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 Islamic banks play an important role in promoting 
economic stability through financial intermediation 
practices based on ethical, fair, and transparent sharia 
principles. Financial statements are a crucial instrument in 
maintaining credibility and public trust in Islamic banks, 
particularly in demonstrating compliance with accounting 
standards and sharia principles. However, the 
implementation of transparency in financial reporting still 
faces several challenges, including the complexity of sharia 
products, differences in accounting standards, low levels of 
financial literacy in society, as well as limitations of human 
resources mastering sharia accounting principles. This study 
applies a literature review approach to examine the role of 
financial statements in enhancing transparency, identifying 
existing challenges, and highlighting their contribution to 
inclusive economic growth. The findings indicate that 
transparent financial statements not only increase investor 
and depositor confidence but also strengthen the stability of 
the global Islamic financial system. Therefore, the 
reinforcement of governance, literacy, and digitalization is 
considered the key to ensuring the sustainability of Islamic 
banks in the modern era. 
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1. Introduction 

Islamic banks are a crucial instrument in the modern financial system that not 

only function as an intermediary institution but also as an agent of socio-economic 

development. Their role is increasingly relevant amidst the growing public need for 

a financial system that is ethical, just, and in line with Sharia principles. The main 

function of an Islamic bank is to channel funds from surplus members of the 

community to those in need of financing through schemes that comply with Islamic 

law, such as mudharabah, musharakah, and murabahah. This mechanism not only 

avoids the practices of usury (riba), uncertainty (gharar), and gambling (maysir), but 

also emphasizes justice through a balanced profit-sharing system between the capital 

owner and the business manager (Ayedh et al., 2021). 

The development of Islamic banking over the past two decades shows a 

positive trend with an increasing number of customers, financing volume, and 

diversification of products offered. However, behind this growth, major challenges 

related to the transparency of financial reports and accountability have emerged. The 

financial reports of Islamic banks have a strategic role, not only as a communication 

tool for stakeholders but also as proof of compliance with Sharia principles. The 

accuracy, reliability, and openness of information in financial reports are essential 

foundations for building public trust, both nationally and globally (Kasdi, 2018). 

The issue of financial report transparency is becoming more complex given 

the unique characteristics of Sharia products, which are often more intricate than 

conventional instruments. Islamic finance also emphasizes the importance of 

transparency, integrity, and accountability in every transaction and financial 
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operation. This builds trust among stakeholders and promotes long-term 

sustainability in financial management. The implementation of Islamic finance 

typically involves specialized financial institutions, such as Islamic banks, Islamic 

microfinance institutions, and Islamic insurance companies, which operate in 

accordance with Sharia principles and are supervised by authorized bodies 

(Kadarningsih, 2017). For example, a musharakah contract requires different 

accounting from conventional credit because it involves the sharing of profits and 

risks. This necessitates specific accounting standards that can accommodate the 

needs of Islamic banks while remaining compatible with international standards. 

However, the differences in Sharia accounting standards among countries often 

become an obstacle to creating global consistency and transparency (Can, 2021). 

Furthermore, the public's Islamic financial literacy is still relatively low, so 

even financial reports that have been transparently prepared are often not easily 

understood by ordinary customers. This condition has the potential to reduce the 

effectiveness of transparency in building trust. On the other hand, the limited human 

resources who master the principles of Sharia accounting and information 

technology are also a significant challenge for Islamic banks in presenting accurate 

and transparent reports. Moreover, the development of banking digitalization poses 

new risks, including data security risks and cyberattacks that can disrupt the 

credibility of financial reports (Sulub et al., 2018). 

In the context of economic development, the transparency of Islamic bank 

financial reports is not merely an administrative obligation, but also has broad 

implications for the stability of the financial system. Accountable reports reflect the 
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financial health of the Islamic bank, thereby increasing the trust of investors and 

regulators, strengthening investment appeal, and encouraging more inclusive 

economic growth. Transparency is also a crucial instrument for maintaining global 

stability, especially in facing the challenges of economic crises and market turmoil. 

Thus, it is important to deeply examine the role of financial reports in strengthening 

transparency, identifying the challenges faced by Islamic banks, and assessing their 

contribution to economic stability and growth. 

