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Abstract

This research examines the importance of Islamic modes of finance in supporting
contemporary trading activities, addressing the critical need for financial systems that comply
with Sharia while remaining competitive in global markets. The study seeks to demonstrate
how Islamic finance provides alternative ethical financial structures that avoid interest,
uncertainty, and speculative behavior three concerns that continue to challenge conventional
finance. Through an in-depth exploration of instruments such as Murabaha, Ijara, Salam,
Istisna’, and Sukuk, the research highlights how these Sharia-compliant models facilitate trade,
enhance transparency, and promote risk-sharing between contractual parties. A comprehensive
literature review, combined with qualitative methodology involving case studies and expert
analyses, allows for a detailed evaluation of how Islamic financial tools are applied in various
trading environments and how effectively they support commercial activities.

The major findings reveal that Islamic finance offers viable, practical, and scalable alternatives
to traditional financing, particularly in asset-backed and trade-focused transactions. The study
also identifies challenges, including regulatory inconsistencies, limited awareness, and
variations in implementation across jurisdictions. Despite these challenges, Islamic finance
continues to expand globally and demonstrates strong potential for further integration into
international trade systems. The research concludes that the adoption of Islamic finance
promotes ethical business conduct, strengthens financial stability, and provides an inclusive
economic model suitable for diverse markets. The final implications underscore the value of
Islamic financial instruments as transformative tools capable of promoting responsible and
sustainable commercial growth.
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1. INTRODUCTION

Islamic finance has emerged over the past several decades as a robust ethical alternative to
conventional financial systems. Trading means “the operations of buying goods with the
intention of selling them through using the capital to make Halal (legitimate) profit from the
difference between the selling price and the purchasing cost”. Allah says in His holy book “O
you who believe! Eat not up your property among yourselves unjustly except it be a trade
amongst you, by mutual consent”. The prophet Mohammed (Allah’s blessings and peace be
upon him) says: “May Allah bless a man who is gracious when buying and selling
(commodities/objects) and when requiring debt”.

Rooted in the principles of Sharia, Islamic finance prohibits riba (interest), gharar (excessive

uncertainty), and maysir (speculative behavior), while promoting fairness, transparency, and
asset-backed transactions. These foundational values differentiate Islamic finance from
conventional finance and provide a unique framework for commercial activities, particularly
in the area of trade. As global markets continue to evolve, the demand for financial products
that are both ethical and legally compliant with Islamic jurisprudence has increased
significantly. This has driven the development of diverse financing instruments specifically
designed to support trading activities while adhering to Sharia principles.

Trading is a central component of economic development, and historically, Islamic civilization
has played a major role in global commerce. From the early trade caravans of the Arabian
Peninsula to the sophisticated trade networks across the Ottoman, Mughal, and Andalusian
empires, Islamic trade practices have long emphasized justice, mutual benefit, and the sharing
of risk between transacting parties. Today, Islamic financial institutions continue this legacy by
offering structured products such as Murabaha, Ijara, Salam, Istisna’, and Sukuk to facilitate
trade across various industries including manufacturing, retail, agriculture, transportation, and
international logistics.

The renewed global interest in Islamic finance is not limited to Muslim-majority countries. The
United Kingdom, Luxembourg, Singapore, Hong Kong, and South Africa are among the
nations that have adopted regulatory frameworks for Islamic financial services, recognizing
their potential to attract foreign investment and promote financial inclusion. As a result, Islamic
finance is now considered one of the fastest-growing sectors in the global financial industry.
Yet despite its rapid expansion, significant gaps remain in the understanding of how Islamic
modes of finance operate specifically within trading contexts and how effective they are
compared with conventional financing methods.



1.2 Problem Statement

The conventional financial system relies heavily on interest-based lending practices,
speculative investments, and debt-driven models’ elements that directly conflict with Islamic
law. While Islamic financial institutions offer alternative products designed to support trade,
many practitioners, investors, and policymakers lack a comprehensive understanding of these
instruments and their practical application in real-world business environments. This
knowledge gap creates challenges for businesses seeking Sharia-compliant financing solutions
and limits the potential growth of the Islamic financial sector. Therefore, this research seeks to
address the need for a comprehensive analysis of Islamic finance methods used in trading,
examining their strengths, limitations, and contributions to ethical commercial practices.

1.3 Research Objectives

The primary objective of this dissertation is to explore and analyze Islamic modes of finance
applied to trading activities. The study aims to:

1. Identify the main Islamic financial instruments used in trade and commercial transactions.
2. Examine the operational structure and application of these instruments in modern markets.
3. Evaluate the effectiveness of Islamic financial methods in facilitating trading activities.

4. Assess the ethical, economic, and practical implications of adopting Sharia-compliant
financing models.

5. Identify the Sorts of Islamic Modes of Trading.

1.4 Research Questions
This dissertation seeks to answer the following questions:

1. What Islamic financial instruments are most commonly used for trading activities?

2. How do Murabaha, Ijara, Salam, Istisna’, and Sukuk support commercial transactions in
practical settings?

3. To what extent do Islamic modes of finance provide effective alternatives to conventional
financial methods?

4. What challenges and opportunities exist in the implementation of Islamic finance in global
trade?



1.5 Significance of the Study

This research contributes to the growing body of knowledge in Islamic finance by providing
an in-depth analysis of Sharia-compliant financial mechanisms used in trading. Its significance
lies in several key areas:

Academic significance:
The study expands the theoretical understanding of Islamic financial instruments and their
role in facilitating trade, offering researchers a structured framework for further investigation.

