national economy and raising its efficiency is 

sustainable development. Many scholars mentioned that the Islamic accounting instruments can 

be the best results to enhance the sustainability in banks and to improve the role of banks in 

society. 

Especially in Islamic countries (Caraiani et al., 2012; Mahmood, 2005) Islamic 

accounting has developed many instruments to achieve the objectives of sustainable 

development according to the principles of Islamic law (Zubair, 2007). These tools are the tools 

of Islamic accounting for investment, which can enhance the effectiveness of investment in 

banks and work to increase the level of sustainable development, in spite of some obstacles from 

which can reduce the efficiency of these tools because of the uncertainty of the effectiveness of 

these tools in enhancing the efficiency of the banks operations (Munawar et al., 2005). One of 

the most important objectives of Islamic accounting is to achieve sustainable development by 

preserving the available wealth and providing future opportunities to generate future wealth in 
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order to sustain it (Harris, 2015). Therefore, Islamic accounting can be considered one of the 

most important engines of sustainable development because of its characteristics which depend 

on fair and equal distribution of risks and profits between parties and its principles that can 

reduce risks which lead to financial crises. So, the principles of Islamic law can reduce the 

efficiency of sustainable development in banks but the Islamic accounting instruments for 

investment can solve most of the problems and find results to finance the projects and enhance 

the local and foreign investments in addition to promote the suitability in banks, therefore the 

users of Islamic accounting instruments for investment should have a good level of knowledge 

about these instruments and their impact on the operational activities in banks.  

 

METHODOLOGY 

 

The use of Islamic accounting instruments for investment can be useful to increase the 

benefits of the operational activity of the banks, so the applying of these instruments can 

enhance the sustainable development of the banks. Based on what has been mentioned the 

research deals with the following questions: Are Islamic accounting Instruments for Investment 

able to enhance the sustainable development of the banks? Are the users of Islamic accounting 

Instruments for Investment can measure their impact on the bank's operational activity? Which 

Islamic accounting Instrument for Investment is the most significant one to impact of the bank's 

operational activity? 

Mainly, the research is based on the following hypotheses: 

 
H1: There is statistically significant correlation between applying the tools of Islamic accounting in banks 

and increasing the level of sustainable development 

H2: The impact of each Islamic accounting tool can be differed on sustainable development according to 

environment, type of investment, and Islamic accounting awareness. 
 

The Concept of Islamic Accounting 

 

Islamic Accounting involves the set of laws of dealing finance or other economic action 

in a Sharia compliant manner, the manner conforming to Quran and Sunnah (Harris, 2015). The 

Islamic Fiqh has basically dealt with locating what is wanted, forbidden, promoted, 

disappointed, or just allowable according to the main two resources of Islam (Quran and 

Sunnah) (Khan et al., 2008). This can be applied to matters like royalty, currency, labor, taxes, 

and everything else. On the other hand, the social science of Islamic accounting, works to 

characterize, analyze and describe production, allocation, and consumption of outputs, and 

studied the best ways to achieve policy goals, like complete employment, stability of prices, 

equity of economic and growth of productivity (Akram, 2013). There are different definitions of 

Islamic accounting according to the researchers’ opinions, (Enver et al., 2007) defined Islamic 

accounting as “one of the social sciences that is mandated to extract the necessary unknowns of 

numerical information, in accordance with the concepts, terminology and rules derived from 

Islamic law, which constitute an accounting system to handle the financial operations in firm”. 

But (Timur, 2004) defined it as “the discussion of financial transactions which involves by the 

rules of the Islamic Sharia”. And other researchers i.e., (Marifa, 2014) explained it as “the 

accounting processes that goes beyond the Western economics practice for providing standard 

policy impositions to supply a positive analysis which can help to achieve positive 

transformations of individuals from followers for their desires to achievers”. Ismail, et al., 

(2018) presented a modern interpretation of the Islamic accounting as “a revolutionary ideology 

to modify the unethical reality into a pure one”. So, the Islamic accounting can be defined as “an 

accounting framework which proposes to provide customers with useful information 

empowering them to run their firms as indicated by Islamic law”. The main source of Islamic 

accounting is Islamic law. Accordingly, the principles of Islamic accounting must conform to 
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the principles of Islamic law. So, the most important principles of Islamic accounting can be 

identified as follows (Yusuf, 2010): 

 
a) Charging Interest: The main principle in Islamic finance according to Islamic law is all the forms of 

interest (Riba) are prohibited.  

