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Abstract: The study aims to find the impact of Accounting Strategy on financial risks in Iragi commercial banks.
This study used the quantitative approach. Historical data were used to measure financial risks for the period from
2005 to 2023. While primary data represented by the questionnaire were adopted to measure Accounting Strategy.
The results of this study concluded that Accounting Strategy negatively affects financial risks when combining risk
dimensions. It is also having a negative effect on liquidity risks in Iragi commercial banks. But, it does not have
effect on the exchange rate risk, credit risks and interest rate risks. The results of the study demonstrate the
importance of Accounting Strategy in reducing financial risks. This study focused on Iragi commercial banks in the
banking sector only. Future studies can focus on other markets and sectors. The implications indicate that banks
need to be rational when making decisions regarding the strategy followed to reduce financial risks. In addition,
Iragi commercial banks should be concerned and committed to applying Accounting Strategy to achieve the
desired goals. The originality of this study lies in providing insight into the importance of Accounting Strategy in
reducing financial risks. The results reached by this study are important for shareholders, managers, investors.
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INTRODUCTION

Rapid adaptation to the dynamic environmental changes that financial institutions face at all
economic levels, in order to capitalize on opportunities and mitigate risks, has become crucial for
success and survival. Therefore, institutions must possess the ability to adapt to these dynamic
changes to achieve strategies that align with expectations. In recent years, financial institutions
have focused on highlighting the importance of accounting strategy in developing and
understanding this concept more clearly and precisely, recognizing its crucial role in adapting to
change [1], [2], [3].

Amidst the intense competition banks face due to rapid changes, accounting strategy is
fundamental in enabling them to adapt. Accounting strategy possesses the capabilities to allow
banks to quickly transition to new strategies and develop financial products. By enhancing the
use of accounting strategy, banks can capitalize on opportunities arising from these changes and
mitigate risks [4]..

Strategic sensitivity is considered a cornerstone in light of rapid changes, playing a vital role in
enabling institutions to adapt easily. The importance and prominence of accounting strategy
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became evident during times when many institutions faltered due to these rapid changes, as it
supported many organizations in mitigating risks and seizing opportunities [5], [6]. Accounting
strategy entails rapid responses to changes and anticipated market shifts, responding in a manner
consistent with market demands. Banks that operate with flexibility are better equipped to
withstand sudden shocks by proactively preparing solutions and developing alternatives.
Furthermore, lean operations facilitate banks' ability to find the right paths to keep pace with
changes, capitalize on opportunities, and mitigate risks [8], in addition to reducing costs and
increasing efficiency [9]. Flexibility is an effective means of establishing assurances that enable
institutions to proactively address risks before they occur [6]. Therefore, accounting strategy is a
crucial element in the relationship between financial risk and risk management.

Moreover, financial risk is a problem affected by rapid changes, and it is a serious phenomenon
that has led many researchers to focus on finding solutions to mitigate it [10], [11], [12], [13],
[14].

The results of these studies indicate that numerous factors influence financial risks, and that
mitigating these risks yields positive returns for banks. Furthermore, strategic management that
adapts to market fluctuations, which banks adopt in their operations, contributes to reducing the
risks they face. Therefore, the relationship between accounting strategy and financial risk is clear,
given its role in adapting to sudden market changes and diversifying investments to mitigate risk
through risk distribution. It is also a vital tool in mitigating financial shocks. Flexible and rapid
adaptation improves financial performance and effective management during times of crisis.
This paper is structured as follows: a review of the literature related to accounting strategy and
financial risk; the methodology employed in this study, which involves fieldwork and the use of
historical data to collect and verify data; and finally, a discussion of the study's findings and
conclusions, along with the formulation of appropriate recommendations.