Economic significance:

By evaluating the practical effectiveness of Islamic financing tools, the research provides
insights for businesses seeking ethical financial solutions that promote economic stability and
reduce exposure to interest-based risks.

Religious and ethical significance:

For Muslim traders and investors, access to Sharia-compliant financing is not merely a
preference but a religious obligation. This study helps clarify how Islamic finance aligns
ethical values with commercial efficiency.

Policy significance:

Regulators and financial institutions can benefit from understanding the challenges associated
with implementing Islamic finance in trading and can use the findings to design more
effective regulatory frameworks.

1.6 Scope of the Research

This research focuses on key Islamic financial instruments used in trading activities, including
Murabaha (cost-plus financing), [jara (leasing), Salam (forward sale), Istisna’ (manufacturing
contract), and Sukuk (Islamic bonds). The study covers both theoretical and practical
perspectives, examining how these instruments are applied in domestic and international
markets. In terms of methodology, the research employs a qualitative approach relying on
literature reviews, case studies, and expert insights. The scope is limited to trade-related
financing activities and does not extend to personal finance, Islamic insurance (takaful), or
macroeconomic policy frameworks unless relevant to the discussion.
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2. LITERATURE REVIEW
2.1 Overview of Islamic Finance

The literature on Islamic finance has expanded significantly over the last four decades as
scholars, practitioners, and policymakers attempt to understand the theoretical, legal, and
operational dimensions that shape Sharia-compliant financial systems. Trading activities
occupy a central position in Islamic economic thought because commerce was historically the
foundation of economic life in Muslim societies and remains a vital driver of contemporary
markets. This chapter reviews the scholarly work relevant to Islamic modes of finance used in
trading activities, focusing on theoretical foundations, regulatory frameworks, financial
instruments, comparative analyses, and empirical research. The research aims to address the
overarching question: How do Islamic financial instruments support modern trading activities
in a manner consistent with Sharia principles?

The literature review begins by presenting foundational Islamic economic concepts rooted in
the Qur’an, Sunnah, and classical figh traditions. It then examines the prohibitions of riba,
gharar, and maysir, which form the ethical boundary between Islamic and conventional
financial systems. Subsequently, the chapter traces the historical development of Islamic
finance from the early Islamic era to the institutionalization of modern banks and capital
markets. This is followed by a detailed analysis of Islamic financial instruments used in trading
specifically Murabaha, Salam, Istisna’, [jara, and Sukuk drawing on classical jurisprudence as
well as contemporary operational models.

The chapter then examines empirical studies on the effectiveness of these instruments across
different markets, including the GCC, Southeast Asia, and emerging global Islamic finance
hubs. A comparative section contrasts Islamic trade financing methods with conventional trade
financing tools such as interest-bearing loans, letters of credit, and derivatives. The discussion
highlights both the strengths and limitations identified in the literature. Finally, the chapter
identifies gaps in existing scholarship, particularly regarding long-term performance,
innovation, risk management, and global regulatory harmonization.

Overall, the reviewed literature demonstrates that Islamic modes of finance are not only
theoretically sound but also practically viable when structured appropriately. However,
challenges remain concerning standardization, market depth, and global integration. These
gaps shape the research direction of this dissertation by emphasizing the need for deeper
empirical and comparative analysis in the context of real-world trading environments.

11



2.2 Islamic Economic Foundations

Islamic economics emerges from a worldview that places divine guidance at the center of
economic life. According to Chopra (2000), Islamic economics is built on principles of justice,
equity, and social welfare, which serve as moral boundaries for economic behavior. Trading
and commercial activities were widely practiced in the early Muslim world and endorsed within
the Qur’an: “Allah has permitted trade and prohibited riba” (Qur’an 2:275). This verse
underscores the legitimacy of commercial exchange while establishing restrictions on
exploitative financial practices.

Classical Muslim scholars such as Al-Ghazali, Ibn Taymiyyah, and Ibn Khaldun contributed to
the philosophical and ethical foundations of Islamic economics. Al-Ghazali emphasized the
necessity of economic activity for societal well-being, noting that wealth acquisition becomes
beneficial when conducted ethically and without harm. Ibn Taymiyyah focused on market
justice, price fairness, and the prevention of monopolistic behavior. Ibn Khaldun, in his
Mugaddimah, highlighted the interconnectedness between commerce, governance, and
economic development, suggesting that ethical trade is essential for sustaining civilization.

Contemporary scholars, including Siddiqi (1983), Usmani (1998), and Khan (2010), argue that
Islamic economics is not merely a prohibition-based system but a proactive framework that
promotes entrepreneurship, productive investment, and social welfare. These principles
provide the conceptual foundation for Islamic finance instruments used in trading activities.
Islamic finance is thus rooted in maximizing societal benefit (maslahah), ensuring equitable
distribution of resources, and eliminating exploitation.

The literature emphasizes that Islamic economics prioritizes asset-backed financing,
partnership models, and risk-sharing. This contrasts sharply with interest-based lending in
conventional systems. As such, Islamic financial instruments used in trading reflect deeper
ethical commitments aimed at maintaining fairness and transparency in market transactions.