b) Investing in Forbidden Activities: The Islamic law doesn’t allow investing in the forbidden activities 

such as trading in alcohol, pork and producing pornography. 

c) The Speculation: In Islamic finance the speculation can be referred to gambling. That means the 

participation in deals where the ownership of a good relies on the occurrence of a predetermined, uncertain 

event in the future are forbidden. 

d) The Ambiguity in Business: The Islamic finance researches these involve in high level of risk and may 

enhance the uncertainty and behavior of fraud as can be found in commercial banks derivatives. 

e) Participation in Deals Lacking of Material Finality: All deals should be directly connected to a real 

underlying economic deal.  

f) Sharing of Risk: Equal risk and return on distribution to participants so that no one benefits 

disproportionately from the transaction.  

The Islamic accounting instruments for investment developed a broad range of Islamic 

law-compliant financial products. To make sure that they meet this requirement, they make the 

using of contracts suitable for Islamic rules and in addition to adapt conventional financial 

contracts so that they conform to the doctrine of the Islamic law. There are three main kinds of 

instruments in Islamic accounting for investment; instruments of profit and loss sharing, 

instruments of mark-up contracts, and financial certificates or bonds which can be known also as 

(Ismail et al., 2018). 

 

The Instruments of Profit and Loss Sharing 

 

Islamic doctrine believes that the instruments of profit and loss sharing are closer than 

other instruments to Islamic law because of they are based on risk participation, they are not 

forbidden, and they are preferable to other kinds of instruments. The most used instruments are 

(Mudarabah) and (Musharakah). (Musharakah) instrument is used to aid the joint ownership of 

property. (Musharakah) can be defined as “a contract between two parties to share in the capital 

of the project, the profits will be divided according to the terms agreed in the contract and losses 

will be allocated according to the capital shares” (Ismail et al., 2008) (Mudarabah) instrument is 

used to be a contract between the owner of capital (the bank, or the customer) and the applicant 

(the entrepreneur or the bank in case of indirect financing). The owner of capital will fund the 

applicant who will commit to manage the fund in order to make profits. So the profits will 

distribute between parties according percentage basis (Yusuf, 2010). 

The other set of Islamic instruments are used in practice for costumer credit, and short 

and medium-term financing. The most used instruments are (Murabahah), and (Ijarah). These 

kinds of instruments are also known as trade-based or assets-based contracts. 

(Murabahah) instrument or sale term is the most commonly used. So, in this case there 

are two parties (buyer an asset, and seller the asset) the seller will purchase the asset at a higher 

price which is agreed upon conclusion of the contract and is payable at the future. There are sub-

types of (Murabaha) such as (Bay ’al-mu’ajjal), (Bay ’al-salam), (Bay ’al-istisna’), and 

(Tawarruq)  (Ismail et al., 2008). 

(Ijarah) instrument or leasing contract can be explained as a party (the bank) will 

purchase an asset and will lease it to another party (the customer). So ownership of the asset will 

remain with the bank, it will bear the risk associated with lending for the duration of the 

contract. There is particular type of (Ijarah). It is known as the (ijarah wa iqtina) contract (Yusuf, 

2010).  
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Last of all, there is also (Qard hasan) or financing free of charge which is designed for 

people or organizations in financial difficulties, and is simply a shape of charity (Stoddart, 

2011). 

 

The Sustainable Development in Bank 

 

The Brundtland Commission defined sustainable development simply as “the ability to 

create growth sustainable – to assure that it achieves all the needs of the current generation 

without compromising the capacity of aftertime generations to achieve their own needs”. The 

definition is certainly the standard introduction of this term when judged by its common usage 

and frequency of the citation. The employment of this definition has guided many individuals to 

view sustainable development as having a large focus on involving equity (Thabit et al., 2015). 

So, the main principle of sustainable development related to all others is the integration of the 

concerns of environment, society, and economy into all sides of decision making.  