The importance of this theory is based on the good approach to managing the risks that
institutions suffer as a result of rapid changes in the markets. This theory was developed by
David. The model adopted in risk management consists of assessing the risks of institutions that
disrupt work, then working to find ways to improve performance to reduce those risks and then
exploit opportunities. Risk management has an important role in addressing the internal and
external disruptions of institutions, which contributes to improving work at the internal and
external level of the institution. One of the most significant problems affecting institutional work
is the sudden changes in economies, which disrupt operations and increase risks. This makes
administrative work more difficult both inside and outside institutions. Therefore, institutions need
to carefully choose a strategy that suits these changes, taking into account the capabilities of the
people they deal with, whether companies or individuals. A good and well-thought-out analysis
of events in advance facilitates the development of solutions before administrative problems
escalate and helps achieve the desired goals. Strategic management and strategic accounting are
fundamental to administrative work, so relying on them to prepare and choose appropriate
methods for administrative work will make solutions available to reduce financial risks.

literature review

indicate that the importance of accounting strategy is increasing at all times and at all economic
levels due to the support it provides to institutions when they are exposed to administrative
problems resulting from sudden market fluctuations. Therefore, many studies have focused on
this topic, such as [1], [15], [2], [16], [17], [3], [18]. These studies have emphasized the
importance of accounting strategy in various fields, as well as its crucial role in dealing with
changes and finding important ways to overcome crises. The study by [19] concluded that
flexibility plays an important role in dealing with fluctuations in unstable markets and addressing
problems in more flexible and faster ways. The study by [20] also confirmed that institutions that
deal in a flexible manner are more secure than institutions that are more rigid and committed to
instructions that limit flexibility when exposed to shocks, and that financial flexibility varies from
one economy to another according to the economic policy in that country.

Furthermore, the risks faced by financial institutions, particularly commercial banks, are complex
and influenced by numerous factors and determinants. Many studies have focused on financial
risks because this problem is the most complex and potentially devastating for financial
institutions [21], [22], [23], [24]. However, the findings of these studies indicate that results vary
due to differences in market conditions, whether volatile or stable. Other studies have also shown
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that institutions that hold more cash than they need are more vulnerable to risk than those that
balance invested funds with funds available to meet needs when necessary. A clear correlation
between performance and risk has also been reported across different market conditions [10].
Based on the above discussion, the relationship between accounting strategy and financial risk is
clear. Despite the importance of this relationship and the role of accounting strategy in mitigating
financial risk—a problem that continues to hinder many financial institutions operating in volatile
markets—this relationship has not been explored in either local or international studies, to the
best of the researcher's knowledge. Therefore, this study aims to establish the link between these
variables to mitigate risk and to clarify the relationship between accounting strategy and financial
risk. Furthermore, this study can significantly contribute to the existing literature on the variables
under investigation.

Hypotheses: Accounting and Risk

Accounting strategy has become an urgent necessity for many organizations due to the constant
changes in the business environment. It is also considered an important tool for confronting and
adapting to these changes. Previous studies indicate that accounting strategy contributes to
building capabilities and innovations that enable organizations to change and adapt smoothly,
helps manage uncertainty and financial risks, and supports the rapid transfer of resources and
mitigation of risks. Flexibility also contributes effectively to the implementation of decisions and
the necessary actions to address organizational problems [25]. Other studies have highlighted
the important role of strategic flexibility and its relationship to leadership and management styles
[26]. Accounting strategy is also closely linked to human resources [3] and plays a significant role
in improving company performance [27].

Furthermore, numerous studies have explored the relationship between accounting strategy and
performance, such as [the study title is missing in the original text].

The results of these studies have demonstrated the important role of strategic flexibility in
improving organizational performance, providing a clear picture of its crucial role in enhancing
risk management within financial institutions. Flexibility also plays a significant role in boosting
financial performance, contributing to the growth and survival of institutions in the market [44].
Other research concluded that accounting strategy has a significant impact on improving
responses to disruptions caused by rapid market changes. Financial risks can also be managed
through a rapid response to changes, enabling the capitalization of opportunities and the
mitigation of risks [43].

Furthermore, accounting strategy represents the dynamic transformation of capabilities—
capabilities that can adapt to changes in the environment and the original strategy. Accounting
strategy can also enhance performance by enabling rapid response and appropriate adaptation
to sudden changes [28]. Therefore, organizations with good flexibility are less susceptible to the
impact of sudden changes, while other organizations must adopt strategic flexibility to cope with
the complexities of transactions and sudden shifts. Financial institutions, such as banks, which
experience high levels of uncertainty and dynamic change, require the aforementioned approach,
as the strength derived from strategic flexibility stems from the ability to adapt to rapid changes
in the environment [29].