2. Literature Review 

2.1.Transparency and Accountability of Islamic Bank Financial Statements 

The literature review on the role of Islamic banks in financial report 

transparency and their contribution to economic stability shows a close link between 

the principles of Sharia compliance and the quality of reporting. A number of studies 

highlight that Sharia compliance is not only understood as a form of normative 

obedience but also functions as a crucial instrument that ensures justice, openness, 

and transparency in every financial activity. This compliance provides a moral as well 

as a regulatory foundation for Islamic banking institutions to carry out their 

operations, so they do not only pursue financial profit but also the sustainability of 

the entire financial system. According to Ayedh et al. (2021), transparency in Islamic 

bank financial reports can improve the accuracy, clarity, and reliability of information 

conveyed to the public.  

This improvement in information quality ultimately strengthens the stability 

of the global market because the trust of investors, regulators, and customers 
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becomes more secure. This is in line with Can's (2021) findings, which show that 

Sharia compliance has a positive impact on the quality of reporting and 

accountability, especially in countries with a Muslim-majority population that places 

great emphasis on adherence to Sharia principles. 

Furthermore, transparency in financial reports is not only about the openness 

of purely numerical financial information but also includes aspects of Sharia 

governance inherent in the bank's operations. Masruki et al. (2020) emphasize that 

strong Sharia governance plays a significant role in strengthening public trust, as it 

can increase the transparency, openness, and accountability of reports. Meanwhile, 

Sulub et al. (2018) found a consistent positive relationship between transparency, 

profitability, and the financial stability of Islamic banks, making it a crucial factor in 

maintaining the sustainability of the banking system at both the national and 

international levels. 

2.2. Challenges and Complexities of Implementing Transparency 

However, significant challenges remain in implementing the transparency of 

Islamic bank financial reports. The complexity of diverse Sharia products, ranging 

from murabahah, mudharabah, to ijarah contracts, often makes it difficult to prepare 

financial reports that truly align with conventional accounting standards while also 

conforming to Sharia accounting standards. This creates technical and 

methodological issues that affect reporting consistency. Can (2021) show that 

differences in accounting standards among countries are a major obstacle to 

achieving global transparency, as each jurisdiction has a different approach to 

recording Sharia transactions. These differences are not only a matter of technical 
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format but are also related to varying interpretations of internationally recognized 

Sharia principles. 

In addition, the limited Islamic financial literacy among the general public 

weakens the effectiveness of transparency. Many well-prepared financial reports are 

difficult for ordinary stakeholders, including customers, retail investors, and some 

regulators in developing countries, to fully understand. This low level of 

understanding means that financial reports are often only understood by experts, so 

the goal of openness and accountability is not fully achieved. 

Thus, the literature confirms that the transparency of Islamic bank financial 

reports has significant implications for increasing public trust, strengthening good 

governance, and maintaining global financial stability. Nevertheless, its 

implementation still faces various structural, technical, and educational obstacles that 

require the harmonization of international standards and an increase in Islamic 

financial literacy across various segments of society. 

3. Methods 

This research uses a literature review method with a descriptive-analytical 

approach, which is considered the most appropriate for addressing the research 

problem. This approach was chosen because it is relevant for examining the 

phenomenon of financial report transparency and the role of Islamic banks in 

promoting economic stability through an in-depth exploration of previously 

published scholarly works. Thus, this research not only describes the general 

situation but also provides a critical analysis of how the existing literature explains 
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the relationship between Sharia compliance, transparency, and financial stability. The 

literature sources used include reputable international journal articles, academic 

reports produced by research institutions, and official publications from regulators 

and international financial organizations, ensuring that this review is up-to-date, 

comprehensive, and contextual. 

The data collection process was carried out systematically through searching 

for articles using specific keywords, such as Islamic banking, financial reporting, 

transparency, Sharia compliance, governance, and economic stability. The articles 

found were then selected based on several criteria: relevance of the topic to the 

research objective, quality of the publication as reviewed by the journal's reputation, 

and a direct connection to the focus of the discussion. From this strict selection, a 

number of key literatures were obtained that became the basis for the analysis, 

including research highlighting aspects of Sharia governance, differences in 

accounting standards, the effect of transparency on public trust, and its long-term 

implications for the sustainability of the financial system. 