According to the Islamic law bases (Sharia principles), philosophy of sustainable 

development from the Islamic point of view, can be explained as sustainable growth requires 

establishing a balance among three dimensions (environment, economy and society). It means 

the stable welfare of consumer, economic efficiency, and realization of environmental balance in 

the framework of evolutionary knowledge-based and socially interactive sample realizing the 

social equity where charity and zakat are two main mechanisms to decrease poverty (Rodney, 

2012). 

The combination of sustainability into the sector of banking has taken two main ways 

(Tarik, 2004: Rahim et al., 2020) The follow up of environmental responsibility and social 

responsibility in the activities of a bank by environmental initiatives (such as the programs of 

recycling  or improving energy efficiency) and socially responsible initiatives (such as help for 

educational events, improved the resource practices of person  and charitable giving), 2) The 

integrate framework of sustainability into the core businesses of a bank by the emerging the 

considerations of environment and society into the design of product, policy of mission and 

strategies. Examples contain the emerging of environmental criteria into the strategy of lending 

and investment, and the growing of fresh products that supply environmental actions with easier 

incoming to the capital. 

The interdependency between the environmental record and the profitability of a bank 

and of its customers has affected on the strategy of business of both banks and their corporate 

customers. This has occurred in many ways, specifically (Raquibuz, 2008): a) To reduce their 

exposure to ecological liability and to get risk management better, bankers began to explore 

more closely at the ecological achievement of their customers. They expanded mechanisms to 

evaluate the ecological risk exposure of their customers, and to keep themselves save from 

possible losses, b) This increasing concern about customers' ecological achievement, manifested 

in the decisions of lending and investments, began acting as an extra factor of sustainability in 

private sector. Organizations were given one more reason to keep track of environmentally and 

socially sound solutions. 

 

Test Hypothesis  

 

The research population of this research is the professionals from 10 private Islamic 

 banks in Iraq and recognized by the Central Bank of Iraq (CBI). These banks are:   

AL-Arabiya Islamic Bank, AL-Bilad Islamic Bank for Investment and Finance, Al-

Janoob Islamic Bank, Cihan Bank for Islamic Investment and Finance, Elaf Islamic Bank, Iraq 

Noor Islamic Bank, Iraqi Islamic Bank for Investment and Development, Islamic Regional 

Cooperation Bank for Development and Investment, National Islamic Bank and Taawen Islamic 

Bank. The financial reports of the ten private Islamic banks in Iraq which prepared for the period 

(Raquibuz, 2008; Bađun, 2009; Mahmood et al., 2018; Hussein et al., 2018; Hamad et al., 2021; 
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Khalaf et al., 2020; Thivagar et al., 2020; Antony et al., 2020; Thivagar et al., 2019; Thivagar et 

al., 2020). For testing the hypotheses of this research, the researchers designed a questionnaire 

according to the scientific following steps:  

 
a) Preparing the main questionnaire based on previous studies to use it for the research  

b) Assessing the items of the questionnaire by (3) experts to ensure their validity 

c) Providing a pilot study for the questionnaire to review and adjust it. 

d) Distributing (400) questionnaires on the employees of ten Islamic banks of Iraq (the sample of the 

research).  

e) Testing and analyzing the collected questionnaires to ensure reliability and validity. 

f) Analyzing the results and discussing the findings. 

The researchers designed a questionnaire with two main parts, the first part (X1) was 

about correlation between applying the tools of Islamic accounting in banks and increasing the 

level of sustainable development, which contained (15) paragraphs, and the second part (X2) 

was about the impact of each Islamic accounting tool can be differed on sustainable 

development according to environment, type of investment, and Islamic accounting awareness, 

which contains (15) paragraphs too. Only (379) questionnaires were able to analyse, because (7) 

questionnaires were with missing data, (14) questionnaires were unable to be collected. The 

researchers used (Kolmogorov-Smirnov test) to assess the normality of distributing the 

questionnaires. 

 

Stability of Research Questions 

 

The Researchers used (Split-Half) and (Cronbach’s Alpha) to test the stability of 

questionnaire measures to adjust the approximate results.  

 

Split – Half  

 

Table (1) illustrates the value of correlation coefficients and the correct correlation 

coefficients for some paragraphs. So, the results of this test were positive and very good. 