While other studies have focused on the role of accounting strategy in improving bank
performance [37], other studies have explored the link between financial risk and performance
[30], [31], [32], [33]. These studies concluded that good performance reduces the financial risks
faced by financial institutions. Therefore, we can conclude that accounting strategy has a positive
relationship with performance and plays a significant role in mitigating financial risks. Previous
research has also demonstrated that accounting strategy can play a crucial role in reducing
financial risks through agile solutions in volatile environments. Based on the above, the following
main hypotheses can be formulated:

H1 There is a negative impact of Accounting Strategy on financial risk in Iragi commercial banks
Hla There is a negative impact of Accounting Strategy on credit risk in Iragi commercial banks.
H1b There is a negative impact of Accounting Strategy on exchange rate risk in Iragi commercial
banks.

H1cThere is a negative impact of Accounting Strategy on liquidity risk in Iragi commercial banks.
H1d There is a negative impact of Accounting Strategy on interest rate risk in Iragi commercial
banks.
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Study Structure

The theory adopted in this study was discussed along with the selected variables, and hypotheses
were formulated to measure the interaction between all variables. The study relied on risk
management theory. The independent variable was accounting strategy, while financial risk was
selected based on prior studies. The aim of this model was to determine the impact of accounting
strategy on financial risk in Iragi commercial banks. Figure (1) illustrates the impact of flexibility
on financial risk in Iragi commercial banks.

Countries worldwide pay particular attention to the banking sector due to its crucial role in
economic growth. The banking sector is also fundamental in providing financing across various
sectors, including investment [41]. Therefore, countries continuously strive to maintain this vital
sector. Many economies still suffer from fluctuations that can lead to the collapse of these
important institutions. Consequently, many countries are seeking appropriate solutions to keep
pace with developments. Iraq is one such country, working regularly to identify administrative
systems that can improve performance and mitigate the risks it faces. Despite the ongoing work
and efforts of the banking sector in general, and Iraqi banks in particular, there is still a need for
development and the acquisition of expertise that can contribute to the most effective use of
resources. Institutions possessing the capabilities to choose the appropriate strategy during times
of volatility are better able to manage the risks they face. Banks also need a mechanism to follow
and implement in order to achieve effective risk management. The Central Bank of Iraq has
confirmed that many Iragi commercial banks lack the policies and capabilities to choose a strategy
that can keep pace with changes and effectively manage risks. Furthermore, many Iraqi banks
suffer from fluctuations that increase the risks they face. A sound economy requires a sound
banking system with the appropriate flexibility and agility to keep up with developments. Previous
research has aimed to identify the reasons for increased financial risks in Iraqi banks, with sudden
fluctuations highlighted as a primary cause that hinders the achievement of objectives.

METHOD

Research Design

This study employs a descriptive and analytical approach. This approach comprises two aspects:
a theoretical framework and a field study. The theoretical framework focuses on logical
description and the use of analytical processes to arrive at the desired results. The field study
utilizes primary data to measure accounting strategies, while historical data is used to assess
financial risks. A questionnaire was distributed to all administrative levels across various
departments involved in decision-making and financial and administrative operations. Over 300
valid questionnaires were collected for statistical analysis out of a total of 400 distributed in paper
format. Secondary data was collected from 16 out of 25 commercial banks for the period from
2005 to 2023.

Study tool

After a thorough review of the literature related to the research variables, the researcher
formulated the questionnaire, which included the following sections:

Section One: This section focused on demographic variables, specifically collecting data on age,
gender, qualifications, and experience. The questions in this section were closed-ended.

Section Two: This section addressed accounting strategies and consisted of six items. These
items were based on the five-point Likert scale. Secondary data for measuring financial risk was
based on the following formulas: Liquidity risk was calculated as the ratio of liquid assets to total
assets, credit risk as the ratio of total loans to total deposits, interest rate risk as the ratio of
interest income to total assets, and exchange rate risk as the standard deviation of the foreign
exchange rate [34], [35], [36].