2.3 Prohibition of Riba, Gharar, and Maysir

A critical component of Islamic finance literature focuses on the prohibitions that distinguish
Islamic modes of trading finance from conventional practices. These prohibitions form the
ethical and operational basis for Sharia-compliant financial transactions.

2.3.1 Riba

The prohibition of riba commonly interpreted as interest is one of the most emphasized
principles in Islamic finance. Numerous Qur’anic verses condemn riba (2:275, 3:130, 30:39),
associating it with exploitation and injustice. Classical scholars identified various forms ofriba,
but riba al-nasi’ah (time-based increase on loans) is most relevant to modern financial systems.
The literature explains that interest-based lending shifts risk unfairly onto the borrower and
contradicts the Islamic principle of equitable wealth distribution.

12



2.3.2 Gharar

Gharar refers to excessive uncertainty in contracts. The Prophet Muhammad (peace be upon
him) prohibited bay’ al-gharar, which includes transactions involving unknown outcomes,
ambiguous terms, or speculative behavior. In trading activities, gharar prohibits selling items
not in one’s possession, selling unknown quantities, or entering contracts with unclear terms.

2.3.3 Maysir

Maysir refers to gambling or speculative gain without effort. Literature on Islamic finance
emphasizes that transactions must be based on real assets and productive activity, not mere
speculation. The prohibition of maysir directly informs the design of Islamic financial
instruments by disallowing derivatives that resemble gambling or excessive risk.

Collectively, these prohibitions ensure transparency, fairness, and real economic value creation
core themes throughout Islamic finance literature.

2.4 Development of Islamic Finance (Historical to Modern)

Islamic finance has evolved through three main periods: the classical Islamic era, the pre-
modern period, and the contemporary institutional era.

2.4.1 Classical Era

During the early Islamic period, trade was central to economic life, and many classical figh
rulings emerged to regulate commercial practices. Contracts such as Murabaha, Salam, and
Musharaka were used extensively for financing trade, agriculture, and craftsmanship.

2.4.2 Pre-Modern Period

Islamic finance remained largely informal and embedded in local customs. However, with
colonization and the adoption of Western banking models, many Islamic commercial practices
declined.

2.4.3 Contemporary Institutional Era

The modern Islamic finance industry began in the mid-20th century with the establishment of
Mit Ghamr Savings Bank in Egypt (1963), followed by major Islamic banks in the Gulf and
Malaysia. Standard-setting bodies such as AAOIFI (Accounting and Auditing Organization for
Islamic Financial Institutions) and IFSB (Islamic Financial Services Board) were later
developed to harmonize practices globally.

The literature documents rapid growth in Islamic banking assets, which exceeded USD 2.4
trillion by 2022, with significant activity in trade finance, corporate financing, and
infrastructure development. Sukuk markets have also expanded, supporting large-scale trade
and investment activities internationally.
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2.5 Islamic Financial Instruments for Trading Activities

This section examines financial instruments used in trading, drawing from classical
jurisprudence and modern practice.

2.5.1 Murabaha

Murabaha is the most commonly used Islamic trade financing instrument. It is a cost-plus
sale contract where the bank purchases goods upon the client’s request and sells them at an
agreed markup. Literature highlights its practicality, especially in import and export
financing, machinery procurement, and working capital. Critics argue that Murabaha
resembles conventional debt, but scholars note its asset-backed nature and transparent
markup differentiate it significantly.

2.5.2 Salam

Salam is a forward sale contract where payment is made in advance while delivery occurs
later. Traditionally used in agriculture, Salam today supports commodity trading and
supply-chain financing. Studies show Salam enhances liquidity for producers while
ensuring guaranteed delivery for buyers.

2.5.3 Istisna

Istisna’ is widely used in manufacturing and construction. It allows staged payments for
goods to be manufactured according to specifications. Literature emphasizes Istisna’s
flexibility for financing industrial production and large-scale procurement.

2.5.4 ljara

[jara functions similarly to leasing. Banks acquire an asset and lease it to clients for a fixed
period. In trading, Ijara is used for equipment, vehicles, warehouses, and logistics
infrastructure.

2.5.5 Sukuk

Sukuk (Islamic bonds) mobilize large capital for trade, logistics, and infrastructure. Sukuk
are asset-backed and represent ownership shares rather than debt obligations.

2.6 Comparative Analysis with Conventional Finance

A major theme in the literature is comparison between Islamic and conventional trade
financing.

Advantages of Islamic Finance
o Ethical and socially responsible
o Asset-backed

o Lower speculative risk

14



o Enhanced transparency

o Promotes real economic activity
Limitations Identified

o Higher operational complexity
o Limited standardization

o Lower global penetration

o Dependency on Murabaha

The literature indicates that while Islamic finance aligns with ethical and risk-averse principles,
it must continue evolving to become more competitive globally.

2.7 Theoretical Gaps in the Literature

Scholars highlight several gaps:

o Insufficient long-term studies on the performance of Islamic trade finance
o Limited research on innovative Sharia-compliant trading instruments

o Few cross-country comparative analyses

Need for deeper integration of fintech and digital trade solutions.
These gaps underscore the need for further research, shaping the direction of this
dissertation.

2.8 Sorts of Islamic Modes of Trading

1. The sale of an asset for an asset. A sale in which a commodity is exchanged for another
commodity. This is known as Bay ‘ Al-Mugayadh (barter sale).

2. The sale of money for money. A sale in which money is exchanged for money. This is
known as Bay’ Al-Sarf (money exchange).

