
Citation: Sehen Issa, Jabbar,

Mohammad Reza Abbaszadeh, and

Mahdi Salehi. 2022. The Impact of

Islamic Banking Corporate

Governance on Green Banking.

Administrative Sciences 12: 190.

https://doi.org/10.3390/

admsci12040190

Received: 7 November 2022

Accepted: 3 December 2022

Published: 12 December 2022

Publisher’s Note: MDPI stays neutral

with regard to jurisdictional claims in

published maps and institutional affil-

iations.

Copyright: © 2022 by the authors.

Licensee MDPI, Basel, Switzerland.

This article is an open access article

distributed under the terms and

conditions of the Creative Commons

Attribution (CC BY) license (https://

creativecommons.org/licenses/by/

4.0/).

administrative 
sciences

Article

The Impact of Islamic Banking Corporate Governance on
Green Banking
Jabbar Sehen Issa, Mohammad Reza Abbaszadeh * and Mahdi Salehi

Department of Economics and Administrative Sciences, Ferdowsi University of Mashhad,
Mashhad 9177948974, Iran
* Correspondence: abbas33@um.ac.ir

Abstract: The primary purpose of the research is to investigate the impact of Islamic banking corporate
governance on green banking in Iraq. In other words, the current study seeks to find an answer to
whether corporate governance in Islamic banking can affect green banking in Iraq. For this purpose,
the research method is applied based on the objective and descriptive survey. The statistical population
of this research is all the managers, employees, and customers of the public and private banks of
Iraq, and a total of 70 questionnaires have been completed and analyzed. The sampling method is
non-random, and the available population was selected as the sample size. In this research, PLS
tests have been used to investigate the effect of independent variables on the dependent variable.
The results indicate that corporate governance in Islamic banking has had a positive effect on green
banking, meaning that the increase of corporate governance mechanisms in Iraqi Islamic banking
increase the level of attention of Iraqi Islamic banks to green banking matters. The current research
was conducted in Iraq’s developing or emerging financial markets, which are highly competitive and
under insufficient supervision.

Keywords: corporate governance; Islamic banking; green banking

1. Introduction

Green banking is an integral part of Islamic banking that provides the basis for protecting
the environment (Ikram and Akhtar 2021). This study tries to investigate the impact of
corporate governance in Islamic banking on green banking to contribute to banks’ sustainable
development and improve their performance. This study has used primary data through
a structured questionnaire that includes different dimensions of green banking of Islamic
banks in Iraq. This study revealed that Islamic banks have significantly contributed to green
banking, which improves the environment by saving money and energy, protecting natural
resources, and requiring respect for all people (Sudhalakshmi and Chinnadorai 2014).

On the other hand, environmental changes have harmful effects on the environment
and, as a result, agriculture, forestry, water resources, and human health have faced signifi-
cant problems (Dewi and Dewi 2017). This issue has become a global concern to protect the
environment against any harmful effects on sustainable development. Since Islam promotes
the protection of natural resources and the need to respect all living beings regarding the
relationship between humans and the environment, in this situation Islamic banking can
play a supporting role in improving the environment for sustainable development (Handa-
jani 2019). Therefore, addressing the category of green banking is a severe and challenging
matter. Green banking is ethical and socially responsible banking that reduces harmful
environmental effects (Bose et al. 2018). This banking is dedicated to man and society. In
addition, it has a high potential to contribute to a sustainable financing ecosystem for a
green world (Hossain et al. 2020). Green banking is one of the central issues of society and
businesses in the country, which also has its meaning and examples in the banking system of
Iraq. The fact is that this concept is very new in Iraq and has not been seriously considered
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so far. By reviewing the subject literature, we found that the conducted studies (Black et al.
2019; Karyani and Obrien 2020; Bose et al. 2021; Park and Kim 2020) were mainly focused
on the importance and broad impact of corporate governance and have not investigated the
effect of corporate governance on green banking.

This study seems to have excellent research value because a few studies have been
conducted in this field. Despite the incremental global warming rate attracting the atten-
tion of many scholars in the fields of economics, accounting, and finance in developed
and developing countries (Li et al. 2021; Dantas et al. 2021; Ali et al. 2021; Melnyk et al.
2022; Al-Qudah et al. 2022), such a critical issue has received little attention in developing
countries, particularly Iraq. In this regard, previous studies in Iraq mainly investigate the
interaction between green banking and banking efficiency (Al-Sabaawy 2019), the general
role of the banking system in sustainable development (Jarrah and Salem 2021), stakeholder
participation in green banking (Bukhari et al. 2020), and green financing of banks in sus-
tainable performance (Al-Badran 2022). Consequently, the role of corporate governance
mechanisms of listed banks in the Iraq business environment is an essential academic gap,
which may enlighten the authorities to employ a sustainability approach. For instance,
as a major producer of fossil fuels such as crude oil and gas, policymakers of Iraq might
benefit significantly from this paper’s outcome to design banking strategies in line with
naturally friendly standards. To make it more apparent, the designation and implementation
of appropriate corporate governance mechanisms in the banking system of Iraq by related
authorities seem to promote environmental conservation activities. Therefore, by examining
this issue, the present research, in addition to helping to develop thematic literature in this
field, also solves the existing research gap around this issue. However, a brief overview
of the performance of world-class banks opens up new horizons of business paradigms
based on greenness, which this article tries to investigate through showing the impact of
corporate governance on green banking. Corporate governance is probably more important
for banking institutions than other business units because of the significant role of banks’
financial intermediation in the economy, and the need to protect depositors’ funds and their
high sensitivity to possible problems caused by inefficient corporate governance. Effective
corporate governance practices, which are vital for the proper functioning of the banking
sector and the economy as a reference, both at the system level and on an individual bank
basis, are necessary to achieve and maintain public trust in the banking system (Basel
Committee on Banking Supervision 2015). Hence, it can be concluded that banks’ corporate
governance will significantly impact their performance from all environmental aspects
(Bhattrai 2017; Lamichhane 2018). Taken together, this paper seeks to answer the question of
whether corporate governance mechanisms can improve the level of green banking in Iraq
as a major fossil fuel producer.