Statistical Tests

The analyses demonstrating the impact of accounting strategy on financial risks in Iraqi
commercial banks were conducted using the Statistical Package for the Social Sciences (SPSS
version 23), which is used for statistical and inferential operations. Statistical methods appropriate
to the research objectives were employed, including reliability (AVE), percentages, deviation
tests, Cronbach's alpha, standard deviation, frequency distribution, and arithmetic mean.
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Validity and Reliability

Table 1. The Reliability for the Study Variables

Cronbach’s
Variables alpha CR AVE
value
0.948 92 0.756
Accounting Strategy 0.948 92 0.756

Source: Prepared by researchers based on field study.

Table (1) shows that the Cronbach's alpha value is consistent with the recommended threshold
of 0.60 or higher. The CR value is consistent with the recommended threshold of 0.70 or higher.
The AVE values are also consistent with the recommended threshold of 0.50 or higher. Therefore,
the results indicate that the reliability criteria are good.

RESULT AND DISCUSSION
Discussing the results of the analysis and testing hypotheses
Characteristics of the study sample

Table 2. Demographic variables of the study sample

Variables Categorization Frequency Percent
From 21 to 25 years 99 32.5
From 26 to 35 years 80 26.3
Age From 36 to 45 years 71 23.4
From 46 to 55 years 50 16.5
From 56 to 65 years 4 1.3
Male 105 34.5
Gender Female 199 65.5
Diploma 94 30.9
B.sc 110 36.2
Qualification M.SC 25 8.2
PHD 10 3.3
Other 65 21.4
Top management 11 3.6
Director/Assistant 7 2.3
Job title Director
Senior executives 15 4.9
Other 271 89.1
Less than 5 Years 125 4.11
Experience 6 to 10 years 140 46.1
More than 10 years 39 12.8

Source: Prepared by researchers based on field study.

The study found that the majority of respondents fell within the 21-35 age range, with
a significant female majority. Furthermore, most held a bachelor's degree. Regarding
their professional experience, most had between 6 and 10 vyears of service. This
suggests that the respondents possessed the necessary information for the study.
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Table 3. Descriptive analysis of Accounting Strategy

Accounting Strategy N Mean Std.
Deviation
1. If circumstances change, our organization 292 2.473 1.242
can easily change its current plans.
2. Is prepared to react in a modified and viable 292 2.526 1.218
manner.
3. Can control a shift in strategy. 292 2.569 1.285
4. Has the necessary practical knowledge to 292 2.588 1.334
make shifts in daily routines and practices.
5. Can pro-actively develop a new project. 292 2.582 1.307
6. Can shift projects with a high probability of 292 2.483 1.210

Success.

Source: Prepared by researchers based on field study.

Table (3) shows the minimum and maximum values of the standard deviation and arithmetic
mean from the responses obtained from employees working in the Iragi commercial banking
sector. The results were as follows: Item (4) had an arithmetic mean of (2.588), the highest
value among the responses, as it focused on the bank's knowledge of how to adapt to change in
operations when necessary. The standard deviation for the same item was (1.334), the highest
value among the responses. Returning to the table, Item (1) had the lowest value among the six
responses, with an arithmetic mean of (2.473), and its standard deviation was (1.242), the lowest

value among the responses.

Table 4. Statistical summary of the quantitative variables

Variables Mean Median Std. Variance Min Max
Dev.

» Dependent variable:
Financial Risks 0.566  0.542 0.23 0.05 0.060 1.803
1) Credit risk 0.739 0.597 0.70 0.50 0.002 4.525
2) Liquidity risk 0.523  0.568 0.27 0.07 0.012 0.985
3) Interest rate risk  0.040  0.029 0.04 0.00 0.000 0.333
4) Exchange rate 0.960 0.995 0.56 0.32 0.025 1.929

risk

Source: Prepared by researchers based on field study.

Table (4) shows that Iraqgi commercial banks are exposed to financial risks at varying rates, ranging
from (0.060 - 1.803) with a median of (0.542). The standard deviation of the risks to which these
banks are exposed is (0.239), indicating that the actual values of the risks to which each bank is
exposed fall within the range of (0.542 £ 0.239). Based on the median values, it is clear that the
most significant risks to which these banks are exposed are exchange rate risk (0.995), followed

by credit risk (0.597), then liquidity risk (0.568), and finally interest rate risk (0.029).
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Hypothesis testing
There is a negative impact of Accounting Strategy on Financical Risk in Iragi commercial banks.