3. The sale of an asset for money. This mode of trading has various scenarios that are:

o A sale in which a commodity is exchanged for money which is paid immediately. This is
known as Bay ‘ Al-Hal (instant sale).

o A sale in which a commodity is exchanged for money, but here the buyer picks up the
commodity and the seller accepts the price without any explicit bargain. This is known as
Bay ‘ AlI-Mu ‘atah (non-bargaining sale).

o sale in which a commodity is exchanged for money, but here the buyer and the seller agree
on the price after haggling and without mentioning the cost of the seller’s goods. This is
known as Bay ‘ AI-Musawamah (bargaining sale).

o A sale in which a commodity is exchanged for money, but here the seller accepts to sell the
commodity with no profit, i.e. at his cost. This is known as Bay‘ Al-Tawliyah (non-
profitable sale).

15
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A sale in which a commodity is exchanged for money, but here the seller sells the
commodity after declaring both the cost price and the profit margin in order to be altogether
formed the price of the commodity sold. This is known as Bay * Al-Murabahah (mark-up
sale/sale on profit).

A sale in which commodities are exchanged for money, but the buyer ‘receives’ or ‘takes’
them gradually in instalments, i.e. on daily or monthly basis, against lump sum paid either
in advance or at a specified future time. This is known as Bay * Al-Istijrar (gradual sale).
A sale in which a commodity is exchanged for money payable either at the end of a certain
date in the future or in pre-determined instalments at agreed upon specific periods of time.
This is in general known as Bay ‘ Al-Ajil or Bay * AlI-Mu’ajal (sale on credit).

If the price paid at the end of a certain date in the future, then the sale is known as Bay’ A!-
Nasi’ah (deferred payment sale).

If the price paid in pre-determined instalments at agreed upon specific periods of time, then
the sale is known as Bay’ Al-Tagsit (instalment sale).

The sale of a deferred asset or money for a deferred asset or money. A sale in which a
deferred asset or money is exchanged for a deferred asset or money. This is known as Bay’
Al-Dayn Bi-Al-Dayn (the sale of debt for debt).

The sale of money for an asset. A sale in which money is exchanged for a commodity or
Commodities, but the price of which is paid in advance and the delivery of which is made
at a deferred future time. This is known as Bay’ Al-Salam (advance payment sale).

The sale of money for an asset. A sale in which a commodity is exchanged for money
payable either immediately or in instalments or on a given date in the future. This is known
as Bay’ Al-Istisna ‘ (the contract of industry-based financing).

16



3. RESEARCH METHODOLOGY
3.1 Introduction

The purpose of this chapter is to describe the methodological framework used to investigate
Islamic modes of finance for trading activities. A research methodology provides structure and
credibility to academic inquiry by explaining how data are collected, interpreted, and validated.
This chapter outlines the research design, philosophical foundation, data sources, sampling
strategy, data collection techniques, analytical methods, reliability and validity measures,
ethical considerations, and methodological limitations.

Given the complexity of Islamic finance spanning legal, economic, and operational dimensions
the methodology integrates both qualitative and analytical components. The adopted research
design aims to generate a comprehensive understanding of how Islamic financial instruments
support contemporary trading activities, the challenges faced by stakeholders, and the
comparative advantages relative to conventional financing tools.

3.2 Research Philosophy

Research philosophy refers to the underlying worldview that informs the researcher’s
approach. Three major paradigms are typically considered: positivism, interpretivism, and
pragmatism.

3.2.1 Pragmatic Approach

This study adopts a pragmatic research philosophy, which emphasizes selecting methods that
best address the research problem rather than adhering to a single philosophical tradition.
Pragmatism allows integration of:

o Objective analysis of structured literature
o Subjective interpretations of Islamic jurisprudence
o Contextual assessment of modern financial practices

This philosophical stance is particularly suitable because Islamic finance involves normative
Sharia principles combined with empirical economic realities. Pragmatism therefore allows the
researcher to evaluate Islamic financial instruments using both textual analysis and practical
applications.

17



3.3 Research Approach

Research approaches generally include:

o Deductive approach: testing existing theories

o Inductive approach: generating new theories from observations

o Abductive approach: combining both to explain patterns.

3.3.1 Abductive Research Approach

This study employs an abductive approach, which begins with reviewing existing theories on
Islamic finance and then identifying gaps and inconsistencies that require deeper analysis. It
also allows the researcher to reinterpret Islamic legal principles within the context of modern
trading activities. Abduction is appropriate because Islamic finance is neither purely theoretical
nor purely empirical; it requires a dynamic approach that reconciles jurisprudential theory with
real-world practice.

3.4 Research Design

A research design provides the overall structure of the study. Common designs include
exploratory, descriptive, explanatory, and analytical.

3.4.1 Descriptive Analytical Design
The study uses a descriptive analytical research design, combining:

o Descriptive elements to outline the nature, structure, and principles of Islamic financial
instruments

o Analytical elements to evaluate how these instruments function in trading activities,
including strengths, limitations, and operational challenges

This dual design enables a systematic investigation of both classical Islamic jurisprudence
and contemporary financial applications.

3.5 Data Sources

To ensure a comprehensive analysis, the study relies on secondary data sources, which are
commonly used in Islamic finance research due to the abundance of scholarly material.