 

 
Table 1 

SPLIT-HALF TEST 

Part  Content 
No. of 

Paragraphs 

Correlation 

Coefficients 
The Correction 

1
st
 (X1) 

The correlation between 

applying the tools of 

Islamic accounting in 

banks and increasing the 

level of sustainable 

development 

15 0.977 0.985 

2
nd

 (X2) 

The impact of each 

Islamic accounting tool 

can be differed on 

sustainable development 

according to 

environment, type of 

investment, and Islamic 

accounting awareness 

15 963 0.975 
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Table 2 

CRONBACH’S ALPHA COEFFICIENTS 

Part  Content 
No. of 

Paragraphs 

Cronbach’s Alpha 

coefficients  

1
st
 (X1) 

The correlation between 

applying the tools of Islamic 

accounting in banks and 

increasing the level of 

sustainable development 

15 0.957 

2
nd

 (X2) 

The impact of each Islamic 

accounting tool can be 

differed on sustainable 

development according to 

environment, type of 

investment, and Islamic 

accounting awareness 

15 0.961 

 

The Questionnaire Analyzing 

 

Using frequency in Table (3) shows the opinions of the research sample of the first part 

(The correlation between applying the tools of Islamic accounting in banks and increasing the 

level of sustainable development) as follows: 

 
a) The materiality of paragraphs (1, 4, 8, 9, 15) is approximately more than (85%) and the frequency of their 

(agree, and strongly agree) scale is very high, thus confirming the strong positive impact of Islamic 

accounting on sustainable development in banks. 

b) The materiality of paragraphs (2, 3, 5, 7, 12) is approximately more than (75%) and the frequency of their 

(agree, and strongly agree) scale is high, thus confirming the positive impact of Islamic accounting on 

sustainable development in banks. 

c) The materiality of paragraphs (6, 10, 13, 14) is approximately more than (65%) and the frequency of their 

(agree, and strongly agree) scale is medium, thus confirming the ordinary impact of Islamic accounting on 

sustainable development in banks. 

d) The materiality of paragraph (11) is approximately more than (71%) and the frequency of their (agree, and 

strongly agree) scale is low, thus confirming the weak impact of Islamic accounting on sustainable 

development in banks. 

Table 3 

THE 1ST PART ANALYSIS (X1) 

The 

Materiality 

Positive 

Opinions 
Neutral 

Negative 

Opinions 

Arithmetic 

mean 
Variance 

Standard 

deviation 

The 

Variables 

0.88 3.02 1.05 0.99 3.19 1 17 V1 

0.91 2.91 3.02 0.87 3.77 1 21 V2 

0.67 2.84 2.04 0.72 3.37 0 15 V3 

0.81 3.24 1.12 0.97 3.28 2 21 V4 

0.72 2.47 2.57 0.95 3.50 0 23 V5 

0.76 1.08 2.87 2.54 3.66 1 24 V6 

0.8 2.06 1.97 1.01 3.18 4 13 V7 

0.77 3.74 0.75 1.14 3.38 3 21 V8 

0.88 4.01 0.94 0.54 3.33 1 20 V9 

0.94 1.05 2.53 2.14 3.41 2 14 V10 

0.71 0.97 1.99 2.07 3.18 4 20 V11 

0.62 2.54 0.99 1.22 3.08 3 24 V12 

0.9 1.92 2.01 0.95 3.13 1 21 V13 

0.59 1.87 2.43 1.84 3.55 0 22 V14 

0.78 3.09 1.03 0.91 3.18 2 29 V15 
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Generally, the arithmetic average of all paragraphs in part one (The correlation between 

applying the tools of Islamic accounting in banks and increasing the level of sustainable 

development) equals (3.34), the average of materiality equals (0.78) which is more than the 

standard value of materiality (60%), and the frequency of positive opinions is (305), which 

means (80%) of total of the answers indicated to strong agreement of the 1st hypothesis of the 

research.  

Therefore, the researchers accepted the first hypothesis which states that there is 

statistically significant correlation between applying the tools of Islamic accounting in banks 

and increasing the level of sustainable development (Bađun, 2009; Mahmood et al., 2018; 

Hussein et al., 2018). 