Table 5. Testing the first hypothesis of the study “Linear Regression Analysis”
Method: Partial Least Squares (PLS) with Satorra-Bentler

Unstandard Standardi
Paths ExPected ized ze(_l . Std. Err. z p>
signal C . Coefficie stats. |z|
oefficient nt

1. Financial
Risks
Equation:

2. Accounting - -0.193 -0.912 0.089 -2.171 0.03
Strategy — 0*
Financial
Risks

Source: Prepared by researchers based on field study.

Table (5) shows that accounting strategy has a negative impact on financial risk. Based on the
non-standard regression coefficient, increasing the accounting strategy by one point leads to a
decrease in the financial risk to which Iragi commercial banks are exposed, with a decrease of
(0.193) points on average. This indicates that financial risk will decrease by 19.3% as a result of
the increase in the use of the accounting strategy. These results are consistent with the
correlation matrix, which shows an inverse relationship between accounting strategy and financial
risk. This aligns with the theoretical framework of this study, which concluded that accounting
strategy reduces financial risk.

There is a negative impact of Accounting Strategy on credit risk in Iragi commercial banks.

Table 6. Testing the second hypothesis of the study “Linear Regression Analysis”
Method: Partial Least Squares (PLS) with Satorra-Bentler

Standardi
Expecte Unstandard zed z >
Paths P ized . Std. Err. p
d signal . - Coefficien stats. |z]
Coefficient t
1. Credit Risks
Equation:
2. Accounting - -0.043 -0.478 0.071 -0.606 0.544
Strategy — Credit
risks

Source: Prepared by researcher based on the data from the field study.

Table (6) shows that the accounting strategy has no effect on credit risk. Based on the non-
standard regression coefficient (-0.478), increasing the accounting strategy by one point does
not lead to a decrease in the credit risk to which Iraqgi commercial banks are exposed. This
indicates that credit risk will not decrease as a result of increased use of the accounting strategy,
even though the sign is negative and it could have decreased when combined with other financial
risks.
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There is a negative impact of Accounting Strategy on Liquidity Risks in Iragi commercial banks.

Table 7. Testing the the third hypothesis of the study Linear Regression Analysis

Method: Partial Least Squares (PLS) with Satorra-Bentler

Paths Expecte Unstan Standa Std. Err. z p>
d signal dardize rdized stats. |z]
d Coeffic
Coeffic ient
ient
1. Liquidity Risks
Equation:
2. Accounting Strategy - -0.266 -1.076 0.080 3.331 0.001*

— Liquidity risks

*

Note: **, * indicates statistical significance at the 1%, 5% level respectively
Source:Prepared by researcher based on the data from the field study.

Table (7) shows that the accounting strategy has a negative impact on liquidity risk. Based on
the non-standard regression coefficient, increasing the accounting strategy by one point will
reduce the liquidity risk to which Iragi commercial banks are exposed to a mean of (0.266)
points. This indicates that liquidity will decrease by 26.6% as a result of the increase in the use
of the accounting strategy. These results are consistent with the correlation matrix, which
shows an inverse relationship between the accounting strategy and liquidity risk. This aligns
with the theoretical framework of this study, which concluded that the accounting strategy

reduces liquidity risk.

There is a negative impact of Accounting Strategy on Interest rate Risks in Iragi commercial

banks.

Table 8. Testing the fourth hypothesis of the study “Linear Regression Analysis”

Method: Partial Least Squares (PLS) with Satorra-Bentler

Unstanda
Paths Expected rdized Standardized Std. z p>
signal Coefficien Coefficient stats. |z]
t
1. Interest rate Risks
Equation:
2. Accounting Strategy - -0.133 -3.413 -1.041 0.298
— Interest rate
Risks

Note: **, * indicates statistical significance at the 1%, 5% level respectively

Source:Prepared by researcher based on the data from the field study.

Table (8) shows that the accounting strategy has no effect on interest rate risk. Based on the non-
standard regression coefficient, increasing the accounting strategy by one degree will not lead to
a decrease in the interest rate risk to which Iragi commercial banks are exposed. This is because
the probability value is greater than 5%, indicating that interest rate risk will not decrease as a
result of increasing the use of the accounting strategy. This aligns with the theoretical findings of
this study, which concluded that the accounting strategy has a negative correlation with interest

rate risk.
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There is a negative impact of Accounting Strategy on Exchange rate risk in Iragi commercial
banks.