3.5.1 Secondary Data
Secondary data sources include:

o Academic books on Islamic jurisprudence, economics, and finance

18



o Peer-reviewed journal articles from reputable databases

o Reports from Islamic financial institutions

o Publications by AAOIFI, IFSB, and central banks

o Policy papers and market analyses

o Historical figh texts and classical scholarly works

o Empirical case studies from the GCC, Malaysia, Turkey, and global markets

These sources provide theoretical depth, empirical evidence, and global perspectives.

3.6 Data Collection Methods

3.6.1 Systematic Literature Review

A systematic literature review was conducted using academic databases such as:
o JSTOR

o ScienceDirect

o SSRN

o Google Scholar

o ResearchGate

Keywords included:

“Islamic trade finance,” “Murabaha trade financing,” “Salam contract application,” “Ijara in
trading,” “Sukuk and trade facilitation,” “Sharia-compliant trade tools,” and “Islamic economic
principles.”

The literature selection criteria were:
o Published between 19902024
o Peer-reviewed or professionally credible

o Relevant to Islamic finance and trading activities.

3.6.2 Documentary Analysis

Original Islamic jurisprudence texts (figh al-mu‘amalat) were analyzed to understand the
foundational rulings governing trade contracts. Modern regulatory documents (AAOIFI, IFSB,
SAMA, and Bank Negara Malaysia guidelines) were also reviewed.

3.7 Data Analysis Method

19



3.7.1 Thematic Analysis
Data were analyzed using thematic analysis, which involves:

1. Familiarization with existing theory and empirical studies

99 ¢¢

2. Coding key concepts such as “asset-backed financing,
compliance,” and “trade facilitation”

risk-sharing,” “Sharia

3. Identifying themes, including:

Ethical foundations of Islamic trade finance
5. Operational mechanisms of trade contracts
Comparative advantages and limitations

Regulatory challenges

Sl e

Synthesizing findings into an analytical framework

Thematic analysis is suitable because most Islamic finance research combines textual
interpretation with practical assessment.

3.8 Reliability and Validity

Ensuring the trustworthiness of research findings is critical in academic studies.

3.8.1 Reliability

Reliability was enhanced by:

o Using high-quality, peer-reviewed sources

o Applying consistent inclusion and exclusion criteria

o Adopting a systematic review method that can be replicated

3.8.2 Validity

Validity was ensured through:

o Triangulation of diverse sources (figh texts, academic articles, financial reports)
o Comparing findings across multiple geographical regions

o Cross-referencing interpretations with recognized Sharia standards

This ensures that conclusions accurately reflect both theoretical and applied dimensions of
Islamic finance.

3.9 Ethical Considerations
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Although the study uses secondary sources and does not involve human subjects, ethical
considerations include:

Accurately representing Islamic jurisprudence without misinterpretation
Properly crediting scholarly work through citations
Avoiding selective reporting or bias

Ensuring neutrality regarding religious sects, schools of thought, and jurisdictions

The research maintains objective academic standards while respecting the integrity of Islamic

legal scholarship.

3.10 Research Limitations

Key methodological limitations include:

o

o

o

o

o

The study depends on secondary sources, which may contain interpretive biases
Limited availability of long-term empirical data on Islamic trade finance
Variation in regulatory frameworks across Islamic finance jurisdictions

The absence of primary interviews or field research

Rapid evolution of fintech may render some findings time-sensitive

Despite these limitations, the methodology provides a robust foundation for theoretical and

practical analysis.
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4. FINDINGS AND DISCUSSION
4.1 Introduction

This chapter presents and analyzes the main findings of the research on Islamic modes of
finance for trading activities. The purpose is to interpret the data gathered through the extensive
literature review, classical jurisprudential sources, and contemporary market analyses, while
identifying patterns, strengths, weaknesses, and emerging trends. The discussion also compares
Islamic financial instruments with their conventional counterparts and evaluates their current
and future role in global trade.

The analysis is organized around the key Islamic trade-related instruments Murabaha, Salam,
Istisna’, Musharakah, Mudarabah, Ijara, and Sukuk as well as the broader regulatory, ethical,
and practical considerations influencing their performance.

The findings reveal that Islamic finance offers viable Sharia-compliant solutions for
commercial activities, but also faces challenges including regulatory diversity, operational
limitations, documentation complexity, and lack of public awareness. Nonetheless, the data
indicate that Islamic modes of finance can significantly enhance ethical trading, support small -
and medium-sized enterprises (SMEs), and promote economic stability when properly
implemented.

4.2 Overview of Key Findings
The research produced several key findings:

1. Islamic finance provides a robust framework for trade-based transactions grounded in
principles of justice, transparency, and risk-sharing.

2. Murabaha remains the dominant trade finance instrument, representing over 60% of Islamic
banking operations in many regions.

3. Salam and Istisna’ contracts are increasingly used in agricultural and manufacturing
sectors, though limited by risk-management requirements.

4. Equity-based modes (Musharakah and Mudarabah) are theoretically ideal but
underutilized, mainly due to risk aversion, monitoring costs, and informational asymmetry.

5. Sukuk has emerged as a major tool for financing large-scale trade, infrastructure, and
logistics projects, demonstrating strong growth and global acceptance.

6. Sharia governance frameworks play a decisive role in ensuring the authenticity of Islamic
financial instruments, but inconsistency across jurisdictions leads to confusion.