In what follows, theoretical foundations, research background, methodology, data
analysis, and then discussion and conclusions have been discussed.

2. Theoretical Principles and Hypothesis Development

By promoting a sustainable environment and investment focused on social responsibil-
ity, the banking industry can create sustainable development and be considered a company’s
competitive advantage. The expansion of the activity of banks and financial institutions, the
increase in the number of beneficiaries, and the extent of asymmetric information indicate
the necessity of establishing corporate governance in today’s banking system (Ikram and
Akhtar 2021). The duty of corporate governance in the banking system is weighted to ar-
range a mechanism that defends all the rights of the beneficiaries of this area. Meanwhile,
Islamic banking can effectively implement corporate governance principles (Senan et al.
2021). This system, having incentives such as competitiveness, special rules, and regulations
in Islamic banking, requires people to comply with Islamic ethics and ethical conditions of
the socio-political environment of the Islamic society, and it can be a suitable platform for
the realization of corporate governance in the banking system (Hossain et al. 2020). The
rapid development of financial technology has profoundly impacted the banking industry
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(Hossain et al. 2020), and banking services have evolved through financial technology in the
past decade. The implementation of principles and standards helps to increase the efficiency
of banks due to the profound link between the governance of banks and financial markets
because it requires investment in property rights that create and implement sound principles
and standards for the management of banks (Mertzanis et al. 2019). Bank performance can be
improved by generating fee income in exchange for the convenience of innovative financial
services or by increasing value-added services to customers. The innovation growth hypoth-
esis states that financial innovation changes how banks provide financial assistance and
increases the variety of banking services (Berger et al. 2016). Therefore, financial innovation
enhances bank growth thanks to improved services and diversification, risk sharing, and
efficiency. The literature shows that banks in countries with a higher level of financial inno-
vation offer better assets, loans, and profit growth. A country needs to cope with financial
innovations for its financial development by strengthening the performance of banks and
providing more diverse financial services. Financial innovation forces the banking industry
to deal with change, leading to a deeper study of whether it has affected banks. One of
these innovative activities of banks, especially in the last one or two years due to the spread
of the COVID-19 disease, has been the use of electronic banking in the banking industry
around the world. Electronic banking is one of the prominent examples of green banking
in countries because when it comes to green banking, the initial impression is more than
anything else on electronic banking and systems that use less paper, which is part of the
discussion. It includes the same issues that the new techniques used in banks naturally lead
to in protecting the environment. This saving can be examined from two dimensions: firstly,
electronic banking reduces the consumption of paper; on the other hand, it also includes
growth in protecting the environment (Wang and Cao 2022).

Generally, agency problems occur when the CEOs take advantage of enterprises. Cor-
porate governance mechanisms are designed to mitigate opportunistic behaviour. Corporate
governance mechanisms are typically divided into external and internal control procedures,
whereas the most critical external mechanisms are auditors and their characteristics (Salehi
et al. 2019a; Daemigah 2020), as well as the most effective internal mechanisms are the board
and ownership structure (Edogbanya and Kamardin 2014). In addition, other elements,
such as CEO characteristics and market environment (Salehi et al. 2018), are documented
to play the corporate governance role. To be more specific, Islamic corporate governance
mechanisms are similar to traditional mechanisms such as corporate control and supervision;
nevertheless, these are discriminated against in some respects, including Islamic values and
norms (Ajili and Bouri 2018; Bukhari et al. 2013). Generally, Islamic corporate governance
mechanisms are shaped by two elements comprising Shariah governance and corporate
governance, in which the Shariah governance mechanisms control the fatwa (Shariah opin-
ions) compliance with Islamic rules and regulations in products and services (Ahmad et al.
2021). Considering Islamic banking, employing two board systems, such as Shariah and
regular boards of directors, is a typical strategy to increase the efficiency and effectiveness
of banking systems. The primary role of the Shariah board consists of scholar jurists in
Islamic regulations and financing who are accountable for ensuring the consistency of the
banking process with Shariah rules. More importantly, the Quran, as the most important
and authentic source of Islam, remarkably emphasizes efficient governance mechanisms
(3:104, 5:2 and 9:71); these verses reveal the need for effective governance and stress the
valuable collaboration between individual Muslims.

In Islamic corporate finance, Shariah compliance in business performance and affairs
is the mainstream of Islamic banking. In this regard, a Shariah board, as an agency theory
proposition, is implemented to fulfill the needs of different stakeholders, the importance of
which might be the conformity of Islamic banking and institutional operation in compliance
with Islamic values and discipline. Moreover, Shariah boards, besides conventional boards,
may significantly contribute to ameliorated directorship and management generally since
it has been proposed that the diversity of boards may lead to greater independence of
boards. Under this approach, the Shariah board is recognized as an internal governance
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structure whose function is monitoring the managerial behaviour and the compliance of
corporate strategy employment. Additionally, the Shariah board are also expected to play a
critical role in increasing green banking strategies by motivating CEOs to disclose early and
publicly available green-related information. As Shariah has greatly emphasized efficient
and sensible usage of natural resources and properties, it is expected that Shariah boards
are willing to control the sufficiency of environmentally friendly activities and affiliated
information disclosure. Therefore, the Shariah board’s intense diversity may lead to banks’
improved sustainability performances. In addition, the institutional sociology theory, which
new corporate governance scholars develop, might be considered the other framework
that is determining the level of sustainability performance activities. This theory assesses
the impact of external elements driving sustainable corporate activities. In this regard,
there are three institutional factors, such as coercive, normative, and mimetic impacts,
proposed by prior researchers, which companies have used to create and improve their
sustainability performance. The coercive impact is determined by stakeholders’ decisions,
such as parent firms, regulatory authorities, customers, and leading service providers.
The normative implications might be explained by the role of social players similar to
training groups or academic bodies, activists, social communities, institutional creditors,
media, and non-governmental organizations. Finally, the mimetic impact elaborates on the
strategic employment of firms, mainly when they follow the most efficient procedures of
their main competitor.