Table 9. Testing the fourth hypothesis of the study “Linear Regression Analysis”
Method: Partial Least Squares (PLS) with Satorra-Bentler

Unstan Standar
Expect dardize dized 2 >
Paths ed d . . Std. Err. P
. " Coeffici stats. |z]
signal Coeffic
. ent
ient
1. Exchange rate Risks
Equation:
2. Accounting Strategy — - -0.179 -0.357 0.102 -1.753 0.080.

Exchange rate risk

Note: **, * indicates statistical significance at the 1%, 5% level respectively
Source: Prepared by researcher based on the data from the field study.

Table 9 shows that accounting strategy can affect exchange rate changes at 0.100. Based on the
non-standard regression coefficient, increasing the accounting strategy by one point can lead to
a decrease in the exchange rate risk to which Iragi commercial banks are exposed. This is because
the probability value is less than 10%, indicating that exchange rate risk can be reduced by
increasing the use of the accounting strategy. As demonstrated in the preceding tables, overall
financial risk decreases with the use of the accounting strategy, thus enhancing and improving
financial risk management in a manner appropriate to the continuous changes in the Iraqgi market.

CONCLUSION

This study aimed to find the impact of Accounting Strategy on financial risks in Iragi commercial
banks. Accounting Strategy is adopted in keeping pace with changes as a form of management
that limits the risks to which banks are exposed. Also, banks that operate flexibly are able to
identify risks and opportunities in advance, which allows for preparation for those changes. The
results of this study concluded that Accounting Strategy has a negative impact on financial risks
in general. There is also a negative impact of Accounting Strategy on liquidity risks. While there
was no strong impact of Accounting Strategy on exchange rate risks, as the impact rate was at
10%. It also did not affect credit risks and interest rate risks. These results illustrate the important
role of Accounting Strategy in reducing financial risks.

In addition, Accounting Strategy plays an important role in providing banking services because it
has the ability to provide the necessary times when needed, as it reduces financial setbacks,
increases confidence among investors, and enables banks to deal with borrowers. The results
also concluded that Accounting Strategy is underused within Iragi commercial banks. Therefore,
the level of knowledge of employees in Iragi commercial banks is low in the methods of dealing
and practicing Accounting Strategy, so many employees need to develop skills in practicing risk
management. Moreover, the results concluded that the reason for the increase in financial risks
in Iragi commercial banks is due to sudden changes and not dealing flexibly with these changes.
Accounting Strategy has a clear role in dealing with these changes. It also has the appropriate
methods to adapt to these fluctuations to contribute to improving administrative work to avoid
the risks that banks are exposed to.

Suggestions

Based on the results of the study, Iraqgi banks need to follow a set of proposals to reach a strategy
that reduces financial risks. Understanding the use of Accounting Strategy to reduce risks is
considered one of the basics of this study. Therefore, Iragi commercial banks should work on
developing skills that remove obstacles to the practice of flexible work in Iragi banks. Accounting
Strategy is considered one of the basic pillars that contribute to enhancing the capabilities of
institutions to facilitate work in volatile and unstable times. It also plays an important role in
improving the administrative level to reduce financial risks. Therefore, Iraqi commercial banks
need to focus on using Accounting Strategy in stable and volatile times.
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In addition, banks need to focus on working more quickly and more flexibly. It is also necessary
to focus on addressing liquidity risks more flexibly because Accounting Strategy has a negative
and adverse effect on these risks. Banks also need to follow the appropriate mechanism and
study the decisions taken more accurately to be consistent with the expected changes. These
adaptations cannot be made unless the flexibility of liquid resources is achieved. All these
proposals should be consistent with the path followed by banks to reduce financial risks.
Moreover, the procedures followed by these banks should be planned to be consistent with
reducing the obstacles to adopting the practice of Accounting Strategy. This mechanism requires
the development of skills for all administrative levels to be able to practice flexibility in a way that
contributes to reducing risks. These skills can be developed through leadership that contributes
to directing its employees in a manner that is consistent with Accounting Strategy.
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