7. Islamic finance promotes ethical practices, including fair pricing, avoidance of speculation,
asset-backing, and prohibition of interest.
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8. Some Islamic products mimic conventional instruments, raising concerns about “Sharia
arbitrage” and the need for deeper alignment with maqasid al-Sharia (objectives of
Islamic law).

9. Digital transformation and fintech innovations (e.g., blockchain-based sukuk, digital
Murabaha platforms) are reshaping the future of Islamic trade finance.

The following sections analyze these findings in detail.

4.3 Analysis of Islamic Modes of Finance for Trade
4.3.1 Murabaha in Trading Activities

Murabaha, a cost-plus sale contract, is widely accepted due to its simplicity and clear
pricing structure. It represents the most frequently used Islamic instrument for trade because:

o It supports import—export transactions

o It reduces uncertainty through fixed margins

o It enables banks to provide financing while owning and transferring goods
Key Observations

1. Dominance in Islamic Banking Portfolios:
In GCC countries and Malaysia, Murabaha represents up to 70% of Islamic bank assets.
This is because traders prefer predictable, structured transactions without excessive risk-
sharing.

2. Compliance and Practical Challenges:
Although widely used, some implementations resemble interest-bearing loans when banks
do not perform genuine asset ownership. The findings indicate that stricter Sharia
supervision is needed.

3. Advantages for Trading Activities:

o Clear contractual obligations

o Suitable for financing imports and working capital

o Easy to document and regulate

4. Limitations:

o Less aligned with risk-sharing ideals

o Exposure to price volatility between purchase and sale

o Operational delays when banks must take possession of goods

Despite limitations, Murabaha remains fundamental in Islamic trade finance, serving as a

bridge between classical Sharia rules and modern commercial needs.
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4.3.2 Salam Financing in Agriculture and Commodity Trading

Salam is a forward-sale contract where the buyer pays in advance for goods delivered later. It
is Sharia-compliant because it was historically used to support farmers.

Major Findings

1. Relevance to Agricultural Markets:
Salam remains especially relevant in agriculture, where producers need upfront financing.
Contemporary Islamic banks use Salam to support farmers, commodity producers, and
cooperatives.

2. Risk-Management Issues:
Salam exposes banks to delivery, quality, and market risks. The research shows that many
financial institutions prefer Parallel Salam to mitigate these risks, though it must be
structured carefully to avoid contract linkage.

3. Advantages:

o Supports liquidity for producers

o Stabilizes commodity supply chains

o Provides ethical alternatives to exploitative lending
4. Challenges:

o Requires precise specifications of goods

o Potential mismatch between market prices at delivery
o Limited adoption due to banks’ risk aversion

In practice, Salam is effective for trade but requires strong monitoring and risk-hedging
mechanisms.

4.3.3 Istisna’ in Manufacturing and Construction Trade

Istisna’ is a manufacturing contract where a bank finances production and sells the final
product.

Key Findings
o Works well for large-scale manufacturing, construction, and custom-built goods.

o Widely used in infrastructure projects, machinery procurement, and real-estate
development.

Advantages:
o Flexible payment schedules
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o Suitable for long-term production

o Encourages industrial development

Drawbacks:

o High project risks

o Long delays can lead to cost overruns

o Requires careful Sharia governance to prevent prohibited gharar (excessive uncertainty)

The findings show that Istisna’ is particularly useful in economies with growing
manufacturing sectors.

4.3.4 Mudarabah and Musharakah in Trade-Based Partnerships

Although Mudarabah (profit-sharing partnership) and Musharakah (joint venture) best
reflect Islamic principles of fairness and shared risk, both are underutilized in modern
commercial banking.

Findings:

1. Limited Practical Use:
Banks prefer predictable income and therefore avoid equity-based contracts.

2. Information Asymmetry Challenges:
Traders often hesitate to disclose all financial details, making banks reluctant to enter
profit-sharing deals.

3. Regulatory and Monitoring Costs:
Equity contracts require ongoing supervision, which increases operational costs.

Benefits When Successfully Implemented:

o Encourage entrepreneurship

o Support SMEs lacking collateral

o Promote risk-sharing, reducing economic inequality

The study concludes that equity financing models remain essential but require innovative
solutions to overcome risk and monitoring challenges.
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4.3.5 Ijara in Trading, Leasing, and Asset Finance
[jara, or leasing, is widely applied in:

o Commercial vehicles

o Machinery and equipment

o Shipping and logistics

o Industrial assets

Findings:

1. Tjara supports productive economic activities by enabling companies to acquire assets
without heavy upfront costs.

2. Islamic banks bear ownership risks, ensuring compliance with Sharia.

3. Tjarais increasingly integrated with trade-based contracts such as [jara-wa-Iqtina’ (lease-
to-own).

However, documentation procedures can be lengthy, and disputes sometimes arise over
maintenance responsibilities.

4.3.6 Sukuk for Financing Trade, Infrastructure, and Supply Chains

Sukuk, or Islamic bonds, have become a cornerstone of Sharia-compliant capital markets.
Key Findings

o Sukuk finance large logistics, transportation, and industrial projects.

o Global Sukuk issuance exceeds hundreds of billions annually and continues to grow.

o Governments, corporations, and banks use Sukuk to support trade, infrastructure, and
inventory procurement.

Advantages:

o Provide long-term funding

o Attract global investors

o Support real economic growth
Challenges:

o High issuance costs

o Complex Sharia review processes

o Jurisdictional inconsistencies
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Overall, Sukuk strengthen global trade by mobilizing international capital for Sharia-
compliant projects.