The analysis was carried out by comparing various relevant research findings, 

identifying similarities, differences, and trends in the findings, and then formulating 

the theoretical and practical implications of the transparency of Islamic bank 

financial reports. A narrative approach was chosen to be able to describe the 

conceptual relationship between the role of financial reports, the level of 

transparency, compliance with Sharia principles, and their contribution to the 

creation of sustainable economic stability. 
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With this method, the research aims to present a more comprehensive 

understanding of the challenges and opportunities faced by Islamic banks in 

improving the transparency of financial reports, while also providing conceptual 

recommendations to strengthen the credibility, integrity, and sustainability of the 

Islamic financial system at the national and global levels. 

4. Results 

The results of the literature review show that the role of Islamic banks in 

maintaining financial report transparency is closely related to the success of these 

institutions in building public trust, strengthening governance, and creating long-

term economic stability. The transparency of financial reports can be understood 

not only as an administrative obligation that merely fulfills regulatory demands but, 

furthermore, as a strategic instrument that affirms the commitment of Islamic banks 

to the principles of justice, openness, and compliance with Sharia(Hidayah et al, 

2019). In the context of modern banking, the systematic and accurate disclosure of 

information is one of the main foundations for maintaining the trust of customers 

and investors, especially as the banking industry faces increasingly fierce global 

competition.  

Transparency also serves as a medium of communication between the bank 

and its stakeholders, so the alignment of financial reports with Sharia principles can 

increase the credibility of the banking institution in the public eye. Recent research 

confirms that strong Sharia compliance has a significant role in improving the 

accuracy and reliability of financial reports, which has direct implications for 
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financial stability at both the national and global levels. Ayedh et al. (2021) show that 

Islamic banks that consistently apply Sharia principles in preparing financial reports 

tend to produce a higher quality of reporting compared to conventional banking 

institutions.  

This is not only related to the technicalities of record-keeping but also reflects 

the integrity of a banking system oriented towards ethics and the value of justice. In 

line with this, Kasdi (2018) affirm that regulations that actively encourage 

transparency and information disclosure have been proven to have a significant 

impact on increasing investor trust and customer loyalty. Regulations that are too 

rigid can stifle the growth of the fintech industry, which has the potential to increase 

financial efficiency and inclusion. Conversely, regulations that are too loose can open 

up loopholes for misuse that harm consumers and financial stability (Muhlis & 

Sudirman, 2021). Thus, it can be understood that the role of regulation and Sharia 

compliance is closely related to the effectiveness of transparency in strengthening a 

resilient financial system. 

However, major challenges remain and cannot be ignored. The complexity of 

Sharia products and contracts, such as murabahah, mudharabah, musharakah, ijarah, 

and istishna, poses a specific difficulty in preparing financial reports that are truly in 

line with international accounting standards. Each contract has different 

characteristics, both in terms of revenue recognition, asset recording, and profit 

sharing, which requires more thoroughness than conventional financial instruments. 

Can (2021), note that differences in Sharia accounting standards among countries 

often lead to inconsistencies in reporting practices. This condition becomes a serious 
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obstacle to achieving global transparency, as each jurisdiction has a different 

perspective and legal framework for interpreting Sharia principles. Consequently, the 

financial reports of an Islamic bank in one country can be difficult to compare with 

the reports of an Islamic bank in another country, which reduces the effectiveness 

of transparency at the international level. The impact of this lack of uniformity is not 

only seen in the technical aspects of report preparation but also has implications for 

the perception of foreign investors who demand consistency and uniformity of 

standards to assess the performance of financial institutions across countries. 