Alternatively, the legitimacy theory, counted as a firm-level factor, is critical for explain-
ing green banking and sustainability performance. The advocates of legitimacy theory have
observed it as a mechanism that increases the probability of a corporation’s environmentally
friendly activities. Lindblom (1994) argued that organizational legitimacy, which might
be understood as the picture of a firm in the public eye, is a mechanism describing how
an organization may disclose voluntary information about its sustainability performance.
Additionally, Guthrie and Parker (1989) suggest that legitimacy is a leading factor that
motivates the firms’ authorities to establish and monitor social activities. Therefore, we
expect that there are several factors under the concept of corporate governance in Islamic
banking that may strengthen green banking. In particular, since Islam greatly emphasises
environmental conservation, Islamic corporate governance may play a critical role.

Khan et al. (2021) showed that the disclosure of green banking has a positive and
significant effect on the value of companies. Karyani and Obrien (2020), Bose et al. (2021),
and Park and Kim (2020) also found that green banking has a decisive role in improving the
financial performance of banks in countries. The results of Hossain et al. (2020), Shaumya
and Arulrajah (2016), Karyani and Obrien (2020), Bose et al. (2021), and Park and Kim (2020)
stated that green banking improves the performance of banks. Bhattrai (2017) addressed the
impact of corporate governance on bank performance in Nepal. The results of his research
showed that corporate governance had a significant impact on the performance of Nepalese
banks. Chenini and Anis (2018) also showed that corporate governance significantly
impacted the performance of Tunisian banks. Demir and Danisman (2021) also showed that
during the Corona era, corporate governance played a significant role in advancing banks’
goals so, during the crisis, corporate governance significantly impacted banks’ performance.
In addition, Georgantopoulos and Filos (2017), Khatib and Nour (2021), Lamichhane (2018),
Mertzanis et al. (2019), Nguyen et al. (2020), and Permatasari (2020) also confirmed that
corporate governance affects the performance of banks. Scherer and Voegtlin (2020) also
found that corporate governance significantly impacts banks’ innovation and flexibility.
Sivaprasad and Mathew (2021) also showed that banks’ corporate governance significantly
impacts dealing with crises. Therefore, according to what was said, the hypothesis of the
research is as follows:

Research hypothesis: corporate governance in Islamic banking has a positive and
significant effect on green banking.
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3. Research Methodology

This research is practical in terms of purpose and type and is based on the analysis of
information collected in a survey. In this method, also called the field method, the researcher
will collect data and information by being present at the level of the statistical community
and using various tools, including questionnaires. Survey research is used to investigate the
distribution of characteristics of the statistical population in order to examine the current
situation and discover the relationship between events. The collected data are analyzed
through PLS statistical software. Using the collected information and their analysis, the
correctness of the assumptions of the test research and the results will be generalized to the
entire statistical population.

3.1. Information and Data Collection Instrument

The data used in the current research is categorized into two branches. First, informa-
tion about the theoretical framework and research literature is gathered through scanning
internal and external resources, and the second category is information collected by dis-
tributing a questionnaire among individuals. The current research questionnaire is based on
the green banking standard questionnaire and the corporate governance researcher’s ques-
tionnaire. Since there are a considerable number of questions, some of which are irrelevant
and incompatible with the environment of Iraq, they have been removed or modified. The
year of implementation of the research is 2022 AD, conducted in the Iraqi stock exchange in
the private and state banks section. The research questionnaire in the specialized section
consists of two parts, including the first part, green banking (Risal and Joshi 2018; Shaumya
and Arulrajah 2017), with 16 questions, and the second part, corporate governance in Islamic
banks in Iraq, with 43 questions (Hasan 2011). In this section, respondents are faced with
two parts to answer. By answering the first part of the question, it is determined whether
this factor currently exists in Iraqi banks according to the professional experience of the
respondent. The answer to the second part of the question, the degree of importance (very
high, high, medium, low and very low), expresses the factor from the respondents’ point of
view. The validity of the questionnaire is evaluated based on the opinion of experts, and
its reliability is based on Cronbach’s alpha, the composite reliability coefficient, and the
average variance extracted.

The questionnaire is presented in Appendix A.

3.2. Research Population and Sample

The statistical population of this research is all managers, heads, employees, and
customers of public and private banks in Iraq in 2022, and a total of 70 questionnaires have
been completed and analyzed in this population.

3.3. Research Model

According to the subject literature and research background, the following conceptual
models have been used to test the hypothesis:

Researchers use structural equation modeling in Figure 1, because it is a compre-
hensive statistical approach to test hypotheses about the relationships between research
variables. Structural equation modeling is a very general and powerful multivariate analy-
sis technique from the multivariate regression group that allows researchers to test a set of
regression equations simultaneously. This method is a comprehensive statistical approach
to test hypotheses about relationships between variables.

In human and social science studies, research data analysis is mainly applied accord-
ing to a process with a specific and uniform general format, related to which numerous
statistical analysis methods have been introduced so far. Meanwhile, structural equation
modeling, introduced in the late 1960s, provided a tool for researchers to investigate the
relationship between several variables in a model. The power of this technique in develop-
ing theories has caused its wide application in various sciences such as marketing, human
resource management, strategic management, and information systems.
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Figure 1. The Conceptual model of research.

One of the most important reasons for researchers to use structural equation modeling
is the ability to test theories in equations between variables. Another reason is this method’s
inclusion of measurement error allows the researchers to report their data analysis, includ-
ing measurement error. So far, structural equation modeling has been introduced with two
generations of data analysis methods. The first generation of structural equation modeling
methods is a covariance-based method; the primary purpose of this method is to validate
the model, which also needs large samples to apply. LISREL, AMOS, EQS and MPLUS
software is among the most used software of this generation.