Table (4) shows the opinions of the research sample of the second part (the impact of 

each Islamic accounting tool can be differed on sustainable development according to 

environment, type of investment, and Islamic accounting awareness) as follows: 

 
a) The materiality of paragraphs (1, 2, 3, 4, 5) which belongs to environment is approximately more than 

(90%) and the frequency of their (agree, and strongly agree) scale is very high, thus confirming the strong 

positive impact of Islamic accounting tool on sustainable development in banks according to environment. 

b) The materiality of paragraphs (6, 7, 8, 9, 10) which belongs to type of investment is approximately less 

than (65%) and the frequency of their (agree, and strongly agree) scale is medium, thus confirming the 

positive impact of Islamic accounting tool on sustainable development in banks according to type of 

investment. 

c) The materiality of paragraphs (11, 12, 13, 14, 15) is approximately more than (75%) and the frequency of 

their (agree, and strongly agree) scale is high, thus confirming the ordinary impact of Islamic accounting 

tool on sustainable development in banks according to Islamic accounting awareness. 

d) The reason of the different among paragraphs of parts (2) is the variety of the three variables (environment, 

type of investment, and Islamic accounting awareness) and the uneven effect of the Islamic accounting 

tools on these variables. 

Table 4 

THE 2ND PART ANALYSIS (X2) 

The 

Materiality 

Positive 

Opinions 
Neutral 

Negative 

Opinions 

Arithmetic 

mean 
Variance 

Standard 

deviation 

The 

Variables 

0.92 4.12 0.12 0.87 3.20 3 12 V1 

0.89 3.11 0.95 0.91 3.16 2 23 V2 

0.86 3.93 1.07 0.41 3.30 4 17 V3 

0.94 2.94 1.07 1.09 3.20 0 20 V4 

0.92 3.14 0.98 1.04 3.22 1 23 V5 

0.67 1.07 2.11 3.07 3.58 2 11 V6 

0.62 0.85 1.82 3.57 3.58 1 21 V7 

0.54 1.52 0.78 3.99 3.60 0 20 V8 

0.59 0.98 0.55 4.15 3.39 2 13 V9 

0.61 1.02 1.08 3.77 3.46 1 17 V10 

0.72 1.11 1.87 2.87 3.45 0 18 V11 

0.76 1.77 1.49 2.42 3.39 4 12 V12 

0.80 1.73 1.82 2.19 3.41 3 23 V13 

0.74 2.07 1.09 3.02 3.56 2 24 V14 

0.72 1.75 0.98 3.11 3.45 0 30 V15 

 

Generally, the arithmetic average of all paragraphs in part two (The impact of each 

Islamic accounting tool can be differed on sustainable development according to environment, 

type of investment, and Islamic accounting awareness) equals (3.40), the average of materiality 

equals (0.75) which is more than the standard value of materiality (60%), and the frequency of 

positive opinions is (284), which means (75%) of total of the answers indicated to a good level 
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of agreement of the 2nd hypothesis of the research. Therefore, the researchers accepted the 

second hypothesis which states that the impact of each Islamic accounting tool can be differed 

on sustainable development according to environment, type of investment, and Islamic 

accounting awareness. 

 

CONCLUSION 

 

Based on the theoretical framework of the research, the researchers concluded the 

follows: 1) The Islamic accounting has multi instruments and tools which are useful for many 

financial fields and these instruments can be capable for applying in any financial system with 

minimum changes. Based on the empirical part of the research, 2) The Islamic accounting 

instruments for investment can be useful in banks because they are providing wide range of 

options for the investors, preserving the invested capital, and increasing the level of confidence 

in banks especially after the financial crisis, 3) The Islamic accounting instruments for 

investment can be a fair solution for both the bank and the investor by assuring their rights 

equally, and distributing the risks of bank credit and the risks of investment risk on both parties 

(bank and investor), 4) On the other hand, according to the empirical part of the research. There 

are a strong correlation between applying the tools of Islamic accounting in banks and 

increasing the level of sustainable development. Islamic accounting tool can affect strongly on 

sustainable development according to environment, because the environment in Iraq is ready to 

use these tools and most of population of Iraq are Muslims. The Islamic accounting tool can 

affect weakly on sustainable development according to type of investment, because the culture 

of investment in Iraq is weak due to wars, political situations, and security instability. Islamic 

accounting tool can affect somewhat strongly on sustainable development according to Islamic 

accounting awareness, because of the delay of applying these tools locally, and the lack of 

attention by the government. 
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