4.4 Comparative Evaluation: Islamic vs. Conventional Trade Finance
4.4.1 Ethical Differences

Islamic finance promotes:

o Transparency

o Fair pricing

o Avoidance of interest

o Prohibition of speculation

o Asset-backing

Conventional finance often prioritizes profit maximization even at the cost of ethical
concerns.

4.4.2 Operational Differences

Aspect Islamic Finance Conventional Finance
Risk Shared Shifted to borrower
Asset Requirement Mandatory Optional

Pricing Transparent Often variable
Documentation More complex Standardized

4.5 Regulatory and Governance Findings

Sharia governance affects the authenticity and market acceptance of Islamic financial
instruments.

Key Findings:

o Lack of global Sharia standardization creates inconsistencies.

o AAOIFI and IFSB standards help but remain voluntary.

o GCC and Malaysia have strong Sharia boards, improving product credibility.
o Some banks practice “Sharia arbitrage,” undermining consumer trust.

The study highlights the need for unified global standards.
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4.6 Challenges Identified

The research identified several challenges limiting Islamic trade finance:
1. Complex documentation

2. Weak public awareness

3. Limited product diversity

4. High compliance costs

5. Shortage of skilled Sharia scholars specializing in finance

6. Inconsistent regulatory frameworks

7. Market preference for simpler debt-based financing

8. Limited global integration

These challenges hinder the full development of Islamic modes of finance.

4.7 Contribution of Islamic Finance to Global Trade

Despite the challenges, the findings show substantial contributions:

o Enhances ethical trading

o Supports SMEs

o Promotes fair pricing

o Reduces excessive debt reliance

o Stabilizes markets through asset-backing

o Supports large-scale industrial and infrastructure projects through Sukuk

Islamic finance thus serves as a viable alternative for sustainable and ethical trade globally.

5. CONCLUSIONS AND RECOMMENDATIONS
5.1 Introduction

This chapter presents the overall conclusions of the research titled Islamic Modes of Finance
for Trading Activities, summarizing the main outcomes derived from the literature review,
methodological findings, and analytical discussion. It also outlines practical recommendations
for policymakers, Islamic financial institutions, Sharia scholars, traders, and future researchers.
The conclusions respond to the central research question and objectives, while the
recommendations aim to enhance the operational, ethical, and technical performance of Islamic
trade finance in diverse markets.
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The analysis across the previous chapters revealed that Islamic finance possesses a rich and
adaptable framework that can support modern commercial activities while maintaining
compliance with Sharia principles. However, the findings also highlight persistent operational,
regulatory, and awareness-related challenges that require strategic intervention. This chapter
organizes these insights into a structured conclusion and proposes actionable pathways for
strengthening the role of Islamic finance in contemporary trade.

5.2 Restatement of the Research Question and Objectives

How can Islamic modes of finance effectively support trading activities while ensuring
Sharia compliance and meeting the needs of modern markets?

To address this question, the research adopted several objectives:

1. To identify the main Islamic financial instruments used in trading activities.

2. To analyze the effectiveness of these instruments in real-world commercial applications.
3. To explore how Islamic finance supports ethical and sustainable business practices.

4. To evaluate practical challenges and opportunities associated with implementing Sharia-
compliant trade finance.

The findings discussed in Chapter Four provide comprehensive answers to these objectives,
revealing both the strengths and weaknesses of Islamic trade finance mechanisms.

5.3 Summary of Key Findings

The findings demonstrate that Islamic finance offers a robust and ethically grounded
framework for supporting global trade and commercial activities. Central modes such as
Murabaha, Salam, Istisna’, [jara, Mudarabah, Musharakah, and Sukuk each contribute unique
value to different sectors of trade from agriculture to manufacturing, logistics, services, and
large-scale infrastructure.

Key conclusions include:

5.3.1 Islamic Finance Can Fully Support Modern Trade Activities

Islamic modes of finance provide alternatives to interest-based lending by emphasizing:
o Asset-backed transactions

o Transparent pricing

o Shared risk and profit

o Prohibition of speculation

o FEthical business conduct
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These elements not only comply with Sharia but also promote financial stability.

5.3.2 Murabaha Remains the Cornerstone of Islamic Trade Finance

While it is the most widely used instrument due to its simplicity and clarity, its dominance
also raises concerns:

o Overreliance on debt-like structures
o Potential resemblance to conventional loans if not properly implemented

Nevertheless, Murabaha remains the backbone of trade financing in Islamic banks, enabling
import export transactions and short-term financing.

5.3.3 Equity-Based Instruments Remain Underutilized

Mudarabah and Musharakah ideally reflect Sharia objectives by promoting risk-sharing and
ethical partnership. However, they remain underused due to:

o High monitoring costs
o Fear of managerial misconduct
o Lack of transparency in some markets

Future reforms could unlock their full potential, especially for SMEs.

5.3.4 Sukuk Has Achieved Global Acceptance

Sukuk instruments have become one of the most powerful tools for trade-related financing,
particularly in:

o Infrastructure

o Transportation

o Logistics

o Industrial development

Their asset-backed nature and global appeal strengthen the credibility of Islamic finance.

5.3.5 Challenges Still Limit Full Implementation
The study identified recurring challenges:

o Lack of standardization in Sharia rulings

o Operational complexities in structuring contracts

o Limited public awareness
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o Shortage of qualified Sharia finance professionals
o High transaction costs, especially for SMEs
o Regulatory inconsistencies across jurisdictions

These obstacles must be addressed to expand Islamic trade finance effectively.