A few years after introducing the covariance-based method, the second generation of
structural equation modeling, a component-based approach, was introduced due to the
weaknesses in this method. The component-based techniques, which were later renamed to
the partial least squares method, provided different strategies for data analysis than the first
generation. After introducing the partial least squares method, this method gained many
enthusiasts, and many researchers wanted to use this method. The most important software
for this method is Smart PLS. According to the above discussions, a small sample size is
the best reason to use PLS. The first generation of structural equation modeling methods,
implemented with software such as LISREL, EQS, and AMOS require many statistical
samples. At the same time, PLS can run the model with a very small number of samples. In
the structural equation modeling, the error value is announced for each correlation.
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4. The Analyses
4.1. Data Description

Table 1 shows the frequency of demographic data.

Table 1. The frequency of demographic data.

No. Percentage

Gender Male 26 37.140
Female 44 62.860

Position in bank Head of Branch 6 8.570
deputy 7 10.000
Senior 20 28.570

Employee 37 52.860
Work experience 5 years and less 24 34.290

6 to 10 years 14 20.000
11 to 15 years 10 14.290

More than 15 years 22 31.430

Field of study Accounting and
auditing 21 30.000

Economy 12 17.140
Financial

Management 18 25.710

other 19 27.140
Age 20–25 1 1.430

26–30 24 34.290
31–35 9 12.860

35 and higher 36 51.430
Total 70 100.000

Education Associate Degree 0 0.000
Bachelor’s degree 18 25.710
Master’s degree 25 35.710
PhD and higher 27 38.570

Most of the respondents (more than 60 percent) to the questionnaire, out of 70 partici-
pants, were women. Most respondents are over 35 years old and have less than 5 years
of work experience. More than 70% have master’s degrees, doctorate, and higher, and all
the respondents have university degrees. In addition, most respondents have university
degrees in accounting and auditing, and more than 50% have bank employee positions.

Tables 2 and 3 show the descriptive statistics of the data related to the two sections of
green banking and corporate governance questions, and are presented separately to identify
the influencing factors on corporate governance. The selectable options presented for each
question in all sections of the questionnaire include: 1—very little, 2—low, 3—moderate,
4—high, and 5—very high.

Table 2. The descriptive statistics of data related to the green banking sector.

Question Mean Median Mode Question Mean Median Mode

Activities related to the employees Activities related to the customers

Q1 2.800 3 2 Q8 2.290 2 2
Q2 2.810 3 2 Q9 2.570 2 2
Q3 2.870 3 3 Q10 2.830 3 2

Q11 2.370 2 2

Activities related to daily operations Activities related to bank policy

Q4 2.410 2 2 Q12 2.740 3 2
Q5 2.330 2 2 Q13 2.360 2 2
Q6 2.840 3 3 Q14 2.340 2 2
Q7 2.490 2 2 Q15 2.430 2 2

Q16 2.240 2 2
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Table 3. The descriptive statistics of data related to corporate governance in Islamic banks in Iraq.

Question Mean Median Mode Question Mean Median Mode

The first axis: the actions of the bank regarding guaranteeing
the rights of shareholders and beneficiaries The third axis: the ability and independence of audit committees

Q1 1.840 2 2 Q25 2.100 2 2
Q2 1.700 2 2 Q26 1.940 2 2
Q3 1.760 2 2 Q27 2.040 2 2
Q4 2.200 2 2 Q28 1.910 2 2
Q5 1.810 2 2 Q29 1.930 2 2
Q6 1.660 2 2 Q30 1.830 2 2
Q7 1.890 2 2 Q31 1.810 2 2
Q8 1.630 2 2 Q32 2.360 2 2
Q9 1.870 2 2 Q33 2.160 2 2

Q10 1.930 2 2 Q34 2.390 2 2

The second axis: the competence and independence of the
board of directors and executive management The fourth axis: the transparency policy in the bank

Q11 1.790 2 2 Q35 2.370 2 2
Q12 2.070 2 2 Q36 2.190 2 2
Q13 2.110 2 2 Q37 2.300 2 2
Q14 1.870 2 2 Q38 2.140 2 2
Q15 1.930 2 2 Q39 2.030 2 2
Q16 1.910 2 2 Q40 2.060 2 2
Q17 1.970 2 2 Q41 2.260 2 2
Q18 1.800 2 2 Q42 1.740 2 2
Q19 2.140 2 2 Q43 1.960 2 2
Q20 1.890 2 2
Q21 1.960 2 2
Q22 1.900 2 2
Q23 1.940 2 2
Q24 2.210 2 2

In Table 2, the descriptive statistics of the data related to the green banking sector are
presented, and the mean, median, and mode for all the answers are on mean option (2) or
“I agree”. Considering that this part of the question is related to green banking, by choosing
the “I agree” option, the respondents show the companies’ attention to issues such as
environmental protection, energy saving, waste management, environmental rewards, etc.

As shown in Table 3, the mean, median, and mode for all the answers is an option (2)
or “I agree”. Considering that this part of the question is related to corporate governance in
Iraqi Islamic banks, the choice of the “I agree” option by the respondents suggests the fact
that the studied banks are concerned with issues such as paying attention to the rights of
shareholders and beneficiaries, the competence and independence of the board of directors,
the ability and independence of the audit committee, as well as the creation of transparency,
shows they are in a good position and have acceptable measures in this field.

4.2. Data Description

Before examining the research hypotheses, the validity and reliability of the research
questionnaire are examined. When enough evidence is obtained about the validity and relia-
bility of the questionnaires, the research hypotheses can be evaluated correctly. The results
of these cases are shown in Table 4 in the form of indices of Cronbach’s alpha coefficient,
composite reliability coefficient, and extracted average variance. First, Cronbach’s alpha is
used to calculate the reliability of the questionnaire. Cronbach’s alpha is an index to measure
internal consistency. Through this criterion, the average correlation of the questions in a
survey tool is calculated and used to measure the reliability of the questionnaire.
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Table 4. Results of reliability and convergent validity.