In addition to standard challenges, the limited Islamic financial literacy among 

the general public also has a significant influence on the effectiveness of 

transparency. Financial reports that have been prepared in detail according to Sharia 

principles and accounting standards are sometimes still difficult for the majority of 

ordinary customers to understand. This limited understanding can reduce the 

usefulness of the report as an effective public communication tool. Many customers 

judge a bank more on its service experience, while the content of financial reports is 

considered too technical and full of accounting terms. This is in line with the findings 

of Sulub et al. (2018), who affirm that the low level of understanding of financial 

reports among the public has direct implications for weakening the role of 

transparency in strengthening public trust and maintaining financial stability. If 

reports cannot be widely understood, the benefits of transparency will only be felt 

by academics, auditors, or regulators, but will have little real impact on the general 

public as the main users of Islamic banking services. 
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On the other hand, research also found that good Sharia governance plays a 

major role in improving the quality of financial reports. Masruki et al. (2020) 

emphasize that strengthening the function of the Sharia supervisory board, 

implementing Sharia-based internal audits, and consistency in the application of 

Sharia compliance standards will make a major contribution to achieving 

transparency. The Sharia supervisory board, for example, has a strategic role in 

ensuring that every financial report truly reflects compliance with Sharia principles, 

not just administrative formality. This approach is also reinforced by Marsuki et al. 

(2020), who highlight the importance of international standardization of Sharia 

compliance to strengthen market stability and increase the global competitiveness of 

Islamic banking. With standardization, Islamic banks are not only more transparent 

but can also more easily attract foreign investors who need assurance of consistency 

in financial reports. 

Furthermore, the results of the literature review also found that the 

transparency of financial reports has a direct impact on economic stability. Can 

(2021) states that Islamic banks with a high level of compliance with Sharia principles 

tend to show stable, transparent, and efficient financial activities. This stability in 

turn increases the trust of investors, regulators, and the wider community, thereby 

strengthening the financial sector's resilience against potential crises. These findings 

further confirm that transparency is not just a technical aspect but also a policy 

instrument capable of strengthening the financial system as a whole. Other research 

by Hussain et al. (2021) also shows that the openness of financial reports, which 

includes social aspects and Sharia compliance, can expand the basis of public trust. 
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This has a positive impact on increasing financial inclusion, expanding public 

participation in the Islamic banking system, and encouraging sustainable economic 

growth that is on the side of social welfare. 

In addition to regulatory and governance factors, the development of 

digitalization has also been proven to have a significant influence on the 

transparency of Islamic bank financial reports. On one hand, digital technology 

allows reports to be prepared faster, more accurately, and to be easily accessed by 

various stakeholders. Digitalization also supports more efficient data processing, so 

banks can present integrated and real-time reports. However, on the other hand, 

new challenges arise in the form of cyber-security risks that can disrupt the credibility 

of financial reports if not handled properly. Hassan and Yusoff (2020) have long 

emphasized the importance of strengthening Sharia-based internal audits to ensure 

the integrity of the reporting system. This issue becomes even more relevant in an 

era of full digitalization where cyberattacks can damage public trust in a short 

amount of time. Therefore, the adoption of technology must always be accompanied 

by the strengthening of digital security systems so that transparency is not only fast 

and easily accessible but also truly trustworthy. 

Besides the technical and regulatory aspects, the factor of public trust is one 

of the most important results of financial report transparency. Sulub et al. (2018) 

affirm that transparency is able to create a stronger relationship between Islamic 

banks and customers, as it confirms the authenticity and validity of Islamic banking 

practices. This trust is not only short-term, related to customer satisfaction in using 

the product, but also creates long-term sustainability through strengthening 
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customer loyalty, increasing investment, and forming a positive public image of the 

bank. With stronger trust, Islamic banks can expand their customer base, increase 

their sources of funds, and strengthen the institution's resilience to economic 

turmoil. 

The results of the review show that the role of Islamic banks in strengthening 

the transparency of financial reports is very crucial in creating a stable, inclusive, and 

just financial system. Transparency is not just an administrative instrument but also 

a main pillar that supports the stability and credibility of the Islamic financial system 

at the national and global levels.Nevertheless, many challenges are still found, such 

as differences in accounting standards between countries, low financial literacy in 

the community, limited human resources who are experts in Sharia accounting, and 

increasingly complex digital security risks.  

To address these challenges, an integrated strategy is needed that includes 

consistent regulation, strong Sharia governance, and the use of safe and sustainable 

technology. With a combination of these three aspects, the transparency of Islamic 

bank financial reports can truly function as a strategic instrument in strengthening 

the credibility of the institution, increasing public trust, and ensuring the 

sustainability of the Islamic financial system in the future. 