5.4 Islamic Finance Provides Ethical and Sustainable Alternatives

Islamic financial modes align with ethical trade by discouraging exploitation, ensuring fair
pricing, and promoting mutual benefits. This strengthens the argument that Islamic finance

5.4.1 Sharia Governance Is Critical to Success

Strong Sharia boards, compliance audits, and standardized frameworks are essential for
ensuring authenticity. Without proper governance, Islamic instruments risk becoming
superficial replicas of conventional finance.

5.4.2 Islamic Finance Encourages Real Economic Activity

Because contracts must be linked to tangible assets, Islamic finance naturally promotes:
o Employment

o Production

o Investment in real sectors

o Reduction of speculative bubbles

This contributes to long-term economic stability and resilience.

5.4.3 There Is Significant Room for Growth

Islamic finance especially in trade-related activities is still developing. Emerging sectors such
as halal trade, ESG-based investing, and digital economies offer new opportunities for
Sharia-compliant finance.

5.4.4 Innovation Is Essential for Future Success

The future competitiveness of Islamic trade finance depends on:
o Digital platforms

o Blockchain-based Sukuk

o Al-driven risk assessment
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Smart contracts for Murabaha and Salam

These technologies can reduce costs, enhance transparency, and increase efficiency.

5.5 Recommendations
5.5.1 Recommendations for Islamic Banks and Financial Institutions

1.

Expand Equity-Based Instruments
Banks should increase the use of Musharakah and Mudarabah to promote
entrepreneurship and reduce overdependence on Murabaha.

Enhance Sharia Compliance Processes
Institutions should strengthen internal Sharia boards, adopt AAOIFI standards, and ensure
that transactions are executed according to authentic Islamic jurisprudence.

Invest in Staff Training and Expertise
Personnel must be trained in both modern finance and classical figh al-muamalat to
improve product quality.

Adopt Digital Solutions
Introducing fintech platforms for Salam, Murabaha, and Ijara can increase efficiency and
transparency.

Develop Tailored Products for SMEs
Small businesses often struggle to access funding; improved Sharia-compliant products
could significantly support their growth.

5.5.2 Recommendations for Policymakers and Regulators

I.

Create Harmonized Sharia Standards
Differences between jurisdictions can be reduced by adopting unified frameworks under
AAOIFI or IFSB.

Support Islamic Finance Through Legal Reforms
Governments should establish regulatory environments that facilitate asset-backed and
partnership-based financing.

Encourage Islamic Trade Finance Through Incentives
Tax incentives, grants, or government guarantees can encourage banks to use less
common Islamic instruments.

Promote Public Awareness Programs
Educational campaigns can increase understanding and acceptance of Islamic finance.
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5.5.3 Recommendations for Traders and Business Owners

1. Increase Knowledge of Islamic Financing Options
Traders must understand the unique benefits of Murabaha, Salam, Istisna’, and other
modes to make informed decisions.

2. Improve Transparency Practices
Accurate financial reporting and open communication encourage banks to offer
partnership-based financing.

Consider Long-Term Ethical Benefits
Sharia-compliant finance reduces exposure to interest-related risks and aligns business with
ethical standards.

5.5.4 Recommendations for Sharia Scholars

1. Engage More Actively with Modern Industries
Scholars should develop deeper understanding of contemporary trade mechanisms to
issue well-informed fatwas.

2. Promote Ijtihad (scholarly reasoning)
New financial innovations require fresh jurisprudential analysis to ensure authenticity and
relevancy.

Collaborate With Economists and Legal Experts
Interdisciplinary efforts will enhance product development and Sharia compliance.

5.5.5 Recommendations for Future Research

This study opens several avenues for future exploration:

1. Comparative case studies of Islamic trade finance in different regions

2. Empirical analysis of customer satisfaction with Islamic trade products

3. Digital transformation and fintech adoption in Islamic finance

4. Quantitative studies on the profitability of Musharakah and Mudarabah in SMEs
5. Longitudinal analysis of Sukuk impact on national economic growth

6. The role of Islamic finance in the halal global supply chain

Future research can expand the scope by incorporating primary data from firms, banks,
regulators, and Sharia boards.
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5.6 Overall Contribution of the Study

This research contributes to Islamic finance literature by:

e Providing an integrated analysis of trade-based financial instruments

o Highlighting both classical jurisprudential foundations and modern market applications
o Identifying gaps between theory and practice

e Offering practical recommendations for strengthening Sharia-compliant trade finance

o Emphasizing Islamic finance as an ethical and sustainable alternative

The study demonstrates that Islamic modes of finance can effectively support trading activities
when backed by strong governance, innovation, and educational efforts.

5.7 Final Conclusion

Islamic modes of finance rooted in justice, transparency, and shared responsibility offer viable
alternatives to conventional financial systems. When applied correctly, they not only support
trading activities but also promote ethical economic behavior and sustainable development.
While challenges remain, the findings of this research indicate that the future of Islamic trade
finance is promising, especially with advancements in digital technology and global
recognition of ethical finance. Strengthening Sharia compliance, enhancing regulatory
frameworks, expanding equity-based products, and increasing public awareness will ensure
that Islamic finance continues to flourish as a powerful engine for ethical and inclusive global
trade.
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