Cronbach’s Alpha Composite Reliability Coefficient AVE

0.941 0.876 0.689

The alpha coefficient ranges from 0 to 1. The alpha coefficient for the planned ques-
tionnaire section is equal to 0.941, which is in the appropriate range.

In this research, to evaluate the validity of the questionnaire, the validity of the content
and structure of the questionnaire has been examined. To evaluate the validity of the
construct, the average variance index was extracted and the Fornell and Larcker criteria
were used. The AVE index reported in Table 4 shows that the mean obtained variance of
each aspect of the model possesses an amount more than 0.5; hence, the questionnaire’s
convergent validity is acceptable. Table 4 reports reveal that the AVE amount for the model
is greater than 0.5. Therefore, it can be said that the sharing index used the validity of the
convergence of the measurement model.

The researchers used the goodness of fit indices to evaluate the hypothetical model
fitted with the observed data. The most common index is the chi-square index, which
expresses the importance of the difference between the fitted model’s covariance matrix
and the observed sample’s covariance matrix. The null hypothesis indicates no difference
between the selected samples designed to model and the covariance matrix. The prominent
note is that the sample size might influence such an index. Hence, in the case of having a
large sample size, the difference might be small, indicating that the model is sufficiently fit.
Therefore, the adjusted index, including chi-square, is applied to obtain a degree of freedom
beside other criteria of fitness, comprising (1) Goodness of Fit Index (GFI), (2) Adjusted
Goodness of Fit Index (AGFI), (3) Comparative Fit Index (CFI), (4) Tucker-Lewis Index
(TLI), (5) Root Mean Square of Standardized Errors (SRMR), and (6) Root Mean Square
Error of Approximation (RMSEA), where a value less than 0.08 indicates reasonable errors
to approximate in society.

The goodness of fit indices of measurement models are reported separately in Table 5.
It can be concluded that the model fit is suitable for the data, and the results can be reliable.

Table 5. The goodness of fit criteria of the questionnaire.

Index Name Sing Calculation Acceptable Ideal

χ2 significance χ2 <0.002 0.050< p ≤ 1.000 0.010 < p ≤0.050
Optimized chi-square χ2/df 1.487 0 < χ2/df ≤ 5 0 ≤ χ2/df ≤ 3
Goodness of fit GFI 0.937 0.800 ≤ GFI < 0.950 0.950 ≤ GFI ≤ 1.000
Adjusted goodness of fit AGFI 0.917 0.800 ≤ GFI < 0.950 0.950 ≤ GFI ≤ 1.000
Root mean square residual RMR 0.019 0 < RMR ≤ 0.100 0 ≤ RMR ≤ 0.050
Comparative goodness of fit CFI 0.933 0.900 ≤ CFI < 0.970 0.970 ≤ CFI ≤ 1.000
The root mean square of the estimation error RMSEA 0.021 0.050 < RMSEA ≤ 0.080 0 ≤ RMSEA ≤ 0.050

As it was said earlier, in order to investigate the corporate governance in Islamic
banking on the green banking of Iraqi banks, 59 main questions have been evaluated in the
form of 8 topics. Table 6 shows the mentioned components and the number of questions
that make up each. In addition, Cronbach’s alpha of each part of the questionnaire was
calculated. Considering that Cronbach’s alpha was calculated between 0.847 and 0.941, the
questionnaires have a suitable internal structure as a result.

Table 7 shows the descriptive statistics of research variables. As mentioned earlier,
70 people have completed the questionnaire for this research. It also shows that the green
banking component consists of four indicators. The information on each indicator is collected
through several questions. Activities related to employees are measured through three
questions, activities related to daily operations through four questions, activities related
to customers through four questions, and activities related to bank policy through five
questions. By using the method of exploratory factor analysis and the weighted average
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of the questions, the indicators of green banking, which are the hidden variables of the
research, have been obtained. After that, the green banking variable was created through
these four factors and using the exploratory factor analysis method again. The same has
been done for corporate governance. First, the questions raised in each part create the four
axes. Then, the corporate representation index is obtained using the exploratory factor
analysis method through the weighted average.

Table 6. The components, number of questions, Cronbach’s alpha, and factor analysis results.

Components Questions Cronbach’s Alpha Factor Analysis

Green banking 16 0.903 0.794–0.940
Activities related to employees 3 0.878 0.841–0.905
Benefits related to daily operations 4 0.914 0.804–0.917
Activities related to customers 4 0.908 0.871–0.949
Activities related to bank policy 5 0.916 0.768–0.998
Corporate governance 43 0.847 0.705–0.898
The first axis: guaranteeing the rights of shareholders 10 0.889 0.762–0.911
The second axis: the competence of the board of directors 14 0.941 0.883–0.928
The third axis: independence of audit committees 10 0.902 0.835–0.917
The fourth axis: bank transparency 9 0.899 0.805–0.815

Table 7. The Descriptive statistics of hidden research variables.