5. Discussion 

The discussion of the review's results shows that the transparency of Islamic 

bank financial reports is not just a technical issue regarding how financial data is 

prepared, published, or audited, but is also closely related to normative, social, and 
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economic aspects that form the foundation of Islamic financial institutions' 

operations. Transparency in this context reflects more than just an administrative 

obligation; it is part of the strategic effort of Islamic banks to demonstrate a 

commitment to the values of justice, accountability, and integrity. 

From a normative perspective, compliance with Sharia principles is a 

fundamental element that fundamentally distinguishes Islamic banks from 

conventional financial institutions. When financial reports are prepared correctly and 

are able to reflect the values of justice, openness, and Sharia compliance, Islamic 

banks are not only viewed as financial institutions that seek profit but also as moral 

institutions that play a role in maintaining social justice and providing a sense of 

security for both Muslim and non-Muslim communities. Thus, transparent financial 

reporting can be seen as a moral tool as well as an economic instrument. 

From a social perspective, financial report transparency plays an important 

role in increasing public literacy and building public trust. A clear and easily 

understood report can be an educational medium for the public to understand how 

Sharia principles are applied in modern financial practices. However, the still-low 

level of Islamic financial literacy is a significant challenge. Many people do not have 

a deep understanding of Sharia contracts, reporting mechanisms, or the social 

implications of transparency itself. For this reason, Islamic banks need to collaborate 

with academics, regulators, and civil society in an effort to educate the public on 

how to read, interpret, and use Islamic financial reports as a source of information. 

Meanwhile, from an economic perspective, transparency has direct 

implications for national and global financial stability. When financial reports are 
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presented accurately, in detail, and transparently, investors will be more confident in 

investing capital, regulators will be able to supervise more easily, and the public will 

feel safe and protected when using Islamic bank services. This situation in turn 

strengthens the stability of the national financial system, increases economic 

resilience to crises, and even strengthens the position of Islamic banks in the global 

financial system. 

However, the differences in accounting standards between countries are still 

a major obstacle to achieving truly global transparency. Therefore, international 

standardization is urgently needed so that the financial reports of Islamic banks can 

be more easily compared, interpreted, and assessed in the global market. In this 

context, the role of international institutions such as the Accounting and Auditing 

Organization for Islamic Financial Institutions (AAOIFI) and the Islamic Financial 

Services Board (IFSB) becomes very important in creating consistency and 

uniformity in Sharia reporting practices across jurisdictions. 

This discussion indicates that the success of Islamic banks in maintaining the 

transparency of financial reports does not only depend on the accounting system 

alone but also on consistent regulation, the level of public literacy, the use of secure 

technology, and an organizational culture that is truly based on Sharia values. By 

strengthening these four aspects, Islamic banks can play a greater role as an 

important pillar in creating financial stability, strengthening public trust, and 

encouraging sustainable economic growth in the modern era. 
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6. Conclusion 

This study confirms that the role of Islamic banks in maintaining financial 

report transparency is crucial for the sustainability and credibility of the Islamic 

financial system. Financial report transparency is not only an administrative tool but 

is a strategic means to increase public trust, strengthen governance, and encourage 

inclusive and sustainable economic growth. 

The results of the review show that Sharia compliance, accounting standards, 

financial literacy, and digital technology are the main factors that determine the 

quality of transparency. Sharia compliance has been proven to increase the accuracy 

and reliability of reports, while challenges in the form of differences in accounting 

standards between countries and limited public literacy are obstacles that must be 

addressed immediately. In the era of digitalization, Islamic banks are also faced with 

cyber risks that demand the strengthening of security systems to maintain the 

integrity of financial reports. 

By addressing these challenges through consistent regulation, strengthening 

of Sharia governance, increasing public literacy, and the application of secure 

technology, Islamic banks can strengthen their role as an agent of development and 

economic stability. Ideal financial report transparency not only increases the trust of 

customers and investors but also strengthens the position of Islamic banks in the 

global financial system. 
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