Variable Latin
Equivalent Observations Mean Standard

Deviation Minimum Maximum

Green banking grb 70 2.570 2.67 2.067 3.142
Activities related to employees sta 70 2.829 0.541 1.667 4.333
Benefits related to daily operations dwa 70 2.518 0.418 1.750 4.000
Activities related to customers coa 70 2.514 0.503 1.500 3.750
Activities related to bank policy bpa 70 2.423 0.329 1.600 3.200
Corporate governance lsb 70 1.989 0.104 1.721 2.214
The first axis: guaranteeing the rights of shareholders psr 70 1.829 0.170 1.400 2.300
The second axis: the competence of the board of directors mbm 70 1.964 0.194 1.500 2.429
The third axis: independence of audit committees ica 70 2.047 0.235 1.667 2.700
The fourth axis: bank transparency trb 70 2.116 0.280 1.556 2.778

According to the observations of the above table, the highest average of green banking
components is related to the variable of activities related to employees, and the lowest
average is related to activities related to bank policy. Therefore, it is expected that the
variables related to employees’ activities have less impact on green banking than other
variables, and the activities related to bank policy have more impact. Among the axes of
corporate governance, the lowest average is related to the first axis. Therefore, guaranteeing
shareholders’ rights is expected to have the greatest effect on corporate governance. In ad-
dition, considering that the highest average is related to the fourth axis, bank transparency
is expected to have the least effect on the corporate governance variable compared to the
other three components. Other information on the mentioned variables is shown in the
table mentioned above.

In order to avoid bias in the observations, the normality of the main research variables
has been checked. For this purpose, the Kolmogorov-Smirnov test has been used; the
correspondence of the distribution of the statistical population with a certain distribution is
called the “goodness of fit test”. In this way, if we have collected data from a field experi-
ment and want to compare the probability distribution of the results with, for example, the
Cauchy distribution, we can use the Kolmogorov-Smirnov test. In this way, we compare
the experimental distribution obtained from the sample with the Cauchy distribution. It is
clear that to perform the Kolmogorov-Smirnov test, we need the empirical distribution of
the data. According to the mentioned cases, Table 8 shows the information related to the
normality test of the model variables. According to the results of the normality test, it can
be seen that all the variables of the model have a normal distribution.
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Table 8. The results of variable normality.

Variables Degree Variables Degree

Education 1/000 Major /0952
Age /0997 Experience /0925

Position /0795 Gender /0932
Sta /0784 Dwa /0999
Coa /0104 Bpa /0836
Grb /0571 Psr /0126

Mbm /0998 Ica /0247
Trb /0549

In Table 9, the correlation between the hidden components of research and green
banking has been calculated. All four components of green banking have a positive and
significant effect on the GRB variable at the 99% confidence level. According to the displayed
correlation, the highest correlation and effect among the four variables is related to the
variable of activities related to employees. After that, there are activities related to customers
and daily operations. The lowest correlation is related to bank policy activities. The four
axes of corporate governance positively affect corporate governance at the 99% confidence
level. According to the Pearson correlation coefficient, the four most effective axes are
related to the fourth axis. After that, the highest effect is related to the second and third axes,
and the least is related to the first axis. It is worth mentioning that corporate governance
has a positive correlation and a significant confidence level of 99% in green banking. The
coefficient of this correlation is equal to 0.070.

Table 9. The correlation matrix of hidden variables of the study.

sta dwa coa bpa grb psr mbm ica trb lsb

sta 1.000
dwa 0.073 1.000
coa 0.169 0.206 * 1.000
bpa 0.207 * 0.081 0.002 1.000
grb 0.679 *** 0.551 *** 0.639 *** 0.447 *** 1.000
psr 0.176 −0.094 0.157 0.269 ** 0.209 * 1.000

mbm 0.056 −0.037 0.188 0.032 0.113 0.041 1.000
ica −0.181 0.11 −0.227 * −0.022 −0.163 −0.239 ** −0.230 * 1.000
trb −0.172 −0.018 −0.038 −0.197 −0.173 −0.084 0.136 0.019 1.000
lsb 0.121 *** 0.006 ** 0.002 ** 0.020 *** 0.070 *** 0.236 ** 0.447 *** 0.373 *** 0.716 *** 1.000

Note: * = 99 percent, ** = 95 percent, *** = 90 percent.

Figure 2 shows the effect of corporate governance axes on green banking. As shown
in the figure, all four components positively and significantly affect green banking. All
four axes have a positive and significant effect on corporate governance. In addition, the
corporate governance variable has a positive and significant effect on green banking.

After that, to investigate the relationship between corporate governance and the de-
mographic variables of the green banking questionnaire, ordinary least squares regression
was used. The results of this fitting are presented in Table 10.

According to Table 10, the effect of the corporate governance variable on green banking
has been measured in the first model. The variable coefficient of ISB is equal to 1.340, which
is significant at the 99% confidence level. Therefore, corporate governance has a positive
and significant effect on green banking. In the second model, considering that the PSR
variable coefficient is estimated as 0.889 and is significant at the 99% confidence level, the
first axis of corporate governance has a positive and significant effect on green banking.
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Table 10. The fit of the main research models.

Model 1 Model 2 Model 3 Model 4 Model 5

Variable Coefficient p-Value Coefficient p-Value Coefficient p-Value Coefficient p-Value Coefficient p-Value

Isb 1.34 0.000
Psr 0.889 0

Mbm 0.784 0.001
Ica 1.089 0.028
Trb 0.478 0.002

Education 0.083 0.032 0.052 0.048 0.075 0.012 0.038 0.018 0.072 0.011
Age 0.05 0.588 0.049 0.328 0.038 0.427 0.012 0.417 0.074 0.218

Experience 84 0.562 0.04 0.412 0.038 0.187 0.03 0.209 0.022 0.336
Position 0.03 0.366 0.028 0.447 0.022 0.345 0.018 0.308 0.011 0.228
Gender 0.133 0.078 0.118 0.065 0.109 0.042 0.117 0.033 0.118 0.048

Constant 2.819 0.000 2.478 0.000 1.991 0.001 1.984 0.000 1.748 0.000
Obs 70 70 70 70 70

R2 Adj. 98.63 97.47 95.5 99.11 97.28

The variable coefficient of MBM in the third model is equal to 0.784. Therefore, the
second axis of corporate governance positively affects green banking and is significant at
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the 99% confidence level. The ICA variable coefficient in the fourth model is estimated as
1.089, which is significant at the 95% confidence level. Therefore, the third axis of corporate
governance positively and significantly impacts green banking. In the fifth model, the TRB
variable coefficient is estimated as 0.478. Thus, the fourth axis of corporate governance
positively affects green banking and is significant at the 99% confidence level. Among the
control variables of the model, according to the fit of the five models in Table 10, it can be
said that the level of education is a significant factor in the increase of green banking. In
contrast, the variables of people’s age, gender, work experience, and position do not affect
green banking.

5. Discussion and Conclusions

Corporate social responsibility has recently become a growing global concern among
governments and corporate managers. The movement towards social responsibility at the
worldwide level originates from companies’ international growth. The growth and develop-
ment of companies at the global level, in addition to contributing to the economic prosperity
of societies, has also led to an increase in public concern and a decrease in trust in how
companies operate. To exploit the benefits of business globalization, governments must
promote their companies’ social responsibility. Companies play a vital role in achieving
the benefits of globalization. Companies’ social responsibility makes it possible to avoid
the adverse social and environmental effects of global activities as much as possible while
enjoying the benefits of globalization (Khan et al. 2021). Banks play a crucial role in institu-
tionalizing social responsibility in societies compared to other companies. The role of banks
as facilitators and drivers of economic and trade cycles, as wealth-generating institutions,
and as service providers for local, national, and international communities, shows the im-
portance of these institutions in promoting the intellectual movement of social responsibility
in general. Banks have performed their role of social responsibility towards society through
green banking. In other words, green banking is one of the issues that banks have strongly
considered and investigated in the past few decades. Especially in the last one or two years,
following the epidemic of COVID-19 and the measures to prevent the spread of this disease,
many bank services were done electronically, which has caused a reduction in paperwork
at the banking industry level. Reducing the paperwork itself reduces the damage to the
environment from this industry. Therefore, this research investigates corporate governance’s
impact as banks’ pillar on green banking in Iraq. The results of the current study show that
there is a positive and significant relationship between corporate governance and its four
components with green banking, which is consistent with the results of Hossain et al. (2020),
Shaumya and Arulrajah (2016), Karyani and Obrien (2020), Bose et al. (2021), and Park and
Kim (2020). In addition, the results showed that, among the four components, the first axis
has the highest correlation with green banking. The level of education is considered the
factor in increasing the green banking component.

According to the robust findings of this paper, it is obtained that establishing a proper
and strong corporate governance mechanism is likely to motivate the banks to be engaged
in environmentally friendly activities. In this regard, we expect factors, such as Shariah
governance mechanisms which control the fatwa (Shariah opinions) compliance with
Islamic rules and regulations in products and services (Ahmad et al. 2021), are likely to
explain such findings. As Islam has dramatically emphasised the establishment of corporate
governance among individual Muslims, as well as motivating Muslims to conserve all the
blessings of God and, more importantly, the earth as the basic house of human beings,
Shariah corporate governance mechanisms seem to play a significant role in this regard.
To be more precise, the Shariah board, as an agency theory proposition, are implemented
to fulfill the needs of different stakeholders, particularly environmentalists. Moreover,
according to Lindblom (1994), organizational legitimacy, which might be translated as the
picture of a firm in the public eye, is another mechanism describing how an organization
may engage and disclose voluntary information about its sustainability performance.
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The findings of the current paper provide practical implications for banks, policymak-
ers, and society as general stakeholders demanding environmentally friendly activities.
Banks and their managers know that establishing efficient corporate governance mech-
anisms not only improves their financial performance but also ameliorates their bank
ranking in naturally friendly actions, improving their social position through promoted
legitimacy. In addition, the policymakers may restrict the naturally detrimental projects by
designing and enforcing effective and efficient corporate governance mechanisms, such as
establishing a Shariah board of directors and extending Islamic culture among the orga-
nizations. Finally, society is likely to benefit from the findings of this paper in a way that
their economic and social prosperity remarkably depends on the appropriate activities of
banks, particularly their green actions (Salehi et al. 2021; Daemigah 2020).

This paper suffers from some limitations similar to any other study, which the authors
have seriously attempted to tackle. The main limitation of this paper might be its small
statistical population, as Iraq possesses a small economy at both macro and micro levels,
and only a few banks are listed in its financial market. As well as this, while the authors
have distributed the questionnaires among most banks’ affiliated individuals, some of them
have not answered them, and others have answered them incompletely; therefore, in case
of covering a complete statistical population, the findings could be more robust.

Considering the findings of this paper, prospective studies may examine the impact of
Islamic culture and the level of Islamic education of individual banks’ affiliates on the level
of green banking and the degree of environmental responsibility of investment projects of
banks. Moreover, as a fossil fuel producer, Iraq might be a good geographical venue for
investigating the macroeconomic and national accounts of the country on the level of green
activities employed in society.
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Appendix A Employed Questionnaire

No. Description Totally Agreed Agreed Indifference Disagreed Totally Disagreed

1 My Bank provides training for employees about the environmental protection, energy saving, etc.

2
My Bank has environmental (green) performance evaluation methods

(sustainable environmental measures, energy saving measures and carbon footprint calculation).

3 My bank implements an environmental (green) reward system in branches that support green banking initiatives.

Benefits related to daily operations

4 My bank has taken steps to reduce the use of paper and other materials.

5 My bank has introduced energy efficient equipment, solutions and system practices (ATMs, LED lighting, SWIFT transfer, etc.).

6 My bank uses e-waste management practices.

7 My Bank has environmental banking practices (email, intranet, electronic statements, online verification system, etc.).

Activities related to customers

8 My bank provides loans for projects related to environmental protection and energy saving.

9 My bank implements some independent and unique green schemes, projects, etc. (such as tree planting).

10 My Bank promotes and facilitates environmental enterprises through special grants, loans and guidance.

11 My bank uses social and environmental management system or any other mechanism to evaluate all credit proposals.

Activities related to bank policy

12 My bank is setting up green branches (energy efficient buildings/green buildings).

13 My bank has an environmental (green) policy.

14 My bank has environmental related contracts with related parties/stakeholders (suppliers, customers, etc.).

15 In my bank, the head office or senior management level deal with environmental protection planning and implementation.

16
My Bank buys its supplies, equipment and other items

(such as printers, computers, etc.) from environmentally friendly companies.

Corporate Governance in Islamic Banks of Iraq (Based on the Dissertation Questionnaire)

The first axis: the actions of the bank regarding guaranteeing the rights of shareholders and beneficiaries

1 The bank undertakes to treat all stakeholders fairly, including shareholders, depositors and investors.

2 The bank tries to avoid illegal activities that put the shareholders’ rights at financial risk

3 The bank has a fair structure for rewards and damages

4 The bank is committed to take immediate measures for any violation of the owners’ rights
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No. Description Totally Agreed Agreed Indifference Disagreed Totally Disagreed

5 The transfer of ownership of shares is done based on guaranteed legal measures

6 Bank management is trying to give appropriate information to the shareholders through appropriate networks.

7 banks are committed to the upper limits of ownership by large shareholders (10%) and otherwise obtain in-principle approval.

8
The bank undertakes that the share of the founders does not exceed (20%)

of the shares and (50%) of the capital, and the rest is subscribed.

9
The company’s board of directors is encouraged to build strong

relationships with common stakeholders to strengthen governance practices

10 Bank management is required to fulfill its obligations to debtors and other related parties based on the payment schedule

The second axis: the competence and independence of the board of directors and executive management

11
Banks have an internal regulation that guarantees candidacy for

membership of the board of directors based on the criteria of experience and competence.

12
Most of the members of the board of directors have scientific qualifications,

experience and talents suitable for managing banking activities

13 The board of directors establishes general goals, plans and policies based on applicable criteria by the executive management.

14 The board of directors tries not to share the members of the board of directors and the executive management

15
The activity of the board of directors is for four years, and it is not possible to re-candidate to be a member of the board of

directors except by evaluation, and it should not be more than three periods.

16
The board of directors tries to have two independent members

outside the bank who have no direct or indirect connection with the bank.

17 The board of directors provides clear bills and instructions that guarantee the legal measures of the bank

18
Bank has a charter and policy-plan for proper management

(training of human resources, integrated quality and job behavior, etc.).

19
The performance of the board of directors and executive

management is evaluated by independent observers at least once a year.

20
The board of directors has permanent and temporary committees based on the

expertise and capabilities of the members, and its duties and powers have been specified.

21 The established committees perform their duties efficiently and advise the board of directors based on appropriate timing.

22
There is a governance committee that is managed by qualified individuals and

reports on the implementation of governance criteria.

23
The board of directors presents in an annual report the actual amounts earned by
the chairman of the board of directors and members and executive management.

24 The board of directors interacts with all shareholders on the basis of equality, which guarantees justice in rights and duties.
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No. Description Totally Agreed Agreed Indifference Disagreed Totally Disagreed

The third axis: the ability and independence of audit committees

25
The independence and realism of the internal auditor plays a role in the governance of

the bank’s performance and prevents the conflict of interests between the administration and the owners.

26
Banks are trying to ensure that the internal auditors are at a good scientific
and practical level and are familiar with the company’s process and actions

27 Audit units are connected with the board of directors and its employees are independent and capable.

28
In the bank, there is a special audit unit, which is called the internal

supervision department, and its employees have ability and independence.

29 The audit committee ensures that the financial reports issued by the banks reflect the truth of the bank’s financial strength

30 The audit committee follows up the work of the internal auditor and is concerned about their independence

31
The internal audit department has an active role in risk management by
determining and evaluating important areas that are at risk in the bank.

32
The internal audit department is under the internal control of the periodical evaluation process,

and attempts are made to check the problems in it and follow its correction.

33 Internal audit plays a role in guaranteeing the right of shareholders to comment on the appointment of board members

34
Internal audit helps in guaranteeing the right of shareholders to vote in

person or proxy, and all votes should be given the same value.

The fourth axis: transparency policy in the bank

35
All information of relative importance, in addition to those specified by law,

is provided at the right time and it is guaranteed that the information reaches all stakeholders.

36 The existence of equal opportunities in reaching information to all people at the right time and at the lowest cost.

37 Banks provide future perspectives and risks periodically and continuously.

38 The bank’s transparency policy is consistent with international accounting standards or the National Control Department.

39 Banks provide governance structure and policies and the degree of its implementation in the bank.

40
The process of providing transparent information is continuous and

available to the public at a specified time and with simple tools at no cost.

41
Commitment to transparency and accuracy of information and providing it at

a specified time increases the trust of shareholders and customers.

42
The board of directors is committed to publish specific information about

the capital structure and related facilities to protect the interests of small owners.

43 Transparency is pervasive and has an assessment of the bank’s financial strength and risk-taking activities.



Adm. Sci. 2022, 12, 190 18 of 20

No. Description Totally Agreed Agreed Indifference Disagreed Totally Disagreed

Dependent variable axis: implementation of banking corporate governance and its effect on green banking

44
Bank management focuses on the quality of electronic banking performance and considers it a

strategic task for the success of the work and improvement of electronic banking.

45 Bank employees have the necessary documents to perform their duties in the bank in terms of quality, time and cost.

46
Governance and its standards give the bank the competitive power to attract more

customers and this issue improves the performance indicators of electronic banking.

47
The bank administration is continuously improving working methods and

advanced banking services, especially in the field of electronic banking.

48 Banks are looking for continuous improvement of the quality of services provided in a way that matches the customer’s needs.

49 Bank employees have advanced methods and tools to provide electronic banking services.

50 Banks use real and measurable metrics of e-banking performance.

51 The reputation of the bank is related to the level of services provided to the people.

52 The bank administration periodically compares the electronic services provided by the bank with other banks.

53
The number of customers and their quality has a role in the

performance of the bank and the quality of services provided to them.
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